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Management’s
Discussion and Analysis

For the quarter and six-month period
ended December 31, 2010

The following discussion and analysis is the responsibility of management and should be read in
conjunction with the Company’s Interim Consolidated Financial Statements for the quarter and six-month
period ended December 31, 2010, and the 2010 Annual Consolidated Financial Statements and notes
included herewith, which have been prepared in accordance with Canadian Generally Accepted Accounting
Principles [*“GAAP’] for interim financid statements, together with the Company’'s annua audited
consolidated financial statements and management’s discussion and analysis of financial condition and
results of operations for the fiscal year ended June 30, 2010, which can be found on SEDAR
(Wwww.SEDAR.com). This review was prepared by management from information available as at
February 10, 2011 and, consequently, is current as of February 10, 2011.

To the extent any statements made in this document contain information that is not historical, these
statements are considered forward-looking and are subject to risks and uncertainties. Actua results, levels
of activity, performance, or achievements could differ materially from those projected herein and depend
on a number of factors, including the successful and timely completion of research and clinicd trias, the
uncertainties related to the regulatory process, and the commerciaization of the Company’s therapeutic
products thereafter.

The cautionary statements made in this report should be read as applying to al related forward-looking
statements wherever they appear in this report. The Company’s future results could differ materially from
those discussed here. Factors that could cause or contribute to these differences include those discussed
under “Risks and Uncertainties’. All amounts are in Canadian dollars unless otherwise indicated.

Where “we”, “us’, “our”, “Bioniche” or the “Company” are utilized, these mean Bioniche Life Sciences
Inc. unless otherwise indicated. All percentages reflected herein are calculated on whole amounts as
contained in the Company’s financial records and financial statements, and not on the rounded amounts as
disclosed herein.

GLOBAL OVERVIEW OF THE BUSINESS

Bioniche is a research-based, technology-driven Canadian biopharmaceutical company that develops,
manufactures, and markets proprietary products for human and animal health markets worldwide. The
Company employs 218 people and has three operating business units;: Human Health, Animal Health, and
Food Safety. Corporate headquarters are located in Belleville, Ontario, Canada.

Human Health

The human health business unit of the Company has research and production facilities and a clinical trial
group in Montréal, Québec, Canada. This unit develops innovative and proprietary human cancer therapies,
with a focus on the research and development of the Company’s Mycobacterial Cell Wall-DNA Complex
[“MCC"] technology platform for the treatment of bladder and other cancers, and its oligonucleotides,
which show pre-clinical promisein the treatment of leukemia and other cancers. The Company’s strategy is
to develop its therapies through Phase Il clinical trials and then to establish alliances to complete final
clinical trials and achieve regulatory approvals for marketing.



The MCC technology, trademarked Urocidin™ for bladder cancer, is currently in Phase Il clinical testing
in patients with non-muscle-invasive bladder cancer that is refractory (unresponsive) to the standard
therapy. The Phase 111 clinical program is being carried out in partnership with Endo Pharmaceuticals Inc.
[“Endo”] as part of alicense, development, and supply agreement dated July 10, 2009.

Animal Health

The Company’'s Animal Hedth business unit develops, manufactures and markets anima hedth
biopharmaceutical products worldwide. The animal health business unit has product devel opment, manufacturing
and marketing facilities in Belleville, Ontario, Canada; as well as marketing and production facilities in Athens,
Georgia, U.SA., Pullman, Washington, U.SA., Mebourne, Victoria, Audtrdia and Armidale, New South Wales,
Audtrdlia. The Company has progressively grown by using biotechnology to provide the animal health market
with innovative solutions to meet the changing needs of the animal health industry.

The revenues from the Animal Health business unit, which has a history of generating positive earnings
before interest, taxes, depreciation and amortization [“EBITDA”]" before research and development
expenditures, have traditionally supported the Company’s key research and development projects.

The Company has a product portfolio of more than sixty products, which can be categorized primarily in
the following groups: Reproduction and embryo transfer products; products based on hyaluronans,
immunostimulant products; polyclonal antibodies; vaccine products; and nutraceuticals. These products are
marketed directly to veterinarians in Canada, the United States, Australia and Europe, and through selected
distributors in the rest of the world.

Food Safety

The Food Safety business unit of the Company — Bioniche Food Safety - was established in July, 2001. The
unit is responsible for researching, developing, manufacturing and marketing veterinary biopharmaceutical
products to help improve the safety of food and water supplies. The lead initiative for this unit is the
development and commercialization of a cattle vaccine, Econiche™, used to reduce the spread of
the deadly Escherichia coli (E. coli) O157 organism. This vaccine was developed to reduce the burden of
the pathogenic bacterium E. coli O157 in cattle and their manure, thereby reducing contamination of the
environment, ground water, and cattle processing plants. The vaccine has been shown to reduce the amount
of bacteria shed by cattle, and to reduce the number of animals in which the bacteria colonize. The fewer
bacteria reproducing in the cow, the fewer bacteria will be shed in its manure, affecting the environment
and the carcass during food processing.

The vaccine is now available in very limited quantities and its first sales were recorded during Fiscal 2008
under a Permit to Release Veterinary Biologics granted by the Canadian Food Inspection Agency [“CFIA”]
in December, 2006.

On October 27, 2008, the Company announced that Econiche™, which is the world's first vaccine devel oped
to reduce the shedding by cattle of E. coli 0157, had received full licensing approval from the CFIA for sale
in Canada. The Company is in the process of pursuing similar licensing approval from the United States
Department of Agriculture [“USDA”]. Sales have been constrained to date, due in part to limited production
capacity and the need to provide vaccine for regulatory purposes and market-related studies.

! Please refer to “ Non-GAAP and Other Measures” section



BUSINESS STRATEGY

Background and Business Model

The Company was founded by Graeme McRae as Vetrepharm, an Animal Health company, in 1979. At
that time, the Company was located in London, Ontario. Mr. McRae believed that the major veterinary
pharmaceutical companies were putting insufficient research efforts into aternatives to antibiotics as
treatments for livestock disease. He believed that there had to be more suitable ways of treating veterinary
diseases that did not have the problems associated with antibiotics, such as, leaving residues in the food
chain and promoting the development of resistant bacteria species. Thus, Vetrepharm was established to
research and develop such aternatives, and this commitment has remained throughout the Company’s
31 years of existence. In the course of developing these technologies, the Company supported itself
by developing a number of new product technologies, manufacturing these products and selling them
to veterinarians.

This has proven to be a sustainable approach in managing the business, growth, and scope of development,
and in building shareholder value. Manufacturing and product sales have been a key component in
providing stability to the business and its development activities. Consequently, the Company believes the
best way to create long-term shareholder value is to generate increasing cash flows from operations as a
result of registration and commercialization of internally developed products. While it is the Company’s
preference to participate as much as possible in the full life cycle of products developed internally, some
projects benefit from alignment with marketing and commerciaization partners, such as Endo for
Urocidin™. Whenever possible, the Company will manufacture the products it develops for a far superior
margin than would be available through conventional licensing agreements with external manufacturers
and distributors. Currently, two major products developed internally (Urocidin™ and Econiche™) are in
their final stages of development and are advancing through the appropriate regulatory pathways, and the
Company has plans to retain the manufacturing of these products.

Over the years, the Company has primarily raised equity to finance its development activities. Going
forward, the Company’s plan is to fund ongoing development from growing and sustainable operating
results, and to fund the construction and development of manufacturing facilities using conventional long-
term financial instruments, including government assistance where possible.

GOALS AND OBJECTIVES

The Company’s goals and objectives are to execute its business strategy by:

1. Taking existing proprietary technologies and continuing, through the product development program, to
enhance their proven therapeutic vaue for human and animal use.

2. Working to develop these technologies to the point of commercialization, either alone or with strategic
marketing partners.

3. Manufacturing as many products emerging from the product development program as possible to
increase profit margins, protect the integrity of the Company’s products, and enhance long-term
shareholder value.

Fiscal 2011 Objectives Status

e Commence additional MCC development | e Over the course of the period ended December 31, 2010,

activities to identify and evaluate new the Company has continued to evaluate new indications.
human health indications, animal health Much of the pre-clinical development work related to
applications and market opportunities Urocidin™ can be recycled to support further

for MCC. development in other types of cancers and diseases

responsive to immunotherapeutic treatments.




Fiscal 2011 Objectives Status

e Progress Urocidin™ development
activities to achieve milestone revenue
incentives as outlined in the agreement
with Endo.

e Milestone incentives under the agreement total up to
US$110M. These are linked to the achievement of future
clinical, regulatory, and commercial milestones. The
Company achieved the first three milestones amounting to
US$14.0M during Fiscal 2010, and met the criteriafor the
fourth milestone in Q2, 2011 amounting to US$4.0M
received in December, 2010.

