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General

On July10, 2007 (théi Ar r angement Dateodo), Lorus Therapeutics 1|n
corporate reorganization with, among others, 43282&iaddnc. (now Global Summit Real Estatacl), formerly
Lorus Therapeutick n ¢ . L(off @lsd ) ,Caraddfc7abhdPhnacle International Landiss. (the
iArrangemento). As a result of the plan of arrangement
of Old Lorus wasexchaegd f or one of our common shares (fAShareso) a
assets and related valuation allowance) and liabilities of Old Lorus (including all of the shares of its subsidiaries)
were transferred, directly or indirectly, to aorporation and/or our subsidiaries. We continued the business of Old
Lorus after the Arrangement Date with the same officers and employees and continued to be governed by the same
directors as Old Lorus prior to the Arrangement Date. In this Annual Repétorm 26F, all references to

ALoruso the fiCorporationod, the ACompanyodo, FAweod, fAour o,
references to Old Lorus prior to the Arrangement Date and us after the Arran@atenReferences to thisF o r m
20F0 and this AAnnual Reportd mean -Frfoethecyeaeandeeday8lp t hi s A
2009.

We use the Canadian dollar as our reporting currenc
f$0 are expresded|iamsCamadiess otherwise indicated. See

detailed currency and conversion information. Our consolidated financial statements, which form part of the Annual
Report, are presented in Canadian dollars and are pdeipaaiecordance with accounting principles generally

accepted in Canada (fiCanadian GAAPO) which differ in c¢
accepted in the United States (AU.S. GAAPO)asthegyhe di f f el
relate to our business, are explained in the Supplementary Information included with the Financial Statements

included in this Annual Report.

Special note regarding forwardlooking statements in this Annual Report

This Annual Report may contaiorivard-looking statements within the meaning of securities laws. Such statements
include, but are not limited to, statements relating to:

. our ability to obtain the substantial capital required to fund research and operations;
. our plans to obtain partner® assist in the further development of our product candidates;
. our expectations with respect to existing and future corporate alliances and licensing transactions

with third parties, and the receipt and timing of any payments to be made by us on tesseict
of such arrangements;

. our expectations regarding future financings;
. our plans to conduct clinical trials;
. our expectations regarding the progress and the successful and timely completion of the various
stages of our drug discovery, peénical and clinical studies and the regulatory approval
process;
. the Companyds plans, objectives, expectations a
. ot her statements including words such as fiantic
Apl ano, Afesti mat efowi Iiled,p eftg g u lfid n,t efmMmMay, 6, and ot

Such statements reflect our current views with respect to future events and are subject to risks and uncertainties and
are necessarily based upon a number of estimates and assumptions that, mgilered reasonable by us are

inherently subject to significant business, economic, competitive, political and social uncertainties and
contingencies. Many factors could cause our actual results, performance or achievements to be materially different
fromany future results, performance, or achievements that may be expressed or implied by sucHdokivayd
statements, including, among others:

our ability to continue to operate as a going concern;

our ability to obtain the substantial capital requiredftmd research and operations;

our lack of product revenues and history of operating losses;

our early stage of development, particularly the inherent risks and uncertainties associated with
(i) developing new drug candidates generally, (i) demonstratiegsafety and efficacy of these



drug candidates in clinical studies in humans, and (iii) obtaining regulatory approval to
commercialize these drug candidates;

. the progress of our clinical trials;

. our liability associated with the indemnification of Old uerand its directors, officers and
employees

. our ability to find and enter into agreements with potential partners;

) our drug candidates require tirmnsuming and costly preclinical and clinical testing and
regulatory approvals before commercialization;

. clinical studies and regulatory approvals of our drug candidates are subject to delays, and may

not be completed or granted on expected timetables, if at all, and such delays may increase our

costs and could delay our ability to generate revenue;

the regulabry approval process;

our ability to attract and retain key personnel;

our ability to obtain patent protection and protect our intellectual property rights;

our ability to protect our intellectual property rights and to not infringe on the intellectual

property rights of others;

our ability to comply with applicable governmental regulations and standards;

) development or commercialization of similar products by our competitors, many of which are
more established and have greater financial resources tharowe d

. commercialization limitations imposed by intellectual property rights owned or controlled by third

parties;

our business is subject to potential product liability and other claims;

our ability to maintain adequate insurance at acceptable costs;

further equity financing may substantially dilute the interests of our shareholders;

changing market conditions; and

other risks detailed from tim-time in our ongoing quarterly filings, annual information forms,

annual reports and annual filings with Canadis@écurities regulators and the United States

Securities and Exchange Commi ssion, and those

Factorso.

Should one or more of these risks or uncertainties materialize, or should the assumptions set out in the section
entitled ARI sk Fact or-bdkingustatdneents proven igcorreds, @ctual reSuits mag vady
materially from those described herein. These forwaaking statements are made as of the date of this
management, discussion and analysisitothe case of documents incorporated by reference herein, as of the date

of such documents, and we do not intend, and do not assume any obligation, to update thesdofuingrd
statements, except as required by law. We cannot assure you that seofestatwill prove to be accurate as
actual results and future events could differ materially from those anticipated in such statements. Investors are
cautioned that forwardooking statements are not guarantees of future performance and accordinglpig\ast
cautioned not to put undue reliance on forwdmdking statements due to the inherent uncertainty therein.

w



PART |

Item 1. Identity of Directors, Senior Management and Advisors
Not applicable.
Item 2. Offer Statistics and Expected Timetable
Not apgicable
Item 3. Key Information
A. Selected Financial Data

The following tables present our selected consolidated financial data. You should read these tables in
conjunction with our audited consolidated financial statements and accompanying notesdiniigin 180of this
Annual Report and the fiManagementés Discussion and Anal
included in Item 5 of this Annual Report.

The financial data as at May 31, 2009, 2008, 2007, 2006 and 2005 and for thengeatr$/ay 31, 2009,
2008, 2007, 2006 and 2005 have been derived from, and are qualified in their entirety by reference to, our audited
consolidated financial statements, which have been prepared in accordance with Canadian GAAP and reconciled to

U.S. GAAPIn the Supplementary Information included with the Financial Statements included in this Annual
Report.

The following table presents a summary of our consolidated statement of operations derived from our
audited financial statements for the years endeg 3122009, 2008, 2007, 2006 and 2005.

Consolidated statements of operations data
(In thousands, except per share data)

Years Ended May 31,

2009 2008 2007 2006 2005
In accordance with
Canadian GAAP
Revenue $184 $43 $107 $26 $6
Research andevelopment® $3,757 $6,620 $3,505 $10,237 $14,394
General and administrativa $2,958 $3,715 $3,727 $4,334 $5,348
Net loss $8,860 $6,334 $9,638 $17,909 $22,062
Basic and diluted loss per share $0.04 $0.03 $0.05 $0.10 $0.13
Weighted average numbef
common shares outstanding 247,084 215,084 204,860 173,523 172,112
In accordance with U.S. GAAP
Net loss $7,735 $5,526 $9,150 $16,388 $20,298
Basic and diluted loss per share $0.03 $0.03 $0.05 $0.09 $0.12

(@ Amounts in 2008 and 2T have been reclassified to conform to the financial statement presentation adopted

in 2009



The following table presents a summary of our consolidated balance shebteas3dt, 2009, 2008, 2007, 2006 and

2005

Consolidated balance sheet data

(In Thousands) As at May 31,

2009 2008 2007 2006 2005
In accordance with Canadian
GAAP
Cash and cash equivalents $5,374 $2,652 $1,405 $2,692 $2,776
Marketable securities and other
investments $490 $6,784| $10,993 $5,627| $18,683
Total assets $7,527| $11,607| $15,475| $11,461 $27,566
Total debt $15,878| $15,459| $14,714| $14,017 $14,300
Tot al sharehol dg $(8351) $(3,852) $761| $(2,556)| $13,266
Number of common shares
outstanding 256,808 217,649 212,266 174,694 172,541
Dividends paid on commoshares - - - - -
In accordance with U.S. GAAP
Total assets $7,593| $11,911| $15,579| $11,625] $27,838
Total debt $16,322 $17,314| $17,232 $17,277 $18,040
Total sharehol ddg $(8,729) $(5,403)] $(1,653) $(5652) $9,798

Footnotes:

(@)

(b)

(1) On theArrangement Datethe Company completed a plan of arrangement and corporate reorganization

with Old Lorus 6707157 Canada Inc. and Pinnacle International Lands Inc.

As a result of the plan of

arrangement and reorganization, among other things, $fsate of Old Lorus was exchanged for one Share of

the Company and the assets (excluding certain future tax assets and related valuation allowance) and liabilities
of Old Lorus were transferred to the Company and/or its subsidiaries. The Company cahgnoesiness of

Old Lorus after the Arrangement Date with the same officers and employees and continued to be governed by
Board of

t he same

information above reflect that of the Company as if it had always carried on the business formerly carried on by

Old Lorus.

Changes in accounting polices:

Accouning changes:

Directors
have been accounted fon a continuity of interest basis and accordingly, the consolidated financial statement

as Ol d

Lorus

prior

t o

Effective June 1, 2008, the Company adopted the Accounting Standards Board's ("AcSB") replacement of
Section 1506, Accounting Changes. The new standard allows for voluntary changes in accounting policy
only when they result in the financiabgements providing reliable and more relevant information; requires

changes in accounting policy to be applied retrospectively unless doing so is impracticable; requires prior

period errors to be corrected retrospectively; and calls for enhanced disslabout the effects of changes

in accounting policies, estimates and errors on the financial statements. The adoption of this standard did
not have any impact on the Company's consolidated financial statements during the year ended May 31,

20009.

Captal disclosures:

Effective June 1, 2008, the Company adopted the new recommendations of The Canadian Institute of

Chartered Accountants ("CICA") Handbook Section 1535, Capital Disclosures ("Section 1535"). Section

1535 establishes standards for disclogirigrmation about an entity's capital and how it is managed. It
requires the disclosure of information about: (i) an entity's objectives, policies and processes for managing

t

h ¢



capital; compliace with any capital requirements; and if it has not compliechtisequences of such ron
compliance. The Company has included disclosures recommended by Section 1535 in note 8 to the
consolidated financial statements of the Company as set out in Iltem 18

(c) Financial instruments:
Effective June 1, 2008, the Compamopted the new recommendations of CICA Handbook Section 3862,
Financial InstrumentsDisclosures ("Section 3862"), and Handbook Section 3863, Financial Instruments
Presentation ("Section 3863"). SectRB62 requires entities to provide disclosurethair financial
statements that enable users to evaluate the significance of financial instruments on the entity's financial
position and its performance and the nature and extent of risks arising from financial instruments to which
the entity is exposeduding the period and at the balance sheet date, and how the entity manages those
risks. Section 3863 establishes standards for presentation of financial instruments-finanooad
derivatives. It deals with the classification of financial instrumdras) the perspective of the issuer,
between liabilities and equities, the classification of related interest, dividends, losses and gains, and
circumstances in which financial assets and financial liabilities are offset. The adoption of these standards
did not have any impact on the classification and valuation of the Company's financial instruments. The
Company has included disclosures recommended by these new Handbook sections in note 9 to the
consolidated financial statements of the Company as sét tam 18.

(d) General standards of financial statement presentation:
In May 2007, the AcSB amended CICA Handbook Section 1400, General Standards of Financial Statement
Presentation, to change the guidance related to management's responsibility thesdelty of the
entity to continue as a going concern.

The main features of the changes are as follows:
() management is required to make an assessment of an entity's ability to continue as a going concern;

(i) in making its assessment, managentakes into account all available information about the future,
which is at least, but is not limited to, twelve months from the balance sheet date;

(i) financial statements must be prepared on a going concern basis unless management either intends to
liguidate the entity, to cease trading or cease operations, or has no realistic alternative but to do so;

(iv) disclosure is required of material uncertainties related to events or conditions that may cast
significant doubt upon the entity's ability to t¢imuie as a going concern; and

(v) when financial statements are not prepared on a going concern basis, that fact should be disclosed,
together with the basis on which the financial statements are prepared and the reason the entity is not
regarded as a gug concern.

The effective date of these amendments is for interim and annual financial statements relating to fiscal
years beginning on or after January 1, 2008. The new disclosure requirements pertaining to this section are
contained in note 1(a) to tlwensolidated financial statements.

(2) The significant differences between the line items under Canadian GAAP and those as determined under
U.S.GAAP arise primarily from:

Fiscal 2005 to 2009

The following table reconciles the loss per Canadian GAABs® per U.S. GAAP for years ended May 31,
2005, 2006, 2007, 2008 and 2009:



(In Thousands, except per Share data) Years ended May 31,

2009 2008 2007 2006 2005

Loss per Canadian GAAP $ (886C $ (6334 % (9,63¢ $ (7,909 $ (20,062
Accretion of convertible debentures (i) 1,222 90:< 741 48( 32¢
Amortization of debt issue costs (i) (48) (40) (59) (108 (40)
Stock compensation expense (ii) (39) 47 (194, 1,14¢ 1,47¢
Shortterm investments (iii) (10) (7) - - -
Loss per U.S. GAAP (7,735 (5,526 (9,150 (16,388 (20,298
Other comprehensive loss (iii) 1C (20) - - -
Loss and comprehensive loss per U.S. GAAF (7,725 (5,546 (9,150 (16,388 (20,298
Basic and diluted los per Share per U.S.

GAAP $ 0.0z $ (0.0 % (0.0t $ (0.0¢ (0.12

Under U.S. GAAP, the number of weighted average common shares outstanding for basic and diluted loss per
share is the same as under Canadian GAAP.

(i) Convertible debentures
Under Canadian GAAP, the conversion option embedded in the convertible debentures is presented separately

as a component of shareholdersé equity. Under U.S. G/
bifurcation ands thus presented as a liability along with the balance of the convertible debentures.

Measurement differences from the accretion of the value attributed to the conversion option on the convertible
debentures and amortization of debt issue costs alefuekplained in the supplementary information entitled
ifReconciliation of Canadian and United States Gener al

(i) Stock options

For fiscal 2006, the Company followed the fair value based method of recording stoansatgn expense

under Canadian GAAP, and an intrinsic value method of recording stock compensation expense under U.S.
GAAP. Thisis further explained intleu p pl ement ary i nfor mati on entitled
United States Generally Accepe d Accounting Principleso

Effective June 1, 2006 the Company adopted the fair vadsed method of accounting for stock options

granted to employees and directors as required by FASB Statement No. 123R in accordance with the modified
prospective methodAccordingly the company has applied the fair vddased method to all employee stock
options granted after June 1, 2006. Additionally, compensation costs for awards granted in prior periods for
which the requisite service period has not been renderefl June 1, 2006 will be recognized in the

consolidated statement of operations and deficit as the requisite service is rendered.

During fiscal 2007, the Company recorded stock compensation expense of $503 thousan@12Da6llion)

in accordance wit Canadian GAAP in the consolidated statement of operations, representing the amortization
applicable to the current year at the estimated fair value of options granted since June 1, 2002, and an offsetting
adjustment to stock options of $503 thousandhéndonsolidated balance sheets. Under U.S. GAAP, the

Company recognized $697 thousand in expense during the same period as a result of adopting SFAS 123R.

The primary reason for the difference between US GAAP and Canadian GAAP relating to fiscaD98zsand®
2009 is due to estimation of forfeitures in the determination of the-ttaeéd compensation expense under US
GAAP and accounting for forfeitures as they occur under Canadian GAAP.

(iii) Financial instruments

Effective June 1, 2007, the Companypted the recommendations of The Canadian Institute of Chartered
Accountants' ("CICA") Handbook Section 3855, Financial InstrumeRecognition and Measurement
("Section 3855"), retroactively without restatement of prior periods. This section pro\addsaists for
recognition, measurement, disclosure and presentation of financial assets, financial liabilitiesfamehogi
derivatives.

f



As part of the adoption of the new standards on June 1, 2007, the Company designateshoetrtaim

investmen s consisting of c o-forp araatiTaisghiamge inraeconstingtpslicydos fhel d
Canadian GAAP resulted in a decrease in the carrying amount of these investments amounting to $27 thousand
and an increase in the fiscal 2008 opening dedimtumulated during the development stage of $27 thousand.

Further, the Company recognized a net unrealized gain in the consolidated statements of operations for the year
ended May 31, 2008 of $7 thousand.

Under U.S. GAAP, the Company previously acdtound f or t hese -tommesgt mendsi as fAhe
accordance with SFAS 115, Accounting for Certain | nve
Because the Company did not have the ability or intent to hold these investments until theinatiatitg date,

the Company made a reassessment of the appropriateness of the previous classification and reallocated these

i nvest ment sforaal aavasl abl May 31, 2008, in accordance \
unrealized holding gain in treemount of $10 thousand for the year ended May 31, 2009 (a loss of $20 thousand

for the year ended May 31, 2008) was recorded in other comprehensive income.

We publish our consolidated financial st attercapewhérs i n Cal
otherwise indicated, all amounts are stated in CDN dollars.

The following table sets out the exchange rates of CDN$ for 1 US$ for the following periods:

Period Average Close High Low
October, 2009 1.0541 1.0845 1.0259
September, 2009 1.0818 1.1048 1.0649
August, 2009 1.0889 1.1072 1.0701
July, 2009 1.1222 1.1655 1.0790
June, 2009 1.1265 1.1625 1.0827
May, 2009 1.1500 1.1859 1.0917
Fiscal Year Ended May 31, 2009 1.1567 1.2991 1.0012
Fiscal Year Ended May 31, 2008 1.0140 1.0750 0.9170
Fiscal Year Ended May 31, 2007 1.1366 1.1855 1.0696
Fiscal Year Ended May 31, 2006 1.1701 1.2460 1.0948
Fiscal Year Ended May 31, 2005 1.2551 1.3780 1.1746
B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Riceeds
Not applicable.

D. Risk Factors

Before making an investment decision with respect to our Shares, you should carefully consider the
following risk factors, in addition to the other information included or incorporated by reference in this Annual
Report. Additional risks not currently known by us or that we consider immaterial at the present time may also
impair our business, financial condition, prospects or results of operations. If any of the following risks occur, our
business, financial conditn, prospects or results of operations would likely be affected. In that case, the trading
price of our Shares could decline and you may lose all or part of the money you paid to buy our Shares. The risks
set out below are not the only we currently faatbgr risks may arise in the future.



RISKS RELATED TO OUR BUSINESS
Going concern.

Management has forecasted that the Compantgrds curren
investments after the extinguishment of the secured convertibéntlees will not be sufficient to execute its
current planned expenditures for the next twelve months without further investment. On October 6, 2009, the
Company secured a sironth, $1.0 million, unsecured loan from a member of its Board of Directdrsran
November 27, 2009 the company completed a private placement equity financing in the amount of $2.5 million.
This amount includes the funds originally received by way of loan on October 6, 2009 which was concurrently
repaid and used to purchase Uaits part of the private placement (See ASL
believes that with the additional funds received in October and November 2009, it has sufficient funding to continue
to execute its planned expenditures without interruption for élegix to eight months. The Company continues to
pursue additional funding and partnership opportunities to execute its planned expenditures in the future. However,
there can be no assurance that the capital will be available as necessary to meentinesieg expenditures, or if
the capital is available, that it will be on terms acceptable to the Company. The issuance of Shares by the Company
could result in significant dilution in the equity interest of existing shareholders. The Company analsering
alternatives to delay its research program until financing is available, amongst other cost savings measures. There
can be no assurance that the Company will be able to obtain sufficient financing to meet future operational needs.
As a resultthere is a significant doubt as to whether the Company will be able to continue as a going concern and
realize its assets and pay its liabilities as they fall due.

We need to raise additional capital.

We need to raise additional capital. To obtain theessary capital, we must rely on some or all of the
following: grants and tax credits, additional share issues and collaboration agreements or corporate partnerships to
provide full or partial funding for our activities. We cannot assure you that additiordihg will be available on
terms that are acceptable to us or in amounts that will enable us to carry out our business plan.

If we cannot obtain the necessary capital, we will have to:

e engage in equity financings that would result in significantidifuto existing investors;
e delay or reduce the scope of or eliminate one or more of our development programs;

e obtain funds through arrangements with collaborators or others that may require us to relinquish rights
to technologies, product candidates ardurcts that we would otherwise seek to develop or
commercialize ourselves; or license rights to technologies, product candidates or products on terms
that are less favourable to us than might otherwise be available;

e considerably reduce operations; or

e cea® our operations.

We have a history of operating losses. We expect to incur net losses and we may never achieve or
maintain profitability.

We have not been profitable since our inception in 1986. Under Canadian GAAP, we reported net losses of
$8.9 million, $6.3 million and $9.6 million for the years ended May 31, 2009, 2008 and 2007, respectively and as of
May 31, 2009, we had an accumulated deficit of $189.4 million.

To date we have only generated nominal revenues from the sale of Virulizin® in Mexioevandes
associated with the |license agreement with Zor Phar mac:¢
Virulizin® in Mexico in July 2005 and assigned the rights under the Zor Agreement to The Erin Mills Investment
Corporati on (tafth&ddisi@Gedajion forsthe pepurchase of the secured convertible debentures in June
2009. We have not generated any other revenue from product sales to date and it is possible that we will never have
sufficient product sales revenue to achieve proilitg. We expect to continue to incur losses for at least the next
several years as we or our collaborators and licensees pursue clinical trials and research and development efforts. To



become profitable, we, either alone or with our collaborators aaddées, must successfully develop, manufacture
and market our current product candidate, 20, as well as continue to identify, develop, manufacture and
market new product candidates. It is possible that we will never have significant product salas mweceive
significant royalties on our licensed product candidates. If funding is insufficient at any time in the future, we may
not be able to develop or commercialize our products, take advantage of business opportunities or respond to
competitivepressures.

We are an early stage development company.

We are at an early stage of development. Significant additional investment will be necessary to complete
the development of any of our products.-Blirical and clinical trial work must be completedfdre our products
could be ready for use within the market that we have identified. We may fail to develop any products, to obtain
regulatory approvals, to enter clinical trials or to commercialize any products. We do not know whether any of our
potentialproduct development efforts will prove to be effective, meet applicable regulatory standards, obtain the
requisite regulatory approvals, be capable of being manufactured at a reasonable cost or be accepted in the
marketplace.

The product candidates we anarrently developing are not expected to be commercially viable for several
years and we may encounter unforeseen difficulties or delays in commercializing our product candidates. In
addition, our products may cause undesirable side effects.

Our productandidates require significant funding to reach regulatory approval assuming positive clinical
results. Such funding will be very difficult, or impossible to raise in the public markets. If such partnerships are not
attainable, the development of theseduct candidates maybe significantly delayed or stopped altogether. The
announcement of such delay or discontinuation of development may have a negative impact on our share price.

The Company has indemnified Old Lorus and its directors, officers and leiyges in respect of the
Arrangement.

Under the Arrangement, we have agreed to indemnify Old Lorus and its directors, officers and employees
from and against all damages, losses, expenses (including fines and penalties), other third party costs and legal
expensesto which any of them may be subject arising out of any matter occurring:

0] prior to, at or after the effective time of the
relating to any of the assets of Old Lorus transferred to New Loumsuant to the Arrangement
(including losses for income, sales, excise and other taxes arising in connection with the transfer of any
such asset) or conduct of the business prior to the Effective Time;

(i) prior to, at or after the Effective Time as a régflany and all interests, rights, liabilities and other
matters relating to the assets transferred by Old Lorus to New Lorus pursuant to the Arrangement; and

(i) prior to or at the Effective Time and directly or indirectly relating to, with certain exceptany of
the activities of Old Lorus or the Arrangement.

This indemnification could result in significant liability to us.

We may be unable to obtain partnerships for one or more of our product candidates which could curtail
future development and negatly impact our share price.

Our strategy for the research, development and commercialization of our products requires entering into
various arrangements with corporate collaborators, licensers, licensees and others, and our commercial success is
depen@nt upon these outside parties performing their respective contractual responsibilities. The amount and timing
of resources that such third parties will devote to these activities may not be within our control. We cannot assure
you that such parties willgsform their obligations as expected. We also cannot assure you that our collaborators
will devote adequate resources to our programs. In addition, we could become involved in disputes with our
collaborators, which could result in a delay or terminatiothefrelated development programs or result in
litigation. We intend to seek additional collaborative arrangements to develop and commercialize some of our



products. We may not be able to negotiate collaborative arrangements on favourable termsjmotha &iture, or
that our current or future collaborative arrangements will be successful.

If we cannot negotiate collaboration, licence or partnering agreements, we may never achieve profitability.

Clinical trials are long, expensive and uncertain pragges and Health Canada or the FDA may
ultimately not approve any of our product candidates. We may never develop any commercial drugs or other
products that generate revenues.

None of our product candidates has received regulatory approval for commsecaaidisale in North
America. We cannot market a pharmaceutical product in any jurisdiction until it has completed thorough preclinical
testing and clinical trials in addition to that jurisdi
significant research and development and clinical studies are required to demonstrate the safety and effectiveness of
our product candidates before we can submit any regulatory applications.

Clinical trials are long, expensive and uncertain processes. Clinaalrhay not be commenced or
completed on schedule, and Health Canada or the FDA or any other regulatory body may not ultimately approve our
product candidates for commercial sale.

The clinical trials of any of our drug candidates could be unsuccessfich would prevent us from
advancing, commercializing or partnering the drug.

Even if the results of our preclinical studies or clinical trials are initially positive, it is possible that we will
obtain different results in the later stages of drug dgrmaknt or that results seen in clinical trials will not continue
with longer term treatment. Positive results in early Phase | or Phase Il clinical trials may not be repeated in larger
Phase Il or Phase lll clinical trials. For example, results of ousdPhiaclinical trial of Virulizin® did not meet the
primary endpoint of the study despite promising preclinical and early stage clinical data. All of our potential drug
candidates are prone to the risks of failure inherent in drug development.

Preparing submitting and advancing applications for regulatory approval is complex, expensive and time
intensive and entails significant uncertainty. A commitment of substantial resources to condgcnonaing
research, preclinical studies and clinical trialB be required if we are to complete development of our products.

Clinical trials of our products require that we identify and enrol a large number of patients with the illness
under investigation. We may not be able to enrol a sufficient number af@gie patients to complete our clinical
trials in a timely manner particularly in smaller indications such as acute myeloid leukemia. If we experience
difficulty in enrolling a sufficient number of patients to conduct our clinical trials, we may neksdap or
terminate ongoing clinical trials and will not accomplish objectives material to our success that could affect the price
of our Shares. Delays in planned patient enrolment or lower than anticipated event rates in our current clinical trials
or future clinical trials may result in increased costs, program delays, or both.

In addition, unacceptable toxicities or adverse side effects may occur at any time in the course of
preclinical studies or human clinical trials or, if any product candidatesuacessfully developed and approved for
marketing, during commercial use of any approved products. The appearance of any such unacceptable toxicities or
adverse side effects could interrupt, limit, delay or abort the development of any of our prodwtzitesnali, if
previously approved, necessitate their withdrawal from the market. Furthermore, disease resistance or other
unforeseen factors may limit the effectiveness of our potential products.

Our failure to develop safe, commercially viable drugs waeulastantially impair our ability to generate
revenues and sustain our operations and would materially harm our business and adversely affect our share price.
We may never achieve profitability.

As a result of intense competition and technological changehia pharmaceutical industry, the

marketplace may not accept our products or product candidates, and we may not be able to compete successfully
against other companies in our industry and achieve profitability.
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Many of our competitors have:

e drug productshat have already been approved or are in development, and operate larfieaes|
research and development programs in these fields;

e substantially greater financial and management resources, stronger intellectual property positions and
greater manufdaring, marketing and sales capabilities, areas in which we have limited or no
experience; and

e significantly greater experience than we do in undertaking preclinical testing and clinical trials of new
or improved pharmaceutical products and obtaining reduiegulatory approvals;

Consequently, our competitors may obtain Health Canada, FDA and other regulatory approvals for product
candidates sooner and may be more successful in manufacturing and marketing their products than we or our
collaborators are.

Or competitorbés existing and future products, ther:
directly with the products we seek to develop. Current and prospective competing products may provide greater
therapeutic benefits for a specific problem owyroffer easier delivery or comparable performance at a lower cost;

Any product candidate that we develop and that obtains regulatory approval must then compete for market
acceptance and market share. Our product candidates may not gain market acceptag@dgsitians, patients,
healthcare payers and the medical community. Further, any products we develop may become obsolete before we
recover any expenses we incurred in connection with the development of these products.

As a result, we may never achiguefitability.

If we fail to attract and retain key employees, the development and commercialization of our products
may be adversely affected.

We depend heavily on the principal members of our scientific and management staff. If we lose any of
these pesons, our ability to develop products and become profitable could suffer. The risk of being unable to retain
key personnel may be increased by the fact that we have not executéerforegnployment contracts with our
employees, except for our senior extdes. Our future success will also depend in large part on our ability to attract
and retain other highly qualified scientific and management personnel. We face competition for personnel from
other companies, academic institutions, government entitiesthadorganizations.

We may be unable to obtain patents to protect our technologies from other companies with competitive
products, and patents of other companies could prevent us from manufacturing, developing or marketing our
products.

Patent protection:
The patent positions of pharmaceutical and biotechnology companies are uncertain and involve complex
legal and factual questions.

