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Indicate by check mark if the registrant is submitting the Form 6-K in paper as permitted by
Regulation S-T Rule 101(b)(1): X

Note: Regulation S-T Rule 101(b)(1) only permits the submission in paper of a Form 6-K if
submitted solely to provide an attached annual report to security holders.

Indicate by check mark if the registrant is submitting the Form 6-K in paper as permitted by
Regulation S-T Rule 101(b)(7):

Note: Regulation S-T Rule 101(b)(7) only permits the submission in paper of a Form 6-K if
submitted to furnish a report or other document that the registrant foreign private issuer must
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been the subject of a Form 6-K submission or other Commission filing on EDGAR.

Indicate by check mark whether by furnishing the information contained in this Form, the registrant is
also thereby furnishing the information to the Commission pursuant to rule 12g3-2(b) under the
Securities Exchange Act of 1934.
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If “Yes” is marked, indicate below the file number assigned to the registrant in connection with Rule
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

FORBES MEDI-TECH INC.
(Registrant)

By: “Nancy Glaister”

Nancy Glaister
Corporate Secretary

Dated: May 20, 2005
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DISCOVERY TO MARKET WILL SERVE TO DELIVER

INNOVATIVE SOLUTIONS
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OUR SENIOR AND OPERATIONAL MANAGEMENT TEAM

Charles A. Buit, B.Comm. Prosidant and Chief Executiva Oificer

Laura Wossman, MBA  Sanior Vice Prosident, Corporate Devolopment

B

David Goold, CA  Chief Financial Officer

] " 1

OUR MANAGEMENT TEAM COMBINES YEARS OF
MEDICAL. PHARMACEUTICAL AND BIOMEDICAL
KNOWLEDGE WITH STRATEGIC BUSINESS SENSE.

|
|

Jerzy Zawistowski, Ph.D. Vice President, Functional Foods 8 Nutraceuticals

David Stewart, Ph.D. Vice President, Regulatory Affairs and Scientific Servicas

Lo

. Vice President, Marketing & Sales
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Year ended December 31, 2004
(Al amounts following are expressed in Canadian dollars unless otherwise indicated.)

The following information should be read in conjunction with our audited consolidated financial statements
and refated notes that are prepared in accordance with Canadian generally accepted accounting principles.

OVERVIEW

FORBES MEDI-TECH, INC. ("Forbes", the "Company”, "we", "us" or "our") is a life sciences company
dedicated to the research, development and commercialization of innovative products for the prevention and
treatment of cardiovascular disease. Our vision is to develop and market products along a treatment continu-
um that cardiovascular disease consumers, healthcare professionals and specialized cardiovascular disease
vesearch and healthcare institutions will identify, recommend and seek. Gur proposed business strategy is to
develop and commerciafize proprietary compounds to address the unmet needs of patients within the cardio-
vascular disease market. Our scientific platform is based on core sterol technology. We have developed
cholesterol-lowering agents for use in pharmaceutical compounds, functional foods and dietary supplements.

Pharmaceuticals

Our pharmaceutical development program has targeted the cholesterol-lowering prescription market through
the development of FM-VP4, a novel cholesterol-lowering prescription pharmaceutical candidate which
recently completed a Phase Il clinical trial in Europe. FM-VP4 is a cholesterol absorption inhibitor, a
relatively new class of cholesterol-lowering pharmaceutical that may have therapeutic applications alone or in
conjunction with other cholesterol-lowering therapies.

Taking into account the results of the European trial, we are planning to undertake a U.S. Phase Il clinical
study of FM-VP4 in 2005 involving an expanded number of participants, a longer trial duration and a
narrower dosage range. The U.S. Phase 11 clinical trial design will focus on identifying the reduction in
LDL-cholesterol praduced by FM-VP4. To support this planned trial, we have recently commenced a 90 day
preclinical toxicology study, and currently anticipate filing of an investigational new drug application with the
U.S. FDA and commencing our U.S. Phase Il trial later this year.

In July 2004, we announced the addition of two novel cholesterol absorption inhibitors to our drug
development program. The first compound, FM-VA12 is a novel single molecular entity that has been shown
in animal studies to inhibit cholesteral absorption. The second compound, FM-VP24, is a novel analogue, which
early stage research shows inhibits cholesterol absorption while also exhibiting anti-inflammatory activity.
These compounds were identified for further pre-clinical work from our FM-VPx Library of Compounds, which
we continue to investigate for additional drug development candidates.

Nutraceuticals

We curiently market two nutraceutical products, Reducol™ and Phyto-S-Sterols. These products are plant
sterol-based cholesterol-lowering food and dietary supplement ingredients derived from by-products of the
forestry industry.

Both Reducol™ and Phyto-S-Sterols are produced through a proprietary extraction and purification process
by the Phyto-Source Limited Partnership ("Phyto-Source"), a 50-50 manufacturing joint venture between our
wholly-owned subsidiary, Forbes Medi-Tech (USA) Inc. ("Forbes USA™), and Chusei (U.S.A.) Inc. ("Chusei™).
Phyto-Source operates a dedicated phytosterol manufacturing facility near Houston, Texas, with an annual
capacity of 1,500 metric tonnes,

While both Reducol™ and Phyto-S-Sterols are manufactured by Phyta-Seurce, Reducol™ is manufactured
only for our account, with sales ta third parties made solely by us. In 2008, we informally agreed with Chusei
that Phyto-S-Stercls would be manufactured for sales directly by Phyto-Source to third parties, with us
acting as the primary sales agent for the Phyto-S-Sterols.

In November 2004 and more recently, in March 2005, we received approval from regulatory authorities in the
European Union to market Reducol™ in a number of foods. Currently, Reducol™ has been approved for use
in milk-based drinks, yellow fat spreads (margarine), fermented milk type products, soy drinks, low-fat cheese
type products, yoghurt type products, spicy sauces, and salad dressings. In Switzerland, Reducol™ has reg-
ulatory approval for yeflow fat spreads. Sterols are still under regulatory review in Australia and New Zealand.

In the United States, we received clearance in May of 2000 under the Generally Recognized as Safe ("GRAS™)
regulations to sell Reducol™ in food products and dietary supplements under the U.S. Dietary Supplement
Health Education Act ("DSHEA") regulations. In early 2003, the U.S. Food and Drug Administration ("FDA")
issued a letter to us which allows us and our customers to apply the phytosterol heart-health claim approved
by the FDA to our range of phytosterol products, including Reducol™,

2004 HIGHLIGHTS

Clinical Studies

On April 5, 2004, we announced the results of our European Phase [l clinical trial of FM-VP4, The preliminary
trial results reported in April 2004 showed that FM-VP4 demonstrated a dose-response that was statistically
significant. In particular, FM-VPA showed an overall reduction in low-density lipoprotein ("LDL"), as compared
with placebo, of 11%. Thirty-three percent of subjects achieved a greater than 15% reduction at the 400 mg
per day dosing level. The data suggested that 400 mg per day may be the optimal dose, although further
studies are required to confirm a plateau. In addition to these statistically significant results, FM-VP4
continued to demonstrate an excellent safety profile with no difference between dosing and placebo groups.

We are currently proceeding with our plans for a U.S. Phase 1 clinical trial of FM-VP4, following on the results
of the European study. See "Qverview - Pharmaceuticals” above.

Nutraceutical Regulatery Approval

In November 2004, we announced that a European Commission decision had been issued authorizing the use
of Reducol™ in milk-based beverages. This initial decision authorizing the use of Reduco™ established the
hasis for the more recent European Union regulatory approval of Reducol™ in several additional food groups.
(See "Subsequent Events - Nutraceutical Regulatory Approval” below).

Nutraceutical Sales Agreements

In September 2004 we announced that we had secured a sterols sales agreement for US$24.4 million over a
three-year period beginning in January 2005. This new customer agreement is between our manufacturing
joint venture, Phyto-Source LP, and a leading multinational ingredient company.

