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CAUTION REGARDING FORWARD-LOOKING STATEMENTS

This management discussion and analysis may contain forward-looking statements within the meaning of securities laws. Such statements include, but are not
limited to, statements relating to:

. our ability to obtain the substantial capital required to fund research and operations;

. our plans to obtain partners to assist in the further development of our product candidates;

. our expectations with respect to existing and future corporate alliances and licensing transactions with third parties, and the receipt and
timing of any payments to be made by us or to us in respect of such arrangements;

. our expectations regarding future financings;

. our plans to conduct clinical trials; and

. our expectations regarding the progress and the successful and timely completion of the various stages of our drug discovery, pre-clinical

and clinical studies and the regulatory approval process

the Company’s plans, objectives, expectations and intentions and other statements including words such as “anticipate”, “contemplate”, “continue”, “believe”,
“plan”, “estimate”, “expect”, “intend”, “will", “should”, “may”, and other similar expressions.

Such statements reflect our current views with respect to future events and are subject to risks and uncertainties and are necessarily based upon a number of
estimates and assumptions that, while considered reasonable by us are inherently subject to significant business, economic, competitive, political and social
uncertainties and contingencies. Many factors could cause our actual results, performance or achievements to be materially different from any future results,
performance, or achievements that may be expressed or implied by such forward-looking statements, including, among others:

our ability to continue to operate as a going concern;

our ability to obtain the substantial capital required to fund research and operations;

our lack of product revenues and history of operating losses;

our early stage of development, particularly the inherent risks and uncertainties associated with (i) developing new drug candidates
generally, (ii) demonstrating the safety and efficacy of these drug candidates in clinical studies in humans, and (iii) obtaining regulatory
approval to commercialize these drug candidates;

the progress of our clinical trials;

our liability associated with the indemnification of Old Lorus and its directors, officers and employees

our ability to find and enter into agreements with potential partners;

our drug candidates require time-consuming and costly preclinical and clinical testing and regulatory approvals before commercialization;
clinical studies and regulatory approvals of our drug candidates are subject to delays, and may not be completed or granted on expected
timetables, if at all, and such delays may increase our costs and could delay our ability to generate revenue;

the regulatory approval process;

our ability to attract and retain key personnel;

our ability to obtain patent protection and protect our intellectual property rights;

our ability to protect our intellectual property rights and to not infringe on the intellectual property rights of others;

our ability to comply with applicable governmental regulations and standards;

development or commercialization of similar products by our competitors, many of which are more established and have greater financial
resources than we do;

commercialization limitations imposed by intellectual property rights owned or controlled by third parties;

our business is subject to potential product liability and other claims;

our ability to maintain adequate insurance at acceptable costs;

further equity financing may substantially dilute the interests of our shareholders;

changing market conditions; and

other risks detailed from time-to-time in our ongoing quarterly filings, annual information forms, annual reports and annual filings with
Canadian securities regulators and the United States Securities and Exchange Commission, and those which are discussed under the
heading “Risk Factors”.

Should one or more of these risks or uncertainties materialize, or should the assumptions set out in the section entitled “Risk Factors” underlying those
forward-looking statements prove incorrect, actual results may vary materially from those described herein. These forward-looking statements are made as of
the date of this management, discussion and analysis or, in the case of documents incorporated by reference herein, as of the date of such documents, and
we do not intend, and do not assume any obligation, to update these forward-looking statements, except as required by law. We cannot assure you that such
statements will prove to be accurate as actual results and future events could differ materially from those anticipated in such statements. Investors are
cautioned that forward-looking statements are not guarantees of future performance and accordingly investors are cautioned not to put undue reliance on
forward-looking statements due to the inherent uncertainty therein.

LIQUIDITY AND CAPITAL RESOURCES

Since its inception, Lorus has financed its operations and technology acquisitions primarily from equity and debt
financing, the proceeds from the exercise of warrants and stock options, and interest income on funds held for future
investment. We plan to continue our development programs from internal resources as they are available.

We have not earned substantial revenues from our drug candidates and are therefore considered to be in the
development stage. The continuation of our research and development activities and the commercialization of the
targeted therapeutic products are dependent upon our ability to successfully finance and complete our research and
development programs through a combination of equity financing and payments from strategic partners. We have no
current sources of payments from strategic partners.



The interim consolidated financial statements have been prepared on a going concern basis in accordance with Canadian
generally accepted accounting principles ("Canadian GAAP"). The going concern basis of presentation assumes that
Lorus will continue in operation for the foreseeable future and be able to realize our assets and discharge our liabilities
and commitments in the normal course of business. There is significant doubt about the appropriateness of the use of the
going concern basis because management has forecasted that our current level of cash and cash equivalents and short-
term investments, including the $4 million investment described below, will not be sufficient to execute its current planned
expenditures for the next 12 months without further investment. Lorus is currently in discussion with several potential
investors to provide additional funding. Management believes that it will complete one or more of these arrangements in
sufficient time to continue to execute its planned expenditures without interruption. However, there can be no assurance
that the capital will be available as necessary to meet these continuing expenditures, or if the capital is available, that it
will be on terms acceptable to the Company. The issuance of common shares by Lorus could result in significant dilution
in the equity interest of existing shareholders. We are also considering alternatives to delay its research program until
financing is available, amongst other cost savings measures. There can be no assurance that we will be able to obtain
sufficient financing to meet future operational needs. As a result, there is a significant doubt as to whether the Company
will be able to continue as a going concern and realize its assets and pay its liabilities as they fall due.

The interim consolidated financial statements do not reflect adjustments that would be necessary if the going concern
assumption were not appropriate. If the going concern basis were not appropriate for these financial statements, then
adjustments would be necessary in the carrying value of the assets and liabilities, the reported revenue and expenses and
the balance sheet classifications used.

The following discussion should be read in conjunction with the audited financial statements for the year ended May 31,
2010 and the accompanying notes (the "Financial Statements"). The Financial Statements, and all financial information
discussed below, have been prepared in accordance with Canadian GAAP. All amounts are expressed in Canadian
dollars unless otherwise noted. All comparative figures presented in these consolidated financial statements include
those of those of Old Lorus prior to the Arrangement Date (as defined below) and the Company after the Arrangement

Date. References in this Management’s Discussion and Analysis (“MD&A”) to the “Company”, “Lorus”, “we”, “our”, “us
and similar expressions, unless otherwise stated, refers to Lorus Therapeutics Inc.

SHARE CONSOLIDATION

In accordance the authority granted by shareholders at the Company’s annual and special meeting on November 30,
2009 to permit it to implement a consolidation of the Company’s outstanding common shares in a ratio of between 1-
for-10 and 1-for-50 at any time prior to November 30, 2010, the Company’s Board of Directors approved a 1-for-30
share consolidation which became effective May 25, 2010. In the interim MD&A, all references to number of shares,
stock options and warrants in the current and past periods have been adjusted to reflect the impact of the consolidation.
All amounts based on the number of shares, stock options or warrants, unless otherwise specified, such as (loss)
earnings per share and weighted average issuance price in the case of stock options have been adjusted to reflect the
impact of 1-for-30 share consolidation.

