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Patheon Inc.

CONSOLIDATED BALANCE SHEETS

(unaudited)
Asof July 31, As of October 31,
2009 2008
(in millions of U.S. dollars) $ $
Assets
Current
Cash and cash equivalents 284 20.2
Accounts receivable (Note 9) 128.5 1416
Inventories 79.2 67.0
Prepaid expenses and other 12.8 7.8
Total current assets 248.9 236.6
Capital assets 479.2 4285
Intangible assets 35 49
Futuretax assets 48.0 359
Goodwill 3.2 29
Investments 38 17
Long-term assets held for sale (Note 3) 14 19
Total assets 788.0 7124
Liabilities and shareholders' equity
Current
Short term borrowings 17.8 9.0
Accounts pay able and accrued liabilities 158.1 174.9
Income taxes pay able 2.3 26
Deferred revenues 1.3 -
Current portion of long-term debt 13.1 10.2
Total current liabilities 192.6 196.7
Long-term debt 2240 2005
Deferred revenues 344 25
Futuretax liabilities 51.3 391
Other long-term ligbilities 23.0 16.4
Total liabilities 525.3 4752
Shareholders' equity
Convertible preferred shares (Note 4) - 149.2
Restricted voting shares (Note 4) 553.8 3935
Contributed surplus 7.6 6.7
Deficit (330.3) (309.3
Accumulated other comprehensive income (loss) 316 (29
Tota shareholders' equity 262.7 237.2
Total liabilities and shareholders' equity 788.0 7124

see accompanying notes




Patheon Inc.
CONSOLIDATED STATEMENTSOF LOSS

(unaudited)
Three months ended July 31,  Nine months ended July 31,
2009 2008 2009 2008
(in millionsof U.S. dollars, except loss per share) $ $ $ $
Revenues 164.4 195.0 479.0 5451
Cost of goods sold 134.6 1457 376.1 429.6
Gross profit 29.8 493 102.9 1155
Selling, general and administrative expenses 25.9 3H1 80.5 91.3
Repositioning expenses (Note 7) 0.2 6.7 1.6 17.3
Operating income 3.7 75 20.8 6.9
Interest expense, net 43 83 124 241
Impairment charge - 04 - 04
Foreign exchange loss (Note 8) 11 10 6.6 -
Gain on sale of fixed assets - - - (0.4)
Loss (income) fromcontinuing operations before income taxes .7 (22 18 (172
Provision for income taxes 3.5 17 6.7 43
Loss before discontinued operations (5.2) (39 (4.9) (21.5)
Loss fromdiscontinued operations (Note 3) (0.8) (10.1) (6.6) (15.1)
Net loss for the period (6.0 (14.0) (11.5) (36.6)
Dividends on convertible preferred shares 3.8 - 11.1 -
Net loss attributable torestricted voting shar eholder s (9.8) (14.0) (22.6) (36.6)
Basic and diluted loss per share
Fromcontinuing operations ($0.097) ($0.043 ($0.175) ($0.237)
Fromdiscontinued operations ($0.009) ($0.117) ($0.072) ($0.167)
($0.106) ($0.154) ($0.247) ($0.404)
Average number of shares
outstanding during period - basic and diluted (in thousands) 92,389 90,742 91,566 90,667

see accompanying notes



Patheon Inc.

CONSOLIDATED STATEMENTSOF CHANGESIN

SHAREHOLDERS EQUITY
(unaudited)

Nine months ended July 31,

2009 2008

(in millions of U.S. dollars) $ $
Convertible preferred shar es - equity component

Balance at beginning of period 149.2 159

Paid in-kind dividend on shares (Note 4) 111 -

Conversion of convertible preferred shares (Note 4) (160.3) -

Balance at end of period - 15.9
Restricted voting shar es

Balance at beginning of period 393.5 3920

Shares issued during the period, net of issue costs - 04

Conversion of convertible preferred shares 160.3 -

Balance at end of period 553.8 3924
Contributed surplus

Balance at beginning of period 6.7 41

Stock based compensation (Note 6) 0.9 21

Balance at end of period 7.6 6.2
Retained deficit

Balance at beginning of period (309.3) (2932

Adjustment related to change in accounting policy (Note 1) 16 -

Net loss attributable to restricted voting shareholders (22.6) (36.6)

Balance at end of period (330.3) (329.8)
Accumulated other compr ehensive (10ss) income

Balance at beginning of period (2.9) 715

Other conmprehensive income (loss) for the period 34.5 (110

Balance at end of period 316 60.5
Total shareholders' equity at end of period 262.7 1452

see accompanying notes




Patheon Inc.

