


Notes to Consolidated Financial Statements

Net change in non-cash working capital balances related to continuing operations

The net changes in non-cash working capital balances related to continuing operations are as follows:

2009 2008

$ $

Accounts receivable (0.3) (326)
Inventories 3.7) 104
Income taxes recievable 11 05
Prepaid expenses and other (1.9) ©.1)
Accounts payable and accrued liabilities (1.3) 198
Income taxes payable (4.7) (16)
(10.8) (36)

Related party transactions

Revenues from companies controlled by a former director and significant shareholder of the Company were in the amount of $0.8
million and $0.3 million for the years ended October 31, 2009 and 2008, respectively. These transactions were conducted in the normal
course of business and are recorded at the exchanged amount. Accounts receivable at October 31, 2009 and 2008 includes a balance
of $0.5 million and $0.1 million, respectively, resulting from these transactions.

As of October 31, 2009 and 2008, the Company had an investment of $1.9 million and $1.7 million, respectively, representing an 18%
interest in two ltalian companies (collectively referred to as “BSP Pharmaceuticals”) whose largest investor is an officer of the Company.
These companies specialize in the manufacturing of cytotoxic pharmaceutical products. On July 2, 2008, the Company signed a
shareholders’ agreement with the other investors in BSP Pharmaceuticals, the terms of which provide the Company with significant
influence over the strategic operating, investing and financing policies of BSP Pharmaceuticals. As a result, the Company is now
accounting for its investment in BSP Pharmacetticals using the equity method. Accordingly, for the years ended October 31, 2009 and
2008, the Company recorded an investment loss of $0.4 million and $0.1 million, respectively.

There were no management fees recorded under a management services agreement with BSP Pharmaceuticals for the year ended
October 31, 2009. Management services and other fees of $2.5 million were charged to BSP Pharmaceuticals for the year ended
October 31, 2008. Accounts receivable at October 31, 2009 and 2008 include a balance of $15 million and $0.2 million, respectively,
in connection with the management services agreement. These services were conducted in the normal course of business and are
recorded at the exchanged amounts.

In connection with certain of BSP Pharmaceuticals’ bank financing, the Company has made commitments that it will not dispose of its
interest in BSP Pharmaceuticals prior to January 1, 2011.

14. Financial Instruments and Risk Management
Categories of financial assets and liabilities

Under Canadian GAAP financial instruments are classified into one of the following five categories: held-for-trading, held to maturity
investments, loans and receivables, available-for-sale financial assets and other financial liabilities. The Company has also designated
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certain of its derivatives as effective hedges. The carrying values of the Company’s financial instruments, including those held for sale
on the consolidated balance sheets are classified into the following categories:

2009 2008

$ $

Held-for-trading" 223 20.2
Loans and receivables? 1515 1416
Other financial liabilities® 429.4 3996
Derivatives designated as effective hedges” - loss (3.2) (15.7)

(1) Includes cash and cash equivalents in bank accounts bearing interest rates between 1% and 5%.

(2) Includes accounts receivable.

(3) Includes bank indebtedness, accounts payable and accrued liabilities, income taxes payable, and long-term debt.

(4) Includes the Company’s foreign exchange forward contracts and interest rate swaps, both of which are effective hedges.

The Company has determined the estimated fair values of its financial instruments based on appropriate valuation methodologies;
however, considerable judgment is required to develop these estimates. The fair values of the Company's financial instruments are not
materially different from their carrying value, with the exception of the Company’s senior secured term loan of $146.3 million. Based on
current interest rates for debt with similar terms and maturities, the fair market value of the senior secured term loan is estimated to be
$124.3 million.

As of October 31, 2009 and 2008, the carrying amount of the financial assets that the Company has pledged as collateral for its long-
term debt facilities was $80.9 million and $877 million, respectively.