OVERVIEW

Lorus is a life sciences company focused on the discovery, research and development of effective anticancer therapies
with a high safety profile. Lorus has worked to establish a diverse anticancer product pipeline, with products in various
stages of development ranging from pre-clinical to a recently completed Phase Il clinical trial. A growing intellectual
property portfolio supports our diverse product pipeline.

We believe that the future of cancer treatment and management lies in drugs that are effective, have minimal side
effects, and therefore improve a patient's quality of life. Many drugs currently approved for the treatment and
management of cancer are toxic with severe side effects, and we therefore believe that a product development plan
based on effective and safe drugs could have broad applications in cancer treatment. Lorus' strategy is to continue the
development of our product pipeline using several therapeutic approaches. Each therapeutic approach is dependent on
different technologies, which we believe mitigates the development risks associated with a single technology platform.
We evaluate the merits of each product throughout the clinical trial process and consider commercial viability as
appropriate. The most advanced anticancer drugs in our pipeline, each of which flow from different platform
technologies, are antisense, small molecules and immunotherapeutics.

Our business model is to take our product candidates through pre-clinical testing and into Phase | and Phase Il clinical
trials. Itis our intention to then partner or co-develop these drug candidates after successful completion of Phase | or Il
clinical trials. Lorus will give careful consideration in the selection of partners that can best advance its drug
candidates into a pivotal Phase lll clinical trial and, upon successful results, commercialization. Our objective is to
receive upfront and milestone payments as well as royalties from such partnerships, which will support continued
development of our other product candidates.



Our success is dependent upon several factors, including, maintaining sufficient levels of funding through public and/or
private financing, establishing the efficacy and safety of our products in clinical trials and securing strategic
partnerships.

Our loss from operations for the three months ended August 31, 2010 was $1.2 million ($0.12 per share) compared
with $1.2 million ($0.15 per share) during the same period in fiscal 2010. During the three months ended August 31,
2009 the Company recorded a gain on the repurchase of its secured convertible debentures of $11.0 million reflecting
the difference between the fair value of the debentures at the repurchase date, net of transaction costs of $221
thousand, and the cash payment amount of $3.3 million resulting in net income for the period of $9.8 million (income
$1.14 per share).

Loss from operations for the three months ended August 31, 2010 compared with the same period in the prior year
remained consistent. Lower research and development expenditures of $51 thousand due to reduction in spending to
conserve cash, lower stock based compensation expense of $56 thousand due to no stock options issued in the first
quarter of 2011 as well as no accretion in the carrying value of the convertible debentures due to their settlement in the
first quarter of 2010 were offset by no revenue in the current quarter compared with $49 thousand in the prior year as
well as higher general and administrative spending of $56 thousand resulting from financing fees of $95 thousand due
to the terminated US financing.

We utilized cash of $685 thousand in our operating activities in the three months ended August 31, 2010 compared with
$987 thousand in the same period in the prior year. The decrease is primarily a result of increased current liabilities
balances.

At August 31, 2010, we had cash and cash equivalents and short-term investments of $227 thousand compared to
$914 thousand at May 31, 2010.

RESULTS OF OPERATIONS

Revenue

Revenue for the three months ended August 31, 2010 decreased to nil compared with revenue of $49 thousand for the
same period in the prior year. The revenue recognized during the three months ended August 31, 2009 related to
milestone revenues associated with the license of Virulizin to ZOR Pharmaceuticals LLC (“ZOR”) which was recognized
over the remaining period of a service contract whereby Lorus had agreed to provide consulting services to ZOR. The
service agreement expired in October 2009 and no revenue related to this license agreement has been recognized
beyond that point.

Research and Development

Research and development expenses totaled $489 thousand in the three months ended August 31, 2010 compared to
$540 thousand during the same period in the prior year. The slight decrease in spending during the current period
compared with the prior-year period is due to a reduction in expenditures during the current period in an effort to
conserve cash. Costs incurred during the quarter related primarily to the preparation of the LOR-253 Phase | clinical
trial to be initiated in the fourth quarter of calendar 2010.

General and Administrative

General and administrative expenses totaled $589 thousand for the three months ended August 31, 2010 compared to
$533 thousand in the same period in the prior year. The slight increase in costs is due to $95 thousand in financing
fees related to the proposed US financing terminated during the quarter. Excluding these one time costs general and
administrative costs were lower than the prior year, primarily due to headcount reductions.

Stock-Based Compensation

Stock-based compensation expense, net of forfeitures, was $49 thousand for the three months ended August 31, 2010
compared with $105 thousand in the same period in the prior year. The decrease in expense is due to the fact that no
stock options were issued in the current quarter and the current quarter expense represents the amortization of option
expense for historical options only.

Depreciation and Amortization

Depreciation and amortization expenses decreased to $14 thousand in the three months ended August 31, 2010 as
compared to $21 thousand in the same period in the prior year. The decrease in depreciation and amortization
expense is the result of reduced capital asset purchases over the past three fiscal years.



Interest Expense

Interest expense for the three months ended August 31, 2010 was $28 thousand compared with $27 thousand for the
three months ended August 31, 2009. Interest expense for the quarter ended August 31, 2010 relates to interest
accrued at a rate of 10% on the related party promissory notes described below. Interest expense recognized in the
three months ended August 31, 2009 is the interest paid on the $15.0 million convertible debentures at a rate of prime
plus 1% reflecting interest from June 1 to June 19, 2009, the date of repurchase of the debentures. Of this amount,
$15 thousand was non-cash interest paid in common shares of the Company and $12 thousand was paid in cash on
the closing of the repurchase transaction.

Accretion in Carrying Value of Secured Convertible Debentures

There was no accretion expense for the three months ended August 31, 2010 as a result of the repurchase transaction
described below. In the three months ended August 31, 2009, accretion expense of $80 thousand reflects accretion on
the convertible debentures from the beginning of the period to June 19, 2009 the date of repurchase of the debentures.
Accretion charges arose as under GAAP the Company allocated the proceeds from each tranche of the debentures to the
debt and equity instruments issued on a relative fair value basis resulting in the $15.0 million debentures having an initial
cumulative carrying value of $9.8 million as of their dates of issuance. Each reporting period, the Company was required
to accrete the carrying value of the convertible debentures such that at maturity on October 6, 2009, the carrying value
of the debentures would have been the face value of $15.0 million.

Interest Income

Interest income totaled $4 thousand in the three months ended August 31, 2010 compared to $11 thousand in the same
period in the prior year. The decrease in interest income during the current year is due to lower average cash and
marketable securities balances.

