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CAUTION REGARDING FORWARD-LOOKING STATEMENTS

This document includes forward-looking statemenithiw the meaning of certain securities laws, idahg the
“safe harbour” provisions of th8ecurities ActOntario) and other provincial securities law ian@ada. These
forward-looking statements include, among othaetements with respect to our objectives, goalssarategies to
achieve those objectives and goals, as well asnstaits with respect to our beliefs, plans, objestiexpectations,
anticipations, estimates and intentions. The wotmsy”, “will”, “could”, “should”, “would”, “susped”, “outlook”,
“believe”, “plan”, “anticipate”, “estimate”, “expdt “intend”, “forecast”, “objective”, “hope” and ¢ontinue” (or
the negative thereof), and words and expressionsiroflar import, are intended to identify forwarbking
statements.

By their very nature, forward-looking statementgoiive inherent risks and uncertainties, both gdremd specific,
which give rise to the possibility that predictipfigrecasts, projections and other forward-lookstatements will
not be achieved. Certain material factors or agsiams are applied in making forward-looking staders and
actual results may differ materially from those eegsed or implied in such statements. We cautaders not to
place undue reliance on these statements as a nwhimeportant factors, many of which are beyond oontrol,

could cause our actual results to differ materilgm the beliefs, plans, objectives, expectatiangjcipations,
estimates and intentions expressed in such forlearking statements. These factors include, buhatdimited to,

the applicability of patents and proprietary tedbgg; possible patent litigation; regulatory appabef products in
the Company'’s pipeline; changes in government edigui or regulatory approval processes; governraedtthird-

party payer reimbursement; dependence on strapaginerships for product candidates and technaogiarketing
and R&D services; meeting projected drug develognienelines and goals; intensifying competitionpich
technological change in the pharmaceutical industnyicipated future losses; the ability to acoemgital to fund
R&D; and the ability to attract and retain key fpansel.

We caution that the foregoing list of importantttas that may affect future results is not exhaesti When
reviewing our forward-looking statements, investansl others should carefully consider the foregdargors and
other uncertainties and potential events. Addiidanformation about factors that may cause aatesults to differ
materially from expectations, and about materiaitdes or assumptions applied in making forward-logk
statements, may be found in the “Risk Factors”isachereof, under “Business Risks” and elsewheraun
Management’s Discussion and Analysis of OperatieguRs and Financial Position for the year endedeber
31, 2009 and elsewhere in our filings with Canadiacurities regulators. Except as required by Gianasecurities
law, we do not undertake to update any forward-loglstatements, whether written or oral, that mayrade from
time to time by us or on our behalf; such statesiesteak only as of the date made. The forwardihgok
statements included in this Annual Information Fara, unless otherwise indicated, made as of Deee81 2009
and are expressly qualified in their entirety big ttautionary language.
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Except where otherwise indicated or where the ocdrdtherwise requires, all references in this annnérmation
form (“AIF”) to the “Company” or “Cipher” are to Cipher Pharmaceuticals Inc. Unless otherwise indidatall
dollar amounts are expressed in Canadian dollargl éime statistical and financial data and other imf@tion
contained in this AIF are presented as at Decen®iei2009.

CORPORATE STRUCTURE

Cipher Pharmaceuticals Inc. was formed by artiofeicorporation under the Business Corporations Ac
(Ontario) (the “OBCA”) on January 9, 2004. The Qmmy’s head and registered office is located ab56&mken
Road, Unit 16, Mississauga, Ontario, L4W 4P1. Twmpany is the successor to the drug developmet an
pharmaceutical research business of CML Healthoare(*CML"). On October 31, 2008, the Companytsde
wholly-owned subsidiaries: Cipher Canada Inc., €ipRharmaceuticals Ltd. and Cipher Holdings (Baoisaditd.
were wound up by way of voluntary dissolution undéae OBCA. Since January 1, 2008 all operatiniyities
have been carried out by Cipher Pharmaceuticals IRdor to December 31, 2007, research and dexedap
activities were carried out by Cipher Pharmaceidit&dd. See “General Development of the Busine§orporate
History of the Company”.

GENERAL DEVELOPMENT OF THE BUSINESS
General

Cipher is a drug development company focused onnuentializing novel formulations of successful,
currently marketed molecules using advanced drligestg technologies. The Company’s strategy isntdicense
products that incorporate innovative drug deliveaghnologies and advance them through the clinieaélopment
and regulatory approval stages, after which thelygets will be out-licensed to international parmerBecause
Cipher’s products are based on proven technologtfgoins applied to currently marketed drugs, theyexpected
to have lower approval risk, shorter developmangtines and significantly lower development costs.

The Company seeks to create relationships withnpestthat provide both proven technology and
manufacturing capabilities. Cipher believes thstiiternal clinical and regulatory capabilitiesptbined with the
proven technology and manufacturing strength ahiisnded partners, will result in successful comuiaé products
and will allow the Company to manage the risks eissed with the drug development industry. The @any’s
regulatory strategy is to take the more rapid F=&d and Drug Administration (“FDA”) 505(b)(2) amach to
achieving approval for a New Drug Application (“NDA This approach allows the Company to rely or th
significant amount of efficacy and safety dataadnefiled with the FDA, thereby reducing the amoahhew pre-
clinical and clinical data required.

Corporate History of the Company

The Company is the successor to the drug developareh pharmaceutical research business of CML.
CML entered the drug development and pharmaceutesdarch business in 1998 when it founded itsraont
research organization (“CRQO”) subsidiary, Pharmadide® Pharma Medica initially provided Phase | and
bioanalytical laboratory services to the pharmacaland biotechnology industries.

To expand the scope of its pharmaceutical busii@gs, established Cipher Pharmaceuticals Ltd. (“CPL”
in November 2000 to enter the drug development aetarkCPL followed a business model which involes in-
licensing of pharmaceutical products based on praeehnology, completing clinical development ahd but-
licensing of these products, after obtaining reuia approval, to international partners with artabished
commercial presence in the target markets. Sitecénception, Cipher has in-licensed four produéited four
Investigational New Drug Applications (“IND”") antiree NDAs with the FDA, and invested more than $tilion
in research and development.
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Pursuant to a plan of arrangement, which becamextafé on February 23, 2004 (the “Arrangement”),
CML Healthcare Income Fund (the “Fund”), a publitlgded income trust, was created to carry on CML’s
diagnostic services business, and CML'’s drug dereknt and pharmaceutical research businesses naaséerred
to the Company through the acquisition by the Campat certain subsidiaries of CML, including Phariviadica
and CPL. Under the terms of the Arrangement, Qipbeeived a capital contribution of $30 milliorofn CML to
fund operations.

All of the Company’s common shares were distributedormer shareholders of CML as part of the
Arrangement. The common shares of CML had prelyauaded on the Toronto Stock Exchange (the “TSXOn
February 25, 2004, the Company’s common shares enoed trading on the TSX under the symbol “DND”.

In 2004, the Company changed its financial yearfemah September 30 to December 31, a more common
year-end for drug development companies. As dtre$this change, the Company’s 2004 fiscal yearered 15
months (October 1, 2003 to December 31, 2004).

In 2004, the Company commenced the liquidation disdolution of Cipher Pharmaceuticals Ltd. and
Cipher Holdings (Barbados) Ltd. That process watsom hold in 2005. Following an assessment @itsgic and
tax advantages to having a corporate structure ittdides Barbados, Cipher resolved to continue tthe
Barbadian subsidiaries into the Province of Ontarithese two Barbadian subsidiaries were continuetkr the
OBCA on September 28, 2007.

Effective February 28, 2005, the Company sold Phakhedica, its contract research services subsidiary
enabling the Company to focus entirely on oppotitesito create value in its core drug developmensiress while
further strengthening the Company’s balance shmetjiding significant additional cash resources afighinating
substantially all debt. Consideration consiste@ afish payment of $14 million on closing, a def@payment of
$4 million (payable over five years), and paymepipr to closing, of a special dividend of $1.1 lmih from
Pharma Medica to the Company.

Cipher received final FDA approval for CIP-FENOFIBRE in January 2006 under the label Lipofen™.
The approval included three unique fenofibrate desa50 mg, 100 mg and 150 mg, with the 150 mggtre
equivalent to Tricor® 160 mg under fed conditionsipofen™ is the first product from the current glipe to
receive FDA approval.

On February 20, 2006, the Company received finpt@gl for CIP-FENOFIBRATE from the Therapeutic
Products Directorate of Health Canada (“TPD”) tlyloua Notice of Compliance. Cipher also receiveticeo
during the second quarter of 2006 that the Canguhéent application for CIP-FENOFIBRATE had bednwagd.

On March 14, 2006, the Company completed the satedyndicate of underwriters led by National Bank
Financial Inc. of 2,500,000 common shares of then@any at a price of $4.80 per common share witlsgro
proceeds of $12,000,000. The proceeds from thexinff are being used to accelerate the Companiyical trial
program and for general corporate purposes.

In July 2007, Cipher entered into a licensing aistfihution agreement with ProEthic Pharmaceutitats
(“ProEthic”) under which ProEthic was granted thelasive right to market, sell and distribute Lipof“ in the
United States. In late 2007, Lipofen™ was launchetie U.S. market.

In order to simplify the corporate structure, thentpany’s three wholly-owned subsidiaries, Cipher
Pharmaceuticals Ltd., Cipher Holdings (Barbadog]. land Cipher Canada Inc., were wound up by way of
voluntary dissolution under the OBCA on October 3108. The wind ups were approved by the boaudirettors
in the fourth quarter of 2007 and since January200Q8, all activities have been carried out by Ciphe
Pharmaceuticals Inc.

During the second quarter of 2008 the Company #tduna revised NDA to the FDA for CIP-
TRAMADOL ER, its extended-release formulation adrtradol. After considering feedback from the FD/Aveqd
process and the results of the additional stagissiensitivity analysis of existing data suggestedhe FDA, Cipher
and its advisors concluded that submitting theseiNDA provided the most expeditious path to figjulatory
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approval. The revised NDA includes data from add#il pharmacokinetic studies conducted by the Compa
comparing CIP-TRAMADOL ER to Ultram ER. The reuis&élDA was accepted for review during the second
quarter of 2008 and Cipher originally expectedrthgew to be competed by mid-October 2008.

On June 17, 2008 Cipher announced that its re\N§24 for CIP-TRAMADOL ER had been accepted for
review by the FDA.

On August 6, 2008 Cipher entered into a distribuiad supply agreement with Ranbaxy Pharmaceuticals
Inc. (“RPI”), a wholly owned subsidiary of Ranbakgboratories Limited, under which Cipher granted &
exclusive right to market, sell and distribute CBTRETINOIN in the United States.

In Q4 2008, an important milestone was achievedméngroduct patent was issued by the United States
Patent and Trademark Office for CIP-IsotretinoiheTpatent includes claims related to the reduced &dfect of
CIP-ISOTRETINOIN relative to currently marketed rimulations.

The following section describes the important réavelopments for the Company in general andtfor i
product development activities. Additional detadtated to the Company’s products are includetthén“Products”
section of this document.

Recent Developments

On February 17, 2009, Cipher announced that itreadived tentative approval from the FDA for CIP-
TRAMADOL ER. While the product meets all the FDA'squirements for manufacturing quality, clinicafety
and efficacy, the Company must resolve certainntatsues related to the reference product, UltERn before
CIP-TRAMADOL ER can be commercialized.

During Q2 2009, the Company announced that it haalifed the study protocol for its Phase Il safet
trial for CIP-ISOTRETINOIN under a Special ProtocAksessment (“SPA”). On October 7, 2009, Cipher
announced that it had enrolled the first patieritdrPhase 11l safety study. The 800-patient stisdy double-blind,
randomized trial comparing CIP-IROTRETINOIN to arDA-approved, commercially available isotretinoin
product. The study will be conducted in the U181 £anada over an 18-month period.

