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Second Quarter 2012
Letter to Shareholders

During the second quarter of 2012, Oncolytics made meaningful progress in a number of key
areas. We achieved ongoing milestones in our Phase Ill study of REOLYSIN in combination
with carboplatin and paclitaxel in patients with platinum-refractory head and neck cancers (REO
018), reported key findings from our translational study in colorectal cancer (REO 013) and
significantly expanded our randomized Phase Il program through our collaboration with the
NCIC Clinical Trials Group (CTG) at Queen’s University in Kingston, Ontario.

Progress in Phase 111 Head and Neck Cancer Study

At the beginning of the quarter, Oncolytics announced that enrollment had been completed in the
first, 80-patient stage of its ongoing Phase Il head and neck cancer study. In June, the
Company’s independent Data Monitoring Committee (DMC) reviewed the safety data from the
first stage of the trial and, on this basis, recommended that we continue to enroll in the study
while the ongoing data analysis is completed. This data analysis will be used to determine the
next steps for this trial.

Additions to Randomized Phase Il Trial Portfolio

In the first quarter of 2012, we announced that we had entered into an agreement with the NCIC
Clinical Trials Group (CTG) at Queen’s University to conduct an 80-patient randomized Phase 11
study of REOLYSIN in patients with recurrent or metastatic castration-resistant prostate cancer.
We further extended this relationship during the second quarter, announcing additional
agreements to enroll up to 100 patients in a randomized Phase 1l study in advanced or metastatic
colorectal cancer, up to 150 patients in a randomized Phase Il study in advanced or metastatic
non-small cell lung cancer, and up to 100 patients in a randomized Phase 11 study in advanced or
metastatic breast cancer. Oncolytics' agreements with leading research groups, such asthe NCIC
in Canada and the NCI in the United States, have enabled us to significantly expand our
randomized clinical trial portfolio.

Furthering Research on REOLY SIN’s M echanism of Action

In June, we announced the publication of a paper entitled “Cell Carriage, Delivery and Selective
Replication of an Oncolytic Virus in Tumor in Patients’ in the journal Science Trandational
Medicine. The paper covered findings from a translational U.K. clinical trial (REO 013)
investigating the intravenous administration of REOLYSIN in patients with metastatic colorectal
cancer prior to surgical resection of liver metastases. The researchers found that intravenously-
administered reovirus could specifically target and infect metastatic liver tumors in 90% of the
patients, even though all patients treated had had a pre-existing immunity to the virus. The
researchers determined that the reovirus was able to evade the neutralizing effects of the immune
system by binding to specific blood cells that would, in turn, deliver the virus to the tumor.



Analysis of surgical specimens demonstrated greater, preferential expression of reovirus protein
in malignant cells compared to either tumor or the surrounding normal liver tissue. This was the
first time that researchers have been able to demonstrate in patients that an intravenously-
delivered oncolytic virus could cloak itself from neutralizing antibodies after systemic
administration through blood cell carriage and specifically target tumor tissue.

Looking Ahead
Oncolytics' immediate focus will be completing the data analysis for the first stage of our Phase
I11 head and neck cancer study. We look forward to determining the outcome of the study to this
point and to moving forward with the NCIC-sponsored randomized Phase Il studies announced
earlier this year.

In closing, | want to thank all of our stakeholders for their continued interest and support as we
work to advance the development of REOLYSIN in the exciting quarters ahead.

Al

Brad Thompson, PhD
President and CEO
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

This discussion and analysis should be read in conjunction with the unaudited consolidated interim financial statements of
OncaolyticsBiotech Inc. asat and for thethree and six months ended June 30, 2012 and 2011, and should also beread in conjunction
with the audited consolidated financial statements and Management's Discussion and Analysisof Financial Condition and Results
of Operations (“MD&A”) contained in our annual report for the year ended December 31, 2011. The financial statements have
been prepared in accordance with International Financial Reporting Standards (“1FRS’).

FORWARD-LOOKING STATEMENTS

Thefollowing discussion contains forward-looking statements, within the meaning of Section 21E of the Securities Exchange Act
of 1934, as amended and under applicable Canadian provincial securitieslegislation. Forward-looking statements, including our
belief asto the potential of REOLY SIN®, atherapeutic reovirus, as a cancer therapeutic and our expectations as to the success of
our research and devel opment and manufacturing programs in 2012 and beyond, future financia position, business strategy and
plansfor future operations, and statementsthat are not historical facts, involve known and unknown risks and uncertainties, which
could cause our actual results to differ materially from those in the forward-looking statements.

Such risks and uncertainties include, among others, the need for and availability of funds and resources to pursue research and
development projects, the efficacy of REOLY SIN as a cancer treatment, the success and timely completion of clinical studiesand
trials, our ability to successfully commercialize REOLY SIN, uncertaintiesrelated to the research, devel opment and manufacturing
of REOLY SIN, uncertainties related to competition, changes in technology, the regulatory process and general changes to the
economic environment.

With respect to the forward-looking statements made within thisMD& A, we have made numerous assumptions regarding among
other things: our ability to obtainfinancing to fund our devel opment program, our ability toreceiveregulatory approval tocommence
enrollment in our clinical trial program, the final results of our co-therapy clinical trials, our ability to maintain our supply of
REOLY SIN and future expense levels being within our current expectations.

Investors should consult our quarterly and annua filings with the Canadian and U.S. securities commissions for additional
information on risks and uncertainties relating to the forward-looking statements. Forward-looking statements are based on
assumptions, projections, estimates and expectations of management at the time such forward-looking statements are made, and
such assumptions, projections, estimates and/or expectations could change or prove to be incorrect or inaccurate. Investors are
cautioned against placing undue reliance on forward-looking statements. We do not undertake to update these forward-looking
statements except as required by applicable law.

REOLYSIN Development Update For 2012

Oncolytics Biotech Inc. is a Development Stage Company

Since our inception in April of 1998, Oncolytics Biotech® Inc. has been a development stage company and we have focused our
research and devel opment efforts onthe devel opment of REOLY SIN, our potential cancer therapeutic. We have not been profitable
since our inception and expect to continue to incur substantial 1osses as we continue research and devel opment efforts. We do not
expect to generate significant revenues until, if and when, our cancer product becomes commercially viable.

Our goal each year is to advance REOLYSIN through the various steps and stages of development required for potential
pharmaceutical products. In order to achievethisgoal, we believe that we haveto actively manage the devel opment of our clinical
trial program, our pre-clinical and collaborative programs, our manufacturing process and REOLY SIN supply, and our intellectual

property.
Clinical Trial Program

Our clinical trial program is made up of randomized and non-randomized clinical trials that are sponsored by Oncolytics and by
third parties. We began the second quarter of 2012 with a clinical program consisting of 13 clinical trials which includes three
randomized trials. We fund four of these trials and third parties sponsor the other nine. During the second quarter of 2012, we
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expanded our clinical program to include three additional randomized trials through a research sponsorship agreement with the
National Cancer Institute of Canada ("NCIC"). We exited the second quarter of 2012 with 16 clinical trias (six randomized) of
which 12 of these trials are sponsored by third parties.

Clinical Trial - Randomized Phase |11 Head and Neck Pivotal Trial

At the beginning of the second quarter of 2012, we announced we had completed enrollment in the first, 80 patient stage of our
randomized Phasel |l head and neck pivotal trial. InJuneof 2012, our independent DataM onitoring Committee ("DMC") reviewed
the safety data from these 80 patients and recommended that enrollment continue in the study. We continued to enroll patients
throughout the second quarter of 2012 enrolling patientsin more than 80 centresin 14 countriesin North America and Europe as
we await the results of the ongoing data review which will enable usto determine the next steps for this study.

