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Dear Shareholders April 25, 2006

In 2005 we made significant progress on our new and improved ibuprofen caplet, ZAG-
1701. A Phase Il clinical trial was successfully completed in patients experiencing the
pain of wisdom tooth extraction in February of 2005. The results of the clinical trial
achieved our expectations about how well the drug would work. At different time points
in the first hour and half after taking medication, ZAG-1701 caplets were absorbed into
the blood stream faster compared to a leading over-the-counter ibuprofen tablet. This
result was statistically significant. In addition, patients who were given ZAG-1701
caplets reported a trend that they felt a faster pain relief. This more subjective result was
not statistically significant, as expected, because of the small number of patients involved
in the trial.

This is a major milestone achievement for EquiTech in addition to providing further
scientific insight into how drugs are absorbed in the body when in pain. This proof-of-
concept clinical study suggests that ZAG-1701 has the potential for rapid acting pain
relief.

The results from this clinical trial also show that EquiTech’s Absorption Enhancing
Technology platform has the potential to be used to create improved versions of other
analgesic and anti-inflammatory drugs currently in our own product pipeline or for
potential partner companies.

We believe in the potential of ZAG-1701 to provide what we anticipate will be fast
acting pain relief for millions of people who suffer from acute pain such as headache,
dental pain, the aches of the cold and flu and “week-end warrior” pain. In 2004 we saw
extensive television and magazine advertising promoting new and improved pain relief
products. This activity indicates that companies in the pain relief marketplace are very
active in developing products to meet consumer demand for better performing pain
medication. ZAG-1701 caplets have been developed to meet this consumer demand and
we believe positive clinical trial results will make ZAG-1701 and EquiTech an attractive
partner for companies who wish to remain competitive in the pain relief marketplace.

Going forward, we will be focusing our attentions on identifying and structuring a strong
partnership for the ZAG-1701 product. We will also continue our lab work to confirm
our ability to make other products fast acting. Given the substantial costs associated with
further human clinical trials and the limited resources of the company, we will not
proceed with further trials on ZAG-1701 or other new products until a partnership
arrangement has been structured.

I would like to personally thank our shareholders and board members who continue to be
extremely supportive. We look forward to achieving our goal of building a world class
specialty pharmaceutical company and creating significant value for our shareholders.

Kerry Brown
Chairman of the Board



OVERVIEW

Core Business

EquiTech is a specialty pharmaceutical company focused on creating new and improved
versions of existing drugs, particularly oral pain relief products, by using the
Corporation’s Enhanced Absorption Technology platform. EquiTech’s lead drug is a
200mg ibuprofen caplet called ZAG-1701. The caplet has been designed to be
swallowed whole with water and then break apart in the stomach within minutes which
should allow the drug to be rapidly absorbed into the blood stream and provide fast acting
pain relief. Positive results from our Phase 11 clinical trial in patients experiencing
pain showed that ZAG-1701 is absorbed into the blood stream significantly faster
and patients reported a trend of faster acting pain relief compared to a leading over-
the-counter ibuprofen tablet.

Industry and Market

The impact of pain on society is great and pain itself has been elevated from a mere
symptom of disease to having a status nearly equivalent to that of a disease. Over 25
million people in North America alone experience acute pain each year due to injuries or
surgery (American Pain Society). It is estimated that over 90% of Americans experience
non-migraine headaches each year (American Council for Headache Education).
According to a study conducted by a major healthcare company, lost workdays due to
pain add up to over 50 million days per year in the U.S. alone. The overall impact of pain
on health care costs and loss in productivity has been estimated at $100 billion each year
(NIH).

The worldwide pain management market is estimated at US$38.0 Billion (2002), and is
projected to reach US$75.0 Billion by the year 2010 (Inpharm.com). The main factor
driving growth is the aging population. Over-the Counter (“OTC”) pain relief
medications represent approximately 42% of the total analgesic market; therefore, OTC
sales worldwide were estimated at $15.9 billion in 2002.

Despite the prevalence of pain, only an estimated 1 in 4 pain sufferers receive proper
treatment (American Pain Society). Patients who claim their pain is adequately
controlled are still not totally satisfied with the effectiveness of the pain relief
medications they take (Partners Against Pain). More than half (58%) of the surveyed
pain patients said their OTC pain medication is not completely effective. In addition,
42% of users of prescription pain relief drugs report that their therapies are not very
effective. In spite of this dissatisfaction, consumers increasingly self medicate using
OTC pain products and generics of non-steroidal anti-inflammatory drugs (“NSAID”s)
such as ibuprofen, as less expensive alternatives to prescription products. OTC pain
relief products are used and marketed across a number of different market segments. For
example, ibuprofen users range from rheumatoid arthritis sufferers to people dealing with
a tension headache or stiffness following physical activity.



To address this high level of consumer dissatisfaction, major pharmaceutical companies
have launched new “easy to swallow” versions of their pain relief medications. For
example, McNeil Consumer Pharmaceuticals introduced an easy to swallow coated Super
Strength Motrin IB® as an addition to their lineup of Motrin ibuprofen products as well
as an easy to swallow Tylenol eZ® Tabs. Wyeth Consumer Health Care launched Advil
Migraine® as an extension to their Liqui-Gels brand of ibuprofen products. These new
products indicate that there is significant consumer demand for faster acting versions of
pain relief drugs.

