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Lorus Therapeutics Inc.
Notice of 2012 Annual and Special Meeting of Sharelders

NOTICE IS HEREBY GIVEN that the annual and special meeting (the “Mee}imd’shareholders of
Lorus Therapeutics Inc. (the “Corporation”) will beld at the offices of McCarthy Tétrault LLP, Toto
Dominion Bank Tower, 66 Wellington Street West,t8W300, Toronto, Ontario on Thursday, November
29, 2012 at 10:00 a.m. (Toronto time).

What the Meeting is About
We will be covering five items of business at thee¥ing:

1. receiving the financial statements of the Capon for the financial year ended May 31, 2012,
including the auditors' report;

electing directors;

appointing KPMG LLP as auditors of the Corporatfon the ensuing year and to authorize the
directors to fix the remuneration to be paid todhditors;

4, to consider, and if deemed advisable, pass a t@solin the form included in the Circular
accompanying this Notice of Meeting approving ammeets to the deferred share unit plan of the
Corporation; and

5. to transact such other business as may be prdpenight before the Meeting.

The Meeting may also consider other business ttogieply comes before the Meeting or any adjournment
of the Meeting. The Circular accompanying this cef Meeting provides additional information riigt
to the matters to be dealt with at the Meetingfanahs part of this notice.

You have the right to vote

You are entitled to receive notice of and votehat Meeting, or any adjournment, if you are a holafer
Shares of the Corporation on October 15, 2012.

You have the right to vote your Shares on item8 and 4 listed above and any other items that may
properly come before the Meeting or any adjournment

Your vote is important

If you are not able to be present at the Meetitepge exercise your right to vote by signing andrning

the enclosed form of proxy to Computershare InveSgrvices Inc., 100 University Avenue, 8th Floor,
Toronto, Canada M5J 2Y1, so as to arrive not ldian 10:00 a.m. on Tuesday, November 27, 2012 or, i
the Meeting is adjourned, 48 hours (excluding $&ys, Sundays and holidays) before any adjournofent

the Meeting.

BY ORDER OF THE BOARD OF DIRECTORS
“Aiping Young”

Aiping Young
President and Chief Executive Officer

Toronto, Canada
October 15, 2012



MANAGEMENT PROXY CIRCULAR
OCTOBER 15, 2012
PROXY INFORMATION
Solicitation of Proxies

The information contained in this management proxycircular (the “Circular”) is furnished in
connection with the solicitation of proxies to be sed at the annual and special meeting (the
“Meeting”) of holders (the “Shareholders”) of commm shares (the “Shares”) of Lorus
Therapeutics Inc. (the “Corporation”, “Lorus”, “we” or “our”) to be held on Thursday, November
29, 2012 at 10:00 a.m. (Toronto time) athe offices of McCarthy Tétrault LLP, Toronto Dominion
Bank Tower, 66 Wellington Street West, Suite 5300Toronto, Ontario and at all adjournments
thereof, for the purposes set forth in the accompaiing notice of Meeting. It is expected that the
solicitation will be made primarily by mail but proxies may also be solicited personally by directors,
officers, employees or agents of the Corporation.he solicitation of proxies by this Circular is beimy
made by or on behalf of the management of the Corpation. The total cost of the solicitation will be
borne by Lorus. The information contained in this Grcular is given as at October 15, 2012 except
where otherwise noted.

CAUTION REGARDING FORWARD-LOOKING STATEMENTS

This Circular contains forward-looking statemenithin the meaning of securities laws, including
without limitation, amount of payments requiredNamed Executive Officers (as such term is defined
hereinafter) in the event of termination or a charg control. Such statements include, but ardinmoted
to the Corporation’s plans, objectives, expectatiamd intentions and other statements includingdaor

such as “anticipate”, “contemplate”, “continue”, “lelieve”, “plan”, “estimate”, “expect”, “intend”,
“will”, “should”, “may”, and other similar expressons.

Such statements reflect our current views witheesfo future events and are subject to risks and
uncertainties and are necessarily based upon a puimibestimates and assumptions that, while coreside
reasonable by us are inherently subject to sigaifidusiness, economic, competitive, political aodial
uncertainties and contingencies. Many factors caaldse our actual results, performance or achievesne
to be materially different from any future resufigrformance, or achievements that may be expressed
implied by such forward-looking statement. Seefmmual Information Form dated August 3, 2012 fa th
fiscal year ended May 31, 2012 for additional imfation. A copy of this document can be found on
SEDAR at www.sedar.com, however we will prompthyige a copy of this document to any securityholder
of the Corporation free of charge upon request.

ABOUT VOTING YOUR SHARES
Appointment of Proxies
This is the easiest way to vote. Voting by proxyamgthat you are giving the person or people

named on your proxy form (the “proxyholder”) thettarity to vote your Shares for you at the Meetimg
any adjournment. A proxy form is included with tQiscular.



-4 -

The persons named on the proxy form will vote youiShares for you, unless you appoint
someone else to be your proxyholder. You have théght to appoint a person or company to
represent you at the Meeting other than the personsamed on the proxy form. If you appoint
someone else, he or she must be present at the Niggtto vote your Shares. If you want to appoint
someone else, you can insert that person's namethe blank space provided in the form of proxy.
That other person does not need to be a Shareholdef the Corporation.

If you are voting your Shares by proxy, our transftgent, Computershare Investor Services Inc.
(“Computershare”),must receive your completed proxy form by 10:00 a.m(Toronto time) on
Tuesday, November 27, 2018r, if the Meeting is adjourned, 48 hours (exahgdbaturdays, Sundays and
holidays) before any adjournment of the Meeting.

Registered Shareholders

You are a registered Shareholder if your name appayour Share certificate. Your proxy form
tells you whether you are a registered Shareholder.

Non-Registered (or Beneficial) Shareholders

You are a non-registered (or beneficial) Sharelafdgour bank, trust company, securities broker
or other financial institution holds your Shares j@u (your nominee). For most of you, your voting
instruction form or proxy tells you whether you araon-registered (or beneficial) Shareholder.

In accordance with Canadian securities law, we listeibuted copies of the notice of Meeting,
this Circular and the form of proxy (collectivethe “meeting materials”) to CDS Clearing and Detuogi
Services Inc. and intermediaries (such as seauhtiekers or financial institutions) for onwardtdtsution
to those non-registered or beneficial Shareholievghom we have not sent the meeting materialttijre
We previously mailed to those who requested tlikenaudited financial statements of the Corpordiion
the fiscal year ended May 31, 2012 and the auditgpsrt thereon as well as management's discuasidn
analysis.

The intermediaries are required to forward meetingterials to non-registered or beneficial
Shareholders unless a non-registered or beneStiatieholder has waived the right to receive theeny V
often, intermediaries will use a service comparghsas Broadridge Investor Communication Solutians t
forward the meeting materials to non-registereldeneficial Shareholders.

Non-registered or beneficial Shareholders who haet waived the right to receive meeting
materials will receive either a voting instructifomm or, less frequently, a form of proxy. The mspe of
these forms is to permit non-registered or berafihareholders to direct the voting of the Shéhneg
beneficially own. Non-registered or beneficial Seiders should follow the procedures set out below
depending on what type of form they receive.

A. Voting Instruction Form. In most cases, a nagistered Shareholder will receive, as part of the
meeting materials, a voting instruction form. Iethon-registered Shareholder does not wish to
attend and vote at the Meeting in person (or han@ther person attend and vote on the non-
registered Shareholder's behalf), the voting ietizo form must be completed, signed and returned
in accordance with the directions on the form. ifom-registered Shareholder wishes to attend and
vote at the Meeting in person (or have anotheropemtend and vote on the non-registered
Shareholder's behalf), the non-registered Shareheitist complete, sign and return the voting
instruction form in accordance with the directigmevided and a form of proxy giving the right to
attend and vote will be forwarded to the non-reged Shareholder.



or

B. Form of Proxy. Less frequently, a non-registe®dreholder will receive, as part of the meeting
materials, a form of proxy that has already begnesi by the intermediary (typically by a facsimile
or stamped signature), which is restricted asemtimber of Shares beneficially owned by the non-
registered Shareholder but which is otherwise umpbeted. If the non-registered Shareholder does
not wish to attend and vote at the Meeting in pe(so have another person attend and vote on the
non-registered Shareholder's behalf), the nonte¥gid Shareholder must complete the form of
proxy and deposit it with Computershare, 100 UrsierAvenue, 8 Floor Toronto, Canada,
M5J 2Y1 as described above. If a non-registeredeBbider wishes to attend and vote at the
Meeting in person (or have another person attendvate on the non-registered Shareholder's
behalf), the non-registered Shareholder must strikehe names of the persons named in the proxy
and insert the non-registered Shareholder's (oh siler person's) name in the blank space
provided.

Non-registered Shareholders should follow the insttions on the forms they receive and
contact their intermediaries promptly if they needsistance.

Meeting Materials

The meeting materials are being sent to both exgidtand non-registered owners of Shares. If you
are a non-registered owner, and the Corporatidts @gent has sent the meeting materials direatiot,
your name and address and information about yddirtys of securities, have been obtained in accmela
with applicable securities regulatory requiremérim the intermediary holding on your behalf.

By choosing to send the meeting materials to yoectly, the Corporation (and not the
intermediary holding on your behalf) has assumsgamesibility for (i) delivering the meeting matésiao
you, and (ii) executing your proper voting instians. Please return your voting instructions &ciied in
the request for voting securities.

Changing Your Vote
A registered Shareholder who has given a proxy reagyke that proxy by:

€)) completing and signing a proxy bearing a ldee and depositing it with Computershare
as described above;

(b) depositing an instrument in writing executedtbg Shareholder or by the Shareholder's
attorney authorized in writing:

0] at our registered office at any time before000a.m. on Tuesday, November 27,
2012, or 48 hours (not including Saturdays, Sunda holidays) before any
adjournment of the Meeting at which the proxy if¢oused, or

(i) with the chair of the Meeting prior to the comancement of the Meeting on the
day of the Meeting or any adjournment of the Megtor

(c) in any other manner permitted by law.
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A non-registered or beneficial Shareholder may ke\e voting instruction form or a waiver of the
right to receive meeting materials and to vote mgjite an intermediary or to the Corporation, asdase
may be, at any time by written notice to the intediary or the Corporation, except that neither an
intermediary nor the Corporation is required to ata revocation of a voting instruction form oraf
waiver of the right to receive materials and toevthat is not received by such intermediary or the
Corporation, at least seven (7) days prior to tleetihg.

VOTING OF PROXIES

You can choose to vote “For”, “Against” or “Withti3| depending on the items listed on the proxy
form.

When you sign the proxy form, you authorize the ag@ment representatives named in the proxy
form to vote your Shares for you at the Meetingpading to your instructions.

If you return your proxy form and do not tell us how you want to vote your Shares, your
Shares will be voted by the management representaéis named in the proxy form as follows:

+ FOR the election of the directors nominated for eletion as listed in this Circular;
« FOR the appointment of KPMG LLP as auditors of theCorporation; and

* FOR the approval of the amendments to the deferredhare unit plan of the Corporation
(the “DSU Plan”).

The enclosed form of proxy confers discretionartharity upon the management representatives
designated in the form of proxy with respect to admeents to or variations of matters identified hie t
notice of Meeting and with respect to other mattees may properly come before the Meeting. Atdhte
of this Circular, the management of the Corporatioows of no such amendments, variations or other
matters.

VOTING SECURITIES AND PRINCIPAL HOLDERS OF VOTING S ECURITIES

On October 15, 2012, 42,251,081 Shares are issugd@tstanding. Each holder of Shares of
record at the close of business on October 15,,28&2record date established for notice of thetivige
will be entitled to one vote for each Share heldatbmatters proposed to come before the Meetixcp@
to the extent that the Shareholder has transfamgdshares after the record date and the transiéseech
Shares establishes ownership of them and makesttarmmlemand, not later than 10 days prior to the
Meeting, to be included in the list of Shareholderditled to vote at the Meeting, in which case the
transferee will be entitled to vote such Shares.

