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210, 1167 Kensington Cr. N.W

Calgary, Alberta
Canada T2N 1X7

FOR IMMEDIATE RELEASE
ONCOLYTICS BIOTECH ANNOUNCES SECOND QUARTER 2002 RESULTS

CALGARY, AB, --- August 15, 2002 - Oncolytics Biotech Inc. ("Oncolytics") (TSX:ONC,
NASDAQ:ONCY) today announced its financial results for the second quarter ended June 30,
2002.

Second Quarter Highlights:

e Approval from Health Canada and subsequent commencement of a Phase VI clinical
trial for recurrent glioblastoma (brain cancer);

¢ Commencement and continuing enrollment in a clinical trial for T2 prostate cancer;

e Acquisition of minority interests in two Canadian biotechnology firms;

e Favorable safety and efficacy results in a third party research program examining the use
of REOLYSIN® for the treatment of cancers in dogs; and,

e Strengthening of the Board of Directors through the addition of Mr. George Masters.

“During the quarter, we made substantial progress in our clinical program, commencing
enrollment in our T2 prostate cancer study and our Phase I/II trial for recurrent glioblastoma,”
said Dr. Brad Thompson, President and CEQO. “We have also taken the first steps in expanding
our product pipeline through the acquisition of minority positions in two promising Canadian
biotechnology firms, Transition Therapeutics Inc. and BCY LifeSciences Inc.”

In addition, the Company announced the appointment of Mr. George W. Masters to its Board of
Directors. Mr. Masters currently holds directorships in a number of biotechnology companies,
and has spent decades working in the international healthcare and biotechnology industries,
including 20 years with Warner-Lambert. “We are pleased to welcome Mr. Masters to the Board
and we look forward to benefiting from his extensive experience,” added Dr. Thompson.

Financial Review

For the three months ended June 30, 2002, the Company reported a net loss of $1.3 million or
$0.07 per share compared to a net loss of $1.4 million or $0.08 per share for the same period in
2001. For the six months ended June 30, 2002, the Company reported a net loss of $2.6 million
or $0.13 per share compared to a net loss of $2.4 million or $0.13 per share for the corresponding
period a year ago.

As its products are still under development, the Company reported no revenue for either period,
other than revenue derived from interest earned on its cash and investment balances. For the
three months ended June 30, 2002, interest earned was $54,437, as compared to $185,742 for the
same period a year ago. For the first six months of 2002, interest earned was $111,617,
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compared to $403,941 for the first six months of 2001. The decreases are primarily attributable
to the relative decrease in cash balances and interest rates on investments in these periods.

Research and development expenses were $753,200 for the three months ended June 30, 2002,
and $1,574,718 for the six months ended June 30, 2002, as compared to $909,671 for the three
months ended June 30, 2001 and $1,585,945 for the six months ended June 30, 2001. The
differences in 2002 over 2001 are primarily attributable to costs associated with reduced
activities in product and process development, and the conclusion of the Phase I trial, offset by
increases resulting from the commencement of the clinical trials for prostate cancer and gliomas
now underway.

Operating expenses were $601,495 for the three months ended June 30, 2002 and $1,140,973 for
the six months ended June 30, 2002, as compared to $545,796 for the three months ended June
30, 2001, and $1,019,591 for the six months ended June 30, 2001. The increase was associated
with increased insurance and travel costs and other activities related to the Company’s
communications and filing requirements, as well as additional staff supporting the operations.

Amortization for the six months ended June 30, 2002 increased to $272,640 from $222,995 for
the same period in 2001. The increase was primarily due to increased assets, primarily patent
costs, subject to amortization.

As at June 30, 2002, the Company's cash balance was $9,963,600 and working capital was
$9.440,516, as compared to a cash balance of $14,970,756 and working capital of $12,769,203
as at December 31, 2001.

About Oncolytics Biotech Inc.

Oncolytics is a Calgary-based biotechnology company focused on the development of
REOLYSIN®, its proprietary formulation of the human reovirus, as a potential cancer
therapeutic. Oncolytics’ researchers have demonstrated that the reovirus is able to selectively kill
human cancer cells in vitro that are derived from many types of cancer, including breast,
prostate, pancreatic and brain tumours, and have also demonstrated successful cancer treatment
results in 2 number of animal models. Phase I clinical trial results have indicated that there were
no toxicology-related issues with the administration of the reovirus, and that the reovirus
demonstrated activity in tumours injected with REOLYSIN®.