Net (loss) income for the period

For the reasons discussed above, our net loss from operations for the three months ended August 31, 2010 remained
consistent at $1.2 million compared to $1.2 million in the same period in the prior year. Net loss for the quarter ended
August 31, 2010 was also $1.2 million or ($0.12 per share). For the quarter ended August 31, 2009 loss from operations
was offset by the gain on repurchase of the convertible debentures of $11.0 million resulting in net income of $9.8 million
(income $1.14 per share).

RELATED PARTY TRANSACTIONS

In April 2010, the Company entered into a loan agreement with a company related to a member of its Board of Directors
Mr. Herbert Abramson to borrow $1 million. The loan amount, which was received on April 14, 2010, is unsecured,
evidenced by a promissory note and bears interest at the annual rate of 10%. The principal and interest amount were due
in six months. The funds are being used for general working capital purposes. In August 2010 the term of this loan was
extended for an additional three months.

On August 27, 2010 due to unfavourable market conditions, the Company withdrew a previously announced US equity
issue and proposed a shareholders' rights issue with a financing commitment for an investment of $4 million by Mr.
Abramson by way of standby purchase arrangements for a rights offering such that the minimum gross proceeds of the
proposed rights offering are $4 million. Mr. Abramson also agreed to provide the Company with interim financing by way
of three $500 thousand monthly loans, the first of which was advanced on August 11, 2010 and the second and third on
September 13, 2010 and October 5, 2010, respectively, subsequent to the quarter end. The loans are unsecured, have a
six-month term (or the earlier of the closing of the rights issue) and bear interest at the annual rate of 10%.

DEBENTURE REPURCHASE

The terms of the secured convertible debentures are described in note 13 to the Company's annual consolidated financial
statements for the period ended May 31, 2010. The Company repurchased these debentures, which were originally due
on October 6, 2009, on June 19, 2009.

Under the agreement, Lorus purchased all of the convertible debentures from The Erin Mills Investment Corporation
(“TEMIC “) for consideration that included a cash payment on close of the transaction of $3.3 million, the assignment of
rights under the license agreement with ZOR Pharmaceuticals Inc, LLC (“ZOR”), certain intellectual property associated
with Virulizin and all of Lorus' shares in its wholly owned subsidiary, Pharma Immune, which held an equity interest in
ZOR (the "Consideration"). Under the agreement, Lorus is entitled to 50% of any royalties received under the ZOR
license agreement and 50% of the value of any transaction completed in territories not covered by the ZOR license
agreement. Lorus also retained a perpetual royalty free license for the animal use of Virulizin. TEMIC is fully responsible
for all clinical and regulatory costs associated with commercialization of Virulizin in territories not covered by the ZOR
license agreement. Lorus will assist TEMIC with certain agreed upon services. For receipt of this Consideration, TEMIC
released all security interest in the assets of Lorus.



As a result of the transaction, the Company recognized a gain on the repurchase of the debentures of $11.0 million
reflecting the difference between the fair value of the debentures at the repurchase date, net of transaction costs of
approximately $221 thousand, and the cash payment amount of $3.3 million. In addition, as a result of extinguishing the
debentures, $3.8 million, the equity portion of the debentures, was transferred to contributed surplus. The gain on
repurchase of the debentures did not result in income taxes payable as the Company had sufficient capital loss and non-
capital loss carryforwards to shelter these gains.

WARRANT EXPIRY

The 571 thousand warrants issued on August 7, 2008 expired unexercised on August 10, 2010. This expiry results in a
transfer of the value attributed to the expired warrants of $417 thousand to contributed surplus.

PLAN OF ARRANGEMENT AND CORPORATE REORGANIZATION

On July 10, 2007 (the “Arrangement Date”), the Company (or “New Lorus”) completed a plan of arrangement and
corporate reorganization with, among others, 4325231 Canada Inc., formerly Lorus Therapeutics Inc. (“Old Lorus”),
6707157 Canada Inc. and Pinnacle International Lands, Inc (the “Arrangement”). As a result of the plan of arrangement
and reorganization, among other things, each common share of Old Lorus was exchanged for one common share of the
Company and the assets (excluding certain future tax attributes and related valuation allowance) and liabilities of Old
Lorus (including all of the shares of its subsidiaries held by it) were transferred, directly or indirectly, to the Company
and/or its subsidiaries. The Company continued the business of Old Lorus after the Arrangement Date with the same
officers and employees and continued to be governed by the same directors as Old Lorus prior to the Arrangement Date.
Therefore, the Company’s operations have been accounted for on a continuity of interest basis and accordingly, the
interim consolidated financial statement information included in this MD&A reflect that of the Company as if it had always
carried on the business formerly carried on by Old Lorus.

QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

The selected financial information provided below is derived from the Company’s unaudited quarterly financial statements
for each of the last eight quarters.

Revenue recognized over the past eight quarters is primarily related to milestone payments received from ZOR
pharmaceuticals for the license of Virulizin. Lorus received two milestone payments under the license agreement, one
upon signing the agreement and a second upon ZOR achieving a financing milestone. The milestone revenue was
recognized over the period of a service contract period whereby Lorus agreed to provide consulting services to ZOR.
The milestone revenue was fully recognized by the end of the second quarter of 2010 as the service agreement with
ZOR expired in October 2009.

Research and development expenditures have been consistent over the past eight quarters with increased activity in
the quarter ended February 28, 2009. The increase in expenditures in the quarter ended February 28, 2009 was due to
the manufacture of LOR-253 drug. Research and development expense for the quarters ended August 31, 2009 and
2010 is lower due to spending reductions to conserve cash.

General and administrative expenses have trended lower for the past year quarter over quarter due to reduced
headcount, a small board of directors (and related costs) as well as an overall reduction in spending to conserve cash
balances. The increase in general and administrative costs for the quarters ended August 31, 2010 and May 31, 2010
was due to the write off of $95 thousand and $569 thousand respectively, in costs associated with a terminated
financing initiative.

The net earnings shown in the quarter ended August 31, 2009 is related to the gain on settlement of the convertible
debentures described above.

Cash used in operating activities was significantly lower in the quarters ended August 31, 2010, May 31, 2010,
November 30, 2009 and August 31, 2009 due primarily to increased accounts payables and accrued liabilities
balances.



(Amounts in 000’s except for per common Aug.31, May31l, Feb28, ~ Nov30, Aug3l, May3l, Feb28, Nov.30,

share data) 2010 2010 2010 2009 2009 2009 2009 2008

Revenue $— $— $3 $79 $49 $78 $64 $39
Research and development expense ) 489 601 718 658 540 701 1,090 741
General and administrative expense'” 589 1,173 515 743 533 516 775 873
Net earnings (loss) (1,165)  (1,820)  (1,343) (1,266) 9,760 (1,895)  (2,469)  (2,284)
Basic and diluted

net (loss) profit per share ($0.12) ($0.18)  ($0.14) ($0.14) $1.14 ($0.22)  ($0.29)  ($0.27)
Cash used in operating activities ($685) ($271)  ($1,812) ($651) ($987)  ($1,394) ($1,789) ($2,080)

“ Prior quarter amounts have been reclassified to conform to the financial statement presentation subsequent to that

date.