To the knowledge of Lorus' directors and execubiffieers, no single person or entity beneficially
owns, directly or indirectly, or exercises conwoldirection over more than 10% of the votes atddio all
the outstanding Shares, other than Mr. Herbert stAbaa and his affiliated company Technifund Inc. who
according to information furnished to the Corpamatihold 8,938,041 Shares or approximately 21.15% o
the Shares issued and outstanding, Pinetree Cépitalvho together with its joint actors, accordittg
publicly filed records hold 5,000,000 Shares orrapimately 11.8% of the Shares issued and outstgndi
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and Sprott Asset Management LP who according tdighylfiled records hold 4,550,000 Shares or
approximately 10.8% of the Shares issued and owlisig .

PARTICULARS OF MATTERS TO BE ACTED UPON
1. Appointment and Remuneration of Auditors

Unless you have specified in the enclosed form ofopy that the votes attaching to the Shares
represented by the proxy are to be withheld with repect to the appointment of auditors, on any
ballot that may be called for in the appointment ofauditors, the management representatives
designated in the enclosed form of proxy intend twote the Shares in respect of which they are
appointed proxy FOR the appointment of KPMG LLP, Chartered Accountants, as auditors of the
Corporation to hold office until the next annual meeting of Shareholders, and authorizing the
directors to fix the remuneration of the auditors.

2. Election of Directors

Unless they resign, all directors elected at theetg will hold office until our next annual
meeting of Shareholders or until their success@®l@cted or appointed.

Unless you have specified in the enclosed form ofoxy that the votes attaching to the Shares
represented by the proxy are to be withheld with repect to the election of directors, on any ballot
that may be called for in the election of directorsthe management representatives designated in the
enclosed form of proxy intend to vote the Shares irespect of which they are appointed proxy FOR
the election as directors of the proposed nomineggose names are set forth below.

Management does not contemplate that any of theopeal hominees will be unable to serve as a
director but, if that should occur for any reasaiompto the Meeting, the management representatives
designated in the enclosed form of proxy may votehother nominee at their discretion.

Pursuant to the articles of the Corporation, theler of directors of the Corporation is set at a
minimum of three and a maximum of eleven and thectlrs are authorized to determine the actual samb
of directors to be elected from time to time.

The Corporation currently has six directors, angr@posing six directors for nomination.

The following table sets out for all persons pragabs be nominated by management for election
as director, the name and place of residence,atimpositions and offices with the Corporation nosid
by them, the period during which they have sengdieectors of the Corporation, their present [piaic
occupation and principal occupation for the prengdive years, and the number of Shares beneficiall
owned, directly or indirectly, by each of thempowoer which they exercise control or direction a®ettober
15, 2012.

The Corporation has an Audit Committee, a Corpdéateernance and Nominating Committee and
a Compensation Committee. The members of these ittmamare indicated in the table below.
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Name Of Director, Director Present and Past Principal Occupation or Employment ~ No. of Securities
Province/State and Country Since Beneficially Owned,
of Residence Controlled
or Directed
HERBERT ABRAMSON®®  July 2007 Chairman and Portfolio Manager, Trapeze CapitapO@i998 8,938,041 Shares and
Ontario, Canada to presentjinvestment dealer) 2,444,500 warrants
Chairman and Portfolio Manager, Trapeze Asset Mamagt to purchase Shafés
Inc. (1999 to present)portfolio manager)
DR. DENIS BURGER® @ September  Executive Chairman, BioCurex, Inc. (2009 to present 51,987 Shares
Oregon, United States 2007 President, Yamhill Valley Vineyards, Inc.
Retired, served on several Boards of Directors {20@009)
DR. MARK D. VINCENT © September  Physician; medical oncologist (1990 to present) Nil
Ontario, Canada 2007 London Regional Cancer Program Cancer Care Ontario
Chief Executive Officer, Sarissa Inc. (2000 toserg)
(biotechnology company focused on developmentrgétad
products for the therapeutic manipulation of gexq@ession)
WARREN WHITEHEAD @ April 2011 Director of Plantform (2009 to present) Nil

Ontario, Canada

DR. JIM A. WRIGHT ©@
Ontario, Canada

DR. AIPING YOUNG
Ontario, Canada

October 1999

September
2006

(A private biotechnology company)

Chief Financial Officer of Arius Research Inc. (Ba0 2008)
(A biotechnology company focused on the developrokantibody
drug candidates acquired by Roche in 2008)

Adjunct Professor, Department of Biochemistry and 214,400 Shar&

Biomedical sciences, McMaster University (2010 tegent)

Chief Executive Officer of NuQuest Bio Inc. (20@6 t
present)start-up biotechnology company with the intentadn
developing novel therapies for treatment of lifeetitening
diseases)

Senior Investigator, Manitoba Institute of Cell Bigy (1982
to 1998, on Leave from 1998)

221,584 and 125,000
warrants to purchase
Share®

President and Chief Executive Officer of the Cogtion
(2006 to present)

@)
@
©)
4)

Member of the Audit Committee.
Member of the Compensation Committee.

Member of the Corporate Governance and NominatmgrGittee.

Warrants to purchase Shares were acquired undéutipest 2011 unit offering and are exercisable mtBhare at a price of

$0.45 expiring in August 2016.

®)
(6)

$0.45 expiring in August 2016.

Of the Shares owned by Dr. Wright, 56,141 are tegid in the name of Calliope Investments Limited.
Warrants to purchase Shares were acquired undéutipest 2011 unit offering and are exercisable mtBhare at a price of

The information as to principal occupation, businesemployment and Shares beneficially owned
or controlled is not within the knowledge of managet of the Corporation and has been furnishedhéy t
respective nominees.
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No proposed director is or has been, during thét8hyears preceding the date of this Circular, a
director or executive officer, including a chiefeewtive officer or chief financial officer of a cpany that:
(i) while exercising this function, was subjectdocease trade or similar order or an order to deay
relevant company the right to invoke any exemptinder Canadian securities legislation for more B@n
consecutive days, (ii) has been the subject taaaectrade or similar order or an order to denyéhe/ant
company the right to invoke any exemption under &d&@n securities legislation for more than 30
consecutive days issued after the director or axecofficer ceased to be a director or executiffecer
because of an event that occurred while the pavssrexercising such function, (iii), while that g@n was
a director or executive officer or within a yeartbét person ceasing to act in that capacity, damérupt,
made a proposal under any legislation relatingatokhuptcy or insolvency, was pursued by its cresgjto
concluded an arrangement or compromise with theasepute them, arranged or taken steps to conclude
an arrangement or compromise with them, or a recereceiver-manager or trustee in bankruptcy was
appointed to hold its assets or (iv) went bankrupade a proposal under any legislation relating to
bankruptcy or insolvency, was pursued by its ceegjtconcluded an arrangement or compromise with
them, prosecute them or a receiver, receiver-marmageustee in bankruptcy has been appointed it
assets.

Moreover, except as stated below, no proposedtdire€the Corporation has been imposed a fine
or sanctions by a court under the securities lafiv€anada or a Canadian securities regulator nor has
entered into a settlement agreement with a regylaiathority, nor any other fine or sanctions lgoart or
regulatory body that might be considered as impoitg a reasonable investor when making investment
decisions.

Trapeze Asset Management Inc. and OSC

On April 27, 2012, the Ontario Securities Commissfthe “OSC") issued an order approving a
settlement agreement between OSC staff and Trapsset Management Inc. (“TAMI"), Randall
Abramson and Herbert Abramson (collectively, thespondents”). The Respondents cooperated with the
OSC in this matter. The Respondents admitted is¢tiement agreement that as a result of theihagip
on issuer-related risks and longer term investnmariods, they did not give sufficient weight to
concentration risk or to price volatility risk atiduidity risk. They acknowledged that underweigltiof
these risks led them to understate in marketingriahthe risks of investments and to treat as omdisk
securities that were higher than medium risk, &rad in some cases in connection with managed atsoun
this resulted in know-your-client and suitabilitgfitiencies, contraventions of sections 13.2 an@ b8
National Instrument 31-10Begistration requirements, exemptions and ongagistrant obligationgand
section 1.5 of OSC Rule 31-505Registration Streamlining Systepnior to September 28, 2009) and
conduct that was contrary to the public interestrlidrt Abramson, as a director, officer or auttiogz
person, also admitted to contravention of s. 128.the Securities Act (Ontario). The Respondenteewe
reprimanded and together required to pay to the @s&dministrative penalty of $1,000,000 and cobts
$250,000. TAMI was also required to submit to deewvof its practices and procedures by an indepginde
consultant in accordance with terms of referentacled to the order, conduct account reviews wvidth i
clients in accordance with the terms of refererar®] send a letter to clients outlining its intentiom
conduct such account reviews.

Trapeze Capital Corp. and IIROC

On April 27, 2012, an Investment Industry RegukatOrganization of Canada (“IIROC”) hearing
panel accepted a settlement agreement between IIREC Trapeze Capital Corp. (“TCC”), Randall
Abramson and Herbert Abramson (collectively, th(RQC Respondents”). The IIROC Respondents
cooperated with [IROC in this matter. The IIROC paglents admitted in the settlement agreemenathat
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a result of their emphasis on issuer-related raskd longer term investment periods, they did nge gi
sufficient weight to concentration risk or to priegatility risk and liquidity risk. They acknowlgéd that
underweighting of these risks led them to undezstaimarketing material the risks of investmentd sn
treat as medium risk securities that were highem thedium risk, and that in some cases in conmewtii
managed accounts this resulted in know-your-cliard suitability deficiencies, contraventions of QIR
Dealer Member Rules 1300.1(a), (p) and (q) and RPthat some of the conduct was detrimental to the
public interest. The IIROC Respondents are togetmgrired to pay to IIROC a fine of $500,000 anstso
of $200,000. TCC was also required to submit tevéew of its practices and procedures by an indagen
consultant in accordance with terms of referenagbecagreement, conduct account reviews with ignts
in accordance with the terms of reference, and adatter to clients outlining its intention to et such
account reviews.

3. Amendments to the DSU Plan

The Corporation adopted the DSU Plan on April 1@0@ which provides that participating
directors and senior officers (“Participants”) nmalgct to receive either a portion or all of the n@eration
to be received from the Corporation in deferredeliaits. Such remuneration includes all amounyslige
in cash or Shares (subject to election otherwiskeiuthe DSU Plan) to a Participant by the Corporatir a
Subsidiary of the Corporation in respect of thevises provided to the Corporation or Subsidiarythoy
Participant in any calendar year, including (a)thie case of a director, without limitation, (i)ramal Board
or committee of the Board or advisory retainer fd@p fees for attending meetings of the Boardaor
committee of the Board and (iii) fees for serviggchairman or chairwoman of any committee of tharBo
but, for greater certainty, excluding amounts plyab a Participant as a reimbursement for expenses
incurred in attending meetings; and (b): in theeaafsa senior officer, without limitation, thosengees for
which a salary or cash bonus would normally be,paiolvided that the relevant performance criteffigctv
serve as a basis for the granting of such bonusesteen met.

Under the DSU Plan, the deferred share units thaiciants elect to receive for remuneration
earned are credited to each Participant’'s accannan amount of units equal to the gross amount of
remuneration to be deferred divided by the fairkeawalue of the Shares, being the closing pricthef
Shares on the Toronto Stock Exchange (the “TSXhenday immediately preceding the recommendation
by the Compensation Committee or such other amasirtetermined by the Board and permitted by the
applicable regulatory authorities. Rights respectieferred share units are not transferable ogressie
other than by will or by the laws of descent arsdridiution.

Administration and Limits on Issuable Shares

The Compensation Committee may, in its sole andlatesdiscretion, but subject to applicable
corporate, securities and tax law requirements:interpret and administer the DSU Plan, (i) elisab
amend and rescind any rules and regulations rglatinthe DSU Plan, and (iii) make any other
determinations that the Compensation Committee gg@nessary or desirable for the administration of
the DSU Plan. The Compensation Committee may coargy defect or supply any omission or reconcile
any inconsistency in the DSU Plan in the mannertartde extent the Compensation Committee deems, in
its sole and absolute discretion, necessary oratdsi Any decision of the Compensation Commiitee
the interpretation and administration of the DSENPWill be final, conclusive and binding on all {ies
concerned. All expenses of administration of the&J®an will be borne by the Corporation includinya
reasonable brokerage fees relating to the purdafasleares under the DSU Plan.
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The maximum total number of Shares available fwasce from treasury under the DSU Plan, the
Option Plans, the ACP and any other security basmupensation arrangements, if the proposed
amendments are approved at the Meeting, is 15%edCorporation’s issued and outstanding Sharasyat a
given time.

