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This Management’s Discussion and Analysis (“MD&A”) dated May 19, 2020 should be read in 
conjunction with the unaudited condensed consolidated interim f inancial statements and accompanying 

notes of  Novoheart Holdings Inc. (“Novoheart” or the “Company”) for the three months ended March 
31, 2020 (the “Interim Financial Statement”), which are available on Novoheart’s SEDAR prof ile at 
www.sedar.com. The results reported in this MD&A have been prepared in accordance with 

International Financial Reporting Standards (“IFRS”) and are presented in Canadian dollars, which is 
the functional currency of  the consolidated entity as at March 31, 2020. Unless otherwise indicated, 
information contained in this MD&A is provided as at March 31, 2020.   

 
Previous change of fiscal year-end  
 

To better align its f inancial reporting with the calendar year and that of  its industry peers during the six 
months ended December 31, 2019, the Company changed its f iscal year-end to December 31, f rom 
June 30. The Company’s transition year was the six months ended December 31, 2019, and the 

comparative period for this MD&A is the three months ended March 31, 2019. The three months ended 
March 31, 2020 is the f irst quarter of  the Company’s f iscal 2020 f inancial year.  
 

For additional information see Notice of  Change of  Year End f iled on SEDAR on November 29, 2019.  
 
 

FORWARD-LOOKING STATEMENTS 
 

The information provided in this MD&A may contain forward -looking statements and forward-looking 

information about the Company within the meaning of  applicable securities laws. In addition, the 
Company may make or approve certain statements or information in future f ilings with Canadian 
securities regulatory authorities, in press releases, or in oral or written presentation by representatives  

of  the Company that are not statements of  historical fact and may also constitute forward -looking 
statements or forward-looking information. All statements and information, other than statements of  
historical fact, made by the Company that address activities, events, or developments that the Company 

expects or anticipates will or may occur in the future are forward -looking statements and information, 
including, but not limited to statements and information preceded by, followed by, or that include words 
such as “may”, “would”, “could”, “will”, “likely”, “expect”, “anticipate”, “believe”, “intends”, “plan”,  

“forecast”, “project”, “potential”, “intend”, “targeted”, “continue”, “goal”, “estimate”, “outlook”, “aim” or the 
negative of  those words or other similar or comparable words. Forward-looking statements are 
necessarily based on estimates and assumptions made by the Company in light of  the Company’s 

experience and perception of  historical trends, current conditions and expected future developments, 
as well as the factors the Company believes are appropriate. Forward-looking statements in this MD&A 
include, but are not limited to, statements relating to: the Company’s ability to obtain funding for the 

Company’s operations, including funding for research and commercial activities; the Company’s ability 
to achieve prof itability; statements with respect to the Company’s future plans, strategies and objectives; 
future trends, opportunities and growth in the Company’s industry and the drug development and 

screening markets; competitive advantages of  the Company and its technology; the Company’s ability 
to maintain and enhance its competitive advantages and technological advantages;  the entry into 
commercial partnerships and commercialization of  the Company’s technology; the development of cell-

based cardiac regenerative therapies and heart therapeutics; projected operating expenses and capital 
expenditures; development of  additional IP; ability to patent or otherwise protect developed IP and 
licenses with third parties for IP; entry into of  sponsored research agreements and the benef its 

therefrom, including expected grant awards f rom ITC and the uses thereof ; the benef its to patients from 
Novoheart’s platforms, including reducing potential costs and potential harm; and the completion and 
expected benef its f rom a contract with the Leading Gene Editing Company and the Multinational 

Company (def ined below). 
 
Actual results, performance or achievement could dif fer materially f rom that expressed in, or impl ied by, 

any forward-looking statements or information in this MD&A, and, accordingly, investors should not 
place undue reliance on any such forward-looking statements or information. Many factors could cause 
the Company’s actual results, performance or achievements to be materially dif ferent f rom any future 

results, performance, or achievements that may be expressed or implied by such forward -looking 
statements, which are subject to a number of  risks and uncertainties, including, but not limited to the 
factors referred to below under the heading “Risk Factors” in the Company’s Annual Information Form . 