The United States (U.S.) Patent and Trademark Office and many other patent offices in the world have not
established a coistent policy regarding the breadth of claims that they will allow in biotechnology patents.

Allowable patentable subject matter and the scope of patent protection obtainable may differ between
jurisdictions. If a patent office allows broad claims, nluenber and cost of patent interference proceedings in the
U.S. or analogous proceedings in other jurisdictions and the risk of infringement litigation may increase. If it allows
narrow claims, the risk of infringement may decrease, but the value of btg vigder our patents, licenses and
patent applications may also decrease.

The scope of the claims in a patent application can be significantly modified during prosecution before the
patent is issued. Consequently, we cannot know whether our pendingatipp$ will result in the issuance of
patents or, if any patents are issued, whether they will provide us with significant proprietary protection or will be
circumvented, invalidated or found to be unenforceable.
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Until recently, patent applications inghJ.S. were maintained in secrecy until the patents issued, and
publication of discoveries in scientific or patent literature often lags behind actual discoveries. Patent applications
filed in the United States after November 2000 generally will be piuligl8 months after the filing date unless the
applicant certifies that the invention will not be the subject of a foreign patent application. In many other
jurisdictions, such as Canada, patent applications are published 18 months from the priorityedes@not assure
you that, even if published, we will be aware of all such literature. Accordingly, we cannot be certain that the named
inventors of our products and processes were the first to invent that product or process or that we were the first to
pursue patent coverage for our inventions.

Enforcement of intellectual property rights:

Protection of the rights revealed in published patent applications can be complex, costly and uncertain. Our
commercial success depends in part on our ability to niaiatel enforce our proprietary rights. If third parties
engage in activities that infringe our proprietary rigl
significant costs in asserting our rights. We may not be successful in asserfongpietary rights, which could
result in our patents being held invalid or a court holding that the third party is not infringing, either of which would
harm our competitive position.

Others may design around our patented technology. We may haveidgpptetin interference proceedings
declared by the U.S. Patent and Trademark Office, European opposition proceedings, or other analogous
proceedings in other parts of the world to determine priority of invention and the validity of patent rights granted o
applied for, which could result in substantial cost and delay, even if the eventual outcome is favourable to us. We
cannot assure you that our pending patent applications, if issued, would be held valid or enforceable.

Trademark protection:

In order toprotect goodwill associated with our company and product names, we rely on trademark
protection for our marks. For example, we have registered the Virulizin® trademark with the U.S. Patent and
Trademark Office. A third party may assert a claim that thalin® mark is confusingly similar to its mark and
such claims or the failure to timely register the Virulizin® mark or objections by the FDA could force us to select a
new name for Virulizin®, which could cause us to incur additional expense.

Trade seceets:

We also rely on trade secrets, knbaw and confidentiality provisions in our agreements with our
collaborators, employees and consultants to protect our intellectual property. However, these and other parties may
not comply with the terms of their sements with us, and we might be unable to adequately enforce our rights
against these people or obtain adequate compensation for the damages caused by their unauthorized disclosure or
use of our trade secrets or know how. Our trade secrets or thosecollaborators may become known or may be
independently discovered by others.

Our products and product candidates may infringe the intellectual property rights of others, which could
increase our costs.

Our success also depends on avoiding infringemietiie proprietary technologies of others. In particular,
there may be certain issued patents and patent applications claiming subject matter which we or our collaborators
may be required to license in order to research, develop or commercialize atreasif ©ur product candidates,
including Virulizin®, LOR-2040 and small molecules. In addition, thparties may assert infringement or other
intellectual property claims against us based on our patents or other intellectual property rights. An atbeenge ou
in these proceedings could subject us to significant liabilities to-plairtles, require disputed rights to be licensed
from third-parties or require us to cease or modify our use of the technology. If we are required to license such
technology, weannot assure you that a license under such patents and patent applications will be available on
acceptable terms or at all. Further, we may incur substantial costs defending ourselves in lawsuits against charges of
patent infringement or other unlawfble of anot her déds proprietary technology.

If product liability claims are brought against us or we are unable to obtain or maintain product liability
insurance, we may incur substantial liabilities that could reduce our financial resources.

12



The clinical tsting and commercial use of pharmaceutical products involves significant exposure to
product liability claims. We have obtained limited product liability insurance coverage for our clinical trials on
humans; however, our insurance coverage may be ingufffitth protect us against all product liability damages.
Further, liability insurance coverage is becoming increasingly expensive and we might not be able to obtain or
maintain product liability insurance in the future on acceptable terms or in sufficienints to protect us against
product liability damages. Regardless of merit or eventual outcome, liability claims may result in decreased demand
for a future product, injury to reputation, withdrawal of clinical trial volunteers, loss of revenue, clitigsitdn,
distraction of management and substantial monetary awards to plaintiffs. Additionally, if we are required to pay a
product liability claim, we may not have sufficient financial resources to complete development or
commercialization of any ofur product candidates and our business and results of operations will be adversely
affected.

We have no manufacturing capabilities. We depend on thirgbarties, including a number of sole
suppliers, for manufacturing and storage of our product candidates wed in our clinical trials. Product
introductions may be delayed or suspended if the manufacture of our products is interrupted or discontinued.

We do not have manufacturing facilities to produce supplies of-ROR), small molecule or any of our
other praluct candidates to support clinical trials or commercial launch of these products, if they are approved. We
are dependent on third parties for manufacturing and storage of our product candidates. If we are unable to contract
for a sufficient supply of ouproduct candidates on acceptable terms, or if we encounter delays or difficulties in the
manufacturing process or our relationships with our manufacturers, we may not have sufficient product to conduct
or complete our clinical trials or support preparadifor the commercial launch of our product candidates, if
approved.

Our operations involve hazardous materials and we must comply with environmental laws and
regulations, which can he expensive and restrict how we do business.

Our research and developneativities involve the controlled use of hazardous materials, radioactive
compounds and other potentially dangerous chemicals and biological agents. Although we believe our safety
procedures for these materials comply with governmental standards, vt eatirely eliminate the risk of
accidental contamination or injury from these materials. We currently have insurance, in amounts and on terms
typical for companies in businesses that are similarly situated that could cover all or a portion of a tamage ¢
arising from our use of hazardous and other materials. However, if an accident or environmental discharge occurs,
and we are held liable for any resulting damages, the associated liability could exceed our insurance coverage and
our financial resource

Our interest income is subject to fluctuations of interest rates in our investment portfolio.

Our investments are held to maturity and have staggered maturities to minimize interest rate risk. We
cannot assure you that interest income fluctuatioriswailhave an adverse impact on our financial condition. We
maintain all our accounts in Canadian dollars, but a portion of our expenditures are in foreign currencies. We do not
currently engage in hedging our foreign currency requirements to reduce gxchemnrisk.

RISKS RELATED TO OUR COMMON SHARES

Our share price has been and may continue to be volatile and an investment in our Shares could suffer a
decline in value.

You should consider an investment in our Shares as risky and invest only if yaitiestand a significant
loss and wide fluctuations in the market value of your investment. We receive only limited attention by securities
analysts and frequently experience an imbalance between supply and demand for our Shares. The market price of
our Stares has been highly volatile and is likely to continue to be volatile. Factors affecting our Share price include
but are not limited to:

e our financial position and doubt as to whether we will be able to continue as a going concern;

e our ability to raise aditional capital;
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the progress of our and our <collaboratorsé clinical
produce clinical supplies of our product candidates on a timely basis and in sufficient quantities to meet our
clinical trial requrements;

e announcements of technological innovations or new product candidates by us, our collaborators or our
competitors;

o fluctuations in our operating results;

e published reports by securities analysts;

e developments in patent or other intellectual propeghts;

e publicity concerning discovery and development activities by our licensees;

e the cash and short term investments held us and our ability to secure future financing;

e public concern as to the safety and efficacy of drugs that we and our compuititelep;

e governmental regulation and changes in medical and pharmaceutical product reimbursement policies; and

e general market conditions.

Future sales of our Shares by us or by our existing shareholders could cause our share price to fall.

Additional equity financings or other share issuances by us could adversely affect the market price of our
Shares. Sales by existing shareholders of a large number of shares of our Shares in the public market and the sale of
shares issued in connection with strategii@ances, or the perception that such additional sales could occur, could
cause the market price of our Shares to drop.

ltem 4. Information on the Company
A. History and Development of the Company

Old Lorus was incorporated under tBasiness Corporatins Act{Ontario) on September 5, 1986 under the
name RML Medical Laboratories Inc. On October 28, 1991, RML Medical Laboratories Inc. amalgamated with
Mint Gold Resources Ltd., resulting in Old Lorus becoming a reporting issuer (as defined under lapgeicatities
law) in Ontario, on such date. On August 25, 1992, Old Lorus changed its name to IMUTEC Corporation. On
November 27, 1996, Old Lorus changed its name to Imutec Pharma Inc., and on November 19, 1998, OId Lorus
changed its name to Lorus Theeatics Inc. On October 1, 2005, Old Lorus continued undeZdnada Business
Corporations Act

On the Arrangement Date, Old Lorus completed a plan of arrangement and corporate reorganization with,
among others, 6650309 Can €ahadalhaand Pinhatléllatarnationat Lardlsng. 6 70 7 1!
As a result of the plan of arrangement and reorganization each Share of Old Lorus was exchanged for one Share of
New Lorus. New Lorus continued the business of Old Lorus after the Arrangement Déateevgifime officers and
employees and continued to be governed by the same board of directors as Old Lorus prior to the Arrangement Date.
Ref erences in this Annual Report to the Company, Lorus,
otherwise stied, are references to Old Lorus prior to the Arrangement Date and New Lorus after the Arrangement
Date.

The address of the Companyds head and registered of
MOW 4Z7. Our corporate website is www.lorusthecan. The contents of the website are specifically not included
in this annual report by reference.

Our Shares are |listed on the Toronto Stock Exchange

Lorus currently has one subsi di ar yagrpordtionGrit@porattdh ar ma c e
under the laws of Ontario, of which Lorus owns 80% of the issued and outstanding voting share capital and 100% of
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the issued and outstanding rewting preference share capital. Effective May 31, 2009, the Company wound up
GeneSenstechnol ogies I nc. (AGeneSenseod), a corporation inc
owned 100% of the issued and outstanding share capital into Lorus. On June 22, 2009, the Company transferred its
ownership in Pharma Immune, Inc to TEM&S part of the consideration provided on the repurchase of the

convertible debentures.

Lorus Therapeutics Inc. is a biopharmaceutical company focused on the discovery, research and
development of novel anticancer therapies with a high safety profiles bagiworked to establish a diverse,
marketable anticancer product pipeline, with products in various stages of development ranging from discovery and
pre-clinical to an advanced Phase Il clinical trial. A growing intellectual property portfolio supportiverse
product pipeline.

Our success is dependent upon several factors, including establishing the efficacy and safety of our product
candidates in clinical trials, securing strategic partnerships, obtaining the necessary regulatory approvals to market
our products and maintaining sufficient levels of funding through public and/or private financing.

We believe that the future of cancer treatment and management lies in drugs that are effective, have
minimal side effects, and therefore improve a patiguigity of life. Many of the cancer drugs currently approved
for the treatment and management of cancer are toxic with severe side effects, and we believe that a product
development plan based on effective and safe drugs could have broad applicatimegirireatment. Lorus'
strategy is to continue the development of our product pipeline using several therapeutic approaches. Each
therapeutic approach is dependent on different technologies, which we believe mitigates the development risks
associated wiit a single technology platform. We evaluate the merits of each product candidate throughout the
clinical trial process and consider partnership when appropriate.

Over the past three years, we have focused on advancing our product candidates thrdirgbabiand
clinical testing. It costs millions of dollars and takes many years before a product candidate may be approved for
therapeutic use in humans and the risk exists that a product candidate may not meet the end points of any Phase I,
Phase llor Plme | | | clinical trial. See ARi sk Factorso.

RNA-Targeted Therapies

L o r u s éargetébAherapeutics include LER40, currently in Phase Il clinical development, and
LOR-1284, whichisinthepre | i ni cal st age 060C!| idreived lo pDeethd A B (Ssmeen &ss aof
Companyd DNA/RNA-based Therapeuticso.

Small Molecule

We have small molecule drug screening technologies and preclinical scientific expertise, which we are
using to create a drug candidate pipeline. Our proprietary group of small teadecgpounds, which include lead
compounds LOR53 and LOR220, have unique structures and modes of action, and are promising candidates for

the development of novel, targetedododadtiindamde rDearged rotpanewni
fiBusiness of the Compaidy S ma | | Mol ecul e Therapi eso.
Immunotherapy

Lorusd i mmunot herapy pr oducelt7 Ec.a ®dSkdeantiiecsa | a rDee v\eil roupl niez
and ABuUusinessd bimmthet ECemppny for more detail s.

(i) Virulizin®

In June 2009, \apart of the consideration for the repurchase of the secured convertible debentures from
TEMI C, Lorusdé assigned to TEMIC its rights wunder the ||
and sold to TEMIC its intellectual property rights assect ed wi t h Vd Cuil nzcaE De@8ekofpmen
ABusi nessiS@careidewonvertible Debenturesdo for more det a

(i) IL-17E

Interleukinl7E (IL-17E) is aproteinbased therapeutic that Lorus is developing as an immunotherapy for
cancer treatmd.
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Clinical Development

The chart below illustrates our current view of the clinical development stage of each of our products. This
chart reflects the current regulatory approval process for biopharmaceuticals in Canada and the United States. See
ARegatory Requirementso for a description of the regul
These qualitative estimates of the progress of our products are intended solely for illustrative purposes and this
information is qualified in itsmtirety by the information appearing elsewhere or incorporated by reference in this
annual report.

LORUS 06Clinical Drug Candidates

Indication Target Preclinical Phase | Phase I
A Immune - =
Viizin ®  pancreatic o
LOR -2040 AML RNR R2 I
LOR -253 Solid Tumors MTF -1 [

LORUS 6 Preclinical Drug Candidates

Drug Candidate Technology Discovery Lead Iden . | Preclinical
PELY meiR [/ E—

LOR -220 Small Molecule Bacieral N
Ser/ Thr Kinase I Antimicrobial Program

LOR - 264 Small Molecule MTF -1 1

LOR -500 Small Molecule Multi -Kinases |

LOR-1284 SIRNA RNR R2 I

Lo Oyoune e - ——

modulation

Capital Expenditures and Divestitures

N/A
B. Business Overview
Overview

Chemotherapeutic drugs have been the mainstay medical treatment option forpamicetarly
metastatic cancer, for the past 30 years. More recently, a range of novel cancer drugs have been developed that are
efficacious while improving patient quality of life. Unlike chemotherapies, which are typically based on chemical
synthesisthese new drugs may be of biological origin, based on naturally occurring molecules, proteins or genetic
material. While conventional chemotherapy drugs are relativelyspenific and as a result toxic to normal cells,
these new generation agents spealfy target individual molecules or genes that are involved in disease and are
therefore preferentially toxic to tumor cells. The increased targeted specificity of these drugs may result in fewer
and milder side effects, meaning that, in theory, largdrtherefore, more effective doses can be administered. The
current paradigm in cancer management is a fmdtial approach that combines multiple treatment options tailored
to the specific indication and individual patient. As a result, targeted drugergithat combine novel small
molecule therapies with biological agents, based on emerging understanding of cancer development, are of
considerable and growing interest.

Since cancer progression is a complex process involving the accumulation of meltiete glterations
leading to changes in many specialized cell functions, Lorus believes that no single drug will emerge as a cure for all



cancers. Instead, we believe that cancer will continue to be treated by many different drugs with a variety of
mechaisms of action. Since Lorus takes a maitchanistic approach for the treatment of cancer, we concentrate
on the discovery and the development of different classes of anticancer compounds.

All of the drugs being developed by the research team at bamesone similar characteristic: they are
designed with the goal of being well tolerated by patients. These drugs may not only provide effective cancer
treatment and contribute to an improved quality of life for cancer patients, but may also be comnagtciative
as they could more easily be combined with other leading therapies without significantly adding to the current side
effect profiles of existing drugs.

Lorus has product candidates in three classes of anticancer therapies: {iafgii&d theapies; (ii)small
molecule therapies; and (iii) immunotherapeutics. Lorus has certain commercial rights in Virulizin as described in
Al mmunot herapyo.

RNA-Targeted Therapies

Introduction

Metabolism, cell growth and cell division are tightly controlledcbynplex protein signalling pathways in
response to specific conditions, thereby maintaining normal function. Many human diseases, including cancer, can
be traced to faulty protein production and/or regulation. As a result, traditional therapeuticsriediesigteract
with the diseaseausing proteins and modify their function. A significant number of current anticancer drugs act by
damaging either DNA or proteins within cells @, chemotherapy) or by inhibiting the function of proteins or small
molecues .g.estrogen blockers, such as Tamoxifen). Rtdigeted therapeutics offer a novel approach to
treatment in that they are designed to prevent the production of proteins causing disease.

Our RNArtargeted drugs consist of antisense drugs and-stterfiering RNA (siRNA). The premise of
this therapeutic approach is to target an earlier stage of the biochemical process than is usually possible with
conventional drugs. The blueprint for protein production is encoded in the DNA of each cell. To tthistzde
into protein the cell first produces mMRNAs (messenger ribonucleic acids) specific to each protein and these act as
intermediaries between the information encoded in DNA and production of the corresponding protein. Most
traditional therapies intact with the final synthesized or processed protein. Often this interaction lacks specificity
that would allow for interaction with only the intended target, resulting in undesired side effects. In contrast, this
newer approach is based on altering gexpression at the mRNA level, prior to protein synthesis, and is intended
to achieve better drug specificity towards the biochemical target. We believe that drugs based on this approach may
have broad applicability, greater efficacy and fewer side effeatsconventional drugs.

We have developed a number of antisense drugs, of which our lead productZU0ORormerly GTH
2040). LOR2 040 targets the R2 component of ribonucleotide r
cycle-controlled preein required for DNA synthesis and repair. RNR is made up of two components, R1 and R2,
encoded by different genes. RNR is essential for the formation of deoxyribonucleotides, which are the building
blocks of DNA. Since RNR activity is highly elevatedtumor cell populations and is associated with tumor cell
proliferation, we have developed antisense molecules specific for the mRNA of the R2Q40Rcomponent of
RNR. Furthermore, the R2 component also appears to be capable of acting as a signé malancer cells and
its elevation is believed to modify a biochemical pathway that can increase the malignant properties of tumor cells.
Consequently, reducing the expression of the RNR components in a tumor cell with antisense drugs is expected to
have antitumor effects.

LOR-2040

Our lead antisense drug candidate is L®XRO0, which targets the R2 component of RNR and has exhibited
antitumor properties against over a dozen different human cancers in standard mouse models, including
chemotherapy resigtatumors. We have completed a Phase I/11 clinical trial of EZDRO for advanced or
metastatic renal cell carcinoma. We are also conducting or have completed multiple Phase I/ clinical trial
programs in cooperation with the US National Cancer Instjii@), for the study of LOR2040 for the treatment
of Acute Myeloid Leukemia (AAMLO), breast cancer, lung
tumors and myelodysplastic syndrome and acute leukemia. In July 2008, we announcedgrubfieatiinical
study demonstrating encouraging results with EZYR0 in combination with cytarabine in patients with AML. This
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study examined the relationship of the targeted activity of {2080 to clinical responses in AML patients less than

60 years bage. Downregulation of R2, the target of LQB40, after 24 hours of LOR040 was statistically

significant and was associated with complete remission. It was reported for the first time that outcomes of complete
response were associated with high-jppeatment levels of R2, which were statistically significant compared to
nonresponders. This finding suggested thattgatment R2 levels might be a predictor of response, and provided a
possible basis for treatment stratification to QB0 and high doseytarabine combination. Favorable disease
responses included complete responses in 35% of the 23 patients and significant cytoreduction of leukemic blasts in
two others. This successful clinical study provided a detailed supporting rationale for Rtess#dpment program

which is presently ongoing to extend and confirm these findings in patients with refractory or relapsed AML.
Furthermore, in April 2009 we announced a report of evidence of clinical activity in clinical trial ocR200&

combined with apecitabine and oxaliplatin in the treatment of advanced metastatic solid tumors. This trial
demonstrated a potential therapeutic benefit of EZDRO in difficultto treat cancer patients with different solid

tumors, including heavily prreated nonsmadell lung cancer patients for which there remains a significant unmet
medical need.

LOR-2040 has demonstrated excellent-@amthour activity in a number of murine models of human cancer
including xenograft tumour growth, metastasis and survival modelstiéwhl studies have demonstrated
combination drug efficacy in xenograft tumour growth studies for human cancer cells, including drug resistant
tumour cell lines. Studies on dose schedule optimization for-RQHR) in combination with docetaxel
demonstrate that the timing of these two drugs could be optimized for efficacy. These data, which were presented
at the 2007 annual meeting of the American Association for Cancer Research (AACR), may have implications for
the NCI sponsored clinical trials. Morecent preclinical studies on the anticancer activity of LEZDRO in
combination with cytokine therapies were presented at the 2008 annual meeting of the AACR. These studies
showed that LORR040 significantly improved the anticancer efficacy of an impoaoup of cytokine
immunotherapeutic agents, including interferon alpha and interl&lnth of which have been used in the
treatment of solid tumors. These findings were published in January 2009 and may expand the potential avenues
for developmenbf LOR-2040. Formal prelinical development of LOR040, including GLP toxicology studies in
standard animal models, has demonstrated that2@® is well tolerated at concentrations that exceed
commensurate therapeutic doses in humans.

In April 2008 weannounced the start of a development program aimed at expanding the therapeutic
application of LOR2040 for the treatment of superficial bladder cancer. The new development program will
examine direct (intravesical) administration of LQB40 into the bldder as a treatment for superficial or non
invasive bladder cancer. In August 2008 we announced the successful completion of GLP toxicology studies with
LOR-2040 to explore a novel route of administration. Two studies were conducted to assess tdx@Ry2040
when administered by direct administration into the bladder. In both studies, no evidence of toxicity was seen
following single or repeated doses of L&R40 given with this method of administration. Toxicity was evaluated
based on a wide rangé abservations including detailed examination of urinary ttesstues.

LOR-1284

In 2003, Lorus began development of an anticancer therapeutic basigiN#amediated inhibitiorof R2
expression. Early screening experiments have identified lead companohgseliminaryin vitro andin vivo
characterization of these compounds has yielded promising results:128Rformerly siRNA1284), the lead
compound identified from the screening study, specifically targets R2 expressionitio studies, down
regulation of R2 expression by LOR284 resulted in decreased tumor cell growth (proliferation) with a
concomitant block in cell cycle progression. Furthermore, 112B4 demonstrates afitimor activity against
human kidney, skin and colon cancers in maaigeerimental models of tumor growth. We feel that the results of
these studies warrant further development of ET?R4 as well as expansion of siRNA research to other cancer
targets.

In March 2009, we announced that researchers at the Ohio State Uyi¢@&lit) have received a grant of
approximately US $2 million to expl or-argetdd eangparticle nt i al
drug delivery technology with ribonucleotide reductase (RNR) targeted-Bas¢ad drugs including LOR284.

Although in published reports LOR284 has shown significant in vivo atimor activity on its own, the novel
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nanotechnology approach in development by OSU has the potential to enhance uptake of the drug in tissues and to
provide a selective affinity for spdici tumors. Research is continuing to optimize delivery of siRNA in vivo and is
expected to be the key to the future therapeutic promise of SiRNA therapeutics to effectively target specific genes
associated with cancer.

Clinical Development
Lorus SponsoredTrials

Acute Myeloid Leukemia:

In August 2007, we announced an expansion of the-RO4#D development program in the AML
indication with initiation of a more advanced Phase Il clinical trial with EZDRO0 and high dose An@ (HiDAC) in
refractory and releged AML. This Phase Il study includes both an efficacy study and a novel additional study to
measure intracellular target activities and pharmacological synergies between the two agents. In the first stage of the
60 patient trial, the pharmacologic andyetrrelated activity of LOR040 and HiDAC will be evaluated in two
groups, to determine the contribution of each agent alone and in combination. The second stage of the trial will
provide efficacy evaluation in a larger patient population. The decisiadwance clinical development of LOR
2040 was based on the encouraging results from our completed proof of concegptaN&dred study of LOR040
in combination with HIDAC in patients with refractory and relapsed AML. In June 2008, Lorus announcée that t
European Medicines Agency (EMEA) had granted orphan drug designation t@Q@Rfor development in AML.

Advanced Renal Cell Cancer:

In April 2005, we announced completion of a Phase I/1l clinical trial of £ZDRO0 in combination with
capecitabine, ingtients with advanced, erstiage renal cell cancer in the United States. This trial was a-gingle
pilot study examining the safety and efficacy of LQB40 used in combination with the anticancer agent
capecitabine. The majority of patients had failed br more prior therapies before entering the study, exhibited
extensive metastases, and were representative of a population with very poor prognostic outcome in renal cell
cancer. All 33 patients entering this study had advanced disease with multipstatie sites, with or without prior
removal of the primary kidney tumor. However, more than half (52%) of the patients on the recommended dose
exhibited disease stabilization or better, including one confirmed partial respons€040Rvas well tolerate
when combined with a cytotoxic agent with expected adverse eleitgril 2008 Lorus announced preclinical
results from additional combination therapies in this indication identifying that2@® significantly improved
the anticancer efficacy of amportant group of cytokine immunotherapeutic agents, including interferon alpha and
interleukin2. In January 2009 Lorus announced publicatiomiernational Journal of Oncology 34: 3® of its
in-vivo preclinical research demonstrating that QB0 inproves the anticancer effects of interferon in kidney
cancer. Lorus is actively searching for partnerships to assist with the further development204@fRr the
treatment of renal cell cancer and other selected solid tumor indications.

NCI Sponsored Tials

Much of the clinical development ftOR-2040 was performed in conjunction with the US NCI, which
paid for the cost of the spd Cdlaboraion Agrédemaent dNatibnaltCancea | s . S
I nstituteo. T o allg cormpéetedisé clihigaMrils with thesNChftdtRi2040 in patients with
AML, metastatic breast cancer, remall cell lung cancer, solid tumors, unresectable colon cancer, hormone
refractory prostate cancer and have one study ongoing in myelodiysplass y ndr ome ( AMDSO0) and ac
These indications were selected based on the most promising results from our preclinical studies. Upon evaluation of
the final clinical data emerging from tcempleted NCI clinical trials, Lorus will analyze andkealecisions
regarding the strategic direction of our antisense portfolio. We do not believe that the data obtained from these trials
will be material nor impact our current development plan of focusing on-2@® in AML. Lorus continues to
search for prtnerships for the future development.afR-2040.

Acute Myeloid Leukemia:

I n July 2003, we announ c eponsbraddNDFRapphcéatien fa patinicalrial | of t h
of LOR-2040 in combination with cytarabine, in patients with refractoryetapsed AML. Cytarabine is the current
established drug for treating AML patients. The study is part of a Phase I clinical program to be conducted under
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the sponsorship of the Cancer Treatment Evaluation Program of the NCI pursuant to a clinicabaiakag
between Lorus and the NCI.

In August 2007, we announced the completion of this sflibig clinical trial demonstrated safety and
appropriate dosing of the combination regimen and showed promising clinical responses in patients under 60 years
of age. Moreover, the clinical responses correlated with downregulation of R2, the cellular target204@Rnd
were further supported by demonstration of intracellular £ZDRO0 in circulating and bone marrow leukemic cells.

In July 2008 we announced pidaltion of the final results of this clinical trial by the investigators in the journal

Clinical Cancer Research 14(12) 2Q0khe results demonstrated safety and appropriate dosing of the combination
regimen. Notably, promising clinical responses in p&iemder 60 years of age were obtained which included

complete responses in 35% of the 23 patients and significant cytoreduction of the leukemic blasts in two others.
Moreover, the clinical responses correlated with down regulation of R2, the celluktraat@R-2040 in

circulating and bone marrow leukemic cells. Additionally, outcomes of complete response were associated with high
pretreatment levels of R2, suggesting thatfseatment R2 may be a predictor of response and a possible basis for
treatmant stratification to this LORR040 and cytarabine combination. This proof of concept study provided the

basis for proceeding to the current larger Phase Il study in with the same regimen in patients less than 60 years of
age with refractory and relapsed/A.

Additional research in this program has continued to add scientific support for action é2Q4DRn
AML. In September 2008 Lorus announced a further publication by the investigators presenting results on the
metabolism of LOR2040 in these AML patiga along with supporting experiments. This identified factors
including activity of liver microsomes that together predicted the circulating drug levels and clearance rates. The
investigators also performed additional studies to further elucidate theeihttar activity of LOR2040 in AML
which were announced by Lorus in April 2009 following the presentation to the American Association for Cancer
Research, and in June 2009 following their final publication of this d&hammaceutical Research 26(6)2D A
novel analytical method was used to monitor the intracellular activity of-ROHR in both preclinical models and in
a patientés samples and confirm an i mportant mechani sm
tumor cells that are redred for DNA synthesis.