Clinical Trial - Third Party Clinical Trials

Third Party Trials allow usto expand our clinical program to include additional cancer indications (prostate, pancreatic, ovarian,
squamous cell carcinoma, lung cancer and multiple myeloma) while allowing us to remain focused on our globa randomized
Phase I11 head and neck trial, our non-small cell lung cancer trial and complete our other clinical trials. Our Third Party Trials
reguire that we supply enough REOLY SIN for the enrollment requirements of each trial, sufficient intellectual capital to support
the principal investigators and in some cases cost sharing of patient enrollment activities. The ingtitutions involved provide the
rest of the required activities and funding to operate the clinical trial. These activities include patient screening and enrollment,
treatment, monitoring and overall clinical trial management and reporting. The result is alarger clinical program investigating
more cancer indications at a significantly reduced financial cost to Oncolytics.

During the second quarter our Third Party Trials expanded to include three additional randomized clinical trials increasing our
total Third Party Trialsto 12.

Randomized Phase Il Colorectal Cancer Clinical Trial

During the second quarter of 2012, we expanded our clinical program to include arandomized Phase 11 colorectal cancer clinical
trial sponsored by the NCIC Clinical Trials Group (CTG) at Queen's University in Kingston, Ontario. CTG will sponsor and
conduct a randomized Phase Il study of REOLY SIN in patients with advanced or metastatic colorectal cancer. The study is an
open-label, randomized, non-blinded, Phase Il clinica study of REOLYSIN given in combination with FOLFOX-6 plus
bevacizumab (Avastin) versus FOL FOX-6 plusbevacizumab a one. Approximately 50 response eval uable patientswill beenrolled
in each arm, after a six to nine patient safety run.

Randomized Phase Il Non-Small Cell Lung Cancer Clinical Trial

During the second quarter of 2012, we expanded our clinical program to include arandomized Phasell non-small cell lung cancer
clinical trial sponsored by CTG. Thisstudy will bean open-label, randomized, non-blinded, Phasel| clinical study of REOLY SIN.
Patients with squamous cell histology will be treated with REOLY SIN given in combination with docetaxel versus docetaxel
alone. Patients with non-squamous cell histology will be treated with REOLY SIN given in combination with pemetrexed versus
pemetrexed alone. Approximately 150 total response evaluable patients will be enrolled, after a patient safety runin.

Randomized Phase Il Breast Cancer Clinical Trial

During the second quarter of 2012, we expanded our clinical program to include arandomized Phase |1 breast cancer clinical tria
sponsored by CTG. Thestudy isan open-label, randomi zed, non-blinded, Phasel| clinical study of REOLY SIN givenincombination
with paclitaxel versus paclitaxel alone. Approximately 50 response-evaluable patients will be enrolled in each arm, after asix to
nine patient safety runin.

Clinical Trial - Results

During the second quarter of 2012, a paper entitled "Cell Carriage, Delivery, and Selective Replication of an Oncolytic Virusin
Tumor in Patients,” was published in an issue of the journal Science Trandational Medicine (Vol. 4 Issue 138 138ra77). The
paper covers findings from our UK translational clinical trial investigating intravenous administration of REOLY SIN in patients
with metastatic colorectal cancer prior to surgical resection of liver metastases.

Thetrial wasan open-label, non-randomized, single centrestudy of REOLY SIN givenintravenously to patientsfor five consecutive
daysin advance of their scheduled operations to remove colorectal cancer metastasis in the liver. Ten patients were treated with
intravenous REOLY SIN at 1x10™ TCIDso, one to four weeks prior to planned surgery. After surgery, the tumor and surrounding
liver tissue were assessed for viral status and anti-tumor effects.
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The researchers demonstrated that even though all the treated patients had preexisting immunity to the virus, intravenously
administered reovirus could still specifically target and infect metastatic liver tumorsin 90% of the patients. The researchers were
able to determine that reovirus was able to evade these neutralizing effects of the immune system by binding to specific blood
cellsthat would in turn deliver thevirusto thetumor. Analysisof surgical specimens demonstrated greater, preferential expression
of reovirus protein in malignant cells compared to either tumor stroma or surrounding normal liver tissue. There was evidence of
viral factories within tumor and recovery of replicating virus from tumor (but not normal liver) in al four patients from whom
freshtissuewasavailable. Thisisthefirst timethat researchers had been able to demonstrate in patientstreated with intravenously
delivered oncolytic virus, that a virus could cloak itself from neutralizing antibodies after systemic administration through blood
cell carriage and specifically target tumor tissue.

Manufacturing and Process Development

During the second quarter of 2012, we completed our second 100-litre cGMP production run as part of our commercia supply
agreement with SAFC, aDivision of Sigma-Aldrich Corporation. Under the terms of this agreement, SAFC will perform process
validation of the product, continue to supply clinical requirements and supply commercial material upon approval of the product.
As well, throughout the second quarter of 2012, we continued our validation activities designed to demonstrate that our
manufacturing process for the commercial production of REOLY SIN is robust and reproducible as part of a process validation
master plan. Process validation is required to ensure that the resulting product meets required specifications and quality standards
and will form part of the Company’s submission to regulators, including the US Food and Drug Administration, for product
approval.

Intellectual Property

At the end of the second quarter of 2012, we had been issued over 360 patentsincluding 47 U.S. and 14 Canadian patents as well
asissuancesin other jurisdictions. We have an extensive patent portfolio covering the oncolytic reovirusthat weusein our clinical
trial programincluding acomposition of matter patent that expiresin 2028. Our patent portfolio a so includes methodsfor treating
proliferative disorders using modified adenovirus, HSV, parapoxvirus and vaccinia virus.

Financing Activity
Options
Throughout the first half of 2012, we received cash proceeds of $0.9 million with respect to the exercise of 289,000 stock options.

Financial Impact

We estimated at the beginning of 2012 that our cash requirements to fund our operations would be approximately $40 million.
Our cash usage for the six month period ending June 30, 2012 was $19,704,913 from operating activities and $93,627 for the
acquisition of property and equipment. Our net loss for the six month period ending June 30, 2012 was $18,637,330.

Cash Resources

We exited the second quarter of 2012 with cash and short-term investments totaling $35,772,041 (see “Liquidity and Capital
Resources™).

REOLYSIN Development For 2012

Our planned devel opment activity for REOLY SIN for theremainder of 2012ismade up of clinical, manufacturing, and intell ectual
property programs. We will continue to collect and assess the patient data required to perform the statistical analysis on the first
stage of our global randomized Phase |11 head and neck clinical trial which will enable usto determinethe next stepsfor thistrial.
Aswell, we expect enrollment to progress in our other clinical trials throughout 2012 completing enrollment in our U.S. phase ||
non-small cell lung cancer and our U.S. phase | colorectal cancer trials. Finally, we expect to support our Third Party Trials.

Our 2012 manufacturing program includes an additional 100-litre cGMP production run along with the related fill, labeling,
packaging and shipping of REOLY SIN to our various clinical sites. We also plan on progressing through our process validation
master plan and related conformity testingin2012. Finally, our intellectual property programincludesfilingsfor additional patents
along with monitoring activities required to protect our patent portfolio.
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We still estimate that the cash requirements to fund our operations for 2012 will be approximately $40,000,000 (see “Liquidity
and Capital Resources”).

Second Quarter Results of Operations
(for the three months ended June 30, 2012 and 2011)

Net loss for the three month period ending June 30, 2012 was $10,178,802 compared to $7,164,238 for the three month period
ending June 30, 2011.

