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PART1I
References in this Form 10-K to “OncoGenex Pharmaceuticals,” “OncoGenex,” the “Company,” “we,” “us” or
“our” refer to OncoGenex Pharmaceuticals, Inc. and its wholly owned subsidiaries. The information in this Annual
Report on Form 10-K contains certain forward-looking statements, including statements related to clinical trials,
regulatory approvals, markets for our products, new product development, capital requirements and trends in its
business that involve risks and uncertainties. Our actual results may differ materially from the results discussed in
the forward-looking statements. Factors that might cause such a difference include those discussed in “Business,”
“Risk Factors” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” as
well as those discussed elsewhere in this Annual Report on Form 10-K.

ITEM 1. BUSINESS
" Overview of Our Business

OncoGenex is a biopharmaceutical company committed to the development and commercialization of new cancer
therapies that address treatment resistance in cancer patients. We have five product candidates in our pipeline,
custirsen, 0GX-427, 0GX-225, SN2310 and CSP-9222, each of which has a distinct mechanism of action and
represents a unique opportunity for cancer drug development Of the product candidates in our plpehne custirsen,
0OGX-427 and SN2310 are clinical-stage assets. :

Product Candidates Overview and Recent Developments

Our product candidates custirsen, OGX-427and OGX-225 focus on mechanisms for treating resistance in cancer
patients and are designed to address resistance by blocking the production of specific proteins that we believe
promote survival of tumor cells and are over-produced in response to a variety of cancer treatments. Our aim in
targeting these particular proteins is to disable the tumor cell’s adaptive defenses, thereby rendering the tumor cell
more susceptible to attack with a variety of cancer therapies, including chemotherapy. We believe this approach will
increase the time of survival and improve the quality of life for cancer patients. Product candidate SN2310 is a novel
camptothecin for treating cancer. Camptothecins are potent anticancer agents that belong to the family of drugs
called topoisomerase I inhibitors. These inhibitors bind reversibly to the TOPO-I-DNA complex, thereby causing
breaks in the DNA strands during replication that result in cell death. Product candidate CSP-9222 is the lead
compound from a family of caspase activators that demonstrates activation of programmed cell death in pre-clinical
models. :

Custirsen

In December 2009, we announced that our wholly owned subsidiary, OncoGenex Technologies Inc., or OncoGenex
Technologies, entered into a Collaboration and License Agreement, or Collaboration Agreement, with Teva
Pharmaceutical Industries Ltd., or Teva, for the development and global commercialization of custirsen (and related
compounds targeting clusterin, excluding OGX-427 and OGX-225). In connection with the Collaboration
Agreement we and Teva developed a Clinical Development Plan under which the following three phase 3 clinical
trials will be initiated:

e A phase 3 clinical trial, referred to as the Prostate Cancer SATURN trial, or SATURN, to evaluate a
durable pain palliation benefit for custirsen in combination with docetaxel retreatment as second-line
chemotherapy in approximately 300 patients with metastatic castrate-resistance prostate cancer, or CRPC,
which was initiated in the second quarter of 2010.

e A phase 3 clinical trial, referred to as the Synergy trial, or SYNERGY, to be conducted in approximately
125 cancer centers to evaluate a survival benefit for custirseh in combination with first-line docetaxel
treatment in approximately 800 patients with CRPC, which was initiated in the third quarter of 2010.

e A phase 3 clinical trial to evaluate a survival benefit for custirsen in combination with first-line
chemotherapy in patients with non-small cell lung cancer, or NSCLC, which is expected to be initiated in



2011 following successful manufacturing of additional custirsen drug product and completion of drug-drug
interaction, or DDI, studies. The trial is expected to-enroll approximately 950 patients. The study protocol

~ will include two futility assessments and one interim analysis for efficacy. The first-line chemotherapy
regimen has been selected as carboplatin and paclitaxel.

Under the Collaboration Agreement, Teva agreed to make upfront payments to us in the aggregate amount of $50
million, payments of up to $370 million to us upon the achievement of developmental and commercial milestones
and royalties at percentage rates ranging from the mid-teens to mid-twenties on net product sales. Additionally, we
have retained an option to co-promote custirsen in the United States and Canada.

Funding responéibilities for the Clinical Development Plan have been allocated as follows:

. ® Weare required to contribute $30 million towards development of custirsen, which will include our
personnel costs for certain development activities. -

* Teva isrequired to fund all other expenses under the Clinical Development Plan.

In addition to the development costs noted above, Teva is also responsible for all costs felating to product
commercialization, including any costs incurred in relation to our co-promotion option, except for start-up costs of
any exercised co-promotion activities in advance of commercialization. For a detailed discussion of the terms of the
Collaboration Agreement, refer to the discussion below under the heading “License and Collaboration

Agreements -- Teva Pharmaceutical Industries Ltd.” ’

‘We and collaborating investigators have conducted five phase 2 clinical trials to evaluate the ability of custirsen to
enhance the effects of therapy in prostate, non-small cell lung and breast cancers. Results have been presented for
each of these phase 2 trials. We have designed phase 3 registration clinical trials to evaluate the clinical benefit of
custirsen in combination with first-line docetaxel chemotherapy, and docetaxel retreatment as second-line therapy in
patients with CRPC. Together with Teva, we are in the process of designing a phase 3 registration clinical trial with
respect to NSCLC. Refer to the discussion below under the headings “Our Product Candidates--Custirsen--Summary
of Custirsen Product Registration Strategy” and “--Summary of Results of Custirsen Phase 2 Clinical Trials” for .
further details. '

0GX-427

0GX-427, is designed to inhibit heat shock protein 27, or Hsp27, completed a phase 1 clinical trial to evaluate
safety for OGX-427 administered alone, as well as in combination with docetaxel chemotherapy, or docetaxel, in
patients with various types of cancer. Final results of this phase 1 trial were presented during an oral presentation at
the American Society of Clinical Oncology, or ASCO, 2010 annual meeting.

A second investigator-sponsored phase 1 clinical trial evaluating OGX-427 when administered directly into the
bladder in patients with bladder cancer was initiated in August 2009. The trial, which will enroll up to 36 patients
with bladder cancer, is designed to determine the safety and potential benefit of OGX-427 administered directly into
the bladder using a catheter, an administration procedure known as intravesical instillation. In addition, the trial will
measure the direct effect of OGX-427 on expression of Hsp27 in bladder tumor cells, as well as determine the
pharmacokinetics and pharmacodynamics of OGX-427 when delivered by intravesical instillation.

In September 2010, we announced the initiation of a separate investigator-sponsored, randomized phase 2 clinical
trial evaluating OGX-427 when administered as a monotherapy to patients with CRPC. This randomized, controlled
phase 2 trial will enroll up to 72 patients who have minimally symptomatic or asymptomatic advanced prostate
cancer and who have not yet received chemotherapy, and is designed to determine the potential benefit of 0GX-427
by evaluating the number of patients who are without disease progression at 12 weeks post-trial treatment with or
without 0GX-427. : ' T

We expect to initiate a randomized phase 2 clinical trial of OGX-427 in approximately 180 patients with metastatic
bladder cancer in the second half of 2011. The proposed trial design is a three-arm, randomized phase 2 in



combination with standard chemotherapy in the first-line metastatic setting. Each arm.would enroll approximately
60 patients and the trial would be initiated in sites throughout the United States, Canada and Europe. We are
consulting with external bladder cancer experts and anticipate initiating this trial in the second half of 2()1 1.

We are assessmg various alternatives, including partnenng, to potentially further expand the OGX-427 development
plan.

SN2310, OGX-225 and CSP-9222

SN2310 completed a phase 1 clinical trial in 2008 that was designed to evaluate safety in patients with advanced
cancer who have received on average three to five prior chemotherapy treatments. We are currently exploring
options to out-license this product candidate.

0GX-225 is a product candidate in pre-clinical development that is designed to inhibit production of both Insulin
Growth Factor Binding Protein 2, or IGFBP-2, and Insulin Growth Factor Binding Protein-5, or IGFBP-5. Increased
IGFBP-2 or IGFBP-5 production is observed in many human cancers, including prostate, non-small cell lung, breast,
ovarian, bladdef, pancreatic and colon, as well as acute myeloid leukemia, acute lymphoblastic leukemia,
neuroblastoma, glioma and melanoma. Increased IGFBP-2 or IGFBP-5 production is-linked to faster rates of cancer
progression, treatment resistance and shorter survival duration in humans. . '

CSP-9222, which is in pre-clinical development, is the lead compound from a féinily of caspase activators. These
novel, small molecules have been identified as activators of programmed cell death in pre-clinical models.

Financial Overview

In 2010, we recognized $13.6 million in collaboration revenue attributable-to our Collaboration Agreement with
Teva. We have devoted substantially all of our resources to the development of our product candidates.

We incurred a loss for the year ended December 31, 2010 of $12.6 million and had a cumulative loss at
December 31, 2010 of $66.1 million. We expect to continue to incur increasing additional losses in the future as we
continue our research and development activities.

To date, we have funded our operations primarily through private and public placements of equity securities and
upfront payments received from our Collaboration Agreement with Teva.

Management believes that additional human resources will be required to carry on existing development. activities,
although seme of these costs will be passed through to Teva. We are unable to predict when, if ever, we or Teva will
be able to commence the sale of custirsen or.any of our other product candidates.

Recent Corporate History

On August 21, 2008, the Company, then named Sonus Pharmaceuticals, Inc., completed its acquisition, or the
Arrangement, of OncoGenex Technologies, a Canadian corporation, as contemplated by the Arrangement
Agreement between the companies dated May 27, 2008. As a result of the Arrangement, OncoGenex Technologies
became a wholly owned subsidiary of the Company. As used in this Annual Report on Form 10-K, the term “Sonus”
refers to the business of the Company prior to August 21, 2008. More information concerning the Arrangement is
contained in Note 5 of the Notes to Consolidated Fman01al Statements included elsewhere in this Annual Report on
Form 10-K. .

We account for the Arrangement as a reverse acquisition and OncoGenex Technologies was treated as the acquiring
entity from an accounting perspective. The consolidated results of operations for the years ended December 31, -
2010, December 31, 2009 and December 31, 2008 include the results of operations of only OncoGenex
Technologies for the time period of January 1, 2008 through August 20, 2008 and include the results of the
combined company following the completion of the Arrangement on August 21, 2008. This:treatment and
presentation is in accordance with Statement of Financial Accounting Standard, or SFAS, 141. Information relating



to the number of shares, price per share and per share amounts of common stock are presented on a post- reverse
stock split basis, asa one-for-eighteen reverse stock split was effected in connection with the Arrangement.

We were mcorporated in October 1991 and OncoGenex Technologles was 1ncorporated in May 2000.
Our Product Candidates

We have three clinical-stage product candidates, custirsen, 0GX-427 and SN2310, and two pre -clinical-stage
product candidates, CSP-9222 and OGX-225.

Custirsen .

Overview of Custirsen

Through our clinical trials, we are treating cancer patients with custirsen to reduce clusterin production. Clusterin is
a protein that is aver-produced in several types of cancer and in response to many cancer treatments, including
hormone ablation thierapy, chemotherapy and radiation therapy. Preclinical and other data suggest that clusterin
promotes cell survival. Increased clusterin production has been linked to faster rates,of eancer progression, treatment
resistance and shorter survival duration. Since increased clusterin production is observed in many human cancers,
including prostate, non-small cell lung, breast, ovarian, bladder, renal, pancreatic, colon, anaplastic large cell
lymphoma, and melanoma, we believe that custirsen may have broad market potential to treat many cancer
indications and disease stages. g : o

A broad range of pre-clinical studies conducted by the Vancouver Prostate Centre and others have shown that -
reducing clusterin production with custirsen (i) facilitates tumor cell death by sensitizing human prostate, non-small
cell lung, breast, ovarian, bladder, renal and melanoma tumor cells to various chemotherapies. and (ii) sensitizes
prostate tumor cells to hormone ablation therapy and sensitizes prostate and non-small cell lung tumor cells to
radiation therapy. Pre-clinical studies conducted by the Vancouver Prostate Centre also indicate that reducing
clusterin production with custirsen re-sensitizes docetaxel-resistant prostate tumor cells to docetaxel.

Our phase 1 clinical trials evaluated the safety and established a recommended dose of custirsen in combination with
docetaxel (two different schedules), a gemcitabine and a platinum chemotherapy regimen and hormone ablation
therapy. Docetaxel, gemcitabine and platinums (cisplatin and carboplatin) are all examples of chemotherapy agents.
The highest dose evaluated in all.of our phase 1 ¢linical trials was 640 mg, which dose was determined by the
clinical investigators to be well tolerated and therefore established as the recommended dose. -

We have conducted five phase 2 clinical trials to evaluate the ability of custirsen to enhance the effects of therapy in
prostate, non-small cell lung and breast cancer. Data is available from each of the five phase 2 trials that demonstrate
that adding custirsen to therapy shows potentlal benefits, including:

¢ longer susvival duration when adding custirsen to first-line docetaxel compared to first-line docetaxel alone
in patients with CRPC within a randomized phase 2 trial;

¢ longer survival duration when adding custirsen to either mitoxantrone or docetaxel as second-line

chemotherapy compared to survival duration observed in two prior published trials of CRPC patients

~ receiving second-line chemotherapy and comparable survival to cabazitaxel that was recently approved in
the United States in 2010. One study evaluated patients with better prognostic risk factors who received
docetaxel as second-line chemotherapy, which study, or the BCCA Study, was conducted at the British

.. Columbia Cancer Agency and presented at the ASCO Genitourinary Conference in 2008. The second study
was the follow-up evaluation of patients on the TAX 327 Study who later received second-line
chemotherapy, which was presented at the ASCO 2007 Prostate Cancer Symposium. The TAX 327 Study
was the key registration study that showed a survival benefit for docetaxel over mitoxantrone for first-line
chemotherapy treatment of patients with metastatic CRPC. A Phase 3 trial comparing mitoxantrone to
cabazitaxel as second-line chemotherapy for patients with CRPC, referred to as the TROPIC trial, and was
the key registration study that showed a survival benefit for cabazitaxel over mitoxantrone for second-line



chemotherapy treatment of patients with metastatic CRPC. The reported median survival for second-line
chemotherapy in most trials has been approximately 10 months (range 9-12 months) with the exception that
the TROPIC trial showed median survival to be 15.1 months for patients treated with cabazitaxel;

e post-treatment serum clusterin levels were lower compared to baseline levels and the average serum
clusterin levels were predictive of survival in preliminary analysis;

e increased frequency of pain responses when compared to pain responses from either mitoxantrone or
cabazitaxel second-line chemotherapy in the phase 3 TROPIC trial, and increased frequency and duration
of pain palliation when adding custirsen to either mitoxantrone or docetaxel as second-line chemotherapy
compared to the frequency and duration of pain palliation observed in the TAX 327 Study for first-line
chemotherapy alone in patients with CRPC; and

e longer survival duration whep adding custirsen to gemcitabine and a platinum-containing chemotherapy
-compared to the survival duration reported in prior published results from randomized clinical trials in
NSCLC patients receiving gemcitabine and a platinum—containing chemotherapy.

Refer to the discussion below under the heading “Summary of Results of CustLrsen Phase 2 Clinical Trials” for
further details. :

As part of our phase 1 and phase 2 clinical trials, custirsen was administered to 294 patients with various types of
cancer. Some of the patients experienced a variety of adverse events, the majority of which are associated with other
treatments in the protocol and the disease. The majority of adverse events were mild and the most common adverse
events associated with custirsen consisted of flu-like symptoms. The most common moderate and severe adverse
events associated with custirsen were neutropenia, vomiting, diarrhea and dlfﬁculty breathing (also known as
“dyspnea”), which occurred in more than 2% of patients.

‘The U.S. Adopted Name for the eustirsen drug product is custirsen sodium, which is the generic name.

Summary of Custirsen Product Registration Strategy

As a result of the partnership with Teva, there is committed funding for three phase 3 clinical trials evaluating
custirsen. Two phase 3 clinical trials will evaluate the clinical benefit of custirsen in CRPC. Both trials were
initiated in 2010. The third phase 3 trial, which is projected to be initiated in 2011, is being developed in
collaboration with Teva, and will evaluate the clinical benefit of custirsen in NSCLC. The Clinical Development
Plan between Teva and us, under which the three phase 3 clinical trials are to be initiated, is as follows:

e  The phase 3 SATURN trial to evaluate a durable pain palliation benefit for custirsen in combination with
docetaxel retreatment as second-line chemotherapy in approximately 300 patients with CRPC, which was
initiated in the second quarter of 2010.

e The phase 3 SYNERGY trial to be conducted in approximately 125 cancer centers to evaluate a survival
benefit for custirsen in combination with first-line docetaxel treatment in approx1mately 800 patients with
CRPC, which was initiated in the third quarter of 2010.

e Anphase3 chmcal trial to evaluate a survival benefit for custirsen in combination with first-line
chemotherapy in patients with NSCLC, which is expected to be initiated in 2011 following successful
manufacturing of additional custirsen drug product and completion of DDI studies. The trial is expected to
enroll approximately 950 patients. The study protocol will include two futility assessments and one interim
analysis for efficacy. The first-line chemotherapy regimen has been selected as carboplatin and paclitaxel.

Custirsen has received Fast Track designations from the U.S. Food and Drug Administration, or FDA, for the
treatment of CRPC in combination with docetaxel for both first and second-line docetaxel treatment. The FDA has
agreed on the design of two phase 3 registration trials, each in CRPC, via the Special Protocol Assessment, or SPA,
process. One trial design investigates overall survival as the primary endpoint for custirsen in combination with



first-line chemotherapy, whereas the other trial design investigates pain palliation as the primary endpoint for
custirsen in combination with second-line chemotherapy.

We have also received written, scientific advice from the European Medicines Agency, or EMA, on our

-development plan for custirsen for the treatment of men with CRPC. The input received from the Committee for
Medicinal Products for Human Use, or CHMP, at the EMA was in overall agreement with our development plan
regarding the proposed pre-clinical studies and both the study designs and analyses for the phase 3 trials. The CHMP
also agreed that the intended safety database would enable a sufficiently qualified risk-benefit assessment for market
approval. .

Summary of Results of Custirsen Phase 2 Clinical Trials

Five phase 2 clinical trials have been conducted to evaluate the ability of custirsen to enhance the effects of therapy
in prostate, non-small cell lung and breast cancer. The following is a summary of the clinical trials evaluating
custirsen in combination with chemotherapy. :

Summary of Final Results of Custirsen Phase 2 Clinical Trial in Patients With CRPC Recelvmg Custlrsen and

Docetaxel as First-Line Chemotherapy o=

Final results of a randomized phase 2 trial evaluating the benefit of combining custirsen with first-line docetaxel in

patients with CRPC were presented during an oral présentation at the ASCO 2009 anniuial meeting, and were

published in the September 20, 2010 issue of the Journal of Clinical Oncology. In this phase 2 trial, patients were
-randomized to receive either docetaxel or custirsen plus docetaxel.

The trial enrolled 82 patients at 12 sites in Canada and the United States from September 2005 to December 2006.
Patients were randomized to one of two treatment arms to receive either 640 mg of custirsen per week by
intravenous infusion in combination with docetaxel and prednisone or docetaxel and prednisone alone. Patients in
both treatment arms received therapy until disease progression, toxicity or the completion of 10 three-week cycles of
therapy. Analyses indicated a survival benefit in patients treated with custirsen in combination with docetaxel
compared to docetaxel alone, which is the current standard of care for first-line chemotherapy treatment of patients
with advanced prostate cancer:

e The median overall survival i in patients who were treated in the custirsen plus docetaxel trial was 23.8
months compared to 16.9 months for patients treated with docetaxel alone, indicating a 6.9 month survival
advantage in the custirsen arm.

¢ The unadjusted hazard ratio, or HR, a measure used to compare the death rates between treatment groups,
was 0.61, representing a 39% lower rate of death for patients treated with cust1rsen

e A prospectively defined mu-ltivariate analysis indicated that the signiﬁcant predictors of overall survival
were treatmierit arm, performance status and presence of metastases other than in bone or lymph nodes. In
the multivariate analysis, patients treated with custirsen had a rate of death of 51% lower than patients
treated with docetaxel alone (HR=0.49; p=0.012). Additional exploratory analyses found that the lower rate
of death was associated with the effect of custirsen treatment even when varying amounts of chemotherapy
were administered. In other words, custirsen treatment resulted in a lower rate of death when compared to

. the control arm for patients receiving six or less cycles of chemotherapy, as well as for patients receiving
10 cycles of chemotherapy.

Investigators. concluded that custirsen treatment was well tolerated in combination with docetaxel. There was an
increase in incidence of mild fever, chills and creatinine levels (a laboratory measure for reduced kidney function)
and a moderate to significant decrease in circulating lymphocytes in the blood (another laboratory measure) without
any increase in infection rate compared to the docetaxel arm. Lymphocytes are a type of white blood cell involved in
the body’s defense against infections. Due to the final results of this randomized phase 2 trial, the phase 3
SYNERGY trial will evaluate the overall survival benefit of custirsen in patients treated with first-line
chemotherapy.- : :



The following graph displays the Kaplan—Meler curves for custirsen in combmatlon with docetaxel as,compared to
docetaxel alone: :
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Summary of Results of Custirsen Phase 2 Clinical Trial in Patients Receiving Docetaxel as Second-Line Therapy

We have completed accrual and patient treatment in our randomized phase 2 clinical trial in patients with CRPC
evaluating custirsen in combination with either docetaxel or mitoxantrone as second-line chemotherapy. In this
phase 2 trial, patients who were previously treated with a first-line, docetaxel-based chemotherapy regimen and
progressed on or within six months of discontinuation of docetaxel treatment were randomized to receive custirsen
plus either docetaxel retreatment or mitoxantrone. Initially, 42 patients were randomized, and received at least one
cycle of custirsen and chemotherapy and were included in the analysis: 20 patients received docetaxel retreatment
plus custirsen and 22 patients received mitoxantrone plus custirsen. The protocol was amended to allow additional
patients tosbe-gnrolled in the docetaxel retreatment arm. Enrollment into the- amended protocol was initiated in May
2007 and 25 additional patients were enrolled. All patients received at least one cycle of custirsen and docetaxel
retreatment and were included in the analysis. The last survival update was on Aungust 13, 2010. All patients were
followed for a minimum of 36 months or until death. .

The preliminary results for the clinical trial are summarized as follows:

¢ Survival duration is longer than the survival duration observed in the follow-up evaluation of patients on

- the TAX 327 Study who later received second-line chemotherapy and were available for long-term follow-
up. In the follow-up evaluation of the TAX 327 Study, 237 patients received either docetaxel or
mitoxantrone as second-line chemotherapy. The median (50%) survival duration from the start of second-
line chemotherapy was 10 months for both groups of patients (patients receiving mitoxantrone as second-
line chemotherapy after receiving docetaxel as first-line chemotherapy or patients receiving docetaxel as
second-line chemotherapy after receiving mitoxantrone as first-line chemotherapy). As of August 13, 2010,
the estimated median over survival duration for the custirsen plus mitoxantrone arm was 11.5 months (95%

10



'C.L: 6.1-15.2 months). For the custirsen plus docetaxel retreatment arm, the median overall survival was

estimated at 15.8 months (95% C.1.:9.9-23.3 months) for the 20 randomized patients and 12.8 months (95%
C.1.:9.9-17.0 months) for the 45 combined patients which included 25 additional patients with high serum
clusterin levels at enrolment beyond the 20 randomized patients. .

The survival data from this clinical trial also compares favorably to the median survival duration of 9.6
months for patients who received second-line docetaxel after first-line docetaxel in the retrospective BCCA
Study. The patients in the BCCA Study had a better prognosis than the patients in our clinical trial.

Preliminary analyses have shown that treatment with custirsen in combination with chemotherapy
significantly lowers serum clusterin levels and that average serum clusterin levels were predictive of .
survival, with low serum clusterin levels correlating to longer survival.

Pain responses were observed in 46% of evaluable patients in the mitoxantrone group and 59% of
evaluable patients in the docetaxel retreatment combined group. Evaluable patients had pain or were on
opioids for pain control. Durable pain responses (defined as duration of 12 weeks or greater) were observed
in 38% of'evaluable patients in the mitoxantrone group and 51% of evaluable patients in the docetaxel

- retreatment combined group. _ o=

Pain responses when adding custirsen to docetaxel treatment as second-line therapy were favorable when
compared to the pain responses reported for the Phase 3 TROPIC trial leading to the 2010 approval of
cabazitaxel in the United States for patients who had previously received treatment with chemotherapy. In
the TROPIC trial, which evaluated a similar patient population for second-line chemotherapy as was
evaluated in our Phase 2 trial (i.e., patients who had progressed while on or soon after first-line docetaxel
therapy), the pain response for cabazitaxel was 9.2% and for mitoxantrone was 7.7%. The reported median
survival for second-line chemotherapy in most trials has been approximately 10 months (range 9-12
months) with the exception that the TROPIC trial showed median survival to be 15.1 months for patients
treated with cabazitaxel.

Summary of Preliminary Results of Custirsen Phase 2 Clinical Trial in Patients With NSCLC

We have completed accrual, patient treatment, and reported trial data for our clinical trial in patients with advanced
NSCLC, which evaluated custirsen in combination with gemcitabine and a platinum chemotherapy (cisplatin or
carboplatin) as first-line chemotherapy. In this phase 2 trial, 81 patients with advanced NSCLC received custirsen in
combination with gemcitabine and a platinum chemotherapy as first-line chemotherapy. Eighty-one percent of the
patients had stage IV disease at enrollment, and 16% had squamous cell carcinoma. Patients remaining alive have
been followed for a median (range) of 41 (38-59) months. '

the median overall survival was 14.1 months and 54% of patients survived at least one year;

30% ofpatients who had received custirsen with first-line chemotherapy survived at least two years;

for comparison, published studies using a platinum-baéed regimen plus gemcitabine as first-line
chemotherapy for advanced NSCLC reported median survivals of § to 11 months and one-year survival
rates of 33% to,43%. Market approval for Avastin plus paclitaxel and carboplatin chemotherapy for

. NSCLC was based on results showing a median survival of 12.3 months compared to 10.3 months for

patients treated with chemotherapy alone. Survival rates for Avastin plus chemotherapy versus
chemotherapy alone were reported as 51% versus 44% at one year and 23% versus 15% at two years,
respectively; '

disease control was achieved in 69% of patients; and

preliminary analyses have shown that treatment with custirsen in combination with gemcitabine and a
platinum chemotherapy significantly lowers serum clusterin levels and that average serum clusterin levels
were predictive of survival, with low serum clusterin levels correlating to longer survival.

11



Summary of Preliminary Results of Custirsen Phase 2 Clinical Trial in Patients With Advanced Breast Cancer

In January 2009, the results of the clinical trial in 15 patients with advanced breast cancer, which evaluated custirsen
in combination with docetaxel as first-line or second-line chemotherapy, were published in the scientific journal
Clinical Cancer Research. The authors’ conclusion was that the combination of custirsen and docetaxel at 75 mg/m?2
was well tolerated and some clinical activity was seen in the patients with metastatic breast cancer.

Summary of Preliminary Results of Custirsen Phase 2 Clinical Trial in Patients With CRPC Receiving Hormone
Ablation Therapy

This trial was an investigator-sponsored trial that evaluated weekly OGX-011 with androgen withdrawal therapy for
a three-month duration in patients with high-risk, localized prostate carcinoma prior to radical prostatectomy. The
results of the trial indicated that OGX-011 was detectable in prostate tissue for 14 days after the last administration,
that clusterin expression was decreased, in cells from lymph nodes as well as from prostate specimens, and that more
of the cells in these patients were undergoing apoptosis (cell death) compared with patients who never received
androgen withdrawal therapy or who received only androgen withdrawal therapy.

0GX-427 [

Overview of OGX-427

0GX-427 is product candidate that, in pre-clinical experiments, inhibits production of Hsp27, a cell survival protein
found at elevated levels in many human cancers, including prostate, lung, breast, ovarian, bladder, renal, pancreatic,
multiple myeloma and liver cancer. Many anti-cancer therapies are known to further elevate Hsp27 levels. For
example, Hsp27 levels increased four-fold in prostate cancer patients after treatment with chemotherapy or hormone
therapy. Increased levels of Hsp27 in some human cancers are associated with metastases, poor prognosis and
resistance to radiation or chemotherapy.

A number of pre-clinical studies conducted by the Vancouver Prostate Centre and others have shown that inhibiting
the production of Hsp27 in human prostate, breast, ovarian, pancreatic and bladder tumor cells sensitizes the cells to
chemotherapy. These preclinical studies have shown that reducing Hsp27 production induces tumor cell death in
prostate, breast, non-small cell lung, bladder and pancreatic cancers, and indicates that reducing Hsp27 production
sensitizes prostate tumor cells to hormone ablation therapy.

Summary of Results of OGX-427 Phase 1 Clinical Trial in Patients With Solid Tumors

OGX-427 has been evaluated in a phase 1 trial in patients with breast, prostate, ovarian, or non-small cell lung
cancer who have failed potentially curative treatments or for which a curative treatment does not exist. Final results
of this phase 1 trial were presented during an oral presentation at the ASCO 2010 annual meeting. The phase 1 trial
evaluated 36 patients treated with OGX-427 as a single agent and 12 patients treated with OGX-427 in combination
with docetaxel who had failed up to six prior chemotherapy treatments. OGX-427 as a single agent administered
weekly was evaluated at doses from 200 mg up to 1000 mg in five cohorts of approximately six patients in each
cohort. Two further cohorts tested OGX-427 at the 800 and 1000 mg doses combined with docetaxel. Patients could
receive up to 10 21-day cycles.

When OGX-427 was given as a single agent, a median of two cycles (range of 0 to 8) was administered. Most
adverse events were mild (grade 1 or 2) and mainly occurred during the three “loading doses” given over nine days
prior to weekly dosing. The majority of adverse events determined to be related to OGX-427 consisted of grade 1 or
2 fever, chills, itching, or flushing (associated with the infusion of OGX-427) and fatigue.

When OGX-427 was combined with docetaxel, a median of six cycles (range of 1 to 10) was administered. Infusion
reactions continued to be the most common adverse events, followed by chills, fatigue, nausea, back pain, itching,
poor appetite and shortness of breath. Despite evaluating OGX 427 at very high doses, a maximum tolerated dose
for OGX-427 was not reached in this trial.
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When OGX-427 was used as monotherapy, 3 of 17 evaluable patients had a decrease in measurable-disease of 20%
or greater. In this heavily pretreated patient population, two of four patients with ovarian cancer had a decrease of
25% or greater in CA-125 (an ovarian tumor marker) and 3 of 15 patients with prostate cancer had a decrease of
30% or greater in PSA (a prostate tumor marker).

At all doses and in all diseases evaluated in the trial decreases were observed for both total circulating tumor cells,
or CTCs, and CTCs which were positive for Hsp27, or Hsp27+CTCs. Recent studies have shown that the presence
of CTCs in peripheral blood may be of prognostic significance for patients with solid tumors, and patients with
values of five tumor cells or less are generally considered to have a more favorable prognosis. Hsp27+CTCs
decreases were noted in 89% of evaluable patients and were observed at all dose levels and all diseases evaluated. In
9 of 26 (31%)) patients with >5 Hsp+CTCs at baseline, Hsp27 + CTCs had-decreased to five tumor cells or less. In
addition, serum Hsp27 protein levels were decreased by 30% or greater over a period of at least six weeks in
approximately 25% of patients at the 800 and 1000 mg doses.

When OGX-427 was combined with docetaxel, 5 of 10 patients had a decrease in measurable disease of 20% or
greater. Five of nine patients with prostate cancer had a decrease of 30% or greater in PSA. Again, decreases in both
total CTCs and Hsp27 (+) CTCs were observed. Hsp27+CTCs were decreased in 71% of evaluable patients. In four
of seven patients with =5 Hsp+CTCs at baseline, Hsp+ CTCs had decreased to five-cells or less. Serum Hsp27
protein levels were decreased by 30% or greater over a time per10d of at least six weeks in approximately 35% of
patients.

Summary of Ongoing OGX-427 Randomized Phase 2 Clinical Trial in Patients With CRPC

In September 2010, we announced the initiation of a second investigator-sponsored phase 2 clinical trial evaluating
OGX-427 when administered as a monotherapy to. patients with CRPC. This randomized, controlled phase 2 trial
will enroll up to 72 patients who have minimally symptomatic or asymptomatic advanced prostate cancer and who
have not yet received chemotherapy, and is designed to determine the potential benefit of 0GX-427 by evaluating
the number of patients who are without disease progression at 12 weeks post-study treatment with or without OGX-
427. This phase 2 trial will also measure the direct effect of OGX-427 on PSA levels, time to progression by PSA or
measurable disease, numbers of CTCs and other relevant secondary endpoints.

Summary of Ongoing OGX-427 Phase 1 Clinical Trial in Patients With Bladder Cancer

An investigator-sponsored phase 1 clinical trial evaluating OGX-427 when administered directly into the bladder in
patients with bladder cancer was initiated in August 2009. The trial, which will enroll up to 36 patients with bladder
cancer, is designed to determine the safety and potential benefit of OGX-427 administered directly into the bladder
using a catheter, which is known as intravesical instillation. In addition, the trial will measure the direct effect of
OGX-427 on expression of Hsp27 in bladder tumor cells, as well as determine the pharmacokinetics and
pharmacodynamics of OGX-427 when delivered by intravesical instillation. This investigator-sponsored clinical
trial is funded by the National Cancer Institute of Canada.

& =

Summary of Propo>sed 0GX-427 Randomized Phase 2 Clinical Trial.in Patients With Metastatic Bladder Cancer

We expect to initiate a phase 2 clinical trial of OGX-427 in approximately 180 patients with metastatic bladder
cancer in the second half of 2011. The proposed trial design is a three-arm, randomized phase 2 in combination with
standard chemotherapy in the first-line metastatic setting. Each arm would enroll approximately 60 patients and the
trial would be initiated in sites throughout the United States, Canada and Europe. We are consulting with external
bladder cancer experts and anticipate initiating this trial in the second half of 2011.

SN2310

Product candidate SN2310 is a novel camptothecin for treating cancer. Camptothecins are potent anticancer agents
that belong to the family of drugs called topoisomerase I inhibitors that bind reversibly to the TOPO-I-DNA
complex causing breaks in the DNA strands during replication, thereby resulting in cell death. The phase 1 clinical
trial evaluated safety in patients with advanced cancer who have received on average three to five prior
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chemotherapy treatments. The phase 1 clinical trial was completed in 2008 and the dose-limiting toxicity that
defined a maximum tolerated dose in this heavily pretreated patient population was a significant decrease in the
‘number of neutrophils, or neutropenia, a type of white blood cell that is involved in the body’s defense against
infections.

SN2310 has been administered to 26 patients with various types of cancer in a phase 1 clinical trial. Enrollment for
this clinical trial has been completed. Some of the patients experienced adverse events, which were considered
unrelated to the trial-drug and attributed to the underlying disease. Of the adverse events associated with the
administration of SN2310, most were mild and the most common events were nausea, diarrhea, vomiting and
fatigue. Mild to moderate reactions (back/chest pain, flushing) have been observed during infusions. Significant
neutropenia occurred in some patients and was the dose-limiting toxicity observed, sometimes associated with fever
or septicemia. We have not defined additional development activities for this product candidate at this time and are
-currently exploring options to out-license this product candidate. :

0GX-225

The development program for our fourth product candidate, 0GX-225, is focused on reducing the production of
both IGFBP-2 .and IGFBP-5, thereby enhancing treatment sensitivity and delaying tumor progression. Increased
IGFBP-2 or IGFBP-5 production is observed in many human cancers and is linked to-faster rates of cancer
progression, treatment resistance and shorter survival duration. We believe that employing OGX-225 as a
monotherapy will inhibit the production of both IGFBP-2 and IGFBP-5 and result in the delay of disease
progression in cancers that depend on insulin-like growth factor 1, or IGF-1, for proliferation. we have completed
pre-clinical proof of concept studies with OGX-225.

We believe that because IGFBP-2 and IGFBP-5 are over-produced in a variety of cancers, OGX-225 may have
broad market potential to treat many cancer indications. We believe that the initial opportunity for OGX-225 would
be in breast and prostate cancer patients early in the course of their recurrence after failed hormone ablation therapy.

We have identified the lead compound and completed numerous preclinical proof of concept studies with OGX-225,
which indicate that OGX-225 delays disease progression in prostate and breast cancer model systems. We have not
yet initiated the pre-Investigational New Drug, or IND, studies required for a regulatory submission and initiation of
phase 1 clinical trials. ) . o

CSP-9222

Product candidate CSP-9222 is the lead compound from a family of caspase activators. These novel, small
molecules have been identified as activators of programmed cell death in pre-clinical models.

