making wellness a predictable outcome

investment highlights

IMI acquires technologies that have undergone initial proof-of-principle tests and develops them
into predictive medicine products that can be used cost effectively as front-line screening tests,
or in combination with other test methods, across large populations.

IMI is uniquely positioned as a leader in the field of predictive medicine, with the
following strengths:

Ll Multiple products developed to meet recognized medical needs in high-potential global
" markets; four products are currently in clinical trials

[l Rapid, painless, minimally invasive and cost-effective tests stratify patients who may be
at risk of serious disease, allowing for earlier treatment and potentially significant savings
to the health care system

[l Strategic relationships with world-leading organizations such as McNeil Consumer
Healthcare; AtheroGenics, Inc.; X-Rite, Incorporated; McMaster University; The Cleveland
Clinic Foundation; University of Texas M.D. Anderson Cancer Center; and National Heart,
Lung and Blood Institute

[ Low-risk, efficient product development strategy and pipeline expected to generate
multiple revenue streams

L1 Competitive edge secured by protecting intellectual property for all products, with multiple
patents issued or pending

L Debt-free, with prudent financial management

With a commitment to innovation, IMI is dedicated
to changing the way medicine is practiced and how
diseases are detected and managed.
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making wellness a predictable outcome

predictive medicine: the next global revolution in health care

IMI is rising to the challenge of predictive medicine by developing innovative tests
that improve early detection of life-threatening diseases, particularly cardiovascular
disease and cancer.

Predictive medicine is about predicting who is at risk for different diseases, which
enables physicians and patients to focus on prevention. By empowering individuals to
take charge of their own health, predictive medicine is proactive health care for the
21st century.

Three drivers point to predictive medicine as an important growth market.

THE COST OF AGING

Around the world, the aging population has spurred dramatic growth in total health
care spending. Aging brings increased incidence of both cardiovascular disease
and cancer, among other diseases.

Faced with escalating expenditures, governments, insurers and consumers are
evaluating and implementing cost-containment strategies. Technologies that are
patient- and user-friendly and that help to reduce health care costs — without
compromising quality of care — represent a significant market opportunity.

INNOVATIVE TECHNOLOGIES

Advances in medicine — and the way disease is diagnosed, monitored and treated —
are accelerating every year, thanks to new tools, technologies, research and a focus
on improving the delivery of health care services.

With innovative technology, IMI is creating more effective, accurate and easy-to-use tools

to screen for the risk of disease right at the point of care, in the doctor’s office, at the
pharmacy, or even right at home. In many cases, this can mean that results are delivered
more rapidly and at a lower cost than traditional methods allow. Improved screening and

monitoring techniques are clearly essential components of managed health care.

Today, people around the world have a heightened awareness of personal wellness
and the vital role of the individual in health maintenance. At the same time, the
aging population is demanding better preventative care that is patient-friendly.
These combined factors are shifting the focus of the medical community to early
detection and expanding the self-testing and home-use market, where the potential
for predictive medicine is significant.
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With a focus on identifying better predictors of disease as well as simpler screening tests, IMI has developed
a product pipeline with significant competitive advantages.

,'1 .

IMI’S EDGE

Our easy-to-use products are gaining acceptance because they are rapid, accurate, non- or minimally invasive
and cost effective. In addition, IMI’s products do not require any dietary restrictions or special preparation,
which enhances usability as well as patient compliance. Many of our tests can be administered in the
doctor’s office, pharmacy or clinic and, eventually, right at home.

Quite simply, IMI is at the forefront of a revolution in the way medicine is practiced. Our leading position

in predictive medicine gives us the opportunity to reduce the economic and health burden of cardiovascular
disease and cancer. It also means that we are poised to generate long-term growth for our shareholders
as the field of predictive medicine continues to evolve.

Saving lives through predictive medicine is within our reach.

1 In2002, 35.6 million Americans were over age 65; this number is expected to

reach (O Million by 2030

0 In 2003, the total estimated annual economic burden of treating
cardiovascular diseases in the U.S. was $3518 billion

1 In 2002, the total estimated annual economic burden of treating cancer

in the U.S. was $1716 billion

7 From 2001 to 2012, overall Nhealthcare spending in the U.S. as a percentage
of national gross domestic product is expected to Jump from 14.1% to 18.1%

" In 2003, there were ./ MIION deatns worldwide from cardiovascular diseases:
this number is €stimated to reach 25 million deaths in 2025

~ U.S. men have a 1 in 2 lifetime probability of developing cancer
o U.S. women have a 1 in 3 lifetime probability of developing cancer

. The U.S. at-home or over-the-counter (0Tc) market for diagnostic testing
is estimated to reach 5.3 DIION 11 2005 up from $2.0 billion in 1999
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making wellness a predictable outcome

strong IMI has identified better predictors of disease and is commercializing better
product methods for testing patients.
pipeline We have established and continue to strengthen the scientific validation for all of our

products. Skin cholesterol has been shown to provide new information about coronary
artery disease (CAD) that is independent of traditional risk factors, such as blood
cholesterol, and to provide a useful index of subclinical, or hidden, cardiovascular disease.
Simply put, skin cholesterol provides a snapshot of the body’s overall accumulation of
cholesterol and offers an important opportunity to identify those who are at a greater
risk of developing coronary artery disease — the number one cause of heart attacks.

INNOVATIVE PRODUCTS

Cholesterol 1,2,3™ is a rapid, non-invasive and painless

test that provides important information about an
individual’s risk for coronary artery disease. IMI’s test
CAD Risk Assessment measures cholesterol in the skin — where 11% of the

Technology body’s cholesterol is found. IMI’s technology generates
a color-change reaction that indicates the amount of
cholesterol in the skin, and accordingly, a patient’s risk
of CAD. Two new test formats are in development.

ColorectAlert is a simple, painless and convenient test that
detects significantly more early-stage colorectal cancers
than fecal occult blood tests (FOBT), the current standard.
No dietary restrictions are imposed prior to the test and

no stool or blood samples are required.

The test identifies a sugar associated with cancer in
a sample of mucus, taken during a routine digital
rectal exam.

LungAlert is designed to become a front-line, cost effective
test to detect early-stage lung cancer. LungAlert specifically
targets smokers to identify individuals most likely to have
early-stage lung cancer. There are no effective screening

LungAlert™

tests currently available for lung cancer.

Completely non-invasive, LungAlert uses a sample of sputum
collected by a physician. No patient preparation is required.

This simple, minimally invasive test for breast cancer
uses a sample of nipple-aspirate fluid. This fluid is derived
from the mammary ducts, where the majority of breast
cancers originate, and expressed at the nipple. Like
IMI’s other cancer tests, no patient preparation or blood
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Our cancer detection tests have also demonstrated strong performance to date in detecting early-stage
colorectal, lung and breast cancers. ColorectAlert™ has been shown to produce five times fewer “false-positive”
results, a recognized problem with existing tests for colorectal cancer. Similarly, studies show that LungAlert™
is a sensitive and specific test for lung cancer that effectively detects early-stage disease. In addition, initial
studies with our breast cancer test demonstrated that it correlates with the presence of cancer.

Our aim is to make wellness a predictable outcome,
for people around the world.

MARKET OPPORTUNITY

o 17 million deaths worldwide

¢ 104 million Americans, 10 million Canadians
at higher risk for heart disease

* 25 million people worldwide take cholesterol-
lowering medications

e U.S. market for cholesterol tests expected
to continue to grow at rate of 15% to 25%
per year for next five years

* 166,000 cases of colorectal cancer
annually in U.S. and Canada

e Second-leading cause of cancer death —
65,000 deaths annually

* More than 90% of cases are curable when
detected early

e Screening every two years recommended for
all people over the age of 50

e Lung cancer is deadliest of all cancers
- 179,000 deaths annually in U.S.
and Canada

* 85% of all lung cancers occur in smokers

* Worldwide, one in three adults over age 15
(1.1 billion people) is a smoker

e 237,000 cases of breast cancer
annually in U.S. and Canada

e Third deadliest cancer — 45,000 deaths
annually

e Approximately 80% of all breast cancers
originate in the breast ducts

STATUS

5,500 patients tested

Cholesterol 1,2,3™ cleared for
sale in Canada, U.S. and Europe

Lab-processed test patent pending;
home test in development

Partnered with McNeil Consumer
Healthcare for all Canadian
markets and insurance lab-testing
markets in U.S. and Mexico

2,000 patients tested
Sample device and test procedure
developed

Studies required for regulatory
approval in key markets

650 patients tested

Sampling and test procedure
being optimized

Participate in Toronto site of
International Early Lung Cancer
Action Program (I-ELCAP),

a global study where 1,000
people will be tested

100 samples tested

GOALS FOR 2004

Achieve marketing agreement
with partner for U.S. and Europe

Advance commercialization

Initiate clinical trial for
lab-processed test

Receive Canadian regulatory
clearance for lab-processed test
Advance development of home test

Collaborate with government
agencies and other commercial
partners for major screening
studies

Further expand studies to
international sites

Publish and present key findings

Expand clinical data through
new, larger studies leading
to publications

Plan pivotal study
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message to shareholders

PREVU* Coronary Heart
Disease Prediction Test

b

Cholesterol 1,2,3™ LungAlert™

represent a strong platform for long-term,

sustainable value creation. With a solid financial position and prudent management,
IMI is poised to advance its long-term strategic plan — the commercialization of
multiple products united by the single vision of predictive medicine.”

IMI’s journey began in 1993 with a bold vision for health
care, one that would enable people to assess their risk of
serious diseases with inexpensive, simple and non-invasive
screening tests.

Today, we have pioneered a new approach to screening for
cardiovascular disease, with what we believe to be the
world’s first non-invasive skin cholesterol test. At the same
time, we are building the scientific foundation for mucus-
based cancer screening, with products designed to be
front-line tests used for screening millions of people.

Fiscal 2003 was a year of growth for IMI, during which
we demonstrated steady progress towards our strategic
goals and our guiding mission — to make wellness a
predictable outcome.

Bringing our skin cholesterol test, (which is branded in
Canada by McNeil Consumer Healthcare as PREVU* Coronary

DR. BRENT NORTON

— DR. BRENT NORTON, President and Chief Executive Officer

Heart Disease Predictor), to the world’s major markets
continued to be a primary focus. McNeil, which has licensed
our technology for all markets in Canada and the insurance
testing market in the U.S. and Mexico, took steps in late
2003 to market our product, starting with an education
and awareness-building phase for its customers.

To help ensure the broad market appeal and long-term
commercial success of our cardiovascular franchise, we also
advanced the development of two new test formats. The first,
a lab-processed test known as the PREVU* Coronary Heart
Disease Prediction Test, samples skin cells from the palm of
the hand using a specially designed applicator with medical
grade adhesive, which is then sent to a laboratory where the
surface is assessed for skin cholesterol. This test, which is
patent pending, is nearing the production stage. The second
new format is a consumer test that is designed primarily for
home use.

A strong pipeline with multiple products is key to our overall
strategy of building a leading predictive medicine company.
Another fundamental component of our growth plan is the
expansion of our global network of commercial partners.
Negotiating licensing agreements for our skin cholesterol test
in the U.S. and European markets in 2004 is a top priority.
Our objective — with all of our products — is to develop an
international reach to maximize our opportunities for success.

Fiscal 2003 was also notable in that we strengthened the
scientific validation of all of our products:

e Data from the Multi-Ethnic Study on Atherosclerosis (MESA)
showed IMI’s skin test can help to identify subclinical,
or hidden, heart disease.

e Qur pivotal skin cholesterol study, which was published
in December in the leading international medical journal
Atherosclerosis, demonstrated skin cholesterol to be an
independent risk factor for coronary artery disease that
provides new information about cardiovascular disease risk.



e Positive study results for all three of IMI’s cancer detection
tests showed continued performance in detecting early-
stage colorectal, lung and breast cancers.

We are working to expand our clinical program in 2004,
particularly with more international studies. Our most
recent research collaborations include AtheroGenics, Inc.,
a pharmaceutical company focused on the discovery,
development and commercialization of novel anti-inflammatory
drugs, including one for the treatment of atherosclerosis.
Cholesterol 1,2,3™ was added to AtheroGenics’ Aggressive
Reduction of Inflammation Stops Events (ARISE) trial, which
is being conducted at up to 180 sites around the world. We
are also participating in the International Early Lung Cancer
Action Program (I-ELCAP), a large, international study
sponsored by the National Cancer Institute. LungAlert™
has been integrated into a substudy at the lead Canadian
I-ELCAP site, the Princess Margaret Hospital /University
Health Network in Toronto.

Looking ahead at 2004, we are positioned to take
significant steps forward with our lead product for
coronary heart disease. Working with our partner, McNeil
Consumer Healthcare, we are intent on developing a
strong brand and, over time, a leading market position.

At the same time, IMI’s pipeline of cancer products is
attracting attention in the international medical community.

In May 2004, a scientific abstract featuring LungAlert™ will be
presented at the American Thoracic Society (ATS) International
Conference, which is the premier global forum for physicians.
The data to be delivered further supports the usefulness of
LungAlert™ as an initial screening test to identify early-stage
cancer in high-risk subjects.

As we continue to achieve success, we are confident that our
strategy will realize our objective of making IMI a leader in pre-
dictive medicine. We are transitioning to commercialization with
our lead product and, with a growing body of supportive scientific
data, are increasingly well positioned in our target markets.

The mounting interest of the scientific community in IMI’s work confirms the importance and potential of our products.
The recognition we are gaining enhances our efforts to build new research as well as marketing partnerships. Our clinical
successes, as well as the tone of our discussions with potential partners, suggest a growing awareness of the merits

of predictive medicine and support for IMI’s approach to screening for disease.

As we collect more data and broaden our relationships, we
are heightening global awareness of IMI’s cardiovascular and
cancer franchises and innovative approach to screening. Over
the past year, our investigators have been invited to present
at a number of high-profile forums, including the American
Heart Association (AHA) and the American Association for
Cancer Research (AACR). Through these avenues we are
directly addressing the most prominent international thought
leaders in their respective fields and creating opportunities
for multiple business development and value-driving initiatives.

At the corporate level, we achieved ISO certification, which
confirms that IMI meets the highest international standards
for quality control and customer service. ISO is now a
regulatory requirement in Canada and Europe for new product
license submissions, so certification opens the door for
our products as they become ready for market clearance.

We also expanded awareness of IMI as an investment
opportunity, with our listing on the American Stock Exchange
under the symbol IME. There is strong interest in the U.S.
for predictive medicine products, and we have established

a foothold in this important market.