Following approval of Reducol™ for sale in milk-based products in Eurape in November 2004, we announced
sales and licensing agreements with two European companies. We agreed to supply Reducol™ for use in milk-
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Year ended December 31, 2004
(All amounts following are expressed in Canadian dollars unless otherwise indicated.)

REVENUES
Summary;
(millions of § except per share values)

Year ended Year ended Year ended

Dec 31, 2004 Dec 31,2003  Dec 31, 2002
Phytasterol sales $ m $ 139 § 6.9
Licensing 0.2 0.2 0.9
Phytosterol revenues 172 141 18
Interest and other 04 0.2 02
Total revenues $ 76 § 143 § 8.0

Fiscal 2004 compared to Fiscal 2003

Total revenues, including interest income, for the fiscal year ended December 31, 2004 were $17.6 million
compared with $14.3 million for the fiscal year ended December 31, 2003, an increase of 23%.

Phytostero! revenues include direct sales of phytosterol products (branded - Reducol™ and non-branded
~ Phyto-S-Sterols) during the period and amortization of previously received license fees in accordance with
our revenue recognition policies. Phytosterol revenues for the year ended December 31, 2004 totaled $17.2
million compared with $14.1 million for the year ended December 31, 2003,

Phytostero! sales for fiscal 2004 were $17.0 million compared with $13.9 million for fiscal 2003, In the year
ended December 31, 2004, the bulk of our revenues were eamed from sales to three main customers.

In June 2004, we announced the renewal of a major phytosterol agreement between Phyto-Source LP and a
large multinational company. The renewed contract is effective through the end of 2003. In September 2004,
we annaunced that we had secured an additional phytosterol supply agreement between Phyto-Source LP and
another Ieading multinational ingredient company. This agreement is for US$24.4 million over a three year
period, commencing January 2005. Accordingly, revenues from this latter agreement will be reflected in
future periods.

The Company is in negotiation with potential customers internationally to expand its customer base.

Fiscal 2003 compared to Fiscal 2002

Total revenues, including interest income, for the fiscal year ended December 31, 2003 were $14.3 million
compared with $8.0 million for the fiscal year ended December 31, 2002, an increase of 79 %.

Phytosterol revenues include direct sales of phytosterol products (branded - Reducol™ and non-branded
- Phyto-S-Sterols) during the period and amartization of previously received license fees in accordance with
our revenue recognition policies. Phytosterol revenues for the year ended December 31, 2003 totaled $14.1
million compared with $7.8 million for the year ended December 31, 2002.

Phytosterol sales for fiscal 2003 were $13.9 million compared with $6.9 million for fiscal 2002. In the year
ended December 31, 2003, the butk of our revenues were earned from sales to two main customers. The

increase in sales for the year ended December 31, 2003 was primarily as a result of our share of sales of non-
branded sterols from the Phyto-Source joint venture under a major supply agreement secured in September
of 2002 (see Company news releases dated September 19, 2002 and January 15, 2003). Shipments under this
two-year agreement commenced in January of 2003.

In 2003, we extended our supply and licensing contract for up to three years with Pharmavite for the contin-
ued sale of Reducol™. An amount of US$0.3 (Cdn$0.45) million advanced as an upfront licensing fee is being
amortized over the life of the agreement, The contract calls for an undisclosed amount of Reducol™ to be
purchased each year to maintain Pharmavite's exclusive rights to the mass-market distribution channel in the
United States.

OPERATING EXPENSES
Summary:
(millions of $ except per share values)

Year ended Year ended

Year ended Dec 31,2003  Dec 31, 2002

Dec 31, 2004 (restated) (restated)

Cost of sales, marketing

and product development $ 94 3 82 $ 12
General and administrative 6.2 49 43
Research and development A7 21 32
Stock-hased compensation 28 15 04
Depreciation/amortization 18 20 23
Total operating expenses $ 21§ 187 $ 14

Fiscal 2004 compared to Fiscal 2003

Gost of sales, marketing and product development ("Cost of Sales") Cost of Sales for the year ended
December 31, 2004 totaled $8.4 million on phytosterol revenues of $17.2 million, or 55% of phytosterol
revenues, versus $8.2 million on phytosterol revenues of $14.1 million for the year ended December 31, 2003,
or 58% of phytosterol revenues. The decrease in cost of sales as a percentage of sales can be atributed to
improvements in production efficiencies and product mix. While Cost of Sales as a percentage of phytosterol
revenue has decreased in 2004 resulting primarily from improvements in production efficiencies, such
percentage may continue to fluctuate over time due both to variations in the phytosterol product mix and to
increases in marketing efforts.

in 2004, the capacity at our Phyto-Source joint venture manufacturing facility underwent expansion from
1,000 mt to 1,500 mt in annual production of phytosterol products for commercial sale.

General and administrative General and administrative expenditures ("G&A") for fiscal year 2004 totaled
$6.2 miltion, compared with $4.9 million in fiscal vear 2003. In 2004, G&A increased by 27% over 2003. By
type of costs incurred, G&A for 2004 consists of professional services - $2.1 million (2003 - $1.3 million),
salaries and benefits - $1.2 million (2003 - $1.1 million); travel - $0.3 million (2003 - $0.2 million); occupancy
costs - $0.2 milfion (2003 - $0.2 million); and operations - $2.0 million (2003 - $1.6 milfion). Operations
increased due to increased withholding tax expenses for 2004 and increased administrative expenditures
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Year ended December 31, 2004
(At amounts follawing are expressed in Canadian dollars unless otherwise indicated.)

General and administrative General and administrative expenditures ("G&A") for fiscal year 2003 totaled
$4.9 million, compared with $4.3 million in fiscal year 2002. In 2003, G&A increased by 14% over 2002. By
type of costs incurred, G&A for 2003 consists of professional services - $1.3 miflion (2002 - $1.3 million),
salaries and benefits - $1.1 million (2002 - $0.7 miilion); travet - $0.2 million (2002 - $0.2 million); occupancy
costs - $0.2 million (2002 - $0.3 million); and operations - $1.6 million (2002 - $1.7 million). The increase in
wages is primarily as a result of the addition of staff in 2003, and the re-payment in 2003 of deferred wages
from 2002, net of a reduction in 2002 of tenure allowance liability of approximately $0.2 million. Operations
increased due to increased insurance premiums for 2003 and increased administrative expenditures resulting
from increased business activity in 2003,

Stock-based compensation Stock-based compensation expense totaled $1.5 million for the year ended
December 31, 2003 compared with $0.4 million for 2002. Of the $1.5 million of stock-based compensation
expense, $1.0 million relates to employee and $0.5 million to non-employee option grants compared with
$0.4 million in 2002, of which $0.37 million related to employee and $0.03 million to non-employee option
grants. (see ""Change in Accounting Policy"”, below).

Depreciation and amortization ("Amortization) Amortization expense refates to the amortization of
equipment and intangible assets acquired upon the formation of the Phyto-Source joint venture. The decrease
in amortization relates mainly to the divestiture of 2 majarity of our laboratary equipment at UBC. For the year
ended December 31, 2003 Amortization totaled $2.0 million compared with $2.3 million for the year ended
December 31, 2002. For the year ended December 31, 2003, of the total $2.0 million (2002 - $2.3 million) of
Amortization, $0.8 million (2002 - $1.0 million) pertains to depreciation of assets and $1.2 million (2002 -
$1.3 million) pertains to amortization of our technology licenses. Our technology is being amortized aver
ten years.

QUARTERLY FINANCIAL INFORMATION
(millions of $ except per share amounts) (unaudited)

2004 2003
(restated)
Q Q2 3 04 1]l 02 03 11}

Revenues

Net income (loss)

Net income (loss)
per share, basic
and fully diluted

$ 33 § 32 § 54 § 57
$ 00 $ @0 80N S % 00

$ 35 § 34§ 49
$ 20 $08 § (24

$(006) $(008) $(005) $(0oe)| $ 000 $009 $(0.07) $(0.09)

Revenues over the most recent eight quarters include primarily the revenues from sales of the Company's
nutraceutical products, Reducol™ and Phyto-S-Sterols.

Net income (loss) over the most recent eight quarters has been affected largely by the following significant events.