Second-Generation Antisense Technology

Custirsen, ©GX-427 and OGX-225 are based on second-generation antisense drug chemistry and belong to the drug
class known as antisense therapeutics. On a product-by-product basis, we have collaborated with Isis
Pharmaceuticals Inc., or Isis, and selectively licensed technology from Isis to combine Isis’ second-generation
antisense chemistry with our proprietary gene target sequences to create inhibitors that are designed to down
regulate certain proteins associated with cancer resistance. In contrast to first-generation antisense chemistry,
second-generation antisense chemistry has improved target binding affinity, increased resistance to degradation and
improved tissue distribution. These improvements result in slower clearance of the therapies from the body, which
allow for less frequent dosing and thereby make treatment easier on patients at a lower associated cost. For example,
clinical data from our phase 1 clinical trial in prostate cancer patients demonstrated that weekly intravenous
administration of custirsen resulted in drug distribution to prostate cancer tissue and over 92% inhibition of its -
target, clusterin mRNA, in prostate tumor cells in these patients. These data demonstrate that following systemic
administration, custirsen entered tumor cells and effectively inhibited clusterin production.
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Summary of Product Development Prbgrams

* The following table summarizes the status of our product development programs:

Product Candidate

Treatment Combination(1)

Recent and Expectéﬂ Near

Cancer Indication and Study Development Phase/Status Term Data Releases
Custirsen phase 3 (2) Metastatic Castrate Resistant First-line docetaxel withand ~ + Phase 3 ongoing; SPA » Phase 3 initiated in third
- Prostate Cancer — Survival without custirsen (~800 approved by the FDA and - quarter of 2010. Teva has
Endpoint patients) EMA in agreement with prirary responsibility for the
(SYNERGY) development plan oversight of this trial
Metastatic Castrate Resistant Docetaxel retreatment as * Phase 3 ongoing; SPA * Phase 3 initiated in the
. Prostate Cancer — Durable Pain . second-line chemotherapy with approved by the FDA and second quarter of 2010.
Palliation Endpoint and without custirsen (~300 EMA in-agreement with OncoGenex has primary
(SATURN) ‘atients) . development plan responsibility for the
: ' ) ~ oversight of this trial
‘Advanced Non-Small Cell * - Chemotherapy withi or Wlthout « Initiation pending in 2011 «~Expected to initiate in 2011.
Lurig Cancer — Survival custirsen R . S Teva has primary :
Endpoint - - responsibility for the
' (Protocol not yet disclosed) ’ oversight of this trial
Custirsen phase 2 Metastatic Castrate Resistant First-line docetaxel with and * Phase 2 completed * Final survival data presented
- Prostate Cancer - without custirsen at 2009 ASCO annual
(0GX-011-03) meeting

Custirsen phase 1

OGX-427 phase 2
OGX-427 phase 1

SN2310

0GX-225

CSP-9222

Metastatic Castrate Resistant
Prostate Cancer
(0GX-011-07)

Metastatic Castrate Resistant
Prostate Cancer
(0GX-011-07A)

Advanced Non-Small Cell
Lung Cancer
(0GX-011-05) -

Localized Prostate Cancer
(0OGX-0 1‘ 1-04) ’

Advanced Breast Cancer
(0GX-011-06)

Localized Prostate Cancer
(0GX-011-01)

Solid Tumors

(prostate breast, NSCLC,
‘Ovatian, renal, bladder, -
peritoneum)
(0GX-011-02)

Castrate Resistant Prostate
Cancer

" Metastatic Bladder Cancer o

Solid Tumors
Superficial Bladder Cancer

Solid Tumors

Solid Tumors

Solid Tumors

Custirsen with second-line
chemotherapy (docetaxel or
mitoxantrone)

Custirsen with docetaxel as
second-line chemotherapy

Custitsen with first-line

" chemotherapy (gemcitabine and

cisplatin or gemcitabine and
carboplatin)

Custirsen with hormone
ablation therapy

Custirsen with docetaxel as
second-line chemotherapy
Custirsen with hormone
ablation therapy

Custirsen with dogetaxel

0GX-427 as monotherapy (72
patients) )
0OGX-427 with and without
chemotherapy (~ 180 patients)
0GX-427 with and without
chemotherapy

0GX-427 as monotherapy (~36
patients)

SN2310 administered to
heavily pre-treated patients
with advanced cancer
0GX-225 with and without
chemotherapy

To be determined
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Phase 2 completed

Phase 2 completed

Phase 2°completed

Phase 2 completed

Phase 2 completed

Phase 1 comﬁféted

Phase 1 completed

Phase 2 ongoing.

Initiation pending.
Phasé 1 completed
Phase 1 ongoing ,
Phase 1 cémpleted

Pre-clinical proof-of-concept
studies completed

Data published in Journal of
Clinical Oncology September
2010

Interim data presented at
ASCO 2008 Genitourinary
Cancers Symposium
Manuscript in preparation
Manuscript in preparation

2-year survival data
presented February 2009
Manuscript in preparation

Results presented at ASCO
2008 Genitourinary Cancers
Symposium

Data published in Clinical
Cancer Research 2009

Data published in Journal of
National Cancer Institute
2005

Data published in Clinical
Cancer Research 2008

-

Phase 2 initiated in the third
quarter of 2010.
Expected to initiate in the
second half of 2011.

- Final data presented at 2010
ASCO annual meeting
None

Enrollment and treatment
- completed - maximum

tolerated dose determined
* None

Formulation to be determined + None



(1) In all of our prostate cancer clinical mals and in clinical practice for prostate cancer, docetaxel is administered in
combination with prednisone.

- (2) We have designed two phase 3 clinical trials to evaluate the clinical benefit of custirsen in CRPC.

Overview of Market and Treatment

In North America, cancer is expected to strike slightly fewer than one in two men and slightly more than one in
three ' women in their lifetimes and has recently surpassed heart disease as the leading cause of death in the United
States. The American Cancer Society estimated that in 2010 approximately 1,529,560 new patients in the United
States would be diagnosed with cancer and that there would be approximately 569,490 patient deaths attributable to
cancers.

-Typically, cancer treatment is given sequentially and can include hormone therapy, surgery, radiation therapy, and
chemotherapy. Although a particular therapy may initially be effective, tumor cells often react to therapeutic
treatment by increasing the production of proteins that afford them a survival advantage, which enable them to
become resistant to therapy, multiply and spread to additional organs. As a result, many patlents progress rapidly
through all ava11ab1e therapies and ultimately die.

Our Strategy

Our objective is to develop and commercialize new cancer therapies that address resistance to therap1es in cancer
patients. Key elements of our strategy include:

¢  Gaining market approval for custirsen by conducting registration trials that demonstrate efficacy and safety,
in both prostate and lung cancer, in collaboration with Teva. As a result of the Collaboration Agreement
with Teva, committed funding is available for phase 3 trials in patients with CRPC to evaluate custirsen in
combination with docetaxel as first-line chemotherapy, in patients with CRPC to evaluate custirsen in
combination with docetaxel retreatment as second-line chemotherapy, and in patients with NSCLC to
evaluate custirsen in combination with first-line chemotherapy. The prostate trials were initiated in 2010
and the NSCLC trial is expected to begin in 2011. Currently, mitoxantrone, docetaxel and cabazitaxel are
approved for use in patients with advanced CRPC, but docetaxel and cabazitaxel have shown improved
patient survival when compared to mitoxantrone. Currently, carboplatin, gemcitabine and cisplatin are
approved for use in patients with advanced NSCLC and bevacizumab in patients with non-squamous
NSCLC; bevacizumab in combination with paclitaxel] and carboplatin chemotherapy has shown to improve
patient survival when compared to carboplatin chemotherapy alone. Pemetrexed is also approved as a
single agent in patients with advanced NSCLC after initial chemotherapy and in .combination with cisplatin
for the initial treatment and maintenance therapy following platinum-based therapy.

e  Advancing OGX-427 by conducting clinical trials across multiple cancer indications for OGX-427,
including, but not limited to, bladder cancer and CRPC. Consistent with the strategy we are following for
custigsen, we intend to conduct parallel clinical trials to evaluate OGX-427 n several cancer indications
and treatment combinations to accelerate assessment of this product candidate for further development.

e Developing and commercializing new cancer. therapies to inhibit treatment resistance in cancer patients.
We plan to leverage our expertise in development to bring new products to market as fast as possible. We
intend to maintain and develop our relationship with the Vancouver Prostate Centre, and develop
relationships with other research institutions in order to identify additional product candidates.

¢  Optimizing the development of our product candidates through use of outsourcing and internal expertise. In
order to increase efficiency and lower our overhead, we outsource, and plan to continue to outsource, pre-
clinical and manufacturing activities. We have chosen to establish critical product development functions
in-house, including clinical trial management and regulatory affairs.
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License and Collaboration Agreements .
Teva Pharmaceutical Industries Ltd.
*Custirsen

As discussed above, in December 2009, we, through our wholly owned subsidiary, OncoGenex Technologies,
entered into the Collaboration Agreement with Teva forthe development and global commercialization of custirsen. '
(and related compounds). Pursuant to the Collaboration Agreement, Teva received the exclusive worldwide right
and license to develop and commercialize any products containing custirsen and related compounds, which we refer
to as the Licensed Products. We have an option to co-promote custrrsen in the United States and Canada.

Under the Collaboration Agteement, Teva made upfront payments in the aggregate amount of $50 million, and will
make payments of up to $370 million upon.the achievement of developmental and commercial milestones and
royalties at percentage rates ranging from the mid-teens to mid-twenties on net sales, depending on aggregate annual
net sales of Licensed Products. In addition to the ongoing royalties, Teva will pay us additional one-time sales
threshold royalties if certain aggregate net sales are achieved. We are required to contribute $30 million towards the
development of custirsen, wh1ch will include our personnel costs for certam development activities.

Teva and we have developed a Clinical Development Plan under’ WhICh the following three phase 3 clinical trials’
will be initiated: :

e  The phase 3 SATURN trial to evaluate a durable pain palliation benefit for custirsen in combination with
docetaxel retreatment as second-line chemotherapy in approximately 300 patients with CRPC, which was
initiated in the second quarter of 2010.

e The phase 3 SYNERGY trial to be conducted in approximately 125 cancer centers to evaluate a survival
- benefit fof custirsen in combination with first-line docetaxel treatment in approximately 800 patients with
CRPC, Wthh was initiated in the third quarter of 2010.

* A phase 3 clinical trial to evaluate a survival benefit for custirsen in combination with first-line
. chemotherapy in patients with NSCLC, which is expected to be initiated in 2011 following successful
manufacturing of additional custirsen drug product and completion of DDI studies. The trial is expected to
enroll approximately 950 patients. The study protocol will include 'tvvo futility assessments and one interim
analysis for efficacy. The first-line chemotherapy regimen has been selected as carboplatin and paclitaxel.

Teva will be respons1ble for conducting any other trials and development work necessary to obtain required
regulatory approvals. We may assume some of these activities if assigned by the Joint Steering' Committee, but Teva
would be responsible for all associated costs. The Joint Steering Committee will oversee the development and
regulatory approval of any Licensed Product. Funding responsibilities for the Clinical Development Plan will be
allocated as folfows: ' '

e We will be required to contribute $30 million towards the development of custrrsen which will 1nclude our
personnel costs for certain development activities.

e Tevawill be required to fund all other expenses.
In addition to the development costs noted above Teva is also responsible for all costs relating to product
commercialization, including any costs incurred in relation to our co-promotion option, except for start-up costs in
advance of commercialization.
Teva was also granted the first right to file, prosecute and maintain, and enforce at its expense, the patent rights

associated with custirsen. If Teva elects, however, not to, or fails to, file, prosecute and maintain, and enforce, the
patent rights associated with custirsen, we retain the right to assume responsibility for such activities.
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The Collaboration Agreement will remain in effect, on a country-by-country basis, until the expiration of Teva’s
obligation to pay royalties on sales of the Licensed Product in such country (or earlier termination under its terms).
Commencing after the completion of all three phase 3 clinical trials set forth in the Clinical Development Plan, or
upon early termination due to a material adverse change in our patent rights related to custirsen or safety issues or
“futility,” as defined in the Collaboration Agreement, Teva may terminate the Collaboration Agreement in its sole
discretion upon three months’ advance notice if notice is given prior to regulatory approval of a Licensed Product
and upon six months’ advance notice if notice is given after such regulatory approval. If Teva terminates the .-
Collaboration Agreement for any reason other than an adverse change in custirsen patent rights, safety issues or
“futility” determination as previously described, it will remain responsible for paying any remaining costs of all
three phase 3 clinical trials, except for specified company development expenses, Either party may terminate the
Collaboration Agreement for an uncured material breach by the other party or upon the bankruptcy of either party. If
the Collaboration Agreement is terminated other than for an uncured material breach by Teva, we will pay Teva a

]

-royalty on sales of Licensed Products. The percentage rates of such royalties (which are in the single digits) depend

on whether termination occurs prior to,the first regulatory approval in the United States or a primary European
market or after one of these approvals. These royalties would expire on a country-by-country basis on the earlier of
10 years after the first commercial sale of a Licensed Product and certain thresholds related to generic competition.

In'the event of a change of control of OncoGenex and,within 90 days of such a-change of control, Teva may, in its
sole discretion, terminate the Joint Steering Committee or terminate the co-promotion option if not then exercised by
us or if exercised but not yet executed by us, or terminate the co-promotion option if in its commercially reasonable
opinion co-promotion with our successor would be materially detrimental to Teva’s interests. ;

Isis Pharmaceuticals, Inc.
Custirsen

In November 2001, OncoGenex Technologies entered into an agreement with Isis, referred to as the Original Isis
Agreement, to jointly develop and commercialize custirsen. This strategic relationship provided us with access to
Isis’ proprietary position in second-generation antisense chemistry for use in custirsen, and Isis’ expertise in
developing antisense therapeutics, including its manufacturing expertise, and allowed us to develop custirsen cost
efficiently. Under the Original Isis Agreement, we paid 65%, and Isis paid 35%, of the costs and revenue resulting
from the development and commercialization of custirsen. On July 2, 2008, we and Isis amended the Original Isis
Agreement or the Amended Isis Agreement, pursuant to which we became solely responsible for the costs and
development of custirsen, and, in furn, assumed certain financial obligations to Isis, primarily related to sharing
revenue received,by us from a third party as a result of a licensing transaction. '

Licensing revenue that are based on a percentage of net sales of a licensor are defined as Royalty Revenue, while
other licensing revenue, with the exception of fair market value of equity and reimbursement of research and
development expenses, are defined as Non-Royalty Revenue. We will pay Isis royalties comprised of a base
percentage of net sales of custirsen and a percentage of Royalty Revenue we receive in excess of a certain threshold
up to a certain.cap. The amount of the royalties payable to Isis depends on whether Isis owes royalty payments to
third parties pursuant to its license agreements with such parties. Based on the Royalty Revenue we are eligible to
receive as a result of the royalty rates established in our collaboration with Teva, our total royalty obligations to Isis
will range between 6.38% and 7.00% of net salés of custirsen by Teva during the period Isis owes royalty payments
to third parties, and between 3.88% and 4.50% when those third-party obligations of Isis have expired, which we
expect to occur in 2017.

We paid Isis $10 million in January 2010 as Isis’ share of Non-Royalty Revenue received by us in December 2009
in connection with our Collaboration Agreement with Teva. We do.not anticipate making any further payments to

Isis in 2011 under the terms of the Amended Isis Agreement.

In addition, we are required to pay Isis 30% of all Non-Royalty Revenue we receive. Isis has disclosed in its
Securities and Exchange Commission, or SEC, filings that it is entitled to receive 30% of the up to $370 million in
milestone payments we may receive from Teva as part of the Collaboration Agreement; however, we believe that
certain of the milestone payments related to sales targets may qualify as Royalty Revenue, and therefore be subject
to the lesser payment obligations discussed above. We cannot provide any assurance that we will be entitled to
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receive these milestone payments or, if we are, that the applicable amount payable to Isis will be less than 30%.
Neither we nor Isis can pursue the development or commercialization of any antisense compound for clusterin.
outside of the Amended Isis Agreement. This arrangement will continue until custirsen is no longer being developed
or commercialized or until the Amended Isis Agreement is earlier terminated due to an uncured material breach.

To facilitate the execution and performance of the Collaboration Agreement, we and Isis agreed to amend the
Amended Isis Agreement, which amendment provides that, among other things, if OncoGenex is the subject of a
change of control with a third party, where the surviving entity immediately following such change of control has
the right to develop and sell the product, then (i) a milestone payment of $20 million will be due and payable to Isis
21 days following the first commercial sale of the product in the United States and (ii) unless-such surviving entity
had previously sublicensed the product and a royalty rate payable to Isis by us has been established, the applicable
royalty rate payable to Isis will thereafter be the maximum amount payable under the Amended Isis Agreement. Any
nen-royaity milestone amounts previously paid will be credited towards the $20 million milestone if not already
paid. As a result of the $10 million milestone payment paid to Isis in relation to the Collaboration Agreement, the
remaining amount owing in the event of change of control discussed above is 2 maximum of $10 million. As we
have now licensed the product to Teva and established a royalty rate payable to Isis, no royalty rate adjustments
would apply if Teva acquires OncoGenex and is the surviving entity.
OncoGenex Technologies has agreed to indemnify. Isis and persons affiliated with Isis against liabilities resulting
from the development, manufacture, use, handling, storage, sale or other commercialization or disposition of
custirsen caused by OncoGenex Technologies’ or ifs licensees’ or sublicensees’ gross negligence or willful
misconduct, or caused by OncoGenex Technologies’ material breach of the Original Isis Agreement, as amended.

0GX-427

In January 2005, OncoGenex Technologies entered into a collaboration and license agreement with Isis to jointly
identify antisense compounds designed to inhibit the production of proteins encoded by specified gene targets.
OncoGenex Technologies is solely responsible for all product development activities for antisense compounds under
this collaboration. This relationship provides OncoGenex Technologies with access to Isis’ proprietary position in
second generation antisense chemistry for use in specified products. OncoGenex Technologies was permitted to
designate up to two collaboration gene targets for collaborative research, development and commercialization. In
April, 2005, Hsp27 was confirmed as a collaboration gene target, and we and Isis jointly designed and screened
antisense compounds for this gene target. OncoGenex Technologies’ right to designate a second collaboration gene
target expired on January 5, 2007.. o :

Under the terms of the agreement, in the event that OncoGenex Technologies abandons OGX-427, Isis may elect to
unilaterally continue development of 0GX-427, in which case it must provide Isis with a worldwide license or
sublicense (as the case may be) of its relevant technology solely to develop and commercialize OGX-427 in
exchange for a royalty on Isis’ sales of OGX-427. ;

In consideratien for the grant of rights related to OGX-427, on May 5, 2005 OncoGenex Technologies issued Isis a
promissory note, which was converted into shares of OncoGenex Technologies that were subsequently exchanged in
the Arrangement for 53,200 shares of OncoGenex Pharmaceuticals common stock. Under the terms of the -
agreement, OncoGenex Technologies may be obligated to make certain milestone payments to Isis contingent upon
the occurrence of certain clinical development and regulatory events related to OGX-427. It is also obligated to pay
to Isis certain milestone payments, as well as certain royalties on net sales for OGX-427, with the amount of
royalties depending on whether third-party royalty payments are owed. We paid Isis $750,000 in 2010 upon the
initiation of a phase 2 clinical trial of OGX-427-in patients with CRPC. We do not anticipate making any royalty -
payments to Isis under the terms of the agreement in 2011, . . : ‘ :

OncoGenex Technologies has agreed to indemnify Isis and certain persons affiliated with Isis against liabilities
caused by its and its licensees’ and sublicensees’ gross negligence or willful misconduct, its material breach of the
collaboration and license agreement, and the manufacture, use, handling, storage, sale or other disposition of OGX-
427 that is sold by OncoGenex Technologies or its affiliates, agents or.sublicensees. '
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The term of the collaboration and license agreement will continue for each product until the later of 10 years after
the date of the first commercial sale of OGX-42 and the expiration of the last to expire of any patents required to be-
licensed in order to use or sell 0GX-427, unless OncoGenex Technologies abandons OGX-427 and Isis does not
elect to unilaterally continue development of OGX-427.

University of British Columbia
Custirsen

Efforts conducted at the Vancouver Prostate Centre are owned and managed by the University of British Columbia,
or UBC. Under a license agreement entered into in November 2001, as amended, UBC granted to OncoGenex
Technologies an exclusive, worldwide license to commercialize its existing intellectual property and any
improvements related to clusterin. This technology, combined with Isis’ second-generation antisense chemistry, is
our product candidate custirsen. In connection with entering into the license agreement, we issued to UBC shares of
OncoGenex Technologies that were exchanged in the Arrangement for 15,243 shares of OncoGenex
Pharmaceuticals common stock. OncoGenex Techinologies agreed to pay UBC certain royalties on milestones and
the revenue from sales of custirsen. OncoGenex Technologies is obligated to pay UBC CAD$2,000 in annual
maintenance fees. In January 2010, we paid UBC CAD$333,333 as a result of upfront payments we received from
Teva in December 2009 in connection with our Collaboration Agreement. The occurrence and receipt of future
milestone payments and the generation of royalty revenue are uncertain. .

OncoGenex Technologies agreed to use its commercially reasonable efforts to develop and exploit the licensed

. technology and any improvements. OncoGenex Technologies also agreed to promote, market and sell any resulting
products and to cause the market demand for such products to be satisfied. OncoGenex Technologies is permitted to
sublicense the technology, subject to certain consent and other requirements. OncoGenex Technologies directs
patent prosecution and is responsible for all fees and costs related to the preparation, filing, prosecution and -
maintenance of the patent rights underlying the license agreement. OncoGenex Technologies indemnifies UBC and
certain of UBC’s affiliates against liability arising out of the exercise of any rights granted pursuant to the
agreement. The term of the agreement will expire on the later of 20 years from its effective date and the expiration
of the last patent licensed under the agreement. Subject to patent term extensions, the current granted patent for
custirsen expires in the United States in 2021 and would expire in all other jurisdictions by 2020. OncoGenex
Technologies has additional patent applications pending that, if issued and not invalidated, may extend the
expiration date of the last-to-expire patents. OncoGenex Technologies may also file additional patent applications
related to clusterin that could potentially extend the expiration date of the last to expire patent in this area. -

0GX-427

Under a license agreement entered into in April 2005, as amended, UBC granted to OncoGenex Technologies an
exclusive, worldwide license to commercialize its existing intellectual property and any improvements related to
Hsp27. This technology, combined with Isis’ second-generation antisense chemistry, is our product candidate OGX-
427. In connkction with entering into the license agreement, OncoGenex Technologies issued to UBC shares that
were exchanged in the Arrangement for 6,533 shares of OncoGenex Pharmaceuticals common stock. OncoGenex
Technologies also agreed to pay UBC certain royalties on the revenue from sales of OGX-427, which royalty rate
may be reduced in the event that OncoGenex Technologies must pay additional royalties under patent licenses
entered into with third parties in order to manufacture, use or sell 0GX-427. OncoGenex Technologies may be -
obligated to make milestone payments to UBC contingent upon the occurrence of certain clinical development and
regulatory events related to OGX-427. OncoGenex Technologies is obligated to pay UBC CADS$2,000 in annual
maintenance fees. We paid UBC CAD$100,000 in 2010 in relation to the initiation of a phase 2 trial of 0GX-427 in
patients with CRPC. The occurrence and receipt of upfront and milestone payments and the generation of royalty
revenue are uncertain.

Subject to certain exceptions, OncoGenex Technologies agreed to use its commercially reasonable efforts to
(1) develop and exploit the licensed technology and any improvements and (ii) promote, market and sell any
resulting products. OncoGenex Technologies is permitted to sublicense the technology, subject to certain consent .
and other requirements. OncoGenex Technologies directs patent prosecution and is responsible for all fees and costs
related to the preparation, filing, prosecution and maintenance of the patent rights underlying the license agreement.
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OncoGenex Technologies indemnifies UBC and certain of UBC’s affiliates against liability arising out of the
exercise of any rights granted pursuant to the agreement. The term of the agreement will expire on the later of 20
years from its effective date and the expiration of the last patent licensed under the agreement. Depending on the
outcome of the pending patent applications in the licensed patent family, and subject to any applicable patent term

. extensions, a patent issuing from this family would expire in all jurisdictions by 2023. OncoGenex Technologies
may also file additional patent applications related to Hsp27 that could potentially extend the expiration date of the
last to expire patent in this area.

OGX-225 and CSP-9222

Pursuant to the terms of our third-party license agreements relating to OGX-225 and CSP-9222, we will owe
payments upon the completion of product development milestones, as well as royalties on product sales. We do not
anticipate making any milestone or royalty payments to third parties under the terms of these agreements in 2011.

We are also obligated to pay annual license fees to third parties with respect to these product candidates. These
amounts are disclosed in “Management’s Discussion and Analysis of Financial Condition and Results of
~ Operations — Contractual Obligations,” which is incorporated herein by reference..

Summary of Milestone Obligations by Product Candidate

The following table sets forth the milestones that we may be required to pay to third parﬁes under the license and
collaboration agreements described above. As described above, we will also be required to pay certain revenue-
. based royalties with respect to each of our product candidates.

Milestone Obligations to Third Parties . - Amount Payable
Custirsen ) 31% of non-royalty revenue
0GX=427 _ o ' - o © Upto $5,005,000 (1)(2)(3)
0GX-225(3) o _ ; o Up to $4,347,000 (2)(3)
CSP-9222 - . - Up to $14,000,000 (4)

(1) Additional milestone payments may be required in respect of OGX-427 for product approvals outside the field of oncology.
(2) Payable in connection with initiating certain clinical trials and obtaining certain market approvals.

3) Certain milestone payments are pajable in Canadian dollars, which are translated based on the December 3 1, 2010 exchange
rate of US$1.00 = CAD$0.9946, and rounded to the nearest $1,000.

(4) Payable in connection with initiating certain clinical trials, making certain regulatory filings and obtaining certain market
approvals.

Government Regulations

Drug Approval Process

Regulation by governmental authorities in the United States and other countries is a significant factor in our ongoing
research-and development activities and in the production and marketing of our products. In order to undertake
clinical trials and to produce and market products for human use, mandatory procedures and safety standards
established by the FDA in the United States and by comparable agencies in other countries must be followed.

The standard process before a pharmaceutical agént may be marketed includes the following steps:

e pre-clinical studies, including laboratory evaluation and animal studies to test for initial safety and efficacy;

21



e submission to national health authorities of an IND or Clinical Trials Application, or CTA, or equivalent
dossier, which must be accepted by each national health authority before human clinical trials may
commeince in that country; : : . S

e adequate and well—controlled clmlcal trials to establish the safety and efﬁcacy of the drug in its 1ntended
population and use(s); o

¢ submission to appropriate national and/or regional regulatory health authorities of a New Drug Application
or NDA, or equivalent marketing authorization application, which application is not automatically accepted
for review; and

»  approval by appropriate regulatory health authorities of the marketing authorization application prior to any
commercial sale or shipment of the drug in each country or jurisdiction.

As part of the regulatory health author1ty approval for each product, the drug-manufacturmg establishment is subject
to inspection by the FDA and must comply with current Good Manufacturing Practices, or c¢GMP, requirements
applicable to the production of pharmaceutical drug products. The facilities, procedures and operations of
manufacturers must be determined to be adequate by the FDA before produc.t approval.

Preclinical studies include laboratory evaluation of the active drug substance and its formulation in animals to assess
the potential safety and efficacy of the drug and its formulatiofi. Prior to initiating the first clinical testing of a new
drug product candidate, the results of the pre-clinical studies are submitted to regulatory health authorltles as part of
an IND or CTA, and must be accepted before the proposed clinical trial(s) can begin.

Clinical trials for cancer therapeutics involve the administration of the investigational drug to patients with a defined
disease state, under the supervision of a qualified principal investigator.

Clinical trials are conducted in accordance with protocols that detail the parameters to be used to monitor safety and
efficacy. Each protocol is submitted to regulatory health authorities as part of the IND or CTA in each country
where clinical trials are to be conducted. Each clinical trial is approved and monitored by independent Institutional
Review Boards, or IRB, or Ethics Committees who consider ethical factors, informed consent documents, the safety
of human subjects and the possible liability of the institutions conducting a clinical trial. The IRB or Ethics
Committee may require changes in the clinical trials protocol, which may delay initiation or completion of the trial.

Clinical trials typically are conducted in three sequential phases, although the phases may overlap. In phase 1, the
initial introduction of the drug to humans, the drug is tested for safety and clinical pharmacology. Phase 2 tnals
involve more detailed evaluation of the safety and efficacy of the drug in patients with a defined disease. Phase 3
trials consist of large-scale evaluations of safety and efficacy of the investigational drug compared to accepted
standard therapy in a defined disease.

The process of:‘completing clinical testing and cobtaining regulatory approval for a new product takes a number of
years and requires the expenditure of substantial resources. The FDA, or another regulatory authority, may not grant
approval on a timely basis, if at all. We may encounter difficulties in securing regulatory approval or unanticipated
costs, which may delay or preclude the commercialization of our product candidates. For instance, regulatory
authorities may conclude that the data submitted in a marketing authorization application, such as a NDA, are not
adequate to support approval of a pharmaceutical agent and may require further clinical and pre-clinical testing, re-
submission of the application, and further review. Even after initial approval has been obtained, an indication may
be limited or conditioned on the provision of further studies to support an approved indication, and further studies -
will be required to gain approval for the use of a product for clinical indications other than those for which the
product was approved initially. Also, regulatory authorities require post-marketmg surveillance programs to monitor
the drug product’s side effects

Marketmg of pharmaceutical products outside of the United States is subject to regulatory requirements that vary
from country to country. In the European Union, the general trend has been towards coordination of common

22



standards for clinical testing of new drug products. Centralized approval in the European Union is coordinated
through the EMA. »

The level of regulation outside the United States and the European Union varies widely. The time required to obtain
* regulatory approval from regulatory agencies in each country may be longer or shorter than that required for FDA or
EMA approval. In addition, in certain markets, reimbursement is subject to governmentally mandated prices.

Contract Research Agreements

Consistent with our strategy to outsource certain product development activities, we have established-contract
research agreements for pre-clinical, manufacturing and some data management services. We choose which business
or institution to use for these services based on their expertise, capacity and reputation and the cost of the service.

We also provide quantities of our product eandidates to academic research institutions to investigate the mechanism
of action and evaluate novel combinations of product candidates with other cancer therapies in various cancer
indications. These collaborations expand our research activities for product candidates with modest contribution
from-us. ' : : T

B

Research and Development Expenditures

For the years ended December 31, 2010, 2009 and.2608, our expenditures for research and development activities -
were $18.5 million, $20.2 million, and $7.8 million, respectively. Such research and development expenses
primarily related:to the advancement of our lead product candidate, custirsen. ) ‘

Manufacturing

We do not own facilities for the manufacture of materials for clinical or commercial use. We rely and expect to
continue to rely on contract manufacturers to manufacture our product candidates in accordance with cGMP, for use
in clinical trials, as well as for process development as required. We will ultimately depend on contract
manufacturers for the manufacture of our products, when and if we have any, for commercial sale.

To date, all active pharmaceutical ingredient, or API, for custirsen has been manufactured by Isis or Avecia
Biotechnology Inc., or Avecia, on a purchase order basis, under cGMP. Drug product manufactured from API has
been performed by Formatech, Inc., Pyramid Laboratories Inc., and Laureate Pharina, Inc. in several separate
manufacturing campaigns, pursuant to purchase orders or short-term contracts with us or our licensors. For OGX-
427, all APT has been manufactured for us by Avecia and all drug product has been manufactured for us by Laureate
Pharma, Inc., in each case pursuant to a purchase order or short-term contract that has been fulfilled. If our product
candidates are approved for commercial sale in the future, we may be required to contract with larger contract
manufacturers that can meet higher commercial drug quantities. :

Intellectual Property

Our success depends in part on the ability of us and our collaborators to obtain and maintain proprietary protection
for our product candidates, technology and know-how, prevent others from infringing the proprietary rights for our
product candidates, and operate without infringing on the proprietary rights of others.

PatentS

We have a license from UBC and ISIS to use, make, have made, or make improvements upon custirsen, 0GX-427
and OGX-225. In addition, Isis has assigned a three-member patent family related to clusterin antisense to
OncoGenex Technologies, and we have a pending family of applications on an OGX-427 formulation.

As discussed above, certain intellectual property rights relating to custirsen have been sublicensed exclusively to
Teva, which has subsequently assumed direct control of the prosecution of those rights as custirsen is developed.

23



We have been granted non-exclusive rights to all intellectual property owned, licensed or otherwise controlled by
Isis as of the date of its agreements with Isis that relate to second-generation antisense chemistry and that are

-required for its product candidates (such as custirsen, OGX-427 and OGX-225). Isis is generally restricted from
engaging in research, development and commercialization of antisense compounds related to clusterin, Hsp27,
IGFBP-5 and IGFBP-2, other than as provided in the collaboration and license agreement related to each target. Isis
directs patent prosecution and is responsible for all fees and costs related to the preparation, filing, prosecution and
maintenance of these patent rights, which extend to numerous jurisdictions throughout the world. Individual patents
have terms of protection depending on the laws of the countries in which the applications are made.

SN2310 intellectual property is owned by us, and intellectual property relating to CSP-9222 is licensed from Bayer.

We direct patent prosecution, and are responsible for all fees and costs related to the preparation, filing, prosecution
-and maintenance of the patent rights for intellectual property under license from UBC and Bayer covering OGX-
427, 0GX-225 and CSP-9222. We file-patent applications for this intellectual property in the United States, Canada
Europe (through the European Patent Office), Japan and other _]urlSdlCthIlS

¢l

Composition of matter patents covering custirsen, OGX—427, SN2310, and CSP-9222 have issued in the United
States and certain other jurisdictions. Additional patent applications covering afl of these products, as well as other
technologies, are pending in the United States and certain other countries.

Generally, patents issued in the United States are effective for 20 years.from the earliest non-provisional filing date,
if the application from which the patent issues was filed on-or after June 8, 1995 (otherwise the term is the longer of
17 years from the issue date and 20 years from the earliest non-provisional filing date). The duration of patent terms
for non-U.S. patents is typically 20 years from the earliest corresponding national or international filing date. Our
licensed UBC patent estate, based on those patents and applications existing now and expected by us to issue, will
expire in years ranging from 2020 to 2024, which dates do not include extensions that may be available. Our
SN2310 and CSP-9222 patent terms will expire starting from 2023. Patent term extensions, specifically to make up
for regulatory delays, are available in the United States, Europe and Japan. Although-we believe that some or all of
our product candidates will meet the criteria for patent term extensions, we can provide no assurance that we will
obtain such extensions.

We also rely on unpatented trade secrets, proprietary know-how and continuing technological innovation, which we
seek to protect, in part, by confidentiality agreements with our corporate partners, collaborators, employees and
consultants in our drug development research. We can provide no assurance that these agreements will not be
breached, that we will have adequate remedies for any breach, or that our trade secrets or know-how will not
otherwise become known or be independently-discovered by competitors. Further, we can provide no assurance that
we will be able to protect our trade secrets or that others will not mdependently develop substantially equivalent
proprietary information and techniques.

Trademarks

H -

We own two approved Canadian trademarks: OncoGenex™ and Bringing Hope to Life™. We have registered the
corresponding trademark Bringing Hope to Life® in the United States, and applied for OncoGenex™ in the United
States. We are aware of a company called Tikvah Therapeutics of Atlanta, Georgia, which has filed Bringing Hope
to Life™ for different goods and services on an intent-to-use basis. We and Tikvah have agreed not to oppose or
prevent the other from establishing its respective marks for its respective goods.

Registrations and applications relating to the SONUS™ trademarks are no longer being maintained.

We can provide no assurance that our reg1stered or unregistered trademarks or trade names will not mfrmge upon
third-party rights or will be acceptable to regulatory agencies.
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Competition

The development and commercialization of new drugs is highly competltlve Our major competitors are large
pharmaceutical, specialty pharmaceutical and biotechnology companies in the United States, Canada and abroad.
Many oncology drugs in clinical trials are being developed for the four primary cancer indications: lung, breast,
colorectal, and prostate cancer. Certain of these drugs are, like custirsen, 0GX-427 and OGX-225, designed to
interfere with mechanisms potentially involved with treatment resistance. If new drugs targeting mechanisms of
treatment resistance are approved for sale for the indications that we are targeting in advance of our product
candidates, or even after their commercialization, it may reduce the market’s interest in our product candidates. We
are aware of several other companies developing therapeutics, whether antisense or otherwise, that seek to promote
tumor cell death by inhibiting proteins believed to promote cell survival. Our competitors may seek to identify gene
sequences, protein targets or artisense chemistry different from ours, and outside the scope of our intellectual
property protection, to develop antisense therapeutics that serve the same function as our product candidates. Our
competitors may also seek to use mechanisms other than antisense to inhibit the proteins that our product candidates
are designed to inhibit.

Some of our product candidates’ development plans include pursuing prostate cancer indications. Substantial
advancements in the treatment of prostate cancer have occurred in the past two years and new products have been
approved for marketing on the basis of showing a survival advantage. Many of our existing and potential
competitors have substantially greater financial resources and expertise in manufacturing and developing products,
conducting clinical trials, obtaining regulatory approvals, and marketing than we do. These entities also compete
with us in recruiting and retaining qualified scientific and management personnel, as well as in acquiring products
and technologies complementary to our programs. Standard treatments vary considerably by cancer indication, and
‘new drugs may be more effective in treating one cancer indication than another. In addition, cancer is a difficult
disease to treat and it is likely that no one therapeutic will replace all other therapies in any particular indication.
Therapeutic strategies for treating cancer are increasingly focused on combining a number of drugs in order to yield
the best results. Since custirsen and OGX-427 are intended to be used in multiple cancer indications and target the
tumors’ adaptive survival mechanisms, these drugs will potentially be synergistic with many new and currently
marketed therapies. Our ability to compete successfully will depend largely on our ability and, where applicable,
the ability of our collaborators to:

e establish that our product candidates are well tolerated and result in a clinical benefit when administered to
" cancer patients;

e  establish that our product candidates address significant unmet needs for patients resulting in prioritization
of our product candidates over other treatment options;

e advance the development of our lead programs, including the enrollment of patients for our clinical trials;

*  gain regulatory approval for our product candidates in their respective first indications as well as expand
into additional indications;

s commercialize our lead product candidates successfully, including convincing physicians, insurers and
other third-party payors of the advantages of our-products, when and if it has any, over current therapies;

¢ obtain intellectual property protection and protect the exclusivity for our product candidates and products,
when and if we have any; and

e acquire other product candidates to expand our pipeline.
Employees
We have a total of 27 employees, of whom 17 are engaged in research and development functions, including clinical

development, regulatory affairs and manufacturing, and 10 are engaged in general and administrative functions,
including administration, corporate communications, accounting and finance.
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All of our employees have entered into non-disclosure agreements regarding our intellectual property, trade secrets
and other confidential information. None of our employees are represented by a labor union or covered by a
collective bargaining agreement, nor have we experienced any work stoppages We believe that we maintain
satisfactory relations with our employees. :

From time to time, we also use outside consultants to provide advice on our clinical development plans research
programs, administration and potential acquisitions of new technologies.

Company Information

We were incorporated in California in October 1991 and subsequently reorganized as a Delaware corporation in
September 2005. Our principal executive offices are located 1522 - 217th Place SE, Suite 100, Bothell, Washington
98021, and our telephone number is'(425) 686-1500.

On August 21, 2008, pursuant to the Arrangement, OncoGenex Technologies Inc. became our wholly owned
subsidiary. OncoGenex Technologies was incorporated under the federal laws of Canada in May 2000. OncoGenex,
Inc., the subsidiary of OncoGenex Technologies, was incorporated under the laws of Washlngton in August 2005
and was dissolved pursuant to Articles of Dlssolutlon filed on July 1,2009. = . = ~--

Available Information

We maintain a website at http://www.oncogenex.com. The information contained on or accessible through our -
website is not part of this Annual Report on Form 10-K. Our Annual Report on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and amendments to reports filed or furnished pursuant to Sections 13(a)
and 15(d) of the Securities Exchange Act of 1934, as amended, or Exchange Act, are available free of charge on our
website as soon as reasonably practicable after we electronically file sich reports with, or furnish those reports to,
the SEC.
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ITEM 1A. RISK FACTORS
Risks Related to Our Business

~ Investing in our common stock involves a high degree of risk. You should consider carefully. the risks and
uncertainties described below, together with all of the other information contained in this Annual Report on Form
10-K, before deciding to invest in our common stock. If any of the following risks materialize, our business, financial
condition, results of operation and future prospects will likely be materially and adversely affected. In that event, the
market price of our common stock could decline and you could lose all or part of your investment. :

Risks Related to Our Business

We have a limited operating history, have incurred losses since inception and anticipate that we will continue to
incur losses for the foreseeable future. We have never had any products available for commercial sale and we
may never achieve or sustain profitability.