Further, any forward-looking statement or information speaks only as of  the date on which such 

http://www.sedar.com/
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statement is made, and the Company undertakes no obligation to update any forward-looking 
statements or information to ref lect information, events, results, circumstances or otherwise af ter the 

date on which such statement is made or to ref lect the occurrence of  unanticipated events, except as 
required by law, including securities laws. Accordingly, investors are cautioned not to put undue reliance 
on forward-looking statements. All forward-looking statements and information contained in this MD&A 

and other documents of  the Company are qualif ied by such cautionary statements.  
 

COVID-19 

 
On March 11, 2020, the World Health Organization declared COVID-19 a pandemic. In response to the 
pandemic, we have modif ied our business practices with a focus on the health and safety of  our 

employees, partners, service providers, and communities. At the onset of  the outbreak of  COVID-19, 
the Company implemented appropriate measures to allow our labs and of f ices to remain open and 
operational where possible.  

 
While our Company remained open and operational, several of  our partners were impacted by COVID-
19 (including shutdown of  some of  their of fices), which resulted in project delays. The ef fect of  COVID-

19 on other aspects of  our results of  operations and f inancial performance, such as revenues, remains  
uncertain and may only be ref lected in future periods. 
 

OVERVIEW 
 
Novoheart is a global stem cell biotechnology company that pioneers an array of  next-generation human 

heart tissue prototypes. It is the f irst company in the world to have engineered miniature living human 
heart pumps that can revolutionize drug discovery, helping to save time and money for developing new 
therapeutics. Also known as 'human heart-in-a-jar', Novoheart’s bio-artif icial human heart constructs 

are created using state-of -the-art and proprietary stem cell and bioengineering approaches and are 
utilized by drug developers for accurate preclinical testing as to the ef fectiveness and safety of  new 
drugs, which the Company believes increases the likelihood of  success in drug discovery while reducing 

costs and potential harm caused to patients. With the acquisition (the “Acquisition”) of  Xellera 
Therapeutics Limited (“XT”) in June 2019, for the purpose of  manufacturing Good Manufacturing  
Product (“GMP”)-grade clinical materials, Novoheart is now developing gene- and cell-based therapies 

as well as other next-generation therapeutics for cardiac repair or regeneration. 

 
The common shares of  Novoheart are traded on the TSX Venture Exchange (“TSX-V”) under the 

symbol “NVH”.  
 

Q1 2020 BUSINESS HIGHLIGHTS 

 

• Ranked among the TSX-V’s top 50 best performing companies  

• Entered into a commercial agreement with a multinational company (“Multinational Company”) 

to study the ef fects of cigarette smoke (“CS”) extract and modif ied risk tobacco product (“MRTP”) 

extract on cardiac contractility  

• Successful outcome of  the initial commercial agreement with an international leading gene-

editing company (“Leading Gene-Editing Company”) led to a second commercial agreement  

Ranked among the TSX-V‘s top 50 best performing companies 

On February 20, 2020, the Company announced that it has been named a 2020 Venture 50 Company, 
ranked among the TSX-V’s top 50 best performing companies. 

 
The ranking comprised ten companies f rom each of  the f ive key industry sectors. Novoheart was one 
of  the ten best performers within the Clean Technology and Life Sciences sector. Ranking was based 

on three equally weighted criteria: market capitalization growth, share price appreciation and trading 
volume. 
 

Entered into a commercial agreement with a Multinational Company to study the effects of CS 

extract and MRTP extract on cardiac contractility 
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In March 2020, Novoheart signed a commercial agreement with a Multinational Company, to study the 
ef fects of  CS extract and MRTP extract found in electronic cigarettes or e-vapor products used as 

alternative to cigarettes for smokers who are unable or unwilling to quit.  Pursuant to the agreement, 
Novoheart will perform research using  the MyHeartTM Platform of  engineered human cardiac tissue 
models. This study will contribute to a better understanding of  the ef fects of CS and MRTP ef fects on 

the heart as well as serve as a pilot study to evaluate the feasibility of  using in vitro assays as a means 
to align with the principles of  3Rs (Replacement, Reduction and Ref inement) for performing animal-f ree 
research.  