(01/2003 - Included in the net income for the period, is an amount of $0.6 million representing a reduction to
R&D expenditures by way of receipt of Quebec provincial investment tax credits. As the Company no longer

has manufacturing facilities or offices in Quebec, no further investment Quebec tax credits are expected.

02/2003 - Included in the net income for the period, is an amount of $2.2 million representing a gain on the
divestiture of the Company’s AD/ADD technology. In April of 2003, the Company sold its pharmaceutical fine
chemicals technology which centered on process technologies for the production of the steroid intermediates
androstenedione (AD) and androstadienedione (ADD) for total proceeds of $2.6 miflion (US$1.9 million) and
recorded a gain on the sale of $2.2 million, after transaction costs. Final payment for the sale was received
in January 2004.

(2/2004 - As stated under "General and Administrative” above, included in general and administrative
expenses for this quarter was a payment of $630 thousand in respect of the termination of a consulting
contract.

R&D expenditures have generally been on the increase since the second quarter ended June 30, 2003 as the
Company continues to develop FM-VP4, and explores new drug candidates within the VPx Library of
Compounds. R&D is expected to continue to increase in 2005 as core research projects are progressed, work
on FM-VP4 continues in preparation for the US. Phase Il clinical trial, and the Company's Library of
Gompounds is further explored.

Loan commitments, capital lease and guarantees
We conduct certain of our businesses through incorporated and unincorporated joint ventures.

In January 2001 we entered into a Formation and Contribution Agreement and on July 17, 2001 formally
entered into a 50-50 joint venture (collectively referred to as the "Agreements") with Chusei ta form Phyto-
Source, to construct and operate a dedicated phytosteral manufacturing facility near Houston, Texas.

Under these Agreements, we contributed, through Forbes USA, US$7.1 million towards the construction of a
phytosterol manufacturing facility and US$1.0 million towards working capital. In addition, we loaned Phyte-
Source US$4.0 millien for acquisition of technology from Chusei USA and transferred inventory of raw
materials and finished goods priced at US$3.5 million. Further, under these agreements, in some instances we
are the selling party for certain phytosterol products from Phyto-Source. In addition, Chusei is restricted from

separately undertaking sterol selfing or manufacturing activities.

In August 2003, we were repaid US$3.0 million of our original US$4.0 million loan to Phyto-Source. The pay-
ment was made with loan proceeds advanced to Phyto-Source from the Amegy Bank of Texas ("'Amegy Bank')
(formerly known as "Southwest Bank of Texas") by way of a US$3.0 million, three-year term loan at a fixed
interest rate of 6%. The Amegy Bank has also set up a US$1.5 million revolving line of credit for Phyto-Source.
Re-payment of the term loan and any funds drawn on the line of credit are the responsibility of Phyto-Source,
secured against its assets and quaranteed by Phyto-Source's joint venture partners, Forbes USA and Chusei.

Phyto-Source continues to owe Forbes USA US$1.0 million of the original US$4.0 million loan, which debt
Farbes USA has agreed with the Amegy Bank ta defer until all indebtedness of Phyto-Source to the Amegy
Bank has been paid.

As at December 31, 2004 a balance of US$1.5 million (our 90% joint venture interest ~ US$0.75 million,
Cdn$0.8 mitlion) remains cutstanding on the Phyto-Source term loan with the Amegy Bank. In addition, the
revolving line of credit has been utilized by an amount of US$1.0 million (our 50% joint venture interest -
US$0.5 million, Cdn$0.6 million). The line of credit bears interest at a floating rate of prime plus 1% (with a
floor of 5.75%), calculated daily, and unless extended, is repayable in full on July 31, 2605.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Year ended December 31, 2004
(All amounts following are expressed in Canadian dollars unless otherwise indicated.)

CONTRACTUAL OBLIGATIONS

The following table sets out our known contractual obligations as specified in the table as of December 31,
2004, our latest fiscal year-end balance sheet.

(as at December 31, 2004)(millions of Cdn$)
Payments due by period

Total Less 2-3 4-5 More

than years years than

1 year 5 years

Demand loans (i) $ 15 § 12 ¢ 03 - -
Capital leases (i) 06 01 02 §$ 03 -
Operating lease obligations (jii) 10 0.6 04 - -
Research and development contracts (iv) 11 08 0.3 - -
Total $ 42 $ 27 § 12 $ 03 -

(i) our 50% joint venture interest in Phyto-Source term loan and revolving ling of credit (see "loan
commitments, capital lease and guarantees”, ahove)

) our 50% joint venture interest in Phyto-Source capital leases (see "loan commitments, capital lease
and guarantees”, above)

(iii) Operating leases comprise our long-term leases of rental properties, photocopiers, and postage meter;
also included is a 50% interest in the Phyto-Source joint venture long-term leases of postage meter,
forklifts and railcars; included in operating leases is our lease commitment relating to the laboratory
space at UBC which lease expires in August of 2005. The premises were sub-leased in 2003 for the
duration of the full lease term.

(iv)Research and development contracts commitments relate to R&D projects initiated via contract or
agreement; payment of commitments is executed when the relevant work is completed as per
contract or agreement.

In January 2005, we entered into contract with a European based research organization, to conduct a 90 day
toxicity study for its cholesterol-lowering drug, FM-VP4, as a precursor to the US hased Phase Il human trials.
The contract is for 0.8 million (Cdn$1.3 million) and s expected to be fully completed by August 2005.

We have no material off-balance sheet arrangements. We have no material trading activities involving non-
exchange traded contracts accounted for at fair value. We have no material relationships and transaction
terms that would not be available from clearly independent third parties on an arm’s length basis.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Qur 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 19 to the consolidated
financial statements for the year ended December 31, 2004.

In preparing our consolidated financial statements, we are required to make certain estimates, judgments and
assumptions that we believe are reasenable based on the information available to us at the time that these
estimates and assumptions are made. Actual results could differ from our estimates. These estimates and
assumptions affect the reported amounts of assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the periods presented. Significant estimates are used
for, but not limited to, assessment of the net realizable value of long-lived assets, accruals for contract
manufacturing and research and development agreements, allocation of costs to manufacturing, taxes and
contingencies. The significant accounting policies which we believe are the most critical to assist in fully
understanding and evaluating our reported financial results follow. Note 2 to the consolidated financial
statements for the year ended December 31, 2004 should be read in conjunction with this Management
Discussion & Analysis for a more comprehensive outline of our significant accounting policies.

Research and Development All research costs are expensed as incurred. Development costs are expensed
in the period incurred unless we believe a development project meets stringent criteria for deferral and
amortization. No development costs have been deferred to date.

Revenue recognition We recognize revenue from product sales at the time the product is shipped or upon
delivery, which is when title passes to the customer, and when all significant contractual obligations have been
satisfied and collection is reasonably assured.

Contract research payments and milestone payments are generally recognized over the life of the technology
license agreement to which they relate, unless the payments clearly have no refationship to potential future
production, royalty, or other related arrangements.

License fees and royalty advances are deferred and amortized over the life of the relevant agreements.

Foreign currency translation Qur functional and reporting currency is the Canadian doltar, Foreign
currency denominated transactions are translated into Canadian dollars at the rate of exchange in effect at
the date of the transaction. Monetary assets and fiabilities deneminated in foreign currencies have been
translated into Canadian dollars at the rates of exchange in effect at the balance sheet date. Any gains or
losses resulting on translation have been included in the determination of income.

Stock-based compensation We have a stock-based compensation plan for our employees, officers, direc-
tars and consiltants and for those of our affiliates, which is described in note 11(e) of the consolidated finan-
cial statements. Effective January 1, 2004, we have adupted, on a retroactive basis, the transitional provisions
of CICA Handbook Section 3870, "Stock-based compensation and other stock-based payments”. Beginning
January 1, 2004, we account for employee stock options to include the recognition of compensation expense
for stock options granted to employees, based on the fair value of the stock options issued (see note T1(g) of
the consolidated financial statements).
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Year ended December 31, 2004
(Al amounts following are expressed in Canadian dollars unless otherwise indicated.)