This press release contains forward-looking statements, within the meaning of Section 21E of the Securities Exchange Act of
1934, as amended. Forward-looking statements, including progress in the clinical trial program, the potential of REOLYSIN® as
a cancer therapeutic, and the belief that Ras pathway has broad potential in the treatment of many cancers, involve known and
unknown risks and uncertainties, which could cause the Company’s actual results to differ materially from those in the forward-
looking statements. Such risks and uncertainties include, among others, the availability of funds and resources to pursue Research
and Development projects, the efficacy of REOLYSIN® as a cancer treatment, the success and timely completion of clinical
studies and trials, the Company’s ability to successfully commercialize REOLYSIN®, uncertainties related to the research and
development of pharmaceuticals, uncertainties related to the regulatory process and general changes to the economic
environment. Investors should consuft the Company’s quarterly and annual filings with the Canadian and U.S. securities
commissions for additional information on risks and uncertainties relating to the forward looking statements. Investors are
cautioned against placing undue reliance on forward-looking statements. The Company does not undertake to update these
forward-looking statements.
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For Canada:

Oncolytics Biotech Inc.

Doug Ball

210, 1167 Kensington Cr NW
Calgary, Alberta T2N 1X7
Tel: 403.670.7377

Fax: 403.283.0858
www.oncolyticsbiotech.com

For Canada:

The Equicom Group

Jason Hogan

20 Toronto Street

Toronto, Ontario M5C 2B8
Tel: 416.815.0700 ext. 222
Fax: 416.815.0080
ihogan@equicomgroup.com

For United States:

The Investor Relations Group
Gino De Jesus or Dian Griesel, Ph.D.
50 Pine Street, 6™ Floor

New York, NY 10003

T. 212.825.3210

F. 212.825.3229
theproteam(@aol.com




ASSETS

Current assets:
Cash
Accounts receivable
Prepaid expenses

Capital assets
Investments

LIABILITIES

Evhibit |

Accounts payable and accrued liabilities

Alberta Heritage Foundation Loan

Future income tax liability

Shareholders' equity:

Share capital
Contributed surplus

Deficit

Paged
ONCOLYTICS BIOTECH INC.
BALANCE SHEETS
Unaudited Audited
December 31,
June 30, 2002 2001

$ $
9,963,600 14,970,756
47,858 95,321
189,815 24,189
10,201,273 15,090,266
4,302,752 3,982,293

4,964,028
19,468,053 19,072,559
760,757 2,321,063
150,000 150,000
323,809 647,618
28,501,981 23,812,953
2,650,000 2,500,000
{12,918,494) {10,359,075)

18,233,487 15,953,878
19,468,053 19,072,559
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ONCOLYTICS BIOTECH INC.
Statement of Cash Flows
Unaudited
6 months ended June 30 3 months ended June 30
Cumulative
from
inception on
April 2, 1998
to June 30,
2002
2002 2001 2002 2001
$ $ $ $
OPERATING ACTIVITIES
Net Loss for the period (2,559,419) (2,370,064) (1,285,599) (1,355,829) (12,918,494)
Deduct non-cash items
Amortization 272,640 222,995 141,028 113,367 944,969
Future income tax recovery (323,809) (54,526) (161,904) (27,263) (791,191)
Net change in non-cash working
capital (1,748,470) 227,722 (407,077} 465,051 440,451
(4,359,058) (1,973,873) (1,713,552) (804,674) (12,324,265)
INVESTING ACTIVITIES
Purchase of capital assets (523,098) (211,048) (215,643) (172,225) (1,550,084)
Investment in BCY Lifesciences Inc. (125,000) ~(125,000) - (125,000)
{648,098) (211,048) _(340,643) (172,225) (1,675,084)
FINANCING ACTIVITIES
Alberta Heritage Loan - - - 150,000
Proceeds from exercise of warrants
and options - 1,201,102 - 657,283 2,726,103
Proceeds from private placement - - - 4,903,643
Proceeds from public offering - - - 16,183,203
- 1,201,102 - 657,283 23,962,949
Increase (decrease) in cash during
period (5,007,156) (983,819) (2,054,195) (319,616) 9,963,600
Cash, beginning of the period 14,970,756 17,619,110 12,017,795 16,954,907
Cash, end of the period 9,963,600 16,635,291 9,963,600 16,635,291 9,963,600




Revenue
Rights revenue

Interest income

Expenses
Research and development
Operating

Amortization

Loss before income taxes
Future income tax recovery
Net loss for the period

Deficit, beginning of the period

Deficit, end of the period

Basic and diluted loss per
common share

Weighted average number of
shares

E\dl bl |

pase b
ONCOLYTICS BIOTECH INC.
Statements of Loss and Deficit
Unaudited
6 months ended June 30 3 months ended June 30 Cumuliative
from
inception on
April 2, 1998
to June 30,
2002
2002 2001 2002 2001
$ $ $ $
310,000
111,617 403,941 54 437 185,742 1,675,428
111,617 403,941 54 437 185,742 1,985,428
1,574,718 1,585,945 753,200 909,671 10,867,857
1,140,973 1,019,591 601,495 545,796 3,845,774
272,640 222,995 141,027 113,367 044,968
2,988,331 2,828,531 1,495,722 1,568,834 15,658,599
2,876,714 2,424 590 1,441,285 1,383,092 13,673,171
(317,295) (54,526) (155,686) (27,263) (754,677)
2,559,419 2,370,064 1,285,599 1,355,829 12,918,494
10,359,075 4,187 614 11,632,895 5,201,849 -
12,918,494 6,657,678 12,918,494 6,557,678 12,918,494
0.13 0.13 0.07 0.08
19,360,577 17,802,216 19,527,802 18,057,402