@ During periods of net loss, the calculation of diluted loss per share excludes all common shares potentially issuable
upon the exercise of stock options, warrants and the convertible debenture that could dilute basic loss per share,
because to do so would be anti-dilutive.

CASH POSITION AND OUTLOOK

At August 31, 2010, we had cash and cash equivalents and short-term investments of $227 thousand compared to
$914 thousand at May 31, 2010. The Company invests in highly rated and liquid debt instruments. Investment decisions
are made in accordance with an established investment policy administered by senior management and overseen by the
board of directors. Working capital (representing primarily cash, cash equivalents, short term investments and other
current assets less current liabilities) at August 31, 2010 was negative $2.4 million.

As discussed above, management has forecasted that the Company’s current level of cash, cash equivalents and short-
term investments is not be sufficient to execute its current planned expenditures for the next twelve months without further
investment. The Company is currently investigating various alternatives to obtain sufficient capital to continue its
operations and has implemented a series of strategies to reduce research, development and overhead expenditures until
such time as it can obtain additional capital to fund its operations.

If we are able to secure additional financing, we intend to use these resources to fund our existing drug development
programs and develop new programs from our portfolio of preclinical research technologies. The amounts actually
expended for research and drug development activities and the timing of such expenditures will depend on many factors,
including the ability of the Company to raise additional capital, the progress of the Company's research and drug
development programs, the results of preclinical and clinical trials, the timing of regulatory submissions and approvals, the
impact of any internally developed, licensed or acquired technologies, our ability to find suitable partnership agreements
to assist financially with future development, the impact from technological advances, determinations as to the commercial
potential of the Company's compounds and the timing and development status of competitive products.

We do not expect to generate positive cash flow from operations in the next several years due to additional research and
development costs, including costs related to drug discovery, preclinical testing, clinical trials, manufacturing costs and
operating expenses associated with supporting these activities. Negative cash flow will continue until such time, if ever,
that we receive regulatory approval to commercialize any of our products under development and/or royalty or milestone
revenue from any such products exceeds expenses.

Until one of our drug candidates receives regulatory approval and is successfully licensed or commercialized, Lorus will
continue to incur operating losses. The magnitude of these operating losses will be largely affected by the timing and
scope of future research and development, clinical trials and the Company’s ability to raise additional working capital
and/or establish effective partnerships to share the costs of development and clinical trials.

Contractual Obligations and Off-Balance Sheet Financing
At August 31, 2010, we had contractual obligations requiring annual payments as follows:

Less than
(Amounts in 000’s) 1year 1-3 years Total
Operating leases $ 95 $ 5 $ 100
Total $ 95 $ 5 $ 100




In addition, the Company is party to certain licensing agreements that require it to pay a proportion of any fees that it may
receive from future revenues or milestone payments. As of August 31, 2010 the Company has not received any amounts
related to these licensing agreements and therefore, no amounts are owing. The amount of future fees, if any, is not
determinable.

Subsequent to the quarter end the Company entered into various contracts with service providers with respect to the
proposed LOR-253 phase | clinical trial. These contracts could result in future payment commitments of up to $500
thousand. The payments will be based on services performed. No amounts were owing as at August 31, 2010.

The Company has entered into various consulting agreements that upon execution of a partnership agreement could
result in liabilities owing to such consultants. The amounts payable in these agreements are contingent on the amounts
receivable by Lorus under such partnership agreements. As of August 31, 2010 no amounts were owed and the amount
of future fees payable to the consultants, if any, are not determinable.

As at August 31, 2010, we have not entered into any off-balance sheet arrangements.

SUBSEQUENT EVENT

On September 27, 2010 Lorus filed a final short form prospectus in each of the provinces of Canada in connection with a
distribution to its shareholders in eligible jurisdictions outside the United States of rights exercisable for units of the
Corporation (the “Rights Offering”).

Under the Rights Offering, holders of common shares of the Corporation as of October 12, 2010 (the “Record Date”) will
receive one right for each common share held as of the Record Date. Each two (2) rights will entitle the holder thereof to
purchase a unit of the Corporation (“Unit”) at a price of $1.11 per Unit. The subscription price of $1.11 per Unit represents
a discount of 10% to the volume weighted average closing price of the Corporation’s shares for the five trading days
immediately prior to filing of the final prospectus. Each Unit consists of one common share of the Corporation and one
warrant to purchase an additional common share of the Corporation at a price of $1.33 until May 2012. Rights may be
exercised until 5:00 P.M. on November 8, 2010 (“Expiry Date”).

If all of the rights are exercised, the Corporation will issue an aggregate of 5.0 million common shares for gross proceeds
of approximately $5.5 million. An additional 5.0 million common shares could be issued if all warrants are exercised for
gross proceeds of approximately $6.6 million. The Corporation expects to use the net proceeds from the offering to fund
research and development activities, the repayment of interim financing promissory notes to Mr. Abramson and for
general working capital purposes

As previously disclosed the Corporation has secured a standby purchase arrangement of $4 million by Herbert Abramson,
one of Lorus’ directors. Mr. Abramson has agreed to make an investment such that the minimum gross proceeds of the
proposed rights offering are $4 million. There will be no fee paid to Mr. Abramson for this commitment.

RISK FACTORS

Before making an investment decision with respect to our common shares, you should carefully consider the following risk
factors, in addition to the other information included or incorporated by reference into this report. The risks set out below
are not the only risks we face. If any of the following risks occur, our business, financial condition, prospects or results of
operations would likely suffer. In that case, the trading price of our common shares could decline and you may lose all or
part of the money you paid to buy our common shares.

Please refer to our MD&A for the year ended May 31, 2010 for a complete discussion of risks and uncertainties.

e Our ability to continue as a going concern.

e The cash and cash equivalents on hand are not sufficient to execute our operating strategies for the next twelve
months and we may not be able to raise sufficient funds to continue operations.

e We have a history of operating losses. We expect to incur net losses and we may never achieve or maintain
profitability.

¢ We have indemnified Old Lorus and its directors, officers and employees in respect of the Arrangement.

e We may be unable to obtain partnerships for one or more of our product candidates which could curtail future
development and negatively impact our share price.

e Clinical trials are long, expensive and uncertain processes and Health Canada or the FDA may ultimately not
approve any of our product candidates. We may never develop any commercial drugs or other products that
generate revenues.



o As aresult of intense competition and technological change in the pharmaceutical industry, the marketplace may not
accept our products or product candidates, and we may not be able to compete successfully against other
companies in our industry and achieve profitability.

e We may be unable to obtain patents to protect our technologies from other companies with competitive products,
and patents of other companies could prevent us from manufacturing, developing or marketing our products.

e Our products and product candidates may infringe the intellectual property rights of others, which could increase our
costs.

e Our share price has been and may continue to be volatile and an investment in our common shares could suffer a
decline in value.

e Future sales of our common shares by us or by our existing shareholders could cause our share price to fall.

