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of the Mo 99 agreement with JSC Isotope which was

replaced with permission to enter into negotiations with

RIAR reated uncertainty regarding the Companys ability

to source viable long term supply of medical isotopes Due

to this uncertainty the potential payment of portion of

AETCLs arbitration costs the ongoing internal investigation

well as pension funding obligations the Board decided

to suspend Nordions quarterly dividend and cancel its share

buyback program This was deemed responsible action for

the prudent financial stewardship of the Company on behalf

of our stakeholders

loday Nordion is actively investigating options around the

world for long term secure supply of medical isotopes

that is vital to the medical community However the medical

isotope supply chain particularly for Mo-99 is extremely

complex and continues to face both short- and long-term

challe ges While rr ajor nuclear reactors responsible for

the majority of global Mo-Q cupply are in the process of

xiting the business and conversion activities to new sources

of supply are slowly ran ping up the global nuclear medicin

community may once again be faced with the uncertainty

of supply

Moving Forward

With view to enhancing shareholder value and creating

new opportunities the Lompany initiated review of

strategic alternatives in January 2013 Jefferies Company

have been engaged to advise and assist in this review

While the review is ongoing the strategies for the businesses

remain intact investing and growing rherasphere

maintaining our leadership position in Sterilization

rechnologies and optimizing our Mdical Isotopes business

Nordion experienced growth and made inroads into

emerging markets with its innovative liver cancer treatment

Themaptere Thc Company ontinues to invest in our

rles and marketing infrastructure and skills as we work

to establish leadership position in the global liver cancer

treaty ent markel

well positioned to capitalize on opportunities in the growing

global medical device industry while selectively investing in

growth and continuing to sustain our market-leading position

By continuing to assess sources of long-term isotope supply

and maximizing the cyclotron assets Nordion plans to

optimize the Medical Isotopes business However due to

the expected reduction in medical isotope revenue and the

significant investment in TheraSphere we expect overall fiscal

2013 segment earnings to decline

The global healthcare landscape is complex and continues

to change To better align our business with market

opportunities and our customers needs Nordion conducted

an organizational realignment This recent activity took us

from functional organizational model to Business Unit

model that includes two distinct business units Targeted

Therapies and Specialty Isotopes which includes Sterilization

Technologies and Medical Isotopes We are confident that

this new ctructure effective November 2012 will enable

Nordion to seize market opportunities better service our

customers and build shareholder value

During 2012 we welcomed to the Board of Directors Jeff

Brown Chief Executive Officer and founding member of

Brown Equity Partners LLC We expect Nordion and its

shareholders to benefit from Jeffs broad financial and

corporate governance experience Robert Luba an

independent director who has served as director of the

Company since 1996 has reached retirement age and

accordingly will not stand for re-election as director at our

Annual Meeting of Shareholders on March 2013 We thank

Bob for his 16 years of wise counsel and dedicated service

Nordion has created solid strategic foundation refined its

organizational structure and demonstrated progress in its

operational execution In 2013 the Company plans to build

value for shareholders through the execution of our strategic

prior tie Together the talented dedated and resilient people

that make up Nordion share single purpose- to be trusted

world-class provider of healthcare products to our customers

Sterilization Technologies maintained global leadership

positron in gamma processing worldwide by signing long

term customer agreements and demonstrating continued

xcellene in regulatory compliance and logistics Nordion is

ts1 /Z
William Anderson

Chairman of the Board

Steve West

Chief Executive Ofhcer
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STRONG MGMT
Irack record of navgatng

opratonaI execution

Ixtenve expertise

High briers to entry by competitors and new entrants

Strong ro$atonshps with goba eaders in heaRhcare

RONG 3ROSS MPRGiNS
Buineses with recurring revenue

Long standing kadership positions across business

segments

Nine years of goba revenue growth
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Thcre are two general types of liver cancer The first is primary

liver cancer predominant hepatocellular carcinoma

or HCC where the canc relatively

rare cancer the U.S

fifth most common car

23OOO cases

for women

of the incidem

85% ofthec

highest mci

Middle

The second

lugrates

netastati

metastas

the Natioi

metastases

radiologists lnterventional radiologists offer specialized localized

treatment of liver cancer while the patient is managed by the

referring oncologist

The

is used to treat patients with HCC who

positioned hepatic arterial catheters and

transplantation in these

patients

Liver c.ncer

challenges

from ano

To learn more watch the TheraSphere video at

www.therasphere.am

MultiDrscipUnary

iver oncology

eatment flexibility and

clinical and disease

tumors portal vein

ose radiation inside the liver tumor

to normal liver tissue

tion with systemic treatments

alter vascular flow in the liver allowing

surgical treatments

tolerated therapy leading to outpatient

ed reproducible unit dose configuration

me typically ess than five minutes

radiation exposure to medical staff and less IR

time

ibes of the liver

it in many countries

the

such

idioer ibol

open pat

ent

ions

heir disease

surgeons radiation ani





ADAN fAGE

hrough nical study our muttidisapknary

team has demonstrate Therasphere

pr vidcs at nehts for patients Unlike

of icr treatments this procedure can be

rbrmed about on hour with brief

ital stsy at it is well tolerated with

dc cff ct if at are not as severe as those

so itcd th oth live ancer therapies

nscqu ly it pecifi sPy incorporatcd

htaSph in iur tre trne nt algorithm

id offer it as standaid of car for our HC
iticnts we kr ow that uality of hfe

rid or ito ir very ii iporta it to patient

heir amilis

Jcuq Schlaak

uty He sd of the Department of

asUoon1eroIogy and Hepatology

Univ rsity hospital

In 2013 Nordion intends to

Maximize the commercial value of TheraSphere business

globally with particular focus on Europe and Asia

Review the timelines for dinical trials with view to

accelerating the PreMarket Approval PMA submission in

the US

Expand Investigator Initiated Studies globally and continue

to support physician research in all indications

Continue to support TheraSphere global growth by

expanding medical sales and marketing functions in

Europe and Asia

8einq new to TheraSphere treatment it

was import mt to have someone available

that responded to my inquiries qukkly rhe

iheraSphere Preceptor Program is an excellent

courc that benefited me and my co leagues

Dr dia was very knowledqeable and very

helpful He was easy to talk to advised me on

treatment planning while responding to all of my

luestiu is Thank you for commending him

Jerome Puryear Jr IiLD

Diagnostic uroradiology mix ruentional

On ole mar Interventional Radiology

Announced Phase Ill PVT trial YESP to compkment the

STOPHCC and EPOCH studies

Hat patient enrolment in EPOCH and STOPHCC study

Launched one of the first iPad Apps for physicians in

interventional oncology to introduce an innovative

approach to physician education

Completed Phase II open label study in liver

metastases manuscript is in development and expected

be published in early 2013

Launched new Preceptor Program designed to connect

physicians with experienced interventional radiologists that

provide medical and technical advice to treatment users

Introduced Custom Dosing option to provide physicians

with total of 35 standardized reproducible ready4o

infuse unit dose vial configurations providing more

personalized treatment option to meet patient specific

treatment needs and assist doctors with more options for

hard to treat patients // Based on our Phase study results

usi ig TheiaSphere in intermediate and

advanced HCC patients am encourage

with the findings and looking forward

working with Dr Salem in the Phase Ill

YESP study

Professor Vinconzo Maize ferio

Director Gastro Intestinal Surgery and

Liver Transplantation Unit

Fondazione IRCCS Istituto Nazionale dci

flnnori Milan
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PEclIALIY SO1OPES
Nordions Specialty Isotopes combine the Sterilization

Technologies busmess and the Medical Isotopes business

These businesses provtde products that are important to the

global healthcare marketplace

SI ERUJZAI ON
TFCHNOLOilES

Gamma processbig plays critical role in

healthcare and food safety

Since wdespread commercial use began in the 1960s

gan ma processing has been adopted by the medical food

and consumer product industries looking to provide greater

product safety Each day around the world gamma rays are

used to reduce or destroy harmful microorganisms from

wide variety of products everything from medical devices

cosmetics and dog chew toys to fruit vegetables spices

poultry red meat and seafood

Medkal Devices

According to the Canadian Nuclear Association gamma

processmg technologies are used globally to sterilize

approximately 40% of singleuse medical products

including disposable medical devices and supplies such as

surgeons gloves synnges sutures and catheters as well as

pharmaceuticals

The rnijonty of the medical device sterilization market

opportunity is centered in the U$ Europe and Japan

Dr vers for growth indude developing markets such as in

Central and South America and Asia Pacific

MEDKAL SOTOPES

For more than 30 years medical isotopes have been used

many hospitals or imaging centers around the world for medical

imaging and targeted therapies They are used by physicians to

diagnose and treat number of diseases ncluding cardiac and

neurological conditions and several types of cancer

Mo99 and more specificafly the derivative medical isotope

technetium99m is utilized in approximately 80% of nuclear

medical procedures worldwide

According to the World Nuclear Association approximately

30M procedures using Tc99m are performed each year

rransfouning radic chmnick\
into medical isotope for

medical use is highly

speciahzed prooss

Medical isotops have

half4ife from several hours

to several days which makes

seamless global logistical

execution cru al

//

Lantheus is world leader in securing and

supplying Mo99 Our multnyear agreement wrth

Nordion underlines our commitment to serving

the global nuclear medicine community through

diversihed and balanced supply chain for Mo99

Don Kiepeit

President and Chief Exewtiwe Officer

Lantheus Medical Imaging Inc

Lantheus Medical Imaging inc is global leader

in developirg manufacturing and distributing

innovative diagnostic Imaging agents Lantheus

h35 approximately 600 employees worldwide with

headquarters in North Billerica Masrachusetts and

flees in Pucito Rico Canada and Australit





//
Zhongjin strives to provide the Chinese irket

with safe and efficient uradiation processing

servic Nordions dependable supply of

iobal exceptional cuslomer support an

proven logistks expc rtise hclo us to dehver

onsistently high quality end product to our

uistorners

iheng Qang Gee

President of Zhongjn irradiation

The Sterilization Technologies segment focuses on the lhonqjtn irradiation inorpoated Company is

prevention of disease through the terminal sterilization of liMdiflg frradation processing service pioviiei

with multiple facilities across China
medical products and devices as well as microbial reduction

in food and consumer products Nordion is worldleading

implementer of sterilization solutions with full suite of

products and services that help our customers provide safe

medical and food products to their global markets

Opportunity

Gamma processing technologies are used globally to sterilize

approximately 40% of single use mechcal products

Sot ccc Canadian Nuclear Association

Advantage

brand associated with high quality and safety standards

by regulators and the industry which helps customers

operate in highly regulated and controlled environment

One of the worlds leading suppliers of Co60 the isotope

that produces the gamma radiation required to destroy

harmful micro organisms

World class regulatory expertise and worldwide logistics

capabilities

complete range of gamma stenihzationi systems including

the GammaHIlM irradiator designed to target emerging

markets and new customers looking for low cost flexible

and cpgradable gamma sterilization alternative

Focus

Maintain leadership position in existing market and

continue generating high margins

Maximize the value of Cobali 60 by leveraging and further

enhancing the Nordion value proposition as full service

provider

Grow the use of gamma in the and Europe by

fostering the development of new gamma sterilization

applications in the high value medical device market

Foster Co 60 demand in emerging markets like tatin

Amei ia and Asia Pacific including China through market

development and education as well as initiatives such as

thc rollout of our GammaFlTTM irradiator
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In this Manapements Discussion urd \nrlysis NIDA uc Nordion and the ompan refer to Noidion Inc In this MIA we

explas Nordion iesults of opetafions and cash flows for the err ended October 31 2012 and our financial positi in as of October 31

201 You should read this MD in conjunction
sth our auted consolidated financial statements and telated note disclosures or the

same period Readers ire aso referred to Nordions unaudited quart erly consohdated financial statements and quartcrl3 MD As for fiscal

ttw npan Dirual 1nfnrn si ion hoi ni for flca1 2012 Dl the oinpanys 2012 Annual Report and 2012 lorm 404 hese

doe nnciitr and additional infc imation iegarding Nordion are as aiablc on Norchons website at wwfliatd3Q1i cOst or at

and tia

Dcii MI is intended to en ible readers to gain an understanding
of Nordions current results of operations

cash flows and financial

position lo do so we provide nfoi matson and analysis comparing our res sIts of operations casl flows and financial
position

for the

cuireril fiscal car nids those of the preceding fiscal
yeat

also odide analysis and conunenta that we believe avill help investor

as ess No eN ci future
prospects Accordsngl3 certain sections of his

report
contain forward looNng statements that aie based on our

current plans arid expccmadoos These fovard looking statcmersis arc affcc ted h3 dsks and uncertainties that arc discussed in our 2012 Dl

and this document that codid have material impact on Nordions future prospects We caufion out readers that actual events and results

nial try roateriallj from those anticipated in ihese founard looking statements

actois that could cause actual results or events to differ materially from current expectations include but are not limited to

risks and uncertainties that are discussed in greater detail in the Risk Factors section hi our 2012 AIF and elsewhere in this

MIIA

have prepared our eonsohdated financial statements irs accordance with accounting principles generall accepted in the United States of

\m tIc moiuuts are in thousands of nited States dollars except pet share amounts and where othennisc noted

IM

nt outs our it

it al ounri iii ia

lo ol arid

Inc rod or ol fir epoitir

Nordion Inc is al 2012 Annual Reposm
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MANAGEMENTS DISCUSSION AND ANALYSIS

Corporate and Other

Nordion is publicly traded company listed on the Toronto Stock Exchange TSX NDN and on the New York Stock Exchange NYSE
NDZ The number of outstanding Nordion common shares at October 31 2012 andJanuary 25 2013 was 61909101

Certain of Nordions shared corporate functions and activities are reported as Corporate and Other Our
corporate

and public company
functions were consolidated and streamlined at our Ottawa Canada headquarters during 2010 and 2011

For detailed description of our Targeted Therapies Sterilization Technologies and Medical Isotopes businesses see Section

Description of the Business in our 2012 AIF

Nordion Inc Fiscal 2012 Annual Report
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MANAGEMENTS DISCUSSION AND ANALYSIS

2012 business and corporate developments

Enggng In Review ofStmtegic A1mthrs

With view to enhancing shareholder value and creating new opportunities the Company has initiated review of strategic alternatives

efferies Company has been engaged to advise and assist in this review No decision has been made to enter into
any specific strategic

transaction or any
other strategic alternative at this time and there can be no assurance that Nordion will enter into transaction in the

future The Company does not plan to disclose or comment on developments regarding the strategic review
process

until further disclosure

is deemed appropriate Nordion intends to continue with planned business activities throughout the strategic alternatives review process

Targeted Theriplea

TheraSphere Growth

TheraSphere revenue grew by l4% during fiscal 2012 The
year-over-year sales growth was primarily due to adoption by new clinics

TheraSphere revenue growth was lower than our initially anticipated annual growth of 30% in 2012 due to decline in doses administered

at several of our larger accounts This decline was primarily due to reduced availability of or changes in certain key interventional

radiologists within the multidisciplinary teams that support the admimstration of TheraSphere Our top ten TheraSphere customers

account for
greater

than 30% of doses administered Therefore fluctuations in these accounts impact the revenue performance of our

product

While we believe these fluctuations are normal part of the growth of high-value niche product we continue to attempt to mitigate the

impact of customer concentration through greater training and education for interventional oncology 10 teams securing new accounts

geographical expansion and providing comprehensive support to existing customers

TheraSphere Phase III Thals

In the United States TheraSphere is currently authorized by the U.S Food and Drug Administration FDA for use under Humanitanan

Device Exemption HDE as radiation treatment for primary liver cancer or HCC We are conducting three Phase III clinical trials

STOP-HCC EPOCH and YES-P with view to seeking Pre-market Approval for TheraSphere from the FDA

Both the STOP-HCC and EPOCH trials have multiple clinical sites that are available for patient enrollment We anticipate the level of

activity associated with these trials to ramp up during fiscal 2013 as greater number of clinical trial sites are initiated and more patients are

screened for
eligibility and enrolled in the trials We have patient enrolment in the EPOCH and STOP-HCC trials and anticipate

continuing to make progress in this regard However site initiation and patient enrollment in particular in the STOP-HCC trial has been

more challenging than anticipated TheraSphere has been used for number of
years

in the U.S and remains available under the HDE in

the U.S during the clinical trials This may impact enrollment in the U.S sites since patients have an opportunity to receive TheraSphere

treatments in the U.S outside of the STOP-HCC trial whereas patients enrolled in the STOP-HCC trial face the risk of random selection

to the control arm thus depriving them of the opportunity to receive TheraSphere treatments We continue to provide support for patient

selection for this trial however the current pace
of enrollment may result in the STOP-HCC trial requiring more time to complete than

originally planned We are also in the process of initiating sites outside of the U.S including Canada France and Germany

Unless or until Pre-market Approval for TheraSphere is received from the FDA regulations applicable to the HDE for TheraSphere

include limitations on profits from sales and operations in the U.S related to the product such as demonstrating that the amount charged

in the U.S for TheraSphere does not exceed TheraSpheres research development fabrication and distribution costs that U.S incidence of

the disease indication remain below prescribed level 4000 cases per year and that there is not similar FDA approved product for the

indication available in the U.S In addition each customer must apply for approval from their hospitals Institutional Review Board before

administering the treatment Delays in the completion of the STOP-HCC trial to obtain full FDA approval for TheraSphere may increase

the risk associated with TheraSphere remaining in compliance with the above factors In the meantime we plan to continue to increase

global adoption of TheraSphere by expanding our presence
and sales of TheraSphere in other geographies particularly in Europe and

Asia

StetiYizaIon Techndoglee

Co-60 Shipments

The volume of Co-60 we shipped in the second half of fiscal 2012 was more than twice the volume shipped in the first half of fiscal 2012

This was primarily due to the timing of shipments to our customers which often varies significantly from quarter-to-quarter Total
year

2012 Co-60 volumes were down slightly compared with 2011

Nordion Inc Fiscal 2012 Annual Report
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MANAGEMENTS DISCUSSION AND ANALYSIS

Extension of o-60 Customer Contracts

During fiscal 2012 we signed multi-year extensions of
existing

contractual relationships to supply Co-60 to three of our major customers

We now have customers that account for approximately two-thirds of our 2012 Co-60 volumes that have entered into long-term contracts

which generally provide for increasing revenue over the course of the applicable contract terms

Mecaflorope

MAPLE Arbitration Decision

on September 10 2012 we announced the decision in the confidential arbitration with Atomic Energy of Canada Limited AECL
Nordion was unsuccessful in its claim for specific performance or monetary damages relating to AECLs cancelled construction of the

MAPLE facilities The majority of the tribunal ruled 21 that Nordions claim against AECL in the arbitration was precluded under the

terms of the 2006 Interim and Long-Term Supply Agreement ILTSA between Nordion and AECL Thus Nordion was not entitled to

remedy under the ILTSA for the unilateral termination by AECL of the construction of the MAPLE facilities

The arbitrators also dismissed AECLs counterclaim against Nordion which claimed damages for breach of contract in the amount of $250

million and other relief

As the decision of the tribunal favors AECL Nordion may be responsible for portion of AECLs costs which could be material

Nordion has received and is currently assessing the legal merits and financial implications of AECLs costs submissions AECL submitted

total arbitration-related costs of approximately $46 million Nordion and AECL have agreed upon schedule with the tribunal to

determine the allocation of arbitration-related costs The parties are expected to make written submissions with regard to costs following

which the tribunal is expected to schedule proceedings to hear both parties during the Companys Q2 2013 We expect to receive

decision thereafter

Under the ILTSA commercially reasonable efforts by AECL are required to maintain isotope production from the NRU reactor until such

time as Nordion has established satisfactory long-term alternative supply Nordion continues to explore supply alternatives to mitigate

the lack of supply from AECL for both back-up and long-term supply of reactor-based medical isotopes This supply is important to the

global healthcare system and Nordions Medical Isotopes business

The arbitration decision leaves Nordion open to pursue its ongoing lawsuit against AECL in the Ontario courts in relation to the 1996

Isotope Production Facilities Agreement IPFA In the analysis of the decision although the arbitrators did not rule on the issue the view

of the majority was that breach of contract by AECL did not occur under the ILTSA Nordion is pursuing its rights under the IPFA

The parties have agreed on preliminary schedule for proceeding in the IPFA claim and Nordion filed an amended statement of claim on

January 18 2013 The claim requests damages in the amount of $243.5 million for negligence and breach of the IPFA as well as pre- and

post-judgment interest and costs AECL is expected to file response
and documentary productions and discoveries are anticipated to

begin during 2013 Based on the current schedule trial would not be expected to begin before mid-2014 For further details on this claim

see the Litigation section of this MDA

structuring of Russian Mo-99 Supp/y Re/ationshp

In October 2012 Nordion and the Open Joint Stock Company Isotope Isotope jointly agreed that the current Mo-99 supply agreement

structure was no longer appropriate and terminated the Russian Mo-99 supply agreement
that had been entered into in September 2010

We have been granted special permission by Isotope the authorized subsidiary of Russias State Atomic Energy Corporation Rosatom
to enter into negotiation with the Research Institute of Atomic Reactors RIAR the direct source of Mo-99 within Rosatom for supply

of Mo-99

Negotiations with RIAR are intended to focus on the supply of Mo-99 to Nordion for the processing distribution and sale of Mo-99

outside of Russia This supply of Mo-99 would be produced by RIARs reactors in Dimtrovgrad Russia If an agreement
is reached with

RIAR we expect
that such an agreement could establish following required regulatory approvals supplemental supply of Mo-99 which

could potentially meet portion of Nordions long-term supply requirements The Mo-99 volumes associated with supply from RIAR are

anticipated to be significantly lower compared with the volumes included in the original agreement
that Nordion had with Isotope and

would be significantly lower than Nordions currently anticipated requirements The negotiations with RIAR have not begun and it is

uncertain as to whether an agreement will be reached that provides us with sufficient quantities and economic returns to make their

potential source of long term supply viable

The 2010 framework agreement with Isotope to explore and define areas of collaboration for the supply marketing and sale of isotopes

produced in Russia is expected to remain in effect
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The termination of the Mo-99 supply agreement with Isotope caused reduction in the notional amount of commitments included in the

calculation of change in fair value of embedded derivatives which increased the loss by $4.1 million in Q4 2012

National Research Universal NRU Supply Interruptions

On May 16 2012 the NRU reactor at Chalk River Ontario returned to service from its planned maintenance shutdown which lasted 31

days The one month shutdown resulted in an interruption in our supply of medical isotopes during Q2 and Q3 2012 In the second half of

fiscal 2012 however we experienced lower demand from our customers during the period that the NRU reactor was operational This was

due to number of reasons including customers requirements to diversify supply slower ramp up of demand after the NRU reactor

resumed production and lower levels of demand from our largest customer during the second half of fiscal 2012 In the fourth quarter of

2012 we also recognized revenue based on the receipt of payment from customer for shortfalls in order volumes below minimum

contract commitments which resulted in higher revenue in the fourth quarter despite the lower volumes

Other than the planned maintenance shutdown described above we experienced two unplanned interruptions in supply from NRU reactor

in February and March 2012 which were primarily related to NRU reactor repair activities and negatively impacted our revenue by

approximately $2 million in Q2 2012 In Q3 2012 there was also one unplanned supply interruption from the NRU reactor which

impacted two days of shipments

We expect the NRU reactor to shut down for approximately one month in or around April 2013 for planned maintenance however the

specific date of the shutdown has not yet been announced by AECL

ppJfr 14O- and therrTsopcs

Currently the NRU reactor is Nordions only source of Mo-99 As result of the current policy positions of the Government of Canada

on medical isotope supply we do not expect to receive supply of Mo-99 and other Reactor isotopes beyond 2016 from AECLs NRU
reactor Therefore if we are unable to secure new source of Mo-99 supply prior to 2016 we may no longer be able to sustain Reactor

isotopes business Medical Isotopes accounted for approximately 40% of Nordions total segment earnings
in fiscal 2012

With the unfavourable outcome of the arbitration with AECL the MAPLE facilities are no longer potential option for long-term supply

and therefore other sources of supply are being assessed While Nordion has historically been global leader in the supply of medical

isotopes and is currently the only major supplier with processing facilities in North America which is the largest market for medical

isotopes we are facing several challenges in obtaining an economically viable long-term source of supply New sources of supply that were

being proposed in the U.S and elsewhere in the world including those in Russia have been delayed and/or reduced in scope or cancelled

As result we do not currently anticipate securing new source of supply within the next few years that could fully meet our current level

of demand should the NRU reactor cease to produce isotopes In addition there continues to be pressure from governments in particular

the U.S government to eliminate the use of highly enriched uranium HEU in the production of Mo-99 Both the NRU reactor and the

reactors at RIAR currently use HEU Since the extended supply interruptions experienced by the industry in 2009 and 2010 supply

capacity has generally exceeded demand introducing pricing pressures that make it more difficult to reach agreement on new supply

arrangements that will generate sufficient profitability for Nordion We continue to assess new and existing sources of supply of Mo-99 and

to negotiate an agreement with RIAR to establish economic medical isotopes supply prior to when the NRU reactor is expected to cease

production of medical isotopes

Current Market Position and Extension of L.antheus Contract

Most of the Mo-99 we sold in 2012 was based on contractual arrangements that ranged in duration from one to three
years including with

out largest customer Lantheus In 2012 we were able to extend contracts with several existing customers including extending our contract

with Lantheus for an additional two
years

until December 2015 In fiscal 2012 Lantheus accounted for 2l% of Nordions total revenue

and 5l% of the Companys Medical Isotopes revenue

Cotpot2t and Other

Internal Investigation

Through our own internal review as part of our compliance program we discovered potential irregularities As result we commenced an

internal investigation of the possible compliance issues related to potential improper payments and other related financial irregularities in

connection with the supply of materials and services to the Company focusing on compliance with the Canadian Corruption of Foreign

Public Officials Act CFPOA and the U.S Foreign Corrupt Practices Act FCPAThis investigation is being conducted by outside legal

counsel and external forensic and accounting firms that are experienced in such compliance These external advisors are reporting regularly

to special Committee of the Board constituted to deal with this matter
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We voluntarily contacted applicable regulatory and enforcement authorities to disclose the existence of this investigation and certain details

of this matter and we continue to provide reports to them as the investigation progresses We are continuing with our investigation into

this matter and our cooperation with regulatory and enforcement authorities

As result of the investigation to date we have ceased to make payments to and terminated our contractual
arrangements with the

affected foreign supplier These actions were reflected in among other things reduction in the notional amount of commitments

included in the calculation of embedded derivative expense in Q3 2012 We currently do not expect
that the cessation of payments or

termination of this relationship will impact our revenue in 2013 or otherwise have material impact on supplies necessary
for our current

business operations

We are currently unable to determine as to whether there will be
any potential regulatory and/or enforcement action resulting from these

matters or if any such action is taken whether it will have material adverse effect on our business financial position profitability or

liquidity If regulatory or enforcement authorities determine to take action against the Company Nordion may be among other things

subject to fines and/or penalties which may be material

We are committed to the highest standards of integrity and diligence in our business dealings and to the ethical and legally compliant

business conduct of our employees representatives and suppliers We review our compliance programs on regular basis to assess and

align them with emerging trends and business practices Corrupt or fraudulent business conduct is in direct conflict with our Global

Business Practice Standards GBPS and corporate policies We continue to investigate this matter and cooperate with regulatory and

enforcement authorities

In parallel with the Internal Investigation we have developed and implemented number of new and enhanced policies and procedures

related to compliance This remediation process has included enhancements to our GBPS policies related to anti-corruption third-party

due diligence travel and expenses sponsorships and payment control
processes We are continuing to develop and strengthen other

policies and procedures as well as monitoring protocols to detect exceptions to these new policies and are delivering training to

employees high risk third parties and other stakeholders affected by the changes The intent of these changes is to strengthen our overall

compliance framework

Credit Facility

On January 25 2013 we entered an $80 million Amended and Restated senior secured credit facility agreement with the Toronto-

Dominion Banic TD and select
group

of other financial institutions The credit facilities consist of $20 million revolving credit
facility

and
separate facility of up to $60 million to be used for the issuance of letters of credit The latter facility will be fully secured including

specific pledge of cash collateral Cash pledged against the facility will be reported as restricted cash and will be unavailable for operations

The primary purpose of the $20 million revolving credit facility is for general corporate purposes For further details on this new credit

facility see the Liquidity section of this MDA

Litigation Matters

The company recorded additional accruals for litigation-related matters of approximately $32 million in Q4 2012 Details of the

Companys on-going litigation is described in more detail in the Litigation section of this MDA

