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This Management’s Discussion and Analysis (“MD&A”) dated March 11, 2020 should be read in 
conjunction with the audited consolidated financial statements and accompanying notes of Novoheart 
Holdings Inc. (“Novoheart” or the “Company”) for the six months ended December 31, 2019 (the 
“Financial Statement”), which are available on Novoheart’s SEDAR profile 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 December 31, 2019. Unless otherwise indicated, information contained in this 
MD&A is provided as at December 31, 2019.   
 
Change of fiscal year-end  
 
To better align its financial reporting with the calendar year and that of its industry peers, during the six 
months ended December 31, 2019, the Company changed its fiscal year-end to December 31, from 
June 30. The Company’s transition year is the six months ended December 31, 2019, and the 
comparative period is the twelve months ended June 30, 2019. The length and ending date of the 
periods, including the comparative periods, of the interim and annual financial statements to be filed for 
the transition year and new financial year are: 
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30, 2019 
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ended 

September 
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For additional information see Notice of Change of Year End filed 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 filings 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 

http://www.sedar.com/
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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 profitability; 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 benefits 
therefrom, including expected grant awards from ITC and the uses thereof; the benefits to patients from 
Novoheart’s platforms, including reducing potential costs and potential harm; the completion and 
expected benefits from a contract with the Global Pharma Partner (defined below); the value of the 
strategic relationship to Novoheart’s clients and investors; the completion and benefit of Phase III of the 
commercial agreement with the Global Pharma Partner and expected expansion of testing capabilities 
in connection therewith; expectations and outcomes of collaboration with AstraZeneca; and anticipation 
of benefits from incorporating Harvard’s technology and the anticipated advances in disease modelling. 
 
Actual results, performance or achievement could differ materially from that expressed in, or implied 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 different from 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 
statement is made, and the Company undertakes no obligation to update any forward-looking 
statements or information to reflect information, events, results, circumstances or otherwise after the 
date on which such statement is made or to reflect 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 qualified by such cautionary statements.  

 
OVERVIEW 
 
Novoheart is a global stem cell biotechnology company that pioneers an array of next-generation human 
heart tissue prototypes. It is the first 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-artificial 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 effectiveness 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 recent acquisition (the “Acquisition”) of Xellera 
Therapeutics Limited (“XT”), 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”.  

 
Q2 2020 BUSINESS HIGHLIGHTS 
 

• Co-developing first of its kind human heart-in-a-jar model of heart failure with AstraZeneca plc 

(“AstraZeneca”). 

• Exclusively licensed technology from Harvard University to develop next-generation human 

heart-in-a-jar. 

• Completion of Phase II of a commercial agreement with a top-10 Global Pharmaceutical 

Company (“Global Pharma Partner”) to develop high throughput drug screening.  
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• Awarded $1.67 million in research funding from the Innovation and Technology Commission of 

Hong Kong. 

 

Co-developing first of its kind human heart-in-a-jar model of heart failure with AstraZeneca 

In November 2019, the Company announced a collaboration with global biopharmaceutical company 
AstraZeneca, to develop the world’s first human-specific in vitro, functional model of heart failure with 
preserved ejection fraction (“HFpEF”), accounting for approximately 50% of heart failure. 
 
In collaboration with the Cardiovascular, Renal and Metabolism therapy area of AstraZeneca, the 
Company aims to provide a unique assay for understanding the mechanisms of HFpEF, identification 
of new therapeutic targets, and assessment of novel therapeutics for treating HFpEF patients. 
Novoheart will exclusively own the intellectual property rights to the newly developed HFpEF human 
ventricular Cardiac Organoid Chamber (“hvCOC”) model. 
 

Exclusively licensed technology from Harvard University to develop next-generation human 

heart-in-a-jar 
 
In November 2019, the Company entered into an exclusive licensing agreement with Harvard 
University’s Office of Technology Development. 
 
The agreement enables Novoheart to combine MyHeartTM Platform with Harvard’s pioneering tissue-
engineered scale model of the cardiac ventricle and bioreactor technology. The combination of these 
two technologies will elevate Novoheart’s cardiac disease modeling capabilities to an unprecedented 
level in the field, allowing for greatly improved translation of an in vitro model to predict clinical outcome 
with a higher accuracy. We anticipate that incorporating Harvard’s technology will broaden our 
commercial applications and offerings for facilitated drug discovery and development. 
 