On behalf of the IMI team, | would like to express my
appreciation to our shareholders for their continuing
confidence and support. We are committed to moving
this company forward in a way that maximizes share-
holder value. We look forward to keeping you updated
on our progress.

IMI is on the leading edge of a revolution in medical
technology that increasingly is accepted by the mainstream
medical community. | am personally very proud of all that
we have accomplished, and am more convinced than ever
that IMI is positioned to become a long-term success story.

Sincerely,

~

BRENT NORTON, MD, MBA
President and Chief Executive Officer
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IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

management’s discussion and analysis
of financial condition and operating results

The following discussion and analysis should be read in
conjunction with the audited financial statements and notes
thereto for the years ended December 31, 2003 and 2002
and the 11-month period ended December 31, 2001, which
have been prepared in accordance with Canadian generally
accepted accounting principles. Some of the statements
contained in this Management’s Discussion and Analysis
of Financial Condition and Operating Results constitute
forward-looking statements. These statements relate to future
events or to the Company’s future financial performance
and involve known and unknown risks, uncertainties and
other factors that may cause the Company’s actual results,
levels of activity, performance or achievements to be
materially different from any future results, levels of activity,
performance or achievements expressed or implied by

such forward-looking statements.

OVERVIEW

IMI International Medical Innovations Inc. (the “Company”)

is a predictive medicine company that develops and
commercializes rapid, non-invasive tests for the early detection
of life-threatening diseases, particularly cardiovascular
disease and cancer. To date, the Company has developed
and/or acquired several technologies, including a test to
measure skin cholesterol (Cholesterol 1,2,3™), as well

as the technologies for tests to detect the presence of a
carbohydrate marker intended for use in colorectal, lung and
other cancers. In addition, the Company has patents pending
for color measurement in biological reactions and has a

right of first refusal on certain cancer-related technologies

in the predictive medicine field.

The Company identifies proprietary technologies that have
demonstrated some clinical efficacy in human testing and
then completes the final development in preparation for
clinical trials. The Company seeks marketing and sales
partnerships with multinational diagnostic, pharmaceutical
and consumer goods companies to distribute its products.

From its inception on November 9, 1992 through
December 31, 2003, the Company has incurred losses
totaling $17,655,000 and has earned no significant
revenues to date. However, the Company believes
substantial revenues and profits will be generated in

the future following additional regulatory approvals and
commercialization of the technologies.

In December 2001, the Company changed its year end from
January 31 to December 31. This change resulted in an
11-month fiscal year ended December 31, 2001.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The Company prepares its consolidated financial statements
in accordance with Canadian generally accepted accounting
principles (“Canadian GAAP”) consistently applied.

A reconciliation of amounts presented in accordance with
United States generally accepted accounting principles
(“U.S. GAAP”) is described in note 8 to the consolidated
financial statements as at and for the year ended
December 31, 2003. The Company’s critical accounting
policies include the use of estimates, revenue recognition,
the recording of research and development expenses,

the useful lives of acquired technology and the recovery

of tax credits.

Use of Estimates In preparing the consolidated financial
statements, the Company is required to make estimates and
assumptions that affect the recorded amounts of assets and
liabilities, the disclosure of contingent assets and liabilities
as at the date of the consolidated financial statements and
the reported amounts of expenses and recoveries during the
reporting periods. The actual results could differ materially
from these estimates. Significant estimates made by
management include stock option valuation assumptions,
achievement of milestones for stock options, valuation of
acquired technologies, useful lives of long-lived assets,
contingency provisions and accruals for clinical trials in
process based on percentage completion.

Revenue Recognition The Company recognizes the receipt
of lump sum license fees over the terms of the related license.

Research and Development Expenses Research and
development expenditures are charged to expenses as they
are incurred, unless management believes a development
cost meets the generally accepted criteria for deferral.

Stock Option Valuation Performance stock options vest
immediately upon the achievement of certain milestones as
determined by the Board of Directors at the time of issuance.
The performance stock option milestones include criteria
measured by product-related goals, such as completion of
successful clinical trials, and corporate goals, such as the
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management’s discussion and analysis of
financial condition and operating results

completion of a private placement. Compensation expense for
performance stock options is recorded when it is determined
that achievement of the milestone is likely. In determining if
achievement of the milestone is likely, management performs
a review of the appropriate performance indicators at each
reporting date. If it is determined that achievement of the
milestone is likely, compensation expense is determined
using the fair value method. The assumptions used are
consistent with those described in note 8(g) of the consolidated
financial statements. As the Company has prospectively
adopted The Canadian Institute of Chartered Accountants’
(“CICA”) Handbook Section 3870, “Stock-Based Compensation
and Other Stock-Based Payments” (“Section 3870") effective
January 1, 2003, only performance stock options granted in
2003 will have an impact on the 2003 consolidated financial
statements. During 2003, the Company did not grant any
performance stock options. However, performance options
granted prior to January 1, 2003 are recorded as compensation
expense for U.S. GAAP purposes. Management expects that
the achievement of certain milestones will have a material
impact on future U.S. GAAP net income.

Acquired Technology Significant patents and technology
acquired by the Company are recorded at acquisition cost
and are amortized on a declining balance basis at 20%
per year. Management reviews the value of unamortized
technology costs annually by comparing the value to the
future potential revenues or benefits. Management reviews
the results of clinical trials and projected product revenues
and if there should be a permanent impairment of the value,
management will write down the value in the current year.
As at December 31, 2003, the acquired technology was
valued at $454,000 which relates to the Company’s
cholesterol and cancer initiatives.

Tax Credits Recoveries of investment tax credits earned
as a result of incurring qualified scientific research and
experimental development expenses are recorded when the
amounts are readily determinable and where there is a
reasonable expectation of receipt. As a result, the Company
recognizes provincial refundable tax credits in the year the
expenditures are incurred, but federal tax credits can only
be applied against future tax liabilities. In recording the
benefit of the tax credits, management records the amount
they believe to be recoverable, which could differ from the
amount ultimately received.

NEW ACCOUNTING POLICIES

In 2002, options and other equity instruments issued to non-
employees and direct awards of stock granted to employees

were accounted for using the fair value method of accounting.

On January 1, 2003 the Company prospectively adopted

the recommendations in CICA Section 3870. The new
recommendations are generally applicable only to awards
granted after the date of adoption. Section 3870 requires
that options issued to employees are accounted for using the
fair value method of accounting. For stock options awarded
to employees prior to January 1, 2003, pro forma disclosure
of net loss and net loss per share is provided as if these
awards were accounted for using the fair value method.
Consideration paid on the exercise of stock options and
warrants is credited to share capital.

Effective January 1, 2003, the Company adopted the
guidelines relating to the disclosure by a guarantor in its
financial statements about obligations under certain types
of guarantees that it has issued as required by the CICA
Accounting Guideline No. 14, “Disclosure of Guarantees.”
The adoption of this pronouncement had no effect on the
Company’s financial statements.

During 2003, the CICA issued Accounting Guideline No. 15,
“Consolidation of Variable Interest Entities” (“AcG-15").
AcG-15 sets out the criteria for identifying variable interest
entities and criteria for determining what entity, if any, should
consolidate them. The Company will adopt the disclosure
requirements of AcG-15 effective January 1, 2004 and is
currently reviewing the impact of the guideline.

Effective January 1, 2004, the Company will adopt CICA
Handbook Section 3063, “Impairment of Long-Lived Assets,”
that was issued during 2003. Adopting this section will
impact the recognition, measurement and disclosure of the
impairment of long-lived assets on a prospective basis. A
loss is recognized on a long-lived asset held for use when its
carrying value exceeds the undiscounted cash flows from its
use and disposition. The amount of the loss is determined
by deducting the asset’s fair value (based on discounted
cash flows) from its carrying value. Previously, the loss was
determined by deducting the asset’s net recoverable value
(based on undiscounted cash flows) from its carrying value.
The Company has reviewed its policies and determined
that there is no impact as a result of the Company adopting
this section.
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management’s discussion and analysis of
financial condition and operating results

OPERATING RESULTS
Annual Financial Information The following selected financial information has been derived from the audited consolidated

financial statements of the Company for the years ended December 31, 2003 and 2002 and the 11-month period ended
December 31, 2001.

FISCAL FISCAL 11-MONTH
YEAR ENDED YEAR ENDED PERIOD ENDED
DECEMBER 31, DECEMBER 31, DECEMBER 31,
2003 2002 2001*
$ $ $
Operating Results
Net sales nil nil nil
Investment tax credits 223,146 189,908 131,000
Interest income 275,322 257,407 386,580
Net loss 4,062,711 4,018,262 3,245,206
Net loss per share:
— basic 0.19 0.20 0.17
— diluted basis 0.19 0.20 0.17

AS AT DECEMBER 31,

2003 2002 2001*
$ $ $
Financial Position
Total assets 8,074,027 11,379,383 9,343,958
Long term debt nil nil nil
Shareholders’ Equity
Total shareholders’ equity 7,438,279 10,689,828 8,948,696
Cash dividends declared per share nil nil nil

1 |n 2001, the Company changed its financial year end from January 31 to December 31.

As of the date of this Management’s Discussion and Analysis of Financial Condition and Operating Results, the total issued and
outstanding common shares of the Company was 21,459,052.
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management’s discussion and analysis of
financial condition and operating results

Year Ended December 31, 2003 Compared to 2002 The
consolidated loss for the year ended December 31, 2003
was $4,063,000 ($0.19 per share) compared to $4,018,000
($0.20 per share) for the year ended December 31, 2002,
an increase of $45,000.

Research and development expenditures for fiscal 2003
decreased to $1,919,000, compared to $2,105,000 for fiscal
2002. Clinical trial expenses, which consist principally of fees
paid to third parties, decreased by approximately $330,000
for the year, compared to 2002. This resulted from changes
both in the mix and timing of the trials. The Company is
currently conducting at least 15 clinical trials, but several of
them are subsidized through collaborative arrangements with
third parties, thereby significantly reducing the Company’s
expenses. In addition, several large trials were committed to
near the end of the fiscal year, so most of those expenses
will be incurred in 2004 and beyond. The cost of registering
and maintaining intellectual property decreased to $92,000
compared to $251,000 in 2002 when extra costs to register
new technologies were incurred. In 2002, the Company
adopted the accounting for stock-based compensation for
non-employees and stock granted to employees, using the
fair value method. In 2003, the Company prospectively
adopted the new recommendations to expense stock-based
compensation to employees, rather than waiting until 2004.
The stock-based compensation costs that related to research
and development amounted to a non-cash expense of $189,000
compared to $82,000 for 2002.

General and administration expenses amounted to $2,362,000
for 2003, compared to $2,141,000 for 2002, an increase

of $221,000. Expenses related to registering with the U.S.
Securities and Exchange Commission (SEC) and listing on the
American Stock Exchange (Amex) amounted to approximately
$179,000 for 2003 compared to $260,000 in 2002. The
Company’s shares commenced trading on the Amex in
September 2003. Compensation expense increased by
$99,000 for 2003 compared to 2002, an increase of 14%,
reflecting the addition of one employee plus annual increases.
Cash compensation for directors’ fees, which commenced in
the fourth quarter of 2002, amounted to $61,500 for 2003
compared to $14,750 for 2002. Stock-based compensation
relating to administration resulted in non-cash expenses of
$255,000 compared to $36,000 in 2002.

Amortization expenses for 2003 amounted to $281,000
compared to $219,000 for 2002. Of the fiscal 2003
expense, $167,000 was amortization on capital equipment
and $114,000 was amortization on acquired technologies
($77,000 and $142,000, respectively, in 2002). Additions
of capital equipment during 2003 and 2002 amounted to
$386,000 and $21,000, respectively, and were primarily

in support of clinical trials.

Recoveries of provincial scientific research tax credits (ITCs)
amounted to $223,000 for the year. This includes an accrual
of $180,000 for 2003. In 2002, management recorded

its best estimate of the recovery for the year. In 2003,

the actual recovery for 2002 exceeded management’s
estimate by $43,000.

Interest income for 2003 was $275,000 compared to
$257,000 for 2002, an increase of $18,000 due to higher
average cash balances.

U.S. GAAP
For purposes of U.S. GAAP, the consolidated loss for 2003
was $3,949,000, compared to $4,871,000 for 2002.

The adjustment for stock and stock option compensation
expense for U.S. GAAP, in addition to the Canadian GAAP
expense recognized, amounted to nil in 2003 compared

to $995,000 in 2002 when 206,000 performance-based
options vested. For a detailed reconciliation of consolidated
financial results from Canadian GAAP to U.S. GAAP, refer
to note 8, “Reconciliation of Canadian to U.S. Generally
Accepted Accounting Principles.”

For U.S. GAAP purposes the Company is considered a
development-stage company. Therefore, U.S. GAAP requires
additional information about the financial operations of the
Company. This information is disclosed in note 8(h) to the
consolidated financial statements.

Year Ended December 31, 2002 Compared to 11 Months
Ended December 31, 2001 The consolidated loss for

the year ended December 31, 2002 (“fiscal 2002”) was
$4,018,000 ($0.20 per share) compared to $3,245,000
($0.17 per share) for the 11 months ended December 31,
2001 (“fiscal December 2001”).
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management’s discussion and analysis of
financial condition and operating results

Although the Company received its first revenues in fiscal
2002 in the form of $100,000 in license fees from McNeil
Consumer Healthcare, the payment was recorded as deferred
revenue on the balance sheet and will be amortized over the
remaining term of the agreement (approximately 14.5 years).

Research and development expenditures for fiscal 2002
increased to $2,105,000, compared to $2,047,000 for fiscal
December 2001. Clinical trial expenses, which consist
principally of fees paid to third parties, decreased by
approximately $435,000 for the year, compared to fiscal
December 2001. This resulted from reduced clinical activity
related to Cholesterol 1,2,3™ following the FDA submission
in 2001 (and subsequent clearance in 2002) and the
reallocation of resources to the development of a second
generation, consumer version of the test. Compensation
expense increased by approximately $280,000 during the
period, resulting, in part, from incentive payments related

to achieving regulatory and product development milestones
as well as from an increase in headcount to support the

new consumer skin cholesterol test and the ongoing
development of the cancer program. In addition, on January 1,
2002, the Company adopted the accounting for stock-based
compensation for non-employees and stock granted to
employees, using the fair value method. The stock-based
compensation costs that related to research and development
amounted to a non-cash expense of approximately $57,000
for fiscal 2002. The cost of registering intellectual property
increased by $148,000 over fiscal December 2001 as the
Company continued to solidify its patent position on its
cholesterol and cancer technologies. The Company expects
to continue its research and development program at these
levels for the near future as it develops new products and
expands the clinical applications of its current product lines.