Fair value measurements

In June 2009, the Canadian Accounting Standards Board issued an amendment to CICA Section 3862, “Financial Instruments -
Disclosures” in an effort to make Section 3862 consistent with IFRS 7 The purpose was to establish a framework for measuring fair
value in GAAP and expand disclosures about fair value measurements. To make the disclosures an entity shall classify fair value
measurements using a fair value hierarchy that reflects the significance of the inputs used in making the measurements. The fair
value hierarchy shall have the following levels: (a) quoted prices (unadjusted) in active markets for identical assets or liabilities (Level
1); (b) inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either directly (e, as prices)
or indirectly (ie, derived from prices) (Level 2); and (c) inputs for the asset or liability that are not based on observable market data
(unobservable inputs) (Level 3).
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The fair value under the amendment to Section 3862 is principally applied to financial assets and liabilities such as derivative instruments
consisting of interest rate swaps and foreign exchange forward contracts. The following table provides summary of financial assets and
liabilities that are measured at fair value as of October 31, 2009 and 2008:

Assets measured at fair value

Fair value measurement at October 31, 2009 using: 2008 using:
(in millions USD) level 1 Level2 Level 3 Total Llevel 1 level2 Level 3 Total
Derivatives designated as hedging instruments:
Interest rate swaps - - - $ - - - -9 -
Foreign exchange forward contracts - 2.1 - $ 21 - - -9 -

Total assets

Liabilities measured at fair value

$ -%$ 218 -8 21

Fair value measurement at October 31, 2009 using: 2008 using:
(in millions USD) level 1 Llevel2 Level 3 Total Llevel 1 level2 Level 3 Total
Derivatives designated as hedging instruments:
Interest rate swaps - 4.7 - $ 47 - 6.3 - $ 63
Foreign exchange forward contracts - - - $ - - 96 - % 96
Total liabilities $ - $47 $ - $ 47 $ - $ 159 8 - % 159

Level 1 - Based on quoted market prices in active markets.
Level 2 - Inputs, other than quoted prices in active markets, that are observable, either directly or indirectly.
Level 3 - Unobservable inputs that are not corroborated by market data.

The following table presents the fair value of the Company's derivative financial instruments as well as their classification on the
consolidated balance sheets as of October 31, 2009 and 2008:

Fair values of derivative instruments

Derivatives designated as hedging instruments:

Interest rate swaps
Foreign exchange forward contracts
Total designated derivatives

Derivatives designated as hedging instruments:

Interest rate swaps
Foreign exchange forward contracts
Total designated derivatives

Asset Derivatives as of October 31, 2009

Asset Derivatives as of October 31, 2008

Balance Sheet Location Fair Value Balance Sheet Location Fair Value
Prepaid expenses 2.1 -
_$ 21 % -

Liability Derivatives as of October 31, 2009

Liability Derivatives as of October 31, 2008

Balance Sheet Location Fair Value Balance Sheet Location Fair Value
Other accrued liabilities 4.7 Other accrued liabilities 6.3
- Other accrued liabilities 96
_$ 47 _8 159

Foreign exchange forward contracts, interest rate swaps and other hedging arrangements

The Company utilizes financial instruments to manage the risk associated with fluctuations in foreign exchange and interest rates.
The Company formally documents all relationships between hedging instruments and hedged items, as well as its risk management
objective and strategy for undertaking various hedge transactions.
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As of October 31, 2009, the Company's Canadian operations had entered into foreign exchange forward contracts to sell an aggregate
amount of US$339 million. These contracts hedge the Canadian operations’ expected exposure to US. dollar denominated cash
flows and mature at the latest on October 27 2010, at an average exchange rate of $1.151 Canadian. The mark-to-market value on
these financial instruments as of October 31, 2009 was an unrealized gain of $2.1 million, with no income tax impact, which has been
recorded in accumulated other comprehensive income (loss) in shareholders’ equity.

As of October 31, 2009, the Company has designated $878 million of US. dollar denominated debt as a hedge against its net
investment in its subsidiaries in the US. and Puerto Rico. The exchange gains and losses arising from this debt, from the date so
designated, are recorded in accumulated other comprehensive income (loss) in shareholders’ equity.