However, as discussed by our chief scientist, Dr. Jamali, drugs that rapidly melt or
dissolve into small pieces in the mouth do not necessarily result in rapid acting because
for these medication to actually provide pain relief, they have to cross the stomach wall
and enter the blood stream thereby reaching the site of action. This will happen only if
the drug molecule is dissolved. Rapid disintegration or melting into small pieces does
not necessary result in rapid dissolution. It is, therefore, not surprising that rapid melting
or disintegration in the mouth does not result in rapid dissolution hence quick onset of
action. Our technology provides products that, once swallowed, rapidly deliver the
dissolved active ingredient in the soluble form hence it is absorbed quickly and as
demonstrated in our clinical trial to results in a quick onset of action.

EquiTech’s strategy of creating new and improved versions of existing drugs takes
advantage of current industry and economic forces. Faced with increasing R&D costs,
patent expirations, mergers within the industry and increasing consumer demands for
improved medications, pharmaceutical companies are relying more heavily on
reformulating products to help sustain growth and profit margins. Pharmaceutical
companies recognize that reformulating existing drugs to make new and improved
versions is a good way to differentiate products and extend product life cycles, thereby
overcoming many marketplace challenges. In the face of aggressive generic
competition, many brand-name companies launch reformulated versions of their products
to protect market positions long before the expiration of the patents covering their drug.
Large pharmaceutical companies are pursuing stronger alliances with drug reformulation
companies, including acquisitions, to enable them to develop superior drugs and remain
competitive.

Reformulating drugs to have new and innovative therapeutic benefits provides patients
with improved medications. The potential therapeutic benefits of reformulated drugs
include greater efficacy such as more rapid onset of action, fewer side effects, more
convenient dosing and improved safety. Drug reformulation also allows for extending
the exclusivity and profitability of existing drugs in a cost effective manner. The risky
process of developing and commercializing a new chemical entity is time consuming and
financially demanding. In contrast, drug reformulation produces innovative drugs faster
and cheaper.



VISION - Creating Performance Enhanced Pharmaceuticals

(PEPs®)

EquiTech’s vision is to become a world-class specialty pharmaceutical company that uses
leading-edge proprietary science and technology to create “new and improved” versions
of well known oral medications. These new and improved versions are called
Performance Enhanced Pharmaceuticals.

STRATEGY

A Strategy Based on Excellent Science

EquiTech starts with well established pain relief drugs to create new and improved
versions using ground-breaking discoveries of Dr. Fakhreddin Jamali on how the body
absorbs and reacts to medication when a person is in pain. In 1999, Dr. Jamali
discovered that ibuprofen was not effectively absorbed into the bloodstream from the
digestive tract when the pain sufferer was actually experiencing pain. In fact, a clinical
study in people undergoing wisdom tooth removal showed that the pain caused a two
hour delay in peak absorption and a significant decrease in the concentration of
ibuprofen in the blood stream. This delay means that the anticipated pain relief will be
slower to take effect when people are actually in pain because stomach activity slows
down and therefore the ibuprofen medication is not broken down as quickly. This
slowing down of stomach activity is a normal defense response to pain as the body
instinctively tries to heal or fix the cause of the pain.

To the best of EquiTech’s knowledge, no OTC pain relief product currently on the
market has been developed to take into account the reduced activity of the stomach
when the individual is in pain. The Corporation considers this to be one reason for
consumer dissatisfaction with the effectiveness of pain relief products on the
market.

A Strategy with Reduced Risk and Faster Entry to Market

By starting with well known drugs and reformulating them with our Absorption
Enhancing Technology, EquiTech creates PEPs® that can be marketed as having a
therapeutic advantage such as faster acting. Unlike traditional specialty pharmaceutical
companies, EquiTech is not trying to re-invent the wheel but instead developing better
versions of known drugs and thereby reducing development, regulatory and market risk.
Compared to the traditional approach to drug development, EquiTech spends much less
money and time on drug development. Unlike generic drug companies, EquiTech
products are not copies that compete on lower price. EquiTech’s PEPs® are improved
versions of drugs with demonstrated therapeutic advantages that are potentially patent
protected and may be granted market exclusivity by health regulatory authorities.



CORPORATE BACKGROUND

EquiTech was incorporated in June, 2000 and in November, 2000, completed an initial
public offering as a Capital Pool Company. EquiTech’s common shares were
subsequently listed on the TSX-V on January 18, 2001 under the trading symbol "EQT".
In April 2002, EquiTech acquired Zagros Pharma Limited, which did the research that
led to development of the Enhanced Absorption Technology platform. Since April 2002,
EquiTech has operated as a specialty pharmaceutical company focused on improving
existing oral medications.

MAJOR ACHIEVEMENTS AND RESULTS IN 2005

Positive Clinical Trial Results for ZAG-1701

The Phase Il clinical trial in 26 volunteer patients experiencing pain from wisdom tooth
removal was successfully completed in February 2005. The primary objective of the
study was to compare the speed of absorption of ibuprofen into the bloodstream of ZAG-
1701 with the same dose of Motrin IB®. Positive results from the Phase Il clinical
trial showed that ZAG-1701 is absorbed into the blood stream significantly faster
and patients reported a trend of faster acting pain relief compared to Motrin IB®.
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AUC ratio denotes the ratio of the overall drug concentration over time of one product
over the other.