¢ Develop acomprehensive plan for the
construction of a new manufacturing
facility in support of future Urocidin™
and MCC production.

o Construction of anew production facility will require
approximately 30 months to complete. The Company plans
to time completion of the manufacturing facility with
emerging product demand. This project isintended to be
funded from internal capital and repayable government
assistance to the extent possible, and other third party
investment if necessary. Part of the financing plan for the
new facility included raising capital through concurrent
Common Share Offersin Canada and Australia. These
Offers were successfully concluded, raising $28.9 million.
Up to $14 million of these proceeds could be applied to the
new MCC facility and other capital projects.

e Progressto aU.S. conditional license
for the Econiche™ cattle vaccine.

o In February, 2008, the vaccine was granted eligibility
for aconditional licensein the U.S. In order to be granted
thislicense, severa steps had to be undertaken, including
the production of three consecutive commercial batches of
vaccine that arefilled in an approved U.S. manufacturing
facility and are proven to meet required specifications.

¢ Inaddition, in order to obtain the conditiona license in the
U.S., the Company was required to file aclinical trial plan
to be completed over the next few years.

e The Company expects that a conditional license will be
granted in 2011.

o Develop acapital plan to support
ongoing development and
commercialization related activities.

¢ The Company successfully completed concurrent Common
Share Offersin Canada and Australia, raising $28.9
million.

o Develop new banking relationships and
establish credit facilities responsive to
future credit requirements.

e InFiscal 2010, the Company settled all short-term
indebtedness and credit facilities. Going forward, the
Company intends to re-establish lines of credit and similar
facilitiesin order to capitalize on emerging opportunities
and manage cash resources more effectively.

¢ Develop, build and enhance the
product line for the Animal Health
business unit.

¢ Thisunit has provided the core sources of revenue and
cash flow for the Company for many years. New
technologies and markets are continuously emerging and,
consequently, some of the Company’s products require
updates to remain competitive. In addition, the Company is
making investments to realize new market opportunities
for both existing and new products. Among the uses of
proceeds from the aforementioned Common Share Offers
is$8M for Animal Health product development and
acquisitions.




RESULTS OF OPERATIONS

The following table sets forth, for the periods indicated, the percentage of revenue represented by itemsin
the Company’s Interim Consolidated Statements of Loss and Comprehensive Loss.

CONSOLIDATED STATEMENTS OF LOSS AND
COMPREHENSIVE LOSS

(expressed in millions of Canadian dollars)

2011 2010
Q2 YTD Q2 YTD

For the three and six months ended December 31 $ % of revenue $ % of revenue
Revenues 11.4 19.2 100% 13.8 20.9 100%
Expenses
Cost of sales 2.9 6.0 31% 3.3 6.1 29%
Administration 3.6 55 29% 1.6 3.4 16%
Marketing and selling 1.9 3.4 18% 1.5 3.0 15%
EBITDA* before Research and Development 3.0 4.3 2006 7.4 8.4 40%
Net Research and Development 43 8.2 43% 4.0 10.8 52%
Interest, taxes, depreciation, amortization 0.8 1.7 9% 0.8 1.7 8%
Net income (loss) and comprehensive

income (loss) (2.1) (5.6) -29% 2.7 (4.1) -20%

*EBITDA means "Earnings before interest, taxes, depreciation and amortization". For more information please refer to the
section "Non-GAAP & other measures" below

QUARTER-ENDED DECEMBER 31, 2010 AS COMPARED TO
THE QUARTER-ENDED ENDED DECEMBER 31, 2009

Consolidated Revenue

The Company’s consolidated revenues for the quarter ended December 31, 2010 reached $11.4M as
compared to $13.8M for the same quarter in Fiscal 2010, a 17% decrease. The decrease is primarily due to
a decrease in milestone-related license revenues in the current period as compared to the same period last
year. Sales of Animal Health products also decreased by $0.9M in the quarter ended December 31, 2010 as
compared to the same period last year, but on a year-to-date (six-month) basis, product sales are in line
with the same period last year due to some small variations in product mix and timing of sales. These
decreases have been partially offset by research collaboration revenues of $0.1M.



GEOGRAPHIC DISTRIBUTION OF CONSOLIDATED
REVENUES BY BUSINESS UNITS

(expressed in millions of Canadian dollars)

2011 2010' Growth* 2011 2010 Growth*
Q2 Q2 YTD YTD
For the three and six months ended December 31 $ $ % $ $ %
Animal Health - Canada 2.1 19 : 8% 38 3.4 13%
Animal Health - USA 2.9 35 16% 6.4 6.4 0%
Animal Health - Australia 0.8 127 o 21 20 5%
Animal Health - Eu 0.3 0.4 -20% 0.5 1.1 54%
Sub-total - Animal Health 6.1 7.0 -13% 12.8 129 1%
Gain on sale of intangible assets - -, na - 09  -100%
Licensing and research collaboration 5.3 6.8 22% 6.4 7.1 9%
Total reported revenues 14 138 7y 193 20.9 -8%

* Based on actual - not adjusted for rounding

Cost of Sales

Cost of sales relates primarily to product sales in the Animal Health business unit, and has decreased 13%
over the same quarter in 2009. This decrease is reflective of the decrease in product sales. Gross margins
are 53.0% compared to 53.1% in the same quarter last year.

RESULTS OF OPERATIONS

(expressed in millions of Canadian dollars)

2011 2010
Q2 YTD Q2 YTD
For the three and six months ended December 31 $ $ $ $
Revenues
Product revenues 6.1 12.8 7.0 12.9
Gain on disposal of intangible assets - - - 0.9
Licensing & research collaborations 5.3 6.4 6.8 7.1
114 19.2 13.8 20.9
Cost of sales 2.9 6.0 3.3 6.1
Gross profit 8.5 13.2 10.5 14.8
Gross margin on product sales 3.2 6.8 3.7 6.9
Gross margin % on product sales 53.0% 52.8% 53.1% 53.1%

Administration. Marketing and Selling Expenses

Administration expenses have increased by $2.0M over the same quarter in 2009 as a result of the
recognition of a retirement benefit for the Company’s President and CEO, which was agreed to and
established during the quarter ended December 31, 2010. Accordingly, the Company has recognized
all past service costs under the agreement in the current quarter. Marketing and selling expenses
have increased by $0.4M over the same quarter last year as a result of restructuring and scale-up of
marketing efforts.



Research and Development

Research and development expenditures have remained steady in the quarter ended December 31, 2010 as
compared to the same quarter in Fiscal 2010.

The majority of research and development costs can be attributed to the ongoing Phase I11 clinical program
for the Company’s Urocidin™ bladder cancer treatment and to an increased focus on the development of
Anima Health reproduction products and vaccines. Endo has assumed financial responsibility for the
external costs of clinical activities as they relate to Urocidin™, which is reflected in revenues as
collaborative research. The Company intends to refocus its development activities for MCC on other
indications and to supporting the ongoing Phase III clinica trial with Urocidin™ in the treatment of
patients with non-muscle-invasive bladder cancer that isrefractory to BCG.

GROSS RESEARCH & DEVELOPMENT

(expressed in millions of Canadian dollars)

2011 2010
Q2 YTD Q2 YTD

For the three and six months ended December 31 $ $ % $ $ %

Key Areas

Animal Health 1.2 1.9 21% 0.8 14 1%
Food Safety 0.4 0.9 10% 0.4 0.7 9%

Human Health 3.2 6.4 69% 3.6 6.1  74%
Research and Development, Gross 4.8 9.2 100% 4.8 8.2  100%

Consolidated Net Loss and Comprehensive Loss

For the quarter ended December 31, 2010, the basic and fully diluted loss per Share totalled ($0.03),
compared to a net income per share of $0.04 last year. The weighted-average number of Common Shares
outstanding at December 31, 2010 were 81,897,104, as compared to 72,008,694 for the corresponding
period in Fiscal 2010.

EBITDA (before net Research and Development expenses)™

EBITDA before research and development is $3.0M in the quarter ended December 31, 2010 compared to
$7.4 for the same quarter last year. This decrease reflects lower product sales and milestone revenues and
increased administrative expenses as discussed above.

CALCULATION OF EBITDA

(expressed in millions of Canadian dollars)

2011 2010
Q2 YTD Q2 YTD

FOr tne tnree ana SiXx monins enaea vecempoer 3.1 $ $ $ $
Income before research and development 2.1 2.7 6.6 6.8
Add (deduct):

Amortization 0.5 0.9 0.4 1.0

Financial expenses 0.2 0.4 0.2 0.4

Foreign exchange loss 0.2 0.3 0.1 0.3
EBITDA before research and development 3.0 4.3 7.3 8.5




Last Eight (8 uarters Consolidated Results

LAST EIGHT (8) QUARTERS CONSOLIDATED RESULTS AT A GLANCE

(expressed in millions of Canadian dollars)

2011 2010 2009
$ $ $ $ $ $ $
Q2 Q1 Q4 Q3 Q2 Ql Q4 Q3
Revenues 11.4 7.9 9.4 15.6 13.8 7.1 9.2 7.4
Income before research & development 2.1 0.6 1.7 8.4 6.6 0.2 0.7 0.0
NetIncome (loss) (2.1) (3.5) (1.8) 4.4 2.7 (6.8) (1.8) (3.0
Basic and fully diluted netincome (loss) per share (0.03) (0.05) (0.03) 0.06 0.04 (0.09) (0.03) (0.04)

Fluctuations in Consolidated Operating Results

The Company’s consolidated results of operations are likely to fluctuate significantly from period to period
in the future. It is anticipated that the quarterly and annual results of operations will be impacted for the
foreseeable future by several factors including the timing of clinica trias, the timing of regulatory
approvals to market products, the progress and timing of expenditures related to commercidization efforts,
the timing of revenues from product sales and, most significantly, the achievement of performance
milestones. Due to these fluctuations, the Company presently believes that the period-to-period
comparisons of its consolidated operating results are not a good indication of future performance,
particularly with the closing of the July, 2009 Endo Agreement described above.