CONSOLIDATED STATEMENTSOF COMPREHENSIVE INCOME (LOSS)
(unaudited)

Three months ended July 31,  Nine months ended July 31,

2009 2008 2009 2008

(in millionsof U.S. dollars) $ $ $ $
Net loss attributable torestricted voting shareholders (9.8) (14.0) (22.6) (36.6)
Other compr ehensive income (loss), net of income taxes

Change in foreign currency gains (losses) on investments

in subsidiaries, net of hedging activities* 25.9 08 224 45

Change in value of derivatives designated as '

foreign currency and interest rate cash flow hedges ¢ 7.0 13 71 (21

Gains (losses) on foreign currency and interest rate 4

cash flow hedges reclassified to consolidated statement of loss s 0.1 (12 5.0 449

Other comprehensive income (loss) for the period 33.0 (0.7) 34.5 (100)
Compr ehensive income (loss) attributable to restricted voting shar eholder s 23.2 (14.7) 119 (47.6)

see accompanying notes

The amounts disclosed in other comprehensive income have been recorded net of income taxes as follows:
"Net of an income tax expense of nil (2008 nil)
“Net of an income tax expense of $0.4 million and $0.6 million for the three and nine months ended July 31, 2009, respectively.
(Net of an income tax expense of $0.5 million and income tax recovery of $0.2 million for the three and nine months ended July 31, 2008.)
*Net of an income tax recovery of $0.2 million and $0.5 million for the three and nine months ended July 31, 2009, respectively.
(Net of an income taxrecovery of $0.1 million and $0.2 million for the three and nine months ended July 31, 2008)



Patheon Inc.

Consolidated Statements of Cash Flows
(unaudited)

Three months ended July 31,

Nine months ended July 31,

2009 2008 2009 2008
(in millions of U.S. dollars) $ $ $ $
Operating activities
Net loss from continuing operations (5.2) (3.9) (4.9) (21.5)
Add (deduct) chargesto operations not reguiringa current cash payment
Depreciation and amortization 10.7 115 30.7 33.7
Foreign exchange loss on debt 19 47
Accreted interest on convertible preferred shares - 39 - 11.3
Other non-cash interest 0.1 0.1 0.4 0.4
Change in other long-term liahilities 0.7 (0.3) 0.3 (1.9)
Future income taxes 2.3 (32) (0.5) (8.8)
Amortization of deferred revenues (0.1) (0.5) (0.4) (1.5)
Gain on sdle of fixed assets - - - (0.4)
Impairment charge 04 - 04
Sock-based compensation expense - 0.6 0.9 2.1
Other 15 0.1 12 0.1
10.0 10.6 21.7 18.6
Net change in non-cash working capital balancesrelated to continuing operations 11.3 5.2 0.2) (8.9)
Increasein deferred revenues 0.9 0.6 5.0 2.1
Cash provided by operating activities of continuing operations 222 16.4 325 118
Cash used in operating activities of discontinued operations (1.6) (0.3) (8.2) (6.5)
Cash provided by operating activities 20.6 16.1 24.3 5.3
Investing activities
Additionsto capital assets (12.2) (15.2) (33.4) (34.1)
Proceeds on sale of capital assets - - - 12.1
Net increase in invesments - (0.9) (0.3) (1.3)
Cash used in investing activities of continuing operations (12.2) (16.1) (33.7) (23.3)
Cash provided by investing activities of discontinued operations 0.2 - 0.2 10.4
Cash usedin investing activities (12.0) (16.1) (33.5) (12.9)
Financing activities
Increase in short-term borrowings 34 3.7 7.3 118
Increasein long-term debt 7.7 7.9 48.4 238
Repayment of long-term debt (11.5) (8.4) (36.7) (24.0)
|ssue of regtricted voting shares - 04 - 04
Cash (used in) provided by financing activities of continuing operations (0.4) 3.6 19.0 12.0
Cash used in financing activities of discontinued operations - - - (0.2)
Cash (usedin) provided by financing activities (0.4) 3.6 19.0 118
Effect of exchange rate changes on cash and cash equivalents (2.1) (0.3) (1.6) (0.7)
Net increase in cash and cash equivalents during the period 6.1 33 8.2 35
Cash and cash eguivalents, beginning of period 22.3 30.8 20.2 30.6
Cash and cash equivalents, end of period 284 341 28.4 341

see accompanying notes




Notesto Unaudited Consolidated Financial Statementsfor the Three and Nine Months Ended July 31, 2009
(Dollar information in tabular formis expressed in millions of U.S. dollars)

1. Accounting policies

Basis of presentation

The accompanying unaudited consolidated financial statements have been prepared by Patheon Inc. (the “ Company”
or “Patheon”) in accordance with Canadian generaly accepted accounting principles (“GAAP’) on a basis
consistent with those followed in the most recent audited consolidated financial statements except as noted below.
These consolidated financial statements do not include al the information and footnotes required by GAAP for
annud financia statements and therefore should be read in conjunction with the audited consolidated financia
statements and notes for the year ended October 31, 2008.

The preparation of the consolidated financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect: the reported amounts of assets and liabilities; the disclosure of contingent
assets and liabilities a the date of the consolidated financial statements; and the reported amounts of revenue and
expenses in the reporting period. Management believes that the estimates and assumptions used in preparing its
consolidated financia statements are reasonable and prudent, however, actua results could differ from those
estimates.

