


Management's Responsibility for
Financial Statements and Reporting

The accompanying Consolidated Financial Statements of Theralase Technologies Inc. (the "Company") and the
information in this Annual Report are the responsibility of Management and are prepared in accordance with
generally accepted accounting principles, consistently applied, that are considered to be the most appropriate in
the circumstances.

The Company's accounting procedures and related systems of internal control are designed to provide reasonable
assurance that its assets are appropriately accounted for, are adequately safeguarded and that its financial records
are reliable, complete and accurate, all in a cost-effective manner.

Management is satisfied that these Financial Statements have been prepared accordingly, and within reasonable
limits of materiality, which include certain amounts that are based on estimates and judgments. Further,
Management is satisfied that the financial information throughout the balance of this Annual Report is consistent
with the information presented in the audited Consolidated Financial Statements.

The independent external Auditor was appointed by Management, and has examined the Consolidated Financial
Statements of the Company for the years ended December 31, 2008 and 2007 and the Auditor's Report and
opinion thereon is expressed herewith.

The independent Auditors, PricewaterhouseCoopers LLP, Chartered Accountants, have audited the Consolidated
Financial Statements presented herein in accordance with generally accepted auditing standards on behalf of the
Shareholders. Management has ensured that the Auditors have had full and free access to the Company's books of
account and all financial records.

DATED this 30™ day of April 2009

Signed by:
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Auditor’s Report

To the Shareholders of
Theralase Technologies Inc.

We have audited the consolidated balance sheets of Theralase Technologies Inc. as at
December 31, 2008 and 2007 and the consolidated statement of operations, comprehensive
loss and deficit and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the company's management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards.
Those standards require that we plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial
position of the company as at December 31, 2008 and 2007 and the results of its operations
and its cash flows for the years then ended in accordance with Canadian generally accepted
accounting principles.

Chartered Accountants, Licensed Public Accountants
Toronto, Ontario

“PricewaterhouseCoopers” refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership, or, as the context requires, the
PricewaterhouseCoopers global network or other member firms of the network, each of which is a separate and independent legal entity.



THERALASE® TECHNOLOGIES INC.

Consolidated Balance Sheets
As at December 31

Stated in Canadian Dollars

2008 2007
Assets
Current assets
Cash and cash equivalents (note 4) S 49,134 507,969
Accounts receivable 487,064 327,851
Inventory (note 5) 274,835 220,136
Prepaid expenses and other assets 46,989 75,081
Total current assets 858,022 1,131,037
Property and equipment (note 6) 117,978 96,939
Intangibles (note 7) 344,460 618,223
Goodwill (note 2) 1,861,078 1,861,078
$ 3,181,538 3,707,277
Liabilities
Current liabilities
Accounts payable and accrued liabilities S 674,044 291,316
Lease obligation, current 2,456 -
Deferred revenue, current 23,096 -
Total current liabilities 699,596 291,316
Lease obligation 21,915 -
Deferred revenue 36,775 10,000
Leasehold inducement 36,500 33,806
Total liabilities 794,786 335,122
Shareholders' Equity
Share capital (note 12) 7,089,139 7,089,139
Share purchase warrants - 103,495
Contributed surplus (note 14) 2,853,559 2,623,792
Deficit (7,555,946) (6,444,271)
2,386,752 3,372,155
$ 3,181,538 3,707,277

Going Concern (note 1)

Commitments (note 19)

Approved on Behalf of the Board

Director

Director



THERALASE® TECHNOLOGIES INC.

Consolidated Statements of Operations, Comprehensive Loss and Deficit

For the years ended December 31
Stated in Canadian Dollars

2008 2007
Revenue
Product sales 2,140,102 1,539,043
Clinic services 28,309 20,807
2,168,411 1,559,850
Cost of Sales 688,942 396,506
Gross Margin 1,479,469 1,163,344
Operating Expenses
Selling 633,028 531,213
Administrative 1,336,675 1,336,657
Research and development 226,748 222,414
Amortization of property and equipment 31,641 19,844
Amortization of intangibles 147,622 147,611
Impairment of development costs (note 7) 198,804 -
Loss on foreign exchange 16,136 23,955
2,590,654 2,281,694

Loss before the following

Interest expense
Interest income

(1,111,185)

10,325
(9,835)

(1,118,350)

4,530
(9,507)

Loss and comprehensive loss for the year

Deficit, beginning of year

(1,111,675)

(6,444,271)

(1,213,373)

(5,330,898)

Deficit, end of year

(7,555,946)

(6,444,271)

Basic and diluted loss and comprehensive loss

per common share (note 13) (0.03) (0.03)
Weighted average number of common shares
outstanding (note 13) 34,936,725 33,874,225

Going Concern (note 1)



THERALASE® TECHNOLOGIES INC.