General and administration expenses amounted to
$2,141,000 for fiscal 2002, compared to $1,500,000

for fiscal December 2001, an increase of $641,000.
Professional fees related to the preparation of the U.S. SEC
registration application amounted to approximately $260,000
for fiscal 2002 compared to nil in fiscal December 2001.
SEC registration was cleared subsequent to the year end,

in March 2003. Other professional fees, including consulting
and legal expenses related to the completion of a marketing
agreement, increased by $86,000 for the year. Shareholder
communications and investor relations costs increased by
$67,000 over fiscal December 2001 in support of developing
an awareness for the Company in the U.S. Compensation
expense increased by $157,000 for fiscal 2002 compared
to fiscal December 2001 resulting from the addition of one
employee and from employee incentive payments for the
achievement of milestones. The adoption of stock-based
compensation in fiscal 2002 applied to the Employee Share
Purchase Plan and resulted in a non-cash expense of
$36,000 for the year.

Amortization expenses for fiscal 2002 amounted to $219,000
compared to $215,000 for the 11 months in fiscal December
2001. Of the fiscal 2002 expense, $77,000 was amortization
on capital equipment and $142,000 was amortization on
acquired technologies ($89,000 and $126,000, respectively,
in fiscal December 2001). Additions of capital equipment
during fiscal 2002 and fiscal December 2001 amounted to
$21,000 and $190,000, respectively.

Recoveries of provincial scientific research tax credits (ITCs)
amounted to $190,000 for the year. This includes an accrual
of $140,000 for fiscal 2002. In 2001, management recorded
its best estimate of the recovery for the year. In 2002, the
actual recovery for 2001 exceeded management’s estimate
by $50,000.

Interest income decreased from $387,000 in fiscal December
2001 to $257,000 in fiscal 2002. In spite of an increase in
invested cash, a continuing decline in market interest rates

in fiscal 2002 resulted in a lower return on investments.



IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

management’s discussion and analysis of
financial condition and operating results

U.S. GAAP

For purposes of U.S. GAAP, the consolidated loss for fiscal
2002 was $4,871,000, compared to $4,163,000 for
fiscal December 2001. For fiscal 2002, acquired technology
expense was nil compared to $687,000 for fiscal December
2001 which resulted from the purchase of technologies
related to the Company’s research activities in the area of
cancer detection. It was expensed at the time of acquisition
in fiscal December 2001 for U.S. GAAP but capitalized under
Canadian GAAP and amortized over its expected useful life.

The adjustment for stock and stock option compensation
expense for U.S. GAAP, in addition to the Canadian GAAP
expense recoghized, amounted to $995,000 for fiscal 2002.
This included $931,000 relating to 206,350 employee
performance stock options that vested during the period.
The performance criteria that were met included regulatory
clearance of Cholesterol 1,2,3™ and the signing of a marketing
partner for the product. For fiscal December 2001, the stock
and stock option compensation expense for performance
options amounted to $255,000, based on 94,125 options
that vested. For a detailed reconciliation of consolidated
financial results from Canadian GAAP to U.S. GAAP, refer

to note 8, “Reconciliation of Canadian to U.S. Generally
Accepted Accounting Principles.”

LIQUIDITY AND CAPITAL RESOURCES

As at December 31, 2003 the Company had cash, cash
equivalents and short-term investments totaling $6,697,000
($10,112,000 as at December 31, 2002). The Company
invests its funds in short-term financial instruments and
marketable securities. During fiscal 2003, the Company
received $238,070 from the exercise of options, which were
previously granted pursuant to the Company’s stock option
plan. Cash used to fund the operating activities during the
year amounted to $3,396,000 compared to $3,550,000 in
2002. The Company has no long-term debt.

Total assets decreased by $3,305,000 to $8,074,000 as
at December 31, 2003 from $11,379,000 at December 31,
2002. This resulted primarily from the loss for the year.

The Company’s lease for its office premises expires on
June 30, 2005 and the future minimum annual lease
payments under the lease amount to $78,000 for 2004
and $31,000 for 2005. The Company is currently negotiating
a new lease for the premises.

The Company has certain contractual obligations and commitments related to ongoing clinical trials and research agreements

as follows:
Less than

Total 1 Year 1-2 Years 2-5 Years
$ $ $ $
Clinical trials 982,000 556,000 426,000 —
Research agreements 210,000 120,000 90,000 —
Other 39,000 39,000 — —
Total 1,231,000 715,000 516,000 —

Certain other obligations, totaling up to $360,000, are only payable upon the achievement of specific events.

To date, the Company has financed its activities through the issuance of shares and the recovery of ITCs. The Company believes

that its existing cash resources together with the Investment Tax Credits Receivable of $180,000 will be sufficient to meet its

current operating and capital requirements until fiscal 2005 and that no additional funds would be required to support ongoing

product development, research and clinical trials. However, the Company’s future capital requirements will depend on many

factors, including continued progress in diagnostic development programs, pre-clinical and clinical evaluation, time and expense

associated with regulatory filings, prosecuting and enforcing its patent claims, and costs associated with obtaining regulatory

approvals. In order to commercialize its products, the Company plans to extend the out-licensing of the sales and marketing

rights to its products.
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IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

management’s discussion and analysis of
financial condition and operating results

QUARTERLY FINANCIAL INFORMATION

The following is a summary of unaudited quarterly financial information for the years ended December 31, 2003 and 2002.

FIRST QUARTER

SECOND QUARTER

THIRD QUARTER

FOURTH QUARTER

ENDING ENDING ENDING ENDING YEAR ENDED
MARCH 31, JUNE 30, SEPTEMBER 30, DECEMBER 31, DECEMBER 31,
2003 2003 2003 2003 2003
$ $ $ $ $
2003

Net sales nil nil nil nil nil
Investment tax credits 38,000 77,583 56,634 50,929 223,146
Interest income 67,207 71,202 50,108 86,805 275,322
Net loss 811,162 832,574 992,174 1,426,801 4,062,711

Net loss per share®:
— basic 0.04 0.04 0.05 0.06 0.19
— diluted basis 0.04 0.04 0.05 0.06 0.19

FIRST QUARTER SECOND QUARTER THIRD QUARTER FOURTH QUARTER
ENDING ENDING ENDING ENDING YEAR ENDED
MARCH 31, JUNE 30, SEPTEMBER 30, DECEMBER 31, DECEMBER 31,
2002 2002 2002 2002 2002
$ $ $ $ $
2002

Net sales nil nil nil nil nil
Investment tax credits 20,000 79,908 45,000 45,000 189,908
Interest income 47,122 54,743 84,753 70,789 257,407
Net loss 799,121 1,192,876 1,089,167 937,098 4,018,262

Net loss per share*:
— basic 0.04 0.06 0.05 0.05 0.20
— diluted basis 0.04 0.06 0.05 0.05 0.20

1 Net loss per share has been calculated on the basis of net loss for the period divided by the weighted average number of common shares outstanding during the period. The
weighted average number of common shares outstanding for the year ended December 31, 2003 was 20,967,677 (December 31, 2002: 20,406,733).



IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

management’s discussion and analysis of
financial condition and operating results

RESEARCH AND DEVELOPMENT

In 2003, the Company spent $1,919,000 on Company-sponsored research and development activities, compared to $2,105,000
and $2,047,000 in 2002 and the 11 months ended December 31, 2001, respectively. Below is a summary of the Company’s
products and the related stages of development for each product in clinical development. This summary contains forward-looking

statements regarding timing of completion of product development phases. The actual timing of completion of those phases

could differ materially from the estimates provided in the table.

PRODUCT

DESCRIPTION

PHASE OF DEVELOPMENT

CORONARY ARTERY DISEASE (CAD) RISK ASSESSMENT TE OLOGY

Cholesterol 1,2,3™

Lab-Processed Test

Consumer (Home) Test

Point of care skin cholesterol

test that provides information

about an individual’s risk of
coronary artery disease

Lab-processed skin
cholesterol test

Consumer version of the
skin cholesterol test

Regulatory clearance
in Canada, U.S. and Europe

Prototype completed;
patent pendng

Prototype completed

2003 EXPENSES

NEXT PHASE FOR 2004

Clinical trials for additional
regulatory claims;
commercial launch

Clinical trials; regulatory
clearance; commercial
launch in select markets

Validation and
clinical trials

Total expenditures on CAD Risk Assessment Technology: $860,000
CANCER PRODUCTS
ColorectAlert™ VLS EEE 1 2,000 patients tested Additional cinical
early detection of o : $327,000 trials required for
and Colopath™ in clinical trials
colorectal cancer regulatory clearance
Soutum test fi | Optimization of procedures; Expand clinical trial
LungAlert™ PUTUM test for early 650 patients tested in $228,000 sites globally; publish
detection of lung cancer - - Lo
clinical trials scientific papers
1 i i -
Aspirate test for early 00 patlgnts test.ed. n . Expand clinical
Breast Cancer ) clinical trials; optimization $45,000 )
detection of breast cancer trials
of procedures
Urine/serum test No further
Prostate Cancer ine/seru Development $68,000 »

for prostate cancer

discontinued

development
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IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

management’s discussion and analysis of
financial condition and operating results

FACTORS THAT COULD AFFECT FUTURE RESULTS

This report contains forward-looking statements. Such
statements are based on management’s current expectations
and are subject to a number of factors and uncertainties that
could cause actual results or outcomes to differ materially from
those described in such forward-looking statements. These
statements address, or may address, the following subjects:

Interest Rates and Foreign Exchange The Company is
exposed to financial market risks such as interest rates and
foreign exchange fluctuations. The Company’s cash is invested
in shortterm, high-grade securities with varying maturities.
Since the Company’s intention is to hold these securities to
maturity, adverse changes in interest rates would not have

a material effect on the Company’s results of operations.

The Company makes commitments with foreign suppliers for
clinical trials and other services. Adverse changes in foreign
exchange rates could increase the costs of these services
to the Company.

Personnel The Company’s ability to develop products
depends, to a great extent, on its ability to attract and retain
highly qualified personnel. The Company is highly dependent
on the principal members of its management and scientific
staff and the loss of their services might impede the
development objectives. To date, the Company has not
experienced a high rate of employee turnover.

Product Development The Company does not undertake
basic research, but in-licenses the rights to technologies that
have demonstrated some clinical efficacy in human testing
and then completes product development in preparation for
clinical trials. There are numerous uncertainties involved in
product performance and clinical testing and there can be
no assurance that the Company’s ongoing development and
clinical trial activities will provide positive outcomes.

Supply and Manufacture The Company relies on third
parties to manufacture and formulate some of its products
for clinical trials and for eventual commercial sale. The
Company has not experienced any material problems, such
as disruptions of supply, with these manufacturers to date.
If the Company is not able to continue to obtain materials
in a timely fashion, the progress of the Company’s clinical
trials and product sales could be negatively impacted.

Government Regulations Securing regulatory clearances
for the marketing of medical devices from the Health
Protection Branch (HPB) in Canada and the Food and

Drug Administration (FDA) in the U.S. can be a long and
expensive process which can delay product development.
No assurances can be provided that any future human
trials, if undertaken, will yield favourable results, or that
regulatory clearance will be granted at all. As at the date
hereof, the Company has received regulatory clearance in
Canada, the U.S. and Europe for Cholesterol 1,2,3™,

Volatility of Share Price The common shares of the
Company are speculative securities and are subject to
volatility. There can be no assurance that an active trading
market for the common shares will be sustained or

that the trading price of the common shares will not be
subject to significant fluctuations.

For further information, refer to the more specific factors
and uncertainties discussed in the Company’s reports and
documents as filed from time to time with the Securities
and Exchange Commission (SEC) and the Ontario Securities
Commission (OSC) under the heading “Risk Factors,” as
these factors could cause actual results to differ materially
from those described in the forward-looking statements.
Except as required by law, the Company is not under any
obligation, and expressly disclaims any obligation, to update
forward-looking statements. You should carefully consider
the factors set forth in these other reports or documents
that the Company files with the SEC and the OSC. These
documents are available on SEDAR at www.sedar.com and
on the SEC website at www.sec.gov.

Toronto, Canada
April 30, 2004



IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

management’s responsibility
for financial reporting

The management of the Company is responsible for the
preparation of the accompanying consolidated financial
statements. These financial statements have been prepared

in accordance with Canadian generally accepted accounting
principles and, where appropriate, include estimates based on
careful judgment. Management has determined these amounts
on a reasonable basis in order to ensure that the financial
statements are presented fairly, in all material respects.
Financial information contained elsewhere in this annual report
is consistent with the consolidated financial statements.

The Company maintains a system of internal accounting
and administrative controls that are designed to provide
reasonable assurance, at a reasonable cost, that the financial
information is accurate and reliable and that the assets are
appropriately accounted for and adequately safeguarded.

The Board of Directors is responsible for ensuring that
management fulfills its responsibilities for financial
reporting and internal control. The Board carries out this
responsibility through an Audit Committee, which includes
three non-management Directors, and meets periodically with
management and the external auditors, Ernst & Young LLP.
The auditors have unrestricted access to the Audit Committee.
The Audit Committee reviews the Company’s quarterly and
annual consolidated financial statements and recommends
their approval by the Board. The Committee also recommends
the appointment of the external auditors who are appointed
at the Company’s annual shareholders’ meeting.

The consolidated financial statements have been audited by
Ernst & Young, on behalf of the shareholders, in accordance
with Canadian generally accepted auditing standards.

o]

Brent Norton
President and CEO

Ron Hosking
Vice President, Finance, and Chief Financial Officer

Toronto, Canada
April 30, 2004

auditors’ report

To the Shareholders of IMI International Medical
Innovations Inc.

We have audited the consolidated balance sheets of

IMI International Medical Innovations Inc. as at
December 31, 2003 and 2002 and the consolidated
statements of loss and deficit and cash flows for the years
ended December 31, 2003 and 2002 and the 11-month
period ended December 31, 2001. These financial statements
are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with Canadian and
United States generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain
reasonable assurance whether the financial statements are
free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant
estimates made by management, as well as evaluating the
overall financial statement presentation.

In our opinion, these consolidated financial statements
present fairly, in all material respects, the financial position
of the Company as at December 31, 2003 and 2002 and

the results of its operations and its cash flows for the years
ended December 31, 2003 and 2002 and the 11-month period
ended December 31, 2001 in accordance with Canadian
generally accepted accounting principles.

As described in note 2 to the consolidated financial
statements, the Company changed its method of accounting
for stock-based compensation in 2003.