The DSU Plan is considered an “evergreen” plargesthe Shares covered by the deferred share
units which have been redeemed shall be availalesidbsequent grants under the DSU Plan and the
number of deferred share units available for edactncreases as the number of issued and outstandin
Shares of the Corporation increases.

The maximum number of Shares that may be reseorédsuance to any one Participant pursuant
to deferred share units granted under the DSUiRIa% of the number of Shares outstanding at the tf
reservation. The maximum number of Shares thathmay

(a) reserved for issuance to insiders pursuanetertd share units granted under the DSU Plan
and any other security based compensation arramgeimiethe Corporation is 10% of the number of 8kar
outstanding at the time of reservation;

(b) issued to insiders pursuant to deferred shaits granted under the DSU Plan and any other
security based compensation arrangements of thpo€dion within a one-year period is 10% of the
number of Shares outstanding at the time of issjar

(c) issued to any one insider pursuant to defeshedle units granted under the DSU Plan and any
other security based compensation arrangementsedEorporation within a one-year period is 5% & th
number of Shares outstanding at the time of issianc

Termination of Service and Redemption of Deferrelda®e Units

When a Participant retires, resigns or has beeninated without cause from all positions with the
Corporation, or as a result of disability ceaseshttd any and all positions with the Corporation
(“Termination of Service”), the Participant recedvather (a) a lump sum cash payment equal touthber
of deferred share units held multiplied by the tf@nmarket value of the Shares on the date dfitetion,
or (b) the number of Shares that can be acquirélitiopen market with the amount described inef#)er
case being subject to withholding for income tax.

A Participant who has Terminated Service may reddemdeferred share units credited to its
account by filing with the secretary of the Corgtimiaa notice of redemption of the deferred shauiestn
the prescribed form on or before March 15 of thet fcalendar year commencing after the date the
Participant Terminated Service. If the Participtails to file a notice of redemption of the deferishare
units on or before that date, the Participant wdl deemed to have filed with the secretary of the
Corporation a notice of redemption on that dates @hate on which a notice of redemption is filed or
deemed to be filed with the secretary of the Capan is the “Filing Date”.

The notice of redemption filed by the Participatit gpecify that the Participant wishes to receive
either: (i) a lump sum cash payment (net of anyliegape withholdings) equal to the number of deddrr
share units credited to the Participant’'s accosmtfahe Filing Date multiplied by the fair marketlue per
Share on the Filing Date (the “Final Payment”)(igrthat number of Shares that is equal to the Inemnof
deferred share units credited to the Participaatsount as of the Filing Date. The Participant may
request on the notice of redemption that the Rpatiit receive a percentage of the Final Paymeoaéh
and the remaining percentage of the Final Paymerhares, in either case in accordance with the
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preceding sentence as appropriately amendedndfiee of redemption is deemed to be filed or tbce
of redemption filed does not request receipt ohocass Shares, the Participant will be deemed to have
requested to receive the entire Final Paymentsh.ca

The requests of a Participant referred to abovesabgect to the approval of the Compensation
Committee, and the Compensation Committee willrdgtee, in its sole discretion, of what portion bét
Final Payment is to be paid to the Participant ashcand what portion is to be paid in Shares. The
Compensation Committee will further determine whketbayment in Shares will be made by the issuance
of Shares from treasury, if the proposed amendmargsapproved at the Meeting, or through the
Corporation contributing all or a Portion of then&li Payment to a trustee to be used by the trustee
purchase Shares on the TSX.

Within seven days following the Filing Date, ther@aration will, if the Participant is to receivd al
or a portion of the Final Payment in cash, maké plagment to the Participant in cash. Within te@) (1
business days following the Filing Date, if thetRgvant is to receive Shares, the Corporation raayts
discretion, elect to issue Shares from treasunaleiguthe number of deferred share units credibethe
Participant’s account as of the relevant redemptiate, if the proposed amendments are approvdtkat t
Meeting, or contribute all or the appropriate portof the Final Payment to the Trustee and redgbiee
Trustee to use that amount as soon as practidadiesfter to purchase Shares on the TSX and détiose
Shares to the Participant. An amount that woulttmtise give rise to fractional Shares will be paid
cash. If a Participant who would otherwise recéimres is a citizen or resident of a country othan
Canada, the Corporation has the right, in its slideretion, to pay entirely in cash the Final Payte
should the Corporation determine that the regujatwr other requirements of the applicable foreign
jurisdiction associated with the purchase of Sharegoo onerous to it or the Participant.

In the event of the death of a Participant, thepBmation will make Final Payment, if the
proposed amendments to the DSU Plan are approvedeaMeeting, within ninety days after the
Participant’s death, through either: (i) a lump stash payment; (ii) an issuance of Shares fronstirga
or (iii) a combination of a lump sum cash paymemd &ssuance of Shares, to or for the benefit of the
legal representative of the Participant. The Conemitvill determine, in its sole discretion, whattjmm
of the Final Payment is to be paid to the Partitipa cash and what portion is to be paid in Sharas
lump sum cash payment will equal the number of mefe share units credited to the Participant’s
account on the date of payment multiplied by the rfearket value per Share determined as of the date
that is five days before the date of payment. Thar&s issued from treasury will equal the number of
deferred share units credited to the Participaadtimount as of the date of payment. If a Participked
after the Participant has Terminated Service bfdrbefiling a notice of redemption with the secrgtaf
the Corporation, these same rules will apply predidghat in no event will payment or the issuance of
Shares be made later than December 31 of thecitshdar year commencing after the Participant has
Terminated Service.

A Participant who has been terminated with causemoairedeem the deferred share units held that
it holds and those deferred share units will berdk cancelled as of the date of termination of the
Participant. The Board may terminate the DSU Pigntiime before or after any allotment or accreditirfi
deferred share units thereunder.

Proposed Amendments
Subject to the rules about specific amendmentsigeielow, the Board may amend the DSU Plan

as it deems necessary or appropriate without sblalerh approval, subject to applicable corporate,
securities and tax law requirements, but no amentimiél, without the consent of the Participantumess
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required by law, adversely affect the rights ofatiBipant with respect to deferred share units$ tizae
been credited to the account of the Participatiteatime of such amendment to the DSU Plan.

Notwithstanding the above, the Board must obtaiaretfolder approval for the following
amendments to the DSU Plan:

i) the removal or an increase in the insider pigiition limits;

i) an increase to the maximum number of securitserved for issuance under the DSU Plan or
any other security based compensation arrangemanaht;

iii) amendments to the amendment provisions ofxB&) Plan.

As of October 15, 2012, the following are activewsdy based compensation arrangements of
the Corporation: the 2003 Share Option Plan (tH#32Plan”), the Alternate Compensation Plan (the
“ACP”) and the DSU Plan. As of October 15, 2012 tbtal number of Shares outstanding and available
for issuance by the Corporation under its seclrétyed compensation arrangements is 6,337,662. As of
October 15, 2012: there are outstanding optionputechase 3,358,116 Shares issued under the 2003
Plan, representing 7.9% of the Shares outstandidgagailable for issuance by the Corporation; there
are zero (0) outstanding Shares issued under tHe, Agpresenting 0% of the total Shares outstanding
and available for issuance by the Corporation; thiede are outstanding deferred share units to eequi
780,000 Shares issued under the DSU Plan, repnegehi9% of the total Shares outstanding and
available for issuance by the Corporation. Theeetherefore 2,199,546 Shares remaining available fo
future issuance under the Corporation’s securisetlacompensation arrangements, representing 5.2% of
the total Shares outstanding and available foraisse by the Corporation, if the proposed amendments
to the DSU Plan are approved at the Meeting. Thstanding deferred share units to acquire 780,000
Shares representing approximately 1.9% of the ésre outstanding Shares and which are worth
$253,500 as of October 15, 2012, have been cretditBd. Aiping Young, President and Chief Executive
Officer of the Corporation.

The Corporation wishes to amend the DSU Plan ierorad permit the issuance from treasury of
Shares that are issuable under DSU Plan. In additiee Corporation wants to be authorized to issue
shares from treasury in payment of any amount duteuuthe DSU Plan, including for deferred share
units credited before the approval of the prop@seadndments.

The DSU Plan is administered by the Board (in ctbason with the Compensation Committee)
and subject to regulatory requirements, may be deterby the Board without shareholder approval.
Pursuant to the requirements of the TSX, the pregpa@snendments to the DSU Plan require the approval
of a majority of the votes cast by the shareholdérthe Corporation at the Meeting. The Corporation
has applied to the TSX for its approval of the psgrl amendments.

The directors of the Corporation have determined tiine proposed amendments to the DSU Plan
are in the best interests of the Corporation aerdstiareholders as it will provide the Corporatigthw
additional flexibility as well as preserve cashitalde to the Company as under the current DSU Plan
the settlement of DSU'’s issued will result in atcastflow. The directors of the Corporation recomuhe
that the shareholders vote in favour of the prog@eendments to the DSU Plan. To be approved, the
resolution approving the amendments to the DSU Riast be approved by not less than a majority of
the votes cast by shareholders, present in pers@pmesented by proxy, at the Meeting.
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The text of the resolution approving the amendméatshe DSU Plan to be submitted to
shareholders at the Meeting is set forth below:

BE IT RESOLVED THAT:

1. The Corporation is hereby authorized to amend éferded share unit plan (the “DSU
Plan”) to (i) permit the issuance from treasurycoinmon shares of the Corporation (the
“Shares”) that are issuable under the DSU Plan;(a@ndet the maximum total number
of Shares available for issuance from treasury uadlesecurity based compensation
arrangement of the Corporation at 15% of the Catpon's issued and outstanding
Shares at any given time, the whole as set outpipeAdix A to the management proxy
circular of the Corporation dated October 15, 2012;

2. The Corporation is hereby authorized to issue shfman treasury in payment of any
amount due under the DSU Plan, including for théemled share units to acquire
780,000 Shares credited to Dr. Aiping Young, Presicand Chief Executive Officer of
the Corporation, before the date hereof; and

3. Any director or officer of the Corporation is auttze@d and directed to execute and
deliver for and in the name of and on behalf of @wporation, under its corporate seal
or otherwise, all such certificates, instrumenggeaments, notices and other documents
and to do such other acts and things as, in th@a@pbf such persons, may be necessary
or desirable in connection with the amendmenthi#oDRSU Plan, with the performance
of the Corporation of its obligations in connectithrerewith, and to give effect to the
foregoing and facilitate the implementation of fbeegoing resolutions.

Unless otherwise instructed by a Shareholder, thegpsons named in the accompanying form
of proxy will vote “FOR” the resolution approving the amendments to the DSU Plan.

STATEMENT OF EXECUTIVE COMPENSATION
COMPENSATION DISCUSSION AND ANALYSIS
Composition of the Compensation Committee

The Board, upon the advice of the Compensation (tieendetermines executive compensation.
From June 1, 2010 to present, the Compensation tteanihas been comprised of independent board
members Dr. Burger and Dr. Wright. Dr. Burger isaichof the Compensation Committee. The
Compensation Committee met four times during th@gddasting from June 1, 2011 to present. For more
information on the Compensation Committee, please the section entitled “Compensation” of the
Corporation’s Corporate Governance Practices atthbbreto as Appendix B.

Compensation Objectives and Philosophy

The Compensation Committee's mandate is to revimvaalvise the Board on the recruitment,
appointment, performance, compensation, benefitdemination of executive officers. The Comperwsati
Committee also administers and reviews procedurdspalicies with respect to our 1993 Plan and 2003
Plan, employee benefit programs, pay equity and@ment equity and reviews executive compensation
disclosure where it is publicly disclosed.
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The market for biotechnology companies in the dmwekent phase, particularly small capital
issuers, has been extremely challenging for thefpasyears and throughout fiscal 2012. It has basy
difficult to raise the capital required to continmer operations and meet our developmental milestorhe
Compensation Committee has taken these factoredmsideration when recommending the compensation
for Named Executive Officers (as defined hereimafted focuses the assessment on achievement of the
corporate objectives described below as beingélevtilue drivers of the Corporation.

Lorus’ executive compensation program is desigoed t

« attract and retain qualified, motivated and achiemet-oriented individuals by offering
compensation that is competitive in the industry ararketplace;

« align executive interests with the interests ofr8halders; and

« ensure that individuals continue to be compensateciccordance with their personal
performance and responsibilities and their contigiou to the overall objectives of the
Corporation.

