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FORWARD-LOOKING STATEMENTS

Statements contained herein that are not based on historical fact, including without limitation statements
containing the words "believes," "may,” "will," "estimate," "continue," "anticipates," "intends,” "expects"
and words of similar import, constitute "forward-looking statements” within the meaning of the U.S.
Private Securities Litigation Reform Act of 1995. Such forward-looking statements involve known and
unknown risks, uncertainties and other factors that may cause the actual results, events or developments
to be materially different from any future results, events or developments expressed or implied by such
forward-looking statements. Such factors include, among others, the following: general economic and
business conditions, both nationally and in the region in which the Company operates; technology
changes; competition; changes in business strategy or development plans; the ability to attract and retain
qualified personnel; existing governmental regulations and changes in, or the failure to comply with,
governmental regulations; liability and other claims asserted against the Company; and other factors
referenced in the Company's filings with the Securities and Exchange Commission. Given these
uncertainties, readers are cautioned mot to place undue reliamce om such forward-looking
statements. The Company disclaims any obligation to update any such factors or to publicly announce
the result of any revisions to any of the forward-looking statement contained herein to reflect future
result, events or developments.
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Angiotech Pharmaceuticals is dedicated te enhancing
the perfermence of medical devices and biematerials
througlh the innevative uses of pharmacetherapeutics.
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EINANCIANDATA

{In theusands of Canedien dellars, except per share information)
SummarnylGperating 2002
Loss for the year $1205%3)
Besic and diluted loss par commen shars (%29

Welghted average commen sheres outstanding lintheusenss) U588

SummangyjBalancelSheets!
Cash, cash equivalents and shert-term Investments SRI365350
Tetal assets iSiI565;
Sharehelders’ equity 1397412
Comrmen shares outstanding at end ef year in thevsands) 15732

g} As resiated = see Nete 3 to the 2002 Conselidated Finenelal Statements

The preceding selected fnanclel date sheuld be reed in conjunetien with the Compenys annval, audied, censelideted fnenclel setemants and
related netes therete and “Management’s Discussion and Anelyele of Fineneial Condition end Results of Operations” Included elsewhers in this
annual repert. The statement of eperailens date for the three years in the peried September 30, 2002, and the balance sheet data at
September 30, and 2001 are derfved the ennvel, aveited, conselideted Fronciel siatements Included elsewhere fn this enrnvel report.
The belence sheet dete as of Seplember 30, i} frem enavel, audited, frenclel stetements net inclvded in this snnual

FePert.

SEUECTER FINANCIALS

Year ended Septemiber 30

2001 2000®
$(8,327) $ 1,648]
(0.54) (0.99)
18,414 14,332
As &t September 30

2007 2000
186,094 160,295
162,703 168,929
186,928 161,286
15,831 18,287

The U.S. exchonge rate, using the Benk of Ceneda noen rates, wes CONS1.00 cquals US$0.63 &t September 30, 2002.
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(1992:2002) 10 YEARS 2:3

-

1992:2002
10 Years

As the old saying goes, "Rome wasn't
built in a day.”

Neither was Angiotech.

It was William Hunter’s creative foresight
together with an unwavering, dedicated
group of individuals who laid the
foundation for what would become the
pioneer of a new industry. An industry that
brings together traditional
pharmaceuticals, medical devices, and
biomaterials. Drug-coated medical
devices and drug-loaded biomaterials are
poised to revolutionize the practice of
medicine as we know it today - and it
begins with the paclitaxel-eluting stent.

It's been ten years, and our work has only
skimmed the surface of an ocean of
possibilities. It is our mandate and our
belief, that as Angiotech employees, we
are meant not only to lead, but continually
Invent. Integrate. Innovate.™the ever-
changing world of medicine.
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Corporate partner Beston Scientific
reports zere restenosis through nine
menths in European TAXUS | clinieal trial

Corporate partner Cock files for approval te
market its paclitexel-sluting V-Flex Plus
PTX™ eerenary stent system in Eurepe

Milestene payment from Cook

David M. Hall nemed Chief Financial Officer

Beston Selentitic announces preliminary
results from Eurepean TAXUS Nl in-stent
restenasis clinieal trial

Beston Scientific announces first human
use in the U.S. of its paclitaxel-eluting
TAXUS™ coronsry stent system

Cook initiates European ELUTES-ISR
in-stent restenesis clinical trial

Beston Scientific announces final results
of TAXUS Nl clinical trisl and approval te
merket the paclitaxel-eluting TAXUS™

" eerenary stent system in intereentinentsl

markets -

Ceolk reports g@@@ﬁtﬁv@ one-year results
frem Eurepean ELUTES clinical trial

Milestene payment frem Besten Scientific

Cook extension ef Angietech ticense in
exchange for increased royalties

‘Beston Sclentific files for approval te

market its paclitaxel-eluting TAXUS™
coronary stent system in Eurepe




Hertley T. Richerdsen appolnted to
Angletech Beard of Directers

Ceolk paelitexel-cluting V-Flex Plus
corenary stent system receives CE Mark
approval te market in Europe

Phase 2 elinical study in Fhevmateld
arthritls inftleted

Bosten Selentific anneunces finel results
of its international TAXUS Il clinieal trisl

Agreement announced for Anglstech te
Aeguire Ceheslen Technologies

Besten Scientifie Anneunces 30-day safsty
date frem its U.S. TAXUS [V elintesl trisl

Beard of Directors and Management
Changes AnnEUREsd

Beston Sclentific Anneunces 30-day safety
deta from the complete study pepulation
of fts U.S. TAXUS IV elinical trial
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Building endless possibilities to Improve lives.

Believe it or not, science is an art. Those who are given the
creative freedom to bring to reality a potentially promising
therapy will benefit from both its successes and failures.
But before such undertakings even begin, you have to
appreciate where it came from. Countless days and
evenings are devoted to the lengthy process of patent
drafting. In the end, the aimis to develop a formidable
collection of intellectual property that serves as the
foundation for a company’s future successes. Angictech’s
vice president of intellectual property and general
counsel, David McMasters, is the gatekeeper of
Angiotech’s bright future.

A comprehensive collection of intellectual property
covering a broad range of uses of known drugs (such as
paclitaxel] for chronic inflammatory diseases
demonstrates Angiotech’s prowess as the first company to
consider novel approaches to medical problems never
addressed. The broad spectrum of patents and patent
applications cover novel uses of multipte drugs in multiple
indications. Drug-eluting stents, for instance, is the first of
its kind, not a one-of-a-kind. Recognizing the importance
of such intellectual property, we aggressively pursue
patent protection in the U.S. and other significant
markets.
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David McMasters, Esq
Vice President, Intellectual Property & General Counsel
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Jeanne Bertonis, MBA
Vice President, Corporate Development
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Bringing together technologies

meant f@f@@@h other.

The whole is greater than the sum of the parts. This saying
is particularly true when you consider the potential
outcome of combining medicat devices and biomaterials
with therapeutics. Many medical devices uttimately fail. A
medical device can be modified or enhanced, however, by
coating itwithadrug. Short term and long term improved
clinical outcomes can be seen, as proven by the
paclitaxel-eluting coronary stent. Patients’ treatments can
be significantly enhanced, costly repeat procedures to
replace failed devices can be reduced and precious
healthcare dollars saved.

Thisis the method of integration. Taking independent
technologies and combining themin new and innovative
ways produces a product that far exceeds current
performance, and which can even create new markets.
Jeanne Bertonis, Angiotech’s vice president of corporate
development, spearheads an aggressive campaign to
identify such potential technologies that could benefit
from this integration. Licensing agreements and other
strategic relations spawned from this campaign reaffirm
Angiotech’s pioneering position in the new drug-coated
medical device and biomaterials arena.
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Transforming technology to make a difference.

The concept of innovation, the offspring from invention and
integration, bears its proof in the paclitaxel-eluting stent.
Paclitaxel, a compound criginally isolated from the bark
of the Pacific Yew Tree [ Taxus brevifolial, was originally
developedtotreatarange of cancers. To treat restenosis,
paclitaxel doses that are three to four thousand times less
than in conventional medicine sufficiently immobilize
smooth muscle cell growth while notinhibiting the body's
natural ability to heal itself at the injured site.

Angiotech’s landmark technology has caused quite a stirin
the medical device community and even beyond. Capturing
headlines and touted as one of the top medical stories by
the Associated Press and American Heart Association™,
drug-eluting stents are becoming a request for patients
with coronary artery disease worldwide.

Therising awareness comes from paclitaxel-eluting stent
clinicaltrials that all consistently yield safe and effective
results to significantly reduce restenosis in patients with
coronary artery disease. Restenosis is the renarrowing of
the blood vessel with scar tissue resulting from batloon
angioplasty or from a previously implanted bare stent
(known as in-stent restenosis). Paclitaxel-eluting stents
are tested in patients with varying degrees of
complications: from de novo lesions to previously stented
lesions to complex coronary artery disease invelving
multiple stents, multiple lesions.

The task of developing the paclitaxel-eluting stent first
involved finding the proper dose of paclitaxel to be used.

Thisis essential, since doses too high will render the drug
toxic, and doses too low will be ineffective. The ultimate
goalwas to find the therapeutic window, the dose at which
the drug is effective and safe for the patient. The desing
window was first identified by Angiotech and refined by our
corporate stent partners, Boston Scientific Corporation
and Cook Incorporated.

The effective dose provided an optimal amount of scar
formation. In other words, complete suppression is not the
best outcome since the stentis left bare or even loose in
the artery. Abare stentacts as a magnet for clots, as
learned from otherindustry trials. Instead, paclitaxel has
adoseresponse curve thatallows for dialing in of an
“optimal” amount of scar growth to cover and incorporate
securely the stentinto the vessel wall, out of harm’s way.

Paclitaxel’s ideal cytostatic profile has an affinity for smooth
muscle cells over endothelial cells. Smooth muscle cell
growth is controlled while endothelial cells are free to grow
and cover the stent, protecting against a thrombotic
(clotting] event. Almost 5,000 patients are involved in
paclitaxel-eluting stent trials worldwide. Another 600
patients are expected to enroll by the end of first quarter
2003. Through this extensive clinical evaluation,
paclitaxel-eluting stents have maintained a robust safety
profile.

*cited as ane of the top medical storiesin 2001



ﬁi The paclitaxel-eluting stent program.

6000 The most extensive clinical evaluation of any drug-eluting stent.
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Dear Sharehoclders Everyyear, 1.5 million patients receive
a coronary stent to prevent life-threatening closure of their
coronary arteries - the blood vessels that supply oxygen-rich
blood to the heart. Unfortunately, over 25 percent, or
approximately 375,000 patients, will return to their
cardiologist because scar tissue has grown over the stent,
reblocked the artery (a process called restenosis) and
caused their chest pain and physical disability to return. In
2002, due to the efforts of Angiotech and its stent partners,
patients for the first time had the opportunity to be treated
with a pactitaxel-eluting stent - one of only two types of drug
platforms currently available for stents - and reduce the
incidence of this significant clinical problem by over five-fold
to less than five percent. In 2003, this breakthrough
technology is expected to be introduced in the United States,
saving a potential 850,000 patients from facing a repeat
angioplasty procedure or even open heart surgery; all the
while saving the healthcare system millions of dollars for
costly procedures that will no longer be necessary.

It is against this backdrop that in 2002, we were faced with
the most challenging and yet rewarding year in our ten-year
history. Although confronted with a continuing bear financial
market, we have been able to further distinguish ourselves
within the healthcare industry. Simply put, we are pioneering
the science of adding drugs to medical devices (like stents])
and biomaterials to dramatically improve their performance
and solve some of medicine’'s most vexing problems. | am
proud to report that we are the only pharmaceutical
company dedicated to this endeavor, despite growing
interest from other device and biomaterial companies.

In this year's annual report, we look at our efforts to redefine
the structure, performance, limitations and clinical
outcomes of the medical device and biomaterials industries.
Our mandate, /nvent. Integrate. Innovate.™, describes our
three-pillar strategy: a strategy that demonstrates our



leadership in building the new frontier of medicine, in our
capability for sustainable growth, and in continuing to enhance
value for our shareholders. And we're now well-prepared,
well-positioned and experienced from our paclitaxel-eluting
stent program to take this strategy to new medical devices and
biomaterial products, beyond the drug-eluting stent.