Changesin accounting policy

Effective November 1, 2008 the Company adopted Canadian Institute of Chartered Accountants (“CICA”) Section
3031 “Inventories,” which requires inventory to be measured at the lower of cost and net realizable value. The
standard also provides guidance on the types of costs that can be capitalized and requires reversal of previous
inventory write-downs if economic circumstances have changed to support the higher inventory values. Upon the
adoption of this standard on November 1, 2008, the Company’s inventory increased by $1.6 million, with a
corresponding decrease in the deficit account. The increase was due to additional overhead and depreciation costs,
which are now required under the standard to be capitalized into inventory versus expensing as period costs. This
increase to the inventory value has been expensed through cost of goods sold during the first quarter 2009. In
addition, the Company has modified its presentation of the consolidated statements of income (loss) to separately
present cost of goods sold and selling, general and administrative expenses to conform with the disclosure
requirements of this policy. This resulted in the inclusion of depreciation within cost of goods sold and selling,
general and administrative expenses.

Effective November 1, 2008 the Company adopted CICA Section 3064 “Goodwill and Intangible Assets,” which
clarifies that costs can be deferred only when they relate to an item that meets the definition of an asset, and as a
result, start-up costs must be expensed as incurred. Section 1000 “Financia Statement Concepts,” was also amended
to provide consistency with this new standard. As a result of the adoption of this standard, which is applied
retrospectively, the Company adjusted all prior periods presented by writing off the deferred start-up costs and the
associated deferred tax liability and currency trandation adjustment to the deficit account. The net impact was an
increase in the deficit account of $3.1 million at October 31, 2008. As well asthe elimination of depreciation expense,
which would have been $1.6 million for the nine months ended July 31, 2009, and was reduced by $0.6 million and
$1.6 million for the three and nine months ended July 31, 2008.

Effective November 1, 2008 the Company adopted CICA Section 1400 “Genera Standards of Financial Statement
Presentation,” to include requirements to assess and disclose an entity’s ability to continue as a going concern. The
adoption of the new standard resulted in additional disclosures in the notes to the consolidated financia statements.

Effective for the quarter ending January 31, 2009, the Company adopted CICA Emerging I ssues Committee (“EIC")
abstract EIC-173, “Credit Risk and the Fair Vaue of Financial Assets and Financial Liabilities.” EIC-173 provides
further information on the determination of the fair value of financial assets and financia liabilities under Section
3855, “Financia Instruments-Recognition and Measurement.” It states that an entity’s own credit and the credit risk
of the counterparty should be taken into account in determining the fair value of financial assets and financia
liabilities, including derivative instruments. EIC-173 should be applied retrospectively, without restatement of prior
periods, to al financial assets and financial liabilities measured at fair value. The adoption of this guidance had no
materia impact on the Company’s consolidated financial statements.



Notesto Unaudited Consolidated Financial Statementsfor the Three and Nine Months Ended July 31, 2009
(Dollar information in tabular formis expressed in millions of U.S. dollars)

Recently issued accounting pronouncements

(a) Business combinations

CICA Section 1582, “Business Combinations,” replaces Section 1581, “Business Combinations.” Section 1582
improves the relevance, reliability and comparability of the information that a reporting entity providesin its financial
statements about a business combination and its effects. This section outlines a variety of changes, including, but not
limited to the following: an expanded definition of a business, a requirement to measure all business combinations
and non-controlling interests at fair value, and a requirement to recognize future income tax assets and liabilities and
acquisition and related costs as expenses of the period. The section appliesto annua and interim financia statements
for fiscal years beginning on or after January 1, 2011, with early adoption permitted. The Company is currently
eval uating the effects of adopting these standards.

(b) Consolidations

In January 2009, the CICA issued Handbook Section 1601, “Consolidations’ (“CICA 1601"), and Section 1602,
“Non-controlling Interests” (“CICA 1602"). CICA 1601 establishes standards for the preparation of consolidated
financial statements. CICA 1602 establishes standards for accounting for a non-controlling interest in a subsidiary in
consolidated financial statements subsequent to a business combination. These standards apply to interim and annual
consolidated financial statements relating to fiscal years beginning on or after January 1, 2011. The Company is
currently eval uating the effects of adopting these standards.

(c) International Financial Reporting Standards

In February 2008, the Canadian Accounting Standards Board announced the adoption of International Financial
Reporting Standards (“IFRS’) for publicly accountable enterprises. Patheon will be required to adopt IFRS no later
than November 1, 2011. The Company is currently evaluating the effects of adopting these standards.

(d) Financial instruments—disclosures

In June 2009, the Canadian Accounting Standards Board issued an amendment to CICA Section 3862, “Financia
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. () 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 (i.e., as prices) or indirectly (i.e.,
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). These standards apply to interim and annua consolidated financia statements
relating to fisca years beginning on or after September 30, 2009. The Company is currently eval uating the effects of
adopting these standards.

2. Going concern

These financia statements have been prepared in accordance with GAAP using the going-concern assumption, which
assumes the Company will be able to realize assets and discharge liabilities in the normal course of operations. These
financial statements do not reflect the adjustment that might be necessary to the carrying amount of reported assets,
liabilities and revenue and expenses and the balance sheet classification used if the Company were unable to continue
operation in accordance with this assumption.