CRITICAL ACCOUNTING POLICIES

Critical Accounting Policies and Estimates

Our accounting policies are in accordance with Canadian GAAP including some that require management to make
assumptions and estimates that could significantly affect the results of operations and financial position. The significant
accounting policies that we believe are the most critical in fully understanding and evaluating the reported financial results
are disclosed in our MD&A for the year ended May 31, 2010. As well, our significant accounting policies are disclosed in
Note 3, Significant Accounting Policies, of the notes to the financial statements of Lorus for the year ended May 31, 2010.

DISCLOSURE CONTROLS AND INTERNAL CONTROLS OVER FINANCIAL REPORTING

There were no changes in our internal controls over financial reporting during the quarter ended August 31, 2010 that
materially affected or are reasonably likely to materially affect, internal controls over financial reporting.

Recent Accounting Recommendations not yet adopted

The Canadian Accounting Standards Board (“AcSB”) requires all Canadian publicly accountable entities to adopt IFRS for
years beginning on or after January 1, 2011. Lorus’ first annual filing will be for the year ended May 31, 2012; its first filing
under IFRS will be for the quarter ending August 31, 2011 and will include IFRS comparative figures for the period ended
August 31, 2010. Accordingly, Lorus’ adoption date for IFRS is June 1, 2011, but the transition date (“Transition Date”) is
June 1, 2010 in order to accommodate IFRS comparative figures in Lorus’ 2011 financial statements.

The Company is managing the IFRS conversion requirements in phases as described in detail in our MD&A for the year
ended May 31, 2010.

Current Implementation Status

To date, Phase 1 of our implementation has been completed and the Company is in the process of assessing policy and
disclosure choices through the preparation of impact assessments based on those changes expected to have the largest
impact on the financial statements and internal control processes and controls. The Company’s plan is to have its
accounting policies under IFRS finalized by February 28, 2011. The Company’s plan includes monitoring changes to IFRS
standards throughout the year. Based on initial analysis the areas that are expected to have the most significant impact
on the Company include:

Property, plant and equipment (IAS 16)

Intangible Assets (IAS 38)

Impairment (IAS 36)

Provisions, Contingent Liabilities and Contingent Assets (IAS 37)
Stock-based compensation (IFRS 2)

Financial statement presentation (IAS 1)

* 6 6 O 0 o0

The Company’s IFRS convergence project is managed by the Acting Chief Financial Officer. The Company has a simple
corporate structure with only one subsidiary and no foreign operations. For these reasons there is not a need to have a
cross functional team of human resources and information technology professionals. The Company engaged a consultant
to perform Phase | of our implementation plan which was complete at May 31, 2010. Consultants will be brought in to
provide expert advice as necessary throughout the last two quarters of the year.

There has not been any progress made during the quarter on our implementation plan as efforts have been focused on
financing. Management intends to escalate our efforts during the last two quarters of the year.



UPDATED SHARE INFORMATION

As at October 15, 2010, the Company had 9.9 million common shares issued and outstanding and common share
purchase warrants convertible into 755 thousand common shares. In addition, the Company had issued and outstanding
600 thousand stock options to purchase an equal number of common shares.

ADDITIONAL INFORMATION
Additional information relating to Lorus, including Lorus' 2010 annual information form and other disclosure documents, is
available on SEDAR at www.sedar.com.


http://www.sedar.com/

NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL STATEMENTS

Under National Instrument 51-102, Part 4 subsection 4.3(3)(a), if an auditor has not
performed a review of the interim financial statements, they must be accompanied by a
notice indicating that the financial statements have not been reviewed by an auditor.

The accompanying interim unaudited financial statements of the Corporation for the
interim period ending August 31, 2010 have been prepared by and are the responsibility
of the Corporation’s management.

The Corporation’s independent auditor has not performed a review of these financial
statements in accordance with the standards established by the Canadian Institute of
Chartered Accountants for a review of interim financial statements by an entity’s auditor.



Lorus Therapeutics Inc.
Consolidated Balance Sheets

(amounts in 000's) As at As at
(Canadian dollars) August 31, 2010 May 31, 2010
(unaudited) (audited)
ASSETS
Current
Cash and cash equivalents 227 $ 667
Short-term investments (note 7) - 247
Prepaid expenses and other assets 747 636
974 1,550
Fixed assets 135 147
Goodwill 606 606
1,715 $ 2,303
LIABILITIES
Current
Accounts payable 736 $ 387
Accrued liabilities 1,137 1,458
Promissory notes payable (note 9) 1,500 1,000
3,373 2,845
SHAREHOLDERS' DEFICIENCY
Share capital (note 5)
Common shares 163,920 163,920
Stock options (note 6) 3,715 3,704
Contributed surplus (note 5(f)) 15,330 14,875
Warrants (note 5(d)) 622 1,039
Deficit accumulated during development stage (185,245) (184,080)
(1,658) (542)
1,715 $ 2,303

See accompanying notes to the interim consolidated financial statements (unaudited)

Basis of Presentation (note 1)
Subsequent Events (note 10)



Lorus Therapeutics Inc.

Consolidated Statements of (Loss) Earnings and Deficit - Unaudited

Period

Three Three  from inception
(amounts in 000's except for per common share data) months ended months ended  Sept. 5, 1986 to
(Canadian dollars) Aug. 31,2010  Aug. 31,2009 Aug. 31,2010
REVENUE $ - $ 49 $ 1,171
EXPENSES
Research and development 489 540 127,003
General and administrative 589 533 61,428
Stock-based compensation 49 105 8,643
Depreciation and amortization of fixed assets 14 21 9,831
Cost of sales - - 105
Operating expenses 1,141 1,199 207,010
Interest expense 28 27 4,050
Accretion in carrying value of convertible debentures - 80 4,983
Amortization of deferred financing charges - - 412
Interest income 4) (11) (12,261)
Loss from operations for the period (1,165) (1,246) (203,023)
Gain on repurchase of convertible debentures and transfer of assets (note 8) - 11,006 11,006
Gain on sale of shares (note 1) - - 6,799
Net (loss) earnings and other comprehensive income for the period (1,165) 9,760 (185,218)
Deficit, beginning of period (184,080) (184,080) -
Change in accounting policy - - 27)
Deficit, end of period $ (185,245) $ (174,320) $ (185,245)
Basic and diluted (loss) earnings per common share $ 0.12) $ 1.14
Weighted average number of common shares (note 5)

outstanding used in the calculation of
Basic and Diluted (loss) earnings per common share 9,933 8,567

See accompanying notes to the interim consolidated financial statements (unaudited)



Lorus Therapeutics Inc.