CONSOLIDATED BALANCE SHEET HIGHLIGHTS

Assets

The Company’s current assets at December 31, 2010 totalled $38.7M, as compared to $27.4M reported at
June 30, 2010. The increased level of assets results primarily from the closing of the Canadian portion of
two concurrent Share Offers, which resulted in raising $15.2M net of issuance costs. Cash and cash
equivalents totaled $23.6M at December 31, 2010, as compared to $11.1M at June 30, 2010.

Long-term assets at December 31, 2010 were $31.9M, as compared to $24.7M reported at June 30, 2010.
This increase of $7.2M is primarily due the investments made in constructing the Animal Health & Food
Safety Vaccine Manufacturing Centre in Belleville, Ontario.

Liabilities and Shareholders’ Equity

At December 31, 2010, the Company’s net working capital® totalled $24.2M, excluding the current portion
of non-refundable deferred licensing revenue, as compared to working capital of $16.5M at June 30, 2010.
Shareholders’ equity at December 31, 2010 totalled $18.9M, as compared to $8.5M at June 30, 2010.

Long-term liabilities at December 31, 2010 totalled $17.1M, excluding non-refundable deferred licensing
revenue of $18.6M, compared to $11.9M reported at June 30, 2010. The increase reflects advances received
from repayable government assistance and from the Business Development Bank of Canada to fund
construction costs of the vaccine manufacturing facility, less repayments of capital leases and long-term debt
and the recognition of an employee future benefit liability in the quarter ended December 31, 2010.

The up-front payment related to the licensing agreement with Endo is reflected as non-refundable deferred
licensing revenue, the current portion being $1.5M and the long-term portion being $18.6M. The total amount
received was $22.3M, which will be recognized in income over 15 years from the date of the Agreement
(July 10, 2009), which isthe term over which the Company maintains substantive contractual obligations.

! Please refer to “ Non-GAAP and Other Measures” section



Cash Flow Statement Highlights

The Company’s cash flow used in operations for the six months ended December 31, 2010 was $0.5M, as
compared to cash provided by operations of $16.0M in the same period in 2009. This decrease is primarily
related to the up-front payment of $22.3M under the License, Development and Supply Agreement with
Endo in 20009, offset by other changes in non-cash working capital balancesin 2009.

The Company’sinvesting activities used cash of $10.3M during the six months ending December 31, 2010,
primarily on construction costs of $11.6M for the Vaccine Manufacturing Centre in Belleville, Ontario,
offset by government assistance of $1.5M.

The Company’s financing activities provided $23.3M during the six months ending December 31, 2010
primarily based on the closing of the Canadian portion of the Share Offer netting $15.2M and from loan
advances to fund the vaccine manufacturing facility of $8.8M. In the same period last year, financing
activities used $6.9M primarily in relation to settlement of a revolving credit facility and related financing
fees of $6.5M.

SEGMENTED PERFORMANCE

Segmented financial information analyzes the operations of the Company according to its business segments:

Human Health Segment

During the quarter ended December, 2010, the Company continued to identify and evaluate potential
new indications for the MCC technology, while the Company continued to support further clinical trias
and development of Urocidin™ — the MCC intravesical formulation for the treatment of non-muscle-
invasive bladder cancer — in partnership with Endo. Endo assumed responsibility for al external clinical
development costs for Urocidin™ going forward when it exercised its option for global rights to the
product in February, 2010.

For the three and six months ended December 31, 2010, licensing revenue of $4.4M and $4.8M
respectively was recognized, reflecting the amortization of the up-front payment by Endo upon signing of
the Urocidin™ license, development and supply agreement. The total received, $22.3M, will be recognized
over 15 years. Milestone revenue of $4.1M (US$4.0M) earned under the same agreement was also
recognized during the current quarter compared to $6.4M of milestone revenue the year before.

Net research and development expenses for the three and six months ended December 31, 2010 totaled
$4.3M and $8.2M respectively, compared to $4.0M and $7.0M reported in the same period last year
excluding repayable government assistance. The year-to-date increase of $1.2M, or 17%, is primarily
attributed to the ongoing Phase 111 bladder cancer registration program.

Animal Health Segment

Animal Health product sales were $6.1M and $12.8M for the three and six months ended December 31,
2010, as compared to $7.0M and $12.9M for the same periods last year. On a year-to-date basis, sales are
comparable with last year, with some intra-quarter differences due to timing of sales and changes in
product mix.

Expenses incurred in the three and six months ended December 31, 2010 totaled $4.5M and $9.3M
respectively, compared to $4.9M and $9.1M reported in the same periods last year.

Gross research and development expenses in the three and six months ended December 31, 2010 totalled
$1.2M and $1.9M respectively, as compared to $0.8M and $1.4M in the same periods last year. This
increase is the result of increased focus on reproduction products and vaccines.



Food Safety Segment

The Company continues its marketing efforts and is receiving strong indications of support, particularly in the
Canadian provinces of Ontario and Québec. The Company is continuing with its plans to build a vaccine
manufacturing facility to accommodate large-scale manufacturing production of Econiche™ and other food
safety and animal health vaccines. The facility is expected to be completed by the end of March, 2011.

Funding for the vaccine plant expansion comes in part from the Ontario Ministry of Economic
Development and Trade’'s Advanced Manufacturing Investment Strategy program, which is contributing
$10.0M in the form of a loan based on a percentage of eligible expenditures incurred. At December 31,
2010, $9.4M has been advanced under this program. The Department of Agriculture and Agri-Food
(Canada)’s Agri-Opportunities Program is also contributing $5M in the form of a loan based on a
percentage of eligible expenditures incurred. At December 31, 2010, $3.3M has been advanced under this
program. The Industrial Technologies Office (ITO) of Industry Canada is providing funding of $5M in
return for royalties on future Econiche™ sales at 2.5% of net sales to a cumulative maximum of $13.6M. A
further $5M has been secured in the form of a loan from the Business Development Bank of Canada,
however, remaining loan disbursement of $2.8M will be made only as the Company makes certain
qualifying expenditures.

LIQUIDITY AND CAPITAL RESOURCES

Financial Position and Cash Flow

The Company has incurred significant losses and has an accumulated deficit of $102.5M as at
December 31, 2010.

The Company had a cash position at December 31, 2010 of $23.6M, up from $11.1M at June 30 2010. This
significant increase largely reflects the net proceeds of the Canadian portion of the recently completed
Australian and Canadian Share Offers of $15.2M. The Company will receive a further $10.8M net of
issuance costs in the third quarter reflecting the early January, 2011 closing of the Australian portion of the
Share Offers. As a result of these Share Offers, the Company has sufficient funds on hand to support its
operations such that management has removed its going concern disclosures from its interim consolidated
financia statements. The Company has a positive track record of managing its working capital to meet its
business requirements.

During the three month period ended December 31, 2011, the Company invested $5.0M (net of government
assistance received in the quarter) in the Vaccine Manufacturing Centre which is now near completion. The
Company does expect to recover the cash from claims for repayable government assistance under the
programs described in Note 11 to the Consolidated Financial Statements for the year ended June 30, 2010.
Going forward, the Company expects to maintain a monthly average cash burn rate of approximately $1M
through the remainder of Fiscal 2011.

In the past, the Company has financed its cash requirements primarily through the issuances of Shares,
product sales, investment tax credits, the sale of businesses or business units, royalties, government
incentives, long-term debt issuances, and arevolving credit facility.

In addition to traditional sources of cash, the Company expects to finance many of its future expenditures
by receiving certain payments from its licensing partner on accomplishing milestones related to the conduct
of the Urocidin™ clinical program. Although the Company is confident that it will achieve these
milestones, that it will successfully replace its revolving credit facility, and that it will maintain a strong
EBITDA before research and development expenditures in the Anima Health business unit, these events
are dependent upon certain factors outside of the Company’s control. If not achieved, the Company may be
required to obtain additional financing or curtail its development activities and operations.
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Treasury Operations

The Company’s treasury policy is to invest cash that is not required immediately into short-term
instruments with an investment strategy based on capital preservation. Such investments are primarily
made in guaranteed investment certificates (GICs) and high-interest savings accounts, both of which are
issued by Canadian chartered banks. At December 31, 2010, approximately $1.3M was held in high-
interest savings accounts. The net funds received as aresult of the Canadian Share Offer were held as cash
as at December 31, 2010, and will be invested according to the Company’s policy over the course of the
third quarter of Fiscal 2011.

