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This Management’s Discussion and Analysis (“MD&A”) dated August 31, 2020 should be read in 
conjunction with the unaudited condensed consolidated interim financial statements and accompanying 
notes of Novoheart Holdings Inc. (“Novoheart” or the “Company”) for the three  and six months ended 
June 30, 2020 (the “Interim 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 June 30, 2020. Unless otherwise indicated, 
information contained in this MD&A is provided as at June 30, 2020.   
 
Previous 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 was the six months ended December 31, 2019, and the 
comparative period for this MD&A are the three and six months ended June 30, 2019. The three months 
ended June, 2020 is the second quarter of the Company’s fiscal 2020 financial year. 
 
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 
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 effects of COVID-
19 on the Company’s business; 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 and the uses thereof; the benefits to patients from Novoheart’s platforms; and the benefits of 
the Company’s new research facility.  
 
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 
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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.  

 
COVID-19 
 
 
On March 11, 2020, the World Health Organization declared COVID-19 a pandemic. In response to the 
pandemic, we have modified 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 offices 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 offices), which resulted in project delays. The effect of COVID-
19 on other aspects of our results of operations and financial performance, such as revenues, remains 
uncertain and may only be reflected 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 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 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”.  

 
Business Highlights: 

 Patent application filed on next-generation “human heart-in-a-jar” bioreactor 
 Successful completion of a commercial contract with a top-20 pharmaceutical company 
 Assessed the cardiac safety of a proposed COVID-19 treatment  
 Soft opening of Novoheart’s newly renovated research lab and office in Hong Kong 
 Awarded the outstanding Biomedical Technology Award in the 2020 CAPITAL Outstanding 

Enterprise Awards 
 

Patent application filed on next-generation “human heart-in-a-jar” bioreactor 
 

In June 2020, the Company filed a US provisional patent application on a next-generation bioreactor 
for the “human heart-in-a-jar” with multiple important new features that were not available in previous 
versions. With the new design, this next-generation bioreactor will provide finer control of mini-heart 
chamber properties, crucial for human models of cardiac diseases. The additional disease modelling 
capabilities will attract drug developers given the industry-wide demand for a reliable, human-specific 
model to test the safety and efficacy of new therapeutic candidates.  
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Successful completion of a commercial contract with a top-20 pharmaceutical company  
 
In April 2020, Novoheart completed its commercial agreement with a top-20 pharmaceutical company 
utilizing the company’s human ventricular Cardiac Tissue Strips (hvCTS) to study the effects of blinded 
drugs on cardiac contractility.  
 
Assessed the cardiac safety of a proposed COVID-19 treatment on cardiac contractility and 
arrhythmogenicity 
 
Novoheart completed a study in May 2020 using our human engineered cardiac constructs to 
investigate the effects of hydroxychloroquine and azithromycin on contractility and arrhythmogenicity in 
human hearts. Our engineered cardiac constructs provided a useful platform for screening cardiac 
safety and efficacy when developing therapeutics against COVID-19.  
 
Soft opening of Novoheart’s newly renovated research lab and office in Hong Kong 
 
On June 22, 2020, the Company had its soft launch opening of the newly renovated research lab and 
office in Hong Kong. The site houses the Company’s state-of-the-art research facility with a bigger office 
and laboratory. The facility will provide much needed space to accommodate our growth and enable us 
to hire additional talent to continue to provide industry leading service to our global clients.  
 
Awarded the outstanding Biomedical Technology Award in the 2020 CAPITAL Outstanding 
Enterprise Awards  
 
The CAPITAL Outstanding Enterprise Awards are one of the most recognized enterprise awards in 
Hong Kong, with the aim to acknowledge enterprises which have outstanding performance and 
achievement during the year. Novoheart was delighted that its revolutionary technologies had earned 
recognition among the Hong Kong business community. 
 

 
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 condensed consolidated interim financial statements for the 
respective periods. 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 June 30, 
2020.  
 

 Three months ended  Six months ended  

 June 30, 2020 June 30, 2019 June 30, 2020 June 30, 2019 

Revenue $            39,662 $            51,821 $49,782 $                 159,776 
Cost of sales 17,683 24,620 21,537 73,743 
Operating loss 2,389,128 2,584,359 5,031,099 4,265,332 
Government grant income 351,111 79,602 405,352 543,929 
Other income  260,283 223 335,841 410 
Net loss after tax 1,905,738 2,582,062 4,738,984 3,761,260 
     
Net loss per share – basic 
and diluted $0.01 $0.03 $0.03 $0.04 
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   June 30, 2020 December 30, 2019 

Cash and cash 
equivalents 

  
$    13,236,527 $    12,167,583 

 
Pledged bank deposits   - 5,004,000 

Goodwill   8,806,998 8,806,998 

Total assets   30,672,882 34,532,531 

Total liabilities    7,736,787 8,142,000 

Shareholders’ equity   22,936,095 26,390,531 

Results of Operations  

Three and six months ended June 30, 2020 (Q2 2020) compared to three and six months ended June 
30, 2019 (Q2 2019) 

The Company recorded a net loss after tax of $1,905,738 (loss per share of $0.01) for the three months 
ended June 30, 2020 compared to a net loss after tax of $2,582,062 (loss per share of $0.03) for the 
three months ended June 30, 2019. On a year-to-date basis, the Company recorded a net loss of 
$4,738,984 (loss per share of $0.03) for the six months ended June 30, 2020 compare to a net loss of 
$3,761,260 (loss per share of $0.04) for the six months ended June 30, 2019. The net loss after tax for 
the six months ended June 30, 2020 increased compared to the net loss after tax for the six months 
ended June 30, 2019. The most significant 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 offset by a decrease in depreciation 
expenses, share-based compensation expenses and marketing expenses.   
 
