ANGIOTECH PHARMACEUTICALS, INC.

For the three and six month periods ended June 3@007

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

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

The following management’s discussion and analysM®&A”), dated July 31, 2007, provides an updabethe MD&A for the
year ended December 31, 2006 and should be reamhjunction with our unaudited consolidated finahstatements for the
three and six month periods ended June 30, 2008@naudited consolidated financial statementsHeryear ended December
31, 2006, both of which have been prepared in a@egme with U.S. generally accepted accounting fpies (“U.S. GAAP”) and
the applicable rules and regulations of the UnSéates Securities and Exchange Commission (“SE&"hie presentation of
interim financial information. Additional informatn relating to our Company, including our 2006 #&dliconsolidated financial
statements and 2006 Annual Information Form (“AlRf8)available by accessing the SEDAR website atwsedar.com or the
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 bdase historical fact, including without limitatistatements containing the
words “believes,” “may,” “plans,” “will,” “estimats,” “continues,” “anticipates,” “intends,” “expettand similar expressions,
constitute “forward-looking statements” within theaning of the U.S. Private Securities Litigatiagfém Act of 1995 and
constitute “forward-looking information” within theeaning of applicable Canadian securities lawksédh statements are made
pursuant to the “safe harbor” provisions of apfilleasecurities legislation. Forward-looking statetsemay involve, but are not
limited to, comments with respect to our objectiges priorities for 2007 and beyond, our strategiefiture actions, our targets,
expectations for our financial condition and thsutes of, or outlook for, our operations, reseatekielopment and product and
drug development. Such forward-looking statememtslive known and unknown risks, uncertainties atieiofactors that may
cause the actual results, events or developmeibis toaterially different from any future resultgeets or developments
expressed or implied by such forward-looking staets.
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Known risks, uncertainties and other factors akerénto account as part of our assumptions uniteyhese forward-looking
statements and include, among others, the followgageral economic and business conditions, bdtbhradly and in the regions
in which we operate; market demand; technologibahges that could impact our existing productsupratility to develop and
commercialize future products; competition; exigtgovernmental regulations and changes in, oraiheré to comply with,
governmental regulations; availability of financialmbursement coverage from governmental and-frartly payers for products
and related treatments; adverse results or unexgheetiays in drug discovery and clinical developthpeacesses; adverse
findings related to the safety and/or efficacy of products or products sold by our partners; d@utss and the timing of
decisions, made by health regulatory agencies dagaapproval of our technology and products; trguirement for substantial
funding to conduct research and development aeagand commercialization activities or consummatgssitions; and any
other factors that may affect performance.

In addition, our business is subject to certairrafpeg risks that may cause the actual resultsesgad or implied by the forward-
looking statements in this MD&A to differ materialirom our actual results. These operating risktuishe: our ability to attract
and retain qualified personnel; our ability to segsfully complete preclinical and clinical develaprhof our products; changes
in business strategy or development plans; ounrfailo obtain patent protection for discoveriesslof patent protection resulting
from third-party challenges to our patents; comiadimation limitations imposed by patents ownedaontrolled by third parties;
our ability to obtain rights to technology fromditsors; liability for patent claims and other claiasserted against us; our ability
to obtain and enforce timely patent and other lietélial property protection for our technology andducts; the ability to enter
into, and to maintain, corporate alliances relatmthe development and commercialization of ooht®logy and products;
market acceptance of our technology and produatsability to successfully manufacture, market aati our products; the
continued availability of capital to finance outigities; our ability to continue to service ourtd@bligations; our ability to
continue to integrate into our business the opematof American Medical Instruments Holdings, I(f&MI”); our ability to
achieve the operational and other synergies andttie® commercial or financial benefits expected assult of the acquisition of
AMI; and any other factors referenced in our offilargs with the applicable Canadian securitiesulagpry authorities or the
SEC.

For a more thorough discussion of the risks astatiaith our business, see the section entitliegkRiactors” in this MD&A.
Given these uncertainties, assumptions and riskfgcreaders are cautioned not to place unduenadion such forward-looking

statements. We disclaim any obligation to updatesaich factors or to publicly announce the restitny revisions to any of the
forward looking statements contained in this MD&Areflect future results, events or developments.



Business Overview

We are a specialty pharmaceutical and medical desaenpany that discovers, develops and marketvative technologies
primarily focused on acute and surgical applicatidfVe generate our revenue through our sales ofcalgatoducts and
components, as well as from royalties derived feates of products utilizing certain of our propaigttechnologies by our
partners. For the six months ended June 30, 208Tegorded $84.9 million in sales of medical pragand $63.4 million in
royalties received from partners.

Our research and development efforts focus on sialeding and characterizing biological conditidmat bften occur concurrent
with medical device implantation, surgery or adué&ima, including scar formation and inflammatioel] proliferation, bleeding
and coagulation, infection, and tumor tissue ovasdin. Our strategy is to utilize our various teclogies in the areas of drugs,
drug delivery, surface modification, biomateriatelanedical devices to create and commercialize Inpveprietary medical
products that reduce surgical procedure side sff@oprove surgical outcomes, shorten hospitalsstayare easier or safer for a
physician to use.

We develop our products using a proprietary antesyatic discovery approach. We use our drug sangegapabilities to identify
new uses for known pharmaceutical compounds. Weflaocompounds that address the underlying bicllgiauses of
conditions that can occur with medical device imgddion, surgery or acute trauma. Once appropdiaigs have been identified,
we often formulate the drug, or a combination afgd; with our portfolio of drug, drug delivery asdrface modification
technologies and biomaterials to develop a novwgjisal implant or medical device. We have pateotguted, or have filed
patent applications for, our technology and manguwfproducts and potential product candidatest potifolio of intellectual
property developed, licensed or acquired to datlides over 240 issued U.S. patents and 240 pehtBgpatent applications.

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

Our Pharmaceutical Technologies segment focusesgty on establishing product development and i@k partnerships

with major medical device, pharmaceutical or bicanats companies and to date has derived the rajitits revenue from
royalties due from partners that develop, marketseil products incorporating our technologies.réuity our principal revenues
in this segment come from royalties derived fromeséy Boston Scientific Corporation (“BSC”) of TA)S® coronary stent
systems incorporating the drug paclitaxel. We abguect to apply certain of the technologies dewesdopy this business segment
to develop novel next generation products for oedMal Products segment to market and sell diréetnd users or medical
products distributors.

Medical Products:

Our Medical Products segment manufactures and risaak@ide range of single-use specialty medicatipets, primarily medical
device products, directly to end users. The Mediablucts segment also manufactures finished nietkeéces and medical
device components for third party medical devicaufiacturers and marketers. Many of our medical petslare made using our
proprietary manufacturing processes, or are preteioy our intellectual property. The Medical Pradwsegment has several
specialized direct sales and distribution orgainatin the U.S. and the European Union (“EU”)nedl as significant
manufacturing capabilities.

It is expected that the Medical Products segmentenantually market and sell certain products dgyedl by the Pharmaceutical
Technologies segment through its direct sales @tdldition channels, and may apply certain of gegment’s technologies to
its products to create novel, next generation nagimducts to market directly to end users or waddgiroducts distributors.
There are currently numerous product developmdattefunderway that explore the application of @erbf Pharmaceutical
Technologies’ proprietary drug, drug delivery andface modification materials and other medicahimterials to products
marketed by our Medical Products segment.

Recent Developments
Significant Business Developments

« InJune 2007, we executed an extension of ourlmmi&ion with CombinatoRX, Incorporated based upensuccessful
advancement of certain selected product candidaiepreclinical testing. The joint research bedwgducted under our
research and licence agreement has been extengeadithe initial two and a half year term to a tofafive years. This
extension will result in a $7.0 million payment hgimade to CombinatoRx on or before October 3, 2@@ich has been
recorded as an in-process research and develomxeense in the second quarter of 2007.



On May 10, 2007, we announced we had elected tmdimer agreement with Edwards Lifesciences CorpmrdEdwards)
regarding the distribution of our Vascular Wrapljagel-eluting mesh / ePTFE graft combination proid As a result of this
amendment, we have re-obtained the exclusive rightsarket and sell our Vascular Wrap paclitaxekiay mesh / ePTFE
graft combination product through our own salesdaand distribution network in Europe. We now dulhglobal
distribution rights to this product candidate. Eddgaretained distribution rights to the stand albifiespan® ePTFE vascular
graft product line consistent with the original @ment, which was executed in November of 2005.

During the second quarter of 2007, with respecuoproprietary self-retaining wound closure pradine, we elected to
eliminate the Contour Threads brand name and ocezssociated direct marketing efforts relatinghet brand name, and to
focus our resources on the single brand name dFQuiith an emphasis on product iterations and safgnications with
the highest near term return on investment and saftential. The Quifibrand will continue to be sold for open faceldtw
other cosmetic procedures. As a part of thisatiite, we offered our customers the opportunitpusth they so choose and
solely at their discretion, to return to us any setiproduct bearing the Contour Threads brandhelisecond quarter, we
recorded a $3.0 million charge related to the patkcosts of these returns, of which $2.3 milli@hates to product returned
prior to June 30, 2007 and $0.7 million relatessdmated returns subsequent to June 30, 2007.

On April 3, 2007, we appointed Chris Dennis as®enior Vice President, Sales and Marketing. Rdgoining Angiotech,
Mr. Dennis was Global President of Johnson andslmtie OrthoNeutrogena company (pharmaceuticalsaasthetic
devices), where he was responsible for overaltesjsaand business growth initiatives. Previousé/hkld the position of
Vice President, Marketing & Sales for Janssen Ot (pharmaceuticals), where he managed the salé marketing of a
wide range of prescription medications.

During the second quarter of 2007, as part of oatinuing initiatives to improve our manufacturifbgxibility, reduce
manufacturing costs and improve our operating marghd free cash flows, we decided to close ounfaaturing facility in
Syracuse, New York and to transfer the product faturing and technical knowledge of that facitibyour operations in
Puerto Rico and Reading, Pennsylvania. The atostithe Syracuse facility is expected to be comsplever the next 12 to
18 months. Total employee severance costs arentlyrestimated to be $5.2 million, of which $1.8lion has been
recorded in the second quarter of 2007. The reeaiaf this amount will be recorded in subsequeatrtgrly periods, until
the closure is completed.

Significant Clinical Programs

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

and summary outline our most advanced product datek and their stage of development:

Product Indications Regulatory Status Commercial Rights
Vascular Wrap" Peripheral vascular diseaseFiled for CE Mark in November 2006 Angiotech
(paclitaxel-eluting

mesh)

Arteriovenous access

Anti-Infective Central General

Venous Catheter

TAXUS Liberté™
(paclitaxel-eluting
coronary stent)

Coronary artery disease

TAXUS Element™
(platinum chromium
paclitaxel-eluting
coronary stent)

Coronary artery disease

U.S. pivotal human clinitadig initiated Angiotech
in March 2007

E.U. pivotal human clinical study
initiated in May 2007

U.S. pivotal human clinical study
completed enrolment in July 2007

Angiotech

Pivotal study (“ATLAS"simed for BSC
U.S. approval; commercially available in
the E.U. and various other countries
outside the U.S.

Initial U.S. studies (“BERS BSC
Workhorse and PERSEUS Small
Vessel”) in coronary applications

commenced enrolling



Product Indications Regulatory Status Commercial Rights

TAXUS Petal™ Coronary artery disease First-in-man studies (“T/SXPETAL BSC
(paclitaxel-eluting I") commenced enrolling in New
coronary stent) Zealand, France and Germany in

bifurcated coronary artery applications

ZILVER® PTX Peripheral vascular diseaseE.U. first-in-man and U.S. and Japan Cook
paclitaxel-eluting pivotal studies in femoral-popliteal

peripheral vascular vascular indications currently enrolling

stent

Bio-Seal™ Lung biopsy Safety and efficacy study in man Agch
(biopsy track plug)

« Vascular Wrap™. Our paclitaxel-eluting mesh surgical implant, as¢ular Wrap, is designed to treat complications,
including graft stenosis or restenosis that mayioat connection with vascular graft implants imfadialysis patients or in
patients that have peripheral artery disease. Vaisgrafts are implanted in patients in order tpdss diseased blood vessels,
or to provide access to the vascular system ofeidailure patients in order to facilitate the pges of hemodialysis. In many
cases, these vascular grafts fail due to prolifematf cells or scar into the graft (graft stenasigestenosis), which can
negatively impact blood flow through the vasculeaf

We are conducting multiple human clinical triadsassess the safety and efficacy of our Vasculapvgroduct, which is
designed to elute the drug paclitaxel at the dith@vascular graft in order to reduce the incateaf stenosis or restenosis. In
November 2006, we announced the results from dtiglihuman clinical trial, which was conductedtie EU and was
designed to evaluate the safety of the Vasculap\Vgraduct in patients with peripheral artery digeiasthe limb. In this study,
the Vascular Wrap product was well tolerated, withadverse events being considered related tostnefithe product. With
the results of this trial, in November 2006 wedifer a CE Mark in order to obtain the ability t@rket and sell the Vascular
Wrap in the EU for peripheral vascular disease.rugeeipt of a CE Mark, we plan to commence comiakzation of our
Vascular Wrap product in the EU and in certain ptlmuntries outside the U.S.

In March 2007, we initiated a U.S. pivotal humdinical trial designed to evaluate the safety afiid@cy of the Vascular
Wrap in the prevention of stenosis following suagienplantation of an ePTFE vascular graft in tpper extremity for
vascular (“AV") access in hemodialysis patientseThal enrolled its first patient in March 200 hdais expected to enroll a
total of approximately 628 patients at 50 centerhée United States. There were 19 patients kedral the study as of June
30, 2007. Should this trial provide positive safend efficacy data, we would submit the resulth®sFDA and attempt to
secure approval to market the Vascular Wrap irli&

In May 2007, we initiated a European pivotal hurolmical trial designed to evaluate the safety effatacy of the Vascular
Werap in the prevention of stenosis following suagienplantation of an ePTFE vascular graft in theer extremity for AV
access in hemodialysis patients. The trial enddtkefirst patient in May 2007, and is expecte@mooll a total of
approximately 198 patients at 20 centers in Eurdpere were four patients enrolled in the studgfaiune 30, 2007.

« Anti-Infective Central Venous Catheter.Central venous catheters (“CVC") are usually itextinto critically ill patients for
extended periods of time to administer fluids, druand nutrition, as well as facilitate frequerddal draws. Through our
proprietary drug identification strategy, we halected to evaluate 5-Fluorouracil (*5-FU"), a dnoigeviously approved by
the FDA for treatment of various types of canceraaompound that may help to prevent certain tgpasfection in patients
receiving a CVC.

Our 5-FU-eluting CVC is currently undergoing a humadinical trial in the U.S. designed to assessstifety and efficacy of
the catheter in preventing various types of catirefated infections. The study is a randomizeaglsi-blind, 930-patient, 25-
center study. On July 10, 2007, we announced tedtad completed enrolment of the study. We exjpeehve preliminary
data results compiled in the fall of 2007, andrespnt the final data results in early 2008. If@N&C study results are
favorable, we intend to request a 510(k) cleardirura the FDA to market and sell the CVC in the U.S.

«  TAXUS Liberté™ paclitaxel-eluting coronary stent system. The TAXUS Liberté paclitaxel-eluting coronary steystem,
which is under evaluation in clinical trials beiognducted by our partner BSC, is BSC'’s second g¢inercoronary stent
system platform that incorporates our researchn@ogy and intellectual property related to the abpaclitaxel to prevent



restenosis. The TAXUS Liberté stent system has designed to further enhance coronary stent dalbitity and blood
vessel conformability, particularly in challengingronary lesions. BSC has to date commenced sbibe @ AXUS Liberté
only in countries outside of the 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 TAXUS Liberté. The AAS trial is a global, multicenter pivotal study @geed to support the
FDA approval of the TAXUS Liberté stent system. Thal is assessing the safety and efficacy obavglelease dose
formulation paclitaxel-eluting TAXUS Liberté stesyystem. On February 22, 2005, BSC completed enrdlinghe ATLAS
trial of 872 patients at 72 sites in the U.S., @madustralia, New Zealand, Singapore and Hong Kémgddition to the
ATLAS trial, the TAXUS Liberté clinical developmeptogram includes several expansion studies fag lesion stenting,
small vessel stenting and direct stenting of canpiesions. In October 2006, BSC announced 12-mfaoiibw up data from
the ATLAS trial. BSC reported that the data demiaist that the safety and efficacy benefits withTWXUS Liberté stent
were maintained at 12 months. These data are ¢lyrfeing reviewed by the FDA, and BSC expectsiteive approval and
begin marketing the TAXUS Liberté stent in the Ur52007.

TAXUS Element™ Platinum Chromium paclitaxel-eluting coronary stent system.The TAXUS Element paclitaxel-
eluting coronary stent system is the third generaBSC coronary stent platform that incorporatasresearch, technology
and intellectual property related to the use ofitsa@l. The TAXUS Element stent features BSC'sypietary Platinum
Chromium Alloy, which is designed to enable thinaemt struts, increased flexibility and a lowemstprofile while
improving radial strength, recoil and radiopacity.addition, the TAXUS Element stent platform ingorates new balloon
technology intended to improve upon BSC’s markatiieg Maverick® Balloon Catheter technology.

On July 19, 2007, BSC initiated the TAXUS PERSEUSriorse trial in the U.S., which will evaluate theffety and efficacy
of the TAXUS Element stent compared to BSCs fistaration TAXUS Express2 stent. The study is etqueto evaluate
1,264 patients with coronary lesions ranging frai#b2o 4.0 millimeters. The primary endpoint dktktudy is target lesion
failure (“TLF”) at 12 months, and its secondary paiit is in-segment percent diameter stenosisreg months.

On July 19, 2007 BSC initiated the TAXUS PERSEUS$Messel trial in the U.S., which will comparestiAXUS Element
stent to a historic control (the TAXUS V de novadanetal Express Coronary Stent System). Thisysgidxpected to
include 224 patients with coronary lesions randimg 2.25 to 2.75 millimeters. The primary endpgagin-stent late loss at
nine months, and the secondary endpoint is TLRahénths. Study success is dependent upon bopioas.

TAXUS Petal™ bifurcation paclitaxel-eluting coronary stent sysem. The TAXUS Petal bifurcation paclitaxel-eluting
coronary stent system, which is under evaluatiotiimical trials being conducted by our partner B&presents a novel BSC
coronary stent product candidate that incorporatesesearch, technology and intellectual propestyted to the use of
paclitaxel. Conventional coronary stents weregtesi to treat tubular arteries, and are consideedthan optimal for the y-
shaped anatomy of a bifurcated area of the corcardgyies. The TAXUS Petal is a specialized corpiséent designed to treat
both the main branch and the side branch of adation by incorporating an innovative side struet(the Petal strut) in the
middle of the stent that opens into a side branch.

On July 18, 2007 BSC initiated the TAXUS PETAL frdtiHuman Use (FHU) trial, which is expected toodira total of 45
patients in New Zealand, France and Germany. Taleidra non-randomized study with an initial assesnt of acute
performance and safety (including rates of deatgaardial infarction and target vessel revascugdian) at 30 days and six
months, with continued annual follow-up to occurfige years. Upon successful completion of thiglgt BSC intends to
begin a pivotal trial which if successful would pige a basis for U.S. and international approvatgtie commercialization of
the TAXUS Petal stent.

ZILVER® PTX paclitaxel-eluting peripheral vascular stent system.The ZILVER PTX paclitaxel-elutingeripheral
vascular stent, which is under evaluation in chihicials being conducted by our partner Cook Grimgorporated (“Cook”), a
multinational medical device manufacturer, is aci&deed stent product incorporating our proprigtpaclitaxel technology
and is designed for placement in diseased arterith limbs to restore blood flow. Cook is a calesive licensee, together
with BSC, of our proprietary paclitaxel technolagyreduce restenosis following stent placemeneinipheral artery disease.
The ZILVER PTX paclitaxel-eluting peripheral sténidesigned to reduce restenosis following placemka stent in
peripheral artery disease patients.

The Zilver PTX is currently undergoing multiple hamclinical trials in the U.S., Japan and the Eldgsess product safety
and efficacy. In January 2007, Cook released ninatindata from its EU clinical study. The prelimipaata presented by
Cook on the first 60 patients in the randomizeal tivhich is examining the safety of using Coods\ZER PTX paclitaxel-
eluting stent to treat blockages, or lesions, efgtiperficial femoral artery (“SFA”) above the kneelicated that the ZILVER
PTX stent showed an equal adverse event rate teeotinnal angioplasty for treating SFA lesions. TheVER PTX stent
also displayed a zero-percent fracture rate fdedibns at six months and 18 lesions at one year.



On July 16, 2007 Cook announced that the first pPdfients in a randomized pivotal human clinicatlstof Zilver PTX were
treated at Tri-City Medical Center in Oceansidelif@aia. The Zilver PTX Stent Trial is the firstedical device trial ever to
be conducted simultaneously in the U.S. and Jaidamtrial will randomize patients to receive eitttee Zilver PTX stent or
balloon angioplasty. Following successful safesfitey during the trial’'s Phase | enrollment, Codk @nroll 480 patients at
28 U.S. locations in the pivotal trial that is intked to be used to support submission to the UD&. fiér approval to market
the device. In addition, data collected on Japaaes U.S. patients is expected to be combinethéofinal evaluation of the
device and used for regulatory submissions in bwmhkets for approval.

Bio-Seal™ biopsy track plug. The Bio-Seal™ biopsy track plug is under eva@rain a pivotal clinical study as a new
technique to prevent air leaks in patients havimgyIbiopsies by plugging the biopsy track with &panding hydrogel plug.
On contact with moist tissue, the hydrogel plugoabs fluids and expands to fill the void createdhmsy coaxial needle
puncture. The seal is airtight and the plug idtsd into the body after healing of the punctute lsas occurred.

The clinical trial, which is expected to enrolladal of 300 patients in the U.S. is a prospectaredomized multi-centered
safety and efficacy evaluation for reducing pneuthromax rates post lung biopsy procedures. Theystualild provide a basis
for U.S. approval for the commercialization of Bi@-Seal. The product has already received CE Magroval.

Acquisitions

For a summary of significant acquisitions, refeotw AlF for the year ended December 31, 2006.