In particular, as seen in the chart above, the results showed that at all measured time
points from the time the drug was given to 90 minutes later, the amount of the drug
entering the blood stream was up to 2.8 times greater (experienced in the first 15
minutes) for ZAG-1701 (light grey) compared to Motrin IB® (dark grey). This is a
statistically significant result.



The clinical study also showed that in patients who received ZAG-1701 caplets, peak
concentrations of ibuprofen in the blood stream occurred on average at 1 hour and 26
minutes compared to 2 hours and 19 minutes for Motrin IB®. This is over one and half
times faster than Motrin IB®.

The trial also evaluated how patients rated their subjective sense of pain relief using
industry standard methods and questionnaires. Patients taking our drug reported a trend
of faster pain relief compared to Motrin IB®. In the graph below almost 90% of patients
who took our faster acting ibuprofen (ZAG-1701) reported meaningful pain relief in the
first hour compared to approximately 65% for those patients administered Motrin. Had
approximately 110 patients been in each group, we expect these results would have been
statistically significant.
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These results suggest that, during the first hour after drug administration, when the
analgesic effect is most desired, the drug enters the bloodstream up to 2.8 times more
following ZAG-1701 as compared with Motrin IB®. The result of this study can be
extrapolated to other acute pains because wisdom tooth removal is the accepted industry
standard test to evaluate the effectiveness of pain relief products for general mild to
moderate acute pain.

The clinical trial was a randomized and single-blinded study designed to compare a
400mg dose of ZAG-1701 caplets to the same dose of Motrin IB® tablets in dental
patients who have undergone wisdom tooth extraction, which is the accepted industry
standard test to evaluate the effectiveness of pain relief products for general mild to
moderate acute pain. Analgesic Development Limited (New York, NY) conducted the
clinical study. AAIl Development Services (Nattick, MD) provided independent
monitoring of the trial plus data management and statistical analysis of the results.



New Product in Research and Development

We have successfully prepared a rapidly absorbing S-ibuprofen tablet that has been tested
using our animal model. lbuprofen is a racemic drug (equal portions of two mirror image
molecules called S and R). However, the beneficial effects of the drug are ascribed to S-
ibuprofen only. In Europe, S-ibuprofen is available as both proscription and over-the-
counter products and the available products have slow absorption. This makes S-
ibuprofen a suitable candidate for our technology.

Successful Financing

In 2005 EquiTech raised $1,190,000 through the exercise of warrants previously issued
in connection with a rights offering and private placement conducted by EquiTech in
2004. Each warrant entitled the holder to acquire one common share at a price of $0.30
per share on or before August 25, 2005.

A brokered private placement financing of up to $3,000,000 was initiated on April 13,
2005 and subsequently revised on June 10, 2005. It was postponed while EquiTech
endeavors to secure development partners for its fast acting ibuprofen caplet and other
products in the development pipeline.

Product Pipeline

In addition to the progress made on ZAG-1701, EquiTech scientists continued

reformulating a number of other drug candidates:

e A cyclooxygenase-2 (COX-2) inhibitor (meloxicam) has been reformulated as a
prescription product for delayed onset followed by fast action for arthritis pain and
morning stiffness. This project has been put on hold pending the outcome of the
review of the safety of this class of drugs by health regulatory agencies. COX-2
inhibitors are used to reduce the pain, inflammation and stiffness caused by
osteoarthritis and rheumatoid arthritis. Data produced in Dr. Jamali’s lab suggests
that Meloxicam is void of some side effects of other COX-2 selective inhibitors.
This data suggests that, paradoxically the oldest of the COX-2 inhibitors may turn
out to be the safest.

e Naproxen, another NSAID, is under development for acute and chronic pain such as
dysmenorrhea. A lead formulation candidate has been identified.

e Early research and development on another NSAID drug called diclofenac
(Voltaren®). The drug is very popular globally. The animal model is being used to
develop prototypes for both prescription and over-the-counter products.

e The potential of developing anti-migraine medication, such as the triptan class of
drugs, for rapid delivery after oral absorption is under investigation.

EquiTech’s animal model, which simulates conditions of a patient in pain, is considered
a breakthrough in the field of pain research and is used to develop PEPs®. In this rat
model, gastrointestinal activity is decreased, which is observed in patients in pain. This
pain-mimicking animal model has commercial applications, as other pharmaceutical
companies may enter collaborative research agreements to use the animal model for their
drug development and reformulation. This animal model can also be used to mimic the
decreased activity that is observed in the geriatric stomach.



Intellectual Property
EquiTech continues to implement an intellectual property strategy to protect its products
and innovative processes through various ongoing and new patent applications.

In our main application for the formulation containing tartaric acid, we continue to
follow the normal series of actions required by the U.S. patent office. We do not
expect to hear from the Patent Office until late in 2006.

In the European and Canadian patent offices, the examination processes have begun
on our patent applications, we have responded to an Official Action, and await the
Examiner’s assessment of our arguments.