Completion of Phase II of a commercial agreement with the Global Pharma Partner to develop 

high throughput drug screening as a potential recurrent revenue-generating avenue 

 

In December 2019, Novoheart completed Phase II of a commercial agreement with the Global Pharma 

Partner. Upon completion of Phase II, the Company recognized $198,078 of revenue for the six months 

ended December 31, 2019. The Company has received approximately $400,000 from the Global 

Pharma Partner for Phase I and Phase II of the commercial agreements, The contract deliverables will 

expand the Company’s testing capabilities of its platform, by designing and developing a new versatile 

high-throughput microplate which will allow the screening of hundreds of drugs using engineered human 

ventricular Cardiac Tissue Strips (“hvCTS”). Termed the hvCTS-96, the disposable microplate will be 

compatible with robotic plate handling systems for automated high-throughput screening.  

 

The hvCTS-96 will increase the breadth and depth of the MyHeartTM Platform by offering a range of 

complementary but distinctive novel technologies to clients as tools for testing the efficacy and safety 

of drugs by predicting human responses. The patent-pending, custom-designed microplates are to be 

sold on an ongoing basis as a screening and research tool to the contracted pharma partner, as well 

as being marketed and sold to other global organizations in the business of drug screening and 

development. Novoheart retains ownership of all intellectual property rights relating to the new 

microplate design.  The microplate market is estimated at CAD$980M (USD$750M).1  
 
1 Research and Markets, Global Microplates Market Size, Market Share, Application Analysis, Regional 
Outlook, Growth Trends, Key Players, Competitive Strategies and Forecasts, 2018 To 2026. 
 

Awarded $1.67 million in research funding from the Innovation and Technology Commission of 

Hong Kong 

 

In December 2019, Novoheart received a further grant from the Innovation and Technology Commission 

of the Hong Kong SAR Government (the “ITC”). Combined with a cash rebate scheme and funding for 

hiring research and development talent, the Company is expecting to receive a total of over $1.67 million 

(HK$10 million) in grant awards from the ITC over the next two years. This is the third major research 

https://www.researchandmarkets.com/research/4pmxw6/the_microplates?w=4
https://www.researchandmarkets.com/research/4pmxw6/the_microplates?w=4
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and development matching grant that the ITC has awarded Novoheart, bringing the total awarded grant 

to over $3.7 million (HK$22 million). 
 
The new ITC grant will support the development of the automated next generation of human heart 
assays, with further enhanced throughput, accuracy and sensitivity in screening drugs for toxic or 
therapeutic effects on the heart. The platform is designed to help drug developers increase their 
confidence in the selection and investment of candidate drugs that are most likely to succeed in clinical 
trials. 

SELECTED CONSOLIDATED FINANCIAL INFORMATION 
 
The following table provides selected financial information of the Company, which was derived from, 
and should be read in conjunction with, the audited consolidated financial statements for the six months 
ended December 31, 2019, and years ended June 30, 2019 and June 30, 2018 respectively. The 
financial 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 December 31, 2019.  
 

 
Six months ended(1) 
December 31, 2019 

Year ended June 
30, 2019 

Year ended June 
30, 2018 

Revenue $          266,747 $       165,031 $          95,124 

Cost of sales 93,138 75,487 38,208 

Operating loss (4,338,205) (8,237,515) (7,188,864) 

Government grant income 369,931 617,267 63,383 

Other income 179,379 66 118,303 

Non-cash loss on completion of 
reverse takeover 

- - (5,213,597) 

Net loss after tax (3,995,070) (7,656,520) (12,463,044) 

    

Loss per share – basic and 
diluted 

$             (0.02) $                  (0.08) $             (0.17) 

    

 December 31, 2019(1) June 30, 2019 June 30, 2018 

Cash and cash equivalents $     12,167,583 $     18,145,717 $     1,595,094 

Pledged bank deposits 5,004,000 5,028,000 - 

Goodwill 8,806,998 8,806,998 - 

Total assets 34,532,531 33,559,402  4,046,516      

Total liabilities  8,142,000 3,461,333 1,534,469 

Shareholders’ equity 26,390,531 30,098,069 2,512,047 

(1) The Company has changed its fiscal year end from June 30 to December 31 and so the transitional fiscal year ended 
December 31, 2019 is for a six-month period. 

Results of Operations  

Six months ended December 31, 2019 compared to year ended June 30, 2019 

The short fiscal year represents the six month period of July to December 2019 and is compared to the 
year ended June 30, 2019, which is the twelve month period of July 2018 to June 2019. The variation 
in the duration of the comparative periods must be considered in evaluating the financial information 
noted below. 

