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MANAGEMENT’S DISCUSSION AND ANALYSIS

The following managemeitdiscussion and analysti@D&A”) has been prepared as of August

14, 2009 and should be read in conjunction with our audited financial statements for the year
ended December 31, 2088d the Company’s Annual Information Form, dated March 23, 2009
(collectively known as the “Financial Statements”). All the financial information has been
prepared in accordance with Canadigenerally accepted accounting principles (“Canadian
GAAP”) and all dollar amounts are expressed in Canadian dollars unless otherwise noted.
Additional information relating to Protox Therapeutics Inc., including the Company’s Financial
Statements, can be found on SEDAR watww.sedar.com and on our website at
www.protoxtherapeutics.cam

ABOUT FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements, which reflect our current expectations
regarding future events. Forward-looking statements may inchudé words as “plans”,
“expects”, “‘estimates”, “forecasts”, “intends”, “anticipates”, “believes” or ‘“continues” oOf
variations of such words and phrasestatements that certain actions, events or results “may”,
“could”, “would”, “might” or “will” be taken, occur or be achieved. With respect to forward
looking statements and information includédrein, we have made numerous assumptions
including amongother things, assumptions about our future financing requirements and our
ability to meetour obligationsour ability to meet regulatory requirements, the anticipated market
for our products and our ability to achieve our goals. Even though our manddeatieves that

the assumptions made and the expectations represented by such statements or information are
reasonable, there can be no assurance that the felvedidg statemestwill prove to be
accurate. By their nature, forwalabking statements anidformation are based on assumptions
andinvolve known and unknown riskancertaintiesnd other factoranany of which are beyond

the Company’s control that may cause oumctual results events or developments differ
materially from those that arexpressed or impliedy suchforwardlooking information. Such

risks, uncertainties and other factors include, among other things, the follomegagve results

from our clinical studies; drug product supply for our clinical trials; inability to fund our
development programs; unexpected delays in drug discovery, clinical development and
manufacturing; program delays due to reliance on-éndy service providersaw material and
operating costschanges in government regulatidtuctuations in demand ansupply for our
products industry production levelsgeneral economic and business conditiang ability to
execute our business plaandthose additional risks set fortimder the heading "Risk Factors" in

our Annual Information Form for our finantigear ending December 31, Z&hould one or

more of these risks or uncertainties materialize, or should assumptions underlying the-forward
looking statements or information prove incorrect, actual results may vary materially from those
described hereims intended, planned, anticipated, believed, estimatqubctedor continued
Accordingly, readers should not place undue reliance on forlwaking statements or
information. We undertake no obligation to reissue or update foreakihg statements or
information as a result of new information or events after the hebaof except as may be
required by law. All forwardooking statements and information made in this document are
qualified by this cautionary statememirsuant to the “safe harbour” provisions of applicable
securities legislatian



Protox Therapeutics Inc.
Interim Balance Sheets

June 30, December 31,
2009 2008
$ $
(Unaudited) (Audited)
Assets
Current assets
Cash and cash equivalents 5,552,968 6,652,810
Short-term investments - 612,412
Other receivables 109,564 152,855
Prepaid expenses 28,736 41,225
5,691,268 7,459,302
Property and equipment 49,904 79,224
Intangible assets (Note 6) 819,819 919,488
6,560,991 8,458,014
Liabilities
Current liabilities
Accounts payable 1,147,686 514,906
Accrued liabilities 223,703 766,778
Current portion of lease obligations 3,970 4,995
1,375,359 1,286,679
Long-term portion of lease obligations 2,053 3,325
1,377,412 1,290,004
Shareholders' Equity
Common shares (Note 7(a)) 34,552,933 32,628,223
Common share purchase warrants (Note 7(b)) 231,087 158,169
Other equity (Note 7(c)) 4,874,460 4,780,754
Deficit accumulated during the development stage (34,474,901) (30,399,136)
5,183,579 7,168,010
6,560,991 8,458,014

Approved by the Board of Directors

/s/ Frank Holler

Director

/s/ James Miller

Director

The accompanying notes are an integral part of these financial statements.
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Protox Therapeutics Inc.