The Company’s ahility to continue as a going concern is contingent on its ability to generate sales and earnings, and
to obtain financing to meets its cash requirements. The Company believes that funds from operations as well as
existing financing will be sufficient to meet the Company’ s cash requirements for the coming twelve months.



Notesto Unaudited Consolidated Financial Statementsfor the Three and Nine Months Ended July 31, 2009
(Dollar information in tabular formis expressed in millions of U.S. dollars)

3. Discontinued operations and assets held for sale

The Company closed its Carolina facility in Puerto Rico effective January 31, 2009. The Company is currently
marketing the remaining assets. Certain transitional activities continue at the facility to ensure proper and compliant
closure. The Company recorded a $3.3 million accrua in prior quarters for the severance and closure costs.

In connection with the planned restructuring of its network of pharmaceutical manufacturing facilities within Canada,
the Company closed its York Mills facility and transferred all commercial production and development services
undertaken at its York Mills facility to its site in Whitby. The Company exited this facility in the third quarter of
2009. During the three months ended July 31, 2009, the Company incurred $0.1 million in additional repositioning
expenses due to validation and closing costs associated with the consolidation of the Y ork Mills and Whitby facilities.
In accordance with this plan, on April 15, 2008, the Company completed the sale of the York Mills property for net
proceeds of $11.9 million and has entered into a lease for up to two years in order to facilitate the decommissioning
process, which is substantially compl ete.

The Company also completed the sale of its Niagara-Burlington commercial manufacturing business to Pharmetics
Inc. on January 31, 2008. Pharmetics acquired the assets, including equipment, facilities and land, a the Company’s
facilities in Fort Erie and Burlington (Gateway Drive) in Ontario. Pharmetics offered employment to al of the
commerciad manufacturing employees at the two sites and continues to manufacture and supply all of the products
manufactured at these sites. Proceeds from the divestiture, net of transaction costs and including post closing
adjustments, were $10.5 million. During the nine months ended July 31, 2008, the Company recorded a loss of $0.6
million on the disposal.

The results of the Carolina operations have been reported in discontinued operations in fiscal years 2009 and 2008
while Niagara-Burlington was reported in discontinued operationsin 2008 only.

Because the business in the York Mills facility is being transferred within the existing site network, its results of
operations are included in continuing operations.

The results of discontinued operations for the three and nine months ended July 31, 2009 and 2008 are as follows:

Three months ended July 31, Nine months ended July 31,

2009 2008 2009 2008
$ $ $ $
Revenues - 17 2.6 16.8
Cost of goods sold - 38 34 212
Gross loss - (21 (0.8) 4.9
Selling, general and administrative expenses 0.8 03 25 21
Repositioning expenses - - 3.3 0.2
Operating loss 0.8) (249 (6.6) 6.7)
Asset impairment charge - 1.7 - 1.7
Loss on disposal of discontinued operations - - - 0.6
Loss beforeincome taxes 0.8) (10.2) (6.6) (15.0)
Provision for income taxes - - - 0.1
Net loss for the period (0.8) (10.2) (6.6) (15.1)

As of July 31, 2009 and October 31, 2008, the assets held for sale relate to the Carolina operations. In accordance
with Section 3475 of the CICA handbook, long-lived assets held for sale are measured at the lower of their carrying
amount or fair value less cost to sell. All prior period amounts have been reclassified to conform to the current period
presentation.



Notesto Unaudited Consolidated Financial Statementsfor the Three and Nine Months Ended July 31, 2009
(Dollar information in tabular formis expressed in millions of U.S. dollars)

Assets held for sale:
As of July 31, As at October 31,
2009 2008
$ $
Long-ter m assets
Capital assets 14 19

4, Convertible preferred shares and restricted voting shares

The following table summarizes information on convertible preferred shares, and restricted voting shares and related
matters at July 31, 2009:

Outstanding Exercisable
Class| convertible preferred shares series D 150,000 -
Restricted voting shares 129,167,926 -
Restricted voting share stock options 4,784,580 2,867,645

On March 11, 2009, JLL Patheon Holding, LLC (“JLL") announced by way of press release that it was commencing
its unsolicited offer to acquire any or all of the outstanding restricted voting shares of Patheon that it did not aready
own at a price of US$2.00 per sharein cash (“JLL Offer”)

On July 29, 2009, JLL converted their 150,000 series C convertible preferred shares of Patheon into a total of
38,018,538 restricted voting shares of Patheon, in accordance with the convertible preferred share terms. As of July
31, 2009, with the conversion and shares purchased through the JLL Offer, JLL owned an aggregate of 73,515,946
Patheon restricted voting shares, representing approximately 57% of thetotal restricted voting shares outstanding.