In Q3 2009, the Company filed a Paragraph IV Gedifon for CIP-TRAMADOL with the FDA, which
stated that the relevant patent listed in the FD@tange Book for Ultram® ER is invalid, unenforckaland/or
will not be infringed by the manufacture or saleGipher’'s drug product. On November 2, 2009 thenGany
announced that Purdue Pharma Products L.P. and Rbhppnaceutical Group Ltd. had filed a complairaiast
Cipher in the United States District Court for thastern District of Virginia, for alleged infringemt of two U.S.
patents. Under the applicable provisions of théchl®/axman Act, this patent challenge can delagl firfDA
approval of Cipher's NDA by 30 months, or until thatent challenge is resolved, whichever occuss. fir

On November 3, 2009, the Company announced thai\liam Claypool, M.D., was appointed to its
Board of Directors. Dr. Claypool also serves omph@ir’'s Audit Committee, Compensation Committee and
Nominating & Governance Committee.

On December 30, 2009, Cipher received a favourabligment in relation to pending patent litigatioittw
Purdue Pharma Products L.P. and Napp PharmaceGtioap Ltd. (together “Purdue”) in the United Ssalstrict
Court for Eastern District of Virginia (the “Coujt” The patent litigation involves the Company’s Alior CIP-
TRAMADOL ER. The judgment terminates any furthéaysof FDA approval of Cipher's NDA under the
applicable provisions of the Hatch-Waxman Act. &pplans to move forward to obtain FDA final apmioas
part of its broader CIP-TRAMADOL ER commercializatistrategy. The Company continues to conduct ioggo
discussions with potential commercial partnersregted in licensing CIP-TRAMADOL ER. The final jgighent in
favour of Cipher holds that the patents-in-suit ianealid for obviousness based on a prior decisibthe United
States District Court for the District of Delawamdgted August 14, 2009, invalidating the Orange lBlisied
patents for Ultram® ER in litigation filed by Pumgwagainst Par Pharmaceutical, Inc (“Par”). Thaigien in the
Par litigation is currently under appeal before thated States Court of Appeals for the Federat@ir Cipher
anticipates that Purdue may appeal the Cipher Jadgas well, though Purdue has not yet done so.
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See the “Products” section below for addition&bimation on the history of the Company’s products.

THE BUSINESS
General

The Company focuses on improving the performancexgfting drugs. It develops novel formulations of
currently marketed drugs using advanced drug dslitechnologies. The Company’s intent is to takeheproduct
through clinical development and regulatory apploafier which the products will be licensed to phaceutical
partners with established commercial presence eéntdhget markets. The Company’s key objectivest@argain
regulatory approval for its current portfolio ofggiucts and to license such products to leading pheeutical
companies in the appropriate therapeutic categdiiesvn as “out-licensing”, and to strengthen itsduct pipeline
by continuing to seek additional licences for neehinologies and known compounds, known as “in-Boeg’.

Cipher’s drug development strategy is focused opitaizing on the significant market opportunities
created by bringing late stage or reformulated gmaglucts to market on compressed developmentitiegel The
Company seeks to create relationships with inteynat partners that provide both proven technol@md
manufacturing capabilities. The Company believed its internal research and regulatory capadslitombined
with the proven technology and manufacturing sttierg its intended partners will result in successbmmercial
products and will allow the Company to manage tiksrassociated with the drug development industie
Company’s regulatory strategy is to take the magid 505(b)(2) approach to achieving NDA approvdlhe
Company continues to seek new formulations comgisixisting and new drug delivery technologies, emends
to in-licence new products.

Technology Partnerships

The Company currently has licences for three prtsdbased on two proprietary drug delivery techniel®g
of Galephar Pharmaceuticals Research (“Galepharhe licensed drug delivery technologies have begplied
successfully to a variety of active ingredienthheTTompany has established a strong collaboratixtagrship with
Galephar, a Puerto Rico-based company with oral pabinonary drug delivery technology, formulation,
manufacturing and quality control expertise. Ghbaphas licensed the commercial rights to its naoktanced
compounds to the Company for certain regions, tfinlyithe Americas. The Company’s investment irs¢heghts
appears in the Company’s balance sheet under dubrtie“Intangible Assets”.

The Company believes that, in partnership with @lade or another technology partner, it possessdiseal
core competencies required for drug development raggilatory approval, from formulation to commetlcia
manufacturing.

The Company intends to selectively seek additiandicensing strategic alliances with technology
partners in order to maintain its product pipeline.

Drug Delivery Technologies
The Company’s current products utilize the follogvitrug delivery technologies licensed from Galephar

Oral Lidose® Technology (“Lidose”) Galephar's oral semi-liquid capsule drug delweachnology is a
patent-protected drug delivery system. Active éutients are incorporated in semi-solid or liquidnpositions,
contained in capsules. This delivery system fatds low manufacturing costs, while delivering exup
bioavailability for relatively water-insoluble compnds. CIP-FENOFIBRATE and CIP-ISOTRETINOIN areéad
on the Lidose drug delivery system.

Oral Controlled-Released Bead TechnologyGalephar's multiple particle controlled release stdg
technology (“MPCRC"), is based on unique extrusémm spheronization methods, and produces beadaimioigt
up to 80% active ingredient. Each coated beaddsrdrolled release system in itself, and the nnatiticulate

Cipher PharmaceuticalsInc.
2009 Annual Information Form



-5-

system provides smooth consistent plasma levels aveextended period of time. The system is viljupH-
independent enabling the product to be taken withithout food. MPCRC enables CIP-TRAMADOL ER

Products

The three drugs in the Company’s pipeline areafalowing stages:

Product Preclinical Phase | Phase NDA Approval  Commercialization
1 Filing

CIP-FENOFIBRATE

CIP-ISOTRETINOIN

CIP-TRAMADOL ER

The following is a description of the three drugs the Company’s pipeline, including historical
developments and the regulatory progress:

CIP-FENOFIBRATE

CIP-FENOFIBRATE, the Company’s lead compound, wakcensed from Galephar in November 2000.
CIP-FENOFIBRATE is a novel patented formulationtbé active ingredient fenofibrate, which is usedthe
treatment of Hyperlipidemia, a cholesterol disordétyperlipidemia is a condition characterized lighhlevels of
low-density lipoprotein (“LDL") cholesterol and/driglycerides (a type of fat found in the bloodfenofibrate is
known to lower LDL cholesterol and triglyceridesdaincrease high-density lipoproteins (“HDL"), knows “good
cholesterol”.

According to IMS, the Hyperlipidemia market in thleS. alone exceeds US$18 billion and is made up of
three primary groups of drugs: statins, fibrated e prescription DHA/EPA market. Fibrates havevpn to be
superior in lowering triglycerides and raising Hdvels. The use of fenofibrates has escalatedilsapi recent
years, with increased patient demand expectedritineee. The market for existing fenofibrate forations in the
U.S. exceeded US$2 billion during 2009, with prggins growing 15.2% over the previous year.

CIP-FENOFIBRATE is based on the Lidose deliverytsysand is subject to a patent in the United States
which was obtained in 1996, and a patent in Canatimh was allowed in the second quarter of 200&dch case
held by Galephar. CIP-FENOFIBRATE's novel oralrfaration is bio-equivalent to the super-bioavaiablicor
brand formulation which has been introduced in Ndktnerican markets. Biopharmaceutical studies Hzaen
completed comparing CIP-FENOFIBRATE to micronizedgro-coated forms of fenofibrate, such as Tricdiets
and Lipidil Supra® tablets, with excellent results.

During the first quarter of 2003, Cipher filed aDAN with the FDA in respect of CIP-FENOFIBRATE. In
January 2004, the Company received an approvatis feom the FDA for this NDA, only two and a haléars
after submitting the initial IND for this productln the letter, the FDA requested that Cipher, ptreceiving
approval, provide additional details and answerstjaes relating to chemistry, manufacturing anceléhg for the
product. The Company satisfied the requirementthénFDA's letter and final FDA approval was reeglvin
January, 2006. The drug was approved under tted lapofen™ in three unique dosages: 50 mg, 100and, 150
mg, with the 150 mg strength equivalent to Tricdf@ mg under fed conditions.

In April 2004, the TPD completed its review of tBempany’s drug submission and confirmed that there
were no outstanding issues. Final approval in Garfar CIP-FENOFIBRATE was granted under a Noti€e o
Compliance from Health Canada in February 2008p¥ohg the successful resolution of patent litigatiin

Cipher PharmaceuticalsInc.
2009 Annual Information Form



-6 -

Canada. During the second quarter of 2006, thegaoasncompleted an agreement with Oryx Pharmacédsitice.,
a privately-owned specialty pharmaceutical compémynarket and distribute CIP-FENOFIBRATE in Canada

CIP-FENOFIBRATE was introduced in select Canadiaarkats in the second quarter of 2007, which
resulted in Cipher’s first product revenues. Whifgs was a milestone event for the Company, theralv
opportunity in the Canadian market is small andgteduct is not anticipated to generate signifiaavenues for
Cipher.

In July 2007, Cipher entered into a licensing distdribution agreement with ProEthic Pharmaceuitat
(“ProEthic™) under which ProEthic was granted thelasive right to market, sell and distribute Lipof™ in the
United States. In the third quarter of 2008, PhiEtvas acquired by Kowa Company, Ltd., a multioadi
Japanese company actively engaged in manufactugimg trading activities in various fields, including
pharmaceuticals and life sciences. On Septemb2008, ProEthic changed its name to Kowa Pharmimedsit
America, Inc. (“Kowa”). Lipofen™ is the lead proctufor Kowa as it seeks to build its presence mithportant
primary care space.

The agreement with Kowa is for a period of ten gemmd they have the right to extend the term far tw
additional two year periods. Under the terms ef digreement, Cipher received a US$2 million uptfiimensing
payment and could receive additional milestone pays of up to US$20 million if certain net salegytds are
achieved. Cipher also receives a royalty on agreage of net sales, which escalates from the esdstto the mid-
twenties based on annual sales levels and the anwdupromotional effort by Kowa. Over the term tife
agreement, after product-related expenses are tetwnd including payments to Galephar, the Company
anticipates that it will retain approximately 50%revenue.

In late 2007, Kowa launched Lipofen™ 150 mg andr§capsules in the U.S. market with the full effort
of its sales and marketing teams. Monthly presoms have shown steady growth since the date uwfcla and
Cipher expects this trend to continue as Kowa m®ee penetration of the primary care physicianssitargeted
regions and expands its sales force. Since theaKawguisition, the number of sales reps has inetk&s two
hundred at the end of 2009, with further expangtanned in 2010 to support the launch of theirvaistatin
product LIVALO, in the second quarter of 2010.

CIP-TRAMADOL ER

CIP-TRAMADOL ER was in-licensed from Galephar imdary 2001. CIP-TRAMADOL ER is a novel,
sustained-release formulation of the active ingnediramadol, which is used for the management aderate to
moderately severe pain. Tramadol is a synthetioidpmolecule which was developed to have the arsdy
efficacy of the opioid family of drugs without theell-known side effects, including addiction. Trasol was
launched in the U.S. in 1995 by Johnson & Johnsodlaam® and reached over US$600 million in sgigsr to
the entry of brand generic competitors. AccordingMS, the U.S. market for extended release foatiihs of
tramadol exceeded US$0.2 billion which only repnesd.2% of the total tramadol immediate releaskextended
release prescription market. The total tramadalketaexceeded 27 million prescriptions in 2009 wath annual
growth rate in prescriptions of 6.2%.