The Company recorded net loss after tax of $3,995,070 (loss per share of $0.02) for the six months 
ended December 31, 2019 compared to a net loss after tax of $7,656,520 (loss per share of $0.08) for 
the year ended June 30, 2019. The net loss after tax for the six months ended December 31, 2019 
increased compared to the net loss after tax for the year ended June 30, 2019. The most significant 
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contributing factors to the increase were expenses related to the Acquisition, increases in research and 
development expenses and increases in general and administrative expense. These increase were 
partially offset by a decrease in share-based compensation expenses, marketing expenses and 
intellectual property expenses.   
 
Revenue and Cost of Sales 
 
For the six months ended December 31, 2019, the Company recorded revenue of $266,747 and cost 
of sales of $93,138 compared to revenue of $165,031 and cost of sales of $75,487 for the year ended 
June 30, 2019. The increase in revenue was mainly due to the completion of Phase II with the Global 
Pharma Partner (see “Q2 2020 Business Highlights” above). Services for Phase II commenced in 
August 2019 and were completed in December 2019. Cost of sales were mainly comprised of labour 
and material costs. 
 
Operating Expenses 
 
Operating expenses for the six months ended December 31, 2019 amounted to $4,511,814 as 
compared to $8,327,059 for the year ended June 30, 2019. In the six months ended December 31, 
2019, operating period costs increased compared to the prior period due to 
Research and development expenses 

• Research and development expenses were $1,446,188 for the six months ended December 
31, 2019 compared to $2,177,271 for the year ended June 30, 2019. A breakdown of the major 
components within research and development expenses is as follows: 

 

 
Six months ended  

December 31, 2019 
Year ended  

June 30, 2019 

Personnel costs $    1,090,716 $    1,681,720 

Lab materials 355,472 495,551 

Total  $   1,446,188 $   2,177,271 

 
Overall, the research and development expenses increased due to the increase in personnel 
costs as the scientific team expanded as a result of the Acquisition. The Company is 
continuously expanding its scientific team as the Company enters into more commercial 
agreements and research and development partnership projects.  
 
Lab materials were $355,472 for the six months ended December 31, 2019 compared to 
$495,551 for the year ended June 30, 2019. Lab materials have increased as a result of the 
completion of an agreement with the ITC under the Enterprise Support Scheme (“ESS”). This 
grant was awarded to the Company to further enhance the drug screening capabilities of its 
proprietary human ventricular cardiac tissue strip. The project initiated in June 2018 and 
completed in November 2019.  

General and administrative expenses 

• General and administrative were $1,995,765 for the six months ended December 31, 2019 
compared to $3,093,687 for the year ended June 30, 2019. A breakdown of the major 
components within general and administrative costs is as follows: 
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Six months ended  

December 31, 2019 
Year ended  

June 30, 2019 

Personnel costs $     819,648 $     1,286,233 

Professional and regulatory fees 391,173 923,577 

General and administrative expenses 159,822 243,779 

Occupancy costs 482,888 404,615 

Travelling expenses 142,234 235,483 

Total  $    1,995,765 $    3,093,687 

 

Personnel costs were $819,648 for the six months ended December 31, 2019 compared to 
$1,286,233 for the year ended June 30, 2019. The amount for the six months ended December 
31, 2019 reflects the increase in directors’ fees effective October 1, 2019 and employee 
bonuses paid in November 2019; the remainder of the personnel costs reflect comparable six-
month operating period costs when compared to the prior year.  

Occupancy costs were $482,888 for the six months ended December 31, 2019 compared to 
$404,615 for the year ended June 30, 2019. The amount for the six months ended December 
31, 2019  reflects 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.  

Professional and regulatory fees were $391,173 for the six months ended December 31, 2019 
compared to $923,577 for the year ended June 30, 2019. Professional and regulatory fees 
decreased relative to the costs incurred for the Acquisition in the year ended June 30, 2019.  

 
Marketing expenses 

 

• Marketing expenses were $320,879 for the six months ended December 2019 compared to 
$782,379 for the year ended June 30, 2019, with a breakdown of the major components as 
follows:  
 

 
Six months ended  

December 31, 2019 
Year ended  

June 30, 2019 

Personnel costs $    305,573 $    665,188 

Marketing and other activities 15,306 117,191 

Total  $    320,879 $    782,379 

 
The decrease in marketing expenses for the six months ended December 31, 2019 compared 
to the year ended June 30, 2019 was mainly attributable to a one-time marketing expense 
incurred during the year ended June 30, 2019 upon the expansion of the commercialization of 
the MyHeartTM Platform.  
 