Research and Development Expenses (“R&D”)

2012 2011
$ $
Clinical trial expenses 5,421,335 1,748,854
Manufacturing and related process development expenses 2,061,817 2,013,146
Intellectual property expenditures 321,662 279,568
Research collaboration expenses 24,760 79,928
Other R& D expenses 1,214,895 1,266,373
Foreign exchange loss (gain) (46,068) 54,793
Share based payments 54,928 40,469
Research and devel opment expenses 9,053,329 5,483,131
Clinical Trial Program
2012 2011
$ $
Direct patient expenses 5,421,335 585,212
Phase |11 start up expenses — 1,163,642
Clinical trial expenses 5421,335 1,748,854

During the second quarter of 2012, our clinical trial expenses increased to $5,421,335 compared to $1,748,854 for the second
quarter of 2011. In the second quarter of 2012, we incurred direct patient costs associated with the enrollment of our global
randomized Phase |11 head and neck trial along with the other clinical trials that we are sponsoring.

In the second quarter of 2011, we incurred direct patient expenses related to the five clinical trials that we were sponsoring in
addition to Phase |11 start up costs.

Manufacturing & Related Process Development (“M&P)

2012 2011
$ $
Product manufacturing expenses 1,974,670 1,879,306
Process development expenses 87,147 133,840
Manufacturing and related process development expenses 2,061,817 2,013,146

Our M&P expenses for the second quarter of 2012 were $2,061,817 compared to $2,013,146 for the second quarter of 2011.
During the second quarters of 2012 and 2011, we completed a 100-litre cGM P production run in each of these quarters along with
related testing and fill and packaging activities.



Our process development expenses for the second quarter of 2012 were $87,147 compared to $133,840 for the second quarter
of 2011. During the second quarter of 2012, we continued to focus on our process validation master plan which included
optimization and validation studies. 1n the second quarter of 2011, we commenced the preparation of our validation master plan
and we were focused on stability and optimization studies.

Intellectual Property Expenses

2012 2011
$ $
Intellectual property expenses 321,662 279,568

Our intellectual property expenses for the second quarter of 2012 were $321,662 compared to $279,568 for the second quarter
of 2011. The changein intellectual property expenditures reflects the timing of filing costs associated with our expanded patent
base. At the end of the second quarter of 2012, we had been issued over 360 patentsincluding 47 U.S. and 14 Canadian patents,
aswell asissuancesin other jurisdictions.

Research Collaborations

2012 2011
$ $
Research collaborations 24,760 79,928

Our research collaboration expenses for the second quarter of 2012 were $24,760 compared to $79,928 for the second quarter of
2011. Our research collaboration activities in 2012 and 2011 focused on the interaction of the immune system and the reovirus
and the use of the reovirus as a co-therapy with existing chemotherapeutics and radiation.

Other Research and Development Expenses

2012 2011
$ $
R& D consulting fees 88,068 26,525
R& D salaries and benefits 899,320 1,044,596
Other R&D expenses 227,507 195,252
Other research and development expenses 1,214,895 1,266,373

Our other research and development expenses for the second quarter of 2012 were $1,214,895 compared to $1,266,373 for the
second quarter of 2011. Inthe second quarter of 2011, we incurred costs associated with the change in our Chief Medical Officer
that did not occur in the second quarter of 2012.

Share Based Payments

2012 2011
$ $
Share based payments 54,928 40,469

Share based payments are aresult of activity related to our stock option plan. During the second quarters of 2012 and 2011, these
amounts related to the vesting of previously granted stock options.



Operating Expenses

2012 2011
$ $
Public company related expenses 686,041 723,138
Office expenses 503,124 315,493
Amortization of property and equipment 29,510 29,992
Share based payments 3,415 —
Operating expenses 1,222,090 1,068,623

Public company related expenses include costs associated with investor relations, business development and financial advisory
activities, legal and accounting fees, corporate insurance, director fees and transfer agent and other fees relating to our U.S. and
Canadian stock listings. Inthe second quarter of 2012, our professional fees associated with legal and financial advisory services
decreased compared to the second quarter of 2011.

Office expenses include compensation costs (excluding share based payments), office rent, and other office related costs. During

the second quarter of 2012, we incurred office expenses of $503,124 compared to $315,493 during the second quarter of 2011.
In 2012, our office expensesincreased compared to 2011 in an effort to support our expanding research and devel opment programs.

Results of Operations
(for the six month period ending June 30, 2012 and 2011)

Net lossfor the six month period ending June 30, 2012 was $18,637,330 compared to $11,135,354 for the six month period ending
June 30, 2011.

Research and Development Expenses (“R&D”)

2012 2011
$ $
Clinical trial expenses 9,651,001 2,789,361
Manufacturing and related process development expenses 3,921,618 2,621,890
Intellectual property expenditures 482,247 493,371
Research collaboration expenses 55,325 151,454
Other R& D expenses 2,460,273 2,124,906
Foreign exchange loss (gain) (91,957) 230,418
Share based payments 65,366 43,342
Research and devel opment expenses 16,543,873 8,454,742
Clinical Trial Program
2012 2011
$ $
Direct patient expenses 9,267,903 1,283,039
Phase |11 start up expenses 383,098 1,506,322
Clinical trial expenses 9,651,001 2,789,361

During the six month period ending June 30, 2012, our clinical trial expenses increased to $9,651,001 compared to $2,789,361
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for the six month period ending June 30, 2011. In the six month period ending June 30, 3012, we incurred direct patient costs
associated with the enrollment of our global randomized Phase 111 head and neck trial aong with the other clinical trials that we
are sponsoring. Aswell, we incurred Phase I11 start up costs as we increased the number of enrolling clinical centresto over 80.

During the six month period ending June 30, 2011, we incurred direct patient expenses related to the five clinical trials that we
were sponsoring in addition to Phase |11 start up costs.

Our clinical trial expenses will continue to increase in 2012 compared to 2011.  We will continue to collect and assess the
patient data required to perform the statistical analysis on the first stage of our global randomized Phase |11 head and neck
clinical trial which will enable us to determine the next steps for thistrial. Aswell, we expect enrollment to progressin our
other clinical trials throughout 2012 completing enrollment in our U.S. phase Il non-small cell lung cancer and our U.S. phase |
colorectal cancer trias. Finally, we expect to support our Third Party Trials.

Manufacturing & Related Process Development (“M&P”)

2012 2011
$ $
Product manufacturing expenses 3,215,738 2,035,405
Process development expenses 705,880 586,485
Manufacturing and related process development expenses 3,921,618 2,621,890

Our M& P expenses for the six month period ending June 30, 2012 were $3,921,618 compared to $2,621,890 for the six month
period ending June 30, 2011. In the first half of 2012, we completed two 100-litre cGMP production runs. In the first half of
2011, we completed one 100-litre cGMP production run and completed the fill and packaging of the 100-litre cGM P production
runs from 2010.

Our process devel opment expenses for the six month period ending June 30, 2012 were $705,880 compared to $586,485 for the
six month period ending June 30, 2011. In the first half of 2012, we continued to focus on our process validation master plan
which included optimization and validation studies. In the first half of 2011, we commenced the preparation of our validation
master and we were focused on stability and optimization studies.

We expect our M&P expenses for 2012 to increase compared to 2011. We expect to complete an additional 100-litre cGMP
production run and incur costs associated with including fill and finish activitiesin 2012. We also expect to continue to perform
conformity testing related to our process validation master plan.