We believe that the drug-eluting stent is not one-of-a-kind, but
the first of its kind. If one looks at the medical device industry
as a whole, it is a $180 billion business with over 290 million
implants performed every year*. We believe that the economic,
technological, competitive, and clinical circumstances which
created the opportunity for the drug-eluting stent also exists in
countless other medical device products as well. In other
words, there are myriad medical devices and biomaterials
placed in the body that can be greatly enhanced through co-
administration of a drug designed to improve the performance
of the product. Major medical device companies are now
beginning to recognize this technological shift. The difference
is that Angiotech has been anticipating and preparing for this
shift for the past ten years and has methodically built the
internal capabilities to lead the effort. We've built an impressive
war chest of intellectual property in the field of drug-coating
medical devices and drug-loading biomaterials. In other words,
we've positioned ourselves to be the conduit to the world of
improving medical device and biomateriat performance by
coating them with pharmaceutical agents.

The biggest risk and expense facing any pharmaceutical or
medical device company is whether or not the product is
ultimately approved and performs well clinically. We believe
the strategy of combining proven drugs with proven medical
devices to create improved products with greater efficacy
substantially reduces this risk to our shareholders.

*Sources: Clinica, PJB Publications, March 29, 2001, "Pharmacological Devices: Optimizing
Device Performance”; Medtech Insight, June/July 2002, “Trends in Worldwide Device Spending:
New Challenges & Opportunities”

SHAREHOLDERS' LETTER 20:21

Evolution of the Paclitaxel-Eluting Stent Program Coronary
artery disease, or heart disease, is the leading cause of death in
Canada and the United States. Two decades ago, balloon
angioplasty was developed as an alternative to the much mare
invasive open-heart bypass surgery. It involved inserting a
balloon-tipped catheter into the blocked artery and inflating
the balloon to push the blockage against the vessel wall.
Although angioplasty remains a popular treatment today, it
carries a 40 percent failure rate due to scar buildup in the wall
of the artery where it was wounded during inflation of the
balloon. In the early nineties, the introduction of stenting after
angioplasty - the implantation of a collapsed wire scaffold
{stent] that was then opened via a balloon - proved
tremendously beneficial, as the stent acted to physically hold
the artery in an open position. Stenting reduced the failure rate
of angioplasty to 25 to 30 percent; although significantly better,
there remained substantial room for improvement. The growth
of scar tissue on the surface of the stent, which can ultimately
attain a thickness sufficient to obstruct blood flow through the
artery {"restenosis”}, remained ane of the most vexing
problems in cardiology for over a decade.

At Angiotech, we looked at scarring as a biological phenom-
enon, as opposed to a mechanical one, and recognized that
there were at least three important aspects to scar formation
throughout the body. One was the division of cells in the vicinity
of the injury as they replicated to fill the void in the injured
tissue; second was the movement of cells from the surrounding
tissues into the injured area to assist in repair; and third was
the laying down of scar tissue [the connective tissue matrix].
These three inter-related processes lead to the development of
a thick, strong scar - normally a good thing - but in the con-
fined space of an artery, this can result in crowding and
ultimately, obstruction or restenosis. We screened a variety of
proven therapeutic drugs to determine those that could have an
impact on all three of these processes. Specifically, we focused
on antiproliferative drugs [drugs already known to specifically




inhibit cell division) until we identified an agent that could also
prevent cell migration and the laying down of matrix. Through
directed, logical and methodical drug screening, we identified
paclitaxel as an agent that could inhibit all three responses to
injury. Not surprisingly, we also determined that drugs that
work on only one or two of these responses were not as
effective; a finding that has been revealed in other drug-coated
stent trials that have failed. It is this same approach - identify-
ing the cause of failure of the device, examining the biological
origins of the problem, and screening for drugs that impact on
the processes involved - that we take in developing next-
generation drug-coated devices in other medical fields.

Together with our corporate stent partners, Boston Scientific
Corporation and Cook Incorporated, we have demonstrated
extraordinary and consistent clinical results using paclitaxel
coatings on a variety of different stent platforms in numerous
clinical trials around the world. We first identified a dosing
window that was then refined by our corporate partners
through a prudent, responsible approach that involved
cautiously carrying out clinical studies using progressively
increasing doses and different release rates. It was gratifying to
find that not only did paclitaxel prevent scar tissue from
closing the portion of the artery within the stent but also
seemed to prevent restenosis in the artery beyond the stent
boundaries. Our carefully selected dose allows for an optimal
amount of scar tissue growth; just enough to securely and
safely anchor the stent to the vessel wall (since an exposed
stent can potentially lead to blood clot formation), but not
enough to cause restenosis. No other stent program was tested
more vigorously in animal models, in more patients, in more
clinical studies, or with more exacting clinical follow-up than
the paclitaxel-eluting stent.

Remarkably, in this past calendar year, we saw the regulatory
approval of three different paclitaxel-eluting coronary stents -
our first commercial products. Two Cook products (V-Flex Plus

PTX™ and ACHIEVE™] received CE Mark approval that permits
sale in all 18 countries belonging to the European Community.
The Boston Scientific TAXUS™ Express? product received
intercontinental approval (that permits salte in certain countries
outside of the U.S., Europe and Japan] with European approval
expected within weeks of writing this letter to shareholders.

Paclitaxel's strong clinical performance captured extra
attention this year at all the major cardiology conferences held
around the world. From Boston Scientific's first-in-man TAXUS
| study and its large-scale international TAXUS Il study, to
Cook’s European ELUTES study, clinical results consistently
demonstrated paclitaxel's effectiveness in dramatically
reducing restenasis. On average, uncoated stents failed 25
percent of the time in clinical trials. Paclitaxel-eluting stents,
on the other hand, used in the same types of patients, have a
failure rate of four percent or less - a truly remarkable
improvement in one of the Western world’s most common and
important medical procedures. We believe this technology will
have a significant impact on, and expand upon, the current $2.5
biltion worldwide bare metal stent market.

We anticipate that paclitaxel-eluting stents will be launched in
the U.S. market in late 2003 or early in 2004. Boston Scientific's
comprehensive U.S. study [TAXUS V), which will be used to
gain approval in the U.S., has completed enrollment, and data
from that trial will be presented to the medical community in
the summer of 2003.

Another group of patients with limited medical options are
those whose bare metal stent has failed due to restenosis
(called “in-stent-restenosis”). This notoriously difficult-to-treat
patient group was examined in a study designed to determine if
placing a paclitaxel-eluting stent inside of a failed, buried, bare
metal stent could prevent the stent from repeatedly closing
due to scar tissue overgrowth. Boston Scientific’'s TAXUS Hil
study showed that the paclitaxel-eluting stent was safe and



effective in opening the arteries of patients whose bare metal
stent had already failed. Cook initiated a large-scale in-stent
restenosis study this year [ELUTES-ISR] and is optimistic that
results in the coming year will be consistent with those
previously reported.

The strength of our drug-eluting stent program can also be
attributable to our stent partners’ leading presence in the
medical device arena. Sales of these devices are influenced by
the power of marketing at hospitals and their catheterization
labs fwhere balloon angioplasty and stent procedures are
carried out), not by analysts on Wall Street. The impact on our
bottom line will come from seven main areas:

Paclitaxel will be coated on Boston Scientific’'s newest
generation stent - the Express?, a recently taunched,
state-of-the-art coronary stent that has received very
positive reviews from cardiologists;

The polymer used in the Boston Scientific stent to
carry the drug is safe and does not cause
inflammation;

Cook utilizes a non-polymer drug delivery system,
giving us access to a second distinct drug-delivery
platform;

Boston Scientific is the leading seller of interventional
products to cardiologists;

Cook is a leading provider of products to interventional
radiologists - the specialists who place stents in
arteries unrelated to the heart;

Data generated from paclitaxel-eluting studies are
complete, consistent and very competitive;

More patients have been treated with paclitaxel-
eluting stents than any other drug platform.

Other Clinicat Updates Shareholders who have followed us for
several years will recognize our ongoing pursuit to examine the
effectiveness of paclitaxel as a treatment for chronic inflamma-
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tory diseases that is superior to existing chemotherapy. In this
case, we have developed an injectible form of paclitaxel
(delivered intravenously), known as PAXCEED™. The
PAXCEED™ program has examined efficacy in secondary
progressive multiple sclerosis, rheumatoid arthritis and
psoriasis. Although we were not successful with multiple
sclerosis, rheumatoid arthritis and severe psoriasis trials are
currently underway and early clinical results are promising.
This year, we began a Phase 2 ctinical study to evaluate
PAXCEED™ in patients with rheumatoid arthritis.

Continuing Innovation To ensure that our product pipeline is
rich with innovation and will provide sustainable growth to our
shareholders, we emharked on our first acquisition in 2002. The
announcement of our intention to acquire Cohesion
Technologies, Inc. of Palo Alto, CA, helps to position us for the
development of next-generation medical implant products.
Cohesion was a natural fit with three approved products [one in
Europe, two in both Eurape and the U.S.) and 75 patents in the
field of biomaterials. lts impressive portfolio of approved
biomaterials will provide an excellent platform for the
development of next-generation drug-loaded implants as we
expand beyond the success of the paclitaxel-eluting stent
program. The transaction is expected to close during the first
calendar guarter of 2003, subject to various regulatory and
shareholder approvals.

Financial and Equity Performance We are in good financial
health. We have approximately $136.4 million cash on hand.
Our Fiscal 2002 loss is $20.1 million. There are two numbers |
am quite proud of and would like to draw to your attention. On
November 1%, 2002, we reached the ten-year anniversary of the
founding of Angiotech. In those ten years, we accumulated a
net deficit of only $60.3 million and we have zero debt. This is a
reflection of our prudence and respect for our shareholders’
hard-earned money. As a result, we have few outstanding
shares relative to our peers. Even fully diluted, we have only




18.2 million shares outstanding. We expect that even a moder-
ately successful European launch by Boston Scientific will be
sufficient for us to break even, and the U.S. launch will make us
cash-flow positive.

As reported in Canada's National Post newspaper in late
September, we were the top performing stock since October
1998 on the Standard and Poor’s/Toronto Stock Exchange
composite index. Over the past four years, our stock has
appreciated over 650 percent.

Sustainable Growth for the Future | have outlined our strat-
egy for sustainable growth for both the present and the future
beyond the drug-eluting stent. For the immediate future, our
priorities are clear: move next-generation drug-loaded prod-
ucts into clinical trials. These drug-loaded products include a
hemostat (stops bleeding from wounds); a sealant (a sprayable
barrier that prevents fluid or air leakage}; an adhesion barrier
delivered via endoscope [prevents abnormal adhesions that
ocecur in surgeryl; a vascular wrap (prevents restenosis from
occurring at the site of bypass grafts]; and peripheral stents
(stents placed in blocked arteries unrelated to the heart). As a
result, we could see a steady flow of new product launches over
the next four to five years.

In today’s climate, the issue of corporate governance has never
been more scrutinized. The board of directors is the foundation
to a corporation’s success and credibility. In that regard, we
welcomed the addition of Hartley T. Richardson as an
impressive, experienced and independent director, as well as
the appointment of David Howard as independent chairman.
Together with David M. Hatl, previously our senior vice-
president of finance, now chief financial officer, we embrace
these progressive trends in corporate governance.

It's been a rewarding and exhilarating ten years. | could not be
more proud of our staff's accomplishments and look forward to

another ten years of invention, integration and innovation in the
ever-changing field of medicine.

To our shareholders, thank you for believing in the work we do;
particularly those who have lived our story since the beginning.
We hope that our appetite for expansion through acquisitions
and strategic partnering never ceases, and that the impetus for
continued growth and profitability will soon bear fruit.

—

Wiltiam L. Hunter, MD, MSc
President and Chief Executive Officer
December 20, 2002
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Rheumatoid Arthritis

Peripheral Stent

Paclitaxel-eluting stent technology is not only applicable to coronary
arteries, butalso to peripheralvessels. Essentially, a peripheral stentis
any stent that is within the body’s vascular system unrelated to the heart,
such as iliac, renal, carotid, and femoral-popliteal.