Statements of Operations, Comprehensive Loss and Deficit (unaudited)

For the three months ended

For the six months ended

June 30, June 30,
2009 2008 2009 2008
$ $ $ $
Expenses
Research and development 1,269,992 1,193,055 2,875,551 2,649,399
General and administrative 498,106 546,282 1,117,348 1,086,044
Stock-based compensation (Note 7(d)) 36,644 128,752 93,706 260,709
Amortization of property and equipment 10,036 25,695 32,404 64,228
1,814,778 1,893,784 4,119,009 4,060,380
Other income (expense)
Interest income 10,368 50,082 42,835 137,800
Foreign exchange (loss) gain (7,832) (42,979) 408 (8,633)
2,536 7,103 43,243 129,167
Net and comprehensive loss for the period (1,812,242) (1,886,681) (4,075,766) (3,931,213)
Deficit accumulated during
development stage, beginning of period (32,662,659)  (23,524,609) (30,399,136)  (21,480,076)
Deficit accumulated during
development stage, end of period (34,474,901) _ (25,411,290) (34,474,902) _ (25,411,289)
Basic and diluted loss per share (0.02) (0.03) (0.05) (0.06)
Weighted average number of outstanding shares 79,842,046 71,455,217 77,878,960 69,983,427
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Protox Therapeutics Inc.

Interim Statements of Cash Flows (unaudited)

For the three months ended

For the six months ended

June 30, June 30,
2009 2008 2009 2008
$ $ $ $
Cash flows from operating activities
Loss and comprehensive loss for the period (1,812,242) (1,886,680) (4,075,765) (3,931,213)
Items not affecting cash:
Stock-based compensation (Note 7) 36,644 128,752 93,706 260,709
Amortization of property and equipment 10,036 25,695 32,404 64,228
Amortization of intangible assets 49,835 49,835 99,669 122,135
Change in non-cash working capital:
Other receivables (49,980) (27,416) 43,291 (52,686)
Prepaid expenses 9,540 8,709 12,489 22,839
Accounts payable (84,051) (571,980) 632,780 (261,885)
Accrued liabilities (79,098) (17,347) (543,074) (615,150)
(1,919,316) (2,290,432) (3,704,500) (4,391,023)
Cash flows from investing activities
Proceeds from short-term investments - - 612,412 -
Purchase of property and equipment - - (3,084) (12,307)
- - 609,328 (12,307)
Cash flows from financing activities
Issuance of common shares from private
placement - net of cash costs (Note 7) 1,997,628 4,368,564 1,997,628 4,368,564
Issuance of common shares on exercise
of warrants - - - 18,850
Issuance of common shares on exercise of
stock options - - - 3,150
Capital lease payments (1,156) (1,095) (2,297) (5,756)
1,996,472 4,367,469 1,995,331 4,384,808
Decrease in cash and cash equivalents 77,156 2,077,037 (1,099,842) (18,522)
Cash and cash equivalents - beginning of period 5,475,812 9,314,459 6,652,810 11,410,018
Cash and cash equivalents - end of period 5,552,968 11,391,496 5,552,968 11,391,496
Supplemental cash flow information
Interest received 5,390 65,686 12,272 182,583
Non-cash financing activities
Issuance of warrants as part of private placement
commission 72,918 158,169 72,918 158,169

The accompanying notes are an integral part of these financial statements.
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Protox Therapeutics Inc.
Notes to the Interim Financial Statements
For the three months ended June 30, 2009 and 2008 (unaudited)

1. Nature of operations and going concern

Protox Therapeutics Inc. (“Protox” or the “Company”) is amalgamated under the British Columbia
Company Act and commenced operations on January 11, 2002.

Protox is a development stage biopharmaceutical company that focuses on the research,
development and commercialization of receptor targeted fusion proteins for the treatment of
disease. These fusion proteins specifically deliver potent payloads derived from engineered
bacterial toxins or fully human Bcl-2 derived proteins to target cancer and other diseased cells. The
Company is considered to be in the development stage as most of its efforts have been devoted to
basic research and development activities to date.

These financial statements have been prepared on a going concern basis, which assumes that the
Company will continue in operation for the foreseeable future, and, accordingly, will be able to
realize its assets and discharge its liabilities in the normal course of operations. For the six months
ended June 30, 2009, the Company reported negative cash flows from operations of $3,704,500 and
an accumulated deficit of $34,474,901 at that date.

As a result of the challenging global economic and capital market conditions, the Company
undertook a comprehensive review of current development and discovery programs, operations and
anticipated expenditures with the view to reduce or defer costs where possible to maximize
available funds for priority initiatives and execute its core business plan. Although management
believes that working capital resources as at the balance sheet date should enable the Company to
meet its projected cash requirements up to the end of Q1 2010, the Company will require additional
financing to continue operations beyond that point. Management plans to secure the necessary
financing through the sale of equity, from non-dilutive funding sources that may be available to the
Company in the future as well as funds through collaborative research contracts or product
licensing agreements with pharmaceutical or biotechnology companies in relation to products and
technologies under development by the Company.