These objectives are achieved by offering exeesitand employees a compensation package that is
competitive and rewards the achievement of botht$eiom and long-term objectives of the Corporation
As such, our compensation package consists of keneelements:

« base salary and initial stock options;

- short-term compensation incentives to reward ceteoand personal performance through
potential annual cash bonuses; and

+ long-term compensation incentives related to lamgit increase in Share value through
participation in the 2003 Plan.

Base Salary — Initial Stock Options

In establishing base salaries, the objective obimpensation Committee is to establish levels that
will enable Lorus to attract and retain executifiicers that can effectively contribute to the letegm
success of the Corporation. Base salary for eaebutixe officer is a function of the individual'kilks,
abilities, experience, past performance and amtiegp future contribution to the success of Loruse T
members of the Compensation Committee use theiwlkalge of the industry and of industry trends to
assist with the determination of an appropriatepemsation package for each executive officer.ehtamn
cases, the Compensation Committee may recommenrdsimt of automobile allowances, fitness
allowances and the payment of certain professidmas as a component of an overall remuneratioragack
for executives.

In certain cases, executive officers may be gramstedk options on the commencement of
employment with Lorus in accordance with the respulity delegated to each executive officer for
achieving corporate objectives and enhancing Shitehvalue in accordance with those objectives.

Short-Term Compensation Incentives

The role of short-term compensation incentives atuk is to reward corporate and personal
performance. Each year, the Board approves theahromiporate objectives encompassing scientific,
clinical, regulatory, business and corporate dgraknt and financial criteria. The annual cash bdous
the President and Chief Executive Officer and ttieoexecutive officers is based, at least in martthe
level of achievement of these annual objective®e imdred percent of the President and Chief Execut
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Officer's and seventy-five percent of the othercexige officers’ cash bonus is based on the leyel o
achievement of corporate objectives. The balance¢hefother executive officers’ bonus is based on
achievement of individual/departmental objectives.

All corporate and executive officer objectives asgiewed by the Compensation Committee and
approved by the Board. The Compensation Commigeenmmmends to the Board the awarding of bonuses,
payable in cash, stock or stock options, to reweatthordinary individual performance.

For each executive officer, during the fiscal yeaded May 31, 2012, the annual cash bonuses
ranged from 15% to 40% of base salary when allaratp and individual executive officer objectivesrav
achieved.

Cash bonuses are determined as soon as practafédnieéhe end of the fiscal year and, for the
Named Executive Officers, are included in the Sumn@ompensation Table in the year in respect of
which they are earned.

Long-Term Incentive Plan

The role of long-term compensation incentives aukas to reward an executive’s contribution to
the attainment of Lorus’ long-term objectives, align executive’'s performance with the long-term
performance of Lorus and to provide an additionaeéntive for an executive to enhance Shareholdeeva
Long-term incentive compensation for directorsjoeffs, employees and consultants is reviewed alynual
and is accomplished through the grant of stocloaptunder our 2003 Plan.

The number of options granted to the CEO was needban achievement of objectives and
vested over a two year period. The number of optigranted for certain executives of Lorus for the
fiscal year ended May 31, 2012 was based on aahnieneof both corporate and executive officer
objectives. The Compensation Committee approvealtbeation of options and options are priced using
the closing market price of the Shares on the T&%he last trading day prior to the date of grant.
Options to purchase Shares expire ten years frerddte of grant and vest over a term determinetidy
Compensation Committee. The granting of optionpurchase Shares for Named Executive Officers is
included in the Summary Compensation Table in #ar yhat they are earned.

Performance Metrics
The performance of the President and Chief Exee@ifficer and other Named Executive Officers
for the 2012 financial year was measured in tHeviohg areas:
Maximizing the value of LOR-253;
Maximizing the value of LOR-500;

Establishing at least one corporate partnershig; an

A w DD

Equity financing to establish at least one yeazash.

Each of the above is weighted at 30%, 15%, 30%2&f¢l respectively in relation to assessment of
satisfaction of overall corporate objective andedeination of any general corporate bonuses. Based
these criteria the Board assigned an achieveme®if%f Incentive compensation related to the attaimm
of these objectives will be paid in fiscal 2013miar performance metrics were established foryar
ending May 31, 2013 based on the approved busphasgor the current year.
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Hedge or Offset Instruments

Named Executive Officers or directors are not peeaito purchase financial instruments that aréggded
to hedge or offset a decrease in market value wifyegecurities granted as compensation or hetdctly
or indirectly, by Named Executive Officers or dies, including, for greater certainty, prepaidiable
forward contracts, equity swaps, collars, or uoftexchange funds.

PERFORMANCE GRAPH
The following graph illustrates our cumulative tot@hareholder return (assuming a $100

investment) for the Shares on the TSX as compaittdthhe S&P/TSX Capped Health Care Index during
the period May 31, 2007 to May 31, 2012.

Cumulative Value of a $100 Investment
Assuming Reinvestment of Dividends
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Compensation levels for the Named Executive Offidave not fluctuated to the same degree as
Shareholder returns. Compensation does not saélisct consideration of Corporation performance.
Instead, compensation is determined in light ofomerall compensation package that is considered
appropriate in the circumstances.

SUMMARY COMPENSATION TABLE

The following table details the compensation infation for the most recent fiscal years of the
Corporation, for the President and Chief Executdfficer, the Director of Finance and Acting Chief
Financial Officer, the Vice President of Busines/&lopment and the Vice President of Research ("“NEO
or collectively “Named Executive Officers”):
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Non-equity incentive
plan compensation

Name and Principal Position Fiscal Salary Share- Option- Annual Long-term  Pension  All other Total
Year based based incentive incentive value compensati compensation
ended awards® awards?  plans plans on
May31l (%) %) %) %) ®) ®) ®) ®)

Dr. Aiping Young 2012 337,334 304,200 49,500 Nil Nil N/A Nil 691,034

President and Chief Executive Officer 2011 342,819 N/A 644,711 127,845 Nil N/A Nil 1,115,375

2010 336,480 N/A 70,500 129,792 Nil N/A Nil 536,772

Ms. Elizabeth Williams 2012 68,923 N/A 27,238 Nil Nil N/A Nil 96,161

Director of Finance, Acting Chief 2011 66,322 N/A 54,385 808 Nil N/A Nil 120,707

Financial Officef? 2010 16,319 N/A 7,050 11,933 Nil N/A Nil 35,299

Dr. Yoon Lee 2012 138,071 N/A 27,983 Nil Nil N/A Nil 166,054

Vice President Research 2011 135,405 N/A 61,183 25,599 Nil N/A Nil 222,187

2010 132,810 N/A 21,150 25,632 Nil N/A Nil 179,592

(1) In determining the fair value of these optiomaeds, the Black-Scholes valuation methodology used with the
following assumptions: (i) expected life of fiveays; (ii) volatility of 123-125%; (iii) risk freenterest rate of 1.5%;
and (iv) no dividend yield.

(2) Ms. Williams was on maternity leave from July 2@69une 2010.

(3) During the year ended May 31, 2012, 780,000 defeshare units were issued to Dr. Aiping Young. Teievalue
of these deferred share units was $304,200 at Ma9®.2

Dr. Young did not receive any compensation forroéx as a director of the Corporation
INCENTIVE PLAN AWARDS

Outstanding Share-Based Awards and Option-Based Alsa

The following table shows all awards outstandingach NEO as at May 31, 2012:

Option-based Awards

Name and Principal Position Number of securities Option exercise Option Value of
underlying unexercised price expiration date  unexercised in-the-
options money options
*#) ®)
($) (&)
Dr. Aiping Young 275,000 0.215 Nov 28, 2021 48,125
President and Chief Executive
Officer
Ms. Elizabeth Williams 100,000 0.215 Nov 28, 2021 17,500
Director of Finance, Acung 62,000 0.18 March 8, 2022 13,020
Chief Financial Officer
Dr. Yoon Lee 100,000 0.215 Nov 28, 2021 17,500

Vice President, Research 67,000 0.18 March 8, 2022 14,070
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1) These amounts are calculated based on the diftetegteveen the market value of the securities uyidgrl
the options on May 31, 2012 at the end of the lfigear ($0.39), and the exercise price of the ostio

Share-based Awards

Name and Principal Position Number of shares Market or Market or
or units that payout value of payout value of
have not vested share-based vested share-
awards that have based awards not
# not vested paid out or
%) distributed
(%)
Dr. Aiping Young 780,000 304,000 nil
President and Chief Executive
Officer

The 100,000 option grants to Ms. Elizabeth Williaamsl Dr. Yoon Lee during the fiscal year
ended May 31, 2012 vest contingently upon the aehient of corporate objectives that the
Compensation Committee has deemed to be the dife®tareholder value. These stock options vest
50% upon the achievement of the stated objectRE# on the next anniversary and 25% on the second
anniversary. The options granted in March 2011 Williams and Dr. Lee vest 50% after one year
and 25% on each of the second and third annivesafihe options granted to Dr. Aiping Young vested
50% upon grant and 25% on the first anniversary24% on the second anniversary.

Value Vested or Earned During the Year
The following table sets forth for each Named ExieeuOfficer the value vested or earned on all

option-based awards, share-based awards, and nap-@gentive plan compensation during the figezdr
ended May 31, 2012:

Name and Principal Position Option-based awards Share-based awards — Non-equity incentive plan
— Value vested Value vested during the ~ compensation — Value
during the year year earned during the year

(%) $) $)

Dr. Aiping Young Nil 304,200 Nil

President and Chief Executive Officer

Ms. Elizabeth Williams 8,750 Nil Nil

Director of Finance, Acting Chief Financial Officer

Dr. Yoon Lee 8,750 Nil Nil

Vice President Research

PENSION PLAN BENEFITS

The Corporation does not provide pension plan liisnéd its Named Executive Officers or
employees of the Corporation.

TERMINATION AND CHANGE OF CONTROL BENEFITS

If the employment agreements of the Named Exec@ffieers are terminated by the Corporation
other than for cause, Dr. Young shall be entited & months plus one additional month for each péar
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employment under the agreement in lieu of notigpi@ximately 24 months or $661,500 as at May 31,
2012), Dr. Lee shall be entitled to a notice pedqdal to 4 months plus one additional month fohegear

of employment, to a maximum of 12 months (approxétyal2 months or $135,000 as at May 31, 2012)
and Ms. Williams shall be entitled to the greateomme month and the applicable notice entitlemeten
employment legislation in the event of terminati@pproximately 8 months or $44,500 as at May 31,
2012). If the employment agreements are terminbiethe Corporation other than for cause, then all
unexercised stock options then held by each arerged by the terms of the 2003 Plan. Further gifetis a
change of control of the Corporation and Dr. Yosrgnployment within 36 months of a change of cdntro
of Lorus is terminated without cause or if she feates the agreement with good reason as defindkin
agreement, then she is entitled to receive thevalguit of two years' of her basic salary plus oratim
salary for each year under the agreement (appréeiyn&827,000 as at May 31, 2012), plus an annual
bonus prorated over the severance period (basdideobonus paid in respect of the last completezhlfis
year). All Named Executive Officers will also betidad to benefits coverage for the severance desica
cash payment in lieu thereof.

COMPENSATION OF DIRECTORS

The following table details the compensation reegiby each director for the year ended May
31, 2012:

Name Fees earned Share-based  Option- Non-equity ~ Pension value  All Other Total
awards based incentive plan (%) Compensation
%) %) awards  compensation %) $
)" (%)

Mr. Herbert Abramson 34,500 Nil 6,425 Nil N/A Nil 40,925
Dr. Denis Burger 38,500 Nil 19,150 Nil N/A Nil 57,650
Dr. Mark Vincent 27,500 Nil 6,425 Nil N/A Nil 33,925
Mr. Warren Whitehead 32,500 Nil 3,594 Nil N/A Nil 36,094
Dr. Jim Wright 53,500 Nil 99,125 Nil N/A Nil 152,625

(1) In determining the fair value of these option awardhe Black-Scholes valuation
methodology was used with the following assumptidi)sexpected life of five years; (ii)
volatility of 123-125%; (iii) risk free interestt@of 1.5%; and (iv) no dividend yield.