Consolidated Statements of Cash Flows
For the years ended December 31

Stated in Canadian Dollars

2008 2007
Cash flows from operating activities
Net loss for the year S (1,111,675) S (1,113,373)
Items not involving cash
Amortization of property and equipment 31,641 19,844
Amortization of intangibles 147,622 147,611
Stock-based compensation 126,272 476,368
Foreign exchange loss 6,668 23,955
Lease inducements 2,694 33,806
Impairment of development costs 198,804 -
Non-monetary transactions - 7,930
(597,974) (403,859)
Change in operating assets and liabilities other than cash
Accounts receivable (159,213) 37,346
Inventory (54,699) (43,014)
Prepaid expenses and other assets 28,092 12,863
Accounts payable and accrued liabilities 382,728 45,176
Deferred Revenue 49,871 -
(351,195) (351,488)
Cash flows from investing activities
Purchase of property and equipment (31,020) (52,146)
Investment in development costs (59,459) (33,939)
Investment in patents and trademarks (13,203) (8,373)
(103,682) (94,458)
Cash flows from financing activities
(Repayment) of bank loan - (70,000)
(Repayment) of lease obligation (3,958) -
Capital stock issuance - 789,317
(3,958) 719,317
(DeFrease) increase in cash and cash equivalents (458,836) 273,371
during the year
Cash and cash equivalents, beginning of year 507,969 234,598
Cash and cash equivalents, end of year S 49,134 S 507,969
Cash and cash equivalents
Cash S 29,151 S 22,981
Cash equivalents 19,983 484,988

S 49,134 $ 507,969




THERALASE® TECHNOLOGIES INC.

Statement of Shareholders' Equity
As at December 31
Stated in Canadian Dollars

Number of Share Capital Contributed Common Deficit Total
Shares Surplus Share Shareholders'
Purchase Equity
Warrants
# $ $ $ $ $
Balance, December 31, 2006 33,236,725 6,403,317 2,147,424 - (5,330,898) 3,219,843
Stock-based compensation expense - - 476,368 - - 476,368
Issued pursuant to private placement, 1,700,000 685,822 - 103,495 - 789,317
Loss for the year - - - - (1,213,373) (1,113,373)
Balance, December 31, 2007 34,936,725 7,089,139 2,623,792 103,495 (6,444,271) 3,372,155
Stock-based compensation expense - - 126,272 - - 126,272
Expired share purchase warrants - - 103,495 (103,495) - -
Loss for the year - - - - (1,111,675) (1,111,675)
Balance, December 31, 2008 34,936,725 7,089,139 2,853,559 - (7,555,946) 2,386,752




THERALASE® TECHNOLOGIES INC.

Notes to Consolidated Financial Statements
For the years ended December 31, 2008 and 2007

1. Nature of operations and going concern
Nature of operations

Theralase® Technologies Inc. (“the Company” or “Theralase”) designs, develops and manufactures patented, super-
pulsed laser technology used in bio-stimulative and bio-destructive clinical applications. The Theralase technology
platform targets several healthcare sectors: firstly, for non-invasive pain management and clinical therapy, used in
neural muscular skeletal conditions including arthritis and osteoarthritis; secondly, wound care and healing,
(including non-healing fractures and bone fracture regeneration); and thirdly, research and development into
combining patented photodynamic compounds with patented super-pulsed, biofeedback laser technology to attack
specifically targeted cancers, bacteria, viruses and fat cells.

The Company's common shares trade on the Toronto Stock Exchange Venture Exchange ("TSX Venture Exchange")
under the symbol “TLT”.

Going concern

These financial statements have been prepared using Canadian generally accepted accounting principles applicable
to a going concern, which contemplates the realization of assets and settlement of liabilities in the normal course of
business as they come due.

For the fiscal year period ended December 31, 2008, the Company reported a loss of $1,111,675 and an
accumulated deficit of $7,555,946 at that date. The future success of the Company depends primarily upon the
Company’s ability to produce revenue on a timely basis from the development, commercialization and sale of its
current and new therapeutic laser product offerings. These circumstances lend substantial doubt as to the ability of
the Company to meet its obligations as they come due and, accordingly, the appropriateness of the use of
accounting principles applicable to a going concern.

Sales of the TLC—1000, the Company’s existing product line, have not been sufficient in and of themselves to enable
the Company to fund all its continuing development and commercialization efforts and, accordingly, management is
pursuing alternate financing sources to fund the Company's development and commercialization efforts. Similar to
the financing secured through the private placement that took place on August 15, 2007, the Company will pursue
the necessary financing through a combination of the issue of new equity or debt instruments, entering into joint
venture arrangements and strategic alliances. Nevertheless, there is no assurance that these initiatives will be
successful.

The Company's ability to continue as a going concern is dependent upon the successful completion of the
development and commercialization of its future products and the sale of its current and future product offerings.
These financial statements do not reflect the adjustments to the carrying values of assets and liabilities and the
reported expenses and balance sheet classifications that would be necessary were the going concern assumption
inappropriate, and these adjustments could be material.