W ¢ 74&»7/ AUP

Chartered Accountants

Toronto, Canada
March 5, 2004
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IMI INTERNATIONAL MEDICAL INNOVATIONS INC.
INCORPORATED UNDER THE LAWS OF CANADA

consolidated balance sheets

(In Canadian dollars)

AS AT DECEMBER 31,

2002
$
ASSETS
Current
Cash and cash equivalents 61,625 150,451
Short-term investments 6,635,135 9,961,743
Prepaid expenses and other receivables 340,489 237,591
Investment tax credits receivable 180,000 271,000
Total current assets 7,217,249 10,620,785
Capital assets, net (note 3) 403,205 191,632
Acquired technology, net of accumulated amortization of $693,684
(2002 - $580,291) (note 4(d)(ii)) 453,573 566,966
8,074,027 11,379,383
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current
Accounts payable 139,435 180,303
Accrued liabilities 403,213 409,252
Total current liabilities 542,648 589,555
Deferred revenue (note 6(a)) 93,100 100,000
Total liabilities 635,748 689,555
Commitments (note 6)
Shareholders’ equity
Capital stock (note 4) 24,780,846 23,785,884
Warrants (notes 4(d) and 6(b)(iv)) 312,200 496,000

Deficit (17,654,767) (13,592,056)
Total shareholders’ equity 7,438,279 10,689,828
8,074,027 11,379,383

SEE ACCOMPANYING NOTES

On behalf of the Board:

h

Brent Norton
Director

NF 7R

Stephen A. Wilgar
Director



IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

consolidated statements of loss and deficit

(In Canadian dollars)

YEAR ENDED
DECEMBER 31,

YEAR ENDED
DECEMBER 31,

11-MONTH
PERIOD ENDED
DECEMBER 31,

2002 2001
$ $
EXPENSES

Research and development 1,918,800 2,104,904 2,047,116
General and administration 2,361,602 2,141,207 1,500,434
Amortization 280,777 219,466 215,236
4,561,179 4,465,577 3,762,786

RECOVERIES AND OTHER INCOME
Investment tax credits 223,146 189,908 131,000
Interest 275,322 257,407 386,580
498,468 447,315 517,580
Net loss for the period (4,062,711) (4,018,262) (3,245,206)
Deficit, beginning of period (13,592,056) (9,573,794) (6,328,588)
Deficit, end of period (17,654,767) (13,592,056) (9,573,794)
Basic and diluted loss per share $(0.19) $(0.20) $(0.17)
Weighted average number of common shares outstanding 20,967,677 20,406,733 19,097,390

SEE ACCOMPANYING NOTES
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IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

consolidated statements of cash flows

(In Canadian dollars)

YEAR ENDED
DECEMBER 31,

YEAR ENDED
DECEMBER 31,

11-MONTH
PERIOD ENDED
DECEMBER 31,

2002 2001
$ $
OPERATING ACTIVITIES
Net loss for the period (4,062,711) (4,018,262) (3,245,206)
Add items not involving cash
Amortization 280,777 219,466 215,236
Stock compensation costs included in:
Research and development expense 189,105 81,905 —
General and administration expense 255,112 36,483 —
Loss on sale of capital asset 3,873 — 1,139
(3,333,844) (3,680,408) (3,028,831)
Net change in non-cash working capital balances
related to operations (note 7) (61,870) 130,841 (209,865)
Cash used in operating activities (3,395,714) (3,549,567) (3,238,696)
INVESTING ACTIVITIES
Short-term investments 3,326,608 (2,603,943) 642,836
Purchase of acquired technology (note 4(d)(ii)) — — (381,507)
Purchase of capital assets (385,605) (20,804) (275,492)
Proceeds on sale of capital asset 2,775 — 2,376
Cash provided by (used in) investing activities 2,943,778 (2,624,747) (14,787)
FINANCING ACTIVITIES
Issuance of capital stock, net of issue costs 363,110 5,731,386 1,278,328
Cash provided by financing activities 363,110 5,731,386 1,278,328
Net decrease in cash and cash equivalents during the period (88,826) (442,928) (1,972,155)
Cash and cash equivalents, beginning of period 150,451 593,379 2,565,534
Cash and cash equivalents, end of period 61,625 150,451 593,379
Represented by:
Cash 61,625 148,270 376,190
Cash equivalents — 2,181 217,189
61,625 150,451 593,379

SEE ACCOMPANYING NOTES



IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

notes to consolidated financial statements

DECEMBER 31, 2003 (In Canadian dollars, unless otherwise noted)

1. NATURE OF THE COMPANY AND BASIS
OF PRESENTATION

IMI International Medical Innovations Inc. (the “Company”)
operates in a single business segment and is a predictive
medicine company dedicated to developing rapid, non-invasive
tests for the early detection of life-threatening diseases,
particularly cardiovascular disease and cancer. The Company
licenses, develops and initiates the commercialization of
novel medical technologies developed by various research
institutions throughout the world.

The Company currently owns patents for a test used to
measure skin cholesterol and has in-licensed the technologies
for tests to detect the presence of a cancer-specific marker
for use in colorectal, lung and other cancers. In addition, the
Company has patents pending for color measurement in
biological reactions and has a right of first refusal on certain
genomics-related technologies in the predictive medicine field.

In December 2001, the Company changed its fiscal year end
from January 31 to December 31, therefore comparative
consolidated statements of loss and deficit and cash flows are
presented for the 11-month period ended December 31, 2001.

2. SIGNIFICANT ACCOUNTING POLICIES

New pronouncements Effective January 1, 2003, the
Company adopted the guidelines relating to the disclosure by
a guarantor in its financial statements about obligations under
certain types of guarantees that it has issued as required

by The Canadian Institute of Chartered Accountants’ (“CICA”)
Accounting Guideline No. 14, “Disclosure of Guarantees.”

The adoption of this pronouncement had no effect on the
Company’s consolidated financial statements.

Effective January 1, 2004, the Company will adopt CICA
Handbook Section 3063, “Impairment of Long-Lived Assets,”
that was issued during 2003. Adopting this section will
impact the recognition, measurement and disclosure of the
impairment of long-lived assets on a prospective basis. A loss
is recognized on a long-lived asset held for use when its
carrying value exceeds the undiscounted cash flows from its
use and disposition. The amount of the loss is determined
by deducting the asset’s fair value (based on discounted
cash flows) from its carrying value. Previously, the loss was
determined by deducting the asset’s net recoverable value
(based on undiscounted cash flows) from its carrying value. The

Company has reviewed its policies and determined that there
is no impact as a result of the Company adopting this section.

During 2003, the CICA issued Accounting Guideline No. 15,
“Consolidation of Variable Interest Entities” (“AcG-15").
AcG-15 sets out the criteria for identifying variable interest
entities and criteria for determining what entity, if any, should
consolidate them. The Company will adopt the disclosure
requirements of AcG-15 effective January 1, 2004 and is
currently reviewing the impact of the Guideline.

The consolidated financial statements have been prepared

by management in accordance with Canadian generally
accepted accounting principles (“Canadian GAAP”) consistently
applied within the framework of the significant accounting
policies summarized below. With respect to the consolidated
financial statements of the Company, the significant
differences between Canadian and U.S. generally accepted
accounting principles (“U.S. GAAP”) are described and
reconciled in note 8.

Basis of consolidation The accompanying consolidated
financial statements include the accounts of the Company
and its wholly-owned subsidiary, IMI International Medical
Innovations Inc. Berne, incorporated under the laws of
Switzerland. All significant intercompany transactions

and balances have been eliminated upon consolidation.

Revenue recognition License revenue is recognized over
the term of the related license.

Foreign currency translation Foreign operations are
considered integrated and are translated using the temporal
method. Monetary items are translated using the exchange
rate in effect at the period end and non-monetary items are
translated at historical exchange rates. Revenue and expenses
are translated at the average rate for the period except for
amortization of capital assets, which is translated at the
same exchange rates as the assets to which they relate.
Exchange gains or losses are included in the determination
of net loss for the period.

Cash and cash equivalents Cash and cash equivalents
comprise cash on hand and highly liquid investments that are
readily convertible into cash with maturities of less than

90 days when purchased. Cash equivalents at December 31,
2003 were comprised of money market funds with an average
interest rate of 2.6% (2002 - 2.6%).
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IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

notes to consolidated financial statements

DECEMBER 31, 2003 (In Canadian dollars, unless otherwise noted)

Short-term investments Shortterm investments are
carried at the lower of cost and market. Shortterm invest-
ments at December 31, 2003 were comprised of bonds and
bankers’ acceptances with interest rates of approximately
2.6% (2002 - 2.8%). Short-term investments are comprised
of highly liquid investments with maturity periods greater
than 90 days but less than one year when purchased.

Capital assets Capital assets are recorded at acquisition
cost less accumulated amortization.

The Company provides for amortization on a declining balance
basis at rates which are expected to charge operations with
the cost of the assets over their estimated useful lives

as follows:

Computer equipment 30%
Furniture and equipment 20%
Research instrumentation 30%
Laboratory equipment 20%

Leasehold improvements straight-line over the

term of the lease

Acquired technology Patents and technology acquired
by the Company are recorded at acquisition cost and are
amortized on a declining balance basis at 20% per year. The
Company records a write down in acquired technology when
there is a change in circumstances, such as unfavorable
clinical trial results, suggesting an impairment has occurred.

Guarantees Many of the Company’s agreements, specifically
those related to financing, research and development and supply
arrangements, include indemnification provisions where the
Company may be required to make payment to the counterparty.
Such payments relate to personal injury resulting from clinical
trials and from breach of fundamental representation and
warranty terms in the agreements with respect to matters
such as corporate status, title of assets, consents to transfer,
employment matters, litigation and other potential material
liabilities. The maximum potential amount of future payments
that the Company could be required to make under these
indemnification provisions is not reasonably quantifiable

as certain indemnifications are not subject to a monetary
limitation. At December 31, 2003, management believes
there is only a remote possibility that the indemnification
provisions would require any material cash payment.

The Company indemnifies its directors and officers against
any and all claims or losses reasonably incurred in the
performance of their service to the Company to the extent
permitted by law. The Company has acquired and maintains
liability insurance for its directors and officers.

Financial instruments The carrying values of cash and
cash equivalents, short-term investments, other receivables
and accounts payable and accrued liabilities are considered
to approximate their respective fair values due to their
short-term nature.

Research and development and related investment tax
credits Research and development expenditures include
related salaries, subcontractor fees, product development
expenses including patent costs, clinical trials costs and

an allocation of administrative expenses and corporate

costs specifically attributable to research and development.
Research and development excludes any costs associated
with the acquisition of capital assets and acquired technology.
Research and development expenditures are charged to
expenses as incurred unless management believes a develop-
ment cost meets the generally accepted criteria for deferral.
All development costs incurred to date have been expensed.
Advance collaboration funding, which is a reimbursement

for specific expenditures, has been applied against research
and development.

Investment tax credits earned as a result of incurring qualified
scientific research and experimental development expenses
are recorded when the amounts are readily determinable.
The amounts are recorded as follows:

e for capital assets — as a reduction of the cost of the related
asset; and

e for operating expenses — as a recovery within the
consolidated statements of loss and deficit.

Income taxes The Company applies the asset and liability
method of accounting for income taxes. Under this method,
future income tax assets and liabilities are determined based
on differences between the financial reporting and tax bases
of assets and liabilities and are measured using substantively
enacted tax rates and laws that are expected to be in effect
when the differences are expected to reverse. Valuation
allowances are provided if it is more likely than not that
some or all of the future tax assets will not be realized.



IMI INTERNATIONAL MEDICAL INNOVATIONS INC.

notes to consolidated financial statements

DECEMBER 31, 2003 (In Canadian dollars, unless otherwise noted)

Loss per share Loss per share has been calculated on
the basis of net loss for the period divided by the weighted
average number of common shares outstanding during

the period. Diluted loss per share reflects the dilution that
would occur if outstanding stock options and warrants
were exercised or converted into common shares using the
treasury stock method. The inclusion of the Company’s stock
options and warrants in the computation of diluted loss per
share would have an anti-dilutive effect on loss per share.
Therefore, stock options and warrants have been excluded
from the calculation of diluted loss per share. Consequently,
there is no difference between basic loss per share and
diluted loss per share.

Use of estimates The preparation of consolidated financial
statements in conformity with Canadian GAAP requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date

of the consolidated financial statements and the reported
amounts of revenue and expenses during the reporting
periods. Actual results could differ materially from

those estimates.

Stock-based compensation The Company has two
stock-based compensation plans, which are described in
notes 4(e) and (f).

Effective January 1, 2002, stock options and other equity
instruments issued to non-employees and direct awards of
stock granted to employees are accounted for using the fair
value method of accounting. Prior to January 1, 2002, there
was no recognition of stock options and equity instruments
issued to non-employees as it was not prescribed by
Canadian GAAP.

On January 1, 2003, the Company prospectively adopted

the recommendations in CICA Handbook Section 3870,
“Stock-Based Compensation and Other Stock-Based Payments”
(“Section 3870”). The new recommendations are generally
applicable only to awards granted after the date of adoption.

Section 3870 requires that options issued to employees
are accounted for using the fair value method of accounting.
Previously, no compensation expense was recognized for
stock options granted to employees.

For stock options awarded to employees prior to January 1,
2003 but subsequent to January 1, 2002, pro forma disclosure
of net loss and loss per share is provided as if these awards
were accounted for using the fair value method.

Consideration paid on the exercise of stock options and
warrants is credited to capital stock.

The table below presents pro forma net loss and basic
and diluted loss per common share as if stock options
granted to employees between January 1, 2002 and
December 31, 2002 had been determined based on the
fair value method.

Effective January 1, 2002, shares issued to employees

under the share purchase plan are accounted for as direct
awards of stock and are recognized as an expense in the
consolidated statements of loss and deficit (note 4(f)). Shares
issued to employees on the exercise of options in exchange
for non-recourse loans are accounted for as options.