Related Party Transactions

On June 3, 2005, the Company entered into aten-year lease for afacility located at 271 Labrosse Avenuein
Pointe-Claire, Québec. The facility is leased to the Company from a company owned and controlled by
Graeme McRae, the Company’s Chairman, President, and Chief Executive Officer. Under the terms of the
amended lease, the Company has the option to purchase the facility by May 28, 2011 by assuming the
balance of the loan outstanding. The Company isin discussion to assume the mortgage.

This transaction was recorded as a capital lease obligation as disclosed in note 10 of the Company’s 2010
Annua Consolidated Financial Statements. The facility consists of 14,000 square feet and is expected to be
used for additional manufacturing space in the future. This facility will alow the Company to expand the
productioTr:/I capacity of its existing MCC manufacturing to meet the projected eventual market demand for
Urocidin™™.

The Company paid a director $25 [2009 — $43] in consulting fees, engaged the professional services of a
director’s firm for $33 [2009 — nil] and purchased inventory from a company owned by a director in the
amount of $19 [2009 — $5]. The Company received payment for services provided to a company owned by
adirector of $49 [2009 — $42].

Off-Balance Sheet Arrangements

To date, the Company has not had any relationships with unconsolidated entities or financial partnerships,
such as, those referred to as “ structured finance” or “specia purpose” entities, which are established for the
purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.
Other than the Company’s operating leases and the commitments disclosed therein, the Company has no
other off-balance sheet transactions.

Outstanding Common Shares

The Company has total Common Shares outstanding at February 10, 2011 of 100.9M. This includes the
conversion of 9.0M Preferred Shares Series 11 into 6.5M Common Shares on October 4, 2010 and 20.1M
Shares issued in connection with the Canadian Share Offer closed December 16, 2010 (11.5M Shares), and
the Australian Share Offer closed January 20, 2011 (8.6M Shares). In addition, the Company has 0.6M
outstanding Warrants and 6.5M outstanding Options (including 1,692,526 Options granted January 27,
2011), exchangeable for one Common Share upon exercise. On afully diluted basis, the equivalent number
of Common Shares outstanding would be 108M.

CRITICAL ACCOUNTING ESTIMATES

The Company’s discussion and analysis of its financial condition and results of operations are based upon
its consolidated financial statements, which have been prepared in accordance with Canadian Generaly
Accepted Accounting Principles (GAAP). The Company has identified and described the accounting
policies that it believes require application of management’s most subjective judgments, often requiring
the need to make estimates about the effect of matters that are inherently uncertain and may change
in subsequent periods. The actual results could differ from these estimates and such differences could
be material.
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The preparation of these financial statements requires the Company to make estimates and judgments that
affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure of
contingent assets and liabilities. On an ongoing basis, the Company evaluates its estimates, including cash
requirements, by assessing planned research and development activities and general and administrative
requirements, the retention of key personnel, required clinical trial activity, market need for its drug
candidates, and other major business assumptions.

For additional information about critical accounting estimates, please refer to the Management Discussion
and Analysis contained in the Annual Report for the year ended June 30, 2010.

CHANGES IN ACCOUNTING POLICIES AND RECENT
ACCOUNTING PRONOUNCEMENTS

The Canadian Ingtitute of Chartered Accountants (CICA) issued Handbook Sections 1582, Business
Combinations, which replaces Section 1581, Business Combinations, 1601, Consolidations;, 1602,
Non-controlling Interests; and 1625, Comprehensive Revaluation of Assets and Liabilities. These standards
are effective for the Company’s interim and annual consolidated financia statements beginning on July 1,
2011, with earlier application permitted.

INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)

The CICA will converge Canadian GAAP with International Financial Reporting Standards [“IFRS’] over
atransition period to end in 2011. Beginning in Fiscal 2012, the Company will fully adopt IFRS including
restated comparatives for 2011.

The Company’s IFRS convergence project is led by its Chief Financial Officer and an external resource has
been engaged to assist with certain aspects of the project and advise management. The Company’s audit
committee receives quarterly updates from management. The Company’s IFRS conversion project consists
of three phases: Diagnostic, solution development, and implementation and execution.

Although many of the differences between IFRS and Canadian GAAP are not expected to have a material
impact on the Company’s financia results or financial position, the Company has not yet determined the
full impact of the Company’s convergenceto IFRS.

In the second quarter of Fiscal 2010, with the assistance of external experts in IFRS, the Company
completed a diagnostic study of the conversion of its consolidated financial statements to IFRS. This study
and resulting report identify the principal differences in the Company’s records between existing Canadian
GAAP and IFRS standards and evaluate their impact on business processes and information systems. They
also assess the complexity of preparations and implementation, and identify resource requirements in
support of the conversion.

While the Company expects a reasonable degree of impact in many areas related to reporting, the
Company’s view of the key areas where changes in accounting policies are expected that will likely impact
the Company’s consolidated financial statements are listed below with comments. The list and comments
should not be regarded as a complete list of changes that will result from the transition to IFRS:

1. Financial statement presentation and disclosures — After the diagnostic, the Company prepared
evaluations of significant accounting components and is in the process of preparing a comparative set
of financial statements that contrasts IFRS against current Canadian GAAP, such that the additional
disclosure reguirements and options available on first-time adoption of IFRS can be fully examined
and evaluated. The Company is aso beginning the process of identifying additional data that
management will require from the Company’s systems. It is in the process of completing the
implementation of a upgraded financia management system and an updated chart of accounts
(particularly for capital assets) that will better dlow the Company to supply the data required to
prepare IFRS-compliant financial statements, including the preparation of comparative figures. The
preparation of IFRS-compliant financial statements is not anticipated to require running a parallel
general ledger.
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Matters relating to first-time adoption of IFRS - International Accounting Standard (“1AS") 1 provides
guidance on the genera principles underlying the preparation of financial statements. IFRS requires
greater transparency and more information in the notes to the financial statements, combined with
many additional disclosures which are required by other IFRS standards. Examples of specific
disclosures are:

e Upon transition to IFRS, a note describing the accounting options under IFRS 1 and choices made
will be required in the financial statements.

e Note 1 - Accounting policieswill require more details, especialy in the areas of “determination of
fair value”, “impairment of assets’, “related party transactions” and “leasing”.

Adoption of IFRS will provide the Company with an opportunity to redesign its financial statements,
benchmark with other industry leaders and provide better information for the users of the financial
statements. Additional disclosure will impact the manner in which the Company’s financial statements
and results are interpreted by the users. To take one example affecting the notes, in the case of asset
impairments, it will be necessary to educate investors and other readers of financia statements so that
they can interpret the results correctly as significant disclosure is required. The Company must:

o Perform benchmarking activities comparing the Company’s financial statements to others in its
industry.

e Complete the IFRS financial statement disclosure checklist to establish what additiona data
requirements the Company will be required to maintain and disclose.

e Redraft the Company’s consolidated financial statement template to comply with the
requirements of IAS 1.

Asset impairment considerations and measurement methods — Impairments under |AS 36, “Impairment
of Assets’, are based on discounted cash flows. Under GAAP, if an asset’s estimated undiscounted
future cash flows are below its carrying amount, a write-down is required which is determined by the
amount that the carrying amount exceeds fair value. IFRS does not contain an undiscounted
impairment test. In the event of an impairment trigger, this may result in write-downs where carrying
values of assets were previously supported under GAAP on an undiscounted cash flow basis, but are
not supported on a discounted cash flow basis.

Under GAAP, impairments are not reversed. Under 1AS 36, a change in circumstances that results in
an impairment of property, plant and equipment would require a re-determination of the amount of the
impairment, with any reversal being recognized into income to the extent that the asset had been
previously impaired.

Property, plant and equipment — IAS 16, “Property Plant and Equipment”, and GAAP contain the
same basic principles, however, there are some differences. IFRS requires that significant parts of an
asset be depreciated separately. IFRS also permits property, plant and equipment to be measured using
the fair value model or the historical cost model. IFRS 1 contains an elective exemption where an
entity may elect to reset as the new cost basis for property, plant and equipment, its fair value at the
date of transition. The Company is evaluating which option on which to base the opening valuation,
and will report its final approach in the coming quarters.

Share-based payments — IFRS 2, “Share-based Payments”, is substantially converged with Canadian
GAAP. Canadian GAAP allows the use of either the straight-line or the accel erated method to amortize
graded-vesting features; the Company uses the straight-line method for equity-classified awards issued
to employees. Under IFRS, only the accelerated or graded vesting methods are allowed. The Company
is still evaluating which approach to adopt. Canadian GAAP permits companies to either estimate
forfeitures at the time of grant, or record the entire expense as if al Options vested at the time of grant
and record forfeitures as they occur. IFRS 2 requires companies to estimate the forfeiture at the time of
grant. These differences are expected to impact the accounting of the Company’ s incentive plans.
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Revenue and the Agreement with Endo — Under Canadian GAAP, the Company uses EIC-142,
“Revenue Arrangements with Multiple Deliverables’, to account for the up-front payment received
from the Agreement with Endo. As a result, the Company defers the amount of the up-front payment
from its partner on the balance sheet and amortizes it over 15 years, which is the term over which the
Company maintains substantive contractual obligations. Under IFRS, revenue arising from the use by
others of entity assets yielding interest, royalties and dividends shall be recognized on the bases set out
in paragraph 30 when:

e |tisprobable that the economic benefits associated with the transaction will flow to the entity; and
e  Theamount of the revenue can be measured reliably.