Metastatic Breast Cancer:

I n August 2003, we announced that the FDA had appro
to investigatd OR-2040 as a treatment for metastatic breast cancer in combination with capedixadota,
manufactured by Roche Laboratories Inc.). In support of continued studies aimed at demonstrating R2 target down
regulation in patient samples, this study group, in collaboration with Lorus, published preliminary resuks of RT
PCR studies in thlay 2006 issue obncologyReports The resultslemonstrate that the assay developed by Lorus
can feasibly assess R2 levels in blood and tumour tissues from patients before and after treafmdition, as
announced by Lorus in August 2008, a publarabf preliminary proteomic data from the same study by the
investigators irCancer Genomics and Proteomics 5, 20d@ntified a relationship between R2 levels and a protein,
Skp-2, which may serve as a potential determinant of drug activity and registathese breast cancer patients.

This study has been completed and publication by the investigator of the full clinical results is anticipated in
calendar 2010.

Non-Small Cell Lung Cancer:

In September 2003, we received approval from Health Canadaitfation of a clinical trial oLOR-2040
in combination with docetaxel for the treatment of advancedsnama | | c el | l ung cancer (ANSC
Phase I/11 clinical program dfOR-2040 in collaboration with the NCI. Interim results from this stugye
announced in May 2005. Our interim results showed that the toxicity profile was determined to be acceptable for the
specific combination therapy and the observed level of disease stabilizations was encouraging given the advanced
stage of the disease this subset of patients. The study group published a paper in the December 2005 issue of the
Journalof Chromatographygutlining the development of a method for determinatioh@R-2040 in human
plasma samples. This highly sensitive method will be fmepharmacokinetic studies in patient samples from the
trial. This study has been completed and publication by the investigator of the final clinical results is anticipated in
calendar 2010.
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Solid Tumors:

In February 2004, we announced the initiatbéa Phase | clinical trial examining the use.&fR-2040 in
combination with gemcitabine in patients with solid tumors. In June 2005, results from the trial were published.
The trial was intended to identify the recommended dos®©&-2040 and its toxity profile. At the recommended
doseLOR-2040 demonstrated a manageable toxicity profile and was generally well tolerated when given as a single
agent. This study has been completed and publication by the investigator of the final clinical residipaseahin
calendar 2010.

Colon Cancer and other Solid Tumors:

In May 2004, we announced the initiation of a Phase | clinical trial examlii@fy2040 in combination
with oxaliplatin and capecitabine in the treatment of advanced unresectable coloracanatrer solid tumors.
This study is part of a clinical trials program sponsored by the NCI. This study has completed and in April 2009
Lorus announced publication of the final results by the investigatamter Chemotherapy Pharmacology, 2009
Thisreported that the combination regimen was feasible and safe with evidence of clinical activity in patients with
advanced incurable tumors including colorectal, lung and breast cancers despite the relatively low doses used in the
study.

Hormone Refractory Prostate Cancer:
In November 2004, we announced the initiation of a Phase Il clinical trial exanhi@®Re2040 in
combination with docetaxel and prednisone in hormone refractory prostate cancer. In November 2005, we
announced interim data from this tridThe data showed that along with an acceptable tolerability profile, nine of 22
PSA evaluable patients demonstrated a PSA response (reductions of greater than 50%). PSA is overproduced in
prostate cancer cells and is commonly used to assess diseagsgiomgand response. These data were also
presented at the 2006 annual meeting of the American S
completed and publication by the investigator of the full clinical results is anticipated in c&2éd@ar

High Grade Myelodysplastic Syndrome and acute leukemia:
Lorus announced in June 2006 a plan for a new clinical investigaticdRf2040 as a singlagent in
patients with high grade myelodysplastic syndrome and acute leukemia. This trial wasdimitiatid 2007. This
clinical study is designed to evaluate the safety and activitp&-2040 as a single agent for acute leukemia and
MDS using a novel treatment schedule. The effect on leukemic blasts and blood count recovery will be assessed as
part d a detailed investigation of the pharmacodynamic and pharmacokinetic effectsesipsese relationships
and tolerability oLOR-2040 during multiple courses of treatment. This clinical trial is ongoing.

Other Research Initiatives

Ohio State Universitjnvestigators at the American Association of Clinical Research meeting in April
2008 presented an abstract and data showing synergy cRD@Rwhen combined with azacytidine invittro and
in-vivo AML preclinical models. Azacytidine is a first line tre@nt for MDS which has not yet been evaluated
clinically in combination.

In May 2009 Lorus announced the extension of a cooperative research agreement with the US National
Cancer Institute for preclinical evaluation of LE2R40 and other Lorus RN#argeteddrugs as part of a novel
combination therapeutic strategy to target the renal tumor and not the normal regenerating kidney.
Orphan Drug Status

On March 12, 2003, the FDA awarded Orphan Drug Statu®®-2040 for the treatment of renal cell
carcinoma. Inviay 2005, Lorus received Orphan Drug designation from the FDA®®R-2040 in the treatment of
AML. In June 2008 the EMEA awarded Orphan Drug designatioh@R-2040 in the treatment of AML.

Small Molecule Therapies
Most anticancer chemotherapeutic treahts are DNA damaging, cytotoxic agents, designed to act on

rapidly dividing cells. Treatment with these drugs is typically associated with unpleasant or even serious side
effects due to the inability of these drugs to differentiate between normal reecet calls and/or due to a lack of
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high specificity for the targeted protein. In addition, these drugs often lead to the development -afciyuired

drug resistance. As a result of these limitations, a need exists for more effective anticancer aeumspréach is

to develop small molecules that have greater target specificity and are more selective against cancer cells. Chemical
compounds weighing less than 1000 daltons (a unit of molecular weight) are designated as small or low molecular
weight mokcules. These molecules can be designed to target specific proteins or receptors that are known to be
involved with disease.

LOR-253

In August 2005, Lorus announced the selection of two leading small molecule compounds from a series of
novel small molecukediscovered by Lorus scientists that exhibit potent anticancer activityitmo screens. The
results of characterization studies of these compounds were presented at the 2006 annual meeting of the AACR and
early formulation studies were publishedlile September 2006 issue@dncer Chemotherapy and Pharmacology.
Our studies identify the main mechanism of action of these compounds, which involves the induction of the tumor
suppressor Kruppdike factor 4. The down regulation of Bppetlike factor 4is believed to be critical in the
development and progression of certain types of cancer and presents the possibility of exploiting a novel anticancer
mechanism of action. From these two compounds,P6R (formerly LTF253) was selected as the lead compbu
for development as a drug candidate for the treatmesdloh carcinoma and nesmall cell lung cancer. This
decision wadbased on its poteit vitro anti-proliferative activity, its efficacy iin vivo xenograft models of human
colon and lung canceand on its safety profile.

Recent preclinical data on LOES3 was presented at the 2008 annual meeting of the AACR. In animal
studies, LOR253 showed a favorable pharmacokinetic profile following intravenous dosing. A key finding of the
study was théissue distribution of LOR53, where the drug was detected in tumor tissues in animal models, with
significant affinity for lung and colon tissues. These results strongly support the potential treatment of these cancers
with LOR-253, which has shown sete@ and potent anticancer activity in animal models ofsmall cell lung
cancer and colon cancer.

In March 2008 we announced the start of GLP toxicology studies for283R The toxicology studies
were designed to support the filing of an InvestigatidcNew Drug (IND) application with the U.S. FDA for LOR
253 to initiate a Phase | clinical study in cancer indications. In November 2008, we announced the successful
completion of toxicology studies. The GLP, INdhabling toxicology studies included maximuolerated dose
studies and repedtose toxicity studies in rodents and nonrodents. &¥pect to file an IND and initiate a Phase |
doseescalation trial in selected solid tumor indications by the end of the first quarter of fiscal 2010.

In April 2009, we announced the presentation of preclinical data at the Annual Meeting of the AACR
where we provided new dataregarding LB 36 s anti angiogenic rol e.

Lorus is also pursuing other candidates at earlier stages of development. These include:

e LOR-264, a secad generation LORS53 derivative, is being developed for oral administration. Like
LOR-253, LOR264 has demonstrated potent anticancer activity in animal studies and represents the
lead oral drug in this development platform. Derivatives of LZBR are arrently being assessed for
anticancer activity and oral bioavailability as part of our lead optimization process.

e LOR-500 platform. LOR500 targets multikinases including tyrosine kinase family members and a
member of the calcium/calmodulin dependentgirokinase family. Hito-lead optimization of LOR
500 is being currently conducted to identify a lead drug candidate.

Immunotherapy
| mmunot herapy is a form of treatment that stimulate
cancer. IiMunotherapy may help the immune system to fight cancer by improving recognition of differences

between healthy cells and cancer cells. Alternatively it may stimulate the production of specific cancer fighting
cells.
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Interleukin-17E

Interleukinl7E (IL-17E) is aproteinbased therapeutic that Lorus is developing as an immunotherapy for
cancer treatment. We believe thatlZE has anticancer activity against a range of human cancers. Preliminary
studies have revealed that1l7E has strong in vivo efficacygainst several human tumor types, including colon
cancer, melanoma, and pancreatic cancer, with low toxicity. Additional preclinical studies are beitmyfddaher
evaluate its efficacy and toxicity profile in comparison to ottearcerapproved cytokies,including interferon
alpha and IE2, andfurther nonclinical studiesare planned to assess toxicity and optimize the therapeutic dose.

Virulizin®

In April 2008, Lorus entered into an exclusive | ice
subsidiary, Zor, for Virulizin®. The license, covering North and South America, Europe and Israel, granted Lorus
the right to receive in excess of US$10 million in upfront and milestone payments as well as royalties on sales of
between 10 and 20%. Inatldi o n, L o-ownsed&ubsidiaoy retewed a 25% equity interest in Zor. Zor is
responsible for all future clinical developments, regulatory submissions, and all commercial activities. In June 2009,
Lorus assigned these rights and the rights to thédoteal property associated with Virulizin® to TEMIC as part of
the consideration for Lorusdé repurchase of i$chueedsecur ed
Convertible Debentureso)

Agreements

Manufacturing Agreements

We currently relyupon subcontractors for the manufacture of our drug candidates. The subcontractors
manufacture clinical materi al according to current GooO«
organizations that have been approved by our quality assideepartment, following audits in relation to the
appropriate regulations.

Manufactured product for clinical purposes is tested for conformance with product specifications prior to
release by our quality assurance department. GMP batches of our diidptesmare subjected to prospectively
designed stability test protocols.

License Agreements

lon Pharmaceuticals

In December 1997, Lorus, through NuChem, acquired certain patent rights and a sublicense from lon to
develop and commercialize the anticaragplications of CLT and new chemical entities related to CLT (the
ANuChem Anal ogso) . To July 2006, NuChem had made cash
of up to US$3 million is payable upon the achievement of certain milestonesdrefelcommencement and
completion of clinical trials related to the NuChem Analogs. The company does not currently expect to achieve any
of the above milestones in fiscal years ending May 31, 2010 or 2011 and cannot reasonably predict when such
milestoneswill be achieved, if at all.

The NuChem Analog patents are ancillary to the Comp
relate to our core research and development focus, namely200® nor did they relate specifically to the
development of Virlizin.

All research and development activities to be undertaken by NuChem are to be funded by us through
subscriptions for noparticipating preference shares of NuChem. As at May 31, 2009, we had provided a total of
$5,779,000 of funding to NuChem.

University of Manitoba

The University of Manitoba (the AUniversityo), Dr .
into an exclusive |icense agreement (the ALicense Agr e
which GeneSense was gtad an exclusive worldwide license to certain patent rights with the right fiicenbe.
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In consideration for the exclusive license to GeneSense of the patent rights, the University and Cancer Care are
entitled to an aggregate of 1.67% of the net s&lesived by GeneSense from the sale of products or processes
derived from the patent rights and 1.67% of all monies received by GeneSense fitrarsds of the patent

rights. GeneSense is solely responsible for the preparation, filing, prosecutioraismenance of all patent

applications and patents included in the patent rights and all related expenses. Pursuant to the terms of the License
Agreement, any and all improvements to any of the patent rights derived in whole or in part by GeneSehese after
date of the License Agreement are not included within the scope of the License Agreement and do not trigger any
payment of royalties.

The University of Manitoba agreement relates specifically to antisense and related technologies described
in patent aplications that were pending at the time of the agreement. Subsequent patent amendments or
advancements to these patents remain as the property of Lorus, without license rights accruing back to the
University of Manitoba. The Company is currently punspits antisense development program, primarily as a
function of advancements and amendments to the original patents. We have not yet earned any revenue from the
products covered under the agreement and have not paid any royalties under this agreesaanbargasonably
predict the timing and amount of any future payment. We do not expect to make any royalty payments under this
agreement in fiscal years ending May 31, 2010 or 2011.

Effective May 31, 2009, this agreement was assighed from GeneSensego Lo
Collaboration Agreements

Zoticon Bioventures Inc.

In April 2008, Lorus through its wholly owned subsidiary GeneSense Technologies Inc. signed an
exclusive multinational |l icense agreement Wiotth cdmwnro)f or |
a researcidriven biopharmaceutical group, to further develop and commercialize Virulizin® for human therapeutic
applications. The initial clinical development of Virulizin® under the agreement will be in advanced pancreatic
cancer.

Under the érms of the agreement, GeneSense was entitled to receive payments in excess of US$10 million
upon achievement of various milestone events and royalties that vary fra@%d@epending on achieving of sales
of Virulizin® and subject to certain other adjustnts.

Zor will be responsible for the cost of all the clinical development, regulatory submissions and
commercialization of Virulizin® in North and South America, Europe and Israel. We retained rights in all other
countries, including China, Japan, Autand New Zealand. As discussed above, in June 2009, Lorus assigned
these rights to TEMICSedBreeed AiBarsvY emretsisb IO eDebh emwt ur es 0)

As part of the agreement, we entered into a service agreement in which we agreed to provide Z6r with 12
hours of consulting service at its own expense and thereafter will provide services at an agreed upon rate. The
agreement had an initial term of one year unless stated otherwise in any project assignment that extends beyond one
year but no longer thathe date of termination of the License Agreement for any reason. If we had not provided 300
hours of consulting services after one year the agreement will renew for an additional six months. This service
agreement is expected to expire in October 2009.

National Cancer Institute

In February 2003, Lorus and the United States National Cancer Institute approved clinical protocols to
conduct a series of clinical trials in a Phase I/1l program to investigate the safety and efficacy204@Rorus
and the NCkigned a formal clinical trial agreement in which the NCI financially sponsors the20aR clinical
trials, while Lorus provides the clinical trial drug. The agreement was renewed in October 2007 for an additional
three years.

NCI carries out clinical tals on behalf of the Company at its own cost. The rights to publish data remains
with the NCI sponsored investigator generating the information. The commercial results of the studies, including
commercialization of any products remain with Lorus withfinancial, license, or intellectual property rights
accruing to the Investigator or NCI for their participation. NCI has no rights to exploit the research results, except
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through the right of investigators to publish data accumulated by it duringstimgtenor does it have any obligation

to pay or receive royalties under the agreement. Any royalty rights on products derived from the work performed by
NCI will need to be negotiated by Lorus under a marketing agreement with third parties (if not cat gy

Lorus). Itis not possible to reasonably estimate the amount and timing of any royalty receipts, if any.

In regards to future payment obligations, Lorus?®d
of drugs, the cost for which Bdeen incurred. The Company does not currently expect any significant costs
associated with the supply of the drug in the future, depending on the outcome of the projects.

See AClIlinicdNCDespbopmeatd trialso.

Other

From time to time, we eat into other research and technology agreements with third parties under which
research is conducted and monies expended. These agreements outline the responsibilities of each participant and
the appropriate arrangements in the event the research psadpoeduct candidate.

Business Strategy

Our business strategy is based on the identification and development of novel therapies aimed at validated
cancer targets. We believe that these tabgsed approaches hold the promise of more effective theraithes w
fewer side effects. A targétased approach is increasingly recognized as several targeted agents are already
approved by regulatory authorities around the globe. In order to minimize single techredfigy risks, we have
adopted three different teology approaches:

1. RNA-targeted technologies such as antisense and siRNA.
2. Development of small molecules that recognize specific targets in cancer cells.

3. Immunotherapy using safe and efficacious products to stimulate the natural anticancer propbeies of
immune system.

The first two approaches utilize selection strategies for identification and development of highly specific
targeted drug candidates, capitalizing on proprietary libraries of compounds develbpedén

In our efforts to obtain thergatest return on our investment in each drug candidate, we separately evaluate
the merits of each drug candidate throughout the clinical development process and consider commercialization
opportunities when appropriate. In the next fiscal year, we intepdrsue partnerships for our lead compounds
and further the development of our promising pipeline. More specifically, our main objectives are (i) to maximize
the therapeutic value and potential commercial success of202R by initiating a Phase IIflIregistration clinical
trial in AML trial in collaboration with a calevelopment or licensing partner; (ii) to conduct a Phase | clinical trial
of our lead small molecule drug, LEGES3, while also pursuing partnership opportunities for this product datiedi
and (iii) to commit resources to advancing ouhouse pipeline of novel small molecule drug candidates.

Financial Strategy
To meet future financing requirements, we intend to finance our operations through some or all of the
following methodspublic or private equity or debt financings, capital leases, and collaborative and licensing

agreements. We intend to pursue financing opportunities as they arise.

Secured Convertible Debentures

ob

On October 6, 2004, the Company entered into a Subscriptppm e e ment (t he fAAgreement ¢
to issue an aggregate of $15 million of secured conver

of $5 million each, in each of, October 2004, January 2005 and April 2005. The Debentures adetseairst

charge over all of the assets of the Company. All Debentures issued under the Agreement are due on October 6,
2009 and are subject to interest payable monthly at a rate of prime plus 1% until such time, if ever, as the
Company 6s reabhasr$g.75for 60 coasecutive trading days, at which time interest will no longer be

charged. I nterest i s payable in Shares of Lorus unt:i
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interest would be payable in cash or Shares at ttieropf the debenture holder. Shares issued in payment of

interest are issued at a price equal to the weighted average trading price of such shares for the ten trading days
immediately preceding their issue in respect of each interest payment. The $liérOpmincipal amount of

Debentures is convertible at the holderdéds option at an:
share of $1.00.

As a condition to agreeing to vote in favour of the Arrangement (as discussed below), the Holddr o r u s 6
secured convertible debenture required the repurchase by Lorus of its outstanding three million Share purchase
warrants at a purchase price of $252,000. This repurchase was completed in July 2007.

On June 22, 2009, the Company reached a settiewith TEMIC with respect to the purchase and
settlement of the $15.0 million secured convertible debentures.

Under the agreement, Lorus purchased all of the convertible debentures from TEMIC for a cash payment
on close of the transaction of $3.3 milliche assignment of the rights under the license agreement with Zor, sale of
intellectual property associated with Virulizin and sale of Lorus' shares in its wholly owned subsidiary, Pharma
Immune, which holds an equity interest in Zor (the "Considergtiddnder the agreement, Lorus will be entitled to
50% of any royalties received under the Zor license agreement and 50% of the value of any transaction completed in
territories not covered by the Zor license agreement. Lorus also retains a perpaltyafnexsy license for the
animal use of Virulizin. TEMIC will be fully responsible for all clinical and regulatory costs associated with
commercialization of Virulizin in territories not covered by the Zor license agreerenis will assist TEMIC
with certain agreed upon services.

As a result of the transaction, the Company recognized a gain on the repurchase of the debentures of $11.0
million reflecting the difference between the carrying value of the debentures at the repurchase date, net of
transadbn costs of approximately $221 thousand, and the cash payment amount of $3.3 million. In addition, as a
result of extinguishing the debentures, the equity portion of the debentures in the amount of $3.8 million was
transferred to contributed surplus. €Tgain on repurchase of the debentures does not result in income taxes payable
as the Company has sufficient capital loss andaagital loss carryforwards to shelter this gain.

Share Issuances

On November 27, 2009, the Company completed a private péatessulting in the issuance of 41 million
units of the Company at a price of $0.06 per unit (AUNI
Company and a orAealf common share purchase warrant. Each whole warrant permits the holder to purchase a
additional Share of Lorus at $0.08 until May 27, 2011.

Pursuant to the private placement, the Company issued 41 million Shares and 20.5 million common share
purchase warrants in exchange for cash consideration ofrfiich. This amount includes theipcipal amount of
$1.0 million originally received by way of a loan from a director on October 6, 2009 which was applied to subscribe
for units as part of the private placement. In addition, the Company issued 2.2 million broker warrants to purchase
an egiivalent number of Shares at $0.08 until May 27, 2011. The total costs associated with the transaction were
approximately $22%housand plus the broker warrants. The Company will allocate the net proceeds of the private
placement to the Shares and to ¢benmon share purchase warrants based on their relative fair values.

On June 25, 2008, the Company filed a stiann prospectus for a rights offering to its shareholders.
Under the rights offering, holders of the Company's Shares as of July 9, 20URdtloed Date") received one right
for each Share held as of the Record Date. Each four rights entitled the holder thereof to purchase a unit of Lorus
("2008Unit") at a price of $0.13. Ea&D08Unit consists of one Share of Lorus at $0.13 and ahaifeShare
purchase warrant. Each whole warrant permits the holder to purchase additional Shares of Lorus at $0.18 until
August 7, 2010. All unexercised rights expired on August 7, 2008.

Pursuant to the rights offering, the Company issued 28,538,889 Shdr&4,269,444 Share purchase
warrants in exchange for cash consideration of §8lifon. The total costs associated with the transaction were
approximately $50thousand. The Company has allocated the net proceeds of $3.2 million received from the
issuance of the2008Units to the Shares and the Share purchase warrants based on their relative fair values. The fair
value of the Share purchase warrants has been determined based on goricpigpmodel. The resulting
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allocation based on relative faialues resulted in the allocation of $2.8 million to the Shares andtdti3and to
the Share purchase warrants.

On July 13, 2006 the company entered into an agreement with High Tech Beteiligungen GmbH & Co. KG
(AiHi gh Techo) to i s$6.36@ergh8re f8r gross prdceedsrof $H0 anilliens Theasubscription
price represented a premium of 7.5% over the closing price of the Shares on the Toronto Stock Exchange on July 13,
2006. The transaction closed on August 31, 2006. In connectionheitheinsaction, High Tech received demand
registration rights that will enable High Tech to request the registration or qualification of the Shares for resale in the
United States and Canada, subject to certain restrictions. These demand registrasiexpighon June 30, 2012.
In addition, High Tech received the right to nominate one nominee to the board of directors of Lorus or, if it does
not have a nominee, it will have the right to appoint an observer to the board. Upon completion of the transactio
High Tech held approximately 14% of the issued and outstanding Shares of Lorus.

On July 24, 2006 Lorus entered into an agreement with Technifund Inc. to issue on a private placement
basis, 5 million Shares at $0.36 per share for gross proceeds ohiiib8. The transaction closed on September 1,
2006.

Plan of Arrangement and Corporate Reorganization

On July 10, 2007 (the AArrangement Dateodo), the Comp
arrangement and corporate reorganization with, among o#8#5231 Canada Inc., formerly Lorus Therapeutics
Il nc. (AO0ld Loruso), 6707157 Canada | nc. and Pinnacle 1
the plan of arrangement and reorganization, among other things, each Share of Old Lenxchaaged for one
Share of the Company and the assets (excluding certain future tax attributes and related valuation allowance) and
liabilities of Old Lorus (including all of the shares of its subsidiaries held by it) were transferred, directly or
indirecty, to the Company and/or its subsidiaries. The Company continued the business of Old Lorus after the
Arrangement Date with the same officers and employees and continued to be governed by the same directors as Old
Lorus prior to the Arrangement Date. Thef or e, t he Company6s operations have
of interest basis and accordingly, the consolidated financial statement information included in these financial
statements reflect that of the Company as if it had always carride dusiness formerly carried on by Old Lorus.
Following completion of the Arrangement, New Lorus is not related to Old Lorus, which was subsequently renamed
Global Summit Real Estate Inc.

Under the Arrangement, the Company has agreed to indemnify Old &odlits directors, officers and
employees from and against all damages, losses, expenses (including fines and penalties), other third party costs and
legal expenses, to which any of them may be subject arising out of any matter occurring:

() prior to, d or after the effective time of the Arrangement ("Effective Time") and directly or
indirectly relating to any of the assets of Old Lorus transferred to New Lorus pursuant to the
Arrangement (including losses for income, sales, excise and other taxeg grisdnnection with
the transfer of any such asset) or conduct of the business prior to the Effective Time;

(i) prior to, at or after the Effective Time as a result of any and all interests, rights, liabilities and
other matters relating to the assesmsferred by Old Lorus to New Lorus pursuant to the
Arrangement; and

(i) prior to or at the Effective Time and directly or indirectly relating to, with certain exceptions, any
of the activities of Old Lorus or the Arrangement.

In connection with the Arrangeent, the Company received cash consideration of approximately $8.5
million, before transaction costs. This amount includes $600 thousand related to the indemnification, above, which
was received in July 2008. The Company has recorded a liability oftBd88and, which it believes is a
reasonable estimate of the fair value of the obligation for the indemnifications provided. There have been no claims
under this indemnification to date. This amount is included on the balance sheet in Accrued Labitidtay
31, 2009.
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Intellectual Property and Protection of Confidential Information and Technology

We believe that our issued patents and pending applications are important in establishing and maintaining a
competitive position with respect to our drets and technology. As of May 31, 2009, we owned or had rights to
42 issued patents and 46 pending patent applications worldwide.

RNA-targeted Therapies

We have been issued two patents in Canada, nine patents in the United States and ten phtants in ot
jurisdictions around the world relating to our DNA/RMased therapeutics, which includes antisense and siRNA
molecules. We also have 16 pending patents worldwide for this class of therapies. These patents include
composition of matter and method cies.

Small Molecule

We have been issued one patent in Israel relating to the NuChem small molecule platform. We also have
21 pending patents worldwide for outtiwuse small molecules. These patents cover composition of matter and
method claims.

Immunotherapy

We have been issued two patents in Canada, three patents in the United States and 11 patents in other
jurisdictions around the world relating to our immunotherapy (Virulizin) platform, which include composition of
matter, method and process claimdl 16 issued patents for Virulizin, as well as six pending patents for Virulizin,
were sold to TEMIC. Lorus retains ownership of three pending patents for-A@Elimmunotherapy program.

Risks Relating to Intellectual Property

We either own these isstli@atents discussed above or have the exclusive right to make, use, market, sell or
otherwise commercialize products using these patents to diagnose and treat cancer. We cannot assure you that we
will continue to have exclusive rights to these patents.

We cannot assure you that pending applications will result in issued patents, or that issued patents will be
held valid and enforceable if challenged, or that a competitor will not be able to circumvent any such issued patents
by adoption of a competitive, dlagh nonrinfringing product or process. Interpretation and evaluation of
pharmaceutical or biotechnology patent claims present complex and often novel legal and factual questions. Our
business could be adversely affected by increased competition ivethietleat any patent granted to it is held to be
invalid or unenforceable or is inadequate in scope to protect our operations.

While we believe that our products and technology do not infringe proprietary rights of others, we cannot
assure you that thindarties will not assert infringement claims in the future or that such claims will not be
successful. Furthermore, we could incur substantial costs in defending ourselves against patent infringement claims
brought by others or in prosecuting suits agaitisers.

In addition, we cannot assure you that others will not obtain patents that we would need to license, or that if
a license is required that it would be available to us on reasonable terms, or that if a license is not obtained that we
would be abldo circumvent, through a reasonable investment of time and expense, such outside patents. Whether
we obtain a license would depend on the terms offered, the degree of risk of infringement, the vulnerability of the
patent to invalidation and the ease @€aimventing the patent.

Until such time, if ever, that further patents are issued to us, we will rely upon the law of trade secrets to the
extent possible given the publication requirements under international patent treaty laws and/or requirements under
foreign patent laws to protect our technology and our products incorporating the technology. In this regard, we have
adopted certain confidentiality procedures. These include: limiting access to confidential information to certain key
personnel; requiringll directors, officers, employees and consultants and others who may have access to our
intellectual property to enter into confidentiality agreements which prohibit the use of or disclosure of confidential
information to third parties; and implementipgysical security measures designed to restrict access to such
confidential information and products. Our ability to maintain the confidentiality of our technology is crucial to our
ultimate possible commercial success. We cannot assure you that thiupge@dopted by us to protect the
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confidentiality of our technology will be effective, that third parties will not gain access to our trade secrets or
disclose the technology, or that we can meaningfully protect our rights to our technology. Fursieekiby the
aforementioned patent protection in various countries, it is inevitable that a substantial portion of our technology
will become available to our competitors, through publication of such patent applications.

Regulatory Strategy

Our overall reglatory strategy is to work with HC in Canada, the FDA in the United States, the EMEA in Europe,
and any other local regulatory agencies to have drug applications approved for the use2800&nd small
molecules in clinical trials (alone and/or in cdamdtion with chemotherapeutic compounds) and subsequently for
sale in international markets. Where possible, we intend to take advantage of opportunities for accelerated
consideration of drugs designed to treat rare and serious-thirifatening diseased/e also intend to pursue

priority evaluation of any application for marketing approval filed in Canada, the United States or the European
Union and to file additional drug applications in other markets where commercial opportunities exist. We cannot
asgsire you that we will be able to pursue these opportunities successfully.

Revenues

The Company has not earned substantial revenues from its drug candidates and is therefore considered to
be in the development stage.