Returns to Shareholders Quarter/y Dividend

In December 2011 March and June 2012 we declared quarterly dividends at $0.10 per share which were paid on January April and

July 2012 each in the amount of $6.2 million to our shareholders of record on December 23 2011 March21 and June 18 2012

respectively In Q4 2012 the Board of Directors suspended the quarterly dividend The decision to suspend the quarterly dividend was

based on the uncertainty associated with several factors These included the potential payment of portion
of AECLs arbitration costs

the internal investigation pension funding obligations and Mo-99 revenue and supply

Returns to Shareholders Normal Course Issuer Bid NCIB

During the first quarter of fiscal 2012 we repurchased and cancelled 398500 common shares for total cost of $3.5 million under the 2011

NCIB The Company repurchased 5258632 shares cumulatively under the 2011 NCIB which expired on January 25 2012 On January 31

2012 we announced our 2012 NCIB which was authorized by the Toronto Stock Exchange TSX to purchase for cancellation up to

3105901 Common shares

For reasons described above in relation to the Companys suspension of its dividend on September 19 2012 the Company cancelled the

2012 NCIB Prior to cancellation of the NCIB we repurchased 71120 common shares for $0.5 million under our 2012 NCIB during the

year ended October 31 2012
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Strategy and 2013 financial outlook

5ummity ohtrtegIc oVthves

We are committed to delivering long-term value to our shareholders by executing our strategic plans with operational and financial

discipline The Companys management continues to focus on building the business and improving alignment within each of our business

units

Targeted Therapies

We are planning to continue to leverage our TheraSphere brand market
segment leadership and operational excellence to create

shareholder value by establishing leadership position in the emerging Interventional Oncology JO market We are investing in

TheraSphere growth by conducting Phase III clinical trials which are intended to expand approved indications in the U.S ii

demonstrate improved effectiveness over certain existing treatment options which is expected to support clinical adoption and growth in

Europe and Asia and iii expand European reimbursement We also expect to continue to increase our investment in TheraSphere

including areas such as our European TheraSphere sales and marketing infrastructure and skills building our medical affairs function and

entering key markets in Asia both commercially and clinically We also envisage selectively building an JO product portfolio over number

of years through in-licensing acquisition and product development

Specialty Isotopes

tcthzation Techndagiew
Our strategy for Sterilization Technologies is to maintain our market leading position and strong margins in this relatively stable

market gamma sterilization Co-60 which is characterized by significant barriers to entry For Nordion this business is characterized by

high margins and strong cash flows

We endeavour to maintain our segment leading market share and retain our strong segment margins in gamma sterilization through value-

based pricing selectively investing in growth opportunities and the recognition of the Nord.ion brand as global leader in the gamma
sterilization market We plan to selectively grow gamma sterilization sales over the long-term through innovation and the development of

new product offerings e.g GarnmaFlT that we anticipate will enable us to strengthen our relationships with current customers and

facilitate our entry into new and emerging markets

We expect that our strategy will result in continued market leadership of our existing business with flat to low percentage revenue growth

MeciYTsotpc
In our Medical Isotopes segment we are focused on optimizing the value of this business by working to maintain our revenues and

pursue long-term reliable supply of reactor isotopes We previously established strategic framework relationship with Isotope and

have been given permission to enter negotiations with RIAR to develop new global supply of Mo-99

The volatility of Mo-99 supply in 2009 and 2010 has resulted in number of current and potential Mo-99 customers diversifying their

supply away from single sources Although we look to opportunistically grow our customer base for Medical Isotopes as potential new

customers continue to diversify their supply the NRU maintenance shutdowns in each of the last two fiscal years combined with delays

and reduced back-up supply available to date have made this difficult
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fl2fidt ouWook

For fiscal 2013 we expect our top three products TheraSphere Co-60 and Mo-99 to contribute over 80% of revenues and segment gross

margins Overall total 2013 revenue and
gross margin is expected to decline This

gross margin decline combined with planned

investments in TheraSphere to drive future growth and an increase in pension expense are expected to result in significant decline in

segment earnings We also expect our total revenue for Qi 2013 to be significantly lower compared to Q4 2012 primarily due to the

anticipated quarterly profile of Co-60 revenue and change in contractual commitment with our customers impacting quarterly Medical

Isotopes revenue as further discussed in Specialty Isotopes 2013 financial outlook below

Our 2013 financial outlook reflects our new segment structure and current exchange rates and is subject to the uncertainties described in

this MDA and the business and industry risks as outlined in our 2012 AIF

Targeted Therapies

For 2013 we expect that TheraSphere revenue will continue to grow at mid-teen
percentage range This follows 14% revenue growth in

2012 Targeted Therapies segment gross margin percentage for 2013 is expected to be similar to 2012 The overall number of patients

planned for our clinical trials do not represent significant percentage of total annual TheraSphere doses and certain doses within the trials

are eligible for reimbursement and will be reported as segment revenue

We believe the continued growth of TheraSphere is attributable to positive perceptions regarding TheraSphere including simplified

delivery system relatively low side effects of treatment and custom doses and our investment in global sales and marketing We expect to

see continued growth in TheraSphere as result of increasing confidence and clinical adoption in the current installed base of customers

for this targeted treatment for nonresectable liver cancer in addition to introducing TheraSphere at new hospitals and clinics

Reimbursement and insurance coverage for TheraSphere can impact the growth of the product TheraSphere is currently reimbursed in the

Ii .S and certain regions in Europe and we are working to achieve reimbursement coverage in additional countries in Europe and Asia In

the last fiscal
year we saw positioning by couple of U.S insurance companies regarding coverage in certain situations while our clinical

trials are underway but have not experienced noticeable impact to date on the growth of TheraSphere

In 2013 we expect to significantly increase our selling marketing and support efforts for TheraSphere through investing in medical affairs

sales and marketing and initial investments in the Asian market including Hong Kong Taiwan Singapore and South Korea In order to

realize the potential for TheraSphere growth on global basis and to better serve existing customers we believe substantial investment in

TheraSphere is warranted As such our Research and Development RD spend is expected to increase in fiscal 2013 with the ramp-up

of our clinical development program for TheraSphere The overall cost of each trial is expected to be $15 million to $20 million over

approximately five to six years We expect to incur costs for our Phase III trials in fiscal 2013 in the
range

of $6 million to $8 million As

result of these investments we expect Targeted Therapies will incur segment loss in fiscal 2013

Specialty Isotopes

SteWth.tion Tcthnogies
We currently expect Sterilization Technology revenue in fiscal 2013 to be approximately the same as in fiscal 2012 We expect Co-60

revenue to be similar to 2012 with slight decrease in volume largely offset by higher price Gross margins are expected to decline slightly

due primarily to higher product cost partially offset by higher price We currently do not have orders for production irradiators in 2013

As in previous years
the timing of quarterly revenues for Sterilization Technologies will vary due to the timing of shipments of Co-60 and

production irradiators to our customers When our customers purchase and install Co-60 they need to shut down their production

irradiator operations while the Co-60 is being loaded into the irradiator Therefore we coordinate this
process closely with our customers

to limit disruption to their operations

Consistent with our revenue profile in 2012 we expect that Co-60 revenue in the second half of 2013 will be significantly higher than the

first half Therefore we expect that Cobalt revenue for Qi 2013 will be similar to Q1 2012

MeÆicY Isotopes

Medical
Isotope revenue is expected to decline approximately 20% in fiscal 2013 compared with fiscal 2012 As the revenue decline is

primarily driven by Mo-99 higher gross margin product Medical Isotope gross margin is expected to decline Based on contractual

commitments quarterly revenue for Medical Isotopes could fluctuate during the year In addition to the recognition of revenue based on

receipt of payment from customer in Q4 2012 for shortfalls in Mo-99 order volumes below minimum contract commitments and

changes to price and volume commitments Qi 2013 revenue for Medical Isotopes is expected to be significantly lower than the revenue

recorded in Q4 2012 Currently the primary reactor in Europe used to supply certain of our competitors is shutdown We continue to

receive additional orders as result of this shutdown however its duration is unknown at this time Additional orders resulting from this
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shutdown along with potential supply interruptions we may experience could among other things cause our forecasted decline in Medical

Isotopes to vary
from our current forecast of 20% decline in revenue

In Contract Manufacturing which is now reported under the Medical Isotopes segment we are dependent on our customers successfully

bringing products to market and maintaining and growing sales We have not resumed manufacturing of CardioGen-82 since our

customer Bracco Diagnostics Inc Bracco initiated voluntary recall in 2011 Accordingly our Contract Manufacturing activities in

fiscal 2013 are expected to primarily relate to the Bexxar product We do however expect to sell Strontium-82 Sr-82 starting in the first

half of fiscal 2013

Internal investigation costs

Nordion has engaged an external legal firm which has in turn engaged various other advisors including an accounting firm to conduct an

internal investigation of the possible compliance issues as discussed in the 2012 business and
corporate developments section of this

MDA The work being conducted is intended to meet the requirements defined by special Committee of the Companys Board of

Directors and anticipated requirements of the various regulatory and enforcement authorities The investigation is ongoing and we

presently cannot estimate the duration or the cost of the overall investigation or the work required to support regulatory and enforcement

activities

The cost of the investigation and implementing remediation plans was approximately $10 million for fiscal 2012 This was higher than our

estimate provided in Q3 2012 due to an increase in the activities associated with the internal portion 0f the investigation The cost in 2013

could vary significantly based on among other things requests
from regulatory and enforcement authorities and/or new findings Our

current estimate for investigation and remediation costs for fiscal 2013 is approximately $10 million

Corporate and Other

Our corporate selling general and adniipistrative SGA was approximately $10 million in fiscal 2012 and we expect
that fiscal 2013

corporate SGA will increase as we make additional investment in our compliance efforts to support our global operations

In January 2012 we announced 2012 NCIB authorized by the TSX to purchase for cancellation up to 3105901 shares During the year

ended October 31 2012 we repurchased 71120 common shares for $0.5 million under our 2012 NCIB In September 2012 the Company
ceased repurchasing shares under the current NCIB which was subsequently cancelled

In September 2012 the Board of Directors for Nordion suspended the quarterly dividend As discussed in 2012 business and
corporate

development section of this MDA the decision to suspend the quarterly dividend was based on the uncertainty associated with several

factors These included the potential payment of portion of AECLs arbitration costs the internal investigation pension funding

obligations and Mo-99 revenue and supply

SGA for all segments

In fiscal 2013 we expect our SGA expense to increase compared with fiscal 2012 due to several factors Our 2013 pension expense
is

expected to increase by approximately $7 million due to the impact of lower interest rates on the value of pension liabilities This

accounting expense
does not directly change the amount of funding we are required to contribute to our pension plans

We expect an increase in stock-based and incentive compensation expenses in fiscal 2013 compared to fiscal 2012 in which such

compensations were relatively low reflecting the decline in the value of our common shares and performance not reaching targets As

previously discussed we expect substantial increase in Targeted Therapies SGA to support future growth We expect
decline in

general and administrative cost to partially offset other increases in SGA

AECL arbitration legal costs

Our legal costs associated with MAPLE arbitration cost determination and our pursuit of the lawsuit against AECL are expected to be

approximately $2 million in fiscal 2013

Pension wind-up

In QI 2013 we are completing the wind-up of pension plan associated with the MDS Pharma Services business we sold in 2010 As

result of the wind-up we expect to record loss of approximately $7 million in Q1 2013

Depreciation

Depreciation expense is expected to decline by approximately $3.5 million in 2013 compare with 2012
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Financial highlights

Years ended October 31

the usande of U.S dollars except per share amounts
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2012 2011 2010

Revenues

Targeted Therapies

TheraSphere 48451 42576 29040

Sterilization Technologies

Cobalt 92402 96982 92799

Sterilization Other 3032 11680 10757

95434 108662 103556

Medical Isotopes

Reactor 77410 85094 32807

Cyclotron 15478 18439 24787

Contract Manufacturing 8067 19256 31778

100955 122789 89372

Consolidated segment revenues from continuing operations 244840 274027 221968

Segment earnings loss

Targeted Therapies 14078 12652 9062

Sterilization Technologies 39037 46140 47454

Medical Isotopes 29439 38342 13434

Corporate and Other 8706 12358 66109
Total segment earnings 73848 84776 3841

Depreciation and amortization 17080 22375 28514

Restructuring charges net 1781 1592 62531

AECL arbitration and legal costs 5576 12172 9207

Litigation accruals 24058

Loss on Celerion note receivable 2411

Internal investigations costs 9827

Change in fair value of etiibedd.d derivatives 12020 2649 13050
Gain loss on sale of investments 1691 1054

Impainnent of long-lived assets 1632

Consohdated operating income loss from continuing operations 1095 52 977 86047

Basic loss earnings per share from continuing opetations 0.47 0.67 0.94

Cash and cash equivalents 109360 74067 122802

REVENUE BUSINESS SEGMENT EARNINGS

150050

2001

20040

103656

C937

42576 48151

108662 95434

ffJiyfj

46150

so

2010 2f..1

9562 652

nT-hn 41.464 4614

M5-I 13434 3834

41



MANAGEMENTS DISCUSSION AND ANALYSIS

Financial results analysis

In this section we provide detailed information and analysis regarding our performance for the year ended October 31 2012 compared

with the same periods in fiscal 2011 and 2010

Consolidated financial results

Yeats ended October 31 of of of

thousands of U.S dollars 2012 revenues 2011 revenues 2010 revenues

Revenues 244840 100% 274027 100% 221968 100%

Costs and expenses

Direct cost of revenues 110992 45% 126076 46% 104677 47%

Selling general and administration 69831 29% 65107 24% 100286 45%

Depreciation and amortization 17080 7% 22375 8% 28514 13%

Restructuring charges net 1781 1% 1592 1% 62531 28%

Change in fair value of embedded derivatives 12020 5% 2649 1% 13050 6%
Other

expenses net 32041 13% 8549 3% 25057 11%

Operating income loss from continuing

operations 1095 52977 19% 86047 39%

Interest
expense 4406 2% 2499 1% 5522 2%

Interest and dividend income 6835 3% 10274 4% 8590 4%

Equity loss 128 650
Income tax expense 32393 13% 17122 6% 187
Loss from discontinued operations net of

income taxes 26655 10% 148194 67%
Net loss income 28869 12% 16847 6% 232010 105%

Gross margin 55% 54% 53%

Capital expenditures from

continuing operations 7384 6732 7251

Total assets 428581 458663 564021

Long term financial obligations 43331 44330 44150

Revenues

Revenues of $244.8 million in fiscal 2012 decreased by $29.2 million or 11% compared with fiscal 2011 Excluding the impact of foreign

exchange revenues for the fiscal year ended 2012 decreased approximately 13% compared with last year

The decrease in revenue compared to the prior year was attributable to no production irradiator shipments in the current year ii

decrease in sales volume and pricing of Reactor isotopes iii no CardioGen-82 sales since Qi 2011 iv decrease in sales volume of

Cyclotron isotopes and lower Co-60 revenue primarily due to lower volume These decreases were partially offset by continued growth

in TheraSphere sales

See further detailed analysis on revenues in the Tateted Therapies Sten7ir.jation Technologies and Medical Isotopes sections of this MDA

Gross margin

Gross margin from continuing operations of 55% in fiscal 2012 increased by 1% and 2% compared to fiscal 2011 and 2010 respectively

Our overall gross margin was impacted by heavier weighting of all of our major products with higher margins TheraSphere Co-60 and

Mo-99 which reflect relatively significant year-over-year decreases in the majority of our lower margin products production irradiator and

Contract Manufacturing products

See further detailed analysis on gross margin in the Taeted Therapies Steriliation Technologies and Medical Isotopes sections 0f this

MDA

Costs and expenses

Selling general and administration SGA
SGA

expenses
of $69.8 million in fiscal 2012 increased by $4.7 million compared with fiscal 2011 During fiscal 2012 we recorded $9.8

million of external legal and professional fees related to our internal investigation which was partially offset by lower AECL arbitration and
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legal costs of $6.6 million associated with the MAPLE arbitration proceedings In fiscal 2011 we also recorded favorable insurance

adjustment $2.3 million

SGA expenses of $69.8 million in fiscal 2012 were $30.5 million lower compared with fiscal 2010 The decrease was largely due to lower

compensation cost resulting from workforce reductions relatively lower consulting and professional costs subsequent to the completion of

our strategic repositioning and lower costs associated with transition services

There was also favourable foreign exchange impact from the weakening of the Canadian dollar relative to the U.S dollar The significant

majority of our SGA expenses are denominated in Canadian dollars

Depreciation and amortir.ation DA
DA expenses of $17.1 million in fiscal 2012 decreased by $5.3 million and $11.4 million compared to fiscal 2011 and 2010 respectively

primarily because significant portion of our computer systems
became fully depreciated during Q2 2012 and accelerated amortization of

leasehold improvements were recorded in 2010 related to the wind down of our former head office in Toronto Canada

Rstructuiing charges

The restructuring charge of $1.8 million in fiscal 2012 includes $2.6 million related to our organizational realignment in Q4 2012 as

described in Business Overview section of this MDA which was partially offset by $0.7 million net restructuring recovery primarily

due to the lease termination of approximately 7O% of our former Toronto office space
In December 2011 lease termination offer

related to the fourth and fifth floors of our former Toronto office was signed and C$2.5 million early termination penalty was paid

We expect the majority of the remaining restructuring provision to be utilized during fiscal 2013 except for future rental payments related

to our former Toronto office
space which may extend into 2014

Change infair value of embedded deewatives

We have Russian supply contracts for Co-60 that are denominated in U.S dollars This creates embedded derivatives as our Canadian

operation has Canadian dollars as its functional currency At each period end we mark-to-market any changes in the fair value of the

embedded derivatives and record these increases and decreases as gains and losses within operating income As discussed in 2012 business

and corporate developments section of this MDA Nordion and Isotope jointly terminated the Russian Mo-99 supply agreement that

had been entered into in September 2010 which significantly lowered our embedded derivative
exposure

in Q4 2012

In fiscal 2012 we recorded losses of $12.0 million for the change in the fair value of the embedded derivatives compared to gains of $2.6

million and $13.1 million for fiscal 2011 and 2010 respectively The changes in the fair value of the embedded derivatives were primarily

driven by the changes in our estimated notional supply amount and the U.S to Canadian dollar exchange rates during the contract periods

These gains and losses are for accounting purposes and do not represent cash transactions in the period of reporting

Other
expenses net

Other expenses net of $32.0 million for fiscal 2012 primarily included RD costs of $6.6 million and estimated accruals of approximately

$24 million for litigation-related matters as discussed in 2012 business and corporate developments section of this MDA Other

expense net also included $2.4 million loss on the Celerion note receivable recorded in Qi 2012

Other expenses net of $8.5 million for fiscal 2011 included $5.6 million in RD costs and $4.3 million of foreign exchange losses which

were partially offset by $1.7 million gain on the sale of an available for sale investment

Other expenses net of $25.1 million for fiscal 2010 was primarily result of an approximately $27 million foreign currency revaluation of

the $450 million of proceeds from the sale of MDS Analytical Technologies that were held in Canadian dollar functional
currency entity

in U.S dollars to fund the substantial issuer bid completed on March 29 2010 The loss for the
year was partially offset by transition

services income from the business sold in fiscal 2010

Interest income expense net

Net interest income for fiscal 2012 was $2.4 million compared to $7.8 million and $3.1 million for fiscal 2011 and 2010 respectively The

decrease in net interest income was primarily due to decrease in accreted interest income related to our note receivable from Celerion Inc

reflecting $6.5 million partial repayment for reduction of $12.5 million of the principal amount that occurred during QI 2012 This

decrease was partially offset by an increase in interest
expense relating to our credit facility entered in Q3 2011 as well as $0.9 million

dividend received from LCC Legacy Holdings LCC formerly Lumira Capital Corp during Q4 2012
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Income tax expense

Tax
expense

for fiscal 2012 was $32.4 million on the
pre-tax

income from continuing operations of $3.5 million With an estimated tax rate

of 25.4% we expected tax expense of $0.9 million for fiscal 2012 However discrete adjustments at different tax rates related to the

change in valuation allowance non-deductible portion of capital losses and other adjustments resulted in significantly different effective

tax rate for the fiscal
year

Valuation aioivance on deferred tax assets

Deferred tax assets and liabilities reflect the tax consequences of temporary differences between the amount 0f assets and liabilities for

financial and tax reporting purposes using enacted tax rates in effect for the
year

in which we expect
the differences to reverse valuation

allowance is recorded to reduce our deferred tax assets to the amount that is more likely than not to be realized likelihood of greater than

50 percent

When determining the need for valuation allowance we consider future market growth forecasted earnings future taxable income the

mix of earnings in the jurisdictions in which we operate as well as prudent and feasible tax planning strategies In the event that we

determine that it is more likely than not that the Company will not be able to realize all or part of the net deferred tax assets in the future

we would establish or increase the valuation allowance and make corresponding charge to earnings in the period in which determination

is made

In Q4 2012 our analysis reflected several new factors including with the recent ioss in the Maples arbitration the outlook for our

Medical Isotopes business unit to generate long-term taxable income has been significantly reduced and ii the Company has generated

additional tax assets in 2012 that must be considered in the valuation allowance analysis

Accordingly we concluded that it was more likely than not that the Company would not realize all of its Canadian deferred tax assets

excluding capital losses for which we provided full valuation allowance in prior years As result we established an additional $35.4

million valuation allowance related to our investment tax credits included in deferred tax assets as at October 31 2012 and charge to

earnings in Q4 2012 These are non-cash charges that relate to the possibility that the Company may not be able to use all of these tax

assets This reduced our net deferred tax assets from $92.4 million to $57.0 million Should our outlook for the Companys taxable income

improve or should we implement tax plans to partially or fully utilize the tax assets then we would remove some or all of the valuation

allowance

Loss from discontinued operations net of income taxes

We did not have discontinued operations reported for fiscal 2012

For fiscal 2011 we recorded loss from discontinued
operations net of income taxes of $26.7 million which primarily included an

unfavorable outcome of the arbitration with Life Technologies Corporations in Q3 2011 as discussed in Liquidity section of this

MDA the sale of MDS Nordion S.A completed in Q2 2011 and certain tax adjustments and settlements relating to our discontinued

operations of MDS Pharma Services and MDS Analytical Technologies

Loss from discontinued operations of $148.2 million for fiscal 2010 were primarily driven by the substantial completion of our strategic

repositioning including the sales of MDS Pharma Services Early Stage and MDS Analytical Technologies during fiscal 2010
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Segmented Financial Review

ThgerecV Therpics

Years ended October 31 of of 0/ of

thousandc of U.S
dollars 2012 revenues 2011 revenues 2010 revenues

Revenues

TheraSphere 48451 100% 42576 100% 29040 100%

Costs and expenses

Directcostofrevenues 13726 28% 12590 30% 6556 23%

Selling general and adniinisttation 16565 34% 14067 33% 10692 37%

Other
expenses net 4082 8% 3267 8% 2730 9%

Segment earnings 14078 29% 12652 30% 9062 31%

As discussed in Business Overview section of this MDA Nordion announced an organizational realignment that resulted changes to

our segments in Q4 2012 The primary change to our segment reporting is that Contract Manufacturing is now reported in Medical

Isotopes but was previously reported in Targeted Therapies Prior years have been restated to reflect this change

Revenues

Revenues of $48.5 million for fiscal 2012 increased by $5.9 million or 14% and $19.4 million or 67% compared to fiscal 2011 and 2010

respectively due mainly to increases in TheraSphere volumes sold As the majority of our Targeted Therapies revenues are denominated in

U.S dollars the impact of foreign exchange on revenues was not significant

Gross margin

Gross margin for our Targeted Therapies segment of 72% for fiscal 2012 was 2% higher than in fiscal 2011 The increase was primarily due

to positive impact of incremental TheraSphere revenue as it has relatively fixed cost over certain volumes

Gross margin for our Targeted Therapies segment of 72% for fiscal 2012 was 5% lower than in fiscal 2010 This decrease was primarily

due to an increase in the portion of quality regulatory and other production support costs which do not vary significantly with revenue and

are shared with Contract Manufacturing which experienced significant revenue decline over the period

Selling general and administration SGA
SGA expenses

of $1 6.6 million for fiscal 2012 increased by $2.5 million compared to fiscal 2011 The increase was primarily driven by

higher TheraSphere sales and marketing expenses as well as higher medical affairs costs In addition there was an increase in general and

administrative GA support for the business which was partially offset by decrease in annual incentive plan AlP accruals

SGA
expenses of $16.6 million for fiscal 2012 increased by $5.9 million compared to fiscal 2010 Similar to the increase from fiscal 2011

to fiscal 2012 the increase was primarily driven by an increased investment in TheraSphere sales and marketing and higher GA costs

Compared to fiscal 2010 there was an unfavourable foreign exchange impact as result of the strengthening of the Canadian dollar relative

to the U.S dollar significant majority of our SGA expenses are denominated in Canadian dollars

Other expenses net

Cther expenses net primarily include RD expenses RD expenses for fiscal 2012 were $4.0 million compared to $3.3 million and $2.7

million in fiscal 2011 and 2010 respectively This increase in RD expenses is due to increased investment in TheraSphere clinical trials
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SpcclaYry Toropcs SthYstIon Tcc14noYogie

Yeats ended October 31 of /0 of of

thousands of U.S dollars 2012 revenues 2011 revenues 2010 revenues

Revenues

Cobalt 92402 97% 96982 89% 92799 90%

Sterilization Other 3032 3% 11680 11% 10757 10%

95434 100% 108662 100% 103556 100%

Costs and expenses

Direct cost of revenues 42284 44% 47308 44% 41642 40%

Selling general and administration 13766 14% 15007 14% 14447 14%

Other expenses net 347 207 13

Segment earnings 39037 41% 46140 42% 47454 46%

Excludes gain On investment of $1.7 million foe fiscal 2011 which are not included in the calculation of
segment earnings

Revenues

Revenues of $95.4 million for fiscal 2012 decreased by $13.2 million or 12% arid $8.1 million or 8% compared to fiscal 2011 and 2010

respectively The majority of revenue for Sterilization Technologies is denominated in Canadian dollars and therefore fluctuations in

foreign exchange impact revenue Excluding the impact of foreign exchange revenues for fiscal 2012 decreased by 1/s compared to both

fiscal 2011 and 2010

For fiscal 2012 Co-60 revenues decreased by $4.6 million or 5% compared to fiscal 2011 and remained relatively flat to fiscal 2010 The

decrease from fiscal 2011 was primarily due to an overall decline in volume of Co60 shipments resulting from an increase in the global

supply of Co-60

For fiscal 2012 revenues from Sterilization Other decreased by $8.6 million or 740/s and decreased by $7.7 million or 72% compared to

fiscal 2011 and 2010 respectively The decrease was due primarily to there being no production irradiator shipments in fiscal 2012

compared to two production irradiator shipments in each of fiscal 2011 and 2010

As in prior years the quarterly profile of revenues for Sterilization Technologies varies significantly due to the timing of our Co-60

shipments to customers and the sales of production irradiators When our customers purchase and install Co-60 they need to shut down

their production irradiator operations while the Co-60 is being loaded into the irradiator Therefore we coordinate this process closely with

our customers to minimize disruption to their operations The timing of Co-60 discharges from power reactor sites in Canada also affected

the variability in quarterly revenues for Sterilization Technologies

Gross margin

Gross margin for our Sterilization Technologies segment was 56% for fiscal 2012 compared to 56% and 60/a for fiscal 2011 and 2010

respectively Gross margin for fiscal 2012 was flat compared to fiscal 2011 primarily due to lower Co-60 revenue covering its relatively

fixed production support costs which was largely offset by positive gross margin impact of significant decrease in production irradiator

sales and installations during fiscal 2012 as they have lower gross margin relative to Co-60

The decrease in
gross margin in fiscal 2012 compared to fiscal 2010 was primarily driven by an increase in Co60 production support costs

which was partially offset by positive gross margin impact of significant decrease in production irradiator sales and installations during

fiscal 2012 as described above Gross margins were also impacted by the relative difference in mix of customers in each respective year

Selling general and administration SGA
SGA

expenses
for our Sterilization Technologies segment of $13.8 million for fiscal 2012 were $1.2 milhon and $0.7 miffion lower than

fiscal 2011 and 2010 respectively The decrease is primarily due to lower sales and marketing activities in this segment
and decrease in

annual incentive plan AlP accruals The decrease from fiscal 2011 also includes favorable foreign exchange impact due to the

weakening of the Canadian dollar relative to the U.S dollar significant majority of our SGA expenses are denominated in Canadian

dollars

Other expenses net

Other expenses net are primarily foreign exchange revaluation gains and losses for fiscal 2012 2011 and 2010
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pcci1ry Tsoropcs McJI Tsoopes