We are a clinical- stage b10pharmaceut1ca1 company w1th a limited operatmg hlstory We are not profitable and have
incurred losses in'each year since our inception. We have never had any products available for commercial sale and
we have not generated any revenue from product sales nor do we anticipate that we, will generate revenue from
product sales in the foreseeable future. Our only revenue to date has been collaboration revenue under our
Collaboration Agreement with Teva. We have not yet submitted any products for approval by regulatory authorities
and we continue to incur research and development and general and administrative expenses related to our
operations. We expect to continue to incur losses for the foreseeable future, and we expect these losses to increase as
we continue our research activities and conduct development of, and seek regulatory approvals for, our product
candidates, and prepare for and begin to commercialize any approved products. If our product candidates fail in
clinical trials or do not gain regulatory approval, or if our product candidates do not achieve market acceptance, we
may never become profitable. Even if we achieve profitability in the future, we may not be able to sustain
profitability in subsequent periods.

We are highly dependent on the success of our lead product candidate, custirsen, and we cannot give any
assurance that custirsen, or any of our other product candidates, will receive regulatory approval or will be
successfully commercialized.

Custirsen has been evaluated in five phase 2 clinical trials, the results of which were previously disclosed. -
competitive products developed by third parties show significant benefit in the cancer indications in which we are
developing our product candidates, any planned supportive or primary registration trials may be delayed, altered or
not initiated and custirsen may never receive regulatory approval. In order to market custirsen, we and Teva must,
among other things, conduct additional clinical trials, including phase 3 or registration clinical trials, to demonstrate
safety and efficacy. We have initiated two registration trials with custirsen and are intending to initiate a third
registration trial in 2011. OGX-427 and SN2310 have been evaluated in humans, although we have very limited
safety data and have not yet established efficacy in humans. We have completed enrollment in the phase 1 clinical
trial of SN2310 and the dose limiting toxicity that defined a maximum tolerated dose in this heavily pretreated
patient population, as expected, was significant neutropenia. Additional clinical trials will be required for 0GX-427
and SN2310 to establish the safety and efficacy of this product candidate. Neither OGX-225 nor CSP-9222 has been
tested in humans. Our pre-clinical testing of these product candidates may not be successful and we may not be able
to clinically evaluate them. Our clinical development programs for our product candidates may not receive
regulatory approval either if such product candidates fail to demonstrate that they are safe and effective in clinical
trials and consequently fail to obtain necessary approvals from the FDA, or similar non-U.S. regulatory agencies, or
if we have inadequate financial or other resources to advance these product candidates through the clinical trial
process. Any failure to obtain regulatory approval of custirsen or our other product candidates could have a material
and adverse effect on our business.
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We depend on our collaborative relationship with Teva to further develop and commercialize custirsen, and if our
relationship is not successful or is terminated, we may not be able to effectively develop and/or commercialize
custirsen, which would have a material adverse effect on our business.

We depend on Teva to collaborate with us to develop and globally commercialize custirsen. Furthermore, under the
Collaboration Agreement, we and Teva must agree on any changes to the Clinical Development Plan for custirsen.
As a result of our dependence on Teva, the eventual success or commercial viability of custirsen is largely beyond
our control. The financial returns to us, if any, under the Collaboration Agreement depend in large part on the
achievement of development and commercialization milestones, plus a share of any revenue from sales. Therefore,
our success, and any associated financial returns to us and our investors, will depend in large part on Teva’s
performance under the Collaboration Agreement. We are subject to a number of additional specific risks associated
with our dependence on our collaborative relationship with Teva, including:

o  adverse decisions by Teva or the Joint Steering Committee regarding the development and
commercialization of custirsen;
e possible disagreements as to the timing, nature and extent of our development plans, including clinical
-trials or regulatory approval strategy;
loss of significant rights if we fail to meet our obligations under the Collaborat1on Agreement
our limited control over clinical trials of custirsen;
changes in key management personnel at Teva that are members of the Joint Steering Committee; and

possible disagreements with Teva regardlng the Collaboration Agreement or ownership of proprietary
nghts

If we and Teva are unable to reach an agreement under the Clinical Development Plan, or if either we or Teva fail to
perform our respective obligations or effectively manage our relationship, any clinical trial, regulatory approval or
development progress could be significantly delayed or halted, could result in costly or time-consuming litigation or
arbitration and could have a material adverse effect on our business.

Decisions by Teva to either reduce or eliminate its participation in the oncology field, to emphasize other
competitive agents currently in its portfolio, or to add additional competitive agents to its portfolio could result in a
decision to terminate the Collaboration' Agreement, in which event, among other things, we may be responsible for
paying any remaining costs of all three phase 3 clinical trials. Any such termination could adversely affect the
timing and extent of our development and commercialization activities, which could cause significant delays and
funding shortfalls for those activities and seriously harm our business.

Clinical trials may not demonstrate a clinical benefit of our product candidates.

Positive results from pre-clinical studies and early clinical trials, including those results from the custirsen clinical
trials conducted to date, should not be relied on as evidence that later-stage or large-scale clinical trials will succeed.
We will be required to demonstrate with substantial evidence through well-controlled clinical trials that our product
candidates are safe and effective for use in a diverse population before we can seek regulatory approvals for their
commercial sale. Success in early clinical trials does not mean that future clinical trials will be successful because
product candidates in later-stage clinical trials may fail to demonstrate sufficient safety and efficacy to the
satisfaction of the FDA and other non-U.S. regulatory authorities despite having progressed through initial clinical
trials.

Even after the completion of our planned phase 3 clinical trials, the FDA or other non-U.S. regulatory authorities

may disagree with our clinical trial design and our interpretation of data, and may require us to conduct additional
clinical trials to demonstrate the efficacy of our product candidates.

28



Our clinical trials may be suspended or terminated at any time, including by the FDA, other regulatory
authorities, the IRB overseeing the clinical trial at issue, by a clinical trial site or investigator, by Teva in the case
of custirsen, or by us. Any failure or significant delay in completing clinical trials for our product candidates
could materially harm our financial results and the commercial prospects for our product candidates.

We do not know whether any of our currently planned clinical trials for custirsen or OGX-427 will proceed or be
completed on schedule, if at all, or, with respect to our other product candidates, whether we will be able to initiate
any future pre-clinical studies or clinical trials, as applicable, beyond those currently planned. The completion or
commencement of future pre-clinical studies or clinical trials could be substantially delayed or prevented by several
factors, including: : :

¢ “limited number of, and competition for, suitable patients with the particular types of cancer required for
enrollment in- our clinical trials;
o limited number of, and competition for, suitable sites to conduct clinical trials;
decrease in Teva’s level of focus and efforts to develop custirsen;
introduction of new product candidates to the market in therapeutic areas snmlar to those that we are
developmg our product candidates;

e concurrent evaluation of new investigational product candidates in therapeutlc areas similar to those that
we are developing our product candidates; !

» delay or failure to obtain the FDA’s or non-U.S. regulatory agencies’ approval or agreement to commence
a clinical trial, including our phase 3 or registration clinical trials or amendment of those trials under an
SPA; _ ,

e delay or failure to obtain required future additional funding, when needed, through private or public
offerings of our equity securities, debt financings, or the execution of a licensing, partnership or
collaboration agreement with a third party for any of our product candidates;
delay or failure to obtain sufficient manufacturing supply of custirsen;
delay or failure to obtain sufficient supplies of the product candidate for our clinical trials;

- & delay or failure to reach agreement on acceptable clinical trial agreement terms or clinical trial protocols
with prospective sites or investigators; and

¢ delay or failure to obtain the approval of the IRB to conduct a clinical trial at a prospective site.

The completion of our clinical trials currently in progress could also be substantially delayed or prevented by several
factors, including:

slower than expected rates of patient recruitment and enroliment;

failure of patients to complete the clinical trial;

unforeseen safety issues;

lack of efficacy evidenced during clinical trials; .

termination of our clinical trials by-one or more clinical trial sites or investigators;

inability or unwillingness of patients or medical investigators to follow clinical trial protocols;
inability to monitor patiénts adequately during or after treatment; _
introduction of competitive products that may impede our ability to retain patients in clinical trials;
delay or failure to obtain sufficient manufacturing supply of custirsen; and

delay or failure to obtain future additional funding through private or public offerings of our equity
securities, debt financings, or the execution of a licensing, partnership or collaboration agreement with a
third party for any of our product candidates in the event of material unforeseen costs relating to our
clinical trials currently in progress.

Our clinical trials may be suspended or terminated at any time by the FDA, other regulatory authorities, the IRB
overseeing the clinical trial at issue, any of our clinical trial sites with respect to that site, or us. Any failure or
significant delay in completing clinical trials for our product candidates could materially harm our financial results
and the commercial prospects for our product candidates.
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We rely, in part, on third parties to conduct clinical trials for our product candidates and plan.to rely on third .
parties to conduct future clinical trials. If these third parties do not successfully carry out their contractual duties
or meet expected deadlines, we may be unable to.obtain regulatory approval for or commercmltze our current and
Sfuture product candidates..

To implement our product development strategies, we rely on third parties, such as.collaborators, contract research
organizations, medical institutions, clinical investigators and contract laboratories, to conduct clinical trials of our
product candidates. In particular, we will have limited control over the two custirsen phase 3 trials over which Teva
will have primary oversight. Although we rely on third parties to conduct our clinical trials, we are responsible for -
ensuring that each of our clinical trials is conducted in accordance with our investigational plan and protocol.
Moreover, the FDA and non-U.S. regulatory authorities require us to comply with regulations and standards,
commonly referred to as Good Clinical Practices, or GCPs, for conducting, monitoring, recording and reporting the
results of clinical trials to ensure that the data and results are scientifically credible and accurate and that the clinical
trial subjects are adequately informed of the potential risks of participating in clinical trials. Our reliance on third
parties does not relieve us of these respon51b111t1es and requirements. If the third parties conductmg our clinical trials
do not perform their contractual duties or oblrgatlons do not meet expected deadhnes or need to be replaced or if
the quality or accuracy of the clinical data they obtain is compromised due to the failure to adhere to GCPs or for
any other reason, we may need to enter into new arrangements with alternative third. parties and our clmrcal trials
may ‘be extended, delayed or terminated. In addition, a failure by such third parties to perform their obligations in
complrance with GCPs may cause our clinical trials to farl to, meet regulatory requirements, whrch may require us to
repeat our chmcal trials. . ‘ - :

We rely on third parties to manufacture and supply our product candidates.

We do not own or operate manufacturing facilities, and we depend on thrrd—party contract manufacturers for
production of our product candidates. We lack the resources and the capability to manufacture any of our product
candidates ourselves. To date, our product candidates have béen manufactured in limited quantities for pre-clinical
studies and clinical trials. All API for custirsen has been manufactured for us by Isis or Avecia, and all drug product
has been manufactured for us by Formatech, Inc., Pyramid Laboratories, Inc. and Laureate Pharma, Inc., in each
case pursuant to a purchase order or short-term contract that has been fulfilled. Avecia is our contract manufacturer
for additional quantities of custirsen to complete our phase 3 clinical trials.

All APT for OGX-427 for IND-enabling toxicology studies and initial clinical trials has been manufactured for us by
Avecia and all drug product has been manufactured for us by Laureate Pharma, Inc., in each case pursuant to a
purchase order or short-term contract which has been fulfilled.

If, in the future, one of our product candidates is approved for commercial sale, we, or a pharmaceutical partner that
has licensed such product candidate, will need to manufacture that product candidate in commercial quantities. We
cannot provide assurance that the third-party manufacturers with which we have contracted in the past will have
sufficient capacity to satisfy our future manufacturing needs, that we will-be able to negotiate additional purchases
of API or dryg product from these or alternative manufacturers on terms favorable to us, if at all, or that a
pharmaceutical partner that has licensed such product candidate will have.sufficient capamty or expertrse to satisfy
future needs. . :

Third-party manufacturers may fail to perform under their contractual obligations, or may farl to delrver the required
commercial quantities of bulk API or finished drug product on a timely basis and at commercially reasonable prices.
We have experienced manufacturmg quality issues resulting in an unusable lot of product candidate. Any, -
performance failure on the part of our contract manufacturers could delay clinical development or regulatory
approval of our product candidates or commercialization of our future product candidates, depriving us of potential
product revenue and resulting in additional losses. If we are required to identify and qualify an alternate
manufacturer, we may be forced to delay or suspend our clinical trials, regulatory submissions, requlred approvals or
commercialization of our product candidates, which may cause us to incur higher costs and could prevent us from
commercializing our product candidates successfully. If we are unable to find one or mare replacement
manufacturers capable of production at a reasonably favorable cost, in adequate volumes, of adequate quality, and
on a timely basis, we would likely be unable to meet demand for our product candidates and our clinical trials could
be delayed or we could lose potential revenue. Our ability to replace an existing API manufacturer may be difficult
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because the number of potential manufacturers is limited to approximately five manufacturers, and the FDA must,
inspect any replacement manufacturer and review information related to product produced at the manufacturer
before they can begin manufacturing our product candidates. It may be difficult or impossible for us to identify and
engage a replacement manufacturer on acceptable terms in a timely manner, if at all. We expect to continue to

: depend on thlrd—party contract manufacturers for the foreseeable future.

Our_product candidates require precise, high'—qual.ity manufacturing. Any of our contract manufacturers will be
subject to ongoing periodic unannounced inspection by the FDA and non-U.S. regulatory authorities to ensure strict
compliance with cGMP, and other applicable government regulations and corresponding standards. If our contract
manufacturers fail to achieve and maintain high manufacturing standards in compliance with cGMP regulations, we
may experience manufacturing errors resulting in patient injury or death, product recalls or withdrawals, delays or
interruptions of production or failures in product testing or delivery, delay or prevention of filing or approval of
marketing applications for our product candidates, cost overruns or other problems that could serlously affect our
bus1ness : '

Significant manufacturing scale—up may require additional validation studies, which the FDA' must review and
approve. Additionally, any third-party manufacturers we retain to manufacture our product candidates on a
commercial scale must pass an FDA pre-approval inspection for conformance to c6GMP Tregulations before we can
obtain approval of our product candidates. If we are unable to successfully increase the manufacturing capacity for a
product candidate in conformance with cGMP regulations, the regulatory approval or. commercial launch of any
related products may be delayed or there may be a shortage in supply.

- If our competitors develop and market products that are more effective, safer or less expensive than our future
product candidates, our clinical trials and commercial opportunities will be negatively affected.

The life sciences industry is highly competitive, and we face significant competition from many pharmaceutical,
biopharmaceutical and biotechnology companies that are researching and marketing products designed to address
cancer indications for which we are currently developing products or for which we may develop products in the
future. We are aware of several other companies which are developing therapeutics that seek to promote tumor cell
death by inhibiting proteins believed to promote cell survival. Any products we may develop in the future are also
likely to face competition from other drugs and therapies. Many of our competitors have significantly greater
financial, manufacturing, marketing and drug development resources than we do. Large pharmaceutical companies,
in particular, have extensive experience in clinical testing and in obtaining regulatory approvals for drugs. These
companies also have significantly greater research and marketing capabilities than we do. In addition, many
universities and private and public research institutes are, or may become, active in cancer research, which products
may directly compete with ours. If our competitors market products that are more effective, safer or less expensive
than our future product candidates, if any, or that reach the market sooner than our future product candidates, if any,
we may not achieve commercial success.

If new therapies become broadly used, we may need to conduct clinical trials of our product candidates in
combination with these new therapies to demonstrate safety and efficacy of the combination. Additional trials will
delay the development of our product candidates and increase our costs. The failure of certain of our product
candidates to work in combination with these new therapies would have an adverse effect on our business.

Our intention is to combine certain of our product candidates with therapies that are broadly used by clinicians and
considered highly effective. As new therapies are developed, we will need to assess these therapies to determine
whether to conduct clinical trials of our product candidates in combination with them to demonstrate safety and
efficacy of the combination. If we determine that it is appropriate to conduct additional clinical trials of our product
candidates in combination with these new therapies, the development of our product candidates will be delayed and
our costs will be increased. If these clinical trials generate safety concerns or lack of efficacy, our business would be
adversely affected

If our product candidates are approved in combination with a specific therapy that is broadly used and that therapy is
displaced by another product, the market for our product candidate may decrease.
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Our product candidates may cause undesirable and potentially serious side effects durmg clinical trials that
could delay or prevent their regulatory approval or commercialization.

Custirsen was administered to 294 patients with various types of cancer in phase 1 and phase 2 clinical trials. Some
patients experienced various adverse events, the majority of which are associated with other treatments in the
protocol and the disease. The majority of adverse events were mild and the most common adverse events associated
with custirsen consisted of flu-like symptoms. The most common serious adverse events associated with custirsen
were neutropenia, vomiting, dehydration, pyrexia, pleural effusion and difficulty breathing (also known as :
“dyspnea”), which occurred in greater than 2% of patlents In addition, we are conductmg a phase 1 DDI study, the
results of which may affect the development of custirsen in NSCLC.

0OGX-427 was administered to 59 patients with various types of cancer‘ in a phase 1 clinical trial. Enrollment is

~complete in five cohorts with dose-escalation of OGX-427 as monotherapy and in two cohorts in which docetaxel
was administered in combination with.OGX-427. There was only one dose-limiting toxicity; thus, the maximum
tolerated dose was not reached. Of the 46 patients presented at the ASCO 2010 annual meeting, the majority of the
adverse events were infusion reactions, which were documented in 72% of patients and increased in incidence with
increasing dose. The majority (93%) were grade 1 or 2. Grade 3/4 laboratory events, which occurred in decreasing -
frequency, were lymphopenia, prolonged PTT, neutropenia, hyponatremia, anemia; elevated creatinine and
thrombocytopenia. During monotherapy and when OGX-427 was administered as combination therapy, there was
evidence of decreases in tumor markers (CA-125 and PSA), decreases in Hsp27+ circulating tumor cells, and
reduction of serum Hsp27 protein levels. :

SN2310 was administered to 26 patients with various types of cancer in a phase 1 clinical trial. Data collection for
this clinical trial has been completed. Some of the patients experienced adverse events, which were considered
unrelated to the study drug and attributed to the underlying disease. Of the adverse events associated with SN2310,
most were mild and the most common events were nausea, diarrhea, vomiting and fatigue. Mild to moderate
reactions (back/chest pain, flushing) have been observed during infusions. Significant neutropenia has occurred in
some patients and was the dose—limiting toxicity observed, sometimes associated with fever or septicemia.

Since patients in our chmcal trials have advanced stages of cancer, we expect that add1t10na1 adverse events,
including serious adverse events, will occur.

Undesirable side effects caused by any of our product candidates could cause us or reglatory authorities to
interrupt, delay or halt clinical trials and could result in the denial of regulatory approval by the FDA or non-U.S.
regulatory authorities for-any or all targeted indications. This, in turn, could prevent us from commercializing our
product candidates and generating revenue from their sale. In addition, if our product candidates receive marketlng
approval and we or others later identify undesirable side effects caused by the product:

e Teva may elect to terminate the ongoing clinical trials and cease development of custlrsen
. regulatory authorities may withdraw their approval of the product;
we nidy be required to recall the product, change the way the product is administered, conduct additional
“clinical trials or change the labeling of the product;
¢ aproduct may become less competitive and product sales may decrease; and
e  our reputation may suffer.

Any one or a combination of these events could prevent us from achieving or maintaining market acceptance of the
affected product or could substantially increase the costs and expenses of commercializing the product, which in
turn could delay or prevent us from generating significant revenue from the sale of the product. Recent events have
raised quest1ons about the safety of marketed drugs and may result in increased cautiousness by the FDA in
reviewing new drugs based on safety, efficacy or other regulatory considerations and may result in significant delays
in obtaining regulatory approvals, additional clinical trials being required, or rhore stringent product labeling '
requirements. Any delay in obtaining, or the inability to obtain, applicable regulatory approvals would prevent us
from commercializing our product candidates.
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Because we depend on financing from third parties for our operations, our business may fail if such financing
becomes unavailable or is not available on commercially reasonable terms.

To date, we have financed our operations primarily through the sale of our equity securities and from the upfront
~ payment we received pursuant to the Collaboration Agreement with Teva. We believe that our existing capital
resources and interest on such resources, including the financing we completed in October 2010, will be sufficient to
meet our current operating requirements into 2014. If, however, the Collaboration Agreement with Teva were to
terminate or if Teva fails to fulfill its obligations under the Collaboration Agreement, or if the trials proceed slower
than expected or are initiated later than expected, or if we change our development plans, acquire rights to new
product candidates or cannot find third-party collaborators for our other product candidates, we may need additional
capital sooner than we expect. Our future capital requirements will depend on many factors, including; without
limitation: - ’
.+ maintaining our partnership with Teva and Teva’s ongoing commitment to develop custirsen in a timely
manner;
e whether we experience delays in our pre-clinical and clinical development programs or slower-than-
" . anticipated product development;
e the scope and results of our pre-clinical studies and clinical trials;
*  whether opportunities to acquire additional product candidates arise and the costs of acquiring and
developing those product candidates;
*  whether we are able to enter into additional third-party collaborative partnershlps to develop and/or-
commercialize any of our other product candidates on terms that are acceptable to us;
¢ the timing and requirements of, and the costs involved in, conducting studies required to obtain regulatory
approvals for our product candidates from the FDA and comparable foreign regilatory agencies;
¢ the availability of third parties to perform the key development tasks for our product candidates, including
conducting pre-clinical studies and clinical trials and manufacturing our product candldates to be tested in
_ those studies and trials and the associated costs of those services; and .
» the costs involved in preparing, filing, prosecuting, maintaining, defending the validity of and enforcing
patent claims and other costs related to patent rights and other intellectual property rights, including
htigation costs and the results of such litigation.

If we are unable to raise funds on acceptable terms when it becomes necessary to do so, we may not be able to
continue developing our product candidates, acquire or develop additional product candidates or respond to
competitive pressures or unanticipated requirements. For these reasons, any inability to raise additionial funds when
we require it could have a material adverse effect on our business.

Even if we or Teva recezve regulatory approval to market our product candzdates, the market may not be receptive
to our pmducts

Even if our product candidates obtain regulatory approval, they may not gain market acceptance among physicians,
patients, healthcare payors and/or the medical community. We beheve that the degree of market acceptance will
depend on a number of factors, including: '

timing of market introduction of competitive products;
- safety and efficacy of our products;
prevalence and severity of any side effects;
potential advantages or disadvantages over alternative treatments;
strength of marketing and distribution support;
price of our products, both in absolute terms and relative to alternative treatments; and
availability of coverage and reimbuirsement from government and other third-party payors.

If our future product candidates fail to achieve market acceptance, we may not be able to generate significant
revenue or achieve or sustain profitability.

33



Although we have entered into a Collaboration Agreement with Teva for custirsen, we have not yet partnered
with third-party collaborators with respect to any of our other product candidates, and we cannot control whether
-we will be able to do so on favorable terms, if at all.

Our business strategy relies in part on potentially partnering successful product candidates with larger companies to
complement our internal development and commercialization efforts. While we have successfully entered into a
Collaboration Agreement with Teva with respect to custirsen, it may be difficult for us to find third parties that are
willing to enter.into a collaboration on acceptable economic terms, if at all, with respect to our other product
candidates. We also will be competing with many other companies as we seek partners for our other product
candidates and may not be able to compete successfully against those companies. If we are not able to enter into
collaboration arrangements for our other product candidates, we would be required to undertake and fund further
development, clinical trials, manufacturing and commercialization activities solely at our own expense and risk. If -
"we are unable to finance and/or successfully execute those expensive activities, our business could be materially and
adversely affected, and we may be forced to discontinue clinical development of these product candidates.

If we were to be successfully sued related to our products or operations, we could face substantial liabilities that
may exceed our resources. :

We may be held liable if any of our products or operations cause injury or death or are found otherwise unsuitable
during product testing, manufacturing, marketing or sale. These risks are inherent in the development of
pharmaceutical products. We currently maintain Commercial General and Umbrella Liability policies with
combined limits of $10 million per occurrencé and in the aggregate, in addition to a $10 million per claim and
annual aggregate product liability insurance policy related to our clinical trials consistent with industry standards.
When necessary for, our products, we intend to obtain additional product liability insurance. Insurance coverage may
be prohibitively expensive, may not fully cover potential liabilities or may not be available in the future. Inability to
obtain sufficient insurance coverage at an acceptable cost or otherwise to protect against potential product liability
claims could prevent or inhibit the commercialization of our products. If we were to be sued for any injury caused
by or associated with our products or operations, the litigation could consume substantial time and attention of our
management, and the resulting liability could exceed our total assets.

If we fail to acquire and develop products or product candidates at all or on commercially reasonable terms, we
may be unable to grow our business.

We currently do not have internal discovery capabilities and depend on pharmaceutical and biotechnology
companies and other researchers to sell or license products or product candidates to us. To date, three of our product
candidates have been derived from technologies discovered by the Vancouver Prostate Centre and licensed to us by
UBC, and one candidate has been in-licensed from Bayer. We intend to continue to rely on the Vancouver Prostate
Centre, UBC and other research institutions and other biotechnology or pharmaceutical companies as sources of
product candidates. We cannot guarantee that the Vancouver Prostate Centre or UBC will continue to develop new
product candidate opportunities, that we will continue to have access to such opportunities or that we will be able to
purchase of license these product candidates on commercially reasonable terms, if at all. If we are unable to
purchase or license new product candidates from the Vancouver Prostate Centre or UBC, we will be required to
identify alternative sources of product candidates.

The success of our product pipeline strategy depends on our ability to identify, select and acquire pharmaceutical
product candidates. Proposing, negotiating and implementing an economically viable product acquisition or license
is a lengthy and complex process. We compete for partnering arrangements and license agreements with
pharmaceutical and biotechnology companies and academic research institutions. Our competitors may have
stronger relationships with third parties with whom we are interested in collaborating and/or may have more
established histories of developing and commercializing products. As a result, our competitors may have a
competitive advantage in entering into partnering arrangements with such third-parties. In addition, even if we find
promising product candidates, and generate interest in a partnering or strategic arrangement to acquire such product
candidates, we may not be able to acquire rights to additional product candidates or approved products on terms that
we find acceptable, if at all. If we fail to acquire and develop product candidates from others, we may be unable to
grow our business.
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We expect that any product candidate that we acquire rights to will require additional development efforts prior to
commercial sale, including extensive clinical evaluation and approval by the FDA and non-U.S. regulatory
authorities. All product candidates are subject to the risks of failure inherent in pharmaceutical product development
including the possibility that the product candidate will not be shown to be sufficiently safe and effective for

* approval by regulatory authorities. Even if the product candidates are approved, we can make no assurance that we .
would be capable of economically producing the product or that the product would be commercially successful.

td

We will need to retain additional personnel and expand our other resources in order to promote custirsen in the
event we exercise our co-promotion option and develop our other product candidates. If we fail to effectively
expand our operations, including attracting and retaining key management and scientific personnel, we may be
unable to successfully develop or commercialize our product candidates and our business may be materially
adversely affected. _ . R

We will need to expand and effectively manage our managerial, operational, financial, development and other
resources in order to successfully pursue our research, development and commercialization efforts for our existing
and future product candidates. Our success depends on our continued ability to attract, retain and motivate highly
qualified personnel, such as management, pre-clinical and clinical personnel, including our executive officers
Michelle Burris, Scott Cormack, and Cindy Jacobs. In addition, although we haveentered into employment
agreements with each of Ms. Burris, Mr. Cormack, and Dr. Jacobs, such agreements permit the executive. to
terminate his or her employment with us at any time, subject to providing us with advance written notice.

Should custirsen receive marketing approval in the United States and Canada, or should we exercise our co-
_promotion option, which is unlikely without sufficient funds, we would need to hire a substantial number of -
specialized personnel, including field-based medical affairs representatives. In turn, we would need to increase our
administrative headcount to support such expanded development and commercialization operations with respect to
our product candidates. Our ability to attract and retain qualified personnel in the future is subject to intense
competition for qualified personnel among biotechnology, pharmaceutical and other businesses and our current
financial position. The loss of the services of any of our senior management could delay or prevent the development
and commercialization of our product candidates, or have other adverse effects on our business for an indefinite
term. In particular, if we lose any members of our current senior management team, we may not be able to find
suitable replacements in a timely fashion, if at all and our business may be harmed as a result. I any of such events
were to occur, among other things, we may not be able to comply with our contractual obligations to Teva under our
Collaboration Agreement or advance our product candidates, which could have a material adverse effect on our
business. ’

We have scientific and clinical advisors who assist us in formulating our development and clinical strategies. These
advisors are not our employees and may have commitments to, or consulting or advisory contracts with, other
entities that may limit their availability to us. In addition, our advisors may have arrangements with other companies
to assist those companies in developing products or technologies that may compete with ours.

We may encoanter difficulties in managing our expected growth and in expanding our operations successfully.

As we advance our product candidates custirsen, 0GX-427, 0GX-225, and CSP-9222 through development and
clinical trials, we will need to develop or expand our development, regulatory, manufacturing, marketing and sales
capabilities or contract with third parties to provide these capabilities for us. Maintaining additional relationships
and managing our future growth will impose significant added responsibilities on members of our management. We
must be able to manage our development efforts effectively, manage our clinical trials effectively, hire, train and
integrate additional management, development, administrative and sales and marketing personnel, improve our
managerial, development, operational and finance systems, and expand our facilities, all of which may impose a
strain on our administrative and operational infrastructure. :

Under the Collaboration Agreement, Teva is responsible for the commercialization costs associated with custirsen;
however, if we were to exercise our co-promotion option, which we do not anticipate having sufficient funds to do,
we would need to expand our marketing and sales capabilities. In addition, as we have primary responsibility for the
oversight of the second-line trial in CRPC, we must be able to manage our development responsibilities effectively,
which may impose a strain on our administrative and operational infrastructure.
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Furthermore, we may acquire additional businesses, products or product candidates that complement or augment our
existing business. Integrating any newly acquired business, product or product candidate could be expensive and
time-consuming. We may not be able to integrate any acquired business, product or product candidate successfully
or operate any acquired business profitably. Our future financial performance will depend, in part, on our ability to
manage any future growth effectively and our ability to integrate any acquired businesses. We may not be able to
accomplish these tasks, which failure could prevent us from successfully growing our business.

We may be adversely affected if our controls over external financial reporting fatl or are czrcumvented.

We regularly review and update our internal controls d1sclosure controls and procedures and corporate governance .
policies. In addition, we are required under the Sarbanes Oxley Act of 2002 to report annually on our internal
control over financial reporting. If it were to be determined that our internal control over financial reporting is not -
effective, such shortcoming could have an adverse effect on our business and financial results and the price of our
common stock could be negatively affeeted. This reporting requirement could also make it more difficult or more
costly for us to obtain certain types of insurance, including director and officer liability insurance, and we may be
forced to accept reduced policy limits and coverage or incur substantially higher costs to obtain the same or similar
coverage. Any system of internal controls, however well designed and operated, is based in part on certain
assumptions and can provide only reasonable, not absolute, assurances that the objectives of the system are met.
Any failure or circumvention of the controls and procedures or failure to comply with regulation concerning control
and procedures could have a material effect on our business, results of operation and financial condition. Any of
these events could result in an adverse reaction in the financial marketplace due to a loss of investor confidence in
the reliability of our financial statements, which ultimately could negatively affect the market price of our shares,
increase the volatility of our stock price and adversely affect our ability to raise additional funding. The effect of
these events could also make it more difficult for us to attract and retain qualified persons to serve on our board of
directors and our board committees and as executive officers. :

Risks Related to. Our Intellectual Property
Our proprietary rights may not adequately protect our technologies and product candidates.

Our commercial success will depend on our ability to obtain patents and/or regulatory exclusivity and maintain
adequate protection for our technologies and product candidates in the United States and other countries. We will be
able to protect our proprietary rights from unauthorized use by third parties only to the extent that our proprietary
technologies and future product candidates are covered by valid and enforceable patents or are effectively
maintained as trade secrets.

We and our collaborators, including Teva, intend to apply for additional patents covering both our technologies and
product candidates, as we deem appropriate. We or our collaborators may, however, fail to apply for patents on
important technologies or product candidates in a timely fashion, if at all. Our existing patents and any future patents
we or our collaborators obtain may not be sufficiently broad to prevent others from practicing our technologies or
from develdping competing products and technologies. In addition, we do not always control the patent prosecution
of subject matter that we license from others. Accordingly, we are sometimes unable to exercise a significant degree
of control over such intellectual property as we would over our own. Moreover, the patent positions of
biopharmaceutical companies are highly uncertain and involve complex legal and factual questions for which
important legal principles remain unresolved. As a result, the validity and-enforceability of our patents cannot be
predicted with certainty. In addition, we cannot guarantee that:

e we or our licensors were the first to make the inventions covered by each of our issued patents and pendmg
patent applications; g

e we or our licensors were the first to ﬁle patent applications for these inventions;

e others will not independently develop similar or alternative technologles or duplicate any of our
technologles

any of our or our licensors’ pending patent applications will result in issued patents;
any of our or our licensors’ patents will be valid or enforceable; ’

36



e any patents issued to us or our licensors and collaboration partners will prov1de us 'with any competitive
advantages, or will not be challenged by third parties; and
. o we will develop additional proprietary technologies that are patentable, or the patents of others will not
have an adverse effect on our business.

The actual protection afforded by a patent varies on a product-by-product basis, from country to country and
depends on many factors, including the type of patent, the scope of its coverage, the availability of regulatory related
extensions, the availability of legal remedies in a particular country and the validity and enforceability of the patents.
Our ability or the ability of our collaborators to maintain and solidify our proprietary-position for our product
candidates will depend on our success in obtaining effective claims and enforcing those claims once granted. Our
issued patents and those that-may issue in the future, or those licensed to us or our collaborators, may be challenged;
invalidated, unenforceable or circumverited, and the rights granted under any issued patents may not provide us with
proprietary protection or competitive advantages against competitors with similar products. Due to the extensive
amount of time required for the development, testing and regulatory review of a potential product, it is possible that,
before any of our product candidates can be commercialized, any related patent may expire or remain in force for
only a short period following commercialization, thereby reducing any advantage of the patent.

We and our collaborators, including Teva, also rely on trade secrets to protect some of 6ur technology, especially
where it is believed that patent protection is appropriate or obtainable. However, trade secrets are difficult to
maintain. While we use reasonable efforts to protect our trade secrets, our or our collaboration partnets’ employees,
consultants, contractors or scientific and other advisors may unintentionally or willfully disclose our proprietary
information to competitors. Enforcement of claims that a third party has illegally obtained and is using trade secrets

- is expensive, time consuming and uncertain. In addition, non-U.S. courts are sometimes less willing than U.S. courts

to protect trade secrets. If our competitors independently develop equivalent knowledge, methods and know-how,
we would not be able to assert our trade secrets against them and our business could be harmed.

We and our collaborators, including Teva, may not be able to protect our intellectual property rights throughout
the world.

Filing, prosecuting and defending patents on all of our product candidates and products, when and if we have any, in
every jurisdiction would be prohibitively expensive. Competitors may use our technologies in jurisdictions where
we or our licensors have not obtained patent protection to develop their own products. These products may compete
with our products, when and if we haye any, and mdy not be covered by any of our or our licensors* patent claims or
other intellectual property rights.

The laws of some non-U.S. countries do not protect intellectual property rights to the same extent as the laws of the
United States, and many companies have encountered significant problems in protecting and defending such rights
in foreign jurisdictions. The legal systems of certain countries, particularly certain developing countries, do not
favor the enforcement of patents and other intellectual property protection, particularly those relating to
biotechnology and/or pharmaceuticals, which could make it difficult for us to stop the infringement of our patents.
Proceedings to enforce our patent rights in foreign jurisdictions could result in substantial cost and divert our efforts
and attention from otheér aspects of our business.

The intellectual property protection for our product candidates depends on third parties.

With respect to custirsen, O0GX-427 and OGX-225, we have exclusively licensed from UBC certain issued patents
and pending patent applications covering the respective antisense sequences underlying these product candidates and
their commercialization and use and we-have licensed from Isis certain issued patents and pending patent
applications directed to product compositions and chemical modifications used in product candidates for
commercialization, use and the manufacturing thereof, as well as some alternative antisense sequences. We have
also received a sublicense from Isis under certain third-party patent portfolios directed to such modifications. We
have entered into an exclusive in-licensing agreement with Bayer for development of caspase activators that are
presently being evaluated in pre-clinical studies.
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The patents and pending patent applications underlying our licenses do not cover all potential product candidates,
modifications and uses. In the case of patents and patent applications licensed from Isis, we do not have and have
not had any control over the filing, prosecution or enforcement of these patents or patent applications. In the case of
patents and patent applications licensed from Bayer, we did not have any. control over the filing of the patents and
patent applications before the effective date of the Bayer license, and have had control over the filing and
prosecution of these patents and patent applications after the effective date of the Bayer license. Under certain:
circumstances, we also have the right to enforce patents and patent applications licensed from Bayer. We cannot be
certain that such prosecution efforts have been or will be conducted in compliance with applicable laws and
regulations or will result in valid and enforceable patents. We also cannot be assured that our licensors or their
respective, licensing partners will agree to enforce any such patent rights at our request or devote sufficient efforts to
attain a desirable result. Any failure by our licensors or any of their respective licensing partners to properly protect
the intellectual property rights relating to our product candidates could have a material adverse effect on our ‘
financial condition and results of operation.

We may become involved in disputes with Teva or potential future collaborators over intellectual property
ownership, and publications by our research collaborators and scientific advisors could impair our ability to
obtain patent protection or protect our proprietary information, which, in ezther case, could have a significant
effect on our business. -

Inventions discovered under research, material transfer or other such collaborative agreements, including our
Collaboration Agreement with Teva, may become Jomtly owned by us and the other party to such agreements in
some cases and the exclusive property of either party in other cases: Under some circumstances, it may be difficult
to determine who owns a particular invention, or whether it is jointly owned, and disputes could arise regarding
ownership of those inventions. These disputes could be costly and time consuming and an unfavorable outcome
could have a significant adverse effect on our business if we were not able to protect or license rights to these
inventions. In addition, our research collaborators and scientific advisors generally have contractual rights to publish
our data and other proprietary information, subject to our prior review. Publications by our research collaborators
and scientific advisors contammg such information, either with our permission or in contravention of the terms of
their agreements with us, may impair our ability to obtain patent protection or protect our proprietary information,
which could significantly harm our business.

The patent protection for our product candidates or products may expire before we are able to maximize their
commercial value, which may subject us to mcreased competition and reduce or eliminate our opportunity to
generate product revenue.

The patents for our product candidates have varying expiration dates and, when these patents expire, we may be
subject to increased competition and we may not be able to recover our development costs. For example, certain of -
the U.S. patents directed to custirsen and its use that have been licensed from UBC are scheduled to expire in 2020
and 2021. In some of the larger economic territories, such as the United States and Europe, patent term
extension/restoration may be available to compensate for time taken during aspects of the product candidate’s
regulatory review. We cannot, however, be certain that an extension will be granted or, if granted, what the
applicable time period or the scope of patent protection afforded during any extended period will be. In addition,
even though some regulatory agencies may provide some other exclusivity for a product candidate under its own
laws and regulations, we may not be able to qualify the product candidate or obtain the exclusive time period.