In light of the success of the human clinical trials, the Company has decided not to
pursue the animal model patent applications, and decided to concentrate on the
human element of the technology.

EquiTech filed two new applications on improvements to our technology. One
patent application concerns a new NSAID formulation, and the second application
covers formulations for COX-2 inhibitors such as meloxicam. The new formulation
application will be significantly bolstered by our positive clinical trial results. We
continue to follow the normal series of actions required by the U.S. patent office, and
expect to receive a first official action in earlier 2007. Also, we expect to enter the
national stage in several countries for the meloxicam application in November 2006.



EquiTech Corporation
2005 Management’s Discussion and Analysis

This discussion and analysis of operations and financial position should be read in
conjunction with the Corporation’s audited financial statements for the years ended
December 31, 2004 and 2005. All amounts are expressed in Canadian dollars.

Management is responsible for the information contained in the Management Discussion
and Analysis and its consistency with information presented to the Audit Committee and
Board of Directors. All information in this document has been reviewed and approved by
the Audit Committee and Board of Directors. This review was performed by Management
with information available as of March 15, 2006.

FORWARD LOOKING STATEMENTS

In the interest of providing shareholders and potential investors of EquiTech Corporation
("EquiTech™ or the “Corporation”) with information regarding EquiTech's future plans
and operations, this Management's Discussion and Analysis ("MD&A™) contains
forward-looking information that represents EquiTech's internal expectations, estimates
or beliefs concerning, among other things, future activities or future operating results and
various components thereof. The expectations, estimates and beliefs contained in such
forward-looking statements necessarily involve known and unknown risks and
uncertainties which may cause EquiTech's actual performance and financial results in
future periods to differ materially from any expectations, estimates and beliefs of future
performance or results expressed or implied by such forward-looking statements. These
risks and uncertainties include, among other things, such risk and uncertainties described
in this MD&A (see "Risks and Uncertainties™). Accordingly, shareholders and potential
investors are cautioned that events or circumstances could cause actual results to differ
materially from those discussed. EquiTech does not undertake any obligation to publicly
revise these forward-looking statements to reflect subsequent events or circumstances.

RESULTS OF OPERATIONS

QUARTERLY INFORMATION (unaudited)
(all amounts in $ 000’S except per share amounts)

Fiscal Year 2005 2004
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
Interest Revenue - - 1 - - 3 - -
Clinical Trial and
Development of ZAG-1701 1 12 60 113 169 121 44 42

Other R&D Expense 37 36 37 50| (54) 63 102 24
Total R&D Expenses 38 48 97 163 115 184 146 66
Net (Loss) | (131) | (144) | (211) | (267) | (268) | (288) | (346) | (124)

Net (Loss) per Share,
basic and diluted | (0.01) | (0.01) | (0.01) | (0.02) | (0.02) | (0.02) | (0.03) | (0.01)




SELECTED ANNUAL INFORMATION
(all amounts in $ 000’S except per share amounts)

Fiscal Year | 2005 | 2004 | 2003 | 2002

Interest Revenue 1 - 2 6

Total Research and Development 345 511 369 237
Net (Loss) | (752) | (1,026) | (802) | (426)

Net (Loss) per Share, basic and diluted | (.05) | (0.08) | (0.12) | (0.08)
Total Assets | 1,217 745 401 587

Total Long-Term Liabilities 150 150 150 75

Cash Dividends Declared - - - -

OVERALL PERFORMANCE

EquiTech is at the clinical stage of product development for ZAG-1701 and at the
preclinical stage for its other product candidates and therefore has not generated positive
cash flow from operations. Until licensing and/or commercialization of its drug
candidates, EquiTech expects losses to continue as it invests in product research and
development, preclinical studies, manufacturing of lead drugs for clinical trials,
regulatory compliance and clinical trials.

The net loss for fiscal 2005 was $752,320 compared to $1,026,100 in fiscal 2004. In 2004
the company had increased its total research and development spending as ZAG-1701
was progressing through a Phase Il clinical trial during that period. The bulk of these
expenses went to a contract manufacturer who manufactured the product for the clinical
trials. In 2005 the company completed the clinical trial and began presenting the data to
potential partners.

There was also an increase in non-cash stock based compensation expense as a result of
additional options being issued and an increase of $34,648 in administrative and general
expenses primarily from an increase in professional fees and business development
expenses as the Corporation pursues development opportunities for its products. The
Corporation incurred a net loss of $752,320 ($0.05 per share) for the year ended
December 31, 2005 compared to a net loss of $1,026,100 ($0.08 per share) for the
previous year ended December 31, 2004.

Research and Development

Research and development activities include evaluating the absorption characteristics of
ZAG-1701 using the pain-mimicking animal model and ongoing reformulation of other
products in the Corporation’s pipeline. Contract research expenses were paid to the Chief
Scientific Officer through BioRule Inc., to the Research Scientist and to the University of
Alberta (U of A) under a technical services agreement.



For fiscal 2005, total direct expenditures related to the clinical trial and development of
ZAG-1701 decreased by $190,392 compared to 2004. Clinical trial expenses included
costs for the regulatory consultant, two clinical research organizations, clinical trial
insurance and contract manufacturing. Manufacturing expenses were reduced in 2005
compared to 2004 as the manufacture of ZAG-1701 was completed and the company
focused on the clinical trials. The last two quarters of 2005 showed a sharp decrease in
overall clinical trial and development expenditures as the trial was completed in the
second quarter. Additional development of ZAG-1701 will not be undertaken until a
suitable partnership agreement has been finalized.