CIP-TRAMADOL ER is enabled by oral controlled-redeabeads, a sustained-release drug delivery
technology licensed from Galephar. The novel fdation means that CIP-TRAMADOL ER delivers sustaine
release drug delivery properties, with once-daibgidg, supporting ease-of-use for physicians, ahih level of
compliance among chronic pain sufferers. Until llaench of Ultram ER in early 2006, pain suffergmgically
required 3 to 5 doses of tramadol per day. Whilgh€ is one of three companies with a once-dailged the
Company believes there is sufficient opportunityhia pain relief market for its sustained-releaaenadol capsule
due to the size of the market and CIP-TRAMADOL EPrsfile, including rapid absorption and no foodeef.

Patents for CIP-TRAMADOL ER have been submitted ®glephar and are currently pending. The
Company owns the global licensing rights to CIP-NR¥DOL ER. An IND was filed with the FDA on CIP-
TRAMADOL ER in January 2002 and six Phase | biopfegeutical and five Phase Il studies have been
completed.
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In the second quarter of 2005, the Phase Il shfdyie Company’s sustained-release analgesic traimad
was accepted under a Special Protocol Assessn@RA(). A SPA is an agreement between a trial spoasd the
FDA, which states that the trial design and staistnalysis meets the requirements of the FDAwodld support
a NDA submission. At that time the FDA indicatdatta successful outcome from this study, in coatimn with
the Company’s ongoing clinical work, would provigigfficient data to support a NDA submission. Sgosat to
that notification the FDA advised the Company tt&existing clinical data package for CIP-TRAMAD@®R met
the requirements to submit a NDA.

During the second quarter of 2005, the Company rtegopositive results from the 12-week efficacy
component of its long-term safety trial for CIP-TRADOL ER. In the study, CIP-TRAMADOL ER achieved
statistical significance for the targeted endpoiniuring the third quarter of fiscal 2005, the Gmamy completed
its 6-month and 12-month safety trials. The resfittm these studies, combined with the data fieenGompany’s
previously completed Phase lll trials, formed tlasib of its NDA with the FDA, as described below.

In January 2006, Cipher was advised by the FDA ibmtexisting clinical data package met the
requirements to file a NDA. While it was not reepd for the NDA, the Company decided to complesefiital
Phase Il efficacy trial (the 02.05 trial) to fuethsupport both the regulatory and commercial ssad CIP-
TRAMADOL ER. In September 2006, Cipher announcegliminary results from the study. While all thraetive
treatment groups in the study demonstrated a rigduat pain from baseline, the 02.05 efficacy réswlid not
achieve a statistically significant effect relatite placebo with respect to the primary endpoidt.higher than
anticipated placebo effect was observed in therobatm.

In June 2006 Cipher received notice from the FD#t the Company would not be required to complete a
Phase | trial to investigate the potential foriaichlly relevant interaction between CIP-TRAMAD@R and high
levels of alcohol.

The Company submitted a NDA to the FDA for CIP-TRABDIOL ER in late June 2006 seeking approval
to market CIP-TRAMADOL ER for the treatment of modte to moderately severe pain. The NDA contaats d
from six completed pharmacokinetic studies and Ftase Il studies (three of these providing pivetficacy data
and two providing long-term safety data). In Sepier 2006, Cipher's NDA for CIP-TRAMADOL ER was
accepted for review by the FDA under the standd&enbnth review period providing an action date ohyvs,
2007.

On May 3, 2007, Cipher received an approvable ridtiem the FDA pertaining to its NDA for CIP-
TRAMADOL ER. In its letter, the FDA indicated th@ipher's application is approvable subject tordsmlution of
certain issues, including a request for an addifi@dequate clinical trial to provide further effay data. In
subsequent discussions with the FDA, Cipher obthaterification on the question of efficacy. ThBA indicated
that the statistical methods used to analyze data Cipher’s clinical trials did not adequately aglkk missing data
relating to subjects who dropped out of the trials.

In December 2007, Cipher announced that it hadapgédhe position taken by the FDA in its approeabl
letter using the FDA'’s formal dispute resolutiomgess. In the written response, the Acting Dineofahe Office
of Drug Evaluation I, Center for Drug EvaluationdaResearch supported the Division’s approvabl®mctin a
subsequent discussion the FDA suggested an adalitstatistical sensitivity analysis of existingnitial data on
CIP-TRAMADOL ER as a means to potentially satidfig requirements for approval. As a consequengeeCi
suspended its appeal and conducted the addititatadteal analysis.

During the second quarter of 2008 the Company stiibana revised NDA to the FDA for CIP-TRAMADOL ERs
extended-release formulation of tramadol. Aftensidering feedback from the FDA appeal processtaadesults
of the additional statistical sensitivity analysif existing data suggested by the FDA, Cipher g@rdadvisors
concluded that submitting the revised NDA provided most expeditious path to final regulatory apptoThe
revised NDA includes data from additional pharmawcetc studies conducted by the Company comparitigy C
TRAMADOL ER to Ultram ER. The revised NDA was apted for review during the second quarter of 2008 a
Cipher originally expected the review to be comgdtg mid-October 2008.
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On June 17, 2008 Cipher announced that its re\Nd24 for CIP-TRAMADOL ER had been accepted for
review by the FDA.

On October 29, 2008 Cipher announced that additiima would be required for the FDA to complete it
review of the Company’s NDA for CIP-TRAMADOL ER whithe FDA inspected the facilities of the Company’
manufacturer and packager. These inspections eseenleted in January 2009.

See “Recent Developments” above for subsequeniaavents.
CIP-ISOTRETINOIN

Isotretinoin is used in the treatment of severeeadBIP-ISOTRETINOIN is based on the Lidose delyer
system and was in-licensed from Galephar in Jan2091l. The Company’'s marketing rights to CIP-
ISOTRETINOIN include the Americas and a majority tbé Pacific Rim. In Phase | clinical studies, I@&ps
innovative formulation demonstrated a significanimpetitive advantage in the treatment of severeglcérant
nodular acne compared with the brand original Aace® and the generic drugs on the market. CIP-
ISOTRETINOIN provides more consistent absorptiodemfed and fasted conditions. Cipher’'s formulatidfers
more consistent absorption day-in and day-out t¢ivercourse of a typical three- to five-month treainperiod.
According to IMS, the U.S. isotretinoin market eeded US$0.4 billion in 2009 and, if converted tarat dollars,
is estimated to be in excess of US$1 billion inweirsales.

In July 2004, the Company shared the findingsopitotal studies with the FDA. During the firstayter
of 2005, the Company met with the FDA and, basedhenfeedback, proceeded with an NDA submissiori¢chvh
was completed during the second quarter of 2065%eptember 2005, the Company received a Refusalettetter
from the FDA related to the eligibility of CIP-IS®RETINOIN as a 505(b)(2) application. Subsequenity,
October 2005, the NDA was accepted for review byAFD

In May 2006, Cipher received an approvable lettemfthe FDA for its CIP-ISOTRETINOIN NDA. In
the letter, the FDA requested that the Companyrpn receiving approval, provide additional clamicata and
further details relating to chemistry, manufactgrisnd controls (“CMC”) for the product. Cipher suilted its
response to the approvable letter in October 200i6hwwas accepted by the FDA in January 2007 amneplete,
Class 2 response for review by the FDA with ancsctate under the Prescription Drug User Fee ARDUFA”)
of April 27, 2007.

On April 27, 2007 the Company received a secondcaygle letter from the FDA pertaining to its CIP-
ISOTRETINOIN NDA. In the letter, the FDA indicatetat Cipher’s application was approvable subjecthe
resolution of two remaining issues. In additiorote question related to CMC, which the Companyrbagonded
to, the FDA has requested that Cipher provide adtdit safety data. In July 2007, the Company alepethe
position taken by the FDA in its approvable letiemg the formal dispute resolution process. QGifgubdmitted its
appeal and met with the FDA in July 2007. In tippeal response and subsequent discussions witkRDiAe
Cipher was encouraged to work closely with the §on should the Company or a potential licensingnea
choose to pursue a Phase Il safety study.

On August 6, 2008 Cipher announced that it hadredtéto a definitive development, distribution and
supply agreement with Ranbaxy Pharmaceuticals(fR®1”), a wholly owned subsidiary of Ranbaxy Labtaries
Limited, under which Cipher has granted RPI thdwestge right to market, sell and distribute CIP-TBRETINOIN
in the United States. Under the terms of the ages with RPI, Cipher received an initial upfrontleatone
payment of US$1 million. The agreement includeditémhal pre- and post-commercialization milestqagments
of up to US$23 million, contingent upon the achieest of certain milestone targets. Once the prbdkic
successfully commercialized, Cipher will also reeela royalty percentage in the mid-teens on nedssalln
addition, RPI will reimburse Cipher for the costssaciated with the clinical studies required toagbtFDA
approval, up to a predetermined cap. Any additideselopment costs associated with initial FDA rappl will be
shared equally. Cipher is responsible for all piddevelopment activities, including managementhef clinical
studies required by the FDA to secure NDA approvalipher is also responsible for product supply and
manufacturing, which would be fulfilled by its paetr, Galephar.
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In Q4 2008, a product patent was issued by theedn$itates Patent and Trademark Office for CIP-
ISOTRETINOIN. The patent includes claims relatedhe reduced food effect of CIP-ISOTRETINOIN relatito
currently marketed formulations.

See “Recent Developments” above for subsequeniaawvents.
Specialized Skill and Knowledge

The Company specializes in identifying, evaluatamgl selecting currently marketed drugs and comginin
them with proven drug delivery technologies. Byntining drug delivery technology with marketed dsu@ipher
can enhance the drug’s performance and charaateristproduce differentiated products. The Compaties on
its ability to design and conduct biopharmaceutaral clinical studies and navigate the regulat@tphyway in both
Canada and the U.S. By enlisting the support gegznced clinical trial, regulatory and legal caltents, the
Company is able to use expert knowledge to agsitd successful development of its products aadtbtection
of its intellectual property. Cipher has strengee its internal resources and may continue totalgshted senior
professionals to its team as needed to supporttgrow

Competitive Conditions

The Company’s drug development business will comfetth for in-licensing arrangements and for out-
licensing and end-market opportunities. The phasutical industry is intensely competitive and imtds a range
of players from large top-tier multinational compEnto a smaller group of mid-tier companies atarge number
of smaller, regional companies, often owned andaipd by researchers. The Company believes thmapetition
in the pharmaceutical industry will continue to riease as disease management and patient compbacoee
more important in the overall strategy of cost eimnent in the healthcare sector. In addition,rpiaa&eutical
companies are increasingly taking steps to exteadkemn exclusivity for their products by utilizingew drug
delivery technologies and then filing patents am thsulting new formulations. The Company’s dregelopment
competitors include Biovail, Labopharm, Ethypharfky Skyepharma, Nektar Therapeutics, Elan, Eurandbaand
originators. Most of the Company’s major drug depenent competitors have more experience in devaipp
products and obtaining regulatory approvals andynaae better capitalized.

The Company believes that its competitive strengticdude the sophistication and complexity of its
licensed technology, its cost effectiveness andewapplicability, management's expertise evaluatorgg
candidates and forming product licensing agreememxserience with clinical studies and regulatorgtters, and
the quality and reputation of its strategic pasgnand management team. Since the Company’s psduet
primarily currently marketed drugs to which new girdelivery systems are added to enhance the preduct
performance, the Company expects to have compressedopment timelines, lower development costsfaater
market penetration.