During the fiscal year ended May 31, 2012, eacleatir who was not an officer of the
Corporation was entitled to receive 15,000 stodiong (the Chair received 30,000) and, at his &lact
common shares, deferred share units and/or caspesmation for attendance at the board of direcibrs
the Corporation committee meetings. During theryaaled May 31, 2012 the Chair was granted an
additional 525,000 options and the directors, igragate, an additional 156,000 options. Thesetgran
were one time option grants. Compensation corsistean annual fee of $15,000 (the Chair received
$35,000) and $1,500 per Board meeting attende®@®4o the Chair of a Board meeting). Members of
the Audit Committee received an annual fee of $8,@3e Chair received $10,000). Each member of the
Compensation Committee and Corporate Governancé&landnating Committee received an annual fee
of $5,000 per committee. Board members (includimg €hair) receive $500 for meetings held via
conference call. There have not been any changaketdees from the prior year. Non-executive
directors are reimbursed for any out-of pocket dtaexpenses incurred in order to attend meetings.
Executive directors are not entitled to direct@@npensation or reimbursement of travel expenses.



-21-
Directors are entitled to participate in the DSl None of our directors participated in thispla
in the fiscal years ended May 31, 2012 or 2011.
Incentive Plan Awards
Outstanding Share-Based Awards and Option Based #isa

The following table sets forth for each directothaer than Named Executive Officers who are
directors, all option-based and share-based aveartdsanding at May 31, 2012:

Option-based Awards

Name and Principal Number of securities Option exercise Option Value of
Position underlying unexercised price expiration date unexercised in-
options the-money options

#) (%) )Y
Mr. Herbert Abramson 15,000 $0.215 Nov 28, 2021 2,625
25,000 $0.18 March 8, 2022 5,250
Dr. Denis Burger 15,000 $0.215 Nov 28, 2021 2,625
50,000 $0.215 Nov 28, 2021 8,750

50,000 $0.18 March 8, 2022 10,500
Dr. Mark Vincent 15,000 $0.215 Nov 28, 2021 2,625
25,000 $0.18 March 8, 2022 5,250
Mr. Warren Whitehead 15,000 $0.215 Nov 28, 2021 2,625
6,000 $0.18 March 8, 2022 1,260

Dr. Jim Wright 30,000 $0.215 Nov 28, 2021 5,250

500,000 $0.215 Nov 28, 2021 87,500

25,000 $0.18 March 8, 2022 5,250

(1) These amounts are calculated based on the differeeioveen the market value of the securities
underlying the options on May 31, 2012, at the ehthe fiscal year ($0.39), and the exercise price
of the options.

Value Vested or Earned During the Year

The following table sets forth for each directoe thalue vested or earned on all option-based
awards, share-based awards, and non-equity ineeplian compensation during the financial year
ending May 31, 2012.

Name Option-based awards — Value vested
during the year
($) (3]

Mr. Herbert Abramson Nil
Dr. Denis Burger Nil
Dr. Mark Vincent il
. Nil

Mr. Warren Whitehead
Nil

Dr. Jim Wright

(1) All options which vested during the year vestethatdate of issue and the market value of the iesur
underlying the options was the same as the exqrdse
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INDEBTEDNESS

As of the date hereof, there is no indebtednesagtei the Corporation by any employees, officers
or directors of the Corporation. The Corporatiod dot provide financial assistance to any emplayees
officers or directors for the purchase of secwitigring the fiscal year ended May 31, 2012 fromeJi,
2012 to the date hereof.

AUDIT COMMITTEE INFORMATION

Reference is made to the Annual Information ForrthefCorporation dated August 3, 2012 for the
fiscal year ended May 31, 2012, under the headigdit Committee Information” for a disclosure of
information related to the Audit Committee requitedier Form 52-110F1 to National Instrument 52-110
Audit Committeeg‘NIl 52-110"). A copy of this document can be falion SEDAR at www.sedar.com,
however we will promptly provide a copy of this dogent to any securityholder of the Corporation frée
charge upon request.

DIRECTORS AND OFFICERS' LIABILITY

We purchase and maintain liability insurance far ltenefit of directors and officers to cover any
liability incurred by such person in such capasiti€he policy provides for coverage in the amount o
$10,000,000 with a deductible amount of $150,00€h(eertain exceptions). For the period June 11201
May 31, 2012, the premium cost of this insurance $&6,000.

EQUITY COMPENSATION PLAN INFORMATION
Stock Option Plans

The stock option plans were established to advireaterests of Lorus by:
- providing Eligible Persons (as defined below) veéitlditional incentives;
« encouraging stock ownership by Eligible Persons;
« increasing the interest of Eligible Persons indhecess of Lorus;
« encouraging Eligible Persons to remain loyal touspand
- attracting new Eligible Persons to Lorus.
Our original stock option plan, the 1993 Plan, wesdablished in 1993; however, due to
significant developments in the laws relating targhoption plans and our then future objectives, in

November 2003 we created the 2003 Plan, ratifiecbdnry Shareholders, pursuant to which all future
grants of stock options would be made.

The Compensation Committee as authorized by thedBadministers the 1993 Plan and the
2003 Plan (collectively the “Stock Option Plans”).

The DSU Plan, which is proposed to be amended at Meeting, is described in the
“PARTICULARS OF MATTERS TO BE ACTED UPON - 3. Amements to the DSU Plan” section of
this Circular.
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The 1993 Plan

Under the 1993 Plan, options were granted to direcofficers, consultants and employees of the
Corporation or its subsidiaries (“Eligible Persgndhe total number of options issued under the3Ian
is 1,530. This represents 0.0% of the Corporatigsised and outstanding capital as at OctoberQR.2
There were no further option grants made undefl 893 Plan after November 2003. Therefore, no farthe
options are issuable under the 1993 Plan. The notaber of Shares issuable under actual grantsigouirs
to the 1993 Plan is 1,530 being 0.0% of the Cotmora issued and outstanding capital as at Octbber
2012.

The number of Shares issuable to insiders, at eng, tunder the 1993 Plan and any other
compensation arrangement of the Corporation caewu#ted 10% of the issued and outstanding Shares of
the Corporation. The number of Shares issued tddrss within any one year period, under the 1988 P
and any other compensation arrangement of the @aipo cannot exceed 10% of the issued and
outstanding Shares of the Corporation. The maxiperoentage of Shares reserved for issuance toreny o
person is 5% of the issued and outstanding Shétbe €orporation. The exercise price of optiorenged
under the 1993 Plan was established by the Boatteohasis of the closing market price of Sharabef
Corporation on the TSX on the last trading day gdét the date of grant. If such a price was natlabie,
the exercise price was to be determined on the lofishe average of the bid and ask for the Shardhe
TSX on the date preceding the date of grant. Treeddetermined the vesting period of options atithe
of granting the option. The term of options granteder the 1993 Plan and outstanding as of Octidher
2012 is 10 years from the date of grant.

If an option holder ceases to be an officer, dinectontinuing consultant or employee of the
Corporation or a subsidiary, each unexpired, vespdidn may be exercised within three months ofdiute
of cessation. In the event of the death of an aptipeach unexpired, vested option may be exencisleith
nine months of the option holder's date of death.

Options granted under the 1993 Plan are not traaiste Currently, the 1993 Plan may be amended
by the Board subject to regulatory approval inaiartircumstances.

The 2003 Plan

Under the 2003 Plan, options may be granted tdkididPersons. At October 15, 2012, the total
number of options outstanding under the 2003 Fa$ 358,116 representing 7.9% of the Corporation's
issued and outstanding capital. Options to purch@as® an additional 2,979,546 Shares, being 7.1% o
Shares issued and outstanding, are available &mt gmder the 2003 Plan. The total number of Shares
issuable under the 2003 Plan is 15.0% of the Catjmr's issued and outstanding capital as at Octobe
15, 2012 which represents 6,337,662 Shares. Thkrtamber of options issued under the 2003 Plan
combined with those issued under the 1993 PlanShrades issued under the ACP and DSU Plan, if the
proposed amendments to the DSU Plan are approvibe adeeting, will not exceed 15% of the Shares
issued and outstanding at any time.

The maximum number of Shares reserved for issuanicsiders, at any time, under the 2003 Plan
and any other compensation arrangement of the Garpo is 10% of the issued and outstanding Shafres
the Corporation. The maximum number of Sharesrtiagtbe issued to insiders, at any time, under @08 2
Plan and any other compensation arrangement dCdngoration within a 12 month period is 10% of the
issued and outstanding Shares of the Corporatioa.nfaximum number of Shares reserved for issuance t
any one person is 5% of the issued and outstari®liages of the Corporation. The exercise price tibop
granted under the 2003 Plan is established by daedBand will be equal to the closing market patée
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Shares on the TSX on the last trading day precatimgate of grant. If there is no trading on ttete, the
exercise price will be the average of the bid asidan the TSX on the last trading date precediegitite
of grant. If not otherwise determined by the Boama,option granted under the 2003 Plan will vesibas
50% on the first anniversary of the date of grdrnhe option and an additional 25% on the secotthaind
anniversaries after the date of grant. The Boamekfthe term of each option when granted, but terch
may not be greater than 10 years from the dateaot.g

If an option holder is terminated without causeijges or retires, each option that has vested will
cease to be exercisable three months after thenoptilder's termination date. Any portion of aniapthat
has not vested on or prior to the termination ealleexpire immediately. If an option holder is teinated
for cause, each option that has vested will cambe exercisable immediately upon the Corporatinotice
of termination. Any portion of an option that hast mested on or prior to the termination date axpire
immediately.

Options granted under the 2003 Plan are not adsdigna

Currently, the Board may amend the 2003 Plan stibjeregulatory approval, provided that the
Board may not make the following amendments withbatapproval of Shareholders:

« an amendment to the maximum number of Shares exbéoy issuance under the 2003 Plan
and under any other security based compensatiangegment of the Corporation;

« areduction in the exercise price for options hmsldnsiders;

« an extension to the term of options held by insidend

« anincrease in the 10% limits on grants to insiders

During the period June 1, 2011 to May 31, 2012jomst to purchase 1,538,000 Shares were
granted under the 2003 Plan at exercise priceseeetv$0.18 and $0.215 per Share. During the year
ended May 31, 2012, we granted options to employahsr than executive officers of the Corporation,
to purchase 163,000 Shares, being 10.6% of théimmantive stock options granted during the year t
employees, executive officers and directors.

Alternative Compensation Plan

The Corporation has an ACP which enables Lorusesetrits obligations to pay directors’ fees,
salary and performance bonuses to certain employed¢ise form of Shares. The ACP permits the
Corporation to, in circumstances considered apjatgby the Board, encourage the ownership of gquit
of the Corporation by its directors and senior eypés (“Participants”), enhance the Corporation’s
ability to retain key personnel and reward siguific performance achievements while preserving the
cash resources of the Corporation.

Under the ACP, Patrticipants have the option ofixéog director’s fees, salary, bonuses or other
remuneration, as applicable (“Remuneration”) by #iletment and issuance from treasury of such
number of Shares as will be equivalent to the asle of the Remuneration determined by dividirg th
Remuneration by the weighted average closing Shréee for the five (5) trading days prior to payrhen
date (the “5-day VWAP”). The issue price of Shdsssied under the ACP is the 5-day VWAP.

The maximum number of Shares reserved for issuander the ACP, when combined with the
Stock Option Plans and the DSU Plan, if the propasaendments to the DSU Plan are approved at the
Meeting, will not exceed 15% of the Corporatiorssued and outstanding Shares at any given time.
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There have been no Shares issued under the ACP.

Employee Share Purchase Plan

We have an Employee Share Purchase Plan (“ESPH)té purpose of the ESPP to assist the
Corporation to retain the services of its employ@esecure and retain the services of new emptoyee
and to provide incentives for such persons to exestimum efforts for the success of the Corporation
The ESPP provides a means by which employees ofCthporation and its affiliates may purchase
Shares at a 15% discount through accumulated pajeductions. Eligible participants in the ESPP
include all employees, including executive officemeho work at least 20 hours per week and are
customarily employed by the Corporation or an it of the Corporation for at least six months per
calendar year. Generally, each offering is of thme@nths' duration with purchases occurring every
guarter. Participants may authorize payroll dedunstiof up to 15% of their base compensation for the
purchase of Shares under the ESPP.