2003 2002

$ $

Net loss as reported (4,062,711) (4,018,262)
Estimated stock-based compensation costs (250,350) (713,589)
Pro forma net loss (4,313,061) (4,731,851)
Pro forma basic and diluted loss per common share $(0.21) $(0.23)

The assumptions used to calculate the estimated stock-based compensation costs are consistent with those used for U.S. GAAP

reporting purposes (note 8(g)).
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3. CAPITAL ASSETS

Capital assets consist of the following:

2003
Accumulated Net book
Cost amortization value
$ $ $
Computer equipment 192,671 111,659 81,012
Furniture and equipment 55,802 38,936 16,866
Research instrumentation 568,753 282,587 286,166
Laboratory equipment 25,456 9,197 16,259
Leasehold improvements 8,705 5,803 2,902
851,387 448,182 403,205

2002
Accumulated Net book
Cost amortization value
$ $ $
Computer equipment 126,402 87,037 39,365
Furniture and equipment 55,802 34,719 21,083
Research instrumentation 284,312 159,944 124,368
Laboratory equipment 7,306 5,133 2,173
Leasehold improvements 8,705 4,062 4,643
482,527 290,895 191,632

4. CAPITAL STOCK

(a) Authorized The authorized capital stock of the Company consists of an unlimited number of common shares, without
nominal or par value, and an unlimited number of preferred shares, issuable in series.
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(b) Issued and outstanding shares

Stated Contributed

Number value surplus Total
COMMON SHARES # $ $ $
Balance, January 31, 2001 18,655,199 16,863,108 71,054 16,934,162
Issued on exercise of warrants (note 4(d)) 753,358 1,147,611 — 1,147,611
Issued under share purchase plan (note 4(f)) 12,087 — — —
Issued on exercise of options (note 4(e)) 144,750 130,717 — 130,717
Balance, December 31, 2001 19,565,394 18,141,436 71,054 18,212,490
Issued on exercise of warrants 4,202 25,000 — 25,000
Expiry of warrants — — 5,000 5,000
Issued pursuant to private placement (note 4(c)) 1,200,000 5,282,196 — 5,282,196
Issuance of stock options (hote 4(e)) — — 43,234 43,234
Issued under share purchase plan (note 4(f)) 9,764 47,219 — 47,219
Issued on exercise of options (note 4(e)) 377,600 425,790 — 425,790
Share purchase loans (note 4(e)) (375,000) (255,045) — (255,045)
Balance, December 31, 2002 20,781,960 23,666,596 119,288 23,785,884
Expiry of warrants — — 191,000 191,000
Issuance of stock options (note 4(e)) — — 413,705 413,705
Issued under share purchase plan (note 4(f)) 8,942 27,147 — 27,147
Issued on exercise of options (note 4(e)) 290,000 238,070 — 238,070
Repayment of share purchase loans (note 4(e)) 180,000 125,040 — 125,040
Balance, December 31, 2003 21,260,902 24,056,853 723,993 24,780,846

(c) Private placement

(i) Year ended December 31, 2002 transactions

During the year ended December 31, 2002, the Company
issued, by way of private placement, 1,200,000 common
shares at a price of $5.00 per common share for gross
proceeds of $6,000,000 less issue costs of $529,404
(net $5,470,596).

In connection with this offering, the Company granted to

the agent compensation warrants to purchase up to 120,000
common shares at an exercise price of $5.50 per share,
exercisable at any time on or before April 2, 2003. The fair
value of the warrants at the date of grant was estimated as
$188,400, using the Black-Scholes option pricing model.

The assumptions used to calculate the fair value of the
warrants are as follows: expected volatility of 49%, risk-free
interest rate of 3.42%, and expected warrant life of one

year. The warrants expired unexercised on April 2, 2003.

(d) Warrants

(i) Year ended December 31, 2003 transactions

During the year ended December 31, 2003, the Company

issued 10,000 warrants, pursuant to a research collaboration
agreement dated October 31, 2000, at an estimated fair value
of $7,200. Under the terms of the agreement, the Company
granted warrants to purchase up to 50,000 common shares
at an exercise price of $4.50, such warrants to be issued

in annual increments of 10,000 warrants exercisable
immediately and expiring in one year. During each of the
year ended December 31, 2002 and the 11-month period
ended December 31, 2001, the Company issued 10,000

of these warrants, which expired unexercised on October 31,
2003 and October 31, 2002, respectively.

For valuation purposes, the Company has applied the
Black-Scholes option pricing model to determine the
estimated fair value of the warrants. The assumptions used
to calculate the fair value of the warrants are as follows:
expected volatility of 42%, risk-free interest rate of 3.06%,
and expected warrant life of one year.
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The Company provided loans to two of its executive officers
during the year ended December 31, 2002, totaling $165,000,
one executive officer during the 11-month period ended
December 31, 2001 ($60,030) and two executive officers
during the year ended January 31, 1999 ($30,015) in order
to exercise options and warrants. The balance of these loans
at December 31, 2003 was $130,005 (2002 — $255,045).

The loans outstanding as at year end bear interest at 5%,
are payable on demand and are unsecured. Repayments of
$125,040 were received by the Company during the year, and
have been reflected as issuance of capital stock within the
statement of cash flows. The amount of all loans outstanding
has been deducted from capital stock until such time as

the loans are repaid.

(ii) 21-month period ended December 31, 2001 transactions
During the 11-month period ended December 31, 2001,
pursuant to a license agreement, the Company granted
warrants to purchase up to 75,000 common shares at an
exercise price of $4.50 which have an estimated fair value

of $108,000. The warrants are exercisable as follows:

(a) 37,500 common shares at any time after March 2002 and
prior to March 2004, and (b) 37,500 common shares at any
time after March 2003 and prior to March 2004. Pursuant to
another license agreement, the Company granted warrants

to purchase up to 100,000 common shares at exercise prices
ranging from $3.50 to $4.50, which have an estimated fair
value of $197,000 and expire in 2006. The fair values have
been estimated using the Black-Scholes option pricing model.

The technologies acquired through these license agreements
relate to the ColorectAlert™ License Agreement and to the
Procyon License Agreement (note 6(b)(iii)). Total consideration

DECEMBER 31, 2003

paid for these technologies was $686,507, of which $381,507
was paid in cash and the balance in warrants, with an
estimated fair value of $305,000.

During the 11-month period ended December 31, 2001,
753,358 common shares were issued for total proceeds of
$1,147,611 in connection with options granted during the
years ended January 31, 2001 and 2000 to the agent of
the Company’s private placements and holders of the
purchase warrants.

(e) Options Prior to May 1, 1998, the Company granted
options to its employees, directors and consultants under
a stock option plan, of which none of these options remained
outstanding as at December 31, 2003. Under the new
1998 Stock Option Plan, the Company may issue options
for up to 3,000,000 common shares. As at December 31,
2003, 2,174,135 options had been issued, of which
1,971,785 remain outstanding under this plan and the
remaining 825,865 are eligible to be issued. The exercise
price of each option granted may not be less than the
market price of the Company’s stock at the time of the
grant and no option may have a term exceeding 10 years.

Certain of the options vest over a fixed term and others
vest based on performance upon the achievement of certain
milestones. A summary of the status of the two types of
options is presented below.

Fixed stock options

Fixed stock options vest on an annual basis over a period
of up to five years. A summary of the status of fixed stock
options as at December 31, 2003, 2002 and 2001 and
changes during the years and 11-month period ended on
those dates is presented below:

DECEMBER 31, 2002 DECEMBER 31, 2001

Weighted Weighted Weighted
Number average Number average Number average
of shares exercise price of shares exercise price of shares exercise price
# $ # $ # $
Outstanding,
beginning of period 1,310,750 3.44 981,750 2.43 829,000 1.70
Granted 559,285 3.43 714,000 3.59 308,750 3.71
Exercised (20,000) 2.65 (377,600) 1.13 (144,750) 0.90
Expired or forfeited (93,000) 3.32 (7,400) 2.02 (11,250) 3.65
Outstanding, end of period 1,757,035 3.45 1,310,750 3.44 981,750 2.43
Options exercisable
at period end 973,700 764,350 829,400
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The following table summarizes information about stock options outstanding at December 31, 2003:

Weighted
Range of average Weighted Weighted
exercise Number remaining average Number average
prices outstanding life exercise price exercisable exercise price
$ # (in years) $ # $
2.15-2.99 755,285 3.43 2.74 376,000 2.66
3.00 - 3.65 248,250 2.16 3.46 212,400 3.47
4.00 - 4.74 733,500 3.47 4.10 381,300 4.19
6.05 - 6.05 20,000 3.43 6.05 4,000 6.05
1,757,035 973,700

Performance stock options

Performance stock options vest immediately upon the
achievement of certain milestones as determined by the
Board of Directors at the time of issuance. Compensation
expense for performance stock options is recorded when

it is determined that achievement of the milestone is likely.
The performance stock option milestones include criteria
measured by product-related goals and corporate goals.
Product-related goals include: product development,
completion of clinical trials, regulatory submissions,

DECEMBER 31, 2003

regulatory approvals, signing of marketing partners and
commercial launch of the Company’s products. The corporate
goals include: successful investor and public relations
activities related to media publications and investor analyst
coverage, as well as financial goals including completion of
financings and government grants.

A summary of the status of performance stock options as
at December 31, 2003, 2002 and 2001 and changes
during the years and 11-month period ended on those dates
is presented below:

DECEMBER 31, 2002 DECEMBER 31, 2001

Weighted Weighted Weighted
Number average Number average Number average
of shares exercise price of shares exercise price of shares exercise price
# $ # $ # $
Outstanding,
beginning of period 487,750 1.96 615,250 1.26 560,000 0.99
Granted — — 85,500 3.91 70,250 3.74
Exercised (270,000) 0.69 — — — —
Expired or forfeited (3,000) 3.55 (213,000) 0.72 (15,000) 3.65
Outstanding, end of period 214,750 3.54 487,750 1.96 615,250 1.26
Options exercisable
at period end 111,275 368,075 133,375
The following table summarizes information about stock options outstanding at December 31, 2003:
Weighted
Range of average Weighted Weighted
exercise Number remaining average Number average
prices outstanding life exercise price exercisable exercise price
$ # (in years) $ # $
2.50 - 3.45 79,750 2.27 2.69 45,975 2.65
4.00 - 4.30 135,000 2.77 4.04 65,300 4.07
214,750 111,275
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(f) Employee share purchase plan As a result of ongoing
interest by its employees and directors to purchase shares of
the Company, the Company implemented a share purchase
plan effective March 22, 1999, as amended. Pursuant to the
terms of the plan, the Company will match the value of the
common shares purchased by its employees or directors by
issuing from treasury an equal number of common shares, up
to a maximum value of the lesser of 50% of the maximum
allowable annual contribution for registered retirement savings

5. INCOME TAXES

plans (being $7,250 as at December 31, 2003) or 9% of the
employee’s annual salary. The maximum number of common
shares which may be issued by the Company pursuant to the
share purchase plan is 350,000. Under the plan, the Company
issued 8,942 common shares to employees and directors
during the year ended December 31, 2003, and 9,764 and
12,087 shares during the year ended December 31, 2002 and
the 11-month period ended December 31, 2001, respectively.

(a) Significant components of the Company’s future tax assets and liabilities are as follows:

2003 2002
$ $

Future tax assets
Federal tax loss carryforwards 1,902,320 1,531,630
Ontario tax loss carryforwards 1,343,618 633,732
Financing and share issue costs 203,430 242,264
SR&ED expenditures 2,169,052 1,365,816
Capital assets 41,876 9,674
Future tax assets before valuation allowance 5,660,296 3,783,116
Valuation allowance (5,660,296) (3,783,116)

Net future tax assets (liabilities)

No net future tax assets have been recognized in the consolidated financial statements as the realization of the net future tax

assets does not meet the more likely than not recognition criteria.

(b) The Company has accumulated tax losses for federal and provincial purposes in Canada. The Company also has unclaimed

federal Canadian scientific research investment tax credits. The losses and investment tax credits can be used to offset future

years’ Canadian taxable income, the benefit of which has not been recorded in the accounts. The approximate tax losses and

investment tax credits expire as follows:

Investment

Federal Ontario tax credits

$ $ $

2004 — 147,000 —
2005 351,000 767,000 —
2006 832,000 989,000 —
2007 1,062,000 1,340,000 —
2008 1,562,000 1,562,000 —
2009 2,731,000 2,731,000 —
2010 2,061,000 2,061,000 —
2011 — — —
2012 — — 898,625
2013 — — 396,292
8,599,000 9,597,000 1,294,917
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(c) The Company has available scientific research and
experimental development (SRED) expenditures for income tax
purposes which may be carried forward indefinitely to reduce
future years’ taxable income. The total of such expenditures
accumulated to December 31, 2003 is approximately
$6,005,000. The potential income tax benefits associated with
these expenditures have not been recorded in the accounts.

(d) The Company is entitled to receive provincial investment
tax credits relating to scientific research and experimental
development costs incurred, the benefits of which have been
accrued in the accounts.

6. COMMITMENTS

(a) Commercialization agreement

On May 10, 2002, the Company entered into an agreement
with McNeil Consumer Healthcare (“McNeil”) to market and
distribute the Company’s test for coronary artery disease in
Canada. Pursuant to an amendment to this agreement, dated
December 20, 2002, and upon payment to the Company of
$100,000, McNeil exercised an option to expand its marketing
rights in Canada to include the laboratory field and extend the
territory for the insurance testing market to include the U.S.
and Mexico. The amended agreement provides McNeil with
exclusive rights, in these fields and in this territory, to the
professional skin cholesterol test system and all future
versions which will be jointly developed by McNeil and the
Company. The term of the agreement is 15 years and requires
McNeil to purchase the Company’s skin cholesterol test and to
pay ongoing royalties to the Company on sales, in addition to
a series of financial milestone payments of up to $3,300,000,
which will be based on McNeil’s achievement of specified
annual sales levels of the licensed products. The Company
may terminate this agreement if certain minimum levels of
sales are not met. Since all future royalties and milestone
payments under this agreement are based on sales by
McNeil, which sales have not commenced, the Company

is unable at this time to estimate the aggregate future
payments that could be received under this agreement.

(b) Research and collaboration agreements The Company
has entered into agreements with various clinical sites to
conduct clinical trials on its technologies. The Company is
committed upon the progressive completion of the trials

to make further payments of approximately $982,000.

The Company has acquired or is developing in collaboration
with others a number of technologies which will require the
Company to make payments upon the successful achievement
of certain technological milestones. Additionally, in connection
with the development of the technologies, the Company

has entered into research agreements whereby a minimum
fee will be paid for research and development to be carried
out by other parties. The Company is committed, upon

the successful achievement of future operating performance
milestones, to make further payments of approximately
$609,000 and to issue up to 10,000 purchase warrants at
an exercise price of $4.50 (note 4(d)(i)) to these parties.