 

Successful outcome of the initial commercial agreement with a Leading Gene-Editing Company 

led to a second commercial agreement  

Working with a Leading Gene-Editing Company, Novoheart proposed a novel experimental approach 
to allow dif ferentiating the properties of  engineered human ventricular Cardiac Tissue Strips (“hvCTSs ”) 
fabricated with cell lines derived f rom healthy donors, f rom those fabricated with cell lines derived f rom 

patients af f licted with a rare genetic disease that af fects the heart. The approach is expected to lead to 
the development of  a cardiac disease model that is a better predictor of  clinical outcome for these 
patients. Using this approach, Novoheart successfully identif ied and dif ferentiated hvCTS derived f rom 

healthy donors f rom those derived f rom patients with the rare genetic disease. Moreover, the study was 
performed blinded such that the state of  the donor material (healthy vs diseased) was unknown to 
Novoheart, highlighting the potential importance of  using this novel approach in the future development 

of  treatments for this rare disease. Building on the initial success, a second agreement was signed  in 
April 2020 with the goal of  further ref ining and optimizing the experimental conditions in an ef fort to  
prepare for a new set of  studies. Notably, these stud ies include recording contractions f rom patient-

derived engineered cardiac tissue strips that have been treated using a unique technology that enables 
altering their genetic material in an ef fort to correct and treat their disease.  

 

 
SELECTED CONSOLIDATED FINANCIAL INFORMATION 

 

The following table provides selected f inancial information of  the Company, which was derived f rom, 
and should be read in conjunction with, the condensed consolidated interim f inancial statements for the 
respective periods. The f inancial information has been prepared in accordance with IFRS and is 

presented in Canadian dollars, which is the functional currency of  the consolidated entity as at March 
31, 2020.  
 

For the three months ended March 31 2020 2019 

Revenue $          10,120 $          107,955 

Cost of  sales 3,854 49,123 

Operating loss 2,641,971 1,681,973 

Government grant income 54,241 464,327 

Other income 75,558 187 

Net loss af ter tax 2,833,246 1,179,198 

   

Loss per share – basic and diluted $0.02 $0.01 

  March 31, 2020 December 31, 2019 

Cash and cash equivalents  $    16,119,530 $     12,167,583 

Pledged bank deposits  - 5,004,000 

Goodwill  8,806,998 8,806,998 

Total assets  33,755,438 34,532,531 

Total liabilities   8,435,083 8,142,000 

Shareholders’ equity  25,320,355 26,390,531 
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Results of Operations  

Three months ended March 31, 2020 compared to three months ended March 31, 2019 

The Company recorded a net loss af ter tax of  $2,833,246 (loss per share of  $0.02) for the three months 
ended March 31, 2020 compared to a net loss af ter tax of  $1,179,198 (loss per share of  $0.01) for the 
three months ended March 31, 2019. The net loss af ter tax for the three months ended March 31, 2020 
increased compared to the net loss af ter tax for the three months ended March 31, 2019. The most 

signif icant contributing factors to this increase were related to the increases in general and 
administrative expenses, research and development expenses and intellectual property and patent 
expenses. These increases were partially of fset by a decrease in share-based compensation expenses 

and depreciation expenses.   
 
Revenue and Cost of Sales 

 
For the three months ended March 31, 2020, the Company recorded revenue of  $10,120 and cost of  
sales of  $3,854 compared to revenue of  $107,955 and cost of  sales of  $49,123 for the three months 

ended March 31, 2019. The decrease in revenue was mainly due to delays in signing and executing 
commercial agreements directly or indirectly related to COVID-19. The outbreak of  COVID-19, which 
was declared a global pandemic by the World Health Organization in March 2020, has created a 

dramatic slowdown in the global economy. Although the Company has implemented business continuity 
measures to mitigate the impact of  COVID-19 on our operations, the global economic slowdown has 
impacted a number of  our partners resulting in signif icant project delays and their labs and/of fices 

closures.  
 
Operating Expenses 

 
Operating expenses for the three months ended March 31, 2020 amounted to $2,648,237 as compared 
to $1,740,805 for the three months ended March 31, 2019. The increase in operating expenses is 

primarily related to: 

General and administrative expenses 

• General and administrative were $1,284,843 for the three months ended March 31, 2020 
compared to $577,135 for the three months ended March 31, 2019. A breakdown of  the major 
components within general and administrative costs is as follows: 

 

For the three months ended 
 

March 31, 2020 

 

March 31, 2019 

Personnel costs $     339,201 $     255,964 

Professional and regulatory fees 265,512 110,441 

General and administrative expenses 128,768 84,780 

Occupancy costs 490,066 97,631 

Travelling expenses 61,296 28,319 

Total  $    1,284,843 $    577,135 

 

Overall, the increase in general and administrative expenses was mainly due to the increases 
in occupancy costs, personnel costs and professional and regulatory fees.   