For the year fiscal ended May 31, 2012, a totdl4y120 common shares had been purchased by
employees under the ESPP at prices per share be$e26 and $0.15 per common share and a
weighted average purchase price of $0.20. Duriagyéar ended May 31, 2012, under the ESPP, Named
Executive Officers, as a group, did not purchasestmares pursuant to the ESPP.

SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COM PENSATION PLANS
The following table sets forth certain details t#ha end of the fiscal year of Lorus, ended May 31

2012 with respect to compensation plans pursuanvhith equity securities of the Corporation are
authorized for issuance.

Number of Shares to be Weighted- Number of Shares remaining  Total options, warrants
issued upon exercise of average available for future issuance and rights outstanding
outstanding options, exercise price of  under the equity compensation and available for Grant
warrants and rights outstanding options plans (Excluding Securities
(@ (b) reflected in Column (a)) @ +(c)
©
Plan Category Number % of Number % of Shares  Number % of
Shares outstanding Shares
outstanding outstanding
Equity
compensation
plans
approved by
Shareholders 3,358,116 7.9% $0.46 2,979,546 7.1% 6,337,662 15.0%
Equity
compensation
plans not

approved by
shareholdef8 780,000 1.9% N/A N/A N/A N/A N/A
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Number of Shares to be Weighted- Number of Shares remaining  Total options, warrants
issued upon exercise of average available for future issuance and rights outstanding
outstanding options, exercise price of  under the equity compensation and available for Grant
warrants and rights outstanding options plans (Excluding Securities
(@) (b) reflected in Column (a)) (@) + (¢
©
Plan Category Number % of Number % of Shares  Number % of
Shares outstanding Shares
outstanding outstanding
Equity
compensation
plans
approved and
not approved
by
shareholde 4,138,11¢ 9.8% N/A 2,199,541 5.2% 6,337,66. 15.0%

(1) The plan not approved by shareholders repredbatDSU Plan and the DSUs currently issued byCtirapany.
There are no Shares remaining available for fussg@ance under the current DSU Plan. Should shdexscapprove
the proposed amendment to the DSU Plan, these B®UIsl become part of the plans approved by shaldel®land
the 15% maximum.

INTEREST OF CERTAIN PERSONS IN MATTERS TO BE ACTED UPON

None of the directors or executive officers of @mporation, no proposed nominee for election as
a director of the Corporation, none of the persehs have been directors or executive officers ef th
Corporation at any time since June 1, 2011, nogseg nominee for election as a director and nacagso
or affiliate of any of the foregoing has any matkiinterest, direct or indirect, by way of benedici
ownership of securities or otherwise, in any mattdreduled to be acted upon at the Meeting otlaerttre
election of directors and as disclosed under tlaglihg “PARTICULARS OF MATTERS TO BE ACTED
UPON - 3. Amendments to the DSU Plan” section f @ircular.

INTEREST OF INFORMED PERSONS IN MATERIAL TRANSACTIO NS

Other than as set forth below during the fiscalr yafathe Corporation ended May 31, 2012, no
director, proposed director, officer, or associatea director, proposed director or officer nor, ttee
knowledge of our directors or officers, after havinade reasonable inquiry, any person or compamy wh
beneficially owns, directly or indirectly, Sharearrying more than 10% of the voting rights attacteedll
Shares outstanding at the date hereof, or anyiatsaoc affiliate thereof, had any material intérdgect or
indirect, in any material transaction of the Cogtimn, nor do any such persons have a materiakestte
direct or indirect, in any proposed transactiothef Corporation.

On June 20, 2011, Mr. Abramson entered into arvaoable commitment letter with the
Corporation, subject to completion of a prospediffering for gross proceeds of a minimum of $2.0
million, to purchase common shares and common ghahase warrants in the capital of Lorus. On July
11, 2011, Mr. Abramson entered into another irrattee commitment letter with the Corporation to
purchase common shares and common share purchasmtaaf the Corporation having an aggregate
subscription price equal to the difference if abgiween (a) the sum of the gross proceeds recéiyed
Lorus in respect of all financings completed byusuntil November 30, 2011 and (b) $4,000,000. On
August 15, 2011, Lorus completed an offering by whghort form prospectus of 5,484,000 units atieep
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of $0.40 per unit. Each unit was comprised of ammaraon share and one common share purchase warrant
exercisable for up to 5 years following closing tbé offering to acquire one common share of the
Corporation at a price of $0.45 per share. Mr. Aiwan acquired 2,444,500 units as part of the offeri

Pursuant to the commitment letter provided by Mhranson, the Company issued a grid
promissory note to Mr. Abramson that allowed ubdorow funds up to $1.8 million. The funds could
be borrowed at a rate of up to $300 thousand pettmincurred interest at a rate of 10% per year an
would be due and payable in full on November 2820rhe promissory note was subject to certain
covenants which, if breached, could result in thenpssory note becoming payable on demand. Lorus
had not breached these covenants as of May 31, &td had not received notice of any breach of these
covenants by Mr. Abramson. At May 31, 2012, $906usand has been drawn under the promissory
note and on June 27, 2012, the note and all acéntebst was repaid. Lorus does not intend tevdra
any additional amounts under this promissory note.

STATEMENT OF CORPORATE GOVERNANCE PRACTICES

Corporate governance relates to the activitiehefBoard, the members of which are elected by
and are accountable to the Shareholders, and matesccount the role of the individual members of
management who are appointed by the Board and whaharged with the day-to-day management of
Lorus. The Board believes that sound corporate rgavee practices are essential to contributindi¢o t
effective and efficient decision-making of managetmand the Board and to the enhancement of
Shareholder value. The Board and management befieat Lorus has a sound governance structure in
place for both management and the Board. Of pdatinote Lorus has:

- established a written mandate of the Board,;

« established a written charter for the Audit Comeeiit

- established a written charter for the Compens&iommittee;

- established a written charter for the Corporateggmance Committee;
« established a written Disclosure and Insider Trgdalicy; and

» established a written Code of Ethics.

National Instrument 58-104 Disclosure of Corporate Governance Practi¢#¢l 58-101") and
National Policy 58-201— Corporate Governance Guidelin€$\NP 58-201") requires issuers, including
Lorus, to disclose the corporate governance pextitat they have adopted. NP 58-201 provides igciéda
on governance practices. The Corporation is albgestito NI 52-110, which has been adopted in v&rio
Canadian provinces and territories and which pileser certain requirements in relation to audit
committees. The required disclosure under NI 58i4@itached hereto as Appendix B.

2013 SHAREHOLDER PROPOSALS

For the next annual meeting of Shareholders of $,08hareholders must submit any proposal
that they wish to raise at that meeting on or efluly 26, 2013.

ADDITIONAL INFORMATION

Additional information relating to us, including oumost current annual information form
(together with documents incorporated therein bgremce), our financial statements for the fisary
ended May 31, 2012, the report of the auditorsethver management's discussion and analysis of our
financial condition and results of operations feacél 2012 and our interim financial statements for
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periods subsequent to the end of our last finangalr, can be found on the System for Electronic
Document Analysis and Retrieval (SEDAR) at www.gantam. Copies of those documents are available
upon written request to the Director of Financd.ofus, upon payment of a reasonable charge where
applicable. Our financial information is provided @ur consolidated financial statements for ther yea
ended May 31, 2012 and management's discussioaraigsis of our financial condition and results of
operations for year ended May 31, 2012.

DIRECTORS' APPROVAL

The contents and sending of this Circular have bapgnoved our directors.

(signed) AIPING YOUNG
President and CEO
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APPENDIX A
Amended Deferred Share Unit Plan

(See attached document)



LORUS THERAPEUTICS INC.
Deferred Share Unit Plan

April 17, 2000
(as amended November 29, 2012)
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SECTION 1.
GENERAL PROVISIONS

1.1. Purpose

The purpose of the Deferred Share Unit Plan of &drberapeutics Inc. is to promote a
greater alignment of interests between the direcad senior officers of the Corporation and the
shareholders of the Corporation.

1.2. Definitions

As used in this Plan, the following terms haveftilwing respective meanings:

(@)
(b)

()

(d)
()

(f)

(9)

“ACP” means the Lorus Therapeutics Inc. Alternatenmpensation Plan as
amended from time to time;

“Board” means the Board of Directors of the Corpiorg

“‘Committee” means the Corporate Governance and @asgtion Committee of
the Board, or any other person or group designayetie Board as the Committee
for the purposes of the Plan;

“Corporation” means Lorus Therapeutics Inc.;

“Deferred Share Unit” means a right granted by@oeporation to a Participant to
receive, on a deferred payment basis, a Shareearash equivalent of a Share on
the terms contained in the Plan;

“Election Date” means the date on which a Partitigdes an election with the
Secretary of the Corporation pursuant to secti@n 2.

“Eligible Remuneration” means all amounts payable€ash or Shares (subject to
election otherwise under this Plan) to a Partidiply the Corporation or a
Subsidiary of the Corporation in respect of thevises provided to the
Corporation or Subsidiary by the Participant in aalendar year, including (a): in
the case of a director, without limitation, (i) aah Board or committee of the
Board or advisory retainer fees, (ii) fees for radieg meetings of the Board or a
committee of the Board and (iii) fees for servirgycoairman or chairwoman of
any committee of the Board, but, for greater catyaiexcluding amounts payable
to a Participant as a reimbursement for expensasrad in attending meetings;
and (b): in the case of a senior officer, withantifation, those services for which
a salary or cash bonus would normally be paid, idex/ that the relevant
performance criteria which serve as a basis forgtiaating of such bonuses have
been met.



(h)

(i)
()
(k)
()

(m)

(n)

()
(P)

(@)

()

(s)
(t)
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“Fair Market Value” on any day (the “relevant daytleans the closing price per
Share on the TSX on the most recent day precetiegdlevant day on which

Shares are traded on the TSX provided that suategieg day shall not be more
than five days prior to the relevant day. If theqading day is more than five days
prior to the relevant day, or if the Shares are listéd on the TSX, the Fair

Market Value will be the value established by thentinittee based on the price
per Share on any other public exchange on whiclttieres are listed, or if the
Shares are not listed on any public exchange, &ytbhmmittee based on the fair
value of the Shares;

“Filing Date” has the meaning given to that ternséction 2.8.1.1;
“Final Payment” has the meaning given to that tarrsection 2.8.1.2;
“Insider” has the meaning given to that term in 18X Rules;

“Option Plans” means the stock option plans of@loeporation as amended from
time to time;

“Participant” means any director, or senior officar the Corporation or any
Subsidiary of the Corporation identified by the Goittee as being eligible to
participate in the Plan on the applicable Eleciiate;

“Plan” means the Lorus Deferred Share Unit Plararasnded from time to time;
“Share” means a Common Share of the Corporation;

“Subsidiary” has the meaning given to that ternth@Business Corporations Act
(Ontario);

“Terminated Service” means that the Participantresised, resigned or has been
terminated without cause from all positions withe tiCorporation and any

Subsidiary of the Corporation as an officer, exeeyutemployee and director, or
has, as a result of disability, otherwise ceasedotd any and all positions with

the Corporation and any Subsidiaries. For greawtainty, the death of a

Participant or termination with cause from any posiwith the Corporation and

any Subsidiary of the Corporation does not corstifterminated Service;

“Trustee” means a trustee of a trust or custod@oant established by the
Corporation for the purpose of purchasing Sharesyaunt to section 2.8.1.4;

“TSX” means The Toronto Stock Exchange; and

“TSX Rules” means the rules of the Toronto Stoclcliange manual, as those
rules may be amended from time to time or any |sms.



1.3. Effective Date
The Plan will be effective as of April 17, 2000.

1.4. Administration

1.4.1. The Committee will, in its sole and absoldigcretion, but subject to applicable
corporate, securities and tax law requirementsn{@rpret and administer the Plan,

(if) establish, amend and rescind any rules and regulatielating to the Plan, and
(iii) make any other determinations that the Committeendenecessary or desirable for
the administration of the Plan. The Committee magrect any defect or supply any
omission or reconcile any inconsistency in the Rfathe manner and to the extent the
Committee deems, in its sole and absolute disergtiecessary or desirable. Any decision
of the Committee in the interpretation and admratgin of the Plan will be final,
conclusive and binding on all parties concerned.eXpenses of administration of the
Plan will be borne by the Corporation including aegsonable brokerage fees relating to
the purchase of Shares under the Plan.