The Company has entered into interest rate swap contracts to convert all of the interest costs on its senior secured term loan from a
floating to a fixed rate of interest until June 30, 2010. The mark-to-market value of these financial instruments at October 31, 2009 was
an unrealized loss of $4.7 million, net of deferred income tax expense of $0.2 million, which has been recorded in accumulated other
comprehensive income (loss) in shareholders’ equity.

Risks arising from financial instruments and risk management

The Company's activities expose it to a variety of financial risks; market risk (including foreign exchange and interest rate), credit risk
and liquidity risk. The Company’'s overall risk management program focuses on the unpredictability of financial markets and seeks
to minimize potential adverse effects on the Company’s financial performance. The Company uses derivative financial instruments to
hedge certain risk exposures. The Company does not purchase any derivative financial instruments for speculative purposes.

Risk management is the responsibility of the corporate finance function. The Company’s domestic and foreign operations along with
the corporate finance function, identify, evaluate and, where appropriate, hedge financial risks. Material risks are monitored and are
discussed with the audit committee of the board of directors.

Foreign exchange risk

The Company operates in Canada, US, Puerto Rico, Italy, France, and the UK. Foreign exchange risk arises because the amount of the
local currency receivable or payable for transactions denominated in foreign currencies may vary due to changes in exchange rates
(transaction exposures’) and because the non U.S. dollar denominated financial statements of the Company may vary on consolidation
into the reporting currency of US. dollars (‘translation exposures”).

The most significant transaction exposures arise in the Canadian operations. The balance sheet of the Canadian operations includes
US. dollar denominated debt. The Canadian operations are required to revalue the Canadian dollar equivalent of the US. dollar
denominated debt at each period end. The senior secured term loan is designated as an effective hedge against the Company’s
investments in subsidiaries in the USA. and Puerto Rico and the related foreign exchange gains and losses are recorded in other
comprehensive income. In addition, approximately 80% of revenues of the Canadian operations and approximately 20% of its operating
expenses are transacted in US. dollars. As a result, the Company may experience transaction exposures because of volatility in the
exchange rate between the Canadian and US. dollar. Based on the Company’s current US. denominated net inflows, as of October
31, 2009, fluctuations of +/-5% would, everything else being equal, have an effect on loss from continuing operations before taxes of
approximately +/- $5.3 million, prior to hedging activities.

The objective of the Company’s foreign exchange risk management activities is to minimize transaction exposures and the resulting
volatility of the Company’s eamings. The Company manages this risk by entering into foreign exchange forward contracts. Certain US.
dollar debt exposure is hedged by the Canadian investment in US. and Puerto Rico. As of October 31, 2009, 100% of the U.S. dollar
debt exposure is hedged and the Company has entered into forward foreign exchange contracts to cover approximately 33% of its
Canadian-U.S. dollar cash flow exposures for its 2010 fiscal year. With the exception of the hedges against the Company’s investments
in the US. and Puerto Rico noted above, the Company does not currently hedge translation exposures.
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Interest rate risk

The Company’s interest rate risk primarily arises from its floating rate debt, in particular its senior secured term loan in North America and
its Italian mortgages. At October 31, 2009, $240.7 million of the Company’s total debt portfolio is subject to movements in floating interest
rates. A +/-100 basis points change in interest rates would, everything else being equal, have an effect on the loss from continuing
operations before income taxes of approximately +/-$2.4 million, prior to hedging activities.

The objective of the Company’s interest rate management activities is to minimize the volatility of the Company’'s eamings. In order to
manage this risk, the Company has entered into interest rate swaps to convert the interest expense on its senior secured term loan, until
June 2010, from a floating interest rate to a fixed interest rate. As of October 31, 2009, taking the interest rate swap into account, $94.5
million of the Company’s debt portfolio is subject to floating interest rates.

Credit risk

Credit risk arises from cash and cash equivalents held with banks and financial institutions, derivative financial instruments (foreign
exchange forward contracts and interest rate swaps with positive fair values), as well as credit exposure to clients, including outstanding
accounts receivable. The maximum exposure to credit risk is equal to the carrying value of the financial assets.