2. Summary of significant accounting policies

Basis of presentation and principles of consolidation

The consolidated financial statements have been prepared by the Company in accordance with Canadian generally
accepted accounting principles, are stated in Canadian dollars and include the accounts of the Company, and its
100% interest in Theralase® Inc. and Theralase® Biotech Inc. All significant intercompany transactions and balances
have been eliminated.

Cash and cash equivalents
Cash includes cash held in a Canadian Schedule | bank, cash equivalents consist of investment-grade investments



THERALASE® TECHNOLOGIES INC.

Notes to Consolidated Financial Statements
For the years ended December 31, 2008 and 2007

with maturities averaging three months or less at date of acquisition and are carried at cost plus accrued interest.
These financial instruments have been classified as held-for-trading and are measured at fair value.

Investment tax credits

The Company is entitled to refundable and non-refundable Canadian federal and provincial investment tax credits,
which are earned as a percentage of eligible research and development expenditures incurred in each taxation
year. Investment tax credits are accounted for as a reduction of the related expenditure for items of a current
nature and as a reduction of the related asset cost for items of a long-term nature, provided that the Company has
reasonable assurance that tax credits will be realized.

Research and development costs

Research costs net of related investment tax credits, government grants and other amounts recoverable, are
expensed in the year in which they are incurred. Development costs are expensed in the year incurred unless such
costs meet the criteria under Canadian GAAP for deferral and amortization.

Development costs are capitalized for clearly defined, technically feasible technologies, which management intends
on producing and promoting to an identified future market with existing or estimated future resources. The
Company annually evaluates deferred development costs to consider whether these costs continue to meet the
criteria for deferral. Amortization of development costs commence when an asset is substantially completed and
becomes available for productive commercial use and is calculated using the straight-line basis, based on the life of
the related product, which is estimated to be ten years.

Revenue recognition
Product sales revenue is recognized when there is an unconditional sales order, title passes to the customer, the fee
is fixed, and ultimate collection of the consideration is reasonably assured.

Clinic services revenue is recognized when the service is delivered to the patient and the collection is reasonably
assured.

Deferred revenue consists of unearned revenue from the sale of extended warranty plans and sales with payment
terms extending beyond one year.

Stock-based compensation
The Company has a stock option plan for directors, consultants, officers and employees, which is described in
note 11.

The Company uses the fair value based method of accounting for these options. Under the fair value method,
compensation costs are measured at fair value at the date of grant and are expensed using the graded vesting
method over the options’ vesting periods.

The fair value of granted options is determined using the Black-Scholes valuation model.

Translation of foreign currencies

Account balances and transactions denominated in foreign currencies are translated into Canadian dollars.
Monetary assets and liabilities are converted into Canadian dollars at the exchange rates in effect at the balance
sheet date and non-monetary assets and liabilities are translated at historical rates. Revenues and expenses are
converted at average rates prevailing during the year, except for amortization, which is converted at historical
rates. Conversion gains and losses are reflected in net earnings or loss.

Theralase® Biotech Inc. is an integrated foreign subsidiary of the Company, whose financial statements are
translated into Canadian dollars using the temporal method.



THERALASE® TECHNOLOGIES INC.

Notes to Consolidated Financial Statements
For the years ended December 31, 2008 and 2007

Inventory

Raw materials are valued at the lower of cost and net realizable value. Finished goods are valued at the lower of
cost and net realizable value and consist of the following costs: raw materials, sub-contracting, direct and indirect
labour and the applicable share of manufacturing overhead. Finished goods are determined on a first-in first-out
basis.

Property and equipment

Property and equipment are recorded at cost. Amortization of property and equipment other than leasehold
improvements and rental units is calculated using the declining balance basis to amortize the cost of the assets
over their estimated useful lives using the following annual rates:

Tools and dies 25%
Computer equipment 30%
Furniture and fixtures 20%
Equipment 25%

Leasehold improvements are amortized on a straight-line basis over the shorter of the useful life of the leasehold
or the initial lease term.

Rental units are amortized on straight-line basis over 5 years based on the estimated useful life of the equipment.

Property and equipment are evaluated for impairment whenever events or changes in circumstances indicate their
carrying amount might not be recoverable. If it is determined that the carrying value of the asset exceeds its fair
value the asset is written down to fair value with the impairment loss recorded in the consolidated statements of
operations, comprehensive loss and deficit.

Intangibles
Intangibles are recorded at cost. Amortization of intangibles is recorded on a straight-line basis over the following
periods:

Patents 17 years

Trademarks 17 years

Development costs 10 years

Food and Drug Administration (FDA) clinical study 5 years

On an ongoing basis, management reviews the valuation and amortization of intangibles, taking into consideration
any events and circumstances which might have impaired their carrying values. If it is determined that the carrying
value exceeds the fair value of the intangible, the intangible is written down to its fair value with the impairment
loss recorded in the consolidated statements of operations, comprehensive loss and deficit.