Administrative and General Expenses

Administrative and general expenses are detailed in Note 9 of the audited financial
statements. The net increase of $34,648 from fiscal 2004 to 2005 results from higher
CFO costs as more internal time was spent on quarterly and annual statement preparation
and filings and from an increase in general corporate legal fees.

Stock Option Compensation Expense

Effective January 1, 2004, the Corporation adopted the fair value method of accounting
for employee stock options granted on or after January 1, 2002 retroactively without
restatement. The stock option compensation expense of $68,914 for the 2005 fiscal year
represents the non-cash expenditure for the period from amortizing the estimated fair
value of options granted since January 1, 2002. In 2004, the total expense for the year
was $213,664. The company did not grant stock options in 2005 which accounts for the
reduction in the expense for the year.

LIQUIDITY AND CAPITAL RESOURCES

The Corporation had cash and short-term investments of $731,704 at December 31, 2005
compared to $291,479 at December 31, 2004. This increase is due to the funds received
from the exercise of warrants totaling $1,190,000, less the working capital utilized
throughout the year. There is sufficient cash on hand to pursue the Corporation’s strategy
to find a suitable partnership for continued development and commercialization of ZAG-
1701.

Since inception in June 2000, EquiTech has financed operations and research and
development, manufacturing and clinical trial programs through the public and private
equity markets and through receipt of a repayable commercialization grant from the
Alberta Heritage Foundation for Medical Research (AHFMR) totaling $150,000.
EquiTech will require substantial funds to complete the clinical studies of ZAG-1701 and
to develop other medications in the product pipeline.

Future capital requirements will depend on many factors including the progress and
results of our research and product formulation programs that involve extensive in-vitro
dissolution studies and bioavailability evaluations of product formulations in the pain-
mimicking animal model. Other factors include the costs of clinical trials the company
may undertake and the time and costs involved in obtaining regulatory approval as well
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as the costs of manufacturing lead products for clinical trial purposes. Additionally,
capital requirements will depend on the costs involved in preparing, filing, prosecuting,
maintaining and enforcing patent claims and in maintaining competitive intelligence on
competing technology and market developments. EquiTech’s ability to establish
collaborative research agreements and/or clinical co-development and licensing
partnerships will also determine our future capital requirements.

SHARE DATA

The following is a summary of the outstanding shares at December 31, 2005 which can
be found in Note 8 to the Consolidated Financial Statements.

Share Capital
Number of $
Shares
a) Authorized:
Unlimited number of voting common shares
b) Issued 18,412,629 3,248,593

In addition, EquiTech had outstanding incentive stock options to purchase 1,254,620
common shares at a weighted average exercise price of $0.38/share and all outstanding
warrants were exercised or expired during the year. The Corporation has 725,975
common shares held in escrow as at December 31, 2005 (2004- 1,226,362). Of the
shares remaining in escrow, they are releasable at a rate of 145,194 on each of May 30
and November 30 from 2006 to May 30, 2008.

During 2005, 4,016,900 shares were issued on exercise of warrants at $0.30 and 117,500
shares were issued on exercise of warrants at $0.20

RELATED PARTY TRANSACTIONS

The following amounts were charged by directors and officers of the corporation (directly
and indirectly). These transactions occurred in the normal course of operations and are
measured at the exchange amount, which is the amount of the consideration established
and agreed to by the related parties:

) Research and development costs include $48,000 (2004 - $48,000) paid to
BioRule Inc., a company owned by one of the directors, of which Nil remained unpaid at
year end.

ii) General and Administrative costs totaling $23,020 were paid to Douglas Thompson,
who served as the Company’s Chief Financial Officer until he resigned November 2005.

As at the financial year ended December 31, 2005, an evaluation was carried out under
the supervision of and with the participation of the Company’s management, including
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the Chief Executive Officer and Chief Financial officer, of the effectiveness of the
Company's disclosure controls and procedures. Based on that evaluation, the Chief
Executive Officer and the Chief Financial officer concluded that the design and operation
of these disclosure controls and procedures were effective as at December 31, 2005 to
provide reasonable assurance that material information relating to the Company would be
known to them by others.

OUTLOOK

The results of the Phase Il clinical trial showed that our ibuprofen caplet is more rapidly
absorbed into the bloodstream at all measured time points. In addition, the positive
results of the clinical study validates EquiTech’s Absorption Enhancing Technology and
supports the use of this platform technology in developing improved versions of other
analgesic, anti-inflammatory and anti-migraine drugs.

EquiTech will not undertake clinical trials or manufacture additional quantities of ZAG-
1701 until a suitable partner has been found to help fund the activities outlined below.