Employees

As at May 31, 2009, we emplaye4 fulktime persons and four paitne people in research and drug
development and administration activities. Of our employees, seven hold Ph.D.s. To encourage a focus on
achieving longterm performance, employees and members of the board of dirkat@ she ability to acquire an
ownership interest in the Company through Lorusé stock
share purchase plan.

Our ability to develop commercial products and to establish and maintain our compesiti@ngo light
of technological developments will depend, in part, on our ability to attract and retain qualified personnel. There is a
significant level of competition in the marketplace for such personnel. We believe that to date we have been
successfuin attracting and retaining the highly skilled personnel critical to our business. We have also chosen to
outsource activities where skills are in short supply or where it is economically prudent to do so.

None of our employees are unionized, and we censiur relations with our employees to be good.
Office Facilities

Our head office, which occupies 20,500 square feet, is located at 2 Meridian Road, Toronto, Ontario. The
leased premises include approximately 8,000 square feet of laboratory and regaeechWe believe that our
existing facilities are adequate to meet our requirements for the near term. Our current lease expires on March 31,
2011.

Competition

The biotechnology and pharmaceutical industries are characterized by rapidly evolvindpgchnd
intense competition. There are numerous players in both of these industries that are focusing their efforts on
activities similar to ours. Some of these are companies with established positions in the pharmaceutical industry and
may have substéially more financial and technical resources, more extensive research and development
capabilities, and greater marketing, distribution, production and human resources than us. In addition, we may face
competition from other companies for opportunitiegter into partnerships with biotechnology and
pharmaceutical companies and academic institutions. Many of these other companies however are not solely
focused on cancer, as is the mission of our drug development. We specialize in the developmesitiodidve
believe will manage cancer.
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Competition with our products may include chemotherapeutic agents, monoclonal antibodies, antisense
therapies, small molecules and immunotherapies with novel mechanisms of action. These are drugs that are
deliveral by specific means for treatment of cancer patients, with a potential to be useecamoenindications.

We also expect that we may experience competition from established and emerging pharmaceutical and
biotechnology companies that have other forfrsemtment for the cancers that we target. There are many drugs
currently in development for the treatment of cancer that employ a number of novel approaches for attacking these
cancer targets. Cancer is a complex disease with more than 100 indicedioiriag drugs for treatment. The

drugs in competition with our drugs have specific targets for attacking the disease, targets which are not necessarily
the same as ours. These competitive drugs therefore could potentially also be used togethematimombi

therapies with our drugs to manage the disease.

Government Regulation

Overview

Regulation by government authorities in Canada, the United States, and the European Union is a significant
factor in our current research and drug development activiliestlinically test, manufacture and market drug
products for therapeutic use, we must satisfy the rigorous mandatory procedures and standards established by the
regulatory agencies in the countries in which we currently operate or intend to operate.

Thelaws of most of these countries require the licensing of manufacturing facilities, carefully controlled
research and the extensive testing of products. Biotechnology companies must establish the safety and efficacy of
their new products in clinical trig) they must establish current Good Manufacturing Practices or cGMP and control
over marketing activities before being allowed to market their products. The safety and efficacy of a new drug must
be shown through clinical trials of the drug carried owdoordance with the mandatory procedures and standards
established by regulatory agencies.

The process of completing clinical trials and obtaining regulatory approval for a new drug takes a number
of years and requires the expenditure of substantial res®uOnce a new drug or product license application is
submitted, we cannot assure you that a regulatory agency will review and approve the application in a timely
manner. Even after initial approval has been obtained, further studies, includimgaaeting studies, may be
required to provide additional data on efficacy and safety necessary to confirm the approved indication or to gain
approval for the use of the new drug as a treatment for clinical indications other than those for which the new drug
was initially tested. Also, regulatory agencies require-poatr k et i ng surveill ance progr ams
side effects. Results of pastarketing programs may limit or expand the further marketing of new drugs. A serious
safety or effectiverss problem involving an approved new drug may result in a regulatory agency requiring
withdrawal of the new drug from the market and possible civil action. We cannot assure you that we will not
encounter such difficulties or excessive costs in our efforsecure necessary approvals, which could delay or
prevent us from manufacturing or marketing our products.

In addition to the regulatory product approval framework, biotechnology companies, including Lorus, are
subject to regulation under local proviakistate and federal law, including requirements regarding occupational
safety, laboratory practices, environmental protection and hazardous substance control, and may be subject to other
present and future local, provincial, state, federal and foreggriagon, including possible future regulation of the
biotechnology industry.

Regulation in Canada

I n Canada, the manufacture and sale of new drugs ar
must pass through a number of testing stages, includédipical testing and clinical trials. Puinical testing
involves testing the new dr ug éimsvitrecamadnwives Succgssful pesulisr mac ol o0 g
(that is, potentially valuable pharmacological activity combined with an addeptav level of toxicity) enable the
devel oper of the new drug to file a clinical trial appl

To study a drug in Canadian patients, a CTA submission must be filed with HC. The CTA submission
must ©ntain specified information, including the results of thegimcal tests completed at the time of the
submission and any available information regarding use of the drug in humans. In addition, since the method of
manufacture may affect the efficaaydasafety of a new drug, information on manufacturing methods and standards
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and the stability of the drug substance and dosage form must be presented. Production methods and quality control
procedures must be in place to ensure an acceptably pure pexhacttially free of contamination, and to ensure
uniformity with respect to all quality aspects.

Provided HC does not reject a CTA submission, clinical trials can begin. Clinical trials for product
candidates to treat cancer are generally carried dhtée phases. Phase | involves studies to evaluate toxicity and
ideal dose levels in humans. The new drug is administered to human patients who have met the clinical trial entry
criteria to determine pharmacokinetics, human tolerance and prevalenceideaside effects. Phases Il and 111
involve therapeutic studies. In Phase Il, efficacy, dosage, side effects and safety are established in a small number
of patients who have the disease or disorder that the new drug is intended to treat. In ,Rhasedte controlled
clinical trials in which the new drug is administered to a large number of patients who are likely to receive benefit
from the new drug. In Phase lll, the effectiveness of the new drug is compared to that of standard accepted method
of treatment in order to provide sufficient data for the statistical proof of safety and efficacy for the new drug.

If clinical studies establish that a new drug has value, the manufacturer submits a new drug submission
(ANDSO) appl i c adtingapprovalo Thel DS fcantains mlbinfokmation known about the new drug,
including the results of prelinical testing and clinical trials. Information about a substance contained in an NDS
includes its proper name, its chemical name, and details omeihod of manufacturing and purification, and its
biological, pharmacological and toxicological properties. The NDS also provides information about the dosage
form of the new drug, including a quantitative listing of all ingredients used in its fofonldas method of
manufacture, manufacturing facility information, packaging and labelling, the results of stability tests, and its
diagnostic or therapeutic claims and side effects, as well as details of the clinical trials to support the safety and
efficacy of the new drug. Furthermore, for biological products, amont e eval uati on (AOSEOQ)
the production process and manufacturing facility. It is required prior to the issuance of a notice of compliance
(ANOCO) . A | NIDS ars gitically reviewefl bytHE.df an NDS is found satisfactory, a NOC is issued
permitting the new drug to be sold. In Canada an Establishment license must be obtained prior to marketing the
product.

HC has a policy of priority evaluation of new drsigbmissions for all drugs intended for serious oF life
threatening diseases for which no drug product has received regulatory approval in Canada and for which there is
reasonable scientific evidence to indicate that the proposed new drug is safe amdvidgygffective treatment.

The monitoring of a new drug does not cease once it is on the market. For example, a manufacturer of a
new drug must report any new information received concerning serious side effects, as well as the failure of the new
drug toproduce desired effects. As well, if HC determines it to be in the interest of public health, a notice of
compliance for a new drug may be suspended and the new drug may be removed from the market.

A postsurveillanceprogram involves clinical trials colucted after a drug is marketed (referred to as phase
4 studies in the United States) and is an important source of information on as yet undetected adverse outcomes,
especially in populations that may not have been involved in the premarketing trialsHigdgen, the elderly,
pregnant women) and the drug's letegm morbidity and mortality profile. Regulatory authorities may require
companies to conduct Phase 4 studies as a condition of market approval. Companies often comdaidteiive}
studies irthe absence of a regulatory mandate.

An exception to the foregoing requirements relating to the manufacture and sale of a new drug is the
limited authorization that may be available in respect of the sale of new drugs for emergency treatment. Under the
special access program, HC may authorize the sale of a quantity of a new drug for human use to a specific
practitioner for the emergency treatment of a patient
practitioner must supply HC with infmation concerning the medical emergency for which the new drug is
required, such data as is in the possession of the practitioner with respect to the use, safety and efficacy of the new
drug, the names of the institutions at which the new drug is todakaml such other information as may be
requested by HC. In addition, the practitioner must agree to report to both the drug manufacturer and HC the results

S

of the new drugds use in the medical emer,gndmusty, incl udi

account to HC for all quantities of the new drug made available.
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The Canadian regulatory approval requirements for new drugs outlined above are similar to those of other
major pharmaceutical markets. While the testing carried out in Canaflenisioceptable for the purposes of
regulatory submissions in other countries, individual regulatory authorities may request supplementary testing
during their assessment of any submission. We cannot assure you that the clinical testing conducted under HC
authorization or the approval of regulatory authorities of other countries will be accepted by regulatory authorities
outside Canada or such other countries.

Regulation in the United States

I n the United States, the Fodsdhe @anifacturgandshlmofnewst r at i o
drugs. New drugs require FDA approval of a New Drug Aj
of a biological product, a biological l'i censtegh applicat]
releasing. To obtain marketing approval, data from adequate andoméblled clinical investigations,
demonstrating to the FDAO6s satisfaction a new drug6s s:
Such data are generated in sasdtonducted pursuant to an IND submission, similar to that required for a CTA in
Canada. As in Canada, clinical studies are characterized as Phase |, Phase Il and Phase lll trials or a combination
thereof. In a marketing application, the manufacturestralso demonstrate the identity, potency, quality and purity
of the active ingredients of the new drug involved, and the stability of those ingredients. Further, the manufacturing
facilities, equipment, processes and quality controls for the newdrug meso mpl y wi t h t he FDA®s ¢
regulations for drugs or biological products both in alfmensing inspection before product licensing and in
subsequent periodic inspections after |licensing. An
fabricate, package, label, distribute, import, wholesale or test of the newly approved drugéafiyeeriod of
mar ket exclusivity for a drug comprising a new chemical
obtaining FDA approvalfoa NCE, provided the active ingredient of the NCE has never before been approved in an
NDA. During this exclusivity period, the FDA may not approve any abbreviated application filed by another
sponsor for a generic version of the NCE. To extend this mprkgection, especially important when the original
patent may be close to expiration, new indications or dosage forms of previously approved drugs can receive new
use or new clinical study exclusivitup to a thregrear period of market exclusivity. Diag this time, the FDA may
not approve an abbreviated application filed by another sponsor for a generic version of the product for that use or
indication. For orphan drugs or biologics, a seyear period exclusivity is granted to benefit the marketirg o
drug, which treats rare diseases or conditions with less than 200,000 patients.

The FDA has Afast tracko regulations intended to ac
evaluation and marketing of new drugs used to diagnose or tretitrbftening and severely debilitating illnesses
for which no satisfactory alternative therapies exist.
in terms of protocol design and eligibility for expedited review of an NDA. It alsoifseratthough it does not
require, the FDA to issue marketing approval based on a surrogate endpoint (a measurement intended to substitute
for the clinical measurement of interest, usually prolongation of survival) although the FDA will often require
subseguent clinical trials or even peapproval efficacy studies).

The above describes briefly what is necessary for a new drug to be approved for marketing in North
America.The European Medicines Agency (EMEA) and Japanese Pharmaceuticals and Medical Axpicgs
(PMDA) are also important regulatory authorities in drug development. Together with the FDA, they are the three
I nternational Conference on Harmonization (Al CHO) part.

C. Organizational Structure

Old Lorus was incorporated under tAasiness Corporations A@®ntario) on September 5, 1986 under the
name RML Medical Laboratories Inc. On October 28, 1991, RML Medical Laboratories Inc. amalgamated with
Mint Gold Resources Ltd., resulting in Aldrus becoming a reporting issuer (as defined under Canadian securities
law) in Ontario, on such date. On August 25, 1992, Old Lorus changed its name to IMUTEC Corporation. On
November 27, 1996, Old Lorus changed its name to Imutec Pharma Inc., angembér 19, 1998, Old Lorus
changed its name to Lorus Therapeutics Inc. On October 1, 2005, Old Lorus continued uBdaatieeBusiness
Corporations Act On July 10, 2007, the Old Lorus changed its name from Lorus Therapeutics Inc. to 4325231
Canada ln. and on October 17, 2007 changed its name to Global Summit Real Estate Inc. As of the Arrangement
Date, Old Lorus is not related to New Lorus.
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New Lorus was incorporated on November 1, 2006 as 6650309 Canada Inc. u@ieratia Business
Corporations At.

On theArrangement DateOld Lorus completed a plan of arrangement and corporate reorganization with,
among others, 6650309 Canada Inc., subsequently rename:¢
Canada Inc. and Pinnacle International Lamals, As a result of the plan of arrangement and reorganization,
among other things, each Share of Old Lorus was exchanged for one Share of New Lorus and the assets (excluding
certain future tax attributes and related valuation allowance) and liabifitielsl @ orus (including all of the shares
of its subsidiaries held by it) were transferred, directly or indirectly, to the Company and/or its subsidiaries. New
Lorus continued the business of Old Lorus after the Arrangement Date with the same offieerpyges and
continued to be governed by the same directors as Old Lorus prior to the Arrangement Date. At the Arrangement
Dat e, New Lorusd articles of incorporation were amende:q
Canada Inc. to Lorus Theraytics Inc.

The address of the Companyds head and registered of
MOW 4Z7. Our corporate website is www.lorusthera.com. The contents of the website are specifically not included
in this Form 26F by referene.

Our Shares are |listed on the Toronto Stock Exchange
Lorusd subsidiaries are GeneSense Technol ogies | nc.
laws of Canada, of which Lorus owns 100% of the issued and outstahdirgcapital, and NuChem
Phar maceuticals Inc. (ANuChemod), a corporation incorpo
of the issued and outstanding voting share capital and 100% of the issued and outstarditigganeference
sharecpi t al and Pharma | mmune I nc. (APharma | mmuneo), a ¢c

of which Lorus owned 100% of the issued and outstanding share capital up to June 22, 2009 at which time it
di sposed of these shwiSesuf®de COBwveIrnedPs eODebeint ureso) .
the operations of GeneSense into Lorus effective May 31, 2009.
D. Property, Plant and Equipment

Our head office, which occupies 20,500 square feet, is located at 2 Meridian Road, Tortario, Qie
leased premises include approximately 8,000 square feet of laboratory and research space. We believe that our
existing facilities are adequate to meet our requirements for the near term. Our current lease expires on March 31,
2011.
ltem 4A.  Unresolved Staff Comments

Not applicable.
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Item 5. Operating and Financial Review and Prospects

MANAGEMENTO6S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL COND
OPERATIONS

A. Operating Results

The following discussion should be read in conjuwnetivith the audited financial statements of the
Company for the year ended May 31, 2009 and the accomp:
elsewhere in this report. The Financial Statements, and all financial information discussed beddveemav
prepared in accordance with Canadian GAAP. Significant differences between Canadian GAAP and U.S. GAAP are
identified in the Supplementary Information included with the Financial Statements included in this Annual Report.
All amounts are expressed Canadian dollars unless otherwise noted. In this Management's Discussion and
Analysis, fALoruso, the fiCompanyo, Awed, Ausd and dAour o
after the Arrangement Date.

Overview

Lorus is a life sciences compafocused on the discovery, research and development of effective
anticancer therapies with a high safety profile. Lorus has worked to establish a diverse anticancer product pipeline,
with products in various stages of development ranging frorelprieal to an advanced Phase Il clinical trial. A
growing intellectual property portfolio supports our di
internally developed products and products licensed in from other entities atlanjwad dage.

We believe that the future of cancer treatment and management lies in drugs that are effective, safe and
have minimal side effects, and therefore improve a patient's quality of life. Many of the cancer drugs currently
approved for the treatmentéimanagement of cancer are toxic with severe side effects, and we therefore believe
that a product development plan based on effective and safe drugs could have broad applications in cancer
treatment. Lorus' strategy is to continue the development gfroduct pipeline using several therapeutic
approaches. Each therapeutic approach is dependent on different technologies, which we believe mitigates the
development risks associated with a single technology platform. We evaluate the merits of eacthpooginctut
the clinical trial process and consider commercial viability as appropriate. The most advanced anticancer drugs in
our pipeline, each of which flow from different platform technologies, are antisense, small molecules and
immunotherapeutics.

Our business model is to take our product candidates througtimioal testing and into Phase | and Phase
Il clinical trials. It is our intention to then partner ordevelop these product candidates after successful
completion of Phase | or |l cliréd trials. Lorus will give careful consideration in the selection of partners that can
best advance the drug candidates into a pivotal Phase Il clinical trial and, upon successful results,
commercialization. Our objective is to receive cash for milespayments and royalties from such partnerships
which will support continued development of our product pipeline. We assess each product candidate and determine
the optimal time to work towards partnering out that product candidate.

Our success is depesnat upon several factors, including, maintaining sufficient levels of funding through
public and/or private financing, establishing the efficacy and safety of our products in clinical trials and securing
strategic partnerships.

Our loss from operations ftoihe year ended May 31, 2009 decreased to $9.3 million ($0.04 per share)
compared to $12.6 million ($0.06 per share) during the same period in fiscal 2008. During the year ended May 31,
2009 the Company recorded a gain on sale of shares related to thgefnent (as described in the section titled
APl an of Arrangement and Corporate Reorganizationo) of
comprehensive loss for the period of $8.9 million ($0.04 per share). During the year ended May 312008, th
Company realized a gain on the sale of the shares related to the Arrangement in the amount of $6.3 million resulting
in net loss and other comprehensive loss for the period of $6.3 million ($0.03 per share).
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The decrease in net loss from operationgHeryear ended May 31, 2009 compared with the prior year is
due primarily to lower research and development costs of $2.5 million resulting from less spendingtoxriGiyP
studies as well as LOR040 drug manufacturing costs, lower general and adnatiisdrcosts of $757 thousand due
to reduced personnel, legal and corporate governance costs as well as lower stock based compensation costs of $273
thousand as a result of a lower share price in the current year and one time option grants in thetériaf 8088
and option modification costs incurred in the second quarter of 2008. In addition, interest income decreased by
$272 thousand in 2009 to $270 thousand as a result of lower cash and investment balances and lower prime rates of
interest.

We utilized cash of $7.2 million in our operating activities in the year ended May 31, 2009 compared with
$10.2 million in the prior year. The decrease is primarily a result of a reduced net loss offset by lower accounts
payable and accrued liabilities balanagethe current year.

At May 31, 2009, we had cash and cash equivalents andtehmorinvestments of $5.9 million compared
to $9.4 million at May 31, 2008.

As a result of the Company's current cash position, management is currently undertakingcarsigunset
expenditures while at the same time pursuing investment and other opportunities aimed at funding its research and
development programdAs part of its cost reduction strategies, management expects to reduce its research and
development costs bimiting activities and reduce its general and administrative costs by limiting expenditures and
reducing its labour costs, among other things, until such time as the Company has sufficient capital to support a full
development program.
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Selected Annual Fhancial Data

The following selected consolidated financial data has been derived from, and should be read in
conjunction with, the accompanying audited Financial Statements for the year ended May 31, 2009 which are
prepared in accordance with Canadian GAA

Consolidated Statements of Loss and Défcit
(amounts in Canadian 000's except for per common sha

data)
Years Ended May 31
2009 2008 2007

REVENUE $ 18 $ 4 $ 107
EXPENSES
Cost of sales o} 2 16
Research and development 3,757 6,260 3,505
General and administrative 2,958 3,715 3,727
Stockbased compensation 446 719 503
Depreciation and amortization 189 317 402
Operating expenses 7,350 11,013 8,153
Interest expense on convertible debentures 707 1,029 1,050
Accretion in carrying value of secured convertible deben 1,707 1,176 935
Amortization of deferred financing charges 0 0 110
Interest income (270) (542) (503)
Loss from operations for the period 9,310 12,633 9,638
Gain on sale of hares (450) (6,299) 0
Net loss and other comprehensive income 8,860 6,334 9,638
Basic and diluted loss per common share $ 0.0« $ 0.0: $ 0.0t
Weighted average number of common shares

outstanding used in the calalation of

basic and diluted loss per share 247,084 215,084 204,860
Total Assets $ 7,527 $ 11,607 $ 15,10¢
Total Long-term liabilities $ o} $ 12,74Z $ 11,56¢€

@ On July 10, 2007, the Gapany completed the Arrangement. As a result of the Arrangement, each Share of Old

Lorus was exchanged for one Share of the Company and the assets (excluding certain future tax assets and related
valuation allowance) and liabilities of Old Lorus were sf@nred to the Company and/or its subsidiaries. The

Company continued the business of Old Lorus after the Arrangement Date with the same officers and employees

and continued to be governed by the same directors as Old Lorus prior to the Arrangeméiiedefiere, the

Companyb6s operations have been accounted for on a cont.
financial statement information above reflect that of the Company as if it had always carried on the business

formerly carried a by Old Lorus.
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Recent Accounting Pronouncements AdoptetiCanadian GAAP
Thefollowing accounting policies were adopted during the year ended May 31, 2009.
Accounting changes:

Effective June 1, 2008, the Compa(niyAcalSiBd)t erde pglhaec Amec
Section 1506, Accounting Changes. The new standard allows for voluntary changes in accounting policy only when
they result in the financial statements providing reliable and more relevant information; requires changes in
accountingpolicy to be applied retrospectively unless doing so is impracticable; requires prior period errors to be
corrected retrospectively; and calls for enhanced disclosures about the effects of changes in accounting policies,
estimates and errors on the final@tatements. The adoption of this standard did not have any impact on the
Companybés financial statements for the year ended May

Capital disclosures:

Effective June 1, 2008, the Company adopted the new recommendations of the Canadian fnstitute o
Chartered Accountants (ACI CAO0) Handbook Section 1535, {

establishes standards for disclosing information about
disclosure of information about)(i an entityés objectives, policies and pr
entityés compliance with any capital requirements; and

compliance. The Company has included disclosures recommend@mttign 1535 in note 8 of the financial
statements included in Item 18 of this Annual Report.

Financial instruments:

Effective June 1, 2008, the Company adopted the new recommendations of CICA Handbook Section 3862,
Financial Instruments Di scl oecneoon( B8620) and Handbook i1Section 386
Presentation (ASection 38630) . Section 3862 requires el
enable users to evaluate the significance of financial instrumertsente nt i t y6s f i nanci al posit
performance and the nature and extent of risks arising from financial instruments to which the entity is exposed
during the period and at the balance sheet date, and how the entity manages those risks. SectiablZB@3 es
standards for presentation of financial instruments anefinancial derivatives. It deals with the classification of
financial instruments, from the perspective of the issuer, between liabilities and equities, the classification of related
interest, dividends, losses and gains, and circumstances in which financial assets and financial liabilities are offset.

The adoption of these standards did not have any i mpac!
financial instruments. The Cqrany has included disclosures recommended by these new Handbook Sections in
note 9 of the financial statements included in Item 18 of this Annual Report.

General standards of financial statement presentation:
In May 2007, the AcSB amended CICA HandbooktSecon 1400

fi
St atement Presentationo, to change th
entity to continue as a going concern.

Gener al Standards
e guidance relate:

The main features of the changes are as follows:
i. managemet i s required to make an assessment of an
concern;

ii. in making its assessment, management takes into account all available information about the
future, which is at least, but is not limited to, twelve months frioenbalance sheet date;

ii. financial statements must be prepared on a going concern basis unless management either intends
to liquidate the entity, to cease trading or cease operations, or has no realistic alternative but to do
so;
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iv. disclosure is required ahaterial uncertainties related to events or conditions that may cast
significant doubt wupon the entityds ability to

v. when financial statements are not prepared on a going concern basis, that fact should be disclosed,
together with the basis on which the financial statements are prepared and the reason the entity is
not regarded as a going concern.

The effective date of these amendments is for interim and annual financial statements relating to fiscal
years beginning on offtar January 1, 2008, specifically June 1, 2008 for the Company. The new disclosure
requirements pertaining to this Section are contained in note 1 of the financial statements included in Item 18 of this
Annual Report.

The following accounting policies weadopted during the year ended May 31, 2008.
Financial instruments- disclosure and presentation

Effective June 1, 2007, the Company adopted the recommendations of The Canadian Institute of Chartered
Accountants' ("CICA") Handbook Section 1530, Comprahenincome ("Section 1530"); Section 3855, Financial
Instruments Recognition and Measurement ("Section 3855"), retroactively without restatement of prior periods.
These sections provide standards for recognition, measurement, disclosure and preséfitetiurial assets,
financial liabilities and noifinancial derivatives. Section 1530 provides standards for the reporting and presentation
of comprehensive income, which represents the change in equity, from transactions and other events and
circumstanes from norowner sources. Other comprehensive income refers to items recognized in comprehensive
income that are excluded from net income calculated in accordance with Canadian generally accepted accounting
principles ("Canadian GAAP"). As a result afapting the above standards, the Company did not recognize any
other comprehensive income in its financial statements.

Upon adoption of the new standards on June 1, 2007, the Company designated its financial assets and
liabilities as follows:

Cash and castquivalents:

Cash and cash equivalents as at June 1, 2007 and acquired thereafter are classifiddresalokndg)
investments and measured at fair value. By virtue of the nature of these assets, fair value is generally equal to cost
plus accrued intesst. Where applicable, any significant change in market value would result in a gain or loss being
recognized in the consolidated statements of operations. As a result of adopting the new standards, there was no
material change in valuation of these &sse

Shortterm investments, marketable securities and other investments:

Shortterm investments consist of fixed income government investments and corporate instruments. Any
government and corporate investments with a stated maturity date that arehneqei@alents are classified as
heldto-maturity investments, except where the Company does not intend to hold to maturity and, therefore, the
investment is designated as hédd-trading. Heldto-maturity investments are measured at amortized cost tieng
effective interest rate method, while hdtd-trading investments are measured at fair value and the resulting gain or
loss is recognized in the consolidated statements of operations. The Company designated certain corporate
instruments with matuiiggs greater than one year previously carried at amortized cost aehttading
investments. This change in accounting policy resulted in a decrease in the carrying amount of $27 thousand and an
increase in the opening deficit accumulated during threldpment stage of $27 thousand. The Company
recognized a net unrealized gain in the consolidated statements of operations for the year ended May 31, 2008 of $7
thousand.

Accounts payable and accrued liabilities:

Accounts payable and accrued liabilita® typically shorterm in nature and classified as other financial
liabilities. These liabilities are carried at amortized cost. As a result of adopting the new standards, there is no
material change in the carrying value of these liabilities.
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Securd convertible debentures:

The secured convertible debentures are classified as other financial liabilities and accounted for at
amortized cost using the effective interest method, which is consistent with the Company's accounting policy prior
to the adoptin of Section 3855. The deferred financing charges related to the secured convertible debentures,
formerly included in longerm assets, are now included as part of the carrying value of the secured convertible
debentures and continue to be amortizedgiie effective interest method.

Embedded derivatives:

Section 3855 requires that the Company identify embedded derivatives that require separation from the
related host contract and measure those embedded derivatives at fair value. Subsequentfahlrarajedrof
embedded derivatives is recognized in the consolidated statements of operations in the period in which the change
occurs.

The Company did not identify any embedded derivatives that required separation from the related host
contract and meased at fair value as at June 1, 2007.

Transaction costs:

Transaction costs that are directly attributable to the acquisition or issuance of financial assets or liabilities
are accounted for as part of the respective asset or liability's carrying valoepion except for helfbr-trading
securities where the costs are expensed immediately.

No new accounting policies were adopted during the year ended May 31, 2007 under Canadian GAAP.
Recent Accounting Pronouncements Adopted U.S. GAAP

On June 1, @08, the Company adopted FASB Statement No. 157 ("SFAS 157"), Fair Value
Measurements, which defines fair value, establishes a framework for measuring fair value under United States
GAAP, and expands disclosures about fair value measurements. SFAS 183 tappther accounting
pronouncements that require or permit fair value measurements.

SFAS 157 defines fair value as the price that would be received from selling an asset or paid to transfer a
liability in an orderly transaction between market participat the measurement date. When determining the fair
value measurements for assets and liabilities required or permitted to be recorded at fair value, the Company
considers the principal or most advantageous market in which it would transact and ersoasstdimptions that
market participants would use when pricing the asset or liability.