Economic Dependence

Cipher does not conduct independent basic res@dtlrespect to the drug delivery technologiesstéad,
the Company relies upon research and developmenkt @amducted by others as a primary source of deliyery
technology. To date, the sole provider of thisitedogy has been Galephar. While the Company eégpede able
to continue to identify technology or researchahii for licensing by the Company either from Ghbapor others,
there can be no assurance that this will occuriatke interim, the Company’s existing products @ependent on
the relationship with Galephar. See also “Riskiéiac— Dependence on Strategic Partnerships amh&ées”.

Employees
At December 31, 2009, the Company had thirteen-tifué employees and two full-time contract

employees. The Company also uses a number ofrsemisultants hired on a contract basis and outssuits
clinical development program to various CROs.
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Liquidity and Capital Resources

The development of pharmaceutical products is acqe® that requires significant investment. The
Company expects to incur research and developm@einges, including expenses related to additiopetsonnel
and clinical trials. The Company also expects tisageneral and administrative expenses will iaseein the future
as it expands its business development activitgs adfrastructure and incurs additional costs innextion with
being a public company, including directors’ anficafrs’ insurance, investor relations programs prafessional
fees.

The Company’s future capital requirements will degp®n a number of factors, including the continued
progress of its research and development of prodantidates, the timing and outcome of clinicahl¢riand
regulatory approvals, payments received or madesmufidensing or other collaborative agreements, dbsts
involved in preparing, filing, prosecuting, maimtiig, defending and enforcing patent claims anemiftellectual
property rights, defending against patent infringamclaims, the acquisition of licenses to new potsl or
technologies, the status of competitive producid e success of the Company in developing and taiaing
markets for its products and services.

The execution of distribution and supply agreemevita Kowa and Ranbaxy has provided an additional
source of funds for the Company. Both agreemessslted in up-front payments and royalties havenbieeeived
under the Kowa agreement since the first quarte20ff8. Both agreements also provide for ongoinkgstone
payments based on the achievement of developmehttammercialization milestones and there are minmimu
performance undertakings in the Kowa agreementdgalty payments. In addition, a US$1 million pamhwas
received from Kowa in Q2 2009 in return for thetj@rwaiver of a non-compete covenant in the lidegsand
distribution agreement for Lipofen.

As at December 31, 2009, the Company had cashprbgimately $9.0 million. The Company expects
these funds will be sufficient to fund current puotildevelopment and operating costs. The Compapgats to
incur losses from continuing operations for therrigture.

RISK FACTORS
Recent and Anticipated Future Losses

Cipher is a drug development company and, duegméture of its operations, expects to continuador
losses from operations for the near future, whitlhurn may impact future operating performance Wwhitay, in
turn, cause the market value of the Company’s comshares to decline.

Except for CIP-FENOFIBRATE, the Company’s produats in the pre-commercialization or development
stage and, accordingly, its business operationssalgect to all the risks inherent in the estalisht and
maintenance of a developing enterprise.

Applicability of Patents and Proprietary Technology

Competitors may have filed patent applicationshold issued patents, relating to products or prsEes
competitive with those the Company will developheTCompany’s patent applications for a product matybe
approved or approved as desired. The patentedftimpany’s competitors may impair its ability  lalisiness in
a particular area. Others may independently deveilmilar products or duplicate any of the Companyipatented
products. The Company’s success will depend, iy, pa its ability in the future to obtain patengsptect trade
secrets and other proprietary information and dpewathout infringing the proprietary rights of etts. Patent
protection is uncertain and involves many compkegal, scientific and technical questions. The degsf legal
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protection afforded under patents is unclear. Assalt, the scope of patents issued to the Compaitg partners
may not successfully prevent third parties fromedeping similar or competitive products.

The Company will enter into confidentiality agreente with its employees, suppliers and vendors.
However, these confidentiality agreements may leadired, and the Company may not have adequate ie=nfed
such breaches. Others may independently develtystantially equivalent proprietary information vatht
infringing upon any proprietary technology belorgyiio the Company. Third parties may otherwise gaicess to
the Company’s proprietary information and adoj & competitive manner.

Patent Litigation

There has been substantial litigation in the phasuatcal industry concerning the manufacture anpku
of novel versions of existing drugs that are thieject of conflicting patent rights. When a drug/eleper files an
NDA, it is required to certify to the FDA that amatent which has been listed with the FDA as coxgthe
branded product has expired, the date any sucimtpatt expire, or that any such patent is invadidwill not be
infringed by the manufacture, sale or use of the daeug for which the NDA is submitted. Approvalaf NDA is
not effective until each listed patent expiresgegslthe applicant certifies that the patents arénfringed or invalid
or so notifies the patent holder and the holdahefbranded product NDA. A patent holder may @k a notice
of non-infringement or invalidity by suing for pateinfringement within 45 days of receiving noticdf the
applicant is challenged, the FDA is precluded layuge from granting approval to the applicant uthté earlier of
30 months after the filing of the legal suit, aalicourt decision of non-infringement or patentalidity or a court
decision which abbreviates the 30-month stay periddhallenges of this type are not uncommon. Simil
procedures exist in Canada under the Patented Mediéct (Notice of Compliance Regulations).

Third parties own patents relating to product folations. Claims by these companies that Cipher
infringes their proprietary technology may resuit liability for damages or may delay the developtnand
commercialization of Cipher's products. In the phaceutical industry, it is not uncommon for coniipes$ to
advance such claims for strategic purposes. Agthananagement of the Company believes that thdtédevino
further litigation with respect to the patents whigere the subject of the litigation discussed abélvere can be no
assurance as to this fact. Furthermore, therébeamo assurance that additional patent or othigation will not
arise in connection with any of the Company’s cuiri@r future products or product candidates. QGulyethere is
no ongoing litigation against the Company. Palitigation, with or without merit, is time-consungirand costly
and may significantly impact the Company’s finahaandition and results of operations, even if Gempany
prevails.

Product Approval Process

The Company currently has one approved producttandproducts pending FDA regulatory approval.
The Company has filed with the FDA three INDs ahké NDAs for these products. FDA approval may bt
granted in a timely manner or at all for some @fsth products, which would have a material advefseten the
Company’s business. Approvals may be refused lalydd for a number of reasons, including the resnént for
additional clinical studies or the challenges dfices of infringement by patent holders. Challengkthis type are
not uncommon and may delay NDA approval by up tor@dths.

Marketing of Products

All of the Company’s products will be marketed byirdl parties by way of licence arrangements or
otherwise. Any such arrangements may not be dlailan commercially reasonable terms. Even if piadg#e and
timely marketing arrangements are available, thedpets the Company develops may not be acceptdtein
marketplace, and even if such products are injtialtcepted, sales may thereafter decline. Additipnthe
Company'’s clients or marketing partners may makpoiant marketing and other commercialization dens
with respect to products it develops without therpany’s input. As a result, many of the varialitest may affect
the Company’s revenues, cash flows and net incomemat be exclusively within its control.
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Meeting Projected Timelines

The timing of completion of clinical trials, anfpzted regulatory approvals, pricing approvals, iobig
reimbursement codes or the timing of product laumay vary due to factors such as delays or sethizckise
conducting of the Company’s clinical trials, regaly approvals or in the manufacturing and marlkgtoi an
approved product. If the Company does not meetiritglines within the projected timeframe, the Camgs
business and financial results could be materadiyersely affected. Also, a delay in the launch pfoduct could
negatively impact overall revenues and profitapiliclating to the product, particularly because @mmpany’s
products are expected to have an average lifesparta10 years, which is considerably shorter tttemnaverage
lifespan of new chemical entities.

Product Liability and Insurance

Drug development involves the testing of approved axperimental drugs on human subjects. Such
studies create a risk of liability for personaluiryj or death to participants as a result of an paeted adverse
reaction to the tested drug or as a result of geglie or misconduct. Furthermore, the adminisimatif drugs to
humans after marketing clearance is obtained caultrm product liability claims. Although the Cqany carries
insurance that it believes is adequate for the syafeclinical studies it conducts, there can beassurance that
insurance will be adequate or will continue to bailable on terms acceptable to the Company. &g will
generally not protect the Company against certhits @wn actions such as negligence.

Dependence on Strategic Partnerships and Licensees

The Company’s success depends, in large measurigs ability to conclude in-licensing, development,
manufacturing and marketing and distribution agrests1 with other pharmaceutical companies. Cuygetiie
Company’s entire product pipeline is in-licensemhirGalephar. If the Company breaches its undeglgigreement
with Galephar, including failing to meet specifiedntractual timelines related to the drug developrend
commercialization process, Galephar could termitizgeagreement in its entirety, or with respecany particular
product.

Factors that may affect the success of the Compasgllaborative efforts with pharmaceutical company
partners include the following:

¢ the Company’s partners may be pursuing alterndaéebnologies or developing alternative products,
either on their own or in collaboration with othetisat may be competitive with the products as to
which they are collaborating with the Company, whicould affect their commitment to the
Company’s product development efforts;

¢ the Company'’s technology partners may not be abkdequately supply its products in commercial
guantities, which would adversely affect revenues;

* reductions in marketing or sales efforts or a disicmation of marketing or sales of the Company’s
products by its commercial partners may reduceréutavenues, which will be based on a percentage
of net sales by these partners; and

¢ the Company’s partners may terminate their collatbons with the Company, which could make it
difficult for the Company to attract new partnersadversely affect how the Company is perceived in
the business and financial communities.

The development of pharmaceutical products is age®that requires large investments and can ks y
to complete. Projects can be abandoned along dlyeowregulatory authorities can refuse to approes products.
With respect to projects the Company initiates, @mnpany will attempt to minimize risk through thuglicious
selection of product candidates and by focusingrgaroving products that have already been marketed.
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Concentration of Revenue

A significant proportion of the Company's revensieérived from one customer. The loss of thats®of
revenue for any reason would have a significantaichpn the future cash flow and the financial posif the
Company.

Substantial Competition and Rapid Technological Chage

The Company competes to obtain licenses for newdyms and competes to secure distribution channels.
Moreover, the Company’s products compete with opfneducts.

The pharmaceutical industry is subject to rapid awdbstantial technological change. The patents
protecting the active ingredients for the prodwettgently in the Company’s product pipeline havpieed. In order
to obtain commercial benefits from the Company’sdocts, the Company will rely on proprietary druglicery
systems. The Company’s products will face intecm@petition from conventional forms of drug deliyerystems
and from delivery systems which are similar to th@veloped by the Company. The Company will compéth
companies in North America and abroad, includingompharmaceutical and chemical companies, reseanch
development firms, universities and other researstitutions.

Many of the Company’s competitors have greatemiina resources and market capabilities, have great
experience in the area of drug development and kyaeater experience in obtaining FDA and other laguy
approvals. The Company’s competitors may succeedeieloping technologies and products that areemor
effective or cheaper to use than any productsttieaCompany may develop or licence. These devedopsrcould
render the Company’s technologies and productsletesor uncompetitive, which could have a matesidverse
effect on its business and financial results. €hmsmpetitors could also be viewed as more favdenadrtners to
licensors and/or distributors.

The Publication of Negative Results of Clinical Trals May Adversely Impact the Company’s Products

From time to time, studies or clinical trials onrieais aspects of pharmaceutical products, including
product’s active ingredient, are conducted by acadeesearchers or others, including governmenheigs. The
results of these studies or trials, when publishealy have a significant effect on the market fa piharmaceutical
product that is the subject of the study. The jgalibn of negative results of studies or clinit#@ls related to the
Company’s products, an active ingredient in the @any's products, or the therapeutic areas in whiah
Company’s products compete could adversely affecttompany’s sales, the prescription trends foChmpany’s
products and the reputation of the Company’s prtsduln the event of the publication of negativeules of studies
or clinical trials related to the Company’'s prodycan active ingredient in the Company’s products,the
therapeutic areas in which the Company’s produzispete, the Company’s business and financial iesoltld be
materially adversely affected.