Clinical Trials

e EquiTech will contact the FDA to review the Phase Il clinical results and discuss
plans for additional clinical studies. Pending discussions with the FDA, Phase 111
clinical studies in a larger number of patients will be required to confirm the pain
relief effectiveness results. In addition, a bioequivalence study to measure the blood
absorption characteristics of ZAG-1701 compared to other OTC pain relief products
in volunteers not experiencing pain may be required. Then, a clinical study in
patients suffering from another type of acute pain, such as temporary knee joint pain,
will be undertaken in order to secure a product claim of temporary relief of minor
aches and pain.

e Provided we obtain a satisfactory partnering arrangement, we anticipate that
Investigational New Drug Applications (“IND”s) for these additional clinical trials
would be submitted to the FDA in the U.S. Clinical Trial Applications (“CTA”S)
may also be submitted to the Therapeutics Product Directorate (“TPD”) of the
Canadian Health Protection Branch (*“HPB”) because one of the clinical studies may
be done in Canada.

Financing and Business Development

EquiTech’s operations will be funded either through placement of equity and/or through

partnership agreements with pharmaceutical or biotechnology companies, which may

consist of the following activities:

e Entering into a licensing and co-development agreement with a suitable partner to
further develop and market ZAG-1701. Preliminary confidential discussions are
under way with several major health care partners. The results of the Phase Il clinical
trial are critical in continuing discussions; however, these positive clinical results do
not guarantee successfully completing a partnership arrangement.

e Entering into collaborative research and development agreements to help fund and
advance other products in EquiTech’s development pipeline (Table 1).
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e Entering into co-development projects potentially leading to license agreements to
formulate new and improved versions of products from other pharmaceutical or
biotechnology partners.

e Additional equity funding will be undertaken depending on market conditions and
also depending on the results and timing of discussions with potential licensing and
co-development partners.

Formulation of PEPs®

Continue the development of new and improved products in our pipeline (Table 1) and

expand our intellectual property portfolio, which may include the following activities:

e Continue in-house formulation of products in EquiTech’s own development pipeline.

¢ New and improved versions of products from other pharmaceutical partners may be
developed depending on partnership discussions.

Table 1 — Pain Relief Products in Development

PRODUCT PRECLINICAL DEVELOPMENT CLINICAL
TRIAL
Early Stage Product Product Manufacturing
Feasibility Formulation Developed &
Research Candidate Optimized
ZAG-1701 Complete for Phase |l
b \/ \/ \/ Phase Il clinical | clinical trial
uprofen caplet tri
rials complete
Naproxen \/ In progress
On hold
COX-2 Meloxicam \/ Identified pending
regulatory
review
Triptan In progress
anti-migraine
Diclofenac \/ In broaress
sodium prog

RISKS AND UNCERTAINTIES

Dependence on Collaborative Partners

The Corporation intends to negotiate collaborative agreements with corporate partners in
connection with the development, clinical testing, manufacturing, marketing and
commercialization of potential products. There can be no assurance that the Corporation
will be successful in finding corporate partners on terms acceptable to the Corporation or
that any such collaborative arrangement will be successful. In addition, there can be no
assurance that any arrangements between the Corporation and its collaborative partners
will prevent others from entering into arrangements with such entities for the
commercialization of similar products or that the collaborators will not be pursuing
alternative technologies or developing products either on their own or in collaboration
with others, including the Corporation's competitors. If the Corporation does not
establish sufficient collaborative and license arrangements, it could encounter delays in
product introductions or could find that the development, manufacture and sale of future
products could be detrimentally affected.
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Uncertainty of Product Development

Preclinical development of the Corporation's lead compound ZAG-1701 has been
completed and this compound has been manufactured in the limited quantities required
for clinical trials using a contract manufacturer. There can be no assurance, however,
that ZAG-1701 or the Corporation's other products will be successfully developed, will
be developed on a timely basis, will prove to be more effective than products based on
existing or newly developed technologies or that a sufficient number of medical
professionals will recommend use of the product. The risk that ZAG-1701 or any other
product developed using the Corporation's Enhanced Absorption Technology may fail in
future clinical trials, or manufacturing in larger quantities, or the Corporation's inability
to successfully complete development of other products in the product pipeline, or a
determination by the Corporation, for financial or other reasons, not to complete
development of any product, particularly in instances where the Corporation has made
significant capital expenditures, could have a material adverse effect on the Corporation.

Competition

The pharmaceutical industry is characterized by evolving technology and intense
competition. The Corporation is engaged in areas of research involving pharmaceutical
reformulations of existing oral analgesic products where developments are expected to
continue at a rapid pace. Many companies, including major pharmaceutical as well as
specialized biotechnology companies, are engaged in activities focused on medical
conditions similar to those targeted by the Corporation. The Corporation's success
depends upon maintaining its competitive position in the research, development and
partnering leading to modified versions of oral pharmaceutical medications using the
Corporation's scientific expertise and Enhanced Absorption Technology. Competition
from pharmaceutical and biotechnology companies, universities and research institutes is
intense and expected to increase. Many of these competitors have substantially greater
research and development capabilities, experience in manufacturing, marketing, financial
and managerial resources. There can be no assurance that developments by others will
not render the Corporation's products or technologies non-competitive or obsolete.

History of Operating Losses

As a development stage company, the Corporation has incurred net losses each year since
incorporation. The ability to achieve and maintain future profitability depends in part on
success in obtaining regulatory approvals for new therapeutic products. There can be no
assurance that the Corporation will ever successfully develop such products or that the
Corporation will ever achieve significant revenues from such products if they are
successfully developed. The Corporation has limited financial resources.