(I) Pursuant to agreements (the “ColorectAlert™ License
Agreements”) dated March 27, 1998, May 1, 1998

and October 23, 2001 between the Company and

Dr. A.K.M. Shamsuddin (the “ColorectAlert™ Inventor”), the
Company acquired a license, including the three existing
United States and Japanese patents, for a technology that
detects a carbohydrate marker associated with cancerous
and pre-cancerous conditions (“ColorectAlert™”). Pursuant
to the terms of the agreements, the Company is required
to make payments upon achieving certain research and
development milestones as well as royalty payments
based on revenues from sales of this technology. As at
December 31, 2003, the Company has made milestone
payments under the ColorectAlert™ License Agreements of
approximately $328,000. Future milestone payments, upon
completion of specific milestones, could amount to as much
as $165,000. In addition, the Company granted warrants to
purchase up to 100,000 common shares at exercise prices
ranging from $3.50 to $4.50 per share to the ColorectAlert™
Inventor (note 4(d)(ii)). The agreements do not provide for a
fixed termination date and may only be terminated by the
parties in the event of a material breach by the other party.

(if) On June 19, 2001, the Company entered into an exclusive
agreement with Diagnostic Chemicals Limited (“DCL”) to
manufacture and supply the Company with Cholesterol 1,2,3™
test kits for the U.S. and Canada. The term of the DCL
agreement is five years unless earlier terminated by either
party upon the material breach by the other party or by

the Company within 180 days notice or by DCL within

12 months notice.
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(iii) The Company entered into an agreement with Procyon
Biopharma Inc. (“Procyon”) dated March 19, 2001, as
amended (the “Procyon License Agreement”), whereby

the Company has the right to complete the development,
clinical trials and regulatory submission for the technology
and is entitled to develop, manufacture, market and distribute
the ColoPath™ technology exclusively on a global basis.
Pursuant to the terms of the Procyon License Agreement,

all new patents will be owned by the Company. Procyon is
entitled to payments based on the completion of certain
research and development milestones as well as a royalty
payment based on sales of all mucus-based colorectal cancer
tests. As at December 31, 2003, the Company had made
milestone payments under the Procyon License Agreement
of $125,000. Future milestone payments, upon completion of
specific milestones, could amount to as much as $225,000.
The Procyon License Agreement does not have a fixed
termination date and it may be terminated upon written
agreement of the parties, if the Company has not at that
time engaged in any clinical work or product development in
connection with the research and development of ColorectAlert™
or ColoPath™ or met minimum levels of sales of these
products. In addition, the Company granted to Procyon
warrants to purchase up to 75,000 common shares at an
exercise price of $4.50 per share in connection with this
agreement. These warrants expire on March 19, 2004

(note 4(d)(ii)).

(iv) The Company has a research alliance with McMaster
University (“McMaster”). This research service agreement,
dated October 31, 2000, requires the Company to provide
research and development funding to McMaster in an amount
of $120,000 per year in support of the development of gene-
based cancer products. The Company also has the right under
this agreement for the use of laboratory facilities at McMaster.
As at December 31, 2003, the Company has paid $390,000
to McMaster under this agreement. The Company has granted
or will grant warrants to purchase up to 10,000 shares per
year at an exercise price of $4.50 per share to McMaster
under this agreement. This agreement has a termination date
of October 31, 2005 and may be terminated earlier by the
Company upon six months notice.

(v) The Company entered into an agreement with Dr. S. Hakky
dated August 30, 2000, as amended (the “Hakky License
Agreement”), whereby the Company assumed responsibility
for the development, clinical trials and regulatory submission
for the technology and is entitled to develop, manufacture,
market and distribute this technology exclusively on a
worldwide basis. Further development of the technology was
discontinued in 2003.

(vi) On May 10, 1999, the Company entered into an agreement
with X-Rite, Incorporated (“X-Rite”) to develop and supply the
Company with a hand-held instrument and related software for
Cholesterol 1,2,3™, for use in a professional setting. Pursuant
to the terms of the X-Rite Agreement, the Company has
agreed to purchase all of the worldwide requirements for
color measuring devices and related software for use

by the Company in marketing and selling Cholesterol 1,2,3™
systems in point-of-care applications in a professional setting
from X-Rite. The term of the X-Rite Agreement is six years
unless earlier terminated by either party upon the material
breach by the other party or, at the option of X-Rite, if a
certain minimum number of X-Rite instruments are not
purchased. Further, under specific conditions, the Company
may be required to make certain payments to X-Rite if less
than a minimum number of X-Rite instruments have been
purchased by the Company during a specified period
following FDA clearance of Cholesterol 1,2,3™. As at
December 31, 2003, other than for purchases of X-Rite
instruments in the ordinary course of business, the
Company has not made any such payments to X-Rite.
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(c) Operating leases The Company has future minimum annual lease payments under operating leases for its office premises

as follows:
$
2004 78,000
2005 31,000
109,000
7. CONSOLIDATED STATEMENTS OF CASH FLOWS
Changes in non-cash working capital balances related to operations comprise:
11-MONTH

YEAR ENDED
DECEMBER 31,

YEAR ENDED
DECEMBER 31,

PERIOD ENDED
DECEMBER 31,

2003 2002 2001

$ $ $

Prepaid expenses and other receivables (99,063) (103,452) (66,935)
Investment tax credits receivable 91,000 (60,000) (131,000)
Accounts payable and accrued liabilities (46,907) 230,881 7,070
Advance collaboration funding — (36,588) (19,000)
Deferred revenue (6,900) 100,000 —
(61,870) 130,841 (209,865)

Excluded from the consolidated statement of cash flows
for the year ended December 31, 2003 is the issuance of
warrants paid as consideration for services of $6,000 as
described in notes 4(c) and 4(d)(i).

Excluded from the consolidated statement of cash flows

for the year ended December 31, 2002 is the issuance of
compensation options issued in connection with the private
placement of common shares of $188,400, the issuance of
common shares for consideration of share purchase loans
of $165,000 as described in note 4(d)(i) and the issuance
of warrants paid as consideration for services of $2,165 as
described in notes 4(c) and 4(d)(i).

For the 11-month period ended December 31, 2001, excluded
is the issuance of warrants paid as consideration in acquiring
certain technology of $305,000 and services of $5,000.
Included as a purchase of capital assets is an amount of
$84,782 that was included in accounts payable and accrued
liabilities for the year ended January 31, 2001.

8. RECONCILIATION OF CANADIAN TO U.S.
GENERALLY ACCEPTED ACCOUNTING PRINCIPLES

The Company prepares its consolidated financial statements
in accordance with Canadian GAAP, which, as applied in these
consolidated financial statements, conforms in all material
respects to U.S. GAAP, except as follows:
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If U.S. GAAP were followed, the effects on the consolidated statements of loss and deficit would be as follows:

YEAR ENDED
DECEMBER 31,

YEAR ENDED
DECEMBER 31,

11-MONTH
PERIOD ENDED
DECEMBER 31,

2003 2002 2001
$ $ $
Net loss for the period (Canadian GAAP) (4,062,711) (4,018,262) (3,245,206)
Adjustments
Amortization of acquired technology (a) 113,393 141,742 126,138
Acquired technology expense (a) — — (686,507)
Fixed stock options granted to employees (b) — (5,625) (7,500)
Fixed stock options granted to non-employees (c) — (57,521) (48,923)
Performance stock options (d) — (931,474) (254,838)
Share purchase plan (e) — — (45,744)
Net loss and comprehensive loss for the period (U.S. GAAP) (f) (3,949,318) (4,871,140) (4,162,580)
Basic and diluted loss per share (U.S. GAAP) $(0.19) $(0.24) $(0.22)
Weighted average number of common shares outstanding
Basic and diluted 20,967,677 20,406,733 19,097,390
Excluded from the diluted weighted average
number of common shares outstanding are:
Employee stock options — — 533,982
Warrants — — 4,188

Basic loss per common share is determined using the weighted average number of common shares outstanding during the periods.
As a result of the net losses for the years ended December 31, 2003 and 2002 and the 11-month period ended December 31,

2001, the potential dilutive effect of the exercise of stock options and warrants was anti-dilutive, and therefore, has not been

included in the calculation of diluted loss per share.

Consolidated balance sheet items, which would vary under U.S. GAAP, are as follows:

DECEMBER 31,

DECEMBER 31,

DECEMBER 31,

2003 2002 2001
$ $ $
ASSETS

Acquired technology, net (a) — — —
7,620,454 10,812,417 8,635,250

SHAREHOLDERS’ EQUITY
Capital stock 28,789,296 28,399,039 22,850,029
Additional paid-in capital 2,855,856 1,705,634 724,250
Warrants 312,200 496,000 310,000
Deferred compensation (610,608) (65,091) (102,711)
Deficit accumulated during the development stage (24,362,038) (20,412,720) (15,541,580)
6,984,706 10,122,862 8,239,988
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If U.S. GAAP were followed, the effects on the consolidated statements of cash flows would be as follows:

11-MONTH
PERIOD ENDED
DECEMBER 31,

YEAR ENDED
DECEMBER 31,

YEAR ENDED
DECEMBER 31,

2003 2002 2001
$ $ $
OPERATING ACTIVITIES
Balance under Canadian GAAP (3,395,714) (3,549,567) (3,238,696)
Acquired technology — — (381,507)
Balance under U.S. GAAP (3,395,714) (3,549,567) (3,620,203)
INVESTING ACTIVITIES
Balance under Canadian GAAP 2,943,778 (2,624,747) (14,787)
Acquired technology — — 381,507
Balance under U.S. GAAP 2,943,778 (2,624,747) 369,720

Financing activities

Balances under Canadian GAAP of $363,110 for the year
ended December 31, 2003, $5,731,386 for the year ended
December 31, 2002 and $1,278,328 for the 11-month
period ended December 31, 2001 remain unchanged for
U.S. GAAP purposes.

Since inception, the Company has not had significant revenue
from operations. Accordingly, under Statement of Financial
Accounting Standard (“FAS”) No. 7, “Accounting and Reporting
by Development Stage Enterprise” (“FAS 7”), the Company

is considered to be a development stage enterprise under
U.S. GAAP. FAS 7 requires development stage enterprises to
disclose additional financial statement information, which

is presented in note 8(h).

In accordance with Section 3870 of the CICA Handbook,
under Canadian GAAP, stock options and warrants awarded to
non-employees in 2002 are accounted for using the fair value
method. Under U.S. GAAP, the method of accounting for stock
options is dependent upon who the option is issued to and
whether the option is fixed or based on certain performance
criteria. The Company follows Accounting Principles Board
Opinion (“APB”) No. 25, “Accounting for Stock Issued to
Employees” (“APB 25”) for awards issued to employees and
FAS No. 123, “Accounting for Stock-Based Compensation”
(“FAS 123”) for awards issued to non-employees. Accounting
differences under Canadian GAAP and U.S. GAAP for stock
options are described below.

(a) Acquired technology Under U.S. GAAP, the Company’s
acquired technology, which is primarily comprised of patents
and know-how which require regulatory approval to be
commercialized and which has no proven alternative future
uses, is considered in-process research and development
and is immediately expensed upon acquisition in accordance
with FAS No. 2, “Accounting for Research and Development
Costs.” The Company’s acquired technology does not have an
alternative future use given its specialized nature and limited
alternative use. Under Canadian GAAP, the acquired technology
is considered to be a development asset which is capitalized
and amortized over its expected useful life.

(b) Fixed stock options granted to employees APB 25
requires the Company to recognize compensation expense
relating to the intrinsic value of the options when the market
price of the underlying stock is greater than the exercise price
of the Company’s employee stock options on the grant date.
Under Canadian GAAP, in accordance with Section 3870, the
Company was not required to record compensation expense
for stock options granted to employees until January 1, 2004.
However, the Company elected to record the expense for the
year ended December 31, 2003.
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On January 1, 2003, the Company prospectively adopted

the recommendations of FAS 123. Under the new policy, stock
options awarded to employees on or after January 1, 2003
are accounted for using the fair value method. For stock
options awarded to employees prior to January 1, 2003,

pro forma disclosure of net loss and loss per share is
provided below as if these awards were accounted for

using the fair value method.

(c) Fixed stock options granted to non-employees

During the course of developing the Company’s products,
stock options were granted to consultants, researchers and
advisors who are classified as non-employees. Stock options
issued to non-employees are accounted for at fair value under
the provisions of FAS 123. For options granted during 2002,
this treatment is consistent with the provisions of CICA
Section 3870. However, a Canadian-U.S. GAAP difference
still arises on the amortization of fixed options granted to
non-employees prior to January 1, 2002 as no compensation
expense is recorded under Canadian GAAP for stock options
granted to non-employees prior to January 1, 2002.

Fair value is determined using the Black-Scholes option
pricing model, using assumptions as disclosed in note 8(g).

(d) Performance stock options The Company granted
performance stock options to employees that vest upon

the achievement of certain milestones. In accordance with
APB 25, such stock options are accounted for using the
variable method of accounting until the performance milestone
is achieved. Under variable accounting, if it is likely that

the milestone will be met, the associated compensation is
recalculated at each reporting date based on the current
intrinsic value and amortized over the remaining vesting
period. Under FAS 123, the fair value associated with
these performance stock options is presented as part of
the pro forma disclosure. The only Canadian-U.S. GAAP
difference arises on the amortization of performance
stock options granted to non-employees prior to January 1,
2002 as no compensation expense is recorded under
Canadian GAAP for stock options granted to non-employees
prior to January 1, 2002.

(e) Share purchase plan As discussed in note 4(f), effective
March 22, 1999, the Company implemented a share purchase
plan whereby the Company will match the value of the
common shares purchased by its employees or directors by
issuing from treasury an equal number of common shares.
For purposes of U.S. GAAP, the fair value of common shares
issued from treasury under the share purchase plan, as
determined by the quoted market price, has been recorded
as compensation expense. Under Canadian GAAP, the fair
value of shares issued under the share purchase plan on or
after January 1, 2002 has been recorded as compensation
expense as they represent direct awards of stock.

(f) Comprehensive income FAS 130, “Reporting
Comprehensive Income,” establishes standards for the
reporting and display of comprehensive income and its
components in general purpose financial statements.
Comprehensive income is defined as the change in net assets
of a business enterprise during a period from transactions
and other events and circumstances from non-owner sources,
and includes all changes in equity during a period. For the
periods presented, the Company did not have any material
transaction that would otherwise have had an impact on
comprehensive income. As such, net loss for the period under
U.S. GAAP is consistent with comprehensive income.