Personnel costs were $305,573 for the six months ended December 31, 2019 compared to 
$665,188 for the year ended June 30, 2019, which is consistent with a six-month period of 
activity compared to the prior year. 

Share-based compensation expenses 

• Share-based compensation expense was lower at $348,551 for the six months ended 
December 31, 2019 compared to $1,367,157 for the year ended June 30, 2019, reflecting 
decreased vesting of outstanding stock options. A further decrease was due to most of the 
Company’s restricted share units and options were vested and recognized during the year 
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ended June 30, 2019. The share-based compensation expenses recorded in the six months 
ended December 31, 2019 included stock options and restricted share units.  

 

Intellectual property (“IP”) and patent expenses 

• IP and patent expenses were $60,986 for the six months ended December 31, 2019 compared 
to $236,933 for the year ended June 30, 2019, consistent with a six-month period of activity 
compared to the prior year.  

 
Government grants  
 
Government grants were $369,931 for the six months ended December 31, 2019 compared to $617,267 
for the year ended June 30, 2019. Government grants recognized in the six months ended December 
31, 2019 were mainly attributable to the funds received from the ITC under the ESS. Effective 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 will be responsible for the remaining costs.  

Disbursement from the ITC is subject to performance of the agreement by the Company to the 
satisfaction of the ITC and subject to the terms and conditions of the agreement. The Company received 
$264,200 during the six months ended December 31, 2019. 

Other Income 

The Company earned other income of $179,379 for the six months ended December 31, 2019 as 
compared to other income of $66 for the year ended June 30, 2019. Other income was mainly interest 
income from time deposits. 

Year ended June 30, 2019 compared to year ended June 30, 2018 

The Company recorded net loss after tax of $7,656,520 (loss per share of $0.08) for the year ended 
June 30, 2019 compared to a net loss of $12,463,044 (loss per share of $0.17) for the year ended June 
30, 2018. The decreased net loss was mainly due to a non-cash loss on completion of a reverse 
takeover of $5,213,597 for the year ended June 30, 2018, along with decreases in general and 
administrative expenses and IP and patent expenses, while being partially offset by increases in 
research and development expenses, marketing expenses and depreciation as compared to the year 
ended June 30, 2018. 
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RESULTS OF OPERATIONS – THREE MONTHS ENDED DECEMBER 31 
 

          Three months ended December 31, 

 2019 2018 

Revenue $                       93,935 $                       5,255 

Cost of sales 21,175 1,744 

 72,760 3,511 

OPERATING EXPENSES   

      Research and development                     842,136                     575,277 

      IP and Patent 15,986 27,240 

      General and administrative expenses 1,250,994 734,200 

      Marketing 170,219 199,428 

      Share-based compensation   191,371 295,483 

      Depreciation 170,359 167,382 

 2,641,065 1,999,010 

   

LOSS FROM OPERATIONS (2,568,305) (1,995,499) 

   

Government grants 46,085 49,469 

Other income 78,155 - 

Finance (expense) / income  (74,844) 101 

Foreign exchange gain / (loss) (175) 470 

 49,221 50,040 

   

NET LOSS FOR THE QUARTER BEFORE 
TAX 

(2,519,084) (1,945,459) 

   

Tax expenses 17,805 - 

NET LOSS FOR THE QUARTER AFTER TAX (2,536,889) (1,945,459) 

   

OTHER COMPREHENSIVE INCOME   

      Foreign currency translation adjustment (247,653) 12,701 

   

COMPREHENSIVE LOSS FOR THE 
QUARTER 

(2,784,542) (1,932,758) 

   

   

Loss per share – Basic and Diluted  $                   (0.01) $                   (0.02) 

   

Weighted average number of shares 
outstanding – basic and diluted 

188,542,025 93,462,025 
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The Company recognized $93,935 in revenue and $21,175  in cost of sales in the three months ended 
December 31, 2019 compared to $5,255 in revenue and $1,744 in cost of sales in the three months 
ended December 31, 2018. The revenue recognized in the three months ended December 31, 2019 
was mainly from Phase II of the Global Pharma Partner agreement, which was completed in December 
2019.  
 