Lease Inducements
Lease inducements received by the Company as free rent periods are deferred and amortized on a straight-line
basis over the term of the lease and recorded as a reduction in rental expense.

Goodwill

Goodwill represents the excess of the purchase price over the fair value of net identifiable assets and intangibles
acquired in the Theralase® Inc. business combination. Goodwill and intangible assets with indefinite useful lives
are not subject to amortization but are assessed for impairment on at least an annual basis and, additionally,
whenever events and changes in circumstances suggest that the carrying amount may not be recoverable.
Impairment of goodwill is tested by comparing the carrying amount of net assets, including goodwill, to the fair
value of net assets. Fair value is estimated using the discounted cash flow approach. If the carrying amount of
net assets exceeds its fair value, then a second step is performed to quantify the amount of the impairment loss,



THERALASE® TECHNOLOGIES INC.

Notes to Consolidated Financial Statements
For the years ended December 31, 2008 and 2007

if any. Any impairment in the carrying value of goodwill is recognized in operating income.

The impairment test for intangibles with indefinite useful lives consists of a comparison of the fair value of the
intangible asset with its carrying amount. When the carrying amount of the intangible asset exceeds its fair value,
an impairment loss is recognized for the difference.

In 2008, the Company performed the annual impairment test and determined there was no impairment in
goodwill.

Income taxes

The Company uses the asset and liability method to account for income taxes. Future income tax assets and
liabilities are determined based on temporary differences between the financial reporting and tax bases. Future
income tax assets and liabilities are measured using enacted or substantively enacted tax rates expected to be
recovered or settled. The effect on future income tax assets and liabilities of a change in tax rates is recognized in
operations in the period that includes the date of enactment or substantive enactment. Future income tax assets
are reduced by a valuation allowance to the extent that it is more likely than not that the asset will be realized.
The Company has taken a full valuation allowance on its future tax assets.

Use of estimates

The preparation of consolidated financial statements in accordance with Canadian Generally Accepted Accounting
Procedures (“GAAP”) requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenue and expenses during the reporting period. Significant
estimates are required to determine revenue recognition, the allowance for doubtful accounts, the useful lives and
recoverability of long lived assets, recoverability of goodwill and the valuation allowance on future income tax
assets. Actual results could differ from those estimates and the differences could be material to these consolidated
financial statements.

Loss and comprehensive loss per common share

Basic loss and comprehensive loss per common share is calculated by dividing the net loss and comprehensive
loss by the weighted average number of common shares outstanding during the reporting date. Diluted loss and
comprehensive loss per common share is calculated by dividing the net loss and comprehensive loss by the sum of
the weighted average number of common shares outstanding and the dilutive common equivalent shares
outstanding during the year. When the effect of computing diluted loss and comprehensive loss per share is anti-
dilutive this information is not presented. Common equivalent shares consist of the shares issuable upon exercise
of stock options calculated using the treasury stock method.

Non-monetary transactions

In the normal course of business, the Company sells patented, super—pulsed laser technology in exchange for
goods and services. The related revenues are accounted for based on the fair value of the goods and services
obtained. For the year ended December 31, 2008, the Company recognized revenues of $5,816 (520,900 — 2007),
and selling expenses of $5,816 ($28,830 - 2007) related to non-monetary transactions. At December 31, 2008,
prepaid expenses and other assets included $15,036 (540,859 — 2007) of non-monetary assets.

3. Changes in accounting policies

Effective January 1, 2008, the Company adopted CICA Handbook Section 1535, Capital Disclosures. This section
establishes standards for disclosing information about an entity’s objectives, policies and processes for managing
capital. This standard is effective for interim and annual consolidated financial statements relating to fiscal years
commencing on or after October 1, 2007 on a prospective basis.



THERALASE® TECHNOLOGIES INC.

Notes to Consolidated Financial Statements
For the years ended December 31, 2008 and 2007

4.

Effective January 1, 2008, the Company adopted CICA Handbook Section 3862, Financial Instruments - Disclosures,
and Section 3863, Financial Instruments - Presentation. These standards enhance existing disclosures in previously
issued Section 3861, Financial Instruments - Disclosure and Presentation. Section 3862 places greater emphasis on
disclosures about risks related to recognized and unrecognized financial instruments and how those risks are
managed. Section 3863 carries forward the same presentation standards as Section 3861. These new standards are
effective for interim and annual consolidated financial statements relating to fiscal years commencing on or after
October 1, 2007 on a prospective basis.