It is not possible at this time to predict the outcome of these matters and thus the Company’s
working capital may not be sufficient to meet its stated long term business objectives. When the
Company requires additional capital, there can be no assurance that the Company will be able to
obtain further financing on favorable terms, if at all. The outcome of the above efforts is dependent
upon factors outside the Company’s control. As a result, there is significant uncertainty as to
whether the Company will have the ability to continue as a going concern.

These financial statements do not include any adjustments to the carrying values and classification
of assets and liabilities and reported revenues and expenses that may be necessary should the
Company not be successful in its efforts to obtain additional financing, to receive significant funds
on signing collaborative research and development contracts or by out licensing its products.
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Protox Therapeutics Inc.
Notes to the Interim Financial Statements
For the three months ended June 30, 2009 and 2008 (unaudited)

2. Basis of presentation and significant accounting policies

(a) Interim Statements

The accompanying unaudited interim financial statements have been prepared in accordance with
accounting principles generally accepted in Canada (“Canadian GAAP”) for interim financial
statements and do not include all the information required for annual audited financial statements.
They are consistent with the policies outlined in the Company’s audited financial statements for the
year ended December 31, 2008 except as described in Note 3 below. The interim financial
statements and related notes should be read in conjunction with the Company’s audited financial
statements for the year ended December 31, 2008. When necessary, the financial statements include
amounts based on informed estimates and best judgments of management. The results of operations
and comprehensive loss for the interim periods reported are not necessarily indicative of results for
the full year.

(b) Development stage company

The accompanying interim financial statements have been prepared in accordance with the
provisions of Accounting Guideline No. 11 Enterprises in the Development Stage.

3. New accounting policies

(a) Adoption of new accounting standards
Goodwill and Intangible Assets

On January 1, 2009, the Company prospectively adopted CICA Handbook Section 3064 Goodwill
and Intangible Assets (“Section 3064). This new accounting standard replaces Section 3062
Goodwill and Other Intangible Assets and Section 3450 Research and Development Costs. This
new accounting standard provides guidance on the recognition of intangible assets in accordance
with the definition of an asset and the criteria for asset recognition as well as clarifying the
application of the concept of matching revenues and expenses, whether these assets are separately
acquired or internally developed. The adoption of this new section did not have a significant impact
on the Company’s financial statements.

In January 2009, the CICA issued Emerging Issues Committee (“EIC”) Abstract 173 - Credit Risk
and the Fair Value of Financial Assets and Financial Liabilities (“EIC-173"). EIC-173 provides
guidance on how to take into account credit risk of an entity and counterparty when determining the
fair value of financial assets and financial liabilities, including derivative instruments. The
Company adopted EIC-173 on January 1, 2009, and such adoption didn’t have any impact on the
Company’s interim financial statements.

(b) Future accounting changes
International Financial Reporting Standards

In February 2008, the Accounting Standards Board of Canada confirmed that Canadian GAAP for
publicly accountable enterprises will be converged with International Financial Reporting
Standards (“IFRS”) effective for fiscal years beginning on or after January 1, 2011. The Company
will therefore be required to report using IFRS commencing with its unaudited interim financial
statements for the three months ended March 31, 2011, which must include the interim results for
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Protox Therapeutics Inc.
Notes to the Interim Financial Statements
For the three months ended June 30, 2009 and 2008 (unaudited)

3. New accounting policies (Continued)

the three months ended March 31, 2010 prepared on the same basis. IFRS uses a conceptual
framework similar to Canadian GAAP, but there are some significant differences on recognition,
measurement and disclosures. The Company will convert to these new standards according to the
timetable set within these new rules and is currently assessing the future impact of the transition to
IFRS on its financial statements.

4. Capital disclosures

The Company’s objectives when managing capital are to safeguard its accumulated capital in order
to maintain its ability to continue as a going concern and to advance its research, development and
commercialization activities. The capital structure of the Company consists of shareholders’ equity.

Since inception, the Company has primarily financed its liquidity needs through a public offering
and several private placements of common shares. When possible, the Company tries to optimize
its liquidity position through non-dilutive sources, including grants, interest income and strategic
partnership arrangements.