Royalties accrue in accordance with the terms of the relevant agreement and are usually recognized on
that basis unless, having regard to the substance of the agreement, it is more appropriate to recognize
revenue on some other systematic and rational basis.

Under IAS 18, the Company may account for the entire up-front payment as revenues if certain criteria

are met, i.e., no future performance obligation, remaining obligations or contingent future events.

Activity plan for IFRS conversion

Key Activities

Key Milestones

Accounting policies and financial statement preparation

Current Status

o |dentify differences between
Canadian GAAP and IFRS.

o Evaluate and select one-time
and ongoing IFRS poalicies.

e Benchmark findings with peer
companies.

e Develop financial statement
format including notes to the
financia statements.

o Quantify the effects of
conversion to IFRS.

o Assessment and quantification
of the effects of conversion to
be completed in the third
quarter of Fiscal 2011.

o Skeleton financial statements
and format for notes to the
financial statementsto be
completed in the third quarter
of Fiscal 2011.

¢ Final selection of IFRS
accounting policiesto be
completed in the third quarter
of Fiscal 2011.

e Completed a diagnostic study

that identified the key areas of
difference between current
practice and IFRS.

An in-depth analysis of issues
and accounting policy choices
is currently underway.
Acquired research tools to
assist in benchmarking industry
and peer practices with respect
to IFRS.

Third-party experts are
providing input and assistance
related to implementation.

Accounting systems

e |dentify and address changesto
accounting systems required to
comply with IFRS, including
development of comparative
information.

o Implement required changes.

e Select and implement tools and
solutionsin support of IFRSin

the third quarter of Fiscal 2011.

e Complete testing and
remediation of changesto
system in the fourth quarter of
Fiscal 2011.

The Company is currently
upgrading its accounting
system to aversion that can be
supported for IFRS
considerations.

Additional modules related to
Property, Plant and Equipment
and Enterprise Asset
Management have been
licensed, and progress on
implementation will be
presented in future MD&AS.
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Key Activities

Key Milestones

Current Status

Control environment

o Confirm that business
processes and controls are
IFRS compliant.

o |dentify and implement
changes required to support
Disclosure Controls and
Procedures (“DCP").

o |dentify and implement
changes required to support
Internal Controls over
Financial Reporting (“ICFR").

¢ Any changes required to be
implemented in the fourth
quarter of Fiscal 2011.

e Update internal senior
management certification
processes for the fourth
quarter of Fiscal 2011.

¢ Update the CFO and CEO
certification processes for the
fourth quarter of Fiscal 2011.

e Evaluation of current practices
with respect to IFRS is
underway, and will be
integrated to the Company’s
current processes over the
evaluation and testing of DCP
and ICFR.

Training

¢ Define and introduce an
appropriate level of expertise
for each of the following:
o Financial reporting and
accounting staff
o Senior management
o Audit Committee

e Completetraining in the third
quarter of Fiscal 2011.

e Training has been provided to
the Audit Committee and
Senior Management of the
Accounting group.

e Progress of additional training
effortswill be reported in
future MD&As.

Other business activities

o |dentify IFRS-impact on
external contractual
arrangements, financial
covenants, and employee
compensation plans.

o Integrate IFRS is related
communication in support of
investor relations, MD&A, and
other external communications.

¢ Report progress of IFRS
conversionin MD&A ona
quarterly basis.

e Complete review of material
contracts and evaluate IFRS
impact on accounting in the
third quarter of Fiscal 2011.

e Support for investor relations
with respect IFRS-related
gueries and communications to
be in place by the end the third
quarter of Fiscal 2011.

¢ |FRS conversion progress
reporting has now been
integrated with the process
for building and completing
the MD&A.

o Contract review is underway —
currently, the Company has
identified some contracts of
interest in terms of revenue
recognition differences, and
will report further progress and
the impact of such differences
in future MD&As.

Going forward, in future quarterly and annual reports, the Company will provide updates on its IFRS
activities, including its progress on the activity plan, outlines of key differences between current practice
and IFRS, and, when possible, illustrative disclosures and financial statement account reconciliations. The
Company also intends to perform an evaluation of the impact of the adoption of IFRS on material contracts,
compensation arrangements and business activities that rely on financial information during the remainder
of Fiscal 2011, as well as evaluating the impact of IFRS on its control environment, and system and

business processes.
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NON-GAAP AND OTHER MEASURES

The following measures included in the MD&A do not have a standardized meaning under Canadian
Generally Accepted Accounting Principles (GAAP) and, therefore, are unlikely to be comparable to similar
measures presented by other companies:

EBITDA: Means “Earnings before Interest, Taxes, Depreciation, Amortization and foreign exchange”. The
Company considers EBITDA to be an effective measure of each segment’s contribution to the Company on
an operational basis. It is management’s view that this measure is used by analysts and shareholders to
evaluate the financial performance of the Company’ s operations.

Burn Rate: Means consolidated cash flow used in operations. This information can be found in the
Consolidated Statements of Cash Flows, under Operating Activities. It shows the cash flow used in
operations (before change in non-cash working capital balances related to operations).

Net working capital: Means current assets minus current liabilities, excluding the current portion of non-
refundable deferred licensing revenues.

EFFECTIVENESS OF DISCLOSURE CONTROLS

In accordance with National Instrument 52-109 — “Certification of Disclosure in Issuers Annual and
Interim Filings’ [“Nationa Instrument 52-109"], the Company is responsible for establishing and
maintaining internal control over its financial reporting, which is designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of the Company’s consolidated financial
statements in accordance with Canadian GAAP. Due to the inherent limitations in any control system,
internal control over financia reporting may not prevent or detect all material misstatements. Also, any
conclusions on the effectiveness of a system of internal control in the future are subject to risk, as the
system may be or become inadequate for many reasons, including due to changes in business conditions,
personnel changes and/or the impact of other risks and uncertainties on internal controls.

Management has used the framework of the Committee of Sponsoring Organizations of the Treadway
Commission [“COSO’] to evaluate the effectiveness of the Company’s interna control over financial

reporting.

The Chairman, President and Chief Executive Officer and the Chief Financia Officer, together with
management, completed the documentation and preliminary evaluation of the effectiveness of the
Company’s disclosure controls and procedures [“DCP’] and internal controls over financial reporting
[“1CFR"] at June 30, 2010. Over the course of the fourth quarter of Fiscal 2010, the key controls identified
in the documentation were tested and evaluated. As a result of this testing, the Company has discovered a
number of areas where significant improvements and updates should be introduced and implemented,
including the documentation of controls. None of the observations or results indicated a material weakness
in either DCP or ICFR for the quarter ended December 31, 2010.

The Company plans to continue to review and make the necessary changes to its ICFR policies and
procedures, including policy development and implementation. In November, 2010, the Company hired an
expert in control processesto lead this effort and expects to implement and test improvements by the end of
the fourth quarter of Fiscal 2011. In addition, the Company has completed implementation of upgrades to
the accounting systems, and is in the process of acquiring and implementing other tools and modules in
support of improved management and reporting processes. These new resources, combined with changesin
the Company’s financial condition, should result in improvements in its review and approval process,
particularly the financial statement close process. The Company expects to continue its approach to control
improvements indefinitely.

The Company expects to implement a number of improvements over the course of Fiscal 2011 to address
those necessary to maintain DCP and | CFR through the Company’ s convergence with |FRS.
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RISKS AND UNCERTAINTIES

Approach to Risk Management

The Company’s business activities expose it to a wide variety of risks. The Company’s goal is to manage
these risks so that it is reasonably protected from an unacceptable level of earnings or financia exposure
while till enabling business development through its commercialization activities. The Company has
developed arisk management oversight structure and an internal reporting structure to monitor and manage
the risks arising from its business activities, the markets in which it operates, and the regulatory and
political environments and structures with which the Company interfaces internationally.

The Company’s risk management processes include the following pathways to oversight of its principal risks:

The Board of Directors provides for the stewardship of the Company, reviews and establishes policies and
procedures, and receives quarterly comprehensive management reports outlining progress and status of all
critical activities and associated risks. The Board of Directors also undertakes to understand the key risks of
the Company and directs management to address any risks with which it believes are not in the best
interests of the Company and shareholder value creation.

The Audit Committee, established by the Board of Directors, provides assistance to the Board of Directors
in fulfilling its oversight responsibility relating to the integrity of the Company’s financial statements and
the financial reporting process, the systems of internal accounting and financial controls, the externa
auditors' qualifications, terms and conditions of appointment, including remuneration, independence,
performance and reports, and the legal and risk compliance programs as established by management and
the Board of Directors.

Controls Aimed at Mitigating, Monitoring and Managing Risks

The Company’ s risk controls have several key components:

Organizational Commitment to our Values

Every corporate culture is unique. The Company strives to foster beliefs and actions that are true to, and
respectful of, its stakeholders and the community at large. The Company does this by investing in
communities where its employees live and work, concentrating on operating and growing sustainahility,
putting safety first, and being responsible to the many groups and individuals with whom it comes into
contact. The Company’s activities and approach to business are consistent with its “ Code of Conduct” and
ethics policies.