Effective January 1, 2008, the Company adopted amended CICA Handbook Section 1400, General Standards of
Financial Statement Presentation. These amendments require management to disclose any uncertainties that cast
significant doubt on the entity’s ability to continue as a going concern. In assessing whether the going concern
assumption is appropriate, management must take into account all available information about the future, which is
at least, but is not limited to, 12 months from the balance sheet date.

The above standards relate to disclosure and presentation only and did not have an impact on the Company’s
financial results or position. See notes 1, 16 and 17.

Effective January 1, 2008, the Company adopted CICA Handbook Section 3031, Inventories, which addresses the
measurement and disclosure of inventory. The new standard is effective for interim and annual financial
statements for fiscal years beginning on or after January 1, 2008. The adoption of this standard did not have a
material impact on the Company’s consolidated financial statements.

Future accounting pronouncements

The potential impact that the application of a new Canadian GAAP standard will have on the financial statements in
the period of initial adoption is as follows:

e In November 2007, the CICA issued Section 3064, Goodwill and Intangible Assets. Section 3064, which replaces
Section 3062 Goodwill and Intangibles Assets, and Section 3450 Research and Development Costs, establishes
standards for the recognition, measurement and disclosure of goodwill and intangible assets. These standards
are effective for the Company for its consolidated financial statements fiscal years beginning on October 1,
2008. The Company is currently assessing the impact that these standards will have on its financial statements.

e In 2005, the Accounting Standards Board of Canada (AcSB) announced that accounting standards in Canada for
public companies are to converge with International Financial Reporting Standards (IFRS). In May 2007, the
CICA published an updated version of its Implementation Plan for Incorporating IFRS into Canadian GAAP. This
plan includes an outline of the key decisions that the CICA will need to make as it implements the Strategic Plan
for publicly accountable enterprises that will converge Canadian GAAP with IFRS. While IFRS uses a conceptual
framework similar to Canadian GAAP, there are significant differences in accounting policy which must be
addressed. The CICA has confirmed the changeover date from current Canadian GAAP to IFRS to be January 1,
2011. The Company is currently assessing the future impact of these new standards on its financial statements.

Cash and cash equivalents

The cash and cash equivalents consist of a short-term bankers’ acceptance yielding an interest rate of 1.20% and
which matured on January 19, 2009 and cash held.



THERALASE® TECHNOLOGIES INC.

Notes to Consolidated Financial Statements
For the years ended December 31, 2008 and 2007

5. Inventory

2008 2007
Raw materials 131,282 89,593
Work-in-process 6,910 4,889
Finished goods 136,643 125,654

S 274,835 S 220,136

6. Property and equipment

2008 2007
Cost Accumulated Net Carrying Cost Accumulated Net Carrying
Amortization Value Amortization Value
Tools and dies S 39,653 $ 38,157 $ 1,496 $ 39,653 S 37,658 $ 1,995
Computer equipment 81,330 52,197 29,133 58,879 44,331 14,548
Furniture and fixtures 77,944 46,228 31,716 65,503 39,322 26,181
Rental units Y 31,643 8,080 23,563 32,700 3,098 29,602
Equipment 48,441 37,110 11,331 45,642 33,799 11,843
Leasehold improvements 28,988 8,249 20,739 15,808 3,038 12,770

S 307,999 S 190,021 S 117,978 S 258,185 S 161,246 S 96,939

(1) Rental units consist of TLC-1000 systems used in customer rentals, demonstrations and service loaners.

7. Intangibles

2008 2007
Cost Accumulated Net Carrying Cost Accumulated Net Carrying
Amortization Value Amortization Value
Patents S 166,422 S 38,685 S 127,737 $ 153,218 $ 30,833 S 122,385
Trademarks 58,346 23,782 34,564 58,346 20,351 37,995
Development costs 344,093 315,069 29,024 483,438 280,660 202,778
FDA clinical study costs 509,649 356,514 153,135 509,649 254,584 255,065

S 1,078,510 S 734,050 S 344,460 S 1,204,651 S 586,428 S 618,223

Development costs consist of development and commercialization expenses (including sub-contractor payments,
prototype expense and wages) associated with the TLC-1000 product line of super-pulsed therapeutic lasers.
Cumulative investment tax credits and government grants as of December 31, 2008 amounted to $124,501
(5124,501 — 2007) and are netted against gross development costs.

During the 4" quarter of 2008, the Company performed the annual impairment test on Intangibles and determined
there was impairment in development costs for the TLC-2000 biofeedback therapeutic laser system. The Company
wrote the intangible asset down to $nil and recorded a non-cash write-down of development costs of $198,804.
The Company recorded no income tax benefit from this non-cash write-down of development costs.

FDA clinical study costs consist of expenses incurred in conducting the clinical trial Laser Therapy Applications for
Chronic Joint Pain used to obtain the FDA clearance in July 2005, which allows for the marketing and sale of the TLC-
1000 product line into the US market.