Intellectual Property Expenses

2012 2011
$ $
Intellectual property expenses 482,247 493,371

Our intellectual property expenses for the six month period ending June 30, 2012 were $482,247 compared to $493,371 for the
six month period ending June 30, 2011. Thechangeinintellectual property expendituresreflectsthetiming of filing costsassociated
with our expanded patent base. At the end of the first half of 2012, we had been issued over 360 patents including 47 U.S. and
14 Canadian patents, as well as issuances in other jurisdictions. We expect that our intellectual property expenses will remain
consistent in 2012 compared to 2011.

Research Collaborations

2012 2011
$ $
Research collaborations 55,325 151,454




Our research collaboration expenses for the six month period ending June 30, 2012 were $55,325 compared to $151,454 for the
six month period ending June 30, 2011. Our research collaboration activitiesin 2012 and 2011 focused on the interaction of the
immune system and the reovirus and the use of the reovirus as a co-therapy with existing chemotherapeutics and radiation.

We still expect that our research collaborations in 2012 will remain consistent with 2011. We expect to complete our ongoing
collaborative program carried over from 2011 and will continue to be selective in the types of new collaborations we enter into
in 2012.

Other Research and Development Expenses

2012 2011
$ $
R&D consulting fees 181,960 163,437
R& D saaries and benefits 1,862,058 1,735,695
Other R& D expenses 416,255 225,774
Other research and development expenses 2,460,273 2,124,906

Our other research and devel opment expenses for thefirst half of 2012 were $2,460,273 compared to $2,124,906 for thefirst half
of 2011. Throughout 2011, we increased the number of employeesin an effort to support our global randomized Phase |11 head
and neck trial. Asaresult, our R&D salaries increased during the six month period ending June 30, 2012 compared to the the six
month period ending June 30, 2011.

We expect that our Other R& D expensesin 2012 will increase compared to 2011 reflecting afull year of our expanded employee
and consultant groups.

Share Based Payments

2012 2011
$ $
Share based payments 65,366 43,342

Share based payments are aresult of activity related to our stock option plan. During thefirst half of 2012 and 2011, these amounts
related to the vesting of previously granted stock options.

Operating Expenses

2012 2011
$ $
Public company related expenses 1,376,966 1,538,986
Office expenses 868,774 609,381
Amortization of property and equipment 57,571 47,267
Share based payments 6,830 —
Operating expenses 2,310,141 2,195,634

Public company related expenses include costs associated with investor relations, business development and financia advisory
activities, legal and accounting fees, corporate insurance, director fees and transfer agent and other fees relating to our U.S. and
Canadian stock listings. During thefirst half of 2012, our professional fees associated with legal and financial advisory services
decreased compared to the first half of 2011.

Office expenses include compensation costs (excluding share based payments), office rent, and other office related costs. During
thefirst half of 2012, we incurred office expenses of $868,774 compared to $609,381 during the first half of 2011. In 2012, our
office expensesincreased compared to 2011 in an effort to support our expanding research and development programs.
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We still expect our operating expensesto increase in 2012 compared to 2011.
Commitments
As at June 30, 2012, we are committed to payments totaling $11,000,000 during the remainder of 2012 for activities related to

clinical trial activity, manufacturing and collaborations. All of these committed payments are considered to be part of our normal
course of business.

Summary of Quarterly Results

(unaudited) 2012 2011 2010
(amounts in thousands, except per share data) June  March  Dec. Sept June  March  Dec. Sept
Revenue — — — — — — — —
Net loss™ @ 10,179 8459 11,677 6232 7,164 3971 9613 6,524

Basic and diluted loss per common share®®  $0.13  $0.11  $0.16 $0.09  $0.10 $0.06 $0.15 $0.11

Total assets'® 36,561 47,372 36,025 43,053 49,690 54,945 44432 21,137
Total cash® @ 35772 46591 34,856 42,173 48570 53521 42,906 19,708
Total long-term debt — — — — — — — —
Cash dividends declared® Nil Nil Nil Nil Nil Nil Nil Nil

(1) Included in net loss and net loss per share between June 2012 and July 2010 are warrant revaluation charges of $nil, $nil, $nil, $nil, $nil, ($36,000),
$2,169,510, and $2,522,490, respectively.

(2) Included in total cash are cash and cash equivalents plus short-term investments.

(3) Included in net loss and loss per common share between June 2012 and July 2010 are quarterly stock based compensation expenses of $58,343,
$13,853, $1,580,978, $181,183, $40,469, $2,873, $2,850,938, and $397,675, respectively.

(4) Weissued 5,354,750 common shares for net cash proceeds of $20,649,264 in 2012 (2011 - 3,293,033 common shares for net cash proceeds of
$14,824,658).

(5) We have not declared or paid any dividends since incorporation.

Liquidity and Capital Resources

2012 Financing Activities

Public Offering - Bought Deal

On February 8, 2012, we closed a bought deal financing whereby we issued 5,065,750 common shares at an issue price of $4.20
per common share for gross proceeds of $21,276,150. In connection with this bought deal financing, we issued 303,945
compensation options to the underwriters with an exercise price of $4.20 per option expiring on February 8, 2014.

Options

Throughout thefirst half of 2012, we received cash proceeds of $0.9 million with respect to the exercise of 289,000 stock options.



Liquidity
Asat June 30, 2012, we had cash and cash equivalents, short-term investments and working capital positions as follows:

June 30, December 31,

2012 2011
$ $
Cash and cash equivalents 33,802,813 32,918,751
Short-term investments 1,969,228 1,936,787
Working capital position 31,258,283 29,128,268

Theincreasein our cash and cash equivalent and short term investment positionsreflects cash inflowsfrom our financing activities
during the first half of 2012 of $20.6 million which was offset by cash usage from our operating activities of $19.7 million.

We desireto maintai n adeguate cash and short-term investment reservesto support our planned activitieswhich includeour clinical
trial program, product manufacturing, administrative costs, and our intellectual property expansion and protection. To date, we
have funded our operations through the issue of additional capital primarily via public and private offerings.

Asaresult of our financing activitiesin 2012, we have raised $20.6 million to be used to support our clinical trial, manufacturing,
intellectual property and collaboration programs. We anticipate that the expected cash usage from our operationsin 2012 will be
$40 million.

Despitethe anticipated increasein our cash requirements compared to 2011, we continue to manage our research and devel opment
plan with the objective of ensuring optimal use of our existing resources. Additional activities continue to be subject to adequate
resources and we believe we will have sufficient cash resources to fund our presently planned operations into 2013. Factors that
will affect our anticipated cash usagein 2012 and into 2013, and for which additional funding might be required include, but are
not limited to, changein our clinical trial program, the timing of patient enrollment in our approved clinical trias, the actual costs
incurred to support each clinical trial, the number of treatments each patient will receive, the costs required for the preparation of
the application for product approval, thetiming of R& D activity with our clinical trial research collaborations, the number, timing
and costs of manufacturing runs required to conclude the validation process and supply product to our clinical trial program, and
the level of collaborative activity undertaken.

For the first half of 2012, we were able to raise funds through a bought deal financing and the exercise of existing options. We
have no assurances that we will be able to raise additional funds through the sale of our common shares, consequently, we will
continue to evaluate all types of financing arrangements.

We also want to be in a position to evaluate potential financings and be able to accept appropriate financings when available. As
aresult, we renewed our base shelf prospectus on July 3, 2012 which qualified for distribution up to $150,000,000 of common
shares, subscription receipts, warrants, and/or units. Establishing our base shelf provides us with additiona flexibility when
seeking capital as, under certain circumstances, it shortens the time period to close a financing and is expected to increase the
number of potential investorsthat may be prepared to invest in our company. Our renewed base shelf expires on August 3, 2014.