The completion of the agreement with JLL Patheon Holdings, LLC (the “JLL Agreement”) related to convertible
preferred shares (see description of the JLL Agreement in Note 12 of the October 31, 2008 audited financia
statements) in the fourth quarter of 2008 resulted in the full carrying value of the convertible preferred shares being
classified within shareholders’ equity on the Company’'s consolidated balance sheet. The Company had been
recording paid in-kind dividendsto JLL until the date of conversion.

The Company had paid in-kind dividends of $3.8 million and $11.1 million for the three and nine months ended July
31, 2009.

5. Segmented information

The Company has been historically organized and managed as a single business segment as a provider of commercia
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. commercia manufacturing and PDS. These segments are organized
around the service activities provided to the Company's customers.



Notesto Unaudited Consolidated Financial Statementsfor the Three and Nine Months Ended July 31, 2009
(Dollar information in tabular formis expressed in millions of U.S. dollars)

Three months ended July 31, 2009

Commercial PDS Corp. & Other Total
$ $ $ $
Revenues 132.9 315 - 164.4
Adjusted EBITDA 12.1 8.1 (6.7) 135
Depreciation 9.4 13 - 10.7
Capital expenditures 7.6 2.6 2.1 12.3
Three months ended July 31, 2008
Commercial PDS Corp. & Other Total
$ $ $ $
Revenues 157.3 37.7 - 195.0
Adjusted EBITDA 216 139 (20.8) 24.7
Depreciation 104 11 - 115
Capital expenditures 135 1.8 - 15.3

Nine months ended July 31, 2009

Commercial PDS Corp. & Other Total

$ $ $ $
Revenues 385.8 93.2 - 479.0
Adjusted EBITDA 46.9 22.6 (23.0) 46.5
Total assets 637.8 60.4 98.5 796.7
Depreciation 27.1 3.6 - 30.7
Capital expenditures 25.6 5.6 2.2 33.4

Nine months ended July 31, 2008

Commercial PDS Corp. & Other Total

$ $ $ $

Revenues 442.4 102.7 - 545.1
Adjusted EBITDA 534 294 (24.9) 57.9
Total assets 673.2 52.2 87.0 8124
Depreciation 29.8 39 - 337
Capital expenditures 28.2 5.6 0.3 34.1

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 equivaents as well as deferred tax assets are considered to be part of “Corp. and Other” in the breakout
of tota assets shown above. Below is abridge reconciling Adjusted EBITDA to its closest GAAP measure.

10



Notesto Unaudited Consolidated Financial Statementsfor the Three and Nine Months Ended July 31, 2009
(Dollar information in tabular formis expressed in millions of U.S. dollars)

Three months ended July 31,  Nine months ended July 31,

2009 2008 2009 2008
$ $ $ $
Adjusted EBITDA:
Total adjusted EBITDA per above 135 247 46.5 57.9
Depreciation and amortization (10.7) (11.5) (30.7) (33.7)
Repositioning expenses 0.2) (6.7) (1.6) (17.3
Interest expense, net (4.3) (83 (12.49) (4.1
Impairment charge 04 - 0.9
Gain on sale of fixed assets - - - 04
Income taxes (3.5 (17) 6.7) (4.3
Net loss before discontinued operations (5.2) (3.9 (4.9) (2L5)

Thefollowing is asummary of revenues, capital assets and goodwill by geographic region:

Three months ended July 31, 2009

Canada us Europe Other Tota
$ $ $ $ $
Revenues 4.4 78.6 73.9 7.5 164.4
Three months ended July 31, 2008
Canada us Europe Other Tota
$ $ $ $ $
Revenues 8.6 85.4 93.7 7.3 195.0

* Includes Puerto Rico

Nine months ended July 31, 2009

Canada us Europe Other Tota

$ $ $ $ $

Revenues 12.6 234.2 2179 14.3 479.0
Capital assets 116.1 132.7 230.4 - 479.2
Goodwill 3.2 - - - 3.2

Nine months ended July 31, 2008

Canada us Europe Other Tota

$ $ $ $ $

Revenues 185 250.1 261.4 151 5451
Capital assets 117.4 114.0 2475 - 478.9

Goodwill 3.4 - - - 34

* Includes Puerto Rico

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 pertainsislocated.

6. Stock-based compensation

The Company has an incentive stock option plan (the “Plan™). Persons eligible to participate in the Plan are directors,
officers, and key employees of the Company and its subsidiaries or any other person engaged to provide ongoing
management or consulting services to Patheon and its subsidiaries. The Plan provides that the maximum number of
shares that may be issued under the Plan is 7.5% of the sum, at any point in time, of the issued and outstanding
restricted voting shares of the Company and the aggregate number of restricted voting shares issuable upon exercise
of the conversion rights attached to the issued and outstanding Class | Preferred Shares, Series C of the Company. As
of July 31, 2009, the total number of restricted voting shares issuable under the Plan was 9,687,594 of which there are

11



Notesto Unaudited Consolidated Financial Statementsfor the Three and Nine Months Ended July 31, 2009
(Dollar information in tabular formis expressed in millions of U.S. dollars)

stock options outstanding to purchase 4,784,580 shares. The exercise price of restricted voting shares subject to an
option is determined at the time of grant and the price cannot be less than the weighted-average market price of the
restricted voting shares of Patheon on the Toronto Stock Exchange during the two trading days immediately
preceding the grant date. Options generally expire seven to ten years after the grant date and are aso subject to early
expiry in the event of death, resignation, dismissal or retirement of an optionee. Options generally vest over three
years, with one-third vesting on each of the first, second and third anniversaries of the grant date for those vesting
over three years.