The peripheral stent market is an estimated US$500 miltion industry. The
major limitation is restenosis. We believe that a drug-eluting stent that
addresses restenosis has potential to expand this peripheral vessel
disease market.

Clinical trials for paclitaxel-eluting peripheral stents are expected to
beginin 2003.

Angiotech’s rheumatoid arthritis [RA) program cantinues to progress with

Vascular Wrap

the initiation of a 50-patient Phase 2 clinical study for the use of
PAXCEED™ [intravenous Micellar Paclitaxel) in the treatment of patients
with rheumatoid arthritis.

The open-label, multi-center study plans to enroll patients between the
ages of 21 to 70 years who have failed treatment with at least one disease-
madifying antirheumatic drug (DMARD]. The purpose of this study is to
determine efficacy with respect to RA signs and symptoms, and
radiographic progression.

Patients will receive a 75 mg/m? monthly dose of PAXCEED™ for a total of
12 doses followed by a 12-week follow-up period. The primary objective of
the study is to assess efficacy of treatment as measured by the proportion
of patients who show a clinical response of 20% improvement in the
American College of Rheumatology [ACR) criteria. For a patient to meet
this criteria, the patient must have at least 20% improvement in tender
and swollen joint counts and must improve by at least 20% in three of five
of the remaining core set measures which include: physician’s and
patient’'s global assessment of disease activity, patient’s assessment of
pain and physical function, and an acute-phase reactant value.

Bypass surgery represents an alternative approach to stenting. But the procedure creates
wounds at the points of graft attachment which triggers a scar formation cascade and
ultimately leads to restenosis.

Angiotech has signed a $30 million exclusive worldwide license and co-development agreement
with C.R. Bard {and its subsidiary, IMPRA, Inc.] to develop a drug-loaded implant to prevent
restenosis in vascular surgery.

The idea is to deliver an anti-restenosis drug to the site. The vascular surgeon takes a drug-
loaded polymer and wraps it around the area where this restenosis typically occurs. Animal

models to date have demonstrated an 85 percent reduction in restenosis.

We plan to initiate a first-in-man clinical study for the vascular wrap in 2003.
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Surgical Adhesions

An adhesion is a connection between tissues. Sormnetimes as a result of surgery, abnormal
connections between tissues can cause a variety of problems, such as infertility or bowel
obstruction. Adhesions typicatly occur (40 to 90 percent of the time) at the site of a surgical
procedure.

Inan attempt to improve the performance of adhesion barriers, we have drug-loaded these
barriers with drugs, including paclitaxel. Animal data thus far has shown that we can
improve the performance of plain or bland barriers by approximately four-fold, when using
adrug-loaded version of the barrier.

The planned acguisition of Cohesion Technologies has the potential to add an important
and promising anti-adhesion therapy to Angiotech’s portfolio. Adhibit™, currently approved
in Europe for pediatric cardiac surgery, is a fully synthetic, sprayable barrier used to
prevent adhesions.

One of the major limitations with barriers is the fact that they are solid implants,
rendering them unuseable in the ever-increasing "keyhole” surgical approach. A sprayable
product such as Adhibit™ not only allows for pure uniform coverage of tissue, but also can
be delivered through a surgical endoscope, vastly broadening the potential applications.

We believe that putting a drug into an adhesion barrier and having a sprayable barrier
allows us to not only deliver a product endoscopically, but deliver a drug-loaded product
that will be a highly effective adhesion barrier.

Tumor Excision Technologies

Surgical resection of a tumor is a common and
often effective treatment. It involves the
removal of a tumor or cancerous tissue with a
surgical knife, along with some surrounding
normal tissue. Removing the surrounding
normal tissue is essentiat to obtain adequate
“margins”. In other words, to minimize the
risk of any cancer cells being left behind that
could result in recurrence of the cancer, the
surgeon will often sacrifice some normal,
healthy tissue.

Severe Psoriasis
Asealant [such as Cohesion’s CoSeal®) can be

applied during resection surgery to stop
bleeding. Angiotech also believes that such a
sealant can be further exploited by drug-
loading, so it not only stops bleeding, but also
simuttaneously delivers a cancer drug to
destroy cancer cells left behind during the
resection procedure,

Psoriasis, a skin condition that robs its sufferers of physical and psychological comfort, has at present
no known cure. Most current therapies have unsatisfactory efficacy and/or side effects.

Angiotech is assessing the safety and efficacy of PAXCEED™ for patients with severe psoriasis, a
neglected population. The Company is currently conducting an extended Pilot Phase 2 clinical study.
Enrollment in the extension has been completed and data is expected in the first quarter of 2003.
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MANAGEMENT'S DISCUSSION & ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

[All amounts following are expressed in Canadian dollars unless otherwise indicated.]

Overview

Angiotech Pharmaceuticals, Inc. is a Canadian pharmaceutical company dedicated to the development of medical
device coatings and treatments for chronic inflammatory diseases through reformulation of paclitaxel. Products
using our drug-coated stent technology have been approved for commercial sale in Europe, and other countries
outside of the reqgulated markets of the United States and Japan, by our licensees, Cook Incorparated {"Cook”) and
Boston Scientific Corporation ("BSC"). We expect at least one of our licensees to receive FDA approvalin fiscal 2003 or
early fiscal 2004.

We are conducting Phase |l clinical studies investigating the use of PAXCEED™ {Micellar Paclitaxe! for Injection] in the
treatment of patients with severe psoriasis and rheumatoid arthritis. The Pilot Phase Il clinical study for severe
psoriasis was completely enrolled as at September 30, 2002 and results are expected in the first half of fiscal 2003. For
the rheumatoid arthritis Phase ll clinical study, three of the expected 50 patients were enrolled by September 30, 2002
and completed enrolment is expected by the end of June 2003.

We continue to add to our existing technology through our clinical development programs, internal research and
development, and through product acquisition and in-licensing. On September 27, 2002, we entered into an agreement
with Cohesion Technologies, Inc. ["Cohesion”) to acquire Cohesion in an all stock merger transaction. The purchase
price is approximately US $42.0 million (including in the money options and warrants), or approximately US $4.05 per
common share of Cohesion, subject to adjustment by a ‘collar’ provision with respect to our trading price. The
transaction is expected to close in the second quarter of fiscal 2003, subject to various regulatory and shareholder
approvals. Upon completion, we will account for this acquisition using the purchase method of accounting.

Cohesion focuses on developing and commercializing proprietary surgical products, including bioresorbable hemostatic
devices and biosealants for tissue repair and regeneration, which can increase the effectiveness of, and minimize
complications following, open and minimally invasive surgeries. Cohesion has two products that have CE Mark and
FDA approval: CoStasis® Surgical Hemostat and CoSeal® Surgical Sealant.

Critical Accounting Policies

Our consolidated financial statements are prepared in accordance with Canadian generally accepted accounting
principles ("Canadian GAAP”). A reconciliation of amounts presented in accordance with United States generally
accepted accounting principles ("U.S. GAAP"] is described in Note 13 to our consolidated financial statements for the
year ended September 30, 2002. These accounting principles require us to make certain estimates and assumptions.
We believe that the estimates and assumptions upon which we rely are reasonable based upon information available
to us at the time that these estimates and assumptions are made. Actual results could differ from our estimates.
Areas of significant estimates include amortization of capital and intangible assets, and recognition of deferred
revenue.

The significant accounting policies that we believe are the most critical in fully understanding and evaluating our
reported financial results include the following:

Revenue recognition
Research and development costs
Intangible assets

Revenue recognition

Our revenue to date has primarily been derived from license fees which are comprised of initial fees and milestone
payments from collaborative licensing arrangements. Non-refundable milestone payments are fully recognized
upon the achievement of the milestone event when we have no further involvement or obligation to perform under the
arrangement. Initial fees and milestone payments which require our ongoing involvement are deferred and amortized
into income over the estimated period of our ongoing involvement.

In our fourth quarter of fiscal 2002, royalty revenue commenced from the commercial sale of drug-coated stents in
certain countries outside of the regulated markets of Europe, the United States and Japan. We recognize royalty
revenue once the amount is determinable, there is reasonable assurance of collection and there are no further
obligations in respect to the royalty fee.



Research and development costs

Research and development costs consist of direct and indirect expenditures related to our research and development
programs. Research and development costs are expensed as incurred unless they meet generally accepted accounting
criteria for deferral and amortization. We assess whether these costs have met the relevant criteria for deferral and
amortization at each reporting date.

In September 2002 we capitalized approximately $2.4 million in milestone expenditures due to certain licensors upon
the European marketing approval (CE mark] of our stent technology as these amounts related to proven technology.
This amount will be amortized over the expected life of the technology.

Under U.5. GAAP, research and development expense also includes the cost to purchase rights to unproven technology
which may not have alternate future uses. Under Canadian GAAP the purchase cost of such rights is generally
capitalized as an intangible asset. Details of the difference between Canadian and U.S. GAAP are provided in Note 13
to the consolidated financial statements for the fiscal year ended September 30, 2002.

Intangible assets

Our intangible assets are comprised of purchased medical technologies, including those acquired in exchange far the
issuance of equity instruments issued by the Company. We amortize medical technologies on a straight-line basis
over the estimated life of the technologies, which is generatly 5 to 7 years. We determine the estimated useful lives
for intangible assets based on a number of factors such as legal, regulatory or contractual limitations; known
technological advances; anticipated demand; and the existence or absence of competition. We review the carrying
vatue of our intangible assets on an annual basis to determine if there has been a change in any of these factors. A
significant change in these factors may warrant a revision of the expected remaining useful life of the intangible
asset, resulting in accelerated amortization or an impairment charge, which would impact earnings.

Changes in Accounting Policies

Effective July 1, 2001, we changed our accounting policy for recognizing license and research contract fees to be
consistent with U.S. GAAP as clarified by Staff Accounting Bulletin 101 {"SAB 1017] "Revenue Recognition in Financial
Statements”, which was issued by the U.S. Securities and Exchange Commission ["SEC”} in December 1999. Upfront
fees and payments received from licensing transactions are deferred and amortized into revenue on a straight-line
basis over the estimated period of our ongoing involvement, as described in Note 2 to the consolidated financial
statements for the fiscal year ended September 30, 2002. Previously, we recognized upfront fees and payments as
earned in accordance with the terms of the related agreement which was generally the period the payment was
received. The change has been applied retroactively and all prior periods reported herein have been adjusted
accordingly. (See Note 3 to the consolidated financial statements for the fiscal year ended September 30, 2002).

Results of Cperations

Fortheyear ended September 30, 2002 (“fiscal 20027], we recorded a net loss of $20.1 million ($1.29 per share]. These
results compare with a net loss of $8.3 mitlion ($0 54 per share) and $71.6 millian [$0.11 per share] for the fiscal years
ended September 30, 2001 {"fiscal 20017} and 2000 {"fiscal 2000"], respectively. The results of operations for fiscal
2002 were in line with our expectations for the year. We have incurred annual operating losses since inception. Future
profitability will depend upon the commercial success of our products in major markets worldwide and the achievement
of product development objectives. As at September 30, 2002, we had an accumulated deficit of $60.3 million.

Revenues

Total revenues for fiscal 2002 increased to $7.3 million compared to $1.1 million for fiscal 2001 and $4.8 mitlion for
fiscal 2000. The current year increase is primarily due to the receipt of $6.4 million in milestone payments from Cook
and BSC, two of our licensees. These milestone payments arose upon Cook filing for regulatory approval to market a
coated stent using our licensed technology in Europe, and upon the initiation of commercial sales by BSC of the
product in certain countries outside of the regulated markets of Eurcope, the United States and Japan. There were no
milestone payments received in fiscal 2001. Fiscal 2000 was the first year we received milestone payments for our out-
licensed technologies. All revenue for fiscal 2000 1o fiscal 2002 has been earned by our medical device coatings/
implant business segment.

Amortization of deferred revenue related to upfront license fees increased by $194,000 to $884,000 for the current
fiscal year. compared to $690,000 and $272,000 respectively for fiscal 2001 and 2000. In addition, commencement of
royalty income from one of our collaborators under the drug-coated stent co-exclusive license began in the last
quarter of fiscal 2002 resulting in $8,000 in royalty revenue.