Occupancy costs increased f rom $97,631 for the three months ended March 31, 2019 to 
$490,066 for the three months ended March 31, 2020. The increase in occupancy costs ref lects 
the expansion of  the Company’s lab and of f ice, as well as the build -out of  the GMP facility at 
the Hong Kong Science and Technology Park starting in November 2019. 
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Personnel costs increased f rom $255,964 for the three months ended March 31, 2019 to 
$339,201 for the three months ended March 31, 2020. The is mainly due to the increase in 

directors’ fees ef fective October 1, 2019, as well as the increase in executives’ compensation 
ef fective December 1, 2019.  

Professional and regulatory fees increased f rom $110,441 for the three months ended March 
31, 2019 to $265,512 for the three months ended March 31, 2020. Professional and regulatory 
fees increased due to the additional legal fees and public company costs incurred relating to 

the change in year-end, as well as the increase in investor relation activities as compared to 
the three months ended March 31, 2019.  

 

Research and development expenses 

• Research and development expenses were $725,417 for the three months ended March 31,  
2020 compared to $533,678 for the three months ended March 31, 2019. A breakdown of  the 
major components within research and development expenses is as follows: 

 

For the three months ended 
 

March 31, 2020 
 

March 31, 2019 

Personnel costs $    620,859 $    391,652 

Lab materials 104,558 103,196 

Sponsored research agreement - 38,830 

Total  $   725,417 $   533,678 

 

Research and development expenses increased primarily due to the increase in personnel 
costs as the Company expands its scientif ic team. In addition, the three months ended March 
31, 2019 did not include personnel costs f rom the Acquisition.  

 
The Company entered into a Sponsored Research Agreement (“SRA”) with the University of  
California, Irvine Campus (“UCI”) in November 2018, with a focus on developing novel sensors 

for quantifying contractile properties of  engineered human cardiac tissues in the Company’s 
MyHeartTM Platform. Pursuant to the SRA, UCI will deliver an optimized sensor design as well 
as fabricate fully functional sensors fo r incorporation into Novoheart’s next-generation 

bioreactor designs. These designs aim to deliver enhanced ef f iciency, accuracy and sensitivity 
in screening drugs for toxic or benef icial ef fects on the heart’s pumping strength, thereby 
helping drug developers to select candidates for clinical development.  The project has been 

completed and milestones have been reached in September 2019.  
 

Intellectual property (“IP”) and patent expenses 

• IP and patent expenses increased f rom $62,393 for the three months ended March 31, 2019 to 
$153,771 for the three months ended March 31, 2020.  The increase in IP and patent expenses 
was due to the f iling of  new inventions f rom the completed projects such as the ESS project 
(def ined below). In addition, the Company entered into an exclusive licensing agreement with  

Harvard University’s Of f ice of  Technology Development  ef fective November 2019, which 
further increased the IP and patent expenses compared to the three months ended March 31,  
2019. 
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Marketing expenses 
 

• Marketing expenses were $145,668 for the three months ended March 31, 2020 compared to 
$167,265 for the three months ended March 31, 2019, with a breakdown of  the major 
components as follows:  

 

For the three months ended 
 

March 31, 2020 
 

March 31, 2019 

Personnel costs $    145,668 $    166,916 

Marketing and other activities - 349 

Total  $    145,668 $    167,265 

 
Marketing expenses remained relatively consistent with a three-month period of  activity 
compared to the prior year.  

Share-based compensation expenses 

• Share-based compensation expense decreased f rom $232,107 for the three months ended 
March 31, 2019 to $209,425 for the three months ended March 31, 2020. The decrease was 
due to most of  the Company’s restricted share units and options vesting and being recognized 

during the year ended June 30, 2019. The share-based compensation expenses recorded in 
the three months ended March 31, 2020 included stock options and restricted share units.  

Depreciation expenses 

• Depreciation expense decreased f rom $168,227 for the three months ended March 31, 2019 
to $129,113 for the three months ended March 31, 2020. The decrease was mainly due to the 
write-of f  of  the leasehold improvement that was previously capitalized for the lab and of fice 
facility in Phase 3 of  the Hong Kong Science Park, which is undergoing renovation to be 

converted into a GMP facility.  
 
