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Headnote

An issuer’s securities are converted into or redeemeskefturities of another
issuer- The investor could have acquired the underlying securitiesttirfrom

the other issuer in compliance with the registratiosh grospectus requirements of
the Securities Act at the time the investor acquired the convertible séesifitom

the issuer

Exemption Order
Aquinox Phar maceuticals Inc. and Aquinox Phar maceuticals (US) Inc.
Section 76 of the Securities Act, R.S.B.C. 1996, c. 418

Background

Aquinox Pharmaceutics Inc. (Aquinox Canada) and AquinatiAhceuticals
(US) Inc. (Aquinox US) (collectively, the Filers) apal for an exemption under
section 76 of th&ecurities Act (British Columbia) (the Act) from the prospectus
requirements under Section 61 of the Act (the Prospe@qsifRments) relating
to trades of certain exchangeable shares and the grafitbertain related options
in securities made in connection with or resulting fleoproposed Series B round
financing (the Series B Financing) of Aquinox Canada and Aqu/S (the
Requested Relief);

Representations
The Filers represent that:

1. Aquinox Canada was incorporated underGhasada Business Corporations
Act on December 26, 2003 and is not a reporting issuer (ogtheagent) in
any jurisdiction in Canada,;

2. Aquinox US was incorporated under the laws of theeStbDelaware on May
25, 2007 and is not a reporting issuer (or the equivalentjyijuaisdiction in
Canada,;

3. Aquinox Canada’s authorized capital currently consists
(a) ten Common Shares (New Common Shares);

(b) an unlimited number of Common Exchangeable Sharasifom
Exchangeable Shares);
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(c) an unlimited number of Class A Exchangeable PresfieBhares issuable in
series (Series A-1 and A-2) (collectively, the Clasexshangeable
Preferred Shares);

(d) an unlimited number of Special Voting Shares (the i@p€oting Shares);
and

(e) an unlimited number of Non-Voting Preferred Sharem{Moting
Preferred Shares);

4. Aquinox Canada currently has 44 shareholders;

5. Aquinox US’s authorized capital currently consistsarhmon stock
(Common Stock) and preferred stock divided into five seine&jding Series
A-1 Preferred Stock and Series A-2 Preferred Stock (¢oidyg, the Series A
Preferred Stock), Series A-1 Special Voting Stock aneeS$é«-2 Special
Voting Stock (collectively, the Series A Voting Stockflamommon special
voting stock (Common Special Voting Stock);

6. under the exchangeable share structure implementednecion with the
Series A round financing completed by Aquinox Canada andnagulsS in
June 2007, Aquinox Canada and Aquinox US are “mirrored corposat
such that (a) the holders of Class A ExchangeablerRedf&hares and Series
A Preferred Stock have equivalent economic rights gund/alent voting
rights in each company and (b) the holders of Commah&hgeable Shares
and Common Stock have equivalent economic rights angtaguat voting
rights in each company;

7. none of the shares of Aquinox Canada or Aquinox té$ablicly traded;

8. Aquinox Canada and Aquinox US are not “affiliated”lee term is defined in
National Instrument 45-10Brospectus and Registration Exemptions (NI 45-
106);

9. Aquinox Canada and Aquinox US are now proposing tqptEtmthe Series B
Financing, in two tranches, an initial tranche of up t&15643,608 (the First
Series B Tranche) and a subsequent tranche of up to US$6,356892 (t
Second Series B Tranche);

10. of the Series B Investors will be “accredited invesstwithin the meaning of
NI 45-106;

11. before completing the Series B Financing:
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(a) Aquinox Canada will amend its constating documentsddify its
existing share rights and to create an unlimited numb€tasts B
Exchangeable Preferred Shares issuable in series (Betiasd B-2)
(collectively, the Class B Exchangeable Preferred&)aand

(b) Aquinox US will amend its constating documents talifiyoits existing
share rights and to create Series B-1 Preferred StocRexneks B-2
Preferred Stock (collectively, the Series B PrefeBtxtk) and Series B-1
Special Voting Stock and Series B-2 Special Voting Stockeively,
the Series B Special Voting Stock);