The research, development, production and marketing of new versions of existing
products will require the application of considerable technical and financial resources,
while revenues generated from such products, assuming they are successfully developed
and marketed, may not be realized for a number of years. Other factors that may
materially and unpredictably affect operating results include the uncertainties and costs
associated with the development and eventual commercialization of new products and
sales growth; the possible claim of patent infringement or proprietary technology by the
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Corporation or its competitors; acquisitions or transfers of technology; actions by
collaborators, development of new collaborative arrangements and the timing of
associated research and development; and the timing and costs of obtaining patents and
regulatory approvals for products. The Corporation does not expect to pay cash
dividends on its common shares in the near future.

Government Regulation

The development, manufacture, commercialization and pricing of pharmaceutical
products are generally subject to extensive regulation by regulatory agencies in Canada,
the United States and in other jurisdictions. In Canada and the U.S., a new drug must
pass through a number of testing stages including preclinical testing and clinical trials.
As a result, obtaining regulatory approval to market new drugs requires extensive time
and expenditure. There can be no assurance that the Corporation will not encounter
difficulties or excessive costs in its efforts to secure necessary approvals or licenses,
which could delay or prevent the Corporation from marketing its products. The
Corporation's future depends on, in the short term, additional regulatory approvals. The
manufacture and sale of the Corporation's products are conditional upon strict compliance
with various regulations imposed by the jurisdictions granting marketing approval.

The distribution of the Corporation's products outside Canada will also be subject to
extensive government regulation. These regulations, including the requirements for
approvals or clearance to market, and the time required for regulatory review and the
sanctions imposed for violations, vary from country to country. There can be no
assurance that the Corporation will obtain regulatory approvals in such countries or that it
will not be required to incur significant costs in obtaining or maintaining foreign
regulatory approvals. Failure to obtain necessary regulatory approvals, the restriction,
suspension or revocation of existing approvals or any other failure to comply with
regulatory requirements could have a material adverse effect on the Corporation's
business, financial condition and results of operations.

Need for Additional Financing

The Corporation's future is directly related to its ability to access the capital markets to
fund its ongoing and future operations. There can be no assurance that regulatory
authorities will approve ZAG-1701, or any other new product. If the Corporation
encounters significant delays in obtaining necessary regulatory approval or is unable to
license its products, the Corporation may need to seek additional financing.

The Corporation has limited financial resources. The Corporation will seek to obtain
additional funds through public or private equity or financing, collaborative arrangements
with pharmaceutical companies and/or from other sources. However, there can be no
assurance that the Corporation will be able to successfully obtain any additional financing
as required. Any such financing may have a dilutive effect to existing shareholders.
There can be no assurance that the Corporation's current budget estimates will reflect its
actual funding needs, or that additional funding will be available at all or on acceptable
terms to permit successful development and/or commercialization of the Corporation's
anticipated products. In addition, the Corporation has no established bank financing
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arrangements and there can be no assurance that the Corporation will be able to establish
such arrangements on satisfactory terms. If adequate funds are not available, the
Corporation may have to reduce substantially or eliminate planned expenditures and
consider other alternatives.

Potential Product Liability

In connection with any use of its products, the Corporation is exposed to potential
product liability claims and there can be no assurance that product liability insurance will
be available at commercially reasonable terms. Product liability claims might also
exceed the amounts, or fall outside, of such coverage. Claims against the Corporation,
regardless of their merit or potential outcome, may also have a material adverse effect on
the Corporation's ability to obtain physician endorsement of its products or expand its
business.

In addition, certain drug retailers require minimum product liability insurance coverage
as a condition of purchasing or accepting products for retail distribution. Failure to
satisfy such insurance requirements could impede the ability of the Corporation or
potential distributors of the Corporation's products to achieve broad retail distribution of
its proposed products, which would have a material adverse effect on the Corporation.

Limited Marketable Products and Reimbursement

The Corporation has not begun to market or generate revenues from the
commercialization of any products. Significant additional development, laboratory and
clinical testing, investment and regulatory review will be required prior to the
commercialization of any products by the Corporation and there can be no assurance that
any such products will be developed and/or commercialized. A commitment of
substantial resources to conduct the time-consuming research and clinical trials will be
required if the Corporation is to complete the development of any products. There can be
no assurance that if the Corporation develops products that they will meet applicable
regulatory standards, obtain required regulatory approvals, be capable of being produced
in commercial quantities at reasonable costs or be successfully marketed or that the
investment made will be recovered through sales, license fees or related royalties.