Capital Needs

The Company will have a need for capital resoutoeind both anticipated future operating lossed an
capital expenditures. It is anticipated that themPany will expend significant amounts to fund ezsk and
development activities in order to develop new piaid and, to a lesser degree, to complete exiptiogucts under
development. It is anticipated that these expenekt will cause the Company to incur operatingdesand cash
flow deficiencies for the near future and until sutme as sales of the Company’s products by iteraercial
partners generate sufficient additional revenu&s.noted above, as at December 31, 2009, the Contpach cash
of approximately $9.0 million. In addition, thelsaf Pharma Medica included a deferred paymer@domillion,
which is payable to the Company in equal annuahingents over five years. One payment of $0.8ionilfemains
to be received from Pharma Medica in January 00200he Company is now generating commercial regdram
its first product which provides a source of caklwffunding. During 2009 the Company generateérlgng
revenue of $3.2 million and the cash generated fthese revenues helped to offset the net cash fbom
operations.
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The Company expects the cash on hand at Decemb&08@ will be sufficient to fund current product
development and operating costs. However, devedoprmosts may exceed the Company’s expectations and
additional funding may be required for the develepimof the Company’s current products in developntan
additional products in-licensed from its currenthieology partner or other technology partners. hédigh the
Company believes that it could obtain additiongbitzd through future equity or debt financing, theran be no
assurance that it will be able to do so on termegptable to the Company or at all. If the Compamye unable to
obtain sufficient additional capital the developinen its existing principal products and/or additid products
could be disrupted, which could have a materiakasty effect on its business and financial results.

Key Personnel and External Collaborators

The Company’s product development capacity willeteh to a great extent, on its ability to attraatl a
retain highly qualified staff. The competitiontime industry in which the Company operates is \wetgnse. The
Company’s success will be highly dependent uponségior officers, its scientific personnel as wa#l its
consultants and collaborators. The loss of keyleyags or collaborators, if any, could compromise pace and
success of the Company'’s product development.

Government Regulation and Regulatory Approval

Although the Company has obtained regulatory apgrav the United States and Canada for its lead
product, there is no assurance that it will rece®gulatory approvals in one or more significantkets for the
other two products in development or for its futpreducts. Failure to obtain necessary regulaapgrovals may
adversely affect the Company’s business, finaramabition or results of operations.

The Company’s regulatory strategy is to seek apgrdrom the FDA through the 505(b)(2) NDA
approach. Under this approach, a Company neetepett studies conducted by the brand originamnelver, it
does not preclude the FDA from requesting thah&rstudies be done.

The cost of obtaining and complying with governmeegulation can be substantial. Government
authorities in the United States, Canada and caabpm@uthorities in foreign countries regulate thgearch and
development, manufacture, testing and safety ofrmpheeutical products as well as the approval and
commercialization of such products. The regulaiapplicable to the Company’s existing and futiadpcts may
change. There can be long delays in obtainingiredjiclearances from regulatory authorities in aoyntry after
applications are filed. Government agencies inthded States, Canada and other countries in whhiefCompany
intends to carry on business regulate pharmacéypicaducts intended for human use. Regulationsuireq
extensive clinical trials and other testing andegowment review and final approval before the Corgpzam market
its products.

Requirements for approval vary widely from courtipycountry outside of the United States and Canada.
Whether or not approved in the United States ora@anregulatory authorities in other countries naggirove a
product prior to the commencement of marketinggheduct in those countries. The time required litaim any
such approval may be longer or shorter than irinked States and Canada.

Any failure or delay in obtaining regulatory appats/could adversely affect the market for any potsiu
the Company develops and therefore its businessltseof operations, financial condition and cdekv$.

Furthermore, the manufacturing, packaging, labgllihandling, distribution, importation, exportatjon
licensing, sale and storage of the Company’s prisdare affected by extensive laws, governmentallagigns,
administrative determinations, court decisions amthilar constraints. There can be no assurance thea
Company’s third party distributors and manufactsigne in compliance with all of these laws, regotat and other
constraints. Failure to comply with these lawsjutations or other constraints or new laws, regumat or
constraints could lead to the imposition of sigrafit penalties or claims or withdrawal of marketapgprovals, as a
result of which the Company’s business and findmeisults could be materially adversely affecténl addition, the
adoption of new laws, regulations or other consteadr changes in the interpretation of such remoénts may
result in significant compliance costs that covdddassed on to the Company by its distributors amufacturers or
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lead the Company to discontinue product sales aayl lmave an adverse effect on the marketing of thagany’s
products, resulting in significant loss of sales.

Dependence on CROs

The Company’s contract research organization pesgi‘CROs”) depend on strict government regulation
of the pharmaceutical research process, partigularthe United States, where there has been ancong trend
towards increased regulation. Any changes in e, including a relaxation in regulatory requients or the
introduction of a simplified drug approval proceelucould materially and adversely affect the demgomdthe
services offered by the Company. The failure iy @ompany or its CROs to comply with applicableutations
could result in the termination of ongoing reseaochthe disqualification of data for submission regulatory
authorities. Furthermore, the issuance of a natfdéding by the FDA to either the Company or #sppliers based
upon a material violation by the Company or itsgigps of GCP standards or GLP standards could nma#yeand
adversely affect the Company.

The Company'’s ability to complete its clinical tsds also dependent on the financial viabilityitefCROs
as any discontinuation of a CRO’s business coulaydar disrupt the completion of clinical trials.

Third-Party Reimbursement for the Cost of Products

The Company’s ability to successfully market it®gucts and product candidates, if FDA approval is
obtained, depends, in part, on whether approprigtebursement levels for the cost of the producis elated
treatments are obtained from government authoréies$ private health insurers and other organizatisnch as
Health Maintenance Organizations (“HMOs") and Magd@are Organizations (“MCOs").

In Canada, patented pharmaceutical products ajeciub price control by the Patented Medicine &sic
Review Board. Third-party payers increasingly traje the pricing of pharmaceutical products. ddi@on, the
trend toward managed healthcare in the United §tdte growth of organizations such as HMOs and l@ad
legislative proposals to reform healthcare and guwent insurance programs could significantly iefiage the
purchase of pharmaceutical products, resultingoiwel prices and reduction in product demand. Scmét
containment measures and healthcare reform cofddtahe Company’s commercial partners’ abilitystll its
products and may have a material adverse effeits dnusiness, results of operations and finanaabi@ion.

Uncertainty exists about the reimbursement statfisnewly approved pharmaceutical products.
Reimbursement in the United States, Canada or dtiteign countries may not be available for somethaf
Company’s products. Any reimbursement granted matybe maintained or limits on reimbursement abddla
from third-party payers may reduce demand for,egatively affect the price of, those products. Sehissues could
have a material adverse affect on the Company’snbss, results of operations and financial conditioThe
Company is unable to predict if additional legiglator regulation impacting the healthcare industrythird-party
coverage and reimbursement may be enacted in theefior what effect such legislation or regulatieould have
on the Company’s business. The Company intendglyosolely on its distributors to work with the ymas to
obtain reimbursement codes and to obtain pricifgy@gls in the relevant jurisdictions.

Successful Strategic Investments

Economic, governmental, industry and internal comypiactors outside the Company’s control affectheac
of the companies in which the Company may invegtastner with. If these companies do not succtedyalue of
the Company’s assets and the market price of thep@ay’s common shares could decline. Some of thienmal
risks relating to the companies in which the Conypasay invest in, or partner with, include:

¢ the ability of these companies to successfully igvand manufacture the products which serve as the
basis of the Company’s investment;
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¢ the ability of competitors to develop similar or maceffective products, making the drugs developed
by the companies in which the Company investsdiffior impossible to market;

¢ the ability of these companies to adequately sepatents for their products that do not infringe
existing patents and protect their proprietaryiinfation;

¢ the ability of the companies to remain technolodjjcaompetitive, and the dependence of these
companies upon key scientific and managerial persipand

¢ the ability of these companies to remain finangiaiable.

The Company will have limited or no control ovee tlesources that any company in which it investg ma
devote to developing products in collaboration vilile Company. Any company in which the Companyesgts
may not perform as expected. These companies meagclp or terminate their agreements with the Commain
otherwise fail to conduct product discovery andaelegment activities successfully or in a timely man If any of
these events occur, it could have a material adwefifect on the business carried on by the Company.

Development Goals and Time Frames

The Company sets goals for and makes public statismegarding timing of the accomplishment of
objectives material to its success, such as thearemement and completion of clinical trials, apéted regulatory
approval dates, and the timing of product launchBse actual timing of these events can vary driait due to
factors such as delays or failures in Cipher’sictihtrials, the uncertainties inherent in the fdatuy approval
process, and delays in achieving product developmmanufacturing or marketing milestones necesgary
commercialize its products. There can be no assarthat the Company'’s clinical trials will be cdetpd, that it
will make regulatory submissions or receive reguiatapprovals as planned, or that it will be aloletihere to its
current schedule for the scale-up of manufactuaing launch of any of its products. If Cipher fadsachieve one
or more of these milestones as planned, it coula llamaterial adverse effect on the business daaieby the
Company.

Possible Dilution of Shareholders

The Company generated its first product revenue®v, including the up-front licensing fee andaiby
revenues from Kowa. The timing of generation araynitude of future revenues is uncertain. The Gomihas
limited financial resources and has financed iterapons to date primarily through the sale of siées,
specifically, common shares. The Company will néedontinue its reliance on the sale of such sgesrfor
future financing, resulting in dilution to its ekizg shareholders. Cipher's long-term capital regyoents will
depend on many factors, including continued sdiertrogress in its product discovery and developinprogram,
progress in its pre-clinical and clinical evaluatiof products and product candidates, time and resgp@ssociated
with filing, prosecuting and enforcing its patetdims and costs associated with obtaining regufadpprovals. In
order to meet such capital requirements, Ciphdrasitsider contract fees, collaborative researchdavelopment
arrangements, public financing or additional péveihancing (including the issuance of additiorgligéy securities)
to fund all or part of its particular programs.

The Company’s business, financial condition andlteof operations will depend on its ability totain
additional financing which may not be available e@nthvourable terms, if at all. The Company’s ipiio arrange
such financing in the future will depend in parboghe prevailing capital market conditions as vasllits business
performance. If Cipher's capital resources areaggted and adequate funds are not available, Ciphgrhave to
reduce substantially or eliminate expendituregésearch and development, testing, production aartteting of its
proposed products, or obtain funds through arraegeésnwith corporate partners that require it tingelish rights
to certain of its technologies or products.
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Securities are Subject to Market Price Volatility

Market prices for the securities of pharmaceutimadl biotechnology companies have historically been
highly volatile and the market has, from time todi experienced significant price and volume flatiins that are
unrelated to the operating performance of particatampanies. Factors such as fluctuations in theygany’'s
operating results, the aftermath of any public ameements made by the Company, concern as to fisily s any
drugs developed by the Company, and general madketitions, can have an adverse effect on the mariae of
the Company’s securities.

Significant Shareholders

A director of the Company, Dr. John D. Mull own$®8,299 of Cipher’s outstanding Common Shares.
Those Common Shares represent 40% of the totalaodisg Common Shares. If Dr. Mull was to sell inierest
in the Company into the public market, or everhd tmarket was to perceive that such a sale may osech event
might lower the market price of the Common Shares.

Corriente Master Fund, LP owns 4,807,100 Commoneshaepresenting 19.98% of the total outstanding
Common Shares.

DIVIDENDS

The Company has not declared or paid any divideimse incorporation and has no present intention to
declare or pay any dividends in the foreseeabladut Any decision to declare or pay dividends lm €ompany’s
shares will be made by its board of directors bagesh the Company’s earnings, financial requiresamid other
conditions existing at such future time.