Investing Activities

Under our Investment Policy, we are permitted to invest in short-term instruments with arating no less than R-1 (DBRS) with
termslessthan two years. Our portfolio consists of guaranteed investment certificates. Asof June 30, 2012, we had $2.0 million
invested under this poalicy, currently earning interest at an effective rate of 1.64%.

Financial Instruments and Other Instruments

Our financial instruments consist of cash and cash equival ents, short-term investments, accounts receivable and accounts payable.
Asat June 30, 2012, there are no significant differences between the carrying values of these amounts and their estimated market
values. These financial instruments expose us to the following risks:

Credit risk
Credit risk istherisk of financia lossif acounter-party to afinancial instrument fails to meet its contractual obligations. We are
exposed to credit risk on our cash and cash equivalents and short-term investments in the event of non-performance by
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counterparties, but we do not anticipate such non-performance. Our maximum exposure to credit risk at the end of the period is
the carrying value of our cash and cash equivalents and short-term investments.

We mitigate our exposureto credit risk by maintaining our primary operating and investment bank accountswith Schedule | banks
in Canada. For our foreign domiciled bank accounts, we use referrals or recommendations from our Canadian banks to open
foreign bank accounts and these accounts are used solely for the purpose of settling accounts payable or payroll.

We also mitigate our exposure to credit risk by restricting our portfolio to investment grade securities with short-term maturities
and by monitoring the credit risk and credit standing of counterparties. Currently, 100% of our short-term investments are in
guaranteed investment certificates.

Interest rate risk

Interest rate risk is the risk that future cash flows of afinancia instrument will fluctuate because of changes in market interest
rates. We are exposed to interest rate risk through our cash and cash equivalents and our portfolio of short-term investments. We
mitigate thisrisk through our investment policy that only allowsinvestment of excess cash resourcesin investment grade vehicles
while matching maturities with our operational requirements.

Fluctuationsin market rates of interest do not have asignificant impact on our results of operations dueto the short term to maturity
of the investments held.

Currency risk

Currency risk is the risk that future cash flows of a financial instrument will fluctuate because of changes in foreign exchange
rates. We are exposed to currency risk from the purchase of goods and services primarily in the U.S., the U.K and the European
Union and to the extent cash is held in foreign currencies. The impact of a $0.01 increase in the value of the U.S. dollar against
the Canadian dollar would have increased our net lossin 2012 by approximately $108,250. Theimpact of a$0.10 increasein the
value of the British pound against the Canadian dollar would have increased our net lossin 2012 by approximately $137,878. The
impact of a $0.10 increase in the value of the Euro against the Canadian dollar would have increased our net loss in 2012 by
approximately $530,969.

Wemitigate our foreign exchangerisk through the purchase of foreign currenciesin sufficient amountsto settle our foreign accounts
payable.

Balancesin foreign currencies at June 30, 2012 are as follows:

u.s. British
dollars pounds Euro
$ £ €
Cash and cash equivalents 3,001,956 97,493 11,637
Accounts payable (1,627,298) (255,855) (374,460)

1,374,658  (158,362) (362,823)

Liquidity risk

Liquidity risk istherisk that we will encounter difficulty in meeting obligations associated with financial liabilities. We manage
liquidity risk through the management of our capital structure asoutlinedin the notesto our audited financial statements. Accounts
payable are all due within the current operating period.

Other MD&A Requirements

We have 76,606,085 common shares outstanding at August 1, 2012. If all of our warrants (2,474,055) and options (5,269,577)
were exercised we would have 84,349,717 common shares outstanding.

Our 2011 Annua Information Form on Form 20-F is available on www.sedar.com.

Disclosure Controls and Procedures

There were no changesin our internal controls over financial reporting during the quarter ended June 30, 2012 that materially
affected or are reasonably likely to materially affect, internal controls over financial reporting.
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ONCOLYTICS BIOTECH INC.
INTERM CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

(unaudited)

June 30, December 31,
2012 2011
Notes $ $

Assets
Current assets
Cash and cash equivalents 3 33,802,813 32,918,751
Short-term investments 3 1,969,228 1,936,787
Accounts receivable 89,574 55,392
Prepaid expenses 699,348 721,576
Total current assets 36,560,963 35,632,506
Non-current assets
Property and equipment 428,167 392,111
Total non-current assets 428,167 392,111
Total assets 36,989,130 36,024,617
Liabilities And Shareholders’ Equity
Current Liabilities
Accounts payable and accrued liabilities 5,302,680 6,504,238
Total current liabilities 5,302,680 6,504,238
Commitments 7
Shareholders’ equity
Share capital

Authorized: unlimited

I ssued:

June 30, 2012 — 76,606,085

December 31, 2011 — 71,251,335 4 197,947,858 177,282,566
Warrants 4 3,030,519 2,653,627
Contributed surplus 4,5 20,821,795 21,142,519
Accumulated other comprehensive loss (35,560) (117,501)
Accumulated deficit (190,078,162)  (171,440,832)
Total shareholders’ equity 31,686,450 29,520,379
Total liabilities and equity 36,989,130 36,024,617

See accompanying notes



ONCOLYTICS BIOTECH INC.

INTERIM CONSOLIDATED STATEMENTS OF LOSS AND COMPREHENSIVE LOSS
(unaudited)

Three Three

Month Month Six Month Six Month

Period Period Period Period

Ending June Ending June Ending June Ending June
30, 2012 30, 2011 30, 2012 30, 2011
Notes $ $ $ $

Expenses
Research and development 5,11, 12 9,053,329 5,483,131 16,543,873 8,454,742
Operating 5,11, 12 1,222,090 1,068,623 2,310,141 2,195,634
Operating loss (10,275,419)  (6,551,754) (18,854,014) (10,650,376)
Write down of asset available for sale — (735,681) — (735,681)
Change in fair value of warrant liability — — — 36,000
Interest 93,389 123,197 213,456 214,703
Loss before income taxes (10,182,030)  (7,164,238) (18,640,558) (11,135,354)
Income tax expense 3,228 — 3,228 —
Net loss (10,178,802)  (7,164,238) (18,637,330) (11,135,354)
Other comprehensive loss (income) - tranglation
adjustment 116,200 (75,211) 81,941 (38,331)
Net comprehensive loss (10,062,602)  (7,239,449) (18,555,389) (11,173,685)
Basic and diluted loss per common share 6 (0.13) (0.10) (0.25) (0.16)
Weighted average number of shares (basic and
diluted) 76,542,861 71,209,164 75,547,842 70,586,073

See accompanying notes



ONCOLYTICS BIOTECH INC.
INTERIM CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
(unaudited)

Accumulated

Other
Contributed Comprehensive Accumulated
Share Capital Surplus Warrants Loss Deficit Total
$ $ $ $ $ $
As at December 31, 2010 155,439,610 19,399,489 4,108,652 (156,660) (142,396,131) 36,394,960
Net loss and comprehensive loss — — — (38,331) (11,135,354)  (11,173,685)
Exercise of warrants 21,487,080 —  (1,455,025) — — 20,032,055
Exercise of stock options 253,052 (45,710) — — — 207,342
Share based compensation — 43,342 — — — 43,342
Asat June 30, 2011 177,179,742 19,397,121 2,653,627 (194,991) (153,531,485) 45,504,014
Accumulated
Other
Contributed Comprehensive Accumulated
Share Capital Surplus Warrants Loss Deficit Total
$ $ $ $ $ $
As at December 31, 2011 177,282,566 21,142,519 2,653,627 (127,501) (171,440,832) 29,520,379
Net loss and comprehensive loss — — — 81,941 (18,637,330)  (18,555,389)
Issued, pursuant to a bought deal financing 19,386,903 — 376,892 — — 19,763,795
Exercise of stock options 1,278,389 (392,920) — — — 885,469
Share based compensation — 72,196 — — 72,196
As at June 30, 2012 197,947,858 20,821,795 3,030,519 (35,560) (190,078,162) 31,686,450