If we are unable to obtain patent term extension/restoration or some other exclusivity, we could be subject to
increased competition.and our opportunity to establish or maintain product revenue could be substantlally reduced or
eliminated. Furthermore, we may not have sufficient time to recover our development costs prior to the expiration of
our U.S. and non-U.S. patents.

We may incur substantial costs as a result of litigation or other proceedings relating to patent and other
intellectual property rights and we may be unable to protect our rights to, or use of; our technology.

If we choose to go to court to stop someone else from using the inventions claimed in our patents or our licensed

patents, that individual or company has the right to ask the court to rule that these patents are invalid and/or should
not be enforced against that third party. These lawsuits are expensive and would consume time and other resources
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even if we were successful in stopping the infringement of these patents. In addition, there is a risk that the court
will decide that these patents are invalid or unenforceable and that we do not have the right to stop the other party
from using the inventions. There is also the risk that, even if the validity or unenforceability of these patents is
upheld, the court will refuse to stop the other party on the grounds that such other party’s activities do not infringe
. our rights.

If we wish to use the technology or compound claimed in issued and unexpired patents owned by others, we will
need to obtain a license from the owner, enter into litigation to challenge the validity or enforceability of the patents
or incur the risk of litigation in the event that the owner asserts that we. infringed its patents. The failure to obtain a
license to technology or the failure to challenge an issued patent that we may require to discover, develop or
commercialize our product candidates may have a material adverse effect on us. '

If a third party asserts that we infringed its patents or other proprietary rights, we could face a number of risks that
could seriously harm our results of operatipns, financial condition and competitive position, including:

e * " patent infringement and other intellectual property claims, which would be costly and time consuming to
" defend, whether or not the claims have merit, and which could delay the regulatory approval process and
divert management’s attention from our business; -

¢ - substantial damages for past infringement, which we may have to pay if a court determines that our product
candidates or technologies infringe a competitor’s patent or other proprietary rights;

e acourt prohibiting us from selling or licensing our technologies or future drugs unless the third party
licenses its patents or other proprietary rights to us on commercially reasonable terms, which it is not
required to do; and

e ifalicense is available from'a third party, we may have to pay substantial royalties or lump-sum payments
or grant cross licenses to our patents or other proprietary rights to obtain that license.

The biotechnology industry has produced a proliferation of patents, and it is not always clear to industry -
participants, including us, which patents cover various types of products or methods of use. The coverage of patents
is subject to interpretation by the courts, and the interpretation is not always uniform. If we are sued for patent
infringement, we would need to demonstrate that our product candidates or methods of use either do not infringe the
patent claims of the relevant patent, and/or that the patent claims are invalid, and/or that the patent is unenforceable
and we may not be able to do this. Proving invalidity, in particular, is difficult since it requires a showmg of clear
and convincing ev1dence to overcome the presumption of validity enjoyed by issued patents.

U.S. patent laws as well as the laws of some foreign jurisdictions provide for provisional rights in published patent
applications beginning on the date of publication, including the nght to obtain reasonable royalties, if a patent
subsequently issues and certain other conditions are met.

Because some patent applications in the United States may be maintained in secrecy until the patents are issued,
because patent applications in the United States and many foreign jurisdictions are typically not published until 18
months after filing, and because publications in the scientific literature often lag behind actual discoveries, we
cannot be certain that others have not filed patent applications for technology covered by our licensors’ issued
patents or our pending applications or our licensors’ pending applications, or that we or our licensors were the first
to invent the technology.

Patent applications filed by third parties that cover technology similar to ours may have priority over our or our
licensors’ patent applications and could further require us to obtain rights to issued patents covering such
technologies. If another party files a U.S. patent application on an invention similar to ours, we may elect to
participate in or be drawn into an interference proceeding declared by the U.S. Patent and Trademark Office to
determine priority of invention in the United States. The costs of these proceedings could be substantial, and it is
possible that such efforts would be unsuccessful, resulting in a loss of our U.S. patent position with respect to such
inventions. Some of our competitors may be able to sustain the costs of complex patent litigation more effectively
than we can because they have substantially greater resources. In addition, any uncertainties resulting from the
initiation and continuation of any litigation could have a material adverse effect on our ability to raise the funds
necessary to continue our operations. We cannot predict whether third parties will assert these claims against us or
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against the licensors of technology licensed to us, or whether those claims will harm our business. If we are forced
to defend against these claims, whether they are with or without any merit and whether they are resolved in favor of
or against us or our licensors, we may face costly litigation and diversion of management’s attention and resources.
‘As a result of these disputes, we may have to develop costly non-infringing technology, or enter into licensing
agreements. These agreements, if necessary, may be unavailable on terms acceptable to us, if at all, which could
seriously harm our business or financial condition.

If we breach any of the agreements under which we license rights to our product candidates or technology from
third parties, we could lose license rights that are important to our business. Certain of our license agreements
may not provide an adequate remedy for a breach by the licensor.

We license the development and commercialization rights for most of our product candidates, including custirsen,
0GX-427, 0GX-225 and CSP-9222, and we expect to enter into similar licenses in the future. Under such licenses,’
we are subject to various obligations such as sublicensing, royalty and milestone payments, annual maintenance
fees, limits on sublicensing, insurance 0bl1gat1ons and the obligation to use commercially reasonable best efforts to
develop and exploit the licensed technology. If we fail to comply with any of these obligations or otherwise breach
these agreements, our licensors may have the right to terminate the license in whole or in part or to terminate the
exclusive nature of the license. Loss of any of these licenses or the exclusivity rightsprovided by the licenses could
harm our financial condition and results of operations. In addition, certain of our license agreements with UBC
eliminate our ability to obtain money damages in respect of certain claims against UBC.

Under the terms of our Collaboration Agreement with Teva, we are required to use commercially reasonable efforts
to maintain and not to breach in any material manner certain of our third-party license agreements relating to
custirsen. If we breach any of these agreements in a material manner, we would be in breach of the Collaboration
Agreement, which would allow Teva to terminate the Collaboration Agreement.

We may be subject to damages resulting from claims that we, or our employees or consultants, have wrongfully
used or disclosed alleged trade secrets of third parties.

Many of our employees were previously employed and certain of our consultants are currently employed, at
universities or biotechnology or pharmaceutical companies, including our competitors or potential competitors.
Although we have not received any claim to date, we may be subject to claims that these employees or consultants
or we have inadvertently or otherwise used or disclosed trade secrets or other proprietary information of these
current or former employers. Litigation may be necessary to defend against these claims. If we fail in defending
such claims, in addition to paying monetary damages, we may lose valuable intellectual property rights or personnel.
We may be subject to claims that employees of our partners or licensors of technology licensed by us have
inadvertently or otherwise used or disclosed trade secrets or other proprietary information of their former employers.
We may become involved in litigation to defend against these claims. If we fail in defending such claims, in addition
to paying monetary damages, we may lose valuable intellectual property rights.or personnel.

Risks Related to our Common Stock and Other Securities

If we raise additional financing, the terms of such transactions may cause dilution to existing stockholders or
contain terms that are not favorable to us.

To date, our sources of cash have been limited primarily to proceeds from the private or public placement of our
securities and proceeds from the Collaboration Agreement with Teva. In the future, we may seek to raise additional
financing through private placements or public offerings of our equity or debt securities. We cannot be certain that
additional funding will be available on acceptable terms, if at all. To the extent that we raise additional financing by
issuing equity securities, our stockholders may experience significant dilution. Any debt financing, if available, may
involve restrictive covenants, such as limitations on our ability to incur additional indebtedness, limitations on our
ability to acquire or license intellectual property rights and other operating restrictions that could adversely affect
our ability to conduct our business.
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The price for our common stock is volatile.

The market prices for our common stock and that of emerging growth companies generally have historically been
highly volatile. Future announcements concerning us or our competitors may have a significant effect on the market

“price of our common stock. The stock markets also experience significant price and volume fluctuation unrelated to
the operating performance of particular companies. These market fluctuations may also adversely affect the market
price of our common stock.

An increase in the market price of our common stock, which is uncertain and unpredictable, may be the sole source
of gain from an investment in our common stock. An investment in our common stock may not be appropriate for
investors who require dividend income. We have never declared or paid cash dividends on our capital stock and do
not anticipate paying any cash dividends on our capital stock in the foreseeable future. We currently intend to retain
all available funds and any future earnings to fund the development and growth of our business. As a result, capital
appreciation, if any, of our common stock will be the sole source of gain for stockholders for the foreseeable future.
Accordingly, an 1nvestment in our common stock may not be appropriate for investors who require dividend
income.

We are at risk of securities class action litigation. LT

In the past, securities class action litigation has often been brought against a company following a decline in the
market price of its securities. This risk is especially relevant for us because our stock price and those of other
biotechnology and biopharmaceutical companies have experienced significant stock price volatility in recent years.

- If we face such litigation, it could result in substantial costs and a diversion of management’s attention and
resources, which could harm our business.

Anti-takeover provisions in our stockholder rights plan, our charter documents and under Delaware law could
make a third-party acquisition of us difficult.

We have a stockholder rights plan that may have the effect of discouraging unsolicited takeover proposals.
Specifically, the rights issued under the stockholder rights plan could cause significant dilution to a person or group
that attempts to acquire us on terms not approved in advance by our board of directors. In addition, our certificate of
incorporation and bylaws contain provisions that may discourage unsolicited takeover proposals that stockholders
may consider to be in their best interests. These provisions include the ability of our board of directors to designate
the terms of and issue new series of preferred stock and the ability of our board of directors to amend our bylaws
without stockholder approval. In addition, as a Delaware corporation, we are subject to Section 203 of the Delaware
General Corporation Law, which generally prohibits a Delaware corporation from engaging in any business
combination with any interested stockholder for a period of three years following the date that the stockholder
became an interested stockholder, unless certain specific requirements aré met as set forth in Section 203.
Collectively, these provisions could make a third-party acquisition of us difficult or could discourage transactions
that otherwise could involve payment of a premium over prevailing market prices for our common stock.

Risks Related to Our Industry

The regulatory approval process is expensive, time consuming and uncertain and may prevent us from obtaining
approvals for the commercialization of some or-all of our product candidates.

The research, testing, manufacturing, labeling, approval, selling, marketing and distribution of drug products are
subject to extensive regulation by the FDA and non-U.S. regulatory authorities, which regulations differ from
country to country. We are not permitted to market our product candidates in the United States until we receive
approval of a NDA from the FDA. We have not submitted an application for or received marketing approval for any
of our product candidates. Obtaining approval of an NDA can be a lengthy, expensive and uncertain process. In
addition, failure to comply with FDA, non-U.S. regulatory authorities’ or other applicable United States and non-
U.S. regulatory requirements may,.either before or after product approval, if any, subject us to administrative or
judicially imposed sanctions, including:
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restrictions on the products, manufacturers or manufacturing process;
warning letters;
civil and criminal penaltles,
injunctions;
suspension or withdrawal of regulatory approvals;
product seizures, detentions or import bans;
voluntary or mandatory product recalls and publicity requirements;
total or partial suspension of production;
' imposition of restrictions on operations, including costly new manufacturing requlrements and
refusal to approve pending NDAs or supplements to approved NDAs.

Regulatory approval of an NDA or NDA supplement is not guaranteed, and the approval process is expensive and
may take several years. The FDA also has substantial discretion in the drug approval process. Despite the time and
expense exerted, failure can occur at any stage, and we could encounter problems that could cause us to abandon
clinical trials or to repeat or perform additional pre-clinical studies and clinical trials. The number of pre-clinical
studies and clinical trials that will be required for FDA approval varies depending on the drug candidate, the disease .
or condition that the drug candidate is designed to address, and the regulations apphcable to any particular drug
candidate. The FDA can delay, limit or deny approval of a drug candidate for many reasons, including:

a drug candidate may not be deemed safe or effective;

. the FDA may not find the data from pre-clinical studies and clinical trials sufficient;
the FDA might not approve our third-party manufacturer’s processes or facilities;
the FDA may change its approval policies or adopt new regulations; and
third-party products may enter the market and change approval requirements.

Even if we obtain regulatory approvals for our product candidates, the terms of approvals and ongoing
regulation of our product candidates may limit how we manufacture and market our product candidates, which
could materially affect our ability to generate revenue. :

If any of our product candidates are approved, the approved product and its manufacturer will be subject to continual
review. Any regulatory approval that we receive for a product candidate is likely to be subject to limitations on the
indicated uses for which the end product may be marketed, or include requirements for potentially costly post-
approval follow-up clinical trials. In addition, if the FDA and/or non-U.S. regulatory authorities approve any of our
product candidates, the labeling, packaging, adverse event reporting, storage, advertising and promotion for the end
product will be subject to extensive regulatory requirements. We and the manufacturers of our products, when and if
we have any, will also be required to comply with cGMP regulations, which include requirements relating to quality
control and quality assurance, as well as the corresponding maintenance of records and documentation. Further,
regulatory agencies must approve these manufacturing facilities before they can be used to manufacture our
products, when and if we have any, and these facilities are subject to ongoing regulatory inspection. If we fail to
comply with the regulatory requirements of the FDA and other non-U.S. regulatory authorities, or if previously
unknown problems with our products, when and if we have any, manufacturers or manufacturing processes are
discovered, we could be subject to administrative or judicially imposed sanctions, including:

restrictions on the products, manufacturers or manufacturing process;

warning letters;

civil:or criminal penalties or fines;

injunctions;

product seizures, detentions or import bans; :

voluntary or mandatory product recalls and publicity requirements;

suspension or withdtawal of regulatory approvals;

total or partial suspension of production;

imposition of restrictions on operations, including costly new manufacturing requ1rements and
refusal to approve pending NDAs or supplements to approved NDAs.
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In addition, the FDA and non-U.S. regulatory authorities may change their policies and additional regulations may
be enacted that could prevent or delay regulatory approval of our product candidates. We cannot predict the -
likelihood, nature or extent of government regulation that may arise from future legislation or administrative action,
either in the United States, Canada or abroad. If we are not able to maintain regulatory compliance, we would likely
not be permitted to market-our future product candidates and we may not achieve or sustain profitability.

There is a high risk that our drug development activities will not result in commercial products.

Our product candidates are in various stages of development and are prone to the risks of failure inherént in drug
development. We will need to complete significant additional clinical trials before we can demonstrate that our
product candidates are safe and effective to the satisfaction of the FDA and non-U.S. regulatory authorities. Clinical
trials are expensive and uncertain processes that take years to complete. Failure can occur at any stage of the
process, and successful early clinical trials do not ensure that later clinical trials will be successful. Product
candidates in later-stage clinical trials may fail to-show desired efficacy and safety traits despite having progressed
through initial clinical trials. A number of companies in the pharmaceutical industry have suffered significant
setbacks in advanced clinical trials, even after obtaining promising results in earlier clinical trials. In addition, a .
clinical trial may prove successful with respect to a secondary objective, but fail to. demonstrate clinically significant
benefits with respect to a primary objective. Failure to satisfy a primary objectivé in a phase 3 clinical trial
(registration trial) would generally mean that a product candidate would not receive regulatory approval.

If government and third-party payors fail to provide coverage and adequate reimbursement rates for our product
candidates, our revenue and potential for profitability will be reduced.

In the United States and elsewhere, our product revenue will depend principally on the reimbursement rates
established by third-party payors, including government health administration authorities, managed-care providers,
public health insurers, private health insurers and other organizations. These third-party payors are increasingly
challenging the price, and examining the cost-effectiveness, of medical products and services. In addition,
significant uncertainty exists as to the reimbursement status, if any, of hewly approved drugs, pharmaceutical
products or product indications. We may need to conduct post-marketing clinical ttials in order to demonstrate the
cost-effectiveness of our products, if any. Such clinical trials may require us to commit a significant amount of
management time and financial and other resources. If reimbursement of such product is unavailable or limited in
scope or amount or if pricing is set at unsatisfactory levels, our revenue could be reduced.

In some countries other than the United States, particularly the countries of the European Union and Canada, the
pricing of prescription pharmaceuticals is subject to governmental control. In these countries, obtaining pricing
approval from governmental authorities can take six to 12 months or longer after the receipt of regulatory marketing
approval of a product for an indication. To obtain reimbursement or pricing approval in some countries, we may be
required to conduct a clinical trial that compares the cost-effectiveness of one of our product candidates to other
available therapies. If reimbursement of such product candidate is unavailable or limited in scope or amount or if
pricing is set at unsatisfactory levels, our revenue could be reduced.

Domestic and foreign governments continue to propose and pass legislation designed to reduce the cost of
healthcare, including drugs. In the United States, there have been, and we expect that there will continue to be,
federal and state proposals to implement similar governmental control. In addition, increasing emphasis on managed
care in the United States will continue to put pressure on the pricing of pharmaceutical products. For example, the
Medicare Prescription Drug Improvement and Modernization Act of 2003 reforms the way Medicare will cover and
reimburse pharmaceutical products. The legislation expands Medicare coverage for drug purchases by the elderly
and eventually will introduce a new reimbursement methodology based on average sales prices for certain drugs. In
addition, the new legislation provides authority for limiting the number of outpatient drugs that will be covered in
any therapeutic class. As a result of the new legislation and the expansion of federal coverage of drug products, we
expect that there will be additional pressure to contain and reduce costs. The Medicaid program and state healthcare
laws and regulations may also be modified to change the scope of covered products and/or reimbursement
methodology. Cost control initiatives could decrease the established reimbursement rates that we receive for any
products in the future, which would limit our revenue and profitability. Legislation and regulations affecting the
pricing of pharmaceutical products, including custirsen, may change at any time, which could further limit or
eliminate reimbursement rates for custirsen or other product candidates.
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Failure to obtain regulatory approval outside the United States would prevent us or Teva from marketing our
product candidates abroad., -

We intend to market certain of our existing and future product candidates in non-North American markets. In order
to market our existing and future product candidates in the European Union and many other non-North American
markets, we must obtain separate regulatory approvals. We have had limited interactions with non-North American
regulatory authorities. Approval procedures vary among countries and can involve additional testing, and the time
required to obtain approval may differ from that required to obtain FDA approval. Approval by the FDA or other
regulatory authorities does not ensure approval by regulatory authorities in other countries, and approval by one or
more non-North American regulatory authorities does not ensure approval by regulatory authorities in other
countries or by the FDA. The non-North American regulatory approval process may include all of the risks
associated with obtaining FDA approval. We may not obtain non-North American regulatory approvals on a timely
basis, if at all. We may not be able to file for non-North American regulatory approvals and may not receive
necessary approvals to commercialize our existing and future product candidates in any market:

ITEM 1B. UNRESOLVED STAFF COMMENTS
None; ‘

ITEM2. PROPERTIES

We have business offices located in Bothell, Washington and Vancouver; British Columbia. Prior to the -

-Arrangement, Sonus entered into a non-cancellable lease agreement for laboratory and office space in Bothell,

Washington, and moved into this facility on December 14, 2007. The lease covers approximately 42,600 square feet
of laboratory and office space in a single facility, is currently at an annual rent of approximately $2.1 million, and
has a 10-year term with two five-year renewal options. , ‘

We-lease approximately 4,857 square feet in Vancouver, British Columbia, currently at an annual rent.of
approximately CND $128,000, which lease expires in September 2014 and includes a five-year renewal option.

We believe that the facilities we currently lease are sufficient for our anticipated near-term needs.
ITEM3. LEGAL PROCEEDINGS

From time to time, we may be involved in litigation relating to claims arising out of our operations in the normal
course of business. We are not currently a party to any legal proceedings, the adverse outcome of which, in
management’s opinion, individually or in the aggregate, would have a material adverse effect our results of
operations or financial position. There are no material proceedings to which any director, officer or any of our
affiliates, any owner of record or beneficially of more than five percent of any class of our voting securities, or any
associate of any such director, officer, our affiliates, or security holder, is a party adverse to us or our consolidated
subsidiary or has a material interest adverse thereto.

ITEM4. REMOVED AND RESERVED
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PARTII

ITEMS5. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock first began trading on the Nasdaq National Market under the symbol “SNUS” on October 12,
1995. Following the completion of the Arrangement discussed elsewhere in this Annual Report on Form 10-K, our
common stock commenced trading on the Nasdaq Capital Market under the stock symbol “OGXI”, effectlve
August 21, 2008.

No cash dividends have been paid on our common stock, and we do not anticipate paying any cash dividends in the
foreseeable future. As of January 17, 2011, there were approximately 148 stockholders of record and approximately
7,640 beneficial stockholders of our common stock. The high and low sales prices of our common stock as reported
by Nasdaq for the periods indicated are as follows:

OncoGenex Pharmaceuticals Inc, HIGH LOW

YEAR ENDED DECEMBER 31, 2009: e

First quarter - ’ , $ 594 - $ 2.90
Second quarter ) 27.05 3.90
Third quarter - - SRR o ' ‘ o 42.99 19.30
. Fourth quarter 37.88 . 20.10

YEAR ENDED DECEMBER 31, 2010:

First quarter $22.71 $13.90
Second quarter , 22.65 - 1339
Third quarter : ) 15.60 11.83
Fourth quarter 20.00 13.59

The information required by this item regarding equity compensation plan information is set forth in Part III, Item
12 of this Annual Report on Form 10-K. No purchases of equity securities during the year ended December 31, 2010
were made by us or on our behalf.

Stock Performance Graph

The following performance graph shall not be deemed “filed” for purposes of Section 18 of the Exchange Act, or
incorporated by reference into any of our filings under the Securities Act or the Exchange Act, except as expressly
set forth by specific reference in such filings. The graph compares the cumulative five-year total return provided to
stockholders on our common stock relative to the cumulative total returns of the NASDAQ Composite Index and the
NASDAQ Pharmaceutical Index. An investment of $100 (with reinvestment of all dividends into additional shares
of the same class of equity securities at the frequency with which dividends are paid on such securities during the
applicable year) is assumed to have been made in our common stock and in each of the indexes on December 31,
2005 and its relative performance is tracked through December 31, 2010. All amounts reflected in the graph are
presented after having given effect to the one-for-eighteen reverse stock split effected in connection with the
Arrangement.
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The stock price performance included in this graph is not necessarily indicative of future stock price performance.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

Among OncoGenex Pharmaceuticals, Inc.. the NASDAQ Composite Index
and the NASDAQ Pharmaceutical Index

$140 -
$120

$100

$80
$60 |
7 $40 A

$20 -

$0

= QOncoGenex Pharmaceuticals, Inc. = NA SDAQ Composite NASDAQ Pharmaceutical

*$100 invested an- 12/31:05 in stack or index. including reinvestment of dividends.
(1) . Fiscal year ending December 31. August 20,2008 reprasents the day before the date ofthe
completion of the Arrangement. ‘ )

-12/31/05 ’12/31/06 12/31/07 - 8/20/08  12/31/08. ~ 12/31/09  12/31/10

(D
OncoGenex Pharmaceuticals, Inc. $100 $121.47 - $8.65 $5.56 $3.31 $24.61 . $18.54
NASDAQ Composite 100~ 111.74 124.67 109.43 73.77 107.12 125.93

NASDAQ Pharmaceutical . 100 101.61 _ 94.58 103.13 87.4 95.29 101.44

(1) August 20, 2008 represents the day before the date of the completion of the Arrangement.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA !

The data set forth below should be read in conjunction with Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and the Consolidated Financial Statements and Notes thereto
appearing at Item 8 of this Annual Report on Form 10-K. The selected consolidated statements of loss data for the
years ended December 31, 2010, 2009, and 2008 and consolidated balance sheet data as of December 31, 2010 and
2009 set forth below have been derived from our audited consolidated financial statements included elsewhere in
this Annual Report on Form 10-K. The selected statements of loss data for the years ended December 31, 2007 and
December 31, 2006 and the balance sheet data as of December 31, 2008, 2007 and 2006 set forth below have been
derived from the audited consolidated financial statements for such years not included in this Annual Report on
Form 10-K.

In connection with the Arrangement, OncoGenex Technologies was considered to be the acquiring company for
accounting purposes. Accordingly, the assets and liabilities of Sonus were recorded, as of the effective time of the
Arrangement, at their respective fair values and added to those of OncoGenex Technologies. The results of the
operations and balance sheet data for the year ended December 31, 2008 reflect the results of only OncoGenex
Technologies for the time period of January 1, 2008 through August 20, 2008 and the results of the combined
company from August 21, 2008 through December 31, 2008. The historical resulfs of operations and balance sheet
data shown for years ended December 31, 2007 and 2006 reflect only those of OncoGenex Technologies prior to the
Arrangement, and do not reflect the results of Sonus. The historical results presented are not necessarily indicative
of future results. ‘

December 31,
2010 2009 2008 2007 2006
(in thousands except share and per share amounts)
Statements of Loss Data: h

Collborationrevenve . $. 13616 25539 . — _ =

Total expenses $ 28,361 $ 28,121 $ 11,112 $ 7,675 $ 11,302
Net loss $ 12,584 $ 5476 $ 4,204 $ 8,536 $ 11,594
Redeemable convertible preferred share :
accretion L -3 — 3 — $ 1,973 § 2,944 § 2,604
Loss attributable to common stockholders .” - . §- 12,584 -$ 5,476 $ 6,177 $ - 11,480 $ 14,198
Basic and diluted loss per common share $ 179 § 0.95) § (3.38) $§ (96.63) $ (119.51)
Shares used in calculation of net loss per share o ‘
Basic S 7,030,903 5,766,850 1,829,276 118,801 118,801
Diluted . . ) 7,030,903 5,766,850 1,829,276 118,801 118,801
December 31,
2010 2009 2008 2007 2006
) (in thousands)
Balance Sheet Data:

Cash, cash equivalents and short-term : ’

investments $ 85,107 $ 64,568 $ 12,419 $ 5131 $ 8,012
Total assets $ 89,918 § 68,980 $ 14,790 $ 7,350 $ 9,395
Current liabilities $ 27,476 $ 25781 § 2,884 § 5713 § 2,532
Series preferred shares $ s —§ | —'$ 373738 34429
Additional paid-in capital and common shares § 107,589 § 73,804 § 56076 $ 399 $ 399
Accumulated deficit ' $ (66,069) $ (53,485) $ (48,009) $ (41,832) $§ (30,352)
Stockholders equity $ 44,125 § 22,959 $ 10,707 $ (38,223) $ . (27,566)

47



ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Forward-Looking Statements

This Annual Report on Form 10-K contains “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. These forward-looking statements involve a number of risks and
uncertainties. We caution readers that any forward-looking statement is not a guarantee of future performance and
that actual results could differ materially from those contained in the forward-looking statement. These statements
are based on current expectations of future events. Such statements include, but are not limited to, statements about
future financial and operating results, plans, objectives, expectations and intentions, costs and expenses, interest
rates, outcome of contingencies, financial condition, results of operations, liquidity, business strategies, cost savings,
objectives of management and other statements that are not historical facts. You can find many of these statements
by looking for words like “believes,” “expects,” “anticipates,” “éstimates,” “may,” “should,” “will,” “could,”
“plan,” “intend,” or similar expressions in this Annual Report on Form 10-K or in documents incorporated by
reference into this Annual Report on Form 10-K . We intend that such forward-looking statements be subject to the
safe harbors created thereby. Examples of these forward-looking statements include, but are not limited to:
progress and preliminary and future results of clinical trial conducted by us or our collaborators;
anticipated regulatory filings, requirements and future clinical trials conducted by us or our collaborators;
our anticipated future capital requirements and the terms of any capital financing agreements;

timing and amount of future contractual payments, product revenue and operating expenses;

market acceptance of our products and the estimated potential size of these markets; and

our anticipated future capital requirements and the terms of any capital financing agreements.

These forward-looking statements are based on the current beliefs and expectations of our management and are
subject to significant risks and uncertainties. If underlying assumptions prove inaccurate or unknown risks or
uncertainties materialize, actual results may differ materially from current expectations and projections. The
following factors, among others, could cause actual results to differ from those set forth in the forward-looking
statements:

uncertainty relating to the timing, feasibility and results of clinical trials;
dependence on Teva’s ongoing commitment and ability to develop and commercialize custirsen;
dependence on the development and commercialization of our product candidates, particularly on custirsen;
the risk that research or previous clinical trial results may not be indicative of results in humans or in future
studies;
uncertainties regarding the safety and effectiveness of our products and technologies;
the timing, expense and uncertainty associated with the development and regulatory approval process for
products; ' '
¢ uncertainties regarding our future operating results, and the risk that our product candidates will not obtain
the requisite regulatory approvals to commercialize or that the future sales of our product candidates may
be less than expected or nil; '
e future capital requirements and uncertainty of obtaining additional funding through debt or equity
financings on terms. acceptable to us;
acceptance of our products by the medical community;
the uncertainty associated with exiting or subleasing our excess office and laboratory space;
¢ our ability to build out our product candidate pipeline through product in-licensing, acquisition activities, or
otherwise; . ,
e changes in the treatment landscape, general competitive conditions within the drug development and
pharmaceutical industry and new developments or therapies that may not work in combination with our
product candidates; '
the potential for product liability issues and related litigation,
our dependence on key employees;
proper management of our operations;
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the potential inability to successfully protect and enforce our intellectual property rights;
the reliance on third parties who license intellectual property rights to us to comply with the terms of such
agreements and to enforce, prosecute and defend such intellectual property rights;
the reliance on third parties to manufacture and supply our product candidates;
the effect of current, pending or future legislation, regulations and legal actions in the United States,
Canada and elsewhere affecting the pharmaceutical and healthcare industries;

e volatility in the value of our common stock; and

e general economic conditions.

You are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date
of this Annual Report on Form 10-K or, in the case of documents referred to or incorporated by reference, the date
of those documents.

A11 subsequent written or oral forward-lopking statements attributable to us or any person acting on our behalf are
expressly qualified in their entirety by the cautionary statements contained or referred to in this section. We do not
undertake any obligation to release publicly any revisions to these forward-looking statements to reflect events or
circumstances after the date of this Annual Report on Form 10-K or to reflect.the occurrence of unanticipated
events, except as may be required under applicable U.S. securities law. If we do update one or more forward-looking
statements, no inference should be drawn that we will make additional updates with respect to those or other
forward-looking staternents

Overview
' In this section we explain our general financial condition and the results of operations, including:

e an-overview of our business;
results of operations and why those results are different from the prior year; and
capital resources we currently have and possible sources of additional funding for future capital
requirements.

Arrangement Agreement’

As discussed in the Notes to Consolidated Financial Statements included elsewhere in this Annual Report on Form
10-K, during 2008, we completed the Arrangement with OncoGenex Technologies and, in connection with the
Arrangement, effected a one-for-eighteen reverse stock split. All information in this Annual Repoit on Form 10-K
relating to number of shares, price per share, and per share amounts of common stock are presented on a post-
reverse stock split basis. For more information concerning the Arrangement, see Note 5 of Notes to Consolidated

. Financial Statéments included elsewhere in this Annual Report on Form 10-K.

Overview of the Company and 2010 Developments

OncoGeénex is a biopharmaceutical company committed to the development and commercialization of new cancer
therapies that address treatment resistance in cancer patients. We have five product candidates in our pipeline,
custirsen, 0GX-427, 0GX-225, SN2310 and CSP-9222, each of which has a distinct mechanism of action and
represents a unique opportunity for cancer drug development. Of the product candidates in our pipeline, custlrsen
OGX-427 and SN2310 are clinical-stage assets.

Our product candidates custirsen, OGX-427 and OGX-225 focus on mechanisms for treating resistance in cancer
patients and are designed to address treatment resistance by blocking the production of specific proteins that we
believe promote survival of tumor cells and are over-produced in response to a variety of cancer treatrments. Our aim
in targeting these particular proteins is to disable the tumor cell’s adaptive defenses, thereby rendering the tumor
cells more susceptible to attack with a variety of cancer therapies, including chemotherapy. We believe this
approach will increase survival time and improve the quality of life for cancer patients. Product candidate SN2310 is
a novel camptothecin for treating cancer. Camptothecins are potent anticancer agents that belong to the family of
drugs called topoisomerase I inhibitors that bind reversibly to the TOPO-I-DNA complex, thereby causing breaks in
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the DNA strands during replication that result in cell death. Product candidate CSP-9222 is the lead compound from
a family of caspase activators that have been in-licensed from Bayer and demonstrate activation of programmed cell
death in pre-clinical models.

Product Candidate Custirsen

As discussed above, in December 2009, we announced our ehtry into the Collaboration Agreement with Teva for the

development and global commercialization of custirsen (and related compounds targeting clusterin, excluding OGX-
427 and OGX-225).

We and Teva have developed a Clinical Development Plan under which two phase 3 clinical trials have been
initiated and one additional phase 3 clinical trial will be initiated. We have designed two of the phase 3 clinical trials
to evaluate the clinical benefit of custirsen in patients with CRPC and, together with Teva, we are in the process of
designing a third phase 3 clinical trial to evaluate the clinical benefit of custirsen in NSCLC, as follows:

e The phase 3 SATURN trial to evaluate a durable pain palhatlon benefit for custlrsen in combination with
docetaxel retreatment as second-line chemotherapy in approxunately 300 patlents with CRPC, which was
initiated in the second quarter of 2010. o s

e The phase 3 SYNERGY trial to be conducted in approximately 125 cancer centers to evaluate a survival
benefit for custirsen in combination with first-line docetaxel treatment in approximately 800 patients with
CRPC, which was initiated in the third quarter of 2010.

e A phase 3 clinical trial to evaluate a survival benefit for custirsen in combination with first-line
chemotherapy in patients with NSCLC, which is expected to be initiated in 2011 following successful
manufacturing of additional custirsen drug product and completion of DDI studies. The trial is expected to
enroll approximately 950 patients. The study protocol will include two futility assessments and one interim
analysis for efficacy. The first-line chemotherapy regimen has been selected as carboplatin and paclitaxel.

For detailed information regarding our relationship with Teva and the Collaboration Agreement, refer to the
discussion under the heading “Business--License and Collaboration Agreements--Teva Pharmaceutical Industries
Ltd.”

Custirsen received Fast Track designations from the FDA for the treatment of progressive metastatic prostate cancer
in combination with docetaxel for both first- and second-line docetaxel treatment. The FDA has agreed on the
design of two phase 3 registration trials, each in CRPC, via the SPA process. The SYNERGY trial design
investigates overall survival as the primary endpoint for custirsen in combination with first-line chemotherapy,
whereas the other trial design, the SATURN trial, investigates pain palliation as the primary endpoint for custirsen in
combination with second-line chemotherapy.

In February 2010, custirsen received written, scientific advice from the EMA on our development plan for custirsen
for treating patlents with CRPC, which advice corresponded with our development plan regarding the proposed pre-
clinical studies and both the study designs and analyses for the phase 3 trials. The CHMP also agreed that the
intended safety database would enable a sufficient qualified risk-benefit assessment for market approval.

Our phase 3 registration trials are designed to build on our phase 2 clinical trials, including:

A randomized phase 2 trial evaluating the benefit of combining custirsen with first-line docetaxel, the final
results of which were published in the September 20, 2010 issue of the Journal of Clinical Oncology.
Analyses indicating a survival benefit in patients treated with custirsen in combination with first-line
docetaxel compared to docetaxel alone, the latter being the current standard of care for patients with
advanced, progressive metastatic prostate cancer requiring initial chemotherapy, are described in our 2009
Annual Report on Form 10-K filed on March 8, 2010 under the heading “Business—Our Product
Candidates—Custirsen—Summary of Final Results of Custirsen Phase 2 Clinical Trial in Patients With
CRPC Receiving Custirsen and Docetaxel as First-Line Chemotherapy.” Due to the results of the phase 2
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trial, the SYNERGY trial, which was initiated in third quarter of 2010, will evaluate the survival benefit of
custirsen in patients treated with first-line chemotherapy.

e  Durable pain palliation, defined as pain palliation of 12 weeks or greater, which has been observed in
another phase 2 trial evaluating patients with metastatic CRPC who progressed while receiving, or within
six months of completing, first-line docetaxel treatment. Of the patients on this trial who had pain or were
on opioids for pain control and were retreated with docetaxel as second-line treatment in combination with
custirsen, approximately 50% had durable pain palliation. This is favorable even when compared to the
35% pain responses of three weeks or greater observed in the phase 3 trial, which supported the registration
of docetaxel as first-line chemotherapy in patients with CRPC, and when compared to the pain responses
for cabazitaxel of 9.2% and for mitoxantrone of 7.7% observed in the Phase 3 TROPIC trial. Due to the
results of our phase 2 trial, the SATURN trial, which was initiated in the second quarter of 2010, is
evaluating the durable pain palliation benefit of custirsen in patients treated with second-line docetaxel. The
SATURN trial will enroll patients in approximately 50 cancer centers who have previously responded to
first-line docetaxel therapy, but who subsequently experienced disease progression involving prostate
cancer-related pain despite opioid usage.

o A phase 2 trial evaluating 81 patients with advanced NSCLC who received ¢ustirsen in combination with
gemcitabine and a platinum chemotherapy (cisplatin or carboplatin) as first-line chemotherapy. The median
overall survival was 14.1 months and 54% of patients survived at least one year. Thirty percent of patients
who received custirsen with first-line chemotherapy survived at least two years. For comparison, published
studies using a platinum-based regimen plus gemcitabine as first-line chemotherapy for advanced NSCLC
reported median survivals of 8 to 11 months and one-year survival rates of 33% to 43%. Market approval
for Avastin plus paclitaxel and carboplatin chemotherapy for NSCLC was based on results showing a
median survival of 12.3 months compared to 10.3 months for patients treated with chemotherapy alone.
Survival rates for Avastin plus chemotherapy versus chemotherapy alone were reported as 51% versus 44%
at one year and 23% versus 15% at two years, respectively. The protocol for the custirsen phase 3-
registration trial in advanced, unresectable NSCLC has yet to be finalized. Teva is expected to initiate this
trial in 2011, which will assess overall survival as the primary endpoint.