Consolidated Statements of Cash Flows - Unaudited

Period
Three Three from inception
(amounts in 000's) months ended months ended  Sept. 5, 1986 to
(Canadian Dollars) Aug. 31, 2010 Aug. 31, 2009 Aug. 31, 2010
Cash flows from operating activities:
Net (loss) earnings for the period (1,165) $ 9,760 (185,218)
Less: Gain on repurchase of convertible debentures
and transfer of assets (note 8) - (11,006) (11,006)
Gain on sale of shares (note 1) - - (6,799)
Items not involving cash:
Stock-based compensation 49 105 8,643
Interest Expense - 15 3,983
Accretion in carrying value of convertible debentures - 80 4,983
Amortization of deferred financing charges - - 412
Depreciation, amortization and write-down of fixed
assets and acquired patents and licenses 14 21 22,392
Other - @ 437
Change in non-cash operating working capital 417 39 1,618
Cash used in operating activities (685) (987) (160,555)
Cash flows from financing activities:
Issuance of convertible debentures, net of issuance costs - - 12,948
Payment on settlement of convertible debentures,
including transaction costs (note 8) - (3,521) (3,521)
Issuance of warrants - - -
Proceeds on sale of shares, net of arrangement costs (note 1) - - 6,899
Issuance of common shares and warrants,
net of issuance costs - - 151,672
Cash (used in) provided by financing activities - (3,521) 167,998
Cash flows from investing activities:
Maturity (purchase) of marketable securities
and other investments, net 247 - (3)
Business acquisition, net of cash received - - (539)
Acquired patents and licenses - - (715)
Additions to fixed assets ¥ - (6,307)
Proceeds on sale of fixed assets - - 348
Cash (used in) provided by investing activities 245 - (7,216)
(Decrease) increase in cash and cash equivalents during the period (440) (4,508) 227
Cash and cash equivalents, beginning of period 667 5,374 -
Cash and cash equivalents, end of period 227 $ 866 $ 227
Supplemental cash flow information
Interest paid in cash 28 12

See accompanying notes to the interim consolidated financial statements (unaudited)



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
Three months ended August 31, 2010 and August 31, 2009

1. Basis of presentation

These unaudited interim consolidated financial statements of Lorus Therapeutics Inc., (the “Company” or “Lorus”) have been
prepared by the Company in accordance with Canadian generally accepted accounting principles for interim financial statements
and do not include all the information required for complete financial statements. The unaudited interim financial statements follow
the same accounting policies and methods of application as the audited annual consolidated financial statements for the year
ended May 31, 2010. These statements should be read in conjunction with the audited consolidated financial statements for the
year ended May 31, 2010. These financial statements are prepared based on the assumption that Lorus will continue its operation
for the foreseeable future and will be able to realize its assets and discharge its liabilities in the normal course of business which
may not be appropriate given the discussion in section (a) “Going concern,” below.

The information presented as at August 31, 2010 and August 31, 2009 reflect, in the opinion of management, all adjustments,
consisting only of normal recurring adjustments, necessary for a fair presentation of the results of the interim periods presented.
Interim results are not necessarily indicative of results for a full year.

a) Going concern

The Company has not earned substantial revenue from its drug candidates and is, therefore, considered to be in the development
stage. The continuation of the Company's research and development activities is dependent upon the Company's ability to
successfully fund its cash requirements through a combination of equity financing, debt and payments from strategic partners. The
Company has no current sources of payments from strategic partners.

These interim consolidated financial statements have been prepared on a going concern basis in accordance with Canadian
generally accepted accounting principles ("Canadian GAAP"). The going concern basis of presentation assumes that the Company
will continue in operation for the foreseeable future and be able to realize its assets and discharge its liabilities and commitments in
the normal course of business. There is significant doubt about the appropriateness of the use of the going concern basis because
management has forecasted that the Company's current level of cash and cash equivalents and short-term investments, including
the committed future $4 million investment described in note 9, will not be sufficient to execute its current planned expenditures for
the next 12 months without further investment. The Company is currently in discussion with several potential investors to provide
additional funding. Management believes that it will complete one or more of these arrangements in sufficient time to continue to
execute its planned expenditures without interruption. However, there can be no assurance that the capital will be available as
necessary to meet these continuing expenditures, or if the capital is available, that it will be on terms acceptable to the Company.
The issuance of common shares by the Company could result in significant dilution in the equity interest of existing shareholders.
The Company is also considering alternatives to delay its research program until financing is available, amongst other cost savings
measures. There can be no assurance that the Company will be able to obtain sufficient financing to meet future operational
needs. As a result, there is a significant doubt as to whether the Company will be able to continue as a going concern and realize
its assets and pay its liabilities as they fall due.

The interim consolidated financial statements do not reflect adjustments that would be necessary if the going concern assumption
were not appropriate. If the going concern basis were not appropriate for these financial statements, then adjustments would be
necessary in the carrying value of the assets and liabilities, the reported revenue and expenses and the balance sheet
classifications used.

b) Share consolidation

In accordance the authority granted by shareholders at the Company's annual and special meeting on November 30, 2009 to
permit it to implement a consolidation of the Company's outstanding common shares in a ratio of between 1-for-10 and 1-for-50 at
any time prior to November 30, 2010, the Company's Board of Directors approved a 1-for-30 share consolidation which became
effective May 25, 2010. The share consolidation affected all of the Company's common shares, stock options and warrants
outstanding at the effective time. Fractional shares were not issued. In these interim consolidated financial statements, all
references to number of shares, stock options and warrants in the current and past periods have been adjusted to reflect the
impact of the consolidation. All amounts based on the number of shares, stock options or warrants, unless otherwise specified,
such as (loss) earnings per share and weighted average issuance price in the case of stock options have been adjusted to reflect
the impact of 1-for-30 share consolidation.

c) Reorganization

On July 10, 2007 (the “Arrangement Date”), the Company (or “New Lorus”) completed a plan of arrangement and corporate
reorganization with, among others, 4325231 Canada Inc., formerly Lorus Therapeutics Inc. (“Old Lorus”), 6707157 Canada Inc.
and Pinnacle International Lands, Inc (the “Arrangement”). As a result of the plan of arrangement and reorganization, among other
things, each common share of Old Lorus was exchanged for one common share of the Company and the assets (excluding certain
future tax attributes and related valuation allowance) and liabilities of Old Lorus (including all of the shares of its subsidiaries held
by it) were transferred, directly or indirectly, to the Company and/or its subsidiaries. The Company continued the business of Old
Lorus after the Arrangement Date with the same officers and employees and continued to be governed by the same directors as
Old Lorus prior to the Arrangement Date. Therefore, the Company’s operations have been accounted for on a continuity of interest
basis and accordingly, the consolidated financial statement information included in these financial statements reflect that of the
Company as if it had always carried on the business formerly carried on by Old Lorus. Following completion of the Arrangement,
New Lorus is not related to Old Lorus, which was subsequently renamed Global Summit Real Estate Inc.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
Three months ended August 31, 2010 and August 31, 2009
2. Changes in accounting policy
There were no new accounting policies adopted during the three months ended August 31, 2010.
3. Capital risk management
The Company’s objectives when managing capital are to:

e Maintain its ability to continue as a going concern in order to provide returns to shareholders and benefits to other
stakeholders;

e Maintain a flexible capital structure which optimizes the cost of capital at acceptable risk;

e Ensure sufficient cash resources to fund its research and development activity, to pursue partnership and collaboration
opportunities and to maintain ongoing operations.