(g) FAS 123 pro forma disclosures FAS 123 requires
pro forma disclosures of net loss and loss per share, as
if the fair value method, as opposed to the intrinsic value
based method, of accounting for employee stock options
had been applied.
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The following table presents the Company’s net loss and loss per share on a pro forma basis using the fair value method as

determined by using the Black-Scholes option pricing model:

YEAR ENDED
DECEMBER 31,

YEAR ENDED
DECEMBER 31,

11-MONTH
PERIOD ENDED
DECEMBER 31,

2003 2002 2001
$ $ $
Net loss for the period
U.S GAAP - as reported (3,949,318) (4,871,140) (4,162,580)
Pro forma stock-based compensation expense (428,226) (1,012,476) (284,321)
Net loss under U.S. GAAP - pro forma (4,377,544) (5,883,616) (4,446,901)
Basic and diluted loss per share (U.S. GAAP)
As reported $(0.19) $(0.24) $(0.22)
Pro forma $(0.21) $(0.29) $(0.23)

The assumptions used to calculate the fair value of stock compensation expense using the Black-Scholes option pricing model

are approximately as follows:

Expected volatility
Risk-free interest rate
Expected option life

YEAR ENDED
DECEMBER 31,

YEAR ENDED
DECEMBER 31,

11-MONTH
PERIOD ENDED
DECEMBER 31,

2003 2002 2001
54.3% 55.5% 59.1%
4.06% 4.56% 5.14%

5 years 5 years 5 years

Dividend yield assumption used for all periods presented was nil.

The Black-Scholes option pricing model, used by the Company to calculate option values, as well as other accepted option

valuation models were developed to estimate fair value of freely tradable, fully transferable options without vesting restrictions,

which significantly differ from the Company’s stock option awards. These models also require highly subjective assumptions,

including future stock price volatility and expected time until exercise, which greatly affect the calculated values. Accordingly,

management believes that these models do not necessarily provide a reliable single measure of the fair value of the

Company’s stock option awards.
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(h) Development-stage disclosures FAS 7 requires development-stage companies to disclose, in addition to the same basic

financial statements as presented in these consolidated financial statements, the following information:

(i) Consolidated statement of loss:

CUMULATIVE
FROM INCEPTION ON
NOVEMBER 9, 1992

$
EXPENSES

Research and development 10,405,436
General and administration 8,802,953
Acquired technology 1,147,257
Stock option compensation 6,816,303
Amortization 473,828
27,645,777

RECOVERIES AND OTHER INCOME
Investment tax credits 1,670,856
Interest 1,549,063
Government grants 63,820
3,283,739

Cumulative net loss from inception

(24,362,038)

(i) Consolidated statement of cash flows:

CUMULATIVE
FROM INCEPTION ON
NOVEMBER 9, 1992

$
Cash used in operating activities (15,895,441)
Cash used in investing activities (8,352,320)
Cash provided by financing activities 24,309,386
Cumulative increase in cash and cash equivalents from inception 61,625
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(iii) The following represents the Company’s cumulative statement of shareholders’ equity determined in accordance with

U.S. GAAP from inception:

Deficit
Additional incurred in the
paid-in Deferred  development
Common stock capital Warrants compensation stage Total
# $ $ $ $ $ $
(000s)
Balance, November 9, 1992 — — — — — — —
Net loss for the period — — — — — (374,703) (374,703)
Issued for cash 6,420 255,004 — — — — 255,004
Balance, January 31, 1994 6,420 255,004 — — — (374,703) (119,699)
Net loss for the year — — — — — (174,296) (174,296)
Issued to extinguish a liability 720 240,000 — — — — 240,000
Redemption (2,337) (130,695) 71,054 — — — (59,641)
Balance, January 31, 1995 4,803 364,309 71,054 — — (548,999) (113,636)
Net loss for the year — — — — — (325,193) (325,193)
Issued for cash 528 264,000 — — — — 264,000
Issued on exercise of warrants 450 150,000 — — — — 150,000
Issued for services 90 45,000 — — — — 45,000
Issuance of stock options — — 2,420 — (2,420) — —
Amortization of deferred
compensation — — — — 202 — 202
Balance, January 31, 1996 5,871 823,309 73,474 — (2,218) (874,192) 20,373
Net loss for the year — — — — — (497,576) (497,576)
Issued for cash 839 559,500 — — — — 559,500
Issued on exercise of warrants 300 100,000 — — — — 100,000
Issued for services 30 15,000 — — — — 15,000
Issuance of stock options — — 23,736 — (23,736) — —
Amortization of deferred
compensation — — — — 3,217 — 3,217
Balance, January 31, 1997 7,040 1,497,809 97,210 — (22,737) (1,371,768) 200,514
Net loss for the year — — — — — (809,216) (809,216)
Issued on exercise of warrants 502 205,000 — — — — 205,000
Issued on conversion of debenture 2,000 500,000 — — — — 500,000
Issued for cash 2,267 1,478,942 — — — — 1,478,942
Issued on exercise of options 72 54,000 (53,880) — — — 120
Issuance of stock options — — 53,880 — (53,880) — —
Amortization of deferred
compensation — — — — 65,144 — 65,144
Balance, January 31, 1998 11,881 3,735,751 97,210 — (11,473) (2,180,984) 1,640,504
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Deficit
Additional incurred in the
Series | paid-in Deferred development
Preferred stock Common stock capital Warrants compensation stage Total
# $ # $ $ $ $ $ $
(000s) (000s)
Balance, January 31, 1998 — — 11,881 3,735,751 97,210 — (11,473) (2,180,984) 1,640,504
Net loss for the year — — — — — — — (1,331,199) (1,331,199)
Issued on exercise of warrants — — 269 179,001 — — — — 179,001
Issued on purchase of technology — — 134 235,000 — — — — 235,000
Issued for cash 1,104 11 — — — — — 11
Issued on exercise of options — — 132 78,480 (1,440) — — — 77,040
Issuance of stock options — — — — 47,460 — (47,460) — —
Amortization of deferred
compensation — — — — — — 48,905 — 48,905
Balance, January 31, 1999 1,104 11 12,416 4,228,232 143,230 — (10,028) (3,512,183) 849,262
Net loss for the year — — — — — — — (2,416,063) (2,416,063)
Conversion of Series |
Preferred Shares (559) (6) — — — — — — (6)
Issued on conversion of Series |
Preferred Shares — — 559 932,436 — — (932,430) — 6
Issued under Special Warrants — — 1,200 1,034,159 — — — — 1,034,159
Issued on exercise of warrants — — 342 256,500 — — — — 256,500
Issued under share purchase
plan (note 4(f)) — — 56 112,059 — — — — 112,059
Issued on exercise of options — — 172 119,853 (24,228) — — — 95,625
Issuance of stock options — — — — 117,600 — (117,600) — —
Amortization of deferred
compensation — — — — — — 1,017,913 — 1,017,913
Balance, January 31, 2000 545 5 14,745 6,683,239 236,602 — (42,145) (5,928,246) 949,455
Net loss for the year — — — — — — — (5,450,754) (5,450,754)
Conversion of Series |
Preferred Shares (545) (5) — — — — — — (5)
Issued on conversion of
Series | Preferred Shares — — 545 3,504,845 — — (3,504,840) — 5
Issued under Special Warrants — — 3,158 11,134,901 — — — — 11,134,901
Issued on exercise of warrants
(note 4(d)) — — 180 150,000 — — — — 150,000
Issued under share purchase
plan (note 4(f)) — — 7 29,472 — — — — 29,472
Issued on exercise of options
(note 4(e)) — — 20 19,000 — — — — 19,000
Issuance of stock options — — — — 187,210 — (187,210) — —
Amortization of deferred
compensation — — — — — — 3,625,162 — 3,625,162
Balance, January 31, 2001 — — 18,655 21,521,457 423,812 — (109,033) (11,379,000) 10,457,236
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Deficit
Additional incurred in the
Series | paid-in Deferred development
Preferred stock Common stock capital Warrants compensation stage Total
# # $ $ $ $ $ $
(000s) (000s)
Balance, January 31, 2001 — 18,655 21,521,457 423,812 — (109,033) (11,379,000) 10,457,236
Net loss for the period — — — — — —  (4,162,580) (4,162,580)
Issued on exercise of warrants
(note 4(d)(ii)) — 753 1,147,611 — — — — 1,147,611
Issued under share purchase
plan (note 4(f)) — 12 45,744 — — — — 45,744
Issued on exercise of options
(note 4(e)) — 145 135,217 (4,500) — — — 130,717
Issued on purchase of
technology (note 4(d)(ii)) — — — — 305,000 — — 305,000
Issued for services (note 4(d)(i)) — — — — 5,000 — — 5,000
Issuance of stock options — — — 304,938 — (304,938) — —
Amortization of deferred
compensation — — — — — 311,260 — 311,260
Balance, December 31, 2001 — 19,565 22,850,029 724,250 310,000 (102,711) (15,541,580) 8,239,988
Net loss for the year — — — — — — (4,871,140) (4,871,140)
Issued on exercise of warrants
(note 4(d)) — 4 25,000 — — — — 25,000
Issued under share purchase
plan (note 4(f)) — 10 47,219 — — — — 47,219
Issued pursuant to private
placement (note 4(c)) — 1,200 5,282,196 — 188,400 — — 5,470,596
Issued on exercise of options
(note 4(e)) — 378 449,640 (23,850) — — — 425,790
Issued for services (note 4(d)(i)) — — — — (2,400) — — (2,400)
Issuance of stock options — — — 1,005,234 — (68,760) — 936,474
Share purchase loans — (375) (255,045) — — — — (255,045)
Amortization of deferred
compensation — — — — — 106,380 — 106,380
Balance, December 31, 2002 — 20,782 28,399,039 1,705,634 496,000 (65,091) (20,412,720) 10,122,862
Net loss for the year — — — — — — (3,949,318) (3,949,318)
Issued under share purchase
plan (note 4(f)) — 9 27,147 — — — — 27,147
Issued on exercise of options
(note 4(e)) — 290 238,070 — — — — 238,070
Expiry of warrants — — — 191,000 (191,000) — — —
Issuance of warrants — — — — 7,200 — — 7,200
Issuance of stock options — — — 959,222 — (959,222) — —
Repayment of
share purchase loans — 180 125,040 — — — — 125,040
Amortization of deferred
compensation — — — — — 413,705 — 413,705
Balance, December 31, 2003 — 21,261 28,789,296 2,855,856 312,200 (610,608) (24,362,038) 6,984,706
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Since the Company’s inception on November 9, 1992 up
until the year ended January 31, 1994, in lieu of repaying
liabilities of $255,004, the Company issued 6,420,000
common shares. The shares were issued to the original
founders of the Company.

During the year ended January 31, 1995, the Company
issued 720,000 common shares for aggregate cash proceeds
of $240,000 and redeemed 2,337,000 common shares

for total cash consideration of $59,641. The paid-up capital
amount of the shares redeemed was $130,695, thus
resulting in a contributed surplus of $71,054.

During the year ended January 31, 1996, the Company issued
in total 1,068,000 common shares. Of the total issuance,
528,000 of these common shares were issued for cash
consideration of $264,000 and 90,000 were issued for
management services. The fair value of the services received
was approximately $45,000 and was expensed. In addition
to the above issuance, the Company also issued 450,000
common shares upon the exercise of warrants at an exercise
price of $0.33 per warrant for total proceeds of $150,000.

During the year ended January 31, 1997, the Company issued
in total 1,169,250 common shares. Of the total issuance,
839,250 were issued for cash consideration of $559,500
and 30,000 were issued for management services. The fair
value of the services received was approximately $15,000
and was expensed. During the year, the Company also issued
300,000 common shares for total proceeds of $100,000 in
connection with warrants exercised. The exercise price of the
warrants was $0.33 per warrant.

During the year ended January 31, 1998, in June 1997, in
connection with discussions to initiate a public offering of

its common shares, the Company obtained bridge financing

in the form of a $500,000 convertible debenture. Subsequently,
on October 31, 1997, upon closing of the initial public offering,
the debenture was converted into 2,000,000 common shares
of the Company. On October 31, 1997, pursuant to a
prospectus filed with the Ontario Securities Commission,
the Company issued 2,266,667 common shares for net
proceeds of $1,478,942 after deducting agents’ commissions,
fees and other costs associated with the offering totaling
$221,059. The Company also granted the agent of the initial
public offering options to purchase an additional 342,000

common shares at a price of $0.75 per share. In addition,
during the year, 72,000 options were exercised at a price of
$0.00167 and 360,000 options expired upon termination

of employment. In connection with the Company’s warrants,
502,000 common shares were issued for total proceeds of
$205,000 at an average exercise price of $0.41 per warrant.

During the year ended January 31, 1999, 268,372 warrants
were exercised at a price of $0.667 and 128,750 warrants
expired. Pursuant to the exercise of 45,000 of these warrants,
share purchase demand loans of $30,015 were made to two
executive officers of the Company, bearing interest at 5% per
annum and collateralized by 45,000 common shares. The
Company also issued 132,000 common shares related to
the exercise of stock options at an average exercise price

of $0.58. In addition, during the year, the Company created
Series | Preferred Shares which are non-voting, carry no
dividend rights, are convertible at the holder’s option prior
to October 31, 2002 on a one for one basis into common
shares, upon achievement of certain predetermined corporate
milestones, and are redeemable by the Company after
October 31, 2002 for $0.00001 per share. The Company
issued 1,104,000 Series | Preferred Shares in replacement
of stock options with the same rights and privileges. The
Company has considered these Series | Preferred Shares

as equivalent to performance-based stock options and,
accordingly, has recorded a compensation expense in the
period when the performance milestones were met.

On May 27, 1998, the Company purchased an additional
patent relating to a test to measure skin cholesterol, for a
combination of cash and 14,286 common shares valued
at $1.75 per share, for total consideration of $50,000. In
addition, in connection with the purchase of the remaining
11% of 2860601 Canada Inc. (“2860601”") that it did not
already own, the Company paid a combination of cash and
120,000 common shares valued at $1.75 per share, for
total consideration of $260,750. As the only significant asset
held by 2860601 was technology, the entire value of the
incremental purchase was ascribed to acquired technology.

During the year ended January 31, 2000, the Company
issued 342,000 common shares for total proceeds of
$256,500 in connection with options granted in October
1997 to the agent of the Company’s initial public offering.
The Company issued an aggregate of 55,774 common shares
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to employees under the Employee Share Purchase Plan for
no additional consideration, which were valued at $112,059
and included as a compensation expense. In addition, upon
the successful achievement of performance milestones,

the Company issued 559,000 common shares to employees
for no additional consideration pursuant to the conversion

of previously issued Series | Preferred Shares. Subsequent
to January 31, 2000, on March 17, 2000, the remaining
milestones relating to the Series | Preferred Shares were
achieved and the 545,000 preferred shares were converted
into common shares for no additional consideration. For
accounting purposes, a compensation expense of $932,430
and $2,896,740 was recorded in each respective period.