Product Candidate OGX-427

0OGX-427 is a product candidate that, in pre-clinical experiments, inhibits production of Hsp27, a cell survival
protein found at elevated levels in many human cancers, including prostate, lung, breast, ovarian, bladder, renal,
pancreatic, multiple myeloma and liver cancer. Many anti-cancer therapies are known to further elevate Hsp27
levels. For example, Hsp27 levels increased four-fold in prostate cancer patients after treatment with chemotherapy
or hormone therapy. Increased levels of Hsp27 in some human cancers are associated with metastases, poor
prognosis and resistance to radiation or chemotherapy. : S :

0OGX-427 has been evaluated in a phase 1 trial in patients with breast, prostate, ovarian, or non-small cell lung
cancer who have failed potentially curative treatments or for which a curative treatment does not exist. Final results
of this phase 1 trial were presented during an oral presentation at the ASCO 2010 annual meeting. The phase 1 trial
evaluated 36 patients treated with OGX-427 as a single agent and 12 patients with OGX-427 in ‘combination with
docetaxel who had failed up to six prior chemotherapy treatments. OGX-427 as a single agent administered weekly
was evaluated at doses from 200 mg up to 1000 mg in five cohorts of approximately six patients in each cohort. Two
further cohorts tested OGX-427 at the 800 and 1000 mg doses combined with docetaxel. Patients could receive up to
10 21-day cycles. '

OGX-427 was well tolerated both as a monotherapy and in combination with docetaxel. Most adverse events were
mild (grade 1 or 2) and mainly occurred during the three “loading doses™ given over nine days prior to weekly
dosing. The majority of adverse events potentially related to OGX-427 consisted of grade 1 or 2 fever, chills,
itching, or flushing (associated with the infusion of OGX-427) and fatigue. Despite evaluating OGX-427 at very
high doses, a maximum tolerated dose for OGX-427 was not reached in this trial.
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Of particular interest was the decrease at all doses and in all diseases evaluated in the trial for both total CTCs, and
CTCs which were positive for Hsp27, Hsp27(+) CTCs. Recent studies have shown that the presence of CTCs in
peripheral blood may be of prognostic significance for patients with solid tumors, and patients with values of five
tumor cells or less are generally considered to have a more favorable prognosis.

When OGX-427 was used as monotherapy, 3 of 17 evaluable patients had a decrease in measurable disease of 20%
or greater. In this heavily pretreated patient population, two of four patients with ovarian cancer had a decrease of
25% or greater in CA-125 (an ovatian tumor marker) and 3 of 15 patients with prostate cancer had a decrease of
30% or greater in PSA (a prostate tumor marker). Hsp27+CTCs decreases were noted in 89% of evaluable patients
and were observed at all dose levels and all diseases evaluated. In 9 of 26 (31%) patients with >5 Hsp27+CTCs at
baseline, Hsp27 + CTCs had decreased to five tumor cells or less. In addition, serum Hsp27 protein levels were
decreased by 30% or greater over a period of at least six weeks in approx1mate1y 25% of patients at the 800 and
1000 mg doses.

When OGX-427 was combined with docetaxel, 5 of 10 patients had a decrease in measurable disease of 20% or
greater. Five of nine patients with prostate cancer had a decrease of 30% or greater in PSA. Again, decreases in both
total CTCs and Hsp27(+) CTCs were observed. Hsp27+CTCs were decreased in 71% of evaluable patients. In four
of seven patients with >5 Hsp+CTCs at baseline, Hsp+ CTCs had decreased to five eells or less. Serum Hsp27
protein levels were decreased by 30% or greater over a time period of at least six weeks in approx1mately 35% of
patients. :

An investigator-sponsored phase 1 clinical trial evaluating OGX-427 when administered directly into the bladder in
patients with bladder cancer was initiated in August 2009. We are in the process of accruing patients for this trial, in
" which we will enroll up to 36 patients. The trial is designed to determine the safety and potential benefit of OGX-
427 administered directly into the bladder using a catheter, which is known as intravesical instillation. In addition,
the trial will measure the direct effect of 0GX-427 on expression of Hsp27 in bladder tumor cells, as well. as
determine the pharmacokinetics and pharmacodynamics of OGX-427 when delivered by intravesical instillation.
ThlS investigator-sponsored trial is funded by the National Cancer Institute of Canada.

In September 2010, we announced the initiation of a separate investigator-sponsored, randomized phase 2 clinical
trial evaluating OGX-427 when administered as a monotherapy to patients with CRPC. The randomized, controlled
phase 2 trial will enroll up to 72 patients who have minimally symptomatic or asymptomatic advanced prostate
cancer and who have not yet received chemotherapy, and is designed to determine the potential benefit of OGX-427
by evaluating the number of patients who are without disease progression at 12 weeks post-trial treatment with or
without OGX-427. This phase 2 trial will also measure the direct effect of OGX-427 on PSA levels, time to
progression by PSA or measurable disease, numbers of CTCs and other relevant secondary endpoints.

As discussed under “Liquidity and Capital Resources™ below, in October 2010, we received $46.7 million in net
proceeds from a public offering. We expect to use a portion of the net proceeds from that offering to fund a phase 2
clinical trial of OGX-427 in patients with metastatic bladder cancer. The proposed trial design is a three-arm,
randomized phase 2 in combination with standard chemotherapy in the first-line metastatic setting. Each arm would
enroll approximately 60 patients and the trial would be initiated in sites throughout the United States, Canada and
Europe. We are consulting with external bladder cancer experts and anticipate the final protocol to be completed in
early 2011. This trial, which is expected to begin in the second half of 2011, will complement the phase 2 clinical
trial in prostate cancer, and phase 1 clinical trial in superficial bladder cancer.

We are currently evaluating various altematii}es including partnering, which would allow us to expand the OGX-
427 development plan beyond the ongomg bladder cancer and CRPC trials and the planned randomized phase 2
bladder cancer trial.

Product Candidates O0GX-225, SN2310 and CSP-9222
SN2310 was evaluated in a phase 1 clinical trial to evaluate safety in patients with advanced cancer who have
received on average three to five prior chemotherapy treatments. SN2310 was administered to 26 patients with

various types of cancer in this phase 1 clinical trial. The phase 1 clinical trial was completed and the dose-limiting
toxicity that defined a maximum tolerated dose in this heavily pretreated patient population was determined. We do
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not intend to initiate additional trials for SN2310 but will seek to out-license or sell this product candidate to a third
party. OGX-225, an inhibitor of msulm growth factor binding proteins 2 and 5, and CSP-9222 are in pre-clinical
development

. Collaboration Revenue

We recorded $13.6 million of collaboration revenue in connection with our Collaboration Agreement with Teva in
the year ended December 31, 2010, as compared to $25.5 million in the year ended December 31, 2009. At
December 31, 2010, an aggregate of $21.6 million of the upfront payment was included in the balance sheet line
items Current and Long-term Deferred Collaboration Revenue, which we are amortizing over the eéxpected
performance period of our deliverables under the Collaboration Agreement. Management currently expects this
performance period to end in the fourth quarter of 2012. Further, we are eligible to receive payments of up to $370
million upon the achievement of developmental and commercial milestones. At present, we are unable to predict the
timing or likelihood of such milestone payments, although we do not expect to receive any milestone payments from
Teva in the year ending December 31, 2011. Moreover, Isis has disclosed in its Securities and Exchange
Commission, or SEC, filings that it is entitled to receive 30% of the up to $370 million in milestone payments we
may.receive from Teva as part of the Collaboration Agreement. We disagree with their assessment but believe there
may be some lesser payment obligation. There was no revenue in 2008. See Note 4 ‘6f-Notes to Consolidated
Financial Statements included elsewhere in this Annual Report on Form 10-K for further details on our collaboration
with Teva.

Research and Development Expenses

‘Research and development, or R&D, expenses consist primarily of costs for milestone payments to third parties,

clinical trials, materials and supplies, facilities, personnel, including salaries and benefits, regulatory activities, pre-
clinical studies, and allocations of other R&D-related costs. External R&D expenses include fees paid to
universities, hospitals and other entities that conduct certain R&D activities and that manufacture our product
candidates for use in our clinical trials. Currently, we manage our clinical trials through independent medical
investigators at their-sites and at hospitals and expect this practice to continue.

Under the Collaboration Agreement with Teva, we are required to spend $30 million towards development of
custirsen, which will include our personnel costs for certain development activities. Teva will fund all other
expenses incurred pursuant to the Clinical Development Plan. Costs that we incurred totaling $3.5 million of in 2009
and $4.9 million in 2010 have been applied against our $30 million funding commitment, resulting in a remaining
funding commitment of $21.6 million at December 31, 2010. We expect aggregate full-time equivalent
reimbursement of between $1.5 and $2.5 million annually from 2011 to 2012, which will be applied against our
funding commitment, or reimbursed to us from Teva on a cash basis. We currently expect that we will incur all
remaining costs associated with the Clinical Development Plan by the fourth quarter of 2012.

A majority of our expenditures to date have been related to the development of custirsen. Until July 2, 2008,
custirsen was being co-developed with Isis and R&D expenses for custirsen were shared 65% by us and 35% by Isis.
On July 2, 2008, we and Isis amended the agreement to provide for unilateral development of custirsen by us. In
connection with the Collaboration Agreement and pursuant to the terms of agreements between us and Isis relating
to custirsen, we paid $10 million to Isis in the first quarter of 2010, which was included in R&D expenses in 2009.
We also paid $333,333 to UBC in the first quarter of 2010 pursuant to the terms of the license agreement relating to
cust1rsen which was also included in R&D expenses in 2009.

Several of our chmcal trials have been supported by grant funding that was received directly by the hospitals and/or
clinical investigators conducting the clinical trials, thereby allowing us to complete these clinical trials at a lower
cost to us.

Since our drug candidates are in the early stages of development, we cannot estimate completion dates for
development activities or when we might receive material net cash inflows from our R&D projects, if ever.
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Our projects or intended R&D activities may be subject to change from time to time as we evaluate our R&D
priorities and available resources.

‘We expect our R&D expenses to increase in 2011 and into the future, likely significantly, as we further expand
development of custirsen, OGX-427 and our other programs. Our programs or anticipated programs may be subject
to change from time to time as we evaluate our R&D priorities and available resources.

General and Administrative Expenses

General and administrative, or G&A, expenses consist primarily of salaries and related costs for our personnel in
executive, business development, human resources, external communications, finance and other administrative
functions, as well as consulting costs, including market research and business consulting, and intellectual property. .
Other costs include professional fees for legal and auditing services, insurance and facility costs. We believe that
G&A resources are sufficient to carry on existing development activities. We ant1c1pate that G&A expenses will
increase in the future as we contlnue to expand our operatlng activities. : :

Restructurmg Act1v1t1es

On August 21, 2008 immediately following the completion of the Arrangement we reduced our workforce by
appr0x1mately 49%. Severance payable at the date of the Arrangement in connection with former Sonus employees
of $1.3 million, and has been accounted for in actordance with EITF No. 95-3, “Recognition of Liabilities in
Connection with a Purchase Business Combination,” as part of the purchase price allocation.- During 2008, we made
payments totaling $1.2 million and the amount owing at December 31, 2008 was $137,000. All remaining severance
liabilities relating to Arrangement-related workforce reductions were paid during 2009.

Prior to the Arrangement, Sonus entered into a non-cancellable lease arrangement for office space located in .
Bothell, Washington, which is in excess of our current requirements. We are currently in the process of evaluating
opportunities to exit or sublet portions of the leased space and recorded an initial restructuring charge of $2.1 million
in August 2008 as-part of the purchase price allocation. The liability is computed as the present value of the
difference between the remaining lease payments due less the estimate of net sublease income and expenses, and has
been accounted for in accordance with EITF No. 95-3and represents our best estimate of the liability. Subsequent
changes in the liability due to accretion, or changes in estimates of sublease assumptions, will be recognized as
adjustments to restructuring charges in future periods.

In June 2009, we revised our sublease income assumptions used to estimate the excess lease facility liability. These
assumptions were subsequently further revised in December 2009 and September 2010. These changes in estimate
resulted in increases in the value of the excess lease liability of $0.5 million, $3.5 million, and $4.0 million in
expense recorded in June 2009, December 2009, and September 2010, respectively. In the year ended December 31,
2010, $1.2 million was amortized into income through R&D expense, resulting in a remaining liability with respect
to excess facilities of $7.5 million at December 31, 2010. ‘

Results of Operations

Our consolidated financial statements reflect the Arrangement between Sonus and OncoGenex Technologies as a
reverse acquisition and OncoGenex Technologies was deemed to be the acquiring entity from an accounting
perspective. Accordingly, for the year ended December 31, 2008, the consolidated results of operations include only
the results of operations of OncoGenex Technologies for the time period of January 1, 2008 through August 21,
2008 and the results of the combined company following the completion of the Arrangement on August 21, 2008.
This treatment and presentation is in accordance with SFAS 141, “Business Combinations.” Pro forma results are
included in Note 5 of Notes to Consolidated Financial Statements included elsewhere in this Annual Report on Form
10-K.
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Years Ended December 31, 2010 and December 31, 2009 -

Revenue for the year ended December-31, 2010 decreased to $13.6 million, from $25.5 million for the year ended
December 31, 2009. The decrease in 2010 as compared to 2009 was due to lower revenue earned through our

. strategic collaboration with Teva for the development of custirsen, which we entered into in December 2009.
Revenue for 2010 includes recognition of $4.9 million from the $30.0 million upfront payment, as well as

$8.7 million earned through collaborative research; which has been reimbursed to us on a cash basis. At

December 31,2010, $21.6 million of the upfront payment received.from Teva.in December 2009 was included on
our consolidated balance sheet as Deferred Collaboration Revenue, which we are amortizing over the expected
performance period of our deliverables under the Collaboration Agreement. Management currently expects this
performance period to end in the fourth quarter of 2012. See Note 4 of Notes to Consolidated Financial Statements
included elsewhere in the Annual Report on Form 10-K for further details on our collaboration with Teva. ‘

R&D expenses for the year ended December 31, 2010 decreased to $18.5 million from $20.2 million in the year
ended December 31, 2009. The decrease i 2010 as compared to 2009 was due primarily to 2009 milestones owed to
Isis and-UBC resulting from the Collaboration Agreement with Teva. This decrease in milestone expense was offset
by higher manufacturing costs, employee costs and clinical trial costs associated with the custirsen phase 3 clinical
trials. Costs for the custirsen phase 3 clinical trials are applied against the non—reﬁmdable upfront payments received
from Teva in December 2009, while manufacturing costs are reimbursable from Teva on a cash basis. We expect
R&D expenses to increase as we further develop our propnetary product candidates.

G&A expenses for the year ended December 31, 2010 increased to $5 8 million from $4 0 million for the year ended
- December 31, 2009. The increase in 2010 was due primarily to higher employee expenses, including severance
charges, professional fees for legal and auditing services, employee recruitment costs and stock-based compensation
expense. :

Restructuring expense for the year ended December 31, 2010 was $4.0 million. In September 2010, we revised our
sublease income assumptions used to estimate the value of the excess lease facility liability. This change in estimate
resulted in an increase in the value of our excess lease liability and a $4.0 million restructuring expense recorded in
September 2010 to reflect this change in estimate. Similar changes in our sublease income assumptions resulted in
$4.0 million in expense recorded in 2009. :

We recorded $1.0 million warrant issuance cost expense for the year ended December 31, 2010, relating to the
issuance costs allocated to warrants as part of the October 2010 financing. This expense was offset by a $0.1 million
gain on revaluation of the warrants at December 31, 2010 which is included on our consolidated statement of loss as
gain (loss) on warrants. We revalue the warrants at each balance sheet date to fair value. If unexermsed the warrants
will expire in October 2015. There was no comparable charge in 2009.

Interest income for the year ended December 31, 2010 increased to $86,000 from $47,000 for the year ended
December 31, 2009 due to higher balances of interest-bearing securities in 2010 as compared to 2009.

Other income for the year ended December 3 1, 2010 decreased to $6,000 from $70,000 for the year ended
December 31, 2009. The income earned in 2010 relates to gains on the sales of equipment offset by foreign
exchange losses, while income earned in 2009 relates to ga1ns on sales of equipment and foreign exchange gains. - -

An income tax recovery of $3.0 million was recorded in the second quarter of 2010, as we received approval from
the Israeli Tax Authority, or ITA, for its request for a withholdings tax exemption on amounts received from Teva in
relation to the collaboration. Under the Collaboration Agreement, Teva paid us $50 million in upfront payments, of
which $20 million was for an upfront milestone payment and subject to possible withholding taxes by the ITA. Prior
to the receipt of the approval, Teva was granted a temporary exemption for a transfer of $17 million of the $20
million upfront milestone payment. This temporary exemption was conditioned upon Teva’s depositing $3 million,
which represented 15% of the upfront milestone payment paid according to the Collaboration Agreement, in a trust
account in favor of the ITA until a final decision would be made by the ITA regarding the request. Accordingly,
prior to the receipt of the approval, we had recorded a $3 million liability recognizing this amount as an uncertain
tax position. Following this approval from the ITA, this liability was released, and we recorded a $3 million income
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tax recovery. See Note 4 of Notes to Consolidated Financial-Statements for further details on our collaboration with
Teva. :

Years Ended December 31, 2009 and December 31, 2008

We recorded $25.5 million of collaboration revenue in connection with our Collaboration Agreement . with Teva in
the year ended December 31, 2009. At December 31, 2009, $26.5 million. of the upfront payment was included on
our consolidated balance sheet as Deferred Collaboration Revenue.and Deferred Collaboration Revénue, net of
current, which we are amortizing over the expected performance period of our deliverables under the Collaboration
Agreement. We currently expect this performance period to end in the fourth quarter of 2012. There was no revenue

" in 2008. See Note 4 of Notes to Consolidated Financial Statements for further details on our collaboration with '
Teva. : : '

R&D expenses for the year ended December 31, 2009 increased to $20.2 million from $7.8 million for the year
ended December 31, 2008, due primarily to higher custirsen and OGX-427 development costs, milestone payments
owed to Isis and UBC resulting from the Collaboration Agreement with Teva, an increase in employee expenses and
higher facility costs resulting from the Arrangement. The 2008 expense included a Scientific Research and
Experimental Development, or SRED, claim of $0.6 million, which offset R&D expenses in the period. Since
OncoGenex Technologies ceased to be a Canadian Controlled Private Company under Canadian tax laws as a result
of the Arrangement, SRED claims can now only be applied against taxes payable to Canada. The SRED program is -
a Canadian federal tax incentive program that enceurages Canadian businesses to conduct R&D in Canada.

G&A expenses for the year ended December 31, 2009 increased to $4.0 million from $3.3 million for the year ended

~ December 31, 2008, due primarily to higher employee expenses and increased costs associated with operating as a

public company.

Restructuring expense for the year ended December 31, 2009 was $4.0 million, reflecting changes in the liability
estimate relating to our Bothell office space, which resulted in an increase in the value of our excess lease liability.
There was no comparable charge recorded in the year ended December 31, 2008.

Interest income for the year ended December 31, 2009 decreased to $47,000 from $210,000 for the year ended
December 31, 2008. Of the 2008 interest amount, $60,000 related to interest received from the Canada Revenue
Agency in relation to our 2006 SRED claim, while the 2009 amount includes only interest earned on cash and cash
equivalents and marketable securitiés. There was no interest payable on SRED claims in the 2009 period.

Other income for the year ended December 31, 2009 decreased to $70,000 from to $211,000 for the year ended
December 31, 2008, due to lower gains on sales of equipment.

Liquidity and Capi_tal Resources

We have incyrred an accumulated deficit of $66.1 million through December 31, 2010, and we expect to incur
substantial and increasing additional losses in the future as we expand our R&D activities and other operations, as
more fully described below. We have not generated any revenue from product sales to date, and we do not éxpect to
generate product sales revenue for several years, if ever. In the year ended December 31, 2010, we generated $13.6
million in collaboration revenue from the Collaboration Agreement with Teva.

All of our operations to date have been funded through the sale of our equity securities, and upfront payments
received from Teva. As of December 31, 2010, our cash, cash equivalents, and short-term investments increased to
$85.1 million in the aggregate from $64.6 million as of December 31, 2009.

As of December 31, 2010, we do not have any borrowing or credit facilities. Based on our current expectations, we
believe our capital resources at December 31, 2010 will be sufficient to fund our currently planned operations into
2014. Our currently planned opetations are set forth below under the heading “Operating Capital and Capital
Expenditure Requirements.” :
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Cash Flows
Cash Used in Operations

For the year ended December 31, 2010, net cash used in operating activities increased to $26.8 million, from $34.9
in cash provided by operations in 2009. This increase in cash used in operations is primarily attributable to increased
R&D expenses associated with manufacturing custirsen, payments associated with custirsen clinical trial activities,
and payments made to Isis and UBC in the first quarter of 2010 resulting from the Collaboration Agreement with
Teva. Cash provided by operations in 2009 was predommantly due to the upfront cash payment from Teva, offset by
operatlng expenses

For the year ended December 31, 2008, cash used in operatlons of $12.3 mllhon was attrlbutable primarily to our
losses from operating activities and cash used to reduce liabilities assumed in the Arrangement.

Cash Provided by Financing Activities

For the year ended December 31, 2010 net cash prov1ded by ﬁnancmg activities increased to $47.5 million from
$17.3 million. Net cash provided by financing activities in the year ended Deceimber 31,2010 was primarily
attributable to the net proceeds we received from the public offering that closed in October 2010. Net cash provided
by financing activities in the year ended December 31, 2009 was primarily attributable to the net proceeds we
received from the issuance of common stock through a registered direct offering and net proceeds we received from
the issuance of common stock to Teva as part of the Share Purchase Agreement.

“Net cash provided by financing activities in the year ended December 31, 2008 was $121,000, resulting from the
proceeds of the issuance of common stock on stock option exercises, offset by cash paid on the elimination of
fractional shares following the one- -for-eighteen reverse stock split.

Cash Used/Provided by Investing Activities

Net cash used in investing activities for the year ended December 31, 2010 increased to $59.1 million from $2.2
million in cash provided by investing activities in the year ended December 31, 2009. Net cash used in or provided
by investing activities in the years ended December 31, 2010 and December 31 2009 were due to transactions
involving marketable securities in the normal course of business.

Net cash provided by investing activities in the year ended December 31, 2008 was $15 million, resulting from the
Arrangement and transactions involving marketable securltles in the normal course of business.

Operating Capital and Capital Expenditure Requirements

We believe that our cash, cash equivalents and short-term investments will be sufficient to fund our currently
planned operations into 2014, including:

e completing the SATURN trial, a phase 3 clinical trial that is evaluating a durable pain palliation benefit for
custirsen in combination with docetaxel as second-line chemotherapy in approx1mate1y 300 patients with -
CRPC, which was initiated in the second quarter of 2010;

. completing the SYNERGY trial, a phase 3 clinical trial that is evaluating a survival benefit for custirsen in
combination with docetaxel as first-line chemotherapy in approximately 800. patrents with CRPC, whlch

was initiated in the third quarter 0f 2010;

e completing patient accrual in a phase 3 clinical trial that is evaluating a survival benefit for custirsen in
patients with advanced, unresectable NSCLC, which is expected to be initiated in 2011;

* completing an investigator-sponsored phase 2 clinical trial evaluating OGX-427 treatment in patients with
prostate cancer; and
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* completing a phase 2 clinical trial evaluating OGX-427 in combination with standard first-line
chemotherapy in approximately 180 patients with metastatic bladder cancer.

As of December 31, 2010, we have a remaining commitment to fund $21.6 million towards the three phase 3 trials
of custirsen, while Teva is required to fund all additional expenses under the clinical development plan. The final
results from the phase 3 trials may be released at a date that is beyond the period for which we currently project we
have available cash resources. In addition, if we desire to conduct development activities with respect to our other
product candidates beyond those development activities mentioned in the list above, we will require additional
funding to support such operations. If we need to extend our cash availability, or to conduct any such currently
unplanned development activities, we would seek such necessary funding through the licensing or sale of certain of
our product candidates, by executmg a partnership or collaboration agreement, or through private or public offerings

of our equity or debt. ‘
Our future capital requirements will depend on many factors, including:

*  timing, costs and results of clinical trials, prechmcal development and regu]atory approvals

e success of custlrsen and ach1ev1ng mllestones and royaltles - L

e  maintaining our relatidnship with Teva and Teva’s ongoing level of focus and efforts to develop custirsen;

* timing, costs and results of drug discovery and R&D;

. éntering into new collaborative or product license agreements for products in our pipeline;

* our ability to obtain additional funding through a partnership or collaboration agreement with a third party

or licenses of certain of our product candidates, or through private or public offerings of our equity or debt;
and '

* costs related to obtaining, defending and enforcing patents.
Contractual Obligations

The following table summarizes our contractual obligations as of December 31, 2010:

Contractual Obligations Total Less than 1 1-3 years 3-5 years More than 5
year . _ years

Bothell office operating lease (1) $15,747,000 $2,055,000  '$4,297,000 $4,559,000  $4,836,000
Vancouver office operating lease (2) 424,000 128,000 215,000 81,000 -
Bayer license mamtenance fees (3) 1,125,000 =~ 175,000 425,000 - 525,000 -
UBC license maintenance fees (4) 40,000 8,000 16,000 16,000 -
Leased equipment ‘ 26,000 . 16,000 10,000 - -
Total ) $17 362 000 $2,382,000  $4,963,000 $5,181,000 $4,836,000

(1) This operating lease, which commenced in 2007, is for a 10-year term and includes two five-year option renewals. '
(2) This operating lease expires in 2014.

(3) Under the terms of our agreement with Bayer, we make annual payments to Bayer on June 27 of each year, with an initial
payment of $100,000 in 2008. The payments will increase annually by $25,000 until the initiation of the first phase 3 clinical trial
relating to CSP-9222, at which point the payments reset to $100,000 and increase by $25,000, until such time as we achieve
either the first NDA filing in the United States or the European Union related to CSP-9222: For the purposes of this table, we
assume no reset in pricing resulting from initiation of phase 3 trials. We have the option to terminate this agreement upon 60
days’ advance written notice to Bayer.

(4) We are obligated to pay an annual license maintenance fee of CAD$8,000 to UBC, which has been translated based on the
December 31, 2010 exchange rate of US$1.00 = CAD$0.9946, and rounded to the nearest $1,000.
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Off-Balance Sheet Arrangements
We do not have any off-balance:sheet financing arrangements at December 31, 2010. .
Inflation

We do not believe that inflation has had a material effect on our business and results of operations during the periods
presented. o .

Contingencies and Commitments
Teva Pharmaceutical Industries Ltd.

In December 2009, OncoGenex Pharmaceuticals, Inc., through its wholly owned subsidiary, OncoGenex
Technologies, entered into a Collaboration Agreement with Teva for the development and global commercialization
of custirsen (and related compounds). Under the Collaboration Agreement, Teva made upfront payments in the
aggregate amount of $50 million, up to $370 million upon the achievement of developmental and commercial
milestones-and royalties at percentage rates ranging from the mid-teens to m1d-twent1es on net sales. We are °
required to contribute $30 million in direct and indirect costs towards the Clinical Development Plan. We incurred
$8.4 million of these costs in 2009 and 2010, resulting in a remaining funding responsibility of $21.6 million, which -
has been recorded as deferred collaboration revenue. Teva will fund all other expenses under the Clinical :
Development Plan.

" Pursuant to the Collaboration Agreement, we and Teva agreed to collaborate in the development and global -

commercialization of custirsen. Teva received the exclusive worldwide right and license to develop and
commercialize products containing custirsen and related compounds We have an option to co—promote custirsen in
the United States and Canada.

In addition to the development costs noted above, Teva is also responsible for all costs relating to product
commercialization, including costs incurred in relation to our co-promotion option, except for start-up costs in
advance of commercialization.

Isis Pharmaceuticals Inc. and University of British Columbia

Pursuant to license agreements we have with UBC and Isis, we are obligated to pay milestone payments of up to
CAD$1.6 million and CAD$7.75 million, respectively, upon achieving specified product development milestones
related to OGX-427 and OGX-225 and royalties on future product sales.

In addltlon, we are requ1red to pay to Isis 30% of all Non—-Royalty Revenue we receive. Isis has disclosed in its SEC
filings that it is entitled to receive 30% of the up to $370 million in milestone payments we may receive from Teva
as part of the Collaboration Agreement; however, we believe that certain of the milestone payments related to sales
targets may qualify as Royalty Revenue, and therefore be subject to the lesser payment obligations. No assurance
can be provided that we will be entitled to receive these milestone payments or, if we are, that the applicable amount
payable to Isis will be less than'30%. We are also obligated to pay to UBC certain patent costs and annual license
maintenance fees for the extent of the patent life of CAD$8,000 per year. We paid Isis and UBC $750,000 and
CAD$100,000, respectively, in 2010 upon the initiation of a phase 2 clinical trial of OGX-427 in patients with -
CRPC. These payments were included in R&D expense. We do not anticipate making any royalty payments to Isis
in 2011.

The UBC agreements have effective dates ranging from November 1, 2001 to April 5, 2005 and each agreement
expires upon the later of 20 years from its effective date or the expiry of the last patent licensed thereunder, unless

otherwise terminated.

Unless otherwise terminated, the Isis agreements for custirsen and OGX-427 will continue for each product until the
later of 10 years after the date of the first commercial product sale, or the expiration of the last to expire of any
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patents required to be licensed in order to use or sell the product, unless OncoGenex Technologies abandons either
custirsen or OGX-427 and Isis does not elect to unilaterally continue development. The Isis agreement for 0GX-225
will continue into perpetuity unless OncoGenex Technologies abandons the product and Isis does not elect to
unilaterally continue development.

To facilitate the execution and performance of the Collaboration Agreement with Teva, we and Isis agreed to amend
the Isis License Agreement and we and UBC agreed to amend the UBC License Agreement, in each case, effective
December 19 and December 20, 2009, respectively.

The amendment to the Isis License Agreement provides, among other things, that if we are the subject of a change
of control with a third party, where the surviving company immediately following such change of control has the
right to develop and sell the product, then (i) a milestone payment of $20 million will be due and payable to Isis 21
days following the first commercial sale of the product in the United States; and (ii) unless such surviving entity had
previously sublicensed the product and a royalty rate payable to Isis by us has been established, the applicable
royalty rate payable to Isis will thereafter' be the maximum amount payable under the Isis License Agreement. Any
non-royalty milestone amounts previously paid will be credited towards the $20 million milestone if not already
paid. As a result of the $10.million milestone payment payable to Isis in relation to the Collaboration Agreement, the. -
remaining amount owing in the event of change of control discussed above is a- maximum of $10 million. As we
have licensed the product to Teva and established a royalty rate payable to Isis, no royalty rate adjustments would
apply if Teva acquires us and is the surviving company. If we have not spent the $30 million in advanced
reimbursement of development activities prior to the third anniversary of the Collaboration Agreement with Teva,
we will pay Isis an amount equal to 30% of any un-spent portion less $3.5 million.

- Bayer HealthCare LLC

On August 7, 2008, Sonus completed an exclusive in-licensing agreement with Bayer HealthCare LI.C for the right
to develop, commercialize or sublicense a family of compounds known as caspase activators presently in pre-
clinical research. Under terms of the agrecment, Sonus was granted exclusive rights to develop two core compounds
for all prophylactic and therapeutic uses in humans. Additionally, Sonus was granted rights to all other non-core
compounds covered under the patents for use in oncology.

Under the terms of the agreement, Bayer received an upfront license fee of $450,000. We will make annual

payments to Bayer on the anniversary date, or Anniversary Payments, with an initial payment of $100,000 paid in
2008. The payments increase by $25,000 each year until the initiation of the first phase 3 clinical trial, at which

Lease Arrangements
We have an operating lease agreement for office space in Vancouver, Canada, which expires in September 2014.

Future minimum annual lease payments under the Vancouver lease are as follows (in thousands):

CAD
2011 s 128
2012 o S 107
2013 - g N ) 107
2014 _ 80
Total $ 422
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In November 2006, prior to the Arrangement, Sonus entered into a non-cancellable operating lease agreement for
office space in Bothell, Washington, expiring in 2017. See Note 5 of Notes to Consolidated Financial Statements
included elsewhere in this Annual Report on Form 10-K for further details on the Arrangement. In connection with
the lease, Sonus was required to provide a cash security deposit of approximately $497,000, which is included in
Other Long Term Assets. In addition, a standby letter of credit was issued in 2010, and $502,000 was deposited in a
restricted money market account as.collateral. We are currently-in the process. of evaluating opportunities to exit or
sublet portions of the leased space and have recorded a liability in the excess facilities lease charge of $7,467,000 as
at December 31, 2010. See Note 8 of Notes to Consolidated Financial Statements included elsewhere in this Annual
Report on Form 10-K for further details on our lease arrangements.

If we are unable to exit or sublet portions of this leased space, the future minimum annual lease payments are as
follows (in thousands): ‘

2011 - $ 2,055

2012 ' o R 2117

2013 . : 2,180

2014 ‘ : : ' 2246 o
2015 T 2,313 R
Remainder 4,837

Total _ _ .S 15,748

Consolidated rent payments relating to both the Vancouver, Canada and B‘othell, Washingtoh dfﬁpé space for the
years ended December 31, 2010, 2009, and 2008 were $2,338,000, $2,408,000, arid $801,000, respectively.

Guarantees and Indemnifications

We indemnify our officers and directors for certain events or occurrences, subject to certain limits, while the officer
or director is or was serving at our request in such capacity. The term of the indemnification period is equal to the
officer’s or director’s lifetime. :

The maximum amount of potential future indemnification is unlimited; however, we have obtained director and
officer-insurance that limits our exposure and may enable it to recover a portion of any future amounts paid. We
believe that the fair value of these indemnification obligations is minimal. Accordingly, we have not recognized any
liabilities relating to these obligations as of December 31, 2010.

We have certain agreements with certain organizations with which we do business that contain indemnification
provisions pursuant to which we typically agree to indemnify the party against certain types of third-party claims.
We accrue for known indemnification issues when a loss is probable and can be reasonably estimated. There were -
no accruals for or expenses related to indemnification issues for any period presented.

Material Changes in Financial Condition
December 31, 2010 December 31, 2009

(in thousands) . .
Total Assets $89,918 $68,980

Total Liabilities L $45,793 $46,021.
Total Equity $44,125 $22,959

The increase in assets from December 31, 2009 to December 31, 2010 primarily relates to an increase in cash, cash
equivalents and marketable securities following the October 2010 public offering, offset by costs incurred in relation
to the custirsen Clinical Development Plan. The reduction in liabilities from December 3 1, 2009 relates to milestone
payments made to Isis and UBC in 2010 resulting from our Collaboration Agreement with Teva, and lower deferred
collaboration revenue reflecting our contribution to the custirsen Clinical Development Plan in 2010. The increase in
equity relates primarily to the issuance of shares through the public offering of our common stock in October 2010.
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Critical Accounting Policies and Estimates
Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts reported in the
consolidated financial statements and notes thereto. Actual results could differ from those estimates. Estimates and
assumptions principally relate to the performance period of our deliverables under our Collaboration Agreement -
with Teva, estimates of the fair value and forfeiture rates of stock options issued to employees and consultants, the
resolution of uncertain tax positions and estimates of the fair value of our excess lease facility liability.

Cash Equivalents

We consider all highly liquid investments with an original maturity of three months or less to be cash equivalents,
which we consider as available for sale and are carried at market value with unrealized gains and losses, if any,
reported as accumulated other comprehenswe income or Ioss which is a separate component of stockholders’

equlty
Short-Term Investments
Short-term investments consist of financial instrurhents purchased with an original maturity of greater than three

months and less than one year. We consider our short-term investments as available-for-sale and they are carried at
market value with unrealized gains and losses, if any, reported as accumulated other comprehensive income or loss,

* which is a separaté component of stockholders’ equity (deficiency). Realized gains and losses on the sale of these

securities are recognized in net income or loss. The cost of investments sold is based on the specific identification
method.

Fair value of financial instruments

The fair value of our cash equivalents and marketable securities is based on quoted market prices and trade data for
comparable securities. Other financial instruments including amounts receivable, accounts payable and accrued
liabilities, are carried at cost, which we believe approximates fair value because of the short-term maturities of these
instruments.

Intellectual Property

The costs of acquiring intellectual property rights to be used in the résearch and development process; including
licensing fees and milestone payments, are charged to research and development expense as incurred in situations
where we have not identified an alternative future use for the acquired rights, and are capitalized in situations where
we have identified an alternative future use. No costs associated with acquiring intellectual property rights have been
capitalized to date. Costs of maintaining intellectual property rights are expensed as incurred.

Revenue Recognition

Revenue recognized to date is attributable solely to the upfront payment we received in the fourth quarter of 2009
pursuant to our Collaboration Agreement with Teva, as well as cash reimbursements from Teva for certain costs
incurred by us under the Clinical Development Plan. Under the Collaboration Agreement, we and Teva share certain
custirsen-related development costs. We are required to spend $30 million in direct and indirect development costs,
such as full-time equivalent, reimbursement for time incurred by our personnel for the benefit of the Clinical
Development Plan, such contribution to be funded by the upfront payment provided by Teva as an advanced
reimbursement for our R&D expenses, or reimbursed to us on a cash basis. Teva-will fund all other expenses under
the Clinical Development Plan. When we have fulfilled our requirement to spend $30 million in direct and indirect
development costs, including full-time equivalents, Teva will, on a quarterly basis, reimburse all development
expenses incuired in accordance with the Clinical Development Plan. Our policy is to account for these
reimbursements as collaboration revenue.
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For a description of the Collaboration Agreement, see Note 4 of Notes to Consolidated Financial Statements
included elsewhere in this Annual Report on Form 10-K.

The Collaboration Agreement contains multiple elements and deliverables, and requires evaluation pursuant to ASC
- 605-25, Multiple-Element Arrangements, or ASC 605-25. We evaluated the facts and circumstances of the
Collaboration Agreement to determine whether we had obligations constituting deliverables under ASC 605-25. We
concluded that we had multiple deliverables under the Collaboration Agreement, including deliverables relating to
the grant of a technology license, and performance of manufacturing, regulatory and clinical development services
in the United States and Canada, and estimated that the period in which we would perform those deliverables began
in the fourth quarter of 2009 and will be completed in the fourth quarter of 2012. Because we were able to establish
vendor specific objective evidence, or VSOE, of the fair value of the maintenance, regulatory, and clinical services,
we concluded that these deliverables should be accounted as separate units of accounting under ASC 605-25. In
establishing VSOE for the manufacturing, regulatory and clinical development services, our management relied on
rates charged by other service providers providing similar development services.

We will recognize $30 million allocated to the manufacturing, regulatory and clinical development services element
as revenue over the estimated performance period, using the proportional performance model, of which $8.4 million
has been recognized to date. Estimation of the performance period of our deliverablés required management’s
Jjudgment. Significant factors considered in management’s evaluation of the estimated performance period include,
but are not limited to, our experience, along with Teva’s experience, in conducting clinical development activities.
We will review the estimated duration of our performance period on a quarterly basis and make any appropriate
adjustments on a prospective basis. Future changes in estimates of the performance period may materially impact the
timing of the future revenue recognized under the Collaboration Agreement.

Because management is not able to reliably estimate the fair value of the technology license, it used the residual
value approach to determine the amount of revenue to recognize. Based on this approach, we recognized $22 million
in 2009 relating to this element.