For the purposes of calculating the stock-based compensation expense, the fair value of stock options is estimated at
the date of the grant using the Black-Scholes option pricing model and the cost is amortized over the vesting period.
The Company did not grant any options during the three and nine months ended July 31, 2009. During the three and
nine months ended July 31, 2008, the Company granted 357,140 and 3,560,876 options. The weighted average fair
value of the options granted during the three and nine months ended July 31, 2008 was $1.75 and $1.39, respectively.

Stock-based compensation expense recorded in the three and nine months ended July 31, 2009 was less than $0.1
million and $0.9 million, respectively. Stock-based compensation expense recorded in the three and nine months
ended July 31, 2008 was $0.6 million and $2.1 million, respectively.

7. 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

costsin connection with its review of strategic and financial alternatives.

The following is a summary of expenses associated with these initiatives (collectively “repositioning expenses’) for
the three and nine months ended July 31, 2009 and 2008:

Three months ended July 31, 2009 Commercial PDS Corporate Total
$ $ $ $
Total repositioning liabilities at A pril 30, 2009 5.8
Employee-related expenses 0.2 - - 0.2

Consulting, professional and project management costs - - - -
Contract termination costs - - - -

Total expenses 0.2 - - 0.2
Repositioning expenses paid 3.2)
Foreign exchange 1.1

Total repositioning liabilities at July 31, 2009 3.9
Three months ended July 31, 2008 Commercial PDS Corporate Total
$ $ $ $

Total repositioning liabilities at April 30, 2008 5.9
Employee-related expenses 6.7 - 01 6.8
Consulting, professional and project management costs 0.1 - (0.2 (0.1

Total expenses 6.8 - 0.1 6.7
Repositioning expenses paid (3.6)
Foreign exchange

Total repositioning liabilities at July 31, 2008 9.0

12



Notesto Unaudited Consolidated Financial Statementsfor the Three and Nine Months Ended July 31, 2009
(Dollar information in tabular formis expressed in millions of U.S. dollars)

Nine months ended July 31, 2009 Commercial PDS Corporate Total
$ $ $ $
Total repositioning liabilities at October 31, 2008 8.0
Employee-related expenses 46 - - 4.6
Consulting, professional and project management costs 0.3 - - 0.3
Contract termination costs - - - -
Total expenses 49 - - 49
Repositioning expenses paid 9.7)
Foreign exchange 0.7
Total repositioning liabilities at July 31, 2009 3.9
Nine months ended July 31, 2008 Commercial PDS Corporate Total
$ $ $ $
Total repositioning liabilities at October 31, 2007 6.0
Employee-related expenses 117 04 47 16.8
Consulting, professional and project management costs 0.3 - 0.2 0.5
Total expenses 12.0 04 49 17.3
Repositioning expenses paid (14.9)
Foreign exchange 0.1
Total repositioning liabilities at July 31, 2008 9.0

Included in the empl oyee-rel ated expenses within the commercial segment for the nine months ended July 31, 2009 is
$3.3 million of repositioning expenses related to the closure of the Company’s Carolina facility and is presented in
discontinued operations.

8. Other information
Foreign exchange

During the three months ended July 31, 2009, the foreign exchange gain/loss on operating exposures (including losses
from cash flow hedges and the revaluation of all foreign currency denominated working capital) recorded in operating
expenses was a loss of $1.1 million and aloss of $0.1 million for the three months ended July 31, 2008. During the
nine months ended July 31, 2009, the foreign exchange gain/loss on operating exposures recorded in operating
expenses was aloss of $6.6 million and a gain of $3.9 million for the nine months ended July 31, 2008. The Company
also recorded a loss on the revaluation of certain U.S. dollar denominated debt, net of hedging activities, in its
Canadian lega entity of $1.3 million and $4.1 million during the three and nine months ended July 31, 2008,
respectively. As aresult of the completion of the JLL Agreement, in the fourth quarter of 2008, the revaluation of
certain U.S. denominated debt is now reclassified in other comprehensive income (loss) for 2009.

Employee future benefits

The employee future benefit expense in connection with defined benefit pension plans and other post retirement
benefit plans for the three months ended July 31, 2009 and 2008 was $1.7 million and $1.2 million, respectively. For
the nine months ended July 31, 2009 and 2008, the employee and future benefit expense was $4.6 million and $4.0
million, respectively.