Government grants  

 
Government grants were $54,241 for the three months ended March 31, 2020 compared to $464,327 
for the three months ended March 31, 2019. Government grants recognized in the three months ended 

March 31, 2020 were mainly attributable to the funds received f rom the Innovative and Technology 
Commission of  the Government of  the Hong Kong Special Administrative Region (the “ITC”) under the 
Enterprise Support Scheme (“ESS”) project . Ef fective June 1, 2018, the Company entered into an 

agreement with the ITC to receive funding under the ESS as part of  its Innovation and Technology Fund. 
The ESS provides funding support on a matching basis for conducting research and development. This 
project is estimated to have a total cost of  $775,640 (HK$4,782,000). Under the agreement, the ITC will 

contribute up to a maximum of  $387,820 (HK$2,391,000) and the Company wil l be responsible for the 
remaining costs.  
 

The ESS project was completed in November 2019 and the audit for the ESS project was completed 
and approved by the ITC in April 2020. The Company is expecting to receive a rebate of  $39,414 
which was recorded as government grants for the three months ended March 31, 2020.  

 
Other income 
 

The Company earned other income of  $75,558 for the three months ended March 31, 2020 as 
compared to $187 for the three months ended March 31, 2019. Other income was mainly interest 
income f rom time deposits. 

 
 
 

 



7 

Loss on disposal 
 

The Company recorded a loss on disposal of  $185,692 f or the three months ended March 31, 2020 
as compared to $nil for the three months ended March 31, 2019. The loss on disposal was related to 
the write-of f  of  leasehold improvements that was previously capitalized for the lab and of f ice facility.  

Other comprehensive income (loss) 
 
The other comprehensive income (loss) with respect to foreign currency translation dif ference varies 

at each reporting date and is a result of  f luctuations between the US Dollar, Hong Kong dollar, and 
the Canadian dollar. This foreign currency translation dif ference includes the impact of  the translation 
of  foreign operation f rom its functional currency into Canadian Dollars. For the three months ended 

March 31, 2020, the impact of  the foreign currency translation dif ferences was o ther comprehensive 
income of  $1,553,645 compared to a loss of  $36,436 for the three months ended March 31, 2019.   
 

 
QUARTERLY RESULTS 

 
The following table summarizes selected f inancial information for the Company’s eight most recent 

quarters. The f inancial information has been prepared in accordance with IFRS and is presented in 
Canadian dollars, which is the functional currency of  the consolidated entity as at March 31, 2020.  
 

 2020 2019 2018 

Three months 
ended 

March 31, 

2020 

December 

31, 2019 

Sep 30, 

2019 

Jun 30, 

2019 

Mar 31, 

2019 

Dec 31, 

2018 

Sep 30, 

2018 

Jun 30, 

2018 

 
Revenue 10,120 93,935 172,812 51,821 107,955 5,255 - 75,776 

 
Cost of sales (3,854) (21,175) (71,963) (24,620) (49,123) (1,744) - (30,390) 

 
Operating loss (2,641,971) (2,568,305) (1,769,900) (2,584,359) (1,681,973) (1,995,499) (1,975,684) (2,757,465) 

 
Government 
grant income 

54,241 46,085 323,846 79,602 464,327 49,469 23,869 23,365 

 
Other 
income/(loss) 

75,558 78,155 101,224 223 187 - (344) 7,638 

 
Net loss after 
tax 

(2,833,246) (2,536,889) (1,458,181) (2,534,813) (1,179,198) (1,945,459) (1,949,801) (2,995,770) 

 
Net loss per 
share, basic 
and diluted 

(0.02) (0.01) (0.01) (0.03) (0.01) (0.02) (0.02) (0.03) 