8. Bankloan
The bank loan is a revolving line of credit, repayable on demand and bears interest at the bank’s prime rate plus

2%. The balance of the bank loan for 2008 is $nil (2007 - $nil). It is secured by a general security agreement
registered against the Company and its Canadian subsidiary.



THERALASE® TECHNOLOGIES INC.

Notes to Consolidated Financial Statements
For the years ended December 31, 2008 and 2007

9. Income taxes

a) Provision for income taxes

Current income taxes 2008 2007

Loss before income taxes S (1,111,675) S (1,113,373)
Provision for tax at statutory tax rate S (372,411) S (402,150)
Permanent differences 45,913 172,064
Rate change - 64,270
Non-capital losses expiring in the current year - 61,654
Other 24,271 43,168
Change in valuation allowance 302,227 60,994
Current income tax (recovery) provision S - S -

b) Future income taxes:
Future income taxes 2008 2007

Future income tax assets:

Non-capital losses S 425,988 S 318,961
Property, plant and equipment 58,803 99,043
Share issuance costs 9,738 14,564
Patents and trademarks 8,533 19,320
Development costs 82,247 -

Reserves 23,100 -

Future income tax assets S 608,409 S 451,888

Future income tax liabilities:

Development costs - 116,146
FDA study 44,409 73,969
Future income tax liabilities S 44,409 S 190,115
Net future income tax asset 564,000 261,773
Less: valuation allowance (564,000) (261,773)
Balance S - S -

c) Non-capital loss carry-forwards

The Company has non-capital losses of approximately $1,468,923 (2007 - $1,099,867). Accordingly, the
income tax benefit of the tax recovery has not been recorded. These non-capital losses will expire as

follows:

2009 48,375
2010 57,279
2014 243,227
2015 61,465
2026 93,534
2027 327,324
2028 637,719

$ 1,468,923




THERALASE® TECHNOLOGIES INC.

Notes to Consolidated Financial Statements
For the years ended December 31, 2008 and 2007

10.

11.

Private placement

On August 15, 2007, the Company completed a financing by way of a non-brokered private placement where
1,700,000 units were issued at a price of $0.50 per unit for gross proceeds of $850,000. Each unit consists of 1
common share and % of a non-transferable common share purchase warrant. Each whole warrant entitled the
holder thereof to acquire 1 common share at a price of $0.75, on August 15, 2008. All common shares sold under
this private placement, including shares issuable on the exercise of the warrants, were restricted from trading
until December 16, 2007. All common share purchase warrants expired unexercised on August 15, 2008.

The Company received net proceeds of $789,317 (gross proceeds of $850,000 less expenses of $60,683). The
purchase price of $0.50 per unit was allocated between the common shares ($0.4034 per share) and common share
purchase warrants ($0.061 per warrant) based on their relative fair values. Management determined that the
allocation of the proceeds was $685,822 for the common shares issued and $103,495 for the common share
purchase warrants.

The fair value of each common share purchase warrant granted was estimated on the date of grant using the
Black-Scholes option pricing model with the following assumptions:

Risk-free interest rate (%) 4.47%
Expected volatility (%) 111.0%
Expected life (years) 1
Expected dividends NIL

Incentive stock options

The Company has a rolling stock option plan reserving for issue under this plan 10% (3,493,672 common shares) of
the outstanding common shares. Under the Company's stock option plan, the Board of Directors may grant, at its
discretion, options to purchase shares to certain employees, officers, directors and consultants of the Company.
Terms and conditions of the option and vesting provisions are at the discretion of the Board of Directors.

A summary of options issued under the Stock Option Plan for the year ended December 31 is provided below.

2008 2007
Number of Exercise = Number of Exercise
Options Price Options Price

Outstanding beginning of year 2,750,000 $S0.60 2,650,000 $0.60
Granted during the year 100,000 $0.21 100,000 $0.60
Granted during the year ?) 100,000 $0.10 - -
Expired or cancelled during the year @ (300,000) $0.60 - -
Expired or cancelled during the year ¥ (100,000) $0.21 - -
Options outstanding at end of year 2,550,000 W

(1) On October 4, 2007, the Company granted a total of 100,000 options to an employee of the Company.
On June 26, 2008, the Company granted a total of 100,000 options to a director of the Company.

(2) On November 18, 2008, the Company granted a total of 100,000 options to a director of the Company.

(3) On June 26, 2008 and July 26, 2008, certain Board Members resigned from the Board or did not stand for re-election and forfeited all non-
vested options totalling 300,000 in which $69,135 of stock-based compensation recognized in prior periods was reversed upon expiry.

(4) On November 18, 2008, certain Board Members resigned from the Board and forfeited all non-vested options totalling 100,000. The
forfeiting of these non-vested options resulted in a net financial impact of $nil



THERALASE® TECHNOLOGIES INC.