FORWARD LOOKING STATEMENTS
AND RISK FACTORS THAT MAY AFFECT FUTURE RESULTS (continued):

« Need for Additional Funds As at December 31, 2004, we had a cumulative deficit of $65.9 milion. We will be expending
substantial funds in 2005 and beyond. The net funding received by us from our 2003 and 2004 equity financings, in conjunction with
our revenue stream, is expected to be sufficient to cover our pharmaceutical development program in the short term. In the langer term,
we will be required to obtain additional funding, whether by equity sales or technotagy licensing, co-development collaborations, or other
strategic alliances. Should we be unable ebtain additional funding, we have the ability to cut costs as necessary and expect to be able
to fund core technology development from projected sales of ours branded and non-branded nutraceutical products. However, if
projected sales are not realized, there will be negative effects on our cash flow and operations and en our ability to continue our
operations. Any additional equity financing, if secured, may result in significant dilution to the existing shareholders at the time of such
additional financing. Any technology licensing, co-development collaboration or other strategic alliance may reduce our interest in the
project or property subject thereto.

« Dependence Upen a Few Customers and Products Most of our revenue has been earned from sales to a few customers and any
material change in the relationship with such customers, the customer’s projected demands for our products, or the ability of such
customers to meet their contractual ohligations may negatively impact our business and operations. The supply agreement with our
largest customer is currently scheduled to terminate at the end of 2005, and it is not known at this time whether such agreement will
be renewed. The non-renewal of such contract, or replacement thereof with other contracts, may have a material adverse effect on our
sales and revenues The Company has entered into a three-year supply, with shipments starting in January 2005 with a multinational
ingredient company.

« Development and Commercialization of Pharmaceutical and Nutraceutical Products To achieve sustained, profitable
operations, we must successfully develop, obtain regulatory approvals for, and prafitably manufacture and market one or more of its
products. While we are marketing our phytosterals, sales have only commenced in recent years and such products are still relatively
new on the market. The develepment and commercialization of new products is subject to a number of significant risks and un-
certainties, particularly in the pharmaceutical and nutraceutical industry which is highly speculative in nature. Potential products that
appear to be promising in various stages of development, including without limitation, FM-VP4, Vivola™ and soft gel capsules, may not
reach the market, or if reached, may not achieve profitable sales levels, for a number of reasons such as:

+  ineffectiveness or unsuitability of the products for human use or the discovery of unexpected or unacceptable toxicity levels
which may manifest itself through pre-clinical studies and clinical trials

+ inability to receive necessary regulatory approvals fram local and international government and regulators to undertake
clinical trials or to manufacture, label, advertise, make claims and sell our products

= costs or other factors which may make manufacturing or marketing of preducts impractical and nen-cempetitive
= unacceptability of the products in the market place

« inability to protect our intellectual property rights necessary for the research and development, manufacture and sale of
our products

» the termination, expiry or inability to use proprietary processes, products or infermation owned by third parties needed for the
manufacture and sale of products developed by us

« the risk of obsolescence of aur technology
«  insufficient availahility of raw materials and the inability to cbtain raw materials on acceptable terms

* clinical trials may not be undertaken or completed as planned, and if undertaken or completed, may not achieve expected
results, as results from preclinical studies and prefiminary clinical trials may not be predictive of results obtained in farger
clinical trials

« Competition We have a number of competitors, some of whom are better able commercialize their products, which could render our
products obsolete ar uncempetitive prior to recovering its expenses. We anticipate that we will face increased competition in the future
as new products enter the market and advanced technalogies hecame available.

« Risks Refated to Joint Ventures and Strategic Relationships We are dependent upon joint ventures and strategic refationships,
and in particular, on its joint venture relationship with Chusei, to manufacture product, generate revenue and conduct our business, and
the breakdown of these relationships may negatively affect our future revenues and business.

» Future Revenues and Profitability are Uncertain Our future revenues and profitability are uncertain for a number of reasons,
such as the future demand for our products, the ability to control costs, unanticipated expenses, the expenses and effects of launching
new products, and the ability to overcame risks of development and commercializatian of pharmaceutical and nutraceutical products as
set out above.

« Currency Fluctuation We conduct and will conduct further business in foreign currency, hence, we are and will continue to be
exposed to foreign currency fluctuations. At present, we do not have any plans to hedge against any currency risk.

« The Company has a History of Lasses For the fiscal year ended December 31, 2004 we reported a net loss of $8.0 miflion and
an accumulated deficit of $65.9 million. We anticipate that we will continue to incur significant losses during fiscal 2005 and that we
will not reach profitability until after further successful and profitable commercialization of our products. Even then, the initial losses
incurred by us may never be recovered. There can be no assurance that any of our recently launched products or products currently
under development will be commercially successful.

« Need for Growth We intend to launch a series of products over the next few years, however, there is np assurance that our resources
will be able to adequately respond to support such growth.

« Dependence upon Key Personnel Our ability to develop marketable products and to maintain a competitive position in light of
technological developments will depend upen its ability to atbract and retain highly qualified scientific and management personnel,
Competition for such personnel is intense and if we lose the services of key personnel, we may be unable to replace them.

+ Product Liability, Negative Publicity and Insurance We are exposed to the risk of product liability claims for the use of our
products. Qur insurance policy may not cover any potential claim or if coverage is available, may not provide sufficient coverage to
protect us against loss and may affect our ahility to maintain and obtain adequate future insurance coverage. Further, even if sufficient
insurance coverage is available to cover any potential claim, publicity associated with any such claim could negatively taint public
opinion about us and the safety or efficacy of our products.

+ Political and Economic Risks We have manufacturing facilities in the United States, conduct business in foreign countries and are
seeking business opportunities worldwide. Changes in government, economic and political policies may adversely affect our business and
operating results.

« Environmental Risks We are subject to laws and regulations governing hazardous by-products and we may be adversely affected
by the requirements to comply with current or future environmental laws and regulations. There is also a risk of accidental contamina-
tion or injury from hazardous materials that cannot be eliminated and we could be liable for any resulting damages, such damages which
may exceed our resources.

« Infiation The impact of inflation on our operations has been minimal and is expected to continue to be minimal in the next few years.

These risks and other uncertainties are more fully described in our filings with the SEC (see www.sec.gov/edgar.shtml), 0SC, and BCSC
(see www.sedar.com), including, without fimitation, in our annual reports/annual information farms on Form 40-F. Forward-looking
statements are based on beliefs, opinions and expectations of our management at the time they are made and we do not assume any
obligation to update our forward-looking statements if these beliefs, expectations, opinions or other circumstances should change.




0g

5007 ‘9 uoien

epeue?) ‘1aAnoauep
SjueUN0I3Y pasapiey)

AN RV

sajdound Bununoooe paydasge Aeisuab
ue(peUe) YliM 33UBPI03IR Ul YO0 ‘L€ Joqwadag papua pouad Jeak-aaiy) ay) ul S1eak auyd Jo 4aea 10) SmoJy
4sea syt pue sueneado sy o Synsal ay) pue g00z Pue 40Nz ‘1§ 1agwasag e se Auedwos ay jo uorisod
Jeiaueuyy ay) ‘syoadsal jeuajew || ul ‘Apie} yuasasd SJuaLale)S [eIoueuly palepyosuod asayy ‘uomido Jno uj

‘uoljejuasald Juaw
-g1e]s |BIouBY (2130 3y} Sunenjead se |jam se ‘uawabeuew Aq apew sajewnsa juedlyubis pue pasn sajd
-faunid Bununoaae gy Buissasse sapnjoul 0sje JIpRE Uy "SYUBLIAIR)S [loueLY ALY} Ll SAINSO[ISIP pue Sjunowe
ay) Buntoddns aouspiAd ‘siseq 1sa) & uo ‘Builiwexa sspnjoul upne Uy “JUSWAJLISSIL (eudew Jo 3L} aie
SIUALWAIEIS [RIOUBLY 3Y} JBYISUM 3IURINSSE 3|GRUOSeal Uelqo 0} Jpne ue uuopiad pue ueyd am jey) ainba)
Spaepue)s asoy ) ‘spiepuers Guiipne paydasae Ajesauab ueipeueq yym asuepI0ase Uy SHPNE N0 PaJINPLOD 3y