Quill Medical, Inc. (“Quill”) On June 26, 2006, we completed the acquisitior06f4 of the equity of Quill. Through this
transaction, we acquired the rights, in all possfidlds of use, to develop and market applicat@muill's proprietary self-
anchoring wound closure technology. Unlike convamdi sutures which are smooth, the Quill produetgeltiny teeth-like
barbs or cogs along the surface. This “self-ancigdnvound closure technology may be used to clestaim wounds or
surgical incisions without the need for suture kn@liminating knot-tying can save surgical timeymeduce the risk of
infection, and may reduce wound leakage.

We are currently working to develop a portfolionafxt-generation products using the Quill technolotyyJanuary 2007, we
launched the first of these new products, the ®@Uklf-Retaining System (“SRS”) for various wourdsure and tissue
approximation applications in general and aestisetigery.

The launch of the Quill® SRS for various indicasdn January 2007 triggered a development milespayenent of $10.0
million due in the third quarter of 2007. This nsilene payment is creditable against any futureicgant payments that we
may be required to make based upon the achieveamfisignificant incremental revenue growth of produacorporating the
Quill technology over a five year period. This Elénillion payable was recorded as an increas@talwill during the first
quarter of 2007.

American Medical Instruments Holdings, Inc. (“AMI”) . On March 23, 2006, we completed the acquisitioh0®% of the
equity of AMI. In the fourth quarter of 2006, wedan the process of replacing the divisional samecbf AMI with a
centralized operational structure that is integtam¢o the other functions of Angiotech. The restming is expected to result
in a more efficient operating structure. As pdrthese centralization activities, certain emplayeere terminated which
resulted in approximately $2.1 million and $4.2limoil in severance and related costs during therebgaarter and first six
months of 2007, respectively.

Collaboration, License and Sales and Distribution reements

In connection with our research and developmentresif we have entered into various arrangementsagitporate and academic
collaborators, licensors, licensees and otherthforesearch, development, clinical testing, régwyaapproval, manufacturing,
marketing and commercialization of our product ddatks. Terms of the various license agreemenysretplire us, or our
collaborators, to make milestone payments uporeaehient of certain product development and commléation objectives
and pay royalties on future sales of commerciatlpots, if any, resulting from the collaboratiort®r a summary of our most
significant agreements, refer to our AlF for tharyended December 31, 2006. During the secondequzr2007, we recorded
the following non-routine transactions related tw collaboration, license and sales and distrilouéigreements:

CombinatoRx, Incorporated. In October 2005, we entered into a research aeddie agreement with CombinatoRX,
Incorporated (“CombinatoRx") which granted us ati@pto evaluate and exclusively license compouhdswe have
selected from the CombinatoRx clinical and prechhpipeline and its proprietary bioinformaticsatzdse of synergistic
combination pharmaceuticals for development andmi@l commercialization in certain local applicais. CombinatoRx also
agreed to deploy its proprietary combination higtotighput screening (cHTS™) technology in a joindtiryear research
initiative to identify novel drug combinations fowultiple areas of strategic importance to us. lattlial property from this
research project component will be jointly owneal] @xclusively cross licensed to us in our fieldlsige, while being
exclusively cross licensed to CombinatoRx for tiadal pharmaceutical uses outside of our fieldas#.



Under the terms of the agreement, we made an ugfcense execution payment of $27 million to ConatoRx plus a $15
million equity investment in CombinatoRx that eletit us to license up to ten CombinatoRx compouadstr field, and up to
five more compounds for an additional payment ofiiion per compound. CombinatoRx is eligible &xeive development
and regulatory milestone payments of up to $30ianilfor each product selected by us for developmeargddition to
royalties on cumulative commercial sales of suadpcts.

In June 2007, we executed an extension of ourlmmiition with CombinatoRx based upon the successfuhncement of
certain selected product candidates into preclin@sting. The joint research being conducted utiteagreement has been
extended beyond the initial two and a half yeamttr a total of five years, resulting in a $7.0lioii payment to
CombinatoRx due on or before October 3, 2007. phisnent has been accrued as an in-process resewtclevelopment
expense in the second quarter of 2007.

Critical Accounting Policies and Estimates

Our consolidated financial statements are preparadcordance with U.S. GAAP. These accountinggipies require
management to make estimates and assumptiondfénzitthe reported amounts of assets, liabilitesenue and expenses. We
believe that the estimates and assumptions upochwie rely are reasonable and are based upon iafamavailable to us at the
time the estimates and assumptions were made. IAetudts could differ from our estimates.

We believe the following policies to be criticaluaderstanding our financial condition, result®pérations, and our expectations
for 2007 because these policies require manageimemtke significant estimates, assumptions andngaigs about matters that
are inherently uncertain.

Revenue recognition

We recognize royalty revenue once the amount isrdenable, there is reasonable assurance of doieahd there are no further
obligations with respect to the royalty revenueccérdingly, we record royalty revenue derived frB®C sales of paclitaxel-
eluting coronary stent systems on a cash basisodieems in our agreement with BSC regarding repgeadlines for the
financial information that is necessary to accuyagstimate the BSC royalty. This results in a qoarter lag between the time we
record royalty revenue and the time the associdésl were recorded by BSC.

Product sales revenue is recognized when a praglabtpped to the customer provided we have natrred any significant risks
of ownership or future obligations with respecthe product shipped. Revenue from product salescizgnized net of provisions
for returns, discounts and allowances. These pi@ms are estimated and recorded in the same pasitite related product sales
and are based on estimates derived from histagiqagrience. Amounts billed to customers for shiig@nd handling are
included in product sales revenue. The correspgnetists for shipping and handling are includedoist ©f products sold.

License fees are comprised of initial paymentsraildstone payments from collaborative licensinguagements. Non-
refundable milestone payments are fully recogniggeh the achievement of the milestone event whehave no further
involvement or obligation to perform under the ageament. Initial payments and milestone paymeantsvhich we have ongoing
involvement are deferred and amortized into incower the estimated period of our ongoing involvetmesich varies by each
arrangement.

Income tax expense

Income taxes are accounted for under the liahitigthod. Deferred tax assets and liabilities ategrized for the differences
between the financial statement and income taxsbafsassets and liabilities, and for operatingdssand tax credit carry
forwards. A valuation allowance is provided foe fhortion of deferred tax assets that is moreyikiehn not to be unrealized.
Deferred tax assets and liabilities are measured) ke enacted tax rates and laws.

Significant estimates are required in determiniogovision for income taxes. Some of these edémare based on
interpretations of existing tax laws or regulatioi®ur effective tax rate may change from periogedod based on the mix of
income among the different foreign jurisdictionsawhich we operate, changes in tax laws in thesediations, and changes in the
amount of valuation allowance recorded.

Effective January 1, 2007, we adopted Financialoloting Standards Board (“FASB”) Interpretation M8, Accounting for
Uncertainty in Income Taxes — an Interpretatiofr AEB Statement No. 109 (“FIN 48”). FIN 48 is dewg to reduce diversity
and provide consistent accounting practices andri@ifor how companies should recognize, meagussent, and disclose in
their financial statements all significant uncart&ix positions.



Stock-based compensation

We account for stock-based compensation in accosdaith Statement of Financial Accounting Stand&dard (“SFAS”)
123(R) “Share-Based Payment”, a revision to SFAS"Bzcounting for Stock-Based Compensation. SFAR3(R) requires us
to recognize in the income statement the grantfd@tealue of share-based compensation awardgegido employees over the
requisite service period. We use the Black-Schof®n pricing model to calculate stock option wuwhich requires certain
assumptions including the future stock price vbtgtand expected time to exercise. Changes tooditlgese assumptions, or the
use of a different option pricing model (such astinomial model), could produce a different faatue for stock-based
compensation, which could have a material impaawrearnings.

Cash equivalents, short and long-term investments

We invest our excess cash balances in short-tecariies, principally investment grade commerciabtland government agency
notes. At June 30, 2007, substantially all of egurities were classified as available-for-salé, accordingly, were recorded at
fair market value with unrealized gains and losseklided in other comprehensive income (loss) arsholders’ equity.

Realized gains and losses and any declines in Wa#ere judged to be other-than-temporary arerteg in other income 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 equity securitiesoofie of these companies are not publicly tradedsarfdir value is not readily
available. These investments are recorded usangdbt method of accounting and are tested forinmeat by reference to
anticipated undiscounted cash flows expected tdtreem the investment, the results of operatiand financial position of the
investee, and other evidence supporting the nézabte value of the investment.

Goodwill

Goodwill is tested for possible impairment at lemstually and whenever changes in circumstancag dcat would indicate an
impairment in the value of goodwill. When the ga@mg value of a reporting unit's goodwill exceetie implied fair value of the
goodwill, an impairment loss is recognized in aroant equal to the excess. Circumstances that ¢agtger an impairment
include adverse changes or outcomes in legal alatgy matters, technological advances, decréasa#ticipated demand and
unanticipated competition.

Intangible assets

Our identifiable intangible assets are primarilyngwised of technologies acquired through our bssm@mbinations. Intangible
assets also include in-licensed proven medicaht@olgies. We amortize intangible assets on agittdine basis over the
estimated life of the technologies, which rangerfiwvo to twelve years depending on the circumstauacel the intended use of
the technology. We determine the estimated usigkd for intangible assets based on a numberabbfa such as legal,
regulatory or contractual limitations; known teclrgical advances; anticipated demand for our prtsjamnd the existence or
absence of competition. We review the carryingiealf our intangible assets for impairment indicaitt least annually and
whenever there has been a significant change irathese factors listed above. A significant g@in these factors may
warrant a revision of the expected remaining udé@tibf the intangible asset, resulting in accated amortization or an
impairment charge, which would impact earnings.

Results of Operations
Overview

The following discussion and analysis of resultsrfrour operations excludes the financial resuimfour discontinued
operations (see “Results of Operations - Discoeiin@perations”), unless otherwise noted. The teéam all prior periods
have been reclassified to conform to this presemtat

We completed our acquisition of the operations bfi&an March 23, 2006. Accordingly, the results fbe comparative six
month period ended June 30, 2006 do not includeethidts of AMI from January 1, 2006 to the dat@cduisition on March 23,
2006. In addition, our operating results for theee month period ended June 30, 2006 include AMBsilts of operations from
the period of March 24, 2006 to June 30, 2006 pagpared to the current quarter which reflects cowtbiresults from the period
of April 1, 2007 to June 30, 2007. Our resultstfar quarter ended June 30, 2007 therefore reflskitjhtly shorter operating
period, and as a result may not reflect a comparapérating period as compared to the second quedr2906.



Three months ended Six months ended

June 30, June 30,

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

Pharmaceutical Technologies $30,767 $44,369 $65,339 $86,314

Medical Products 41,585 49,237 82,971 49,237
Total revenues 72,352 93,606 148,310 135,551
Operating (loss) income

Pharmaceutical Technologies (5,051) 14,563 (164) 26,124

Medical Products (6,099) 3,560 (8,634) 3,560
Total operating (loss) income (11,150) 18,123 (8,798) 29,684
Other expense (14,395) (6,285) (26,447) (5,876)
(Loss) income from continuing operations beforeome
taxes and cumulative effect of change in accourgigy (25,545) 11,838 (35,245) 23,808
Income tax (recovery) expense (10,500) 9,669 (14,940) 14,058
Net (loss) income from continuing operations (15) $2,169 ($20,305) $9,750
Basic net (loss) income per common share, continuin
operations (0.18) 0.03 (0.24) 0.12
Diluted net (loss) income per common share, cominu
operations (0.18) 0.03 (0.24) 0.12

We operate in two reportable segments:

Pharmaceutical Technologies

Our Pharmaceutical Technologies segment includgatsorevenue generated from licensing our propriepaclitaxel
technology to various partners, as well as revalaunived from the out license of certain biomatereahd other technologies. This
segment also includes our internal and externalret and development activities and our corp@etigities.

Operating income for the Pharmaceutical Technotgegment decreased by $19.7 million to a los$df fiillion in the second
guarter, and by $26.0 million to $0.2 million fdwetfirst six months of 2007 from the comparablequky in 2006. The decrease is
mainly due to two factors, including (i) a reductiof $13.1 million and $21.2 million for the secomaarter and first six months
of 2007, respectively, of royalty revenue derivezhi BSC'’s sales of paclitaxel-eluting coronary srstems; this reduction in
royalty revenue was partly offset by decreasedteeand royalty fees payable related directly ¢dehel of royalty revenue
received; and (ii) an increase of $7.0 millionmforocess research and development expense, rédaggoayment due on or
before October 3, 2007 in connection with our esitem of our collaboration with CombinatoRx in trezend quarter of 2007.

Medical Products

Our Medical Products segment manufactures and risaakeange of single use, specialty medical devitks Medical Products
segment also manufactures finished medical degindsnedical device components for third party meddievice manufacturers
and marketers.

Operating income for the Medical Products segmentehsed by $9.7 million, to a loss of $6.1 millionthe second quarter, and
by $12.2 million, to a loss of $8.6 million, forethirst six months of 2007 from the comparable gésiin 2006. The decrease in
second quarter 2007 operating income over the caabfgaperiod in 2006 is mainly due to the followitagtors: (i) a shorter
operating period, due to the timing of the closéhef AMI acquisition. We acquired AMI, from whicete derive our Medical
Products segment revenues, on March 23, 2006.ogrmating results for the second quarter of 2008kide AMI’s results of
operations from the period of March 24, 2006 toeJ80, 2006, as compared to the second quarter0df @Bich reflects
combined results from the period of April 1, 2007Jtine 30, 2007. Given that our results for tlese quarter of 2007 reflect a
slightly shorter time period, these results mayrefiect a comparable operating period relativhtosecond quarter of 2006; (ii)
a one-time charge against current period reven$d &f million for actual and estimated potentialiras of Contour Threads
brand product relating to a marketing incentivegoam offered to customers in support of the QUBSroduct launch and the
concurrent discontinuation of the Contour Threadsmt marketing and training support for certaindgatdons of use; this charge
contributed to a decrease in overall gross proditgim from 52% to 41% mainly due to the lack obaresponding reduction in
cost of goods sold relating to these Contour Thsdmend discontinuation charges; (iii) non-recigriharges of $2.1 million for
reorganization activities and personnel reductiefsting to the AMI acquisition; and (iv) overaliquuct sales mix reflecting



certain lower margin OEM product lines, which ledstightly lower manufacturing overhead expensegiiion rates as
compared to prior periods.

Consolidated

For the second quarter of 2007, we recorded apsstffom continuing operations of $15.0 million (@®basic net loss per share)
compared to net income from continuing operatidrs202 million ($0.03 basic net income per shaoce)tfie comparable period
of 2006. The decrease of $17.2 million is due myatim the factors discussed above.

For the first six months of 2007, we recorded alogt from continuing operations of $20.3 milli&0(24 basic net loss per share)
compared to net income from continuing operatidrs98 million ($0.12 basic net income per shace)tfie comparable period

of 2006. The decrease of $30.1 million is duehtofactors discussed above, an additional $13kbmih interest expense

related to the debt incurred to partially fund &M acquisition on March 23, 2006 and the refinangcof our senior term

facilities in December 2006, a $3.6 million incre&s amortization expense related to the AMI adtjaisand a $7.7 million
increased loss relating to the sale of common dhoeddings in the first quarter of 2007.

Revenues
Three months ended Six months ended
(in thousands of U.S.$) June 30, June 30,
2007 2006 2007 2006
Pharmaceutical Technologies:
Royalty revenue — paclitaxel-eluting stents $28,363  $41,264 $60,187 $80,633
Royalty revenue — other 1,515 1,716 2,691 3,437
Product sales 836 1,316 1,936 2,118
License fees 53 73 525 126
$30,767 $44,369 $65,339 $86,314
Medical Products:
Product sales 41,585 49,237 82,971 49,237
Total revenues $72,352 $93,606 $148,310 $135,551

Royalty revenue derived from sales of paclitaxetiab coronary stent systems by BSC for the secpradter of 2007 decreased
by 45% from the comparable period in 2006. Theekse in royalty revenues was a result of lowerssaf paclitaxel-eluting
stents by BSC. Royalty revenue for the currenttguavas based on BSC'’s net sales for the perindaig 1, 2007 to March 31,
2007 of $414 million, of which $262 million wastine U.S., compared to net sales of $562 millionylich $376 million was in
the U.S., for the same quarter in 2006. The aeegagss royalty rate earned in the second quair2®@7 on BSC's net sales was
7.6% for sales in the U.S. and 5.5% for salesheotountries compared to an average rate of 708%afes in the U.S. and 6.2%
for sales in other countries for the same perio2i006.

Royalty revenue derived from sales of paclitaxetia coronary stent systems by BSC for the fipstnsonths of 2007 decreased
by 34% from the comparable period in 2006. Theekse in royalty revenues was a result of lowerssaf paclitaxel-eluting
stents by BSC. Royalty revenue for the first sbntis of 2007 was based on BSC's net sales fquehied October 1, 2006 to
March 31, 2007 of $862 million, of which $556 nulti was in the U.S., compared to net sales of $1n@i8@®n, of which $733
million was in the U.S., for the comparable peréaling in 2006. The average gross royalty rateeshin the first six months of
2007 on BSC's net sales was 7.7% for sales in tBe &hd 5.7% for sales in other countries comptresh average rate of 7.9%
for sales in the U.S. and 6.2% for sales in otloeintries for the same period in 2006.

We expect revenues in the Pharmaceutical Techredagigment may decrease in the third quarter af @8@ompared to the
second quarter of 2007, based on lower total sdlpaclitaxel-eluting stent systems by BSC in teeosd quarter of 2007, offset
slightly by the potential to receive royalties bdhem sales by BSC in Japan, where we expect tiveeaehigher blended royalty
rate as compared to the overall blended rate redeim other BSC sales outside of the U.S. Spadifi/dSC announced on July
20, 2007 that BSC's worldwide sales of drug-elutitgnt systems for the second quarter of 2007,wdnie inclusive of sales of
paclitaxel-eluting stent systems for which we reeaoyalties, were $437 million, as compared tosgrdrug-eluting stent system
revenues of $468 million for the first quarter 60Z.

We expect that revenues in the Medical Productsisagmay increase during the remainder of 200bagared to the second
quarter of 2007, reflecting the potential for grbweff certain existing and newly launched produmdi, including the recently
launched Quill SRS product line.



Expenditures

Three months ended Six months ended
June 30, June 30,

(in thousands of U.S.$) 2007 2006 2007 2006
License and royalty fees $4,268 $6,050 $9,709 $12,563
Cost of products sold 25,085 24,033 47,877 24,667
Research and development 13,458 11,833 27,221 21,488
Selling, general and administrative 24,363 23,178 47,818 33,552
Depreciation and amortization 8,328 10,389 16,483 12,555
In-process research and development 8,000 - 8,000 1,042

$83,502 $75,483 $157,108 $105,867

License and royalty fees on royalty revenue

License and royalty fee expenses include licenderayalty payments due to certain of our licenspranarily as a result of
paclitaxel-eluting coronary stent system royaltyereue received from BSC. The decrease in thisresgi the second quarter
and first six months of 2007, when compared tostimae periods in 2006, reflects the decrease inoyaity revenue. We expect
license and royalty fee expense to continue to &igraficant cost in the remainder of 2007, as lyyiee expense is directly
related to royalty revenue.

Cost of products sold

Cost of products sold is comprised of costs anaeses related to the production of our various cadievice and device
component and biomaterial products and technolpgiekiding direct labor, raw materials, depreciatand certain fixed
overhead costs related to our various manufactdaicitjties and operations.

Cost of products sold increased by $1.1 milliontfe second quarter of 2007 compared to the sanedgda 2006. The gross
margin on product sales was 41% during the secaadey of 2007 compared to 52% for the same pai@D06. The decrease
in our gross margin resulted from several factoduding: (i) the lack of a corresponding reduntio cost of goods sold relating
to non-recurring Contour Threads brand discontionatharges that were applied against current deggenue; (ii) overall
product sales mix reflecting certain lower margiaNDproduct lines, which led to slightly lower maaafuring overhead expense
absorption rates as compared to prior periodsd (@ha one-time $0.9 million adjustment to ouopision for excess and
obsolete inventory related to the adoption of asexi methodology for calculating the provision.

Because of the acquisition of the AMI operationdvarch 23, 2006, an analysis of the gross margithfe first six months of
2007 is not comparable to the same period of 2006.

We expect that cost of products sold will contitde significant and that gross margins may imerdwring the remainder of
2007 primarily as a result of potential increasesdles of selected new product lines that prokigker relative gross margins as
compared to existing product lines.

Research and development

Our research and development expense is comprisaists incurred in performing research and develamt activities,
including salaries and benefits, clinical trial aethted clinical manufacturing costs, contraceaesh costs, patent procurement
costs, materials and supplies, and operating acupancy costs. Our research and development aesivitcur in two main areas:

(i) Discovery and preclinical researchOur discovery and preclinical research efforesdivided into several distinct areas of
activity, including screening and preclinical ewation of pharmaceuticals and various biomateriatbdrug delivery
technologies, evaluation of mechanism of actioptafrmaceuticals, mechanical engineering and pugsatent protection for
our discoveries.

(i) Clinical research and developmen€linical research and development refers to itieand external activities associated with
clinical studies of product candidates in humans, @lvancing clinical product candidates towardea of obtaining regulatory
approval to manufacture and market these produnttidates in various geographies.



Research and development expenses, organizedrificgigt project, for the second quarter and fsigtmonths of 2007 and 2006
were as follows:

Three months ended Six months ended
(in thousands of U.S.$) June 30, June 30,
2007 2006 2007 2006
Discovery and pre-clinical research $13,002 $6,912  $20,054 $13,631
Ongoing clinical programs:
Vascular Wrap Paclitaxel-Eluting Mesh 3,429 1,739 5,750 3,323
Anti-infective Central Venous Catheter 2,008 1,815 3,717 3,898
5,437 3,554 9,467 7,221
Completed clinical programs:
Adhibit Adhesion Prevention Gel 20 74 55 115
Other 23 49 49 135
43 123 104 250
Medical products 2,991 1,458 5,714 1,514
IPR&D expense (8,000) - (8,000) (1,042)
Stock-based compensation 531 623 973 1,244
Less: Depreciation, amortization and inter-
company charges allocated to projects above (546) (484) (1,091) (910)
Total research and development 13,458 12,186 27,221 21,908
Less: Research and development relating to
discontinued operations - (353) - (420)
Total research and development relating to
continuing operations $13,458 $11,833 $27,221 $21,488

Research and development project expenses includieegt costs as well as an allocation of indinesearch and development
expenses based on direct effort and costs of eaphcp

Research and development expenditures increas$i.6ymillion to $13.5 million for the second quarté 2007 as compared to
$11.8 million for the comparable period of 2006eThcrease was primarily related to an increasdinical trial activity
associated with the Vascular Wrap and CVC programs.