Years ended October 31 of of of

Jhouiands of U.S dollars 2012 revenues 2011 revenues 2010 revenues

Revenues

Reactor 77410 77% 85094 69% 32807 37%

Cyclotron 15478 15% 18439 15% 24787 28%

Contract Manufacturing 8067 8% 19256 16% 31778 35%

100955 100% 122789 100% 89372 100%

Costs and expenses

Direct cost of revenues 54982 54% 66178 54% 56479 63%

Selling general and administrationa 14189 14% 16055 13% 17702 20%

Other expenses
net 2345 2% 2214 2% 1757 2%

Segment earnings 29439 29% 38342 31% 13434 15%
Excludes AECL arbitration and legal costs $5.6 million 2011 $12.2 million 2010- $9.2 million for fiscal 2012 whtch ate not mclcolerl st the colculaoon of segmrnt earssusgx

Earludes impairmesst of long-lived assets of $0.1 million for fiscal 2010 which ace not included in the calculation of
segment eaenings

As discussed in Business Overview section of this MDA Nordion announced an organizational realignment that resulted in changes to

our segments
in Q4 2012 The primary change to our segment reporting is that Contract Manufacturing is now reported in Medical

Isotopes but was previously reported in Targeted Therapies Prior years have been restated to reflect this change

Revenues

Revenues of $101.0 million for fiscal 2012 decreased by $21.8 million or 18% compared to fiscal 2011 and increased by $11.6 million or

13% compared to fiscal 2010 The
majority of Medical Isotopes revenues are denominated in U.S dollars and therefore foreign exchange

had nominal impact on revenues

Reactor isotopes revenues decreased by 9% for fiscal 2012 compared to fiscal 2011 due mainly to decreases in sales volume of Mo-99 from

our largest customer and price There were also unplanned interruptions in supply from the NRU reactor which occurred in Q2 and Q3
2012 contributing approximately $2 million to the decline in revenues as described in the 2012 business and corporate developments

section of this MDA In Q4 2012 we recognized approximately $4 million of revenue based on payments for minimum volume

commitments that were not achieved by customer Reactor isotopes revenues significantly increased compared to fiscal 2010 primarily

due to the return to service of the NRU reactor our sole current source of Mo-99 supply which resumed its production of medical

isotopes in August 2010

Cyclotron isotopes revenues were lower by ló% and 38% for fiscal 2012 compared to fiscal 2011 and 2010 respectively The decline in

fiscal 2012 was result of lower demand for our higher volume cyclotron isotope products including Iodine-123 Sr-82 and Thallium-201

Tl-201 The decrease from 2010 was driven mainly by decrease in demand for Tl-201 which was used as substitute for Mo-99 due to

shortages resulting from the NRU reactor shutdown in the majority of fiscal 2010

Contract Manufacturing revenue decreased 58% and 75% compared to fiscal 2011 and 2010 respectively due primarily to fewer third party

products including the impact of the interruption in CardioGen-82 manufacturing which we have not manufactured since Qi 2011 In

fiscal 2011 we also had higher bulk sales of Sr-82 the isotope used in the production of CardioGen-82 generators and one-time

recognition of $3.3 million of deferred revenue related to cancelled contract for facilities and equipment paid by customer who filed

under Chapter 11 of the U.S Bankruptcy Code

Gross margin
Gross margin of 46% for fiscal 2012 was flat compared to fiscal 2011 and increased by 9% compared to fiscal 2010 This increase in

gross

margin was primarily due to higher revenue from Mo-99 relatively higher gross margin product in fiscal 2012 and 2011 compared to

fiscal 2010 In fiscal 2010 we had proportionally significant revenues from Cyclotron and Contract Manufacturing products which had

relatively lower gross margins Also contributing to this increase was the weakening of the Canadian dollar relative to the U.S dollar which

positively impacted the overall gross margin as majority of our direct costs are denominated in Canadian dollars whereas the
majority of

our revenues are denominated in U.S dollars

Selling general and administration SGA
SGA

expenses
for our Medical Isotopes segment of $14.2 million for fiscal 2012 decreased by $1.9 million and $3.5 million compared to

fiscal 2011 and 2010 respectively This decrease was primarily due to reduction in the level of GA costs and sales and marketing

expenses associated with supporting the segment and the weakening of the Canadian dollar relative to the U.S dollar as most of our

SGA expenses are denominated in Canadian dollars

Other expenses net

Other expenses net are primarily RD and foreign exchange revaluation gains and losses for fiscal 2012 2011 and 2010 RD
expense

was approximately $2.2 million in fiscal 2012 which was similar to fiscal 2011 and slightly higher than fiscal 2010
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Copoie znW Other

Years ended October 31

thousands of U.S
dollars 2012 2011 2010

Costs and expenses

Selling general and administrationa 9908 7806 48238

Other income expenses net1 1202 4552 17871

Segment loss 8706 12358 66109
Excludes internal investigation costs of $9.8 million in fiscal 2012 which are not included in the calculation of

segment
lass

Excludes estimated litigation accruals of $24.1 million and the loss on Celenon note receivable of $2.4 million in fiscal 2012 impairment
of

long-lived assets of $1.5 million and loss on sale of invesnnent of $1.1 million in fiscal

2010 which ace not included in the calcolauon of segment loss

Selling general and administration SGA
We incurred Corporate SGA expenses of $9.9 million for fiscal 2012 which increased by $2.1 million compared to fiscal 2011 primarily

due to $2.3 million favorable insurance adjustment in fiscal 2011

Corporate SGA expenses decreased by $38.3 miilion compared to fiscal 2010 primarily due to lower compensation cost from workforce

reductions lower consulting and professional costs subsequent to the completion of our strategic repositioning and lower costs associated

with transition services which were substantially completed in fiscal 2010

Other income expenses net

In fiscal 2012 Other income expenses net improved $5.8 million compared to fiscal 2011 This is primarily result of $0.8 million

foreign exchange gain in fiscal 2012 compared to $4.0 million foreign exchange loss in fiscal 2011

Other income expenses net decreased by $19.1 million for fiscal 2012 compared to fiscal 2010 primarily due to the revaluation of the

$450 million of proceeds from the sale of MDS Analytical Technologies that were held in Canadian dollar functional currency entity in

U.S dollars to fund the substantial issuer bid completed on March 29 2010 This was partially offset by TSA revenue recorded during fiscal

2010
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Quarterly Financial Analysis

Sequential financial analysis

In this section we provide summary of selected financial information for each of the eight most recently completed quarters

Trailing four October 31 July 31 April 30 January 31

quarters 2012 2012 2012 2012

Nordion inc Fiscal 2012 Annual Report

thousands of U.S dollars except per share amounts

Revenues from continuing operations

TheraSphere 48451 12023 13024 12392 11012

Targeted Therapies 48451 12023 13024 12392 11012

Cobalt 92402 31020 31841 13860 15681

Sterilization-other 3032 1291 304 982 455

Sterilization Technologies 95434 32311 32145 14842 16136

Reactor 77410 24793 14496 17179 20942

Cyclotron 15478 3567 5203 3610 3098

Contract Manufacturing 8067 1977 2273 1990 1827

Medical Isotopes 100955 30337 21972 22779 25867

244840 74671 67141 50013 53015

Segment earnings loss

Targeted Therapies 14078 2809 4336 3820 3113

Sterilization Technologies 39037 16676 14403 3504 4454

Medical Isotopes 29439 11251 4572 5905 7711

Corporate and Other 8706 1273 2703 2815 1915

73848 29463 20608 10414 13363

Loss income ftom continuing operations 28869 43505 12302 3221 887
Net loss income 28869 43505 12302 3221 887
Basic and diluted loss earnings per share 0.47 0.70 0.20 0.05 0.01

Trailing four October 31 July 31 April 30 January 31

thousands of U.S dollars exceptper share amounts quarters 2011 2011 2011 2011

Revenues from continuing operations

TheraSphere 42576 10884 11529 11190 8973

Targeted Therapies 42576 10884 11529 11190 8973

Cobalt 96982 28125 30879 19628 18350

Sterilization-other 11680 4342 1241 5697 400

Sterilization Technologies 108 662 32 467 32120 25 325 18750

Reactor 85094 21916 15695 21862 25621

Cyclotron 18439 3250 5691 5712 3786

Contract Manufacturing 1256 483 772 169 832

Medical Isotopes 122789 30649 23 158 31 743 37239

274027 74000 66807 68258 64962

Segment earnings loss

Targeted Therapies 12652 2196 4142 3057 3257

Sterilization Technologies 46140 14480 15311 9685 6664
Medical Isotopes 38342 11411 2775 10231 13925

Corporate and Other 12358 327 3040 7797 1194

84776 27160 19188 15176 2Z652

Income from continuing operations 43502 6499 4693 6813 25497

Loss income from discontinued operations

net of income taxes 26655 402 8814 14291 3952
Net income loss 16847 6901 4121 7478 21545

Basic and diluted earnings loss per share

from continuing operations 0.67 0.10 0.07 0.11 0.38

from discontinued operations 0.41 0.01 0.13 0.22 0.06

Basic and diluted earnings loss per share 0.26 0.11 0.06 0.11 0.32
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1evmres cont1mui ope17tto1Is

Targeted Therapies

Targeted Therapies revenue of $12.0 million in Q4 2012 decreased by $1.0 million or 8% compared to Q3 2012 This decrease was

primarily due to decrease in TheraSphere sales volume

Sterilriation Technologies

Sterilization Technologies revenues of $32.3 million in Q4 2012 were relatively flat compared to Q3 2012 The volume of Co-60 shipped in

the second half of fiscal 2012 was more than twice the volume shipped in the first half of fiscal 2012

The quarterly profile of revenues for Sterilization Technologies vary significantly due to the timing of our Co-60 shipments to customers

and the sales of production irradiators When our customers purchase and install Co-60 they need to shut down their production irradiator

operations while the Co-60 is being loaded into the irradiator Therefore we coordinate this
process closely with our customers to

minimize disruption to their operations The timing of Co-60 discharges from power reactor sites in Canada can also affect the variability

in quarterly revenues for Sterilization Technologies

Medical Isotopes

Medical Isotopes revenues of $30.3 million in Q4 2012 increased by $8.4 million or 38% compared to Q3 2012 The increase was primarily

due to full quarter of Mo-99 revenue in Q4 2012 following the planned maintenance shutdown and unplanned supply interruption of the

NRU reactor in Q3 2012 In Q4 2012 we also recognized revenue based on the receipt of payment from customer for shortfalls in Mo-

99 order volumes below minimum contract commitments

In Q4 2012 Cyclotron isotopes revenue decreased by $1.6 million or 31% compared to Q3 2012 This decrease is primarily attributable to

decrease in sales of Sr-82 bulk

Contract Manufacturing revenue was relatively flat quarter over quarter

Segment earnings ss
Targeted Therapies

Targeted Therapies segment earnings of $2.8 million in Q4 2012 decreased by $1.5 million or 35% compared to Q3 2012 primarily due to

higher spending in TheraSphere sales and marketing and clinical trials and lower TheraSphere sales volume

Quarter-to-quarter Targeted Therapies segment earnings are impacted by the level of
spending on TheraSphere clinical trials

Steriliration Technologies

Sterilization Technologies segment earnings of $1 6.7 million in Q4 2012 increased by $2.3 million or 16% compared to Q3 2012 This is

primarily due to relatively lower Co-60 costs and the difference in mix of customers in Q4 2012 compared to Q3 2012

Quarter-to-quarter Sterilization Technologies segment earnings are impacted by the mix of Co-60 one of our higher gross margin

products with Sterilization Other which includes shipments of production irradiators The irradiators while important to future growth

in Co-60 sales are relatively lower margin product than Co-60 sources

Medical Isotopes

Medical Isotopes segment earnings of $11.3 million in Q4 2012 increased by $6.7 million or 146% compared to Q3 2012 This is mainly

due to the same reasons described above for
quarter-to-quarter Reactor isotopes revenue increases

Generally our Reactor isotopes products have higher gross margins than the Cyclotron isotopes products

Coeporate axd Other

Corporate and Other segment loss of $1.3 million in Q4 2012 improved by $1.4 million compared to Q3 2012 due mainly to lower SGA
costs and favourable foreign exchange impact due to the weakening of the Canadian dollar relative to the U.S dollar Most of our SGA
expenses are denominated in Canadian dollars
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Items that impact the comparability of the operating loss income from continuing operations include

Results for the quarter ended October 31 2012 included $3.6 million embedded derivative loss driven by changes in estimate for the

notional supply amount and fluctuations in foreign exchange rate $2.5 million restructuring charge primarily due to our strategic

realignment

Results for the quarter ended January 31 2012 included $6.3 million embedded derivative loss driven by changes in estimate for the

notional supply amount and fluctuations in foreign exchange rate $2.4 million loss on Celerion note receivable

Results for the quarter ended October 31 2011 included $13 million embedded derivative loss driven by changes
in estimate for the

notional supply amount and fluctuations in foreign exchange rate $1.0 million restructuring charges

Results for the quarter ended January 31 2011 reflect an $18.6 million embedded derivative gain driven by changes in estimate for the

notional supply amount and fluctuations in foreign exchange rate
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Fourth quarter analysis

Fourth quarter fiscal 2012 compared to the fourth quarter fiscal 2011

Three months ended October 31

%of %of

thousands of U.S dollars 2012 revenues 2011 revenues

Revenues from continuing operations 74671 100% 74000 100%

Costs and expenses

Direct cost of revenues 30564 41% 32043 43%

Selling general and administration 21843 29% 15743 21%

Depreciation and amortization 3233 4% 5700 8%

Restructuring charges net 2480 3% 1016

Change in fair value of embedded derivatives 3603 5% 12970 8/o

Other expenses net 26132 35% 920 1%

Operating loss income from continuing operations 13184 18% 5608 8%

Interest expense 917 1% 889 1%
Interest income 2225 3% 2480 3%

Income tax expense 31629 42% 700 1%
Income from discontinued operations net of income taxes 402 l%

Net loss income 43505 58% 6901 9%

Three months ended October 31

Targeted Therapies Sterilization Technologies Medical Isotopes

thousandc of U.S dollars 2012 2011 2012 2011 2012 2011

Revenues 12023 10884 32311 32467 30337 30649

Direct cost of revenues 3050 3437 12384 14062 15130 14544

Selling general and administration 4840 3970 3131 4039 3485 4316

Other expense income net 1324 1281 120 114 471 378

Segment earnings 2809 2196 16676 14480 11251 11411

Revenues from continuing operations

Revenues from continuing operations of $74.7 million in the fourth quarter of fiscal were relatively flat compared with the same period of

fiscal 2011

Selling general and administration SGA
SGA

expenses
of $21.8 million in Q4 2012 were $6.1 million higher compared with the same period of fiscal 2011 primarily due to

higher costs associated with the internal investigation of $8.5 million which was partially offset by lower AECL arbitration related legal

costs of $1.7 million

Other expenses net

Other expenses net of $26.1 million in Q4 2012 increased by $25.2 million compared with same period of fiscal 2011 primarily due to the

recording of an approximately $24 million relating to litigation estimates as discussed in the 2012 business and corporate development

section of this MDA

Change in fair value of embedded derivatives

We recorded ioss of $3.6 million for the change in fair value of embedded derivatives in Q4 2012 compared with ioss of $13.0 million

in the same period of fiscal 2011 primarily driven by changes in estimate for the notional supply amount and fluctuations in the U.S to

Canadian dollar exchange rate

Segment earnings

Targeted Therapies

Segment earnings of $2.8 millionin Q4 2012 increased by $0.6 million compared with the same period of fiscal 2011 due to an increase in

sales volumes for TheraSphere reflecting relatively fixed nature of TheraSphere costs over certain volumes This increase was partially

offset by increases in medical affairs and clinical trial spending
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Sterilization Technologies

Segment earnings of $16.7 million in Q4 2012 increased by $2.2 million compared with same period of fiscal 2011 due to higher Co-60

volumes as well as the
impact of significantly lower production irradiator sales and installations in Q4 2012 as they provide lower gross

margin relative to Co-60

Medicallsotopes

Segment earnings of $11.3 millionin Q4 2012 were lower by $0.2 million compared to the same period of fiscal 2011 primarily due to an

overall decrease in Mo-99 volume and pricing which was largely offset by the $4 million recognized revenue in Q4 2012 based on the

receipt of payment from customer for shortfalls in Mo-99 volume below minimum contract commitments

Operating loss income from continuing operations

We had loss from continuing operations of $13.2 million for the three months ended Q4 2012 compared to an income of $5.6 million for

the same period in fiscal 2011 This change was primarily due to the recording of approximately $24 million relating to litigation estimates

as discussed in the 2012 business and corporate development section of this MDA as well as $8.5 million for our intemal investigation

costs which were partially offset by $9.4 million decrease in the change in fair value of the embedded derivatives loss $2.5 million

decrease in depreciation and amortization and $1.7 million decrease in AECL arbitration and legal costs

Cash flow

Our operations and other operating working capital changes contributed positive net cash inflow of $32.2 million in Q4 2012

The primary cash inflows in the fourth
quarter

of fiscal 2012 excluding those associated with our product revenues included

$2.2 million of payments from AECL related to note receivable and

$2.0 million of net tax refunds

With these cash inflows and our cash on hand we used cash in the following activities in Q4 2012

$5.7 million for internal investigation costs

$1.6 million for restructuring retained leases and litigation costs and

$1.6 million of capital asset additions
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Balance sheet insights

To assist understanding of our balance sheet accounts we have briefly summarized number of items below that are recorded in our

balance sheet and described in more detail in our financial statement notes

Embedded derivatives

Included in Other cuxent asser nd Acc ued WgbWiics are embedded derivatives assets and liabilities of $nil and $0.8 million

respectively as of October 31 2012 These relate to certain long-term supply contracts that are denominated in currencies that are not the

functional currency of either party to the agreements These embedded derivatives can fluctuate significantly from period to period as they

are based on notional amounts of
approximately $49 million at October 31 2012 and are revalued at the end of each reporting period

based on changes in currency exchange rates relative to the Canadian dollar

Investment in Celerion Inc Celerion note receivable from Cehrion

Longterm Irrsfrnents include our lS% minority interest in Celerion carried at $1.4 million and note receivable from Celerion carried

at $14.2 million is included in Othet long-term assetw The face value of the note including the transition services
agreement

and interest

payments as of October 31 2012 is $16.8 million with the carrying value reflecting discount rates of 28% and 8% for unsecured and

secured cash flows respectively The portion of the note is unsecured and has five
year term bearing interest at 40/s per annum which is

accruing to the principal amount of the note Our exposure to losses with respect to Celerion is limited to the carrying amount of this note

receivable and our minority interest in Celerion

Investment in LCC Legacy Holdings LCC former/y Lumira Capital Coep
Included in Long-term IuviteenVr is our investment in LCC privately held investment fund management company that has long-term

investments in development-stage enterprises We record this investment using the equity method of accounting and the carrying amount

of this investment is $nil as of October 31 2012 resulting from cumulative dividends received and
equity

losses recorded in prior periods

We have no further exposure to losses with respect to LCC as our exposure is limited to the carrying amount of this investment

Financialinstrument pledged as security on long-term debt Long-term debt

Included in Noter ICe1VaMe irJ Other long-trim irrei is financial instrument with carrying value of $43.0 million as of October

31 2012 This financial instrument is classified as held to maturity and is not readily tradable Included in Long-term delStis non-

interest-bearing Canadian government loan with carrying value of $43.0 million as of October 31 2012 The cash inflow of the financial

instrutuent exactly offsets the cash outflow of the long-term debt We have pledged the financial instrument as security to offset the long-

term debt effectively resulting in net $nil debt

DeJŁrred tax assets

We have recorded curient2ndnon-curentdefŁr1rdtxagsets of $57.0 million as of October 31 2012 These assets relate to our

Canadian operations and can be used to reduce future cash taxes in Canada

Assets and liabilities related to captive insurance

As of October 31 2012 out captive insurance liabilities include outstanding loss reserves of $2.1 million which is included in Accrued

The incurred but not reported loss reserves of $2.5 million is included in Oeher long-term WbiWfl as at October 31 2012

Partially offsetting these liabilities is restricted cash of $3.9 million included in Otherlb.ng-trlTn 2sseV

Liabilities retained from divested and discontinued operations

Included in Accrued JTiiJS1JiYi es is $9.5 million related to an arbitration ruling in our dispute with Life Technologies Corporations Life
We subsequently filed Statement of Claim against Life and have requested the $9.5 million settlement payment be suspended pending the

outcome of this new claim

Accrued Wzltr es also includes provision of $8.3 million to address certain uninsured U.S Food and Drug Admimstration FDA
claims related to the Companys discontinued bioanalytical operations in its former Montreal Canada facilities
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Consolidated Uquidity and Capital Resources

Cash flows

We have summarized our cash flows from operating investing and financing activities as reflected in our consolidated statements of cash

flows in the following table

Years ended October 31

thousandc of U.S dollars 2012 2011 2010

Cash provided by used in continuing operating activities 63396 37109 59926
Cash used in provided by continuing investing activities 5443 21528 12846
Cash used in continuing financing activities 22675 71642 671129
Cash used in provided by discontinued operations 38197 559370

Effect of foreign exchange rate changes on cash and cash equivalents 15 2467 9130

Net increase decrease in cash and cash equivalents during the period 35293 48735 175401

ummayofcash Wow acirvyrv es fot the yest ended October Yf2
The primary cash inflows in fiscal 2012 excluding those associated with our product revenues included

$12.2 million of payments from AECL related to notes receivable and

$6.5 million of non-recurring payment from Celerion related to note receivable

With these cash inflows and our cash on hand we used cash in the following activities

$18.1 million for restructuring retained leases and litigation costs

$18.6 million in dividend payments

$7.4 million capital expenditures

$4.0 million to buyback our Common shares through an NCIB and

$5.7 million for internal investigation costs

The remaining net cash inflow of $70.4 million is primarily related to profitability from our operations and other
changes

in working

capital

Coatrinztn petaimg zdiItIes

Cash provided by our operating activities for fiscal 2012 was $63.4 million compared to $37.1 million cash provided in fiscal 2011 and

$59.9 million cash used in fiscal 2010 We recorded net loss of $28.9 million for the
year 2012 which includes non-cash loss in the fair

value of embedded derivative assets of $12.0 million and loss on Celerion note receivable of $2.4 million In 2012 our accounts

receivable increased by $7.9 million our accounts payable and accrued liabilities increased $26.3 million and our inventories increased by

$3.4 million primarily driven by the timing of our sale and receipt of Co-60 In addition notes receivable decreased by $12.2 million

reflecting payments from AECL

The cash outflow in 2011 was result of our decrease in accounts receivable of $1.2 million our accounts payable and accrued liabilities

decreased $26.2 i-nillion due mainly to the payment of cost associated with the strategic repositioning and our inventories increased by $4.0

million primarily driven by the tuning of our sale and receipt of Co-60 as well as shipments of production irradiators In addition deferred

revenue decreased by $11.3 million related to Contract Manufacturing and production irradiator projects completed in fiscal 2011

The cash outflow in 2010 was impacted by number of significant transactions related to our organizational realignment Cash outflow of

$59.9 million primarily included $103.6 million related to restructuring and deal costs including severance change of control payments and

banker and advisory fees $12.5 million in income and sale tax payments resulting from prior year
audits and $6.5 million in pension plan

contributions These outflows were partially offset by $12.8 million of payments from AECL related to note receivable $14.0 million in

income associated with transition service provided to the buyers of the businesses we sold and $3.0 million in dividends from Lumira

Conwrum mnvesing sdivIties

There was decrease in cash of $5.4 million used in investing activities for fiscal 2012 compared with cash provided of $21.5 million in

fiscal 2011 and cash used of $12.8 million in fiscal 2010 During 2012 we had capital asset additions of $7.4 million partially offset by
decrease in restricted cash of $1 .9 million

During fiscal 2011 we had significant decrease in restricted cash of $26.6 million including previously held as collateral to secure letters of

credit which are now secured by our credit facility and $1.7 million cash sale proceeds for our available for sale investment The increase in

cash was partially offset by capital asset additions of $6.7 million
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During fiscal 2010 we purchased capital assets of $7.3 million and our restricted cash mcreased by $16.1 million mainly as result of the

cancellation of the
previous

credit
facility

we had in
place

which were partially offset by $10.6 million of cash received from the sale of our

longterm investments

ContYrnring n2nc1ng athvi es

We used cash of $22.7 million for financing activities for fiscal 2012 compared with $71.6 million and $671.1 million cash used in fiscal

2011 and 2010 respectively During fiscal 2012 we paid $18.6 million of cash dividends and repurchased and cancelled $4.0 million of

Common shares under the 2012 NCIB

During fiscal 2011 we repurchased and cancelled our Common shares for $52.4 million and paid $19.2 million of cash dividends In fiscal

2010 we completed substantial issuer bid for total cost of $450.0 million and repaid $221.5 million of the outstanding principal for

our senior unsecured notes and certain capital lease obligations

Liquidity

October 31 October 31

thousands of U.S dollars
2012 2011 Change

Cash and cash equivalents 109360 74067 35293

Current ratio@ 2.0 2.7 26%
Excludes current assets and current liabilities related to discontinued operations as at October 31 2011

Our cash and cash equivalents of $109.4 million as of October 31 2012 was $35.3 million higher than the $74.1 million we had as of

October 31 2011 As we discussed in the Cash flows section above the increase was primarily due to $70.4 million net cash inflow from

our operations and other changes in working capital $6.5 million cash received on Celerion note receivable and $12.2 million cash received

on the AECL note receivable The increase in cash and cash equivalents was partially offset by $18.6 million of cash dividends paid an

$18.1 million for restructuring retained leases and litigation costs and other cash outflow items discussed in the Cash flows section

above

Our current ratio 0f 2.0 as 0f October 31 2012 decreased from 2.7 as of October 31 2011 The increase in the current liabihties was

primarily due to increases in provisions for internal investigation costs as well as litigation related costs which were partially offset by the

increase in current assets primarily due to the increases in cash and cash equivalents

As of October 31 2012 our restricted cash of $3.9 million related to funds for insurance liabilities

Amended indResed CzrAciWry

On January 25 2013 we entered into $80.0 million Amended and Restated senior revolving one year
committed credit

facility
with the

Toronto-Dominion Bank ID and select group of other financial institutions the Lenders Our Amended and Restated credit
facility

consists of $20 million revolving credit facility and
separate facility 0f up to $60 million to be used for the issuance 0f letters of credits

Each material subsidiary of Nordion jointly and severally guaranteed the obligations of the borrower to the lenders The credit facilities are

secured by floating and fixed charges over the assets of the borrower and guarantors including but not limited to accounts receivable

inventory and real property with the latter facility to be fully secured with specific pledge of cash collateral

We entered into the Amended and Restated credit facilities agreement as result of accruals associated with ongoing litigation matters and

the treatment of certain non-cash items and their impact on certain terms of our previous credit facility These accruals and non-cash items

may have resulted in the Company not being in compliance with one of its financial covenants as at October 31 2012 however this

covenant was amended in the Amended and Restated credit facilities agreement

Under this credit facility we are able to borrow Canadian and U.S dollars by way of Canadian dollar prime rate loans U.S dollar base rate

loans U.S dollar Libor loans the issuance of Canadian dollar bankers
acceptances

and letters of credit in Canadian and U.S dollars The

credit
facility

is for
one-year

term which may be extended on mutual agreement of the Lenders for successive subsequent periods The

credit
facility

is primarily for general corporate purposes
As of October 31 2012 we have not used the credit

facility
for borrowing

however we had $30.6 million of letters of credit issued under this credit facility

Pension

For funding purposes we are required by regulation to update our actuarial valuation of our main defined benefit pension plan as of

January 2013 and based on the continued decline in real interest rates in Canada we expect our funding in 2013 to increase by $1 million

to $2 million Based on the actuarial valuation completed in Q3 2012 related to January 12012 our annual funding requirements were

approximately $14 million including approximately $3 million of current service cost contributions in calendar
year 2012 in order to
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reduce the projected regulatory solvency deficit and meet our normal funding requirements We have funded the solvency deficit via letters

of credit for $13.1 million including $2.9 million funded in Q4 2012 The deficit has arisen due to falling real interest rates where the

pension liabilities increased more than the increase in the value of pension assets The actual funding requirements which are amortized

over five-year funding period will be dependent on subsequent annual actuarial valuations These amounts are estimates which may

change with actual investment performance changes in interest rates any pertinent changes in government regulations and any voluntary

contributions As result of either changes to annual valuations or the three-year averaging used in the deficit calculation under applicable

regulations funding requirements may extend beyond the five year funding period

In addition we retained defined benefit pension plan
associated with MDS Pharma Services Early Stage In Q4 2012 we received

approval from the Internal Revenue Service in the U.S for proposed settlement of this pension plan We expect
the final settlement to

occur during fiscal 2013 The current estimated under-funded status based on the actuarial valuation completed as of Q4 2012 was $5.7

million

Future liquidity risk isid requirements

Liquidity risk is the risk that an entity will encounter difficulty in satisfying its financial obligations as they become due We manage our

liquidity risk by forecasting cash flows from operations and anticipated investing and financing activities However the timing and amounts

of expenditures
and inflows of cash are uncertain and obligations may arise that we are unable to forecast including among other things

potential fines and penalties from regulators or enforcement authorities associated with our internal investigation