DESCRIPTION OF CAPITAL STRUCTURE

The Company’s authorized capital consists of aimmitdd number of common shares and an unlimited
number of preference shares, issuable in seriegdh case without nominal or par value.

The following is a summary of the rights, privilegeestrictions and conditions attaching to the mm
shares and preference shares.

Common Shares

The Company is authorized to issue an unlimited bemof common shares. The common shares rank
junior to the preference shares. Holders of comstwres are entitled to receive notice of andtendtall annual
and special meetings of the shareholders of thep@og other than separate meetings of holdersybtrer class
or series of shares, and to one vote in respeeadf common share held at such meetings. Holdersnomon
shares are entitled to receive dividends if, as\ahen declared by the board of directors of the Gamy and to
receive pro-rata the remaining assets of the Cogynppon its liquidation, dissolution or winding-ugybject to the
rights of holders of preference shares and anyrafhss or series of shares of the Company havwiiogity over the
common shares. As at March 24, 2010, there wel@2a4878 common shares issued and outstanding.

Preference Shares

The preference shares are issuable in series aredshigh rights, restrictions, conditions and litiitas as
the board of directors of the Company may from tbméime determine. The preference shares ranioisenthe
common shares with respect to the payment of dialdeor on any distribution of assets of the Compamythe
liquidation, dissolution or winding-up of the Conmya Holders of preference shares are not entitececeive
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notice of or to attend or vote at any meeting &f shareholders of the Company, except as requirdavih As at
March 5, 2010, no preference shares are issuedwstanding.

MARKET FOR SECURITIES

The common shares of the Company trade on the Tlérithe symbol “DND”. The following table sets
forth the reported high and low prices and theitrgqdolume for the periods indicated:

Toronto Stock Exchange ($CDN)

Month (2009) High Low Volume
January $0.85 $0.41 38,784
February $0.82 $0.60 35,281
March $0.68 $0.40 103,620
April $0.63 $047 22,500
May $1.00 $0.45 41,300
June $0.70 $0.50 81,750
July $0.90 $0.57 66,175
August $0.86 $0.65 33,025
September $0.85 $0.60 39,775
October $0.58 $0.58 7,700
November $0.60 $0.46 95,700
December $0.58 $0.43 87,010
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DIRECTORS AND OFFICERS

Set out below is information with respect to theediors and executive officers of the Company:

Name and
Province/State of Residence

Position

Director Since

Principal Occupation

WILLIAM C. GARRIOCK *
Ontario, Canada

JOHN D. MULL, M.D., F.R.C.P. (C)

Ontario, Canada

GERALD P. McDOLE?
Ontario, Canada

STEPHEN R. WISEMAN, CA.
Ontario, Canada

STEFAN AIGNER, M.D.#
Pennsylvania, U.S.A.

WILLIAM D. CLAYPOOL, M.D. ®

Pennsylvania, U.S.A.

LARRY ANDREWS
Ontario, Canada

NORMAN EVANS, CA.
Ontario, Canada

JASON GROSS
Ontario, Canada

JOHN MACINNIS

Chairman and
Director

Director

Director

Director

Director
Director

President and Chief
Executive Officer

Chief Financial
Officer and Secretary

Vice President,
Scientific Affairs

Vice President,

Feb. 23, 2004

Jan. 9, 2004

Feb. 23, 2004

Aug. 3, 2005

Dec. 6, 2007

Nov. 3, 2009

Professional company directg
President, Garry Oaks Advisory

Retired. Former Chairman o
the Company and former
Chairman of CML Healthcare
Income Fund

Retired. Former Presidadt a
Chief Executive Officer of
AstraZeneca Canada Inc.’s
pharmaceutical operations

Retired. Former partner of
Taylor Leibow LLP, Chartered
Accountants

CEO, Inspirion Delivery
Technologies, LLC

Senior Partner, Pennmark
Associates, LLC

President and Chief Executive
Officer of Cipher

Chief Financial Officer and
Secretary of Cipher

Vice President, Scientific
Affairs of Cipher

Vice President, Portfolio

-

Ontario, Canada Portfolio Development and Licensing of
Development and Cipher
Licensing

1 Mr. Garriock was appointed Chairman of the BaamdOctober 16, 2007, replacing Dr. John Mull whatoaues to serve

as a director. Mr. Garriock is also Chair of thenlNnating and Governance Committee and a memb#reoAudit and
In April 2001, Mr. Gazkimssumed the role of Director, Chair and actingsident of

Compensation Committees.

Ultravision Inc. to assist in the turnaround of ttempany. He ceased to be acting President shibrteafter and

resigned as Chair and Director in July 2002. Wisian Inc. subsequently filed a notice of inteatrhake a proposal
under the Bankruptcy and Insolvency Act (Canada) made an assignment under the Bankruptcy andviersoy Act

(Canada) in September 2002.

2
Governance Committee
3
Compensation Committee.
4
Committee.
5

Committee.

Cipher PharmaceuticalsInc.
2009 Annual Information Form

Mr. McDole is the Chair of the Compensation Cotteel and a member of the Audit Committee and theniNating and

Mr. Wiseman is the Chair of the Audit Committeela member of the Nominating and Governance Caeenénd the

Dr. Aigner is a member of the Audit Committeee tNominating and Governance Committee and the Cosapien

Dr. Claypool is a member of the Audit Committéee Nominating and Governance Committee and thep@osation



-20 -

All of the directors and executive officers of tiempany have been engaged for more than five years
their present principal occupations or in other acdies with the companies with which they currgntiold
positions with the exception of Stefan Aigner whaswa corporate officer of Alpharma, Inc. from 2@0&/1ay 2008
and, prior to 2006 was a corporate officer of ReliBharmaceuticals, Inc., William Claypool who wa®sident,
CEO and Chairman of Phoenix Data Systems Inc. ffarmuary 2001 to March 2008, Norman Evans who poior
joining the Company in March 2007 was Vice-Presideimance with MDS Pharma Services, Jason Gross who
prior to joining the Company in June 2006 was VenmtBartner and Vice-President, Scientific AffaitsMDS
Capital Corp. and John Maclnnis who prior to joqithe Company in October 2008 was VP Business Dpwant
at Kromite, LLC from June 2007 to September 200&dative VP of Business Development at Drug Roy&lbyp.
from October 2005 to March 2007 and Disease Areat&fy Director at Novartis Global Marketing thrbuduly
2005.

The current directors and executive officers asoag (ten persons) beneficially own or controledtty or
indirectly, 9,748,399 of the outstanding commorresaf the Company (40.5%).

The term of office of all directors of the Compamyll expire at the next annual meeting of the
shareholders of the Company to be held on April224,0.

LEGAL PROCEEDINGS

There has been substantial litigation in the phasutcal industry concerning the manufacture anpku
of novel versions of existing drugs that are thieject of conflicting patent rights. When a drugeleper files an
NDA, it is required to certify to the FDA that ampatent which has been listed with the FDA as coxgthe
branded product has expired, the date any sucitpatk expire, or that any such patent is invadidwill not be
infringed by the manufacture, sale or use of the daeug for which the NDA is submitted. Approvalaf NDA is
not effective until each listed patent expiresgegslthe applicant certifies that the patents arénfringed or invalid
or so naotifies the patent holder and the holdghefbranded product NDA. A patent holder may @male a notice
of non-infringement or invalidity by suing for pateinfringement within 45 days of receiving noticdf the
applicant is challenged, the FDA is precluded layuse from granting approval to the applicant utiité earlier of
30 months after the filing of the legal suit, adfitourt decision of non-infringement or patentalidity, or a court
decision which abbreviates the 30-month stay periGtallenges of this type are not uncommon. Faescription
of the legal proceedings to which the Company wasygn the 2009 fiscal year, see “General Develephof the
Business”, above.

TRANSFER AGENT AND REGISTRAR

The Company’s registrar and transfer agent is CN€llon Trust Company at its principal office in
Toronto, Ontario.

MATERIAL CONTRACTS

The following are the material contracts, othernttwmntracts in the ordinary course of business, and
material contracts in the ordinary course of bussnequired to be listed, that were entered intthbyCompany in
2009 or prior to 2009 and are still in effect:

Master Licensing and Clinical Supply Agreement

In February 2002, the Company entered into a mditensing and clinical supply agreement with
Galephar (the “Master Licensing and Clinical Supfpbyreement”). Pursuant to the Master Licensing @fidical
Supply Agreement, Galephar granted the Compangemse to package, test, obtain regulatory apprandior
market certain pharmaceutical products in certaioggaphical areas more particularly described énatpreement.
The license gives the Company the right to condilctudies and tests required by the FDA and otbgulatory
authorities in the geographic area where the phegoiacal product is being packaged, tested, appr@red/or
marketed, as well as the right to prepare, file pnosecute any regulatory submissions for appravaduch
geographic area. The license granted for eachhpdwgutical product is of perpetual duration andrisexclusive
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license in the relevant geographic area and a wolugive license in other geographic areas mordicpdarly
specified in the agreement.

Lipofen™ Distribution and Supply Agreement

In July 2007, Cipher entered into a licensing aistfidhution agreement with ProEthic Pharmaceutitats
(“ProEthic™) under which ProEthic was granted thelasive right to market, sell and distribute Lipof™ in the
United States. ProEthic was subsequently acquigeowa Company, Ltd. and its name was changedaw&
Pharmaceuticals America, Inc. (“Kowa”). The agreeinis for a period of ten years and Kowa has ttlet ito
extend the term for two additional two year perioddnder the terms of the agreement Cipher receivé&iS$2
million up-front licensing payment and could reeeadditional milestone payments of up to US$20iomlbased
on the achievement of certain net sales targeiphe€Cis also entitled to receive a royalty on acpatage of net

sales, which escalates from the mid-teens to thd:twienties based on annual sales levels and theeelanf
promotional effort by Kowa.

CIP-ISOTRETINOIN Distribution and Supply Agreement

In August 2008, Cipher entered into a developmdigiribution and supply agreement with Ranbaxy
Pharmaceuticals Inc. (“RPI”), a wholly owned suleig of Ranbaxy Laboratories Limited, under whiclpl@r
granted RPI the exclusive right to market, sell afistribute CIP-ISOTRETINOIN in the United Statdts
territories and possessions. Under the termseo&tiieement with RPI, Cipher received an initidtamt milestone
payment of US$1 million. The agreement includeditiwhal pre- and post-commercialization milestopagments
of up to US$23 million, contingent upon the achieest of certain milestone targets. Once the prbdkic
successfully commercialized, Cipher will also reeea royalty in the mid-teens on net sales. Inteaid RPI will
reimburse Cipher for the costs associated with diiréical studies required to obtain FDA approvah t0 a
predetermined cap. Any additional developmentscassociated with initial FDA approval will be sbarequally.

Cipher is responsible for all product developmartivities, including management of the clinical dis required
by the FDA to secure NDA approval.
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AUDIT COMMITTEE INFORMATION

The Audit Committee was formed on March 2, 2004 @aurrently composed of Messrs. Stephen
Wiseman (Chair), William Garriock, Gerald McDoleefan Aigner and William Claypool. All of the conittee
members have been determined by the Board to lepgendent” directors within the meaning of Multal
Instrument 52-110 — Audit Committees. The Board &Bo determined that all members of the Audit Gittee
are “financially literate” as defined in the Audibmmittee Charter. A copy of the Audit Committeetsarter is
attached hereto as Schedule “A”.

Relevant Education and Experience of Audit Committe Members

The following is a brief summary of the educatiom &xperience of each member of the Audit Committee
relevant to the performance of his responsibilgyaamember of the Committee.