The Company manages its capital structure and makes adjustments to it based on economic
conditions and the risk characteristics of the underlying assets. The Company, upon approval from
its board of directors, will balance its overall capital structure through new share or debt issuances
or by undertaking other activities as deemed appropriate under specific circumstances.

5. Financial instruments and financial risk management

(a) Financial instruments
The Company has classified its financial instruments as follows:

Carrying Value at

June 30, December 31,

Financial Instrument Classification Measurement 2009 2008
$ $
Cash and cash equivalents Held-for-trading Fair value 5,552,968 6,652,810
Short-term investments  Held-for-trading Fair value - 612,412
Amortized cost using the
Other receivables Loans and receivables effective interest method 109,564 152,855
Accounts payable and Amortized cost using the
accrued liabilities Other financial liabilities effective interest method 1,371,389 1,281,684

Section 3855 requires that the carrying values of other receivables, accounts payable, accrued
liabilities and lease obligations be amortized over their expected life using the effective interest
method (“EIM”). Application of the EIM did not result in any significant differences in the
Company’s amortization and as such the carrying amount is a reasonable approximation of their
fair values due to the short term nature of these instruments.
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Protox Therapeutics Inc.
Notes to the Interim Financial Statements
For the three months ended June 30, 2009 and 2008 (unaudited)

5. Financial instruments and risk management (continued)

The Company did not have any held-to-maturity or available-for-sale financial instruments, nor did
it acquire or hold any derivative products during the three or six months ended June 30, 20009.

(b) Financial risk management

The Company is exposed to certain financial risks, including credit risk, liquidity risk and market
risk.

Credit risk

Credit risk is the risk of an unexpected loss if a customer or third party to a financial instrument
fails to meet its contractual obligations and arises principally from the Company’s cash and cash
equivalents, short-term investments and other receivables. Being in the development stage, the
Company does not have any customers. The Company has established investment guidelines
relative to diversification, credit ratings and maturities that maintain safety and liquidity. These
guidelines are periodically reviewed by the Company’s audit committee and modified to reflect
changes in market conditions. The Company has $5,099,338 million invested in highly rated money
market funds which are subject to credit risk.

Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they
come due. The Company’s financial statements have been prepared on a going concern basis,
which contemplates the realization of assets and the settlement of liabilities in the normal course of
business. To the extent that the Company does not believe it has sufficient liquidity to meet its
current obligations, the board of directors considers securing additional funds through equity, debt
or partnering transactions. The board of directors approves the Company’s annual operating and
capital budgets as well as any material transactions outside the ordinary course of business. Of the
aggregate accounts payable outstanding and accrued liabilities totalling $1,371,389 as at June 30,
2009 (December 31, 2008 - $1,281,684), $1,019,872 (December 31, 2008 - $759,888) is payable
within ninety days and the balance $514,666 (December 31, 2008 - $521,796) is payable within one
year.

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest
rates, will affect the Company’s income or valuation of its financial instruments.

Foreign currency risk is limited to the portion of the Company’s business transactions denominated
in currencies other than the Canadian dollar, primarily expenses for research and development
incurred in US dollars and Euros. As at June 30, 2009 US dollar denominated cash and cash
equivalents totalled US$302,009 (December 31, 2008 — US$375,798) and foreign denominated
accounts payable and accrued liabilities included US$167,301 (December 31, 2008 — US$272,667)
and €297,500 (December 31, 2008 — €318,281). Based on the US dollar and Euro balance sheet
exposure at June 30, 2009 with other variables unchanged, a 10% change in the US dollar and Euro
relative to the Canadian dollar would not have a significant impact on net and comprehensive loss.

Interest rate risk relates primarily to cash. At June 30, 2009 with other variables unchanged, a 1%
absolute change in interest rates would not have a significant impact on net and comprehensive
loss.
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Protox Therapeutics Inc.
Notes to the Interim Financial Statements
For the three months ended June 30, 2009 and 2008 (unaudited)

6. Intangible assets
Intangible assets consist of the following:
June 30, 2009

Accumulated Net book
Cost amortization value
$ $ $
HUMXin patents and technology rights 209,680 67,397 142,283
INXin patents and technology rights 1,185,688 508,152 677,536
1,395,368 575,549 819,819

December 31, 2008

Accumulated Net book
Cost amortization value
$ $ $
HUMXin patents and technology rights 209,680 52,420 157,260
INXxin patents and technology rights 1,185,688 423,460 762,228
1,395,368 475,880 919,488

7. Shareholders’ equity
(@) Common shares

Authorized: Unlimited (December 31, 2008 — unlimited) common shares without par value