1.4.2. The maximum total number of Shares avail&nl@essuance from treasury under
the Plan, the Option Plans, the ACP and any oteeurgy based compensation
arrangements is 15% of the Corporation’s issued @rtdtanding Shares at any given
time.

1.4.3. The maximum number of Shares that may berved for issuance to any one
Participant pursuant to Deferred Share Units gohnteler the Plan is 5% of the number
of Shares outstanding at the time of reservation.

1.4.4. The maximum number of Shares that may be:

(@) reserved for issuance to Insiders pursuant to Befe8hare Units granted
under the Plan and any other security based corapensarrangements of
the Corporation is 10% of the number of Sharestantsng at the time of
reservation;

(b) issued to Insiders pursuant to Deferred Share \graisted under the Plan
and any other security based compensation arrangemef the
Corporation within a one-year period is 10% of thember of Shares
outstanding at the time of issuance; and

(c) issued to any one Insider pursuant to DeferredeSHaits granted under
the Plan and any other security based compensatramgements of the
Corporation within a one-year period is 5% of themiber of Shares
outstanding at the time of issuance.
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SECTION 2.
AWARDS UNDER THE PLAN

2.1. Payment and Deferral of Eligible Remuneration

Subject to any rules, approvals and conditions that Committee may impose, a
Participant may, with the consent of the Commifteen time to time, elect to receive Eligible
Remuneration, in whole or in part, in the form af&rred Share Units.

2.2. Method of Electing

2.2.1. To elect a form or forms of payment of HllgiRemuneration for the period from
June 1, 1999 to May 31, 2000 pursuant to the RlI&articipant will, no later than May 5,
2000, complete and deliver to the Secretary ofGbeporation a written election in the
form prescribed by the Secretary.

2.2.2. To elect a form or forms of payment of Hlgi Remuneration for any subsequent
fiscal year during which the Plan is in effect aimdrespect of which the Eligible
Remuneration will become payable, a Participantl sttalater than ten days before the
end of a fiscal year complete and deliver to ther&ary of the Corporation a written
election for the immediately following fiscal year the form attached as Appendix A
hereto subject to any changes in such form madeebommittee from time to time.

2.2.3. The Participant’s written election will dgsate the percentage of each item of the
Eligible Remuneration for the applicable fiscal ydaat the Participant elects to receive in
the form of Deferred Share Units and the percentiagkethe Participant elects to receive
in Shares and/or cash.

2.2.4. In the absence of a designation to the apntisubject to the approval of the
Committee, the Participant’'s election for the latéscal year with respect to those
percentages will continue to apply to all subseg&digible Remuneration payments until
the Participant submits another written electioadnordance with this section.

2.2.5. A Participant will file only one election mespect of the Eligible Remuneration
payable in respect of any fiscal year and the ieleastill be irrevocable for that year. If no
election is filed by a Participant, and no prioeation remains effective, the Participant
will be deemed to have elected to be paid other thdeferred Share Units all Eligible
Remuneration payable to that Participant for thaiegble fiscal year.

2.3. Payment of Eligible Remuneration

Eligible Remuneration will be paid in Shares orlgasr up to a percentage of such
Eligible Remuneration as is established by the Citaa) credited as Deferred Share Units, as
elected by the Participant, on a periodic instalnbasis as established by the Committee.
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2.4. Deferred Share Units

Where a Participant has elected and is entitledeteive Deferred Share Units, such
Deferred Share Units will be credited to an accoonatintained for the Participant by the
Corporation. The number of Deferred Share Unitgl(iding fractional Deferred Share Units,
computed to three digits) to be credited on eachhef dates established by the Committee
pursuant to section 2.3 will be determined by digdthe amount of the Eligible Remuneration
that is to be paid in the form of Deferred Sharet¥Jan that date by the Fair Market Value per
Share on that date.

2.5. Dividend Equivalents

On any date on which a dividend is paid on Shaae®articipant’s account will be
credited with the number of Deferred Share Unitel(iding fractional Deferred Share Units,
computed to three digits) calculated by (i) muitipy the amount of the dividend per Share by
the aggregate number of Deferred Share Units tkat wredited to the Participant’s account as of
the record date for payment of the dividend, afdd{viding the amount obtained in (i) by the
Fair Market Value per Share on the date on whietdikidend is paid.

2.6. Participant’s Account

A written confirmation of the balance in each Raptnt's account will be sent by the
Corporation to the Participant upon request ofRhdicipant.

2.7. Adjustments and Reorganizations

In the event of any stock dividend, stock splitntdnation or exchange of shares, merger,
consolidation, spin-off or other distribution (othtaan normal cash dividends) of Corporation
assets to shareholders, or any other change icathital of the Corporation affecting Shares, the
Committee, in its discretion, will make, with respeo the number of Deferred Share Units
outstanding under the Plan, any proportionate &dgists as it considers appropriate to reflect
that change.

2.8. Cessation of Service

2.8.1. Termination of Service

2.8.1.1. A Participant who has Terminated Servieg redeem the
Deferred Share Units credited to the Participamattsount by filing with the
Secretary of the Corporation a notice of redemptibthe Deferred Share Units in
the prescribed form on or before March 15 of tist ftalendar year commencing
after the date the Participant Terminated Serdicthe Participant fails to file a
notice of redemption of the Deferred Share Unitsaonbefore that date, the
Participant will be deemed to have filed with thec&tary of the Corporation a
notice of redemption on that date. The date on whimotice of redemption is
filed or deemed to be filed with the Secretary leé Corporation is the “Filing
Date”.
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2.8.1.2. The notice of redemption filed by the grant will specify that
the Participant wishes to receive either: (i) apusam cash payment (net of any
applicable withholdings) equal to the number of@edd Share Units credited to
the Participant’s account as of the Filing Datetipliéd by the Fair Market Value
per Share on the Filing Date (the “Final Paymendt){ii) that number of Shares
that is equal to the number of Deferred Share Wigslited to the Participant’s
account as of the Filing Date. The Participant meguest on the notice of
redemption that the Participant receive a percentdghe Final Payment in cash
and the remaining percentage of the Final Paymer@hares, in either case in
accordance with the preceding sentence as appiegremended. If a notice of
redemption is deemed to be filed or the noticeedemption filed does not request
receipt of cash or Shares, the Participant willdeemed to have requested to
receive the entire Final Payment in cash.

2.8.1.3 The requests of a Participant referred fwaragraph 2.8.1.2 above
are subject to the approval of the Committee, &edGommittee will determine,
in its sole discretion, what portion of the Finayfent is to be paid to the
Participant in cash and what portion is to be pai&hares. The Committee will
further determine whether payment in Shares willntede by the issuance of
Shares from treasury or through the Corporationridnrting all or a Portion of the
Final Payment to a Trustee to be used by the Teustgurchase Shares on the
TSX.

28.1.4 Within seven days following the Filing Datee Corporation will

if the Participant is to receive all or a portiointiee Final Payment in cash, make
that payment to the Participant in cash. Within (&®) business days following

the Filing Date, if the Participant is to receiviea®es, the Corporation may, at its
discretion, elect to issue Shares from treasunaletputhe number of Deferred

Share Units credited to the Participant’s accownbfathe relevant redemption
date or contribute all or the appropriate portidntlee Final Payment to the

Trustee and require the Trustee to use that ameaansoon as practicable
thereafter to purchase Shares on the TSX and detivese Shares to the
Participant. An amount that would otherwise givgerto fractional Shares will

be paid in cash.

2.8.15 For greater certainty, if a Participant wWauld otherwise receive
Shares is a citizen or resident of a country othaen Canada, the Corporation has
the right, in its sole discretion, to pay entirgtycash the Final Payment, should
the Corporation determine that the regulatory dneptrequirements of the
applicable foreign jurisdiction associated with therchase of Shares are too
onerous to it or the Participant.

2.8.2. Death of Participant. In the event of thatdeof a Participant, the Corporation
will make Final Payment, within ninety days aftéretParticipant’s death, through
either: (i) a lump sum cash payment; (ii) an ise@aaf Shares from treasury or (iii) a
combination of a lump cash payment and issuan&hafes, to or for the benefit of the
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legal representative of the Participant. The Corneaitwill determine, in its sole
discretion, what portion of the Final Payment it paid to the Participant in cash and
what portion is to be paid in Shares. The lump sash payment will equal the number of
Deferred Share Units credited to the Participarsitgount on the date of payment
multiplied by the Fair Market Value per Share detieed as of the date that is five days
before the date of payment. The Shares issued freasury will equal the number of
Deferred Share Units credited to the Participaat®ount as of the date of payment.

2.8.3. Death of Participant after Termination ofv&®e. If a Participant dies after the
Participant has Terminated Service but before dilan notice of redemption with the
Secretary of the Corporation, section 2.8.2 wilplgpprovided that, in no event will

payment or the issuance of Shares be made laterDBaember 31 of the first calendar
year commencing after the Participant has Termih8ezvice.

2.8.4. Termination With Cause. A Participant wha lhe@en terminated with cause may
not redeem the Deferred Share Units held by thaicient and those Deferred Share
Units so held will be deemed cancelled as of the datermination of the Participant.

SECTION 3.
GENERAL

3.1. Transferability of Awards

Rights respecting Deferred Share Units will notriaasferable or assignable other than by
will or by the laws of descent and distribution.

3.2. No Right to Service

Neither participation in the Plan nor any actiomdemnthe Plan will be construed to give
any Participant a right to be retained in the seraf the Corporation.

3.3. Unfunded Plan

Unless otherwise determined by the Committee, tha Rill be unfunded. To the extent
any individual holds any rights by virtue of anaten under the Plan, those rights will be no
greater than the rights of an unsecured generditoreof the Corporation.

3.4. Applicable Trading Policies

The Committee and each Participant will ensure @hliactions taken and decisions made
by the Committee or a Participant, as the case Ipeaypursuant to the Plan comply with any
applicable securities regulation and policies & thorporation relating to insider trading or
“black-out” periods.
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3.5. Successors and Assigns

The Plan will be binding on all successors andgassof the Corporation and a Participant, including
without limitation, the estate of that Participartd the legal representative of that estate, orraogiver or
trustee in bankruptcy or representative of the @a@fon’s or the Participant’s creditors.

3.6. Plan Amendment

3.6.1. Subject to section 3.6.2, the Board may a@nrbe Plan as it deems necessary or appropriate
without shareholder approval, subject to applicatngorate, securities and tax law requirements, bu
no amendment will, without the consent of the Rgént or unless required by law, adversely affieet
rights of a Participant with respect to Deferredu®hUnits that have been credited to the accoutiteof
Participant at the time of such amendment to the.PI

3.6.2. Notwithstanding section 3.6.1, the Board thalstain shareholder approval for the following
amendments to the Plan:

(a) the removal or an increase in the Insider parttmpdimits set out in section 1.4.4;

(b) an increase to the maximum number of securitiesrved for issuance under the Plan or
any other security based compensation arrangeraedt;

(c) amendments to this section 3.6.
3.7. Plan Termination

The Board may terminate the Plan at any time, lttermination will, without the consent of a
Participant or unless required by law, adversdigycathe rights of the Participant with respecDe&ferred Share
Units that have been credited to the account oPtréicipant at the time of such termination of feten.

3.8. Governing Law

The Plan and all matters to which reference is madbe Plan will be governed by and construed in
accordance with the laws of the Province of Ontaia the laws of Canada applicable therein.



APPENDIX B
Corporate Governance Practices

Lorus Therapeutics Inc. (the “Corporation”) is coittetdl to sound and comprehensive corporate goveenpalicies and
practices and is of the view that its corporateegoance policies and practices, outlined below,caraprehensive and
consistent with National Policy 58-28+ Corporate Governance Guidelin€slP 58-201"), and National Instrument 52-
110 —Audit Committee§'NI 52-110").

Board of Directors

The board of directors of the Corporation (the “Bi3aencourages sound and comprehensive corpooatrmance policies
and practices designed to promote the ongoing dgweint of the Corporation.

Composition of the Board

The Corporation's Board is currently composedofigiectors, and the proposed Board will be compasesix directors, a
majority of whom are independent directors. An @pdndent” board member, as further defined in NLB2, means that
such member has no “material relationship” withitseier. A “material relationship” is a relatiorstihat could, in the view
of the Board, be reasonably expected to interféife ttve exercise of a member's judgment. Eachtyedboard reviews the
composition of the board and assesses whetherd im@mber is “independent”.