Name of Audit Committee Member Relevant Education and Experience

Stephen Wiseman (Chair) Mr. Wiseman is ChairmathefBoard of Trustees of CML HealthCare
Income Fund. Until recently, he was a partner afldr Leibow LLP,
the largest independent accounting firm in the tgre&amilton and
Burlington region. Mr. Wiseman is a member of @&nadian Institute
of Chartered Accountants and the Institute of Gliadt Accountants of
Ontario. In addition, he holds a CMA designatioonfi the Society of
Management Accountants of Ontario and a CFE deSamdrom the
Association of Certified Fraud Examiners. He edries MBA from
McMaster University and Bachelor of Commerce andstdia of Arts
(Economics) degrees from the University of Ottawdr. Wiseman
serves as Chairman of the Audit Committee.

Gerald McDole Mr. McDole holds a B.Sc. and a cixdife of Business Management
from the University of Manitoba, an MBA from SimoRraser
University, and a business administration diplonaarfthe University of
Toronto. Mr. McDole’s experience includes actingPassident and CEO
of AstraZeneca Canada Inc.’s pharmaceutical omeraitand leading the
merger of Astra Pharma Inc. and Zeneca PharmaPinor to this, Mr.
McDole was President and CEO of Astra Pharma Imthdse prior roles
he actively supervised people engaged in prepaanditing, analyzing
and evaluating financial statements with a levetofmplexity not less
than those of the Company. Mr. McDole also harsii@ant experience
as a member of the audit committee of a numbeubfipcompanies.

William Garriock Mr. Garriock holds a B.Comm., areh MBA from Northwestern
University, Kellogg School of Business. Mr. Gagkois a professional
company director and the retired Chairman and forffnesident of MDS
SCIEX, the analytical instrument division of MD<clna health and life
sciences company. From 1993 to 1994, Mr. Garngak Vice President
and Managing Partner (Pharmaceuticals) of MDS Hed#ntures Inc.,
following eighteen years as President and CEO dédCanada Inc.
(now Bayer Canada Inc.). Mr. Garriock is also emfer Chairman and
President of Nexia Biotechnologies Inc. In thosermproles he actively
supervised people engaged in preparing, auditintgglyaing and
evaluating financial statements with a level of ptawity not less than
those of the Company. Mr. Garriock also has sigaift experience as a
member of the audit committee of a number of putdimpanies.
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Name of Audit Committee Member Relevant Education and Experience

Stefan Aigner Dr. Aigner holds a Medical Degreenirahe University of Erlangen
(Nuremberg, Germany) and is currently CEO of IrispirDelivery
Technologies, LLC, a company formed in 2006 to perepportunities
in specialty pharmaceuticals. Dr. Aigner has hild designation of
CFA (Certified Financial Analyst) since 2001. Hoasly, Dr. Aigner
was an Executive Officer at Alpharma, Inc. and ptthat he was co-
founder and Executive Vice President of ReliantrRiaeeuticals, Inc. in
charge of business and corporate development agdawaanagement
consultant for The Wilkerson Group. In those priotes he was
involved in evaluating and analyzing financial stures and financial
statements with a level of complexity not less thidwose of the
Company.

William Claypool Dr. Claypool is a senior partnet Bennmark Associates, LLC, a
pharmaceutical development consulting firm. Pt@that, Dr. Claypool
served as President, CEO and Chairman of Phoertix Bgstems Inc.
from January 2001 until it was acquired by Bio-limagTechnologies
Inc. in March 2008. From January 2001 until Juf@12 he served as
President and CEO of The Gl Company. From 19912Q61 Dr.
Claypool held a number of senior management positiowith
SmithKline Beecham Pharmaceuticals, including SeNice President
and Director of Worldwide Clinical Development ahtkdical Affairs.
Dr. Claypool has served as a director of ViroPhasimce December
2003 and he serves on its compensation committeewas a director at
Morphotek and served as the chairman of its awditroittee prior to its
sale to Eisai Corporation. He was also a board Ineerof 3 Dimensional
Pharmaceuticals prior to its sale to Johnson & dohn In those prior
roles he was involved in evaluating and analyzimgrfcial structures
and financial statements with a level of complexitt less than those of
the Company.

Audit Committee Oversight

At no time since the commencement of the Compamy&st recently completed fiscal year has a
recommendation of the audit committee to nominateampensate an external auditor not been adoptettieh
Board of Directors.

Pre-Approval Policies and Procedures
The Audit Committee has not adopted specific peficand procedures for the engagement of non-audit

services by the external auditor. As set out otisa 9.1(d) of the Audit Committee’s charter, thedit Committee
approves any non-audit services provided by thereat auditor on a case-by-case basis.
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External Auditor Service Fees

The fees paid or payable by the Company to PricanwatiseCoopers LLP, the Company’s external

auditor, for the periods noted below for all seegiperformed were as follows:

@

@
©)

4

Fiscal 2009 Fiscal 2008
Audit fees™ $73,000 $70,800
Audit-related fee€ 32,400 37,000
Tax fees? 33,000 46,350
All other fees™ NIL NIL
TOTAL $138,400 $154,150

Fees in respect of services performed in orml@omply with Canadian generally accepted audisitagndards (“GAAS”).
In some cases, these may include an appropriaieatithn of fees for tax services or accounting atinsons, to the
extent such services were necessary to comply@AtAS.

Fees in respect of reviews of the interim ficiahstatements, the reports of which are provimeithe Audit Committee.

Fees in respect of services performed by thit@is tax professionals, except those servicgsired in order to comply
with GAAS which are included under “Audit Fees”axTservices include assistance with tax compliamzktax planning
and advice.

Fees in respect of all services not fallingemany of the foregoing three categories.

INTEREST OF EXPERTS

The financial statements of the Company for thealiyear ended December 31, 2009 have been audited

by PricewaterhouseCoopers LLP which is independemiccordance with the Rules of Professional Cohdisc
outlined by the Institute of Chartered Accountasft®ntario.

ADDITIONAL INFORMATION
Additional information relating to the Company niag/ found on SEDAR at www.sedar.com.

Additional information, including directors’ and esutive officers’ remuneration and indebtedness and

principal holders of the Company’s securities istamned in the Company’s management informatiooutar for
its April 22, 2010 annual and special meeting odrsholders at which directors are to be electedlditional
financial information is available in the Companfjizancial statements and MD&A for its most recgrbmpleted
financial year.
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SCHEDULE “A”

CHARTER OF THE AUDIT COMMITTEE OF CIPHER PHARMACEUTICALS INC.

GENERAL

1. PURPOSE AND RESPONSIBILITIES OF THE COMMITTEE

1.1 Purpose

The primary purpose of the Committee is to assigtrB oversight of:

€) the integrity of the Corporation’'s financialalgments and of the accounting and financial
reporting practices and procedures of the Corpmmati

(b) the adequacy of the internal and accountingrotsand procedures of the Corporation;

(c) the External Auditor's qualifications and indeplence;

(d) the performance of the Corporation’s internadiafunction, if any and the External Auditor; and

(e) the Corporation’s compliance with legal andutatpry requirements, to the extent that such
requirements are relevant to the foregoing.

2. DEFINITIONS AND INTERPRETATION

2.1 Definitions

In this Charter:

(@)
(b)
(€)
(d)
(e)
(f)
(9)

“Board” means the Board of Directors of the @wation;

“Chair” means the chair of the Committee;

“Committee” means the audit committee of theaih

“Corporation” means Cipher Pharmaceuticals;Inc.

“Directors” means the directors of the Corpionat

“External Auditor” means the Corporation’s ingendent auditor; and

“GAAP” means Canadian generally accepted aciogiprinciples.

Any words or terms with initial capital letters whi are not defined herein shall have the meanings
ascribed thereto in the charter of the Directors.

2.2 Interpretation

The provisions of this Charter are subject to applikable Laws.
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3.2

3.3

3.4

3.5

3.6

A-2
CONSTITUTION AND FUNCTIONING OF THE COMMITTEE

ESTABLISHMENT AND COMPOSITION OF THE COMMITTEE

Establishment of the Audit Committee

The Committee is hereby continued with the conistity function and responsibilities herein setHort

Appointment and Removal of Members of the Cottemi

€) Board Appoints Members. The members of the @itee shall be appointed by the Board.

(b) Annual Appointments. The appointment of mersbarthe Committee shall take place annually
at the first meeting of the Board after a meetifithe shareholders at which Directors are elected,
provided that if the appointment of members of @mnmittee is not so made, the Directors who
are then serving as members of the Committee sbatinue as members of the Committee until
their successors are appointed.

(c) Vacancies. The Board may appoint a membeiilta f7acancy which occurs in the Committee
between annual elections of Directors.

(d) Removal of Member. Any member of the Committesy be removed from the Committee by a
resolution of the Board.

Number of Members

The Committee shall consist of three or more Does;ta majority of whom shall be Residents.

Independence of Members

Each member of the Committee shall be indeperatedefined under Applicable Laws.

Financial Literacy

(a) Financial Literacy Requirement. Each membethef Committee shall be financially literate or
must become financially literate within a reasoegtriod of time after his or her appointment to
the Committee.

(b) Definition of Financial Literacy. “Financialljterate” means the ability to read and undersiand
set of financial statements that present a breawithlevel of complexity of accounting issues that
are generally comparable to the breadth and corntplet the issues that can reasonably be
expected to be raised by the Corporation’s findrst&ements.

Audit Committee Financial Expert

€) Attributes of an Audit Committee Financial ERpe To the extent possible, the Board shall
appoint to the Committee at least one Director Wwase the following attributes:

@ an understanding of generally accepted accogrrinciples and financial statements;

(i) ability to assess the general application ofths principles in connection with the
accounting for estimates, accruals and reserves;

(iii) experience preparing, auditing, analyzingemaluating financial statements that present a
breadth and level of complexity of accounting isstieat are generally comparable to the
breadth and complexity of issues that can reasgnablexpected to be raised by the
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4.2
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5.2

5.3

A-3

Corporation’s financial statements, or experiencéivaly supervising one or more
persons engaged in such activities;

(iv) an understanding of internal controls and paaes for financial reporting; and
(v) an understanding of audit committee functions.
(b) Experience of the Audit Committee Financial Extp To the extent possible, the Board shall

appoint to the Committee at least one Director atbqguired the attributes in (a) above through:

0] education and experience as a principal finginofficer, principal accounting officer,
controller, public accountant or auditor or expece in one or more positions that
involve the performance of similar functions (orcBwther qualification as the Board
interprets such qualification in its business judgit);

(i) experience actively supervising a principaldcial officer, principal accounting officer,
controller, public accountant, auditor or persorfgrening similar functions;

(iii) experience overseeing or assessing the pmdace of companies or public accountants
with respect to the preparation, auditing or eviadueof financial statements; or

(iv) other relevant experience.

COMMITTEE CHAIR

Board to Appoint Chair

The Board shall appoint the Chair from the membéthe Committee (or, if it fails to do so, the means
of the Committee shall appoint the Chair from amiasgnembers).

Chair to be Appointed Annually

The appointment of the Committee’s Chair shall taleee annually at the first meeting of the Bodtdraa
meeting of the members at which Directors are etegbrovided that if the designation of Chair i$ s0
made, the Director who is then serving as Chaill stemtinue as Chair until his or her successor is
appointed.

COMMITTEE MEETINGS

Quorum

A quorum of the Committee shall be a majority af liembers provided that a majority of the members
comprising the quorum shall be Residents.

Secretary

The Chair shall designate from time to time a persdio may, but need not, be a member of the
Committee, to be Secretary of the Committee.