‘S}IPNE N0 UG Paseq SjuawWale)s [eioueul) asay) uo uoluido ue ssasdxa o} St Ajjiqisucdsas ng ‘Juawabeuew
s fuedwoy) ayy jo Aypgisuodsal ay) aJe sjAAIRIS [eiduRLYy 3S3UL H(OZ ‘1§ 1aqwadag papua pouad Jeak
-aaiy} ay} ur Sieak ay Jo YI2a Jo) SMOJ) YSEI pue 13yap pue suoneiado Jo SjuaLAIS PBIRPIOSUOD L) pue
£00Z pue p00zZ ‘L€ 134UI293(] JB S "DU} Y23)-1pajy S3G404 JO S133YS 30URJRQ PIIRPI|OSUOD BU) PANIPNE BABY B\

SHIAT10HIYVHS K1 01 140d43H .sHOLIAAY

1301440 [RIOURULY J3HY)
Y9 ‘plovg piaeg

18914J() 3AINIAXY JaIY7 PUB JUBISAl]
nng 'y sajleyy

%7@ — BT

‘$1apjoyateys 8y} Jo Jleyag uo splepuels Bunipne paydasae Ajesaust
YlIM 3IURPI0DAR U] ‘SIOHPNE [BUIIPA 4L 1T SWdY Aq PIUpRE alam sjuawaje]s jgioleuly pajeplosud ayy

's1010311(] 10 pJeog 3y Aq panodde pue daWILI0Y 1PNy AU} AG POmaAlAR! 1IM SIUSWE]S [BIouRUl)
ay] "siapjoyaseys ayy Aq Jaunuiodde Joj sioppne uapuadapur Ay} SI0JI8AQ JO Pesq Yl O} SPUAILL
pue 'sjoAjuo jeusa)ul s Auedio) ay) Jo Aoenbape ay) Sassasse ‘Sioypne (pusaxa ay) Jo Ledas ay) SI3pIsLDD
‘Sjuawalels (BioueuYy 8y} SMaI3! ‘$10)93Ap JUAPUBdIPUL JO PASLIGWDD S YOUM ‘BANIWWOY upNy By)

“S)yauag Paaadxa wayl pasaxa jou pinoys sjnued asay Buejuew Jo 1569
anjefas at Jey; saziufieaas Auedwo? ay) ‘30UBINSSE 3{qBuOSEA) J0 1d30UDI B LM JUAISISUD] "UBNBULOJI
jeaueuy fjawn pue ajgeyal Juesdjl Jo uojesedaid ayl ajeyjioey o} pue papienbajes ale sjasse (B
1By} 0URINSSE 3)qeuoseal api0id 0) Sj0JJU0D [eWaAlul J0 WASAS e sulelulew pue padojaaap sey Juautafieueyy

“SIU3WA)eS [eiaueLl)
palepjosuod 3yl ym JUAJSISU0D SI LI0d3) enULE 3y} Ul 313ymas;d pajuasaid uoneuuojul |eIouRLY Bl)
"siuawbpn| pue sajewnsa 1saq Suawabeuew yaayar pue (,4yvy,,) saidiouud Busunodde paydadae Ajjeraual
UeipeuRq yum auepieaae Uy paiedaid uaag aaey Sjuswiaje)s [elaueu)y ay) "Hodai jenuue 8y} Ul uolewsojul
J3yi0 e pue Sjuawaiels |edueul pajeplosuod aul jo uonesedard ayg soy sjqisucdsar s uawabeuep

ALIAISNOdS3Y 40 INIWILVIS S.INIWIAVNYIN

(S1gjjop ueipeuey Jo spuesnoy) Ui passaidx3)
2002 Pue £00Z ‘p00Z ‘LE JaqwadaQ papua sieag

SINIWIALVYLS TVIDONVNI4 A3LVAITOSNOD
"ONI HO3L1-1A3W S38d04




31

FORBES MEDI-TECH INC.
CONSOLIDATED BALANCE SHEETS

(Expressed in thousands of Canadian dollars)
December 31, 2004 and 2003

Nature of operations (nate 1)
Commitments and contractual obligations (notes 7, 12 and 18)
Related party transactions (notes 7 and 15)

See accompanying notes to consolidated financial statements.

Approved on behalf of the Board:

Y Bk

2004 2003
(restated
-note 3)
Assets
Current assets:
Cash and cash equivalents $ 9,229 $ 4512
Short-term investments 6,018 1,289
Accounts receivable (note 4) 3530 3314
Inventories (note 5) 108 508
Prepaid expenses and deposits 192 326
19,677 9945
Property, plant and equipment (note 6) 12,989 1,897
Intangible and other assets (note 8) 5923 6,592
$ 38,589 $ 28,434
Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable and accrued liabilities (note 8) $ 2,855 $ 2,333
Deferred revenues 4 15
Current portion of long-term debt (note 10) 1,405 196
4,604 3,280
Long-term liabilities:
Long-term debt (note 10) 763 1074
Deferred revenues - 151
Tenure allowance (note 12(a)) 765 128
6,132 5233
Shareholders' equity:
Share capital (note 11) 94,223 19,557
Contributed surplus 4m 1,567
Deficit (65,937) (51.923)
32457 23,201
$ 38589 § 2843

Don Buxton Nitin Kaushal
Director Director
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FORBES MEDI-TECH INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Expressed in thousands of Canadian dollars)
Years ended December 31, 2004, 2003 and 2002

2004 2003 2002
(restated (restated
-note 3) -note 3)

Financing:
Issuance of common shares 1473 1119 199
Issuance of preferred shares 12,910 - -
Issuance of special warrants - (887) 887
Repayment of notes payable (150) (1,151) 422
Repayment of capital lease ohligations (70) - -
Repayment of term loan (647) (887) (1,593)
Increase in term loan - 2,078 -
Increase in line of credit 602 - -
14,118 6,932 (85)
Increase (decrease) in cash and cash equivalents 4717 4,099 (5,297)
Cash and cash equivalents, beginning of year 4512 413 5,710
Cash and cash equivalents, end of year $ 9229 § 4512 33

Supplementary information (note 14)

See accompanying notes to consolidated financial statements.

\

FORBES MEDI-TECH INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Expressed in thousands of Canadian dollars, except per share amounts)
Years ended December 31, 2004, 2003 and 2002

1. NATURE OF OPERATIONS

Forbes Medi-Tech Inc. ("Forbes” or the "Company") is a life sciences company dedicated to the research,
development and commercialization of innovative products for the prevention and treatment of cardiovascular
disease. The Company’s scientific platform is based on core sterol technology. Forbes has developed choles-
terol-lowering agents for use in pharmaceutical compounds, functional foods and dietary supplements. The
Company has operations in the nutraceutical/functional food ingredient market in the USA and some interna-
tional markets.

As the Company is continuing to develop its pharmaceutical library of novel compounds and is planning to
conduct further clinical trials on its pharmaceutical compound FM-VP4, future losses are anticipated and addi-
tional financing will be required. The eventual profitability of the Company is dependent on many factors,
including, but not limited to, successful development and market acceptance of its products and services,
receiving the required regulatory approvals, the successful operation of its manufacturing activities and the
conclusion and implementation of applicable strategic and ather alliances and adequate financing on a
timely hasis. There can be no assurance that required regulatory approvals will be received or, if received, w
be received on a timely basis. In addition, the nutraceutical and pharmaceutical industries are subject to rapid
and substantial technological change, which could reduce the marketability of the Company's products or
technology, and which requires ongoing issuance and maintenance of patents as well as continued investment
in research and development. It is not possible to predict the outcome of the Campany’s future research and
development activities or the financing thereof.