Director Independent
Herbert ADFamSON .........ooii et emmmeea bbb Yes
=T TR = U] o T PSSR Yes
[ =T VAT o= o P Yes
Warren Whitehead. ... e, Yes
O 110 0 TN Y4 o | o SRR Yes
N o 11T N 10 SR OPRR No

Aiping Young, the President and Chief Executiveicaif (“CEQO”) of the Corporation, is not an indepentidirector by
virtue of her role on the Corporation's managertesam.

The following table outlines other reporting issuttat Board members are directors of:

Director Reporting Issuer

Herbert ADramsc........cccccceeeeeei e, St Andrew Goldfields Lt

DEeniS BUIQEN ....ccocuvieeeeiiee e eciiie e sreeeeee e eiieee e Trinity Biotech plc
BioCurex, Inc

Mark VINCEN ......c.vvvveeeeieieieeee e, —

Warren Whitehead................ooviiiiieiinnn —

Jim A WIght ..o e —

AIPING YOUNG ...uvveeeiiieee s eeemmre e —

The independent directors hold meetings as a maftesutine after each Board meeting, without thespnce of non-
independent directors and members of managemesite There three meetings of the independent diegtdhe fiscal year
ended May 31, 2012.

Jim Wright, the chair of the Board (the “Chair”)dm independent director.



The Chair provides leadership to the Board in disging its mandate and also assists the Board schdiging its

stewardship function, which includes (i) workingetasure a strong, effective, well-balanced andessmtative membership
of the Board and its committees, (ii) ensuring thammittees are working effectively, (iii) ensuritige integrity of

management, (iv) evaluating, together with the Gemsption Committee and Nominating and Corporatee@ance

Committee, the President and CEO and corporatenpesthce, and (v) ensuring the Board receives tiraaly accurate
information before, during and after Board meetings

The following table illustrates the attendance réaaf each director for all board meetings heldtf@ fiscal year ended
May 31, 2012.

Director Meetings Attended
Herbert ADramson .........cooiii i 8 of ¢
(D= ISR = U (o[ 9of €
MArK VINCENL.. oo et e e naee 9of ¢
Waarren WHItENEE .......ooee e 9of¢
8 1T N Y o | o OSSPSR 9of ¢
Y1 o] 1T (o 10 [ oS OUPS 9of €

Board Mandate

The Board has adopted a mandate in which it effgliassumes responsibility for stewardship of th@pOration. The
Board is mandated to represent the Shareholdersstre appropriate succession planning is in ptstect the appropriate
CEO, assess and approve the strategic directitimeoCorporation, ensure that appropriate procdssaisk assessment,
management and internal control are in place, monianagement performance against agreed benchraatkassure the
integrity of financial reports. A copy of the Bodwthndate is attached hereto as Appendix C.

Position Descriptions

The Board has developed written position descrigtiovhich are reviewed annually, for the Chair #rachairs of each of
the audit committee, the compensation committeetlamdorporate governance and nominating committee.CEO also
has a written position description that has begnaed by the Board and is reviewed annually.

Orientation and Continuing Education

It is the mandate of the Corporate Governance amdifating Committee to ensure that a process &bkshed for the

orientation and education of new directors thatreskks the nature and operation of the Corpomatimsiness and their
responsibilities and duties as directors (includihg contribution individual directors are expectedmake and the
commitment of time and resources that the Corpmvatkpects from its directors).

With respect to the continuing education of diregstohe Corporate Governance and Nominating Comengnhsures that
directors receive adequate information and comip@ducation opportunities on an ongoing basisnable directors to
maintain their skills and abilities as directorsl ém ensure their knowledge and understandingeoCibrporation's business
remains current.

Ethical Business Conduct

The Corporation has adopted a Code of Businessu€badd Ethics (the “Code”) that applies to thectiors, officers and
employees of the Corporation its subsidiary. Addiilly, consultants and agents for the Corporaienexpected to abide
by the Code.

The Corporate Governance and Nominating Commitggilarly monitors compliance with the Code and msuhat
management of the Corporation encourages and pesraatulture of ethical business conduct. A cdpfie@Code may be
found at www.SEDAR.com under the Corporation’s pupfofile.



The Corporation has developed a Disclosure anddnsirading Policy that covers “whistle blowing”caprovides an
anonymous means for employees and officers to rgfmations of the Code or any other corporategies.

The Board has not granted any waiver of the Codiaviour of a director or officer of the Corporation
Conflicts of Interest

The Corporate Governance and Nominating Committeritors the disclosure of conflicts of interest diyectors and
ensures that no director will vote or participateaidiscussion on a matter in respect of which slirgittor has a material
interest.

Nomination of Directors

It is the mandate of the Corporate Governance amdimating Committee to identify and recommend digalicandidates
for the Board. In assessing whether identified whatds are suitable for the Board, the Corporatee@@ance and
Nominating Committee considers: (i) the competeneind skills considered necessary for the Boara abole; (i) the

competencies and skills that the existing direghossess and the competencies and skills nomirikdsing to the Board,;
and (iii) whether nominees can devote sufficientetiand resources to his or her duties as a menfilibe Board. In
addition, the Corporate Governance and Nominatiogn@ittee assesses the participation, contributiehedfectiveness of
the individual members of the Board on an annuaisbaAll members of the Corporate Governance anthifating

Committee are independent in accordance with thedatea of the Corporate Governance and Nominatimgritiee.

Compensation

The Compensation Committee is responsible for vauig and recommending to the Board the compensatiofi) the

directors, (ii) the Chair of the Board, (iii) thbairs of the Corporation's committees, and (iv)dbeior officers. In addition,
the Compensation Committee reviews and makes reeodstions to the Board regarding the corporatesgead

objectives, performance and compensation of the G@BOan annual basis and is responsible for revigwire

recommendations of the CEO regarding compensatitiresenior officers.

In addition, the Compensation Committee reviews @udmmends changes to the compensation of the ensrob the
Board based on a comparison of peer companiessanes relevant to the Corporation. The Compens@iommittee also
reviews and makes recommendations regarding abouals policies for employees, the incentive-comaéms plans and
equity-based plans for the Corporation and reviewacutive compensation disclosure before the Catioor publicly
discloses this information.

Further information pertaining the compensatiordioéctors and officers can be found in this Circwlader the heading
“Statement of Executive Compensation”.

Other Committees

The Corporation does not have other committeestti@mAudit Committee, the Compensation Committezthe
Corporate Governance and Nominating Committee.

Assessments

It is the Board's mandate, in conjunction with @Berporate Governance and Nominating Committee, skess the
participation, contributions and effectivenessha&f Chair and the individual members of the Boar@wmnnual basis. The
Board also monitors the effectiveness of the Baard its committees and the actions of the Boardiesed by the

individual directors and senior management.



APPENDIX C
LORUS THERAPEUTICS INC.
BOARD MANDATE

Purpose

The board of directors (thdbard”) of Lorus Therapeutics Inc. (theCorporation”) is responsible for the proper
stewardship of the Corporation. The Board is madldb represent the shareholders to select theopymtie Chief
Executive Officer (CEO”), assess and approve the strategic directioheofXorporation, ensure that appropriate processes
for risk assessment, management and internal ¢@redn place, monitor management performancenagaigreed bench
marks, and assure the integrity of financial report

Membership and Reporting

1. A majority of the directors of the Board will bentiependent” as defined Byational Instrument 58-104
Disclosure of Corporate Governance Practi¢#l 58-101"), U.S. securities laws and applicable stock
exchange rules. The Board will have no more thamthximum set out in the Corporation’s articles bapd
laws, which maximum number the Board will reasdes® time to time having consideration for the fatar
needs of the Corporation.

2. Appointments to the Board will be reviewed on amual basis. The Corporate Governance and Ndminat
Committee, in consultation with the CEO, is resjiaesfor identifying and recommending new nomineéth
appropriate skills to the Board.

3. The chair of the Board (th€hair”) will be an independent director and will be ajpped by a vote of the Board
on an annual basis.

4, The Board will report to the shareholders of@ogporation.

Terms of Reference

Meetings
1. The Board will meet as required, but at leaseayuarterly.
2. The independent directors will meet as requireithout the non-independent directors and memlmdrs

management, but at least once quarterly.

Meeting Preparation and Attendance

3. In connection with each meeting of the Board @ach meeting of a committee of the Board of whidlirector is a
member, each director will:

(@ review thoroughly the materials provided to divectors in connection with the meeting and begadtely
prepared for the meeting; and

(b) attend each meeting in person, by phone oiidgovconference depending on the format of the inggeto
the extent practicable.

Corporate Planning and Performance

4, The Board will:



(@)
(b)

adopt a strategic planning process and ap@retategic plan each year; and

approve and monitor the operational plans améts of the Corporation submitted by managentehea
beginning of each fiscal year.

In establishing corporate performance objectives Board will:

(@)

(b)

(©)

ensure that it has adequate opportunity amdrrEtion available to it to gain knowledge of thesiness and
the industry sufficient to make fully informed d&icins and to adopt meaningful and realistic lomgitand

short-term strategic objectives for the Corporatibinis may include the opportunity for the Boardreet

from time to time with industry, medical and sciatexperts in related fields of interest;

ensure that effective policies and processesnaplace relating to the proper conduct of theirmss, the
effective management of risk and the values tadopted by the Corporation; and

ensure that appropriate and effective envirartal@nd occupational health and safety policiesraplace,
are operational and are supported by adequatercesou

The Board will:

(@)

(b)
(©)
(d)

()

ensure the integrity of the Corporation's fiahreporting and internal control and disclospedicies and
processes;

review the Corporation's quarterly and year-smdited financial statements;
review annual audit plans and findings and teorhe implementation of audit recommendations;

ensure that the Board has available to it any iadéent external advice that may be required frame to
time; and

implement, or delegate the implementation of messfar receiving feedback from stakeholders.

Risk Management and Ethics

6.

The Board will:

(@)

(b)

(©)

ensure that the business of the Corporationrisucted in compliance with applicable laws amplilsgions
and according to the highest ethical standards;

identify and document the financial risks artbeo risks that the Corporation faces in the cowfsés
business and ensure that such risks are apprdpnseaged; and

adopt a disclosure policy.

Shareholder Communication

7.

The Board will ensure that effective communmat&nd disclosure policies are in place betweeBted and the
Corporation's shareholders, other stakeholderstlangbublic. The Board will determine, from time ttme, the
appropriate criteria against which to evaluate grethnce against shareholder expectations and etik@porate
strategic goals and objectives within this cont@kie Board will regularly review its criteria fdné evaluation of
shareholder expectations to ensure that they reml@vant to changing circumstances.



Supervision of Management

8. The Board will:

@ to the extent feasible, satisfy itself as to ithtegrity of the CEO and other executive officersl that all
such officers are creating a culture of integtiiptighout the Corporation;

(b) ensure that the CEO is appropriately managiadtisiness of the Corporation;

() ensure appropriate succession planning is aneplincluding appointing, training and monitorisgnior
management), in particular with respect to the @@&€ition;

(d) establish corporate objectives for the CEO alipand evaluate the performance of the CEO ap#iese
corporate objectives;

(e) consider and approve major business initiatwvescorporate transactions proposed by manageareht;
® ensure the Corporation has internal control matiagement information systems in place.

Management of Board Affairs

9. The Board will:

€)) ensure that an appropriate governance struigtimeplace, including a proper delineation oembnd clear
authority and accountability among the Board, Baamehmittees, the CEO and the Chief Financial Office
(or its functional equivalent);

(b) develop a process for the orientation and dthucaf new members of the Board;
() support continuing education opportunitiesgtbmembers of the Board;

(d) in conjunction with the Corporate Governancel afominating Committee, assess the participation,
contributions and effectiveness of the Chair, anividual Board members on an annual basis;

(e) monitor the effectiveness of the Board andcisimittees and the actions of the Board as viewetthd
individual directors and senior management;

® ensure that Board meetings operate effectivalygndas are focused on the governance role @dhed,
and that the Board is able to function indepengla@itmanagement when required;

(9) ensure that effective governance policies arplace regarding the conduct of individual direstand
employees, including but not limited to, policiefating to insider trading and confidentiality acwhflict
of interest;

(h) establish the committees of the Board it depet®ssary or as required by applicable law totassisthe
fulfillment of its mandate; and

0] disclose on an annual basis the mandate, catiggosf the Board and its committees.