We believe that cash on hand cash flows generated from operations and borrowing from our line of credit if needed will be sufficient to

meet the anticipated requirements for current operations capital expenditures RD expenditures including trials for TheraSphere pension

funding internal investigation costs litigation costs including the MAPLE lawsuit contingent liabilities including payment of AECL legal

costs FDA settlements the Life arbitration settlement and restructuring costs

Under our credit facility we have $30.6 million of letters of credit and certain foreign exchange forward contracts written against the facility

In 2013 we expect significant increase in our letters of credit as result of an expected $16 million increase in our site decommissioning

letter of credit and the funding of pension liabilities If we were to lose access to our credit facility and/or have increased cash

requirements for operations or other liabilities the company may be required to obtain additional capital

Conrncrusf

Subsequent to the sale of Early Stage we have retained litigation claims and other costs associated with the U.S FDAs review of our

discontinued bioanalytical operations in Montreal Canada and certain other contingent liabilities We have also retained certain liabilities

related to pre-closing matters defined benefit pension plan for U.S employees and lease obligation for an office location in Bothell

Washington We have estimated the cost of future lease payments net of expected sublease revenue where applicable to be approximately

$0.7 million Under certain circumstances we may be required to assume additional liabilities that could result in future cash payments

thousands of U.S dollars 2013 2014 2015 2016 2017 Thereafter

Long-term debt 4190 4156 34985

Interest on long-term debt 2976 2903 1180

Operating
leases 1844 1101 990 989 1137 909

Purchase obligations 52091 44139 32898 49974 26844 82803

61101 52299 70053 50963 27981 83712

.Long-term
debt consists of $43.0 million non-interest bearing government loan and other commitments totaling $0.3 million which

represent capital lease obligations We have financial instrument fully pledged as security for the repayment
of this long-term debt

The amounts for operating leases primarily relate to the rental of offices laboratory facilities and equipment to support global operations

We have long-term supply arrangements totaling approximately $240 million primarily
related to the supply of Co-60 from certain domestic

and international suppliers of isotopes These agreements including certain take-or-pay contracts provide for minimum purchase quantities

and certain prices are based on market rates at the time of delivery Amount of purchase obligations are based on managements best

estimate in respect of these agreements
The terms of these long-term supply or service arrangements range

from to 12
years

We have entered into contracts for other outsourced services however the obligations under these contracts are not significant and the

contracts generally contain clauses allowing
for cancellation without significant penalty
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The expected timing of payment of the obligations discussed above is estimated based on current information The
timing of payments and

actual amounts paid may be different depending on the time of receipt of goods or services foreign exchange fluctuations or for some

obligations changes to agreed-upon amounts

rnd and guanentces
In connection with our various divestitures we agreed to indemnify buyers for actual future damage suffered by the buyers related to

breaches by us of representations and warranties contained in the purchase agreements In addition we have retained certain existing and

potential liabilities
arising in connection with such operations related to periods prior to the closings To mitigate our exposure to certain of

these potential liabilities we maintain errors and omissions insurance and other insurance We are not able to make reasonable estimate

of the maximum potential amount that we could be required to pay under these indemnities We have not made
any significant payments

under these types of indemnity obligations in the past

ArbIrrzrIon wiWi Lufº TcdurnVogics Curpxiions
As part of the sale of MDS Analytical Technologies completed in Qi 2010 our joint venture partnership with Applied Biosystems
division of Life Technologies Corporations Life was dissolved

disagreement arose between the former partners Nordion and Life as

to the appropriate treatment of certain inventory sold by the partnership to Applied Biosystems prior to the dissolution of the joint venture

partnership The disagreement was submitted to arbitration and the arbitrator in the hearing ruled in favour of Life As result we
recorded settlement loss of approximately $9.5 million in our results of discontinued operations in Q3 2011

Subsequent to the arbitrators ruling on September 30 2011 we filed Statement of Claim against Life in the Ontario Superior Court of

Justice seeking recovery
of approximately C$30 million and requesting the $9.5 million settlement payment be stayed pending the outcome

of this new claim In December 2011 Life filed its statement of defense and we expect that Life will vigorously defend this action

schedule for the hearing of motions has
yet to be set however initial hearings may occur during our fiscal 2013 Both parties filed motions

in May 2012 related to the claim We have not paid the $9.5 million to date

Capitalization

Our long-term debt of $43.3 million as of October 31 2012 is primarily non-interest-bearing Canadian government loan maturing in

2015 which we have fully secured with long-term financial instrument that we have included in Other long-term assets in our

consolidated statements of financial position

Our shareholders equity as of October 31 2012 was $194.8 million compared with $284.8 million as of October 31 2011 primarily due to

net loss of $28.9 million and the recognition of pension liability adjustment of $37.7 million for fiscal 2012 During fiscal 2012 we also

declared and paid quarterly dividends for total $18.6 million The decrease also reflects total cost of $4.0 million for our NCIB for fiscal

2012 including charge of $2.1 million to our accumulated deficit due to share buyback costs in excess of the $1.9 million carrying value of

the Common shares

Under our NCIB initiated in fiscal 2011 we repurchased and cancelled 5258632 of our Common shares for an aggregate purchase price of

$55.9 million On January 31 2012 we announced 2012 NCIB which was authorized by the Toronto Stock Exchange TSX to purchase
for cancellation up to 3105901 Common shares As of October 31 2012 we have repurchased and cancelled 71120 of our Common
shares under the 2012 NCIB As discussed in 2012 business and

corporate development section of this MDA we suspended our

dividend and cancelled our NCIB during Q4 2012

Off-balance sheet arrangements

We do not have
any relationships with unconsolidated entities or financial partnerships such as entities referred to as structured finance or

special purpose entities which are established for the purpose of facilitating off-balance sheet
arrangements or other contractually narrow

or limited purposes We do not have
any off-balance sheet

arrangements that have or are reasonably likely to have current or future effect

on the financial condition changes in financial condition revenues or expenses results of operations liquidity or capital expenditures or

capital resources that are material to investors other than operating leases and derivative instruments

Derivative instruments

As of October 31 2012 we held approximately $33 million notional amount of foreign exchange forward contracts designated as cash flow

hedges During fiscal 2012 we recorded $0.6 million realized gain and $0.6 million unrealized gain for our foreign exchange forward

contracts designated as cash flow hedges As of October 31 2012 we held no derivatives designated as fair value or net investment hedges

As of October 31 2012 we identified nominal amount for embedded derivative assets with fair value of $nil October 31 2011 $11.6

million and embedded derivative liabilities with fair value of $0.8 million October 31 2011 $0.4 millionwhich have total notional

amount of approximately $49 million October 31 2011 approximately $300 million During fiscal 2012 we recorded $12.0 million

loss for the
change in the fair value of the embedded derivatives compared to $2.6 million and $13.1 million gain in fiscal 2011 and 2010

respectively
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Litigation

For full descriptions of our material litigation see Section Legal Proceedings in our 2012 AIR

MAPLE
AECL and the Government of Canada unilaterally announced in fiscal 2008 their intention to discontinue development work on the

MAPLE Facilities At the same time AECL and the Government of Canada also publicly announced that they
would continue to supply

medical isotopes from the current NRU reactor and would pursue license extension of the NRU reactor operations past the expiry date

at the time of October 31 2011 On July 2008 we served AECL with notice of arbitration proceedings seeking an order to compel

AECL to fulfill its contractual obligations under an agreement
entered into with AECL in February 2006 the 2006 Agreement to

complete the MAPLE Facilities and in the alternative and in addition to such order seeking significant monetary damages On September

10 2012 we announced that we had received the decision in its confidential arbitration with AECL and was unsuccessful it our claim for

specific performance or monetary damages relating to AECLs cancelled construction of the MAPLE facilities The majority of the tribunal

ruled 21 that our claim against AECL in the arbitration was precluded under the terms of the 2006 Agreement Thus we were not entitled

to remedy under the 2006 Agreement for the unilateral termination by AECL of the construction of the MAPLE facilities In the

decision the arbitrators also dismissed AECLs counterclaim against us for damages for breach 0f contract in the amount 0f $250 million

C$250 million and other relief The appeal period has expired and neither party appealed the decision The arbitrators have yet to decide

on the issue of costs and requested that we and AECL make submissions As the decision of the tribunal favors AECL we may be

responsible for portion of AECLs costs which Łould be material

In addition to the arbitration in 2008 we also filed court claim against AECL and the Government of Canada Our claim filed against

AECL sought damages in the amount of $1.6 billion C$1.6 billion for negligence and breach of contract under the Isotope Production

Facilities Agreement IPFA entered into with AECL in 1996 and ii interim interlocutory and final orders directing AECL to continue to

supply radioisotopes under the 2006 Agreement pending any
final judgment and completion of the MAPLE Facilities and against the

Government of Canada we sought damages in the amount of $1.6 billion C$1 .6 billion for inducing breach of contract and

interference with economic relations in respect to the 2006 Agreement ii an order that we may set off the damages owing to us by the

Government of Canada as result of the Governments conduct set out herein against any amounts owing by us to the Government of

Canada under the Facilities Development and Construction Funding Agreement FDCFA loan agreement between us and the

Government of Canada $100 million C$100 millionand iii an interim and interlocutory order suspending any payments that may be

owing to the Government of Canada under the FDCFA pending the determination of the issues in this litigation and an interim or

interlocutory order requiring the return of all security instruments delivered in connection with the FDCFA The arbitration decision leaves

us open to pursue our ongoing lawsuit against AECL in the Ontario courts in relation to the 1996 IPFA In the analysis
of the decision

although the arbitrators did not rule on the issue the view of the majority was that breach of contract by AECL did not occur under the

2006 Agreement Nordion is pursuing its rights under the IPFA

The parties have agreed on preliminary schedule for proceeding in the IPFA claim and Nordion filed an amended statement of claim on

January 18 2013 Having regard to the majority opinion in the arbitration the amended statement of claim under the IPFA no longer

includes the Government of Canada and the damages claimed are substantially lower Nordion and the Government of Canada have

agreed to the discontinuance of the action against the Government of Canada without costs The schedule provides for AECL to file

motions if it sees fit and to file defence Documentary productions
and discoveries are currently anticipated to begin during 2013 Based

on the current schedule the matter would not be expected to be set down for trial before mid-2014 The claim
requests damages in the

amount of $243.5 million for negligence and breach of the IPFA as well as pre-
and post-judgment interest and costs The damages

claimed are for the recovery of Nordions costs up to the end of the IPFA net of certain amounts settled between Nordion and AECL at

the time of entering into the ILTSA

Under the 2006 Agreement commercially reasonable efforts are required to maintain isotope production from the NRU reactor until such

time as we have established satisfactory long-term altemative supply We have accordingly notified AECL that we intend to continue to

require isotope supply from AECL while we continue to explore alternatives to mitigate the lack of supply from AECL for both back-up

and the long-term supply of reactor-based medical isotopes

Bioequivalence studies

During fiscal 2009 we were served with Complaint related to repeat study costs and mitigation costs of $10 million and lost profits of

$70 million This action relates to certain bioequivalence studies carried out by our former MDS Pharma Services business unit at our

Montreal Canada facility from January 2000 to December 31 2004 We maintain reserves in respect of repeat study costs as well as

errors and omissions insurance We have assessed this claim and have accrued amounts related to the direct costs associated with the repeat

study costs in our FDA provision We have not made specific provision related to the claim for lost profit other than insurance

deductible liabilities We have filed an Answer and intend to vigorously defend this action Discoveries are ongoing and no trial date has

been set To date attempts to mediate the claim have been unsuccessful

During fiscal 2009 we were served with Statement of Claim related to repeat study and mitigation costs of $5 million C$5 million and
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loss of profit of $30 million C$30 million This action relates to certain bioequivalence studies carried out by our former MDS Pharma

Services business unit at our Montreal Canada
facility

from January 2000 to December 31 2004 We maintain reserves in
respect

of

repeat study costs as well as errors and omissions insurance We have assessed this claim and have accrued amounts related to the direct

costs associated with the
repeat study costs in our FDA provision We have not made specific provision related to the claim for lost

profit other than insurance deductible liabilities We have filed Statement of Defence and intend to vigorously defend this action

BioAxone BioSciences

During Q3 2012 we were served with Complaint filed in Florida relating to our former Pharma Services business the Complaint The

Complaint by BioAxone BioSciences Inc named Nordion US Inc as well as another co-defendant and alleges that MDS Pharma

Services acted negligently in the preparation and qualification of Bacterial Master Cell Bank relating to the development of biologic

drug The Plaintiff claims that it has incurred costs to take corrective actions to the cell bank and to the development of its drug as result

of associated delays in development progress through clinical trials and the FDA approvals process
in an amount greater than $90 million

We have not made specific provision related to this Complaint We are currently assessing the merits of the Complaint and intend to

vigorously defend this claim In September 2012 we filed motion to dismiss the claim in Ft Lauderdale Florida and decision is

pending
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Accounting and Control Matters

Recent accounting pronouncements

In December 2011 the Financial Accounting Standards Board FASB issued ASU No 2011-il Balance Sheet Fopic 210 Disclosures about

Offletting Assets and Liabilities which enhances current disclosures about financial instruments and derivative instruments that are either

offset on the statement of financial position or subject to an enforceable master netting arrangement or similar agreement irrespective of

whether they are offset on the statement of financial position Entities are required to provide both net and gross
information for these

assets and liabilities in order to facilitate comparability between financial statements prepared on the basis of U.S Generally Accepted

Accounting Practices GAAP and financial statements prepared on the basis of International Financial Reporting Standards IFRS ASU

2011-11 is effective for annual reporting periods beginning on or after January 2013 and interim periods within those annual periods and

we plan to adopt ASU 2011-11 on November 12013 ASU 2011-11 is not expected to have significant impact on our consolidated

financial statements

In December 2011 the FASB issued ASU No 2011-12 comprehensive Income Topic 220 of the Effictive Date forAmendments to the

Presentation of Reckss/Ications of Items Out ofAccumulated Other Comprehensive Income in Accounting Standardc Update No 2011-05 which indefinitely

defers the requirement in ASU No 2011-05 to present reclassification adjustments out of accumulated other comprehensive income by

component in both the statement in which net income is presented and the statement in which other comprehensive income is presented

During the deferral period the existing requirements in U.S GAAP for the presentation of reclassification adjustments must continue to

be followed ASU 2011-12 is effective for annual reporting periods beginning on or after December 15 2011 and interim periods within

those annual periods and we plan to adopt ASU 2011-12 on November 2012 ASU 2011-12 is not expected to have significant impact

on our consolidated financial statements

International Financial Reporting Standards

We have been monitoring the deliberations and
progress being made by accounting standard setting bodies and securities regulators both

in the U.S and in Canada with respect to their plans regarding convergence to International Financial Reporting Standards IFRS We

currently expect to adopt IFRS as our primary reporting standard when the U.S Securities and Exchange Commission requires domestic

registrants in the U.S to transition to IFRS

Critical accounting policies and estimates

Cur discussion and analysis of the financial condition and results of operations is based on the consolidated financial statements which

have been prepared in accordance with U.S GAAP applied on consistent basis Beginning with its fiscal 2007 year-end we adopted the

U.S dollar as the Companys reporting currency
and U.S GAAP as its primary reporting standard for the presentation of its consolidated

financial statements

Use of estimates

The preparation of the consolidated financial statements requires management to make estimates and assumptions These estimates and

assumptions affect the reported amounts of assets and liabilities and 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 The Companys

estimates are based on the facts and circumstances available at the time estimates are made historical experience risk of loss general

economic conditions and trends and the Companys assessments of the probable future outcomes of these matters Actual results could

differ from those estimates Estimates and assumptions are reviewed periodically and the effects of changes if any are reflected in the

consolidated statements of operations in the period
in which they are determined

Cash and cash equivalents

Cash and cash equivalents include cash on hand balances with banks demand deposits and investments with maturities of three months

or less at the time the investment is made The fair value of cash and cash equivalents approximates the carrying amounts shown in the

consolidated statements of financial position

Restricted cash

Restricted cash which is included in other long-term assets includes cash held for specific purposes
which is not readily available to be

used in the Companys operations related to insurance liabilities

Allowance for doubtful accounts

The Company maintains an allowance for doubtful accounts based on variety of factors including the length of time the receivables are

past due macroeconomic conditions significant one-time events historical experience and the financial condition of customers The

Company records specific reserve for individual accounts when it becomes aware of customers inability to meet its financial

obligations such as in the case of bankruptcy filings or deterioration in the customers operating results or financial position If

circumstances related to customer change the Company would further adjust estimates of the recoverability of receivables
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Inventories

Inventories of raw materials and supplies are recorded at the lower of cost or market value determined on first-in first-out FIFO basis

Finished goods and work-in-process include the cost of material labor and manufacturing overhead and are recorded on FIFO basis at

the lower of cost or market The Company reduces the carrying value of inventories for those items that are potentially excess obsolete or

slow-moving based on changes in customer demand technology developments or other economic factors

Property plant and equipment

Property plant and equipment including assets under capital leases are carried in the accounts at cost less accumulated depreciation

Gains and losses arising on the disposal of individual assets are recognized in income in the period of disposal

The costs associated with modifications to facilities owned by others to permit isotope production are deferred and recorded as facility

modifications and amortized over the expected contractual production

Costs including financing charges and certain design construction and installation costs related to assets that are under construction and

are in the
process of being readied for their intended use are recorded as construction in-progress and are not subject to depreciation

Depreciation which is recorded from the date on which each asset is placed into service is generally provided for on straight-line basis

over the estimated useful lives of the property plant and equipment as follows

Buildings 25 40 years

Equipment 20
years

Furniture and fixtures 10 years

Computer systems years

Leaseholds improvements Term of the lease plus renewal periods when renewal is reasonably assured

Asset retirement obligations

The Company records asset retirement obligation costs associated with the retirement of tangible long-lived assets The Company reviews

legal obligations associated with the retirement of these long-lived assets If it is determined that legal obligation exists and it is probable

that this
liability will ultimately be realized the fair value of the

liability
for an asset retirement obligation is recognized in the period in

which it is incurred if reasonable estimate of fair value can be made The fair value of the
liability

is added to the carrying amount of the

associated asset and this additional carrying amount is depreciated over the expected life of the asset The
present

value of the asset

retirement obligation is accreted with the passage of time to its expected settlement fair value

Goodwill

Goodwill is not amortized but is tested for impairment at least annually The Company tests goodwill during the fourth quarter of each

year
for impairment or more frequently if certain indicators are present or changes in circumstances suggest that impairment may exist

The Company first assesses qualitative factors to determine whether it is necessary to perform the two step quantitative goodwill

impairment test If it is determined that it is more likely than not that the fair value of reporting unit is less than its carrying value the

Company utilizes the
two-step quantitative approach The first step requires comparison of the carrying value of the reporting units to

the fair value of these units The Company estimates the fair value of its reporting units through intemal analyses and valuation utilizing an

income approach based on the
present

value of future cash flows If the carrying value of reporting unit exceeds its fair value the

Company will perform the second
step of the goodwill impairment test to measure the amount of impairment loss if any The second step

of the goodwill impairment test compares the implied fair value of reporting units goodwill with its carrying value The implied fair value

of goodwill is determined in the same manner that the amount of goodwill recognized in business combination is determined The

Company allocates the fair value of reporting unit to all of the assets and liabilities of that unit including intangible assets as if the

reporting unit had been acquired in business combination Any excess of the value of reporting unit over the amounts assigned to its

assets and liabilities is the implied fair value of goodwill

Impairment of long-lived assets

The Company evaluates the carrying value of long-lived assets including property plant and equipment for potential impairment when

events and circumstances warrant review Factors that the Company considers important that could trigger an impairment review include

but are not limited to significant underperformance relative to historical or projected future operating results significant changes in the

manner of use of the acquired assets or the strategy for the Companys overall business significant negative industry or economic trends

significant adverse legal or regulatory development significant decline in the Companys stock price for sustained penod and the

Companys market capitalization relative to its net book value In assessing long-lived assets for impairment assets are grouped with other

assets and liabilities at the lowest level for which identifiable cash flows are largely independent of the cash flows of other assets and

liabilities
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The carrying value of long-lived asset is considered impaired when the anticipated net recoverable amount of the asset is less than its

carrying value In that event ioss is recognized
in an amount equal to the difference between the carrying value and fair value less costs

of disposal by charge to income The anticipated net recoverable amount for long-lived asset is an amount equal to the anticipated

undiscounted cash flows net of directly attributable general and administration costs carrying costs and income taxes plus the expected

residual value if any

When required the fair values of long-lived assets are estimated using accepted valuation methodologies such as discounted future net

cash flows earnings multiples or prices for similar assets whichever is most appropriate under the circumstances

Long-term investments

The Company accounts for long-term investments where it has the ability to exercise significant influence using the equity method of

accounting In situations where the Company does not exercise significant influence over long-term investee that is not publicly listed the

investments are recorded at cost Investments in public companies are carried at fair value The Company periodically reviews these

invesin-ients for impairment In the event the carrying value of an investment exceeds its fair value and the decline in fair value is

determined to be other than temporary the Company writes down the value of the investment to its fair value

Leases

Leases entered into by the Company in which substantially all of the benefits and risks of ownership are transferred to the Company are

recorded as obligations under capital leases and under the corresponding category of property plant and equipment Obligations under

capital leases reflect the
present

value of future lease payments discounted at an appropriate interest rate and are reduced by rental

payments net of imputed interest Property plant and equipment under capital leases are depreciated to the extent that these assets are in

continuing operations based on the useful life of the asset All other leases in continuing operations are classified as operating leases and

leasing costs including any rent holidays leasehold incentives and rent concessions are amortized on straight-line basis over the lease

term

Revenue recognition

Revenues are recorded when title to goods passes or services are provided to customers the price is fixed or determinable and collection is

reasonably assured For the majority of product revenues title
passes to the buyer at the time of shipment and revenue is recorded at that

time

The Company recognizes revenue and related costs for arrangements with multiple deliverables as each element is delivered or completed

based upon fair value as determined by vendor-specific objective evidence of selling price or third-party evidence of selling price If neither

vendor-specific objective evidence nor third-party evidence of selling price is available for any undelivered element revenue for all

elements is calculated based on an estimated selling price method When portion of the customers payment is not due until acceptance

the Company defers that portion of the revenue until
acceptance

has been obtained Revenue for training is deferred until the service is

completed Revenue for extended service contracts is recognized ratably over the contract period Provisions for discounts warranties

rebates to customers returns and other adjustments are provided for in the period the related sales are recorded

Warranty costs

provision for warranties is recognized when the underlying products or services are recorded as revenues The provision is based on

estimated future costs using historical labor and material costs to estimate costs that will be incurred in the warranty period

Stock-based compensation

The fair value of stock options is recognized as compensation expense on straight-line
basis over the applicable stock option vesting

period The
expense

is included in selling general and administration
expenses

in the consolidated statements of operations and as

additional paid-in capital grouped within shareholders equity on the consolidated statements of financial position The consideration

received on the exercise of stock options is credited to share capital at the time of exercise along with the associated amount of additional

paid-in capital

Certain incentive compensation plans of the Company base the determination of compensation to be paid in the future on the price of the

Companys publicly traded shares at the time of payment or time of the grant date Expenses related to these plans are recorded as

liability
and charged to income over the period in which the amounts are earned based on an estimate of the current fair value of amounts

that will be paid in the future

Pension post-retirement and other post-employment benefit plans

The Company offers number of benefit
plans that provide pension

and other post-retirement benefits The current service cost of benefit

plans is charged to income Cost is computed on an actuarial basis using the projected benefits method and based on managements best

estimates of investment yields salary escalation and other factors
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The Company recognizes the funded status of its defined benefit plans on its consolidated statements of financial position recognizes

gains losses and prior service costs or credits that arise during the period that are not recognized as components of net periodic benefit

income cost as component of accumulated other comprehensive income net of tax measures its defined benefit plan assets and

obligations as of the date of the Companys fiscal year-end consolidated statements of financial position and discloses additional

information in the notes to the consolidated financial statements about certain effects on net penodic benefit income cost for the next

fiscal year that arise from delayed recognition of the gains or losses prior service costs or credits and transition assets or obligations

The expected costs of post-employment benefits other than pensions for active employees arc accrued in the
years in which employees

provide service to the Company Adjustments resulting from plan amendments experience gains and losses or changes in assumptions are

amortized over the remaining average service term of active employees Other post-employment benefits are recognized when the event

triggering the obligation occurs

Research and development

The Company conducts various research and development programs and incurs costs related to these activities including employee

compensation materials professional services facilities costs and equipment depreciation Research and development programs costs

including those internally processed are expensed in the periods in which they are incurred

Clinical trial expenses

Other current assets and Other long-term assets include
any

clinical trial
prepayments

made to the clinical research organization CR0
Research and development expenses

include clinical trial expenses associated with CR0 The invoicing from CR0 for services rendered

can lag several months We accrue the cost of services rendered in connection with CR0 activities based on our estimate of site

management monitoring costs and project management costs and record them in accrued liabilities We maintain regular communication

with our CR0 to gauge
the reasonableness of our estimates Differences between actual clinical trial expenses and estimated clinical trial

expenses
recorded have not been material and are adjusted for in the period in which they become known

Income taxes

Deferred tax assets and liabilities are recognized for future tax consequences
attributable to differences between the financial statement

carrying amounts of existing assets and liabilities and their
respective tax basis Deferred tax assets and liabilities are measured using

enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be realized or

settled The Company provides valuation allowance against its deferred tax assets when it believes that it is more likely than not that the

asset will not be realized

The Company determines whether it is more likely than not that tax position will be sustained upon examination The tax benefit of
any

tax position that meets the more-likely-than-not recognition threshold is calculated as the largest amount that is more than SO% likely of

being realized upon resolution of the contingency To the extent full benefit is not expected to be realized on the uncertain tax position

an income tax
liability

is established Interest and penalties on income tax obligations are included in income tax expense

The calculation of the Companys tax liabilities involves dealing with uncertainties in the application of complex tax regulations in

multitude of jurisdictions that the Company has operated in globally Due to the complexity of some of these uncertainties the ultimate

resolution may result in payment that is materially different from current estimates of the income tax liabilities If the Companys estimate

of income tax liabilities proves to be less than the ultimate assessment an additional charge to income tax expense would result If payment

of these amounts ultimately proves to be less than the recorded amounts the reversal of the income tax liabilities may result in income tax

benefits being recognized in the period when it is determined that the estimated income tax
liability is no longer required All of these

potential income tax liabilities are included in income taxes payable or netted against income taxes recoverable on the consolidated

staiements of financial position

Investment tax credits related to the acquisition of assets are deferred and amortized to income on the same basis as the related assets

while those related to current expenses are included in the determination of income for the year

Earnings per share

Basic earnings per
share is calculated by dividing net income by the weighted average number of Common shares outstanding during the

year

Diluted earnings per share is calculated using the treasury stock method by dividing net income available to common shareholders by the

sum of the weighted average
number of Common shares

outstanding
and all additional Common shares that would have been outstanding

shares
arising

from the exercise of potentially dilutive stock options during the
year
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Foreign currency translation

Although the Company reports its financial results in U.s dollars the functional currency of the Companys Canadian operations is

Canadian dollars The functional currencies of the Companys foreign subsidiaries are their local currencies Monetary assets and liabilities

denominated in foreign currencies are translated into the functional currencies of operations at prevailing year-end exchange rates Non-

monetary assets and liabilities are translated into functional currencies at historical rates Assets and liabilities of foreign operations with

functional currency other than U.S dollars are translated into U.S dollars at prevailing year-end exchange rates while revenue and

expenses
of these foreign operations are translated into U.S dollars at average monthly exchange rates The Companys net investments in

foreign subsidiaries are translated into U.S dollars at historical exchange rates

Exchange gains and losses on foreign currency transactions are recorded in other expenses net Upon the sale or upon complete or

substantially complete liquidation of an investment in foreign non-Canadian functional currency entity the amount attributable to that

entity and accumulated in the translation adjustment component of the equity
is removed from the

separate component of equity and

reported as part of the gain or loss on sale or liquidation of the investment in the period during which the sale or liquidation occurs