The objective of managing counter party credit risk is to prevent losses in financial assets. The Company assesses the credit quality
of the counter parties, taking into account their financial position, past experience and other factors. Management also monitors the
utilization of credit limits regularly. In cases where the credit quality of a client does not meet the Company's requirements, a cash
deposit is received before any sewices are provided. As of October 31, 2009 and 2008, the Company held deposits of $15.7 million
and $17.3 million, respectively.

The carrying amount of accounts receivable are reduced through the use of an allowance account and the amount of the loss is
recognized in the consolidated statements of loss within operating expenses. When a receivable balance is considered uncollectible, it
is written off against the allowance for accounts receivable. Subsequent recoveries of amounts previously written off are credited against
operating expenses in the consolidated statements of loss.

The following table sets forth details of the age of receivables that are not overdue as well as an analysis of overdue amounts and
related allowance for the doubtful accounts:

As of October 31,

2009

$

Total accounts receivable 1532

Less: Allowance for doubtful accounts (17)

Total accounts receivable, net 151.5

Of which:

Not overdue 1419

Past due for more than one day but for not more than three months 95

Past due more for than three months but for not more than six months 16

Past due for more than six months but not for more than one year 02

Past due for more than one year -

Less: Allowance for doubtful accounts (17)

Total accounts receivable, net 151.5
Liquidity risk

Liquidity risk arises through excess of financial obligations over available financial assets due at any point in time. The Company’s
objective in managing liquidity risk is to maintain sufficient readily available reserves in order to meet its liquidity requirements at any
point in time. The Company achieves this by maintaining sufficient cash and cash equivalents and through the availability of funding
from credit facilities. As of October 31, 2009, the Company was holding cash and cash equivalents of $22.3 million and had undrawn
lines of credit available to it of $30.7 million.
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15. Management of Capital

The Company defines capital that it manages as the aggregate of its shareholders’ equity and interest bearing debt. The Company’s
objectives when managing capital are to ensure that the Company has adequate capital to achieve its business plans, so that it can
provide products and services to its customers and returns to its shareholders.

In order to maintain or adjust the capital structure, the Company may adjust the type of capital utilized, including purchase versus
lease decisions and issuing debt or equity securities, all subject to market conditions and the terms of the underlying third party
agreements.

As of October 31, 2009 and 2008, total managed capital was $521.8 million and $456.9 million, respectively, comprised of: shareholders’

equity of $271.3 million and $2372 million, respectively and cash interest-bearing debt of $2505 million and $219.7 million,
respectively.

16. Income Taxes

The following is a reconciliation of the expected income tax expense (recovery) obtained by applying the combined corporate tax rates
to the loss from continuing operations before income taxes:

2009 2008
$ $
Expected income tax expense (recovery) using statutory tax rates 45 65
Change in valuation allowance (0.2) (30)
Permanent differences and other:
Foreign 25 @1)
Domestic 0.4 (45)
Foreign rate differentials 53 44
Withholding tax on intercompany dividend - 0.2
Provision for income taxes 125 15
Effective tax rate 87.3% 75%

The tax effects of significant items comprising the Company’s net future income tax liabilities are as follows:

2009 2008

$ $

Net operating loss carryforward 30.0 222
Accounting provisions not currently deductible for tax purposes 6.8 144
Unrealized foreign exchange losses on debt 04 33
Share issue costs 1.6 28
Deferred financing costs 0.5 16
Unclaimed R&D expenditures 8.5 23
Investment tax credits 1.6 78
Other 3.1 26
Book depreciation in excess of tax depreciation (49.0) (376)
Valuation allowance (22.7) (22.7)
Ontario Harmonization (1.7) -
(10.9) (3.3)
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The short-term and long-term future income tax assets and liabilities are as follows:

2009 2008

$ $

Short-term future income tax assets 10.5 102
Long-term future income tax assets 1.8 127
Short-term future income tax liabilities (1.7) -
Long-term future income tax liabilities (31.5) (26.2)
(10.9) (33

The Company has tax-effected net operating losses carried forward of $30.0 million; $19.2 million of the losses have an indefinite life
and $10.8 million have expiry dates ranging from October 31, 2010 to October 31, 2029.