9. Financial instruments and risk management

Categories of financial assets and liabilities

Under GAAP, financia 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 financid liabilities. The
Company has also designated certain of its derivatives as effective hedges. The carrying values of the Company’s
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financial instruments, including those held for sale on the consolidated bal ance sheets are classified into the following
categories:

Asof July31, Asof October 31,

2009 2008

$ $

Held for trading @ 28.4 20.2
Loans and receivables @ 128.5 141.6
Other financial liabilities 416.6 3972
Derivatives designated as effective hedges™ - loss (4.1) (157)

(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
methodol ogies; however, 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 $146.6 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 $132.0 million.

During the second quarter of 2009, after construction and validation, the Company recorded a capital |ease obligation
of $7.9 million and a payment of $2.2 million related to customer financed equipment. The capital lease relates to a
customer contract signed for the Swindon site in 2006. The initia lease will be paid down over three years assuming
the customer achieves forecast annual production volumes. The remaining obligation at July 31, 2009, recorded as
long-term debt, was $6.3 million, of which $0.6 million relates to foreign exchange.

As of July 31, 2009 and October 31, 2008, the carrying amount of the financia assets that the Company has pledged
as collateral for itslong-term debt facilities was $70.6 million and $87.7 million, respectively.

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 al relationships between hedging instruments and hedged items, as
well asits risk management objective and strategy for undertaking various hedge transactions.

As of July 31, 2009, the Company’s Canadian operations had entered into foreign exchange forward contracts to sell
an aggregate amount of US$50.7 million. These contracts hedge the Canadian operations’ expected exposure to U.S.
dollar denominated cash flows and mature at the latest on October 27, 2010, at an average exchange rate of $1.1236
Canadian. The mark-to-market value on these financial instruments as of July 31, 2009 was an unrealized gain of $2.1
million, with no income tax impact, which has been recorded in accumulated other comprehensive income (l0ss) in
shareholders’ equity.

As of July 31, 2009, the Company’s U.K. operation’s had entered into foreign exchange forward contracts to sell an
aggregate amount of US$2.6 million. These contracts hedge the Swindon, U.K. operation’s expected exposure to
U.S. dollar cash flows and mature at the latest on October 9, 2009, at an average exchange rate of £0.7066. The mark-
to-market value on these financial instruments as of July 31, 2009 was an unrealized gain of $0.5 million, which has
been recorded in accumulated other comprehensive income (loss) in shareholders’ equity, net of future income tax
expense of $0.1 million.
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As of July 31, 2009, the Company has designated $88.0 million of U.S. dollar denominated debt as a hedge against its
net investment in its subsidiaries in the U.S. 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 al 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 July 31, 2009 was an unrealized loss of $5.1 million, net of deferred income tax benefit of $0.9 million,
which has been recorded in accumulated other comprehensive income (loss) in shareholders’ equity.

Risks arising from financia instruments and risk management

The Company’s activities expose it to avariety of financia 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 financia markets and seeks to minimize potentia 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 exchangerisk

The Company operates in Canada, U.S., Puerto Rico, Itay, France and the U.K. Foreign exchange risk arises because
the amount of the loca 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 U.S. dollars (“translation
exposures’).

The most significant transaction exposures arise in the Canadian operations. The balance sheet of the Canadian
operations includes U.S. dollar denominated debt. The Canadian operations are required to revalue the Canadian
dollar equivalent of the U.S. dollar denominated debt at each period end. This debt is designated as an effective
hedge against the Company’s investments in subsidiaries in the U.S. and Puerto Rico and the related foreign
exchange gains and losses are recorded in other comprehensive income (loss). In addition, approximately 80% of
revenues of the Canadian operations and approximately 20% of its operating expenses are transacted in U.S. dollars.
As aresult, the Company may experience transaction exposures because of volatility in the exchange rate between the
Canadian and U.S. dollar. Based on the Company’s current U.S. denominated net inflows, as of July 31, 2009,
fluctuations of +/-5% would, everything else being equal, have an effect on income (loss) from continuing operations
before income taxes of approximately +/- $1.4 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 earnings. The Company manages this risk by entering into foreign
exchange forward contracts. The U.S. dollar debt exposure is hedged by the Canadian investment in U.S. and Puerto
Rico. As of July 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 60% of its Canadian-U.S. dollar cash flow exposures for
its 2009 fiscal year. With the exception of the hedges against the Company’ s investments in the U.S. and Puerto Rico
noted above, the Company does not currently hedge transation exposures.

Interest raterisk

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 July 31, 2009, $243.5 million of the Company’s total debt portfoliois
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 income (loss) from continuing operations before income taxes of approximately +/-
$2.4 million, prior to hedging activities.
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The objective of the Company’s interest rate management activities is to minimize the volatility of the Company’s
earnings. 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
July 31, 2009, taking the interest rate swap into account, $96.9 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 financia ingtitutions, derivative financia
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 equa to the
carrying value of the financial assets.

The objective of managing counterparty credit risk isto prevent losses in financia assets. The Company assesses the
credit quality of the counterparties, 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 services are provided. As of July 31,
2009, the Company held deposits of $21.0 million.

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 10ss within operating expenses. When areceivable balanceis
considered uncollectible, it is written off against the alowance for accounts receivable. Subsequent recoveries of
amounts previously written off are credited against operating expenses in the income statement.