Exchange gains or losses arising on translation of the Companys net equity investments in these foreign subsidiaries and those arising on

translation of foreign currency long-term liabilities designated as hedges of these investments are recorded in other comprehensive income

OCI Upon reduction of the Companys investment in the foreign non-Canadian subsidiary due to sale or complete or substantially

complete liquidation the amount from the reporting currency translation as well as the offsetting amount from the translation of foreign

currency long-term liabilities included in accumulated other comprehensive income AOCI is recognized in income

Derivative financial instruments

In the normal course of business the Company uses derivative financial instruments to manage foreign currency exchange rate risks

Derivative transactions are governed by uniform set of policies and procedures covering areas such as authorization counterparty

exposure
and hedging practices Positions are monitored based on changes in foreign currency exchange rates and their impact on the

market value of derivatives Credit risk on derivatives arises from the potential for counterparties to default on their contractual obligations

to the Company The Company limits its credit risk by dealing with counterparties that are considered to be of high credit quality The

Company does not enter into derivative transactions for trading or speculative purposes The Company records derivatives at fair value

either as other current assets or accrued liabilities on the consolidated statements of financial position The Company determines the fair

value of the derivative financial instruments using relevant market inputs when no quoted market prices exist for the instruments The fair

value of the derivative financial instruments is determined by comparing the rates when the derivatives are acquired to the market rates at

period-end The key inputs include interest rate yield curves foreign exchange spot and forward rates The Company classifies cash flows

from its derivative programs as cash flows from operating activities in the consolidated statements of cash flows

The accounting for changes in the fair value of derivative depends on the intended use of the derivative and the resulting designation In

order for derivative to qualify for hedge accounting the derivative must be formally designated as fair value cash flow or net

investment hedge by documenting the relationship between the derivative and the hedged item The documentation includes description

of the hedging instrument the hedged item the risk being hedged the Companys risk management objective and strategy
for undertaking

the hedge the method for assessing the effectiveness of the hedge and the method for measuring hedge ineffectiveness Additionally the

hedge relationship must be expected to be highly effective at offsetting changes in either the fair value or cash flows of the hedged item at

both inception of the
hedge and on an ongoing basis The Company assesses the ongoing effectiveness of its hedges on quarterly basis

Cash flow hedges

The Companys hedging activities include hedging program to hedge the economic exposure from anticipated U.S dollar denominated

sales The Company hedges portion of these forecasted foreign denominated sales with forward exchange contracts These transactions

are designated as cash flow hedges and are accounted for under the hedge accounting The Company hedges anticipated U.S dollar

denominated sales that are expected to occur over its planning cycle typically no more than 12 months into the future The effective

portion of the hedge gain or loss is
initially reported as component of accumulated other comprehensive income and subsequently

reclassified into revenues when the hedged exposure affects earnings Any ineffective portion of related gains or losses is recorded in the

consolidated statements of operations immediately

Other derivatives

Derivatives not designated as hedges are recorded at fair value on the consolidated statements of financial position with any changes in the

mark to market being recorded in the consolidated statements of operations Interest rate swap contracts may be used as part of the

Companys program to manage the fixed and floating interest rate mix of the Companys total debt portfolio and the overall cost of

borrowing The Company uses short-term foreign currency forward exchange contracts to hedge the revaluations of the foreign currency

balances The Company has also identified embedded derivatives in certain supply contracts
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Comprehensive income

The Company defines comprehensive income as net income plus the sum of the changes in unrealized gains losses on derivatives

designated as cash flow hedges unrealized gains losses on translation of debt designated as hedge of the net investment in self-

sustaining foreign subsidiaries unrealized gains losses on pension liability adjustments foreign currency
translation gains losses on

self-sustaining foreign subsidiaries and an unrealized
gain loss on translation resulting from the application of U.S dollar reporting and is

presented in the consolidated statements of shareholders equity and comprehensive income loss net of income taxes

Uncertainties and estimates

In addition to Critical accounting policies and estimates described above this section further discusses inherent uncertainties in our net

income resulting from foreign exchange rate fluctuations as well as certain balance sheet items that involved critical estimates and

judgments

PYuctuznon in net income vm diznge in frsgn crdhnge

As Canadian company that
operates globally and holds large percentage of its cash and has large number of transactions in U.S

dollars our net income may have significant fluctuations as result of foreign exchange movements primarily between the Canadian and

U.S dollar The majority of our operations are located in Canada however the vast majority of our sales 96% in 2012 are to customers

outside of Canada We also have number of supply agreements with companies outside of Canada These supply agreements
include the

supply of Co-60 to 2024 from Isotope in Russia which is denominated in U.S dollars In addition to being common currency
for

international transactions the majority of our sales are in U.S dollars Therefore we believe that contracting in U.S dollars for certain

international contracts including the agreement with Isotope is preferred with respect to the economic impact on the cash flow of the

Company as it better matches the currency of the cash outflows of the Company to our cash inflows revenues in U.S dollars

Despite using U.S dollar reporting currency
these U.S dollar contracts may create significant fluctuations in our net income Under U.S

accounting guidelines an embedded derivative may be created when companies enter into transactions that are not denominated in the

currencies of the parties to the transaction For accounting purposes the functional currency of our Canadian operations is the Canadian

dollar and all our future purchase and sale commitments with non-U.S based enterprises that are denominated in U.S dollars usually result

in an embedded derivative being present
These embedded derivatives are revalued at the end of each reporting period based on the change

in foreign exchange rates in our case primarily the Canadian to U.S dollar exchange rate The most significant embedded derivatives in

our business relate to the long-term supply agreement with our Russian supplier Isotope The remaining purchase commitments associated

with this agreement over 12
years for Co-60 purchases are revalued at the end of each quarterly period Although the calculation is

complex and involves number of variables including current and forward Canadian to U.S dollar exchange rates and discount rates an

indicative impact of one cent movement in the Canadian to U.S dollar exchange rate may result in gain or loss of approximately $0.5

million for accounting purposes As result embedded derivative gains and losses are expected to be significant in our operating and net

income in the future

In addition at the end of each
quarter we revalue all monetary assets and liabilities that are expected to be realized in cash that are in

currency other than the functional currency of the entity within Nordion in which they are recorded This revaluation creates foreign

exchange gain or loss that is reflected in Other
expenses net which is included in operating income and net income We generally hold the

majority of our cash in our Canadian functional currency entity in U.S dollars which is revalued at the end of each quarter

The gain or loss from embedded derivatives and/or the revaluation of monetary assets and liabilities reflects the movement of foreign

exchange rates within the period and therefore gain or loss in one quarter will not imply that there will be similar gain or loss in

subsequent quarter unless there is similar movement of foreign exchange rates within the quarter

Currenfly our Canadian dollar costs are significantly higher than our Canadian dollar revenue and therefore our operating income and net

income are negatively impacted by the strengthening of the Canadian dollar relative to the U.S dollar and vice versa While we may be able

to increase our revenue in Canadian dollars or hedge all or portion of the Canadian to U.S dollar difference between our costs and

revenues for period of time changes in foreign exchange rates may still have an impact on our operating income and net income

Cthic2I esttrna Vies in deŁiied sssefv snd cettsin long-term sssets

As of October 31 2012 we reported $57.0 million of deferred tax assets all of which relate to our Canadian operations and could be used

to reduce future cash taxes in Canada We made critical estimates and judgments priniarily related to our forecast of future income that

the Company will significantly benefit from existing tax losses RD tax credits and other
carryovers

that can be applied to reduce cash

taxes

We are subject to taxation in our principal jurisdiction of Canada and in numerous other countries around the world With few
exceptions

we are no longer subject to examination by Canadian tax authorities for taxes filed for years prior to 2005 However despite the fact that
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many of the activities related to our prior strategic repositioning during 2009 to 2011 are complete most Canadian tax returns for 2005 and

later still remain open to examination and potential adjustment by various tax authorities As discussed in the Internal Control over

Financial Reporting section of this MDA we have identified material weakness in the accounting for income taxes principally related to

historical transactions

As of October 31 2012 we also reported at fair value $1.4 million and $14.2 million of investment and long-term note receivable in

Celerion Inc Celerion respectively received as part of the sale proceeds of Early Stage We made critical estimates and judgments in

determining the fair value of these assets the going concern assumption for Celerion and associated credit risk

While we believe these estimates and key judgments are reasonable different
assumptions regarding such factors as industry outlook

customer den-iand competitor actions and other unforeseen events may cause future results to differ from our current estimates

Managements annual report on disclosure controls and procedures and internal control over financial reporting

An effective system of disclosure controls and procedures and internal control over financial reporting is highly dependent upon adequate

policies and procedures human resources and information technology All control systems no matter how well designed have inherent

limitations including the possibility of human error and the circumvention or overriding of the controls or procedures As result there is

no certainty that our disclosure controls and procedures or internal control over financial reporting will prevent all errors or all fraud In

addition changes in business conditions or changes in the nature of the Companys operations may render existing controls inadequate or

affect the degree of compliance with policies and procedures Accordingly even disclosure controls and procedures and internal control

over financial reporting detern-aned to be effective can only provide reasonable assurance of achieving their control objectives

Disclosure controls and procedures

Disclosure controls and procedures are designed to provide reasonable assurance that all relevant information is gathered and reported to

senior management including the Chief Executive Officer CEO and the Chief Financial Officer CFO on timely basis so that

appropriate decisions can be made regarding public disclosure We including the CEO and CFO have evaluated the effectiveness of our

disclosure controls and procedures as defined in the rules of the U.S Securities and Exchange Commission and the Canadian Securities

Administrators Based on that evaluation we including the CEO and CFO have concluded that as result of the material weakness

described below in our report on internal control over financial reporting disclosure controls and procedures were not effective as of

October 31 2012

Internal control over financial reporting

Management of Nordion under the supervision of the CEO and CFO is responsible for the design and operation of internal control over

financial reporting and evaluates the effectiveness of these controls on an annual basis using the framework and criteria established in

Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission

Based on the evaluation performed as at October 31 2012 and because of the material weakness described below management concluded

that internal control over financial reporting was not effective as of October 31 2012 material weakness is deficiency or combination

of deficiencies in internal control over financial reporting such that there is reasonable possibility that material misstatement of our

annual or interim consolidated financial statements will not be prevented or detected on timely basis

As of October 31 2012 the Company did not maintain effective internal control over financial reporting in the accounting for income

taxes principally related to historical transactions Specifically management has not yet completed process
of reviewing and evaluating the

accounting and reporting of its income tax accounts based on the complex transactions principally arising from prior years particularly

considering the reduced size and scope of the Company which has resulted in significantly reduced level of materiality While this material

weakness is not pervasive in scope it resulted in non-material errors to the financial statements that were identified and corrected prior to

release and accordingly there is reasonable possibility that material misstatement of our annual or interim consolidated financial

statements will not be prevented or detected on timely basis

Remediation of the material weakness from the prior year and related material changes in internal control over financial

reporting

As at the end of fiscal 2010 Management had concluded that the technical complexity and volume of work associated with the strategic

repositioning plan placed substantial demands on the Companys tax resources which in turn diminished the operating effectiveness of our

internal controls for both routine and non-routine income tax accounting and reporting

During fiscal 2012 we have continued to monitor our accounting and reporting for our income tax accounts related to the complex

transactions of prior years We have identified those issues on which we need to focus our remediation efforts and are progressing on the
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resolution of these issues in accordance with our plan We intend to continue our efforts to strengthen and enhance our disclosure controls

and procedures and internal control over this identified area of deficiency until the material weakness is fully remediated

Management implemented number of measures during fiscal 2011 and 2012 designed to remediate these identified control deficiencies

including

augmenting technical accounting and tax resources with external
support

from professional accounting firms other than our

independent registered public accounting firm

the hiring of additional tax specialists into our tax group

the development and implementation of plan to review the historical tax positions and
exposures

for all legal entities in complete

and effective manner and in light of lower reporting materiality

working with various taxation authorities to expedite their audits of our open tax years

the consideration of enhancements to the level of automation in our tax accounting and working paper preparation and

further strengthening of the design of internal controls over complex and non-routine transactions

The measures noted above have allowed us to make substantial progress on this matter but as at October 31 2012 we do not yet
consider

the material weakness to have been remediated

Caution regarding forward-looking statements

From time to time we make written or oral forward-looking statements within the meaning of certain securities laws including under

applicable Canadian securities laws and the safe harbour provisions of the United States Private Securities Litigation Reform Act of

1995 This document contains forward-looking statements including but not limited to statements relating to our expectations
with

respect to our business
strategy

and the competitive landscape factors influencing our commercial success the demand for and supply of

our products and competing products the supply of the inputs for our products potential outcomes of current legal proceedings and our

internal investigation the potential for additional legal and regulatory proceedings the regulatory status of our products reimbursement

approvals and the costs and results of clinical trials our research and development initiatives our estimates of future site remediation costs

our intentions with respect to our liquidity levels and access to capital and more generally statements with
respect to our beliefs plans

objectives expectations anticipations estimates and intentions The words maywill could should would outlook

believe plan anticipate estimate project expect intend indicate forecast objective optimistic assume
endeavour and similar words and expressions are intended to identify forward-looking statements

Forward-looking statements are necessarily based on estimates and assumptions made by us in light of our experience and our perception

of historical trends current conditions and expected future developments as well as other factors that we believe are appropriate in the

circumstances but which are inherently subject to significant business political economic and competitive uncertainties and contingencies

Kiiown and unknown factors could cause actual results to differ materially from those projected in the forward-looking statements Factors

that could cause actual results or events to differ materially from current expectations include but are not limited to the following factors

which are discussed in greater detail in the Risk Factors described in section of the AIF and our success in anticipating and managing

these risks availability of supply of reactor-based isotopes business interruptions the Companys primary Targeted Therapies product

TheraSphere is sold under Humanitarian Device Exemption in the U.S anti-corruption and fraud and abuse risk effectiveness of

internal controls risks arising from doing business in various countries around the world dependence on one customer for the majority of

the Medical Isotopes segment revenue and earnings risks related to the Companys credit
facility agreement shareholder activism sources

of supply reimbursement risk an unfavourable outcome of one of the Companys clinical trials for TheraSphere external forces may
result in significant declines in pricing and/or sales volumes the Companys primary operating locations handle and store hazardous and

radioactive materials the Company faces significant competition and may not be able to compete effectively long-term supply

commitments of Co-60 risks related to insurance
coverage

the Companys business financial condition and results of operations are

subject to significant fluctuation current and future litigation and regulatory proceedings risks relating to the Companys defined benefit

pension plans the Company is subject to complex and costly regulation Restrictions on foreign ownership outcome of the Companys
arbitration with AECL and its lawsuit against AECL Risks related to any strategic transaction compliance with laws and regulations

affecting public companies the Company may be unable to effectively introduce and market new products and services or may fail to keep

pace with advances in technology foreign currency exchange rates may adversely affect results changes in trends in the pharmaceutical and

biotechnology industries regulations may reduce demand for the Companys products and services and increase expenses current

economic
instability volatility of share price and dividend policy dependence on information technology III systems and communication

systems uncertain disposal and decommissioning costs access to cash for ongoing operations or for strategic transactions intellectual

property protection tax reassessment risk dependence upon the services of key personnel labour relations

The foregoing list of factors that may affect future results is not exhaustive By their
very nature forward-looking statements involve

inherent risks and uncertainties both general and specific which give rise to the possibility that predictions forecasts projections and
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shareholder Beneficial shareholders may be forwarded either form of proxy

already signed by the intermediary or voting instruction form to allow them to direct

the voting of shares they beneficially own Beneficial shareholders should follow

instructions for voting conveyed to them by their intermediaries

If share is held by two or more persons any one of them present or represented

by proxy at the meeting may in the absence of the other or others vote at the

meeting However if one or more of them are present or represented by proxy they

must vote together in respect of that share

All shareholders should refer to the accompanying Circular for further information

regarding completion and use of this proxy and other information pertaining to the

meeting

VOTE USING THE TELEPHONE OR INTERNET 24 HOURS

DAY DAYS WEEK

TO VOTE BY MAIL TO VOTE BY
TELEPHONE OR FAX

Only Avaiiabie Within Canada and U.S

Complete sign and return this form in the Using touch-tone phone

envelope provided to the Companys transfer Call toil free 1-866-249-5127

agent and registrar CIBC Mellon Trust English and French and follow

Company Proxy Dept P.O Box 721 the voice instructions or

Agincourt Ontario Canada MiS OA1 Faxtoll free 1-866-781-3111

Proxy instructions must be received by Proxy instructions must be received by

1100 am EST March 2013 1100 am EST March 2013

If this proxy is not dated it will be deemed

to be dated on the date upon which it was

mailed to the Company

TO VOTE BY INTERNET

Go to www.proxypushca/ndn and follow the

instructions on the website

Proxy instructions must be received by

1100a.m EST March 52013

To vote by telephone or the Internet you will need to provide your CONTROL

NUMBER listed on the top left corner

If you vote by telephone or the Internet DO NOT mail back this form of proxy

Proxies submitted must be received by 1100 a.m EST on March 2013 In the

event that the meeting is adjourned or postponed no later than 1100 am EST at

least one business day preceding the date to which the meeting is adjourned or

postponed



MANAGEMENTS DISCUSSION AND ANALYSIS

other forward-looking statements will not be achieved When relying on our forward-looking statements to make decisions with respect to

the Company investors and others should carefully consider the foregoing factors and other uncertainties and potential events We caution

readers not to place undue reliance on our forward-looking statements as number of factors including but not limited to the risk factors

listed above and further described in section of our 2012 AIF could cause our actual results performance or achievements to differ

materially from the beliefs plans objectives expectations anticipations estimates and intentions expressed in such forward-looking

statements

We do not assume any obligation to update or revise any forward-looking statements whether written or oral that may be made from time

to time by us or on our behalf except as required by applicable law
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Report of Independent Registered Accounting Firm on Internal Control

Io the Shareholders and Board of Directors of Nordion Inc

We have audited Nordion Inc.s internal control over financial
reporting as of October 31 2012 based on criteria established in Internal

Control Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission the COSO

critcria Nordion Inc.s management is responsible for maintaining effective internal control over financial reporting and for its

assessment of the effectiveness of internal control over financial reporting included in the accompanying Managements annual report on

internal control over financial reporting Our responsibility is to express an opinion on the Companys internal control over financial

reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board United States Those

staiidards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial

reporting was maintained in all material respects Our audit included obtaining an understanding of internal control over financial

reporting assessing the risk that material weakness exists testing and evaluating the design and operating effectiveness of internal control

based on the assessed risk and performing such other procedures as we considered
necessary

in the circumstances We believe that our

audit provides reasonable basis for our opinion

companys internal control over financial reporting is
process designed to provide reasonable assurance regarding the reliability of

financial reporting and the preparation 0f financial statements for external
purposes

in accordance with generally accepted accounting

principles companys internal control over financial reporting includes those policies and procedures that pertain to the maintenance

of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of the assets of the company provide

reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally

accepted accounting principles and that receipts and expenditures of the company are being made only in accordance with authorizations

of management and directors of the company and provide reasonable assurance regarding prevention or timely detection of

unauthorized acquisition use or disposition of the companys assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements Also projections of

any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in

conditions or that the degree of compliance with the policies or procedures may deteriorate

material weakness is deficiency or combination of deficiencies in internal control over financial reporting
such that there is

reasonable possibility that material misstatement of the companys annual or interim financial statements will not be prevented or

detected on timely basis The following material weakness has been identified and included in managements assessment Nordion

Inc did not maintain effective internal control over financial reporting in the
accounting

for income taxes principally related to historical

transactions and tax positions Specifically management did not complete process
of evaluating the accounting and reporting of its

income tax accounts based on the complex transactions principally arising from prior years

We also have audited in accordance with the standards of the Pubhe Company Accounting Oversight Board United States the

consolidated statements 0f financial position of Nordion Inc as 0f October 31 2012 and 2011 and the related consolidated statements 0f

operations shareholders equity comprehensive loss income and cash flows for each of the three
years

in the penod ended October 31
2012 This material weakness was considered in determining the nature timing and extent of audit tests applied in our audit of the 2012

financial statements and this report does not affect our report
dated January 25 2013 which expressed an unqualified opinion on those

financial statements

In our opinion because of the effect of the material weakness described above on the achievement of the objectives of the control critena

Nordion Inc has not maintained effective internal control over financial reporting as of October 31 2012 based on the COSO criteria

/s/ Ernst Young
Chartered Accountants

Licensed Public Accountants

Ottawa Canada

January 25 2013
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Independent auditors report
of registered public accounting firm

To the Shareholders of Nordion Inc

We have audited the accompanying consolidated financial statements of Nordion Inc which comprise the consolidated statements of

financial position as at October 31 2012 and 2011 and the consolidated statements of operations shareholders equity comprehensive

income loss and cash flows for each of the
years

in the three-year period ended October 31 2012 and summary of significant

accounting policies and other explanatory information

Managements responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with United

States generally accepted accounting principles and for such internal control as management determines is necessary to enable the

preparation of consolidated financial statements that are free from material misstatement whether due to fraud or error

Auditors responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits We conducted our audits in

accordance with Canadian generally accepted auditing standards and the standards of the Public Company Accounting Oversight Board

United States Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable

assurance about whether the consolidated financial statements are free from material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial

statements The procedures selected depend on the auditors judgment including the assessment of the risks of material misstatement of

the consolidated financial statements whether due to fraud or error In making those risk assessments the auditors consider internal

control relevant to the entitys preparation and fair presentation of the consolidated financial statements in order to design audit procedures

that are appropriate in the circumstances An audit also includes examining on test basis evidence supporting the amounts and

disclosures in the consolidated financial statements evaluating the appropriateness of accounting policies used and the reasonableness of

accounting estimates made by management as well as evaluating the overall presentation of the consolidated financial statements

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide basis for our audit opinion

Opinion

In our opinion the consolidated financial statements present fairly
in all material

respects
the financial position of Nordion Inc as at

October 31 2012 and 2011 and the results of its operations and its cash flows for each of the years in the three-year period ended October

31 2012 in accordance with United States generally accepted accounting principles

Other matter

We have also audited in accordance with the standards of the Public Company Accounting Oversight Board United States Nordion

Inc.s internal control over financial reporting as of October 31 2012 based on the criteria established in Internal Control Integrated

Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated January 25 2013

expressed an opinion that Nordion Inc has not maintained effective internal control over financial reporting as of October 31 2012

/s/ Ernst Young
Chartered Accountants

Licensed Public Accountants

Ottawa Canada

January 25 2013
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
As at October 31

J/usands 0/ U.S dollars except share amounts
2012 201

ASSETS

Current assets

Cash and cash equivalents 109360 74067

Accounts receivable Note 46488 38999

Notes receivable Notes 8i and 8c 4004 16061

Inventories Note 33977 30595

Income taxes recoverable Note 19 23951 22857

Current portion of deferred tax assets Note 19 4141 7661

Other current assets Note 2042 13842

Assets of discontinued operations 936

Total current assets 223963 205018

Property plant and equipment net Note 88217 97690

Deferred tax assets Note 19 52855 73237

Long-term investments Note 1450 1473

Other longterrn assets NoteS 62096 81245

Total asgets 428581 458663

LIABILITIES AND SHAflEHOLDERS EQUITY
Current liabilities

Accounts payable 18783 13661

Accrued liabilities Note 10 80322 52914

Income taxes payable /Note 15 9494 4238

Current portion
of long-term debt Note II 4190 156

Current portion of deferred revenue Note 12 1500 820

Liabilities of discontinued operations 4079

Total current liabilities 114289 80 868

Long-term debt Note 11 39141 40174

Deferred revenue Note 12 1958 3855

Long-term income taxes payable Note 19 3960 9369

Other long-term liabilities Note 13 74468 39619

Total liabilities 233816 173 885

Shareholders equity

Common shares at par Authoized shares unlimited Issued aiid outstand4ng shares 61909101

and 62378521 respectively Not 15 252168 254076

Additional paid-in capital 84726 83159

Accumulated decit 265474 216789
Accumulated other comprehensive income 123345 164332

Total shareholders equity 194765 284778

Total liabilities and shareholders equity 428581 458663

Commitments and conttnencees Note 24

The aconpa/yin5 notes form an integral part of these consolidated financed statements

On behalf of the Board

William Anderson

William Anderson

Chairman Board of Directors

Janet lVoodri/f

Janet Woodruff

Chair Finance and Audit Committee
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CONSOLIDATED STATEMENTS OF OPERATIONS

ears ended October 31

Jouiandc 17 dollars
eptp

shars amounts 2012 2011 2010

Revenues 244840 274027 221968

Costs and expenses

Direct cost of revenues 110992 126076 104677

Selling general and administration 69831 65107 100286

Depreciation and amortization 17080 22375 28514

Restructuring charges net Note /7 1781 1592 62531

Change in fair value of embedded derivatives Note 16 12020 2649 13050
Other expenses net Note 18 32041 8549 25057

Total costs and expenses 221050 308015

Operating income loss from continuing operations 1095 52977 86047
Interest expense 4406 2499 5522
Interest and dividend income 6835 10274 8590

Equity loss Note 128 650
Income loss from continuing operations before income taxes 3524 60624 83629

Income tax expense recovey Note 19

-current 5744 13456 8306
-deferred 38137 3666 8493

32393 17122 187

Loss incoinefrom
VV

28869 43502 83816

Loss from discontinued operations net of income taxes 26655 148194
Net loss income 28869 16847 232010

Basic and diluted loss earninga per share Note 14

from continuing operations 0.47 0.67 0.94
from discontinued operations 0.41 1.66

Basic and diluted loss earnngs per share 0.47 0.26 2.60

The uccoarying notesforsn an
intera1 part of

these consolidated
jinancial statements
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

ilie myanymg notesfotiii an intral part of
these

consolidatedfinancial statements

Common Shares Additional

Paid-in

Capital

78450

Accumulated

Deficit

Retained

Earnings

$167229

232010

Accumulated

Other

Comprehensive

Income

259424

thousands of US dollars and number of common shares Number Amount Total

Balance as of October 31 2009 120137 488808 993911

Net loss 232010

Other comprehensive income 21788 21788

Repurchase and cancellation of Common shares 52941 215304 127844 106852 450000

Stock options exercised 42 327 327

Stock-based compensation 3538 3538

Other 28 79 86 35

Balance as of October 31 2010 67238 273 859 81 909 192 539 174360 337589

Net income 16847 16847

Other comprehensive income 731 731

Repurchase and cancellation of Common shares 860 19 775 21 864 10759 52398
Dividends declated 19244 19244
Stock-based compensation 1250 1250

Other 11

Balance as of October 31 2011 62378 254076 83159 216789 164332 284778

Net loss 28869 28869
Other comprehensive loss 40014 40014

Repurchase and cancellation of Common shares 469 1911 1160 973 4044
Dividends declared 18632 18632
Stock-based compensation 1567 1567

Other 24 21
Balance as of October 31 2012 61909 252168 84726 265474 123345 194765

The
accompanyin5 nolesJorm an integralpart of

these
consolidatedfinandal

statements

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS INCOME
Years ended October 31

thousandrof US dollars
2012 2011 2010

Net loss income 28869 16847 232010

Foreign currency translation 2369 10959 203227

Reclassification of realized gain on derivatives designated as cash flow hedges net of tax of

$141 2011 -$nil 2010-$nil respectively 420
Unrealized gain on derivatives designated as cash flow hedges net of tax of $1 60 2011

$14 2010Soil 479 41

Pension liability adjustments net of tax of $12 100 2011 SI 44 2010 S2 32 37704 129 11 869

Reclassification of realized foreign currency translation gain on divestitures 4629 42122
Unrealized gain on available-for-sale assets net of tax of $oiI2011$82 485

Reclassification of realized gain on available-for-sale assets net of tax of $nil

2011 $180 1512
Unrealized gain on net investment hedge net of tax of Soil 2011 Soil 2010 $nil 2400

Realized gain on net investment hedge due to divestitures net of tax of $nil

2011 $nil 2010 S16271 130367

Other 34

Other comprehensive loss income 40014 731 21788

Comprehensive loss income 68883 17578 210222
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CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended October 31

thousands of
US dollars 2012 2011 2010

Operating activities

Net loss income 28869 16847 232010
Loss from discontinued operations net of income taxes 26655 148194

Loss income from continuing operations 28869 43502 83816

Adjustments to reconcile net ioss to cash provided by used in operating

activities relating to continuing operations Note 20
Items not affecting current cash flows 84394 27063 72644