Time and Place of Meetings

The time and place of the meetings of the Commjitiiee calling of meetings and the procedure in all
things at such meetings shall be determined byGbmmittee in accordance with the by-laws of the
Corporation; provided, however, the Committee shredét at least quarterly.
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6.1
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6.3

7.1

In Camera Meetings

As part of each meeting of the Committee at whish@ommittee recommends that the Board approve the
annual audited financial statements or at whichGbenmittee approves the quarterly financial statgme
the Committee shall meet separately with each of:

€) management;

(b) the External Auditor; and

(c) the internal auditor, if any.

Right to Vote

Each member of the Committee shall have the rigkibte on matters that come before the Committee.
Invitees

The Committee may invite Directors, officers andpéoyees of the Corporation or any other person to
attend meetings of the Committee to assist in tiseudsion and examination of the matters under
consideration by the Committee. The External Aadishall receive notice of each meeting of the

Committee and shall be entitled to attend any sneéting at the Corporation’s expense.

Regular Reporting

The Committee shall report to the Board at the Bganext meeting the proceedings at the meetingkeof
Committee and all recommendations made by the Ctterat such meetings.

AUTHORITY OF COMMITTEE

Retaining and Compensating Advisors

The Committee shall have the authority to engag#ependent counsel and other advisors as the
Committee may deem appropriate in its sole disametind to set and pay the compensation for any
advisors employed by the Committee. The Commétesl not be required to obtain the approval of the
Board in order to retain or compensate such cosstslior advisors.

Subcommittees

The Committee may form and delegate authority tbcemmittees if deemed appropriate by the
Committee.

Recommendations to the Board

The Committee shall have the authority to make manendations to the Board, but shall have no degisio
making authority other than as specifically contéatgal in this Charter.

REMUNERATION OF COMMITTEE MEMBERS

Remuneration of Committee Members

Members of the Committee and the Chair shall recesuch remuneration for their service on the
Committee as the Board may determine from timénte- t
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7.2 Directors’ Fees

No member of the Committee may earn fees from tbgp@ation or any of its subsidiaries other than
Directors’ fees (which fees may include cash and&xurities or options or other in-kind considenati
ordinarily available to Directors, as well as allthe regular benefits that other Directors recgiveor
greater certainty, no member of the Committee sdw@dkpt, directly or indirectly, any consultingyesbry

or other compensatory fee from the Corporationnyra its subsidiaries.

SPECIFIC DUTIES AND RESPONSIBILITIES

8. INTEGRITY OF FINANCIAL STATEMENTS
8.1 Review and Approval of Financial Information
(a) Annual Financial Statements. The Committedl segiew and discuss with management and the

(b)

(c)

(d)

()

External Auditor, the Corporation’s audited anndiaancial statements and related MD&A
together with the report of the External Auditoertion and, when appropriate, shall recommend
to the Board that the Board approve the audited@imancial statements and related MD&A.

Interim Financial Statements. The Committeallsfeview and discuss with management and the
External Auditor and, when appropriate, shall recwnd to the Board that the Board approve the
Corporation’s interim unaudited financial statensesnid related MD&A.

Material Public Financial Disclosure. The Coittee shall discuss with management and the
External Auditor:

0] the types of information to be disclosed ané tgpe of presentation to be made in
connection with earnings press releases,

(i) financial information and earnings guidanckafny) to be provided to analysts, investors
and rating agencies, and

(iii) press releases containing financial inforroati(paying particular attention to any use of
“pro forma” or “adjusted” non-GAAP information), dn when appropriate, shall
recommend to the Board that the Board approve aolf saterial financial disclosure
prior to its release to the public.

Procedures for Review. The Committee shaBdiesfied that adequate procedures are in place for
the review of the Corporation’s disclosure of fingh information extracted or derived from the
Corporation’s financial statements (other than ritial statements, MD&A and earnings press
releases, which are dealt with elsewhere in thigrteh) and shall periodically assess the adequacy
of those procedures.

Accounting Treatment. The Committee shall eaviand discuss with management and the
External Auditor:

0] major issues regarding accounting principled dimancial statement presentations
including any significant changes in the Corponmdioselection or application of
accounting principles and major issues as to tlemaacy of the Corporation’s internal
controls and any special audit steps adopted lm 6§ material control deficiencies;

(i) analyses prepared by management and/or theriadt Auditor setting forth significant
financial reporting issues and judgments made immeotion with the preparation of the
financial statements, including analyses of theaff of alternative GAAP methods on
the financial statements;
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(i)

(iv)

v)

9. EXTERNAL AU

A-6

the effect of regulatory and accounting iatives, as well as off-balance sheet structures
on the Corporation’s financial statements;

the management certifications of the financi&htements as required by applicable
securities laws in Canada or otherwise; and

pension plan financial statements, if any.

DITOR

9.1 External Auditor

€)) Authority with Respect to External Auditor. @ Committee shall be directly responsible for the
nomination, compensation and oversight of the waoffkhe External Auditor engaged for the
purpose of preparing or issuing an audit repogtexforming other audit, review or attest services
for the Corporation. In the discharge of this megpbility, the Committee shall:

(i)

(ii)

(i)

have sole responsibility for recommending te Board the person to be proposed to the
Corporation’s shareholders for appointment as Belefuditor for the above-described
purposes as well as the responsibility for recondiren such External Auditor's
compensation and determining at any time whetheBtard should recommend to the
Corporation’s shareholders whether the incumbenérBal Auditor should be removed
from office;

review the terms of the External Auditor's emggment, discuss the audit fees with the
External Auditor and be solely responsible for apprg such audit fees; and

require the External Auditor to confirm insitengagement letter each year that the
External Auditor is accountable to, and shall rémbrectly to, the Committee as the
representative of shareholders.

(b) Independence. The Committee shall satisfyfitseto the independence of the External Auditor.

As part

(i)

(ii)

(i)

(iv)
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of this process the Committee shall:

assure the regular rotation of the lead audittneer as required by law and consider
whether, in order to ensure continuing independeotdhe External Auditor, the
Corporation should rotate periodically, the autlinfthat serves as External Auditor;

require the External Auditor to submit on aripdic basis to the Committee, a formal
written statement delineating all relationshipswestn the External Auditor and the
Corporation and its subsidiaries and that the Cdtemiis responsible for actively
engaging in a dialogue with the External Auditorthwirespect to any disclosed
relationships or services that may impact the dhjiég and independence of the External
Auditor and for recommending that the Board takprapriate action in response to the
External Auditor’s report to satisfy itself of teternal Auditor’s independence;

address non-audit services provided by theeEnal Auditor as described in clause (d)
below; and

review and approve the policy setting out tlestrictions on the Corporation and its
subsidiaries hiring partners, employees and forpartners and employees of the
Corporation’s current or former External Auditor.



A-7
(c) Issues Between External Auditor and Managem&he Committee shall:

() review any problems experienced by the ExterAabitor in conducting the audit,
including any restrictions on the scope of the EndéAuditor’s activities or in access to
requested information;

(i) review any disagreements with management dadthe extent possible, resolve any
disagreements between management and the ExternditoA regarding financial
reporting; and

(iii) review with the External Auditor:

(A) any accounting adjustments that were proposgdhb External Auditor, but
were not made by management;

(B) any communications between the audit team ardit &irm’s national office
respecting significant auditing or accounting issupresented by the
engagement;

(©) any management or internal control letter idswe proposed to be issued by the

External Auditor to the Corporation; and

(D) the performance of the Corporation’s internaldia function and internal
auditors.

(d) Non-Audit Services.
0] The Committee shall either:

(A) approve any non-audit services provided byHEReernal Auditor or the external
auditor of any subsidiary of the Corporation to tberporation (including its
subsidiaries); or

(B) adopt specific policies and procedures forehgagement of non-audit services,
provided that such pre-approval policies and prooesl are detailed as to the
particular service, the Committee is informed offeaon-audit service and the
procedures do not include delegation of the Conesiitt responsibilities to
management.

(i) The Committee may delegate to one or more nmesbf the Committee the authority to
pre-approve non-audit services in satisfactiorhefrequirement in the previous section,
provided that such member or members must presgrm@n-audit services so approved
to the full Committee at its first scheduled megtiallowing such pre-approval.

(iii) The Committee shall instruct management torpptly bring to its attention any services
performed by the External Auditor which were natagnized by the Corporation at the
time of the engagement as being non-audit services.

(e) Evaluation of External Auditor. The Commitwll evaluate the External Auditor each year, and
present its conclusions to the Board. In connaatiith this evaluation, the Committee shall:

(0 review and evaluate the performance of the fgadner of the External Auditor;

(i) obtain the opinions of management and of thespns responsible for the Corporation’s
internal audit function with respect to the perfamoe of the External Auditor; and
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(iii) obtain and review a report by the Externalditor describing:
(A) the External Auditor’s internal quality-contrptocedures;

(B) to the extent permitted by Applicable Laws ahgl the Canadian Public
Accountability Board, any material issues raisedthg most recent internal
quality-control review, or peer review, of the Extal Auditor’s firm or by any
inquiry or investigation by governmental or professl authorities, within the
preceding five years, respecting one or more indéget audits carried out by
the External Auditor’'s firm, and any steps takerd&al with any such issues;
and

(©) all relationships between the External Auditord the Corporation (for the
purposes of assessing the External Auditor’s indéeece).

eview of Management’s Evaluation and Respor ommittee shall:
R f Manag t's Evaluat d Resporiee C tt hall
0] review management’s evaluation of the Exteruadlitor's audit performance;
(i) review the External Auditor's recommendatioasid review management’s response to

and subsequent follow-up on any identified weakegss

(iii) review management's response to significamteinal control recommendations of the
internal audit staff and the External Auditor;

(iv) receive regular reports from management anckive comments from the External
Auditor, if any, on:

(A) the Corporation’s principal financial risks;
(B) the systems implemented to monitor those riakst
© the strategies (including hedging strategieg)lace to manage those risks; and
(9) recommend to the Board whether any new matstiategies presented by management should be

considered appropriate and approved.

10. INTERNAL AUDIT FUNCTION

10.1 Internal Auditor
In connection with the Corporation’s internal auditction, if any the Committee shall:

€)) review the terms of reference of the internalitr, if any, and meet with the internal auditsr
the Committee may consider appropriate to discagancerns or issues;

(b) in consultation with the External Auditor arfgbtinternal audit group, review the adequacy of the
Corporation’s internal control structure and praged designed to ensure compliance with laws
and regulations and any special audit steps adapiaght of material deficiencies and controls;

(c) review the internal control report preparedrbgnagement, including management’'s assessment
of the effectiveness of the Corporation’s internahtrol structure and procedures for financial
reporting; and
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(d) periodically review with the internal auditdf,any, any significant difficulties, disagreements
with management or scope restrictions encountemethe course of the work of the internal

auditor.

COMPLIANCE WITH LEGAL AND REGULATORY REQUIREMEN TS

Risk Assessment and Risk Management

The Committee shall discuss the Corporation’s méj@ncial risk exposures and the steps management
has taken to monitor and control such exposureshallireport to the Board with respect thereto.

Related Party Transactions

The Committee shall review and approve all relgtady transactions in which the Corporation is imred
or which the Corporation proposes to enter into.

Whistleblowing Policy

The Committee shall put in place, subject to apgkby the Board, procedures for:

(a) the receipt, retention and treatment of compdaieceived by the Corporation or its subsidiaries
regarding accounting, internal accounting contoeolauditing matters; and

(b) the confidential, anonymous submission by eryg@s of the Corporation or its subsidiaries of
concerns regarding questionable accounting or iagdihatters.

ANNUAL PERFORMANCE REVIEW

On an annual basis, the Committee shall followgtacess established by the Board and overseeneby th
Nominating and Governance Committee for reviewhg performance of the Committee.

CHARTER REVIEW

The Committee shall review and assess the adeafahis Charter annually and recommend to the Board
any changes it deems appropriate.

December 28, 2005 and amended August 3, 2006
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