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

As of July 31,

2009

$

Total accounts receivable 130.1

Less: Allowance for doubtful accounts (1.6)

Total accounts receivable, net 128.5
Of which:

Not overdue 106.3

Past due for more than one day but for not more than three months 20.8

Past due more for than three months but for not more than sixmonths 28

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

Past due for more than one year 02

Less: Allowance for doubtful accounts (1.6)

Total accounts r eceivable, net 128.5

Liquidity risk

Liquidity risk arises through excess of financia obligations over available financia 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. Asof July 31, 2009, the Company was
holding cash and cash equivalents of $28.4 million and had undrawn lines of credit availableto it of $25.6 million.

The contractual maturities of the Company’s financid liabilities were presented in the Company’s consolidated
financia statements for the year ended October 31, 2008.
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10. 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 returnsto its shareholders.

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

As of July 31, 2009 and October 31, 2008, total managed capital was $517.6 million and $456.9 million, respectively,
comprised of: shareholders' equity of $262.7 million and $237.2 million, respectively and cash interest-bearing debt
of $254.9 million and $219.7 million, respectively.

11. Related party transactions

Revenues from companies controlled by a former director and significant shareholder of the Company were in the
amount of $0.2 million and $0.6 million for the three and nine months ended July 31, 2009, respectively. The
revenues were $0.2 million and $0.3 million for the three and nine months ended July 31, 2008, respectively. These
transactions were conducted in the normal course of business and are recorded at the exchanged amount. Accounts
receivable at July 31, 2009 include a balance of $0.2 million resulting from these transactions.

As of July 31, 2009 and 2008, the Company had an investment of $1.5 million and $2.1 million, respectively,
representing an 18% interest in two Italian companies (collectively referred to as “BSP Pharmaceuticals’) whose
largest investor is an officer of the Company. These companies specidize in the manufacturing of cytotoxic
pharmaceutical products. On July 2, 2008 the Company signed a shareholders’ agreement with the other investorsin
BSP Pharmaceuticals. The terms of this agreement provide the Company with significant influence over the strategic
operating, investing and financing policies of BSP Pharmaceuticals. As aresult, the Company is now accounting for
its investment in BSP Pharmaceuticals using the equity method. Accordingly, for the nine months ended July 31,
2009, the Company has recorded an investment loss of $0.7 million.

There were no management fees recorded under a management services agreement with BSP Pharmaceuticas for the
three and nine months ended July 31, 2009, respectively. The management fees were $0.5 million and $1.3 million
for the three and nine months ended July 31, 2008, respectively. Accounts receivable at July 31, 2009 and October
31, 2008 include a balance of $1.6 million and $0.2 million, respectively, in connection with the management services
agreement. These services were conducted in the norma course of business and are recorded a the exchanged
amounts.

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

12. Subsequent events

On August 21, 2009, Lonza Group AG announced that it had submitted a non-binding proposal to acquire dl of the
outstanding Restricted Voting Shares of Patheon at a price of US$3.55 per Restricted Voting Share. Lonza has signed
a confidentidity and standstill agreement with Patheon. In turn, Patheon has also agreed not to negotiate an
acquisition transaction with any party other than Lonza for a period ending September 30, 2009, subject to extension
in certain circumstances. During this period, Lonza will be given additional access to information regarding Patheon
so that it may complete its confirmatory due diligence. The terms of the exclusivity period permit Patheon to respond
to an unsolicited superior acquisition proposal, subject to certain restrictions. The Lonza proposal does not commit
either party to complete any transaction. JLL has publicly stated that it will not enter into negotiations regarding the
Lonza proposa and that JLL is not interested in selling its holding of 57% of Patheon’s Restricted Voting Shares at
thistime. JLL has also stated publicly that it reserves the right to engage in other transactions involving Patheon and
its securitiesin the future.
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On August 27, 2009, JLL filed a third party claim in the action previously commenced by Patheon in the Ontario
Superior Court of Justice against JLL and JLL’s nominee directors to Patheon’s board of directors. The third party
claim names the members of the specia committee of Patheon’s board of directors and Mr. Peter Green, former
Chairman of the Board of Patheon and former special committee member. The third party claim alleges, among other
things, that the third party defendants have exercised their powers in an oppressive manner and have not acted in the
best interests of Patheon.

On September 2, 2009, in the Ontario Superior Court of Justice, an application was brought by Mr. Joaquin Viso and
Mrs. Olga Lizardi under Rule 14.05 of the Rules of Civil Procedure and Section 144 of the Canada Business
Corporations Act, against Patheon Inc., as respondent. The applicants seek, among other relief, an order directing
that the meeting of the shareholders of Patheon, previously requisitioned by the applicants on May 5, 2009 ( see press
releases dated May 7, 2009, May 26, 2009 and July 28, 2009), be held on or before October 30, 2009. In the
alternative, the applicants seek a declaration that the applicants may call, fix the record date for and give notice of the
requisitioned meeting of shareholders.

13. 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.
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