Changes in operating assets and liabilities 7871 33456 48754

Cash provided by used in operating activities of continuing operations 63396 37109 59926
Cash used in operating activities of discontinued operations 18592 73499
Cash provided by used in operating activities 63396 18517 133425

Investing activities

Purchase of
property plant and equipment 7384 6732 7251

Decrease increase in restricted cash 1941 26592 16147
Proceeds on sale of long-term investments 1668 10552

Cash used in provided by investing activities of continuing operations 5443 21528 12846
Cash used in provided by investing activities of discontinued operations 18412 633167

Cash used in provided by investing activities 5443 3116 620321

Financing activities

Payment of cash dividends 18632 19244
Repurchase and cancellation of Common shares 4044 52398 450000
Issuance of shares 327

Repayment of long-term debt 221456
Cash used in financing activities of continuing operations 22675 C71642 671129
Cash used in financing activities of discontinued operations 1193 298
Cash used in financing activities 22675 72835 671427

Effect of foreign exchange rate changes cash and cash equivalents 15 2467 9130

Net increase decrease In cash nd cash equivalents during the year 35293 48735 175401
Cash and cash equivalents beginning of year 74067 122802 298203

Cash and cash equivalents end of year 109360 74067 122802

Cash interest paid 4504 2479 32476

Cash taxes refunded paid 1130 2775 526

The accompatyin notesfoem an interalpart of these vnsolidatedJlnancial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

amounts in thousands of U.S dollars except where noted

Nature of Operations

Nordion Inc Nordion or the Company is global health science company that provides market-leadrng products and services used for

the prevention diagnosis and treatment of disease The Companys operations are organized into three business segments Targeted

1herapies Sterilization Technologies and Medical Isotopes as well as certain corporate functions and activities reported as Corporate and

Other

Summary of Significant Accounting Policies

Basis of presentation

The consolidated financial statements have been prepared in United States U.S dollars the Companys reporting currency and in

accordance with U.S generally accepted accounting principles GAAP applied on consistent basis

Principles of consolidation

The consolidated financial statements of the Company reflect the assets and liabilities and results of operations of all subsidiaries and

entities of which the Company is the primary beneficiary All significant intercompany accounts and transactions have been eliminated The

results of operations disposed of are included in the consolidated financial statements up to the date of disposal

The equity method of accounting is used for investments in entities for which the Company does not have the ability to exercise control

but has significant influence

Use of estimates

The preparation of the consolidated financial statements requires management to make estimates and assumptions These estimates and

assumptions affect the reported amounts of assets and liabilities and 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
The Companys

estimates are based on the facts and circumstances available at the time estimates are made historical experience risk of loss general

economic conditions and trends and the Companys assessments of the probable future outcomes of these matters Actual results could

differ from those estimates Estimates and assumptions are reviewed periodically and the effects of changes if any are reflected in the

consolidated statements of operations in the period in which they are determined

Cash and cash equivalents

Cash and cash equivalents include cash on hand balances with banks demand deposits and investments with maturities of three months

or less at the time the investment is made The fair value of cash and cash equivalents approximates the carrying amounts shown in the

consolidated statements of financial position

Restricted cash

Restricted cash which is included in other long-term assets includes cash held for specific purposes which is not readily available to be

used in the Companys operations related to insurance liabilities

Allowance for doubtful accounts

The Company maintains an allowance for doubtful accounts based on variety of factors including the length of time the receivables are

past due macroeconomic conditions significant one-time events historical experience and the financial condition of customers The

Company records specific reserve for individual accounts when it becomes aware of customers inability to meet its financial

obligations such as in the case of bankruptcy filings or deterioration in the customers operating results or financial position If

circumstances related to customer change the Company would further adjust estimates of the recoverability of receivables

Inventories

Inventories of raw materials and supplies are recorded at the lower of cost or market value determined on first-in first-out FIFO basis

Finished goods and work-in-process include the cost of material labor and manufacturing overhead and are recorded on FIFO basis at

the lower of cost or market The Company reduces the carrying value of inventories for those items that are potentially excess obsolete or

slow-moving based on changes in customer demand technology developments or other economic factors

Property plant and equipment

Property plant and equipment including assets under capital leases are carried in the accounts at cost less accumulated depreciation

Gains and losses arising on the disposal of individual assets are recognized in income in the period of disposal

The costs associated with modifications to facilities owned by others to permit isotope production are deferred and recorded as facility

modifications and amortized over the expected contractual production Costs including financing charges and certain design construction
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

All amounts in thousands of U.S dollars except where noted

and installation costs related to assets that are under construction and are in the
process

of being readied for their intended use are

recorded as construction in-progress and are not subject to depreciation

Depreciation which is recorded from the date on which each asset is placed into service is generally provided for on straight-line basis

over the estimated useful lives of the property plant and equipment as follows

Buildings 25 40 years

Equipment 20
years

Furniture and fixtures 10
years

Computer systems years

Leaseholds improvements Term of the lease plus renewal periods when renewal is reasonably assured

Asset retirement obligations

The Company records asset retirement obligation costs associated with the retirement of tangible long-lived assets The Company reviews

legal obligations associated with the retirement of these long-lived assets If it is determined that legal obligation exists and it is probable

that this
liability

will ultimately be realized the fair value of the
liability

for an asset retirement obligation is recognized in the period in

which it is incurred if reasonable estimate of fair value can be made The fair value of the
liability

is added to the carrying amount of the

associated asset and this additional carrying amount is depreciated over the expected hfe of the asset The present value of the asset

retirement obligation is accreted with the passage of time to its expected settlement fair value

Goodwill

Goodwill is not amortized but is tested for impairment at least annually The Company tests goodwill during the fourth quarter of each

year
for impairment or more frequently if certain indicators are present or changes in circumstances suggest that impairment may exist

The Company first assesses qualitative factors to determine whether it is
necessary to perform the two step quantitative goodwill

impairment test If it is determined that it is more likely than not that the fair value of reporting unit is less than its carrying value the

Company utilizes the two-step quantitative approach The first step requires comparison of the carrying value of the reporting units to

the fair value of these units The Company estimates the fair value of its reporting units through internal analyses and valuation utilizing an

income approach based on the present value of future cash flows If the carrying value of reporting unit exceeds its fair value the

Company will perform the second step of the goodwill impairment test to measure the amount of impairment loss if any The second
step

of the goodwill impairment test compares the implied fair value of reporting units goodwill with its carrying value The implied fair value

of goodwill is determined in the same manner that the amount of goodwill recognized in business combination is determined The

Company allocates the fair value of reporting unit to all of the assets and liabilities of that unit including intangible assets as if the

reporting unit had been acquired in business combination Any excess of the value of reporting
unit over the amounts assigned to its

assets and liabilities is the implied fair value of goodwill

Impairment of long-lived assets

The Company evaluates the carrying value of long-lived assets including property plant and equipment for potential impairment when

events and circumstances warrant review Factors that the Company considers important that could trigger an impairment review include

but are not limited to significant underperformance relative to historical or projected future operating results significant changes in the

manner of use of the acquired assets or the strategy for the Companys overall business significant negative industry or economic trends

significant adverse legal or regulatory development significant decline in the Companys stock price for sustained period and the

Companys market capitalization relative to its net book value In assessing long-lived assets for impairment assets are grouped with other

assets and liabilities at the lowest level for which identifiable cash flows are largely independent of the cash flows of other assets and

liabilities

The carrying value of long-lived asset is considered impaired when the anticipated net recoverable amount of the asset is less than its

carrying value In that event loss is recognized in an amount equal to the difference between the carrying value and fair value less costs

of disposal by charge to income The anticipated net recoverable amount for long-lived asset is an amount equal to the
anticipated

undiscounted cash flows net of directly attributable general and administration costs carrying costs and income taxes plus the expected

residual value if any

When required the fair values of long-lived assets are estimated using accepted valuation methodologies such as discounted future net

cash flows earnings multiples or prices for similar assets whichever is most appropriate under the circumstances

Long-term investments

The Company accounts for long-term investments where it has the ability to exercise significant
influence using the equity method of

accounting In situations where the Company does not exercise significant
influence over long-term investee that is not publicly listed the

investments are recorded at cost Investments in public companies are carried at fair value The Company periodically reviews these
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

tAll amounts in thousands of U.S dollars except where noted

investments for impairment In the event the carrying value of an investment exceeds its fair value and the decline in fair value is

determined to be other than temporary the Company writes down the value of the investment to its fair value

Leases

Leases entered into by the Company in which substantially all of the benefits and risks of ownership are transferred to the Company are

recorded as obligations under capital leases and under the corresponding category of
property plant and equipment Obligations under

capital leases reflect the
present value of future lease payments discounted at an appropriate interest rate and are reduced by rental

payments net of imputed interest Property plant and equipment under capital leases are depreciated to the extent that these assets are in

continuing operations
based on the useful life of the asset All other leases in continuing operations are classified as operating leases and

leasing costs including any rent holidays leasehold incentives and rent concessions are amortized on straight-line basis over the lease

term

Revenue recognition

Revenues are recorded when title to goods passes or services are provided to customers the price is fixed or determinable and collection is

reasonably assured For the majority of product revenues title passes to the buyer at the rime 0f shipment and revenue is recorded at that

time

The Company recognizes revenue and related costs for arrangements with multiple deliverables as each element is delivered or completed

based upon fair value as determined by vendor-specific objective evidence of selling price or third-party evidence of selling price If neither

vendor-specific objective evidence nor third-party evidence of selling price is available for any undeivered element revenue for all

elements is calculated based on an estimated selling price method When portion of the customers payment is not due until acceptance

the Company defers that portion of the revenue until acceptance has been obtained Revenue for training is deferred until the service is

completed Revenue for extended service contracts is recognized ratably over the contract period Provisions for discounts warranties

rebates to customers returns and other adjustments are provided for in the period the related sales are recorded

Warranty costs

provision for warranties is recognized when the underlying products or services are recorded as revenues The provision is based on

estimated future costs using historical labor and material costs to estimate costs that will be incurred in the warranty period

Stock-based compensation

The fair value of stock options is recognized as compensation expense on straight-line basis over the applicable stock option vesting

period The
expense

is included in selling general and administration
expenses

in the consolidated statements of operations and as

additional paid-in capital grouped within shareholders equity on the consolidated statements of financial position The consideration

received on the exercise of stock options is credited to share capital at the time of exercise along with the associated amount of additional

paid-in capital

Certain incentive compensation plans of the Company base the determination of compensation to be paid in the future on the
price

of the

Companys publicly traded shares at the time of payment or time of the grant date Expenses related to these plans are recorded as

liability
and charged to income over the period in which the amounts are earned based on an estimate of the current fair value of amounts

that will be paid in the future

Pension post-retirement and other post-employment benefit plans

The Company offers number of benefit plans that provide pension and other post-retirement benefits The current service cost of benefit

plans is charged to income Cost is computed on an actuarial basis using the projected benefits method and based on managements best

estimates of investment yields salary escalation and other factors

The Company recognizes the funded status of its defined benefit plans on its consolidated statements of financial position recognizes

gains losses and prior service costs or credits that arise during the period that are not recognized as components of net periodic benefit

cost income as component of accumulated other comprehensive income net of tax measures its defined benefit plan assets and

obligations as of the date of the Companys fiscal year-end consolidated statements of financial position and discloses additional

information in the notes to the consolidated financial statements about certain effects on net periodic benefit cost income for the next

fiscal
year

that arise from delayed recognition of the gains or losses prior service costs or credits and transition assets or obligations

The expected costs of post-employment benefits other than pensions for active employees are accrued in the years in which employees

provide service to the Company Adjustments resulting from plan amendments experience gains and losses or changes in assumptions are

amortized over the remaining average
service term of active employees Other postemployment benefits are recognized when the event

triggering the obligation occurs
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

amounts in thousands of U.S dollars except where notedi

Research and development

The Company conducts various research and development programs and incurs costs related to these activities including employee

compensation materials professional services facilities costs and equipment depreciation Research and development programs costs

including those internally processed are expensed in the periods in which they are incurred

Clinical trial expenses

Other current assets and Other long-term assets include
any

clinical trial
prepayments made to the clinical research organization CR0

Research and development expenses include clinical trial expenses associated with the CR0 The invoicing from the CR0 for services

rcndered can lag several months The Company accrues the cost of services rendered in connection with CR0 activities based on its

estimate of site management monitoring costs and project management costs and record them in accrued liabilities The Company

maintains regular communication with the CR0 to gauge the reasonableness of our estimates Differences between actual clinical trial

expenses and estimated clinical trial
expenses

recorded have not been material and are adjusted for in the period in which they become

known

Income taxes

Deferred tax assets and liabilities are recognized for future tax consequences attributable to differences between the financial statement

carrying amounts of existing assets and liabilities and their respective tax basis Deferred tax assets and liabilities are measured using

enacted tax rates expected to apply to taxable income in the
years

in which those
temporary

differences are expected to be realized or

settled The Company provides valuation allowance against its deferred tax assets when it believes that it is more likely than not that the

asset will not be realized

The Company determines whether it is more likely than not that tax position will be sustained upon examination The tax benefit of any

tax position that meets the more-likely-than-not recognition threshold is calculated as the largest amount that is more than 5Q% likely of

being realized upon resolution of the contingency To the extent full benefit is not expected to be realized on the uncertain tax position

an income tax liability
is established Interest and penalties on income tax obligations are included in income tax expense

The calculation of the Companys tax liabilities involves dealing with uncertainties in the application of complex tax regulations in

multitude of jurisdictions that the Company has operated in globally Due to the complexity of some of these uncertainties the ultimate

resolution may result in payment that is materially different from current estimates of the income tax liabilities If the Companys estimate

of income tax liabilities
proves to be less than the ultimate assessment an additional charge to income tax expense would result If payment

of these amounts ultimately proves to be less than the recorded amounts the reversal of the income tax liabilities may result in income tax

benefits being recognized in the period when it is deterrrthied that the estimated income tax liability is no longer required All of these

potential income tax liabilities are included in income taxes payable or netted against income taxes recoverable on the consolidated

statements of financial position

Investment tax credits related to the
acquisition of assets are deferred and amortized to income on the same basis as the related assets

while those related to current expenses are included in the determination of income for the
year

Earnings per share

Basic earnings per
share is calculated by dividing net income by the weighted average number of Common shares outstanding during the

year

Diluted earnings per share is calculated using the
treasury

stock method by dividing net income available to common shareholders by the

sum of the weighted average
number of Common shares outstanding and all additional Common shares that would have been outstanding

shares arising from the exercise of potentially dilutive stock options during the year

Foreign currency translation

Although the Company reports its financial results in U.S dollars the functional
currency

of the Companys Canadian operations is

Canadian dollars The functional currencies of the Companys foreign subsidiaries are their local currencies Monetary assets and liabilities

denominated in foreign currencies are translated into the functional currencies of operations at prevailing year-end exchange rates Non
monetary assets and liabilities are translated into functional currencies at historical rates Assets and liabilities of foreign operations with

functional
currency

other than U.S dollars are translated into U.S dollars at prevailing year-end exchange rates while revenue and

expenses of these foreign operations are translated into U.S dollars at average monthly exchange rates The Companys net investments in

foreign subsidiaries are translated into U.S dollars at historical exchange rates
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Exchange gains and losses on foreign currency
transactions are recorded in other

expenses
net Upon the sale or upon complete or

substantially complete liquidation of an investment in foreign non-Canadian functional currency entity the amount attributable to that

entity and accumulated in the translation adjustment component of the equity is removed from the separate component of equity and

reported as part
of the gain or loss on sale or liquidation of the investment in the period during which the sale or liquidation occurs

Exchange gains or losses arising on translation of the Companys net equity investments in these foreign subsidiaries and those arising on

translation of foreign currency long-term liabilities designated as hedges of these investments are recorded in other comprehensive income

OCI Upon reduction of the Companys investment in the foreign non-Canadian subsidiary due to sale or complete or substantially

complete liquidation the amount from the reporting currency translation as well as the offsetting amount from the translation of foreign

currency long-term liabilities included in accumulated other comprehensive income AOCI is recognized in income

Derivative financial instruments

In the normal course of business the Company uses denvative financial instruments to manage foreign currency exchange rate nsks

Derivative transactions are governed by uniform set of policies and procedures covering areas such as authorization counterparty

exposure
and hedging practices Positions are monitored based on changes in foreign currency exchange rates and their impact on the

market value of derivatives Credit risk on derivatives arises from the potential for
counterparties to default on their contractual obligations

to the Company The Company limits its credit risk by dealing with counterparties that are considered to be of high credit quabty The

Company does not enter into derivative transactions for trading or speculative purposes
The Company records denvatives at fair value

either as other current assets or accrued liabilities on the consolidated statements of financial position The Company determines the fair

value of the derivative financial instruments using relevant market inputs when no quoted market prices exist for the instruments The fair

value of the derivative financial instruments is determined by comparing the rates when the derivatives are acquired to the market rates at

period-end The key inputs include interest rate yield curves foreign exchange spot
and forward rates The Company classifies cash flows

from its derivative programs as cash flows from operating activities in the consolidated statements of cash flows

The accounting for changes in the fair value of derivative depends on the intended use of the derivative and the resulting designation In

order for derivative to qualify for hedge accounting the derivative must be formally designated as fair value cash flow or net

investment hedge by documenting the relationship between the derivative and the hedged item The documentation includes description

of the hedging instrument the hedged item the risk being hedged the Companys risk management objective and strategy
for undertaking

the hedge the method for assessing the effectiveness of the hedge and the method for measuring hedge ineffectiveness Additionally the

hedge relationship must be expected to be highly effective at offsetting changes in either the fair value or cash flows of the hedged item at

both inception of the hedge and on an ongoing basis The Company assesses the ongoing effectiveness of its hedges on quarterly basis

Cash flow hedges

The Companys hedging activities include hedging program to hedge the economic exposure from anticipated U.S dollar denominated

sales The Company hedges portion of these forecasted foreign denominated sales with forward exchange contracts These transactions

are designated as cash flow hedges and are accounted for under the hedge accounting The Company hedges anticipated U.S dollar

denominated sales that are expected to occur over its planning cycle typically no more than 12 months into the future The effective

portion of the hedge gain or loss is
initially reported as component of accumulated other comprehensive income and subsequently

reclassified into revenues when the hedged exposure affects earnings Any ineffective portion
of related gains or losses is recorded in the

consolidated statements of operations immediately

Other derivatives

Derivatives not designated as hedges are recorded at fair value on the consolidated statements of financial position with any changes in the

mark to market being recorded in the consolidated statements of operations Interest rate swap contracts may be used as part of the

Companys program to manage the fixed and floating interest rate mix of the Companys total debt portfolio and the overall cost of

borrowing The Company uses short-term foreign currency
forward exchange contracts to hedge the revaluations of the foreign currency

balances The Company has also identified embedded derivatives in certain supply contracts

Comprehensive income

The Company defines comprehensive income as net income plus the sum of the changes in unrealized gains losses on derivatives

designated as cash flow hedges unrealized gains losses on translation of debt designated as hedge of the net investment in self-

sustaining foreign subsidiaries unrealized gains losses on pension liability adjustments foreign currency
translation gains losses on

self-sustaining foreign subsidiaries and an unrealized gain loss on translation resulting from the application of U.S dollar reporting and is

presented in the consolidated statements of shareholders equity and comprehensive loss income net of income taxes

Recent accounting pronouncements

In December 2011 the Financial Accounting Standards Board FASB issued ASU No 2011il Balance Sheet Topic 210 Disclosures about

Offtetting
Assets and Liabilities which enhances current disclosures about financial instruments and derivative instruments that are either

offset on the statement of financial position or subject to an enforceable master netting arrangement or similar agreement irrespective of
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whether they are offset on the statement of financial position Entities are required to provide both net and gross
information for these

assets and liabilities in order to facilitate comparability between financial statements prepared on the basis of U.S Generally Accepted

Accounting Principles GAAP and financial statements prepared on the basis of International Financial Reporting Standards IFRS ASU

2011-11 is effective for annual reporting periods beginning on or after January 2013 and interim periods within those annual periods and

the Company plans to adopt ASU 2011-11 on November 2013 ASU 2011-11 is not expected to have significant impact on the

Companys consolidated financial statements

In December 2011 the FASB issued ASU No 2011-12 Comprehensive Income Topic 220 Deft rral of the
Effictive

Date forAmendments to the

Presentation of Reclass/Ications of Items Out ofAccumu/ated Other Comprehensive Income in Accounting Standards Update No 2011-05 which indefinitely

defers the requirement in ASU No 2011-05 to present reclassification adjustments out of accumulated other comprehensive income by

component in both the statement in which net income is presented and the statement in which other comprehensive income is presented

During the deferral period the existing requirements in U.S GAAP for the presentation of reclassification adjustments must continue to

be followed ASU 2011-12 is effective for annual reporting periods beginning on or after December 15 2011 and interim periods within

those annual periods and the Company plans to adopt ASU 2011-12 on November 2012 ASU 2011-12 is not expected to have

significant impact on the Companys consolidated financial statements

International Financial Reporting Standards IFRS
The Company has been monitoring the deliberations and

progress being made by accounting standard setting bodies and securities

regulators both in the U.S and Canada with respect to the convergence to IFRS The Company currently expects to adopt IFRS as its

primary reporting standard when the SEC requires domestic registrants in the U.S to adopt IFRS

Accounts Receivable

As of October 31 2012 2011

Trade accounts receivable 35484 37203

Other receivablesa 11179 1966

46663 39169

Allowance for doubtful accounts 175 170

Accounts receivable 46488 38999

Other receivables as of October 31 2012 include one-time settlement receivable of $8.3 million related to certain litigation matters

Inventories

As of October31 2012 2011

Raw materials and supplies 33843 31611

Work-in-process 282 354

Finished goods 1031 267

35156 32232

Allowance for excess and obsolete inventory 1179 1637
Inventories 33977 30595

Nordion Inc Fiscal 2012 Annual Report

81



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

amounts in thousands of U.S dollars except where notedi

Property Plant and Equipment

As of October 31 2012 2011

Accumulated Accumulated

Cost Depreciation Cost Depreciation

Land 2828 2834

Buildings 84030 45677 82800 43060

Equipment 83422 61989 80627 56923

Furniture and fixtures 1604 1604 1608 1566

Computer systems 82642 77331 77869 73112

Leasehold improvements 10779 1593 10752 1046

Facility modifications 36641 30237 36418 26462

Construction in-progress 4702 6951

306648 218431 299859 202169

Accumulated depreciation 218431 202169

Property plant and equipment 88217 97690

Other Current Assets

As of October 31 2012 other current assets include embedded derivative and other derivative assets of $0.2 million October 31 2011

$11.8 million Note 16 as well as prepaid expenses and other of $1.8 million October 31 2011 $2.0 million

Long-Term Investments

As of October 31 2012 2011

Investment in Celeriona 1450 1473

Investment in LCC Legacy Holdings formerly Lurnira Capital Corp.l

Long-term investments 1450 1473

Investment in Celerion Inc Celerion

On March 52010 as part of the consideration for the sale of MDS Pharma Services Early Stage Early Stage Nordion received

approximately 15% of the total common stock of Celerion assuming the conversion of all the outstanding preferred stock and issuance and

exercise of permitted stock options The outstanding preferred stock of Celerion are voting all owned by third parties convertible into

common stock on 11 basis subject to certain adjustments and are subordinated to the Note Note 8c Nordions ability to transfer its

Celerion equity and the Note is subject to the consent of Celerion which is controlled by third-party mvestors who collectively hold

majority of the outstanding Celerion equity and have no restrictions on selling their interests These third-party investors also have majority

representation on the Board of Directors of Celerion This investment in Celerion is recorded at cost and has fair value of $1.4 million as

of October 31 2012 The fair value has been determined based on an estimate of the fair value of the business sold using proceeds on sale

and discounted future cash flow model using cost of equity of comparable companies adjusted for risk

Pursuant to applicable U.S accounting rules business entity may be subject to consolidation if it is determined to be variable interest

entity VIE and if the reporting entity is the primary beneficiary The Company has determined that Celerion is VIE but Nordion is not

the primary beneficiary and therefore consolidation is not required The Company continues to assess any
reconsideration events and

monitor the status of its relationship with Celerion The fair value of the Companys investment in Celerion and the Note Note 8c is

currently estimated to be $15.6 million in aggregate The Companys maximum
exposure

to ioss is limited to the carrying value of the Note

and its investment in Celerion

Investment in LCC Legacy Holdings LCC formerly Lumira Capital Corp
Long-term investments include an investment in LCC an investment fund management company which has long-term investments In

development-stage enterprises that have not yet earned significant revenues from their intended business activities or established their

commercial viability Nordion does not have any significant involvement in the day-to-day operations of LCC other than to obtain its share

of earnings and losses During the year ended October 31 2012 the Company received $0.9 million dividend from LCC and reported

equity loss of $riil 2011 $0.1 million 2010 $0.7 miUion from the investment in LCC The Companys exposure to losses is limited to its

investment of $nil October 31 2011 _$nil
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Other Long-Term Assets

As of October 31 2012 2011

Restricted cash@ 3906 5847

Financial instrument pledged as security on long-term debtQ 38989 40048

Long-term note receivablec 14172 20721

Goodwill Note 2526 2532

Pension assets Note 22 9748

Other4 2503 2349

Other long-term assets 62096 81245

Restricted cash

As of October 31 2012 restricted cash of $3.9 million October 31 2011 $5.8 million is related to funds for insurance liabilities

Financial instrument pledged as security on long-term debt

The financial instrument pledged as security on long-term debt is classified as held to maturity and is not readily tradable as it defeases the

long-term debt due to the Government of Canada related to the construction of the MAPLE Facilities Note 11 The effective annual

interest rate is 7.02% and it is repayable semi-annually over 15 years commencing October 2000 The carrying value as of October 31

2012 is $43.0 million October 31 2011 $44.1 millionof which $4.0 million October 31 2011 $4.1 million is included in notes

receivable in the consolidated statements of financial position As of October 31 2012 the fair value is $49.1 million October 31 2011

$51.7 million which has been determined using discounted cash flow model in which future cash flows are discounted to present value

using the current market borrowing rate pertaining to the remaining life of the receivable

Long-term note receivable

Atomic Energy of Canada Limited AECL
In fiscal 2006 as result of comprehensive mediation

process
that resulted in an exchange of assets between the Company and AECL

related to the MAPLE Facilities long-term note receivable of $38.0 million after discounting was received by the Company This non-

interest bearing note receivable was repayable monthly over four
years commencing November 2008 and the last payment was received

by the Company during the fourth quarter of fiscal 2012 The carrying value of the long-term note receivable as of October 31 2012 is $nil

October 31 2011 $12.0 million of which the entire $12.0 million as at October 31 2011 was included in notes receivable in the

consolidated statements of financial position

Celerion

On March 2010 as part
of the consideration for the sale of Early Stage the Company received note receivable with principal amount

of $25.0 million issued by Celerion which has five-year term and bears interest at 4% per annum the Note Celerion can elect to add the

interest to the principal amount of the Note The Note is partially secured with second-lien interest in certain real estate of Celerion As

part of the sale of Early Stage the Company also signed transition services agreement TSA that allowed Celerion to pay for the first

three months of TSA services to maximum of $1.8 million by increasing the principal amount of the Note

In the first
quarter

of fiscal 2012 Celerion offered to make an early payment to Nordion of $6.5 million in cash to reduce the unsecured

portion of the Note principal amount by $12.5 million that would have otherwise been due in 2015 to facilitate change in Celerions

capital structure related to its strategic initiative Effective January 2012 the Company accepted the offer from Celerion and amended the

Note reflecting reduction in the principal amount of the Note by $12.5 million in the face value or $8.9 millionin the carrying value for

$6.5 million cash payment received As result the Company recorded loss of $2.4 million in the first quarter of fiscal 2012 Note 18

Other than restating the principal amount for the immediate cash payment all other terms and conditions of the Note remained effectively

the same The Company identified this transaction as an impairment indicator and assessed whether an other-than-temporary impairment

of the Note has occurred As the transaction did not represent an adverse change in the cash flow of the remaining Note amount the

Company deternimed no other-than-temporary impairment of the Note occurred as of January 31 2012 Except for this transaction the

Company did not identify any impairment indicator for the Note during fiscal 2012

The carrying value of the Note including interest and accretion as of October 31 2012 is $14.2 million October 31 2011 $20.7 million

The fair value of the Note as of October 31 2012 is $14.2 million which includes $5.8 million of accreted interest The fair value has been

determined based on discounted cash flows using market rates for secured debt and cost of equity of comparable companies adjusted for

risk and any increase in principal amount related to the TSA and interest payments The current face value of the Note including TSA

services and interest is $16.8 million The Note is being accreted up to its face value using an effective interest rate of 8% for secured cash

flows and 28% for unsecured cash flows
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Other