Research and development expenditures increas$8.Bynillion to $27.2 million for the first six méms of 2007 as compared to
$21.5 million for the comparable period of 2006eT™ubstantial majority of the increase was dudedactors noted above for
the second quarter of 2007. The addition of discpand pre-clinical research personnel, a new-etalge research
collaboration, and a one-time payment of $0.9 millio terminate a development agreement also boméd to the increased
expenditures during the first six months of 20@7small amount of the increase relates to the imnae of research and
development expenses of the AMI operations forlesiy month period in 2007. As a result of thejaisition completion date of
March 23, 2006, the AMI research and developmesitscowere not reflected in our results of operatfonshe entire comparable
six month period in 2006.

Selling, general and administrative expenses

Our selling, general and administrative expensesamprised of costs incurred related to the sabeiovarious medical products
and our various management and administrative stfypections, primarily salaries, commissions amadfits and other
operating and occupancy costs.

Total selling, general and administrative expendsuor the second quarter of 2007 increased & ®illion compared to the
same period in 2006, mainly as a result of the egioam of our sales force and severance costs afilion related to the
integration of AMI, partially offset by reduced aa} expense due to lower general and administratagcount.

Total selling, general and administrative expen@suor the first six months of 2007 increased b4.8 million compared to the
same period in 2006 due to the factors describedefor the second quarter, and as a result ofidney costs incurred related to
sales activities of the AMI operations from theadat acquisition of March 23, 2006. As a resulttef acquisition completion
date, the AMI selling, general and administratixpenditures were not reflected in our results afragions for the entire six
month prior year period.



During the remainder of 2007, we expect that sgllgeneral and administrative expenses will coetittube higher as compared
to the second quarter of 2007, primarily due todtwetinued expansion of our various sales and niackactivities and personnel
and continued employee severance costs relatadr tdasure of one of our manufacturing facilitieghis will be partially offset
by a reduction in general and administrative expemsflecting broad spending reduction initiatigesvell as certain cost
reductions related to reorganization activitiespé&nditures could fluctuate depending on produleisdavels and growth of new
product sales, including the Quill SRS, and theeixof legal efforts required to support and defeadintellectual property
portfolio.

Depreciation and amortization

Depreciation and amortization expense for the sgécprarter and first six months of 2007 includes dization of licensed
technologies and identifiable intangible assetglpased through business combinations of $7.4 midlied $14.7 million, and
depreciation of property, plant and equipment of$aillion and $1.7 million, respectively. The frase in amortization expense
is primarily due to the amortization of identifi@ihtangible assets acquired in various businesdutions, including from the
acquisition of AMI.

We expect depreciation and amortization expensert@in consistent from quarter to quarter durirggréfimainder of 2007 unless
further intangible assets are acquired.

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. In the second quartet06f72 we recorded IPR&D expense of $8.0 millionybich $7.0 million relates to
the extension of our collaboration with Combinataix $1.0 million relates to a collaboration agreehwith Rex Medical Inc.
We did not record any IPR&D expense in the secaraitgr of 2006.

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

Other I ncome (Expense)

Three months ended Six months ended
June 30, June 30,

(in thousands of U.S.$) 2007 2006 2007 2006
Foreign exchange (loss) gain ($505) $2,135 ($403) $2,306
Investment and other (expense) income (994) 1,813 7,808 4,517
Interest expense on long term-debt (12,896) (11,297) (25,695) (12,286)
Net gain (loss) on redemption of available-for-sale - 1,064 (8,157) (413)
securities

($14,395) ($6,285) ($26,447) ($5,876)

The net foreign exchange gains and losses werephnthe result of changes in the relationshiphef U.S. to Canadian dollar
and other foreign currency exchange rates wheslating our foreign currency denominated cash, eaglivalents and short-
term investments to U.S. dollars for reporting msegs at period end. We continue to hold Canaditlard and other foreign
currency denominated cash, cash equivalents anttehm investments to meet our anticipated opegeatind capital expenditure
needs in future periods in jurisdictions outsidehef U.S. We do not use derivatives to hedge agaiposures to foreign
currency arising from our balance sheet financisfruments and therefore are exposed to futuréuitions in the U.S. dollar to
Canadian dollar and other foreign currency exchaatges.

Investment and other income for the second quaft2®07 decreased by $2.8 million when comparatiécssame period in 2006
primarily due to the write-off of certain capitadid tax assets totalling $1.9 million related to Al acquisition.

Investment and other income for the first six mgrh2007 increased by $3.3 million when compacetthé same period in 2006,
primarily due to a gain in the first quarter of Z08f $7.5 million realized on the recovery of intraents owned by Cohesion
Technologies, Inc. which we acquired in 2003, pastfset by a reduction in investment income dua tower cash balance
available to invest because of the use of casturess for the acquisitions of AMI and Quill and tlgte-off of certain

capitalized tax assets totalling $1.9 million rethto the AMI acquisition.

During the second quarter and first six monthsGffZ2 we incurred interest expense of $12.9 milaad $25.7 million,
respectively, on our outstanding long-term debigattions, as compared to $11.3 million and $12.l#aniin the comparable
periods of 2006. The interest rate on our sethi@tihg rate notes issued in December 2006 has beedncurrently is,



approximately 9.1%. Interest expense for the secprarter and first six months of 2007 also incl@8e5 million and $1.2
million, respectively, for amortization of deferrédancing costs. Our debt obligations were issmezbnnection with our
acquisition of AMI on March 23, 2006 and as suchrewnot outstanding for the full six month compiaeperiod in 2006.

The net loss on redemption of available-for-satigges for the first six months of 2007 is conged of a loss of $9.6 million
realized on the sale of our common stock holding®ithovita, Inc., partially offset by a gain of.8Imillion realized on the sale
of our common stock holdings in NuVasive, Inc.

Income Tax

For the second quarter and first six months of 20@/recorded an income tax recovery of $10.5 d@d%million, respectively.
The income tax recovery is primarily due to theloss from operations, amortization of identifiableangible assets, tax
deductions relating to international financing stawes, and provincial income tax credits. Theme tax recovery for the first
six months of 2007 is net of a charge of $1.1 millfelated to an accrual on the adoption of FIN 48.

For the second quarter and first six months of 20@/realized an effective tax rate of 41.4% andi%, respectively. For the
same periods in the prior year (adjusted for tagtged to the retroactive change in Quebec taslk®n), we realized an
effective tax rate of 8.4% and 22.1%. The effextax rate for the current period is higher thandtatutory Canadian tax rate of
34.1% and is primarily due to tax deductions reldteinternational financing structures and proiahimcome tax credits, and the
net effect of lower tax rates on earnings in fongigrisdictions. These same factors have the seveffect of creating an effective
tax rate lower than the statutory tax rate for ppieriods when we reported net income from opematio

Discontinued Operations

In September 2006, we determined that certain éipesaacquired through the AMI acquisition were atigned with our current
business strategy and we began actively lookirdigpose of these subsidiaries. These operatiores lbeen categorized as
discontinued and include the following AMI subsiis: American Medical Instruments, Inc. locatedartmouth,
Massachusetts; Point Technologies, Inc. locatdébinider, Colorado; and Point Technologies S.A.tedan Costa Rica. The
assets and liabilities of these operations hava beewn separately on the balance sheet as caigsets and current liabilities
from discontinued operations and the net lossHesé¢ operations have been shown separately otateengnts of income.
Included in long-term assets from discontinued apens are intangible assets of $1.3 million anddyall of $2.2 million. We
recorded a net loss from discontinued operatiorcdiding impairment charges, for these subsidiafe&0.2 million and $5.8
million for the second quarter and first six montti2007, respectively.

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 impairment chargesendeztermined based on our best estimate of neepdscon ultimate
disposition and have been allocated proportiondtetiie long-term assets from discontinued opematioNe reviewed the
carrying value of the discontinued operations atahd of the second quarter of 2007 and conclutdtiere were no further
indications of impairment.

On July 31, 2007, we completed the sale of 100%h®issued and outstanding shares of our subsdi&aint Technologies, Inc.
and Point Technologies S.A. for proceeds of $2l6ani

The operating results of discontinued operatioessammarized as follows:

Three months ended Six months ended
June 30, June 30,

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

Revenues $2,895 $4,078 $5,937 $4,074
Operating loss (320) (448) (803) (882)
Other income and expense - 15 - 4
Impairment charge - - (8,879) -
Loss before income taxes (320) (433) (9,682) (878)
Income tax recovery (150) (92) (3,891) (91)
Net loss from discontinued operations ($170) ($342) ($5,791) ($787)

Summary of Quarterly Results

The following tables present our unaudited consdéid quarterly results of operations for each oflast eight quarters. This
data has been derived from our unaudited quartertgolidated financial statements, which were megban the same basis as
the annual audited consolidated financial statemefihese unaudited quarterly results should b ireeonjunction with our
audited consolidated financial statements for ey ended December 31, 2006 and 2005.



The quarterly results include the results of AMica the date of its acquisition on March 23, 2006 Quill since the date of its
acquisition on June 26, 2006.

Quarter ended

(in thousands of U.S.$, except per share data) June 30, March 31, December 31, September 30,
2007 2007 2006 2006
Total revenues $72,352 $75,958 $93,253 $86,271
Operating (loss) income (11,150) 2,352 14,060 16,478
Net (loss) income from continuing operations (15)04 (5,260) (5,260) 7,404
Net (loss) income (15,215) (10,881) (11,703) 6,926
Basic (loss) income per share:
Continuing operations (0.18) (0.06) (0.06) 0.09
Discontinued operations - (0.112) (0.08) (0.01)
Total (0.18) (0.17) (0.14) 0.08
Diluted (loss) income per share:
Continuing operations (0.18) (0.06) (0.06) 0.09
Discontinued operations - (0.12) (0.08) (0.01)
Total (0.18) (0.17) (0.14) 0.08

Quarter ended

(in thousands of U.S.$, except per share data) June 30, March 31, December 31, September 30,
2006 2006 2005 2005
Total revenues $93,606 $41,945 $43,846 $47,892
Operating income (loss) 18,123 11,561 (41,050) 20,815
Net income (loss) from continuing operations 2,170 7,581 (42,720) 16,325
Net income (loss) 1,827 7,535 (51,260) 15,925
Basic income (loss) per share:
Continuing operations 0.02 0.09 (0.51) 0.19
Discontinued operations - - (0.10) -
Total 0.02 0.09 (0.61) 0.19
Diluted income (loss) per share:
Continuing operations 0.02 0.09 (0.51) 0.19
Discontinued operations - - (0.10) -
Total 0.02 0.09 (0.61) 0.19

The primary factors and trends that have causeadtia@rs in our quarterly results are as follows:

Second Quarter Summary

We recorded a net loss from continuing operatidr&l6.0 million for the second quarter of 2007 camgul to a net loss from
continuing operations of $5.3 million for the imnegetly preceding quarter. The change from thergri@rter was related to a
decline in royalty revenue derived from sales aflipaxel-eluting coronary stents by BSC (partiaf§set by a reduction in related
licence and royalty fees payable), additional sawvee and other costs related to the integratidgheoAMI operations, and $8.0
million of in-process R&D expense primarily relat@dthe extension of our collaboration with Comibriix.



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

(i) AMI acquisition— The last four quarters have included the resifil&sMI from the date of acquisition, March 23, 2006he
AMI acquisition has significantly impacted our gteaty results. The most substantial factors razylfrom the AMI
acquisition impacting our quarterly financial statnts include the following:

Quarter ended

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

AMI product sales revenue 41.6 41.4 43.6 41.6 49.2

Interest expense on long-term debt 129 12.8 11.9 11.3 12.3

Amortization expense related to intangible as

acquired in AMI acquisition 7.5 7.2 6.4 6.7 7.3

(ii) Royalty Revenue from BSCWe receive royalty revenue from BSC based on'B&€t sales of paclitaxel-eluting stent
systems throughout the world. Our royalty revenuese approximately $40.0 to $50.0 million per gaaftom the third
quarter of 2004, when we received our first subistharoyalty payment, to the fourth quarter of 2006 the third quarter of
2005, royalty revenue from BSC began to decreasdala two percentage point reduction in our tofalty rate earned on
certain sales by BSC, from 11% to 9%, as a re$BIS&C achieving certain cumulative revenue threghat 2005, and a
reduced amount of paclitaxel-eluting stent saleBS¢Z as compared to prior quarters. From the skqoarter of 2006, sales
of paclitaxel-eluting stents by BSC in the U.S. endhthe average royalty rate is generally highan ih Europe and other
countries, have continued to decrease. In thenskegoarter of 2007, royalty revenue from BSC wad.&nillion, reflecting
an 11% decline in paclitaxel-eluting stent sale8B¢ from the first quarter of 2007.

(i) IPR&D expense The amount of IPR&D expense recorded in eachtgudepends on the timing of acquisitions and
transactions with research and development colidbs. As these expenses are often significanhwbenpared to other
operating expenditures, the results in any quadatd be materially affected by the timing of sexpenses. In the second
quarter of 2007, we recorded $8.0 million of IPR&Epense, of which $7.0 million relates to the estem of our
collaboration with CombinatoRx, and $1.0 millioriates to our in-licensing of several developmeagstproducts from Rex
Medical LP. In the first quarter of 2006, we resed $1.0 million IPR&D expense relating to our tise agreement with
Poly-Med, Inc. In the fourth quarter of 2005, wearled IPR&D expense of $54.0 million relating to cvestment in and
collaboration transaction with CombinatoRx and acgjuisition of Afmedica, Inc., resulting in a sificént net loss for the
quarter.

(iv) Income tax expenseSignificant estimates are required in determiringprovision for income taxes. Our effective tate
may change from quarter to quarter based on theofrincome among different foreign jurisdictionsvitnich we operate,
changes in tax laws in these jurisdictions, andhgba in the amount of valuation allowance recorded.

(v) Other factors- Our results may also be affected by fluctuationgsearch and development expenses and ingsedi@meral
and administrative expenses from quarter to qudrterto our continued expansion of our researchdandlopment programs,
including fluctuations in expenses related to thieduct of human clinical trials for certain of qanoduct candidates, increases
in sales and marketing efforts in our focus marketgeases in legal efforts required to supportioiellectual property
portfolio and increases in the number of employegsired to support our growing operations.

Liquidity and Capital Resources

On March 23, 2006, concurrent with our acquisitdAMI, we completed an offering of $250.0 milli@m aggregate principal
amount of 7.75% senior subordinated notes due 14 20 a private placement transaction, and enteteda $425.0 million

senior secured credit facility consisting of a $85@illion senior term loan facility maturing in 28 and a $75.0 million senior
secured revolving credit facility maturing in 2018lone of the $75.0 million revolving credit fatiliwas drawn. The net
proceeds from the sale of the $250.0 million 7. Z&ior subordinated notes due 2014 and the $350i0mterm loan, as well
as cash on hand, were used to finance the AMI aitigui. In December 2006, we repaid the term Mith the proceeds from the
issuance of senior floating rate notes in the agaieeprincipal amount of $325.0 million, due 2018 aash on hand. We also
terminated the revolving credit facility.

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

At June 30, 2007, we had working capital of $108iion, excluding current assets and current lieibs from discontinued
operations, and cash resources of $112.3 millionsisting of cash and cash equivalents. In aggeegat working capital
decreased by $6.0 million from December 31, 20DBese cash resources, in addition to cash gendratacbperations, are used
to support our continuing clinical studies, reshand development initiatives, working capital negonents, debt servicing



requirements and for general corporate purposes.mél also use our cash resources to fund acquisitif, or investments in,
businesses, products or technologies that expanthlement or are otherwise related to our business.

We believe that our existing principal sourcesigudildity, working capital and cash from operati@me sufficient to satisfy the
funding of current research and product developrpesgrams, contractual obligations, and other dpegand capital
requirements, including debt servicing requiremamis other potential acquisitions and in-licensingechnologies, on both a
short-term and long-term basis. Our cash infloms the amounts of expenditures that will be necgdseexecute our business
plan are subject to numerous uncertainties, whial atdversely affect our liquidity and capital resms to a significant extent
and may require us to raise additional funds thinodegpt or equity offerings. We also from time to¢i consider certain financing
opportunities, including various types of debt quiéy securities, as alternatives to our currentaefloating rate notes and senior
subordinated notes.

Cash Flow Highlights

Three months ended Six months ended
June 30, June 30,
(in thousands of U.S.$) 2007 2006 2007 2006
Cash and cash equivalents, beginning of period (B88, $81,866 $99,332 $62,163
Cash provided by operating activities 16,452 23,793 3,565 22,485
Cash (used in) provided by investing activities 2,001) (16,516) 11,187 (586,077)
Cash (used in) provided by financing activities 9L (32,179) (1,786) 558,393
Net increase (decrease) in cash and cash equisalent 14,260 (24,902) 12,966 (5,199)
Cash and cash equivalents, end of period $112,298 $56,964 $112,298 $56,964

Cash Flows from Operating Activities

Cash provided by operating activities for the selcquarter of 2007 was $16.5 million compared to.828illion for the
corresponding period in 2006. Net income for theent quarter, excluding non-cash items, resultechsh outflows of $4.3
million compared to cash inflows of $9.5 milliorrfihe same period in the prior year. The decraasash provided by operating
activities was due to factors consistent with thitise: impacted net income, as described above URdsults of Operations —
Overview”. Working capital requirements resulted in cash infaf $20.9 million during the second quarter od2@ompared to
cash inflows of $14.3 million for the comparativeripd in 2006. Cash inflows related to working ¢alpior the second quarter of
2007 were primarily due to a decrease in accowutsivable and an increase in accounts payablecndeal liabilities. Cash
inflows related to working capital for the secondhgfer of 2006 were primarily due to an increase@me taxes payable.

Cash provided by operating activities for the fgist months of 2007 was $3.6 million compared t@.$2nillion for the
corresponding period in 2006. Net income for thegak excluding non-cash items, resulted in cadfimms of $4.4 million
compared to cash inflows of $22.1 million for tlzere period in 2006. The decrease in cash provigegbérating activities was
due to factors consistent with those that impao&tdncome, as described above under “Results ef&dipns — Overview”.
Working capital requirements resulted in cash iwfiaf $8.2 million during the first six months dd@ compared to cash inflows
of $0.4 million for the comparative period in 20@ash inflows related to working capital for thesfisix months of 2007 were
primarily due to a decrease in accounts receivaBkesh inflows related to working capital for tleeend quarter of 2006 were
primarily due to an increase in accounts payalifeebby a decrease in income taxes and intergstyes.

Cash Flows from Investing Activities

Net cash used in investing activities for the selcguarter of 2007 was $2.0 million compared toazeth used of $16.5 million
for the same quarter of 2006. For the second guaft2007, cash used in investing activities wasarily for the acquisition of
property, plant and equipment. For the secondtguaf 2006, cash used in investing activities yasarily related to cash used
to fund the Quill acquisition, partly offset by medemptions of short-term investments.

Net cash provided by investing activities for tiretfsix months of 2007 was $11.2 million compat@det cash outflows of
$586.1 million for the same period of 2006. Far finst six months of 2007, cash provided by inwegtctivities was primarily
from the net redemption of short and long term #trreents, partially offset by the acquisition ofinmgible assets. For the first six
months of 2006, cash used in investing activitias wrimarily related to cash used to fund the aitjoms of AMI and Quill,

partly offset by net redemptions of short-term stmeents.

We invest our excess cash balances in short-tenketadole securities, principally investment gradenmercial debt and
government agency notes. The primary objectivamiofnarketable securities portfolio are liquiditydesafety of principal.
Investments are made with the objective of achigtfire highest rate of return while meeting our prionary objectives. Our



investment policy limits investments to certainggmf instruments issued by institutions with inmeent grade credit ratings and
places restrictions on maturities and concentradiiptype and issuer. Cash equivalents have matlaties to August 9, 2007. At
June 30, 2007, we retained $15.5 million (CDN $I6ilion) denominated in Canadian dollars in orttemeet our anticipated
Canadian operating and capital expenditures irréyperiods.

Cash Flows from Financing Activities

Net cash used in financing activities for the secquarter of 2007 of $0.2 million is related todeterm debt financing costs.
Net cash used in financing activities for the sgn@eod of 2006 of $32.2 million was mainly due e repayment of $27.4
million of the senior secured credit facility ugedpartially fund the AMI acquisition.

Net cash used in financing activities for the fgst months of 2007 of $1.8 million is related emd-term debt financing costs.
Net cash provided by financing activities for tlaerg period of 2006 of $558.4 million was mainly doi¢he proceeds received
from the senior secured credit facility and sesigibordinated notes used to fund the AMI acquisition

Senior Floating Rate Notes

On December 11, 2006, we issued senior floatirgmates due 2013 in the aggregate principal amaf$825 million. The
senior floating rate notes bear interest at an almatie of LIBOR (London Interbank Offered Rate)9B.75%, which is reset
quarterly. Interest is payable quarterly in arseam March 1, June 1, September 1, and Decembiegdch year through to
maturity. The senior floating rate notes are unsstt senior obligations, are guaranteed by cedfairur subsidiaries and rank
equally in right of payment to all of our existiagd future senior indebtedness.

Prior to June 1, 2008, we may redeem at a speaii@emption price up to 35% of the aggregate gradcimount of the notes
using net cash proceeds of one or more public ygtftrings or we may redeem all, or a portionthaf aggregate principal
amount of the notes at any time by paying a makelevtedemption price. On or after June 1, 2008mag redeem all or a part
of the notes at specified redemption prices.

Senior Subordinated Notes

On March 23, 2006, we issued $250.0 million aggiegaincipal amount of 7.75% senior subordinate@sdue 2014. Interest is
payable semi-annually in arrears on April 1 andoDet 1 of each year through to maturity beginnirgo®er 1, 2006. The senior
subordinated notes and related note guarantee&lptblly us and certain of our subsidiaries are iglibated to our senior
floating rate notes described above.

Prior to April 1, 2009, we may redeem at a spedifiedemption price up to 35% of the aggregate pai@amount of the notes
using net proceeds from certain equity and corbdertiebt offerings or we may redeem all, or a partof the aggregate principal
amount of the notes at any time by paying a makelevtedemption price. On or after April 1, 2009, may redeem all or a part
of the notes at specified redemption prices.