See accompanying notes



ONCOLYTICS BIOTECH INC.
INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)

Three Three
Month Month Six Month Six Month
Period Period Period Period
Ending June Ending June Ending June Ending June
30, 2012 30, 2011 30, 2012 30, 2011
Notes $ $ $ $
Operating Activities
Net loss for the period (10,178,802)  (7,164,238) (18,637,330) (11,135,354)
Amortization - property and equipment 29,510 29,992 57,571 47,267
Share based compensation 511 58,343 40,469 72,196 43,342
Change in fair value of warrant liability — — — (36,000)
Write down of asset available for sale — 735,681 — 735,681
Unrealized foreign exchange loss 61,171 28,978 16,162 220,127
Net change in non-cash working capital 10 (1,174,059) 1,417,496 (1,213,512) 1,357,514
Cash used in operating activities (11,203,837)  (4,911,622) (19,704,913) (8,767,423)
Investing Activities
Acquisition of property and equipment (61,695) (33,831) (93,627) (49,107)
Purchase of short-term investments — 1,679,940 (32,441) 1,679,940
Cash used in investing activities (61,695) 1,646,109 (126,068) 1,630,833
Financing Activities
Proceeds from exercise of stock options and
warrants 422,886 23,300 885,469 14,738,597
Proceeds from public offering (31,648) — 19,763,795 —
Cash provided by financing activities 391,238 23,300 20,649,264 14,738,597
Increase in cash (10,874,294)  (3,242,213) 818,283 7,602,007
Cash and cash equivalents, beginning of period 44,622,078 49,912,873 32,918,751 39,296,682
Impact of foreign exchange on cash and cash
equivaents 55,029 (30,429) 65,779 (258,458)
Cash and cash equivalents, end of period 33,802,813 46,640,231 33,802,813 46,640,231

See accompanying notes



ONCOLYTICS BIOTECH INC.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
June 30, 2012

Note 1: Incorporation and Nature of Operations

Oncolytics Biotech Inc. was incorporated on April 2, 1998 under the Business CorporationsAct (Alberta) as 779738 Alberta L td.
On April 8, 1998, we changed our name to Oncolytics Biotech Inc.

Our interim consolidated financial statements for the period ended June 30, 2012, were authorized for issue in accordance with a
resolution of the Board of Directors (the "Board") on August 1, 2012. We are alimited company incorporated and domiciled in
Canada. Our sharesare publicly traded and our registered officeislocated at 210, 1167 Kensington Crescent NW, Calgary, Alberta,
Canada.

Weareadevel opment stage biopharmaceutical company that focuseson thediscovery and devel opment of pharmaceutical products
for the treatment of cancers that have not been successfully treated with conventional therapeutics. Our product being devel oped
may represent a novel treatment for Ras mediated cancers which can be used as an aternative to existing cytotoxic or cytostatic
therapies, as an adjuvant therapy to conventional chemotherapy, radiation therapy, or surgical resections, or to treat certain cellular
proliferative disorders for which no current therapy exists.

Note 2: Basis of Financial Statement Presentation

Our interim consolidated financial statementsinclude our financial statements and the financial statements of our subsidiaries as
at June 30, 2012 and are presented in Canadian dollars, our functional currency.

Our accounts are prepared in accordance with International Financial Reporting Standards (“1FRS”) and interpretationsissued by
the International Accounting Standards Board (“1ASB”). The accounts are prepared on the historical cost basis, except for certain
assets and liabilities which are measured at fair value as explained in the notes to these financial statements.

These interim consolidated financial statements have been prepared in compliance with International Accounting Standard 34
Interim Financial Reporting. Thenotespresented intheseinterim consolidated financial statementsincludeonly significant events
and transactions occurring since our last fiscal year end and are not fully inclusive of all matters required to be disclosed in our
annual audited consolidated financial statements. Accordingly, these interim consolidated financial statements should beread in
conjunction with our most recent annual audited consolidated financial statements, for the year ended December 31, 2011. We
have consistently applied the same accounting policiesfor al periods presented in these interim consolidated financial statements
as those used in our audited consolidated financia statements for the year ended December 31, 2011.

Note 3: Cash Equivalents and Short Term Investments

Cash Equivalents
Cash equivalents consist of interest bearing depositswith our bank totaling $30,177,709 (December 31, 2011 - $31,328,312). The
current annual interest rate earned on these depositsis 1.18% (December 31, 2011 — 1.11%).

Short-Term Investments

Short-term investments which consist of guaranteed investment certificates are liquid investments that are readily convertible to
known amounts of cash and are subject to an insignificant risk of changes in value. The objectives for holding short-term
investments are to invest our excess cash resources in investment vehicles that provide a better rate of return compared to our
interest bearing bank account with limited risk to the principal invested. We intend to match the maturities of these short-term
investments with the cash requirements of the Company’s activities and treat these as held-to-maturity short-term investments.



ONCOLYTICS BIOTECH INC.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
June 30, 2012

. . : Effective
Vale  CCowt eres  vame® Vaue  Interest Rate
$ $ $ $ $ 0
June 30, 2012
Short-term investments 1,969,228 1,969,228 — 1,969,228 1,969,228 1.64%
December 31, 2011
Short-term investments 1,936,787 1,936,787 — 1,936,787 1,936,787 1.68%

Fair value is determined by using published market prices provided by our investment advisor.

Note 4: Share Capital
Authorized:

Unlimited number of no par value common shares

| ssued: Shares Warrants
Equity Liability
Amount Amount Amount
Number $ Number $ $
Balance, December 31, 2010 67,958,302 155,439,610 5,338,460 4,108,652 5,536,800
Exercise of US$3.50 warrants 1,833,600 11,897,142 (1,833,600) — (5,500,800)
Exercise of warrants 1,322,750 9,589,938 (1,322,750)  (1,455,025) —
Exercise of stock options 136,683 355,876 — — —
Expired warrants — — (22,000) — (36,000)
Balance, December 31, 2011 71,251,335 177,282,566 2,170,110 2,653,627 —
Issued for cash pursuant to February 8, 2012
bought deal financing® 5,065,750 19,386,903 303,945 376,892 -
Exercise of stock options 289,000 1,278,389 — — —
Balance, June 30, 2012 76,606,085 197,947,858 2,474,055 3,030,519 —

(a) Pursuant to abought deal financing, weissued 5,065,750 common shares at an issue price of $4.20 per common share for gross
proceeds of $21,276,150. In connection with this bought deal financing, we issued 303,945 compensation options to the
underwriters with an exercise price of $4.20 expiring on February 8, 2014 ("Broker Warrants'). The fair value of the Broker
Warrants was $376,892 ($1.24 per Broker Warrant) and has been included in the share issue costs of the financing. The fair
value was determined using the Black Scholes Option Pricing Model.

Warrants - liability

Under IFRS, the prescribed accounting treatment for warrants with an exercise price denominated in aforeign currency isto treat
these warrants as a liability measured at fair value with subsegquent changes in fair value accounted for through the consolidated
statement of loss. Thefair value of these warrantsis determined using the Black Scholes Option Pricing Model. Our warrantswith
an exercise price of U.S.$3.50 met this requirement and we presented the value of these warrants as a deemed current ligbility on
the consolidated statement of financial position. Asthese warrants were exercised, the value of the recorded warrant liability was
included in our share capital along with the proceeds from the exercise. For the warrants that expired, the related warrant liability
was reversed through the statement of loss. There was no cash flow impact as a result of the accounting treatment for changesin
the fair value of the warrant liability or when warrants expire unexercised.