Under the Collaboration Agreement, we are entitled to receive up to $370 million upon the achievement of
developmental and commercial milestones. Management evaluated the nature of the events triggering these
contingent payments and concluded that these events constituted substantive milestones. This conclusion was based
primarily on the facts that each triggering event represents a specific outcome that can be achieved only through
successful performance by us of one or more of our deliverables, and that achievement of each triggering event was
subject to inherent risk and uncertainty and would result in additional payments becoming due to us. Management
concluded that each of these milestones was substantive, based primarily on the facts.that the payments they trigger
are non-refundable, that achievement of the milestone entails risk and was not reasonably assured at inception of the
Collaboration Agreement, that substantial effort is required to complete each milestone, that the amount of each
milestone payment is reasonable in relation to the value created in achieving the milestone, that a substantial amount
of time is expected to pass between the upfront payment and the potential milestone payments, and that the
milestone payments, once received, relate solely to past performance. Based on the foregoing, we will recognize any
revenue from these milestone payments under the substantive milestone method in the period in which the
underlying triggering event occurs.

Under the Collaboration Agreement, we are also entitled to receive percentage royalties on sales of custirsen ranging
from the mid-teens to the mid-twenties. We will recognize any revenue from these events based on the revenue
recognition criteria set forth in ASC 605, Revenue Recognition. Based on those criteria, we consider these potential
payments to be contingent revenue, and will recognize them as revenue in the period in which the applicable
contingency is resolved. ~ -

Property and Equipment
Property and equipment assets are recorded at cost less accumulated depreciation. Depreciation expense on assets

acquired under capital lease is recorded within depreciation expense. Depreciation is provided on a straight-line
basis over the following periods:
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Computer equipment o 3 years
Furniture and fixtures ' 5 years
Leasehold improvements ' Over the term of the lease

- Reporting Currency and Foreign Currency Translation

Effective August 21, 2008, we changed our functional currency from the Canadian dollar to the. U.S. dollar. Qur
primary economic environment changed from Canada to the United States following the acquisition of Sonus.-See
Note 5 of Notes to Consolidated Financial Statements included elsewhere in this Annual Report on Form 10-K for
further details on the Arrangement. This resulted in significant changes: in economic facts and circumstances that
indicated that the functional currency had changed. We accounted for the change in functional currency - -
prospectively. - :

Our consolidated financial statements for the period of January 1, 2008 to August 20, 2008, which are based on the
Canadian functional currency, has been translated into the U.S. reporting currency using the current rate method as
required by ASC 830, Foreign Currency Matters, or ASC 830, as follows: assets and liabilities using the rate of
exchange prevailing at the balance sheet date; stockholders’ equity using the applicable-historic rate; and revenue
and expenses using the monthly average raté of exchange. Translation adjustments have been included as part of the
accumulated other comprehensive income.

Income Taxes

Income taxes are accounted for under the liability method. Deferred tax assets and liabilities are recognized for the
differences between the carrying values of assets and liabilities and their respective income tax bases and for
operating losses and tax credit carryforwards. A valuation allowance is provided for the portion of deferred tax
assets that is more likely than not to be unrealized. Deferred tax assets and liabilities are measured using the enacted
tax rates and laws.

Scientific Research and Development Tax Credits

The benefits of tax credits for scientific research and development expenditures are recognized in the year the
qualifying expenditure is made provided there is reasonable assurance of recoverability. The tax credits recorded are
based on management’s estimates of amounts expected to be recovered and are subject to audit by taxation
authorities. The refundable tax credit reduces the carrying cost of expenditures for research and development
expenses to which it relates. The non-refundable tax credit reduces the tax provision. Following the completion of
the Arrangement, all qualifying expenditures are eligible for non-refundable tax credits only See Note 4 of Notes to
Consolidated Financial Statements for further details on the Arrangement.

Therapeutic Dz'scoverjy Research Grants

The Internal Revenue Service’s therapeutic discovery tax credit program, created under the Patient Protection and
Affordable Care Act of 2010 provides tax credits or grants representing up to 50% of eligible qualified investments
in therapeutic discovery projects during tax years 2009 and 2010. We applied for and received funds under this
program to support our custirsen and OGX-427 development projects. The benefits of research grants under the
Internal Revenue Service’s therapeutic discovery tax credit program are recognized in the year the qualifying
expenditure is approved, provided that there is reasonable assurance of recoverability. The tax grants recorded are _
based on management’s estimates of amounts expected to be received and are subject to audit by taxation
authorities. The research grants reduce the carrying cost of expenditures for research and development expenses to
which it relates. : ‘
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R&D Expenses

R&D expenses are expensed as incurred, net of related refundable investment tax credits, with the exception of non- -
refundable advanced payments for goods or services to be used in future research and development, which are
capitalized in accordance with ASC 730, Research and Development, and are included in prepaid expenses.

Clinical trial expenses are a component of R&D expenses. These expenses include fees paid to contract research
organizations and investigators and other service providers, which conduct certain product development activities on
our behalf. We use an accrual basis of accounting, based on estimates of the amount of service completed. In the
event payments differ from the amount of service completed, prepaid expense or accrued liabilities amounts are
adjusted on the balance sheet. These expenses are based on estimates of the work performed under service
agreements, milestones achieved, patient enrollment and experience with similar contracts. We monitor each of
these factors to the extent possible and adjusts estimates accordingly.

Stock-Based Compensation

Effective January 1, 2006, we adopted the fair value recognition provisions of the ASC 718, Stock Compensation,
using the modified prospective method with respect to options granted to employees and directors. Under this
transition method, compensation cost is recognized in the financial statements beginning with the effective date for
all share-based payments granted after January 1, 2006 and for all awards granted prior to but not yet vested as of
January 1, 2006. The expense is amortized on a straught—hne basis over the graded vesting period.

Segment Information

We follow the requirements of ASC 280, Segment Reporting. We have one operating segment, dedicated to the
development and commercialization of new cancer therapies, with operations located in Canada and the United
States. .

Comprehensive Income (Loss) -

Comprehensive income (loss) is comprised of net income (loss) and other comprehensive income (loss). Other
comprehensive income (loss) consists of translation adjustments from the application of U.S. dollar reporting until
August 21, 2008 and unrealized gains and losses on our available-for-sale marketable securities. We have reported
the components of comprehensive loss in the statement of stockholders’ equity.

Loss per Common Share

Basic loss per common share is computed using the weighted average number of common shares outstanding during
the period adjusted to reflect the equivalent OncoGenex Pharmaceuticals shares and equity structure. Prior to the
completion of the Arrangement on August 21, 2008, the weighted average number of common shares represents
OncoGenex Technologies only. Diluted loss per common share is computed in accordance with the treasury stock
method, which uses the weighted average number of common shares outstanding during the period.. The effect of
potentially issuable common shares from outstanding stock options, convertlble preferred shares and debentures is
anti-dilutive for all periods presented.

Warrants

We account for warrants pursuant to the authoritative guidance on accounting for derivative financial instruments
indexed to, and potentially settled in, a company's own stock, on the understanding that in compliance with
applicable securities laws, the warrants require the issuance of registered securities upon exercise and do not
sufficiently preclude an implied right to net cash settlement. We classify warrants-on the consolidated balance sheet
as a liability which is revalued at each balance sheet date subsequent to the initial issuance. Determining the
appropriate fair-value model and calculating the fair value of registered warrants requires considerable judgment,
including estimating stock price volatility and expected warrant life. The computation of expected volatility was
based on the historical volatility of comparable companies‘from a representative peer group selected based on
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industry and market capitalization. A small change in the estimates used may have a relatively large change in the
estimated valuation. We use the Black-Scholes pricing model to value the warrants. Changes in the fair market value
of the warrants are reflected in the consolidated statement of loss as gain (lass) on revaluation of warrants.

Reclassifications

Certain prior period balances have been reclassified to conform to the current period presentation. The expenses
associated with adjustments to sublease income assumptions relating to our Bothell facility were reclassified during
the third quarter of 2010 from research and development expenses to restructuring expenses. See Note 8 of Notes to
Consolidated Financial Statements for further details on our lease arrangements. This reclassification on the -
statements of loss was made-in all prior periods presented for comparability purposes. This reclassification-had no
effect on net loss, stockholders’ equity, total assets and total liabilities, or the major categories of the cash flow
statement. i :

Recently Adopted Accounting Policies "

In January 2010, the FASB issuéd amended guidance on fair value measurements and disclosures. The new
guidance réquires additional disclosures regarding fair value measurements, amends disclosures about
postretirement benefit plan assets, and provides clarification regarding the level of disaggregation of fair value
disclosures by investment class: This guidance is effective for interim and annual reporting periods beginning after
December 15, 2009, except for certain “Level 3 activity disclosure requirements that will be effective for reporting
periods beginning after December 15, 2010. Accordingly, we adopted this amendment in the quarter ended

March 31, 2010, except for the additional Level 3 requirements, which will be adopted in 2011.

Recent Accounting Pronouncements

In April 2010, the Financial Accounting Standards Board, or FASB, issued ASU No. 2010 - 17 - Revenue
Recognition - Milestone Method (Topic 605): Milestone Method of Revenue Recognition. This standard provides
guidance on defining a milestone and determining when it may be appropriate to apply the milestone method of
revenue recognition for certain research and development transactions. Under this new standard, a company can
recognize as revenue consideration that is contingent upon achievement of a milestone in the period in which it is
achieved, only if the milestone meets all criteria to be considered substantive. This standard will be effective for us
on a prospective basis for periods beginning after January 1, 2011.. We are currently evaluating the potential impact
of this standard. ' S -

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Interest Rate Risk

Interest rate risk is the risk that the fair values and future cash flows of financial instruments will fluctuate because
of the changes in market interest rates. We invest our cash in a variety of financial instruments, primarily in short-
term bank deposits, money market funds, and domestic and foreign commercial paper and government securities.
These investments are denominated in U.S. dollars, and our exposure to interest rate changes is monitored. We have
very limited interest rate risk due to the few assets or liabilities subject to fluctuations in interests rates. Our
investment portfolio includes only marketable securities with active secondary or resale markets to help ensure
portfolio liquidity. Due to the nature of our highly liquid marketable securities, a change in interest rates would not
materially change the fair market value.

Foreign Currency-Exchange Risk

We are exposed to.risks associated with foreign currency transactions on certain contracts and payroll expenses
related to our Canadian subsidiary, OncoGenex Technologies, denominated in Canadian dollars and we have not
hedged these amounts. As our unhedged foreign currency transactions fluctuate, our earnings might be negatively
affected.. Accordingly, changes in the value.of the U.S. dollar relative to the Canadian dollar might have an adverse
effect on our reported results of operations and. financial condition, and fluctuations in exchange rates might harm
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our reported results and accounts from period to penod We have estimated the effect on our reported results of
operations of a hypothetical increase of 10 percent in the exchange rate of the Canadlan dollar against the U.S. dollar
to be $350,000 for the year ended December 31, 2010.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
OncoGenex Pharmaceuticals, Inc.

We have audited the accompanying consolidated balance sheets of OncoGenex Pharmaceuticals, Inc. (the
“Company”) as of December 31, 2010 and 2009, and the related consolidated statements of loss, shareholders’
equity, and cash flows for each of the three years in the period ended December 31, 2010. 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 the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
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. We believe that our audits provide a reasonable-basis for our opinion.

In our opinion, the financial statements referred. to above present fairly, in all material respects, the consolidated
financial position of OncoGenex Pharmaceuticals, Inc. at December 31,2010 and: 2009, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended December 31, 2010, in
conformity with U.S. generally accepted accounting principles.

*We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), OncoGenex Pharmaceuticals, Inc.’s internal control over financial reporting as of December 31, 2010,
based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated March 10, 2011 expressed an unqualified opinion
thereon. :

Vancouver, Canada, /s/ ERNST & YOUNG LLP
March-10, 2011 . ' ' Chartered Accountants

69



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
OncoGenex Pharmaceuticals, Inc.

We have audited OncoGenex Pharmaceuticals, Inc.’s (the “Company”) internal control over financial reporting as
of December 31, 2010, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the “COSO” criteria). The Company’s
management is responsible for maintaining effective internal control over financial reporting, and for its assessment
of the effectiveness of internal control over financial reporting included in the accompanying Management’s-Report
on Internal Control over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of ‘internal control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion..

A company’s internal control over financial reporting is a process designed to provide reasonable. assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted.accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions.are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, OncoGenex Pharmaceuticals, Inc. maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2010, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of the Company as of December 31, 2010 and 2009, and the related
consolidated statements of loss, shareholders’ equity, and cash flows for each of the three years in the period ended
December 31, 2010 and our report dated March 10, 2011 expressed an unqualified opinion thereon.

Vancouver, Canada, /s/ ERNST & YOUNG LLP
March 10, 2011 _ Chartered Accountants
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OncoGenex Pharmaceuticals, Inc.
*. Consolidated Balance Sheets

(In thousands of U.S. dollars)

December 31,

December 31,

Subsequent events [note 16]
See accompanying notes.
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2010 2009
$ $

ASSETS
Current - :
Cash and cash equivalents [note 6] . 23,533 62,051
Restricted cash /note 6] 502 —
Short-term investments [note 6] : cee ] .. 61,574 2,517
Amounts receivable ) LT 1,224 3,109
Prepaid expenses 2,485 722
Total current assets . 89,318 68,399
Property and equipment, net [note 7] .87 72
Other assets [note 9] 513 509
Total assets 89,918 68,980
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current
Accounts payable and accrued liabilities _ . 893 14,453
Deferred collaboration revenue [note 4] 10,000 10,000
Current portion of long-term obligations /rote 8] 1,314 1,328
Warrant liability /note 6,note 11] _ 15,269 —
Total current liabilities 27,476 ' 25,781
Deferred collaboration revenue, net of current /note 4] 11,622 16,528
Long-term obligations, less current portion [note 8] 6,695 3,712
Total liabilities ’ 45,793 46,021
Commitments and contingencies [note 13]
Shareholders’ equity:
Common shares [note 11]: ,
$0.001 par value 25,000,000 shares authorized and 9,693,591 ‘ 10 6
issued and outstanding at December 31, 2010
Additional paid-in capital 107,579 73,798
Accumulated deficit (66,069) (53,485)
Accumulated other comprehensive income . 2,605 2,640
Total shareholders’ equity o 44,125 22,959
Total liabilities and shareholders’ equity 89,918 68,980



OncoGenex Pharmaceuticals, Inc.
Consolidated Statements of Loss

(In thousands of U.S. dollars, except share and per share amounts)

Years Ended
December 31,
2010 2009 2008
$ $ $
COLLABORATION REVENUE : 13,616 25,539 S —
EXPENSES : B N
Research and development 18,483 20,209 7819
General and administrative [note 12] . e ) e 53840 3961 . 3,29%
Restructuring expense [note 8] - 4,038 3,951 —
Total expenses ' 28,361 28,121 11,112
OTHER INCOME (EXPENSE)
Interest income , 86 47 - 210
Other 6 70 211
Warrant issuance costs (1,027) — —
Gain (loss) on warrants 96 — —
Total other income (expense) » (839) 117 421
Loss for the period before taxes and extraordinary gain (15,584) (2,465) (10,691)
Income tax expense (recovery) [note 1 0] - {3,000) 3,011 (2,059)
Loss before extraordinary gain (12,584) - (5,476) - (8,632)
Extraordinary gain /note 5] ' : — = 4,428
Net loss : (12,584) (5,476) (4,204)
Redeemable convertible preferred share accretion . — ) — 1,973
Loss attributable to common shareholders (12,584) (5,476) ‘ 6,177)
Basic and diluted loss per common share (1.79) (.95) (3.38)
[note 11[h]] . :
Weighted average number of common shares _
[note 11[h]] 7,030,903 5,766,850 1,829,276

See accompanying notes.
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OncoGenex Pharmaceuticals, Inc.

Consolidated Statements of Shareholders’ Equity

(In thousands of U.S. dollars, except share amounts)

Accumulated Total
Number of Additional Other . Shareholders’
Common Paid-In  Comprehensive Comprehensive Accumulated Equity
Shares Capital  Income (Loss) Income (Loss) deficit (Deficiency)
_ . (in thousands of U.S. dollars, except share amounts) )
Balance, December 31, 2007 118,801 966 2,643 41,832) (38,223)
Stock-based compensation expense 174 174
Shares held by Sonus shareholders ’ 2,059,898 10,456 . e 10,456
Shares issued in exchange for convertible e ) ,
debentures 1,036,586 5,012 T 5,012
Shares issued in exchange for preferred shares 905,131 39,345 ’ 39,345
Escrow shares released on achievement of .
milestones 1,388,875
Stock option exercises 34,601 122 122
Issuance of common stock under employee
benefit plans ) 222 i 1
Cumulative translation adjustment from' i
application of US dollar reporting 3) 3) (3)
Redeemable convertible preferred share
accretion - , (1,973) (1,973)
Loss for the period ' (4.204) : (4,204) (4,204)
Comprehensive loss for the period ) ' (4,207)
Balance, December 31, 2008 5,544,114 56,076 12,640 {48,009) 10,707
Stock-based compensation expense 380 v 380
Shares issued in July 2009 financing 475,000 9,304 9,304
Shares issued in Teva share purchase
agreement . 267,531 7,903 i 7,903
Stock option exercises 37,388 141 141
Loss for the period o (5.476) (5,476) - (5.476)
""" Comprehensive loss for the period (5.,476)
Balance, December 31, 2009 _ 6324033 73,804 2,640 (53.485) 22,959
Stock-based compensation expense 642 642
Shares issued in October 2010 financing 3,174,602 32,319 ) ) 32,319
Unrealized loss on marketable securities (35) (35) ) (35)
‘Stock option exercises o 194,956 824 ‘ . 824
Loss for the period : (12,584) (12,584) (12.584)
Comprehensive loss for the period (12,584)
Balance, December 31, 2010 9,693,591 107,589 2,605 (66,069) 44,125

73



OncoGenex Pharmaceuticals, Inc.
" Consolidated Statements of Cash Flows:

(In thousands of U.S. dollars) -
Years ended

December 31,
2010 2009 2008
$ $ $

OPERATING ACTIVITIES _ . . . :
Loss for the period _ ' i ) 12,584 5,476 4,204
Add items not involving cash : -

Extraordinary loss C — — (4.428)

‘Warrant issuance costs . 1,027 e -

Change in value of warrants (96) — —

Depreciation 52 . 50 -89
~ Stock-based compensation [note 11/c]] : ‘ 642 380 . 174

Accrued interest on convertible debenture [note 11] ) U e — — 313

Restructuring expense [note 8] _ -7 4,038 3,951 —
Changes in non-cash working capital items

Amounts receivable (payable) N 1,885 (2,955) 204

Investment tax credit recoverable — 1,090 646

Restricted cash (502) — —

. Prepaid expenses - (1,763) (136) —

Other assets @ (12) (117)

Accounts payable and accrued liabilities (13,560) 12,200 (2,244)

Lease obligation /rote 8] - (1,069) (741) (253)

Deferred collaboration revenue [note 4] (4,906) 26,527 - . C—

Taxes payable on preferred shares — — - (2,487)
Cash provided by (used in) operating activities (26,840) 34,878 (12,307)
FINANCING ACTIVITIES
Cash paid on fractional shares eliminated on reverse share split — — 3)
Proceeds from issuance of common stock under stock option and employee benefit plans 824 141 124
Issuance of warrants, net of warrant issuance costs : 14,338 — —
Issuance of common shares, net of share issue costs 32,319 17,206 —
Cash provided by financing activities ‘ 47,481 17,347 121
INVESTING ACTIVITIES
Purchase of investments (93,018) (4,036) (4,843)
Proceeds from sale of investments 33,960 6,280 15,276
Purchase of property and equipment (68) - (15) 3)
Cash received on reverse takeover of Sonus . — — 5,464
Transaction fees on reverse takeover of Sonus — ' — (807)
Cash provided by (used in) investing activities ’ (59,126) 2,229 15,087
Effect of-exchange rate changes on cash (33) 21 - 90
Increase in cash and cash equivalents during the period (38,518) 54,433 - 2,992
Cash and cash equivalents, beginning of the period 62,051 7,618 4,626
Cash and cash equivalents, end of the period 23,533 62,051 - 7,618
Supplemental cash flow information
Property and equipment acquired under lease obligation ) — 65 —

See accompanying notes.
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OncoGenex Pharmaceuticals, Inc.
Notes to Consolidated Financial Statements
1. NATURE OF BUSINESS AND BASIS OF PRESENTATION

OncoGenex Pharmaceuticals, Inc. (the “Company” or “OncoGenex”) is committed to the development and
commercialization of new therapies that address treatment resistance in cancer patients. The Company was
incorporated in the state of Delaware and, together with its subsidiaries, has a facility in Bothell, Washington and an
office in Vancouver, British Columbia (Canada).

During the year ended December 31, 2009, the Company exited the development stage. Previously from its
inception, the Company was a development stage company in accordance with Accounting Standards Codification,
or ASC, 915, Accounting and Reporting by Developmént Stage Enterprises.

Basis of Presentation .

The accompanying consotidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States. The consolidated financial statements include the accounts of OncoGenex
Pharmaceuticals, Inc. and our wholly owned subsidiaries, OncoGenex Technologies and OncoGenex, Inc.
OncoGenex, Inc. ceased operations in 2009 and was subsequently dissolved. All 1ntercompany balances and
transactions have been eliminated.

. Liquidity

The Company has historically experienced recurring losses from operations that have generated an accumulated
deficit of $66.1 million through December 31, 2010. At December 31, 2010, the Company had cash, cash
equivalents and short-term 1nvest1nents of $85.1 million.

2. ACCOUNTING POLICIES
Significant Accounting Policies
Use of Estimates

The preparation of consolidated financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts reported in the
consolidated financial statements and notes thereto. Actual results could differ from those estimates. Estimates and
assumptions principally relate to the performance period of the Company’s deliverables under its Collaboration and
License Agreement, or Collaboration Agreement, with Teva Pharmaceutical Industries Ltd., or Teva, estimates of
the initial fair value and forfeiture rates of stock options issued to employees and consultants, the resolution of
uncertain tax positions and estimates of the fair value of our excess lease facility liability.

Cash Equivalents

The Company considers all highly liquid investments with an otiginal maturity of three months or less to be cash
equivalents, which the Company considers as available for sale and are carried at market value with unrealized gains
and losses, if any, reported as accumulated other comprehensive income or loss, which is a separate component of
shareholders’ equity (deficiency).

Short—T erm Investments
Short-term investments consist of financial instruments purchased with an original maturity of greater than three
months and less than one year. The Company considers its short-term investments as available-for-sale and they are

carried at market value with unrealized gains and losses, if any, reported as accumulated other comprehensive
income or loss, which is a separate component of shareholders’ equity (deficiency). Realized gains and losses on the
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sale of these securities are recognized in net income or loss. The cost of investments sold is based on the specific
identification method.

Fair value of financial instruments -

The fair value of the Company’s cash equivalents and marketable securities is based on quoted market prices and
trade data for comparable securities. Other financial instruments including amounts receivable, accounts payable and
accrued liabilities, are carried at cost, which the Company believes approximates fair value because of the short-
term maturities of these instruments. .,

Intellectual Property

The costs of acquiring intellectual property rights to be used in the research and development process, including
licensing fees and milestone payments, are charged to research and development expense as incurred in situations
where the Company has not identified an alternative future use for the acquired rights, and are capitalized in
situations where it has identified an alternative future use. No costs associated with acquiring intellectual property
rights have been capitalized to date. Costs of maintaining intellectual property rights are expensed as incurred.
Revenue Recogriition : v R

Revenue recognized to date is attributable solely to the upfront payment the Company received in the fourth quarter
0f 2009 pursuant to its Collaboration Agreement with Teva, as well as cash reimbursements from Teva for certain
costs incurred by OncoGenex under the Clinical Development Plan we and Teva developed under which three phase
3 clinical trials will be initiated. Under the Collaboration Agreement, the Company and Teva share certain custirsen-
related development costs. The Company is required to spend $30 million in direct and indirect development costs
such as full-time equivalent (FTE) reimbursement for time incurred by OncoGenex personnel for the benefit of the
custirsen development plan, such contribution to be funded by the upfront payment provided by Teva as an ]
advanced reimbursement for the Company Development Expenses, or reimbursed to OncoGenex on a cash basis.
Teva will fund all other expenses under the Clinical Development Plan. When the Company has fulfilled its
requirement to spend $30 million in direct and indirect development costs, including FTEs, Teva will, on a quarterly
basis, reimburse all development expenses incurred in accordance with the Clinical Development Plan. The
Company’s policy is to account for these reimbursements as Collaboration Revenue.

For a description of the Collaboration Agreement, see note 4.

The Collaboration Agreement contains multiple €lements and deliverables, and requires evaluation pursuant to ASC
605-25, Multiple-Element Arrangements, or ASC 605-25. The Company evaluated the facts and circumstances of
the Collaboration Agreement to determine whether it had obligations constituting deliverables under ASC 605-25.
The Company concluded that it had multiple deliverables under the Collaboration Agreement, including deliverables
relating to the grant of a technology license, and performance of manufacturing, regulatory and clinical development
services in the U.S. and Canada, and estimated that the period in which the Company would perform those
deliverables began in the fourth quarter of 2009 and will be completed in the fourth quarter of 2012. Because the
Company was able to establish vendor specific objective evidence, or VSOE, of the fair value-of the maintenance,
regulatory, and clinical services, the Company concluded that these deliverables should be accounted as separate
units of accounting under ASC 605-25. In establishing VSOE for the manufacturing, regulatory, and clinical
development services, management relied on rates charged by other service providers providing similar
development services. '

The Company will recognize $30 million allocated to the manufacturing, regulatory and clinical development
services element as revenue over the estimated performance period, using the proportional performance model.
Estimation of the performance period of the Company’s deliverables required the use of management’s judgement.
Significant factors considered in management’s evaluation of the estimated performance period include, but are not
limited to its experience, along with Teva’s experience, in conducting clinical development activities. The Company
will review the estimated duration of its performance period on a quarterly basis and make any appropriate
adjustments on a prospective basis. Future changes in estimates of the performance period may materjally impact the
timing of the future revenue recognized under the Collaboration Agreement.
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Because management is not able to reliably estimate the fair value of the technology license, it used the residual
value approach to determine the amount of revenue to recognize. Based on this approach, the Company recognized
$22 million in 2009 relating to this element: : ‘

Under the Collaboration Agreement, the Company is entltled to receive up to $370 m11110n upon the achlevement of
developmental and commercial milestones. Management evaluated the nature of the events triggering these
contingent payments and concluded that these events constituted substantive milestones. This conclusion was based
primarily on the facts that each triggering event represents a specific outcome that can be achieved only through
successful performance by the Company of one or more of its deliverables, and that achievement of each triggering
event was subject to inherent risk and uncertainty and would result in additional payments becoming due to the
Company. Management concluded that each of these milestones was substantive, based primarily on the facts that
the payments they trigger are non-refundable, that achievement of the milestone entails risk and was not reasonably
assured at inception of the Collaboration Agreement, that substantial effort is required to complete each milestone,
that the amount of each milestone payment is reasonable in relation to the value created in achieving the milestone,
that a substantial amount of time is expected to pass between the upfront payment and the potential milestone-
payments, and that the milestone payments, once received, relate solely to past performance. Based on the. -
foregoing, the Company will recognize any revenue from these milestone payments under the substantive milestone
. method n the period in Wthh the underlying triggering event occurs. .
Under the Collaboration Agreement, the Company is also entitled to receive percentage royalties on sales of
custirsen ranging from the mid-teens to the mid-twenties. The Company will recognize any revenue from these
events based on the revenue recognition criteria set forth in ASC 605, Revenue Recognition. Based on those criteria,
the Company considers these potential payments to be contingent revenue, and will recognize them as revenue in the
period in which the applicable contingency is resolved.

Property and Equipment
Property and equipment assets are recorded at cost less accumulated depreciation. Depreciation expense on assets

acquired under capital lease is recorded within depreciation expense. Deprec1at10n is provided on a straight-line
basis over the following periods: :

Computer equipment . oo - 3 years
Furniture and fixtures 5 years
Leasehold improvements o .. Over the term of the lease

Reporting Currency and Foreign Currency Translation

Effective August 21, 2008, the Company changed its functional currency from the Canadian dollar to the U.S.
dollar. The Company’s primary economic environment changed from Canada to the United States following the
acquisition of Sonus (note 5). This resulted in significant changes in economic-facts and circumstances that indicated
that the functional currency had changed. The Company accounted for the change in functional currency
prospectively.

The consolidated financial statements of the Company for the period of January 1, 2008 to August 20, 2008, which
is based on the Canadian functional currency, has been translated into the U.S. reporting currency using the current
rate method as required by ASC 830, “Foreign Currency Matters”, or ASC 830, as follows: assets and liabilities
using the rate of exchange prevailing at the balance sheet date; shareholders’ equity using the applicable historic
rate; and revenue and expenses using the monthly average rate of exchange. Translation adjustments have been
included as part of the accumulated other comprehensive income. , :

Income Taxes

Income taxes are accounted for under the liability method. Deferred tax assets and liabilities are recognized for the
differences between the carrying values of assets and liabilities and their respective income tax bases and for
operating losses and tax credit carry forwards. A valuation allowance is provided for the portion of deferred tax
assets that is more likely than not to be unrealized. Deferred tax assets and liabilities are measured using the enacted
tax rates and laws. :

77



Scientific Research and Development Tax Credits -

The benefits of tax credits for scientific research and development expenditures are recognized in the year the
qualifying expenditure is made provided there is reasonable assurance of recoverability. The tax credits recorded are
based on management’s estimates of amounts expected to be recovered and are subject to audit by taxation
authorities. The refundable tax credit reduces the carrying cost.of expenditures for research and development
expenses. to which it relates. The non-refundable tax credit reduces the tax provision, however no reduction to the
tax provision has been recorded to-date as the Company records a full valuation allowance. Following the
completion of the Arrangement (note 5) all qualifyirig expenditures are eligible for non-refundable tax credits only.

Therapeutic Discovery Research Grants

The Internal Revenue Service’s therapeutic discovery tax credit program, created under the Patient Protection and
-Affordable Care Act of 2010, provides tax credits or grants representing up to 50 percent of eligible qualified
investments in therapeutic discovery projects during tax years 2009 and 2010. OncoGenex applied for and received
funds under this program to support the company’s custirsen, and OGX-427 development projects. The benefits of
research grants under the Internal Revenue Service’s therapeutic discovery tax credit program are recognized in the :
year the qualifying expenditure is approved provided thete is reasonable assurance of recoverability. The tax grants -
recorded are based on management’s estimates of amounts expected to be received @nd are subject to audit by
taxation authorities. The research grants reduce the carrymg cost of expenditures for research and development
expenses to wh1ch it relates: . -

Research and Deve’lopment Costs

Research and development costs are expensed as incurred, net of related refundable investment tax credits, with the
exception of non-refundable advanced payments for goods or services to be used in future résearch and
development, which are capitalized in accordance with ASC 730, “Research and Development” and included within
Other Assets. ‘ : :

Clinical trial expenses are a component of research and development costs. These expenses include fees paid to
contract research organizations and investigators and other service providers, which conduct certain product
development activities on our behalf. The Company uses an accrual basis of accounting, based upon estimates of the
amount of service completed. In the event payments differ from the amount of service completed, prepaid expense
or accrued liabilities amounts are adjusted on the balance sheet. These expenses are based on estimates of the work
performed under service agreements, milestones achieved, patient enrollment and experience with similar contracts.
The Company monitors each of these factors to the extent possible and adjusts estimates accordingly.

Stock-Based Compensatton

Effective January 1, 2006, the Company adopted the falr value recognition provisions of the ASC 718, “Stock
Compensation”, using the modified prospective method with respect to options:granted to employees and directors. -
Under this transition method, compensation cost is recognized in the financial statements beginning with the
effective date for all share-based payments granted after January 1, 2006 and for all awards granted prior to but not
yet vested as of January 1, 2006. The expense is amiortized on a straight-line basis over the graded vesting period.

Segment Information

The Company follows the requirements of ASC 280, “Segment Reporting.” The Company has one operating
segment, dedicated to the development and commercialization of hew cancer therapies, with operations located in
Canada and the United States.

Comprehensive Income (Loss)

Comprehensive income (loss) is cdmprised of net income (loss) and other comprehensive income (loss). Other
comprehensive income (loss) consists of translation adjustments from the application of U.S. dollar reporting until

August 21, 2008 and unrealized gains and losses on the Comipany’s available-for-sale marketable securities. The
Company has reported the components of comprehensive loss in the statement of shareholders’ equity:
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Loss per Common Share

Basic loss per common share is computed using the weighted average number of common shares outstanding during
the period-adjusted to reflect the equivalent OncoGenex Pharmaceuticals shares and equity structure. Prior to the
completion of the Arrangement on August 21, 2008 the weighted average number of common shares represents
OncoGenex Technologies only. Diluted loss per common share is computed in accordance with the treasury stock
method which uses the weighted average number of common shares outstanding during the period. The effect of
potentially issuable common shares from outstanding stock options, convertible preferred shares, and debentures is
anti-dilutive for all periods presented. :

Warrants

We account for warrants pursuant to the authoritative guidance on accounting for derivative financial instruments
indexed to, and potentially settled in, a company's own stock, on the understanding that in compliance with
applicable securities laws, the warrants require the issuance of registered securities upon exercise and do not
sufficiently preclude an implied right to net cash settlement. We classify warrants on the consolidated balance sheet
as a liability which is revalued at each balance sheet date subsequent to the initial issuance. Determining the
appropriate fair-value model and calculating the fair value of registered warrants requires considerable judgment,
including estimating stock price volatility and expected warrant life. The computation of expected volatility was
based on the historical volatility of comparable companies from a representative peer group selected based on
industry and market capitalization. A small change in the estimates used may have a relatively large change in the
estimated valuation. We use the Black-Scholes pricing model to value the warrants. Changes in the fair market value
of the warrants are reflected in the consolidated statement of loss as gain (loss) on revaluation of warrants.

Reclassifications

Certain prior period balances have been reclassified to conform to the current period presentation: The expenses
associated with adjustments to sublease income assumptions relating to our Bothell facility (note 8) were reclassified
during the third quarter of 2010 from research and development expenses to restructuring expenses. This
reclassification on the statements of loss was made in all prior periods presented for comparability purposes. This .-
reclassification had no effect on net loss, shareholders’ equity, total assets and total liabilities, or the major
categories of the cash flow statement. - :

Recenﬂy Adopted Accounting Policies

In January 2010, the FASB issued amended guidance on fair value measurements and disclosures. The new

guidance requires additional disclosures regarding fair value measurements, amends disclosures about
postretirement benefit plan assets, and provides clarification regarding the level of disaggregation of fair value
disclosures by investment class. This guidance is effective for interim and annual reporting periods beginning after
December 15, 2009, except for certain “Level 3” activity disclosure requirements that will be effective for reporting
periods beginning after December 15, 2010. Accordingly, we adopted this amendment in the quarter ended

Mareh 31, 2010, except for the additional Level 3 requirements which will be adopted in 2011.

Recent Accounting Pronouncements

In April 2010, the FASB issued ASU No: 2010 --17 - Revenue Recognition - Milestone Method (Topic 605):
Milestone Method of Revenue Recognition. This standard provides guidance on defining a milestone and
determining when it may be appropriate to apply the milestone method of revenue recognition for certain research
and development transactions. Under this new standard, a company can recognize as revenue consideration that is
contingent upon achievement of a milestone in the period in which it is achieved, only if the milestone meets all
criteria to be considered substantive. This standard will be effective for us on a prospective basis for periods
beginning after January 1, 2011. We are currently evaluating the potential impact of this standard, but do not expect
it to have a significant impact on our financial position or results of operations. '
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3. FINANCIAL INSTRUMENTS AND RISK

For certain of the Company’s financial instruments including cash and cash equivalents, amounts receivable, and
accounts payable carrying values approximate fair value due to their short-term nature. The Company s cash
equlvalents and short-term investments are recorded at fair value.

Financial risk is the risk to the Company’s results of operations that arises from fluctuations in interest rates and
foreign exchange rates and the degree of volatility of these rates as well as credit risk associated with the financial
stability of the issuers of the financial instruments. Foreign exchange rate risk arises as a portion of the Company’s
investments which finance operations and a portion of the Company’s expenses are denominated in other than U.S,
dollars.

The Company invests its excess cash in accordance with investment guidelines, which limit the credit exposure to
any one financial institution or corporation other than securities issued by:the U.S. government. The Company only
invests in A (or equivalent) rated securities with maturities of one year or less. These securities generally mature
within one year or less and in some cases are not collateralized. At December 31, 2010 the average days to maturity
of the Company’s.portfolio of cash equivalents and marketable securities was 172 days The Company does not use-
derlvatwe mstruments to hedge against any: of'these financial risks. :

4. COLLABORATION AGREEMENT

On December 20, 2009, the Company, through its wholly-owned sub81d1ary, OncoGenex Technologies Inc., entered
into a Collaboration Agreement with Teva for the development and global commercialization of custirsen (and

" . related compounds), a pharmaceutical compound designed to inhibit the production of clusterin, a protein we believe

associated with cancer treatment resistance, or the Licensed Product. Under the Collaboration Agreement, Teva paid
the Company upfront payments in the aggregate amount of $50 million and has agreed to pay up to $370 million
upon the achievement of developmental and commercial milestones and royalties at percentage rates ranging from
the mid-teens to mid-twenties on net sales, depending on aggregate annual neét sales of the Licensed Product.

On the same date, the Company and Teva also entered into a stock purchase agreement, or Stock Purchase
Agreement, pursuant to which Teva made an additional $10 million equity investment in the Company at a 20%
premium to a thirty-day average closing price, resulting in 267,531 shares purchased at-a price of $37.38 per share.
The 20% share premium is included as consideration for the custirsen license and has been included in collaboration
revenue. E ‘

In connection with the Collaboration Agreement and pursuant to the terms of agreements between the Company and
Isis relating to custirsen, the Company paid Isis Pharmaceuticals, Inc., or Isis, $10 million which was recorded as
research and development expense in 2009. The Company also paid approximately $333,333 to the University of
British Columbia, or UBC, pursuant to the terms of their license agreement relating to custirsen, which has been
recorded as research and development expense in 2009. Pursuant to the terms of the third-party agreements, the
Company anticipates that it would be required to pay third-parties 31% of any milestone payments that are not based
on a percentage of net sales of the Licensed Product. Pursuant to the terms of third-party agreements, the Company
anticipates it will pay royalties to third-parties of 4.88% to 8.00% of net sales, unless the Company’s royalties are
adjusted for competition from generic compounds, in which case royalties to third-parties will also be subject to
adjustment on a country-by-country basis. Certain third-party royalties are tiered based on the royalty rate received
by the Company. Minimum royalty rates payable by the Company assume certain third-party royalties are not paid
at the time that the Licensed Product is marketed due to the expiration of patents held by such third-parties.
Maximum royalty rates assume all third-party royalty rates currently in effect continue in effect at the time the
Licensed Product is marketed. ,

Teva will receive the exclusive worldwide right and license to develop and commercialize products containing
custirsen and related compounds. The Company has an option to co-promote any Licensed Product in the United
States and Canada. :

Teva is responsible for all costs relating to product commercialization including costs incurred in relation to the
Company’s co-promotion option, except for start-up costs in advance of commercialization.
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Teva and the Company have developed a Clinical Development Plan under which three phase 3 clinical trials will be
initiated: :

* Aphase 3 clinical trial, referred to as the SATURN trial, to evaluate a durable pain palliation benefit for
* custirsen in combination with docetaxel retreatment as second-line chemotherapy in approximately 300
" patients w1th CRPC, which was 1n1t1ated in the second quarter of 2010. :

e Anphase3 chmcal trial, referred to as the SYNERGY tr1al to be conducted in approximately 125 cancer
centers to evaluate a survival benefit for custirsen in combination with first-line docetaxel treatment in
approximately 800 patients with CRPC, which was initiated in the third quarter of 2010.

e A phase 3 clinical trial to evaluate a survival benefit for custirsen in combination with first-line
chemotherapy in patients with NSCLC, which is expected to be initiated in 2011 following successful
manufacturing of additional custirsen drug product and completion of drug-drug interaction DDI studies.
The trial is expected to enroll approximately 950 patients. The study protocol will include two futility
assessments and one interim analysis for efficacy. The first-line chemotherapy reglmen has been selected
as carboplatin and paclitaxel.