The most signif icant factors af fecting the comparability of  the quarterly results are described above in 
“Results of Operations” for the three months ended March 31, 2020. These include: the revenue 

agreement signed with another top-10 Global Pharmaceutical Company for the three months ended 
March 31, 2019, June 30, 2019, Sep 30, 2019 and December 31, 2019; the signing and completion of  
the commercial agreements with Sumocor and Pf izer resulting in the increase in revenue and other 

income respectively; the disbursement of  the government grant f rom the ITC under the ESS project in 
the three months ended September 30, 2019 and three months ended December 31, 2019;  the 
Company’s increased ef fort in expanding the commercialization of  its MyHeartTM Platform, leading to 

an increase in marketing activities; the issuance of  stock options and restricted share units since the 
listing resulting in an increase in share-based compensation expenses; the expansion of  the scientific 
team resulting in an increase in personnel costs for the three months ended September 30, 2019; the 

increase in occupancy costs due to the expansion of  the Company’s lab and office, as well as the build -
out of  the GMP facility at the Hong Kong Science and Technology Park starting in November 2019.  
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LIQUIDITY AND CAPITAL RESOURCES 

Cash Flow 

At March 31, 2020, the Company had the equivalent of  $16,119,530 in cash and cash equivalents, 
compared to $12,167,583 and $5,004,000 in pledged deposits at December 31, 2019.  

Cash used in operating activities 

Cash used in operating activities for the three months ended March 31, 2020 was $1,900,265, an 
increase of  $1,192,557 f rom $707,708 for the three months ended March 31, 2019. The increase in 

cash used was primarily due to an increase in net loss af ter tax, depreciation and non-cash expenses 
of  $1,026,660 and a decrease in non-cash working capital of  $165,897. 

Cash generated from / used in investing activities 

Cash generated f rom investing activities for the three months ended March 31, 2020 was $4,777,876,  
an increase of  $4,780,410 compared to the cash used in investing activities of  $2,534 for the three 
months ended March 31, 2019. The increase was mainly due to the termination of  the facility with HSBC 
(the “Facility”).  The Facility was secured by a deposit pledge of  approximately $5 million (HK$30 million). 

Upon the termination of  the Facility in January 2020, the pledged deposit of  $5,040,000 was reclassif ied 
as cash and cash equivalents. 

 
The remaining cash used in investing activities for the three months ended March 31, 2020 was related 

to the construction and furnishing of  the new lab and of f ice facility in Hong Kong , as well as the 
construction of  the GMP facility. No such expenses were incurred for the three months ended March 
31, 2019.  

Cash used in / generated from financing activities 

Net cash used in f inancing activities was $375,237 for the three months ended March 31, 2020, a 
decrease of  $1,222,237 compared to the cash generated f rom activities of  $847,000 for the three 
months ended March 31, 2019. The cash used in f inancing activities for the three months ended March 

31, 2020 was related to lease interests and payments of  the lab and of f ice facilities in Hong Kong 
pursuant to the adoption of  IFRS 16 – Leases ef fective July 1, 2019. No such expenses were incurred  
prior to the adoption IFRS 16.  

The cash generated f rom f inancing activities of  $847,000 for the three months ended March 31, 2019 
was f rom the proceeds of  the Facility.     

Contractual Obligations, Commitments and Contingencies  

On August 21, 2017, the Company expanded its of f ice and lab facilities by signing a lease agreement 

with Hong Kong Science and Technology Parks Corporation, which commenced on July 31, 2017. The 
original lease agreement expires on July 30, 2020. On September 27, 2019, The Company signed a 
new lease with Hong Kong Science and Technology Parks Corporation to extend its lease until 

September 30, 2022. The Company is converting the premises into a GMP facility.  On November 15,  
2019, the Company signed a new lease to expand its of f ice and lab in Kwun Tong, Hong Kong, which 
commenced on November 16, 2019 with an expiry date of  November 15, 2022. The annual lease 

commitment is $1,290,058.   
 
The Company has IP licensing agreements with UCI, Ichan School of  Medicine at Mount Sinai, GE 

Healthcare UK Limited, the Wisconsin Alumni Research Foundation, iPS Academia Japan and Harvard 
University. The Company’s remaining commitments under the intellectual property licensing 
agreements include upfront fees of  approximately $111,687 ($85,095 of  which is payable over the next 

twelve months and $26,592 of  which is payable over f iscal year 2021) and annual maintenance fees. 
The Company is committed to paying annual maintenance fees of  approximately $9,409 in 2020,  
$19,491 in 2021 and $19,491 in 2022 and thereaf ter until the expiration of  the agreements, which expire 

at the last valid claim of  the respective patent rights. Under the intellectual property licensing 
agreements with the Wisconsin Alumni Research Foundat ion and iPS Academia Japan, the Company 
is also committed to paying minimum royalties of  approximately $26,884 and $29,572 per year 

respectively. 
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Capital Resources 

As mentioned, the Company has generated negative cash f lows f rom operations in the three months 

ended March 31, 2020, the Company had $16,119,530 of  cash and cash equivalents on hand and non-
cash working capital def icit of  $990,167 compared to non-cash working capital def icit of $1,167,287 at 
December 31, 2019 .  