Includes the long-term portion of the TheraSphere clinical trials prepayment the deferred charges relating to the credit facility Note 11
and other long-term receivables and assets

Goodwill

As of October 31 2012 management determined that the fair value of goodwill exceeds its carrying value of $2.5 million October 31
2011 $2.5 million resulting in no impairment of goodwill

In the fourth quarter of fiscal 2010 the Company changed its segment reporting structure Note 23 following the completion of its

strategic repositioning and allocated goodwill to two of the Companys business segments Sterilization Technologies $1.6 million and

Medical Isotopes $0.9 million The Companys segment reporting change following its strategic realignment in the fourth quarter of fiscal

2012 did not require reallocation of its goodwill

10 Accrued Liabilities

As of October31 2012 2011

Employee-related accruals Note 4922 6716

FDA provision@ 8321 8325

Captive insurance
liability Note 24 2119 4492

AECL revenue share and waste disposal 3770 3004

Restructuring provision Note 17 3453 4004

Other 57737 26373

Accrued liabilities 80322 52914

The FDA provision was established in fiscal 2007 to address certain U.S Food and Drug Administration FDA issues related to the

Companys discontinued bioanalytical operations in its Montreal Canada facilities Although the bioanalytical operations were part of

Pharma Services Nordion has retained this potential liability following the sale of Early Stage The Company may where

appropriate reimburse clients who have incurred or will incur third party audit costs or study re-run costs to complete the work required

by the FDA and other regulators Management regularly updates its analysis of this critical estimate based on all currently available

information Based on this analysis the Company recorded payments of $nil 2011 $0.2 million 2010 -$9.9 million for the year ended

October 31 2012 As of October 31 2012 management believes that the remaining provision of $8.3 million October 31 2011 $8.3

million is sufficient to cover any agreements reached with clients for study audits study re-runs and other related costs Included in this

potential liability are amounts for two legal claims the Company has been served with related to repeat study costs Note 25

Other includes $9.5 million settlement accrual recorded for the arbitration with Life Technologies Corporation Life as result of

the ruling that occurred in July 2011 as well as approximately $32 million estimated litigation accruals Note 25 Other also includes

derivative liabilities royalties and various miscellaneous payables

11 Long-Term Debt

As of October 31 Maturity 2012 2011

Total long-term debt 2013 to 2015 43331 44330

Current portion of long-term debt 4190 4156
Long-term debt 39141 40174

As of October 31 2012 debt includes non-interest-bearing Canadian government loan with carrying value of $43.0 million October 31
2011 $44.1 million discounted at an effective interest rate of 7.02% and repayable at C$4.0 million US$4.0 million per year

with the

remaining balance due April 2015 The fair value of this financial instrument is $48.8 million October 31 2011 $52.1 millionwhich

has been determined using discounted cash flow model in which future cash flows are discounted to present value using the current

market borrowing rate pertaining to the remaining life of the related receivable long-term financial instrument has been pledged as full

security for the repayment of this debt Note 8b

On January 25 2013 the Company entered into $80.0 million Amended and Restated senior revolving one year
committed credit

facility

with the Toronto-Dominion Bank TD and select
group

of other financial institutions the Lenders The Amended and Restated credit

facility
consists of $20 million revolving credit

facility
and separate facility of up to $60 million to be used for the issuance of letters of
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credits Each material subsidiary of Nordion jointly and severally guaranteed the obligations of the borrower to the lenders The credit

facilities are secured by floating and fixed charges over the assets of the borrower and guarantors including but not limited to accounts

receivable inventory and real property with the latter facility to be fully secured with specific pledge of cash collateral

Under this credit facility the Company is able to borrow Canadian and U.S dollars by way of Canadian dollar prime rate loans U.S dollar

base rate loans U.S dollar Libor loans the issuance of Canadian dollar bankers acceptances
and letters of credit in Canadian and U.S

dollars The credit facility is for one-year term which may be extended on mutual agreement of the Lenders for successive subsequent

periods The credit
facility

is primarily for general corporate purposes As of October 31 2012 the Company has not used the credit facility

for borrowing however we had $30.6 million October 31 2011 $19.7 million of letters of credit issued under this credit facility

The loan agreement includes customary positive negative and financial covenants

Principal repayments

Principal repayments of long-term debt over the next five fiscal years and thereafter are as follows

2013 4190

2014 4156

2015 34985

2016

2017

Thereafter

43331

12 Deferred Revenue

As of October31 2012 2011

Payment in advance of settices rendered 1269 1115

Deferred credit related to government Ipana 1958 3467

Deposits for reimbursable costs 231 1093

3458 5675

Less current portion 1500 1820

Long-term portion of deferred revenue 1958 3855

The deferred credit is related to the Canadian government loan associated with the MAPLE Facilities which is being amortized over

the remaining three-year term of the debt using the sum of the years digits method

13 Other Long-Term Liabilities

As of October 31 2012 2011

Post retitement obligations Ntit 22 55516 18259

Asset retitement obligation Note 26 12570 11691

Captive insurance liability Note 24 2505 2616

Restructuring provision Note 17 191 3617

Other 3686 3436

Other long-term liabilities 74468 39619
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14 Loss Earnings Per Share

The following table illustrates the reconciliation of the denominator in the computations of the basic and diluted loss earnings per
share

Years Ended October 31

number of shares in thousands 2012 2011 2010

Weighted average number of Common shares outstanding basic 62029 64719 89279

Impact of stock options assumed exercised 90

Weighted average number of Common shares outstanding diluted 62030 64809 89280

Basic and diluted loss earnings per share from continuing operations 47 067 94
Basic and diluted loss per share from discontinued operations 41 66
Basic and diluted loss earnings per share 0.47 0.26 2.60

15 Share Capital

As of October 31 2012 the authorized share capital of the Company consists of unlimited Common shares The Common shares are

voting and are entitled to dividends if and when declared by the Companys Board of Directors

Summary of share capital

Common Shares

number of shares in thousands Number Amount

Balance as of October 31 2009 120137 488808

Issued 42 327

Repurchased and cancelled 52941 215304
Other 28

Balance as of Octobet 31 2010 67a238 27859

Repurchased and cancelled 4860 19775
Other

Balance as of October 31 2011 62378 254076

Repurchased and cancelled 469 1911
Other

Balance as of October 31 2012 61909 252168

During the first quarter of fiscal 2012 the Company repurchased and cancelled 398500 common shares for total cost of $3.5 million

under the 2011 normal course issuer bid NCIB The Company repurchased 5258632 shares cumulatively under the 2011 NCIB which

expired on January 25 2012

On January 31 2012 the Company announced 2012 NCIB which was authorized by the Toronto Stock Exchange TSX to purchase for

cancellation up to 3105901 Common shares During fiscal 2012 the Company repurchased 71120 common shares for total cost of $0.5

million under the 2012 NCIB During the fourth quarter of fiscal 2012 the Company ceased repurchasing shares under the current NCIB
and cancelled the bid

In Iecember 2011 March and June 2012 the Company declared quarterly dividends at $0.10 per share which were paid on January

April and July 32012 each in the amount of $6.2 million to the Companys shareholders of record on December 23 2011 March21 and

June 18 2012 respectively During the fourth quarter of fiscal 2012 the Board of Directors for the Company decided to suspend the

quarterly dividend

16 Financial Instruments and Financial Risk

Derivative instruments

The Company uses foreign currency forward exchange contracts to manage its foreign exchange risk The Company enters into foreign

exchange contracts to hedge anticipated U.S dollar denominated sales that are expected to occur over its planning cycle typically no more

than 18 months into the future If the denvative is designated as cash flow hedge the effective portions of the hedge gain or loss is

initially reported as component of accumulated other comprehensive income and subsequently reclassified into revenues when the

hedged exposure affects earnings Any ineffective portions of related gain or loss is recorded in
earnings immediately The Company also
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uses short-term foreign currency
forward exchange contracts to hedge the revaluations of the foreign currency

balances which have not

been designated as hedges Derivatives not designated as hedges are recorded at fair value on the consolidated statement of financial

position with any changes in the mark to market being recorded in the consolidated statement of operations

The Company has identified embedded derivatives in certain of its supply contracts as result of the
currency

of the contract being

different from the functional
currency

of the parties involved Changes in the fair value of the embedded derivatives are recognized in the

consolidated statements of operations

The Company does not use derivatives for trading or speculative purposes and is not party to leveraged derivatives See further

discussion of derivative financial instruments in Note Summary of Significant Accounting Policies

The following table provides the fair value of all Company derivative instruments

As of October 31 2012 2011

Fair Value Fair Value

Assets

Embedded derivativesa 10 11584

Foreign currency forward contracts wider cash flow hedgesO 195 88

Foreign currency forward contracts not under hedging relatlonshlpsc 183

Liabilities

Enibeddd detivatives 814 370

Foreign currency forward contracts under cash flow hedges$ 60 57

Foreign currency forward contracts not under hedging rejationshipsc 148

As of October 31 2012 and October 31 2011 total notional amounts for the Companys certain supply contracts identified for embedded derivatives were approximately

$49 million and $300 million respectively

As of October 31 2012 and October 31 2011 total notional amounts for the Companys foreign currency forward contracts under cash flow hedges were approximately

$33 million and $36 million respectively

As of October 31 2012 and October 31 2011 total notional amounts for the Companys foreign currency forward contracts not under hedging relationships were

approximately $nil and $13 million respectively

The following table summarizes the activities of the Companys derivative instruments

Years ended October31 2012 2011 2010

Realized gain loss on foreign curenc fp1vatd coittacts under

cash flow hedges 561 219

Unrealized gaix loss oft foreg4 Jar4ttonracts

under cash hedges 639 55
Realized gain loss on forelgi cutrjr otd cOnfats ftot

under cash flow hedges 482 327
Unrealized loss gain on fQreign curranty fbrward contracts not

under cash flbW hedges 79 10

Unrealized lsss gain on tinbedded detivates recodd in change in fair value

of embedded derivativesCa 12020 2649 13050

Reclassificaiion of realized gain recor4d in OCI relating to net

investment hedge 146638
Unrealized gain recorded in OCI telatiiig to net investment hedges 2400

Excludes unrealized loss for embedded derivatives related to the discontinued operations of 0.5 million for the year ended October 31 2010

Credit risk

Certain of the Companys financial assets including cash and cash equivalents are exposed to credit risk The Company may from time to

time invest in debt obligations and commercial
paper

of governments and corporations Such investments are limited to those issuers

carrying an investment-grade credit rating In addition the Company limits the amount that is invested in issues of any one government or

corporation

The Company is also exposed in its normal course of business to credit risk from its customers As of October 31 2012 accounts

receivable is net of an allowance for uncollectible accounts of $0.2 million October 31 2011 $0.2 million

Credit risk on financial instruments arises from the potential for counterparties to default on their contractual obligations to the Company
The Company is exposed to credit risk in the event of non-performance but does not anticipate non-performance by any of the
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counterparties to its financial instruments The Company limits its credit risk by dealing with counterparties that are considered to be of

high credit quality In the event of non-performance by counterparty the carrying value of the Companys financial instruments represents

the maximum amount of loss that would be incurred

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in satisfying its financial obligations as they become due The Company

manages
its liquidity risk by forecasting cash flows from operations and anticipated investing and financing activities The Company has

cash and cash equivalent totaling $109.4 million October 31 2011 $74.0 millioncash generated by the operations and the credit

facilities which are sufficient to honor its financial obligations

Valuation methods and assumptions for fair value measurements

Cash and cash equivalents accounts receivable notes receivable income taxes recoverable accounts payable accrued liabilities and

income taxes payable have short periods to maturity and the carrying values contained in the consolidated statements of financial position

approximate their estimated fair values

Fair value hierarchy

The fair value of the Companys financial instruments is the price that would be received to sell an asset or paid to transfer liability in an

orderly transaction between market participants at the measurement date The fair value of financial instruments is determined by reference

to quoted market prices for the same financial instrument in an active market Level If Level fair values axe not available the

Company uses quoted prices for identical or similar instruments in markets which are non-active inputs other than quoted prices that are

observable and derived from or corroborated by observable market data such as quoted prices interest rates and yield curves Level or

valuation techniques in which one or more significant inputs are unobservable Level

The following table discloses the Companys financial assets and liabilities measured at fair value on recurring basis

As of October 31 2012

Description Level Level Level Total

Cash equivalents
100 100

Derivative assets Note
205 205

Derivative liabilities Note 10b 874 874

As of October 31 2011

Description Level Level Level Total

Cash equivalents 100 100

Derivative assets Note
446 11409 11855

Derivative liabihties Note 10b 575 575

The following table
presents

the changes in the Level fair value category

Year ended October 31 2012

Net Realized

Unrealized Gains

As of Losses included in
Purchases Sales Transfers in As of

October 31 Issuance and and/or Out October 31

Description 2011 Earnings Other Settlements net of Level 2012

Derivative assets Note 11409 11409

Year ended October 31 2011

Net Realized

Unrealized Gains

As of Losses included in
Purchases Sales Transfers in As of

October 31 Issuance and and/or out of October 31

Description 2010 Earnings Other Settlements net Level 2011

Derivative assets Note 10514 895 11409
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17 Restructuring Charges Net

During the fourth quarter of fiscal 2012 Norclion announced strategic realignment of the business designed to focus on improving the

execution of Nordions business strategy As result of this strategic alignment the Company recorded restructuring charge of $2.6

million 2011 $nil 2010 $nil relating to workforce reductions for the year ended October 31 2012

During the first
quarter

of fiscal 2012 the Company signed lease termination agreement and paid $2.5 million C$2.5 million early

termination penalty for approximately 7O% of its former Toronto office space
As result during the year

ended October 31 2012 the

Company recorded $0.7 million net recovery
in the first quarter

of fiscal 2012

As of October 31 2012 the restructuring provision
of $3.6 million October 31 2011 $7.6 million is included in accrued liabilities Note

10 and other long-term liabilities Note 13 in the consolidated statements of financial position The majority of the workforce reduction

provision
is expected to be utilized during fiscal 2013 with portion of the provision remaining until the first quarter of fiscal 2014 The

Company has completed its activities associated with the fiscal 2011 and 2010 restructuring plans and has utilized substantially
all of the

related prior year provisions The remaining contract cancellation recovery provision relates to future rental payments related to the

Companys remaining former corporate office space
in Toronto which may extend over years

The table below provides an analysis
of the Companys restructurmg

activities related to its continuing operations until October 31 2012

19 Income Taxes

Income tax provision

Cumulative

Activities

Balance

as of

October 31

The components of the Companys income loss from continuing operations before income taxes and the related provision
for income

taxes are presented below

Years ended October 31 2012 2011 2010

Canadian 2491 57453 61247

Foreign
1033 3171 22382

Income loss from continuing operations before income taxes 3524 60624 83629

Expenses
Non-

2012 2011 2010 Total Cash Cash 2012

Workforce reductions 2557 1217 42161 45935 42174 1074 2687

Contract cancellation

recovery chaiges 776 375 7175 6774 7042 1225 957

Other 13195 13195 13181 14

Restructuring charges net 1781 1592 62531 65904 62397 137 3644

18 Other Expenses Net

Years ended October 31 2012 201 2010

Research and development 6552 5629 4533

Foreign exchange gain loss 832 4336 32003

Gain loss on sale of investment 1691 1054

Write-down of investments and other lpngnn assets
1632

Othera 26321 275 14165

Other etpenses et 32041 8549 25057

lncludcd in Other is loss on the Celerion note receivable of $2.4 million Note 8c and estimated litigation
accruals of $24.1 million Note 25 for thc year ended

October 31 2012
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The components of the income tax expense are as follows

Yeats ended October31 2012 2011 2010

Canadian income tax expense recovery

Current 5211 12851 9615
Deferred

38137 3666 6998
Foreign income tax recovery expense

Current 533 605 1308
Deferred 15492

Income tax expense 32393 17122 187

reconciliation of
expected income taxes to reported income tax expenses is provided below

Years ended October31 2012 2011 2010

Expected income tax
expense recovery at the 25% 2011

2010 30% statutory rate 893 16372 25050
Increase decrease in taxes as result of

Change in valuation allowance on deferred tax assets 48515 406 19599
Tax benefit arising on utilization of RD tax credits 1339 438 11
Net changes in reserves for uncertain tax positionsa 14758 1398 10217
Foreign earnings taxed at rates different from the statutory rate 264 1166 1726
Stock-based compensation 397 471 269

Impact of income tax rate changes 2297 1065
Deferred tax rate differential 1159 788 562
Provision to previously filed tax returns 5744 671 4188
Non-taxable portion of capital loss on investments 26694
Other investment write downs 109
Non-deductible foreign ecliange losses 6950

Impact of non-deductible expenses and other differences 3009 883 2230

Reported income tax expense 32393 17122 187

xcludec net changes in reserves for uncertain tax
positions

related to discontinued operations

Deferred tax assets and liabilities

Components of the deferred tax assets and liabilities consist of the following temporary differences

As of October 31 2012 2011

Tax benefit of losses carried forward 128124 99498
Tax basis in excess Qf book value 2883 9756
Investment tax credits 68088 65283
Provisions and reserves 385 2195
Other comprehensive loss

20025 8609
Deferred tax assets before valuation allowance 219505 180951

Unrecognized tax benefits 12872
Valuation allowance

149637 100053
Net deferred tax assets 56996 80898

No deferred income taxes have been
provided on undistributed earnings or relating to cash held in foreign jurisdictions as the Company

has estimated that
any income or withholding taxes on repatriation would not be significant

Included within the tax benefit of losses carried forward are deferred tax assets relating to capital losses carried forward of $70.5 million

October 31 2011 $41.1 million The amount of valuation allowance recorded against these assets is $57.6 million October 31 2011

$41.1 million and $12.9 million October 31 2011 $nil is an unrecognized tax benefit These tax assets relate to $545.4 million October
31 2011 $332.8 million of

gross tax assets and have an indefinite expiry period

Investment Tax Credits

As of October 31 2012 the Company has deferred tax assets relating to investment tax credits of $84.6 million October 31 2011 $83.9

million These ITCs will expire in various years between 2024 and 2032 The amount of valuation allowance recorded against these assets

is $35.4 million October 31 2011 $nil
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Tax losses carried forward

As of October 31 2012 the Company has deferred tax assets relating to net operating loss carryovers
of $57.6 million October 31 2011

$58.4 million The valuation allowance recorded against these assets is $56.3 million October 31 2011 $58.1 million These tax assets

relate to $178.7 million October 31 2011 $181.3 million of gross tax loss carryovers Of the total losses $178.7 million October 31

2011 $181.3 million will expire in various
years

between 2013 and 2031

Tax contingencies

At October 31 2012 the gross reserves for uncertain tax positions excluding accrued interest and penalties were $33.5 million October 31

2011 $9.4 million as noted in the following reconciliation The Company estimates that the total amounts of unrecognized tax benefits

will decrease by $16.7 million during the
year

ended October 31 2013

As at October 31 2012 2011

Gross unrecognized tax benefits beginning of
year 9377 7842

Additions for tax positions from prior years 17104 218

Reductions for tax positions from prior years 3513 1177
Additions for tax positions related to the current year 10388 2346

Currency translation adjusinent 118 148

Gtoss unrecognized tax benefits end of year 33474 9377

The Company accrues an estimate for interest and penalties related to uncertain tax positions in income tax expense At October 31 2012

accrued interest and penalties related to uncertain tax positions totaled $1.9 million October 31 2011 $2.8 million

The Company is subject to taxation in its principal jurisdiction of Canada and in numerous other countries around the world With few

exceptions the Company is no longer subject to examination by Canadian tax authorities for
years up to and including 2005 However

most tax returns for 2006 and beyond remain open to examination by various tax authorities

At October 31 2012 there are $21.1 million 2011 -$9.3 million of unrecognized tax benefits that if recognized would affect the annual

effective tax rate

20 Supplementary Cash Flow Information

Items not affecting cash flows comprise the following

2012 2011 2010

17080 22375 28514

1567 1229 2768

2411

38137 3666 8493

12020 2649 13050
6271 1623 26341

1079 3684

1632

1054

_______________________________ 13208

72644

Vetrs ended October 31

Depreciation and amortization

Stock option compensation

Loss on Cckrion note receivable

Deferred income taxes

Change in fair value of embedded dedvatives

Foreign currency transactiotial loss

Equity loss including cash distribution of $nil 2011 $951 2010 $3034
Write-down of investments and other long-term assets

Loss on sale of investments

Other including foreign currency translation adjustments 6908 260

84394 27063

Changes in operating assets and liabilities comprise the following

Years ended October31 2012 2011 2010

Accounts receivable 7963 1159 1726

Inventories 3382 4012 3697
Other current assets and long term assets 17767 5206 3569
Accounts payable and accrued liabilities 26254 26178 2864
Income taxes 18360 2951 37216
Deferred income 2217 11298 1396
Other long-term obligations 4228 1284 1738

7871 33456 48754
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21 Stock-Based Compensation

Stock option plan

At the Companys annual and Special Meeting of Shareholders held on March 2007 shareholders approved the Companys 2007 Stock

Option Plan the Plan which replaced the Companys 2006 Stock Option Plan Under the Plan which conforms to all current regulations

of the New York and Toronto stock exchanges the Company may issue shares on the exercise of stock options granted to eligible

employees officers directors and
persons providing on-going management or consulting services to the Company The exercise price of

stock options issued under the Plan equals the market price of the underlying shares on the date of the grant All options issued under the

Plan are granted and priced on the date on which approval by the Board of Directors of the Company is obtained or later date set by the

Board of Directors in its approval As of October 31 2012 6159800 Common shares have been reserved for issuance under the Plan

Stock-based compensation expense related to the Companys stock option plan for the
year

ended October 31 2012 is $1.6 million 2011

$1.2 million 2010- $3.5 million of which $1.6 million 2011 $1.2 million 2010 -$0.2 million is included in selling general and

administration expenses Stock based compensation expense for fiscal 2010 also included $2.5 million in restructuring charges Note 17

and $0.8 million in Loss from discontinued operations net of income taxes

During the year ended October 31 2012 the Company granted 42800 2011 808700 2010 1174000 C$ stock options at weighted

average
exercise price of C$9.52 2011 C$10.32 All options granted in fiscal 2012 have seven year term and become exercisable ratably

graded-vesting schedule over three-year period

Canadian Dollar Options

Weighted

Average

Exercise

Price

16.53

Number

000s

3531

Weighted

Average

Remaining

Contractual Life

Yea
3.9

Aggregate

Intrinsic

Value C$
thousands

2067Outstanding as of October 31 2010

Granted 809 10.32

Exercised

Cancelled or forfeited 1801 19.80

Expired 116 21.74

Outstanding as of October 31 2011 2423 11.78 5.3

Granted 43 9.52

Exercised

Cancelled or forfeited 20.66

Expired 44 18.90

Outstanding as ofOctober 31 2012 2416 11.59 4i
Vested and expectd to vest as at October 31 2011i 2182 11.98 5.2

Vested and expected to itst a8 it
October 31 2O12 2204 11.75 3.9

Exercisable as at Ostober 31 2011 440 20.11 19

Exercisable as October 31 2012 645 16.30 2.9

The expected to vest amount represents the unvested options as at October 31 2012 and 2011 respectively
less estimated forfeitures

Canadian dollar options outstanding as of October 31 2012 comprise the following

Options Outstanding Options Exercisable

Weighted Weighted Weighted

Average Average Average

Remaining Exercise Exercise

Range of Exercise Prices Contractual Number Ptice Number Price

CS Life Years 000s C$ 000s C$
$09.52 511.63 5.1 2026 9.92 255 10.26

$17.75 $21.77 1.1 390 20.24 390 20.24

4.5 2416 11.59 645 16.30
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The weighted average fair values of options granted are estimated to be C$1.28 per
Common share in fiscal 2012 2011 C$1.83 2010-

C$2.91

The Black-Scholes option valuation model used by the Company to determine fair values was developed for use in estimating the fair value

of freely traded options that are fully transferable and have no vesting restrictions This model requires the use of assumptions including

future stock price volatility and expected time until exercise The Company uses historical volatility to estimate its future stock price

volatility The expected time until exercise is based upon the contractual term taking into account expected employee exercise and

expected post-vesting employment termination behavior

The following table summarizes the intrinsic value of options exercised and the fair values of shares vested

2012 2011 2010

Aggregate intrinsic value of options exercised C$ C$ C$

US$ US$ US$ 62

Aggregate grant-date fair value of shares vested C$ 454 C$ C$ 5920

US$ US$ US$ 4518
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United States Dollar Options

Number

000s

Weighted

Average

Exercise

Price

USL
15.88

Weighted

Average

Remaining

Contractual

Life Ye
4.6

Aggregate

Intrinsic Value

US$

thousancs

15
Outstanding as of October 31 2010 802

Granted

Exercised or released

Cancelled or fotfeited 645 15.91

Outstanding as of October 31 2011 157 15.72 3.6

Granted

Exercised or released

Cancelled or forfeited 15.91

Outstandmg as of October 312012 156 15 73

Vested and expected to vest as at October31 2011 157 15 72

Vested and expected to vest as at October 31 2012 156 15 73

Exercisable as at October 31 2011 157 15.72 3.6

Exercisable as at October 31 2012 156 15.73 2.5

United States dollar options outstanding as of October 31 2012 comprise the following

Options Outstanding Options Exercisable

Weighted Weighted Weighted

Average Average Average

Remaining Exercise Exercise

Range of Exercise Prices Conttatual Number Price Number Price

US$ Life Years 000s US$ 000s US$
$6.15 3.1 6.15 6.15

$15.89 $15.91 25 153 15.91 153 15.91

2.5 156 15.73 156 15.73

The Company utilizes the Black-Scholes option valuation model to estimate the fair value of the options granted based on the following

assumptions

2012 2011 2010

Risk-free interest rate 1.07% 1.94% 2.1%

Expected dividend yield
4.29% 3.75% 0.0%

Expected volatility
0.280 0.304 0.365

Expected time until exercise years 3.6 3.6 3.6
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As of October 31 2012 the total remaining unrecognized compensation expense related to non-vested stock options amounted to

approximately C$2.0 million and US$nil which will be amortized over the weighted average remaining requisite service period of

approximately 15 months and nil months respectively for the C$ and US$ stock options

Deferred share units DSU
During the year ended October 31 2012 the Company granted 132493 2011 179777 2010 nil DSU respectively DSU vest

immediately or lOO% after three years from the grant date Vesting is time based and not dependent on performance measure Vested

DSU are payable upon termination of employment and will be setded in cash or share units equal to the number of vested units multiplied

by the five-day average closing TSX share price up
to and including the termination date

DSU granted are accompanied by dividend equivalents rights that will be payable in cash upon settlement of the DSU During the
year

ended October 31 2012 the Company recorded 15449 2011 11496 2010 nil DSU
per

dividend equivalent

The Company records compensation expense
and the corresponding liability

each period based on vested units and changes in the market

price of Common shares The DSU expense for the year ended October 31 2012 is $0.7 million 2011 $1.0 million 2010 $nil of which

$0.6 million 2011 $1.0 million 2010 $nil is included in selling general and administration expenses and $0.1 million 2011 $nil 2010

$nil is in restructuring charges Note 17

During the fourth quarter of fiscal 2012 68570 DSU were paid out in the amount of $0.6 million

Restricted share units RSU
During the

year ended October 31 2012 the Company granted 201231 2011 nil 2010 nil RSU respectively which vest lOOt/s after

three years from the grant date Vesting is time based and not dependent on performance measure Vested RSU are settled in cash equal

to the number of vested units multiplied by the five-day average closing TSX share price up to and including the vesting date RSU granted

are accompanied by dividend equivalents rights that will be payable in cash upon settlement of the RSU During the year
ended October

31 2012 the Company recorded 3939 2011 nil 2010 nil RSU per dividend equivalent

The Company records compensation expense
and the corresponding liabdity over the vesting period of the RSU adjusted for any fair value

changes at each reporting date The RSU expense for the year ended October 31 2012 is $0.4 million 2011 $nil 2010 $nil of which

$0.3 million 2011 $nil 2010 $nil is included in selling general and administration expenses and $0.1 million 2011 $nil 2010 $nil is

in restructuring charges Note 17

Performance share units PSU
During the year ended October 31 2012 the Company granted 122828 2011 nil 2010 nil PSU respectively which vest months

after the achievement of certain performance goals and other cnterla over the vesting period by October 31 2013 Vested PSU are settled

in cash equal to the number of vested units multiplied by the five-day average closing TSX share price up to and including the vesting date

PSU granted are accompanied by dividend equivalents rights that will be payable in cash upon settlement of the PSU