Asat June 30, 2012, our warrant liability is$nil (June 30, 2011 - $nil) asthese warrantswere either exercised or expired on January
24, 2011.
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ONCOLYTICS BIOTECH INC.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
June 30, 2012

Warrants - equity

The following table summarizes the weighted average assumptions used in the Black Scholes Option Pricing Model with respect
to the valuation of Broker Warrants i ssued:

2012
Risk-free interest rate 1.09%
Expected hold period to exercise (years) 2.00
Voldtility in the price of the Company'sshares  52.28%
Dividend yield Zero
The following table summarizes our outstanding warrants as at June 30, 2012:
Weighted
Average
Outstanding, Exercised Remaining
Beginning of the Granted During During the Expired During  Outstanding,  Contractual Life
Exercise Price Period the Period Period the Period End of Period (years)
$4.20 — 303,945 — — 303,945 1.58
$4.60 375,360 — — — 375,360 0.33
$6.15 1,794,750 — — — 1,794,750 0.33
2,170,110 303,945 — — 2,474,055 0.48

Note 5: Share Based Payments
Stock Option Plan

We have issued stock options to acquire common stock through our stock option plan of which the following are outstanding at
June 30:

2012 2011
Weighted Average Weighted Average
. Exercise Price . Exercise Price
Stock Options $ Stock Options
Outstanding, beginning of the period 5,677,577 4.37 4,703,760 4.53
Granted during the period 30,000 4.27 112,000 5.88
Forfeited during the period (149,000) 5.96 (86,000) 9.78
Exercised during the period (289,000) 3.06 (99,666) 2.08
Outstanding, end of the period 5,269,577 4.40 4,630,094 4.51
Options exercisable, end of the period 5,076,911 4.40 4,481,261 4.50

The following table summarizes information about the stock options outstanding and exercisable at June 30, 2012:



ONCOLYTICS BIOTECH INC.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
June 30, 2012

sz,frgtgeg Weighted Weighted
Remaining Average Average
Number Contractual Life  EXxercise Price Number Exercise Price
Range of Exercise Prices Outstanding (years) $ Exercisable $
$1.45 - $2.37 659,327 4.0 2.10 639,327 211
$2.70 - $3.89 2,018,000 7.1 3.49 2,006,334 3.49
$4.00 - $5.92 1,560,250 39 4.80 1,399,250 4.82
$6.72 - $9.76 1,032,000 6.9 7.04 1,032,000 7.04
5,269,577 5.7 4.40 5,076,911 4.40

Non-vested options vest annually over periods ranging from one to three years or after the completion of certain milestones. We
have reserved 6,154,997 common shares for issuance relating to outstanding stock options.

Share based payment expense of $58,343 and $72,196 for the three and six month periods ending June 30, 2012, respectively,
relates to the vesting of options previously granted to employees and directors (2011 - $40,469 and $43,342, respectively).

The estimated fair value of stock optionsissued during the period was determined using the Black Scholes Option Pricing Model
using the following weighted average assumptions and fair value of options:

2012 2011
Risk-free interest rate 1.31% 2.07%
Expected hold period to exercise 1.3 years 3.5years
Volatilityinthe price of the Company'sshares 53.7% 55.53%
Rate of forfeiture —% —%
Dividend yield Nil Nil
Weighted average fair value of options $1.02 $2.43

We use historical datato estimate the expected dividend yield and expected volatility of our stock in determining the fair value of
the stock options. The risk-free interest rate is based on the Government of Canada marketable bond rate in effect at the time of
grant and the expected life of the options represents the estimated length of time the options are expected to remain outstanding.

Note 6: Loss Per Common Share

Loss per common share is calculated using the net loss for the three and six month periods and the weighted average number of
common shares outstanding for the three and six month periods ending June 30, 2012 of 76,542,861 and 75,547,842, respectively
(June 30, 2011 of 71,209,164 and 70,586,073, respectively). The effect of any potential exercise of our stock options and warrants
outstanding during the period has been excluded from the cal cul ation of diluted loss per common share, asit would be anti-dilutive.

Note 7: Commitments

We are committed to payments totaling $11,125,124 for activities related to our clinical trial, manufacturing and collaboration
programs.

We are committed to rental payments (excluding our portion of operating costs and rental taxes) under the terms of a lease for
office premises which expireson May 31, 2016. Annua payments under the terms of this lease are as follows:



ONCOLYTICS BIOTECH INC.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
June 30, 2012

Amount

$
Remainder of 2012 45,666
2013 91,332
2014 94,888
2015 97,428
2016 40,595

369,909

Under aclinical trial agreement entered into with the Alberta Cancer Board (“*ACB”), we have agreed to repay the amount funded
under the agreement together with aroyalty, to acombined maximum amount of $400,000 plusan overhead repayment of $100,000,
upon sales of a specified product. We agreed to repay the ACB in annual installmentsin an amount equal to the lesser of: (a) 5%
of gross sales of a specified product; or (b) $100,000 per annum.

Note 8: Capital Disclosures

Our objectivewhen managing capital isto maintain adeguate cash resourcesto support planned activitieswhichincludetheclinical
trial program, product manufacturing, administrative costs and intellectual property expansion and protection. We include
shareholders' equity, cash and cash equivalents and short-term investments in the definition of capital.

June 30, December
2012 31, 2011
$ $
Cash and cash equivalents 33,802,813 32,918,751
Short-term investments 1,969,228 1,936,787
Shareholders’ equity 31,686,450 29,520,379

We do not have any debt other than trade accounts payable and we have potential contingent obligations relating to the completion
of our research and development of REOLY SIN®.

In managing our capital, we estimate our future cash regquirements by preparing abudget and amulti-year plan annually for review
and approval by our Board. Thebudget establishesthe approved activitiesfor the upcoming year and estimatesthe costs associ ated
with these activities. The multi-year plan estimates future activity along with the potential cash requirements and is based on our
assessment of our current clinical trial progress along with the expected results from the coming year’s activity. Budget to actual
variances are prepared and reviewed by management and are presented quarterly to the Board.

Historically, funding for our plan is primarily managed through the issuance of additional common shares and common share
purchase warrants that upon exercise are converted to common shares. Management regularly monitors the capital markets
attempting to balance the timing of issuing additional equity with our progress through our clinical trial program, general market
conditions, and the availability of capital. There are no assurances that funds will be made available to us when required.

On July 3, 2012, we renewed our existing short form base shelf prospectus (the “Base Shelf”) that qualifies for distribution up to
$150,000,000 of common shares, subscription receipts, warrants, or units (the “ Securities”). Under our Base Shelf, we may sell
Securities to or through underwriters, dealers, placement agents or other intermediaries and also may sell Securities directly to
purchasers or through agents, subject to obtaining any applicable exemption from registration requirements. The distribution of
Securities may be effected from time to time in one or more transactions at a fixed price or prices, which may be changed, at
market prices prevailing at the time of sale, or at prices related to such prevailing market prices to be negotiated with purchasers
and as set forth in an accompanying Prospectus Supplement.