The Company recorded net loss after tax of $2,536,889 (loss per share of $0.01) in the three months 
ended December 31, 2019 compared to $1,945,459 (loss per share of $0.02) in the three months ended 
December 31, 2018. The increase in the net loss was due primarily to an increase in research and 
development expenses, general and administrative expenses in the area of occupancy costs, while 
being offset by the increase in revenue.  
 
Operating expenses for the three months ended December 31, 2019 was $2,641,065 as compared to 
$1,999,010 for the three months ended December 31, 2018. The increase was primarily related to 
increases in research and development expense and general and administrative expenses while partly 
offset by the decrease in share-based compensation expenses.  

QUARTERLY RESULTS 

 
The following table summarizes selected financial information for the Company’s eight most recent 
quarters. The financial 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 December 31, 2019.  
 

Three months 
ended 

December 
31, 2019 

Sep 30, 
2019 

Jun 30, 
2019 

Mar 31, 
2019 

Dec 31, 
2018 

Sep 30, 
2018 

Jun 30, 
2018 

Mar 31, 
2018 

 
Revenue 93,935 172,812 51,821 107,955 5,255 - 75,776 19,348 

 
Cost of sales (21,175) (71,963) (24,620) (49,123) (1,744) - (30,390) (7,818) 

 
Operating loss (2,568,305) (1,769,900) (2,584,359) (1,681,973) (1,995,499) (1,975,684) (2,757,465) (1,610,643) 

 
Government 
grant income 

46,085 323,846 79,602 464,327 49,469 23,869 23,365 18,331 

 
Other 
income/(loss) 

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

 
Net loss after 
tax 

(2,536,889) (1,458,181) (2,534,813) (1,226,447) (1,945,459) (1,949,801) (2,995,770) (1,586,471) 

 
Net loss per 
share, basic 
and diluted 

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

The most significant factors affecting the comparability of the quarterly results are described above in 
“Results of Operations” for the three months ended December 31, 2019. These include: the revenue 
agreement signed with the Global Pharma Partner Phase I and Phase II; the signing and completion of 
the commercial agreements with Sumocor and Pfizer resulting in the increase in revenue and other 
income respectively; the disbursement of the government grant from 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 effort 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; and the expansion of the 
scientific team resulting in an increase in personnel costs. 
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LIQUIDITY AND CAPITAL RESOURCES 

Cash Flow 

At December 31, 2019, the Company had the equivalent of $12,167,583 in cash and cash equivalents, 
compared to $18,145,717 at June 30, 2019.  

Cash used in operating activities 

Cash used in operating activities for the six months ended December 31, 2019 was $3,975,955, an 
increase of $1,098,407 from $2,877,548 for the year ended June 30, 2019. The increase in cash used 
was primarily due to a decrease in non-cash working capital of $3,909,470 offset by an increase in net 
loss before depreciation and other adjustments of $2,811,063. 

Cash generated from investing activities 

Cash generated from investing activities for the six months ended December 31, 2019 was $60,958, a 
decrease of $17,522,126 from $17,583,084 for the year ended June 30, 2019. The decrease was mainly 
due to $22,692,695 in cash acquired from the Acquisition, while offset by the increase in pledged bank 
deposits of $5,028,000.  

Cash used in / generated from financing activities 

Net cash used in financing activities was $2,041,701 for the six months ended December 31, 2019, a 
decrease of $3,730,118 compared to the cash generated from activities of $1,688,417 for the year 
ended June 30, 2019. As at December 31, 2019, the Company has fully repaid the facility that it had 
entered into with HSBC (the “Facility”). The Facility was secured by a deposit pledge of approximately 
$5 million (HK$30 million). In January 2020, the Facility was terminated, and the pledged deposit was 
reclassified as cash and cash equivalents.   

Pursuant to the adoption of IFRS 16 – Leases, under the modified retrospective approach, the Company 
has classified the payment of lease liabilities under financing activities for the six months ended 
December 31, 2019.  

Contractual Obligations, Commitments and Contingencies  

On August 21, 2017, the Company expanded its office 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 office 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 $1,197,698.   
 
The Company has IP licensing agreements with UCI, the Icahn 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 $135,733 ($111,495 of which is payable over the 
next twelve months and $24,238 of which is payable over fiscal year 2021) and annual maintenance 
fees. The Company is committed to paying annual maintenance fees of approximately $9,242 in 2020, 
$19,145 in 2021 and $19,145 in 2022 and thereafter 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 Foundation and iPS Academia Japan, the Company 
is also committed to paying minimum royalties of approximately $26,407 and $29,047 per year 
respectively. 