We expect to receive licensing fees and milestone payments in the future from existing and new collaborative
arrangements. The extent and timing of such additional licensing fees and milestone payments, if any, will be
dependent upon the overall structure of current and proposed agreements and development progress of licensed
technology, including the achievement of development milestones by our collaborative partners. License and research
contract revenue will fluctuate from year to year and cannot be predicted. We also expect royalty revenue to increase
in fiscal 2003. However, as commercial sales have just recently begun in Europe and other world markets, we are not
abte to estimate future royalty amounts.

Expenditures
Research and development

Research and development expenditures consist primarily of costs associated with pre-clinical testing and clinical
trials of our product candidates and accordingly, we track expenditures by these two categories. We generally do not
track our historical research and development costs by project; rather, we track such costs by the type of cost
incurred. For this reason, we cannot accurately estimate with any degree of certainty and therefore do not report our
historical costs for any particular research and development project.

For fiscal 2002, 2001 and 2000 approximately 63%, 53% and 58%, respectively, of our research and development
expenditures were spent in preclinical research and development projects and 37%, 47% and 42%, respectively, were
spent on clinical development programs.

In fiscal 2002, research and development expenditures increased to $16.3 million as compared to $15.1 million in
fiscal 2001 and $9.6 million in fiscat 2000. The 8% increase is largely due to increased license and royalty payments,
product manufacturing and growth in research and development staffing and staffing expenses, offset by decreased
clinical trials expenses. License and royalty payments increased to $2.8 million in fiscal 2002 from $97,000 in fiscal
2001 due to certain milestone achievements by our corporate partners during the year. We expended $2.3 million in
fiscal 2002 on the purchase of paclitaxel, contract manufacturing and consumables versus $1.3 million in fiscal 2001,
the increase being mostly attributable to bulk purchases of paclitaxel and GMP contract manufacturing of PAXCEED™
for on-going clinical trials. Research and development staffing costs rose from $3.9 million in fiscal 2001 to $4.8
million in fiscal 2002 due to increased staffing and staffing costs. Clinical trial expenditures decreased by $3.4 million
from $5.2 million in fiscal 2001 to $1.8 million in 2002, primarily due to the completion of the secondary progressive
multiple sclerosis clinical trial program in February 2002. This program was discontinued due to failure of the Phase
Il study to meet statistical significance in its primary MRI objective. In total, the decrease in clinical trial expenditures
largely offsets the increased research and development expenditures disclosed above. All other research and
development expenditures, being primarily comprised of patent and external preclinical costs, were comparable to
fiscal 2002.

Research and development expenses in fiscal 2001 increased by 57% from fiscal 2000, primarily due to the increased
expenditures associated with the secondary progressive multiple sclerosis study. Of the 57% increase in research and
development expenditures, $1.0 million was incurred on paclitaxel purchases and contract manufacturing and $2.4
million on clinical trial costs for our secondary progressive multiple sclerosis programs. As well, salaries and
benefits increased by $1.3 million due to a 33% increase in research and development personnel full time equivalents
largely utilized in our therapeutic business. The remaining $0.8 million was due to increased general research and
development expenditures incurred on preclinical activities.

We expect to continue incurring substantial research and development expenses in the near future due to the
continuation and expansion of research and development programs for drug coating of medical devices; potential
technology in-licensing and regulatory related expenses; preclinical and clinical testing of various products under
development; and the continued clinical studies for severe psoriasis and rheumatoid arthritis programs. We believe
that research and development expenses for fiscal 2003 will increase mainly due to the advancement into the clinic of
our perivascular wrap program and collaborative research and development on new potential products from the
planned Cohesion acquisition. There will also be incremental costs associated with hiring of additional research and
development personnel to support the continued progress of our research and development programs.

General and administrative expenses

General and administrative expenses for fiscal 2002 increased by 65% to $12.1 million compared to fiscal 2001
expenditures of $7.3 million. The largest increment came from a $2.9 million increase in external professional
services related to merger and acquisition due diligence, corporate and securities counsel, and tax planning. Salaries
and benefits increased $1.1 million from $3.6 million in fiscal 2001 to $4.7 miltion in fiscal 2002. A large part of the
increase in salaries and benefits was related to one time retirement accrual expenses incurred on the retirement of a
senior executive. The remaining increases in expenses is related to expanded corporate activities related to a growing
corporate entity and occupancy costs.
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General and administrative expenses for fiscal 2001 were 68% higher compared to fiscal 2000. Of the 68% increase,
$1.1 million was due to an increase in salaries, benefits and recruitment costs and a 29% increase in the number of
administrative personnel, and $1.4 million on external professional services for strategic business initiatives and
corporate structuring. The remaining $0.5 miltion was due to a general increase in operating costs and travel costs
associated with business development.

For fiscal 2003, a moderate increase in general and administrative expenses is expected as activities increase in
support of our expanded research, product development and business development operations and activities on a
worldwide basis. However, general and administrative expenditures could fluctuate significantly relative to the level
of potential acquisition and in-licensing transactions that we undertake during fiscal 2003.

Amortization

Amortization expense relates to the amortization of property and equipment and medical technologies. For fiscal
2002, amortization expense increased by $1.0 million, or 49%, compared to fiscal 2001. This increase primarily relates
to the acquisition of medical technology in September 2001, for which a full year of amortization was taken in fiscal
2002. For fiscal 2001, amortization expense increased by approximately $0.5 million compared to fiscal 2000. The

increase in amortization expense in fiscal 2001 is due to a full year of amortization an the related capital additions in
fiscal 2000.

We believe that amortization expense for fiscal 2003 will increase over that of fiscal 2002 due to the amortization of
capital asset and intangible asset additions incurred in fiscal 2002.

Segment Reporting

We operate in two segments: medical device coatings/implants and therapeutics. Segment costs are based on actual
research and development costs incurred directly for the segment and an allocation of general and administration
costs based an estimated usage as reflected by the amount of research and development expenditures incurred. Our
research and development expenditures are derived from our preclinical programs in our medical device coatings/
implants segment and our Phase Il clinical programs for severe psoriasis and rheumatoid arthritis in our therapeutics
segment.

The discussion of the overall results of operations for the fiscal years 2002, 20071 and 2000 as described above can be
summarized by our segments as detailed below.

During fiscal 2002, the net loss for the year for medical device coatings/implants increased from $6.3 million to $7.7
million as a result of anincrease in preclinical research and development activities and license and royalty payments,
and a corresponding increase in the allocated general and administration costs, and offset by a $6.2 million increase
in revenues attributable to the milestone payments received from our corporate partners as compared to fiscal 2001,
During fiscal 2001, the net loss increased to $6.3 mitlion from $0.2 million due to increased activity in preclinical
research and development activities, resulting in an increase in the allocation of generat and administration costs and
offset by a $3.6 million decline in revenues received from corporate partners as compared to fiscal 2000.

Fortherapeutics during fiscal 2002, the net loss for the year decreased from $14.6 million to $10.7 million as compared
to fiscal 2001 mainty due to the discontinuation of our secondary progressive multiple sclerosis program during fiscal
2002. This alsoresulted in a lower allocation of general and administration expenses. During fiscal 2001, the net loss
increased from $9.4 million to $14.6 million as compared to fiscal 2000 mainly as a resutt of the costs incurred for the
Phase Il clinical study for secondary progressive multiple sclerosis and a correspanding increase in the atlocation of
general and administration expenses.

The increase in non-allocable corporate expenses from fiscal 2000 to fiscal 2001 and from fiscal 2001 to fiscal 2002
reflects the increase over that period in costs associated with strategic business initiatives and corporate structuring,
including external professional services for merger and acquisition due diligence and related matters,

Investment and Other Income

A net foreign exchange gain of $629,000 was recorded during fiscal 2002 as compared to a net foreign exchange gain
of $6.0 million for fiscatl 2001 and a net fareign exchange gain of $3.3 million for fiscal 2000. The net foreign exchange
gains were attributable to the effect of the strengthening U.S. dollar (in comparison to the Canadian dollar) on our U.S.
dollar investment portfolio. The U.S dollar exchange rate increased from 1.58 to 1.59 during fiscal 2002, from 1.57 to
1.58 for fiscal 2001 and from 1.47 to 1.57 in fiscal 2000. As at September 30, 2002, approximately $0.7 million of the
current net foreign exchange gain related to the U.S. dollar-denominated short-term investments was unrealized. We
expect continued fluctuation in the Canada/U.S. dallar exchange rates during the 2003 fiscal year. See "Liquidity and
Capital Resources”.
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Investment and other income of $3.5 million for fiscal 2002 decreased by $5.7 million compared to fiscal 2001. This
decrease is primarily due to the decline in market yields available on short term investments, declining to an average
investment yield of 2.4% for the year ended September 30, 2002 from 5.9% for the same period in 2001, together with
a decrease in the balance of cash and cash equivalents and short-term investments. Interest income in fiscal 2001
increased by $3.2 million as a result of higher cash balances throughout the year as compared to fiscal 2000, even
though the average investment return decreased marginally to 5.9% for fiscal 2001 from 6.1% in fiscal 2000. The
Company expects that interest income will continue to fluctuate in relation to cash balances and interest yields. See
“Liquidity and Capital Resources”.

Liquidity and Capital Resources

Since inception, we have financed technology acquisitions, research and development activities and capital expenditures
primarily from public and private sales of equity securities, proceeds from the licensing of our technology, milestone
payments, contract revenue from collaborative research and development agreements with industry partners, funding
through government grant programs and interest income. Through September 30, 2002, we had received approximately
$193.9 million in net proceeds from the issuance of aur equity securities.

At September 30, 2002 we had working capital of approximately $128.0 million and cash resources, comprising cash
and cash equivalents and short-term investments in the amount of $136.4 million. In aggregate, our cash resources
decreased by $19.7 million from $156.1 million at September 30, 2001. At September 30, 2002, we retained approximately
$104.1 million (U.S. $65.6 million) denominated in U.S. currency compared to approximately $124.4 million (U.S. $78.8
million) at September 30, 2001.

Cash used in operating activities was $15.0 million in fiscal 2002 compared to $2.8 million in 2001 and $6.1 million in
2000. The annualincreases in cash used primarily reflect the increase in our net loss for each year, after adjustments
for items not involving cash, to $18.3 million in 2002, compared to $9.4 and $3.4 in fiscals 2001 and 2000 respectively.
Net changesin non-cash working capital items provided cash of $3.3 million in 2002 compared to a use of $0.4 million
in cash in 2001 and $2.7 million in 2000. The changes in non-cash working capital items each year primarily reflects
the decrease in accrued interest on short-term investments and changes in accounts payable and accrued liabilities.
Included in accounts receivable at September 30, 2002 was $0.7 million for leasehold inducements which was not
reflected in the net change in non-cash working capital items or in investing activities. Also, included in accounts
payable at September 30, 2002 were amounts relating to capital assets and medical technologies in the amounts of
$1.8 million and $2.4 million respectively, which were also not reflected in the net change in non-cash working capital
items or in investing activities.

Net cash provided by investing activities was $24.0 million for fiscal 2002 and $6.5 million for fiscal 2001. Proceeds on
maturing short-term investments, net of purchases, were $28.7 mitlion in 2002, compared to $7.3 million in 2001. This
change was due to increased cash requirements to fund current year operating activities in comparison to the prior
year. Cash used in investing activities of $125.0 mitlion in fiscal 2000 was primarily the result of purchasing $157.7
miltion in short-term investments in that year. The funds were available for short-term investments due to a public
offering in March 2000 which resulted in $128.0 million in net proceeds.

Additions to capital assets in 2002 were $8.3 million, of which $1.8 million was included in accounts payables and
accrued liabilities at year end, compared to $0.6 million in 2001. The current year additions primarily relate to
leasehold improvements and office furniture and equipment for our new leased facility, which we commenced
leasing on October 1, 2002. The leasehold improvements were offset by a tenant atlowance of $2.5 million, of which
$1.8 million was received by year end and an additional $0.7 million was receivable at year-end. The leasehold
inducement was deferred and will be amortized over the lease term of 10 years and will be offset against rent expense.