30-



Exhibit 2
pajel
NCOLYTI CcsS

i N C

FOR THE 3 MONTHS ENDED JUNE 30, 2002

LETTER TO SHAREHOLDERS

THE SECOND QUARTER OF 2002 WAS NOTEWORTHY FOR SEVERAL
KEY EVENTS, PARTICULARLY THE PROGRESS THE COMPANY IS

MAKING IN ITS PLANNED CLINICAL TRIAL PROGRAM.

ON APRIL 11, THE COMPANY RECEIVED APPROVAL FROM HEALTH

CANADA TO INITIATE A PHASE I/l HUMAN CLINICAL TRIAL TO TEST

THE SAFETY AND EFFICACY OF REOLYSIN® FOR THE TREATMENT

2
H
N

OF RECURRENT MALIGNANT GLIOMA (BRAIN CANCER). LATE IN THE
QUARTER, THE FIRST PATIENT RECEIVED A SINGLE INTRALESIONAL
INJECTION OF REOLYSIN®. THE TRIAL IS EXPECTED TO ENROLL UP
TO 38 PATIENTS AND IS DESIGNED TO EXPAND TO OTHER SITES IN
CANADA. THE COMPANY CONTINUES TO WORK TOWARD SECURING
U.S. FoOD AND DRUG ADMINISTRATION APPROVAL TO CONDUCT

2 THE PHASE |l PORTION OF THIS TRIAL IN THE U.S.

DURING THE QUARTER, PATIENTS WERE ALSO ENROLLED AND

TREATED iN A STUDY DESIGNED TO EVALUATE THE EFFICACY OF

REOLYSING IN PATIENTS WITH T2 PROSTATE CANCER. A TOTAL

OF 45 PATIENTS ARE EXPECTED TO BE ENROLLED IN THIS TRIAL.

BOTH OF THESE TRIALS WERE APPROVED FOLLOWING ENCOURAGING
RESULTS IN OUR PHASE | HUMAN TRIAL. NONE OF THE PATIENTS
RECEIVING REOLYSIN® EXPERIENCED ANY SERIOUS ADVERSE
EVENTS RELATED TO THE TREATMENT, NOR WERE THERE ANY

DOSE-LIMITING TOXICITIES DETECTED IN ANY PATIENT. THE

SECONDARY OUTCOME WAS TUMOUR RESPONSE. ELEVEN OF 18
‘ PATIENTS (61%) SHOWED EVIDENCE OF VIRAL ACTIVITY WITH

TUMOUR REGRESSION RANGING FROM 32% To 100%.

THE RESULTS OF A THIRD-PARTY STUDY EXAMINING THE USE.O

REOLYSIN® IN DOGS WITH NATURALLY- OCCURRING

WERE ANNOUNCED DURING THE QUARTER. THE

SECOND QUARTER REPORT

TECHNOLOGY CHANGING LiFE.

TO BE COMPLETELY REPLACED BY NON CANCEROUS CELLS AND .
FIBROUS TISSUE AND ANOTHER FOUR CASES HAD- EVIDENCE OF

CELL DEATH IN AT L.EAST 75% OF THE BIOPSY SAMPLES

EARLY IN THE QUARTER, WE WERE PLEASED TO ANNOUNCE THAT ..

MR. GEORGE W. MASTERS WAS APPOINTED TO OUR BOARD OF

DIRECTORS. MR. MASTERS CURRENTLY HOLDS DIRECTO.RSHIPAS ’

A VARIETY OF BIOTECHNOLOGY COMPANIES. HIS OUTSTANDING -
CAREER HAS SPANNED OVER THIRTY YEARS AS A CORPORATE
EXECUTIVE IN THE INTERNATIONAL HEALTHCARE AND BIOTECH-
NOLOGY INDUSTRIES, WHICH INCLUDES TWENTY YEARS WITH
WARNER-LAMBERT WHERE HIS LAST POSITION WAS PRESIDENT

OF THE WORLDWIDE DIAGNOSTICS BUSINESS.