Debt Covenants

The terms of the indentures governing our senagatfihg rate notes and our senior subordinated motésde various covenants
that impose restrictions on the operation of owifess and the business of our subsidiaries, imgjutie incurrence of certain
liens and other indebtedness. As of June 30, 200&re in material compliance with all covenamtd are not in breach of any
provision of the indentures governing the senidrosdinated notes and senior floating rate noteswoald cause an event of
default to occur.

Contractual Obligations

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

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

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

obligations 338,838 49,476 98,787 98,870 91,705
Operating leases 22,847 2,809 4,345 3,529 12,164
License, research and technology

development agreements 25,979 13,797 12,182

Total obligations 962,664 66,082 115,314 102,399 678,869




Long-term debt includes $325.0 million of seniarding rate notes and $250.0 million of senior sdivated notes. Repayments
are based on contractual commitments as defindteimdentures governing the notes. Long-term ghgbtest obligations on
variable (floating) rate debt are estimated ushgdurrent interest rates in effect at June 307206ng-term debt repayments and
interest obligations assume no early repaymentio€ipal.

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

Included in the above schedule are our commitmentsake research and development funding paymé®2.d million relating
to an agreement with Poly-Med, Inc. We have oliliges, included in the above schedule, arising fmmmacquisition of Quill, to
spend a further $20.0 million over the next tworgda relation to the technology, including saled anarketing, research and
development, and corporate support.

The table above does not include any cost sharimgilestone payments in connection with researchdavelopment
collaborations with third parties as these paymargscontingent on the achievement of specific idgwaental, regulatory or
commercial activities and milestones. In additie, may have to make royalty payments based omcaipage of future sales of
certain products in the event regulatory approeahfarketing is obtained. We have a contingengabibn of $10.0 million to
former Afmedica equity holders should we reachairrtievelopment and regulatory milestones witheespp any Afmedica
product. As discussed elsewhere in this MD&A, we @bligated to pay a $10.0 million milestone in thied quarter of 2007 to
the former shareholders of Quill and we may beireduto make additional contingent payments ofa#$150.0 million to the
former shareholders of Quill should we achieveaiantevenue and development milestones. These pagntethe former Quill
shareholders are primarily contingent upon theeaghinent of significant incremental revenue growtbra five year period,
subject to certain conditions. We may also haveadie royalty payments based on a percentage akfgales of certain products
associated with certain collaborators and licensotise event regulatory approval for marketingliained. As discussed
elsewhere in this MD&A, we also have an obligatiopay $7.0 million to CombinatoRx because we @sertour option to
extend our research collaboration with Combinatfri@sn 30 months to 60 months.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangemastiefined by applicable securities regulatorsana@ia and the U.S. at June
30, 2007 that have, or are reasonably likely teehavcurrent or future material effect on our ressof operations or financial
condition.

Recent Accounting Pronouncements

Effective January 1, 2007, we adopted Financialoioting Standards Board (“FASB”) Interpretation M8, Accounting for
Uncertainty in Income Taxes — an Interpretatiofr AEB Statement No. 109 (“FIN 48”). FIN 48 is dewg to reduce diversity
and provide consistent accounting practices andri@ifor how companies should recognize, meagussent, and disclose in
their financial statements all significant uncert&ix positions.

As a result of the adoption, in the first quarteR007 we increased our existing reserves for uagetax positions by $4.9
million. Approximately $3.3 million of this incree was recorded as a cumulative effect adjustroemirtopening deficit and the
remainder was recorded as a current expensecd§nized in future periods, the unrecognized taefits of $4.9 million will
have a favourable effect on the effective inconxerédie in those periods. The increase for unaettai positions includes
accrued interest expense of $0.4 million. In agance with our accounting policies, accrued intemad penalties, if incurred,
relating to unrecognized tax benefits are recoghaea component of income tax expense.

The taxation years 2002 to 2006 remain open to @xion by the Canada Revenue Agency and taxatansy2003 to 2006
remain open to examination by the Internal Reve®erice. We file income tax returns in CanadaUtfe., and various foreign
jurisdictions including the U.K., Denmark, Puertm® and Switzerland.

Disclosure Controls and Procedures

Management, including our Chief Executive Officadaur Chief Financial Officer, evaluated the efifeeness and operation of
our disclosure controls and procedures during ¢loersd quarter of 2007. Based on that evaluatienChief Executive Officer
and the Chief Financial Officer concluded that dlesign and operation of these disclosure contralspaocedures were effective.
Risk Factors

You should consider carefully the following infotina about these risks, together with all of theestinformation contained
within this document. Additional risks and uncemtas not currently known to us or that we currgrtéem immaterial may



impair our business operations. If any of the faflag risks actually occur, our business, result®pérations and financial
condition could be harmed.

Risks Related to Our Business

Boston Scientific may be enjoined from sellingothierwise become subject to limitations applicablés ability to sell, TAXUS
in the U.S.

Our royalty revenue derived from the sale of pagbi-eluting coronary stents depends on BSC'stglidi continue to sell its
TAXUS Express 2™ stent and to launch next genarataxclitaxel-eluting stents including the TAXUS eité™ stent, in the U.S.
Historically, stent manufacture and sale is thgestttof a substantial amount of U.S. patent liiiggat and we anticipate that our
licensees, including BSC and others, may be inwbilaenaterial legal proceedings related to pacfitatuting stents. The
following provides information about some currentaecent litigation, all of which pertains to srhowever not all of it
pertains specifically to paclitaxel-eluting 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 that BSC's stentdyding the EXPRESS stent) infringe the PalmaematU.S. 4,739,762).
BSC's answer filed March 5, 2003 alledged that @tents (including the BX VELOCITY stent) infiged the Jang patent
(U.S. 5,922,021). Cordis’ amended complaint filadyust 2, 2004 alledged that BSC's LIBERTE stenfdnge the Palmaz
patent (U.S. 4,739,762) and the Gray patent (U&%406). Two jury trials were held to considegde issues. On June 21,
2005, one jury found that: BSC’'s EXPRESS, TAXUSHRESS, EXPRESS BILIARY, and LIBERTE stents infrirgi@im 23 of
the ‘762 Palmaz patent (D.l. 360); BSC inducediigfement of claim 1 of the ‘762 Palmaz patent (Bd0); and BSC's
LIBERTE stent infringes claim 2 of the ‘406 Graygat and that claim 2 is not invalid due to lackofelty or obviousness (D.I.
360). On July 1, 2005, another jury found thatdisis CYPHER, BX VELOCITY, BX SONIC, and GENESISests infringe
claim 36 of the ‘021 Jang patent under the dociinequivalents and that claim 36 is not invaligeda obviousness (D.I. 381).
On May 11, 2006, the Delaware Court upheld both yardicts and furthermore denied BSC’s renewedandbr judgment as a
matter of law or for a new trial on infringementdanvalidity of the ‘762 Palmaz patent and the ‘4By patent; denied Cordis’s
renewed motion for judgment as a matter of lawooraf new trial on infringement and invalidity oktt021 Jang patent; and
dismissed Cordis’ claim that BSC’s TAXUS LIBERTEest infringes the ‘406 Gray patent without prejed{2006 WL 1305227
slip op.). On February 27, 2007, Cordis filed @iomfor judgment as a matter of law or a new toialinfringement of the ‘021
Jang patent based on BSC's claim constructionGaldornia case (Jang v. Boston Scientific Corms€No. EDCV No. 05-426
(VAP) (SGLx)) (D.l. 426); this motion is still pemty before the Court. In the California case B3guad that the EXPRESS
stent was not covered by the ‘021 Jang patentdi€argued that under BSC's claim constructiorha €alifornia case the BX
VELOCITY stent would not infringe the ‘021 Jang @at. BSC argued that the BX VELOCITY stent infasgthe ‘021 Jang
patent under both claim constructions.

Two other stent-related lawsuits have recentljjesbthamely: Boston Scientific Scimed, Inc. andt®ao Scientific Corporation v.
Cordis Corporation and Johnson and Johnson, Ini. Aition No. 03-283-SLR (D. Delaware) and Bosteaientific Corporation
and Boston Scientific Scimed, Inc. v. Conor Medsys, Inc. (Civil Action No. 05-768-SLR (D. Delaware

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

Although the AMI acquisition has diversified ourvemue, we anticipate that a significant amountuwfrevenue for the next few
years will be derived from and dependent upon tgyaivenues from BSC. We do not have control okersales and marketing
efforts, stent pricing, production volumes, distitibn or regulatory environment related to BSC'slppaxel-eluting coronary stent
program. Our involvement is limited to the termsaf 1997 license agreement, (as amended) with @8®8CGCook, which
provides for the receipt of royalty revenue basedhe net sales of TAXUS and specifies the applecatyalty rates. Certain
recent medical studies indicate that the use aj-@futing stents in patients may increase theahlate stent thrombosis (the
formation of blood clots in the stent), which mawuse heart attacks or death, in comparison tcatieeof late stent thrombosis
when bare-metal stents are used, and BSC has atetbima press release that a recent independetiyt et stent patients showed
a small but statistically significant increasehe incidence of stent thrombosis after one yeathferTAXUS stent as compared to
a bare-metal control stent. The FDA held meetimg®ecember 7th and 8th of 2006 with a panel of gsfe examine these
studies and to make a recommendation to the FDAtaklether additional studies or labeling changesnaeded for drug-
eluting stents. On January 4, 2007, the panelsetka statement recommending that larger and Iqgrgerarket clinical trials and
longer follow-up for post-approval studies are rexbdrhe panel also recommended that, until more a@abff-label use of drug-
eluting stents is available, drug-eluting stentlatshould indicate that when drug-eluting stentsuged off-label patient
outcomes may not be the same as the results obdsereénical trials used to support marketing apya.



If BSC is impaired in its ability to market and wibute TAXUS, whether due to a failure to complittwapplicable regulatory
requirements, discovery of a defect in the deviiereased incidence of adverse events or identificaf other safety issues, or
previously-unknown problems with the manufacturomgrations for TAXUS (any of which could, undertaér circumstances,
result in a manufacturing injunction), our revenaeasld be significantly reduced. BSC's failure &solve these issues in a timely
manner and to the satisfaction of the FDA and othgulatory authorities, or the occurrence of simjproblems in the future,
could delay the anticipated launch of TAXUS Libentéthe United States in 2007 and could have aifstgnt impact on our
royalty revenue from sales of TAXUS. AdditionalB/SC may terminate the 1997 License Agreement ucelgain circumstances,
including, if BSC is unable to acquire a supplypatlitaxel at a commercially reasonable price,3{Breasonably determines that
the paclitaxel-eluting coronary stent is no longemmercially viable, or if our license agreementhmthe National Institutes of
Health (“NIH"), certain of which rights are sublitged to BSC, terminates. During the quarter ended 30, 2007, revenue from
BSC represented approximately 39% of our totalmaegfrom continuing operations.

The amounts payable by BSC to us vary from 1% too®¥et sales depending on various factors, inagidiolume of sales from
time to time. From these amounts, we must pay icertyyalties to our licensors, including the NIHdatihe University of British
Columbia (“UBC"), under license agreements. Therage gross royalty rate earned in the quarter edded 30, 2007 on BSC's
net sales for the period January 1, 2007 to Mafch2B807 was 7.6% for sales in the United States%beb for sales in other
countries. The average gross royalty rate earngldeirsix months ended June 30, 2007 on BSC'’s $atdhe period October 1,
2006 to March 31, 2007 was 7.7% for sales in th#edrStates (as compared to 7.9% for the samegefithe prior year) and
5.7% for sales in other countries (as compared2éc6or the same period of the prior year). Therea guarantee that royalty
payments under the license agreement with BSCowiltinue, and demand for BSC’s paclitaxel-elutiogooary stent products
could decline as a result of competition, techniglaigchange, reimbursement or other factors.

We may not be successful in integrating the opamatof AMI into our operations, or we may be dedhiyedoing 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 from increhssanufacturing and sales and marketing capabkilifeoduct synergies and
revenue diversification. The AMI acquisition sulygtally increased the scale and scope of our ojrmtin connection with the
integration of AMI, we must manage the creatiomedv divisions, or the consolidation or eliminatifrdivisions, in our business
and expand the functions currently performed byruparticular, AMI has significant manufacturingerations and capacity,
marketing and dedicated sales teams and highlynieated operations, including manufacturing faeiitiocated in four different
countries and approximately 1,400 employees. Ttegration and centralization process currently mwdg involves complex
operational and personnel-related challenges. foisess is time-consuming and expensive. It mayire@ longer than expected
time frame to achieve integration and integraticaymot result in the benefits, in the times or antsuwe currently expect.

Other risks that may result from the AMI acquitinclude:

» difficulties associated with integrating into owrdiness and operations the operations and persohA#|;
» potential disruption of both companies’ business;

» inability to introduce new products into the magtate or maintain or increase current sales layedxisting products;
e inability to maintain a competitive product offegin

« diversion of management’s attention and other ness;

» successful integration may be more complex andire@uonger time frame to achieve;

« inability of the companies to maintain uniform slards, controls, procedures and policies;

» difficulties associated with attracting and retamkey personnel;

* loss of customers;

* unanticipated costs of terminating or relocatingliées and operations; and

* unanticipated issues in integrating informatiormeaaunications and other systems.

We have only recently achieved profitability, ace profitable this quarter and may not be able ¢égain and maintain
profitability.

We began operations in 1992 and have incurredsaftom operations in each of the years of our erist except for fiscal 2004
and 2006. As of June 30, 2007, our accumulateididefas $70.2 million. Our ability to be profiteon a consistent basis will



depend on, among other things, the successfulratiog of acquired operations, and the successfmingercialization of new
technologies.

While we believe that our available cash, workiagital and cash generated from operations shoutdiffieient to meet our
operating and capital needs for the foreseeahledubur funding needs may vary depending upomabeu of factors including:
progress of our research and development progremssts associated with completing clinical studied the regulatory process;
collaborative and license arrangements with thadies; opportunities to in-license complementahhologies; cost of filing,
prosecuting and enforcing our patent claims andratitellectual property rights; expenses assodiwiih litigation; costs
associated with integrating AMI; and potential asgions and technological and market developmedtsisequently, we may
need to raise additional funds to satisfy the fagdif our current research and development progremmspay or refinance our
indebtedness, to commence or to continue the prealistudies and clinical studies necessary tainlsharketing approval
contractual obligations, to meet other operating eapital requirements, to complete the integratibAMI, or for potential
acquisitions and in-licensing of technologies. Aitaiial financing may not be available, and eveavdilable, may not be on
acceptable terms. We may seek to raise additi@patat through an offering of equity or debt.

If our products are alleged to be harmful, we maylve able to sell them, we may be subject to proiability claims not
covered by insurance and our reputation could beaged.

The nature of our business exposes us to potdiatidity risks inherent in the testing, manufadhg and marketing of
pharmaceutical products and medical devices. Usimglrug candidates or devices in clinical triasynexpose us to product
liability claims. These risks will expand with resyp to drugs or devices, if any, that receive ragul approval for commercial
sale. In addition, some of the products we manufacind sell are designed to be implanted in timeamubody for varying periods
of time. Even if a drug or device were approveddmmmercial use by an appropriate governmental@géehere can be no
assurance that users will not claim that effedtgiothan those intended may have resulted fronpmducts. Component failures,
manufacturing flaws, quality system failures, dadigfects, inadequate disclosure of product-relasés or product-related
information or other safety issues with respedhase or other products we manufacture or selldcadult in an unsafe condition
or injury to, or death of, a patient.

In the event that anyone alleges that any of codycts are harmful, we may experience reduced comsdemand for our
products or our products may be recalled from theket. In addition, we may be forced to defendvittlial or class action
lawsuits and, if unsuccessful, to pay a substaati@unt in damages. A recall of some of our praglaotild result in exposure to
additional product liability claims, lost sales agignificant expense to perform the recall. Theconte of litigation, particularly
class action lawsuits, is difficult to assess aartify. Plaintiffs in these types of lawsuits oftegek recovery of very large or
indeterminate amounts, including not only actuahdges, but also punitive damages. The magnitutleegiotential loss relating
to these types of lawsuits may remain unknown éitastantial periods of time. In addition, the castlefend against any future
litigation may be significant.

We do not have insurance covering our costs ars$0as a result of any recall of products or devilteorporating our
technologies whether such recall is instituted lofp@ce manufacturer or us as required by a regylagency. Insurance to
cover costs and losses associated with produdigés@xpensive. If we seek insurance coveriragpct recalls in the future it
may not be available on acceptable terms. Evehtdined, insurance may not fully protect us adgngential liability or cover
our losses. Some manufacturers that suffered daoh<in the past have been forced to cease opasatr even to declare
bankruptcy.

We do have insurance covering product liabilityowéver, our insurance may not fully protect us freotential product liability
claims. If a product liability claim or a seriekataims is brought against us in excess of ousriasce coverage, our business
could suffer. Some manufacturers that sufferett slaims in the past have been forced to ceasatipes or even to declare
bankruptcy.

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

The successful commercialization of our technolisgyrucial for our success. Successful product ldgweent in the
pharmaceutical industry is highly uncertain andyview research and development projects producerarercial product.
Medical devices, pharmaceutical applications amdisal implants utilizing our technology are in iars stages of clinical and
commercial development and face a variety of réakd uncertainties. Principally, these risks incltiuefollowing:

e Future clinical trial results may show that somelbof our technology, or the technology of ouagtgic collaborators
that incorporate our technology, is not safe oeaffe.

» Evenif our technology is shown to be safe andc#ffe, we and our strategic collaborators may fgaificant or
unforeseen difficulties in manufacturing our medbavices or the medical devices and surgical iml#éhat use our



technology. These difficulties may become appandr@n we or our strategic collaborators manufactueemedical
devices or surgical implants on a small scale lioical trials and regulatory approval or may ohlscome apparent when
scaling-up the manufacturing to commercial scate.a

* Even if our technology-based products are succhgsheveloped, receive all necessary regulatoryeyeds and are
commercially produced, there is no guarantee tieetwill be market acceptance of them or that thidlynot cause
unanticipated side effects in patients. For exaniptirug-eluting stents are found to cause, oreneeived to be the
cause of, blood clots in patients, then sales ofloug-eluting stent products may be adverselycééfd In addition, there
is no guarantee that there will be market acceptafiour products. Our ability to achieve marketegatance for any of
our products will depend on a number of factorsluding whether or not competitors may develop tedbgies which
are superior to or less costly than our technologsed products, and whether governmental and prikiati-party payers
provide adequate coverage and reimbursement fgprodiucts, with the result that our technology-bgseducts, even
if they are successfully developed, manufacturetiaoproved, may not generate significant revenues.

If we are unsuccessful in dealing with any of thesks, or if we are unable to successfully comradize our technology for
some other reason, it would likely seriously haum ability to generate revenue.

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

Historically, our strategy has been to enter irdadous arrangements with corporate and academibavhtors, licensors,
licensees and others for the research, developwriantal testing, regulatory approval, manufaatgtimarketing and
commercialization of our product candidates. Fstance, we collaborate with BSC and Cook to devatapmarket paclitaxel-
eluting coronary and peripheral stents, and witht&ato manufacture and market our CoSeal® and BitiMi products. Strategic
collaborators, both existing (particularly BSC) ahdse that we may collaborate with in the futaire, or may be essential to the
development of our technology and potential reveanatwe have little control over or access to imfation regarding our
collaborators’ activities with respect to our protiu

Our strategic collaborators may fail to succesgfdévelop or commercialize our technology to whindy have rights for a
number of reasons, including:

» failure of a strategic collaborator to continuedetfays in, its funding, research, developmenta@mmercialization
activities;

» the pursuit or development by a strategic collatmoraf alternative technologies, either on its cavrwith others,
including our competitors, as a means for develppieatments for the diseases targeted by our gnagyr

« the preclusion of a strategic collaborator fromaleging or commercializing any product, through, dsample,
litigation or other legal action; and

< the failure of a strategic collaborator to makeuiesfd milestone payments, meet contractual milestibiigations or
exercise options which may result in our termirgtpplicable licensing arrangements.

We have and we expect that we will continue to einte licensing agreements with third parties itgegus access to technologies
that we may use to develop products through oategiic collaboration and partnership arrangeméitts.technologies governed
by these license agreements may be critical tability to maintain our competitive advantage im enisting products and to
develop future products. For example, through kesnwith the NIH and UBC, we have been grantedsadoetechnologies that
have contributed to the development of the TAXUSligaxel-eluting coronary stent.

Pursuant to terms of existing license agreementsndors will have the ability under certain spedifcircumstances to terminate
the license. Events which may allow licensors tereise these termination provisions include oukbagptcy, sub-licensing
without the licensor’s consent, a transaction whiggults in our change of control, failure to use tequired level of diligence
efforts to develop, market and sell products basethe licensed technology, our inability to mainmtadequate levels of insurance
with respect to the licensed technologies or ofliés or omissions that may constitute a breachshyf our license agreement. In
addition, any failure to continue to have acceghése technologies may materially affect the ben#fat we currently derive
from the collaboration and partnership arrangemantsmay negatively impact our results and oparatio

We may utilize others to manufacture products tisat our technology, and we intend to contract thitd-party manufacturers to
produce commercial quantities of our potential picid but we do not know whether satisfactory areaments will be reached
with such parties. If we are not able to reach suthrrangement, the commercialization of our petgloould be delayed. If third
parties cannot deliver commercial quantities of praducts in a timely manner, our revenues couldigpeificantly reduced.

We also may elect to perform manufacturing openatioternally. Developing additional commerciallsa@anufacturing
facilities would require raising substantial adati@l funds and hiring and retaining additional ngiamaent and technical personnel



who have the necessary manufacturing experiencde\Wh expect to extend AMI's manufacturing capiéiei to other parts of
our business, we may not be able to achieve tfigeaftly or timely given the numerous challengssaxiated with the integration
process. We can give no assurance that we willbeessful in developing commercial scale manufatjuiacilities or leveraging
AMI's manufacturing capabilities or obtaining nesaiy approvals in a timely manner or at all.

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

We focus our research and development activitiegreas in which we have particular strengths. Titeame of any development
program is highly uncertain, notwithstanding howmising a particular program may seem. Succeseeitiipical and early-stage
clinical trials may not necessarily translate ist@cess in large scale clinical trials. Furthehdasuccessful in clinical trials,
increased investment will be necessary, whichaditersely affect our short-term profitability.