Issued: 84,448,048 (December 31, 2008 — 75,894,044) common shares without par value
Number Amount
of shares $
Balance at December 31, 2008 75,894,044 32,628,223
Issuance of common shares from private placement at
$0.27 per share - net of share issuance cash costs of $311,953 8,554,004 1,997,628
Issuance of broker common share warrants-Fair value - (72,918)
Balance at June 30, 2008 (unaudited) 84,448,048 34,552,933

On May 20, 2009, the Company closed a brokered private placement of its common shares raising
proceeds of $1,997,628 (net of issuance costs of $311,953) from the issuance of 8,554,004 common
shares at $0.27 per common share. In addition, the Company issued 503,653 broker warrants to
purchase common shares at $0.27 per common share with an expiry date of May 20, 2011 as part of
the broker’s commissions and were valued at $72,918.
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Protox Therapeutics Inc.
Notes to the Interim Financial Statements
For the three months ended June 30, 2009 and 2008 (unaudited)

7. Shareholders’ equity (continued)

(b) Warrants
At June 30, 2009, the Company had warrants to purchase common shares outstanding as follows:
Number of .
warrants Expiry date Exercise price
$
503,653 May 20, 2011 0.27
584,413 May 23, 2010 0.71
1,088,066 0.48
The following table summarizes the continuity of the Company’s warrants:
Number Outstanding Exercise Price Fair Value
$ at Grant date $
Balance at December 31, 2008 503,653 71 158,169
Issued as part of private placement commission 584,413 27 72,918
Balance at June 30, 2009 1,088,066 .48 231,087

The broker warrants associated with the May 20, 2009 financing were valued using the Black-
Scholes pricing model using the following fair value assumptions: dividend yield 0%; volatility
88.75%; expected life 2 years, and risk-free interest rate of 1.1%. The fair value of each warrant
was $0.14 per share. The fair value of these warrants was recorded as a cost of raising capital and
amounted to $72,918.

(c) Other equity
At June 30, 2009 the Company had other equity recorded as follows:

Amount

$

Balance at December 31, 2008 4,780,754
Stock compensation expense 93,706
Balance at June 30, 2009 4,874,460

(d) Stock options

The Company’s stock option plan (the “Plan”) provides for the granting of options for the purchase
of common shares of the Company at the fair market value of the Company’s common shares on
the date of the option grant. Options are granted to employees and non-employees. The board of
directors or a committee appointed by the board administers the plan and has discretion as to the
number, vesting period and expiry date of each option award. The Plan is based on a rolling
percentage of options issuable up to 10% of the Company’s outstanding common shares.
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Protox Therapeutics Inc.
Notes to the Interim Financial Statements
For the three months ended June 30, 2009 and 2008 (unaudited)

7. Shareholders’ equity (continued)

As of June 30, 2009, the Company had 84,448,048 common shares issued and outstanding resulting
in current authorization to have a maximum of 8,444,804 options issuable under the Plan. The
following table summarizes the continuity of the Company’s stock options:

Weighted

Number of average

options exercise price

$

Balance outstanding at December 31, 2008 4,882,500 0.81
Options forefeited (25,000) 0.54
Balance outstanding at June 30, 2009 4,857,500 0.81

The following table summarizes stock options outstanding and exercisable at June 30, 2009:

Options outstanding Options exercisable

Weighted
average  Weighted Weighted
remaining average average
Exercise Number contractual life exercise Number exercise
price outstanding (years) price exercisable price
$ $ $
0.51-0.54 645,000 1.75 0.52 643,333 0.52
0.60 50,000 4.25 0.60 8,333 0.60
0.64 225,000 2.65 0.64 200,000 0.64
0.75-0.80 1,803,500 2.85 0.77 1,119,832 0.77
0.87 520,000 3.65 0.87 223,334 0.87
0.90 150,000 3.15 0.90 75,000 0.90
1.00 1,464,000 0.55 1.00 1,314,000 1.00
4,857,500 2.11 0.81 3,583,832 0.81

No options were granted by the Company during the three or six months ended June 30, 2009.

Stock-based compensation expense relating to stock options for the three months ended June 30,
2009 was $32,606 (June 30, 2008 - $101,590 for employees and $4,038 (June 30, 2008 — $27,162)
for non-employees for a combined amount of $36,644 (June 30, 2008 - $128,752). The fair value of
each stock options granted was estimated using the Black-Scholes option pricing model.
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