Medical technologies acquired during fiscal 2002 amounted to $2.7 miltion. Of this amount, $0.3 miltion was due to
the increase in fair value of warrants that vested, and were exercised in November 2007, $1.6 million of the fair value
of these warrants was capitalized in fiscal 2001. An additional $2.4 million in medical technologies was capitalized in
September 2002 which reflects the payments due to certain licensors upon the European approval of our stent
technology. This amount was paid in November 2002,

Net cash provided by financing activities was $2.3 million in fiscal 2002, compared to $2.4 million in 2001 and $129.2
mitlion in 2000. The fiscal 2002 and 2001 financing activities were a result of proceeds received from the issuance of
common shares on the exercise of stock options though our Employee Stock Option Plan. In 2001, $0.7 million was
received on the exercise of stock options by employees and $128.4 million was received in net proceeds from the U.S.
share offering completed in March 2000.

We have no relationships with any “special purpose” entities and we have no commercial commitments with related
parties. The only contractual obligations that we have are in the form of operating leases and future research and
development expenditures.
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We are exposed to market risk related to changes in interest and foreign currency exchange rates, each of which
could adversely affect the value of our current assets and liahilities. At September 30, 2002, we had an investment
portfolio consisting of highly liquid, high-grade investment securities with maturity dates to June 2003, selected based
on the expected timing of future expenditures for continuing operations. If market interest rates were to increase
immediately and uniformly by 10% from levels at September 30, 2002, the fair value of the portfolio would decline by
animmaterial amount. We do not believe that the results of operations or cash flows would be affected to any significant
degree by a sudden change in market interest rates relative to our investment portfolio, due to the relative short-term
nature of the investments.

We have not entered into any forward currency contracts or other financial derivatives to hedge foreign exchange risk,
and therefore we are subject to foreign currency transaction and translation gains and losses. With a significant
portion of our current cash resources denominated in U.S. dollars, a sudden or significant change in foreign exchange
rates could have a material effect on our future operating results or cash flows. If the Canadian dollar were to increase
in value by 5% against the U.S. dollar, an unrealized foreign currency translation toss of approximately $5.2 million
would occur. We purchase goods and services in both Canadian and U.S. dollars and to-date, earn a significant portion
of our license and milestone revenues in U.S. dollars. Foreign exchange risk is managed primarily by satisfying
foreign denominated expenditures with cash flows or assets denominated in the same currency.

At September 30, 2002, we provided a valuation allowance equal to our future tax asset due to not having established
a pattern of profitable operations for income tax reporting purposes.

We expect that our available cash resources, working capital, expected interest income, expected royalty revenue and
estimated funding from corporate partnerships, should be sufficient to satisfy the funding of existing product
development programs, and other operating and capital requirements through the next several years. The amounts
of the expenditures that will be necessary to execute our business plan are subject to numerous uncertainties, which
may adversely affect our liquidity and capital resources to a significant extent. Two of our proprietary product candidates,
PAXCEED™ for severe psoriasis and rheumatoid arthritis, are in Phase If clinical trials. Completion of clinical trials
may take several years or more, but the length of time generally varies substantiatly according to the type, complexity,
novelty and intended use of a product candidate. We estimate that clinical trials of the type we generally conduct are
typically completed over 3 to Syears. However, the duration and the cost of clinical trials may vary significantly over the
life of a project as a result of unanticipated developments arising during the clinical trials and the duration and costs
therefore cannot be estimated.

Depending on the overall structure of current and future strategic alliances, we may have additional capital
requirements related to the further development of existing or future products.

Recent Pronouncements

The Canadian institute of Chartered Accountants ["CICA"] issued a new Handbook Section 3062 and the Financiat
Accounting Standards Board has issued a similar standard [SFAS 142), both entitled Goodwill and Other intangible
Assets. Goodwill and indefinite life intangible assets will not be subject to amortization but instead will be assessed
for impairment on at least an annual basis. Intangible assets with a finite life will continue to be amortized over their
useful lives. Section 3062 will be effective for our fiscal year beginning October 1, 2002. We do not believe the adoption
of Section 3062 will have a material effect on the consolidated financial statements.

Effective October 1, 2002, we will adopt the recommendations of the new CICA Handbook section 3870, Stock-Based
Compensation and Other Stock-Based Payments and will implement the disclosure only provision for stock options
granted to employees. This section establishes standards for the recognition, measurement and disclosure of stock-
based compensation and other stock-based payments made in exchange for goods and services. The standard
requires that all stock-based awards made to non-employees and direct awards of stock, stock appreciation rights
and awards that call for settlement in cash or other assets to be measured and recognized using a fair value based
method. Awards that an entity has the ability to settle in stock are recorded as equity, whereas awards that the entity
is required to or has a practice of settling in cash are recorded as liabilities. The standard encourages the use of a fair
value based method for all other awards granted to employees, but other methods of accounting for such stock
options granted to employees can be used. However, if a methad ather than the fair value based method is used to
account for awards granted to employees, the Company must provide pro forma net loss and loss per share information
as if the fair value method had been used.

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

Statements contained herein that are not hased on historicat fact, including without Limitation statements containing
the words "believes,” "may,” “plans,” "will,” “estimate,” "continue,” "anticipates,” “intends,” "expects” and similar
expressions, constitute "forward-looking statements™ within the meaning of the U.S. Private Securities Litigation
Reform Act of 1995, Statements regarding the proposed transaction between us and Cohesion, the expected timetable
for completing the transaction, future financial and operating results, benefits and synergies of the transaction,
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future opportunities for the comhbined company, discovery and development of products, potential acquisitions, strategic
alliances and intellectual property, and any other statements about our or Cohesion managements’ future expectations,
beliefs, goals, pltans or prospects should also be considered to be forward-looking statements.

Such forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause
the actual results, events or developments to be materially different from any future results, events or developments
expressed or implied by such forward-looking statements. Such factors include, among others, the following:
general economic and business conditions, both nationally and in the regions in which we operate; technology
changes; competition; changes in business strategy or development plans; the ability to attract and retain qualified
personnel; existing governmental regulations and changes in, or the failure to comply with, governmental regulations;
adverse results indrug discovery and clinical development processes; failure to obtain patent protection for discoveries;
commercialization limitations imposed by patents owned or controlled by third parties; dependence upon strategic
alliance partners to develop and commercialize products and services based on our work; patents liability and other
claims asserted against us; the requirement for substantial funding to conduct research and development and to
expand commercialization activities; other factors referenced in our filings with the Securities and Exchange
Commission; and any other factors that may affect performance.

Additional factors relating to the Cohesion transaction include: the inability to consummate the transaction; the
inability to obtain all necessary regulatory and shareholder approvals; the inability to successfully integrate Cohesion’s
operations and employees; the inability to realize anticipated synergies and cost savings; the inability to obtain
assignment for licenses with third parties; and difficulties or delays in obtaining regulatory approvals to market
products and services resulting from the combined companies development efforts.

While we believe that our available cash, working capital, expected interest income, expected royalty revenue and
estimated funding from corporate partnerships, should be sufficient to finance our operating and capital needs for
the next several years, our funding needs may vary depending upon a number of factors including: the acquisition of
Cohesion; progress of our research and development programs; costs associated with completing clinical studies
and the regulatory process; collaborative and license arrangements with third parties; opportunities to in-license
complementary technologies; cost of filing, prosecuting and enforcing our patent claims and other intellectual
property rights and technological and market developments. Consequently, we may need to raise substantial additional
funds to continue to conduct our research and development programs and to commence or to continue the preclinical
studies and clinical studies necessary to obtain marketing approval. In such an event, we intend to seek additional
funding through public or private financings, arrangements with corporate partners, and from other sources. No
assurance can be given that additional funding will be available on favourable terms, or at all. [f adequate capital is
not available, we may have to substantially reduce or eliminate expenditures in our operations. Insufficient financing
may also require that we relinquish rights to certain of our technologies that we would otherwise develop.

To the extent possible, management implements strategies to reduce ar mitigate the risks and uncertainties associated
with our business. Operating risks include (i} our ability to successfully complete preclinical and clinical development
of our products, (il the ability to obtain and enforce timely patent and other intellectual property protection for our
technology and products, (i) decisions, and the timing of decisions made by health regulatory agencies regarding
approval of our technology and products, (vi the ability to complete and maintain corparate alliances relating to the
development and commercialization of our technology and products, (v] market acceptance of our technology and
products, (vi] the competitive environment and impact of technological change, and [vii) the continued availability of
capital to finance our activities.

Given these uncertainties and risk factors, readers are cautioned not to place undue retiance on such forward-looking
statements. We disclaim any obligation to update any such factors or to publicly announce the result of any revisions
to any of the forward-looking statements contained herein to reflect future results, events or developments.

Managements’ Responsibility for Financial Reporting

The accompanying consolidated financial statements have been prepared by managementin accordance with Canadian
generally accepted accounting principtes and have been approved by the Board of Directors.

In support of this responsibility, management maintains a system of disclosure controls and procedures and internal
controls to provide reasonable assurance as to the reliability of financial information and the safeguarding of assets.
The consolidated financial statements include amounts, which are based on the best estimates and judgments of
management.

The Board of Directors is responsible for ensuring that management fulfills its responsibility for financial reporting
andinternal control. The Board of Directors exercises this.responsibility principally through the Audit Committee. The
Audit Committee consists of three directors not involved in the daily operations of the Company. The Audit Committee
meets with management and the external auditors to satisfy itself that management’s responsibilities are properly
discharged and to review the financial statements prior to their presentation to the Board of Directors for approval.
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The external auditors, Ernst & Young, LLP conduct an independent examination, in accordance with Canadian and
U.S. generally accepted auditing standards, and express their apinion on the consolidated financial statements. The
external auditors have free and full access to the Audit Committee with respect to their findings concerning the
fairness of financial reporting and the adeqguacy of internal controls.

| —
/

William L. Hunter, MD, MSc David M. Hall, BComm
President and Chief Executive Officer Chief Financial Officer




AUDITORS' REPGRT

Tothe Shareholders of
Angiotech Pharmaceuticals, Inc.

We have audited the consolidated balance sheets of Angiotech Pharmaceuticals, Inc. as at September 30, 2002
and 2001 and the consolidated statements of loss and deficit and cash flows for each of the years in the three year
period ended September 30, 2002. These financial statements are the responsibility of the Company’s
management. Qur responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian and U.S. generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit alsc includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation.

In our opinion, these financial statements present fairly, in atl material respects, the financial position of the
Company as at September 30, 2002 and 2001 and the results of its operations and its cash flows for each of the
years in the three year period ended September 30, 2002 in accordance with Canadian generally accepted
accounting principtes. As required by the Company Act {British Columbia], we report that, in our opinion, these
principles have been applied on a consistent basis.

As discussed in note 3 to the financial statements, effective July 1, 2001, the Company retroactively changed its
accounting policies for revenue recognition.

Vancouver, Canada,
November 7, 2002.

Shaat ;Mf LA

Chartered Accountants
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Angiotech Pharmaceuticals, Inc.
Incarporated under the taws of British Columbia

CONSOLIDATED BALANCE SHEETS

(expressed in thousands of Canadian dollars}

As at September 30

2002

———— e ——— _$ —_
ASSETS
Current
Cash and cash equivatents [note 5] 14,533
Short-term investments [note 5] 121,817
Amounts receivable 1,081
Prepaid expenses and depasits 319
Total current assets 137,920
Capital assets [note 4] 8,958
Medical technologies [notes 7 and 9le]] £,687

i 151,548
LIABILITIES AND SHAREHOLDERS' EQUITY
Current
Accounts payable and accrued liabilities 8,898
Deferred revenue ) 615 . .
Total current liabitities 9,513 _
Deferred revenue 103
Deferred teasehold inducement [note 8] 2,537
Commitments and contingencies [notes 17 and 12]
Shareholders’ equity
Share capital [note 9/bJ] 199,607
Contributed surplus [notes 9(d] and [e]] 74
Deficit . . L (60,269])
Total shareholders’ equity =~ = 139,612

181,565

See accompanying notes

On behalf of the Board:

/_

William L. Hunter, MD, MSc David T. Howard
Director Director

\ch} < ‘v\&wOM

2001

[IR=2

3,210
152,884
180

511

156,785

1,429
4,489
162,703

4,173
690
4,863

912

195,331
1,723
(40,126

156,928

162703




Angiotech Pharmaceuticals, Inc.