Policies

The Company maintains a set of enterprise-wide policies that have been established to address key risks.
These policies establish delegated authorities and limits for business transactions, as well as allowing for an
informed approval process. The Company performs periodic reviews and audits to ensure compliance with
these policies.

Reporting

The Company provides quarterly progress reports, together with risk exposures, to key decision-makers
including the Board of Directors and senior management. This reporting includes analysis of emerging
risks, existing risk exposures, activities carried out in relation to those risks, and the adopted or
recommended course of action to mitigate the existing level of risk. This quarterly reporting provides for
effective and timely risk management and oversight.
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Whistleblower System

Any director, officer or employee who has any concern or complaints regarding accounting, internal
control or auditing matters, any potential violations of law or regulatory provisions, unethical or illegal
conduct may, in accordance with the Code of Ethical Conduct and Business Practices, make a confidential
submission through the Bioniche portal pursuant to the Company’s policy on Reporting of Unlawful
Activity. The concern/complaint will be confidentially directed to the Lead Director of the Corporate
Governance and Nominating Committee as well as an appointed representative of the Company’s Legal
Department. Such submissions are not traceabl e to the sender by either the Company or its I T department.

For shareholders and those without access to the Bioniche portal, submissions may be made in writing,
marked confidential, and deposited in the Legal Department’s internal mail slot or mailed to the Company,
marked confidential, to the attention of the Lead Director of the Corporate Governance and Nominating
Committee. The unopened enveloped will be forwarded to the Lead Director for review. The Lead Director
of the Corporate Governance and Nominating Committee and Legal Department representative will
conduct an investigation with the assistance of the Audit Committee and internal departments within the
Company, as deemed appropriate. The complaint will be investigated according to established procedures
for review. Where action is deemed warranted, action will be taken to resolve the situation which has been
the source of the complaint.

Summary of Risks and Uncertainties

Before making an investment decision with respect to the Company’s Common Shares, investors should
carefully consider the following risk factors, in addition to the other information included or incorporated
by reference into this report and the annual report for the fiscal year ended June 30, 2010. The risks as set
out in the annual report remain unchanged. The primary risks that may affect the Company during this
fiscal year are summarized below. If any of the risks and uncertainties occurs, the business, financia
condition, prospects, or results of operations for the Company would likely suffer.

If any of the following risks occur, the Company’s business, results of operations or financia position
could be materially adversely affected.

e The Company expectsto continue to experience losses as a result of its ongoing research. It is
difficult to estimate the timing and future costs of its research and development programs and the
timing of the achievement of milestone revenues.

e The Company may be unable to achieve certain milestones associated with the external partnership,
which could curtail future development and negatively impact the Company’ s Share price.

e |f the Company cannot raise additional capital on acceptable terms, it may delay or be unable to
pursue further development of its product portfolio, obtain regulatory approvals or commercialize
its product candidates.

e The Company isindirectly subject to price regulation in certain countries and this could affect its
gross margin.

The Company does not currently have backup manufacturing capacity for some of its key products.
The loss of akey supplier of certain raw materials could have a material adverse effect on the
Company’s business and financial condition.

e The Company may not achieve its projected development goalsin the timeframes it announces
and expects.

e Rapid technological change could make the Company’ s products obsol ete.

e The Company faces uncertainties related to regulatory approval which could result in delaysin
product commercialization in certain territories.

e Evenif the Company obtains marketing approval, its products will be subject to ongoing
regulatory review.

e The Company’s products, if approved, may fail to achieve market acceptance.

o Development of therapeutics can be costly and require years of research and development activities.

o |f the Company is unableto protect itsintellectual property rights, its competitors may develop
and market products with similar features that may reduce demand for its products and the
effective commercialization of its products may be inhibited.
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e  The Company may become involved in lawsuits with respect to collaborations or protection or
enforcement of its patents that would be expensive and time-consuming.

e |f third-party manufacturers of the Company’s products fail to devote sufficient time and resources
to its concerns, or if their performance is substandard, clinical trials and product introductions may
be delayed and costs may rise.

e The Company may not be able to manufacture its productsin commercial quantities, which would

prevent it from marketing its products.

The Company may not be able to successfully achieve its goals.

The Company has international operations that expose it to additional business risks.

The Company may incur losses associated with foreign currency fluctuations.

The Company is subject to the risk of product liability claims, for which it may not have, or be

able to obtain, adequate insurance coverage.

e Some of the Company’s products involve may use hazardous materials and, as aresult, it is
exposed to potential liability claims and to costs associated with complying with laws regulating
hazardous waste.

e Future sales of Common Shares by the Company or its existing lenders or shareholders may cause
its Share priceto fall.

e  The Company has never paid dividends on its Common Shares, and it does not anticipate paying
any cash dividends in the foreseeable future.

OTHER INFORMATION ABOUT THE COMPANY

Additional information relating to the Company, including the Annual Information Form (AIF), isavailable
on SEDAR at www.sedar.com.

Brian D. Ford, CA,
Chief Financial Officer
February 10, 2011

19



Bioniche Life SciencesInc.
Amalgamated under the laws of Ontario

INTERIM CONSOLIDATED BALANCE SHEETS

[Unaudited]
Asat December 31, Asat June 30,
2010 2010
(thousands of Canadian dollars) $ $
ASSETS
Current
Cash and cash equivalents 23,586 11,070
Accounts receivable 4,858 8,601
Income taxes receivable 119 63
Future income tax assets 71 197
Inventories [note 3] 8,092 6,668
Prepaid expenses, deposits and other 1,984 793
38,710 27,392
Long-term
Property, plant and equipment 23,150 16,584
Intangible assets 6,479 6,500
Goodwill 456 456
Long-term accounts receivable 1,750 1,156
Future income tax assets 33 51
70,578 52,139
LIABILITIESAND SHAREHOLDERS EQUITY
Current
Accounts payable and accrued liabilities 11,360 9,716
Deferred government incentives 744 —
Current portion of long-term debt and obligations under
capital leases 527 256
Current portion of repayable government assistance [ note 4] 1,886 960
Current portion of non-refundable deferred licensing revenue 1,486 1,486
16,003 12,418
Long-term
Accrued pension liability [note 7] 1,934 —
L ong-term debt 1,722 1,341
Obligations under capital leases 1,131 1,184
Repayable government assistance [ note 4] 11,806 6,965
Deferred government incentives 479 2,382
Non-refundable deferred licensing revenue 18,610 19,353
51,685 43,643
Shareholders' equity [note 10]
Share capital [note 5] 112,800 96,677
Other paid-in capital [note 5] 8,593 8,700
Deficit (102,500) (96,881)
18,893 8,496
70,578 52,139
Subsequent event [ note 10]

See accompanying notes
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Bioniche Life Sciences|Inc.

INTERIM CONSOLIDATED STATEMENTS OF (LOSS) INCOME,

COMPREHENSIVE (LOSS) INCOME, AND DEFICIT
[Unaudited]

For the three and six months ended December 31

Current Last Year Current Last
Quarter Quarter  Year toDate Year toDate
2010 2009 2010 2009

(thousands of Canadian dollars, except share and per share amounts) $ $ $ $
REVENUES
Sales 6,110 7,029 12,802 12,935
Research collaborations 854 — 1,644 —
Gain on disposal of intangible assets — — — 883
Licensing 4,417 6,757 4,789 7,090

11,381 13,786 19,235 20,908
EXPENSES
Cost of sales (excluding amortization) [ note 3] 2,873 3,294 6,040 6,065
Administration 3,616 1,646 5,516 3,431
Marketing and selling 1,878 1,469 3,395 2,950
Financial expenses[note 8] 233 164 386 352
Amortization of property, plant and equipment 253 260 491 567
Amortization and write-down of intangible assets 208 189 407 431
Foreign exchange loss 150 144 257 264

9,211 7,166 16,492 14,060

Income before research and development expenses and other items 2,170 6,620 2,743 6,848
Research and devel opment expenses, gross 4,809 4,754 9,250 8,154
Repayable government assistance — — — 3,884
Less: government incentives, net (530) (790) (1,034) (1,293)
(L oss) income befor e income taxes (2,209) 2,656 (5,473) (3,997)
Provision for income tax expense — — 129 130
Net (loss) income and comprehensive (loss) income for the period (2,209) 2,656 (5,602) (4,227)
Deficit, beginning of period (100,391)  (102,075) (96,881) (95,292)
Premium on share redemption [ note 5] — — 47) —
Deficit, end of period (102,500) (99,419) (102,500) (99,419)
Basic and diluted net (loss) income per share (0.03) 0.04 (0.07) (0.06)
Weighted-average number of common shares outstanding 81,897,104 72,008,694 77,466,755 71,941,789

See accompanying notes
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Bioniche Life Sciences|Inc.