Teva will be responsible for conducting any other studies and development work riecessary to obtain required
regulatory approvals. The Company may assume some of these activities if assigned by the Joint Steering
Committee. Teva will be responsible for all such costs. The Joint Steering Committee will oversee the development
and regulatory approval of any Licensed Product. The Company may termmate its part101pat10n in the Joint Steermg
Committee at any time. :

‘Funding responsibilities for the Clinical Development Plan will be allocated as follows:
¢ the Company is required to spend $30 million in direct and indirect development costs, and -
-+ Teva will fund all other expenses under the Clinical Development Plan.

The Collaboration Agreement will remain in effect, on a country-by-country basis, until the expiration of the
obligation of Teva to pay royalties on sales of the Licensed Product in such country (or earlier termination under its
terms). Commencing after the completion of all three phase 3 clinical trials set forth in the Clinical Development
Plan, or upon early termination due to a material adverse change in the Company’s patent rights related to custirsen
or safety issues or “futility” as defined in the Collaboration Agreement, Teva may terminate the Collaboration
Agreement in its sole discretion upon three months’ notice if notice is given prior to regulatory approval of a
Licensed Product and upon six months’ notice if notice is given after such regulatory approval. If Teva terminates
the Collaboration for any reasons other than an adverse change in custirsen patent rights, safety issues or “futility”
determination as previously described, it will remain responsible for paying for any remaining costs of all three
phase 3 clinical trials, except for Company Development Expenses. Either party may terminate the Collaboration
Agreement for an uncured material breach by the other party or upon the bankruptcy of either party. If the
Collaboration Agreement is terminated by the Company for other than an uncured material breach by Teva, the
Company will pay Teva a royalty on sales of Licensed Products. The percentage rates of such royalties-(which are in
the single digits) depend if termination occurs prior to the first regulatory approval in the United States or a primary
European Market or after one of these approvals. These royalties would expire on a country-by-country basis on the
earlier of ten years after the first commercial sale of a Llcensed Product or certain thresholds related to generic
competmon :

In the event of a change of control of the Company, within 90 days of the change of control, Teva may terminate the
joint steering committee in its sole discretion, terminate the co-promotion option in its sole discretion if not then
exercised by the Company or if exercised but not yet executed by the Company, or terminate the co-promotion
option if in its commercially reasonable opinion co-promotion with the Company’s successor would be materially
detrimental to Teva’s interests.

Upon entering into the Collaboration Agreement, the Company assessed whether withholdings taxes were owed to
the Israeli Tax Authority, or ITA, resulting from the Collaboration Agreement. It was the Company’s position that
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withholdings taxes were not owed, and a claim was issued to the ITA accordingly. For accounting purposes,
management concluded that the withholdings tax claim was an uncertain tax position, and $3 million, which
represented the potential withholdings tax obligation, once received from Teva was initially recorded as Restricted
Cash pending the Israeli Tax Authorities review of our claim and a corresponding liability of $3 million was
included in Accounts Payable and Accrued Liabilities. In June 2010, the Company received approval from the ITA
for our request for a withholdings tax exemption on amounts received from Teva in relation to the Collaboration
Agreement. Following receipt of this approval from the ITA the $3 million was released to the Company from
escrow. Subsequently, the Company released the $3 million 11ab111ty and recorded a $3 million income tax recovery
in the second quarter of 2010. :

Revenue for the year ended December 31, 2010 was $13.6 million, which consists of partial recognition of deferred
collaboration revenue representing OncoGenex’s contribution to the custirsen phase 3 development plan under our
Collaboration Agreement with Teva and custirsen manufacturing costs incurred by OncoGenex in the year ended
December 31, 2010 that are reimbursable from Teva on a cash basis. At December 31, 2010, a remaining balance of
$21.6 million of the up-front payment was recorded in deferred collaboration revenue, and $0.6 million was
reimbursable from Teva on a cash basis and included in Amounts Receivable. There were $25.5 million in revenue
recorded in the year ended December 31, 2009 as a result of the Collaboration Agreement with Teva.

Amendment to Isis and UBC License Agreements : R

To facilitate the execution and performance of the Collaboration Agreement, the Compény and Isis agreed to amend
the Isis License Agreement and the Company and UBC agreed to amend the UBC License Agreement, in each case,
effective December 19 and December 20, 2009, respectively. ,

The amendment to the Isis License Agreement provides, among other things, that if the Company is the subject of a
change of control with a third party, where the surviving company immediately following such change of control
has the right to develop and sell the product, then (i) a milestone payment of $20 million will be due and payable to
Isis 21 days following the first commercial sale of the product in the United States; and (ii) unless such surviving
entity had previously sublicensed the product and a royalty rate payable to Isis by the Company has been
established, the applicable royalty rate payable to Tsis will thereafter be the maximum amount payable under the Isis
License Agreement. Any non-royalty milestone amounts previously paid will be credited toward the $20 million
milestone if not already paid. As a result of the $10 million milestone payment payable to Isis in relation to the
Collaboration Agreement, the remaining amount owing in the event of change of control discussed above is a
maximum of $10 million. As the Company has now licensed the product to Teva and established a royalty rate
payable to Isis, no royalty rate adjustments would apply if Teva acquires the Company and is the surviving
company. If the $30 million in advanced reimbursement of development activities has not been spent by OncoGenex
prior to the third anniversary of the Collaboration Agreement between OncoGenex and Teva, OncoGenex will pay
Isis an amount equal to 30% of any un-spent portion less $3.5 million.

5. REVERSE TAKEOVER

On August 21, 2008, Sonus Pharmaceuticals, Inc., or Sonus, completed a transaction, or the Arrangement, with
OncoGenex Technologles Inc. whereby Sonus acqulred all of the outstanding preferred shares, common shares and
convertible debentures of OncoGenex Technologies Inc. Sonus changed its name to OncoGenex Pharmaceuticals,
Inc. and was listed on the Nasdaq Capital Market under the ticker symbol OGXI. These consolidated financial
statements account for the Arrangement between Sonus and OncoGenex Technologies Inc. as a reverse acquisition,
whereby OncoGenex Technologies Inc. is deemed to be the acquiring entity from an accounting perspective.

The consolidated results of operations of the Company for years ended December 31, 2010 and December 31, 2009
include the results of operations of the combined company. The consolidated results of operations for the year ended
December 31, 2008 include the results of operations of OncoGenex Technologies for the full year ended

December 31, 2008 and the results of OncoGenex Pharmaceuticals, Inc. following the completion of the
Arrangement on August 21, 2008.

On August 12, 2008, OncoGenex Technologies’ shareholders approved the Arrangement described above and on

August 19, 2008, Sonus shareholders approved the Arrangement, the one-for-eighteen reverse stock split of its
common stock, and a reduction of Sonus’ authorized capital from 75,000,000 common shares to 11,019,930
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common shares. The reverse stock split occurred immediately prior to the closing of the Arrangement. Resulting
fractional shares were eliminated. All information in the financial statements and the notes thereto relating to the
number of shares, price per share, and per share amounts of common stock are presented on a post-split basis.

Under the purchase method of accounting, Sonus’ outstanding shares of common stock were valued using the

* average closing price on Nasdaq of $5.04 for the two days prior through to the two days subsequent to the .
announcement of the Arrangement on May 27, 2008. There were 2,059,898 shares of common stock outstanding, as
adjusted for the reverse stock split, on August 20, 2008, immediately prior to closing. The fair value of the Sonus
outstanding stock options were determined using the Black-Scholes option pricing model with the following
assumptions: stock price of $4.86, volatility of 57.67% to 89.48%, risk-free interest rate of 1.73% to 3.89%, and
expected lives ranging from 0.05 to 4.79 years. The fair value of the Sonus outstanding warrants were determined
using the Black-Scholes option pricing model with the following assumptions: stock price of $4.86, volatility of
58.71%, risk-free interest rate 3.89%, and expected lives ranging from 0.99 to-1.08 years. -

The_ﬁnal purchase price is summarized as follows (in thousands):

Sonus common stock C $ 10,385
- Fair value of options and warrants assumed - : e 0T
Transaction costs of OncoGenex - 807

Total purchase price 3 11,263

Under the purchase method of accounting, the total purchase price as shown in the table above is allocated to the
Sonus net tangible and identifiable intangible assets acquired and liabilities assumed based on their fair values as of
- the date of the completion of the Arrangement. The final purchase price allocation is as follows (in thousands):

Cash $ 5,464
Marketable securities . 14,808
Accounts receivable ST e PR S 6
Interest receivable 273
Other current assets - 175
Furniture and equipment o 1,186
Other long term assets ’ A A e 497
Intangible assets _ 280
Accounts payable . ) h o (35)
Accrued expenses excluding severance payable i : (652)
Severance payable to employees as part of restructuring (1,322)
Severance payable to. senior executives : . (1,440)
Excess facility loss S T - (2,083)
Negative goodwill - ‘ (5,894)
Total purchase price - .. . S o8 11,263,

In accordance with the then effective SFAS 141, “Business Combinations” any excess of fair value of acquired net
assets over purchase price (negative goodwill) has been recognized as an extraordinary gain in the period the
Arrangement was completed. The excess has been allocated as a pro rata reduction of the amounts that otherwise
would have been assigned to the non-current acquired assets. Prior to allocation of the excess negative goodwill
OncoGenex has reassessed whether all acquired assets and assumed liabilities have been identified and recognized
and performed remeasurements to verify that the consideration paid, assets acquired, and liabilities assumed have
been properly valued. The remaining excess has been recognized as an extraordinary gain. There was no other
impact to other comprehensive income.

The final pro rata reduction of non-current and intangible assets acquired is as follows (in thousands):

Negative goodwill - (5,894)
Furniture and equipment o » ‘ 1,186
Intangible assets ' ' ‘ 280

Excess negative goodwill : $ (4,428)
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Pro Forma Results of Operations

The results of operations the combined Company are reflected in the consolidated financial statements from the date
of the completion of the Arrangement on August 21, 2008. The following table presents pro forma results of
operations and gives effect to the business combination transaction as if it were consummated at the beginning of the
period presented. The pro forma results of operations are not necessarily indicative of what would have occurred had
the business combination been completed at the beginning of the retrospective perlods or of the results that may
occur in the future.

For the

year ended
: - December 31, 2008
(in thousands except shareholder and. per share amounts):
Revenue —
Net loss applicable to common shareholders ' - $ (28,102)
Net loss per share - basic and diluted § (15.36)
Weighted average shares. - 1,829,276

6. FAIR VALUE MEASUREMENTS ' S

With the adoption of ASC 820 “Fair Value Measurements and Disclosures”, beginning January 1, 2008, assets and
liabilities recorded at fair value in the balance sheets are categorized based upon the level of judgment associated
with the inputs used to measure their fair value. For certain of the Company’s financial instruments including cash
and cash equivalents, amounts receivable, and accounts payable the carrying values approximate fair value due to
their short-term nature.

ASC 820 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation techniques are
observable or unobservable. In accordance with ASC 820, these inputs are summarized in the three broad level listed
below:

e Level 1 — Quoted prices in active markets for identical securities.

e Level 2 — Other significant observable inputs that are observable through corroboration with market data

. (including quoted prices in active markets for similar securities).

e Level 3 — Significant unobservable inputs that reflect management s best estimate of what market
participants would use in pricing the asset or liability.

As quoted prices in active markets are not readily available for certain financial instruments, the Company obtains
estimates for the fair value of financial instruments through independent pricing service providers. -

In determining the appropriate levels, the Company performed a detailed analysis of the assets and liabilities that are
subject to ASC 820

The Company invests its excess cash in accordance with investment guldehnes that limit the credit exposure to any
one financial institution other than securities issued by the U.S. Government. Our securities are not coIlaterallzed

and mature w1thm one year. '

A description of the valuation techniques applied to the Company’ S ﬁnan01a1 instruments measured at fair value on &
recurring basis follows.

Financial Instruments
Cash

Significant amounts of cash are held on deposit with a large well established Canadian financial institution.
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U.S. Government and Agency Securities

U.S. Government Securities U.S. government securities are valued using quoted market prices. Valuation
adjustments are not applied. Accordingly, U.S. government securities are categorized in Level 1 of the fair value
hierarchy. S

U.S. Agency Securities U.S. agency securities are comprised of two main categories consisting of callable and
non-callable agency issued debt securities. Non-callable agency issued debt securities are generally valued using
quoted market prices. Callable agency issued debt securities are valued by benchmarking model-derived prices to
quoted market prices and trade data for identical or comparable securities. Actively traded non-callable agency
issued debt securities are categorized in Level 1 of the fair value hierarchy. Callable agency issued debt securities
are categorized in Level 2 of the fair value hierarchy. '

Corporate and Other Debt

Corporate Bonds and Commercial Paper The fair value of corporate bonds and commercial paper is estimated
using recently executed transactions, market price quotations (where observable), bond spreads or credit default
swap spreads adjusted for any basis difference between cash and derivative instruments. The spread data used are
for the sanie maturity as the bond. If the spread data does not reference the issuer,.thién-data that reference a
comparable issuer are used. When observable price quotations are not available, fair value is determined based on’
cash flow models with yield curves, bond or single name credit default swap spreads and recovery rates based on
collateral values as significant inputs. Corporate bohds and commercial paper are generally categorized in Level 2
of the fair value hierarchy; in instances where prices, spreads or any of the other aforementioned key inputs are

. unobservable, they are categorized in Level 3 of the hierarchy.

The following table presents information about our assets and liabilities that are measured at fair value on a
recurring basis, and indicates the fair value hierarchy of the valuation techniques we utilized to determine such fair
value:

(in thousands) : Level 1 Level 2 Level 3 2010
Assets : '
Cash $ 14,817 § — 3 —§ 14,817
Money market securities 3,403 — — 3,403
U.S. government securities 2,700 — — 2,700
U.S. agency securities ' ' 1,407 — — 1,407
Corporate bonds and commercial paper — 63,282 — 63,282
' $ 22,327 § 63,282 $ —$ 85,609
Liabilities
Warrants ‘ — — 15,269 15,269
(in thousands) Level 1 Level 2 Level 3 2009
Cash and Marketable Securities
Cash and cash equivalents, restated cash $ 47590 $  — § —$ 47,590
Money market securities 5,941 - — 5,941
U.S. government securities 6,033 — — 6,033
U.S. agency securities 401 1,103 — 1,504
Corporate bonds and commercial paper — 3,500 — 3,500
$ 5995 § 4,603 $ — 3 64,568
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Marketable securities consist of the following:

Amortized - Gross Gross Estimated
Cost" Unrealized . Unrealized - Fair Value
Gain Loss

(in thousands)
2010
Cash $ 14,817 $ — § - — 8 14,817
Money market 2,901 — B ) 2,901
securities
Corporate bonds 5,815 — — 5,815
“and commercial
baper . . ' . . L .
Cash and cash $ 23,533 § . — % . — 8. = 2353
equivalents . - o ' . ; o
Money market .~ $ 502 §$ . — $ =8 502
securities o . o L o ) ,
Restricted cash $ 502 $ - — 3 — § 502
US. government  § 2700 § 0 — $. — $ 2700
securities
U.S. agency 1,407 — — 1,407
securities A o o
Corporate bonds 57,501 — (39 57,466
and commercial
paper , _ _ S ‘
Short-term $ 61,608 §$ 1 3 (35 $ 61,574
investments
2009
Cash $ 47,590 § $ $ 47,590
Money market , 5,941 — — 5,941
securities ‘
U.S. government . 5,021 1 ® - 5,020
securities _
Corporate bonds 3,500 — — 3,500
and commercial
paper '
Cash and cash $ 62,053 §$ — 3 2 .$ . 62,051
equivalents S ‘ o
U.S. government $ 1,012 §$ — 3 —  $ 1,012
securities , _ .
U.S. agency 1,504 $§ L. — 1,505
securities ' : ' '
Short-term $ 2,516 $ 1 8 — ¥ 2,517
investments

All securities included in cash, and cash equivalents have maturities of 90 days or less at the time of purchase. All
securities included in short-term investments have maturities of within one year of the balance sheet date.
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There were no significant realized or unrealized gains or losses on the sales of marketable securities in the years
ended December 31, 2010 or December 31, 2009 and no significant unrealized gains or losses are included in
accumulated other comprehensive income as at December 31, 2010 or December 31, 2009. Realized gains and
losses are transferred out of accumulated other comprehensive income into interest income using the specific
identification method.

All of the marketable securities held as of December 31, 2010 and December 31, 2009 had maturities of one year or
less. The Company only invests in A (or equivalent) rated securities with maturities of one year or less. The
Company does not believe that there are any other than temporary impairments related to its investment in
marketable securities at December 31, 2010, given the quality of the investment portfolio, its short-term nature, and
subsequent proceeds collected on sale of securities that reached maturity.

As of December 31, 2010, the Company recorded a $15,269,000 warrant liability. The Company reassesses the fair
value of the common stock warrants at each reporting date utilizing a Black-Scholes pricing model. Inputs used in
the pricing model include estimates of stock price volatility, expected warrant life and risk-free interest rate. The
computation of expected volatility was based on the historical volatility of comparable companies from a
representative peer group selected based on industry and market capitalization.

_The following table presents the changes in fair value of the Company’s total Lével 3 fifiancial liabilities for the year

ended December 31, 2010:

Opening Gain (loss) on Remaining
Liability at Liability at warrants Liability at
December 31, October 22, December 31,
(In thousands) 2009 2010 2010
Warrant liability — $ 15,365 $§ 96 $ 15,269

7. PROPERTY AND EQUIPMENT

Accumulated Net Book
Cost  Depreciation Value

$ $ $
(In thousands)
December 31, 2010
Computer equipment ’ 332 284 48
Furniture and fixtures 113 - 102 11
Leasehold improvements 54 L 42 12
Equipment under capital lease .66, 50 16
- I - 565 478 - 87
December 31, 2009
Computer equipment 276 271 5
Furniture and fixtures © 113 90 23
Leasehold improvements 42 42 —
Equipment under capital lease 66 22 44
497 425 72

8. RESTRUCTURING ACTIVITIES

Prior to the Arrangement, Sonus entered into a non-cancellable lease arrangement for office space located in
Bothell, Washington, which was considered to be in excess of the Company’s current requirements. The Company is
currently in the process of evaluating opportunities to exit or sublet portions of the leased space and recorded an
initial restructuring charge of $2,084,000 on August 21, 2008 as part of the purchase price allocation. The liability is
computed as the present value of the difference between the remaining lease payments due less the estimate of net
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sublease income and expenses and has been accounted for in accordance with the then effective EITF No. 95-3,
“Recognition of Liabilities in Connection with a Purchase Business Combination”. This represents the Company’s
best estimate of the liability. Subsequent changes in the liability due to accretion, or changes in estimates of sublease
assumptions are recognized as adjustments to restructuring charges in future periods.

In June 2009, the Company revised its sublease income assumptions used to estimate the excess lease facility
liability. These assumptions were subsequently revised again in December 2009 and September 2010. These

changes in estimate resulted in increases in the value of the excess lease liability of $494,000, $3,457,000, and
$4,038,000 in expense recorded in June 2009, December 2009, and September 2010, respectively, to reflect these
changes in estimate. In the year ended December 31, 2010, with respect to excess facilities; $1,216,000 was
amortized into income through research and development expense, resulting in a remaining liability of $7,467,000 at
December 31, 2010.

Remaining ~  Amortization Additional Remaining
Liability at of excess Liability Liability
Recorded at December
(In thousands) December 31, 2009  lease facility 31,2010
- Current portion of $ 1,297 $ 140 - ~$ ... 146 $ 1,303
excess lease facility - ' e T
Long-term portion of $ 3348 % 1,076 $ 3,892 $ 6,164
excess lease facility A
Total o $ 4,645 $ 1,216 $ 4,038 $ 7,467
9. OTHER ASSETS

Other assets include deposits paid for office space in accordance with the terms of the operating lease agreements.
10. INCOME TAX

[a] The reconciliation of income tax attributable to operations computed at the statutory tax rate to income tax
expense is as follows. OncoGenex Technologies, a Canadian corporation, which is subject to combined Canadian
federal and provincial statutory tax rates for December 31, 2010, 2009, and 2008 of 28.5%, 30%, and 31%,
respectively. Following the reverse takeover by OncoGenex Technologies of Sonus Pharmaceuticals, Inc. (which
subsequently changed its name to OncoGenex Pharmaceuticals, Inc.) in 2008, OncoGenex Technologies became a
wholly owned subsidiary of the Company, which is a Delaware incorporated company subject to US Federal
Statutory rates of.34% for all three years presented.

For the purposes of estimating the tax rate in effect at the time that deferred tax assets and liabilities are expected to
reverse, management uses the furthest out available future tax rate in the applicable jurisdictions. For the years’
ended December 31, 2010, 2009, and 2008 the future Canadian enacted rates we used were 25%, 25%, and 26%,
respectively, while for the US the future enacted rate we used was 34% for all three periods presented.

2010 2009 2008

(In thousands)

Income taxes at statutory rates (at a rate of 34% for all periods presented) (5,298) (838) " (3,635)
Expenses not deducted for tax purposes(1) ; 425 151 3,991
Effect of tax rate changes on deferred tax assets and liabilities — — —
Effect of foreign tax (Canadian) rate changes on deferred tax assets and

liabilities 1614 (130) 974
Reduction in benefit of operating losses : 1,939 542 339
Reduction in the benefit of other tax attributes 394 367 —
Impact of withholding tax *(3,000) 3,000 —
Foreign exchange effect on valuation allowance : (534) (1,437 2,244
Investment tax credlts ' o ' (252) (180) (180)
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Research and development tax credits — (32) —
Change in valuation allowance o 2,620 1,628 1,643
Reversal of tax effect of income of Sonus prior to the Arrangement (2) — —

(5,310)
Canadian Part V1.1 tax on redeemable convertible 'preferred shares (3) — — (2,125)
Part VLI tax deduction 1 , — —
Book to tax return adjustments S o 92 (60) —
Other = . _ » ‘ — — —
Income tax expense o - (3,000) 3,011 (2,059)

(1) The 2008 balance was primarily attributable to amounts recognized in connection with the Arrangement, including faéility-
related charges and the conversion of redeemable convertible preferred shares into equity following the Arrangement.

(2) This line item represents the adjustment required to the 2008 tax provision for amounts associated with Sonus during the
portion of the year prior to the Arrangement. The amount of $5,310 represents the pre-arrangement loss of Sonus of $15,617
multiplied by the US Federal Statutory tax rate of 34%. Offsetting the $5,310 was $5,310 included in line item “Change in
valuation allowance”.

(3) Canadian Part VI.1 tax on redeemable convertible preferred shares was accrued during each year such shares were
outstanding. This tax would have been payable upon retraction of redeemable convertible preferred shares. These shares would
have been retractable at any time after August 10. 2010. In 2008, subsequent to the completion of the Arrangement, all
convertible redeemable preferred shares were converted into equity and as a result the associdted-aggregate tax liability was
reversed. :

[b] At December 31, 2010, the Company has investment tax credits of $741,000 (2009—$509,000) available to
reduce future Canadian income taxes otherwise payable. The Company also has non-capital loss carry forwards of
$28,280,000 (2009—$21,057,000) available to offset future taxable income in Canada and federal net operating loss
- carryforwards of $126,911,000 (2009- 127,424,000) to offset future taxable income in the United States.

The initial public offering of common stock by the Company in 1995 caused an ownership change pursuant to
applicable regulations in effect under the Internal Revenue Code of 1986. Therefore, the Company’s use of losses
incurred through the date of ownership change will be limited during the carryforward period and may result in the
expiration of net operating loss carryforwards in the United States before utilization.

The investment tax credits and non-capital losses and net operating losses for income tax purposes expire as follows
(in thousands):

Investment Net Operating  Non-capital
Tax Credits Losses Losses
$ $

2011 . — 4 o
2012 : p— ‘ 44 _
2013 - . com— 10,795 " —
2014 — : _ 1,707
2015 R — _ —
2016 — B R
2017 — — —
2018 9 — : —
2019 68 32 —
2020 (12) 2,745 —
2021 2 400 R—
2022 2 11,766 _
2023 1 10,785 _
2024 — C 16,814 —
2025 244 L2062 7407
2026 71 27,157 4,982
2027 = o 22225 5,650
2028 28 12,648 2,410
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2029 123 . 4357 —
2030 205 5,034 6,124
' 741 . 126911 28280

In addition, the Company has unclaimed tax deductions of approximately $9,883,000 related to scientific research
and experimental development expenditures available to carry forward indefinitely to reduce Canadian taxable
income of future years. The Company also has research and development tax credits of $1,543,000 available to
reduce future taxes payable in the United States. The research and development tax credits expire between 2011 and
2028.

[c] Significant components of the Company’s deferred tax assets as of December 31 are shown below (1n

thousands):
: 2010 2009
Deferred tax assets: - $ $
Tax basis in excess ofbook value.. . 1,187, C1,202
ofassets . - . oot C C e
Non-capital loss carryforwards 50,220 48,588
Research and development =~ . 4,679, . 4,210
deductions and credits . T S o y .
Share issue costs ’ 83 119
Stock options - o 1,475 1,689
Capital loss carryforward 51 51
Restructuring liability -~ - . . 2,717, ' 1,697
Foreign tax credit Lo — 3,273
Othet S SEe 27 27
Total deferred tax assets : ’ 60,439 - 60,856
Valuation allowance B ) (60,439) (60,856)

The potential income tax benefits relating to these deferred tax assets have not been recognized in the accounts as
their realization did not meet the requirements of “‘more likely than not” under the liability method of tax allocation.
Accordingly, a valuation allowance has been recorded and no deferred tax assets have been recognized as at
December 31, 2010 and 2009.

[d] Under ASC 740, the benefit of an uncertain tax position that is more likely than not of being sustained upon
audit by the relevant taxing authority must be recognized at the largest amount that is more likely than not to be
sustained. No portion of the benefit of an uncertain tax position may be recognized if the position has less than a
50% likelihood of being sustained.

A reconciliation of the unrecognized tax benefits of uncertain tax positions for the year ended December 31, 2010 is

as follows:

(in thousands) $

Balance as of December 31, 2008 1,956
Additions based on tax positions related to the current year 143
Deductions based on tax positions related to the current year %90)
Balance as of December 31, 2009 : . 2,009
Additions based on tax positions related to the current year . 48
Deductions based on tax positions related to the current year (50)
Balance as of December 31, 2010 ' : 2,007

As of December 31, 2010, unrecognized benefits of approximately $2,007,000, if recognized, would affect the
Company’s effective tax rate, and would reduce the Company’s deferred tax assets. See note 4 for discussion of the
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Company’s assessment of potential w1thh01d1ngs taxes owed to the ITA resultmg from the Collaboration
Agreement. :

The Company’s accounting policy is to treat interest and penalties relating to unrecognized tax benefits as a
component of income taxes. As of December 31, 2010 and December 31, 2009 the Company had no accrued interest
and penalties related to income taxes. :

The Company is subject to taxes in Canada and the U.S. until the applicable statute of limitations expires. Tax audits
by their very nature are often complex and can require several years to complete.

Tax Years open to
Jurisdiction examination
Canada : . - 2004 to 2010
US - 2004 to 2010
11. COMMON STOCK
- [a] Authorized

25,000,000 authorized common voting share, par value of $0.001, and 5,000,000 preferred shares, par value of
$0.001.

[b] Issued and outstanding shares
July 2009 F inancfng

On July 24, 2009, the Company completed a registered direct offering with certain institutional investors covering
the sale of 475,000 shares of common stock at a price of $20 per share under a shelf registration statement on Form
S-3 (No. 333-160251) that was declared effective by the Securities and Exchange Commission, or SEC, on July 17,
2009. The transaction provided net proceeds of approx1mately $9 3 million after deducting costs associated with the
offering.

2009 Teva Share Purchase Agreement

On December 20, 2009 the Company and Teva also entered into a stock purchase agreement (the “Stock Purchase
Agreement”). Pursuant to the terms of the Stock Purchase Agreement, Teva made a $10 million equity investment in
the Company through its purchase of 267,531 shares of the common shares at a price of $37.38 per Share, which
was a 20% premium fo a thirty-day average closing price prior to the announcement. The transaction provided net
proceeds of approximately $9,970,000 after deducting costs associated with the offering. The 20% share premium
has been allocated to revenue, resulting in a net amount of $7,903,000 included in equity.

October 2010 Public Offering

On October 22, 2010, the Company completed a public offering of 3,174,602 units, with each unit consisting of one
share of the Company’s common stock and one-half (1/2) of one warrant, at a purchase price of $15.75 per unit for
an aggregate offering amount of $50 million. ~

Each whole warrant is exercisable at any time on or after the date of issuance until the fifth anniversary of the date
of issuance at an exercise price of $20, and includes a cashless exercise feature. The Company accounts for warrants
issued in October 2010 under the authoritative guidance on accounting for derivative financial instruments indexed
to, and potentially settled in, a company’s own stock, on the understanding that in compliance with applicable
securities laws, the registered warrants require the issuance of registered securities upon exercise and do not -
sufficiently preclude an implied right to net cash settlement. The Company classifies warrants on the accompanying
consolidated balance sheet as a liability which is revalued at each balance sheet date subsequent to the initial
issuance. The Company uses the Black-Scholes pricing model to value the warrants. Determining the appropriate
fair-value model and calculating the fair value of registered warrants requires considerable judgment. On the date of
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issuance, the Black-Scholes value of the warrant was based on an assumed risk-free rate of 1.17%, volatility of 75%

and an expected life of 5 years. A small change in the estimates used may have a relatively large change in the

estimated valuation. Changes in the fair market value of the warrants are reflected in the consolidated statement of
loss as gain (loss) on warrant.

The net proceeds to OncoGenex, after underwriting discounts and commissions and other offering expenses, from
the sale of the units were $46.7 million, of which $32.3 million was allocated to common shares and included in
Additional paid-in capital, $15.4 million was allocated to Warrant liability. $1 million of underwriting discounts and
commissions and other offering expenses allocated to the value of Warrants was expensed in warrant issuance
expense on our consolidated statement of loss.

At December 31, 2010, there were exercisable warrants outstanding to pﬁrchase 1,587,301 shares of common stock
at an exercise price of $20 per share, expiring in October 2015. No warrants were exercised during the years ended
_December 31, 2009 or December 31, 2010.

-Stock Option Exercises

During the year ended December 31, 2010, the Company issued 194,956 common shares upon exercise of stock
options (year ended December 31, 2009 37,388, year ended December 31 2008 =34,601). The Company issues
new shares to satisfy stock option exercises.

[c] Stock options

As at December 31, 2010 the Company has reserved, pursuant to various plans, 1,035,987 common shares for
issuance upon exercise of stock options by employees, directors, officers and consultants of the Company, of which
744,913 are reserved for options currently outstanding, and 291,074 are available for future option grants
(December 31, 2009 - 53,684).

2010 Performance Incentive Plan

At the 2010 Annual Meeting of Stockholders of the Company held on June 8, 2010, stockholders of the Company
approved the 2010 Performance Incentive Plan. Following the approval of the 2010 Performance Incentive Plan, we
are no longer able to issue additional equity awards under any of our other equity compensation plans. Under the
pléan, the Company may grant options to purchase common shares in the Company to employees, directors, officers
and consultants of the Company. The exercise price of the options is determined is determined by the Board but
generally will be at least équal to the fair value of the common shares at the grant date. The options vest in
accordance with terms as determined by the Board, typically over three to four years for options issued to
employees, and over one to three years for members of the Board of Directors. The expiry date for each option is set
by the Board with a maximum expiry date of ten years from the date. of grant.

Options remain outstanding under a number of share option plans that had been approved by shareholders prior to

- the approval of the 2010 Performance Incentive Plan: (a) the Incentive Stock Option, Nonqualified Stock Option and
Restricted Stock Purchase Plan — 1991 (1991 Plan), (b) the 1999 Nonqualified Stock Incentive Plan (1999 Plan), (c)
the 2000 Stock Incentive Plan (2000 Plan), (d) the 2007 Performance Incentive Plan (2007 Plan), and (e) the
OncoGenex Technologies Inc. Stock Option Plan (OncoGenex Technologies Plan).

ASC 718 Compensation — Stock Compensation

The Company recognizes expense related to the fair value of our stock-based compensation awards using the
provisions of ASC 718. The Company uses the Black-Scholes option pricing model as the most appropriate fair
value method for its awards and recognizes compensation expense for stock options on a straight-line basis over the
requisite service period. In valuing its options using the Black-Scholes option pricing model, the Company makes
assumptions about risk-free interest rates, dividend yields, volatility and weighted average expected lives, including
estimated forfeiture rates of the options.

The expected life was calculated based on the simplified method as permitted by the SEC’s Staff Accounting
Bulletin 110, Share-Based Payment. The Company considers the use of the simplified method appropriate because
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of the lack of sufficient historical exercise data following the reverse takeover of Sonus. The computation of
expected volatility was based on the historical volatility of comparable companies from a representative peer group
selected based on industry and market capitalization. The risk-free interest rate was based on a U.S. Treasury
instrument whose term is consistent with the expected life of the stock options. In addition to the assumptions above,
as required under ASC 718, management made an estimate of expected forfeitures and is recognizing compensation

" costs only for those equity awards expected to vest. Forfeiture rates are estimated using historical actual forfeiture

rate that resulted over the estimated life of the option grant for options granted as of the beginning of the forfeiture
measurement period. These rates are adjusted on a quarterly basis and any change in compensation expense is
recognized in the period of the change. The Company has never paid or declared dividends on our common stock
and do not expect to pay cash dividends in the foreseeable future.

The estimated fair value of stock options granted in the respective periods was determined using the Black-Scholes
option pricing model using the following weighted average assumptions:

Years ended

December 31,

B - 2010 2009 2008
Risk-free interestrates 273% 2.85% 1.71% ]
Expected dividend yield 0% 0% 0%
Expected life 6.8 years  6.1years 5.2 years

~ Expected volatility 75% 74%, 77%

The weighted average fair value of stock options granted during the year ended December 31, 2010 was $11.08 per
share (December 31, 2009 - $11.97 and December 31, 2008 - $1.86).

Total stock-based compensation expense included in the Company’s statements of loss for the years ended -
December 31, 2010, 2009 and 2008 was $642,000, $380,000 and $174,000 respectively.

The results for the periods set forth below included share-based compensation expense in the following expense
categories of the consolidated statements of loss:

Years ended
December 31,
2010 2009 2008

(in thousands) ' $ $ $
Research and development 331 Q8 65
General and administrative 311 292 109
Total share-based 642 380 174
compensation

Options vest in accordance with terms as determined by the Board, typically over three or four years for employee
grants and over one or three years for Board of Director optlon grants. The expiry date for each option is set by the
Board with, which is typically seven to ten years. The exercise price of the-options is determined by the Board but is
at least equal to the fair value of the share at the grant date.
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Stock option transactions and the number of stock options outstanding are summarized below:

Number .
of Weighted
- Optioned Average
Common Exercise
Shares Price
# $
Balance, December 31, 2007 324,231 4.61
Additions from Sonus Option Plans . 98,249 27.89
Option grants 397,150 . 293
-Option exercises (34,601) 3.57
Option cancellations (61,886) 28.08
'Balance, December 31, 2008 723,143 o 4.88
Option grants o 130,400 17.52
Option cancellations (8,154) CT08
Option exercises (37,388) 379 7
Option forfeited (5,130) . 642
Balance, December 31, 2009 - 802,871 6.95
Option grants 170,872 15.87
Option cancellations (7,311) 104.91
Option exercises (194,956) 422
Option forfeited (26,563) - . 1.35
Balance, December 31, 2010 744,913 . - . 873

The following table summarizes information about stock options outstanding at December 31, 2010:

Weighted-
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Weighted-
Average Average
Remaining Remaining
Number of Contractual Number of Contractual
Options Life Options Exercise Life
Exercise Prices Outstanding (in years) Exercisable Price (in years)

2.69- 34,000 4.8 34,000 2.69 4.8
3.00 268,150 50 132,950 3.00 5.0
3.89. 23,200 0.2 23,200 3.89 0.2
4.11 131,488 1.7 131,488 4.11 1.7
6.66 4,859 7.2 4,859 6.66 - 72

7.25 16,520 54 16,520 7.25 54
12.03 8,000 9.6 833 12.03 9.6
_14.01 2,500 9.5 312 14.01 95
1420 13,976 9.4 — 14.2 94
15.11 5,500 9.6 — 15.11 9.6
15.97 131,450 10 L — 15.97 10
18.94 12,169 35 12,169 18.94 35
21.05 9,446 6.2 2,361 21.05 6.2
22.28 83,100 8.8 20,775 22.28 8.8
68.25 555 0.8 555 68.25 0.8
8.73 744,913 5.75 380,022 5.44 3.76
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As at December 31, 2010 and December 31, 2009 the total unrecognized compensation expense related to stock
options granted is $2,962,000 and $1,910, OOO respectively, which is expected to be recognized into expense over a
period of approximately 4 years.

The estimated grant date fair value of stock options vested during the years ended December 31, 2010, 2009, and
.2008 was $736,000, $399,000 and $160,000 respectively.

The aggregate intrinsic value of options exercised was calculated as the difference between the exercise price of the
stock options and the fair value of the underlying common stock as of the date of exercise. The aggregate intrinsic
value of options exercised for the years ended December 31, 2010, 2009, and 2008 was $2,355,000, $697,000, and
$39,000, respectively. At December 31, 2010, the aggregate intrinsic value of the outstanding options was
$5,998,000 and the aggregate intrinsic value of the exercisable options was $4,312,000.

[d] Stock Warrants

At December 31, 2010, there were exercisa:ble warrants outstanding to purchase 1,587,301 shares of common stock
at an exercise price of $20 per share, expiring in October 2015 No warrants were exercised during the years ended
) Decernber 31 2009 or December 31, 2010.