CONSOLIDATED STATEMERTS OF LOSS AND DEFICIT

(expressed in thousands of Canadian dollars except per share information}

Years ended September 30

2002 2001 2000
$ $ $
[Restated -
see note 3]
REVENUE
License and research contract fees 7,322 1,123 4,765
Royalty revenue 8 - -
7,330 1,123 4,765
EXPENSES
Research and development 16,311 15,114 9,608
General and administration 12,104 7,336 4,357
Amortization 3,141 2,112 1,655
31,556 24,562 15,620
Operating loss [24,226) {23,439) [10,855)
OTHER INCOME:
Foreign exchange gain [note 4] 629 5,976 3,285
Investment and other income 3,654 9,136 5925
Total other income 4,083 15,112 9.210
Loss for the year (20,143) (8,327] (1,645)
Deficit, beginning of year (60,126) (31.799] (30,154]
Deficit, end of year (60,269) {40,126) {31,799]
Basic and diluted loss per common share (1.29) (0.54) (0.11)
Weighted average number of common
shares outstanding (in thousands) 15,633 15,414 14,332

See accompanying notes




Angiotech Pharmaceuticals, Inc

Years ended September 30

OPERATING ACTIVITIES
Loss for the year
Add items not involving cash:
Amartization of capital assets and medical technologies
Unrealized foreign exchange gain
Unrealized loss on investments
Loss [gain] on disposal of capital assets
Deferred revenue
Net change in non-cash working capital items relating to operations:
Accrued interest on short-term investments
Amounts receivable
Prepaid expenses and deposits
~Accounts payable and accrued lizbilities
Cash used in operating activities

INVESTING ACTIVITIES

Purchase of short-term investments

Proceeds from short-term investments
Amortization of bond premium

Purchase of capital assets

Proceeds on disposal of capital assets
Leasehold inducements received

Cost of medical technologies

Cash provided by (used in} investing activities

FINANCING ACTIVITIES

Issuance of commen shares - net of issue costs
Proceeds from stock options exercised
Common shares repurchased and cancelled
Cash provided by financing activities

Net increase (decrease) in cash and cash
equivalents during the year

Cash and cash equivalents, beginning of year ___

Cash and cash equivalents, end of year

Supplemental disclosure
Common shares issued for medical technologies

See accompanying notes

{expressed in thousands of Canadian dollars]

2002

(20,143)

3,141
(676}
119
97
(884)

2,934
(156]
{8)

560
{15,016}

(140,640
168,265
1,064
(6,489

9

1,822

24,031

2,308

2,308

11,323
3,210

14,533

1,968

CONSOLIDATED STATEMENTS OF CASH FLOWS

2001

18,327]

2112
(2,475)

1690)

(1,523]
(124)
(384
1,620

(215,330]

(899]

4,109

3,210

9,791

LOSS AND DEFICIT/CASH FLOWS

2000
$

[Restated -
see note 3]

(

I

(

1,645])

1,655
3,167)
(2)
(272)

4,048)
39
15

[157,712)

33,970

(578)
2

(720]

(125,038

128,449

730
)

©129,178

(1,978)

6,087
4,109

2,834

1307
[6.118]




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. NATURE OF BUSINESS

Angiotech Pharmaceuticals, Inc. the "“Company”], was incorporated under the Company Act (British Columbia) on October 12,
1989. The Company is in the business of enhancing the performance of medical devices and biomaterials through the innovative
use of therapeutics.

The Company has financed its cash requirements primarily from share issuances, payments from collaborators, license, and
research contract arrangements and government grants. The Company’s ability to realize the carrying value of its assets is
dependent on successfully bringing its technologies to market and achieving future profitable cperations, the outcome of which
cannot be predicted at this time. It may be necessary for the Company to raise additional funds for the continuing development
of its technologies.

2. SUMMARY OF SIGNIFICART ACCOUNTING POLICIES

The Company prepares its consolidated financial statements in accordance with Canadian generally accepted accounting
principles. Areconciliation of amounts presented in accordance with United States generally accepted accounting principles is
detailed in note 13. A summary of the significant accounting policies are as follows:

Consolidation
These consolidated financial statements include the accounts of the Company and its four wholly- owned subsidiaries. All
intercompany transactions and balances have been eliminated on consolidation.

Use of estimates

The preparation of the financial statements in conformity with Canadian generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and the notes
thereto. Actual results could differ from those estimates.

Foreign currency translation

The Company follows the temporat method of accounting for the transtation of foreign currency amounts, including those of its
integrated foreign subsidiaries, into Canadian dollars. Under this method, monetary assets and liabilities denominated in
foreign currencies are translated into Canadian dollars using exchange rates in effect at the balance sheet date. All other assets
and liabilities are translated at the exchange rates prevailing at the date the assets were acquired or the liabilities incurred.
Revenue and expense items are translated at the average exchange rate during the year. Foreign exchange gains and losses,
both realized and unrealized, are included in the determination of the loss for the year.

Cash equivalents
The Company considers all highly liquid financial instruments purchased with an original maturity of three months or less to be
cash equivalents. Cash equivalents are recorded at the lower of accrued cost and market.

Short-term investments
The Company considers all highly liquid financial instruments with an original maturity greater than three months and less than
one year to be short-term investments. Short-term investments are recorded at the lower of accrued cost and market.

Capital assets

Capital assets are recorded at cost less accumulated amortization, related investment tax credits, government grants and
specific funding under research contract arrangements. Amortization is provided using the straight-line method over the
following terms:

Computer equipment 3years |
Research equipment Syears

Office furniture and equipment 3 -5years

Leasehold improvements Term of the lease

Medical technologies

The costs of acquiring medical technologies are capitalized and amortized on a straight-line basis over the remaining estimated
useful life of the technologies of approximately five to seven years. Equity instruments issued in exchange for technologies are
recorded at their fair value at the date of issuance.

N |
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If management subsequently determines that successful development of products to which medical technology costs relate is
not reasonably certain, or that deferred medical technology costs exceed recoverable value based on estimated future
undiscounted net cash flows, such costs are included in the determination of the loss for the year.

Future income taxes

The Company accounts for income taxes using the liability method of tax allocation. Future income taxes are recognized for the
future income tax consequences attributable to differences between the carrying values of assets and liabitities and their
respective income tax bases. Futureincome tax assets and liabilities are measured using substantively enacted income tax
rates expected to apply to taxable income in the years in which temporary differences are expected to be recovered or settled.
The effect on future income tax assets and liabilities of a change in rates is included in earnings in the period that includes the
enactment date. Future income tax assets are recorded in the financial statements if realization is considered more likely than
not.

Revenue recognition

License and research contract fees

Research contract fees and research related grants, which are non-refundable, are recorded as revenue as the related research
expenditures are incurred pursuant to the terms of the agreement and provided collectibility is reasonably assured. License
fees comprise initial fees and milestone payments derived from collaborative licensing arrangements. Non-refundable milestone
payments are recognized upon the achievement of specified milestones when the milestone payment is substantive in nature,
the achievement of the milestone was not reasonably assured at the inception of the agreement and the Company has no further
significant involvement or obligation to perform under the arrangement. Initial fees and milestone payments received which
require the ongoing involvement of the Company are deferred and amortized into income on a straight-line basis over the
estimated period of the ongoing involvement of the Company.

Royalties

Royalty revenue is recognized when the Company has fulfilled the terms, in accordance with the contractual agreement, the
Company has no future obligations, the amount of the royalty fee is reasonably determinable and collection is reasonably
assured.

Government grants
Government assistance is recorded as a reduction of the related expenditures or capital assets, provided the grants are not
repayable.

Research and development costs
Research costs are expensed in theyear incurred. Development costs are expensed in the year incurred unless the project
meets Canadian generally accepted accounting criteria for deferral and amortization.

Loss per common share

Loss per common share has been calculated using the weighted average number of common shares outstanding during the
year, excluding contingently issuable shares, if any. Diluted loss per common share is equivalent to basic loss per share as the
outstanding options and warrants are anti-dilutive.

Stock based compensation

The Company grants stock options to employees, directors, consultants and clinical advisory board members pursuant to a
stock option plan described in note 9{c]. No compensation is recognized for these plans when common shares or stock options
areissued. Any consideration received on the exercise of stock options or the purchase of stock is credited to share capital.

Deferred leasehold inducement
Leasehold inducements are deferred and amortized to reduce rent expense on a straight line basis over the term of the lease.

Recent pronocuncements

The Canadian Institute of Chartered Accountants ["CICA"] issued a new Handbook Section 3062 and the Financial Accounting
Standards Board has issued a similar standard (SFAS 142}, both entitled Goodwill and Other Intangible Assets. Goodwill and
indefinite life intangible assets will not be subject to amortization but instead will be assessed for impairment on at least an
annual basis. Intangible assets with a finite life will continue to be amortized over their useful tives. Section 3062 will be
effective for the Company’s fiscal year beginning October 1, 2002. The Company does not believe the adoption of Section 3062
will have a material effect on the consolidated financial statements.




Effective October 1, 2002, the Company will adopt the recommendations of the new CICA Handbook section 3870, Stock-Based
Compensation and Other Stock-Based Payments. This section establishes standards for the recognition, measurement and
disclosure of stock-based compensation and other stock-based payments made in exchange for goods and services. The
standard requires that all stock-based awards made to non-employees and direct awards of stock, stock appreciation rights
and awards that call for settlementin cash or other assets to be measured and recognized using a fair value based method.
Awards that an entity has the ability to settle in stock are recorded as equity, whereas awards that the entity is required to or has
apractice of settling in cash are recorded as liabilities. The standard encourages the use of a fair value based method for all
other awards granted to employees, but other methods of accounting for such stock options granted to employees can be used.
However, if a method other than the fair value based method is used to account for awards granted to employees, the Company
must provide pro forma net loss and loss per share information as if the fair value method had been used. The Company will
adopt effective October 1, 2002 the disclosure only provision for stock options granted to employees.

3. CHANGE [N ACCOUNTING PRINCIPLE

Revenue recognitien

Effective July 1, 2001, the Company changed its accounting policy for recognizing license and research contract fees to be
consistentwith U.S. GAAP, as clarified by Staff Accounting Bulletin 101 {"SAB 101”) Revenue Recognition in Financial Statements,
which was issued by the U.S. Securities and Exchange Commission in December 1999. Upfront fees and payments are deferred
and amortized into revenue on a straight-line basis over the estimated period of the ongoing involvement of the Company, as
described in note 2. Previously, the Company recognized upfront fees and payments as earned in accordance with the terms of
the related agreement which was generally the period the payment was received. This change was applied retroactively with the
following effect:

As eriginally reperted As restated
2000 2000

(in thousands of Canadian dollars, except per share data) $ $

License and research contract fees 4,493 4,765
Loss for the year (1,917] {1,645]
Basic and diluted loss per common share (0.13) {0.11)
Deferred revenue — 2,292
Accumulated deficit (29,507) {31,799]

&. FINANCIAL INSTRUMERNTS AND RISK

For certain of the Company’s financial instruments, including cash equivalents, short-term investments, amounts receivable,
deposits and accounts payable and accrued liabilities, the carrying amounts approximate fair value due to their short-term
nature.

Financial risk is the risk to the Company’s results of operations that arises from fluctuations in interest rates and foreign
exchange rates and the degree of volatility of these rates. Foreign exchange risk arises as the Company’s investments which
finance operations are substantially denominated in United States dollars and a significant portion of the Company’s expenses
are denominated in Canadian dollars. Interest rate risk arises due to the Company’s investment being in fixed interest securities.

Foreach of the years presented, the Company’s foreign exchange gain comprises unrealized and realized gains (losses] as
follows:

2002 2001 2000
{in thousands of Canadian dollars) g $ $
Unrealized foreign exchange gain 876 2,475 3,167
Realized foreign exchange gain {loss) (467] 3,501 118
Total unrealized and realized foreign exchange gain 629 5,976 3,285

5. CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

At September 30, 2002, included in cash and cash equivalents is $9,811,728 (US $6,187,242) denominated in US dollars {2001
- $1,849,893 (US $1,171,560]].
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Short-terminvestments are substantially comprised of investment grade commercial debt with an average fixed interest rate
of 2.6% {2001 - 5.7%] and maturities to June 2003 [2001 - June 2002]. Included in short-term investments at September 30,
2002 are investments of $94,247,971 (US $59.432 444) denominated in U.S. dollars [2001 - $122,534,089 (US $77,602,336)].