In addition, we will need to obtain and maintaigukatory approval in order to market new produliistwithstanding the outcome
of clinical trials for new products, regulatory appal may not be achieved. The results of clintdals are susceptible to varying
interpretations that may delay, limit or prevenpiagval or result in the need for post-marketinglsa. In addition, changes in
regulatory policy for product approval during theripd of product development and review by reguatd a new application
may cause delays or rejection. Even if we recedgrilatory approval, this approval may include lati@ns on the indications for
which we can market the product. There is no guaeathat we will be able to satisfy the needed lsggry requirements, and we
may suffer a significant variation from plannedeeue as a result.

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

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

» the FDA or other regulatory authorities do not amera clinical trial protocol or a clinical triay place a clinical trial on
hold;

« the data and safety monitoring committee of a cdihfrial recommends that a trial be placed on leolduspended;

e patients do not enroll in clinical trials at theéerave expect;

e patients are not followed-up at the rate we expect;

e patients experience adverse side effects or evelat®d to our products;

» patients die or suffer adverse medical effectsrdpai clinical trial for a variety of reasons, intilng the advanced stage
of their disease and medical problems, which mayay not be related to our product candidates;

» regulatory inspections of our clinical trials or madacturing facilities, which may, among other tignrequire us to
undertake corrective action or suspend or termioatelinical trials if investigators find us nat be in compliance with
regulatory requirements;

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

» changes in governmental regulations or adminisgactions;
» the interim results of the clinical trial are inoiusive or negative;
« pre-clinical or clinical data is interpreted byrthparties in different ways; or

e our trial design, although approved, is inadeqtmemonstrate safety and/or efficacy.

Clinical trials may require the enroliment of langembers of patients, and suitable patients majiffieult to identify and recruit.
Patient enrollment in clinical trials and completiof patient follow-up in clinical trials depend amany factors, including the size
of the patient population, the nature of the tpiadtocol, the proximity of patients to clinicalestand the eligibility criteria for the
study and patient compliance. For example, patieatg be discouraged from enrolling in our clinitéls if the trial protocol
requires them to undergo extensive post-treatmmaisplures to assess the safety and effectiveness stents, or they may be
persuaded to participate in contemporaneous tfadempetitive products. Delays in patient enrolfiner failure of patients to
continue to participate in a study may cause arease in costs and delays or result in the fafit@e trial.



Our clinical trial costs will increase if we havetarial delays in our clinical trials or if we ne&dperform more or larger clinical
trials than planned. Adverse events during a dirical could cause us to repeat a trial, tern@reatrial or cancel the entire
program.

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

We may determine that certain pre-clinical prodisstdidates or programs do not have sufficient piatieto warrant the

allocation of resources. Accordingly, we may etederminate our programs for such product candgldf we terminate a pre-
clinical program in which we have invested sigrafit resources, our prospects will suffer, as wehaive expended resources on
a program that will not provide a return on ourdsiment and will have missed the opportunity toehalocated those resources
to potentially more productive uses.

We may not be able to protect our intellectual gnty or obtain necessary intellectual property iiglfrom third parties, which
could adversely affect our business.

Our success depends, in part, on ensuring thahtaliectual property rights are covered by vaindl @nforceable patents or
effectively maintained as trade secrets and ouityatn detect violations of our intellectual praperights and enforce such rights
against others.

The validity of our patent claims depends, in pantwhether prior art references described oremwiobvious our inventions as of the filing
date of our patent applications. We may not haeatitled all prior art, such as U.S. and foreigtepés or published applications or published
scientific literature, that could adversely affeéwt validity of our issued patents or the patetitgtof our pending patent applications. For
example, patent applications in the United Statesraintained in confidence for up to 18 montheratfteir filing. In some cases, however,
patent applications remain confidential in the UP&tent and Trademark Office, which we refer tthasU.S. Patent Office, for the entire time
prior to issuance as a U.S. patent. Patent apiglitsafiled in countries outside the United Statesreot typically published until at least 18
months from their first filing date. Similarly, plibation of discoveries in scientific or patentliature often lags behind actual discoveries.
Therefore, we cannot be certain that we were tisetfh invent, or the first to file patent applicets related to, our technology. In the event ¢hat
third party has also filed a U.S. patent appligatiovering a similar invention, we may have to ipgrate in an adversarial proceeding, known as
an interference, declared by the U.S. Patent Offiaetermine priority of invention in the Unitetags. It is possible that we may be
unsuccessful in the interference, resulting inss lof some portion or all of our U.S. patent posgi The laws in some foreign jurisdictions do
not protect intellectual property rights to the sagwtent as in the United States, and many compaaiee encountered significant difficulties in
protecting and defending such rights in foreigtisgictions. If we encounter such difficulties or e otherwise precluded from effectively
protecting our intellectual property rights in fipe jurisdictions, our business prospects coulduisstantially harmed.

We have filed and are pursuing patent applicationGanada, the United States and other jurisdistid¥e hold more than 240
U.S. patents and have over 240 pending U.S. papglications that cover various aspects of ourrteldgy, where many of these
patents and applications have foreign counterpavis&e may not be able to obtain patent protectiankiey elements of our
technology, as the patent positions of pharmacaytmotechnology and medical device companiesuseertain and involve
complex legal and factual questions for which int@ot legal issues are largely unresolved. For ed@nmp consistent policy has
emerged regarding the scope of health-related pataims that are granted by the U.S. Patent Officenforced by the U.S.
federal courts. Rights under any of our issued matenay not provide us with commercially meaningbubtection for our
products or afford us a commercial advantage agaumscompetitors or their competitive productpoocesses. In addition, even
if a patent is issued, the coverage claimed intarpapplication may be significantly reduced ia gatent as granted.

There can be no assurance that:

« patent applications will result in the issuanceatents;

e additional proprietary products developed will lzemtable;

» licenses we have obtained from third parties thatige in connection with our technology will notteeminated;

» patents issued will provide adequate protectioanyrcompetitive advantages;

« patents will not be successfully challenged by thirgl parties; or

» the patents of others will not impede our or odfatmrators’ ability to commercialize our technojog
For example, the drug paclitaxel is itself not aeeeby composition of matter patents. Thereforthoaigh we are developing an
intellectual property portfolio around the use atlitaxel for intended commercial applications,esthmay be able to engage in
off-label use of paclitaxel for the same indicaipoausing us to lose potential revenue. Furthexpmihers may independently

develop similar products or technologies or, ifgods$ are issued to us, design around any patesthddlogy developed by us,
which could affect our potential to generate rexenand harm our results of operations.



Patent protection for our technology may not balakbbe based on prior art. The publication of dismdes in scientific or patent
literature often lags behind actual discoveriesaA®nsequence, there may be uncertainty as tdahet or a third party were
the first creator of inventions covered by issuatkepts or pending patent applications or that we third party were the first to
file patent applications for such inventions. More we might have to participate in interferenoeceedings declared by the
U.S. Patent Office, or other proceedings outsiéel thited States, including oppositions, to deteengiriority of invention or
patentability, which could result in substantiasttd us even if the outcome were favorable. Araunfable outcome in an
interference or opposition proceeding could preelud, our collaborators and our licensees from nggkising or selling products
using the technology or require us to obtain lieemghts from prevailing third parties. We do nabkv whether any prevailing
party would offer us a license on commercially gtable terms, if at all. We may also be forceday gamages or royalties for
our past use of such intellectual property rightsyvell as royalties for any continued usage.

As part of our patent strategy, we have filed aetgrof patent applications internationally. Oppimsis have been filed against
various granted patents that we either own or ieeand which are related to certain of our tectgieto On January 25, 2005, the
European Patent Office (“EPQO”) Opposition Divisiannounced a favorable ruling and maintained thiglisabf our European
Patent No. EP0706376 with various claims, includitegms to stents coated with a composition of it@atl and a polymeric
carrier. None of the original parties to the prating filed an appeal to this decision. Two non-jearto the proceeding (Conor
MedSystems and Sahajanand Medical Technologied Blt("SMT")) subsequently submitted various doents to the EPO,
including Notices of Intervention and of Appeal. &t oral hearing on March 14, 2007, the EPO deterththat these Notices of
Intervention and of Appeal were inadmissible. @neJ13, 2007, the EPO announced that the decisidganoiary 25, 2005 had
become final, thus foreclosing attempts by the parties to have that decision revised. We licemgeEuropean patents from the
NIH, namely EP 0711158 and EP 1118325, both of whie in opposition proceedings at the EPO, whermral hearing has
been set for October 25, 2007 in the EP 071115npadnd briefs are still being exchanged betwberparties in the EP 1118325
patent. Three patents which we license from BoStiantific are in opposition proceedings at th®©ERamely EP 0809515, EP
0975340, and EP 1407786, where thus far a heaateglths only been set for one of these oppositi@amgly January 30, 2008
in EP 1075843. On July 7, 2006, an opposition wad fgainst our New Zealand Patent No. 523799 elvewthe opponent
abandoned this opposition on May 29, 2007. Onedaiper 28, 2006, the EPO held an oral hearing impip®sition to the grant
of EP0830100, which we license from Edwards Lifesces and which relates to our ePTFE vascular graftucts. At the end of
the hearing, the EPO determined that an amendeddbthe patent was valid; the opponent subsequapipealed this decision.
Opposition proceedings at the EPO are also ongnifd® 0784490; EP 0876166; and EP 0876165 (rel&difiipSeal sealant),
where each of these patents is owned by us. AhHRring was held on July 17, 2007 in the oppesitb the grant of EP
0774964, which we license from MIT, where at thd ehthe Hearing the opposition board determined tie claimed invention
was not patentable and thus revoked the patentM&suoh 1, 2006, the Board of Appeals of the JapauRegent Office issued a
final order of revocation regarding certain claiofi®ur Japanese Patent No. 3423317, directed tenacated with paclitaxel.
We have appealed this decision to Japan’s Intelké&roperty High Court, and hearings were heleoember 11, 2006, April
17, 2007, and June 21, 2007. We do not expedPtlitigh Court to hold any further informational hegs, and furthermore
expect the IP High Court to announce their decisieiore the end of 2007. The ultimate outcomebede oppositions, including
possible appeals, are uncertain at this time.

Our future success and competitive position defrepart on our ability to obtain and maintain certaroprietary intellectual
property rights used in our approved products amtipal product candidates. Any such success dipenpart on effectively
prosecuting claims against others who we beliegardringing our rights and by effectively defengiclaims of intellectual
property infringement brought by our competitord athers. The stent-related markets have expeideragad technological
change and obsolescence in the recent past, ammboynetitors have strong incentives to stop orydetafrom introducing new
products and technologies. See “—We may incur sultisil costs as a result of litigation or othergeredings relating to patent
and other intellectual property rights.”

We do not know whether the patents that we havevred or licensed or may be able to obtain or Beein the future, would be
held valid or enforceable by a court or whetheomgetitor’'s technology or product would be foundrisinge such patents.
Further, we have no assurance that third partigsiati properly or improperly modify or terminatealicense they have granted
to us.

We have obtained licenses from third parties wégpect to their intellectual property that we useannection with our
technology. However, we may need to obtain addititinenses for the development of our currentubnrfe products. Licenses
may not be available on satisfactory terms orlatfadvailable, these licenses may obligate usxercise diligence in bringing our
technology to market and may obligate us to mak#@mim guarantee or milestone payments. These diigand milestone
payments may be costly and could seriously harmbasiness. We may also be obligated to make ropalgynents on the sales,
if any, of products resulting from licensed tectogyl and may be responsible for the costs of fiind prosecuting patent
applications. These costs could affect our resiltsperations and decrease our earnings.



Certain of our key technology includes trade sscaetd know-how that may not be protected by patdihisre can be no
assurance that we will be able to protect our tsmtgets. To help protect our rights, we undertakequire employees,
consultants, advisors and collaborators to enteraanfidentiality agreements. We cannot assuretlyatiall employees,
consultants, advisors and collaborators have signeld agreements, or that these agreements wijuatigy protect our trade
secrets, know-how or other proprietary informatiothe event of any unauthorized use or disclogtmethermore, any
confidentiality agreements in existence may bedired and we may not have adequate remedies fosuatybreach. Any
disclosure of confidential data into the public damor to third parties could allow our competittwdearn our trade secrets and
use the information in competition against us.

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

In a number of countries governmental authorities @ther groups have suggested that companies wiachifacture medical
products (i.e., pharmaceuticals and medical deysiesuld make products available at a low cossolme cases, governmental
authorities have held that where a pharmaceuticalealical device company does not do so, theimpatmight not be
enforceable to prevent generic competition. Altéuedy, some governmental authorities could reqtlis we grant compulsory
licenses to allow competitors to manufacture adidtseir own versions of our products, thereby reidg our sales or the sales of
our licensee(s). In all of these situations, theilts of our operations in these countries coulddesrsely affected.

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

In connection with maintaining the value of ouriwas intellectual property and exclusivity rightg regularly evaluate the
activities of others worldwide. Our success wilpdad, in part, on our ability to obtain patentslicgnses to patents, maintain
trade secret protection and enforce our rightsregathers. Should it become necessary to prdiesetrights, we intend to pursue
all cost-efficient strategies, including when appiate negotiation or litigation in any relevantigdiction.

For example, we have been involved in severaHlitgn and opposition proceedings against Conor Ms#s in connection
with Conor’s CoStar paclitaxel eluting stent, whire Cordis division of Johnson & Johnson (“J&Jtrghased Conor in the first
quarter of 2007. On July 5, 2007, J&J announceprbgs release and filing with the SEC, that theyevwithdrawing CoStar
stent from Europe, Asia, and Latin America wheiteaitl already obtained regulatory approval, and weeontinuing efforts to
obtain FDA approval for CoStar stent in the US.efHafter, Conor withdrew from its opposition to grant of our New Zealand
patent, and along with Boston Scientific (BSC)dike letter with the US District Court of Delawarnauncing a stipulated
dismissal of BSC'’s infringement action against @oSiCurrently, we are in patent litigation withr@o in the Netherlands, where
an appeal is pending from a trial court decisiowlifig CoStar stent infringed the NL equivalent & & 06376, in Australia,
where trial is currently scheduled to begin in 8egter 2007, and in the United Kingdom, where on @&y2007, the House of
Lords granted our petition for it to review the gudent of the Court of Appeals finding our UK equérg of EP 0706376 to be
invalid. Litigation against other parties is stitigoing. On April 4, 2005, we and BSC commeneggl action in the Netherlands
against SMT for patent infringement of the Nethedsrequivalent of EP0706376. A hearing was helarch 10, 2006, and the
court issued a decision on May 3, 2006, findingghtent valid and the activity of SMT to be animflement of the patent. SMT
appealed this decision, but a date for the appesgiitng has not yet been set. In December 2005ndi®8&C initiated a
Preliminary Proceedings action against Occam lat@nal BV and its parent company Biosensors BWestjing a preliminary
injunction for infringement of the Netherlands-egplent of EP0706376. A hearing was held on Januidary006, and the court
issued a judgment on January 27, 2006, denyingetted requested by us. We and BSC filed an apimethlis judgment on
February 24, 2006. The ultimate outcomes of thegal [proceedings are uncertain at this time.

On September 9, 2005, DePuy Mitek, Inc., filed agiinst Arthrex Inc. and Pearsalls Limited (“PaHs%), one of our
subsidiaries, for infringement of DePuy Mitek’s g@iatt which relates to certain sutures (U.S. Patenta\814,446). Arthrex has
indemnified Pearsalls against any potential dameegerding sale of FiberWire products, and will farythe cost of this defense.
On July 2, 2004, Dr. Gregory W. Baran filed a coantl for willful patent infringement against one AfI’'s subsidiaries,

Medical Device Technologies, Inc. A Markman heatiogonstrue the claims of the asserted patents. atent No. 5,025,797
and U.S. Patent No. 5,400,798) was held in Dece@b@5, and a decision is awaited.

We intend to pursue and to defend vigorously amyalhactions of third parties related to our exiea patent portfolio and
pioneering technology. Any failure to obtain andtpct intellectual property could adversely affeat business and our ability to
operate could be hindered by the proprietary rightsthers.

Our involvement in intellectual property litigati@mould result in significant expense, adverselgetfhg the development of
product candidates or sales of the challenged ptaxtuntellectual property and diverting the effoof our technical and
management personnel, whether or not such litigas@esolved in our favor. Some of our competitoesy be able to sustain the
costs of complex patent litigation more effectiveign we can because they have substantially gnessteurces and intellectual
property litigation may be used against us as anmeégaining a competitive advantage. Competintgsafrequently file



multiple suits to leverage patent portfolios acnessduct lines, technologies and geographies abdlence risk and exposure
between the parties. Uncertainties resulting frobenibitiation and continuation of any litigationudd affect our ability to continue
our operations. In the event of an adverse outcasredefendant in any such litigation, we may, agrather things, be required
to:

e pay substantial damages or back royalties;

» cease the development, manufacture, use or spl®ddict candidates or products that infringe up@nintellectual
property of others;

» expend significant resources to design aroundenpat to develop or acquire non-infringing intetleal property;
» discontinue processes incorporating infringing tedbgy; or

» obtain licenses to the infringed intellectual pnape

We cannot assure you that we will be successfdéireloping or acquiring non-infringing intellectyabperty or that necessary
licenses will be available upon reasonable terfrag, all. Any such development, acquisition or fise could require the
expenditure of substantial time and other resousodscould have a material adverse effect on osinkss and financial results. If
we cannot develop or acquire such intellectual ertypor obtain such licenses, we could encountkryden any introduction of
products or could find that the development, mactuf or sale of products requiring such licenseddcbe prohibited.

If third parties file patent applications, or assued patents claiming technology also claimed $inwpending applications, we
may be required to participate in interference peaiings with the U.S. Patent Office, or other peddegs outside the United
States, including oppositions, to determine pryooit invention or patentability, which could resuitsubstantial cost to us even if
the eventual outcome were favorable.

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

A number of pharmaceutical, biotechnology and madievice companies as well as research and acadestitutions have
developed technologies, filed patent applicationsoeived patents on various technologies that Inearglated to our business.
Some of these technologies, applications or pataatsconflict with or adversely affect our techrgiks or intellectual property
rights, including those that we license from oth&ve are aware of other parties holding intellekcpuaperty rights that may
represent prior art or other potentially conflictimtellectual property, including stents coatethveigents intended to reduce
restenosis. Any conflicts with the intellectual peoty of others could limit the scope of the pateiitany, that we may be able to
obtain or result in the denial of our current ciufe patent applications altogether.

If patents that cover our activities are issuedtteer persons or companies, we could be chargddinfiingement. In the event
that other parties’ patents cover any portion ofativities, we may be forced to develop altenegtior negotiate a license for
such technology. We do not know whether we woulduxxessful in either developing alternative tedbgies or acquiring
licenses upon reasonable terms, if at all. Obtginimy such licenses could require the expendituisailostantial time and other
resources and could harm our business and dearaasarnings. If we do not obtain such licensescadd encounter delays in
the introduction of our products or could find thiz¢ development, manufacture or sale of prodecfairing such licenses is
prohibited.

Technological advances and evolving industry statislaould reduce our future product sales, whichlda@ause our revenues to
grow more slowly or decline.

The markets for our products are characterizedapidly changing technology, changing customer negesving industry
standards and frequent new product introductiodsesnancements. The emergence of new industryast@dsih related fields
may adversely affect the demand for our produdtss €ould happen, for example, if new standardstackinologies emerged that
were incompatible with customer deployments ofapplications. In addition, any compounds, prodoctgrocesses that we
develop may become obsolete or uneconomical befenecover any of the expenses incurred in conmreetith their
development. We cannot assure you that we willesetdn developing and marketing product enhancesr@mew products that
respond to technological change, new industry stats] changed customer requirements or competit@ucts on a timely and
cost-effective basis. Additionally, even if we atge to develop new products and product enhandsmea cannot assure you
that they will achieve market acceptance.



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

Many of our employees were previously employednatarsities or other biotechnology or pharmaceuliticanpanies, including
our competitors or potential competitors. Althoughsuch claims against us are currently pendingnas be subject to claims
that these employees or we have inadvertentlylmraise used or disclosed trade secrets or otlriptary information of their
former employers. Litigation may be necessary tfentt against these claims. Even if we are successfiefending against these
claims, litigation could result in substantial and be a distraction to management. If we failléfending such claims, in
addition to paying money claims, we may lose valkaitellectual property rights or personnel. Adax key research personnel
or their work product could hamper or prevent duility to commercialize certain product candidatebjch could severely harm
our business.

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

Our research and development processes and mamirfigabperations involve the use of hazardous ris$eWe are subject to
federal, state, provincial, local and other lawd eggulations in the countries in which we opematsell our products, which
govern the use, manufacture, storage, handlinglespasal of such materials and certain waste pitsdiibe risk of accidental
contamination or injury from these materials cartmotompletely eliminated. In the event of an aecidr the discovery of pre-
existing contamination at one or more of our féieidi, we could be held liable for any damagestbsult and any such liability
could exceed our resources. We may not be spdbifingured with respect to this liability, and wle not know whether we will
be required to incur significant costs to complyhwénvironmental laws and regulations in the futerewhether our operations,
business or assets will be harmed by current aréutnvironmental laws or regulations.

We face and will continue to face significant cotitioa.

Competition from pharmaceutical companies, medieaice companies, biotechnology companies and atadmnd research
institutions is intense and is expected to increlsmy of our competitors and potential competitwaige substantially greater
product development capabilities, experience cotialgiclinical trials and financial, scientific, mafacturing, sales and marketing
resources and experience than our company. Sothes¥ competitors include JNJ, Guidant Corporatgenzyme Corporation,
Baxter, Abbott Laboratories, BSC, Medtronic, Indlyeth, Inc., Novartis AG, C.R. Bard, the Allegiardigision of Cardinal
Health, Inc., Bausch & Lomb, and Tyco Ltd., amotigeos. We also face competition from non-medicaiakcompanies, such
as pharmaceutical companies, which may offer nogical alternative therapies for disease stateshvaie currently or intended
to be treated using our products. Other companas m

« develop and obtain patent protection for produattier than us;

« design around patented technology developed by us;

* obtain regulatory approvals for such products nmapédly;

* have greater manufacturing capabilities and othsources;

« have larger or more experienced sales forces;

« develop more effective or less expensive produats;

« have greater success in obtaining adequate thitg-payer coverage and reimbursement for their aiimg products.
While we intend to expand our technological captidd in order to remain competitive, there issk tihat:

» research and development by others will rendeteximology or product candidates obsolete or nanpatitive;
» treatments or cures developed by others will b@sapto any therapy developed by us; and
» any therapy developed by us will not be prefercedrty existing or newly-developed technologies.