 
Capital Resources 

As mentioned, the Company has generated negative cash flows from operations in the six months 
ended December 31, 2019, the Company had $12,167,583 of cash and cash equivalents and 
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$5,004,000 of pledged deposits on hand and non-cash working capital deficit of $1,167,287 compared 
to non-cash working capital deficit of $2,742,183 at June 30, 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 inflows from sales, collaborative research agreements, and 
government grants, supplemented with capital markets financing or a scaling back of expenses, to be 
sufficient to fund operating expenses for the next 12 months. 
 
The success of the Company’s commercialization efforts and continual research and development 
projects depends greatly on the Company’s ability to generate sufficient cash to meet its needs. Hence, 
as of the end of the six months ended December 31, 2019, management is still considering various 
sources of financing 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 affect the Company’s ability to 
attract investors, should additional financings 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 8,798,373 common shares issuable upon the exercise of outstanding stock options at an 
exercise price ranging from $0.30 to $0.50 per share and 176,251 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 December 31, 2019, there is an amount due to related parties of $32,835 (as compared to $44,202 
on June 30, 2019). The amounts due to related parties include 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 
specific 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 identified its 
directors and key officers, including the Company’s Chief Executive Officer, Chief Operating Officer, 
Chief Scientific Officer, Chief Research and Development Officer and Chief Financial Officer, as its key 
management personnel. Compensation awarded to key management amounted to $727,669 for the six 
months ended December 31, 2019 compared to $1,350,635 for the year ended June 30, 2019. Share-
based compensation awarded to key management amounted to $290,248 for the six months ended 
December 31, 2019 and $975,505 for the year ended June 30, 2019.  
 
At December 31, 2019, the Company owes its Chief Operating Officer consultancy fee and expenses 
reimbursement of $29,190 and $1,872, respectively. The Company owes its Chief Research and 
Development Officer for wages of 3,572. In addition, the Company’s Chief Executive Officer owes the 
Company $1,799, which was advanced to him for future expenses he is expected to incur on behalf of 
the Company. 
 

OFF-BALANCE SHEET ARRANGEMENTS 
 
The Company does not have any off-balance sheet arrangements.  
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ACCOUNTING POLICIES AND CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS 
 
The Company’s significant accounting policies are described in Note 3 of the Annual Financial 
Statements.  
 
Critical judgments  

The preparation of financial statements in accordance with IFRS requires management to make 
judgments, estimates and assumptions that affect 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 significant effect on the amounts recognized in these 
consolidated financial 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 significant 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 flow, and 
sources of financing.  
 
Evaluation of the impairment of goodwill and intangible assets 
The Company assesses the impairment of goodwill with indefinite lives on an annual basis and finite 
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 include significant 
underperformance relative to plan, a change in the Company’s business strategy, or significant negative 
industry or economic trends. Assessing impairment of goodwill and intangible assets with indefinite lives 
requires significant judgment including identifying appropriate cash generating units, making estimates 
with regards to the amounts and timing of future cash flows and the discount rates to be used to value 
such cash flows.  

FINANCIAL INSTRUMENTS 

We are exposed, through the Company’s operations, to currency risk, credit risk, liquidity risk and 
interest rate risk. The Company’s financial 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 
effective implementation of the risk objectives and policies to the Company’s finance function. The 
overall objective of the Board is to set policies that seek to reduce risk as far as possible without unduly 
affecting the Company’s competitiveness and flexibility. 
 
Credit risk 

Credit risk is the risk of financial loss to the Company if a counterparty to a financial 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 consolidated 
statements of financial position. The Company limits its exposure to credit risk on cash and cash 
balances by depositing only with reputable financial 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 financial obligations as they fall 
due. The purpose of liquidity risk management is to maintain a sufficient amount of cash and cash 
balances to meet its liquidity requirements at any point in time. The Company uses cash to settle its 
financial obligations as they fall due. The Company’s ability to do so relies on it maintaining sufficient 
cash on hand through equity and debt financing. 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 flows of a financial instrument will 
fluctuate 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 flows of a financial 
instrument will fluctuate 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 financial 
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 significantly affect the Company’s 
business, financial condition and future financial performance, as described in the Company’s recent 
annual information form, which is available on Novoheart’s SEDAR profile at www.sedar.com. The risk 
factors described, as well as risks not currently known to us, could materially adversely affect the 
Company’s future business, operations and financial condition and could cause them to differ materially 
from 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 specific nature, that could cause actual results to differ materially from 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 profile at www.sedar.com.  
 

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