INTERIM CONSOLIDATED STATEMENTSOF CASH FLOWS

[Unaudited]
For the three and six months ended December 31
Current Last Year Current Last
Quarter Quarter  Year toDate Year toDate
2010 2009 2010 2009

(thousands of Canadian dollars) $ $ $ $
OPERATING ACTIVITIES
Net income (loss) for the period (2,209) 2,656 (5,602) (4,227)
Add (deduct) non-cash items:

Amortization 461 449 898 946

Unrealized foreign exchange loss (gain) 21 1 62 (26)

Accreted interest on discounted receivables and interest-free

loans and amortization of financial expenses 164 103 262 211

Stock-based compensation expense 75 49 137 109

Employee share ownership plan 213 137 407 137

Accrued pension expense 1,934 — 1,934 —

Warrants issued to consultants — — 1 —

Repayable government assistance — — — 3,884

Amortization of deferred government incentives (1,183) (667) (1,472) (844)

Licensing revenue (371) (371) (743) (704)

Write-down of intangible assets — — — 52

Future income taxes — — 129 —

Gain on sale of intangible assets — — — (883)

Deemed government assistance (16) (15) 3D (74)

(811) 2,342 (4,018) (1,319)

Decrease in restricted cash — 911 — 1,037
Net change in non-cash working capital balances 3,908 (1,034) 3,556 (6,028)
Net change in non-refundable deferred licensing revenue — — — 22,286
Cash provided by (used in) operating activities 3,097 2,219 (462) 15,976
INVESTING ACTIVITIES
Proceeds on settlement of long-term accounts receivable — — 100 —
Government incentives received on account of property, plant and equipment 352 51 1,496 51
Proceeds on sale of intangible assets — — — 606
Purchase of intangible assets (213) — (386) —
Procceds on disposal of property, plant and equipment 6 6 6 6
Purchases of property, plant and equipment (5,398) (1,136) (11,558) (1,375)
Cash used in investing activities (5,253) (1,079) (10,342) (712)
FINANCING ACTIVITIES
Proceeds from deferred government incentives 340 — 690 —
Proceeds from government assistance [ note 4] 3,848 — 7,574 54
Proceeds from long-term debt 500 — 500 —
Proceeds from exercise of stock options 57 — 184
Proceeds from exercise of warrants 302 — 302 —
Proceeds from shares issued 16,675 — 16,675 —
Redemption of common shares — — (273) —
Payment of share issuance costs (2,298) — (2,298) —
Payment of financing fees — debt — — — (2,117)
Repayment of revolving credit facility — — — (4,416)
Repayment of capital lease obligations (130) (151) (228) (235)
Repayment of long-term debt 3 (141) (6) (150)
Cash provided by (used in) financing activities 19,397 (292) 23,320 (6,864)
Net increasein cash and cash equivalents during the period 17,241 848 12,516 8,400
Cash and cash equivalents, beginning of period 6,345 13,502 11,070 5,950
Cash and cash equivalents, end of period 23,586 14,350 23,586 14,350

See accompanying notes
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Bioniche Life SciencesInc.

NOTESTO INTERIM CONSOLIDATED
FINANCIAL STATEMENTS

December 31, 2010 and 2009
[thousands of Canadian dollars or other currencies, except
where noted and for share and per share amounts] Unaudited

1. NATURE OF THE BUSINESS AND BASIS OF PRESENTATION

Nature of the business

Bioniche Life Sciences Inc. [“the Company”] is a Canadian biopharmaceutical company engaged
in the research, development, manufacturing and commercializing of human and animal health
products and technologies worldwide. The Company’s common stock is traded on the Toronto
Stock Exchange [TSX: “BNC"].

Basis of presentation

These interim consolidated financial statements do not contain all disclosures required by
Canadian generally accepted accounting principals [“GAAP’] for annual financial statements and,
accordingly, these financial statements should be read in conjunction with the most recently
prepared annual consolidated financial statements for the year ended June 30, 2010. These
unaudited interim consolidated financial statements follow the same accounting policies and
methods of their application as outlined in the most recent annua consolidated financial
statements, except as described in note 2 below.

2. CHANGES IN ACCOUNTING POLICIES AND RECENT
ACCOUNTING PRONOUNCEMENTS

During the quarter ended December 31, 2010, the Company agreed to sponsor an unfunded
defined benefit plan based on years of service and final pay for its President and Chief Executive
Officer as defined under CICA Handbook Section 3461, Employee Future Benefits which is
neither registered nor pre-funded. The cost of this defined benefit plan has been determined by an
independent actuary using the projected benefit method incorporating management’ s best estimate
of future salary escalation, retirement age, inflation and other actuaria factors. Actuaria gains
(losses) on the accrued benefit obligation arise from differences between actual and expected
experience and from changes in the actuarial assumptions used to determine the accrued
benefit obligation and are recognized in income immediately. Past service costs from the initiation
of a plan or an amendment are amortized on a straight-line basis over the average remaining
service period.
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3. INVENTORIES
December 31,2010  June 30, 2010

$ $
Raw materials 1,701 1,714
Work in process 2,166 1,860
Finished goods 4,225 3,094
8,092 6,668

During the three and six month periods ended December 31, 2010, inventories in the amount of
$2,539 and $5,411, respectively [2009 — $3,109 and $5,630, respectively] were recognized as cost
of sales, including provisions for write-downs to net realizable value of $10 and $40 [2009 — $17
and $79, respectively] and the reversal of previously recorded writedowns of $26 and $34 as a
result of a reassessment of the potentiad market [2009 — $14 and $58, respectively]. As at
December 31, 2010, inventories in the amount of $44 [2009 — $30] are carried at their net
realizable value.

4. GOVERNMENT INCENTIVES AND ASSISTANCE

The following table summarizes transactions for the six months ended December 31, 2010 related
to each of the government programs under which the Company has received assistance:

ITO MEDT Agri-Ops Total

$ $ $

Opening balance 4,175 3,159 591 7,925
Government assistance loans received — 5,491 2,083 7,574
Less: interest-free discount — (1,205) (1,030) (2,135)
Accretion of interest 121 146 61 328
4,296 7,691 1,705 13,692

Less: current portion 1,886 — — 1,886

Total long-term repayable

gover nment assistance 2,410 7,691 1,705 11,806

Industrial Technology Office

During the three-month period ended September 30, 2010, the maximum eligible reimbursement
under the E.coli 0157:H7 cattle vaccine program was reached. Claims for additional eligible
expenditures are being applied against the deferred government incentive balance.
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5. SHAREHOLDERS’ EQUITY

Share capital consists of the following: December 31, June 30,

2010 2010

$ $

Preferred shares — Series | 161 161

Preferred shares — Series || — 8,799

Common shares 112,639 87,717

112,800 96,677

The change in the issued and fully paid common shares of the Company during the six-month

period ended December 31, 2010 is asfollows:

December 31, 2010

Shares Amount
# $
Balance June 30, 2010 72,890,247 87,717
Employee share ownership plan 316,850 393
Options exercised 217,123 245
Warrants exercised 460,992 487
Shares issued 11,500,000 16,675
Share issuance costs — (1,521)
Shares cancelled (130,000) (156)
Preferred shares converted 6,521,677 8,799
Balance December 31, 2010 91,776,889 112,639

Preferred shares — Series Il

On October 4, 2010, the Fonds de solidarité FTQ converted the remainder of its Series || preferred

shares amounting to 9,000,000 preferred shares into 6,521,677 common shares.
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5. SHAREHOLDERS’ EQUITY [CONT’D]

Common shares

On December 16, 2010, the Company completed the Canadian portion of two concurrent
financings announced on November 22, 2010 [see note 10]. A total of 11,500,000 new common
shares were issued at C$1.45, for gross proceeds of $16,675. This amount, net of issuance
expenses of $1,521 are reflected in Share capital .

During the three-month period ended September 30, 2010, the Company purchased 130,000 of its
own shares from an executive for cash consideration of $173 with a corresponding reduction of
share capital and an increase in the deficit in the amount of $156 and $17, respectively. These
shares have been cancelled in October 2010.

Share compensation

During the three and six month period ended December 31, 2009, the Company issued nil and
278,495 common shares respectively as directors’ remuneration totalling nil and $103. No
directors’ remuneration was paid in common shares during the three and six-month period ended
December 31, 2010.

Employee share ownership plan

During the three-month period ended December 31, 2010, the Company issued 128,777 common
shares [2009 — 161,172] under the employee share ownership plan totaling $201 [2009 — $66)].

During the six-month period ended December 31, 2010, the Company issued 316,850 common
shares [2009 — 161,172] under the employee share ownership plan totaling $393 [2009 — $66].

Stock Options

The changes in the number of options granted by the Company and their weighted-average
exercise prices, for the six-month period ended December 31, 2010 and 2009 are as follows:

2010 2009
# $ # $
Balance, beginning of period 5,470,146 1.00 4,118,501 2.04
Granted 2,000 0.92 2,673,867 0.44
Exercised (217,123) 0.85 — —
Expired/cancelled (16,388) 0.44 (1,169,500) 347
Balance, end of period 5,238,635 1.01 5,622,868 0.99
Exercisable 1,843,549 0.95 1,248,001 1.14
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5. SHAREHOLDERS’ EQUITY [CONT’D]

During the quarter ended December 31, 2010, the Company issued 87,123 common shares on the
exercise of employee stock options for cash consideration of $57. This amount plus the previously
expensed fair value of these options of $20 which was removed from Other paid-in capital, was
added to share capital.