SFAS 157 requires an entity to maximize the use of observable inputs and minimize the use of unobservable
inputs when measuring fair value. SFAS 157 establishes @afaie hierarchy based on the level of

independent, objective evidence surrounding the inputs used to measure fair value. A financial instrument's
categorization within the fair value hierarchy is based upon the lowest level of input that is sigrufibenfair

value measurement. SFAS 157 prioritizes the inputs into three levels that may be used to measure fair value:

e Level 1- applies to assets or liabilities for which there are quoted prices in active markets for identical
assets or liabilities.

e Level 2- applies to assets or liabilities for which there are inputs other than quoted prices that are
observable for the asset or liability such as quoted prices for similar assets or liabilities in active markets;
guoted prices for identical assets or liéies in markets with insufficient volume or infrequent transactions
(less active markets); or modd¢rived valuations in which significant inputs are observable or can be
derived principally from, or corroborated by, observable market data.

e Level 3- applies to assets or liabilities for which there are unobservable inputs to the valuation
methodology that are significant to the measurement of the fair value of the assets or liabilities.
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On June 1, 2008, the Company adopted FASB Statement No. 159 (1SRASThe Fair Value Options for

Financial Assets and Financial Liabilities, which permits entities to choose to measure many financial instruments as
fair value on a contradiy-contract basis. SFAS 159 applies to all reporting entities and contaansifihstatement
presentation and disclosure requirements for assets and liabilities reported at fair value as a consequence of the
election. The adoption of this change did not have an impact on the Company's consolidated financial statements.

Critical Ac counting Policies

The Company periodically reviews its financial reporting and disclosure practices and accounting policies
to ensure that they provide accurate and transparent information relative to the current economic and business
environment. As pauf this process, the Company has reviewed its selection, application and communication of
critical accounting policies and financial disclosures. Management has discussed the development and selection of
the critical accounting policies with the Audit Conittee of the Board of Directors and the Audit Committee has
reviewed the disclosure relating to critical accounting policies in this MD&A. Other important accounting polices
are described in note 3 of the Financial Statements included in Item18 of thialAeport.

Drug Development Costs

We incur costs related to the research and development of pharmaceutical products and technologies for the
management of cancer. These costs include internal and external costs for preclinical research and dinical trial
drug costs, regulatory compliance costs and patent application costs. All research costs are expensed as incurred as
required under Canadian GAAP.

Development costs, including the cost of drugs for use in clinical trials, are expensed as incurred unless
they meet the criteria under Canadian GAAP for deferral and amortization. The Company continually assesses its
activities to determine when, if ever, development costs may qualify for capitalization. By expensing the research
and development costs as regqd under Canadian GAAP, the value of the product portfolio is not reflected on the
Company's Financial Statements.

StockBased Compensation

We have applied the fair value based method to expense stock options awarded since June 1, 2002 using
the BlackScholes optiomp r i ci ng model as all owed under Canadian |1 nst
Handbook Section 3870. The model estimates the fair value of fully transferable options, without vesting
restrictions, which significantly differs from the stooption awards issued by Lorus. The model also requires four
highly subjective assumptions including future stock price volatility and expected time until exercise, which greatly
affect the calculated values. The increase or decrease of one of thesptassucould materially increase or
decrease the fair value of stock options issued and the associated expense.

Valuation Allowance for Future Tax Assets

We have a net tax benefit resulting from ruapital losses carried forward, and scientific reseanth
experimental development expenditures. In light of the continued net losses and uncertainty regarding our future
ability to generate taxable income, management is of the opinion that it is not more likely than not that these tax
assets will be realizein the foreseeable future and hence, a full valuation allowance has been recorded against these
income tax assets. Consequently, no future income tax assets or liabilities are recorded on the balance sheets.

The generation of future taxable income cawslult in the recognition of some portion or all of the
remaining benefits, which could result in an improvement in our results of operations through the recovery of future
income taxes.
Valuation of Long Lived Assets
We periodically review the usefulviés and the carrying values of our leihged assets. We review for

impairment in longived assets whenever events or changes in circumstances indicate that the carrying amount of
the assets may not be recoverable. If the sum of the undiscounted fstufeows expected to result from the use
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and eventual disposition of an asset is less than its carrying amount, it is considered to be impaired. An impairment
loss is measured at the amount by which the carrying amount of the asset exceeds its faihicilue gstimated

as the expected future cash flows discounted at a rate commensurate with the risks associated with the recovery of
the asset.

To date management believes that there have been no material changes to the assumptions used in the
preparatiorof these financial statements that would materially affect the valuations of the above.

Recent Accounting Pronouncements Yet To Be AdopteidCanadian GAAP
The following Recent Accounting Pronouncements under Canadian GAAP have yet to be adopted:
International Financial Reporting Standards (IFRS)

The CICA plans to converge Canadian GAAP with International Financial Reporting Standards (IFRS)
over a transition period expected to end in 2011. The Company has begun to assess the impact of the transition to
IFRS on the Companyds financi al statements but has yet t
statements when these standards are implemented.

Goodwill and intangible assets

Section 3064, iGoodwi | | acnidn g nSeacntgiiobnl e3 0a6s2s, e tfis@o, 0 dvwwi il
intangi bl e assetso and Section 3450, fAResearch and dev
will be applicable to financial statements relating to fiscal years beginning on or after Octol@8.1A&®rdingly,
the Company will adopt the new standards for its fiscal year beginning June 1, 2009. It establishes standards for the
recognition, measurement, presentation and disclosure of goodwill subsequent to its initial recognition and of
intangibleassets by profibriented enterprises. Standards concerning goodwill are unchanged from the standards
included in the previous Section 306Bhe adoption of this new section is not expected to have any impact on the
Companybés consolmehta.t ed financi al state

Financial Instrumentsi Disclosures

In June 2009, the CI CA amendeidissecctoisounr e3s806 2 ,t ofi Hinncd n
disclosure requirements about fair value measurement for financial instruments and liquidity riskréscidsse
amendments require a three level hierarchy that reflects the significance of the inputs used in making the fair value
measurementsk-air value of assets and liabilities included in Level 1 are determined by reference to quoted prices
in activemarkets for identical assets and liabilitiesssets and liabilities in Level 2 include valuations using inputs
other than the quoted prices for which all significant inputs are based on observable market data, either directly or
indirectly. Level 3 valiations are based on inputs that are not based on observable mark&hdamendments to
Section 3862 apply for annual financial statements relating to fiscal years ending after September 30, 2009.

Recent Accounting Pronouncements Yet To Be AdopteédU.S. GAAP
The following Recent Accounting Pronouncements under U.S. GAAP have yet to be adopted:

In February 2008, the FASB issued FSP FAS257 Ef f ecti ve Date of FASB Stat
1572 06) , which del ayed t he ednfinancial assets ardl admencial ffabili8eB,AS 157 f or
except for items that are recognized or disclosed at fair value in the financial statements on a recurring basis (at least
annually), wuntil the beginning of tnbtexpeohaqhe appl@éaionf i s c al
of SFAS 157, when applied to ndinancial assets and ndmancial liabilities, will have a material impact on its
results of operations or financial position.

In December 2007, the FASB issued Statement No. 141R, Businessinations ("SFAS 141R"), which
requires most identifiable assets, liabilities, foomtrolling interests and goodwill acquired in a business
combination to be recorded at full fair value. SFAS 141R applies to all business combinations, including
combirations among mutual entities and combinations by contract alone. Under SFAS 141R, all business
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combinations will be accounted for by applying the acquisition method. SFAS 141R is effective for business
combinations for which the acquisition date is onftarahe beginning of the first annual reporting period
beginning on or after December 15, 2008, specifically June 1, 2009 for the Company.

In December 2007, the FASB issued Statement No. 160chNmolling Interests in Consolidated
Financial Statemen(8SFAS 160"), which will requires necontrolling interests (previously referred to as minority
interests) to be treated as a separate component of equity, not as a liability or other item outside permanent equity.
SFAS 160 applies to the accounting fasnoontrolling interests and transactions with+gontrolling interest
holders in consolidated financial statements. SFAS 160 is effective for annual periods beginning on or after
December 15, 2008, specifically June 1, 2009 for the Company. Earlieradjoplits prohibited. SFAS 160 will be
applied prospectively to all necontrolling interests, including any that arose before the effective date, except that
comparative period information must be recast to classifyconitrolling interests in equity, atbute net income
and other comprehensive income to noncontrolling interests and provide other disclosures required by SFAS 160.
The Company does not expect the adoption of SFAS 160 to have an impact on its consolidated financial statements.

In December @07, the FASB ratified EITF No. 8%, Accounting for Collaborative Agreements ("EITF
07-1"), which provides guidance on how the parties to a collaborative agreement should account for costs incurred
and revenue generated on sales to third parties, homghmaryments pursuant to a collaboration agreement should
be presented in the income statement and certain related disclosure requirements:-E Efféctive for the first
annual or interim reporting period beginning after December 15, 2008, and sizoapplied retrospectively to all
prior periods presented for all collaborative arrangements existing as of the effective date.

The company will adopt the provisions of EITFD&ffective June 1, 2009. The Company is currently
evaluating the impact, dny, that the adoption of EITF @rwill have on its consolidated results of operations and
financial position.

In March 2008, the FASB issued Statement No. 161, Disclosures about Derivative Instruments and
Hedging Activities ("SFAS 161"), which requireshanced disclosures about an entity's derivative and hedging
activities and thereby improves the transparency of financial reporting. Mainly, entities are required to provide
enhanced disclosures about (i) how and why an entity uses derivative instryif)dmtsv derivative instruments
and related hedged items are accounted for under Statement 133 and its related interpretations, and (iii) how
derivative instruments and related hedged items affect an entity's financial position, financial performaast and
flows. SFAS 161 is effective for financial statements issued for fiscal years beginning after November 15, 2008,
specifically June 1, 2009 for the Company. SFAS 161 encourages, but does not require, comparative disclosures for
earlier periods at ini@l adoption. The Company does not expect the adoption of SFAS 161 to have an impact on its
consolidated financial position, financial performance or cash flows.

I n May 2009, the FASB issued Statement Nohesthe65 (fiSF
general standards of accounting and disclosure of events that occur after the balance sheet date, but before financial
statements are issued or available to be issued. SFAS 165 is effective for annual periods ending after June 15, 2009.

The Compay will prospectively adopt SFAS 165 in its financial statements for the year ending May 31, 2010 and
will make the required disclosures.

In June 2009, the FASB issued Statement No. 168 ("SFAS 168"), The FASB Accounting Standards
Codi ficat i oonandth€HiatarchyiofcGarerally Accepted Accounting Principles to replace SFAS
162, The Hierarchy of Generally Accepted Accounting Principles, which became effective November 13, 2008. The
Codification will become the source of authoritative Unitedest&AAP recognized by the FASB to be applied by
nongovernmental entities. Rules and interpretive releases of the Securities and Exchange Commission ("SEC")
under authority of federal securities laws are also sources of authoritative United States GBEE fegistrants.
On the effective date of this statement, the Codification will supersede akxtistimng noRSEC accounting and
reporting standards. All other ngmandfathered ne8EC accounting literature not included in the Codification will
becomenon-authoritative. This statement is effective for financial statements issued for interim and annual periods
ending after September 15, 2009. The Company does not expect the adoption of SFAS 168 will have an impact on
its consolidated financial statememther than changes to note disclosures.
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In September 2009, the FASB ratified EITF No-D)&Revenue Arrangements with Multiple Deliverables
("EITF 08-1"), which addresses the criteria for separating consideration in a multiple element arrangement from
EITF No. 0621. The consensus will require the use of an estimated selling price for deliverables in circumstances
where vendor specific objective evidence or third party evidence of selling price does not exist. Companies will be
required to use the relaé selling price method to allocate the arrangement consideration to all elements, thereby
eliminating the residual method. EITF-Q8lso enhances disclosure requirements for multiple element
arrangements. EITF @Bis effective prospectively for revemarrangements entered into or materially modified in
fiscal years beginning on or after June 15, 2010. The Company is currently evaluating the impact, if any, that the
adoption of EITF 08L will have on its consolidated results of operations and finbposgition.

Operating Results
Revenue

Revenue for the year ended May 31, 2009 increased to $184 thousand compared with revenue of $43
thousand for the prior year and $107 thousand in 2007. This increase in revenue is related to an increase in
milestonerevenues associated with the license of Virulizin to Zor and recognition of revenue on milestone payments
received in prior periods. This revenue is recognized over the remaining period of a service contract whereby Lorus
has agreed to provide consultisgrvices to Zor. There remains $105 thousand in deferred revenue which has been
recorded in Accrued Liabilities on the balance sheet as at May 31, 2009. Management anticipates that this revenue
will be recognizable over the remaining term of three moashservices are provided. The decreased revenue in
2008 compared with 2007 is related to reduction in laboratory services work performed by Lorus personnel on
behalf of other companies.

Research and Development

Research and development expenses to&8e@imillion in the year ended May 31, 2009 compared to $6.3 million
during the prior year and $3.5 million in 2007. The decrease in spending during the year ended May 31, 2009
compared with the prior year is due to the completion of -@ixRity studiesfor both our LOR2040 bladder

cancer and LOR53 small molecule programs during the year. These research programs were ongoing in the prior
year. In addition, during the year ended May 31, 2008 we manufactured2Q@Rdrug. In 2009, we

manufactured LOR53 drug, our lead small molecule, the manufacturing cost of which is significantly less than
LOR-2040 contributing to the decrease in research spending. The increase in research and development
expenditures in 2008 as compared to 2007 is due to ais@ifncrease in activity in our LOR040 and small

molecule development programs and L-@QBI0 manufacturing costs.

Costs incurred during the current period and to date are summarized in note 11 to the Financial Statements.
In respect of future coststbpe i ncurred on the Companybds principal pi pe

Immunotherapy

This clinical approach stimulates the body's natural defences against cancer. The Company's lead
immunotherapeutic drug, Virulizin®, completed a global Phase 1l clinical trial éotratment of pancreatic
cancer during 2005, but overall survival data did not reach statistical significance. In April 2008, the Company
announced the signing of an exclusive multinational license agreement with Zor formed as a subsidiary of Zoticon
Bioventures Inc, a researdhniven biopharmaceutical group, to further develop and commercialize Virulizin® for
human therapeutic applications. Subsequent to the year end, the Company assigned the rights under the license
agreement with Zor, sold the intesttual property associated with Virulizin, but retained a perpetual royalty free
license for the animal use of Virulizin. TEMIC will be fully responsible for all clinical and regulatory costs
associated with commercialization of Virulizin in territorigst covered by the Zor license agreement.
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Antisense

Antisense drugs are genetic molecules that inhibit the production of dissasiag proteins. LOR040
(formerly GTF2040) is the Company's lead antisense drug, and has shown preclinical anticévicgenaross a
broad range of cancers and is currently in various Phase /Il trials in several solid tumor types, which are sponsored
by the U.S. National Cancer Institute. Lorus has selected Acute Myeloid Leukemia ("AML") as a lead cancer
indication forclinical development of LOR040. LOR2040 is currently in a Comparsponsored advanced Phase
I clinical trial in combination with high dose A1@ as salvage therapy in refractory and relapsed AML patients
under 60 years of age.

Small Molecule

The Conpany is utilizing its small molecule drug screening technologies and preclinical scientific expertise
to identify several groups of novel small molecules that show strong anticancer activity and a high therapeutic index
due to low toxicity. The Companysoprietary group of novel small molecule compounds, which include lead
compounds LORR53 and LOR220, have unique structures and modes of action, and are promising candidates for
the development of novel anticancer agents with high safety profiles.

Generl and Administrative

General and administrative expenses totaled $3.0 million for the year ended May 31, 2009 compared to
$3.7 million in the prior year and $3.7 million in 2007. The decrease in general and administrative costs for the
current year ishte result of lower personnel costs, reduced legal and patent costs and lower annual meeting costs.

StockBased Compensation

Stockbased compensation expense, net of forfeitures, totaled $446 thousand for the year ended May 31,
2009 compared with $719 tharg in the prior year and $503 thousand in 2007. The lower stock based
compensation for the year ending May 31, 2009 is due primarily to a lower share price in the current year and one
time increase in options granted during 2008 that vested immediataiger to bring option granting practices in
line with industry standards. No similar transaction occurred in 2009 or 2007. Also in 2008, the Company recorded
an expense of $83 thousand relating to the extension of options to directors not starmehetefion at the
Companyds annual gener al meeting and Dr. Wright for op!
similar extension was made in 2009 for directors not seekietpation resulting in a $3 thousand additional
expense.

Deprecation and Amortization

Depreciation and amortization expenses decreased to $189 thousand in the year ended May 31, 2009 as
compared to $317 thousand in the prior year and $402 thousand in 2007. The decrease in depreciation and
amortization expense is tihesult of reduced capital asset purchases over the past three fiscal years. During the
current year, we acquired research and development equipment that provides us with the ability to do certain testing
in house that was previously outsourced.

Interest Expense
Non-cash interest expense was $707 thousand in the year ended May 31, 2009 compared with $1.0 million
in the prior year and $1.0 million in 2007. These amounts represent interest at a rate of prime plus 1% on the $15.0
million convertible debentuse The decrease in interest expense in fiscal 2009 compared with fiscal 2008 and 2007
is a function of significantly lower prime rates in comparison with the prior years. All interest accrued on the
debentures to date has been paid in Shares of the Ggmpa
Accretion in Carrying Value of Secured Convertible Debentures

Accretion in the carrying value of the Companyds se
year May 31, 2009 compared with $1.2 million in the prior year and $935 thousan@i7in 2Be accretion charges
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arise as under GAAP the Company has allocated the proceeds from each tranche of the debentures to the debt and
equity instruments issued on a relative fair value basis resulting in the $15.0 million debentures having an initial
cumulative carrying value of $9.8 million as of their dates of issuance. Each reporting period, the Company is
required to accrete the carrying value of the convertible debentures such that at maturity on October 6, 2009, the
carrying value of the debenttg would be the face value of $15.0 million. The increase in expense year ended May
31, 2009 compared with the prior year and 2008 compared with 2007 is due to the increasing principal balance to
which the implicit interest is applied in determining tloeration amount. Subsequent to the yeradt the Company

settled its secured convertible debentures and extinguished its liability in the amount of $15.0 million for
consideration of cash and other assets.

Interest Income

Interest income totalled $270ahsand in the year ended May 31, 2009 compared to $542 thousand in the
prior year and $503 thousand in 2007. The decrease in interest income during the current year is due to lower
average cash and marketable securities balances and significantly l®mnestinates available on investments in
comparison with the prior years.

Loss from operations for the period

For the reasons discussed above, our loss from operations for the year ended May 31, 2009 decreased to
$9.3 million ($0.04 per share) compared$tL2.6 million ($0.06 per share) in the prior year and $9.6 million in
2007. During the year ended May 31, 2009 the Company recorded a gain on sale of shares related to the
Arrangement of $450 thousand which resulted in a net loss and other comprelumssofes8.9 million ($0.04 per
share). During the year ended May 31, 2008, the Company realized a gain related to the Arrangement in the amount
of $6.3 million resulting in a net loss and other comprehensive loss for the period of $6.3 million ($GR& eer
The decrease in loss in 2008 compared to 2007 is a result of the impact of the gain on sale of shares related to the
Arrangement partly offset by increased research and development costs.

Gain on sale of shares

As a result of the Arrangementsieibed below, the Company recognized a gain on the sale of the shares of Old

Lorus to the investor of approximately $6.3 million for the year ended May 31, 2008. In the year ended May 31,

2009 the Company recognized a gain on sale of $450 thousandrepiekents the $600 thousand released from

escrow |l ess $150 thousand accrued as managementds esti|
indemnification described below. This liability is included on the balance sheet in Accruedie&ghbs at May 31,

2009.

Under the Arrangement, New Lorus and its subsidiaries have agreed to indemnify Old Lorus and its directors,

officers and employees from and against all damages, losses, expenses (including fines and penalties), other third

party osts and legal expenses, to which any of them may be subject arising out of any matter occurring (i) prior to,

at or after the effective time of the Arrangement (AEf
assets of Old Lorus tramsfed to New Lorus pursuant to the Arrangement (including losses for income, sales,

excise and other taxes arising in connection with the transfer of any such asset) or conduct of the business prior to

the Effective Time; (ii) prior to, at or after the Eftive Time as a result of any and all interests, rights, liabilities

and other matters relating to the assets transferred by Old Lorus to New Lorus pursuant to the Arrangement; and (iii)

prior to or at the Effective Time and directly or indirectly relgtin, with certain exceptions, any of the activities of

Old Lorus or the Arrangement.

In reference to those indemnifications, $600 thousand of the proceeds on the transaction were held in

escrow until the first anniversary of the transaction and weresesglda Lorus in July 2008. There have been no
claims under this indemnification to date.
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Plan of Arrangement and corporate reorganization

On July 10, 2007 (the AArrangement Dateodo), the HAConN
arrangement andocporate reorganization with, among others, 4325231 Canada Inc., formerly Lorus Therapeutics
Il nc. (AOlId Loruso), 6707157 Canada Inc. and Pinnacle |1
the plan of arrangement and reorganization, ayraiher things, each Share of Old Lorus was exchanged for one
Share of the Company and the assets (excluding certain future tax attributes and related valuation allowance) and
liabilities of Old Lorus (including all of the shares of its subsidiaries hglt) bvere transferred, directly or
indirectly, to the Company and/or its subsidiaries. The Company continued the business of Old Lorus after the
Arrangement Date with the same officers and employees and continued to be governed by the same dirgkctors as O
Lorus prior to the Arrangement Date. Therefore, the Ci
of interest basis and accordingly, the consolidated financial statement information included in this MD&A reflect
that of the Company asitfhad always carried on the business formerly carried on by Old Lorus.

License Transactions

Effective April 8, 2008, we entered into a Rerclusive multinational license agreement with Zor formed
as a subsidiary of Zoticon Bioventures Inc. to furtheredop and commercialize Virulizin® for human therapeutic
applications.

Under the terms of the agreement, we received an upfront licensing fee of $100 thousand and a subsequent
milestone payment of $170,000, and were entitled to receive in excess of Wl&iPRin milestone payments
based on progress through financing and clinical development, and royalties on net sales that varg®am 10
depending on the level of sales of Virulizin® achieved in those territories covered by the license and subject to
certain other adjustments. Zor assumed all future costs for the development of the licensed technology.

At the same time, we entered into a service agreement with Zor to assist in the transfer of knowledge.
Under this agreement, we agreed to provide Zdn @00 hours of consulting service during a period of 18 months.

In addition, we acquired a 25% equity interest in Zor in exchange for a capital contribution of $2,500.

On June 22, 2009, the Company reached a settlement with TEMIC with respect to tzseartd
settlement of the $15.0 million secured convertible debentures.

Under the agreement, Lorus purchased all of the convertible debentures from TEMIC for a cash payment
on close of the transaction of $3.3 million, the assignment of the rights tnedé&ense agreement with ZOR, sale
of intellectual property associated with Virulizin and sale of Lorus' shares in its wholly owned subsidiary, Pharma
Immune, which holds an equity interest in ZOR (the "Consideration"). Under the agreement, Lorus miitldxk
to 50% of any royalties received under the ZOR license agreement and 50% of the value of any transaction
completed in territories not covered by the ZOR license agreement. Lorus also retains a perpetual royalty free
license for the animal use ¥irulizin. TEMIC will be fully responsible for all clinical and regulatory costs
associated with commercialization of Virulizin in territories not covered by the ZOR license agreement. Lorus will
assist TEMIC with certain agreed upon services.

For recdpt of this consideration, TEMIC has released all security interest in the assets of Lorus.
Corporate Changes

As discussed above, on July 10, 2007, the Company and Old Lorus completed a plan of arrangement and
corporate reorganization with, among othe)BL57 Canada Inc. and Pinnacle International Lands, Inc. As part of
the Arrangement, all of the assets and liabilities of Old Lorus (including all of the shares of its subsidiaries held by
it), with the exception of certain future tax assets were trenesfedirectly or indirectly, from Old Lorus to the
Company. Securityholders in Old Lorus exchanged their securities in Old Lorus for equivalent securities in New
Lorus and the board of directors and management of Old Lorus continued as the boardoo$ dinecmanagement
of New Lorus. New Lorus obtained substitutional listings of its Shares on both the Toronto Stock Exchange and the
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NSYE Amex (formerly the American Stock Exchange). As
below, the Companyoluntarily delisted from the NYSE Amex effective October 31, 2008.

As part of the Arrangement, the Company changed its name to Lorus Therapeutics Inc. and continued as a
biopharmaceutical company, specializing in the research and development of phicalgoeuducts and
technologies for the management of cancer as a continuation of the business of Old Lorus. In October 2007, Old
Lorus changed its name from 4325231 Canada Inc. to Global Summit Real Estate Inc.

Regulatory Matter

Lorus received notice dm the NYSE Amex (formerly the American Stock Exchange) dated February 13,
2008, indicating that we needed to comply with the $6 million stockholder's equity threshold required for continued
listing under NYSE Amex Company Guide Sec. 1003(a)(iii). Thiffination was triggered by the decline of Lorus'
market capitalization to less than $50 million, which previously exempted us from meeting the minimum
stockholder's equity requirement.

Lorus voluntarily delisted from NYSE Amex effective October 31, 2008
Quarterly Results of Operations

The selected financi al information provided bel ow
financial statements for each of the last eight quarters.

Research and development expenditures were higher in the fougrgueartied August 31, 2008 in
comparison to the most recent three quarters as a result of increased activity related to20d0 @il LOR253
programs for which development during these periods. In particular research and development costs were
significantly higher during the quarter ended May 31, 2008 as the Company incurred manufacturing costs associated
with production of additional quantities of LOZD40 to support the ongoing Phase Il clinical trial in AML.
Research and development expendituregwarer in the quarter ended August 31, 2007 as the Company was in
between wrapping up the Virulizin® Phase lll clinical trial and escalating development within th@ @4bRand
LOR-253 programs.

Overall, research and development expenditures has beenifotlve most recent three quarters ended
compared with the prior periods due to reduced spending on the small molecule ai2@4.GRdies as a result of
the completion/reduction in third party research and toxicity testing costs.

General and administiige expenses have remained relatively consistent across last eight quarters with the
exception of the following quarters:

e the quarter ended November 30, 2007 reflecting corporate governance costs and increased corporate
communication costs over the prengoperiods, and

e the quarter ended May 31, 2008 resulting from increased legal, professional and internal control
compliance fees.

The Company recognized a gain on sale of shares of $6.1 million on the close of the Arrangement as
discussed above in the gqtex ended August 31, 2007. For the quarter ended August 31, 2008 the Company
recognized an additional gain on sale of shares of $450 thousand related to the release of funds from escrow net of
the estimated value of the indemnifications provided urteArrangement, as discussed above.
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(Amounts in 00 May3l, Feb28, Nov.30, Aug.31, May31l, Feb.29, Nov.30, Aug.31,

common share data) 2009 2009 2008 2008 2008 2008 2007 2007
Revenue $78 $64 $ 39 $ 3 % 13 % 3 % 1 $ 26
Research and development
expensél) 701 1,090 741 1,225 1,880 2,265 1,290 825
General and administrative
expensg 516 775 873 794 1,142 820 1,060 693
Net (loss) earnings (1,895) (2,469) (2,284) (2,212) (3,650) (3,850) (2,825) 3,991
Basic and diluted net (loss)

earnings per share $(0.01) $(0.01) $ (0.01) $ (0.01) $ (0.02) $ (0.02) $ (0.01) $ 0.02

Cash used in operating activite  $ (1,544) $ (1,789) $ (2,080) $ (1,800) $ (2,722) $(2,586) (2,537) $(2,348)

@ Prior quarter amounts have been reclassified to conform to the financial statement presentation subsequent to that date.

Outstanding Share Data

As at November 27, 2009, the Company h@8,209,67 Share issued and outstanding a®@921,944
Share purchase warrants convertible into an equal number of Shares. In addiBompany had issued and
outstandingl9,654,993tock options to purchase an equal number of Shares.

B. Liquidity a nd capital resources

Since its inception, Lorus has financed its operations and technology acquisitions primarily from equity and debt

financing, the proceeds from the exercise of warrants and stock options, and interest income on funds held for future
investment. The remaining costs associated with the completion of thQ@RPhase I/11 clinical trial program

with the US National Cancer Institute (ANCIO) wildl be |
additional LOR2040 trials and aagred additional quantities of LOR040 drug to support this ongoing trial and

any further development of LOR040 at its own cost. We will continue the development of our small molecule

programs from internal resources.

We have not earned substantedenues from our drug candidates and are therefore considered to be in the
development stage. The continuation of our research and development activities and the commercialization of the
targeted therapeutic products are dependent upon our ability ®sstudty finance and complete our research and
development programs through a combination of equity financing and payments from strategic partners. We have
no current sources of payments from strategic partners.

On June 19, 2009, the Company settledétsured convertible debentures and extinguished its liability in the
amount of $15.0 million for consideration consisting of cash and other assets.

Management has forecasted that the Compantgrrtis current | «
investments after the extinguishment of the secured convertible debentures will not be sufficient to execute its

current planned expenditures for the next twelve months without further investment. On October 6, 2009, the

Company secured a sironth, $1.0 mlion, unsecured loan from a member of its Board of Directors and on

November 27, 2009 the company completed a private placement equity financing in the amount of $2.5 million.