AS PLANNED, THE COMPANY TOOK THE FIRST STEP IN BROADENING
ITS TECHNOLOGY DURING THE QUARTER BY ACQUIRING 15.8% OF
THE OUTSTANDING SHARES OF TRANSITION THERAPEUTICS INC
(TSXV:TTH). TRANSITION IS A BIOTECHNOLOGY COMPANY -
FOCUSED ON DEVELOPING THERAPEUTIC TREATMENTS F(‘D‘_‘R’

MULTIPLE SCLEROSIS, DIABETES AND RESTENOSIS TRA

HAS RECEIVED APPROVAL FROM HEALTH CANADA TO BEG!N ITS

FIRST TRIALS AND iS EXPECTED TO ENTER THE CL]NIC IN LATE Q3

OR EARLY Q4 THIS YEAR WlTH ITS OTENTIA "RE TMENTS FOR

MULTIPLE SCLEROSIS AND DIABETES

THROUGH TWO SEPARATE TRANSACTIONS, ONCOLYTICS ALSO

ACQUIRED A M!NOR]T’Y INTEREST IN ANOTHER BIOTECHNOLOGY

COM PANY ON

-BOTH SHAREHOLDERS OF SYNSORB

1CS VOTED IN FAVOUR OF DISTRIBUTING




TOGETHER WITH SHARES OF
BCY ACQUIRED DIRECTLY BY
ONCOLYTICS EARLIER [N THE QUARTER,

REPRESENTS A COMBINED INTEREST OF 14.6% IN BCY.

WHILE THESE TRANSACTIONS REPRESENT THE FIRS’

IN THE COMPANY’S LONG-TERM PLAN TO BROADEN ITS.
PIPELINE, IT IS THE PRESENT INTENTION OF THE COMPANY TO E

OWNERSHIP INTEREST IN THESE TWO COMPANIES FROM TIME TO TIM

WE BELIEVE THE COMMENCEMENT OF TWO HUMAN CLINICAL TRIALS, AS WELL AS THE
ACQUISITION OF MINORITY POSITIONS IN TWO EXCITING BIOTECHNOLOGY COMPANIES WITHIN
THE QUARTER, MARK IMPORTANT MILESTONES IN THE COMPANY’S DEVELOPMENT AND WE LOOK FORWARD

TO REPORTING ON OUR RESULTS IN FUTURE.

THANK YOU.

BRAD THOMPSON, PHD

AUGUST 14, 2002 CHAIRMAN, PRESIDENT AND CE

MaANAGEMENT DiscussioNn & ANALYSIS

THE DISCUSSION AND ANALYSIS OF THE RESULTS OF THE OPERATIONS AND FINANCIAL CONDITION OF THE COMPANY SHOULD BE READ IN

CONJUNCTION WITH THE UNAUDITED FINANCIAL STATEMENTS AND RELATED NOTES FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2002

-OF $1,285,599. IN 2001, INTEREST INCOME OF

-, 355,829 FOR THE SECOND QUARTER.




FOR THE SIX MONTHS ENDED JUNE 30, 2002, THE COMPANY INCURRED EXPENSES OF $2,988,331 wITH $1,574,718 (52.7%) FOR RESEARCH

i AND DEVELOPMENT, $1,140,973 (38.2%) FOR OPERATING EXPENSES AND $272,640 (9.1%) FOR AMORTIZATION OF CAPITAL ASSETS. DURING

COMPANY’S COMMUNICATIONS AND FILING REQUIREMENTS, AS WELL AS ADDITIONAL STAFF SUPPORTING THE OPERATIONS.
COMPARISON OF THE 6 MONTHS ENDED JUNE 30, 2002 TO THE 6 MONTHS ENDED JUNE 30, 2001

INTEREST INCOME DECREASED IN THE FIRST SIX MONTHS OF 2002 TO $111,617 RELATIVE TO THE INTEREST INCOME RECORDED FOR THE
FIRST SIX MONTHS OF 2001 OF $403,941. THE DECREASE IS PRIMARILY RELATED TO THE RELATIVE DECREASE IN CASH BALANCES AND

y EREST RATES ON INVESTMENTS IN THE FIRST HALF OF 2002 AS COMPARED TO THE FIRST HALF OF 2001.

" coSTS TOPROTECT ITSINTE
‘SIMILAR COSTS.
FOR THE SIX MONTHS ENDED JUNE 30, 2002 THE COMPANY EXPENDED $523,098 ON CAPITAL ASSETS AND PATENTS, COMPARED TO AN

' EXPENDITURE OF $211,048 FOR THE SAME SIX MONTH PERIOD IN 2001. THE MAJORITY OF THESE EXPENDITURES RELATE TO THE ONGOING

?‘RCTECTION OF THE COMPANY’S INTELLECTUAL PROPERTY, THROUGH EXTENSIVE PATENT APPLICATIONS.
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INVESTMENTS

ON APRIL 23, 2002 THE COMPANY PURCHASED
694,445 COMMON SHARES OF BCY LIFESCIENCES

INC. (“BCY”) AND THE RIGHT TO ACQUIRE AN ADDITIONAL
694,445 COMMON SHARES UP TO APRIL 23, 2004, EXERCISABLE
AT $0.27 PER SHARE, FOR THE PAYMENT oF $125,000 or $0.18
PER SHARE FOR THE SHARES PURCHASED. AS A RESULT OF DIS-
TRIBUTIONS BY SYNSORB BIOTECH INC. UNDER A PLAN OF
ARRANGEMENT, THE COMPANY RECEIVED AN ADDITIONAL
1,500,000 COMMON SHARES OF BCY FOR NO ADDITIONAL
CASH OUTLAY. THESE SHARES HAVE BEEN VALUED AT $150,000, A
SLIGHT DISCOUNT TO THE WEIGHTED AVERAGE TRADING VALUE,

AND TREATED AS CONTRIBUTED SURPLUS.