On September 30, 1999, pursuant to a prospectus filed with
the Ontario Securities Commission, the Company issued

(iv) Common Stock:

1,200,000 common shares and 600,000 common share
purchase warrants for net proceeds of $1,034,159 after
deducting agents’ commissions, fees and other costs
associated with the offering totaling $165,841. Each common
share purchase warrant entitled the holder to acquire one
common share at a price of $1.25 per share. The Company
also granted the agent and sub-agent compensation options
to purchase up to 120,000 common shares at an exercise
price of $1.25. Total stock options exercised during the year
was approximately 172,000 for $119,853, of which $95,625
was received in cash.

For the years ended December 31, 2003 and 2002 and the
11-month period ended December 31, 2001, see note 4 for
a description of the Canadian-U.S. GAAP differences.

CUMULATIVE FROM INCEPTION
ON NOVEMBER 9, 1992

Number

of shares
# $
Shares issued for cash 12,153,917 8,204,682
Shares issued for services 124,202 85,000
Shares issued on purchase of technology 134,286 235,000
Exercise of stock options 761,850 839,215
Shares issued under the share purchase plan for no cash consideration 93,522 261,641
Warrants exercised for cash 2,868,230 2,188,112
Special warrants exercised for cash 4,357,895 12,169,060
Shares redeemed for cash (2,337,000) (130,695)
Shares issued on conversion of debenture 2,000,000 500,000
Shares issued on conversion of Series | Preferred Shares 1,104,000 4,437,281
21,260,902 28,789,296
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(i) Additional consolidated balance sheet information
Accounts payable and accrued liabilities consisted primarily
of accruals related to clinical trials of $142,000 (2002 —
$211,886; 2001 — $204,739) and amounts owing to trade

creditors of $302,435 (2002 - $276,303; 2001 - $116,959).

In accordance with Canadian GAAP, the Company’s cash

and cash equivalents and short-term investments are carried
at the lower of cost or market based on quoted market
prices. Under U.S. GAAP, these investments would have
been classified as held-to-maturity and would be recorded at
amortized cost. There is no significant difference between
cost under Canadian GAAP and amortized cost under

U.S. GAAP. Accrued interest is included in the short-term
investments balance, which in total approximates fair value.

(j) Recent accounting developments In November 2002,
FASB issued Interpretation No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others” (“Interpretation 45”).
Interpretation 45 requires disclosure by a guarantor regarding
its obligations under certain guarantees it has issued, effective
December 31, 2002. As at December 31, 2003, the Company
had no guarantees requiring disclosure. Interpretation 45
also requires recognition of a liability for the fair value of its
obligations under guarantees issued after December 31, 2002.
The Company has reviewed its policies and determined
there is no impact as a result of the Company adopting
these pronouncements.

In December 2002, FASB issued FAS No. 148 “Accounting
for Stock-Based Compensation — Transition and Disclosure”
(“FAS 148”). FAS 148 amends FAS 123 to provide alternative
methods of transition to FAS 123’s fair value method of
accounting for stock-based compensation. The Company has
reviewed its policies and determined there is no impact as

a result of the Company adopting these pronouncements.

FASB issued Interpretation No. 46, “Consolidation of Variable
Interest Entities” (“Interpretation 46”) in December 2003.
Similar to AcG-15 in Canadian GAAP, Interpretation 46 provides
criteria and guidelines to determine whether an entity is a
variable interest entity to the Company for consolidation
purposes. The Company will adopt the requirements of
Interpretation 46 and is currently reviewing its impact.
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corporate governance

MAKING CORPORATE GOVERNANCE A PRIORITY

Corporate governance is the process and structure by
which a corporation is governed. IMI’s primary governance
objective is to maintain and promote a strong, competitive
and principled company, and to earn the trust of all
stakeholders. IMI's Board of Directors works with the
management team towards these goals, with a focus
on delivering and enhancing long-term, sustainable
shareholder value.

IMI’s Board of Directors, led by an independent chairman,
is comprised of individuals with significant industry, manage-
ment and financial expertise invaluable to IMI’s growth.

COMMITMENT TO HIGHEST ETHICAL STANDARDS

IMI and its Board are committed to the highest ethical
standards of business practices and processes, including
widely accepted corporate governance principles and
disclosure best practices. The Company’s governance
policies are designed to support the ability of the Board
of Directors to supervise management.

The Board of Directors is responsible for the following:

e Adoption of a strategic planning process;

e |dentification of the principal risks of the Company’s
business and implementing appropriate systems to
manage these risks;

e Succession planning, including monitoring senior
management;

¢ Implementation of a communications policy to facilitate
effective communications with shareholders and other

stakeholders; and

e Integrity of the Company’s internal control and management

information systems.

The Board believes that its approach to corporate governance
is appropriate and works effectively for IMI and its shareholders.

ENSURING AN EFFECTIVE STRUCTURE

IMI’s current Board of Directors consists of four unrelated*
and one related director who is also a management director.
The four directors referred to above are also independent
as defined by the American Stock Exchange**. The Board
believes that its structure fosters a neutral perspective,
encourages objective analysis and aligns decision

making in the best interests of shareholders and

other stakeholders.

The Board’s unrelated directors have unrestricted and direct
access to both management and the external auditors of the

corporation.

The Board has established two committees, both of which
are composed entirely of unrelated directors:

Audit Committee
e Primarily responsible for ensuring the integrity of the
Company'’s financial reporting, risk management and

internal controls; and

* Reviews the Company’s annual and quarterly financial
statements, and accordingly, makes recommendations
to the Board.

Compensation Committee

e Reviews and approves the design and administration of all
compensation and benefit plans and policies for the Board
and senior management.

Our current Management Information Circular includes more
comprehensive disclosure about IMI's governance policies
and practices.

An unrelated director is defined by the Toronto Stock Exchange as a director who is independent of management and is free from any interest and any business or other
relationship which could, or could reasonably be perceived to, materially interfere with the director’s ability to act with a view to the best interests of the Company, other

than interests and relationships arising from shareholding.

An independent director is defined by the American Stock Exchange as a person other than an officer or employee of the Company or any parent or subsidiary. No director
qualifies as independent unless the Board of Directors affirmatively determines that the director does not have a material relationship with the listed company that would

interfere with the exercise of independent judgment.
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corporate governance

FOCUSED ON FAIR, FULL AND
TIMELY DISCLOSURE

IMI’'s management team and Board of Directors are committed
to fair disclosure of material information to shareholders,
the investment community and other stakeholders.

In addition, management endeavors to be available to
respond to questions and comments from shareholders.

IMI'is committed to ensuring that corporate communications are:

e Timely, factual and accurate; and

¢ Broadly disseminated in accordance with all applicable legal
and regulatory requirements.

BOARD OF DIRECTORS

Stephen A. Wilgar, BA, MBA® 2
Chairman

Past President, Warner-Lambert Canada, Asia,

Australia and Latin America

Former President, Sunblush Technologies Corporation

Presently serves on the Board of Directors
of AIM PowerGen Corporation (Chairman)
Electrohome Ltd.

John Carroll, BA, MBA® 2

Former Executive Chairman, Molson Breweries of Canada

Former Director, Quaker Oats of Canada,
Scott Paper Limited and

Battery Technologies Inc.

Presently serves on the Board of Directors
of AXA Insurance Co. Ltd. and

Clairon Holdings Inc.

Anthony F. Griffiths, BA, MBA® 2
Consultant and Corporate Director
Presently serves on the Board of Directors
of Russel Metals Inc. (Chairman)

Alliance Atlantis Communications Inc.
Vitran Corporation Inc.

ShawCor Ltd.

Hub International Limited

Fairfax Financial Holdings Limited

Brent Norton, MD, MBA
President and Chief Executive Officer, IMI

David Rosenkrantz, P.Eng. 2

President, Patica Securities Limited
Presently serves on the Board of Directors
of Versent Corporation (Chairman)

Stellar International Inc. (Chairman)
Carfinco Income Fund

1 Audit Committee

2 Compensation Committee



management

Brent Norton, MD, MBA

President and Chief Executive Officer

Dr. Norton founded IMI International Medical Innovations in
1992 and has since served as President and Chief Executive
Officer and as a director of the Company. Active in medical
practice, management and research for over 15 years,

Dr. Norton has represented and led multiple medical groups
and scientific initiatives. As a physician-entrepreneur, his
cross-functional knowledge and skills enable him to guide the
Company and its products from the scientific stage through

to successful commercialization.

Dr. Norton serves as a director on the boards of public

and private medical companies in Canada and the U.S., and
is an Advisory Council Member of the Richard Ivey School of
Business MBA Biotech Program. He is also an active volunteer,
previously serving as Chairman, Friends Project, for the
Canadian Institute for Advanced Research, and as a committee
member of a Canadian Intergovernmental Economic
Commission, Advanced Technology Group.

Dr. Norton completed his medical training at McGill University
in 1984. He subsequently completed a Master of Business
Administration (1989) degree at the Richard Ivey School of
Business, University of Western Ontario.

Michael Evelegh, PhD

Executive Vice President, Clinical and Regulatory Affairs

Dr. Evelegh has nearly 20 years of experience researching
and developing human diagnostics, including product
development, clinical trials, regulatory submissions and
manufacturing. Dr. Evelegh leads IMI’s scientific team at

the Company’s laboratory at McMaster University in Hamilton,
Ontario. He is also chiefly responsible for evaluating the
scientific potential of new technologies for IMI's pipeline.

Prior to joining IMI, Dr. Evelegh directed research teams at
other Canadian biotechnology companies, including Biomira
Diagnostics Inc., and has been an independent scientific
and regulatory consultant. He holds a PhD in immunology

from McMaster University.

Ron Hosking, CA

Vice President, Finance, and Chief Financial Officer

Mr. Hosking's career includes nearly 20 years in the health
care industry managing the finances of multinational and
early-stage companies. He has held senior financial positions
at Ortho Diagnostics (a Johnson & Johnson company),

ADI Diagnostics, and other companies in the field. He is

a chartered accountant and completed his Bachelor of
Commerce degree at the University of Toronto.

Mr. Hosking has been actively involved in industry and
professional associations, including tenures as Chairman
of the Board of Medical Devices Canada (MEDEC) and
President of Financial Executives International. He is
currently a member of the Toronto Biotechnology Initiative.

Tim Currie, BA

Director, Business Development

Mr. Currie has 14 years of experience in the pharmaceutical
and health information fields in various senior sales and
marketing positions for large multinational companies.

At IMI, he is responsible for developing and implementing
corporate business plans and for building alliances with
other companies and organizations that complement IMI

and drive the Company’s products towards commercialization.
He leads efforts to acquire new technologies that fit with
IMI’s vision, and manages the Company’s licensing initiatives

for the marketing and distribution of products.

Mr. Currie has a degree in economics from the University
of Western Ontario, and is active in a number of community

organizations.

Sarah Borg-Olivier, BA

Director, Communications

Ms. Borg-Olivier joined IMI in February 2004 with broad
investor relations and corporate communications expertise.
Ms. Borg-Olivier previously served as an Executive Vice
President of one of Canada’s largest investor relations
consulting firms, where she provided strategic counsel to

a variety of clients, including large- and small-capitalization
companies in the high-technology, consumer goods, retail,
manufacturing and diversified science fields. At IMI, she is
responsible for public relations and corporate communications,

including investor relations.

Ms. Borg-Olivier holds an Honors Bachelor of Arts degree
from the University of Toronto.
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SCIENTIFIC ADVISORY BOARD (SAB)

The role of the Scientific Advisory Board is to provide IMI
with guidance for new research directions as well as
advice on product development plans. The SAB also assists
in identifying and defining attractive market niches and

in providing industry-related information.

John Bienenstock, FRCP, FRCPC, FRSC
Chairman

Professor (and former Dean)
Departments of Medicine and Pathology
Faculty of Health Sciences

McMaster University

Hamilton, Ontario

Herbert A. Fritsche, Jr., PhD

Professor, Biochemist and Chief of Clinical Chemistry
Department of Pathology and Laboratory Medicine
University of Texas

M.D. Anderson Cancer Center

Houston, Texas

Norman Marcon, MD, FRCPC

Gastroenterologist and Past-Chief, Division of Gastroenterology

St. Michael’s Hospital

Associate Professor of Medicine
University of Toronto
Toronto, Ontario

Dennis L. Sprecher, MD

Director, Dyslipidemia Discovery Medicine
GlaxoSmithKline

Pennsylvania

Cardiologist, Adjunct Staff
(formerly head of Preventative Cardiology)
The Cleveland Clinic Foundation

¥

1SO 13488
FM 73853

corporate information

CORPORATE HEADQUARTERS

IMI INTERNATIONAL MEDICAL INNOVATIONS INC.
4211 Yonge Street, Suite 615

Toronto, Ontario

M2P 2A9

www.imimedical.com

info@imimedical.com

STOCK LISTING

Toronto Stock Exchange: IMI
American Stock Exchange: IME

TRANSFER AGENT AND REGISTRAR
Equity Transfer Services Inc.

120 Adelaide Street West, Suite 420

Toronto, Ontario

www.equitytransfer.com

T: 416.361.0152 ext. 221

AUDITORS

Ernst & Young LLP, Chartered Accountants
Ernst & Young Tower

Toronto-Dominion Centre

Toronto, Ontario

LEGAL COUNSEL

Aird & Berlis LLP

181 Bay Street, Suite 1800
BCE Place

Toronto, Ontario

Mintz, Levin, Cohn, Ferris, Glovsky and Popeo PC
One Financial Center
Boston, Massachusetts

INVESTOR RELATIONS (IR)

Current stock prices, financial reports, recent press releases

and annual reports are accessible on IMI’s corporate website.
The IR department may be contacted at info@imimedical.com
or 416.222.3449.

ANNUAL MEETING AND WEBCAST

Shareholders are invited to attend the Company’s annual general
meeting on Wednesday, June 16, 2004 at 10:30 a.m. (ET) at the
Toronto Stock Exchange Conference Centre, 130 King Street West,
Toronto, Ontario.

A live audio webcast will be available at www.imimedical.com.
TRADEMARKS
The following are registered trademarks of IMI:

Cholesterol 1,2,3™
ColorectAlert™
LungAlert™

The following is a trademark of McNeil Consumer Healthcare:
PREVU* Coronary Heart Disease Predictor



By empowering individuals to take charge of their own health,
predictive medicine is proactive health care for the 21st century.

IMI is leading the way.

=
o.
e
[}
)
=
=
=
<
S
@
2
2
2
2
o
=
o
24
o
()]
-
=
=
Z
>
24
2
=
o
0
w
o