 
The Company’s ability to increase its working capital or generate positive working capital in the long 
term will depend on its ability to enter into commercial contracts to generate revenues. Given the various 

projects the Company is handling in the short and medium term, management considers the current  
cash balance and expected cash inf lows f rom sales, collaborative research agreements, and 
government grants, supplemented with capital markets f inancing or a scaling back of  expenses, to be 

suf f icient to fund operating expenses for the next 12 months.  
 
The success of  the Company’s commercialization ef forts and continual research and development 

projects depends greatly on the Company’s ability to generate suf f icient cash to meet its needs. Hence, 
as of  the end of  the three months ended March 31, 2020, management is still considering various 
sources of  f inancing available in the market to increase the Company’s liquidity. Any sale of  additional 

equity or debt securities may result in dilution to the Company’s shareholders, and there is no guarantee 
that the Company will be able to raise the necessary capital through debt or equity issuances. The 
Company’s common shares involve a high degree of  risk, which could af fect the Company’s ability to 

attract investors, should additional f inancings be required.   
 
Share Capital 

 
As of  the date of  this MD&A, the Company has 188,640,774 common shares issued and outstanding, 
as well as 8,622,123 common shares issuable upon the exercise of  outstanding stock options at an 

exercise price ranging f rom $0.30 to $0.50 per share and 120,000 common shares issuable upon the 
vesting of  restricted share units.  
 

Each stock option entitles the holder thereof  to acquire one common share of  Novoheart.  

 

 TRANSACTIONS WITH RELATED PARTIES 

 
Related parties include key management personnel, close family members and companies that are 
controlled by these individuals.  

 
As at March 31, 2020, the amount due to related parties is $nil (as compared to $32,835 on December 
31, 2019). The amounts due to related parties for the quarter ended December 31, 2019  included 

compensation payable to management or management’s consulting company , in accordance with the 
respective management contract with the Company, and to expenses incurred by the management and 
directors on behalf  of  the Company. Amounts due to related parties are unsecured, non-interest bearing, 

and due on demand with no specif ic terms of  repayment.  There are no mark-ups on any expenses 
incurred by management and directors on behalf  of  the Company. 
 

Key management personnel include those persons having authority and responsibility for planning, 
directing and controlling the activities of  the Company as a whole. The Company has identif ied its 
directors and key of f icers, including the Company’s Chief  Executive Of f icer, Chief  Operating Off icer, 

Chief  Scientif ic Of f icer, and Chief  Research and Development, as its key management personnel. 
Compensation awarded to key management amounted to  $282,410 for the three months ended March 
31, 2020 compared to $253,128 for the year ended March 31, 2019. Share-based compensation 

awarded to key management amounted to $166,651 for the three months ended March 31, 2020 and 
$168,599 for the year ended March 31, 2019.  
 

OFF-BALANCE SHEET ARRANGEMENTS 
 
The Company does not have any of f -balance sheet arrangements.  
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ACCOUNTING POLICIES AND CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS 
 

The Company’s signif icant accounting policies are described in Note 3 of  the Annual Financial 
Statements.  
 

Critical judgments  

The preparation of  f inancial statements in accordance with IFRS requires management to make 
judgments, estimates and assumptions that af fect the application of  accounting policies and the 

reported amounts of  assets, liabilities, revenues and expenses.  
 

Critical accounting judgments 

The critical judgments that the Company’s management has made in the process of  applying the 
Company’s accounting policies that have the most signif icant ef fect on the amounts recognized in these 
consolidated f inancial statements are as follows: 

 
Determination of  functional currency of  the Company 
The functional currency for each of  the Company and its subsidiary is the currency of  the primary 

economic environment in which each entity operates. The determination of  each entity’s functional 
currency requires analyzing facts that are considered primary factors, and if  the result is not conclusive, 
the secondary factors. The analysis requires management to apply signif icant judgment since primary 

and secondary factors may be mixed. In determining its functional currency management analyzed both 
the primary and secondary factors, including the currency of  each entity’s operating cash f low, and 
sources of  f inancing.  