ON MAY 9, 2002, THE COMPANY ANNOUNCED THE ACQUISITION
OF 6,890,000 COMMON SHARES OF TRANSITION THERAPEUTICS
INC. (“TTH”) THROUGH THE ISSUANCE FROM TREASURY OF
1,913,889 oF THE COMPANY’S SHARES. THESE SHARES HAVE
BEEN VALUED AND RECORDED AT $4,683,028, REPRESENTING
THE WEIGHTED AVERAGE TRADING PRICE OF THE COMPANY’'S

SHARES PROVIDED IN EXCHANGE,
FINANCING ACTIVITIES

NO FINANCING ACTIVITIES WERE UNDERTAKEN IN THE THREE OR SIX
MONTHS ENDED JUNE, 2002. IN THE SECOND QUARTER OF 2001,
THE COMPANY RAISED $657,283 FROM THE EXERCISE OF
OPTIONS AND WARRANTS, AND HAD RAISED $1,201,102 FROM
THE EXERC!SE OF OPTIONS AND WARRANTS FOR THE SIX MONTHS

ENDED JUNE 30, 2001.

LIQUIDITY AND

CAPITAL RESOURCES

THE COMPANY’S CASH AND WORKING
CAPITAL POSITIONS AS AT JUNE 30, 2002
WERE $9,963,600 AND $9,440,516 RESPECTIVELY.
THIS COMPARES TO CASH OF $14,970,756 AND WORKING
CAPITAL OF $12,769,203 AS AT DECEMBER 31, 2001. THE
REDUCTION IN CASH FOR THE QUARTER ENDED JUNE 30, 2002,
OF $2,054,195 IS PRIMARILY DUE TO THE EFFECT OF DEVELOPMENT
AND OPERATIONAL EXPENSES, LEGAL COSTS REQUIRED TO BROADEN

THE PATENT PORTFOLIO AND THE INVESTMENT IN BCY.

MANAGEMENT BELIEVES THAT ITS EXISTING CAPITAL RESOURCES
ARE ADEQUATE TO FUND ONGOING RESEARCH AND DEVELOPMENT
ACTIVITIES IN SUPPORT OF ITS CURRENT PLANS WELL INTO THE
SECOND HALF OF 2003. IN THE EVENT THAT THE COMPANY
CHOOSES TO ALTER ITS PRESENT PLANS, OR SEEK ADDITIONAL
CAPITAL, IT RECOGNIZES THE CHALLENGES AND UNCERTAINTY
INHERENT IN THE CAPITAL MARKETS, AND THE POTENTIAL DIFFICULTIES
IT MIGHT FACE-PARTICULARLY IN TODAY’S ENVIRONMENT. MARKET
PRICES FOR SECURITIES IN BIOTECHNOLOGY COMPANIES ARE
VOLATILE AND THE ABILITY TO RAISE FUNDS WILL BE DEPENDENT
ON A NUMBER OF FACTORS, INCLUDING THE PROGRESS OF
RESEARCH AND DEVELOPMENT, AND AVAILABILITY OF CLINICAL

TRIAL INFORMATION.
FUTURE OUTLOOK

THE COMPANY PRESENTLY EXPECTS MANY IMPORTANT ACTIVITIES
TO OCCUR IN THE BALANCE OF 2002 AND THROUGH 2003. THE
COMPANY IS OPTIMISTIC THAT CONTINUED PROGRESS IN PRODUCT

DEVELOPMENT WILL POSITION US WELL FOR THE FUTURE.

EXCEPT FOR HISTORICAL INFORMATION, THIS REVIEW CONTAINS
STATEMENTS WHICH BY THEIR NATURE ARE FORWARD-LOOKING AND
WHICH INVOLVE KNOWN AND UNKNOWN RISKS, DELAYS, UNCERTAINTIES
AND OTHER FACTORS NOT UNDER THE CONTROL OF THE CORPORATION.
ANY OF THESE FACTORS MAY CAUSE ACTUAL RESULTS, PERFORMANCE OR
ACHIEVEMENT OF THE CORPORATION TO BE MATERIALLY DIFFERENT FROM
THE RESULTS, PERFORMANCE OR EXPECTATIONS IMPLIED BY THESE

FORWARD-LOOKING STATEMENTS.
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BALANGCE SHEETS

ASSETS

CURRENT ASSETS:

CASH

UNAUDITED

JUNE 30, 2002

AUDITED
DECEMBER 31, 2001

SEE NOTES TG THE FINANCIAL STATEMENTS

STATEMENTS OF Loss AND DEeFricIT
UNAUDITED $

6 MONTHS ENDED JUNE 30

3 MONTHS ENDED JUNE 30

9,963,600 14,970,756

ACCOUNTS RECEIVABLE 47,858 95,321

PREPAID EXPENSES 189,815 24,189

10,201,273 15,090,266

CAPITAL ASSETS 4,302,752 3,982,293

INVESTMENTS (NOTE 3) 4,964,028 —_—

19 468 053 - 19,072,559

LIVAB;LITIES l

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 760,757 2,321,063

ALBERTA HERITAGE FOUNDATION LOAN 150,000 150,000

FUTURE INCOME TAX LIABILITY ‘ 323,809 647,618
SHAREHOLDERS’ EQUITY!

SHARE CAPITAL (NOTE 2) 28,501,981 23,812,953

CONTRIBUTED SURPLUS (NOTE 3) 2,650,000 2,500,000

DEFICIT (12,918,494) (10,359,075)

18,233,487 15,953,878

o 19, 468 053 , 19 072 559

CUMULATIVE FROM
INCEPTION: APRIL 2, 1998

2002 2001 2002 2001 TO JUNE 30, 2002
REVENUE ‘
RIGHTS REVENUE —_ —_ _ —_ 310 OOO
INTEREST INCOME 111,617 403,941 54,437 185,742 1 675 428
111,617 403,941 54,437 185,742 ’ '_;'l 985 428 : '
EXPENSES ) ) ‘ .
RESEARCH AND DEVELOPMENT 1,574,718 1,585,945 753,200 . ééé,s?‘; o ‘16;8_67,{3‘5_7;_'
OPERATING 1,140,973 1,019,591 601,455» . 545,796 ‘_3','8,45-,774, o
AMORTIZATION 272,640 222,995 fi'iu",‘oz.;’l" . 113,367 s "_944?:19681 »
2,988,331 2,828,531 . 1',495‘:,‘122‘ 1,568, 834 B 1:5'658 509
LOSS BEFORE INCOME TAXES 2,876,714 2,424,590 i 441,285 1,383,002 v13 573 171 :
FUTURE INCOME TAX RECOVERY (317,285 (54;526)- 155,686)  (27263) : 754, 677)
NET LOSS FOR THE PERIOD 42,'2‘;’575,_‘5_191" ‘2:,370}6‘64 v g ,285;599 A ,3455,825“‘, ' -i _2,918‘,»494
DEFICIT, BEGINNING OF THE PERIOD 10,359,075 '4;187;614 . 11,632,895 5,201,849 » -
DEFICIT, END OF THE PERIOD 12, 918 494 . 6 557 678 6 557 678 |2 9!8 494

WEIGHTED AVERAGE NUMBER OF SHARES R 19 360 577

17, 802 215

12 918 494

19 527 902

18 057,402 -

SEE NOTES TO +HE FINANCIAL STATEMENTS
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STATEMENTS OF CAasH FLows CUMULATIVE FROM
UNAUDITED $ 6 MONTHS ENDED JUNE 30 3 MONTHS ENDED JUNE 30 INCEPTION: APRIL 2, 1998
. 2002 2001 2002 2001 TO JUNE 30, 2002

OPERATING ACTIVITIES

NET LOSS FOR THE PERIOD (2,559,419) (2,370,064) (1,285,599) (1,355,829) (12,918,494)

DEDUCT NON-CASH ITEMS

AMORTIZATION 272,640 222,995 141,028 113,367 944,969
FUTURE INCOME TAX RECOVERY (323,809) (54,526) (161,904) (27,263) (791,181)
NET CHANGE IN NON-CASH WORKING CAPITAL (1,748,470) 227,722 (407,077) 465,051 440,451

(4,359,058) (1,973,873) (1,713,552) (804,674) (12,3244265

INVESTING ACTIVITIES

PURCHASE OF CAPITAL ASSETS (523,098) (211,048) (215,643) (172,228) (1 ,550,D84)

INVESTMENT IN BCY LIFESCIENCES INC. (125,000) b (125,000) —_— (125,000)
(648,098) (211,048) (340,643) (172,225) © 7 (1,675,084)
FINANCING ACTIVITIES
ALBERTA HERITAGE FOUNDAT!ION LOAN —_ - -_ —_— 150,000
PROCEEDS FROM EXERCISE OF
WARRANTS AND OPTIONS —_ 1,201,102 — 657,283 2,726,103
PROCEEDS FROM PRIVATE PLACEMENT - —_— —_ —_— 4,803,643
PROCEEDS FROM PUBLIC OFFERING —_ —_ —_ — |6,183,203