The Corporation's ability to successfully commercialize its products may depend in part
on the extent to which reimbursement for the costs of such products and related
treatments will be available from government health administration authorities, private
health coverage insurers and other organizations. Significant uncertainty exists as to the
reimbursement status of newly approved health care products and there can be no
assurance that adequate third-party coverage will be available for the Corporation to
maintain price levels sufficient to realize an appropriate return on its investment in
developing new products. Increasingly, government and other third-party payers are
attempting to contain health care costs by limiting both coverage and the level of
reimbursement for new therapeutic products. Inadequate coverage or reimbursement
could adversely affect market acceptance of the Corporation's products.
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Patents and Proprietary Technology

As a developer of drugs that are derived from existing compounds, EquiTech is subject to
potential lawsuits claiming infringement of existing patents. EquiTech uses enhanced
absorption technology to create unique formulations of existing drugs, hence there is a
likelihood that the original developer will claim that its patents have been infringed. The
foregoing suggests that there can be no assurance as to the breadth or degree of protection
that future patents, if any, may afford the Corporation, or that any applications will result
in issued patents or that any of the Corporation’s applications that result in patents, if any,
or trademarks will be upheld, if challenged. Although the Corporation believes that its
patent applications, trademarks and development products currently do not infringe valid
patents or trademarks or violate the proprietary rights of others, it is possible that the
Corporation's patent applications or trademark rights may not be valid or that
infringement of existing or future patents, trademarks or proprietary rights may occur. In
the event that the Corporation's products infringe patents or proprietary rights of others,
the Corporation may be required to modify the design of its products, change the name of
its products or obtain a license to continue using its products. There can be no assurance
that the Corporation will be able to do so in a timely manner, upon acceptable terms and
conditions or at all. The failure to do any of the foregoing could have a material adverse
effect upon the Corporation. In addition, there can be no assurance that the Corporation
will have the financial or other resources necessary to enforce or defend a patent
infringement or proprietary rights violation action. Moreover, if the Corporation's
products infringe patents, trademarks or proprietary rights of others, the Corporation
could, under certain circumstances, become liable for substantial damages, which also
could have a material adverse effect on the Corporation.

Regardless of the validity of the Corporation's patent applications, there can be no
assurance that others will not obtain patents or develop competitive non-infringing
products or processes that permit such parties to compete with the Corporation.

Ability to Protect Know-How and Trade Secrets

The ability of the Corporation to maintain the confidentiality of its expertise and trade
secrets is crucial to its success. Disclosure and use of the Corporation's expertise and
trade secrets, not otherwise protected by patent, are generally controlled under
agreements with the parties involved. There can be no assurance, however, that all
confidentiality agreements will be honoured, that others will not independently develop
equivalent technology, that disputes will not arise concerning the ownership of
intellectual property, or that disclosure of the Corporation's trade secrets will not occur.
To the extent that consultants or other research collaborators use intellectual property
owned by others in their work with the Corporation, disputes may also arise over the
rights to related or resulting expertise or inventions.

Manufacturing and Supply Risks

The Corporation has not yet commercialized any products and has no commercial
manufacturing or marketing experience. To be successful, products developed by the
Corporation must be manufactured in commercial quantities in compliance with
regulatory requirements and at acceptable costs. The Corporation does not currently have
any manufacturing facilities. The Corporation expects to produce any products that it

17



may develop through contract manufacturing companies or through as yet unidentified
strategic alliance partners. There can be no assurance, however, that the Corporation will
be able to reach satisfactory arrangements with any of such parties or that such
arrangements will be successful. ~ All manufacturing facilities must comply with
applicable regulations of Canadian and/or United States regulatory authorities. No
assurance can be given that the Corporation will be able to secure a suitable alliance
agreement or make the transition to commercial production.

Attraction and Retention of Key Employees and Consultants

The Corporation is highly dependent upon the principal members of scientific and
Management staff, the loss of whose services might impede the achievement of the
Corporation's business objectives.  Furthermore, recruiting and retaining qualified
scientific personnel to perform research and development work in the future will be
critical to the Corporation's success. Although the Corporation believes it will be
successful in attracting and retaining skilled and experienced scientific personnel, there
can be no assurance that the Corporation will be able to attract and retain such personnel
on acceptable terms, given the competition among numerous pharmaceutical and
biotechnology companies, universities and other research institutions for experienced
scientists. In addition, the Corporation's anticipated growth and expansion into areas and
activities requiring regulatory approval, manufacturing and marketing are expected to
place increased demands on the Corporation's resources and management skills. These
demands will require the addition of new Management personnel in the areas of finance,
business development, investor relations, clinical trial and regulatory affaires. The failure
to retain such personnel could adversely affect prospects for the Corporation's success.
The Corporation does not currently have "key man™ insurance on any members of
Management or employees engaged in research and development activities that are
critical to the Corporation achieving its business objectives.

Orderly Market for Common Shares

A public trading market in the common shares having the desired characteristics of depth,
liquidity and orderliness depends upon the presence in the marketplace of willing buyers
and sellers of the common shares at any given time, which presence is dependent upon
the individual decisions of investors over which the Corporation has no control. There
can be no assurance that an active public market will exist at any time or can be
sustained, and as a result, an investor may be unable to sell their common shares when he
or she wishes to do so.

Volatility of Share Price

The common shares currently trade on TSX-V. Factors such as announcements of
technological innovation or the introduction of new products by the Corporation or its
competitors, actual or anticipated fluctuations in the Corporation's operating results,
changes in estimates of the Corporation's future operating results by securities analysts or
developments with respect to proprietary rights may have a significant impact on the
market price of the common shares. These market fluctuations may materially adversely
affect the market price of the common shares. In addition, the market price of the
common shares may be susceptible to volatility given the relatively low historic trading
volumes of the common shares compared to that of many public companies.
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