 
Evaluation of  the impairment of  goodwill and intangible assets  
The Company assesses the impairment of  goodwill with indef inite lives on an annual basis and f inite 

life intangible assets whenever events or changes in circumstances indicate that the carrying value may 
not be recoverable. Factors which could trigger an impairment review inc lude signif icant 
underperformance relative to plan, a change in the Company’s business strategy, or signif icant negative 

industry or economic trends. Assessing impairment of  goodwill and intangible assets with indef inite lives 
requires signif icant judgment including identifying appropriate cash generating units, making estimates 
with regards to the amounts and timing of  future cash f lows and the discount rates to be used to value 

such cash f lows.  

FINANCIAL INSTRUMENTS 

We are exposed, through the Company’s operations, to currency risk, credit risk, liquidity risk and 

interest rate risk. The Company’s f inancial instrument risk management policies and strategies are as 
follows:  
 

Objectives, Policies and Processes  

The Board has overall responsibility for the determination of  the Company’s risk management objectives 
and policies. The Board has delegated the authority for designing operating processes that ensure the 

ef fective implementation of  the risk objectives and po licies to the Company’s f inance function. The 
overall objective of  the Board is to set policies that seek to reduce risk as far as possible without unduly 
af fecting the Company’s competitiveness and f lexibility.  

 

Credit risk 

Credit risk is the risk of  f inancial loss to the Company if  a counterparty to a f inancial instrument fails to 

meet its contractual obligations. The Company’s cash and cash balances as well as accounts and other 
receivables are subject to credit risk for a maximum of  the amount shown on the condensed 
consolidated interim statements of  f inancial position. The Company limits its exposure to credit risk on 

cash and cash balances by depositing only with reputable f inancial institutions, and limits its exposure 
to credit risk on accounts and other receivables by only working with large and well-funded 

organizations. Management believes that the Company is subject to minimal credit risk.  
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Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its f inancial obligations as they fall 

due. The purpose of  liquidity risk management is to maintain a suf f icient amount of  cash and cash 
balances to meet its liquidity requirements at any point in time. The Company uses cash to settle its 
f inancial obligations as they fall due. The Company’s ability to do so relies on it maintaining suf f icient 

cash on hand through equity and debt f inancing. Management believes that the Company is subject to 

minimal liquidity risk. 

 

Interest rate risk  

Interest rate risk is the risk that the fair value or the future cash f lows of  a f inancial instrument will 
f luctuate because of  changes in market interest rates. The Company is only subject to interest rate risk 

on its cash balance in the bank and there is unlikely to be a material impact on net  income (loss) as the 

bank deposits are short term. 

 

Currency risk 

Foreign currency exchange rate risk is the risk that the fair value of  future cash f lows of  a f inancial 
instrument will f luctuate because of  changes in foreign exchange rates. The Company’s  functional and 

reporting currency is Canadian dollars. The Company is exposed to currency risk through the f inancial 
assets and liabilities denominated in currencies other than Canadian dollars. The Company currently  

does not use derivative instruments to hedge its exposure to the currency risk.   

 
RISK FACTORS 

 
We are subject to a number of  risks and uncertainties that can signif icantly af fect the Company’s 
business, f inancial condition and future f inancial performance, as described in the Company’s recent 

annual information form, which is available on Novoheart’s SEDAR prof ile at www.sedar.com. The risk 
factors described, as well as risks not currently known to us, could materially adversely af fect the 
Company’s future business, operations and f inancial condition and could cause them to dif fer materially 

f rom the estimates described in forward-looking statements contained herein. By their nature, forward-
looking statements involve numerous assumptions and known and unknown risks and uncertainties, of  
both a general and specif ic nature, that could cause actual results to dif fer materially f rom those 

suggested by the forward-looking statements or contribute to the possibility that predictions, forecasts 
or projections will prove to be materially inaccurate. 

 
FURTHER INFORMATION 

 

Further information relating to the Company, including its annual information form, is available online 
on Novoheart’s SEDAR prof ile at www.sedar.com.  
 

http://www.sedar.com/
http://www.sedar.com/