_ 1,201,102 —_ 657,283 23,962,949

INCREASE (DECREASE) IN CASH
DURING THE PERIOD (5,007,156) (983,819) (2,054,195) (319,616)

CASH, BEGINNING OF THE PERIOD 14,970,756 17,619,110 12,017,795 16,954,907

CASH, END OF THE PERIOD 9,963,600 16,635,291 9,963,600 16,635,291

FOR THE 3 MONTHS ENDED JuNE 30, 2002

THE ACCOUNTING POLICIES USED N THE PREPARATION OF THESE INTERIM FINANCIAL STATEMENTS CONFORM TO THOSE USED IN THE-COMPA

ANNUAL FINANCIAL STATEMENTS EXCEPT F,AOR,,A»C_COU TING FOT\‘ ‘GOODWILLAND OTHER INTANGIBLES, AND STOCK-BASED COMPENSATIO.N

EFFECTIVE JANUARY 1, 2002, THE COMPANY ADOPTED THE NEW CANADIAN |NSTITUTE OF CHARTERED ACCOUNTANTS (“C|CA") STANDARD

FOR GOODWILL AND OTHER INTANGIBLES. UNDER THE NEW.STANDARD GOODW\LL AND CERTAIN INTANGIBLES ARE NO LONGER SUBJECT

TO AMORTIZATION, BUT ARE iNSTEAD TESTED FOR lMPAIRMENT AT LEAST ANNUALLY THE COMPANY HAS ASSESSED THE‘ A'PPL.ICATIO OF- g

THIS POLICY WITH RESPECT TO ITS INTANGIBLE ASSETS AND DETERMINED THAT THERE 1S NO RECI_ASSIFICATION REQUIRED AND -NO -
IMPACT ON THE CARRYING VALUE OF |TS ASSETS, OR THE NET LOSS OR LOSS PER SHARE FOR THE PERIODS ENDED JUNE 30 2002 UNDER
THE NEW STANDARD, THE COMPANY’S INTANGIBLE ASSETS, CONSISTING OF [NTELLE;TUAL PROPERTY (MAINLY PATENTS) CONTINUE TO BE

AMORTIZED ON THE BASIS DESCRIBED IN THE COMPANY’S ANNUAL FINANCIAL STATEMENTS.

ON JANUARY 1, 2002, THE COMPANY PROSPECTIVELY ADOPTED THE NEW CICA STANDARD FOR STOCK-BASED COMPENSATION. THE NEW
STANDARD REQUIRES THAT STOCK-BASED PAYMENTS TO NON-EMPLOYEES, DIRECT AWARDS OF STOCK AND AWARDS THAT CALL FOR
SETTLEMENT IN CASH OR OTHER ASSETS BE ACCOUNTED FOR USING THE FAIR VALUE METHOD OF ACCOUNTING. THE FAIR VALUE METHOD
1S ENCOURAGED FOR OTHER STOCK-BASED COMPENSATION PLANS, BUT OTHER METHODS OF ACCOUNTING, SUCH AS THE INTRINSIC VALUE
METHOD, ARE PERMI'ITED. UNDER THE FAIR VALUE METHOD, COMPENSATION EXPENSE IS MEASURED AT THE GRANT DATE AND RECOGNIZED

OVER THE SERVICE PERIOD. UNDER THE INTRINSIC VALUE METHOD, COMPENSATION EXPENSE IS DETERMINED AS THE DIFFERENCE

i




BETWEEN THE FAIR VALUE AND THE EXERCISE PRICE OF THE EQUITY INSTRUMENT GRANTED. IF THE INTRINSIC VALUE METHOD IS USED,

PRO FORMA DISCLOSURE 1S MADE OF EARNINGS OR LOSSES AND THE RELATED PER SHARE AMOUNTS AS F THE FAIR VALUE METHOD HAD

BEEN USED. THE COMPANY HAS ELECTED TO USE THE INTRINSIC VALUE METHOD OF ACCOUNTING FOR OPTIONS ISSUED UNDER ITS FIXED

<
i
i

STOCK OPTION PLAN. ACCORDINGLY, NO COMPENSATION EXPENSE HAS BEEN RECOGNIZED FOR THIS PLAN.