17 Segmented Information

The Company has been historically organized and managed as a single business segment as a provider of commercial manufacturing
and pharmaceutical development services (‘PDS’). Due to the continued growth of the PDS operations and a change in the executive
management structure, beginning in the fourth quarter of 2008, the business was reorganized into two business segments: commercial
manufacturing and PDS. These segments are organized around the service activities provided to the Company’s customers.

Year ended October 31, 2009

Commercial PDS Corp. & Other Total

$ $ $ $

Revenues 530.0 125.1 - 655.1
Adjusted EBITDA 71.2 32.7 (29.9) 74.0
Total assets 6713 613 58.2 790.8
Depreciation 370 5.1 0.5 426
Capital expenditures 39.0 8.2 1.9 491

Year ended October 31, 2008

Commercial PDS Corp. & Other Total

$ $ $ $

Revenues 5778 1395 - 7173
Adjusted EBITDA 775 421 (370) 826
Total assets 6082 482 455 7019
Depreciation 381 55 17 453
Capital expenditures 472 75 1.1 558

The Company evaluates the performance of its segments based on segment Adjusted EBITDA which is defined as: income (loss) from
continuing operations before repositioning expenses, interest expense, foreign exchange losses reclassified from other comprehensive
loss, refinancing expenses, gains and losses on sale of fixed assets, gain on extinguishment of debt, income taxes, asset impairment
charges and depreciation and amortization. The Company’s presentation of Adjusted EBITDA may not be comparable to similarly-titled
measures used by other companies.

Cash and cash equivalents as well as deferred tax assets are considered to be part of “Corp. and Other” in the breakout of total assets
shown above. Below is a bridge reconciling Adjusted EBITDA to its closest GAAP measure.
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Total assets include $0.7 million and $1.9 million in fiscal year 2009 and 2008 relating to the commercial segment that are classified
as held for sale.

2009 2008
$ $

Adjusted EBITDA:
Total adjusted EBITDA per above 74.0 826
Depreciation and amortization (42.6) (45.3)
Repositioning expenses (2.1) (19.9)
Interest expense, net (15.8) (30.8)
Impairment charge - 04)
Gain on sale of fixed assets - 0.7
Gain on extinguishment of debt - 349
Income taxes (12.5) (15)
Income before discontinued operations 1.0 20.3

The following is a summary of revenue, capital assets and goodwill by geographic region:

As of and year ended October 31, 2009

Canada us* Europe Other Total

$ $ $ $ $

Revenues 18.1 345.5 2625 29.0 655.1
Capital assets 1174 1314 240.9 11 490.8
Goodwill 3.2 - - - 3.2

As of and year ended October 31, 2008

Canada us* Europe Other Total

$ $ $ $ $

Revenues 219 346.1 3249 244 7173
Capital assets 1048 1186 2051 - 4285
Goodwill 29 - - - 29

Revenues are attributed to countries based on the location of the client’s billing address; capital assets are attributed to the country in
which they are located; and goodwill is attributed to the country in which the entity to which the goodwill pertains is located.

During the year ended 2009, the Company did not have any one client that accounted for more than 10% of total revenues. During
the year ended 2008, one client accounted for more than 10% of the Company’s total revenues. As a percentage of total revenues, this
client amounted to 10.4%.
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18. Commitments and Contingencies
Long-term operating leases

The Company has entered into long-term rental agreements expiring at various dates until 2019. The future rental payments for the next
five years and thereafter are estimated as follows:

$
2010 40
2011 39
2012 33
2013 23
2014 10
Thereafter 47
Total payments 19.2

Other

In the normal course of operations, the Company is subject to litigation and claims from time to time. The Company may also be
subject to lawsuits, investigations and other claims, including environmental, labour, product, customer disputes and other matters. The
Company believes that adequate provisions have been recorded in the accounts where required. Although it is not possible to estimate
the extent of potential costs, if any, the Company believes that the ultimate resolution of such contingencies will not have a material
adverse impact on the results of operations, financial position or liquidity.