12. investors in the Series B Financing (Series B Investolihave the choice of
purchasing:

(a) units consisting of one Series B-1 Exchangeable fredfShare, one
Special Voting Share and one share of Series B-1 Spéutimlg Stock (in
respect of the First Series B Tranche) and one S8+ie&xchangeable
Preferred Share, one Special Voting Share and one sh8gegies B-2
Special Voting Stock (in respect of the Second Seri@saiche) (Series B
Investors electing such option being hereatfter referreg ©anadian
Investors); or

(b) units consisting of one share of Series B-1 PredeBtock and one Special
Voting Share (in respect of the First Series B Tranahd)one share of
Series B-2 Preferred Stock and one Special Voting Simarespect of the
Second Series B Tranche) (Series B Investors eleaiciggption being
hereafter referred to as U.S. Investors);

13. in addition to receiving the securities described in Papagt2, Series B
Investors will also receive the following warrantsligctively, Series B
Warrants):

(a) in the case of Canadian Investors, warrantsg$SBrCanadian Warrants)
entitling them to purchase units consisting of one Commahd&hgeable
Share, one Special Voting Share and one share of CorSmecial Voting
Stock; or

(b) in the case of U.S. Investors, warrants (SdiésS. Warrants) entitling
them to purchase units consisting of one share of Gonfitock and one
Special Voting Share;
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14.

15.

16.

under the exchangeable share structure implementednection with the
Series B Financing, (a) the holders of Class B Exchdlgé&aeferred Shares
and Series B Preferred Stock will have equivalent ecandghts and
equivalent voting rights in each company and (b) thdédrslof the Common
Exchangeable Shares issuable upon exercise of the BeCiasadian
Warrants and the holders of the shares of Common &tsaéble upon
exercise of the Series B U.S. Warrants will havewedent economic rights
and equivalent voting rights in each company;

Aquinox US or a subsidiary of Aquinox US other thajuihox Canada (a
Permitted Subsidiary) will have overriding rights (colleely, the Call

Rights) to purchase Class B Exchangeable Preferred Stsuwed to the
Series B Investors in exchange for shares of the gameldéng series of Series
B Preferred Stock and to purchase Common ExchangeabiesShecluding
Common Exchangeable Shares issuable upon exercise ofi¢® e
Canadian Warrants) in exchange for shares of Comruk Sipon:

(a) the liquidation, dissolution or winding up of Aquinoar@da,

(b) in the case of the Class B Exchangeable Pref&tades issued to the
Series B Investors:

() any exercise of the retraction rights granteddfiérs of the Class B
Exchangeable Preferred Shares; or

(i) any redemption of the Class B Exchangeable Prefeé3teares by
Aquinox Canada; or

(c) in the case of the Common Exchangeable Shares isauyadnh exercise of
the Series B Canadian Warrants:

() any exercise of the retraction rights granteddflérs of the
Common Exchangeable Shares; or

(i) any redemption of the Common Exchangeable Sharégbinox
Canada;

subject to the Call Rights of Aquinox US or a PeeditSubsidiary, a holder
of Class B Exchangeable Preferred Shares will be ehtitl receive from
Aquinox Canada shares of the corresponding series es3Preferred
Stock and a holder of Common Exchangeable Shares (inclGdimgmon
Exchangeable Shares issuable upon exercise of the BeCiasadian
Warrants) will be entitled to receive from Aquinox Cdaahares of Common
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17.

18.