The estlmated fair value of warrants issued is reassessed at each balance sheet date using the Black-Scholes option
pricing model. The following assumptions were used to value the watrants on the following balance sheet dates:

Years ended
December 31,

2010 2009 2008
Risk-free interest rates 2.01% . _
Expected dividend yield 0% _ —
Expected life " 4.8 years S —
Expected volatility 75% _ —

[e] Sonus Employee Stock Purchase Plan

Prior to January 2009, the Company had an employee stock purchase plan whereby employees were permitted to
contribute up to 15% of their compensation to purchase shares of the Company’s common stock at 85% of the
stock’s share price at the lower of the beginning or end of each six-month offering period. 222 shares purchased
under the plan in 2008. The plan was terminated in January 2009 and no shares were purchased under the plan in
2009.

[f] Shareholder Righfs Plan

The Company has a Shareholder Rights Plan which was adopted in July 1996 and subsequently amended in July
2002, October 2005 and August 2006 (the “Rights Plan™). Under the Plan the Company’s Board of Directors
declared a dividend of one Preferred Stock Purchase Right (Right) for each outstanding common share of the
Company. Subject to the Rights Plan, each Right entitles the registered holder to purchase from the Company one
one-hundredth of a share of Series A Junior Participating Preferred Stock at a exercise price of $140, subject to
adjustment. These Rights provide the holders with the right to purchase, in the event a person or group acquires 15%
or more of the Company’s common stock, additional shares of the Company’s common stock having a market value
equal to two times the exercise price of the Right. Pursuant to the Rights Plan, the one-for-eighteen reverse stock
split caused a proportionate adjustment of the number of Rights associated with each share of common stock.
Currently, eighteen (18) Rights are associated with each share of common stock.
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[g] 401(k) Plan

The Company maintains a 401(k) plan‘in which it provided a specified percentage match on employee contributions.
Following the Arrangement, the Board of Directors of OncoGenex amended and restated the 401(k) plan whereas
“securities of the Company are no longer offered as an investment option. This amendment prohibits the inclusion of
OncoGenex shares in the 401(k) plan, as well as any match of Company shares to employee contributions. No
shares of the Company were issued subsequent to the Arrangement, and as such no related expense was incurred.

[h] Loss per common share
Weighted average common shares outstanding for prior periods have been restated to reflect the change in capital
structure resulting from the transaction with Sonus. The following table presents the computation of basic and

diluted net loss per share:

Years ended December 31,

. (in thousands except shares and per share amounts) 2010 2009 2008
Numerator . . ' o
Loss aftributable to common shareholders as reported $ 12,584 $ L ~5,476 $ 6,177
Denominator _ , » ‘
Weighted average number of common shares outstanding 7,030,903 5,766,850 1,829,276
Basic and diluted loss per common share $ 1.79 § 095 § 3.38
Earnings per share associated with $4,428 extraordinary gain ~ $ — — 2.42
Basic and diluted loss per common share excluding $ 179 § 095§ 5.80

extraordinary gain

As of December 31, 2010, 2009 and 2008 a total of 2,332,214, 986,256 and 906,528 options and warrants,
respectively, have not been included in the calculation of potential common shares as their effect on diluted per
share amounts would have been anti-dilutive.

12.RELATED PARTY TRANSACTIONS

The Company incurred consulting fees to a director of $163,000 for the year ended December 31, 2008. There were
no related party transactions during the periods ended December 31, 2010 or 2009, and no amounts were included in
accounts payable and accrued 11ab111t1es as at December 31, 2010 and 2009. All transactions were recorded at thelr
exchange amounts.

13. COMMITMENTS AND CONTINGENCIES
T eva Pharmaceutical Industries Ltd.

In December 2009, OncoGenex Pharmaceuticals, Inc., through its wholly-owned subsidiary, OncoGenex
Technologies, entered into a Collaboration Agreement with Teva for the development and global commercialization
of custirsen (and related compounds). Under the Collaboration Agreement, Teva made upfront payments in the
aggregate amount of $50 million, up to $370 million upon the achievement of developmental and commercial
milestones and royalties at percentage rates ranging from the mid-teens to mid-twenties on net sales. The Company
is required to contribute $30 million in direct and indirect costs towards the Clinical Development Plan. $8.4 million
of these costs have been incurred by OncoGenex in 2009 and 2010, resulting in a remaining funding responsibility
of $21.6 million which has been recorded under Current and Long-term Deferred Collaboratlon Revenue. Teva will
fund all other expenses under the Clinical Development Plan.

Pursuant to the Collaboration Agreement, OncoGenex and Teva agreed to collaborate in the development and globat
commercialization of custirsen. Teva received the exclusive worldwide right and license to develop and
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commercialize products containing custirsen and related compounds (the “Licensed Products™). OncoGenex has an
option to co-promote custirsen in the United States and Canada.

In addition to the development costs noted above, Teva is also responsible for all costs relating to product
commercialization including costs incurred in relation to the Company’s co-promotion option, except for start-up
. costs in advance of commercialization.

Isis Pharmaceuticals Inc. and University of British Columbia

Pursuant to license agreements the Company has with the UBC and Isis, the Company is obligated to pay milestone
payments of up to CAD $1.6 million and. $7.75 million, respectively, upon the achievement of specified product
development milestones related to OGX-427 and OGX-225 and royalties on future product sales.

In addition, we are required to pay to Isis 30% of all Non-Royalty Revenue we receive. Isis has disclosed in its SEC
filings that it is entitled to receive 30% of the up to $370 million in milestone payments we may receive from Teva
as part of the Collaboration Agreement; however, we believe that certain of the milestone payments related to sales
targets may qualify as Royalty Revenue, and therefore be subject to the lesser payment obligations. No assurance

. can be provided that we will be entitled to receive these milestone payments or, if we are, that the applicable amount
payable to ISis will be léss than 30%. We are also obligated to pay to UBC certain patent-costs and annual license
maintenance fees for the extent of the patent life of CAD $8,000 per year. We paid Isis and UBC $750,000 and
CAD 100,000, respectively, in 2010 upon the initiation of a phase 2 clinical trial of OGX-427 in patients with
CRPC. We do not anticipate making any royalty payments to Isis in 2011.

. The UBC agreements have effective dates ranging from November 1, 2001 to April 5, 2005 and each agreement
expires upon the later of 20 years from its effective date-or the expiry of the last patent licensed thereunder, unless
otherwise terminated.

Unless otherwise terminated, the Isis agreements for custirsen and OGX-427 will continue for each product until the
later of 10 years after the date of the first commercial product sale, or the expiration of the last to expire of any
patents required to be-licensed in order to use or sell the product, unless OncoGenex Technologies abandons either
custirsen or OGX-427 and Isis does not elect to unilaterally continue development. The Isis agreement for OGX-225
will continue into perpetuity unless OncoGenex Technologies abandons the product and Isis does not elect to
unilaterally continue development.

To facilitate the execution and performance of the Collaboration Agreement with Teva, OncoGenex and Isis agreed
to amend the Isis License Agreement and the Company and UBC agreed to amend the UBC License Agreement in
each case, effective December 19 and December 20, 2009, respectively.

The amendment to the Isis License Agreement provides, among other things, that if the Company is the subject of a
change of control with a third party, where the surviving company immediately following such change of control
has the right to develop and sell the product, then (i) a milestone payment of $20 million will be due and payable to
Isis 21 days following the first commercial sale of the product in the United States; and (ii) unless such surviving
entity had previously sublicensed the product and a royalty rate payable to Isis by the Company has been
established, the applicable royalty rate payable to Isis will thereafter be the maximum amount payable under the Isis
License Agreement. Any non-royalty milestone amounts previously paid will be credited toward the $20 million
milestone if not already paid. As a result of the $10 million milestone payment payable to Isis in relation to the
Collaboration Agreement, the remaining amount owing in the event of change of control discussed above is a
maximum of $10 million. As the Company has now licensed the product to Teva and established a royalty rate
payable to Isis, no royalty rate adjustments would apply if Teva acquires the Company and is the surviving
company. If the $30 million in advanced reimbursement of development activities has not been spent by OncoGenex
prior to the third anniversary of the Collaboration Agreement between OncoGenex and Teva, OncoGenex will pay
Isis an amount equal to 30% of any un-spent portion less $3.5 million.

Bayer HealthCare LLC

On August 7, 2008, Sonus completed an exclusive in-licensing agreement with Bayer HealthCare LLC for the right
to develop, commercialize or sublicense a family of compounds known as caspase activators presently in pre-
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clinical research. Under terms of the agreement, Sonus was granted exclusive rights to develop two core compounds
for all prophylactic and therapeutic uses in humans. Additionally, Sonus was granted rights to all other non-core
compounds covered under the patents for use in oncology.

Under the terms of the agreement, Bayer received an upfront license fee of $450,000. OncoGenex will make annual
payments to Bayer on the anniversary date (Anniversary Payments), with an initial payment of $100,000 paid in
2008. The payments increase by $25,000 each year until the initiation of the first phase 3 clinical trial, at which
point the Anniversary Payments reset to $100,000 each year and increase by $25,000 until the Company achieves
either the first New Drug Application filing in the United States or the European Union. OncoGenex is obligated to
pay royalties on net future product sales in addition to aggregate milestone payments of up to $14,000,000 for
clinical development and regulatory milestones. No milestone payments are triggered prior to the initiation of a
phase 3 clinical trial. OncoGenex has the option to-terminate this contract upon 60 days written notice to Bayer.-

Lease Arrangements

The Company has an operating lease aéreement for office space in Vancouver, Canada; which expires in September.
2014. Coa . ,

Future minimum annual lease payments under the Vancouver lease are as fol_loWs-":(‘ir‘r thousands):

, CAD
2011 s $ 128
2012 107
2013 . : , 107
2014 _ , 80
Total ' ' ' L 422

In November 2006, prior to the Arrangement , Sonus entered into a non-cancellable operating lease agreement for
office space in Bothell, Washington, expiring in 2017 (note 5). In connection with the lease, Sonus was required to
provide a cash security deposit of approximately $497,000, which is included in Other Long Term Assets. In
addition, a standby letter of credit was issued in 2010, and $502,000 was deposited in a restricted money market
account as collateral. The Company is currently in the process of evaluating opportunities to exit or sublet portions
of the leased space and has recorded a liability in the excess facilities lease charge of $7,467,000 as at December 31
2010 (note 8).

>

If the Company is unable to exit or sublet portions of this leased space, the future minimum annual lease payments
are as follows (in thousands):

2011 - ' 2,055
2012 : . T 2,117
2013 o ' 2,180
2014 R } S 2246
2015 " _ 2,313
Remainder o - o 4,83_7"
Total - s 15,748

Consolidated rent expense relating to both the Vancouver, Canada and Bothell, Washington offices for years ended
December 31,2010, 2009, and 2008 was $2,338,000, $2,408,000, and $801,000 respectively.

Guarantees and Indemnifications

OncoGenex indemnifies its officers and directors for certain events or occurrences, subject to certain limits, while
the officer or director is or was serving at our request in such capacity. The term of the indemnification period is
equal to the officer’s or director’s lifetime.
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The maximum amount of potential future indemnification is unlimited; however, we have obtained director and
officer insurance that limits our exposure and may enable it to recover a portion of any future amounts paid. We
believe that the fair value of these indemnification obligations is minimal. Accordingly, we have not recognized any
liabilities relating to these obligations as of December 31,2010.

- We have certain agreements with certain organizations with which we do business that contain indemnification
provisions pursuant to which we typically agree to indemnify the party against certain types of third-party claims.
We accrue for known indemnification issues when a loss is probable and can be reasonably estimated. There were
no accruals for or expenses related to indemnification issues for any period presented.

14. COMPREHENSIVE LOSS
: Year ended December 31,
- B o © 2010 2009 12008

(in thousands) ' $ $ $

Loss for the period ~ 12,584 5476 - 4204
- Unrealized loss on cash equivalents and marketable - 35 L - -
securities .. . - . ) SR —
Unrealized loss o foreign exchange — — . -3

' 12,619 5476 - 4207
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2010
Collaboration revenue

Research and development
General and administrative
Restructuring expenséw L
Total expenses
Other income (expense)
Tax expense (recovery)

~Net loss (iicome) attributable
to common shareholders
Net loss (income) per share*:

Basic and diluted

2009
Collaboration revenue

Research and development

General and administrative

Restructuring expense

Total expenses

Other income (expehse)

Tax expense (recovery)

Net loss (income) attributable

to common shareholders

Net loss (income) per share*:
Basic and diluted

16. SUBSEQUENT EVENTS

@ o9,

» s s

©¥ 5

¥ P B H

$

15. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

*Quarterly EPS inay not add to annual figure due to rounding.

Quarter Ended
Dec. 31 Sept. 30 Jun. 30 Mar. 31
~ (in thousands, except per share amounts)
2.334 4,881 1,701 4700
2,301 6,723 3,079 6,380
1,948 1,067 1,475 1,350
— 4,038 — —
4,249 _ 11,828 4,554 7,730
(8853) 53 7 14
— — (3,000) S —
2,800 6,894 = (154) 3,044
0.31 1.07 (.02) 0.48
25,539 $ — $ — $ —
13,908 $ 1,513 $ 3,094 $ 1,694
1,291 $ 885 $ 1,003 $ 782
3,457 — 494 —
18,656 $ 2,398 $ 4,591 $ 2,476
3) $ 29 $ 34 $ 57
2,999 $ 16 $ 6 $ (10)
(3,881) $ 2,385 $ 4,563 $ 2,409
(0.64) $ 0.40 $ 0.82 $ 0.43

The Company has performed an evaluation of events occurring subsequent to year end. Based on our evaluation, no
material events have occurred requiring financial statement disclosure.
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ITEMY9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.
ITEM 9A. - CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures '

We maintain disclosure controls and procedures that are designed to ensure that material mformatlon required to be
disclosed in our periodic reports filed or submitted under the Exchange Act, is recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms. Our disclosure controls and procedures are
also designed to ensure that information required to be disclosed in the reports we file or submit under the Exchange
Act is accumulated and communicated to our management, including our principal executive officer and principal
financial officer, as appropriate, to allow timely decisions regarding required disclosure.

‘We carried out an evaluation, under the supervision and with the participation of our .ngnagement, including the
principal executive officer and the principal financial officer, of the effectiveness of the design and operation of the
disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act. Based on
that evaluation, our principal executive officer and principal financial officer concluded that our disclosure controls
and procedures were effective as of the end of the period covered by this Annual Report on Form 10-K.

Changes in Internal Control Over Financial Reporting

We have not made any changes to our internal control over financial reporting (as defined in Rule 13a-15(f) and
15d-15(f) under the Exchange Act) during the quarter ended December 31, 2010 that have materially affected, or are
reasonably likely to materially affect, our internal control over ﬁnanc1a1 reportmg

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over our financial
reporting, as defined,in Rule 13a-15(f) under the Exchange Act. Our internal control over financial reporting is a
process designed under the supervision of our principal executive and principal financial officers to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of our financial statements
for external reporting purposes in accordance with U.S. generally accepted accounting principles.

As of December 31, 2010, management assessed the effectiveness of our internal control over financial reporting
based on the framework established in “Internal Control—Integrated Framework” issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Based on this evaluation, management has
determined that our internal control over financial reporting was effective as of December 31, 2010.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to firture periods are subject to the risk that controls may become
inadequate because of changes in COl’ldltIOI’lS or that the degree of compliance with the policies or procedures may
deteriorate.

The effectiveness of our internal control over financial reporting as of December 31, 2010 has been audited by

Emnst & Young LLP, an independent registered pubhc accounting firm, as stated in their report which is included
above.

ITEM 9B. OTHER INFORMATION

Not applicable.
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PART III
_ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required hereunder is incorporated by reference from our definitive Proxy Statement to be filed
within 120 days of December 31, 2010 and delivered to stockholders in connection with our 2011 Annual Meeting
of Stockholders.

ITEM 11. EXECUTIVE COMPENSATION

The information required hereunder is incorporated by reference from our definitive Proxy:Statement to be filed .

within 120 days of December 31, 2010 and delivered to stockholders in connection with our 2011 Annual Meeting
-of Stockholders

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

AND RELATED STOCKHOLDER MATTERS

The followmg table sets forth certain mformatlon regardmg our equlty comperisanon plans as of December 31,
2010: ; .

@ ®» ©

Number of securities remaining

Number of securities to be Weighted-average available for future issuance
issued upon exercise of exercise price of under equity compensation plans
outstanding options, warrants outstanding options, = (excluding securities reflected in
" Plan category and rights warrants and rights column (a)) -

Equity compensation plans - ' S ‘ - ‘ C
approved by security holders 734,195 @ $ 8820 291,074 ®
Equity compensation plans not ’
approved by security holders®. . - 10,718 -+ 269 . . .. 0
Total . S . 744913 - §. 873 o 291,074

(1) As of December 31, 2010, we mamtamed the following equity compensation plans whrch were adopted by Sonus prior to
the Arrangement: (a) Incentlve Stock Option, Nonqualified Stock Option and Restricted Stock Purchase

Plan - 1991, (b) 1999 Nonqualified Stock Incentive Plan, or the 1999 Plan, (c) the 2000 Stock Incentive Plan, (d) the 2007
Performance Incentive Plan, (e) the OncoGenex Technologres Amended and Restated Stock Option Plan and () the 2010
Performance Incentwe Plan

(2) The 1999 Plan is a broad based plan for which stockholder approval was not requlred or obtamed On February 1 1 2010, the
1999 Plan terminated in accordance with its terms. All stock options, rights to purchase, and restricted stock outstanding as of
such time will continue in effect in accordance with their respective terms. Stock options granted under the 1999 Plan were
generally granted with an exercise price equal to fair market value on the date of grant. Pursuant to the 1999 Plan, upon a change
in control, the vesting period for outstanding options, rights to purchase, and restricted stock granted under the 1999 Plan will
accelerate and the administrator of the 1999 Plan may provide for the purchase or exchange of each option or right to purchase,
adjust the terms of each option or right to purchase, cause the options and rights to purchase to be assumed, or new rights
substituted therefor, or make such other provision as the administrator determines is equitable.

The remaining information required hereunder is incorporated by reference from our definitive Proxy Statement to
be filed within 120 days of December 31, 2010 and delivered to stockholders in connection with our 2011 Annual
Meeting of Stockholders.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE '

The information required hereunder is incorporated by reference from our definitive Proxy Statement to be filed

- within 120 days of December 31, 2010 and delivered to stockholders in connection with our 2011 Annual Meeting

of Stockholders. T
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required hereunder is incorporated by reference from our definitive Proxy' Statement to be filed
within 120 days of December 31, 2010 and delivered to stockholders in connection with our 2011 Annual Meeting
of Stockholders.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(1) Financial Statements

Report of Independent Registered Public Accounting Firm 67
Consolidated Balance Sheets as of December 31, 2010 and 2009 : - 6§
Consolidated Statements of Loss for the years ended December 31, 2010, 2009, and 2008 71
Consolidafed Statements of’ Stockholde;s’ Equity for the years ended December 31, 2010, 2009,

and 2008 _ , . N 2,
Coﬁsoliéﬁted Stéteménts of Cash Flows for the years ended December 31, 201 0, 2009,and 2008 73
Notes to Consolidated Financial Statements . 74
2

All schedules are omitted because they are not required or the required information is included in the consolidated
financial statements or notes thereto.

(3)Exhibits
- Exhibit
Number Description
2.1(1) Arrangement Agreement between the Company and OncoGenex Technologies Inc. dated May 27,
. 2008+
2.2(2) First Amendment to Arrangement Agreement between the Company and OncoGenex Technologies

Inc. dated August 11, 2008

2.3(2) Second Amendment to Arrangement Agreement between the Company and OncoGenex Technologies
Inc. dated August 15, 2008

3.1(3) - Amended and Restated Certificate of Incorporation (As Amended Through October 17, 1995)
3.2(4) Certificate of Amendment to Certificate of Incorporation filed on May 6, 1999

3.3(5) Certificate of Correction filed on March 9, 2010 to Certificate of Amendment filed on May 6, 1999
3.4(6) Certificate of Amendment to Certificate of Incorporation filed on May 7, 2004

3.5(5). Certificate of Correction filed on March 9, 2010 to Certificate of Amendment filed on May 7, 2004
3.6(2) Certiﬁca£e of Amendment to Certiﬁcate of Incorporation filed on August 20, 2008

3.7(7) Certificate of Amendment to Certificate of Incorporation filed on June 8, 2010

3.8(7) Fourth Amended and Restated Bylaws of Oncogenex Pharmaceuticals, Inc.
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Exhibit

Number Description
4.12) Specimen Certificate of Common Stock
.4.2(8) Amended and Restated R1ghts Agreement dated as of July 24, 2002 between Sonus Pharmaceutlcals
Inc. and U.S. Stock Transfer Corporation
4.3(9) First Amendment to Amended and Restated Rights Agreement dated as of October 17, 2005 between
Sonus Pharmaceuticals Inc. and U.S. Stock Transfer Corporation
4.4(10) Second Amendment to Amended and Restated Rights Agreement dated as of August 10, 2006
between Sonus Pharmaceuticals Inc. and U.S. Stock Transfer Corporation
4.5(1 1) - Third Amendment to Amended and Restated nghts Agreement dated May 27, 2008 between Sonus
: . Pharmaceuticals Inc. and Computershare Trust Company, N.A..
~4.6(1) : Form of Escrow Agreement between the:.Company, Computershare Trust Company of Canada and
: former shareholders and debentureholders of OncoGenex Technologies Ine:
4.7(1) . Form of:OncoGenex Voting Agreement
4.8(1) Form of Sonus Voting Agreement
10. 1(3) Sonus Pharmaceuticals, Inc. Incentive Stock Option, Nonqualiﬁed Stock Option and Restricted Stock
Purchase Plan — 1991 (the “1991 Plan”), as amendedt
10.2(3) Form of Incentive Option Agreement (pertaining to the 1991 Plan)t+ .
10.3(3) Form of Sonus Pharmaceuticals, Inc. Nonquahﬁed Stock Option Agreement under the 1991 Plant .
10.4(4) Sonus Pharmaceuticals, Inc. 1999 Nonquahﬁed Stock Incentlve Plan (the “1999 Plan”)t+
10.5(4) - Form of Sonus Pharmaceutlcals, Inc. Nonqualified Stock Option Agreement under the 1999 Planty
10.6(4) Form of Sonus Pharmaceuticals, Inc. Restricted Stock Pdrchase Agreement under the 1999 PlanT“T
10.7(12) :Sonus Pharmaceuticals, Inc. 2000 Stock Incentive Plan (the “2000 Plan”)}+
10.8(13) First Amendment to Sonus Pharmaceuticals, Inc. 2000 Planf ¥
10.9(12) Form of Sonus Pharrnaceutieals, Inc. Stock Option Agreement (pertaining‘ to the 2000 Plan)t+
10.10(14) Sonus Pharmaceuticals, Inc. 2007 Performance Incentive Plan (the “2007 Plan”)t+
10.11(15) Form of Sonus Pharmaceuticals, Inc. Stock Option Agreement (pertaining to the 2007 Plan)t
10.12(15) Form of Sonus Pharmaceuticals, Inc. Restricted Stock Purchase Agreement under the 2007 Plant
10.13(16) OncoGenex Technologies Inc. Amended and Restated Stock Option Plantt
10.14(17) Stock Option Assumption, Amending and Confirmation Agreement dated as of August 21, 2009
’ between the Company and OncoGenex Technologies Inc.7+
10.15(18) Form of OncoGenex Pharmaceuticals, Inc 2010 Stock Optlon AgreementTT
10.16(18) F orm of OncoGenex Pharmaceuticals, Inc. 2010 Restricted Stock Purchase Agreementtt
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Exhibit

Number Description

10.17(19) OncoGenex Pharmaceuticals, Inc. Short Term Incentive Awards Programi

10.18(19) Agreement and Consent Form (related to the Short Term Incentive Awards Program)t+t

10.19(20) OncoGenex Pharnaceuticals, Inc. 2010. Performance Incentive Plantt -

10.20(3) Form of Indemn1ﬁcat1on Agreement for Officers and Directors of the CompanyTT

10.21(16) Form of Indemnification Agreement between OncoGenex Technologles Inc. and each of Scott

: Cormack, Stephen Anderson and Cmdy Ji acobsTT

10.22(16)' Form of Indemmﬁcatron Agreement between OncoGenex Technologres Inc. and Neil Clendeninntf

10.23(2) Executive Termination Agreement and General Release dated August 21, 2008 between the Company

T . and Michael Martinot+ - » Lo e

10.24(2) Executive Termination Agreement and General Release dated August 21, 2008 between the Company
and Alan Fuhrmant¥

10.25(21) Employment Agreement between OncoGenex Technologres Inc. and the Company and Scott Cormack

" dated as of November 4, 2009+ .

10.26(21) . Employment Agreement between OncoGenex Technologies Inc. and the Company and Stephen
Anderson dated as of November 4, 2009++ '

10.27(22) Amendment dated February 24, 2010 to the Employment Agreement between OncoGenex
Technologies Inc. and Stephen Anderson 7

10.28(21) Employment Agreement between the Company and Crndy J acobs dated as of November 3,2009t7

10.29(23) Employment Agreement dated October 14 2008 between OncoGenex Technologies Inc. and Cameron

S Lawrencet

10.30(23) Employment Amending Agreement dated January 1, 2009:between OncoGenex Technologies Inc. and
Cameron Lawrencet ¥

10.31(24) Employment Agreement dated November 5, 2010 between OncoGenex Technologles Inc. and
Michelle Burristt ,

10.32(25)‘ Securities Purchase Agreement dated as of August 15, 2005 by and among Sonus Pharmaceuticals Inc.
and the investors named therein

10.33(25) Form of Purchase Warrant related to the Securities Purchase Agreement

10.34(26) Form of Purchase Warrant issued to Schering AG

10.35(27) Form of Warrant to Purchase Common Stock

10.36(25) Registration Rights Agreement dated as of. August 15, 2005 by and among Sonus Pharmaceuticals Inc.
and the investors named therein

10.37(28) Lease by and between BMR-217th Place LLC and the Company dated as of November 21, 2006
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Exhibit

Number Description

10.38(29) First Amendment to Lease by and between BMR-217th Place LLC and the Company dated as of
August 17, 2007

10.39(30) Second Amendment to Lease by and between BMR-217th Place LLC and the Company dated as of
January 28, 2008

10.40(6) Amended and Restated License Agreement effective as of July 2, 2008 by and between OncoGenex
Technologies Inc. and Isis Pharmaceuticals, Inc. (OGX-011)*

10.41(31) Letter Agreement Regarding Certain Sublicense Consideration for OGX-011 between OncoGenex -

- Technologies Inc. and Isis-Pharmaceuticals, Inc. dated December 18, 2009

10.42(31) * Amendment No. 1 to Amended and Restated License Agreement between OncoGenex Technologies

Inc. and Isis Pharmaceuticals, Inc. dated December 19, 2009 (OGX-011)*
7 10.43(32) License Agreement between OncoGenex Technologies Inc. and the'UﬂiV‘e‘rsity of British Columbia

effective as of November 1, 2001, and Amending Agreement dated as of August 30, 2006 (OGX-
011)*

10.44(2) Second Amending Agreement and Consent as of August 7, 2008 between the University of British
Columbia and OncoGenex Technologies Inc. (OGX-011)

10.45(31) Third Amending Agreement to the License Agreement between OncoGenex Technologies Inc and the
University of British Columbia dated as of December 20, 2009 (OGX-011)*

10.46(32) Collaboration and License Agreement between OncoGenex Technologies Inc. and Isis

) Pharmaceuticals, Inc. effective as of January 5, 2005 (OGX-427)*

10.47(32) License Agreement between OncoGenex Technologies Inc. and the University of British Columbia
effective as of April 5, 2005, and Amending Agreement dated as of August 30, 2006 (OGX-427)*

10.48(2) Second Amending Agréement as of August 7, 2008 between the University of British Columbia and
OncoGenex Technologies Inc. (0GX-427)

10.49(31) Collaboration and License Agreement between OncoGenex Technologies Inc. and Teva
Pharmaceutical Industries Ltd. dated as of December 20, 2009 (OGX-011)*

21.1 Subsidiaries of the Registrant

231 Consent of Emst & Young LLP

31.1 Certification of President and Chief Executive Officer pursuant to Rule 13a-14(a) or 15d-14(a) of the
Securities Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

312 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities
Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Certification of President and Chief Executive Officer pursuant to 18 U.S.C. Section 1350 as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

322 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act:of 2002
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Schedules and similar attachments to the Arrangement Agreement have been omitted pursuant to

- Ttem 601(b)(2) of Regulation S-K. The Company will furnish supplementally a copy of any

omitted schedule or similar attachment to the SEC upon request.

Indicates' management contract or compensatory plan or arrangement.

Confidential portions of this exhibit have been omitted and filed separately with the Commission
pursuant to an application for Confidential Treatment under Rule 24b-2 promulgated under the

Securities Exchange Act of 1934, as amended.

Incorporated by reference to the Company s proxy statement on Schedule 14A filed on July 3,
2008.

: Incorporated by reference to the Company’s quarterly report on Form 10-Q for the quarter ended

September 30 2008.

" Incorporated by reference to the Company ] Reg1strat10n Statement on Form-S-1, Reg. No. 33-

96112.

Incorporated by reference to Company*s quarterly report on Form 10-Q for the quarter ended
March 31,-1999.

Incorporated by reference to the Company s current report on Form 8-K filed on March 11,
2009. .

Incorporated by reference to the Company’s annual report on Form 10-K for the year ended
December 31, 2008.

Incorpofated by reference to the Company’s current report on Form 8-K ﬁlod on June 14, 2010.
Incorporated by reference to the Company’s amended Formv 8-A filed on Ju1y> 25; 2002.
Incorporated by reference to the Company’s amended Form 8-A filed on October 18, 2005.
Incorporated by reference to the Company’s amended Form 8-A filed on August 14, 2006.
Incorporated by reference to the Company’s current report on Form 8-K filed on May 30, 2008.

Incorporated by reference to the Company’s quarterly report on Form 10-Q for the quarter ended
June 30, 2000.

Incorporated by reference to the Company’s quarterly report on Form 10-Q for the quarter ended

September 30, 2006.

Incorporated bby reference to the Company’s proxy statement on Schedule 14A filed on April 3,
2007.

Incorporated by reference to the Company s quarterly report on.Form 10-Q for the quarter ended
September 30, 2007.

Incorporated by reference to the OncoGenex Technologies Inc. registration statement on Form
F-1 filed on December 13, 2006.

Incorporated by reference to the Company’s registration statement on Form S-8 filed on
August 26, 2008.

108



(18)

(19

(20)
@1)

22)

23

24 |

(25)
(26)

27

(28)

29)

(30)

G

(32)

Incorporated by reference to the Company’s current report on Form 8-K filed on June 14, 2010.
Incorporated by reference to the Company’s current report on Form 8-K filed on April 2,2009.

Incorporated by reference to the Company’s definitive proxy statement on Schedule 14A filed on
April 19, 2010.

Incorporated by reference to the Company’s quarterly report on Form 10-Q for the quarter ended
September 30, 2009.

Incorporated by reference to the Company’s current report on Form 8-K filed February 25, 2010.
Incorporated by reference to the Company’s current report on Form 8-K filed March 1, 2010.

Incorporated by reference to the Company’s current report on Form 8-K filed on November 8,
2010.

Incorporated by reference to the Company’s current report on Form 8-K ﬁled on August 18,

2005.

Incorporated by reference to the Schedule 13D filed by Schermg Berlin Venture Corporatron on
October 31, 2005.

Incorporated by reference to the Company’s current report on Form 8-K filed on October 19,
2010.

Incorporated by reference to the Company’s annual report on Form 10-K for the year ended
December 31, 2006.

Incorporated by reference to the Company’s annual report on Form 10-K for the year ended
December 31, 2007.

Incorporated by reference to the Company’s quarterly report on Form 10-Q for the quarter ended

March 31, 2008.

Incorporated by reference to the Company’s annual report on Form 10-K for the year ended
December 31, 2009.

Incorporated by reference to the OncoGenex Technologies Inc. reglstratlon statement on Form
F-1, Amendment No. 1, filed on January 29, 2007.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant

Date: March 10, 2011

/s/ SCOTT CORMACK

“has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly authorized.

ONCOGENEX PHARMACEUTICALS, INC.
(Registrant) . - :

By:
By:

By:

By:

Scott Cormack
Chief Executive Officer and P
(principal executive officer)

resident

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by

/s/ SCOTT CORMACK

Scott Cormack

/s/ MICHELLE BURRIS

Michelle Burris

/s/ JACK GOLDSTEIN

Jack Goldstein

/s/ NEIL CLENDENINN

By:

Neil Clendeninn

/s/ MARTIN MATTINGLY

By:

Martin Mattingly

/s/ H. STEWART PARKER

H. Stewart Parker

/s/ DAVID SMITH

David Smith

the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Chief Executive Officer, President and
Director (principal executive officer) Date

Executive Vice President, Operations and Chief

Financial Officer (principal financial officer) » Date:
Chairman of the Board and Director Date:
' Director Date:
Director Date:
Director Date:
Director Date:’

: March 10, 2011

Margh 10,2011
Mar(fh 10,2011
March 10, 2011
March 10, 2011
March 10, 2011

March 10, 2011



SUBSIDIARIES OF THE REGISTRANT

‘OncoGenex Technologies Inc., incorpdféte’d under the federal laws of Canada

EXHIBIT 21.1



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
We consent to the incorporation by reference in the following Registration Statements:

(1) Registration Statement (Form S-8 No. 333-56933) pertaining to the OncoGenex
Pharmaceuticals, Inc. Incentive Stock Option, Non-qualified Stock Option and Restricted Stock
Purchase Plan-1991;

(2) Registration Statement (Form S-8 No.333-87897) pertaining to the OncoGenex
Pharmaceuticals, Inc. Incentive Stock Option, Non-qualified Stock Option and Restricted Stock
Purchase Plan-1991, 1995 Stock Option Plan for Directors, Employee Stock Purchase Plan, and
1999 Non-qualified Stock Incentive Plan;

(3) Registration Statement (Form S-8 No. 333-49892) pertaining to the OncoGenex
Pharmaceuticals, Inc. 1999 Non-qualified Stock Incentive Plan and 2000 Stock Incentive Plan;

-~ (4) Registration Statement (Form S-8 No.333-56704) pertaining “~to. the OncoGenex
Pharmaceuticals, Inc. 2000 Stock Incentive Plan and 401(k) Profit Sharing Plan and Trust;

(5) Registration Statement (Form S-8 No. 333-135697) pertaining to the OncoGenex
Pharmaceuticals, Inc. 2000 Stock Incentive Plan;

(6) Registration Statement (Form S-8 No. 333-144552) pertaining to the OncoGenex
Pharmaceuticals, Inc., #2007 Performance Incentive Plan and 401(k) Profit Sharing Plan and
Trust;

(7) Registration Statement (Form S-8 No. 333-153206) pertaining to the OncoGenex
Technologies, Inc. Amended and Restated Stock Option Plan;

(8) Registration Statement (Form S-8 No. 333-168820) pertaining to the securities to be offered to
employees in employee benefit plans;

(9) Registration Statement (Form S-3 No. 333-160251) pertaining to the registration of shares of
common stock of OncoGenex Pharmaceuticals, Inc. and in the related Prospectus; and

(10) Registration Statement (Form 424B5 No. 333-160251) of OncoGenex Pharmaceuticals, Inc.

of our report dated March 10, 2011, with respect to the consolidated financial statements of
OncoGenex Pharmaceuticals, Inc., included in this Annual Report (Form 10-K) for the year ended
December 31, 2010. ‘

Vancouver, Canada, : /s/ ERNST & YOUNG LLP
March 10, 2011. Chartered Accountants




"Exhibit 31.1

Certification Pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934

- I, Scott Cormack, certify that:

1. I have reviewed this annual report on Form 10-K of OncoGenex Pharrhaceuticals, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a:15(f) and 15d-15(f)) for the
registrant and have:

(a) . Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

‘ (b Designed such internal control over financial reporting, or caused such internal control
- over financial reporting to be designed under our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
- presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as
of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or.persons performing the equivalent functions):

(a) all significant deficiencies and material weaknesses in the design or operation of internal
_ control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

Date: March 10, 2011 .
/s/ SCOTT CORMACK

Scott Cormack
President and Chief Executive Officer



Exhibit 31.2

Certification Pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934

I, Michelle Burris, certify that:

1. I have reviewed this annual report on Form 10-K of OncoGenex Pharmaceuticals, Inc.;

- 2. . . Based on my knowledge, this report does not contain any untrue statement of a material fact or
* omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. * Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operatlons and cash flows of
the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined.in Exchange Act Rules 13a-15(e) and 15d-15(e)) and

~internal control over financial reporting (as defined in Exchange Act Ru}es 13a—15(f) and 15d-15(f)) for the
registrant and have:

() Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is beingprepared,;

(b). Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

-~ (cy ‘Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and procedures as
of the end of the period covered by this report based on such evaluation; and -

- (d) Disclosed in this report any change in the registrant’s internal control over financial
- reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably llkely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) all significant deficiencies and material weaknesses in the design or operation of internal
“control.over financial reporting which are reasonably likely to adversely affect the registrant’s ab111ty to
record, process, summarize and report financial information; and-- : :

(b) ¢ any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting,

Date: March 10, 2011

/s/ Michelle Burris ‘

Michelle Burris
Executive Vice President, Operations and Chief
Financial Officer




Exhibit 32.1

Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxiey
Act of 2002

I, Scott Cormack, President and Chief Executive Officer of OncoGenex Pharmaceuticals, Inc. (the
“Company”), certify, pursuant to Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 and 18
U.S.C. Section 1350, that:

(1) - the Annual Report on Form 10-K of the Company for the annual period ended December 31, 2010
(the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Actof 1934 (15 U.S.C. 78m or 780(d)) and

2 the information contained in the Report fairly presents, in all materlal respects, the financial
condition and results of operations of the Company.

Dated: Maréh 10, 2011

- /s/ SCOTT CORMACK

Scott Cormack
President and Chief Executive Officer



Exhibit 32.2

- Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley

Act of 2002

I, Michelle Burris, Executive Vice President, Operations and Chief Financial Officer of OncoGenex
Pharmaceuticals, Inc. (the “Company™), certify, pursuant to Rule 13a-14(b) or Rule 15d-14(b) of the Securities
Exchange Act of 1934 and 18 U.S.C. Section 1350, that:

1)) the Annual Report on Form 10-K of the Company for the annual period ended December 31, 2010
(the “Report™) fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act 0of 1934 (15 U.S.C. 78m or 780(d)); and

) the information contained in the Report fairly presents, in all materlal respects, the financial
condition and results of operations of the Company.

Datéd: March 10, 2011

- /s/ Michelle Burris

Michelle Burris
Executive Vice President, Operations and Chief
Financial Officer
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