Notes to Consolidated Financial Statements
For the years ended December 31, 2008 and 2007

12,

13.

The following table summarizes information on the stock options outstanding at December 31, 2008:

Options Outstanding Options Exercisable

Options Exercise Weighted Weighted Options Weighted

outstanding Price Average Average Exercisable Average
Remaining Life Exercise Price Exercise Price
350,000 S 0.60 2.3 years S 0.60 233,333 S 0.60
2,000,000 S 0.60 2.5 years S 0.60 1,333,333 S 0.60
100,000 S 0.60 3.8 years S 0.60 33,333 S 0.60
100,000 S 0.10 4.9 years S 0.10 - -

Under the stock option plan, the options vest in equal installments over a period of three years commencing one
year after the grant. As at December 31, 2008, 1,599,999 of the options were vested. All outstanding options as
at December 31, 2008 will be fully vested by November 18, 2011.

The fair value of each option is estimated on the date of grant using the Black-Scholes option pricing model with
the following assumptions:

2008 2007
Risk-free interest rate 2.24% 4.51%
Expected volatility 113.9% 100.1%
Expected life (years) 5 5
Expected dividends - -
Weighted average grant date fair value $0.081 $0.345

For the year ended December 31, 2008, the Company recoghized a stock-based compensation expense of $126,272
for options issued to directors, employees and medical scientific and advisory board (2007 - $476,368).

Share Capital

Authorized: The Company is authorized to issue an unlimited number of common shares.

Issued:
2008 2007
Number Amount Number Amount
Balance, beginning of year 34,936,725 S 7,089,139 33,236,725 S 6,403,317
Issued during year ! - - 1,700,000 685,822
Balance, ending of year 34,936,725 S 7,089,139 34,936,725 S 7,089,139

(1) The common shares issued during 2007 were issued for gross proceeds of $0.50 per unit for cash. Each unit consisted of 1 common
share and % of a non-transferable common share purchase warrant, for which net proceeds of $0.4034 per common share was allocated
(note 10)

Loss and comprehensive loss per common share

Basic loss and comprehensive loss per common share has been calculated based on the weighted average number
of common shares outstanding during each of the years presented in the consolidated financial statements.
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Basic and diluted loss and comprehensive loss per common share for the years ended December 31:

2008 2007
Net loss S (1,111,675) S (1,113,373)
Weighted average number of common shares 34,936,725 33,874,225
Basic and diluted loss and comprehensive loss per share S (0.03) $ (0.03)

Options to purchase 2,550,000 common shares were not included in the computation of diluted loss and
comprehensive loss per common share for the years ended December 31, 2008 and 2007 due to their anti-dilutive
nature.

Contributed surplus

As at December 31, 2008 and 2007, contributed surplus consisted of the following:

2008 2007
Balance, beginning of year S 2,623,792 S 2,147,424
Stock-based compensation expense 126,272 476,368
Expired share purchase warrants 103,495 -
Balance, end of year S 2,853,559 S 2,623,792

Government assistance

The Company is eligible to receive grants and tax credits from the federal government related to research and
development activities. All such amounts are applied against related research and development expenses when
collection is reasonably assured. In 2008, Snil (2007 - $24,501) of tax credits were received and applied against
research and development expense. The amount of government assistance pertaining to the year ended
December 31, 2008 was not readily determinable and, therefore, no amounts have been accrued.

Financial instruments

The Company’s financial instruments consists of cash and cash equivalents, accounts receivable, accounts payable
and accrued liabilities. The fair values of cash and cash equivalents, accounts receivable, and accounts payable and
accrued liabilities approximate carrying values because of the short-term nature of these instruments.

(i) Credit risk:

Credit risk is the risk of financial loss to the Company if a customer or counter-party to a financial instrument
fails to meet its contractual obligations and arises principally from the Company’s accounts receivable. The
amounts reported in the balance sheet are net of allowances for bad debts, estimated by the Company’s
management based on prior experience and its assessment of the current economic environment. The
Company reviews its trade receivable accounts regularly and reduces amounts to their expected realizable
values by adjusting the allowance for doubtful accounts when management determines that the account may
not be fully collectible. The Company has adopted credit policies in an effort to minimize those risks.

Cash equivalents are held in high-grade, bankers’ acceptance and other low risk investments with no exposure
to liquidity or other risk associated with asset-backed securities. These financial instruments are classified as
held-for-trading as they may periodically be traded before their maturity date. However, the majority of these
financial instruments are held-to-maturity and would not result in a significant risk of fair value changes if held
to maturity. At December 31, 2008 maturities on investments is 30 days.
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(ii) Liquidity risk:
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they come due.
The Company manages its liquidity risk by continuously monitoring forecasted and actual cash flows, as well as
anticipated investing and financing activities. The Company does not have long-term financial liabilities.

(iii) Interest rate risk:

Interest rate risk is the risk that changes in interest rates will affect the Company’s income or the value of the
financial instruments held.