At September 30, 2002, the fair value of the short-term investments was approximately $121,923.000 {2601 - $152,884,000],
based on quoted market prices.

6. CAPITAL ASSETS
Accumulated Net book
Cost amortization value
lin thousands of Canadian dollars) $ $ $
2002
Computer equipment 1,910 992 218
Research equipment 1,889 1,193 696
Office furniture and equipment 1,284 o7 1,187
Leasehold improvements 6,164 7 6,157
11,2467 2,289 8,958
2001
Computer equipment 1,342 790 552
Research equipment 1,792 1,022 770
Office furniture and equipment 442 338 104
Leasehold improvements 58 55 3
3,634 2,205 1,429

Ouring the year ended September 30, 2002, the Company completed the relocation of its head office and laboratories to a new
leasehold facility with a lease commencing on October 1, 2002. Amortization of the leasehold improvements will be recognized
over the initial ten year term of the lease.

7. MEDICAL TECKNOLOGIES

2002 2001
(in thousands of Canadian dollars) $ $
Medical technologies, cost [note 12] 10,397 7,944
Less: accumulated amortization (5,710) (3,455]

& 687 4,489

8. DEFERRED LEASEHOLD INDUCEMENT

The deferred leasehold inducement is comprised of a tenant improvement allowance and will be amortized to reduce rental
expense on a straight line basis over the initial ten year term of the lease commencing in October 2002.

9. SHARE CAPITAL
[a] Authorized

200,000,000 Common shares without par value
50,000,000 Class | Preference shares without par value

The Class | Preference shares are issuable in Series. The directors may, by resolution, fix the number of shares in a series of
Class | Preference shares and create, define and attach special rights and restrictions as required. None of these shares are
currently issued and outstanding.



[b]  Issuedandoutstanding

Ne. of Ameount
lin thousands of Canadian dollars) shares $
Common shares
Balance, September 30, 1999 13,286,720 60,981
Issued for cash pursuant to public offering - net 1,750,000 128,448
Issued for acquisition of certain medical technology 42,500 1,934
Issued upon exercise of common share purchase warrants [note 9(el] 74,252 900
Issued for cash upon exercise of stock options 104,034 730
Shares repurchased for cash [note 9(d)] (909) (12)
Balance, September 30, 2000 15,256,597 192,981
Issued for cash upon exercise of stock options 274,157 2,350
Balance, September 30, 2001 15,530,754 195,331
Issued upon exercise of common share purchase warrants [note 9(e] 25,064 1,968
Issued for cash upon exercise of stock options 176,049 2,308
Balance, September 30, 2002 15,731,867 199,607

On March 22, 2000, pursuant to a public offering of the common shares of the Company, 1,750,000 common shares were issued
at US $53.50 per common share (CDN $78.77 per share) for net proceeds of US $87,241,227 (CDN $128,448,348) [net of
offering expenses of US $6,383,773 [CDN $9,399,062).

[c]  Stockoptions

In 1998, the Company established a Stock Option Plan ["1998 Plan”}, whereby apticns to purchase shares of the Company’s
stock may be granted to employees, directors, consultants and clinical advisory board members. The exercise price of the
options is determined by the Board but generally will be at least equal to the market price of the common shares at the date of
grant and the term may not exceed ten years. Options granted are also subject to certain vesting provisions. During the year
ended September 30, 2000, the Company obtained shareholder approval to amend the number of stock options available for
granting under the Plan from 1,768,865 comman shares to 2,015,521 common shares. On March 6, 2001, the shareholders
approved the adoption of the 2001 Stock Option Plan ("2001 Plan”), which supercedes the 1998 Plan and increased the number
of stock options available for granting to 3,076,161 common shares of which 267,630 [2001 - 806,848] options are available for
issuance pursuant to the 2001 Plan.

Details of the stock option transactions are summarized as follows:

No. of Welghted average
eptioned exercise price

shares $
Balance, September 30, 1999 1,042,500 9.81
Granted 613,575 39.18
Exercised (104,034]) 7.01
Farfeited (9,298) 20.41
Balance, September 30, 2000 1,542,743 21.62
Granted 855,500 61.61
Exercised (274,157] 8.57
Forfeited (17,464) 50.97
Balance, September 30, 2001 2,106,622 39.31
Granted 615,800 80.91
Exercised (176,049) 13.11
Forfeited {73,780] 64.02
Balance, Seplember 30, 2002 2,472 593 50.80

Of the total options outstanding at September 30, 2002, 42,066 [2001 - 51,566] were granted pursuant to a stock optionand a
discretionary stock option plan superceded by the 2001 Plan.




The options outstanding are exercisable as follows:

Options outstanding Options exercisable
September 30, 2002 September 30, 2002
Range of Number of Remaining Weighted Number of Weighted
exercise commonshares contractuallife average commeon shares average
prices issuable (years) exercise price issuable exercise price
$ $ $
0.25 10,000 3.9 0.25 10,000 0.25
2.75 32,066 3.6 2.75 32,066 2.75
%.00-12.10 411,914 6.1 11.29 393,469 11.27
15.00-17.25 291,183 6.9 16.59 219,350 16.48
45.85-59.35 768,333 8.3 52.71 339,109 55.18
60.38-73.00 448,272 8.2 64.75 212,895 66.53
79.00-85.55 510,825 9.1 85.17 134,041 84.27
2,472,593 7.8 4959 1,340,930 39.01

These options expire at various dates from January 31, 2006 to September 17, 2012 and are subject to vesting over a period
of two to four years.

During the year ended September 30, 2002, the Company accelerated the vesting of nil [2001 -1,042; 2000 - 46,583] stock
options to an immediate vesting from approximately nil years {2001 - 1.7 years; 2000 - 2.5 years].

[d]  Sharesreacquired

During the year ended September 30, 2000, the Company acquired 909 common shares for cash of $455, which were subsequently
cancelled. The excess of the cost of the shares over the amount paid of $11,073 was allocated to contributed surplus.

[e]  Common share purchase warrants and other

Pursuant to a licensing agreement described in note 12{al, during the year ended September 30, 1999, the Company granted
230,000 common share purchase warrants to acquire 230,000 common shares of the Company expiring November 1, 2003
{30,000 of which were not exercisable until after Novermnber 2, 2001 and were cancellable if certain product development
milestones were achieved prior to November 2, 2001]. In November 2001, the 30,000 warrants vested and the Company
recorded as contributed surplus and medical technologies, the increase in the estimated fair value of the 30,000 warrants of
$319,000 [2001 - $1,649,000], determined using the Black Scholes pricing model.

In January 2000, the Company issued 74,252 common shares pursuant to the net share settlement provision in respect of
125,000 common share purchase warrants that were exercisable at a price of $8.50 per share and 75,000 common share
purchase warrants that were exercisable at a price of $11.62 per share. Upon exercise of the 200,000 common share purchase
warrants, the $900,000 previously recorded as contributed surplus representing the fair value of the warrants at the date of
grant, was reclassified to share capital.

Pursuant to the terms of a license agreement, the Company is required to pay royalties based on a percentage of its research
contract fees. On February 2, 2000, the licensor exercised its right to reduce the royalty rate in exchange for the issuance of
42,500 common shares of the Company. The Company has recorded, as medical technology, the fair value of the common
shares of $1,933,750 on the commitment date.

in November 2001, the Company issued 25,064 common shares in net settlement of the 30,000 common share purchase
warrants described above. Accordingly, $1,968,000 was transferred from contributed surplus to share capital.

[l  Shareholder rights plan

Pursuant to a shareholders rights plan [the "Plan”] approved February 10, 1999 and amended March 5, 2002, the holder of the
right is entitled to acquire, under certain conditions, common shares of the Company at a 50% discount to the market upon a
personor group of persons acquiring 20% or more of the common shares of the Company. The rights are not exercisable in the
event of a Permitted Bid as defined inthe Plan. The Plan is valid until the first shareholders meeting held after March 5, 2005.
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10. INCOME TAXES

As at September 30, 2002, the Company has approximately $23,512,000 of loss carryforwards available to apply against future
taxable income in Canada ($17,026,000), the United States ($1,661,000) and Switzerland ($4,825,000) and $7,813,000 and
$2,363,000 of federal and provincial investment tax credits respectively available for future use in Canada. These losses and

investment tax credits expire as follows:

Federal Provincial
investment tax investment tax Loss
credits eredits carry forwards
(in thousands of Canadian dollars) $ $ $
2003 — - 1,755
2004 — - 3,192
2005 — — 3,129
2006 84 — 3,996
2007 240 — —
2008 900 — 4,954
2009 1,329 54 4,825
2010 1,613 625 —
2011 2,047 828 —
2012 1,600 856 —
2022 — — 1,661
7,813 2,363 23,512
Significant components of the Company's future tax assets as of September 30 are shown below.
2002 2001

(in thousands of Canadian dollars) $ $
Future tax assets:

Book amortization in excess of tax depreciation 1,657 1,463

Loss carryforwards 7,006 6,746

Research and development deductions and credits 18,708 14,858

Other assets 1,734 3,954
Total future tax assets 28,905 27,021
Valuation allowance (28,786) (26,512
Total future tax assets 119 509
Future tax liabilities:

Unrealized foreign exchange gain (119} (509)
Total future tax liabilities 1119) (509)
Net future tax assets = —

The potential income tax benefits relating to these future tax assets have not been recognized in the consolidated financial
statements as their realization did not meet the requirements of "more likely than not” under the liability method of tax
allocation. Accordingly, no future tax assets have been recognized as at September 30, 2002 and 2001.

The reconciliation of income tax attributable to operations computed at the statutory tax rates to income tax expense {recovery),

using a 40.87% (2001 - 44.87%; 2000 - 45.62%] statutory tax rate, at September 30 is:




(in thousands of Canadian dollars)

fncome taxes at statutory rates (8,233) (3,736) {750)
Amortization in excess of [less than) capital cost

allowance for tax £2 (209) 634
Expenses not deductible for tax 1,359 312 15
Expenses capitalized for tax purposes 2,74k 4,770 3,154
Income not recognized for tax purposes - (1,823 (1,334]
Income recognized for tax purposes 3,625 — -
Non-capital losses generated (used) 2,651 2,223 (474)
Other deductions for tax purposes 11,988) {1,537) (1,245)

17. COMMITMENTS AND CONTINGENCIES
Lease commitments

The Campany has entered into operating tease agreements for office and laboratory space which expire through May 2012, with
anoption to renew through 2017. Future minimum annual lease payments under these leases are as follows:

(in thousands of Canadian dollars) $
2003 925
2004 975
2005 1,325
2006 1,325
2007 1,199
Thereafter 6,260
12,009

Rent expense for the year ended September 30, 2002 amounted to $667,759 [2001 - $552,576, 2000 - $484,260].

Other

Pursuant tovarious license agreements, the Company is responsible for the payment of royalties based on a percentage of
revenue, subject to certain minimum annual royalties, and the payment of amounts upon the achievement of certain milestenes.
In addition, the Companyis committed to future research and development expenses related to its clinical trials and research
and development programs [note 12].

Contingencies

[a] The Company may, from time to time, be subject to claims and legal proceedings brought against them in the normal course
of business. Such matters are subject to many uncertainties. Management believes that adeguate provisions have been
made in the accounts where required and the ultimate resolution of such contingencies will not have a material adverse
effect on the financial position of the Company.

[b] Oppositions have been filed with respect to a granted European patent that relates to certain products. The Opposition
Division found that some of the claims in the patent, which do not recite stent devices, were invalid. The decision of the
Opposition Division was appealed to a Board of Appeal of the European Patent Office. The Board of Appeal has remanded
the case to the Opposition Division for further consideration of the claims which were granted by the European Patent Office.
An adverse decision by the Opposition Division, or subsequently, by the Board of Appeal, could result in revocation of the
patent or a narrowing of the scope of protection afforded by the patent. The outcome of this case before the Opposition

Division, or subsequently, on appeal, is uncertain at this time.