This amount includes the funds originally received by way of loan on OctoB8608,which was concurrently

repaid and used to purchase Units as part of the privai
believes that with the additional funds received in October and November 2009, it has sufficient funding to continue

to execute its planned expenditures without interruption for the next six to eight months. The Company continues to
pursue additional funding and partnership opportunities to execute its planned expenditures in the future. However,

there can be no assuraribat the capital will be available as necessary to meet these continuing expenditures, or if

the capital is available, that it will be on terms acceptable to the Company. The issuance of Shares by the Company

could result in significant dilution in thegaity interest of existing shareholders. The Company is also considering
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alternatives to delay its research program until financing is available, amongst other cost savings measures. There
can be no assurance that the Company will be able to obtaiciesiffinancing to meet future operational needs.

As a result, there is a significant doubt as to whether the Company will be able to continue as a going concern and
realize its assets and pay its liabilities as they fall due.

The financial statements amt reflect adjustments that would be necessary if the going concern
assumption were not appropriatéthe going concern basis were not appropriate for these financial statements,
then adjustments would be necessary in the carrying value of the askb#biities, the reported revenues and
expenses and the balance sheet classifications used.

Operating Cash Requirements

We utilized cash of $7.2 million in our operating activities in the year ended May 31, 2009 compared with
$10.2 million in the prioyear. The decrease is primarily a result of a reduced net loss offset by lower accounts
payable and accrued liabilities balances in the current year.

Cash Position

At May 31, 2009, Lorus had cash and cash equivalents andtshmrinvestments totalings® million
compared to $9.4 million at May 31, 2008. The Company invests in highly rated and liquid debt instruments.
Investment decisions are made in accordance with an established investment policy administered by senior
management and overseen byllbard of directors. Working capital (representing primarily cash, cash equivalents,
short term investments and other current assets less current liabilities which included $14.4 million of secured
convertible debentures that were due October 6, 2009awri31, 2009 was a deficiency of $9.2 million as
compared to a surplus of $8.0 million at May 31, 2008. Subsequent to the year end we repurchased the secured
convertible debentures and extinguished our liability. The purchase consideration congst&dwflion in cash
paid on the closing of the transaction and the balance in other assets. Following this payment, the Company had
approximately $2.6 million in cash and cash equivalents and-&rartinvestments.

We do not expect to generate positiesh flow from operations in the next several years due to additional
research and development costs, including costs related to drug discovery, preclinical testing, clinical trials,
manufacturing costs and operating expenses associated with supp@sim@ctivities. Negative cash flow will
continue until such time, if ever, that we receive regulatory approval to commercialize any of our products under
development and revenue from any such products exceeds expenses.

If we are able to secure additionaddncing, we intend to use these resources to fund our existing drug
development programs and develop new programs from our portfolio of preclinical research technologies. The
amounts actually expended for research and drug development activities aminfpet such expenditures will
depend on many factors, including the ability of the Company to raise additional capital, the progress of the
Company's research and drug development programs, the results of preclinical and clinical trials, the timing of
regulatory submissions and approvals, the impact of any internally developed, licensed or acquired technologies, our
ability to find suitable partnership agreements to assist financially with future development, the impact from
technological advances, detenattions as to the commercial potential of the Company's compounds and the timing
and development status of competitive products.

As discussed above, management has forecasted that
and shorterm invesments after the extinguishment of the secured convertible debentures will not be sufficient to
execute its current planned expenditures for the next twelve months without further investment.

Financings
On November 27, 2009, the Company completed a jgripi@icement resulting in the issuance of 41 million
units of the Company at a price of $0.06 per unit (AUNI

Company and a oregalf common share purchase warrant. Each whole warrant permits the holderhimsplan
additional Share of Lorus at $0.08 until May 27, 2011.
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Pursuant to the private placement, the Company issued 41 million Shares and 20.5 million common share
purchase warrants in exchange for cash consideration ofrflidn. This amount includs the principal amount of
$1.0 million originally received by way of a loan from a director on October 6, 2009 which was applied to subscribe
for units as part of the private placement. In addition, the Company issued 2.2 million broker warrantsagepurch
an equivalent number of Shares at $0.08 until May 27, 2011. The total costs associated with the transaction were
approximately $22%housand plus the broker warrants. The Company will allocate the net proceeds of the private
placement to the Sharesdito the common share purchase warrants based on their relative fair values.

On June 25, 2008, the Company filed a stimmn prospectus for a rights offering to its shareholders. Under the
rights offering, holders of the Company's Shares as of JAQGB (the'Record Date") received one right for each
Share held as of the Record Date. Each four rights entitled the holder thereof to purchase a unit &aGgus ("
Unit"). Each2008Unit consists of one Share of Lorus at $0.13 and ahalfeShare pwhase warrant to purchase
additional Shares of Lorus at $0.18 per Share until August 7, 2010. All unexercised rights expired on August 7,
2008.

Pursuant to the rights offering the Company issued 28,538,889 Shares and 14,269,444 Share purchase warrants in
exchange for cash consideration of $3.7 million. The total costs associated with the transaction were $500 thousand.
The Company has allocated the net proceeds of $3.2 million received from the issuan@9@8 thsits to the

Shares and the Share plase warrants based on their relative fair values. The fair value of the Share purchase
warrants has been determined based on an option pricing model. The allocation based on relative fair values
resulted in the allocation of $2.8 million to the Shaaed $417 thousand to the Share purchase warrants.

On July 10, 2007, Lorus completed a reorganization that had the effect of providing the Company with
nondilutive financing of $8.5 million in additional cash, before transaction costs, for New Loriesctstaba $600
thousand holdback. The amount was released to Lorus on July 10, 2008. See Gain on Sale of Shares, above.

On July 13, 2006 the Company entered into an agreement with HighTech Beteiligungen GmbH & Co. KG
(AHIi ghTechod) t o afesasdn.86 perB8harg fomgrosslproceads 08#10.4 million. The subscription
price represented a premium of 7.5% over the closing price of the Shares on the Toronto Stock Exchange on July 13,
2007. The transaction closed on August 31, 2006. In connertilbrthe transaction, HighTech received demand
registration rights that will enable HighTech to request the registration or qualification of the Shares for resale in the
United States and Canada, subject to certain restrictions. These demand regiigthasi@xpire on June 30, 2012.
In addition, HighTech received the right to nominate one nominee to the board of directors of Lorus or, if it does not
have a nominee, it will have the right to appoint an observer to the board. Upon completion of thédransa
HighTech held approximately 14% of the issued and outstanding Shares of Lorus Therapeutics Inc.

On July 24, 2006 Lorus entered into an agreement with Technifund Inc. to issue on a private placement
basis, 5 million Shares at $0.36 per share fosgjproceeds of $1.8 million. The transaction closed on September 1,
2006.

Subsequent Events

On October 6, 2009 the Company received an unsecured loan by way of a Promissory Note from Herbert
Abramson, a director. The principal amount of $1.0 million §@#erest at a rate of 10% per annum. Principal and
interest are due at maturity, which is six months from the date the loan was entered into. The loan can also be repaid
at anytime prior to maturity without attracting any penalty. The loan was repabvember 27, 2009 as part of a
private placement.

On November 27, 2009, the Company completed a private placement resulting in the issuance of 41 million
units of the Company at a price of $0. Oéreqgdthe unit (AUNI
Company and a oregalf common share purchase warrant. Each whole warrant permits the holder to purchase an
additional Share of Lorus at $0.08 until May 27, 2011.

Pursuant to the private placement, the Company issued 41 million Shares amillRth 5 hare purchase

warrants in exchange for cash consideration of $2lton. This amount includes the principal amount of $1.0
million originally received by way of a loan from a director on October 6, 2009 which was applied to subscribe for
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units & part of the private placement. In addition, the Company issued 2.2 million broker warrants to purchase an
equivalent number of Shares at $0.08 until May 27, 2011. The total costs associated with the transaction were
approximately $22%housand plus thieroker warrants. The Company will allocate the net proceeds of the private
placement to the Shares and to the common share purchase warrants based on their relative fair values based on an
option-pricing model.

See al sioMapiShaeholdérsarel at ed Party Transactions. 0

C. Research and development, patents and licenses, etc.

Certain information concerning research and development and intellectual property is set fortitin Item
Al nformation on the Companyo.

D. Trend information
The Company des not currently know of any significant trends that would be material to our operations.
E. Off-balance sheet arrangements

As at May 31, 2009, we have not entered into arypbafince sheet arrangements.

F. Tabular disclosure of contractual obligations
(Amount in 060000s)
Less than 1 1-3 years More than 3 Total
year years
Operating leases 148 138 o} 286
Convertible debenturés 15,000 3 3 15,000
Total 15,148 138 0 15,286

@ The convertible debentures were due on October 6, 2009. On June 2th@@gnpany settled its secured
convertible debentures and extinguished its liability in the amount of $15 million for consideration of cash and
other assets.

In addition, the Company is party to certain licensing agreements that require it to payrtopropany fees
that it may receive from future revenues or milestone payments. As of May 31, 2009 no amounts have been received by
the Company relating to these licensing agreements and therefore, no amounts are owing and the amount of the future
fees & not determinable.

The Company has entered into various consulting agreements that upon execution of a partnership agreement
could result in liabilities owing to such consultants. The amounts payable in these agreements are contingent on the
amounts recgable by Lorus under such partnership agreements. As of May 31, 2009 no amounts were owing and the
amount of future fees payable to the consultants are not determinable.

All research and devel opment acti vi tandeglabarationer t he
agreements are in the early stage research or development in a variety of indications; therefore, any payment
obligations, if any, and the timing thereof under these agreements cannot be reasonably predicted. In relation to the
Compary 6 s -204DRRroject, it has previously incurred the drug manufacturing cost and is supplying the drug out of
existing supply.

Under the Arrangement, Lorus agreed to indemnify Old Lorus and its directors, officers and employees from
and against all damagidosses, expenses (including fines and penalties), other third party costs and legal expenses, to
which any of them may be subject arising out of any matter occurring:

(iif) prior to, at or after the Effective Time of the Arrangement and directly or indinet#liing to any of the
assets of Old Lorus transferred to New Lorus pursuant to the Arrangement (including losses for income,
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sales, excise and other taxes arising in connection with the transfer or any such asset) or conduct of the
business prior to theffective Time;

(iv) prior to, at or after the Effective Time as a result of any and all interests, rights, liabilities and other
matters relating to the assets transferred by Old Lorus to New Lorus pursuant to the Arrangement; and

(v) prior to or at the Effectiv&ime and directly or indirectly relating to, with certain exceptions, any of the
activities of Old Lorus or the Arrangement.

Lorus has recorded a liability of $150 thousand, which we believe is a reasonable estimate of the fair value
of the obligation fothe indemnifications provided. There have been no claims under this indemnification to date.
The amount is included on the balance sheet in Accrued Liabilities at May 31, 2009.

Item 6. Directors, Senior Management and Employees
A. Directors and Senior Management

The following table and notes thereto provide the name, province or state and country of residence,
positions with the Company and term of office of each person who serves as a director or executive officer of Lorus
as at the date hereof.

Each drector has been elected or appointed to serve until the next annual meeting or until a successor is
elected or appointed. We have an Audit Committee, a Corporate Governance and Nominating Committee and a
Compensation Committee the members of each sunimiitee are shown below. As at May 31, 2009, our
directors and executive officers, as a group, beneficially owned, directly or indirectly, or exercised control over
approximately 67.6 million Shares or approximately 26% of our outstanding Shares.
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Name and Province/State and

Country of Residence Position Director or Officer Since
Directors:
HERBERTABRAMSON® @ Director July 2007

Ontario, Canada

DENIS BURGERY® Chairman, Director September 2007
Oregon, United States

GeorcLupwic® Director September 2006
Eschen, Liechtenstein

DR. MARK VINCENT® Director September 2007
Ontario, Canada

DR. JM WRIGHT®? Director, former Presidentand ~ October 1999
Ontario, Canada Chief Executive Officer

Officers:

DR. AIPING YOUNG President and Chief Executive October 1999
Ortario, Canada Officer, Director, and former Chie

Operating Officer

DR. SAEID BABAEI Vice President, Business May 2008
Ontario, Canada Development and former Director
of Business Development

DR. YOONLEE Vice President Research and May 2008
Ontario, Canada former Director, Research

ELIZABETH WILLIAMS Acting Chief Financial Officer and November 2005
Ontario, Canada Director of Finance

1) Member of Audit Committee.

2) Member of the Compensation @mittee.

3) Member of the Corporate Governance and Nominating Committee.

53




The principal occupation and employment of each of the foregoing persons for the past five years is set
forth below:

Herbert Abramson:Mr. Abramson is a céounder, Chairman andED of Trapeze Capital Corp., an
investment dealer and portfolio management company and is also Chairman of Trapeze Asset Management Inc., an
affiliated investment counseling company. Mhramson is a member of the Law Society of Upper Canada and
practicel corporate/securities law for ¥2ars before going into the investment business.

Dr Denis Burger: Dr. Burger is currently Executive Chairman of BioCurex, Inc. (2009 to present) and was
the past Chairman, Chief Executive Officer and a director of AdpBarma Inc, an Oregon based biotechnology
company from 1992 to March 2007. Burger is also a partner in Sovereign Ventures, a healthcare consulting and
funding firm based in Portland, Oregon. Burger received his MSc and PhD in Microbiology and unalogy
from the University of Arizona.

Georg Ludwig: Mr. Ludwig is Managing Director of ConPharm Anstalt a consulting and management
company for life science funds, located in Liechtenstein.

Dr. Mark Vincent:Dr. Mark Vincent is the cdounder and ChieExecutive Officer of Sarissa, Inc. since
2000. DrVincent is an Associate Professor of Oncology at the University of Western Ontario and a staff medical
oncologist at the London Regional Cancer Program.

Dr. Jim Wright Dr. Wrightis presently Chief Exetive Officer of NuQuest Bio Inc. Dr. Wright €o
founded GeneSense Technologies Ind.996, and served as Lorus' President, Chief Scientific Officer and a
member of the Board of Directoirs October 1999 oa merger withGeneSense. In September 2006tepped
down as the President and Chief Executive Officer of Lorus.

Dr. Aiping Young Dr. Young has been our President and Chief Executive Officer since September 21,
2006 and was a cofounder with Dr. Wright of GeneSense Technologies Inc. Dr. Younggyeveld the position
of Chief Operating Officer, Senior Vice President, Research and Development and Chief Technical Officer at Lorus.

Dr. Saeid BabaeiDr. Babaei is currently Vie®€resident of Business Development. Dr Babaei joined
Lorus in 2006 anthas held progressive positions as Associate Director of Corporate Affairs and Director of
Corporate Development. Prior to his employment with Lorus Dr. Babaei was the Director of Corporate
Development at Northern Therapeutics Inc.

Dr. Yoon LeeDr. Lee b currently Vice President of Research. Dr. Lee has been with Lorus for ten years,
most recently serving as the Director of Research. He joined Lorus in 1999 through the merger with GeneSense
Technologies Inc., where he was a Research Scientist inteigradlyed in the development of GeneSense
oligonucleotide therapeutics program.

Elizabeth WilliamsPrior to joining Lorus in July 2004, Ms. Williams was an Audit Manager with Ernst
and Young LLP. Ms. Williams is a chartered accountant and has recdivadah el or 6 s degree i n bus
administration.

There are no family relationships among the persons named above and there are no arrangements or understanding
with major shareholders, customers, suppliers or others pursuant to which any person wasasedaditedtor or

member of senior management, except that pursuant to a subscription agreement with High Tech dated July 13,
2006, as amended, for as long as High Tech owns shares of the Company they have the right to put forward a board
nominee. Mr. Ludwg is the nominee of High Tech.
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B.

The following table outlines other reporting issuers that Board members are directors of:

Director

Reporting Issuer

Herbert Abramson............
Denis Burger..........ccccoueeee

Georg Ludwig...................
Mark Vincent.....................
Jim A. Wright.........ccoeee.
Aiping Young........cccccuee.e.

St Andrew Goldfields Ltd.

Trinity Biotech plc
BioCurex, Inc.
o}

0
0
)

Compensation

Summary of Executive Compensation

The following table provides a summary of compensation earned during the last fiscal year by our Chief Executive

Officer, our Chief Finacial Officer (or acting Chief Financial Officer) and for the next two most highly

compensated

executive

of fi

cers

(the fAnamed

Summary Compensation Table

executive

Non-equity incentive

plan compensatbn

Name and Principal Fiscal Salary Share- Option- Annual Long-term Total
Position Year (%) based based incentive incentive  Compensation
awards awards?  plans plans
$) $) $) (%)

Dr. Aiping Young 2009 335,236 N/A 115,000 112,320 Nil 562,556
President and Chief

Executive Officer

Ms. Elizabeth Williams 2009 79,376 N/A 34,600 4,935 Nil 118,911
Director of Finance,

Acting Chief Financial

Officer®

Dr. Saeid Babaei 2009 157,269 N/A 34,600 23,670 Nil 215,539
Vice President Business

Development

Dr. Yoon Lee 2009 133,587 N/A 34,600 19,080 Nil 187,267
Vice President Research
1. In determining the fair value of these option awards, the B&atioles valuation methodology was used with the

following assumptions: (i) expected life ot years; (ii) volatility of 76%; (iii) risk free interest rate of 3.5%; and

(iv) no dividend yield.

2. Ms. Williams is employed by the Corporation on a fiane basis.
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Annual Compensation Long-Term

Compensation
Awards
Name and Principal Fiscd Salary Bonus Other Annual  Securities Under All Other
Position Year Compensation  Options/SARs  Compensation
Granted
$) $) $) @ $)
Dr. Aiping Young 2009 335,236 112,320 Nil 1,500,000 Nil

President and Chief
Executive Officer

Ms. Elizateth Williams® 2009 79,376 4,935 Nil 450,000 Nil
Director of Finance,

Acting Chief Financial

Officer

Dr. Saeid Babaei 2009 157,269 23,670 Nil 450,000 Nil
Vice President, Business

Development

Dr. Yoon Lee 2009 133,87 19,080 Nil 450,000 Nil
Vice President, Research

Directorsé6é Compensation

During the fiscal year ended May 31, 2009, each director who was not an officer of the Corporation was
entitled to receive 150,000 stock options (the Chair received 300,000) and, at their elbeties, &eferred share
units and/ or cash compensation for attendance at the
meetings. Compensation consisted of an annual fee of $15,000 (the Chair received $35,000) and $1,500 per Board
meetingattended ($4,500 to the Chair of a Board meeting). Members of the Audit Committee received an annual fee
of $8,000 (the Chair received $10,000). Each member of the Compensation Committee and Corporate Governance
and Nominating Committee received an anriealof $5,000 per committee.

On October 22008, stock options to purchase 900,000 Shares at a price of $0.08 per share expiring
October 1, 2018 were granted, in aggregate, to our directors. These options vested 50% upon issuance and the
remaining 50% willvest after one year. In addition, Lorus reimbursed the directors for expenses incurred in
attending meetings of the Board and committees of the Board.

b

Directors are entitled to participate in éur Deferr

Directors and Officers Deferred Share Unit Pl ano.

Management Contracts

Under the employment agreement with President and Chief Executive Officer of the Corporation, Dr.
Ai ping Young, dated September 21, 20@6Thisdgreementoungos
provides for a notice period equal to 18 months plus one additional month for each year of employment under the
agreement in the event of termination without cause or a resignation. If within 18 months of a change of control of
Lorus, Dr. Young's employment is terminated without cause or if she terminates the agreement with good reason as
defined in the agreement, then she is entitled to receive the equivalent of two years' of her basic salary plus one
month salary for each year under Hggeement, plus an annual bonus prorated over the severance period (based on
the bonus paid in respect of the last completed fiscal year).

Dr. Young will also be entitled to benefits coverage for the severance period or a cash payment in lieu

thereof. Theemployment agreement provides that the Corporation may at any time assign Dr. Young to perform
other functions that are consistent with her skills, experience and position within the Corporation. Dr. Young reports
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directly to the Board. The bonus and ops allocation of the President and Chief Executive Officer is determined
by the Board and is awarded based 100% on achievement of corporate objectives. Dr. Young is entitled to five
weeks annual vacation prorated to reflect a period of employment less ththcalendar year.

Under the employment agreement with Director of Finance of the Corporation, Ms. Elizabeth Williams,
dated May 31, 2004, Ms. Williams' salary for fiscal 2009 was $79,400. Ms Williams currently provides services on
a parttime basis.This agreement provides for a notice period equal to the greater of one month and the applicable
notice entitlement under employment legislation in the event of termination. Ms. Williams reports to the Chief
Executive Officer. The bonus and options altimaof the Director of Finance is as recommended to the Board by
the Chief Executive Officer. Ms Williams is entitled to four weeks of paid vacation, pro rated to reflect a period of
employment less than a full calendar year.

Under the employment agreentavith Vice President, Business Development of the Corporation, Dr.
Saeid Babaei, dated May 5, 2008, Dr. Babaei s sal ary
notice period equal to 4 months plus one additional month for each yempédyment. Dr. Babaei reports to the
Chief Executive Officer. The bonus and options allocation of the Vice President, Business Development is as
recommended to the Board by the Chief Executive Officer. Dr. Babaei is entitled to four weeks of paid, vacatio
rated to reflect a period of employment less than a full calendar year.

Under the employment agreement with Vice President of Research of the Corporation, Dr. Yoon Lee, dated
May 5, 2008, Dr . Leebds sal ary oehtprbvides fof a4 netceaperioe@ual3o wa s
4 months plus one additional month for each year of employment. Dr. Lee reports to the Chief Executive Officer.
The bonus and options allocation of the Vice President of Research is as recommended to the Be&disfy t
Executive Officer. Dr. Lee is entitled to five weeks of paid vacation, pro rated to reflect a period of employment less
than a full calendar year.

Salary and bonus amounts for each of the Named Executive Officers paid during the fiscal year2009 w
as set out in the above Summary Compensation Table.
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Equity Compensation Plans

The following table sets forth certain details as at the end of the fiscal year end8d \N2&p9 and at
November 27, 2009 with respect to compensation plans pursuanicto e@guity securities of the Company are
authorized for issuance.

Number of Shares tobe Number of Common shares  Total Stock Options
issued upon exercise of remaining available for outstanding and
outstanding options future issuance under the available for Grant

equity compensation plans
(Excluding Searities
reflected in Column (a))

(@ (©) (@) +(c)
Plan Category Number % of Weighted Number % of Number % of
Common average Common Common
shares  exercise priceof shares shares
outstanding  outstanding outstanding outstandin
options g
(b)

Equity compensation

plans approved by

Shareholders 16,873,000 6.7% $0.29 21,648,000 8.3% 38,521,00C 15.0%
Equity compensation

plans not approved b

Shareholders

(November 27, 2009) 19,6%,000 6.6% $0.25 25,046,000 8.4% 44,701,00C 15.0%

Stock Option Plans

The stock option plans were established to advance the interests of Lorus by:
e Providing Eligible Persons (as defined below) with additional incentives;
e Encouraging sttk ownership by Eligible Persons;
e Increasing the interest of Eligible Persons in the success of Lorus;
e Encouraging Eligible Persons to remain loyal to Lorus; and
e Attracting new Eligible Persons to Lorus.

Our original stock option plan was establishedi@® pur suant to our 1993 Stock
Pl anodo) ; however, due to significant developments in thi
objectives, inNovembe&? 003 we created the 2003 Stadedkyo@pti on Pl an (
Shareholders, pursuant to which all future grants of stock options would be made.

The Compensation Committee as authorized by the Board administers our stock option plans (collectively
the AStock Option Planso).

The 1993 Plan

Under the 1993 Rh, options were granted to directors, officers, consultants and employees of the
Corporation or its subsidiaries (AEligible Personso).
1,094,071. This represents 0.4% of the Corporation's issuedustanding capital as at November 27, 2009. There
were no further option grants made under the 1993 Plan after November 2003. Therefore, no further options are
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issuable under the 1993 Plan. The total number of Shares issuable under actual grants@tineuB®93 Plan is
1,094,071 being 0.4% of the Corporation's issued and outstanding capital as at November 27, 2009.

The number of Shares issuable to insiders, at any time, under the 1993 Plan and any other compensation
arrangement of the Corporatiomemt exceed 10% of the issued and outstanding Shares of the Corporation. The
number of shares issued to insiders, within any one year period, under the 1993 Plan and any other compensation
arrangement of the Corporation cannot exceed 10% of the issuedtatehding Shares of the Corporation. The
maximum percentage of Shares reserved for issuance to any one person is 5% of the issued and outstanding Shares
of the Corporation. The exercise price of options granted under the 1993 Plan was establishBddnyl tbe the
basis of the closing market price of Shares of the Corporation on the TSX on the last trading day preceding the date
of grant. If such a price was not available, the exercise price was to be determined on the basis of the average of the
bid ard ask for the Shares on the TSX on the date preceding the date of grant. The Board determined the vesting
period of options at the time of granting the option. The term of options granted under the 1993 Plan and outstanding
as of October, 2004 is 1¢/eass from the date of grant.

If an option holder ceases to be an officer, director, continuing consultant or employee of the Corporation
or a subsidiary, each unexpired, vested option may be exercised withimttmées of the date of cessation. In the
eventof the death of an optionee, each unexpired, vested option may be exercised withiomtime of the option
holder's date of death.

Options granted under the 1993 Plan are not transferable. Currently, the 1993 Plan may be amended by the
Board subject toegulatory approval in certain circumstances.

The 2003 Plan

Under the 2003 Plan, options may be granted to Eligible Persons. At November 27, 2009, the total number
of options outstanding under the 2003 Plan is 18,560,922 representing 6.6% of the Cotpdsatied and
outstanding capital. Options to purchase up to an additional 25,046,459 Shares, being 8.4% of Shares issued and
outstanding, remain available for grant under the 2003 Plan. The total number of Shares issuable under the 2003
Plan is 43,607,3B This represents 14.6% of the Corporation's issued and outstanding capital as at November 27,
2009. The total number of options issued under the 2003 Plan combined with those issued under the 1993 Plan and
shares issued under the Alternate Compens&ibman ( AACPO) , if adopted at the Con
meeting scheduled for November 30, 2009, will not exceed 15% of the Shares issued and outstanding at any time.

The maximum number of Shares reserved for issuance to insiders, at any timehe2@83tPlan and any
other compensation arrangement of the Corporation is 10% of the issued and outstanding Shares of the Corporation.
The maximum number of Shares that may be issued to insiders, at any time, under the 2003 Plan and any other
compensatiomarrangement of the Corporation within ab®nth period is 10% of the issued and outstanding Shares
of the Corporation. The maximum number of Shares reserved for issuance to any one person is 5% of the issued and
outstanding Shares of the Corporation. €kercise price of options granted under the 2003 Plan is established by
the Board and will be equal to the closing market price of the Shares on the TSX on the last trading day preceding
the date of grant. If there is no trading on that date, the exg@migewill be the average of the bid and ask on the
TSX on the last trading date preceding the date of grant. If not otherwise determined by the Board, an option granted
under the 2003 Plan will vest as to 50% on the first anniversary of the date adfgt@bption and an additional
25% on the second and third anniversaries after the date of grant. The Board fixes the term of each option when
granted, but such term may not be greater thaye&aés from the date of grant.

If an option holder is terminadewithout cause, resigns or retires, each option that has vested will cease to
be exercisable themonths after the option holder's termination date. Any portion of an option that has not vested on
or prior to the termination date will expire immediatdfyan option holder is terminated for cause, each option that
has vested will cease to be exercisable immediately upon the Corporation's notice of termination. Any portion of an
option that has not vested on or prior to the termination date will expirediately.

Options granted under the 2003 Plan are not assignable.

Currently, the Board may amend the 2003 Plan subject to regulatory approval, provided that the Board may
not make the following amendments without the approval of Shareholders:
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e an amendmertb the maximum number of Shares reserved for issuance under the 2003 Plan and under
any other security based compensation arrangement of the Corporation;

e areduction in the exercise price for options held by insiders;

e an extension to the term of optionddhby insiders; and

e anincrease in the 10% limits on grants to insiders.

During the period Jung, 2008 to May31, 2009, options to purchase 5,124,000 Shares were granted under
the 2003 Plan at exercise prices between $0.08 and $0.12 per Share. Dyraay treded Magl, 2009, we
granted options to employees, other than executive officers of the Corporation, to purchase 1,374,00 Shares, being
27% of the total incentive stock options granted during the year to employees, executive officers and directors.

Employee Share Purchase Plan

InNovembe” 004, the Board adopted the Employeel, Share Pu
2005. For the year ended Mag, 2009 a total of 239,118 Shares had been purchased by employees and named
executive officers mder the ESPP at prices per share between $0.04 and $0.07 per Share and a weighted average
purchase price of $0.055. During fiscal 2009, under the ESPP, Named Executive Officers as a group purchased
34,237 Shares at a weighted average purchase priceddf[$€. Share and employees, excluding named executive
officers, as a group purchased 204,881 Shares at an average exercise price of $0.05 per Share. The purpose of the
ESPP is to assist the Corporation to retain the services of its employees, to secet@ratite services of new
employees and to provide incentives for such persons to exert maximum efforts for the success of the Corporation.
The ESPP provides a means by which employees of the Corporation and its affiliates may purchase Shares at a 15%
discount through accumulated payroll deductions. Eligible participants in the ESPP include all employees, including
executive officers, who work at least BOurs per week and are customarily employed by the Corporation or an
affiliate of the Corporation foat least six months per calendar year. Generally, each offering is of three months’
duration with purchases occurring every quarter. Participants may authorize payroll deductions of up to 15% of their
base compensation for the purchase of Shares undesie.