The PSU expense for the year ended October 31 2012 is $0.2 million 2011 $nil 2010 $nil of which $nil 2011 $nil 2010 $nil is

included in selling general and administration
expenses

and $0.2 million 2011 $nil 2010 $nil is in restructuring charges Note 17

Other mid-term incentive plan MTIP
The MTIP income related to the fully vested DSU granted under the Companys original 2006 Plan 2006 MTIP

Liability@ As of October 31

2012 2011

2006 Plan 195 508

2007 Plan

2008 Plan

2009 Plan

Total 195 508
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Jincome ExpenseQ Years ended October 31

2012 2011 2010

2006 Plan 57 197 28
2007 Plan

2008 Plan 3988

2009 Plan 6101

Total 57 197 10061

The MTIP liability is included in the employee-related accruals in accrued liabilities in the consolidated statements of financial
position Note 10

The MTIP income expense for the
year

ended October 31 2012 is $0.1 million 2011 $@.2 million 2010 -$10.1 million of which $0.1 million 2011 S0.2

2010 $nil is included in
selling general and administration expenses MTIP income expense for fiscal 2010 also included $5.6 million In restructuring charges Note 17

and $4.5 million in Loss from discontinued operations net of income taxes

The 2006 MTIP is accompanied by dividend equivalents rights that will be payable in cash upon settlement of the plan During the year

ended October 31 2012 the Company recorded 972 2011 1607 2010 nil MTIP units per dividend equivalent

22 Employee Benefits

Defined benefit pension plans

The Company sponsors
defined benefit pension plans for certain employees in Canada and the U.S. The Canadian plan is based on the

highest three or six average consecutive years of wages and requires employee contributions The U.S plan is based on the participants 60

highest consecutive months of compensation and their years of service The pension plan in the U.S is related to the Companys
discontinued MDS Pharma Services operations which Nordion retained subsequent to the sale of Early Stage During the fourth quarter of

fiscal 2012 the Company received approval from the Internal Revenue Service IRS in the U.S for proposed settlement of this pension

plan The Company expects
the final settlement to occur during fiscal 2013

All plans are funded and the Company uses an October 31st measurement date for its plans
The most recent actuarial valuation for the

Norclion pension plan for funding purposes was as ofJanuary 2012 Based on this actuarial valuation the Company expects funding

requirements of approximately $14 million including approximately $3 million of current service cost contributions in each of the next

five years to fund the regulatory solvency deficit The deficit has arisen due to falling real interest rates where the pension liabilities

increased more than the increase in the value of pension assets The actual funding requirements over the five-year period will be

dependent on subsequent annual actuarial valuations These amounts are estimates which may change with actual investment performance

changes in interest rates any pertinent changes in government regulations and any voluntary contributions

The components of net periodic pension cost income for these plans for fiscal 2012 2011 and 2010 are as follows

Domestic Plan International Plan

Years ended October31 2012 2011 2010 2012 2011 2010

Components of net periodic pensioa cost

Service cost 2804 2719 1980 97

Interest cost 12263 11994 12045 571 610 689

Expected retutn on plan assets 14736 16044 15579 701 706 687

Recognized actuarial loss 127 258 344

Net periodic pension cost income 331 1331 1554 162 443

The following weighted average assumptions are used in the determination of the net periodic cost income and the projected benefit

obligation

Domestic Plan International Plan

YearsendedOctobet3l 2012 2011 2010 2012 2011 2010

Projected benefit obligation

Discount rate 4.25% 5.40% 5.40% 3.52% 4.50% 5.24%

Expected return on plan assets 5.75% 6.00% 6.50% 8.00% 8.00% 8.00%

Rate of compensation increase 3.25% 3.50% 3.50% n/a n/a n/a

Benefit cost

Discount rate 5.40% 5.40% 6.50% 4.50% 5.24% 5.75%

Expected return on plan assets 6.00% 6.50% 6.90% 8.00% 8.00% 8.00%

Rate of compensation increase 3.50% 3.50% 3.75% n/a n/a 4.50%
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Discount rate assumptions have been and continue to be based on the prevailing long-term market interest rates at the measurement

date

The changes in the projected benefit obligation fair value of plan assets and the funded status of the plans are as follows

Domestic Plan International Plan

As of October 31 2012 2011 2012 2011

Change in projected benefit obligation

Projected benefit obligation beginning of
year 229449 215167 12929 11720

Service cost pension 3932 3910

Interest cost 12263 11994 571 610

Benefits paid 9747 8224 799 649
Actuarial loss 50801 1621 1303 1248

Foreign currency exchange rate changes 207 4981

Projected benefit obligation end of year 286491 229449 14004 12929

Change in fair value of plan assets

Fair value of plan assets beginning of year 239197 224111 8998 8826

Actual return loss on plan assets 19567 10252 47 703

Benefits paid 9747 8224 799 649
Employer contributions 3252 6681 163 118

Employee contributions 1128 1191

Foreign currency exchange rate changes 472 5186

Fair value of plan assets end of year 252925 239197 8315 998

Funded status under/over at end of year 33566 9748 5689 3931

The funded status for the Canadian and U.S plans measured as the difference between the fair value of plan assets and the projected

benefit obligation for the Canadian plan are included in other long-term liabilities Note 13 in the consolidated statements of financial

position

reconciliation of the funded status to the net plan liabilities assets recognized in the consolidated statements of financial position is as

follows

Domestic Plan International Plan

As of October 31 2012 2011 2012 2011

Projected benefit obligation 286491 229449 14004 12929

Fair value of plan assets 252925 239197 8315 8998

Plan assets less than in excess of projected benefit obligation 33566 9748 5689 3931
Unrecognized net actuarial loss 76183 30212 7191 5268

Net amount recognized at year end 42617 39960 1502 1337

Long-term pension plan assets 9748

Non-current liabilities 33566 5689 3931
Accumulative other comprehensive loss 76183 30212 7191 5268

Net amount recognized at year end 42617 39960 1502 1337

The following table illustrates the amounts in accumulated other comprehensive loss income that has not yet been recognized as

components of pension expense

As of October 31 2012 2011

Net actuarial loss 83374 35480

Deferred income taxes 20449 8847
Accumulated other comprehensive loss net of tax 62925 26633
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The weighted average asset allocation of the Companys pension plans is as follows

Target Domestic Plan International Plan

Asset Category 2012 2011 2012 2011

Cash 0% 0.0% 0.1% 0.0% 0.0%

Fixed income 44% 41.6% 48.2% 100.0% 100.0%

Equities 56% 58.4% 51.7% 0.0% 0.0%

Total 100% 100 0% 100 0% 100 0% 100 0%

The Company maintains
target

allocation
percentages among various asset classes based on investment policies established for the pension

plans which are designed to maximize the total rate of return income and appreciation after inflation within the limits of prudent risk

taking while providing for adequate near-term liquidity for benefit payments Such investment strategies have adopted an equity-based

philosophy in order to achieve their long-term investment goals by investing in assets that often have uncertain returns such as Canadian

equities foreign equities and non-government bonds However it also attempts to reduce its overall level of risk by diversifying the asset

classes and further diversifying within each individual asset class

The Companys expected return on asset assumptions are derived from studies conducted by actuaries and investment advisors The

studies include review of anticipated future long-term performance of individual asset classes and consideration of the appropriate asset

allocation strategy given the anticipated requirements of the plans to determine the average rate of earnings expected on the funds invested

to provide for the pension plans benefits While the study gives appropriate consideration to recent fund performance
and historical

returns the assumption is primarily long-term prospective rate

The following table provides basis of fair value measurement for plan assets held by the Companys pension plans that are measured at

fair value on recurring basis See also the discussion of fair value hierarchy in Note 16

As of October 31 2012 Level Level Level Total

Cash and cash equivalents 25 25

Debt securities 156024 156024

Equity securities 105191 105191

Other
.Jir .tt

Total 25 261215 261240

Expected future benefit payments are as follows

Years ended October 31 Domestic Plan International Plan

2013 9918 499

2014 10442 541

2015 11193 559

2016 11725 591

2017 12291 695

20182022 69807 3993

-. 125376 6878

Represents the U.S plan related to the discontinued MDS Pharma Services operations and is
currently expected to be settled during fiscal 2013

Other benefit plans

Other benefit plans include supplemental retirement arrangement retirement/termination allowance and post-retirement benefit plans

which include contributory health ni-id dental care benefits and contributory life insurance coverage All non-pension post-employment

benefit plans are unfunded
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The components of net periodic cost for these plans are as follows

Years ended October31 2012 2011 2010

Components of net periodic cost

Current service cost 186 191 276

Interest cost 696 768 790

Recognized actuarial gain loss 63 229 348

Recognized past service cost 49 50 48
Curtailment gain recognized 486

Net periodic cost 770 680 880

The weighted average assumptions used to determine the net periodic pension cost and projected benefit obligation for these plans are as

follows

Years ended October 31 2012 2011 2010

Projected benefit obligation

Discount rate 4.11% 5.11% 5.13%

Rate of compensation increase 3.7 5% 3.91% 3.96%

Initial health care cost trend rate 9.O2% 906% 9.10%

Ultimate health care cost trend rate 4.50% 4.50% 4.50%

Years until ultimate trend rate is reached 10 11

Benefit cost

Discount rate 5.11% 5.13% 6.08%

Rate of compensation increase 3.91% 3.96% 4.05%

Assumed health care cost trend rates have significant effect on the amounts reported for the health care plans one_percentage point

change in assumed health care cost trend rates would have had the following impact in fiscal 2012

1% Increase 1% Decrease

Change in net benefit cost 94 75
Change In projected benefit obligation 1641 1323

The changes in the projected benefit obligation and the funded status of the plans are as follows

As of October 31 2012 2011

Change in projected benefit obligation

Projected benefit
obligation beginning of year 14328 15251

Service cost 186 191

Interest cost 697 768

Benefits paid 671 856
Actuarial loss gain 1795 1398
Foreign currency exchae rate changes 21 372

Projected benefit obligatioo end of year 16314 14328

Funded status under at end of year 16314 14328
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reconciliation of the funded status to the net plan liabilities recognized in the consolidated statements of financial position is as follows

As of October31 2012 2011

Projected benefit obligation 16314 14328
Fair value of plan assets

Plan assets less than projected benefit obligation 16314 14328

Unrecognized actuarial gains 237 2097

Unrecognized past service costs 232 282

Net amount recogmzed at year ed 16783 16707

Non current liabilities 16314 14328
Accumulative other comprehensive income 469 2379

Net amount recogmzed at year end 16783 16707

The other benefit plan liabilities related to continuing operations are included within other long-term liabilities Note 13

As of October 31 2012 the unrecognized actuarial gains and past
service costs of $0.5 million October 31 2011 $2.4 million net of tax

of $0.1 million October 31 2011 $0.6 million are included in accumulated other comprehensive income

Based on the actuarial assumptions used to develop the Companys benefit obligations as of October 31 2012 the following benefit

payments are expected to be made to plan participants

Years ended October 31

2013 650

2014 716

2015 782

2016 798

2017 837

_________
5134

8917

During fiscal 2013 the Company expects to contribute approximately $0.7 million to the Companys other benefit plans

During fiscal 2012 the Company contributed $1.3 million to defined contribution plans on behalf of its employees 2011 $1.2 million

2010 $3.5 million

23 Segmented Information

Nordlion operates as global life sciences company with three business segments Targeted Therapies Sterilization Technologies and

Medical Isotopes These segments are organized predominantly around the products and services provided to customers identified for the

businesses

The accounting policies of the segments are the same as those described in the summary of significant accounting policies There are no

significant inter-segment transactions Segmented earnings are computed by accumulating the segments operating income interest costs

other
expenses

and foreign exchange translations The corporate segment results include the incremental cost of corporate overhead in

excess of the amount allocated to the other operating segments as well as certain other costs and income items that do not pertain to

business segment Management does not track or allocate assets on business segment basis Accordingly assets and additions to assets

are not disclosed on business segment basis in the following financial information Related
expenses

such as depreciation are allocated

to each segment and reported appropriately herein

On September 12 2012 the Company announced strategic realignment that resulted in changes to the segments The following

segmented information results reflect the Companys new segment
structure The primary change to Companys segment reporting is that

Contract Manufacturing is now reported
in Medical

Isotopes whereas previously it was reported in Targeted Therapies Prior years have

been restated to reflect this change
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The information presented below is for continuing operations

Year ended October 31 2012

Specialty Isotopes

Targeted Sterilization Medical Corporate

Therapies Technologies Isotopes and Other Total

Revenues 48451 95434 100955 244840

Direct cost of revenues 13726 42284 54982 110992

Selling general and administrations 16565 13766 14189 9908 54428

Other expense income net1 4082 347 2345 1202 5572

Segment earnings loss 14078 39037 29439 8706 73848

Depreciation and ainortiaation 1609 4850 10621 17080

Restructuring recovery net 1781

AECL arbitration and legal costs 5576

Litigation accruals Note 25 24058

Loss on Celerion note receivable 2411

Intemal investigation costs Note 24 9827

Change in fair value of embedded derivatives 12020

Operairng income from continuing operations 1095

excludes AECL arbitration and
legal costs of $5.6 million and internal investigation costs of $9.8 million

excludes estimated
litigation

accruals of $24.1 million Note 25 and ioss on Celerion note receivable of $2.4 million

Year ended October 31 2011

Specialty Isotopes

Targeted Sterilization Medical Corporate

Therapies Technologies Isotopes and Other Total

Revenues 4276 108662 122789 274027

Direct cost of reveoues 12$0 47308 66f78 126076

Selling general and dnisraticti 14067 15007 1605 7806 52935

Other expense Oct 3267 207 2..4 45 10240

Segment earnings çloss 12652 46140 38342 12358 84776

Depreciation and arnorttzation 1480 6719 14138 38 22375

Restructuring charges net 1592

AECL arbitration and legal costs 12172

Gain on sale of investment 1691
Change in fair value of embedded derivatives 2649

Operating income from conthuing opetations 52977

aexcludes AECL arbitration and legal costs of $12.2 million

bexcludcs gain on sale of investment of $1.7 million

Year ended October 31 2010

Specialty Isotopes

Targeted Sterilization Medical Corporate

Therapies Technologies Isotopes and Other Total

Revenues 29040 103556 89372 221968

Direct cost of revenues 6556 41642 56 479 104 677

Selling general and admjnistrattona 10692 14447 17702 48238 91079

Other expetse jetb 2730 13 1757 17871 22371

Segment earnings loss 9062 47454 13434 66109 3841

Depreciation and amortization 1160 5156 10231 11967 28514

Restructuring charges net 62531

AECL arbitration and legal costs 9207

Loss on sale of investments 1054

Impairment of long-lived assets 1632

Change in fair value of embedded derivatives 13050

Operating loss from continuing operations 86047
cxcludes AECL arbitration and

legal costs of $9.2 million

bexcludes impairment of
long-lived assets of $1.6 million and loss on sale of investment of $1.1 million
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Revenues by geographic location are summarized below

Years ended October 31 Canada US Europe Other Total

2012 10147 165944 23960 44789 244840

2011 6360 178213 26565 62889 274027

2010 6775 136834 20831 57528 221968

All Property plant and equipment for continuing operations and goodwill of the Company is located in Canada All of the goodwill is

carried in Canada and allocated to Sterilization Technologies $1.9 million and Medical Isotopes $0.6 million

Significant customers

For the year ended October 31 2012 one major customer in Medical Isotopes segment accounted for $51.8 million or 2l% 2011 $60.8
million or 22% 2010 $20.6 million or 9% of the Companys revenues

24 Commitments and Contingencies

Leases and other commitments

The Company is obligated under non-cancelable operating leases primarily for its offices and equipment These leases generally contain

customary
scheduled rent increases or escalation clauses and renewal options

The Company is also obligated under outsourcing agreements related to certain aspects of its information technology and human resources

support functions Actual amounts paid under these outsourcing agreements could be higher or lower than the amounts shown below as

result of changes in volume and other variables In addition early termination of these outsourcing agreements by the Company could

result in the payment of termination fees which are not reflected in the table below

As of October 31 2012 the Company is obligated under non-cancelable operating leases primarily for its premises and equipment leases

and other long-term contractual commitments to make minimum annual payments of approximately

Othet

Operating Contractual

Yeats ended October 31 Leases Commitments

2013 1844 52091

2014 1101 44139
2015 990 32898

2016 989 49974

2017 1137 26844

Thereafter 909 82803

6970 288749

Net rental
expense

for premises and equipment leases for the
year

ended October 31 2012 was $1.1 million 2011 $1.3 million 2010

$16.6 million

Contractual commitments

Included in other contractual commitments is approximately $240 million associated with long-term supply arrangements primarily with

domestic and international suppliers of isotopes Other contractual commitments also include $2.5 million 2011 $2.3 million relating

to the outsourcing of the information technology infrastructure The terms of these long-term supply or service arrangements range from

to 12 years The amounts purchased under these contractual commitments for the year ended October 31 2012 are $37.4 million 2011

$45.9 million 2010 $47.3 million

Net sales of certain products of the Company are subject to royalties payable to third parties Royalty expense recorded in direct cost of

revenues for the
year ended October 31 2012 amounted to $0.5 million 2011 $1.6 million 2010 $3.6 million

Captive insurance liability

The Company is self-insured for up to the first $5 million of costs incurred relating to single liability
claim in

year
and to $10 million in

aggregate claims arising during an annual policy period The Company provides for unsettled reported losses and losses incurred but not

reported based on an independent review of all claims made against the Company Accruals for estimated losses related to captive

insurance are $4.6 million as of October 31 2012 October 31 2011 $7.1 million which are recorded in accrued liabilities Note 10 and

other long-term liabilities Note 13
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Retained liabilities related to Early Stage

Subsequent to the sale of Early Stage Nordion has retained litigation claims and other costs associated with the U.S FDAs review of the

Companys bioanalytical operations Note 10a and certain other contingent liabilities in Montreal Canada Nordion has also retained

certain liabilities related to pre-closing matters defined benefit pension plan for certain U.S employees and lease obligation for an

office location in Bothell Washington The cost of future lease payments offset by expected sublease revenue where applicable is

estimated at approximately $0.7 million which is included in accrued liabilities Note 10

Indemnities and guarantees

In connection with various divestitures that the Company underwent Nordion has agreed to indemnify various buyers for actual future

damage suffered by the buyers related to breaches by Nordion of representations and warranties contained in the purchase agreements In

addition Nordion has retained certain existing and potential liabilities arising in connection with such operations related to penods prior to

the closings To mitigate Nordions
exposure to these potential liabilities the Company maintains errors and omissions and other

insurance Nordion is not able to make reasonable estimate of the maximum potential amount that the Company could be required to

pay under these indemnities The Company has not made
any significant payments under these types of indemnity obligations in the past

Internal investigation

Through Nordions own internal review as part of its Canadian Corruption of Foreign Public Officials Act CFPOA compliance program

the Company has discovered potential compliance irregularities As result the Company commenced an internal investigation of the

possible compliance issues related to potential improper payments and other related financial irregularities in connection with the supply of

materials and services to the Company focusing on compliance with the CFPOA and the U.S Foreign Corrupt Practices Act FCPA This

investigation is being conducted by outside legal counsel and external forensic and accounting firms that are experienced in such

compliance

These external advisors are reporting regularly to special Committee of the Board constituted to deal with this matter The Company

vohmtarily contacted the relevant regulatory and enforcement authorities to disclose the existence of this investigation and certain details of

this matter and continues to provide reports to them as the investigation progresses
The Company is continuing with its investigation into

this matter and its cooperation with regulatory and enforcement authorities

As result of the investigation to date the Company has ceased to make payments to and terminated its contractual arrangements with the

affected foreign supplier These actions were reflected in among other things reduction in the notional amount of commitments

included in the calculation of embedded derivative
expense during the third quarter of fiscal 2012

The Company is currently unable to determine as to whether there will be
any potential regulatory and/or enforcement action resulting

from these matters or if
any

such action is taken whether it will have material adverse effect on our business financial position

profitability or liquidity If regulatory or enforcement authorities determine to take action against the Company Nordion may be among

other things subject to fines and/or penalties which may be material

Nordion is committed to the highest standards of integrity and diligence in its business dealings and to the ethical and legally compliant

business conduct of its employees representatives and suppliers The Company reviews its compliance programs on regular basis to

assess and align them with emerging trends and business practices Corrupt or fraudulent business conduct Is in direct conflict with the

Companys Global Business Practice Standards GBPS and corporate policies The Company continues to investigate this matter and

cooperate with regulatory and enforcement authorities

In parallel with the Internal Investigation Nordion has developed and implemented number of new and enhanced policies and

procedures related to compliance This remediation
process

has included enhancements to Nordions GBPS policies related to anti

corruption third-party due diligence travel and expenses sponsorships and payment control
processes

Nordiomi is continuing to develop

and strengthen other policies and procedures as well as monitoring protocols to detect exceptions to these new policies and is delivering

training to employees high risk third parties and other stakeholders affected by the changes The intent of these changes is to strengthen

Noidions overall compliance framework

25 Litigation

MAPLE
AECL and the Government of Canada unilaterally announced in fiscal 2008 their intention to discontinue development work on the

MAPLE Facilities At the same time AECL and the Government of Canada also publicly announced that they would continue to supply

medical isotopes from the current NRU reactor and would pursue license extension of the NRU reactor operations past the expiry date

at the time of October 31 2011 On July 82008 Nordion served AECL with notice of arbitration proceedings seeking an order to

compel AECL to fulfill its contractual obligations under an agreement entered into with AECL in February 2006 the 2006 Agreement to

Nordion Inc Fiscal 2012 Annual Report

102



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

amounts in thousands of U.S dollars except where noted

complete the MAPLE Facilities and in the alternative and in addition to such order seeking significant monetary damages On September

10 2012 Nordion announced that it had received the decision in its confidential arbitration with AECL and was unsuccessful it its claim

for specific performance or monetary damages relating to AECLs cancelled construction of the MAPLE facilities The majority of the

tribunal ruled 21 that Nordions claim against AECL in the arbitration was precluded under the terms of the 2006 Agreement Thus

Nordion was not entitled to remedy under the 2006 Agreement for the unilateral termination by AECL of the construction of the

MAPLE facilities In the decision the arbitrators also dismissed AECLs counterclaim against Nordion for damages for breach of contract

in the amount of $250 million C$250 million and other relief The appeal period has expired and neither party appealed the decision

The arbitrators have yet to decide on the issue of costs and requested that Nordion and AECL make submissions As the decision of the

tribunal favors AECL Nordion may be responsible for portion of AECLs costs which could be material AECL submitted total

arbitration-related costs of approximately $46 million Nordion has received and is currently assessing the legal merits and financial

implications of AECLs costs submissions

In addition to the arbitration in 2008 Nordion also filed court claim against AECL and the Government of Canada Nord.ions claim filed

against AECL sought damages in the amount of $1.6 billion C$1 .6 billion for negligence and breach of contract under the Isotope

Production Facilities Agreement IPFA entered into with AECL in 1996 and ii interim interlocutory and final orders directing AECL to

continue to supply radloisotopes under the 2006 Agreement pending any
final judgment and completion of the MAPLE Facilities and

against the Government of Canada Nordion sought damages in the amount of $1.6 billion C$1.6 billion for inducing breach of

contract and interference with economic relations in
respect

to the 2006 Agreement ii an order that Nordion may set off the damages

owing to it by the Government of Canada as result of the Governments conduct set out herein against any amounts owing by Nordion

to the Government of Canada under the Facilities Development and Construction Funding Agreement FDCFA loan agreement

between the Government of Canada and Nordion for $100 million C$100 millionand iii an interim and interlocutory order suspending

any payments that may be owing to the Government of Canada under the FDCFA pending the determination of the issues in this litigation

and an interim or interlocutory order requiring the return of all security instruments delivered in connection with the FDCFA The

arbitration decision leaves Nordion open to pursue
its ongoing lawsuit against AECL in the Ontario courts in relation to the 1996 IPFA In

the analysis of the decision although the arbitrators did not rule on the issue the view of the majority was that breach of contract by

AECL did not occur under the 2006 Agreement Nordion is pursuing its rights under the IPFA

The parties have agreed on preliminary schedule for proceeding in the IPFA claim and Nordion filed an amended statement of claim on

January 18 2013 Having regard to the majority opinion in the arbitration the amended statement of claim under the IPFA no longer

includes the Government of Canada and the damages claimed are substantially lower Nordion and the Government of Canada have

agreed to the discontinuance of the action against the Government of Canada without costs The schedule provides for AECL to file

motions if it sees fit and to file defence Documentary productions and discoveries are currently anticipated to begin during 2013 Based

on the current schedule the matter would not be expected to be set down for trial before mid-2014 The claim requests damages in the

amount of $243.5 million for negligence and breach of the IPFA as well as pre-
and post-judgment interest and costs The damages

claimed are for the recovery of Nordions costs up to the end of the IPFA net of certain amounts settled between Nordion and AECL at

the time of entering into the Interim and Long-Term Supply Agreement ILTSA

Under the 2006 Agreement commercially reasonable efforts are required to maintain isotope production from the NRU reactor until such

time as Nordion has established satisfactory long-term alternative supply Nordion has accordingly
notified AECL that it intends to

continue to require isotope supply from AECL while Nordion continues to explore alternatives to mitigate the lack of supply from AECL
for both back-up and the long-term supply of reactor-based medical isotopes

Bioequivalence studies

During fiscal 2009 the Company was served with Complaint related to repeat study and mitigation costs of $10 million and lost profits of

$70 million This action relates to certain bioequivalence studies carried out by the Companys former MDS Pharma Services business unit

at the Montreal Canada facility fromJanuary 12000 to December 31 2004 The Company maintains reserves in respect of repeat study

costs as well as errors and omissions insurance Nordion has assessed this claim and has accrued amounts related to the direct costs

associated with the repeat study costs in the FDA provision Note 10a No specific provision
has been recorded related to the claim for

lost profit other than insurance deductible liabilities included in accrued liabilities The Company has filed an Answer and intends to

vigorously defend this action Discoveries are ongoing and no trial date has been set To date attempts to mediate the claim have been

unsuccessful

During fiscal 2009 the Company was served with Statement of Claim related to repeat study and mitigation costs of $5 million

C$5 million and loss of profit of $30 million C$30 million This action relates to certain bioequivalence studies carried out by the

Companys former MDS Pharma Services business unit at the Montreal Canada facility from January 2000 to December 31 2004 The

Company maintains reserves in respect of repeat study costs as well as errors and omissions insurance Nordion has assessed this claim and

has accrued amounts related to the direct costs associated with the
repeat study costs in the FDA provision Note 10a No specific
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provision has been recorded related to the claim for lost profit other than insurance deductible liabilities included in accrued liabilities The

Company has filed Statement of Defence and intends to vigorously defend this action

BioAxone BioSciences

During the third
quarter

of fiscal 2012 the Company was served with Complaint filed in Florida relating to our former Pharma Services

business the Complaint The Complaint by BioAxone BioSciences Inc named Nordion US Inc as well as another co-defendant and

alleges that MDS Pharma Services acted negligently in the preparation and qualification of Bacterial Master Cell Bank relating to the

development of biologic drug and claims that Plaintiff has incurred costs to take corrective actions to the cell bank and to the

development of its drug as result of associated delays in development progress through clinical trials and the FDA approvals process
in

an amount greater than $90 million Nordion has not made specific provision related to this Complaint The Company is currently

assessing the merits of the Complaint and intends to vigorously defend this claim

26 Asset Retirement Obligation ARO
The Companys ARO represents the present value of future remediation costs which are recorded in other long-term liabilities Note 13
and increased the carrying amounts of the related assets in property plant and equipment net in the consolidated statements of financial

position The capitalized future site remediation costs are depreciated and the ARO is accreted over the life of the related assets which is

included in depreciation and amortization
expense

in Operating income loss from continuing operations

The fair value of the ARO is determined based on estimates Considerable management judgment is required in estimating these

obligations The key assumptions include credit adjusted risk free interest rate timing and the estimate of the remediation activities

Changes in these assumptions based on future information may result in adjustments to the estimated obligations over time

reconciliation of the ARO for the years ended October 31 2012 and 2011 is as follows

As of October 31 2012 2011

Asset retirement obligationbeginning of
year 11691 10598

Liability incurred

Liability settled

Incremental ARO
Accretion expense 906 843

Foreign exchange and other 27 250

Asset retirement obligation çnd of year 12570 11691

The Company has pledged $15.4 million October 31 2011 $1 5.5 million letter of credit in support of future site remediation costs

27 Comparative Figures

Certain figures for the prior period have been reclassified to conform to the current periods consolidated financial statements presentation
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