The capital structure of the Company consists of equity comprised of share capital, share purchase warrants, stock options,
contributed surplus and deficit. The Company manages its capital structure and makes adjustments to it in light of economic
conditions. The Company, upon approval from its Board of Directors, will balance its overall capital structure through new share
issuances, acquiring or disposing of assets, adjusting the amount of cash and short-term investments balances or by undertaking
other activities as deemed appropriate under the specific circumstances.

The Company is not subject to externally imposed capital requirements.

While the Company'’s overall strategy with respect to capital risk management remains unchanged from the year ended May 31,
2010, the Company has forecasted that its current capital resources are not sufficient to carry out its research and development
plans and operations for the next twelve months and continues to investigate various alternatives to obtain sufficient capital to
continue its operations (note 1a).

4. Financial instruments
(a) Financial instruments

The Company has classified its financial instruments as follows:

As at As at

(amounts in 000's) August 31, 2010 May 31, 2010
Financial assets
Cash and cash equivalents, consisting of guaranteed

investment certificates, held for trading, measured at

fair value $ 227 $ 667
Short-term investments, held-for-trading,

recorded at fair value — 247
Financial liabilities
Accounts payable, measured at amortized cost 736 387
Accrued liabilities, measured at amortized cost 1,137 1,458
Promissory notes payable, measured at amortized cost 1,500 1,000

(b) Financial risk management

The Company has exposure to credit risk, liquidity risk and market risk. The Company's Board of Directors has the overall
responsibility for the oversight of these risks and reviews the Company's policies on an ongoing basis to ensure that these
risks are appropriately managed.

(i) Credit risk

Credit risk is the risk of financial loss to the Company if a customer, partner or counterparty to a financial instrument fails to
meet its contractual obligations, and arises principally from the Company's cash and cash equivalents and short-term
investments. The carrying amount of the financial assets represents the maximum credit exposure.

The Company manages credit risk for its cash and cash equivalents and short-term investments by maintaining minimum
standards of R1 low or A low investments and the Company invests only in highly rated Canadian corporations with debt
securities that are traded on active markets and are capable of prompt liquidation.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
Three months ended August 31, 2010 and August 31, 2009

(ii) Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they come due. To the extent that
the Company does not believe it has sufficient liquidity to meet its current obligations, the Board considers securing additional
funds through equity, debt or partnering transactions. The Company manages its liquidity risk by continuously monitoring

forecasts and actual cash flows. Refer to note 1 for further discussion on the Company's ability to continue as a going
concern.

(iii) Market risk

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

The Company is subject to interest rate risk on its cash and cash equivalents and short-term investments. The Company does
not believe that the results of operations or cash flows would be affected to any significant degree by a sudden change in
market interest rates relative to interest rates on the investments, owing to the relative short-term nature of the investments.
The Company does not have any material interest bearing liabilities subject to interest rate fluctuations.

Financial instruments potentially exposing the Company to foreign exchange risk consist principally of accounts payable and
accrued liabilities. The Company holds minimal amounts of U.S. dollar denominated cash, purchasing on an as needed basis
to cover U.S. dollar denominated payments. At August 31, 2010, U.S. dollar denominated accounts payable and accrued
liabilities amounted to $290 thousand. Assuming all other variables remain constant, a 10% depreciation or appreciation of
the Canadian dollar against the U.S. dollar would result in an increase or decrease in loss for the year and comprehensive loss
of $29 thousand. The Company does not have any forward exchange contracts to hedge this risk.

The Company does not invest in equity instruments of other corporations.
5. Share capital

(a) Continuity of common shares and warrants

Common Shares Warrants
(amounts in 000's) Number Amount Number Amount
Balance at May 31, 2009 8,560 $ 162,240 571 $ 417
Interest payments (b) 7 15 — —
Issuance of units (c) 1,366 1,665 755 622
Balance at May 31, 2010 9,933 163,920 1,326 1,039
Exercise of warrants (d) — — — —
Expiry of warrants (d) - - (571) (417)
Balance at August 31, 2010 9,933 $ 163,920 755 $ 622

(b) Interest payments

Interest payments relate to interest payable on the $15.0 million convertible debentures payable at a rate of prime +1% up to June
19, 2009. Effective that date, the Company repurchased the convertible debentures, see note 8. Common shares issued in
payment of interest were issued at an amount equal to the weighted average trading price of such shares for the ten trading days
immediately preceding their issue in respect of each interest payment.

(c) Equity issuances

On November 27, 2009, pursuant to a private placement, the Company issued 1.366 million common shares and 683 thousand
common share purchase warrants in exchange for cash consideration of $2.5 million. This amount includes the principal amount of
$1.0 million originally received by way of a loan from a director on October 6, 2009 which was applied to subscribe for units of the
Company ("Units") as part of the private placement. In addition, the Company issued 72 thousand brokers' warrants to purchase
an equivalent number of common shares at $2.40 until May 27, 2011. The total costs associated with the transaction were
approximately $250 thousand which included the $77 thousand which represented the fair value of the brokers' warrants. The
Company has allocated the net proceeds of the private placement to the common shares and the common share purchase
warrants based on their relative fair values. Based on relative fair values, $1.7 million of the net proceeds was allocated to the
common shares and $545 thousand to the common share purchase warrants.

During the three months ended August 31, 2010, nil stock options were exercised (August 31, 2009 — nil)
(d) Warrant expiry

The warrants issued on August 7, 2008 expired unexercised on August 10, 2010. This expiry results in a transfer of the value
attributed to the expired warrants of $417 thousand to contributed surplus.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
Three months ended August 31, 2010 and August 31, 2009

(e) Earnings/Loss per share

For the three months ended August 31, 2010 the Company has excluded from the calculation of diluted loss per share all common
shares potentially issuable upon the exercise of stock options and share purchase warrants that could dilute basic loss per share,

because to do so would be anti-dilutive.

For the three months ended August 31, 2009, the determination of diluted earnings per share includes in the calculation all
common shares potentially issuable upon the exercise of stock options and share purchase warrants, using the “treasury stock

method.”

Diluted earnings per share, using the treasury stock method, assumes outstanding stock options and share purchase warrants are
exercised at the beginning of the period, and the Company’s common shares are purchased at the average market price during the
period from the funds derived on the exercise of these outstanding options and share purchase warrants. Stock options and share
purchase warrants with a strike price above the average market price for the period were excluded from the calculation of fully
diluted earnings per share as to include them would have increased the earnings per share.