The Company is subject to interest rate risk on its cash and cash equivalents. If a shift in interest rates of 10%
were to occur, interest income would be increased or decreased by approximately $500 per quarter. The
Company is not exposed to interest rate risk on debt as the Company has no long-term debt.

(iv) Foreign currency exchange risk:
The Company’s primary risks are exposure to foreign currency exchange risk. These risks arise from the
Company’s holdings of US dollar denominated cash, accounts receivable and accounts payable. Changes arising
from these risks could impact the Company’s reported foreign exchange gains or losses. The Company limits its
exposure to foreign currency risk by holding US denominated cash in amounts of up to 100% of forecasted
twelve month US dollar expenditures, thereby creating a natural hedge against foreign currency fluctuations
and limiting foreign currency risk to translation of US dollar balances at the balance sheet date.

Accounts exposed to foreign exchange risk as at December 31, 2008:

Cash and cash equivalents S 5,257
Accounts receivable 170,164
Accounts payable 184,397
Total S 359,818

The above USD balances are shown in Canadian dollar equivalents.

(v) Foreign currency exchange risk sensitivity analysis:
The following table details the Company’s sensitivity analysis to a 10% strengthening in the US Dollar on foreign
currency denominated monetary items and adjusts their translation at the balance sheet date for a 10% change
in foreign currency rates. For a 10% weakening of the US Dollar against the Canadian Dollar, there would be an
equal and opposite impact on net and comprehensive loss for the year.

Change in foreign exchange gain/ (loss) resulting from a 10% currency strengthening as at December 31, 2008:

Cash and cash equivalents increase S 432
Accounts receivable increase 13,971
Accounts payable (increase) (15,139)
Total S (736)

17. Management of Capital

The Company’s objective is to maintain a sufficient capital base to sustain future research and development
initiatives, strategic business initiatives and to maintain investor, creditor and market confidence. The Company
makes every attempt to manage its liquidity to minimize shareholder dilutions when possible.

For the year ended December 31, 2008, the Company reported a loss of $1,111,675 and an accumulated deficit of
$7,555,946 at that date. Sales of the TLC—-1000, the Company’s existing product line, have not been sufficient in
and of themselves to enable the Company to fund all its continuing development and commercialization efforts
and, accordingly, management is pursuing alternate financing sources to fund the Company's development and
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commercialization efforts. Similar to the financing secured through the private placement that took place on August
15, 2007, management believes that the Company will be able to secure the necessary financing through a
combination of the issue of new equity or debt instruments, entering into joint venture arrangements and strategic
alliances. Nevertheless, there is no assurance that these initiatives will be successful.

The Company is not subject to an externally exposed capital requirements and the Company does not use
financial ratios to manage capital.

Segmented information

The Company is organized and managed as a single reportable business segment. The Company’s operations are
substantially all related to the research, design, manufacture and sales of therapeutic laser products and services.

The following table displays revenue from product sales by geographic area for the years ended December 31:

2008 2007
Canada S 1,424,441 S 901,951
International 246,562 -
United States 469,099 657,899
S 2,140,102 $ 1,559,850

Revenue from clinic services is all earned in Canada.
As at December 31, 2008 and 2007, the Company’s long-lived assets used in operations are all located in Canada.
Commitments

The Company’s commitments consist of the following:

2009 2010 2011 2012 Total
Lease obligations S 48,703 $ 51,968 S 53,873 S 31,426 S 185,970
Research commitments 115,468 - - - 115,468
Total S 164,171 $ 51,968 S 53,873 S 31,426 S 301,438

i) Lease obligations under a lease agreement related to its premises which commenced on August 1, 2007 and
expires on July 31, 2012. Under the terms of this lease, the Company is required to pay a proportionate share
of operating costs, realty taxes and utilities, in addition to the minimum rental payments. The future minimum
lease payments are shown in the table above.

ii) Research commitments under a Research Collaboration Agreement with The University Health Network and
The Ontario Centres of Excellence for the TLC-3000 cancer therapy project. Under the terms of this agreement,
the Company is required to pay a total of $225,250 for the period from July 2007 to June 2009. For the year
ended December 31, 2008, the Company incurred $110,159 in costs related to this commitment of which
$120,032 was paid ($62,484 costs incurred and $31,242 paid during 2007) under this agreement.

iii) Research commitments under a Research Collaboration Agreement with Virginia Polytechnic Institute and
State University for the TLC-3000 cancer therapy project. Under the terms of this agreement the Company is
required to pay $94,291 for the period from May 2008 to August 2009. For the year ended
December 31, 2008, the Company incurred $31,430 in costs related to this commitment of which $nil was paid
under this agreement.
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20. Comparative figures

Certain comparative figures have been reclassified to conform with the consolidated financial statement
presentation adopted in the current year.