Directors' and Officers' Deferred Share Unit Plan

We have a deferred share unit plan for directors an
Deferred Share Unit Pl an, partici pat iceig eithéra podidhor s ( i
all of their annual fees for acting as a director (i
Share Unit Plan, the Compensation Committee may at any time during the period between the annual meetings of
our Shareholders, in its discretion recommend the Corporation credit to each participating director who has elected
under the terms of the Deferred Share Unit Plan, the number of units equal to the gross amount of the Annual Fees
to be deferred divided by tHair market value of the Shares. The fair market value of the Shares is determined as
the closing price of the Shares on the TSX on the day immediately preceding such recommendation by the
Compensation Committee or such other amount as determined bgdhe &\1d permitted by the stock exchanges or
other market(s) upon which the Shares are from time to time listed for trading and by any other applicable regulatory
authority (collectively, the ARegulatory Authoritieso).

Pa
An

In addition, the Participating Diremts may elect under the Deferred Share Unit Plan to receive deferred
share units in satisfaction for meeting fees earned by the Participating Directors as a result of attendance at meetings
of the Board held between the annual meetings of our sharehbjdéirs credit to each Participating Director of the
number of units equal to the gross amount of the meeting fees to be deferred divided by the fair market value of the
Shares, being the closing price of the Shares on the TSX on the day immediatelyngrfeedécommendation by
the Compensation Committee or such other amount as determined by the Board and permitted by the Regulatory
Authorities.

The Deferred Share Unit Plan is administered by the Board (in consultation with the Compensation
Committee) andsubject to regulatory requirements, may be amended by the Board without shareholder approval.
When a Patrticipating Director ceases to hold the position of director and is no longer otherwise employed by us, the
Participating Director receives either @ajump sum cash payment equal to the number of deferred share units held
multiplied by the then fair market value of the Shares on the date of terminationtte (lymber of Shares that
can be acquired in the open market with the amount described @itl@y case being subject to withholding for
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income tax. The Board may terminate the Deferred Share Unit Plan any time before or after any allotment or
accrediting of deferred share units thereunder.

Option Grants During Fiscal Year 2009
The following tdles set forth the options granted to and exercised by each of the Named Executive
Officers during the year ended M&g¢, 2009:

Option/SAR Grants During the Most Recently Completed Financial Year

Name and Securities Under % of Total Exerciseor Market Value of Expiration
Principal Position Options/SARs Options/SARs BasePrice Securities Date
Granted Granted to Underlying
Employeesin Options/SARs
Financial on the Dateof
Year Grant
(#) % ($/Security) ($/Security)
Dr. Aiping Young 1,500,006 355 0.12 0.12 August 10, 201€
Presidehand
Chief Executive
Officer
Ms. Elizabeth 450,000? 10.7 0.12 0.12 August 10, 201€
Williams
Director of

Finance, Acting

Chief Financial

Officer

Dr. Saeid Babaei 450,000? 10.7 0.12 0.12 August 10, 201€
Vice President,

Business

Development

Dr. Yoon Lee 450,000? 10.7 0.12 0.12 August 10, 201€
Vice President,

Research

(1) These options to purchase Shares are incentive options. The options vest upon the attainment of specific
undertakings basesh certain corporate performance objectives; failing to achieve the undertakings will
result in forfeiture on the specified deadline.

(2) These options were granted on August 10, 2008 in respect of corporate and personal performance during

the year ended Ma&3/1, 2009. The options vest on the basis of 50% on the first anniversary and 25% on
the second and third anniversaries of the date of granting
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Incentive Compensation Plans

Outstanding ShareBased Awards and OptieBased Awards
The following table shas all awards outstanding to each NEO as at the financial year ended May 31,

2009:
Option-based Awards
Name Number of securities Option exercise  Option expiration Value of
underlying unexercised price date unexercised
options in-the-money
options
(#) (%) O

Dr. Aiping Young 50,000 2.50 Oct 10, 2010 Nil
113,297 1.61 Dec 17, 2010 Nil
150,000 0.95 Sept 17, 2011 Nil
75,000 0.95 July 6, 2012 Nil
75,000 0.33 Sep 24, 2012 Nil
75,000 1.22 July 15, 2013 Nil
150,000 1.17 Sep 7, 2013 Nil
250,000 0.78 July 20, 2014 Nil
283,333 0.78 July 19, 2015 Nil
50,000 0.26 Nov 30,2015 Nil
25,000 0.30 Oct 10, 2010 Nil
37,500 0.30 July 20, 2014 Nil
56,649 0.30 Dec 17, 2010 Nil
75,000 0.30 Sep 17, 2011 Nil
37,500 0.30 July 6, 2012 Nil
37,500 0.30 Sep 24, 2012 Nil
37,500 0.30 July 15, 2013 Nil
75,000 0.30 Sep 7, 2013 Nil
87,500 0.30 July 20, 2014 Nil
37,500 0.30 Jul 19, 2015 Nil
50,000 0.30 Jan 5, 2016 Nil
104,163 0.30 July 19, 2015 Nil
75,000 0.33 July 27, 2016 Nil
2,490,000 0.27 Oct 5, 2016 Nil
450,000 0.22 July 21, 2017 Nil
900,000 0.205 Jan 14, 2018 Nil
1,500,000 0.12 Aug 10, 2018 Nil
Ms. Elizabeth Williams 2,388 0.78 Jul 20, 2014 Nil
50,000 0.72 Nov 17, 2014 Nil
54,487 0.78 July 19, 2015 Nil
50,000 0.26 Nov 30, 2015 Nil
1,194 0.30 July 20, 2014 Nil
25,000 0.30 Nov 17, 2014 Nil
27,244 0.30 July 19, 2015 Nil
50,000 0.30 Jan 5, 2016 Nil
159,849 0.33 July 27, 2016 Nil
200,000 0.22 July 21, 2017 Nil
450,000 0.12 Aug 10, 2018 Nil
Dr. Saeid Babaei 150,000 0.22 July 21, 2017 Nil
150,000 0.19 Feb 4, 208 Nil
450,000 0.12 Aug 10, 2018 Nil
Dr. Yoon Lee 5,544 0.30 Oct 10, 2010 Nil
11,580 0.30 Sep 17, 2011 Nil
17,250 0.30 July 6, 2012 Nil
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Option-based Awards

Name Number of securities Option exercise  Option expiration Value of
underlying unexercised price date unexercised
options in-the-money
options
#) (%) ®W
continued 18,856 0.30 July 15, 2013 Nil
27,244 0.30 July 20, 2014 Nil
27,585 0.30 July 19, 2015 Nil
50,000 0.26 Nov 30, 2015 Nil
50,000 0.30 Jan 5, 2016 Nil
140,833 0.33 July 27, 2016 Nil
150,000 0.22 July 21, 2017 Nil
150,000 0.19 Feb 4, 2018 Nil
450,000 0.12 Aug 10, 2018 Nil

(1) These amounts are calculated based on the difference between the market value of tles securiti
underlying the options at the end of the year ($.075), and the exercise price of the options.

The options granted to the Named Executive Officers during the year ended May 31, 2009 vest contingently
upon the achievement of corporate objectives thaCtmpensation Committee has deemed to be the value drivers of
Shareholder value. These stock options vest 50% upon the achievement of the stated objectives, 25% on the next

anniversary and 25% on the second anniversary.

Aggregated Option/SAR Exercises Bg the Most Recently Completed
Financial Year and Financial YeatEnd Option/SAR Values

Name Securities Aggregate Unexercised Value of Unexercsed
Acquired on Value Options/SARs at in-the-Money
Exercise Realized May 31, 2009 Options/SARs at
May 31, 2009
# ®)
Exercisable/ Exercisable/
#) ($) Unexercisable Unexercisable
Dr. Aiping Young Nil Nil 7,347,442/4,378,692 0/0
President and Chief Executive Offic
Former Chief Operating Officer
Ms. Elizabeth Williams Nil Nil 1,070,162/480,200 0/0
Director of Finance, Acting kief
Financial Officer
Dr. Saeid Babaei Nil Nil 750,000/150,000 0/0
Vice President, Business
Development
Dr. Yoon Lee Nil Nil 1,098,892/463,684 0/0

Vice President, Research
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C. Board Practices

Lorus isauthorizedo have éoard of at least one director and no more than ten. Lorus currently has six
directors. Directors are elected for a term of about one year, from annual meeting to annual meeting, or until an
earlier resignation, death or removal. Each officer serviigatiscretion of the Board or until an earlier
resignation, death or removal. There are no family relationships among any of our directors or officers.

Our normanagement directors have no service contracts with us or our subsidiaries that provide for
benefits upon termination of employment.

Committees of the Board of Directors

The Company has an Audit Committee, a Nominating and Corporate Governance Committee, a
Compensation Committee and an Environment, Health and Safety Committee.

The members of tlse committees were as follows from September 19, 2007 to O&0be08:

Audit Committee: J. Kevin Buchi, Denis Burger and Alan Steigrod
Compensation Committee: Alan Steigrod, Denis Burger and Susan Koppy
Nominating and Corporate Governance Committe Herbert Abramson, J. Kevin Buchi, and Susan Koppy
Environment, Health and Safety Committee: Mark Vincent, Jim Wright and Aiping Young

The members of these committees effec®atober 2, 200&re as follows:

Audit Committee: Denis Burger, Georg Ludwig, éfbert Abramson

Compensation Committee: Denis Burger, Jim Wright

Nominating and Corporate Governance Committel Herbert Abramson, Mark Vincent

Compensation Committee

Composition of the Compensation Committee

The Board, upon the advice of the CompesaGommittee, determines executive compensation. During
the period from Jung to October 2, 2008 the Compensation Committee was comprised of three directors,
Mr. Steigrod (former director of the Company), Murger and MsKoppy (former Director of the @mpany).
From October 2, 2008 to present, the Compensation committee is compriseBaifriér. and MrWright. Mr.
Burger is chair of the Compensation Committee. The Compensation Committee met three times during the above
period.

Compensation Objectives ad Philosophy

The Compensation Committee's mandate is to review and advise the Board on the recruitment,
appointment, performance, compensation, benefits and termination of executive officers. The Compensation
Committee also administers and reviews prooesland policies with respect to our 1993 and 2003 Stock Option
Plans, employee benefit programs, pay equity and employment equity.

The market for biotechnology companies in the development phase has been extremely challenging
throughout fiscal 2009 antifias been negatively impacted further by the deterioration of the capital markets late in
calendar 2008 and continuing in 2009. The Compensation Committee has taken these factors into consideration
when recommending the compensation for Named Execuffiee@® and focuses the assessment on achievement of
the corporate objectives described below as being the key value drivers of the Corporation.
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Lorusd executive compensation program is designed t

e attract and retain qualified, motivated and achieveroganted individuals by offering compensation
that is competitive in the industry and marketplace;

e align executive interests with the interests of shareholders; and

e ensure that individuals continue to be compensated in accord with their personal pedanthn
responsibilities and their contribution to the overall objectives of the Company.

These objectives are achieved by offering executives and employees a compensation package that is
competitive and rewards the achievement of both gbamt and longerm objectives of the Company. As such,
our compensation package consists of three key elements:

e base salary and initial stock options;

e shortterm compensation incentives to reward corporate and personal performance through
potential annual cash bonuses;

¢ longterm compensation incentives related to kergn increase in share value through
participation in the 2003 Stock Option Plan.

Base Salang® Initial Stock Options

In establishing base salaries, the objective of the Compensation Committee idighdstedbs that will
enable Lorus to attract and retain executive officers who can effectively contribute to therforsgiccess of Lorus.
Base salary for each executive officer is a function of the individual's skills, abilities, experience, pasaped and
anticipated future contribution to the success of Lorus. The Compensation Committee uses private and public
compensation surveys and their knowledge of industry trends to assist with the determination of an appropriate
compensation package feach executive officer. In certain cases, the Compensation Committee may recommend
inclusion of automobile allowances, fitness allowances and the payment of certain professional dues as a component of
an overall remuneration package for executives.

In cetain cases, executive officers may be granted stock options on the commencement of employment with
Lorus in accordance with the responsibility delegated to each executive officer for achieving corporate objectives and
enhancing shareholder value in acemcke with those objectives.

ShortTerm Compensation Incentives
The role of shorterm compensation incentives at Lorus is to reward corporate and personal performance.
Each year, the Board approves the annual corporate objectives encompassing stirité#ficregulatory, business
and corporate development and financial criteria. The annual cash bonus for the President and Chief Executive Officer
and the other executive offices is based, at least in part, on the level of achievement of thesbjeactinesd.oOne
hundred percent of the President and Chief Executive Officer's and seventye per cent of t he ot her
cash bonus is based on the | evel of achievement of corp
bonus is based on achievement of individual/departmental objectives.

All overall corporate and executive officer objectives are reviewed by the Compensation Committee and
approved by the Board. The Compensation Committee recommends to the Board theyafvhotinses, payable in
cash, stock or stock options, to reward extraordinary individual performance.

For each executive officer, during the year ended 8132009, the potential annual cash bonuses range from
15% to 40% of base salary when all corpoegaté individual executive officer objectives were achieved.

Cash bonuses are determined as soon as practicable after the end of the fiscal year and, for the Named
Executive Officers, are included in the Summary Compensation Table in the year in regch dtfiey are earned.
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Long-Term Incentive Plan

Theroleoflongg er m compensation incentives at Lorus is
the attainmeneéer mfohpeasidvésosngal i gn an -tempedotmadeufeds per fo
Lorus and to provide an additional incentive for an executive to enhance shareholder valurrhdncentive
compensation for directors, officers, employees and consultants is reviewed annually and is accomplished through the
grant of stock optins under our 2003 Stock Option Plan.

The number options granted for executives of Lorus for the 2009 fiscal year was based on achievement of
both corporate and executive officer objectives. The Compensation Committee approves the allocation of options and
options are priced using the closing market price of the Shares on the TSX on the last trading day prior to the date of
grant. Options to purchase Shares expire ten years from the date of grant and vest over a term determined by the
Compensation Committe&he granting of options to purchase Shares for Named Executive Officers is included in the
Summary Compensation Table in the year that they are earned.

Performance Metrics
The performance of the President and Chief Executive Officer and other Nametvex@fficers for the
2009 financial year was measured in the following areas:

1. Maximizing the value of LORR040;
2. Maximizing the value of LOR53;

3. Selecting and developing podinically a new lead small molecule drug candidate in preparation for
GLP-toxicology program, or idicense one product/technology;

4. Establishing at least one corporate partnership; and

5. Equity financing of at least $5 million subject to the Board approval.

Each of the above is weighted 15%, 35%, 20%, 20% and 10% in relation taresgest satisfaction of overall

corporate objective and determination of any general corporate bonuses. In its evaluation, the Board also considered the

i mpact of negotiating the repurchase of t hesdwingtheer ti bl
year and in recognition of the significance of this achievement determined that management receive an overall rating of
100%. Incentive compensation related to the attainment of these objectives will be paid in fiscal 2010. Similar
performane metrics were established for the yeaded May 31, 2010 based on the approved business plan for the

current year.

Audit Committee

Pursuant to Canadian securities laws, our board of directors has determined that Mr. Ludwig is financially
literate, as hdas experience in reviewing and analysing the financial reports and ascertaining the financial position
of a corporation. Mr. Ludwig as Managing Director of ConPharm Anstalt a consulting and management company
for life science funds is educated and eigreced in reading and analyzing financial statements Additionally, we
believe that Mr. Luwig qualifies as Aindependento as t|
securities laws relating to the composition of the audit committee.

Audit Committee Mandate
The Audit Commi tteebdbs mandate i s to assist the boar
In particular, the Audit Committee:

(a) serves as an independent and objective party to monitor the integrity of cuidimaporting
process and systems of internal controls regarding finance, accounting, and legal compliance,
including the review of our financial statements, MD&A and annual and interim results;

66



(b) identifies and monitors the management of the principles tisat could impact our financial
reporting;

(c) monitors the independence and performance of our independent auditors, including the pre
approval of all audit fees and all permitted raardit services;

(d) provides an avenue of communication among the indepéeadditors, management, and our board
of directors; and

(e) encourages continuous improvement of, and foster adherence to, our policies, procedures and
practices at all levels.

The Audit Committee is also responsible for implementing and overseeing our vkdstieg procedures.
D. Employees

As at May 31, 2009, we employed 24 ftithe persons and four patiine people in research and drug
development and administration activities. Of our employees, seven hold Ph.D.s. All employees work at the
Co mp a n y @ydocapian.iTmencourage a focus on achieving {targh performance, employees and members
of the board of directors have the ability to acquire
option plan and employees can participate in thel@yep share purchase plan.

Our ability to develop commercial products and to establish and maintain our competitive position in light
of technological developments will depend, in part, on our ability to attract and retain qualified personnel. There is a
significant level of competition in the marketplace for such personnel. We believe that to date we have been
successful in attracting and retaining the highly skilled personnel critical to our business. We have also chosen to
outsource activities where #lkiare in short supply or where it is economically prudent to do so.

None of our employees are unionized, and we consider our relations with our employees to be good.
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E. Share Ownership

Thefollowing table sets forth information regarding beneficial oxgh@ of our Shares as of November
27, 2009, by our officers and directors individually and as a group.

Options to Purchase Shares
Number of Warrants®  Total Number Percentage of Number of Exercise Expiry

Shares of Shares Shares Underlying Price Date
Beneficially =~ Outstanding Shares (Range) (Range
Owned (#) %) Year)

Dr. Aiping H. Young 677,520 60,000 737,520 0.23% 7,847,442 $0.07$2.50 201062019
Elizabeth Williams 8,566 856 9,422 0.00% 1,220,162 $0.07$0.78 20142019
Dr. Saeid Babaei 34,550 2,307 36,857 0.01% 1,200,00C $0.07$0.22 20172019
Dr. Yoon Lee Nil Nil Nil Nil 1,548,892 $0.07$0.30 20102019
Georg Ludwi&’ 36,362,500 3,636,250  39,998,75C 12.58% 350,000 $0.08$0.30 20162018
Dr. Jim A. Wright 4,639,791 100,125 4,739,916 1.49% 350,000 $0.08$0.30 20162018
Herbert Abramsd? 42,826,615 16,098,916 58,925,531 18.54% 300,000 $0.08$0.22 20172018
Dr. Denis Burger 59,620 Nil 59,620 0.02% 600,000 $0.08$0.22 20172018
Dr. Mark Vincent Nil Nil Nil Nil 300,000 $0.08$0.22 20172018
All directors and
executive officers as
group 84,609,162 19,898,456 104,507,61¢ 32.87% 13,756,63¢€ $0.07#$2.50 20102019

(1) Warrants to purchase Shares were acquired pursuant to a rights offering completed on AugustE@0@@rrant
repreents the right to acquire a Share at an exercise price of $0.18. These warrants will expire on August 7, 2010.
Included in the amount for Mr. Abramson are 8.5 million warrants to purchase shares that were acquired pursuant to a
private placement that wasmpleted on November 27, 2008Bach warrant represents the right to acquire a Share at
an exercise price of $0.08. These warrants will expire on May 27, 2010.

(2) Mr. Ludwig is deemed to control the shares held by High Tech in his capacity as managimng dirdayh Tech.

(3) In addition to shares held personally, Mr. Abramson is deemed to control the shares held by Technifund Inc. in his
capacity as sole owner of Technifund.

See item 6.B for a description of arrangements pursuant to which employees mag beadved in the capital of
Lorus.

ltem 7. Major Shareholders and Related Party Transactions
A. Major Shareholders

To the knowledge of our directors and officexs,of the date hereof, no person or comgameficially
owns, directly or indirectly, orxercises control or direction over, more than 5% of the outstanding Shares, other
than as described below.

On July 13, 2006, Lorus entered into a share purchase agreeitieRigh Tech Beteiligungen GmbH &
Co. K G ( fi Ho igsie 28 8entllioroShas at $0.36 per share for gross proceeds of $10.4 million. The
transaction closed on August 30, 2006. Subsequent to that date, High Tech indirectly acquired an additional
290,000 Shares. On August 7, 2008, High Tech acquired 7.3 million Shares arnllighéaarrants to purchase
Shares at an exercise price of $0.18 pursuant to a rights offering; warrants expire on August 7, 2010 if unexercised.
As of November 27, 200®ased solely on public filings with securities regulators, High Tech holds apprekimat
12% of the issued and outstanding Shares of Lorus.

On July 24, 2006 Lorus entered into a share purchas
issue, on a private placement basis, 5,000,000 Shares at $0.36 for gross proceeds of $1,&00 A0gust 7,
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2008, Technifund acquired 15.2 million Shares and 7.6 million warrants to purchase Shares at an exercise price of
$0.18 pursuant to a rights offering; warrants expire on August 7, 2010 if unexercised.

On October 6, 2009 the Company reeeia loan by way of a Promissory Note from Herbert Abramson, a
director. The principal amount of $1.0 million bears interest at a rate of 10% per annum. Principal and interest were
originally due six months from the date the loan was entered into.lo@he&an also be repaid at anytime prior to
maturity without attracting any penalty. The loan was repaid on November 27, 2009 and the funds used to acquire
Units as part of the private placement.

On November 27, 2009, as part of a private placement Hekbeamson acquired 17.0 million Shares and
8.5 million warrants to purchase Shares of the Company at an exercise price of $0.08; warrants expire on May 27,
2011 if unexercised.

As of November 27, 2009, Mr Abramson and his affiliated company, Teclohifoids approximately
14% of the issued and outstanding Shares of Lorus.

All of our shareholders have equal voting rights.
B. Related Party Transactions
See Item 7.A.

During the year ended May 31, 2009, the Company expensed consulting fees of $2idthmasdirector
of the Company (2008$31 thousand; 2007nil). There was no amount payable at May 31, 2009 (233®
thousand; 2007 nil). This transaction was in the normal course of business and has been measured at the exchange
amount, which ishe amount of consideration established and agreed to by the related parties.

In order to effectively execute our business strategy, we expect to continue outsourcing various functions to
the expertise of thirgharties such as contract manufacturing orzgtions, contract research organizations, and
other research organizations. These relationships are withetaiad thirdparties and occur at arm's length and on
normal commercial terms.

C. Interests of Experts and Counsel

Not applicable.

Item 8. Financial Information

A. Consolidated Financial Statements and Other Financial Information
See Item 18.

B. Significant Changes

None.

Item 9. The Offer and Listing

A. Offer and Listing details

Not applicable, except for Item 9A (4) and Iltem 9C.
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Price Range ofCommon Stock and Trading Markets

Our
al so

Shares ar

wer e l i sted

e currently |
on the American

i sted

he TSX
Exchange

on t
Stock

under
(now

table sets duthe price ranges and trading volumes of our Shares on the TSX and AMEX for the periods indicated
below. Effective October 31, 2008, the Company voluntarily delisted from the AMEX, therefore no prices are

provided for periods after that date.

Five most recent full fiscal years:
Year ended May 31, 2009
Year ended May 31, 2008
Year ended May 31, 2007
Year ended May 31, 2006
Year ended May 31, 2005

Year ended May 31, 2009
Quarter ended May 31, 2009
Quarter ended February 28, 200¢
Quarter ended November 30, 20C
Quarter ended August 31, 2008

Year ended May 31, 2008
Quarter ended May 31, 2008
Quarter ended February 28, 2007
Quarter ended November 30, 20C
Quarter ended August 31, 2007

October 2009
September 2009
August 2009
July 2009

June 2009

May 2009

American $ock Exchange/

NYSE Amex
(USS$)”

High Low
*% *%

0.27 0.11
0.34 0.14
0.79 0.19
0.70 0.45
0.21 0.11
0.25 0.15
0.27 0.14
0.26 0.15
0.21 0.11
0.25 0.15
0.27 0.14
0.26 0.15

*% *%

*% *%
*% *%
*% *%
*% *%

*% *%

Toronto Stock Exchange/TSX

(CDN$)
High Low
0.16 0.03
0.26 0.14
0.39 0.22
0.92 0.22
0.94 0.57
0.21 0.14
0.21 0.16
0.25 0.17
0.26 0.16
0.21 0.14
0.21 0.16
0.25 0.17
0.26 0.16
0.09 0.08
0.10 0.08
0.09 0.07
0.09 0.07
0.08 0.06
0.08 0.06

**Effective October 31, 2008 the Company voluntarily-lilged from the AMEX, therefore prices per share not

available after that date.
B. Plan of Distribution

Not applicable.

C. Markets
See Item 9.A.
D. Selling Shareholders

Not applicable.
E. Dilution

Not applicable.
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F. Expense of the Issue

Not applicable.

Item 10. Additional Information
A. Not Applicable
B. Articles of Incorporation and By-laws

We are incorporated pursuant to the laws of Canada. Our Articles of Incorporation-amesprovide no
restrictions as tahe nature of our business operations. Under Canadian law, a director must inform us, at a meeting
of the Board of Directors, of any interest in a material contract or proposed material contract with us. Directors may
not vote in respect of any such contsamade with us or in any such contract in which a director is interested, and
such directors shall not be counted for purposes of determining a quorum. However, these provisions do not apply to
(i) a contract relating primarily to their remuneration akractor, officer, employee or agent of the Corporation or
affiliate, (ii) a contract for their indemnity or insurance as permitted unde€dhada Business Corporations Act
or (iii) a contract with an affiliate.

We are authorized to issue an unlimiteshioer of Shares. Our stockholders have no rights to share in our
profits, are subject to no redemption or sinking fund provisions, have no liability for further capital calls and are not
subject to any discrimination due to number of shares owned. Byaretthran 5@ays or less than seven days in
advance of a dividend, the Board of Directors may establish a record date for the determination of the persons
entitled to such dividend.

The rights of holders of our Shares can be changed at any time in aofdeckheeting where the
modifications are approved by 66 2/3% of the shares represented by proxy or in person at a meeting at which a
guorum exists.

All holders of our Shares are entitled to vote at annual or special meetings of stockholders, provided that
they were stockholders as of the record date. The record date for stockholder meetings may precede the meeting date
by no more than 58ays and not less than 8ays, provided that notice by way of advertisement is given to
stockholders at least seven ddefore such record date. Notice of the time and place of meetings of stockholders
may not be less than 21 or greater thanl&gs prior to the date of the meeting. There are no:

° limitations on share ownership;
. provisions of the Articles or Blaws that vould have the effect of delaying, deferring or
preventing a change of control of our company;
. by-law provisions that govern the ownership threshold above which stockholder ownership must
be disclosed; and
. conditions imposed by the Articles or-tawvs govening changes in capital, but Canadian
Corporate law requires any changes to the terms of share capital be approved by 66.66% of the
shares represented by proxy or in person at a s

which a quorum exists.

Common Shares

Each holder of record of Shares is entitled to one vote for each share held on all matters properly submitted
to the stockholders for their vote, except matters which are required to be voted on as a particular class or series of
stock. Cumulatie voting for directors is not permitted.

Holders of outstanding Shares are entitled to those dividends declared by the Board of Directors out of
legally available funds. In the event of liquidation, dissolution or winding up our affairs, holders of &teares
entitled to receive, pro rata, our net assets available after provision has been made for the preferential rights of the
holders of preferred stock. Holders of outstanding Shares have-emptéve, conversion or redemption rights. All
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of the issuedrad outstanding Shares are, and all unissued Shares, when offered and sold will be, duly authorized,
validly issued, fully paid and neassessable. To the extent that additional Shares may be issued in the future, the
relative interests of the then existisipckholders may be diluted. There were 256,808,000 Shares issued and
outstanding at May 31, 2009.

Convertible Debentures

On October 6, 2004, we entered into an agreement to raise aggregate net proceeds of $13.9 million through
the issuance of secured wentible debentures and warrants. The debentures were secured by a first charge over all
of the assets of the Company. We received $4.4 million on October 6, 2004 (representing a $5.0 million debenture
less an investor fee representing 4% of the $15.0omitb be received under the agreement), and $5.0 million on
each of January 14 and April 15, 2005. All debentures issued under this agreement were due on October 6, 2009 and
subject to interest payable monthly at a rate of prime plus 1%. Interesayasein Shares of Lorus until Lorus'
shares trade at a price of $1.00 or more after which interest will be payable in cash or Shares at the option of the
debenture holder. Shares issued in payment of interest were issued at an amount equal to tHeaveriagee
trading price of such shares for the ten trading days immediately preceding their issue in respect of each interest
payment. For the year ended May 31, 2009, the Company issued 10,620,000 Shares in settlement of $707 thousand
in interest. For th year ended May 31, 2008, the Company has issued 5,383,000 Shares in settlement of $1 million
in interest.

On June 22, 2009, the Company reached a settlement with TEMIC with respect to the purchase and
settlement of the convertible debentures.

Under theagreement, Lorus purchased all of the convertible debentures from TEMIC for a cash payment
on close of the transaction of $3.3 million, the assignment of the rights under the license agreement with Zor, sale of
intellectual property associated with Virdhzand sale of Lorus' shares in its wholly owned subsidiary, Pharma
Immune, which holds an equity interest in Zor (the "Consideration™). Under the agreement, Lorus will be entitled to
50% of any royalties received under the Zor license agreement andf38&walue of any transaction completed in
territories not covered by the Zor license agreement. Lorus also retains a perpetual royalty free license for the
animal use of Virulizin. TEMIC will be fully responsible for all clinical and regulatory caste@ated with
commercialization of Virulizin in territories not covered by the Zor license agreerenis will assist TEMIC
with certain agreed upon services.