(f) Continuity of contributed surplus

Three months ended
August 31, 2010

Three months ended
August 31, 2009

Balance, Beginning of year $ 14,875 $ 10,744
Equity portion of secured convertible debentures - 3,814
Expiry of warrants (d) 417 —
Forfeiture of stock options 38 —
Balance, end of period $ 15,330 $ 14,558

As a result of repurchasing the convertible debentures, the Company reallocated the equity portion of the debentures to contributed

surplus--see note 8.
6. Stock options

(a) Stock options outstanding

Three months ended
August 31, 2010

Three months ended
August 31, 2009

Weighted Weighted

average average

Options exercise Options exercise

(in 000’s) price (in 000’s) price

Outstanding, Beginning of year 672,901 $ 6.60 562,424 $ 8.70
Granted - - 126,077 2.10
Exercised - - - -
Forfeited (32,665) 3.49 - -
QOutstanding, end of period 640,236 $ 6.76 688,501 $ 7.50

For the three month ended August 31, 2010 stock compensation expense of $49 thousand (2009 - $105 thousand) was recognized
representing the amortization applicable to the current period of the estimated fair value of options granted since June 1, 2002.

(b) Fair value assumptions

The Company did not grant any stock options during the three-month period ended August 31, 2010.

The following assumptions were used in the Black-Scholes option-pricing model to determine the fair value of stock options

granted during the following periods:

Three months ended
August 31, 2010

Three months ended
August 31, 2009

Risk free interest rate
Expected dividend yield
Expected volatility
Expected life of options
Weighted average fair value of options
granted in the period $

3.5%
0%
76%

5 years

$ 2.01




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
Three months ended August 31, 2010 and August 31, 2009

(c) Continuity of stock options

Three months ended Three months ended

(amounts in 000's) August 31, 2010 August 31, 2009
Balance at beginning of the year $ 3,704 $ 3,845
Stock option expense 49 105
Forfeiture of stock options (38) —
Balance, end of period $ 3,715 $ 3,950

7. Short term investments, marketable securities and other investments
As at May 31, 2010

Greater
Less than than one
one year year Yield to
(amounts in 000's) maturities maturities Total Maturity
Corporate instruments
(including guaranteed investment
certificates) $ 247 % $ 247 —

The Company did not have any short term investments, marketable securities or other investments at August 31, 2010. Certain
corporate investments, totalling $247 thousand at May 31, 2010 have been designated as held-for-trading investments, and have
been classified as short-term investments on the consolidated balance sheets. These investments are carried at fair value.

8. Convertible debentures

The terms of the secured convertible debentures are described in note 13 to the Company's annual financial statements for the
year ended May 31, 2010. The Company repurchased these debentures, which were originally due on October 6, 2009, on June
19, 2009.

Under the agreement, Lorus purchased all of the convertible debentures from The Erin Mills Investment Corporation (“TEMIC ) for
consideration that included a cash payment on close of the transaction of $3.3 million, the assignment of rights under the license
agreement with ZOR Pharmaceuticals Inc, LLC (“ZOR”), certain intellectual property associated with Virulizin and all of Lorus'
shares in its wholly owned subsidiary, Pharma Immune, which held an equity interest in ZOR (the "Consideration"). Under the
agreement, Lorus is entitled to 50% of any royalties received under the ZOR license agreement and 50% of the value of any
transaction completed in territories not covered by the ZOR license agreement. Lorus also retained a perpetual royalty free license
for the animal use of Virulizin. TEMIC is fully responsible for all clinical and regulatory costs associated with commercialization of
Virulizin in territories not covered by the ZOR license agreement. Lorus will assist TEMIC with certain agreed upon services.

For receipt of this Consideration, TEMIC released all security interest in the assets of Lorus.

As a result of the transaction, the Company recognized a gain on the repurchase of the debentures of $11.0 million reflecting the
difference between the fair value of the debentures at the repurchase date, net of transaction costs of approximately $221
thousand, and the cash payment amount of $3.3 million. In addition, as a result of extinguishing the debentures, $3.8 million, the
equity portion of the debentures, was transferred to contributed surplus. The gain on repurchase of the debentures did not result in
income taxes payable as the Company had sufficient capital loss and non-capital loss carryforwards to shelter these gains.

9. Related Party Transactions

In April 2010, the Company entered into a loan agreement with a company related to a member of its Board of Directors, Mr.
Herbert Abramson, to borrow $1 million. The loan amount, which was received on April 14, 2010, is unsecured, evidenced by a
promissory note and bears interest at the annual rate of 10%. The principal and interest amount are due in six months. The funds
are being used for general working capital purposes. In August 2010 the term of this loan was extended for an additional three
months.

On August 27, 2010 due to unfavourable market conditions, the Company withdrew a previously announced equity issue and
proposed a shareholders' rights issue with a financing commitment for a future investment of $4 million by Mr. Abramson by way of
standby purchase arrangements for a rights offering such that the minimum gross proceeds of the rights offering (see below) are
$4 million. Mr. Abramson is also providing the Company with interim financing by way of three $500 thousand monthly loans, the
first of which was advanced on August 11, 2010 and the second and third on September 13, 2010 and October 5, 2010,
respectively, subsequent to the quarter end. The loans are unsecured, have a six-month term (or the earlier of the closing of the
rights issue) and bear interest at the annual rate of 10%. These loans will be repaid from the proceeds of the rights offering.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
Three months ended August 31, 2010 and August 31, 2009

10. Subsequent event

On September 27, 2010 Lorus filed a final short form prospectus in each of the provinces of Canada in connection with a
distribution to its shareholders in eligible jurisdictions outside the United States of rights exercisable for units of the Corporation (the
“Rights Offering”).

Under the Rights Offering, holders of common shares of the Corporation as of October 12, 2010 (the “Record Date”) will receive
one right for each common share held as of the Record Date. Each two (2) rights will entitle the holder thereof to purchase a unit of
the Corporation (“Unit”) at a price of $1.11 per Unit. The subscription price of $1.11 per Unit represents a discount of 10% to the
volume weighted average closing price of the Corporation’s shares for the five trading days immediately prior to filing of the final
prospectus. Each Unit consists of one common share of the Corporation and one warrant to purchase an additional common share
of the Corporation at a price of $1.33 until May 2012. Rights may be exercised until 5:00 P.M. on November 8, 2010 (“Expiry
Date”).

If all of the rights are exercised, the Corporation will issue an aggregate of 5.0 million common shares for gross proceeds of
approximately $5.5 million. An additional 5.0 million common shares could be issued if all warrants are exercised for gross
proceeds of approximately $6.6 million. The Corporation expects to use the net proceeds from the offering to fund research and
development activities, the repayment of interim financing promissory notes to Mr. Abramson and for general working capital
purposes

As previously announced, the Corporation has secured a standby purchase arrangement of $4 million by Herbert Abramson, one
of Lorus’ directors. Mr. Abramson has agreed to make an investment such that the minimum gross proceeds of the proposed rights
offering are $4 million. There will be no fee paid to Mr. Abramson for this commitment.
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