2. SIGNIFICANT ACCOUNTING POLICIES
(a) Basis of conselidation:

These consolidated financial statements include the assets, liabilities and operating results of the Company,
its wholly-owned subsidiaries, Forbes Research & Manufacturing Inc., Forbes Medi-Tech Capital Inc., Forbes
Medi-Tech (USA) Inc,, and its 50% joint venture interests in Phyto-Venture LLC ("PhytoVenture™) and
Phyto-Source LP ("Phyto-Source"). The Company accounts for its interests in PhytoVenture and Phyto-Source
using the proportionate consolidation method. Material intercompany balances and transactions have been
eliminated in these consolidated financial statements,

(b) Cash and cash equivalents:
Cash and cash equivalents include cash and term deposits with initial maturities of three months or less when acquired.
(c) Short-term investments:

Short-term investments consist principally of investment grade commercial paper, bankers’ acceptances and
treasury bills with maturities of between three months to one year from the date of purchase and are
recorded at the lower of cost or market value. The carrying value of the short-term investments approximates
their market value.

(d) Inventories:

Raw materials inventory is valued at the lower of cost and replacement cost. Finished goods and wark-in-process
inventories are valued at the lower of cost and net realizable value. Cost is determined using average cost.
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FORBES MEDI-TECH INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Expressed in thousands of Canadian dollars, except per share amounts)
Years ended December 31, 2004, 2003 and 2002

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

Monetary assets and liabilities denominated in foreign currencies have been translated into Canadian daflars
at the rates of exchange in effect at the balance sheet date. Any gains or losses resulting on translation have
been included in the determination of income.

The financial statements of the Company’s integrated foreign subsidiaries and joint ventures have been
translated into the Canadian dollar functional currency using the temporal methed. Under this method, the
financial statements are translated as follows: monetary assets and liabilities at the rate in effect on the
balance sheet date; non-monetary assets and liabilities at the rate in effect on the transaction date; and
revenues and expenses at the average rate for the period. Gains and losses on translation are included in
results from operations.

(0) Use of estimates:

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets, particularly the
recoverability of accounts receivable, property, plant and equipment and intangible and other assets, and lia-
hilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from these estimates.

(p) Common shares to be issued contingent upon future sales:

Under the UBC license agreements (note 12(e)) certain common shares of the Company may be issued at a
future date contingent upon future sales. The Company follows a policy of attributing no value to these shares
until the ebligation for issuance exists, and at that time will value the shares at their market value on issuance.

(q) Fair value of financial instruments:

Carrying values of the Company's financial instruments, including cash and cash equivalents, short-term
investments, accounts receivable, and accounts payable and accrued liabilities, demand loans, and notes
payable, approximate fair value due to their short terms to maturity. The carrying value of the tenure
allowance is equal to its fair value being the present value of future payments discounted at the current
market rate of interest,

{") Loss per share:

Basic loss per share is computed by dividing net loss by the weighted average number of comman shares out-
standing during the reporting period.

Diluted loss per share is computed similar to basic loss per share except that the weighted average shares
outstanding are increased to include additional shares from the assumed exercise of stock options and
warrants, if dilutive. The number of additional shares is calculated by assuming that outstanding stock options
and warrants were exercised and that the proceeds from such exercises were used to acquire shares of
common stock at the average market price during the reporting period. As the Company has incurred a loss
for each period presented, all stock options and warrants are anti-dilutive and have been excluded from the
weighted average shares outstanding.

(s) Comparative figures:

Certain comparative figures have heen reclassified to conform with the financial statement presentation
adopted for the current year.

3. CHANGE IN ACCOUNTING POLICY

Effective January 1, 2004, the Company has adopted, on a retroactive basis, the transitional provisions of GICA
Handbook ("Section 3870"), “Stock-based compensation and other stock-based payments'. With respect to
stock options granted to non-employees, compensation expense is recognized based on the fair value of the
stock options issued as services are performed and the awards are eamed. Beginning January 1, 2004, the
Company changed its accounting policy related to emplayee stack options to include the recognition of com-
pensation expense for stock options granted to employees, based on the fair value of the stock options issued.

Prior to adoption of the new standard, the Company did not recognize compensation expense when stock
options were issued to employees as options were issued with an exercise price equal to the market valug of
the shares at the date of grant. Consideration paid by emplayees on exercise of stock options is recorded as
an addition to share capital. The effect of accounting for employee option grants under the fair value based
method, were previously only disclosed on a pro-forma basis.

in accordance with the transitional options of Section 3870, the change in accounting palicy has been applied
retroactively and the amounts presented for prior years between January 1, 2002 and January 1, 2004 have
been restated. The effect of this change is to increase the net loss for the year ended December 31, 2003 by
$1,060 and in the year ended December 31, 2002 by $394. Opening deficit for 2004 was increased by $1,484,
reflecting the cumulative effect of the change in accounting policy. The impact of this restatement on the
prior years consolidated financial statements is summarized below:

As originally reported  Adjustment As restated
As at December 31, 2002
Deficit $ (553719 $§ (399 § (B5.ITY)
Contributed surplus $ 20 $ W 0§ 44
Share capital $ nan - $ nan
Stack-based compensation $ 20§ 3/ 0§ 414
Lass far year $ B $ (G 0§ (45
Basic and diluted loss per share $ 0w $ @) § @0

As at December 31, 2003

Deficit $ (56439) $ (1488 § (57.823)
Contributed surplus $ 38 § 18§ 1567
Share capital $§ 79251 § 306 § 79557
Stack-hased compensation $ 39 0§ 1090 ¢ 1459
Loss for year $ (1060 § (1080 $ (2150
Basic and diluted loss per share $ @©04) $ @0 § (009
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FORBES MEDI-TECH INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Expressed in thousands of Canadian dollars, except per share amounts)
Years ended December 31, 2004, 2003 and 2002

7. JOINT VENTURES (continued)

8. INTANGIBLE AND OTHER ASSETS

2004 2003 Accumulated Net book
Liabilities 2004 Cost amortization value

Current liabilities $ 1,148 $ 1,319

’ ’ h tes 8(h
Term loan and line of eredit 1522 1,518 %ﬁﬂs@ (notes 8(b) and (c)) $ m_mww $ E%N_W $ imw
Capital lease obligations 579 i 6,690 (2,269) 4421
$ 3,249 $ 231 Long-term receivable (note 8(a)) 602
Note receivable, long-term portion (note 7(b)) 672
2004 2003 2002 Tenure allowance 228
Eamings

Revenue $ 14577 § 10523 $ 381 § 5%
Expenses 10,228 9,011 6,174 Accumulated Net book
Net earnings (loss) $ 4343 § 1512 $ @297 2003 Cost  amortization value
Cash Flow Technology (notes 8(b) and (c)) $ 6656 $ (1593) § 5062
Operating activities $ 4030 § 2183 $§ m Other 35 (16) 19
Finanging activities 587 (1,063) 151 6,690 (1,600) 5081

Investing activities (1,162) (1,036) (1,457)
Distributions (2,821) - - Long-term receivable (note 8(a)) 647
Increase (decrease) in cash flow $ 634 § 64 $ (595) Note receivable, long-term portion (note 7(b)) o
Tenure allowance 180
(b) As a result of the formation of the Phyto-Source joint venture, in August, 2002, the Amqui pilot facility Other [
was sold to a third party for a total of $1,631 resulting in a gain on the sale of $63, net of disposal costs of $ 6592

$68. On closing, Forbes received proceeds of $332, net of transaction costs and a note receivable of $1,200
repayable in one payment of $350 plus interest on May, 2003, with the remainder paid by monthly install-
ments beginning September 2002 and ending August 2009. In Gctober 2004, the note receivable was amend-
ed to defer the manthly payments of the principal portion of the note receivable. Monthly interest installments
are to continue as scheduled. As at December 31, 2004, total amount of $672 (short-term $nil; long-term
$672) (December 31, 2003 -$716 (short-term $108; long-term $608)) remains outstanding.