The commercial potential of our products and prdadtamdidates will be significantly limited if weeanot able to obtain adequate
levels of reimbursement or market acceptance femth

Our ability to commercialize human therapeutic pratd and product candidates successfully will ddpeipart on the extent to
which coverage and reimbursement for such produmdsrelated treatments will be available from gaweznt health
administration authorities, private health insui@nd other third-party payers or supported by theket for these products. There



can be no assurance that third-party payers’ cgeeaad reimbursement will be available or suffitien the products we might
develop.

Third party payers are increasingly challengingghiee of medical products and services and irntstijucost containment
measures to control or significantly influence pechase of medical products and services. Thesecoatainment measures, if
instituted in a manner affecting the coverage giayment for our products, could have a materiabesk effect on our ability to
operate profitably. In some countries in the EU amthhe U.S., significant uncertainty exists ash® reimbursement status of
newly-approved healthcare products, and we do mawkwhether adequate third-party coverage and naisetment will be
available for us to realize an appropriate returmor investment in product development, which dadriously harm our
business. In the U.S., while reimbursement amopr&giously approved appear to have provided a redde rate of return, there
can be no assurance that our products will contiadee reimbursed at current rates or that thintlygeayers will continue to
consider our products cost-effective and provideecage and reimbursement for our products, in whoie part.

We cannot be certain that our products will gaimowercial acceptance among physicians, patientstamtparty payers, even if
necessary international and U.S. marketing appsaua maintained. We believe that recommendatiodseadorsements by
physicians will be essential for market acceptasfagur products, and we do not know whether thesemmendations or
endorsements will be obtained. We also believeghageons will not use these products unless te&rishine, based on clinical
data and other factors, that the clinical benaditsatients and cost savings achieved through udese products outweigh their
cost. Acceptance among physicians may also depawm thhe ability to train surgeons and other po&nisers of our products
and the willingness of such users to learn thelsgively new techniques.

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

There have been, and we expect there will contiodee, a number of legislative and regulatory peg®to change the healthcare
system, and some could involve changes that cagitdfisantly affect our business. Efforts by goverental and third-party

payers to reduce health care costs or the annowmterhlegislative proposals or reforms to implebtngmvernment controls could
cause a reduction in sales or in the selling pofoeur products, which would seriously harm ouribass. Additionally, initiatives
to reduce the cost of healthcare have resultecconaolidation trend in the healthcare industrgluding hospitals. This in turn

has resulted in greater pricing pressures andxtleston of certain suppliers from certain markegreents as consolidated groups
such as group purchasing organizations, indeperntiginery networks and large single accounts caetito consolidate
purchasing decisions for some of our hospital custs. We expect that market demand, governmentategu and third-party
reimbursement policies will continue to changewleldwide healthcare industry, resulting in furttersiness consolidations and
alliances among our customers and competitors,hwiizy reduce competition, exert further downwamspuare on the prices of
our products and may adversely impact our busitiess)cial condition or results of operations.

We must receive regulatory approval for each of paduct candidates before they can be sold comalgrin Canada, the U.S.
or internationally, which can take significant tirmad be very costly.

The development, manufacture and sale of medicatel® and human therapeutic products in Canada) fBeand internationally
is governed by a variety of statutes and regulatidihese laws require, among other things:

« approval of manufacturing facilities and practices;
« adequate and well-controlled research and tesfipgoalucts in pre-clinical and clinical trials;

e review and approval of submissions containing mactufing, pre-clinical and clinical data in orderdbtain marketing
approval based on establishing the safety andaeffiof the product for each use sought, includiigeaence to good
manufacturing practices during production and gfeyand

< control of marketing activities, including adveitig and labeling.

The product candidates currently under developrgnis or our collaborators will require significaesearch, development, pre-
clinical and clinical testing, pre-market reviewdaapproval, and investment of significant fund®pto their commercialization.
We are dependent on our collaborators for regutapproval and compliance, and have little or noticd over these matters.
The process of completing clinical testing and iitg such approvals is likely to take many yeard eequire the expenditure of
substantial resources, and we do not know whethecknical studies by us or our collaborators Wil successful, that regulatory
approvals will be received, or that regulatory a&wats will be obtained in a timely manner. Destiie time and resources
expended by us, regulatory approval is never gtieean Even if regulatory approval is obtained, taguy agencies may limit the
approval to certain diseases, conditions or categaf patients who can use them.



If any of our development programs are not sucaigsfompleted in a timely fashion, required regats approvals are not
obtained in a timely fashion, or products for whagiprovals are obtained are not commercially ssfakst could seriously harm
our business.

The products and manufacturing facilities of AMatthave regulatory approval, as well as any of ptoducts and manufacturing
facilities that may receive regulatory approvaleasr will be subject to ongoing regulation.

We currently manufacture Lifespan® Vascular Grdfis,sale by Edwards Lifesciences Corporation (“Bcig”) in our Laguna
Hills, CA facility, specialty coatings for use withedical device products at our Henrietta, NY facénd we rely on our
collaborators for the manufacture of some of oteoproducts. In addition, with the AMI acquisitjome have acquired AMI's
significant manufacturing facilities both in theSJ.and abroad. Our and our collaborators’ manufagfypractices may not satisfy
regulatory requirements. As we contract with thoedties for manufacturing of a significant portiafnour products, our ability to
control third-party compliance with FDA and othegulatory requirements will be limited to contradttemedies and rights of
inspection. Our failure or the failure of third pamanufacturers to comply with regulatory requiests applicable to our
products may result in legal or regulatory actigrttimse regulatory authorities. There can be norasse that our or our
collaborators’ manufacturing processes will satiSMP or ISO requirements.

In addition, there may be uncertainty as to whetiierot we or others who are involved in the maaufang process will be able
to make the transition to commercial productiorfaure to achieve regulatory approval for manufisicty facilities or a failure to
make the transition to commercial production for products will harm our prospects, business, farrcondition and results of
operations. We do not have a history of experieparating significant manufacturing facilities. SeeWe may not be
successful in integrating the operations of AMbiour operations, or we may be delayed in doingviich may lead to higher
operating costs” for a discussion of risks assediatith integrating AMI's manufacturing facilities.

AMI’s products and manufacturing operations argexttito extensive regulation in the U.S. by the F&# by similar regulatory
agencies abroad. Ongoing regulation includes c@mpdé with an array of manufacturing and designrotsyand testing, quality
control, storage and documentation procedures. IR&gy agencies may also require expensive posteappstudies. Any
adverse events associated with our products mesto@ reported to regulatory authorities. If deficiies in our or our
collaborators’ manufacturing and laboratory faghtare discovered, or we or our collaboratorstéadomply with applicable
post-market regulatory requirements, a regulatggnay may close the facility or suspend manufactunVith respect to
products manufactured by third party contractoms ane, and we expect to continue to be, dependaentiocollaborators for
continuing regulatory compliance and we may hattle lor no control over these matters.

If we are unable to fully comply with federal andts “fraud and abuse laws”, we could face substmenalties, which may
adversely affect our business, financial conditiowl results of operations.

We are subject to various laws pertaining to headite fraud and abuse, including the federal AmtkKack Statute, physician
self-referral laws, the federal False Claims Aleg tederal Health Insurance Portability and Accahbitity Act of 1996, the federal
False Statements Statute, and state law equivdtettisse federal laws, which may not be limitedd@ernment-reimbursed
items and may not contain identical exceptionslations of these laws are punishable by criminal @il sanctions, including,
in some instances, civil and criminal penaltiesndges, fines, exclusion from participation in fedend state healthcare
programs, including Medicare and Medicaid, andciingailment or restructuring of operations. Anyi@actagainst us for violation
of these laws could have a significant impact ontusiness. In addition, we are subject to the BdBeign Corrupt Practices Act
(“FCPA”"). We have a network of approximately 166tdbutors. Any action against us for violatioy lis or our distributors of
this act could have a significant impact on ouriess.

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

We distribute a number of our products worldwideur distribution personnel or methods are nofisieht to ensure we have
supply to meet demand for our products or if ther quality control failure with our productscituld harm our prospects,
business, financial condition and results of openst

Prior to the AMI acquisition, we had limited expmrce in marketing and selling our products. In otdeachieve commercial
success for our approved products, we may havewueldp an effective marketing and sales force, ®mill have to successfully
integrate the sales and marketing operations of A¥ienter into further arrangements with thirdtigarto market and sell our
products. If we develop our own marketing and saesmabilities, we will be competing with other caanpes that currently have
experienced and well-funded marketing and salesatipes. To the extent that we enter into co-préomoor other marketing and
sales arrangements with other companies, any regamgeived will be dependent on the efforts ofithand we do not know
whether these efforts will be successful. Failordévelop a direct sales and marketing force arénto appropriate
arrangements with other companies to market ah@geproducts will reduce our ability to generatgenues. While we expect



to benefit from AMI's marketing and sales infrastiwre, we may not be able to do so effectivelynahie near-term 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 madievice companies, are consolidating to createammpanies with greater
market power. As the healthcare industry consaislatompetition to provide goods and servicesdastry participants will
become more intense. These industry participanystrgdo use their market power to negotiate pooacessions or reductions
for medical devices that incorporate componentsigeed by us. If we are forced to reduce our priiEEsause of consolidation in
the healthcare industry, our revenues would deeraad our consolidated earnings, financial conditiocash flows would suffer.

We may incur losses associated with foreign cuydhtuations.

Effective January 1, 2004, we commenced reporturgoperating results and financial position in W6llars in order to more
accurately represent the currency of the economic@ment in which we operate.

Our operations are in some instances conductedriercies other than the U.S. dollar and fluctuegtim the value of foreign
currencies relative to the U.S. dollar could causéo incur currency exchange losses. In addibahe U.S. dollar, we currently
conduct operations in Canadian dollars, Swiss gabDanish krone, U.K. pound sterling, and CostaRicolon. Exchange rate
fluctuations may reduce our future operating resuit the year ended December 31, 2006, we rep&B&8,000 of foreign
exchange gains due to foreign currency fluctuationmpared to $1.1 million in the same period i020

We have not entered into any forward currency e@mts$ror other financial derivatives to hedge fanedgchange risk, and
therefore we are subject to foreign currency trefisa and translation gains and losses. We purchasds and services in U.S.
and Canadian dollars, Swiss francs, Danish kroni€, pound sterling, and Costa Rican colon, and eaignificant portion of our
license and milestone revenues in U.S. dollarsigorexchange risk is managed primarily by satigffforeign denominated
expenditures with cash flows or assets denomiriatéte same currency.

Acquisition of companies or technologies may reisultisruptions to our business.

As part of our business strategy, we may acquiditiadal assets and businesses principally reldtngr complementary to our
current operations. Any acquisitions or mergersibwill be accompanied by the risks commonly entenanl in acquisitions of
companies. These risks include, among other thinigher than anticipated acquisition costs and eses, the difficulty and
expense of integrating the operations and persafribk companies and the loss of key employeesasibmers as a result of
changes in management.

In addition, geographic distances may make intégraif acquired businesses more difficult. We maybe successful in
overcoming these risks or any other problems erteoed in connection with any acquisitions.

If significant acquisitions are made for cash cdesition, we may be required to use a substardidiop of our available cash,
cash equivalents and short-term investments. Faitgaisitions by us may cause large one-time exgsenaiscreate goodwill or
other intangible assets that could result in sigaift asset impairment charges in the future. Agitjon financing may not be
available on acceptable terms, if at all.

We may not generate sufficient cash flow from drouofuture permitted acquisitions to service muaebtedness.

In any acquisition, we expect to benefit from csmtings through, for example, the reduction of bead or the acquisition of
products and from revenue enhancements resuliimg fine acquisition. However, there can be no assarthat we will be able
to generate sufficient cash flow from any futurenpiéted acquisitions to service any indebtednessrired to finance such
acquisitions or realize any other anticipated higneflor can there be any assurance that our phifiity will be improved by any
one or more acquisitions. Any acquisition may iweobperating risks, such as:

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

» the diversion of management’s attention and otbsources;

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

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



» the potential impairment of relationships with eoyaes;
» the possibility that any liabilities we may incurassume may prove to be more burdensome tharnpatéd; and

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

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

We are highly dependent on our senior managemehsaantific and technical personnel. The compuaetifor qualified personnel
in the healthcare field is intense, and we relwhgan our ability to attract and retain qualifiedanagerial, scientific and
technical personnel. Our ability to manage grovitatively will require continued implementationcaimprovement of our
management systems and the ability to recruit eid hew employees. We may not be able to sucdgsaftract and retain
skilled and experienced personnel, which could haumability to develop our product candidates gaderate revenues. In
addition, the success of the AMI acquisition iselgghent on our continued ability to retain key ergpks at various levels of AMI
and its subsidiaries not only through the integraperiod but beyond. If we are unable to contitmuestain key AMI employees
or provide them with performance incentives throeghity plans, employment agreements or otherndl&ebusiness of the
combined company may be harmed and the integrafionr two companies may be delayed or we may inoanticipated
expenses.

Risks Relating to our Indebtedness, Shares, and Organization and Structure
Our existing and future permitted debt could adebraffect our operations.

As of June 30, 2007, we had outstanding $575 milbb indebtedness, excluding accrued interest. YWéecarrently considering
other facilities to replace the revolving portiohtbe credit facility that was terminated in contiec with the issuance of the
Senior Floating Rate Notes due 2013 (the “FloaRage Notes”), but there can be no assurance thatilviee able to obtain such
a facility. Excluding intercompany transactionsy subsidiaries that are not guarantors of thetiFigd&Rate Notes or Subordinated
Notes accounted for approximately $38.5 million1@% of our total revenues from continuing operatidor the year ended
December 31, 2006, and approximately $184.5 milbori5% of our total assets and approximately $32ilfon or 4% of our
total liabilities as of December 31, 2006. Thedflog Rate Notes and our 7.75% Senior Subordinbliet®s due 2014 (the
“Subordinated Notes”) are guaranteed by the samepgof our subsidiaries.

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

e could increase our vulnerability to general advesenomic and industry conditions;

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

» will require us to dedicate a substantial portiboowar cash flow from operations to the paymentrrfigipal and interest
on our indebtedness, thereby reducing the fundigadato us for operations and any future busirggsortunities,
including acquisitions permitted by our Subordinaidntes and the Floating Rate Notes;

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

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

The Floating Rate Notes bear interest at ratedfitzttiate with changes in certain prevailing benahks. If interest rates
increase, we may be unable to meet our debt sepbiligations under the Floating Rate Notes and 8libated Notes and other
indebtedness.

Additionally, the terms of the indentures governihg Floating Rate Notes and the Subordinated Nm&sit us to obtain and
incur indebtedness under a new revolving creditifiacand if we incur such indebtedness the risklined above could be
exacerbated.



We and our subsidiaries are permitted to incur sasally more debt, which could further exacerb#te risks associated with
our leverage.

The terms of the indentures governing the FloaRate Notes and our Subordinated Notes expressiyipére incurrence of
additional amounts of debt for specified purposes.example, if we are successful in obtaining camments for a new revolving
credit facility, all borrowings under that facilityill rank senior to the Floating Rate Notes antt@dinated Notes and the
guarantees, to the extent of the value of the aseeturing such borrowings. Moreover, the indestgioverning the Floating Rate
Notes and the Subordinated Notes do not imposédimitation on our incurrence of liabilities thateanot defined as
“Indebtedness” under such indentures (such as pagables). If new debt or other liabilities arel@d to our and our subsidiaries
current levels of debt, the related risks that we they now face could be exacerbated.

If our cash flows prove inadequate to service aelstchnd provide for our other obligations, we mayrbquired to refinance all
or a portion of our existing debt or future debttatms unfavorable to us.

Our ability to make payments on and refinance @lntdincluding the Floating Rate Notes, the Subwidid Notes and other
financial obligations, and to fund our capital exgitures and acquisitions will depend on our apiiit generate substantial
operating cash flow. This will depend on our futpesformance, which will be subject to prevailireomic conditions, factors
related to the integration of AMI into our busingasd to financial, business and other factors beyaur control. If our cash
flows were to prove inadequate to meet our delvicgeand other obligations in the future, we maydmgired to refinance all or a
portion of our existing or future debt, includirtetFloating Rate Notes and the Subordinated Notesr before maturity, to sell
assets or to obtain additional financing. We camssure you that we will be able to refinance amyuo indebtedness, including
the Floating Rate Notes and our Subordinated Ne#dsany such assets or obtain such additionahfimg on commercially
reasonable terms or at all. Additionally, becab&eimdentures governing the Floating Rate Notesla@&ubordinated Notes
require that, upon the occurrence of a “changeofrol,” as defined in the indentures, we must makeffer to repurchase the
Floating Rate Notes and the Subordinated Notepentisely, at a price equal to 101% of the printgraount thereof, plus
accrued and unpaid interest, if any, to the datepfirchase. In the event that we were requiredporchase the Floating Rate
Notes and the Subordinated Notes pursuant to derr, gluch repurchase could result in the use @fraficant amount of our
available cash.

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

The indentures governing the Floating Rate Notelsth@ Subordinated Notes contain certain coverthatsamong other things,
limit our ability and the ability of certain of osubsidiaries to:

* incur, assume or guarantee additional indebtedmeissue preferred stock;

* pay dividends or make other equity distributionstio stockholders;

» 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

e 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, industry orett@nomy in general, conduct operations or othertéke advantage of
business opportunities that may arise.

Although the indentures for the Floating Rate Nated the Subordinated Notes contain a fixed cheogerage test that limits our
ability to incur indebtedness, this limitation iggect to a number of significant exceptions andlifjoations. Moreover, the
indentures do not impose any limitation on our inence of liabilities that are not considered “Intbglness” under the indentures
(such as operating leases), nor do they imposdiraitgtion on the amount of liabilities incurred bubsidiaries, if any, that might
be designated as “Unrestricted Subsidiaries”. Despirrent indebtedness levels, we and our subiEdienay still be able to incur
substantially more debt. This could further exaa#lihe risks associated with our leverage. Alkbpagh the indentures limit

our ability to make restricted payments, theseitigins are subject to significant exceptions guodlifications.



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

Our common shares have been, and are likely toimeentto be, highly volatile. For example, in theetwe months ending
December 31, 2006, shares of our common stockdradeéhe NASDAQ and the Toronto Stock Exchange lrdov®ed at a high of
$16.53 and CDN$19.00, respectively, and at a lo%&03 and CDN$9.22, respectively. In the six rhergnding June 30, 2007,
shares of our common stock traded on the NASDAQ twedToronto Stock Exchange have closed at a hfg$i9dl8 and
CDN$10.81, respectively, and at a low of $5.37 @mN$6.08, respectively. Our share price couldtfiate significantly in the
future for various reasons, including the following

» future announcements concerning us or our compegtito

* quarterly variations in operating results;

» the introduction of new products or changes in pobgricing policies by us or our competitors;
* an acquisition or loss of significant customerstridutors and suppliers;

» changes in earnings estimates by analysts;

» changes in third-party reimbursement practices;

e regulatory developments;

» intellectual property developments;

» reports of results of clinical trials;

» the commencement of material litigation againsbusur collaborators; or

e fluctuations in the economy or general market coowi.

In addition, stock markets in general, and the ®iaftr shares of biopharmaceutical and life scieamapanies in particular, have
experienced extreme price and volume fluctuationecent years that may be unrelated to the opgrpgrformance of the
affected companies. These broad market fluctuatizens cause the market price for our common shardsdline. The market
price of our common shares could decline belowutsent price and may fluctuate significantly i thuture. These fluctuations
may or may not be related to our performance osppots.

In the past, market investors have often institgclrities class action litigation after periofisaatility in the market price of a
company’s securities. If one of our shareholddes fa securities class action suit, we could iscilostantial legal fees and our
management’s attention and resources could betdd/&énom operating our business in order to resgorttie litigation.

U.S. investors may not be able to obtain enforcgrokcivil liabilities against us.

We were formed under the laws of British Columi@anada. A substantial portion of our assets am@éocoutside the U.S. In
addition, a majority of the members of our boardiioéctors and our officers are residents of caestother than the U.S. As a
result, it may be impossible for U.S. investoratfect service of process within the U.S. uponuthese persons or to enforce
against us or these persons any judgments inasidlcommercial matters, including judgments und&:. federal or state
securities laws. In addition, a Canadian court matypermit U.S. investors to bring an original antin Canada or to enforce in
Canada a judgment of a state or federal courtanis.

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

Our notice of articles and articles allow for teeuance of preference shares. The board of diseetay set the rights and
preferences of any series of preference sharés sole discretion without the approval of the leotdof our common shares. The
rights and preferences of the preference sharesmayperior to those of the common shares. Acoglylithe issuance of
preference shares also could have the effect alag) or preventing a change of control of our camp In addition, under the
Business Corporations Act (British Columbia), sdmsiness combinations, including a merger or ravegéion or the sale, lease
or other disposition of all or a substantial pdrbor assets, must be approved by at least thrageys of the votes cast by our
shareholders in aggregate or, in some cases, aggplgvat least three-quarters of the votes cabbliers of each class of shares.
In some cases, a business combination must bexaggpby a court. Shareholders may also have atogissent from the
transaction, in which case, we would be requireglalp dissenting shareholders the fair value of tb@nmon shares provided
they have followed the required procedures. Thezetpresent no preference shares outstanding.

In addition, our shareholders adopted a sharehaiglais plan which provides for substantial dilutim an acquiror unless either
the acquiror makes a bid to all shareholders, wtdaiong other things, is held open for at leas®@ and is accepted by



independent shareholders holding at least 50%eobtitstanding common shares, or the bid is otherapgproved by our board of
directors. This shareholder rights plan was améhel restated on June 9, 2005, and has a ternger8, subject to
reconfirmation by the shareholders at the annuadige meetings in 2008 and 2011. Furthermorefalur executive officers
have contractual rights under employment agreenteritave their stock options vest immediately abthim 12 to 24 months’
severance pay in the event of a change of contrmliocompany.