Stock, in each case together with an additional ameguntvalent to all
declared and unpaid dividends on each such Class B Exchangeatdrred
Share or Common Exchangeable Share, as the casesmayon:

(a) the liquidation, dissolution or winding-up of Aquinoxr@da; or

(b) the exercise by such holder of the retractiohtsigttaching to the Class B
Exchangeable Preferred Shares or Common Exchangeabés Skéd by
such holder.

subject to the Call Rights of Aquinox US or a Peeditfubsidiary, Aquinox
Canada will be entitled to redeem all of the Class Bhargeable Preferred
Shares and all of the Common Exchangeable SharesdinglCommon
Exchangeable Shares issuable upon exercise of the BeCiasadian
Warrants) upon the occurrence of certain events and, aippsuch
redemption, a holder of such Class B Exchangeable Rréf@hares will be
entitled to receive from Aquinox Canada shares ottreesponding series of
Series B Preferred Stock and a holder of such Commohatgeable Shares
will be entitled to receive from Agquinox Canada skaseCommon Stock, in
each case together with an additional amount equivedeait declared and
unpaid dividends on each such Class B Exchangeable Preddaesl or
Common Exchangeable Share, as the case may be, heidblgadder on any
dividend record date prior to such redemption;

Aquinox Canada, Aquinox US and their shareholdersawi#nd the existing
exchange agreement among them (the Exchange Agreemkiat), w
agreement, as amended, will, among other things, provitte tha

(a) each holder of Class B Exchangeable Preferred ShiadeSommon
Exchangeable Shares (including Common Exchangeable Sésuable
upon exercise of the Series B Canadian Warrantshawmé an exchange
right (the Optional Exchange Right), exercisablet@nihsolvency of
Aquinox Canada or the failure of Aquinox Canada to peyatinounts
payable upon the retraction of such holder’s Class B &hgdmable
Preferred Shares or Common Exchangeable Shares, tceréguimox US
to purchase all or part of such holder’s Class B Exchdog&aeferred
Shares in exchange for shares of the correspondiies ¢ Series B
Preferred Stock or all or part of such holder's Commoch&rgeable
Shares in exchange for shares of Common Stock, incesehtogether
with an additional amount equivalent to all declaredwamuhid dividends
on each such Class B Exchangeable Preferred Share ondom
Exchangeable Share, as the case may be, held by suchdo ey
dividend record date prior to the closing of the purchasesaleg and
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(b) upon the liquidation, dissolution or winding-up of AQundS, Aquinox
US will be required to purchase all of the outstanditagss B
Exchangeable Preferred Shares and Common Exchangeal#e Shar
(including Common Exchangeable Shares issuable uponsxefdhe
Series B Canadian Warrants) and the holders of swarles will be
required to sell such shares to Aquinox US (such obligatibparchase
and sale being hereafter referred to as the Automaticafige Right):

(i) inthe case of Class B Exchangeable PreferredeShar exchange for
shares of the corresponding series of Series B Pedf&tock, together
with an additional amount equivalent to all declared wamghid
dividends on the Class B Exchangeable Preferred Share; and

(i) in the case of Common Exchangeable Shares,ahamge for shares of
Common Stock, together with an additional amount equivateall
declared and unpaid dividends on the Common Exchangeabks Shar

19. Aquinox Canada and Aquinox US will amend the existing stggoeement
between them (the Support Agreement), which agreemeamesded, among
other things, provide that:

(a) Aquinox US will not declare dividends on its SeBeBreferred Stock or
Common Stock unless Aquinox Canada simultaneously declares
equivalent dividends on the corresponding series of Gdsschangeable
Preferred Shares or the Common Exchangeable Shates, céasse may
be;

(b) Aquinox US will ensure that Aquinox Canada is abléutfll its
obligations in respect of the redemption and retractgiris and
dissolution entitlements attached to the Class B Exgdwrie Preferred
Shares and Common Exchangeable Shares; and

(c) except in certain circumstances, Aquinox US molt undertake certain
rights offerings or share capital alterations unteessame or an
economically equivalent offering or alteration is undeztaby Aquinox
Canada, and vice versa;

20. as a result of the proposed issuance of securities thed8eries B Financing,
discretionary relief is necessary for:

(a) trades of shares of Series B Preferred Stock or @on8tock as may
from time to time be necessary to enable such shatesdelivered by
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Aquinox Canada or Aquinox US (or a Permitted Subsiditry) holder of
Class B Exchangeable Preferred Shares or Common BExedialagShares
(including Common Exchangeable Shares issued under éheissx of
Series B Warrants) (and, if applicable, any deliveryhafss between
Aquinox US and a Permitted Subsidiary as may be requiredrty out
the Call Right) upon:

(i)
(ii)

(iii)

(iv)

the liquidation, dissolution or winding-up of Aquinoxi@ala;

the exercise by a holder of Class B Exchangeatd&Red Shares or
Common Exchangeable Shares of the retraction riglatchet
thereto;

the redemption of the Class B Exchangeable PredeShares or
Common Exchangeable Shares by Aquinox Canada; or

the exercise by a holder of Class B Exchangeatd&eiffed Shares or
Common Exchangeable Shares of the Optional Exchange iRigh
respect thereof or the occurrence of an event whighetrs an
Automatic Exchange Right,

including, in the case of clauses (i), (ii) and (iiijpdes in such securities
in connection with or resulting from the exercise muMox US (or a
Permitted Subsidiary) of the Call Right in respectabé&

(b) the transfer of Class B Exchangeable PreferredeSioat Common
Exchangeable Shares to Aquinox US (or a Permitted Suhgidion the
exercise by Aquinox US (or a Permitted Subsidiaryhef@all Right in
connection with:

(i)
(ii)

(iii)

the liquidation, dissolution or winding-up of Aquinoxi@ala;

the exercise by a holder of Class B Exchangeatdé&Red Shares or
Common Exchangeable Shares of the retraction riglatchet
thereto; or

the redemption of the Class B Exchangeable PredeShares or
Common Exchangeable Shares by Aquinox Canada; and

(c) the transfer of Class B Exchangeable PreferredeSima Common
Exchangeable Shares to Aquinox US upon the exercise tiger lof
Class B Exchangeable Preferred Shares or Common BExedifalagShares
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of the Optional Exchange Right in respect thereoherdccurrence of an
event which triggers an Automatic Exchange Right

(collectively, the Exchangeable Share Trades);

(d) the grant of the following options (collectivelyetEquivalency Options)
to be granted in connection with the issuance of sézsitinder the
Series B Financing (including under the exercise of theser
Warrants):

() options granted to Aquinox US by the holders of@manmon
Special Voting Stock entitling Aquinox US to purchaseebaf the
Common Special Voting Stock from such holders for nominal
consideration;

(i) options granted to Aquinox US by the holders of ezies B Special
Voting Stock entitling Aquinox US to purchase shares of gr@$S
B Special Voting Stock from such holders for nominalsideration;

(i) options granted to Aquinox Canada by the holderthefSpecial
Voting Shares issued in connection with the Series Briging
(including Special Voting Shares issued under the exeotige
Series B Canadian Warrants) entitling Aquinox Canagaitohase
such Special Voting Shares from such holder for nominal
consideration; and

(iv) options granted to the holders of Special Votingrgh issued in
connection with the Series B Financing (including Spesing
Shares issued under the exercise of the Series B Can&diaiants)
by Aquinox Canada entitling such holders to purchase Special
Voting Shares for nominal consideration,

in each case in order to align the number of shadr€®mmon Special Voting
Stock, Series B Special Voting Stock or Special Voting&haas the case
may be, held by each holder thereof with the numbshafes of Common
Stock that such holder would hold if all of the Commoweitangeable Shares,
Class B Exchangeable Preferred Shares and Series Br&def¢ock held by
such holder were exchanged or converted into shares onGor8tock.

Order

Considering that it is not prejudicial to the public iettr the Commission orders
that the Requested Relief is granted in respect of thidixgeable Share Trades
and the granting of the Equivalency Options; provided, thdirdtérade of a
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security acquired under this decision shall be a distobutnless such first trade
complies with section 2.5 of National Instrument 45-R@2ale of Securities (NI
45-102), subject to section 2.7 of NI 45-102, if applicable.

March 31, 2010
Noreen Bent

Manager, Corporate Finance
British Columbia Securities Commission
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