(a) The long-term receivable represents the long-term halance of US$1,000 (Company’s 50% joint venture
interest ~ US$500, Cdn$602) (2003 - US$1,000 (Company’s 50% joint venture interest - US$500, Cdn$647))
of the amount due to the Company from the joint venture partner for amounts loaned by the Company to the
joint venture under the Agreements (see note 7(a)). Interest is charged on the loan equal to prime rates.

(b) In January 2001, the Company acquired certain technology related to the extraction of phytosterols from
tall oil pitch for total consideration of $3,500, cansisting of a $2,500 cash payment and the issuance of a
$1,000 convertibie debenture. In July 2001, this technology and know-how was licensed on a semi-exclusive
hasis to Phyto-Source as part of the formation of the jeint venture. This technology is being amortized over
ten years. The convertible debenture was repaid in full on December 31, 2003.

(c) As part of the formation of the joint venture, Phyto-Source acquired from Chusei certain technology
related to the manufacture of phytosterols from tall ol pitch for total consideration of $9,945. This is being
amortized over ten years. The Company’s propertionate share of this technology of $4,373 is reflected in these
consolidated financial statements.
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FORBES MEDI-TECH INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Expressed in thousands of Canadian dallars, except per share amounts)
Years ended December 31, 2004, 2003 and 2002

11. SHARE CAPITAL (continued)

(b) Common shares issued and allotted (continued):

Share Contributed
Capital Surplus
Number of
Common Shares Amount Amount

Issued during the year for cash upon:

Fair value of broker's warrants - (495) 495

Exercise of stock options 131,625 1,330 -

Exercise of warrants for cash proceeds 69,912 143 -

Exercise of warrants on a cashless basis 605,497 235 (235)

Employee stock based compensation expense - - 1953

Non-employee stock hased compensation expense - - 885
Transfer from contributed surplus for options exercised:

Employee stock options - 404 404)

Non-employee stock options - 90 (30)
Conversion of Series A Preferred Shares 5,375,000 12,910 -
Issuance of shares pursuant to ficensing agreement

(note 12(e)) 22,350 49 -
Balance, December 31, 2004 33908395 § 94223 $ 41

(c) Private placement:

On January B, 2004, the Company raised US$10,750 (Cdn$12,910 net of financing costs of Cdn$837) by way
of a Private Placement, resulting in the issuance of 5,375,000 Series A Convertible Preferred Shares at a price
of US$2.00 per share (approximately Cdn$13,747 and Cdn$2.76 per share, hased on then current exchange
rates), with 1,612,500 warrants attached (note 11 (d)). Each Series A Convertible Preferred Share was
convertibe at the option of the holder for no further consideration into one common share. Each warrant
entitles the holder to purchase one comman share of the Company at US$2.40 for three years from the date
of closing. On April 22, 2004, all 5,375,000 outstanding Series A Convertible Preferred Shares were converted
by the Company for no additional consideration, into common shares on a 1-to-1 basis.

(d) Share purchase warrants:

In 2002, the Company completed a non-hrokered Private Placement, resulting in the issuance of 324,861 units
for $0.65 per unit for net cash proceeds of approximately $211. Each unit consisted of one common share
plus 0.08 of a common share purchase warrant. Each whole warrant entitled the holder to purchase one
commen share at a price of $1.00 per share until March 10, 2004. As at March 10, 2004, all remaining 21,312
warrants had been exercised for cash praceeds of $21,

As part of a Septemher, 2003 Private Placement, approximately 1.2 million warrants were issued. Each
warrant entitles the holder to purchase one common share of the Company at US$1.85 for three years from
the date of closing, and may be exercised on a cashless basis at the option of the holder. As at December 31,
2004, 538,721 warrants were exercised on a cashless basis resulting in the issuance of 413,358 common
shares and 47,600 warrants were exercised for cash proceeds of $118 resulting in the issuance of 47,600
commaon shares. A total of 254,458 broker's warrants were also issued in connection with the placement. The
broker’s warrants have the same terms as the warrants issued to investors. As at December 31, 2004, 231,074
brokers’ warrants were exercised on a cashless basis resulting in the issuance of 155,621 common shares;
and 1,000 hrokers' warrants were exercised for cash proceeds of $3 resulting in the issuance of 1,000
common shares. A balance of 614,543 warrants and 22,384 brokers’ warrants remain outstanding as at
December 31, 2004.

As part of the January 6, 2004 Private Placement, 1,612,500 warvants were issued. Each warrant entitles the
holder to purchase one common share of the Company at US$2.40 for three years from the date of closing.
The warrants may be exercised on a cashless basis at the option of the holder. In connection with this private
placement, the Company also issued to affiliates of a US registered broker, warrants exercisable to acquire
146,250 common shares as an advisory fee. As at December 31, 2004, 69,469 broker's warrants had been
exercised on a cashless basis resulting in the issuance of 36,518 common shares. A batance of 1,612,500
warrants and 76,781 brokers’ warrants remain outstanding as at December 31, 2004,

(e) Option Plan

Under the 2000 Stock Option Plan, the Company may grant options to its employees, officers, directors, and
consuftants (optionees) for up to 5,000,000 shares of common stock. At the Company’s 2004 Annual General
WMeeting on May 26, 2004, shareholders approved an amendment to the Company’s 2000 Stack Option Plan
increasing the number of shares reserved under it to 6,000,000, including 1,453,375 common shares to replace
commen shares previously issued under the Plan. Options are usually granted at the hire date of employees,
officers, and directors, the commencement date of services of consultants, or at the discretion of the Board
of Directors. Under the 2000 Plan, options vest at the discretion of the Compensation Committee, and the
majority of outstanding options vest ratably ever an 18-month or two-year period. The exercise price of each
option equals the market price of the Company's stock on the day prior to the date of grant and an option's
maximum term is ten years. No individual may receive options on more than 5% of the aggregate number of
common shares issued and outstanding at the date of grant.
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FORBES MEDI-TECH INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Expressed in thousands of Canadian dollars, except per share amounts)
Years ended December 31, 2004, 2003 and 2002

12. COMMITMENTS, CONTRACTUAL OBLIGATIONS AND CONTINGENCIES (continued)
(b) Research agreements:

As at December 31, 2004, the Company has not recorded future funding commitments under various research
agreements totaling $1,130 (2003-$1,682). These amounts will be recorded at the earlier of when the
funding is made or when the services have heen performed.

(c) Cavendish Analytical Laboratory Ltd:

In October 2003 the Company entered into a series of agreements with Cavendish Analytical Laboratory Ltd.
("Cavendish") of Vancouver, British Columbia to conduct further research activities for the Company, and for
the lease from the Company by Cavendish of certain equipment and the sublease by Cavendish of most of the
Company's laboratory facilities at UBC. Cavendish also purchased certain laharatory equipment from the
Company at a price of $305. The research agreement signed by the Company and Cavendish is for a two-year
period and requires Cavendish to carry out a minimum of $200 of analytical chemistry services and $200 of
synthetic chemistry services in each year, with the services being valued at the preferred customer rates set
out in the agreement. Cavendish, in turn, is paying to the Company approximately $24 per month until June
28, 2005 to rent certain laboratory equipment and sub-lease approximately 9,000 of a total of 10,000 square
feet of laboratory facilities on the UBC campus. At the end of the lease term, Cavendish will have the option
to purchase the leased equipment for approximately $200.

(d) Sale of AD/ADD Technology:

In April of 2003, the Company sold its AD/ADD technology to a large multi-national pharmaceutical firm for
proceeds of US$1,627 (Cdn$2,247), net of commissions and assignment fees. As at December 31, 2003 a
balance of US$950 (Cdn$1,230) was outstanding. In January of 2004, the Company received this final
halance. With respect to the sale of this technology and a Technology Assignment Agreement and Amendment
with the University of British Columbia ("UBC"), the Company issued a final balance of 22,350 common
shares and paid US$37 (Cdn$50) to UBC (see note 12(g)).