The Company’s tax filings are subject to audit by taxation authorities. Although the Company believes that it has adequately provided
for income taxes based on the information available, the outcome of audits cannot be known with certainty and the potential impact
on the financial statements is not determinable.

19. Repositioning Expenses

The Company has incurred a number of expenses associated with operational improvements, cost reduction initiatives and changes in
executive management. During fiscal 2008, the Company also incurred professional fees and other costs in connection with its review
of strategic and financial alternatives.

The following is a summary of expenses and liabilities associated with these initiatives (collectively “repositioning expenses’) as of and
years ended October 31, 2009 and 2008:

Commercial PDS Corporate Total

$ $ $ $

Total repositioning liabilities at October 31, 2007 6.0
Employee-related expenses 111 06 49 166
Consulting, professional and project management costs 29 - 04 33
Total expenses 140 06 53 199
Repositioning expenses paid (172)
Foreign exchange 0.7)
Total repositioning liabilities at October 31, 2008 8.0
Employee-related expenses 5.1 - - 51
Consulting, professional and project management costs 04 - - 04
Total expenses 55 - - 55
Repositioning expenses paid (10.8)
Foreign exchange 0.2
Total repositioning liabilities at October 31, 2009 29
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Included in the employee-related expenses within the commercial segment for the year ended October 31, 2009 is $34 million of
repositioning expenses related to the closure of the Company’s Carolina facility and is presented in discontinued operations.

20. Subsequent Events

On November 30, 2009, The Special Committee and JLL announced that they entered into a settlement agreement in respect of the
pending legal actions between the parties, and was confirmed by the courts on December 4, 2009. The settlement provides among
other things that: until March 2011, the Board will consist of nine directors who will initially be four nominees of JLL, the Chief Executive
Officer of the Company (Wesley P Wheeler), Joaquin B. Viso and three independent directors. The three independent directors will
include two members of the Special Committee, Derek J. Watchom and Roy T. Graydon, and a new independent director, Brian G.
Shaw; JLL has agreed not to acquire any additional restricted voting shares (‘Shares’) of the Company for a one-year period. Thereafter,
and until April 27,2012, JLL will not acquire any additional Shares unless, among other things, the acquisition complies with the standstill
provisions of the Investor Agreement between Patheon and JLL and, if the acquisition is to be effected by means of a takeover bid, the
bid is subject to an irrevocable condition requiring the valid tender to the bid of at least a majority of the minority held Shares. Also, until
April 27, 2012, certain transactions by the Company, including certain rights offerings, issuer bids and related party transactions, would
require independent director approval; and finally the Company will pay to JLL US. $15 million in connection with the settlement.

The Company announced on December 10, 2009 its plan to consolidate its Puerto Rico operations into its manufacturing site located
in Manati and ultimately close or sell its plant in Caguas. The company estimates this consolidation will result in total repositioning
expenses of $70 million, of which approximately $2.4 million will be booked in the first quarter of fiscal 2010. Patheon also expects to
book an impairment charge of approximately $1.3 million in the first quarter of fiscal 2010 in connection with the consolidation plan.
The consolidation will be completed by the end of fiscal 2011, and will also result in accelerated depreciation of Caguas assets of
approximately $70 million during fiscal years 2010 and 2011.

21. Comparative Amounts

Certain comparative amounts have been re-stated and reclassified to conform with current accounting policies and the current period
presentation for discontinued operations and income tax related assets and liabilities. This resulted in a reclassification of $2.4 million
between income tax receivable and income tax payable and a reclassification of $11.8 million between future tax assets and future tax
liabilities.
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Dividend Policy

The Board of Directors periodically reviews the

dividend policy of Patheon Inc. The Company
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foreseeable future, preferring to reinvest its cash

to enhance the Company’s growth.
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