DURING THE THREE MONTH PERIOD ENDED JUNE 30, 2002, THE COMPANY GRANTED 268,500 OPTIONS AND HAD 20,000 OPTIONS
H SURRENDERED. AS THE OPTIONS WERE GRANTED PRIMARILY TO OFFICERS AND DIRECTORS AT MARKET, AND THE COMPANY IS FOLLOWING THE

INTRINSi_ METHOD OF ACCOUNTING FOR OPTIONS, NO COMPENSATION EXPENSE HAS BEEN RECORDED FOR THIS PERIOD. THE

MPANY’S SHARES OF $2.70.
€ MONTHS ENDED 3 MONTHS ENDED
JUNE 30, 2002 JUNE 30, 2002

B T S e R T B R O N e e T

2,559,419

AT LN AR Y

1,285,599

116,936 116,936
2,676,355 1,402,535
ER SHARE 0.13 0.07
ARE 0.006 0.006
NET LOSS PER SHARE 0.14 0.07
R R R L e e N e TS A T TP A S AN ]

THE ESTIMATED FAIR VALUE OF STOCK OPTIONS ISSUED AND REPRICED DURING THE THREE AND SiX MONTHS ENDED JUNE 30, 2002 WAS DETER-
MINED USING THE BLACK-SCHOLES MCDEL USING THE FOLLOWING WEIGHTED AVERAGE ASSUMPTIONS, RESULTING iIN A WEIGHTED AVERAGE FAIR
VALUE OF $1.75 PER OPTION. AS THE POLICY HAS BEEN APPLIED PROSPECTIVELY, COMPARATIVE INFORMATION HAS NOT BEEN PROVIDED.

- R T B S T T R T

RISK-FREE INTEREST RATE

HOLD PERIOD TO EXERCISE

B
i
i

¥

AR ey oy

R eeriy Shiuiet

LTS w1




DURING THE QUARTER ENDED JUNE 30, 2002, 20,000 OPTIONS WERE SURRENDERED FOR CANCELLATION. IN ADDITION, THE COMPANY

1
El
i
A

HAD GRANTED 48,000 SHARE INCENTIVE RIGHTS (OF WHICH 30,000 WERE VESTED AS OF JUNE 30, 2002), WHICH, WHEN EXERCISED BY

THE HOLDER, WOULD REQUIRE PAYMENT IN CASH OR SHARES, AT THE SOLE OPTION OF THE COMPANY, FOR AMOUNTS IN EXCESS OF $8.30

BASED ON THE WEIGHTED AVERAGE TRADING PRICE FOR THE TEN TRADING DAYS PRIOR TO THE EXERCISE. NO AMOUNT HAS BEEN RECORDED
WITH RESPECT TO THE VESTED INCENTIVE RIGHTS IN THE ACCOMPANYING STATEMENT OF LOSS, AS THE FAIR VALUE AT THE MEASUREMENT

DATE WAS INSIGNIFICANT.
NOTE 3

INVESTMENT IN BCY LIFESCIENCES [NC. (“BCY”): ON APRIL 23, 2002, THE COMPANY ACQUIRED 694,445 COMMON SHARES OF BCY, A
PUBLIC COMPANY, FOR $0.18 PER SHARE, AND WARRANTS EXERCISABLE UNTIL APRIL 23, 2004 TO PURCHASE UP TO 694,445 COMMON
SHARES IN BCY A‘f AN EXERCISE PRICE OF $0.27 PER SHARE FOR A TOTAL CONSIDERATION OF $125,000. IN THE SECOND QUARTER OF
2002, THE COMPANY ALSO RECEIVED 1,500,000 ADDITIONAL COMMON SHARES OF BCY (AND RIGHTS TO AN ADDITIONAL 400,000 COMMON
SHARES OF BCY UPON THE‘A'I'TAINMENT OF CERTAIN MILESTONES BY BCY), THROUGH A DISTRIBUTION IN CONNECTION WITH A PLAN OF
ARRANGEMENT UNDERTAKEN BY SYNSORB BIOTECH INC. THIS INVESTMENT IN 1,500,000 COMMON SHARES OF BCY HAS BEEN RECORDED
AT $150,000, WITH AN OFFSETTING CREDIT TO CONTRIBUTED SURPLUS, BASED ON THEIR CURRENT ESTIMATED MARKET VALUE, DISCOUNTED

TO REFLECT THAT THE SHARES OF BCY ARE THINLY TRADED, AND ARE SUBJECT TO CERTAIN ESCROW PROVISIONS. THE 2,194,445 SHARES

OWNED BY THE COMPANY REPRESENT APPROXIMATELY 14.6% OF THE ISSUED AND OUTSTANDING SHARES OF BCY AT JUNE 30, 2002.

INV%STMENT IN TRANSITION THERAPEUTICS INC. (“TTH”): ON JUNE 14, 2002, THE COMPANY ACQUIRED 6,830,000 COMMON SHARES
OF TTH, A PUBLIC COMPANY, THROUGH THE ISSUANCE OF {,913,889 COMMON SHARES OF THE COMPANY FROM TREASURY. THIS REPRESENTS
APPROXIMATELY 15.8% OF THE COMMON SHARES OF TTH ISSUED AND OUTSTANDING AS AT JUNE 30, 2002. THE INVESTMENT HAS
BEEN RECORDED AT $4,689,028 BASED ON THE WEIGHTED AVERAGE TRADING PRICE OF THE COMPANY’S SHARES AROCUND THE DATE

THE TRANSACTION WAS AGREED TO AND ANNOUNCED.
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