(e} University of British Columbia:

By agreements with the University of British Columbia ("UBC") effective September 15, 1995 (as amended),
the Company acquired rights to the preparation and purification of phytosterols from tall oil soap and to the
fermentation of phytosterols to Androstenedione ("AD") and Androstadienedione ("ADD"). Under the two sets
of license agreements, the Company issued a total of 50,000 shares in fiscal 1996 and agreed to issue up to
an additional 50,000 shares after the sale of any products derived from these technologies. In addition, the
Company agreed to pay royalties on gross revenues of 1% to 1.5 %.

Pursuant to the sale of the AD/ADD technology in April 2003 (see note 12(d)), and a Technology Assignment
Agreement and Amendment (the "Assignment Agreement™) between the Company and UBG, the Company
issued UBC 2,650 common shares and paid US$48 (Cdn$74) (net of legal costs). In January 2004, the
Company issued a final balance of 22,350 common shares and paid US$37 (Cdn$50) to UBC. Effective
January 6, 2004, the ariginal AD/ADD License Agreement dated July 1985 was terminated via a Termination
Agreement and Release.

(f) Legal claims:

The Company is subject to a legal claim arising from a disagreement with a former employee. The Company
analyzed the legal proceeding and allegations of this claim. The outcome of this proceeding is not expected
1o have a material adverse effect on the Company's financial position, results of operations or liguidity.

13. LBSS PER SHARE

The basic loss per share figures are calculated using the weighted average number of shares outstanding
during the year of 31,945,477 (2003 - 24,449,696, 2002 - 21,766,440).

14. SUPPLEMENTARY INFORMATION
2004 2003 2002

Supplementary cash flow information:

Interest paid $ 1w §  w $ 28
Income taxes paid/{recovered) i 3 (18)
Non-cash financing and investing activities:
Conversion of preferved shares to common shares 12415 - -
Acquisition of assets under capital lease 630 - -
Fair value assigned to brokers' warrants 495 - -
Transfer from contributed surplus for brokers’

warrants exercised 235 - -
Transfer from contributed surplus for options exercised 494 - -
Note receivable acquired on sale of pilot facility - - 1,200
Prepayment of research costs by transfer of property,

plant and equipment - - 201

15. RELATED PARTY TRANSACTIONS

During the period, the Company paid or accrued to companies controlled by directors or officers:

2004 2003 2002
Legal fees and share issue costs $ 1w 3 $ 292
Consulting 9 198 m

$ 80 § 29 $ 48

16. CONCENTRATION OF SALES

For the year ended December 31, 2004, a majority of the Company’s revenue was generated from three
customers (vear ended December 31, 2003 - two customers). Customer A accounted for 42 % (2003-65 %),
Gustomer B accounted for 21 % (2003 -2 %) and Customer C accounted for 14 % (2003-22 %) of revenue.
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FORBES MEDI-TECH INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Expressed in thousands of Canadian dollars, except per share amounts)
Years ended December 31, 2004, 2003 and 2002

18. UNITED STATES GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (CONTINUED):
{b) Consolidated balance sheet:

2004 2003
(anadian
United GAAP United
Canadian States (restated States
GAAP GAAP - Note 3) GAAP
Shareholders’ equity:
Common Shares $ 94223 § 93512 § 79557 $ 79,251
Contributed Surplus $ am § 3236 § 1567 $ 2180
Deficit $ (65937) § (64291) § (57923) $ (58,230)

(c) Differences:

(i) Under Canadian GAAP, compensation expense is recognized for stock options issued to non-employees
in accordance with the fair value based method as described in note 2(h) for grants made on or after
January 1, 2002. Under United States GAAP, the fair value of stock options grants to non-employees
since 1995 is accounted for as compensation. The fair value of the stock options granted to non-
employees during the years ended December 31, 2004, 2003 and 2002, was estimated at the dates the
options vest and were eamed by the non-employees using the Black-Scholes option-pricing model and
the following weighted average assumptions:

2004 2003 2002
Expected dividend yield . 0% 0% 0%
Expected stock price volatility 105% 155% 4%
Risk-free interest rate 31.3% 3.0% 3.0%
Term of options 4 years 5 years 2- 4 years

(ii) Under United States GAAP, the Company accounts for its employee stock-based compensation
arrangements in accordance with the provisions of Accounting Principles Board (“APB") Opinion No.
25, "Accounting for Stock Issued to Employees”, and related interpretations. As such, compensation
expense under the Company’s stock option plan is recorded on the date of grant anly if the market
value of the underlying stock at the date of grant exceeds the exercise price. No compensation
expense was required to be recognized under United States GAAP. Employee stock-based
compensation under Canadian GAAP is summarized in note 11(g).

iii) Under United States GAAP, the Company's interest in joint ventures would be accounted for using the
equity method of accounting as opposed to proportionate consolidation. The equity method of
accounting requires the investment in the joint venture to be recorded at cost and adjusted to
recognize the investor's share of the eamings or losses of the investee after the date of acquisition.
However, reconciliation of this difference has been omitted in accordance with SEC rules and regulations.

(d) Supplementary information for U.S. GAAP purposes on stock-based compensation:

For United States GAAP purposes, the Company applies the disclosure provisions of Statement of Financial
Accounting Standards No. 123 ("SFAS 123"), Accounting for Stock-Based Compensation, for stock options
granted to employees. As allowed by SFAS 123, the Company follews the intrinsic value principles of APB
Opinion 25, Accounting for Stock Issued to Employees and Related Interpretations, (APB 28) in measuring
compensation expense for employee options. The application of APB 25 results in no compensation expense
being recognized for stock-based compensation plans for employees in the years ended December 31, 2004,
2003 and 2002 because none of the options were granted with an exercise price below market price at the
date of grant.

The fair value of each option grant to employees is estimated on the date of the grant using the Black-Scholes
option-pricing model with the following assumptions:

2004 2003 2002
Expected dividend yield 0% ' 0% 0%
Expected stock price volatility A 12% 146% 4%
Risk-free interest rate 31% 30% 30%
Expected life of options . 2years | 2-5years 3 years

The weighted average fair value of the options granted during the year is $1.72 (December 31, 2003 - $1.52,
December 31, 2002 - $0.61). For purposes of pro forma disclosures, the estimated fair value of the eptions
granted since 1985 is amortized to expense over the options’ vesting period on a straight-line basis. Had
vecognized compensation expense for the Company's stock option plan been determined based on the fair
value at the grant date for awards under those plans consistent with the provisions of SFAS 123 and the
assumptions set out above, the Company’s net loss and loss per share urder United States GAAP would have
been as follows:
2004 2003 2002

Net loss in accordance with United
States GAAP, as reported

Add: Employee stock-based
compensation expense (recovery), as reported - - -

Deduet: Employee stock-based
compensation expense determined under the
fair value method

$ (6061) § (060) § (3999)

(1.953) (1,138) (2,301

Pro forma net loss $ (8019) § (2198) § (6306)

Pro forma - basic and net loss per share

§ (2 § 0y § (02
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FORBES MEDI-TECH INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FORWARD-LOOKING STATEMENTS (CONTINUED):

venture partner, Chusei (U.S.A.) Inc.; the need for performance by the Phyto-Source manufacturing facility
and the lack of alternative manufacturing facilities for Reducol™ and ather sterol products; product liahility
risks; the effect of competition; the risk of unknown side effects; the Company's need for additional future
capital, which may not be available in a timely manner or at all; exchange rate fluctuations; environmental
risks; political risks; the risk of technical obsolescence; the possibility that the Company will pursue addition-
al development projects or other business oppartunities; and ather factors that are discussed or identified in
the Management Discussion and Analysis section of this Annual Report under the heading, “Forward Looking
Statements and Risk Factors That May Affect Future Results”, as well as in the Company’s other public filings,
including its latest Annual Information Form / Form 40-F, any of which could cause actual results to vary mate-
rially from current results or the Company’s anticipated future results. Forward-looking statements are based
on the beliefs, opinions and expectations of the Company’s management at the time they are made, and the
Company does not assume any obligation to update its forward-looking statement if those beliefs, opinions or
expectations, or other circumstances should change. For the reasons set forth above, investors should not
place undue reliance on forward-looking statements, The Company does not assume any obligation to update
any statement contained in this Annual Report,
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