During the six months ended December 31, 2010, the Company issued 217,123 common shares on
the exercise of employee stock options for cash consideration of $184. This amount plus the
previously expensed fair value of these options of $61 which was removed from Other paid-in
capital, was added to share capital.

On July 1, 2010, the Company issued 2,000 three-year stock options [2009 — 2,000 three-year
stock options], vesting immediately and with an exercise price of $0.92 [2009 — $0.37], to
a consultant.

The grant date fair value of options is recognized as an expense over the vesting period.
The amount recognized as a compensation expense during the three and six months ended
December 31, 2010 was $75 and $137, respectively [2009 — $49 and $109, respectively].

The fair value of options granted during the six months ended December 31, 2010 and 2009 was
estimated using the Black Scholes option pricing model, resulting in the following weighted-
average assumptions:

2010 2009
Risk-free interest rate 5.50% 4.0%
Expected volatility 67.4% 65.1%
Expected option life 3.0years 5.0 years
Dividend yield 0% 0%
Weighted-aver age fair value of options granted $0.41 $0.24

Warrants

During the quarter ended December 31, 2010, the Company issued 275,000 common shares on the
exercise of warrants for cash consideration of $302. This amount plus the previously expensed fair
value of these warrants of $64 which was removed from Other paid-in capital, was added to share
capital. In addition, 185,992 common shares were issued on the exercise of 185,992 warrants in
exchange for the surrender and cancellation of 339,008 warrants. The balance of the previously
expensed fair value of these warrants of $121 was removed from Other paid-in capital and added
to share capital.
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5. SHAREHOLDERS’ EQUITY [CONT’D]

The changes in the number of warrants granted by the Company and their weighted-average
exercise prices, for the six-month period ended December 31, 2010 and 2009 are as follows:

2010 2009
Weighted Weighted
average average
Warrants exerciseprice Warrants exerciseprice
# $ # $

Outstanding, beginning of year 1,420,000 1.02 1,711,429 0.96
Exercised (275,000) 1.10 — —
Exercise on cashless basis (185,992) — — —
Cancelled (339,008) 1.10 — —
Outstanding, December 31 620,000 0.92 1,711,429 0.96

Of the remaining outstanding warrants at December 31, 2010, 550,000 have the right to be
exercised in exchange for the surrender and cancellation of the outstanding warrants representing
the equivalent value in shares of the amount that would be realized on the exercise of the warrants
using the average closing price of the Company’s common shares for the twenty preceding trading
daysto the date of exercise.
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6. SEGMENTED FINANCIAL INFORMATION

The Company’s three reportable segments, Animal Health, Human Health and Food Safety are
strategic business units that offer different products and require different technology and
marketing strategies.

The Company accounts for inter-segment sales on a cost plus basis.

Current Quarter December 2010

Human Animal Food
Health Health Safety  Corporate Total
$ $ $ $ $
Sales — 6,110 — — 6,110
Research collaborations 854 — — — 854
Licensing 4,417 — — — 4,417
5,271 6,110 — — 11,381

Expenses — 4,472 805 3,090 8,367
EBITDA before research and

development 5,271 1,638 (805) (3,090) 3,014
Research & devel opment

expenses, gross 3,224 1,159 426 — 4,809
Repayable government assistance — — — — —
L ess: government incentives, net (226) — (304) — (530)
Net research and development

expenses 2,998 1,159 122 — 4,279
Financial expenses — 11 — 222 233
Amortization and write-down of

property, plant and equipment

and intangible assets 222 159 18 62 461
Foreign exchange loss — — — 150 150
Segment income (loss) before

income taxes 2,051 309 (945 (3,524) (2,209
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6. SEGMENTED FINANCIAL INFORMATION [CONT’D]
Current Quarter December 2009
Human Animal Food
Health Health Safety Corporate Total
$ $ $ $ $
Sales — 7,029 — — 7,029
Licensing 6,757 — — — 6,757
6,757 7,029 — — 13,786

Expenses — 4,893 426 1,090 6,409
EBITDA before research and

devel opment 6,757 2,136 (426) (1,090) 7,377
Research & devel opment

expenses, gross 3,608 758 388 — 4,754
Repayable government assistance — — — — —
L ess: government incentives, net (545) — (245) — (790)
Net research and development

expenses 3,063 758 143 — 3,964
Financial expenses — 11 — 153 164
Amortization and write-down of

property, plant and equipment

and intangible assets 243 140 17 49 449
Foreign exchange loss — — — 144 144
Segment income (loss) before

income taxes 3,451 1,227 (586 (1,436) 2,656
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6. SEGMENTED FINANCIAL INFORMATION [CONT’D]

Current Year to Date December 2010

Human Animal Food
Health Health Safety  Corporate Total
$ $ $ $ $
Sdles — 12,802 — — 12,802
Research collaborations 1,644 — — — 1,644
Licensing 4,789 — — — 4,789
5,271 6,110 — — 11,381

Expenses — 9,292 1,244 4,415 14,951
EBITDA before research and

development 6,433 3,510 (1,244) (4,415) 4,284
Research & devel opment

expenses, gross 6,443 1,941 866 — 9,250
Repayable government assistance — — — — —
Less: government incentives, net (675) — (359 — (1,034)
Net research and development

expenses 5,768 1,941 507 — 8,216
Financial expenses — 23 — 363 386
Amortization and write-down of

property, plant and equipment

and intangible assets 435 305 35 123 898
Foreign exchange loss — — — 257 257
Segment income (loss) before

income taxes 230 1,241 (1,786 (5,158) (5,473)
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6. SEGMENTED FINANCIAL INFORMATION [CONT’D]
Current Year to Date December 2009

Human Animal Food
Health Health Safety Corporate Total
$ $ $ $ $
Sdles — 12,935 — — 12,935
Gain on disposal of intangible
assests — 883 — — 883
Licensing 7,090 — — — 7,090
7,090 13,818 — — 20,908
Expenses — 9,081 958 2,407 12,446
EBITDA before research and
development 7,090 4,737 (958) (2,407) 8,462
Research & devel opment
expenses, gross 6,049 1,386 719 — 8,154
Repayable government assistance
3,884 — — — 3,884
L ess: government incentives, net (885) — (308) — (1,193)
Net research and devel opment
expenses 9,048 1,386 411 — 10,845
Financial expenses — 22 — 330 352
Amortization and write-down of
property, plant and equipment
and intangible assets 524 350 32 92 998
Foreign exchange loss — — — 264 264
Segment income (loss) before
income taxes (2,482) 2,979 (1,401) (3,093) (3,997)
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7. ACCRUED PENSION LIABILITY

During the quarter ended December 31, 2010, the Company agreed to sponsor an unfunded
defined benefit plan for its President and Chief Executive Officer based on years of service and
final pay. The Company used an actuarial estimate to measure the accrued benefit obligation as at
December 31, 2010. The initial accrued benefit obligation was determined by the actuary to be
$1,934 which was recognized as past service costs and included within administration expenses
during the quarter ended December 31, 2010 as there is no remaining service period to become
eligible for these benefits. The significant actuarial assumptions used by the Company to
determine its accured benefit obligations as at December 31, 2010 was an average discount rate of
4.4% and an estimated rate of compensation increase of 3%.

8. FINANCIAL EXPENSES

Last
Last Current Y ear
Current Y ear Year to Year to
Quarter Quarter Date Date
2010 2009 2010 2009
$ $ $ $
Interest on long-term debt 77 74 150 148
Other interest expense 2 1 3 20
Other interest income (20 14 (29) (27
Accreted interest income on
discounted receivables (3D (20) (66) (39
Accreted interest expense on
interest-free loans 195 117 328 239
Amortization of financial expenses — 6 — 11
233 164 386 352

9. RELATED PARTY TRANSACTIONS

During the six months ended December 31, 2010, the Company made lease payments of $17 per
month to a company controlled by the CEO who is also a Director of the Company [2009 — $17].
As well, the Company paid a director $25 [2009 — $43] in consulting fees, engaged the
professional services of a director's firm for $33 [2009 — nil] and purchased inventory from a
company owned by a director in the amount of $19 [2009 — $5]. The Company received payment
for services provided to a company owned by adirector of $49 [2009 — $42].
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10. SUBSEQUENT EVENTS

On January 20, 2011, the Company completed the Australian portion of two concurrent
financings. A total of 8,621,380 common shares were issued to underlie the equivalent number of
Australian CHESS Depositary Instruments (CDIs) at A$1.45 for gross proceeds of A$12,501
[C$12,254]. The Company expects to incur share issuance costs of $1,459, of which $677 was
incurred at December 31, 2010 and are included in Prepaid expenses, deposits and other. The
entirety of the costs will be recorded as a reduction of share capital during the third quarter of
fiscal 2011 following issuance of the shares. On January 27, 2011, the Company officially began
trading on the Australian Securities Exchange [*ASX”].
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