Limitations on the ability to acquire and hold @ammon shares may be imposed by the Competitior{@antada). This
legislation permits the Commissioner of Competitiomeview any acquisition of a significant intaresour company. This
legislation grants the Commissioner jurisdictiorchallenge such an acquisition before the Compatifiribunal if the
Commissioner believes that it would, or would lkelly to, result in a substantial lessening or pnéiea of competition in any
market in Canada. The Investment Canada Act (Carsatigects an acquisition of control of a compapymon-Canadian to
government review if the value of our assets asutailed pursuant to the legislation exceeds altbtdsamount which, for an
investor from a World Trade Organization membermtoy is CDN$281 million in 2007. A reviewable adsjtion may not
proceed unless the relevant minister is satisfirad deemed to be satisfied that there is likelipeca net benefit to Canada from
the transaction.

Each of these matters could delay or deter a chiangentrol that would be attractive to, and prevlgyjuidity for, shareholders,
and could limit the price that investors are wilito pay in the future for our common shares.

Recent General Litigation

In April 2007, a lawsuit was filed in the UnitedaB#s District Court for the District of Puerto Risp Jose Nunez and others
against Medical Device Technologies, Inc. (“MDT%daothers. The suit alleges wrongful terminatiGread/or wrongful
interference with, the distribution arrangement thed allegedly existed between MDT and the plmtiMDT is a wholly owned
subsidiary of Angiotech Pharmaceuticals, Inc. plantiffs are seeking total damages from the dadets in the amount of
approximately $2.6 million, in addition to coststbé action and attorneys’ fees. The trial in tidse has been scheduled for
November 5, 2007 in Puerto Rico. The outcome isfitiatter cannot be determined at this time.

Outstanding Share Data

As of June 30, 2007, there were 85,013,983 comrhares issued and outstanding for a total of $4@0lI®n in share capital.
At June 30, 2007, we had 7,795,081 CDN dollar stigtions outstanding under the Angiotech Pharmézagst Inc. stock option
plan (of which 5,997,416 were exercisable) at eghvieid average exercise price of CDN$15.52. Weladsol,032,468 U.S.
dollar stock options outstanding under this pladuate 30, 2007, (of which 188,422 were exercisatla)weighted average
exercise price of U.S. $9.47. Each CDN dollar stopton and U.S. dollar stock option is exercisdbteone common share of
Angiotech Pharmaceuticals, Inc,

As of July 31, 2007, there were 85,013,983 comniames issued and outstanding for a total of $4dI®n in share capital.
At July 31, 2007, we had 7,769,039 CDN dollar stopkions outstanding under the Angiotech Pharméazagst Inc. stock option
plan (of which 6,033,110 were exercisable) at eghvieid average exercise price of CDN$15.50. Weladsiol,031,218 U.S.
dollar stock options outstanding under this pladudy 31, 2007, (of which 208,858 were exercisabtey weighted average
exercise price of U.S. $9.47. Each CDN dollar stogtion and U.S. dollar stock option is exercisdbleone common share of
Angiotech Pharmaceuticals, Inc,

As of June 30 and July 31, 2007, there were 17¢ksiptions outstanding in the AMI stock option pl(afwhich none were
exercisable). Each AMI stock option is exercisdbleapproximately 3,852 common shares of Angiotebarmaceuticals, Inc.
upon exercise at a weighted average exercise @fidSD $15.44.



CONSOLIDATED FINANCIAL STATEMENTS

ANGIOTECH PHARMACEUTICALS, INC.

Second quarter ended June 30, 2007

(Unaudited)



Angiotech Pharmaceuticals, Inc.

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

(Unaudited)
June 30, December 31,
2007 2006
ASSETS
Current assets
Cash and cash equivalents $112,298 $99,332
Short-term investmen{sote 6] - 9,285
Accounts receivablote 7] 25,408 25,231
Inventoriegnote 8] 36,286 33,619
Deferred income taxes, current portion 11,775 5,372
Prepaid expenses and other current assets 4,605 6,303
Assets from discontinued operations, current poftiote 4] 3,507 2,365
Total current assets 193,879 181,507
Long-term investmentsote 6] 31,869 53,840
Property, plant and equipmenbte 9] 58,072 59,783
Intangible assetgote 10] 235,938 244,954
Goodwill 641,943 630,770
Deferred income taxes 6,463 4,804
Deferred financing costs 14,718 14,845
Other assets 704 255
Assets from discontinued operatidnste 4] 4,961 15,116
Total assets $1,188,547 $1,205,874
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Accounts payable and accrued liabilitieste 11] $64,139 $48,982
Income taxes payable 13,742 11,724
Interest payable on long-term debt 7,311 6,614
Deferred revenue, current portion 211 630
Deferred income taxes, current portion 3,582 2,598
Liabilities from discontinued operations, currentton [note 4] 1,460 1,994
Total current liabilities 90,445 72,542
Deferred revenue 1,316 1,421
Deferred leasehold inducement 2,913 2,631
Deferred income taxes 53,962 69,215
Other tax liabilities 5,538 -
Long-term debfnote 12] 575,000 575,000
Liabilities from discontinued operatiofisote 4] 2,232 2,232
Total non-current liabilities 640,961 650,499
Stockholders’ equity
Share capitdhote 13]
Authorized:
200,000,000 Common shares, withoutvphue
50,000,000 Class | Preference shanéisout par value
Common shares issued and outstanding:

June 30, 2007 — 85,013,983

December 31, 2006 — 84,983,735 470,269 470,190
Additional paid-in capital 29,928 27,564
Accumulated deficit (70,193) (41,022)
Accumulated other comprehensive income 27,137 26,101
Total stockholders’ equity 457,141 482,833
Total liabilities and stockholders’ equity $1,188,547 $1,205,874

See accompanying notes to the consolidated financ&atements

Commitments and contingencigmte 15]



Angiotech Pharmaceuticals, Inc.

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

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,

2007 2006 2007 2006
REVENUE
Royalty revenue $29,878 $42,980 $62,878 $84,070
Product sales, net 42,421 50,553 84,907 51,355
License fees 53 73 525 126

72,352 93,606 148,310 135,551
EXPENSES
License and royalty fees 4,268 6,050 9,709 12,563
Cost of products sold 25,085 24,033 47,877 24,667
Research and development 13,458 11,833 27,221 21,488
Selling, general and administration 24,363 23,178 47,818 33,552
Depreciation and amortization 8,328 10,389 16,483 12,555
In-process research and development 8,000 - 8,000 1,042

83,502 75,483 157,108 105,867
Operating (loss) income (11,150) 18,123 (8,798) 29,684
Other (expense) income:
Foreign exchange (loss) gain (505) 2,135 (403) 2,306
Investment and other (expense) income (994) 1,813 7,808 4,517
Interest expense on long-term debt (12,896) (11,297) (25,695) (12,286)
Gain (loss) on redemption of available-for-saleusiies - 1,064 (8,157) (413)
Total other (expense) income (14,395) (6,285) (26,447) (5,876)
Income (loss) from continuing operations before iname taxes
and cumulative effect of change in accounting poljc (25,545) 11,838 (35,245) 23,808
Income tax (recovery) expense (10,500) 9,669 (14,940) 14,058
Income (loss) from continuing operations before cundative
effect of change in accounting policy (15,045) 2,169 (20,305) 9,750
Loss from discontinued operations, net of incomesfnote 4] (270) (342) (5,791) (787)
Cumulative effect of change in accounting policy - - - 399
Net (loss) income $(15,215) $1,827 $(26,096) $9,362
Basic net (loss) income per common share:
Continuing operations $(0.18) $0.03 $(0.24) $0.12
Discontinued operations - (0.01) (0.07) (0.01)
Total $(0.18) $0.02 $(0.31) $0.11
Diluted net (loss) income per common share:
Continuing operations $(0.18) $0.03 $(0.24) $0.12
Discontinued operations - (0.01) (0.07) (0.01)
Total $(0.18) $0.02 $(0.31) $0.11
Basic weighted average number of common shares
outstanding (in thousands) 85,014 84,651 85,008 84,593
Diluted weighted average number of common shares
outstanding (in thousands) 85,460 85,710 85,488 85,777

See accompanying notes to the consolidated finanksatements



Angiotech Pharmaceuticals, Inc.

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

(Unaudited)
Common__ Shares Additional A Total
paid-in Accumulated comprehensive ~ Comprehensive  stockholders’
Shares Amount capital deficit income income (10ss) equity
Balance at December 31, 2005 84,291,517  $463,639 1,929 $(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 $38,0 $(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 $23,81 $(36,245) $27,031 $482,342
Common_ Shares Additional A 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 7,524 $(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 $28,6 $(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 $29,92 $(70,193) $27,137 $457,141

See accompanying notes to the consolidated finanks&atements



Angiotech Pharmaceuticals, Inc.

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

(Unaudited)
Three Months Ended Six Months Ended
June 30,
2007 2006 2007 2006

OPERATING ACTIVITIES
Net (loss) income $(15,215) $1,827 $(26,096) $9,362
Adjustments to reconcile net (loss) income to qaslvided by

operating activities:

Depreciation and amortization 9,524 11,591 18,775 13,838

Loss on disposal of property and equipment 280 27 280 51

Loss (gain) on redemption of available-for-saleusiies - (1,064) 647 413

Gain on disposal of assets held for sale - (685) - (685)

Gain on sale of subsidiary - 47) - 47)

Unrealized foreign exchange gain - (447) - (475)

Write-off of bad debt 2,250 - 2,250 -

Impairment of assets from discontinued operations - - 8,879 -

Deferred income taxes (11,346) (4,583) (21,421) (5,264)

License fees - - (419) -

Stock-based compensation expense 1,305 1,780 2,364 3,280

Non-cash interest expense 568 675 1,126 675

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

Other (113) 429 (223) 324

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

operationgnote 19] 21,199 14,290 9,403 370
Cash provided by operating activities 16,452 23,793 3,565 22,485
INVESTING ACTIVITIES
Purchase of short-term investments - (82,192) - (132,763)
Proceeds from short-term investments - 118,692 9,396 249,032
Purchase of long-term investments - (10,013) (5,000) (10,013)
Proceeds from long-term investments - 3,522 15,454 129,544
Purchase of property, plant and equipment (984) (8,586) (2,295) (9,557)
Purchase of intangible assets a7 (85) (5,267) (85)
Acquisition of business, net of cash acquired - (41,706) - (815,908)
Proceeds from sale of subsidiary - 47 - 47
Proceeds from sale of assets held for sale - 6,395 - 6,395
In-process research and development (1,000) (1,000) (2,000) (1,042)
Other assets - (1,590) (101) (1,727)
Cash (used in) provided by investing activities (2,001) (16,516) 11,187 (586,077)
FINANCING ACTIVITIES
Principal repayment of long-term obligations - (27,427) - (27,427)
Proceeds from long term obligations - - - 600,000
Deferred financing costs on long-term obligations (191) (4,752) (1,865) (17,287)
Proceeds from stock options exercised - - 79 3,107
Cash (used in) provided by financing activities (19 (32,179) (1,786) 558,393
Net increase (decrease) in cash and cash equivalent 14,260 (24,902) 12,966 (5,199)
Cash and cash equivalents, beginning of period 98,038 81,866 99,332 62,163
Cash and cash equivalents, end of period $112,298 $56,964 $112,298 $56,964

See accompanying notes to the consolidated financ&atements



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 “Company’ihirporated under the Business Corporations Adti$B Columbia).
The Company is a specialty pharmaceutical and rabd&vice company that discovers, develops and etaiknovative
technologies and medical products primarily foralodiseases or for complications associated witicag device implants,
surgical interventions and acute injury.

BASIS OF PRESENTATION

These unaudited interim consolidated financiakestents have been prepared in accordance with Ustttds generally
accepted accounting principles (“U.S. GAAP”) andspmant to the rules and regulations of the UniteedeS Securities and
Exchange Commission for the presentation of intdim@ncial information. Accordingly, certain infmation and footnote
disclosures normally included in annual financtatements prepared in accordance with U.S. GAAR lb@en omitted
pursuant to such rules and regulations. Theseotidated financial statements do not include atttisures required for
annual financial statements and should be readrijunction with the Company’s audited consoliddteencial statements
and notes thereto for the year ended December0BBE, iacluded in the Company’s Annual Report fileithwhe appropriate
securities commissions.

In the opinion of management, all adjustments (Winclude reclassification and normal recurringuattpents) necessary
to present fairly the consolidated financial pasiticonsolidated results of operations and conas@dicash flows at June
30, 2007 and for all periods presented, have betemThe results of operations for the three anchenth periods ended
June 30, 2007 are not necessarily indicative ofdbalts for the full year ending December 31, 2007

All amounts herein are expressed in U.S. dollateasnotherwise noted. The year end balance sheewds derived from
audited financial statements but does not incldidef ¢he disclosures required under U.S. GAAP.

SIGNIFICANT ACCOUNTING POLICIES

Other than the change in accounting policy desdrfuether in note 3 to these interim consolidatedricial statements, all
accounting policies are the same as describedttnto the Company’s audited consolidated findrata&tements for the
year ended December 31, 2006 included in the Coy®an06 Annual Report filed with the appropriagesrities
commissions.

CHANGE IN ACCOUNTING POLICIES
Accounting for Uncertainty in Income Taxes

Effective January 1, 2007, the Company adoptedrginhAccounting Standards Board (“FASB”) Inter@tiin No. 48,
Accounting for Uncertainty in Income Taxes — aretptetation of FASB Statement No. 109 (“FIN 48FIN 48 is
designed to reduce diversity and provide consisteobunting practices and criteria for how compssleould recognize,
measure, present, and disclose in their finantadéments all significant uncertain tax positions.

As a result of the adoption, the Company incredtseekisting reserves for uncertain tax position$5.5 million.
Approximately $3.1 million of this increase wasoated as a cumulative effect adjustment to the Gmyls opening
deficit balance, $1.2 million to goodwill and trenmmainder was recorded as a current expense. oiinézed in future
periods, the unrecognized tax benefits of $5.5ionilill have a favourable effect on the effectimeome tax rate in those
periods. The increase for uncertain tax positionkides accrued interest expense of $0.5 millimnaccordance with the
Company’s accounting policies, accrued interestgarlties, if incurred, relating to unrecognizaxl henefits are
recognized as a component of income tax expense.

The taxation years 2002 - 2006 remain open to exatioin by the Canada Revenue Agency and taxatiars #9003 - 2006

remain open to examination by the Internal Reveé®erice. The Company files income tax returnsan#tla, the U.S. and
in various foreign jurisdictions including the U,K0enmark, Puerto Rico and Switzerland.

DISCONTINUED OPERATIONS

In the third quarter of 2006, the Company deterahithat certain operating subsidiaries acquiredutinache American
Medical Instruments Holdings, Inc. (“AMI”), acquigin were not aligned with the Company’s currengibass strategy



and, consequently, began actively looking to dispafghese operations. These operations have la¢egoized as
discontinued and include the following AMI subsiils: American Medical Instruments, Inc. locatedartmouth,
Massachusetts; Point Technologies, Inc. locat&bimder, Colorado; and Point Technologies S.A.tedan Costa Rica.
The assets and liabilities of these operations baes shown separately on the balance sheet &ntand long-term assets
and current and long-term liabilities from disconid operations and the net losses for these opesdtave been shown
separately on the statements of operations. ledli long-term assets from discontinued operatiwasntangible assets
of $5.6 million and goodwill of $9.6 million relaty to the medical products reportable segment. glemant reviewed the
carrying value of the discontinued operations awbrded impairment charges of $7.7 million and $8illon for the year
ended December 31, 2006 and three month periodldvidech 31, 2007, respectively. The impairment ghamwere
determined based on management’s best estimaies pfoceeds on ultimate disposition and has biéerated
proportionately to the assets from discontinued atpens.

In the fourth quarter of 2005, the Company decimedose down the offices of its subsidiary, NedQak., and to
terminate its distribution agreements. As a restihis decision, the results of operations fréwa NeuColl subsidiary for
the current and prior periods were reported aodtitued operations in the Company’s Consolidatatefents of
Operations.

The assets and liabilities of the AMI subsidiaifeduded in discontinued operations are presemeldd Company’s
Consolidated Balance Sheets under the captionetédom discontinued operations, current portiGA§sets from
discontinued operations”, “Liabilities from discomied operations, current portion” and “Liabilitiftem discontinued
operations.” The carrying amounts of the majossits of these assets and liabilities are as fallows

As of As of
June 30, December 31,
2007 2006

ASSETS
Current assets
Accounts receivable $1,623 $1,136
Inventories 1,771 1,142
Prepaid expenses and other current assets 113 87
Current assets from discontinued operations 3,507 2,365
Property, plant and equipment, primarily buildimglaequipment held for sale at
June 30, 2007 1,445 4,545
Intangible assets, net 1,298 3,874
Goodwill 2,175 6,664
Other assets 43 33
Assets from discontinued operations $8,468 $17,481
LIABILITIES
Accounts payable and accrued liabilities $1,460 $1,994
Deferred income taxes 2,232 2,232
Liabilities from discontinued operations $3,692 $4,226

The operating results of discontinued operatiorsrasluded in the Consolidated Statements of Opersais “Loss from
discontinued operations, net of income taxes.” dimeunts for the three and six month periods eddee 30, 2007 and
2006 are summarized as follows:

Three months ended Six months ended
June 30, June 30,

2007 2006 2007 2006
Revenues $2,895 $4,078 $5,937 $4,074
Operating loss (320) (448) (803) (882)
Other expenses - (32) - (43)
Gain on disposal of subsidiary - 47 - 47
Impairment charge - - (8,879) -
Loss before income taxes (320) (433) (9,682) (878)
Income tax recovery (150) (92) (3,891) (91)
Loss from discontinued operations $(170) $(342) $(5,791) $(787)
Loss per common share:
Basic $ - $ - $(0.07) $(0.01)

Diluted $ - $ - $(0.07) $(0.01)




Shares used in computing loss per share:
Basic 85,014 84,651 85,008
Diluted 85,460 85,710 85,488

BUSINESS ACQUISITIONS

On June 26, 2006, the Company completed the atiquisif 100% of the outstanding stock of privatkid Quill Medical,
Inc. (“Quill"), a provider of specialized, minimalinvasive aesthetic surgery and wound closuren@dgy for $40.3
million. The purpose of this acquisition was tguaice all of Quill's technology and intellectuabperty, including the self-
anchoring suture technology product line, whichamits current license agreement is marketed aludfgpuse in wound
closure, aesthetic and cosmetic surgery. Theafdbe acquisition included initial cash considematof $40.0 million plus
direct and incremental third party acquisition sast$0.3 million. The company may be requiredhtke additional
contingent payments of up to $150 million payableash or common shares of the Company upon thevathent of
certain revenue growth and development milestoiégse payments are primarily contingent upon théezement of
significant incremental revenue growth over a frear period, subject to certain conditions. Dutimgthree months ended
March 31, 2007, the Company recorded an additi®h@l0 million in goodwill relating to the achieventef certain of
these milestones. The additional $10.0 milliogaedwill is included in accounts payable and acdiisbilities as at June
30, 2007 (note 11) and was paid on July 30, 2007.

The acquisition was accounted for under the puchaethod of accounting. Accordingly, the assetilities, revenues
and expenses of Quill are consolidated with thdsheoCompany from June 26, 2006. Total fair vadfithe consideration
given, determined at that date of acquisition godiated based on subsequent valuation procedurssllwaated to the
assets acquired and liabilities assumed based thparestimated fair values.

A valuation of Quill's intangible assets was contgteand the purchase price allocation was congdd@aral as of March
31, 2007. The Company used the income approacétésrdine the fair value of the amortizable intafgéssets. Total
consideration of $40.3 million, including acquisiticosts, was allocated to the assets acquiretianilities assumed based
on fair values at the date of acquisition resultingreliminary identifiable intangible assets &% million and goodwill
of $13.1 million at the end of June 2006. Subsetteethe acquisition more detailed valuation pchoes were performed
on the assets acquired and additional informatias @btained on allocations made at June 26, 2G0firey in updated
purchase price allocations to identifiable intatgissets of $50.0 million and goodwill of $7.0liait as of December 31,
2006. The increase in value allocated to identiiahtangibles was primarily the result of moreadled valuation
procedures which identified an increase in faiueadllocated to the technology and intellectuapprty acquired. The
offset to the increase in identifiable intangib$sets was an increase in the deferred incomesthaikity and a decrease to
goodwill. During the three months ended March 3072 goodwill was increased by $10.0 million, thecant of the
milestone payment discussed 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 estdintient of goodwill, included: the expected reveguosvth over time that
is attributable to expanded indications and in@dasarket penetration from future products andornsts and the
synergies expected to result from combining infrattires, reducing combined operational spend aogram
reprioritization. The goodwill acquired in the Qutquisition is not deductible for tax purposes.

The identifiable intangible assets are comprisetth@ftechnology and intellectual property acquifgitese intangibles will
be amortized over their estimated lives, whichasieen eight and nine years.

The Company had a pre-existing relationship witlill@uthe time of the acquisition through an Exsilie Development,
License and Distribution Agreement between Quitl arsubsidiary of AMI. This relationship was sdtht fair value when



compared to pricing for other current market tratisas for similar arrangements and consequenityndt result in any
gain or loss.

6. SHORT AND LONG-TERM INVESTMENTS

Gross Gross Approximate
unrealized unrealized market and
June 30, 2007 Cost gains losses carrying value
Available-for-sale equity securities $22,188 $338, $ - $25,524
Investments recorded at cost 6,345 - - 6,345
$28,533 $ 3,336 $ - $31,869
Gross Gross Approximate
unrealized unrealized market and
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
7. ACCOUNTS RECEIVABLE
June 30, December 31,
2007 2006
Trade accounts receivable $23,999 $23,683
Other receivables 1,409 1,548
$25,408 $25,231
INVENTORIES
June 30, December 31,
2007 2006
Raw materials $9,057 $9,144
Work in process 13,651 13,738
Finished goods 13,578 10,737
$36,286 $33,619
9. PROPERTY, PLANT AND EQUIPMENT
Accumulated Net book
June 30, 2007 Cost depreciation value
Land $10,676 $ - $10,676
Buildings 18,721 963 17,758
Leasehold improvements 10,593 3,021 7,572
Manufacturing equipment 19,759 3,802 15,957
Research equipment 5,160 3,135 2,025
Office furniture and equipment 3,450 1,725 1,725
Computer equipment 7,507 5,148 2,359
$75,866 $17,794 $58,072
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
June 30, 2007 Cost amortization value
Acquired technologies $126,595 $33,843 $92,752
Customer relationships 108,190 17,829 90,361
In-licensed technologies 54,802 13,938 40,864
Trade names and other 14,280 2,319 11,961
$303,867 $67,929 $235,938
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
June 30, December 31,
2007 2006
Trade accounts payable $8,308 $11,221
Accrued license and royalty fees 6,551 6,511
Employee-related accruals 13,334 10,834
Accrued professional fees 9,335 8,832
Accrued contract reseatth 9,127 2,114
Accrued milestone payment 10,000 5,000
Other accrued liabilities 7,484 4,470
$64,139 $48,982

1)

On June 8, 2007, the Company exercised the extepgiion on the Research and License Agreement®@athbinatoRx
originally entered into in October 2005 and payrisulting $7.0 million extension payment. The pawiris not due until
October 2007 and is therefore included in accruedract research as at June 30, 2007. The extepaignent has been treated
as in-process research and development as the @atoBix technology is at an early stage of developraed has no alternative
future use.