For receipt of this consideration, TEMIC has released all security interest in the atsstsof

As a result of the transaction, the Company recognized a gain on the repurchase of the debentures of $11.0
million reflecting the difference between the carrying value of the debentures at the repurchase date, net of
transaction costs of approxireit $221 thousand, and the cash payment amount of $3.3 million. In addition, as a
result of extinguishing the debentures, the equity portion of the debentures in the amount of $3.8 million was
transferred to contributed surplus. The gain on repurchabe oebentures does not result in income taxes payable
as the Company has sufficient capital loss andaagital loss carryforwards to shelter this gain.

Shares Eligible for Future Sale
Future sales of substantial amounts of our Shares in the pubketroareven the perception that such sales
may occur, could adversely affect the market price for our Shares and could impair our future ability to raise capital

through an offering of our equity securities.

At May 31, 2009, there were 16,873,000 optiontstanding under the plan to purchase an equal number of
Shares. The outstanding options are exercisable at a weighted average price per share of $0.29.

Indemnification of Executive Officers and Directors
We have agreed to indemnify our executive offi@erd directors for all costs, charges and expenses,

including an amount paid to settle an action or satisfy a judgment, reasonably incurred by them in respect of any
civil, criminal or administrative action or proceeding to which they are made a partgspnref being or having

72



been a director or officer, if (dhey acted honestly and in good faith with a view to our best interests, andhe)
case of a criminal or administrative action or proceeding that is enforced by a monetary penalty, thesoinadbliee
grounds for believing that their conduct was lawful.

C.

Material Contracts

Other than the agreements described below, we have not, in the two years preceding the date hereof, entered into
any material agreements other than contracts in the oydioarse of business.

o > N

10.

11.

12.

13.

14.

15.

Form of Canadian Subscription agreemeséd in connection with November 2009 private placement.
Form of Canadian Warrarnssued in connection with November 2009 private placement.

Form ofUnited States Subscription agreemesed in connection with November 2009 private placement.
Form ofUnited States Warrant agreemé&sued in connection with November 2009 private placement.

Promissory note dated October 6, 2009 between the Company and Herbert Abramson regarding a loan to
the Company of $1,000,000.

Share Purchase Warrant Indenture dated June 27, 2009 between the Company and Computershare Trust
Company of Canada regarding the provision for issuance of common share purchase warrants.

Settlement Agreement dated June 19, 2009 between the Company and The Erin Mills Investment
Corporation with respect to the purchase and settlement of $15 millioredemnvertible debentures.

Asset Purchase Agreement dated June 19, 2009 between the Company and The Erin Mills Investment
Corporation under which the Company sold the intellectual property associated with Virulizin.

Supply and Services Agreement datedeJii®, 2009 between the Company and Erin Mills Biotech Inc.
under which the Company agreed to provide certain business development services associated with the
Virulizin intellectual property sold.

Share Purchase Agreement dated June 19, 2009 betweemtpar§oand The Erin Mills Investment
Corporation under which the Comp afwnedssabsidiaryt he sal e
Pharma Immune Inc.

Animal Rights License Agreement dated June 19, 2009 between the Company and Erin Mills Biotech Inc.
under which the Company is granted certain rights to develop and market Virulizin for use in animals.

Amendment, Assignment, Assumption, Novation and Consent Agreement dated June 19, 2009 between the
Company, Zor Pharmaceuticals, LLC, Erin Mills Biotech laed The Erin Mills Investment Corporation
under which the Company assigned its rights under the licence agreement with Zor Pharmaceuticals, LLC.

Exclusive License Agreement dated April 8, 2008 between the Company and Zor Pharmaceuticals LLC.
See A CaidnlAgrdementsZot i con Bi oventures LLCO.

Independent Contractor Services Agreement dated April 8, 2008 between the Company and Zor
Phar maceuticals LLC. SéEoficCobhaBbowaéenbor Agr eke@ent s

Limited Liability Company Agreement dateégpril 8, 2008 between the Company and ZBV I, LLC. See
ACol |l aboratifdnt Agonee®Beonwventures LLCO.

Please refer to Itemi4Business Overview Financial Strategp Share Issuances, for details of the

share purchase agreements entered intoasith of High Tech and Technifuadd the November 2009 private
placement Please refer to ltemi4Business Overview Financial Strategp Secured Convertible Debentures,
for details of the subscription agreement, debentures and warrants enterechieBMIC. Please refer to Itemi4
Business Overview Financial Strategy Plan of Arrangement and Corporate Reorganization.

Other than the agreements described in the preceding paragraphs, we have not, in the two years preceding

the date hereof, enter@tto any material contracts other than contracts in the ordinary course of business. The
Company is not a party to any other material contracts entered into since January 1, 2002 and still in effect.
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D. Exchange Controls

There is no law or governmentaladee or regulation in Canada that restricts the export or import of
capital, or affects the remittance of dividends, interest or other payments-tesident holders of our voting
shares, other than withholding tax requirements.

There is no limitation ipposed by Canadian law or by our Articles or our other charter documents on the
right of a nonresident to hold or vote voting shares, other than as provided by#®ment Canada Adhe North
American Free Trade Agreement Implementation Act (Canauhjree World Trade Organization Agreement
Implementation Act.

The Investment Canada Act requires notification and, in certain cases, advance review and approval by the
government of Canada of the acquisition by a-@amadian of control of a Canadian besis, all as defined in the
Investment Canada Adkenerally, the threshold for review will be higher in monetary terms for a member of the
World Trade Organization or North American Free Trade Agreement.

E. Taxation
U.S. Federal Income Tax Consequences

Thefollowing is a summary of the anticipated material U.S. federal income tax consequences to a U.S.
Holder (as defined below) arising from and relating to the acquisition, ownership, and disposition of Shares of the
Company.

This summary is for general imMfmation purposes only and does not purport to be a complete analysis or
listing of all potential U.S. federal income tax consequences that may apply to a U.S. Holder as a result of the
acquisition, ownership, and disposition of Shares. In addition,uhisnary does not take into account the
individual facts and circumstances of any particular U.S. Holder that may affect the U.S. federal income tax
consequences of the acquisition, ownership, and disposition of Shares. Accordingly, this summary rgledttmte
be, and should not be construed as, legal or U.S. federal income tax advice with respect to any U.S. Holder. Each
U.S. Holder should consult its own financial advisor, legal counsel, or accountant regarding the U.S. federal, U.S.
state and locahnd foreign tax consequences of the acquisition, ownership, and disposition of Shares.

Scope of this Disclosure

Authorities
This summary is based on the Internal Revenue Code
Regulations (whether final, temporagyr pr oposed), published rulings of the

published administrative positions of the IRS, the Convention Between Canada and the United States of America

with Respect to Taxes on Income and on Capital, signed September@26, 198 s amendeWlS. Tak he fACana
Conventiono), and U.S. court decisions that are applic:
of this Annual Report. Any of the authorities on which this summary is based could be changetena and

adverse manner at any time, and any such change could be applied on a retroactive basis. This summary does not
discuss the potential effects, whether adverse or beneficial, of any proposed legislation that, if enacted, could be

applied on aetroactive basis.

U.S. Holders

For purposes of this summary, a AU. S. Hol der o i s a
tax purposes, is (&@n individual who is a citizen or resident of the U.S. alsprporation, or any other entity
classified as a corporation for U.S. federal income tax purposes, that is created or organized in or under the laws of
the U.S. or any state in the U.S., including the District of Columbian@state if the income of such estate is
subject to U.S. fedal income tax regardless of the source of such income, art(d$t if (i)such trust has validly
elected to be treated as a U.S. person for U.S. federal income tax purposes@drSiirourt is able to exercise

74



primary supervision over the admingtion of such trust and one or more U.S. persons have the authority to control
all substantial decisions of such trust.

Non-U.S. Holders

For purposes of -k.hS.s Hsou minearroy ,i sa afinbobemnef i ci al owner
Holder. This sumnry does not address the U.S. federal income tax consequences of the acquisition, ownership,
and disposition of Shares to rthS. Holders. Accordingly, a ndd.S. Holder should consult its own financial
advisor, legal counsel, or accountant regardind & federal, U.S. state and local, and foreign tax consequences
(including the potential application of and operation of any tax treaties) of the acquisition, ownership, and
disposition of Shares.

U.S. Holders Subject to Special U.S. Federal Income Taxd®uNot Addressed

This summary does not address the U.S. federal income tax consequences of the acquisition, ownership,
and disposition of Shares to U.S. Holders that are subject to special provisions under the Code, including the
following U.S. Holders:(a) U.S. Holders that are teexempt organizations, qualified retirement plans, individual
retirement accounts, or other td&ferred accounts; (b).S. Holders that are financial institutions, insurance
companies, real estate investment trusts, or regilavestment companies; (d)S. Holders that are broker
dealers, dealers, or traders in securities or currencies that elect to applyta-market accounting method;

(du. s. Hol ders that have a fAf unct UG&.rHalders that are liabtedoythe ot her
alternative minimum tax under the Code;Uf)5. Holders that own Shares as part of a straddle, hedging transaction,
conversion transaction, constructive sale, or other arrangement involving more than one positi&;Hg)ders

that acquired Shares in connection with the exercise of employee stock options or otherwise as compensation for
services; (h)J.S. Holders that hold Shares other than as a capital asset within the meaning ofi2@dtiohthe

Code; or (i)U.S.Holders that own, directly or indirectly, 10% or more, by voting power or value, of the outstanding
shares of the Company. U.S. Holders that are subject to special provisions under the Code, including U.S. Holders
described immediately above, should adhtheir own financial advisor, legal counsel or accountant regarding the

U.S. federal, U.S. state and local, and foreign tax consequences of the acquisition, ownership, and disposition of
Shares.

I f an entity that i s <hlraosusgihfoi eednta st yparftomrerUs. hSi.p f(eadre |
hol ds Shares, the U.S. federal i nceanre otuagxh 0c cemst e f e n caensd
partners of such part ntelrrsdhd goh d oe n toiwtnye)ros theatteiteaudEting fAvpialsls d
partner shtitprdwghddpearstsi ty) and the status of such partne
classified as part aehrrsohuigphsd (eonrt iotwneesr)s foofr fip.aSs.s f eder al
their own financial advisor, legal counsel or accountant regarding the U.S. federal income tax consequences of the
acquisition, ownership, and disposition of Shares.

Tax Consequences Other than U.S. Federal Income Tax Consequences Not Addressed
This sumnary does not address the U.S. state and local, U.S. federal estate and gift, or foreign tax
consequences to U.S. Holders of the acquisition, ownership, and disposition of Shares. Each U.S. Holder should
consult its own financial advisor, legal counselaocountant regarding the U.S. state and local, U.S. federal estate
and gi ft, and foreign tax consequences of thedacquisit.i
Canadian Taxationodo bel ow).
U.S. Federal Income Tax Consequences of the Adgiion, Ownership, and Disposition of Shares

Distributions on Shares

General Taxation of Distributions

A U.S. Holder that receives a distribution, including a constructive distribution, with respect to the Shares
will be required to include the amountsich distribution in gross income as a dividend (without reduction for any
Canadian income tax withheld from such distribution) t
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profitso of the Company. T oe tchuer reexntte nan d haac c lamudli sstterd bfi
profitso of the Company, fissyash taxtae setumn of bapitalitodhe extentbfla be tr e
U.S. Holder 6s t ax Rkhereafter, as gain ftoim the salba @ exehangmol Shares( ($¢e

more detailed discussion at AfADisposition of Shareso bel

Reduced Tax Rates for Certain Dividends

For taxable years beginning before January 1, 2011, a dividend paid by the Company generally will be
taxed at the preferential tax ratgsplicable to longerm capital gainsif() he Company i s a fdAqualif
corporationo ( athe UdSeHoldar mativiig suctodiwifiend i an individual, estate, or trust, and
(c) such dividend is paid on Shares that have been lyedddh U.S. Holder for at least 61 days during thed2i
period beginning -d6iOviddaeynsd bdeaftoerdoe (tih e .Af,ext he first date t
entitled to receive such dividend).

The Company generead | fyorwail d n beo rap difgalthibiitheé &ode@ader Sect
i QF C 0 ) theiCbmpéng i eligible for the benefits of the Cardda. Tax Convention, or (ihe Shares are
readily tradable on an established securities market in the U.S. However, thee@dimpany satisfies one or more
of such requirements, the Company wil/| not be treated
companyo (APFI C0, as defined below) for the taxable ye:
preceding taxable year.

As discussed below, the Company believes that it was a PFIC for one or more prior taxable years, and,
based on current plans and financial projections, the Company expects to be a PFIC for the current taxable year.
(Seemoredethied di scussion at fAAdditional Rules that May App
be no assurances that the Company will be a QFC for the current or any future taxable year.

If the Company is not a QFC, a dividend paid by the Compaayuss. Holder, including a U.S. Holder
that is an individual, estate, or trust, generally will be taxed at ordinary income tax rates (and not at the preferential
tax rates applicable to lortgrm capital gains). The dividend rules are complex, and e&:hHalder should
consult its own financial advisor, legal counsel, or accountant regarding the dividend rules.

Distributions Paid in Foreign Currency

The amount of a distribution paid to a U.S. Holder in foreign currency generally will be equal to the U.S.
dollar value of such distribution based on the exchange rate applicable on the date of receipt. A U.S. Holder that
does not convert foreign currency received as a distribution into U.S. dollars on the date of receipt generally will
have a tax basis in sk foreign currency equal to the U.S. dollar value of such foreign currency on the date of
receipt. Such a U.S. Holder generally will recognize ordinary income or loss on the subsequent sale or other taxable
disposition of such foreign currency (includiag exchange for U.S. dollars).

Dividends Received Deduction

Dividends paid on the Shares generally wil!/l not be
availability of the dividends received deduction is subject to complex limitations ehaegond the scope of this
discussion, and a U.S. Holder that is a corporation should consult its own financial advisor, legal counsel, or
accountant regarding the dividends received deduction.

Disposition of Shares

A U.S. Holder will recognize gain or le®n the sale or other taxable disposition of Shares in an amount
equal to the difference, if any, betweent@ amount of cash plus the fair market value of any property received
and(b)such U.S. Holder ds tax basisedof. BubjechtethePRI@ rulesdiscaisgsddd o r
below, any such gain or loss generally will be capital gain or loss, which will bedomgcapital gain or loss if the
Shares are held for more than one year. Gain or loss recognized by a U.S. Holdeatenahetker taxable
di sposition of Shares generally wild!l be treated as AU. .
rules. Where a U.S. Holder pays Canadian income tax with respect to gain on the disposition of Shares, an election
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is available under the Code whereby such U.S. Holder can treat the gain as arising from foreign sources. (See more
detailed discussion at fAForeign Tax Creditodo bel ow).

Preferential tax rates apply to lotgyrm capital gains of a U.S. Holder that is an irdlial, estate, or trust.
There are currently no preferential tax rates for {tergh capital gains of a U.S. Holder that is a corporation.
Deductions for capital losses and net capital losses are subject to complex limitations under the Code.

Foreign TaxCredit

A U.S. Holder who pays (whether directly or through withholding) Canadian income tax with respect to
dividends paid on the Shares generally will be entitled, at the election of such U.S. Holder, to receive either a
deduction or acreditforsuch@a di an i ncome tax paid. Generally, a cre
federal income tax liabiltyonadolldor-d ol | ar basi s, whereas a deduction wil
subject to U.S. federal income tax. This election is madeyaarby-year basis and applies to all foreign taxes
paid (whether directly or through withholding) by a U.S. Holder during a year.

Complex limitations apply to the foreign tax credit, including the general limitation that the credit cannot

exceed the propot i onat e share of a U.S. Hol derés U.S. federal i
sourceo0 taxable income bears to such U.S. Hol der 6s wor |
Hol der 6s various icttédms arfusitn deme lamrsdsidddewd, under compl
or AU.S. source. 0 I n addition, this |Iimitation is cal
Dividends paid by the Compamy spameral liynwcwimel acnan gteinteu ta
as fipassive income. 0 The foreign tax credit rules are

financial advisor, legal counsel, or accountant regarding the foreign tax credit rules.

Information Reporting; Backup Withholding Tax

Payments made within the U.S., or by a U.S. payor or U.S. middleman, of dividends on, and proceeds
arising from certain sales or other taxable dispositions of, Shares generally will be subject to information reporting
and backup withholding tax, at the rate of 28%, faU.S.Holddr@)i | s t o furnish such U. S.
taxpayer identification number (generally on Forrrdyy (b) furnishes an incorrect U.S. taxpayer identification
number, (c)s notified ty the IRS that such U.S. Holder has previously failed to properly report items subject to
backup withholding tax, or (dils to certify, under penalty of perjury, that such U.S. Holder has furnished its
correct U.S. taxpayer identification number and thea IRS has not notified such U.S. Holder that it is subject to
backup withholding tax. However, U.S. Holders that are corporations generally are excluded from these information
reporting and backup withholding tax rules. Any amounts withheld undét.iébackup withholding tax rules
wi || be allowed as a credit against a U.S. Hol der 6s U. .
such U.S. Holder furnishes required information to the IRS. Each U.S. Holder should consult itsaowialf
advisor, legal counsel, or accountant regarding the information reporting and backup withholding tax rules.

Additional Rules that May Apply to U.S. Holders
Ifthe Companyims fcontrolled foreign corpor 3théwecadinppr a APF
sections of this summary may not describe the U.S. federal income tax consequences to U.S. Holders of the

acquisition, ownership, and disposition of Shares.

Controlled Foreign Corporation

The Company generally wpoéodlatbhicomod nabwaliterCodkedactdi dmr ei gn
ACFCo0) if more than 50% of the total voting power or t|
owned, directly or indirectly, by citizens or residents of the U.S., domestic partnerships, doorgstiations,
domestic estates, or domestic trusts (each as defined in Sécfib(a)(30) of the Code), each of which own,
directly or indirectly, 10% or more of the total voting power of the outstanding shares of the Company (a
Al10Yharehol der o) .
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If the Company is a CFC, a 108hareholder generally will be subject to current U.S. federal income tax
withrespectto(@d uch 10% Sharehol derés pro rata shar982otfe t he #fs
Code) of the Company and (&jch 10%sh ar ehol der 6s pro rata share of the ea
AUni ted States pr op 856bfghé Code.sIn additioni, umdedSedtid8 & the Godepamy
gain recognized on the sale or other taxable disposition of Shageld I8/ Holder that was a 108tareholder at
any time during the fivgrear period ending with such sale or other taxable disposition generally will be treated as a
dividend to the extent of the fear ni nsgchSharesdlIftper of i t S0 o0
Company is both a CFC and a fipassive foreign investmeni|
wi || be treated as a CFC (and not as a 0paSkaseholder. f orei g

The Company des not believe that it has previously been, or currently is, a CFC. However, there can be
no assurance that the Company will not be a CFC for the current or any future taxable year.

Passive Foreign Investment Company

The Company geneiraé | fyomweil ¢ n bienae fitpaaldd ofthe@odea(amy 6 und
APFI Co) i f, f o7%a moradfthelgioss ingomeaf the Corapany for such taxable year is passive
income or (bn average 50% or more of the assets held by the Comphagy gibduce passive income or are held
for the production of passive income, based on the fair market value of such assets (or on the adjusted tax basis of
such assets, if the Company is not publ iocmMakesanr aded and
el ection). AfPassive incomeod includes, for example, di:
the sale of stock and securities, and certain gains from commodities transactions. However, for transactions entered
into on or before December 31, 2004, gains arising from the sale of commodities generally are excluded from
passive income if (g foreign corporation holds the commodities directly (and not through an agent or independent
contractor) as inventory or similargperty or as dealer property, @)ch foreign corporation incurs substantial
expenses related to the production, processing, transportation, handling, or storage of the commoditiggpasd (c)
receipts from sales of commodities that satisfy the requents of clauses (a) and (b) constitute at least 85% of the
total gross receipts of such foreign corporation. For transactions entered into after December 31, 2004, gains arising
from the sale of commodities generally are excluded from passive inceoiestintially all of a foreign
corporationds stamkimmad oftsuckefareiga comordtien)or other property of a kind which would
properly be included in inventory of such foreign corporation, or property held by such foreign corpmiatemily
for sale to customers in the ordinary course of businesprgpgrty used in the trade or business of such foreign
corporation that would be subject to the allowance for depreciation under Section 167 of the Codeipmtiés) of
a type reglarly used or consumed by such foreign corporation in the ordinary course of its trade or business.

For purposes of the PFIC income test and assets test described above, if the Company owns, directly or
indirectly, 25% or more of the total value of thesiahding shares of another foreign corporation, the Company will
be treated as if it (d)eld a proportionate share of the assets of such other foreign corporation i@oeifled
directly a proportionate share of the income of such other foreign cagrordm addition, for purposes of the PFIC
income test and asset test described above, fipassive i
royalties that are received or accrued byoS4dM&ofCompany
the Code), to the extent such items are properly allocable to the income of such related person that is not passive
income.

In addition, if the Company is a PFIC and owns shares of another foreign corporation that also is a PFIC (a
ASubsydPBI Co0), under certain indirect ownership rules,
such Subsidiary PFIC or a distribution received by the Company from such Subsidiary PFIC generally will be
treated as an indirect disposition by a U.8ldér or an indirect distribution received by a U.S. Holder, subject to
the rules of Section 1291 of the Code discussed below. To the extent that gain recognized on the actual disposition
by a U.S. Holder of the Shares or income recognized by a U.S.oldm actual distribution received on the
Shares was previously subject to U.S. federal income tax under these indirect ownership rules, such amount
generally should not be subject to U.S. federal income tax.

The Company believes it was a PFIC for onenore prior taxable years, and, based on current business

plans and financial projections, the Company expects to be a PFIC for its current taxable year. However, the
determination of whether the Company was, or will be, a PFIC for a taxable year dépeadis,on the application
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of complex U.S. federal income tax rules, which are subject to various interpretations. In addition, whether the
Company will be a PFIC for the current taxable year and each subsequent taxable year depends on the assets and
income of the Company over the course of each such taxable year and, as a result, cannot be predicted with certainty
as of the date of this Circular. Accordingly, there can be no assurance that the IRS will not challenge the
determination made by the Compgagoncerning its PFIC status.

If the Company is a PFIC, the U.S. federal income tax consequences to a U.S. Holder of the acquisition,
ownership, and disposition of Shares will depend on whether such U.S. Holder makes an election to treat the
Companyuad idifed el ecting fuhd®d ofr thiRE FOGo dier d(ea tcBRER i BlIne |
market election under Sectidn2 96 of t he-to®lad & e(ta Ei Martk ono) . A U. S. Hol
either a QEF Election or a Matk-Market Elect on  wi | | be referredElecingU.8 this sun
Hol der . 0o

U.S. Holders should be aware that there can be no assurance that the Company will satisfy record keeping
requirements that apply to a QEF, or that the Company will supply U.S. Heldkisformation that such U.S.
Holders require to report under the QEF rules, in event that the Company is a PFIC and a U.S. Holder wishes to
make a QEF Election. Each U.S. Holder should consult its own financial advisor, legal counsel, or accountant
regarding the availability of, and procedure for making, a QEF Election.

Under Sectiori291 of the Code, any gain recognized on the sale or other taxable disposition of Shares, and
any fAexcess distri b u29il(o)ofdthe Code) padd dht Eharesd must be r8eahlytaliocated
toeachdayinaNeB|l ecting U.S. Holderdés holding period for the
distribution allocated to prior yearsof suchNen ect i ng U. S. Hol der 6 genbrallywdli ng per.i
be subject to U.S. federal income tax at the highest tax applicable to ordinary income in each such prior year. A
Non-Electing U.S. Holder will be required to pay interest on the resulting tax liability for each such prior year,
calculatedas if such tax liability had been due in each such prior year.

A U.S. Holder that makes a QEF Election generally will not be subject to the rules of 3@&ioaf the
Code discussed above. However, a U.S. Holder that makes a QEF Election genetadysuliflect to U.S. federal
income tax on such U. Sthéelofidet 6saprbalagai sbaot bhe( &)1
long-term capital gain to such U.S. Holder,andgb) d t he fAordi nary earningxd of the
as ordinary income to such U.S. Holder. A U.S. Holder that makes a QEF Election will be subject to U.S. federal
income tax on such amounts for each taxable year in which the Company is a PFIC, regardless of whether such
amounts are actually distributéo such U.S. Holder by the Company.

A U.S. Holder that makes a Mat&-Market Election generally will not be subject to the rules of
Section1291 of the Code discussed above. A U.S. Holder may make atMitérket Election only if the Shares
are finabrlkee st ock o ( 4296(edad tha Qoaded A UU.B. HSdecthal nakes a MatMarket
Election will include in gross income, for each taxable year in which the Company is a PFIC, an amount equal to the
excess, if any, of (ahe fair marketalue of the Shares as of the close of such taxable year ogrctb)).S.
Hol der s tax basis i n such Sto-MarketElectionivill, Bubjécttoddrtaind er t hat
limitations, be allowed a deduction in an amount equal to the extasy, of (@)s uc h U. S. Hol der s ad
basis in the Shares over the fair market value of such Shares as of the close of such taxable year.

The PFIC rules are complex, and each U.S. Holder should consult its own financial advisor, leggl@ounse
accountant regarding the PFIC rules and how the PFIC rules may affect the U.S. federal income tax consequences of
the acquisition, ownership, and disposition of Shares.

Canadian Taxation

The following summary fairly describes, as of the date heteefprincipal Canadian federal income tax
considerations under thiecome Tax Act Canada) (the Al TAO) generally applica
not and has not been or deemed to be resident in Canada for purposes of the ITA at any time wiledeuch
holds the Shares, is a resident of the U.S. for purposes of the @ar&adeax Convention , and who, for purposes
of the I TA, at all relevant ti mes: holds the Shares a!
i f i x e dnChradaead defined in the Cand§. Tax Convention; does not use or hold (and is not deemed to
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use or hold) the Shares in carrying on a business in C:
not affiliated with the Company withhhe meani ng of the I TA (a #fAHol der o). )
capital property to a Holder unless such Holder holds such Shares in the course of carrying on a business of trading

or dealing in securities or has acquired such Shares in adtiansar transactions considered to be an adventure in

the nature of trade.

This summary is not applicable to a Holder an inter
the I TA, to a Holder who is & nfm@amaimicetad 1r wmilsed twdntoamion e
I TA, or to a Holder who is a fispecified financi al i nsti

consult their own tax advisors.

This summary is based on the current provisions of the ITA, theadgulons t hereunder (the
the CanaddJ.S. Tax Convention, all specific proposed amendments to the ITA or the Regulations publicly
announced by or on behalf of the Canadian Mini)ster of |
the amendments of the Candd& Tax Convention contained in the Fifth Protocol to the Calgldax
Convention (the AProtocol 6) and the Companyds under st al
practices of the Canada Revenue Ageghdyhe A CRAO) . This summary assumes the
enacted as proposed but no assurance can be given that this will be the case and this summary does not otherwise
take into account or anticipate any changes in administrative practiceawr, iwhether by way of judicial,
governmental or legislative decision or action, nor does it take into account any income tax laws or considerations of
any province or territory of Canada or any jurisdiction other than Canada, which may differ from tde@aGana
federal income tax consequences described in this document.

This summary is of a general nature only, is not exhaustive of all possible tax considerations applicable to
an investor, and is not intended to be relied on as legal or tax advice or mégtrese to any particular investor.
Consequently, investors are urged to seek independent tax advice in respect of their particular circumstances and the
consequences to them of the acquisition, ownership or disposition of Shares having regardadithearp
circumstances.

Dividends

Under the Canadd.S. Tax Convention, dividends paid or credited, or deemed to be paid or credited, on
the Shares to a Holder generally will be subject to Canadian withholding tax at the rate of 15% of the gross amount
of those dividends. If a Holder is a company within the meaning of the Gah&& ax Convention and owns 10%
or more of the Companyés voting stock, the rate is redi

Under the Canadd.S. Tax Convention, dividends paid to religious, stfie, literary, educational or
charitable organizations or certain pension, retirement or employee benefit organizations that have complied with
administrative procedures specified by the CRA are exempt from the aforementioned Canadian withholding tax so
long as such organization is resident in and exempt from tax in the U.S. Such exemption does not apply to the
extent the dividends are received in connection with a trade or business carried on by such Holder or where the
Company is related to such Hotde

Disposition of Shares

A Holder will only be subject to taxation in Canada under the ITA on capital gains realized by the Holder
on a disposition or deemed disposition of the Shares i/
meaningof the ITA at the time of the disposition or deemed disposition and the Holder is not afforded relief under
theCanaddJ. S. Tax Convention. |In general, the Shares will
the time of their disposition, gy are listed on a stock exchange that is prescribed in the Regulations (which includes
the American Stock Exchange), unless:

. at any time within the 6@onth period immediately preceding the disposition or deemed
disposition, the Holder, persons not deglinat ar més | ength with the Hol
withsuchnomr més | ength persons, owned 25% or more o
of the Companyés capital stock;
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