12. COLLABORATIVE AGREEMENTS

The Company’s most significant agreements are:

[a]

(c]

NeoRx Corporation ["NeoRx")

In December 1998, the Company entered into an exclusive license agreement with NeoRx whereby the Company was
granted an exclusive, worldwide license to certain technologies of NeoRx relating to the use of paclitaxel and analogues
and derivatives for non-oncological diseases. Pursuant to this license agreement, the Company issued 63,846 common
shares and 230,000 common share purchase warrants valued at $1,948,000 [note 9[el].

C.R.Bard, Inc. ["Bard”)

In December 1998, the Company and Bard entered into an exclusive, worldwide, license and development agreement [the
“Bard License Agreement”] which grants Bard the right to use, manufacture, distribute and sell certain technology of the
Company for peripheral perivascular applications in connection with peripheral vascular grafts and AV access grafts.
Pursuant to the Bard License Agreement, Bard paid a license fee to the Company and has agreed to make future mitestone
payments upon achievement of certain critical clinical and commercial development milestones, devote stated amounts for
product research, development and marketing and pay royalties on net product sales. The Company is committed to a
maximum of $16.5 million (US $11 million] of the joint research and development costs to be incurred by both parties. The
payments and commitments of Bard pursuant to the Bard License Agreement, if all milestone payments are made and the
other financial commitments are incurred, excluding royalty payments, is approximately $30 million, of which $3.1 million
has been received as at September 30, 2002. The agreement may be terminated by the Company if certain milestones are
not met by Bard after the appropriate notice is provided. Unless otherwise terminated, the agreement expires upon the
expiration of the last issued patent.

Boston Scientific Corporation ("BSC”] and Cook Incorporated (“Cook”]

In July 1997, the Company, BSC and Cook entered into a licensing agreement and investment agreement [together the
“BSC/Cook License Agreement”} which grants each of BSC and Cook a co-exclusive, worldwide right and license to use,
manufacture, distribute, and sell certain technology of the Company for endoluminal vascular and gastrointestinal
applications on crincorporated in stents and other drug delivery devices.

Pursuant to the BSC/Cook License Agreement, each of BSC and Cook has agreed to reimburse the Company for certain
research and development expenses, make future milestone payments upon achievement of certain critical clinical and
commercial development milestones, devote stated amounts for product research, development and marketing and pay
royalties on net product sales. The payments and commitments pursuant to the BSC/Cook License Agreement, including an
equity investment of $5.4 million, if the milestone payments are achieved and the other financial commitments are incurred,
excluding royalty payments, is approximately $32 million, of which $10.9 million and the equity investment has been
received as at September 30, 2002. The agreement may be terminated by either party if requlatory milestones are not met.
Unless otherwise terminated, the agreement expires upon the expiration of the last issued patent.

13. RECONCILIATION OF GENERALLY ACCEPTED ACCOUNTING PRINCIPLES

The Company prepares its financial statements in accordance with Canadian generally accepted accounting principles ("Canadian
GAAP"], which, as applied in these financial statements, conform in all material respects to United States generally accepted
accounting principles ["U.S. GAAP”), except as follows:

[a]

(b]

For reconciliation purposes to U.S. GAAP, the Company has elected to follow the intrinsic value approach of Accounting
Principles Board Opinion No. 25 “"Accounting for Stock Issued to Employees” [APB 25]) in accounting for stock options
granted to employees and directors. Under APB 25, as the exercise price of the Company’s employee stock options equals
the market price of the underlying stock on the date of grant, no compensation expense has been recognized.

Under U.S. GAAP, stock based compensation to non-employees must be recorded at the fair market value of the
options on the earlier of the date at which a performance commitment is reached or the vesting date of the options.
For purposes of reconciliation to U.S. GAAP, the Company recorded additional compensation expense of approximately
$287,000 [2001 - $449,000; 2000 - $531,000] in respect of options earned by the consultants during fiscal 2002. The
fair value of these options was estimated using a Black-Scholes pricing model with the following weighted average
assumptions for the years ended September 30, 2002, 2001 and 2000, respectively: risk free interest rates of 4.0%,
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4.4% and 5.4%; dividend yields of 0%; volatility factors of the expected market price of the Company’s common stock

of 0.50, 0.74 and 1.17; and a weighted average expected life of the options of five years, six years and six years.

Under U.S. GAAP, the accelerated vesting of stock options granted to employees must be recorded at the intrinsic value of

the stock options on the acceleration date less the intrinsic value on the initial grant date, to the extent an employee benefits
from the acceleration. Accordingly, the Company has recorded compensation expense in the amount of $ nil [2007 -

$49,000; 2000 - $1,767,0001.

] UnderU.S. GAAP, amounts paid for medical technologies used solely in research and development activities and with no

alternative future use, would be expensed.

1 Under U.S. GAAP, short-term investments are classified as available for sale and carried at market values with unrealized
gains or losses reflected as a compenent of other comprehensive income.

Accounts payable and accrued liabilities comprise:

2002 2001
(in thousands of Canadian dollars) $ $
Trade accounts payable 2,532 1,678
Accrued contract research 504 1,428
Employee-related accruals 1,513 576
Other accrued liabilities £, 3469 491

8,898 4173

[g] Forpurposesof Canadian GAAP, the effect of the change in accounting principle described in note 3is applied retroactively
and all prior years have been restated. For purposes of U.S. GAAP, the accounting principle described in note 3is applied
as a cumulative effect adjustment to the fiscal 2001 reported net loss.

IfU.S. GAAP were followed:

[i] theeffectonthe Statements of Loss and Deficit would be:

[in thousands of Canadian dollars except per 2002 2001 2000
share information) $ 3 $
Loss for the year, Canadian GAAP (20,143) {8,327] (1,645)
Adjustment to eliminate retroactive change in accounting principle - — [272)
Adjustment for stock based compensation to non-employees [b] [287) (449) [531)
Adjustment for accelerated vesting of stock options [c] - (49) {1,767)
Adjustment for medicat technology expense and amortization [d] 2,357 (237) (1,492)
Loss before cumulative effect of change in accounting principle

for theyear, U.S. GAAP (18,073) (9.056) (5,707
Cumulative effect of a change in accounting principle [g] — {2,292) —
Loss fortheyear, U.S. GAAP {18,073) (11,348) (5,707]
Adjustment for short-term investments, unrealized gain [e] 106 — —
Comprehensive loss for the year, U.S. GAAP (17,967) (11,348]) (5,707)
Basic and diluted loss per common share, U.S. GAAP:

Loss before change in accounting principle 11.16) (0.59]) (0.40)
Cumulative effect of a change in accounting principle —_ (0.15] —
Basic and diluted loss per common share, U.S. GAAP 11.16) (0.74) (0.40)
Weighted average number of common shares, U.S. GAAP

(inthousands) 15,433 15,414 14,332




[ii] Balance Sheet items which would vary under U.S. GAAP are as follows:

2002 2001

(in thousands of Canadian dollars) $ $

Medical technology 2,555 —
Short-term investments 121,923 152,884
Total assets 149,539 158,214
Contributed surplus 3,255 4,617
Accumulated other comprehensive income 106 —
Deficit (65,582) [47,509)

lii] Statements of Cash Flow items, which would vary are as fotlows:

2002 2001 2000
lin thousands of Canadian dollars) $ $ $
Cash used in operating activities,Canadian GAAP 115,076) (9,791) (6,118
Adjustment for medical technologyexpense — (114] (720)
Cash used in operating activities,U.S. GAAP (15,076) [9,905) [6,838]
Cash provided by (used in] investing activities, Canadian GAAP 26,031 6,542 (125,038)
Adjustments for medical technology — 114 720
Cash provided by (used in] investing activities, U.S. GAAP 26,031 6,656 {124,318])

Pro formainformation regarding netincome and earnings per share is required by Statement of Financial Accounting
Standard No. 123 "Accounting for Stock Based Compensation”, for stock options granted to employees and directors under
the fair value method of that statement. The fair value for these options was estimated at the date of grant using a Black-
Scholes pricing model with the following weighted average assumptions for the years ended September 30, 2002, 2001,
and 2000, respectively: risk free interest rates of 4.0%, 4.4% and 5.4%; dividend yields of 0%; volatility factors of the
expected market price of the Company’s common stock of 0.50, 0.74 and 1.17; and a weighted average expected life of the
options of five years, five years and six years.

The Black Scholes pricing model was developed for use in estimating the fair value of trade options which have no vesting
restrictions and are fully transferable. In addition, option valuation models require the input of highly subjective assumptions
including the expected stock price volatility. Because the Company’s employee stock options have characteristics significantly
different from those of traded options, and because changes in the subjective input assumptions can materially affect the
fair value estimate, in management’s opinion, the existing models do not necessarily provide a reliable single measure of
the fair value of its employee stock options.

The weighted-average fair value of options granted during the year ended September 30, 2002 was approximately $39
(2001 - $40; 2000 - $33].

Applying the above, supplemental disclosure of pro forma loss and loss per share is as follows:

2002 2001 2000

(in thousands of Canadian dollars) $ $ $
Loss for the year, U.S. GAAP (18,073) (11,348) (5,707
Add: SFAS 123 Expense (20,76%) [14,487) (3,736)
Pro forma loss, U.S. GAAP (38,842] (25,835) (9,443)
Pro forma loss per share, U.S. GAAP (2.48) {1.68) (0.66)

Weighted average number of common shares,
U.S. GAAP (in thousands) 15,633 15,414 14,332




14. SEGMENTED INFORMATION

The Company operates in two segments: medical device coatings/implants and therapeutics. Medical device coatings/implants
comprise the research and development of drug loaded coatings for medical devices and drug loaded medical implants.
Therapeutics comprise the research and development of pharmaceuticals for the treatment of chronic inflammatory diseases
such as rheumatoid arthritis and psoriasis.

The Company does not include total assets and capital assets in evaluating segment performance and therefore total assets
and capital assets are not allocated between segments. However, the Company evaluates segment performance based on
segment profit or loss which includes an allocation of capital asset and medical technology amortization based upon estimated
usage during the period. Capital assets and medical technologies are substantially located in Canada with a net book value of
$13.6 million.

Also for purposes of evaluating segment performance, general and administration expenses are allocated to the segments
based upon estimated usage during the period. The unatlocated general and administration expenses and amortization of
capital assets are included in non-allocable expenses. Investment and otherincome and foreign exchange gain is not allocable
between segments.

Years ended September 30

2002 2001 2000
lin thousands of Canadian dollars) $ $ $
{Restated -
see note 3]
Revenue "

Medical device coatings/implants 7,330 1,123 4,765
Totalrevenues for reportable segqments 7,330 1,123 4,765
Loss for the year

Medical device coatings/implants (7,110) (6,313) (236)

Therapeutics (10,704) [14,584) (9,397
Total loss for reportable segments (17,814) (20,897} (9,633]

(1] Revenues are all attributable to the U.S. based on the location of the Company’s collaborators or the location of the
licensee.

Reconciliation of loss for the years ended September 30:

2002 2001 2000
lin thousands of Canadian dollars) $ $ $
[Restated -
see note 3]
Total loss for reportable segments 117,814) (20,897 (9.633)
Non-allocable corporate expenses (6,412) (2,542) (1,222)
Total otherincome 4,083 15,112 9,210
Loss for the year [20,143) (8,327] (1,645]

15. COMPARATIVE FIGURES

Certain comparative figures have been reclassified from statements previously presented to conform to the presentation
adopted during the year ended September 30, 2002.

16. SUBSEQUENT EVENT

On September 30, 2002 the Company and Cohesion Technologies, Inc. ("Cohesion”}, a U.S. public company specializing in the
development of biosurgical materials, jointly announced that they have signed a definitive agreement for the Company to
acquire Cohesion in an all stock merger transaction. The purchase price is approximately US$42 mitlion lincluding in the money
options and warrants], or US$4.05 per common share of Cohesion, subject to adjustment by a “collar” provision with respect to
the trading price of the Company’s shares. The transaction is expected to close during the second quarter of 2003, subject to
various regulatory and shareholder approvals and will be accounted for using the purchase method of accounting for business
combinations.
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