12. LONG-TERM DEBT

June 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 six month periods ended JOn2@7, the Company issued nil and 30,248 comrhares,
respectively, upon exercises of stock options. Thmpany issues new shares to satisfy stock optiercises.

a) Stock Options

Angiotech Pharmaceuticals, Inc.

In June 2006, the stockholders approved the adopfithe 2006 Stock Incentive Plan (“2006 Plan”jebhhsuperseded the
previous stock option plans. The 2006 Plan incafsaf all of the options granted under the prev&task option plan and,
in total, provides for the issuance of non-traretiée stock-based awards to purchase up to 13,9%8¢atBmon shares to
employees, officers, directors of the Company, @erdons providing ongoing management or consudtamgices to the
Company. The Plan provides for, but does not regthe granting of tandem stock appreciation sghéat at the option of



the holder may be exercised instead of the undheylgption. When the tandem stock appreciation iiglkkercised, the
underlying option is cancelled. The optionee reegishares of common stock with a fair market vatyeal to the excess of
the fair value of the shares subject to the opdibtine time of exercise (or the portion thereoésercised) over the
aggregate option price of the shares set fortheroption agreement. The exercise of tandem simgleaiation rights is
treated as the exercise of the underlying optibime exercise price of the options is fixed by tlwail of Directors, but will
generally be at least equal to the market pridh®@tommon shares at the date of grant, and farapissued under the
2006 Plan and the 2004 Plan, the term may not exibezyears. For options grandfathered from tioelsoption plans
prior to the 2004 Plan, the term did not exceegddrs. Options granted are also subject to cev&sting provisions.
Options generally vest monthly after being grarteer varying terms from 2 to 4 years.

A summary of CDN$ stock option transactions isa®ws:

Weighted average  Aggregate

No. of Weighted average  remaining intrinsic
optioned exercise price contractual value
shares (in CDN$) term (years) (in CDN$)
Outstanding at December 31, 2006 7,307,576 $16.98
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

These options expire at various dates from Decet®e2007 to December 17, 2012.
A summary of U.S.$ stock option transactions ifodsws:

Weighted average  Aggregate

No. of Weighted average  remaining intrinsic
optioned exercise price contractual value
shares (in U.S.9) term (years) (in U.S.9)
Outstanding at December 31, 2006 211,968 $15.81
Granted 835,000 7.57
Forfeited (15,437) 8.15
Outstanding 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
QOutstanding at June 30, 2007 1,032,468 $9.47 4.22 $ 87
Exercisable at June 30, 2007 188,422 $13.94 3.32 $ 5

These options expire at various dates from Jan2@y2010 to June 17, 2012.

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

On March 9, 2006, AMI granted 304 stock optionsam@MI’s 2003 Stock Option Plan which were subjectlosing the
acquisition of AMI by the Company. Each AMI stogftion will convert into approximately 3,852 Angéah shares upon
exercise. All outstanding options and warrangggd prior to the March 9, 2006 grant were setiled cancelled upon
acquisition. Under the AMI stock option plan, opisato purchase common stock of AMI may be gramezkttain
employees and directors at an exercise price equhé estimated fair market value of the undedystock on the date of
grant. All options have a term of ten years and geer a six year graded vesting schedule withragegrovisions for
accelerated vesting. No further stock options bellgranted out of AMI's 2003 Stock Option Plantofal of 1,171,092
Angiotech shares were reserved to accommodatesfetercises of the AMI options.



No. of Weighted average  Aggregate

optioned Weighted average  remaining intrinsic
shares exercise price contractual value
(in millions) (in U.S.9) term (years) (in U.S.9)
Outstanding at December 31, 2006 874,468 $15.44
Forfeited (84,751) 15.44
Outstanding 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 8.95 $ -
Exercisable at June 30, 2007 - $15.44 - $ -

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

The Company recorded stock-based compensation sxméi$1,305,000 and $2,364,000 for the three nehenth

periods ended June 30, 2007, respectively, ($10080and $3,280,000 for the three and six monttoderended June 30,
2006, respectively) relating to awards granted wvitdestock option plan, modified or settled suhsat to October 1, 2002.
The estimated fair value of the stock options grdi$é amortized to expense on a straight-line lagis the vesting period
and was estimated on the date of grant using thekBbcholes option pricing model with the followiwgighted average
assumptions for grants in the respective periods:

Three months ended Six months ended
June 30, June 30,
2007 2006 2007 2006

Dividend Yield Nil Nil Nil Nil
Expected Volatility 36.5% - 44.7% 42.5% - 43.1% 36.4% - 44.9% 40.4%.3%
Weighted Average Volatility 42.8% 42.8% 41.8% 43.2%
Risk-free Interest Rate 4.00% - 5.05% 4.13% - 4.16% 4.00% - 5.05% 4.01%0%
Expected Term (Years) 3 3-5 3 3-5

The weighted average fair value of stock optiormted in the three and six month periods ended 3002007 and 2006
are presented below:

Three months ended Six months ended
June 30, June 30,
2007 2006 2007 2006
CDN$ options $2.25 $5.31 $2.98 $5.42
U.S. options $1.79 $- $2.32 $6.51

A summary of the status of the Company’s nonvespibns as of June 30, 2007 (excluding the AMI Istogtions) and
changes during the three and six month periodsceddiee 30, 2007, is presented 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




Weighted average

No. of grant-date

optioned fair value

Nonvested U.S.$ options shares (in U.S.9)
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
Vested (65,046) 3.00
Forfeited (32,500) 3.11
Nonvested at June 30, 2007 844,046 $2.65

As of June 30, 2007, there was $7,495,000 of toteécognized compensation cost related to nonvesie#t options
granted under the Angiotech Plan. These costexgrected to be recognized over a weighted averagedoof 2.74 years.

As of June 30, 2007, there was $3,073,000 of toteécognized compensation cost related to the moeéAM| stock
options. These costs are expected to be recogoimrda period of 4.75 years on a straight-lineshas a charge to income.
The total fair value of options vested during theé and six month periods ended June 30, 200®Bmibas all the AMI
stock options remain unvested.

During the three and six month periods ended JOn@@7 and 2006 the following activity occurred:

Three months ended Six months ended
June 30, June 30,
(in thousands) 2007 2006 2007 2006
Total intrinsic value of stock options exercised
CDN$ options $- $- $171 $2,103
U.S.$ options $- $- $- $361
Total fair value of stock awards vested $1,074 $1,480 $1,903 $2,980

Cash received from stock option exercises for ltheet and six month periods ended June 30, 200hivasd $79,000,
respectively.

INCOME TAXES

For the three and six month periods ending Jun@@W7, the Company is in an income tax recoverytiposas a result of a
current period net loss from operations and therimatdion of identifiable intangible assets. Thedme tax recovery also
includes a charge of $1.1 million related to ammaaicunder FIN 48. Refer to the FIN 48 discussiaderChange in
AccountingPolicies.

The effective tax rate for the three and six mgretiods ended June 30, 2007 was 41.1% and 42.4§eatvely,
compared to effective tax rates of 8.4% and 22.d8tHe same periods in the prior year, respectiwigluding a charge of
$8.7 million related to income taxes payable in®286d 2004 relating from a retroactive change ieliga tax legislation in
June 2006. The current year increase in the eftetax rate is the result of a decrease due teipei@l income tax credits,
international tax structures and the amortizatibidentifiable intangible assets acquired througkibess combinations.

COMMITMENTS AND CONTINGENCIES
(a) Commitments

i) The Company committed to minimum commercialiaatexpenditures of $7.85 million in the first yead $10.0
million in each of the second and third years angtoducts acquired from Quill.

i) The Company has entered into research and dpr@nt collaboration agreements that involve jogsearch
efforts. Certain collaboration costs and any evalrpuofits will be shared as per terms providedirfiathe
agreements.



(b) Contingencies

i)

i)

ii)

Vi)

vii)

viii)

The Company may, from time to time, be subjectaints and legal proceedings brought against ihé@rtormal
course of business. Such matters are subjectny mzertainties. Management believes that adequat
provisions have been made in the accounts whetgreeband the ultimate resolution of such contirgges will
not have a material adverse effect on the finapmaltion of the Company. However, we are not &bleredict
the outcome of the pending legal proceedings liseddw, or other legal proceedings, to which we fpagome
subject in the normal course of business or estiitieg amount or range of any possible loss we nimngltr if we
do not prevail in the final, non-appealable deteatibns of such matters. Therefore, we have nentiaccruals
for these potential contingencies. We cannot peyiol with assurance that the legal proceedingsllisere, or
other legal proceedings not listed here, will ne¥éna material adverse impact on our financial tamdor results
of operations.

Boston Scientific Corporation, a licensee, ftea involved in legal proceedings (to which then@any is not a
party) concerning challenges to its stent businéssparty opposing Boston Scientific Corporatisisuccessful,
royalty revenue would likely be significantly redt The ultimate outcome of any such proceedingsiacertain
at this time.

At the European Patent Office (EPO), varioadegmts either owned or licensed by or to the Compaa in
opposition proceedings. In EP 0706376, the EPOntcannounced that its decision of January 2552@final
and can no longer be challenged, thus finally carifig the validity of this patent with claims inding stents
coated with a composition of paclitaxel and a pa@yimcarrier. In EP0711158 (which the Company Ilggnfrom
the NIH) the EPO scheduled an Oral Hearing for Get®5, 2007. In EP0809515 (which the Companyies
from (and to) Boston Scientific Corporation), the@® scheduled an Oral Hearing for January 30, 200®&
oppositions against European Patent Nos. EP097%321155690, EP1118325, and EP1407786 are at early
stages, with briefs being exchanged. An oppositiaa filed by one party on June 15, 2007 againsgtaet of
EP1155689, which relates to our stent busines® gfant of European Patent No. EP0830100, whiche®to
our ePTFE vascular graft products, was opposedamit®ral Hearing conducted on September 28, 200theA
end of the Hearing, the European Patent Officerdeted that an amended form of the patent was valie
opponent appealed this decision.

On July 7, 2006, an Opposition was filed agamg New Zealand Patent No. 523799, however tipoent has
subsequently withdrawn their opposition. The NexalZnd Patent Office is considering whether thegtwa
investigate the validity of the patent without itwament from the former opponent. On March 1, 2066 Board
of Appeals of the Japanese Patent Office issuathhdrder of revocation regarding certain claimhser Japanese
Patent No. 3423317, directed to a stent coatedpuitiitaxel. Angiotech has appealed this decisiodapan’s
Intellectual Property High Court, and hearings weekl on December 11, 2006, April 17, 2007, ance R
2007, with a final decision from the Court expeabedor before October 1, 2007.

In February 2005, the Company together with Bo§oientific Corporation commenced a legal actiothim
Netherlands against Conor Medsystems Inc. for patéimgement, where this action has recently besided in
view of the legal action commenced in November 2@@5Conor MedSystems Inc. against the Company,
asserting that the NL member of the EP0706376 patémvalid and should be revoked. Argumentshis Conor
v. Angiotech litigation in the Netherlands were iliehy the Court on October 27, 2006. On Januar2Q@7, the
Court issued their Judgment, finding that the besadlaim in the patent was not valid, howeverraaveer claim
was valid, and furthermore Conor’s CoStar stentavamfringement of this narrower claim. Each ofh@Go
MedSystems, Boston Scientific Corporation, andGbenpany appealed one or more portions of theddatt's
decision, and the Court of Appeals is going to @ersthe appeals, with a date not yet determinegitmbably to
occur in Q2 2008.

In February 2005, a claim was filed by Conorddgstems, Inc. in a court in the United Kingdonegithg that one
of the Company's U.K. stent patents is invalid seeking to have that patent revoked. On Februér2@06, a
U.K. court ruled in favor of Conor, finding thatetfCompany’s UK Hunter Patent was invalid. Angibtec
launched an appeal, which was heard on Decemb#&#,12006. On January 16, 2007, the Court of Agpeal
dismissed Angiotech’s appeal because it concluldatthe trial court correctly found that the cla@vievention
was not patentable. The Company filed a Petitidh the House of Lords to request that the Houdeoodis
overrule the lower court decision, and this Patiticas accepted. A date for a hearing before theselof Lords
has not yet been set, but that date is estimatbd @2 2008.

On March 31, 2005, a claim was filed by CombedSystems Inc. in a court in Australia, allegingalidity of
three of the Company’s Australian patents. At @nésa hearing date of September 17 through Oche2007
has been set for the trial.

In April 2005, the Company together with BostScientific Corporation commenced a legal actiothe
Netherlands against Sahajanand Medical Technol&yied td. for patent infringement. The hearingsvireld in



March 2006. In May 2006, the Dutch court ruledawor of Angiotech, finding that Angiotech’s EP (NHunter
patent was valid, and that SMT'’s Infinnium stenswaringing that patent. SMT has filed an appeaal] is
currently enjoined from selling their stent in tetherlands pending resolution of that appeal.ate dor a
hearing before the Court of Appeals has not been se

iX) In December 2005, the Company together withtBosScientific Corporation commenced a Preliminary
Injunction Proceeding in the Netherlands againesBinsors International Group Ltd. and six relatedmanies
including Occam International BV, requesting a ipnélary injunction. In March 2006, a Dutch courted
against Angiotech’s request for a preliminary irjtion against Occam and its distributor. An appes filed by
Angiotech and may be heard late in 2007.

X) In April 2007, a lawsuit was filed in the Unit&lates District Court for the District of Puert@®by Jose Nunez
and others against Medical Device Technologies,(IdDT") and others. The suit alleges wrongfulrtenation
of, and/or wrongful interference with, the disttilan arrangement that had allegedly existed betvébi and
the plaintiffs. MDT is a wholly owned subsidiary Ahgiotech Pharmaceuticals, Inc. The plaintiffs seeking
total damages from the defendants in the amouappfoximately $2.6 million in addition to coststbé action
and attorneys’ fees. The trial in this case has Isebeduled for November 5, 2007 in Puerto Rice dilitcome
of this matter cannot be determined at this time.

Xi) The Company enters into indemnification agreetaavith certain officers and directors. In aduwtitithe
Company enters into license agreements with thartigs that include indemnification provisions fie tordinary
course of business that are customary in the ingu$tose indemnifications generally require ttmrpany to
compensate the other party for certain damagesa@std incurred as a result of third party claimgdamnages
arising from these transactions. In some casesntximum potential amount of future payments toatid be
required under these indemnification provisionsriBmited. These indemnification provisions mayvse
termination of the underlying agreement. The reabfrthe indemnification obligations prevents trar@any
from making a reasonable estimate of the maximutantial amount it could be required to pay. Histlty, the
Company has not made any indemnification paymemigusuch agreements and no amount has been aatrued
the accompanying consolidated financial statemeiitsrespect to these indemnification obligatiomsowever,
the Company maintains liability insurance that tgthe exposure and enables the Company to reaayduture
amounts paid (up to policy limits), less any dethietamounts pursuant to the terms of the respeglicies, the
amounts of which are not considered material.

16. SEGMENTED INFORMATION

The Company operates in two reportable segmeit®hérmaceutical Technologies and (i) MedicaldRrts. Prior to the
acquisition of AMI the Company reported its opeyati under one segment, drug-eluting medical dewndshiomaterials.

The Pharmaceuticals Technologies segment inclugesdty revenue generated from out-licensing teabgytelated to the
drug-eluting stent, biomaterials and other techgiel®. This segment also includes our internalexternal research and
development activities and our corporate activities

The Medical Products segment includes the opemsatisquired through AMI, which are focused on thedi
manufacturing and marketing of a wide range oflsimge, specialty medical devices including suhgedles, biopsy
needles / devices, micro surgical ophthalmic knideainage catheters, self-anchoring sutures amet gpecialty devices.
The Company evaluates the performance of its segnb@sed on operating income. Certain other incamdeexpenses are
not allocated to segments as they are not considier®valuating the segment’s operating performardeallocated income
and expenses include foreign exchange, investmeatrie and interest expense.

The following tables represent reportable segm@&ptination for the three and six month periods entlene 30, 2007:

Three months ended Six months ended

June 30, June 30,
2007 2006 2007 2006

Revenue

Pharmaceutical Technologies $30,767 $44,369 3885, $86,314

Medical Products 41,585 49,237 82,971 49,237
Total revenue 72,352 93,606 148,310 135,551
Operating (loss) income

Pharmaceutical Technologies (5,051) 14,563 (164) 26,124

Medical Products (6,099) 3,560 (8,634) 3,560

Total operating (loss) income (11,150) 18,123  798) 29,684



Other (expense) income (14,395) (6,285) (26,447) (5,876)
Income (loss) from continuing operations befor@ime taxes
and cumulative effect of change in accounting polic $(25,545) $11,838 $(35,245) $23,808

During the three and six month periods ended JOn&@)7, revenue from one licensee representeaxipmately 39% and
41%, respectively, of total revenue (44% and 532épectively, for the three and six month periodfeenJune 30, 2006).

The following table represents total assets foheaportable segment at June 30, 2007 and Dece3tb2006:

June 30, December 31,
2007 2006
Total assets
Pharmaceutical Technologies $261,898 $266,382
Medical Products 926,649 939,492
Total assets $1,188,547 $1,205,874

The following table represents capital expenditdoegach reportable segment for the three andheixth periods ended
June 30, 2007 and 2006:

Three months ended Six months ended
June 30, June 30,
2007 2006 2007 2006
Capital expenditures
Pharmaceutical Technologies $271 $6,682 $422 $7,653
Medical Products 713 1,904 1,873 1,904
Total capital expenditures $984 $8,586 $2,295 $9,557

17. RESTRUCTURING CHARGES

During the three months ended June 30, 2007, thep@oy recorded charges of $1.5 million for plansare and relocation
activities associated with capacity rationalizatéom consolidation in the Medical Products segmBm. restructuring charges
primarily pertain to employee severance benefitt@Company’s Syracuse location.

The severance charges were recorded in accordatic&tatement of Financial Accounting Standards NG, Accounting for
Costs Associated with Exit or Disposal ActivitiBEAS 146 requires that a liability be recordeddaost associated with an exit
or disposal activity at its fair value in the petim which the liability is incurred. In connectiavith the restructuring plan, the
Company plans to terminate approximately 170 engdeyrom the Syracuse location representing apmidely 10% of our
workforce over the next 12 months. The estimatéal severance obligation is $4.9 million. The estied total severance
obligation was calculated using forecasted cashd]aliscounted as prescribed by SFAS 146, usingditeadjusted risk-free
rate of 9%. The terms of the severance requirecimgioyees continue to provide services througtimitransition period in
order to be eligible to receive the severance litsnéfs the employees are required to continugdeige services in order to
receive the severance, the Company has accruertheeeecosts of $1.5 million representing the minimaeverance benefits the
employees are legally entitled to receive as o€ R0y 2007. The remaining estimated severanceattuigof $3.4 million will

be recorded monthly over the estimated remainitenten period being 12 months. The charges aded to selling, general
and administration costs in the statement of ojmrst The Company expects to satisfy the severabligations through salary
continuance and anticipates the severance bendfitse paid over the next 6 to 18 months. The eggeand accrual recorded in
accordance with SFAS 146 require the Company tcersanificant estimates and assumptions. Thesm&sts and
assumptions will be evaluated and adjusted as pppte on at least a quarterly basis for changesr@umstances. It is possible
that such estimates could change in the futurdtiegun additional adjustments, and the effecany such adjustments could be
material.



Changes in the Company’s accrual for restructuchmyges for the six months ended June 30, 2007 agei@lows:

Severance Benefits

Balance, December 31, 2006 and March 31, 2007 $
Severances charged for the quarter 1,532
Balance, June 30, 2007 $ 1,532

18. CONTOUR THREADS PRODUCT RETURNS

During the three months ended June 30, 2007, tihgp@ny elected to discontinue its Contour Threadadd product line for
selected aesthetic surgical applications and todfacarketing and branding efforts on the launcitsa®uill SRS barbed suture
product in a broader range of general surgery asthatic surgery applications. In relation to thésision, the Company
communicated an offer to its customers to refuhth@customer’s sole election, any unused invgrabContour Threads
product returned to the Company by June 1, 200&.dBadline was later extended to June 30, 200Thisdate may be
extended indefinitely to meet customer demandsnaaidtain strong customer relations. In connectidth this decision, the
Company recorded a pre-tax charge of approxim&®lgyillion, which was recorded as an adjustmemet@nue in the Medical
Products segment. This adjustment consisted of /§li®n related to actual returns to June 30, 280d $0.7 million related to
estimated future customer returns. At June 307280 accrual of $1.4 million was reported in actsypayable and accrued
liabilities relating to $0.7 million of actual retus not paid as of June 30, 2007 and the $0.7amibif estimated future customer
returns.

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

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

Three months ended Six months ended
June 30, June 30,
2007 2006 2007 2006
Accrued interest on short-term and long-term ifmests $(319) $387 $(597) $3,024
Accounts receivable 7,873 (570) 8,315 746
Income taxes receivable - 2,798 - -
Inventories 757 (1,011) (2,715) (1,050)
Prepaid expenses and other assets 1,598 2,342 1,767 534
Accounts payable and accrued liabilities 6,985 (4,698) 2,100 (12,177)
Income taxes payable (457) 10,694 (165) 3,956
Interest payable 4,762 4,348 698 5,337
$21,199 $14,290 $9,403 $370
Supplemental disclosure:
Three months ended Six months ended
June 30, June 30,
2007 2006 2007 2006
Accrued milestone / collaboration payments $7,000 $ - $17,000 $

20. SUBSEQUENT EVENTS

On July 31, 2007, the Company completed the sal®0% of the issued and outstanding shares of Fettinologies, Inc.
for proceeds of $2.6 million.