Renewing our Base Shelf providesuswith additional flexibility when managing our cash resourcesas, under certain circumstances,
it shortens the time period required to close afinancing and is expected to increase the number of potential investors that may be
prepared to invest in our company. Funds received from a Prospectus Supplement will be used in line with our Board approved
budget and multi-year plan. Our renewed Base Shelf expires on August 3, 2014.
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ONCOLYTICS BIOTECH INC.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
June 30, 2012

We are not subject to externally imposed capital requirements and there have been no changes in how we define or manage our
capital in 2012,

Note 9: Financial Instruments

Our financia instruments consist of cash and cash equivalents, short-term investments, accounts receivable, and accounts
payable. Asat June 30, 2012, there are no significant differences between the carrying val ues of these amounts and their estimated
market values.

Credit risk

Credit risk istherisk of financial lossif a counterparty to afinancia instrument fails to meet its contractual obligations. We are
exposed to credit risk on our cash and cash equivalents and short-term investments in the event of non-performance by
counterparties, but we do not anticipate such non-performance. Our maximum exposure to credit risk at the end of the period is
the carrying value of our cash and cash equivalents and short-term investments.

We mitigate our exposureto credit risk by maintaining our primary operating and investment bank accountswith Schedule | banks
in Canada. For our foreign domiciled bank accounts, we use referrals or recommendations from our Canadian banks to open
foreign bank accounts and these accounts are used solely for the purpose of settling accounts payable or payroll.

We also mitigate our exposure to credit risk by restricting our portfolio to investment grade securities with short-term maturities
and by monitoring the credit risk and credit standing of counterparties. Currently, 100% of our short-term investments are in
guaranteed investment certificates.

Interest rate risk

Interest rate risk is the risk that future cash flows of afinancia instrument will fluctuate because of changes in market interest
rates. We are exposed to interest rate risk through our cash and cash equivalents and our portfolio of short-term investments. We
mitigate thisrisk through our investment policy that only allowsinvestment of excess cash resourcesin investment grade vehicles
while matching maturities with our operational requirements.

Fluctuationsin market rates of interest do not have asignificant impact on our results of operations dueto the short term to maturity
of the investments held.

Currency risk

Currency risk is the risk that future cash flows of a financial instrument will fluctuate because of changes in foreign exchange
rates. We are exposed to currency risk from the purchase of goods and services primarily in the U.S,, the U.K. and the European
Union and to the extent cash is held in foreign currencies. The impact of a$0.01 increase in the value of the U.S. dollar against
the Canadian dollar would have increased our net lossin 2012 by approximately $108,250. The impact of a$0.10 increasein the
value of the British pound against the Canadian dollar would have increased our net lossin 2012 by approximately $137,878. The
impact of a $0.10 increase in the value of the Euro against the Canadian dollar would have increased our net loss in 2012 by
approximately $530,969 .

Wemitigate our foreign exchangerisk through the purchase of foreign currenciesin sufficient amountsto settle our foreign accounts
payable.

Balancesin foreign currencies at June 30, 2012 are as follows:

British
U.S. dollars  pounds Euro
£ €
Cash and cash equivalents 3,001,956 97,493 11,637
Accounts payable (1,627,298)  (255,855) (374,460)

1,374,658  (158,362) (362,823
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ONCOLYTICS BIOTECH INC.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
June 30, 2012

Liquidity risk
Liquidity risk isthe risk that we will encounter difficulty in meeting obligations associated with financial liabilities. We manage

liquidity risk through the management of our capital structure as outlined in Note 8. Accounts payable are all due within the
current operating period.

Note 10: Additional Cash Flow Disclosures

Net Change In Non-Cash Working Capital

Three Three

Month Month Six Month Six Month
Period Period Period Period
Ending Ending Ending Ending
June 30, June 30, June 30, June 30,

2012 2011 2012 2011
$ $ $ $

Change in:

Accounts receivable (36,617) 21,232 (34,182) 233,567
Prepaid expenses (367,825)  (450,605) 22,228  (561,510)
Accounts payable and accrued liabilities (769,617) 1,846,869 (1,201,558) 1,685,457
Change in non-cash working capital related to operating activities (1,174,059) 1,417,496 (1,213,512) 1,357,514

Other Cash Flow Disclosures
Three Three Six Six

Month Month Month  Month
Period Period Period  Period
Ending Ending Ending Ending
June 30, June 30, June 30, June 30,

2012 2011 2012 2011
$ $ $ $
Cash interest received 93,389 123,197 213,456 214,703
Cash taxes paid — — 5,000 —

Note 11: Other Expenses and Adjustments

We present our expenses based on the function of each expense and therefore include realized foreign exchange gains and losses,
unrealized non-cash foreign exchange gains and losses, and non-cash stock based compensation associated with research and
development activity asacomponent of research and devel opment expenses and amortization of property and equipment and stock
based compensation associated with operating activities as a component of operating expenses.



ONCOLYTICS BIOTECH INC.
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June 30, 2012

(unaudited)

Three Three Six Month Six Month

Month Month Period Period

Period Period Ending Ending

Ending June Ending June June 30,  June 30,
30, 2012 30, 2011 2012 2011
$ $ $ $

Included in research and development expenses:
Realized foreign exchange loss (gain) 8,961 25,813 (26,178) 10,291
Unrealized non-cash foreign exchange loss (gain) (55,029) 28,978 (65,779) 220,127
Non-cash share based payments 54,928 40,469 65,366 43,342
Included in operating expenses
Amortization of property and equipment 29,510 29,992 57,571 47,267
Non-cash share based payments 3,415 — 6,830 —
Office minimum |lease payments 21,817 22,009 43,126 44,368

Note 12: Related Party Transactions

Compensation of Key Management Personnel

Key management personnel are those persons having authority and responsibility for planning, directing and controlling our

activitiesasawhole. We have determined that key management personnel consists of the members of the Board of Directors

along with certain officers of the Company.

Three Three
Month Month Six Month  Six Month
Period Period Period Period
Ending Ending Ending Ending
June 30, June 30, June 30, June 30,
2012 2011 2012 2011
$ $ $ $
Short-term employee benefits 547,043 533,779 1,085,583 1,016,989
Share-based payments — — — —
547,043 533,779 1,085,583 1,016,989




Shareholder Information
For public company filings please go to www.sedar.com or contact us at:

Oncolytics Biotech Inc.

Suite 210, 1167 Kensington Crescent NW
Calgary, Alberta, Canada T2N 1X7

tel: 403.670.7377 fax: 403.283.0858
www.oncolyticsbhiotech.com

Officers

Brad Thompson, PhD

Chairman, President and CEO

Matt Coffey, PhD

Chief Operating Officer

Doug Ball, CA

Chief Financial Officer

George M. Gill, MD

Senior Vice President, Clinical and Regulatory Affairs
Chief Safety Officer

Gerard Kennealey

Senior, Vice President of Clinical Development
Chief Medical Officer

Mary Ann Dillahunty, JD, MBA

Vice President, Intellectual Property

Directors

Brad Thompson, PhD

Chairman, President and CEO, Oncolytics Biotech Inc.
Matt Coffey, PhD

Chief Operating Officer

Ger van Amersfoort

Biotech Consultant

William A. Cochrane, OC, MD

Biotech Consultant

Jim Dinning

Chairman, Western Financial Group

Ed Levy, PhD

Adjunct Professor, University of British Columbia
J. Mark Lievonen, FCA

President, Sanofi Pasteur Limited

Bob Schultz, FCA

Corporate Director

Fred A. Stewart, QC

President, Fred Stewart and Associates Inc.



Oncolytics Biotech Inc.
Suite 210, 1167 Kensington Crescent NW, Calgary, AB T2N 1X7
Phone: (403) 670.7377 Fax: (403) 283.0858
www.oncolyticsbiotech.com