Revenue and Cost of Sales 
 
For the three months ended June 30, 2020, the Company recorded revenue of $39,662 and cost of 
sales of $17,683 compared to revenue of $51,821 and cost of sales of $24,620 for the three months 
ended June 30, 2019. The Company recorded revenue of $49,782 and cost of sales of $21,537 for the 
six months ended June 30, 2020 compared to revenue of $159,776 and cost of sales of $73,743 for the 
six months ended June 30, 2019. Starting in March 2020, COVID-19 has had a global impact which 
impacted a number of the Company’s partners The impact continued to be felt by Novoheart and its 
partners throughout Q2 2020, causing delays in communication and contract execution.  
 
Operating Expenses  
 
Operating expenses for the three months ended June 30, 2020 amounted to $2,411,107 as compared 
to $2,611,560 for the three months ended June 30, 2019. Operating expenses for the six months ended 
June 30, 2020 and 2019 were $5,059,344 and $4,351,365, respectively. The increase in operating 
expenses is primarily related to: 

General and administrative expenses 

 General and administrative expenses were $1,160,648 for the three months ended June 30, 
2020 compared to $1,235,148 for the three months ended June 30, 2019. On a year-to-date 
basis, general and administrative expenses were $2,445,491 compared to $1,812,283. A 
breakdown of the major components within general and administrative costs is as follows: 
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Overall, the increase in general and administrative expenses was mainly due to the increases 
in occupancy costs, and general and administrative expense. The increase was offset by 
decreases in personnel costs, professional and regulatory fees, and travelling expenses.   

Occupancy costs increased from $105,097 and $202,728 for the three and six months ended 
June 30, 2019 to $498,661 and $988,727 for the three and six months ended June 30, 2020. 
The increase in occupancy costs 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 starting 
in November 2019. 

General and administrative expenses increased from $36,491 and $121,271 in the three and 
six months ended June 30, 2019 to $144,013 and $272,781 in the three and six months ended 
June 30, 2020. The difference was mainly due to a change in estimate for an accrual expense 
which resulted in a decrease in expenses in the three months ended June 30, 2019. Without 
the change in estimate, the general and administrative expenses are relatively consistent 
compared to the prior periods.  

Personnel costs decreased from $620,396 and $876,360 for the three and six months ended 
June 30, 2019 to $343,991 and $683,192 for the three and six months ended June 30, 2020. 
The overall decrease was mainly related to bonuses accrued during the three months ended 
June 30, 2019. No bonuses were accrued during the three months ended June 30, 2020 due 
to the change in year-end from June 30 to December 31 effective November 21, 2019. Without 
the bonus accrual, personnel costs are relatively consistent. The decrease in personnel costs 
over the six-month period was partially offset by increase in director’s fees effective October 1, 
2019 as well as the increase in executives’ compensation effective December 1, 2019. 

Professional and regulatory fees decreased from $388,924 and $499,365 for the three and six 
months ended June 30, 2019 to $165,536 and $431,048 for the three and six months ended 
June 30, 2020. Additional professional fees were incurred in the three months ended June 30, 
2019 due to the Acquisition completed in June 2019. 

Traveling expenses decreased from $84,240 and $112,559 in the three and six months ended 
June 30, 2019 to $8,447 and $69,743 for the three and six months ended June 30, 2020. The 
Company ceased all non-essential travel due to travel restrictions and safety concerns brought 
on by COVID-19.  

 
 
 

 Three months ended Six months ended 

 June 30, 2020 June 30, 2019 June 30, 2020 June 30, 2019 

Personnel costs $    343,991 $       620,396 $    683,192 $    876,360 

Professional and 
regulatory fees 

165,536 388,924 431,048 499,365 

General and 
administrative 
expenses 

144,013 36,491 272,781 121,271 

Occupancy costs 498,661 105,097 988,727 202,728 

Travelling expenses 8,447 84,240 69,743 112,559 

Total  $    1,160,648 $    1,235,148 $  2,445,491 $    1,812,283 
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Research and development expenses 
 

 Research and development expenses were $773,233 for the three months ended June 30, 
2020 and $709,039 for the three months ended June 30, 2019. On a year-to-date basis, 
research and development expenses were $1,498,650 for the six months ended June 30, 2020 
compared to $1,242,717 for the six months ended June 30, 2019. A breakdown of the major 
components within research and development expenses is as follows: 

 

 Three months ended Six months ended 

   

 June 30, 
2020 

June 30, 2019 June 30, 2020 June 30, 2019 

Personnel costs $    637,686 $   631,149 $1,258,545 $   1,022,801 

Lab materials 135,547 77,890 240,105 181,086 

Sponsored Research 
Agreement 

- - - 38,830 

Total  $    773,233 $    709,039 $    1,498,650 $    1,242,717 
 
Personnel costs remained relatively flat in the three months ended June 30, 2020 and June 30, 
2019. On a year-to-date basis, personnel costs increased from $1,022,801 to $1,258,545. The 
increase in personnel costs resulted from the Company’s expansion of its scientific team. The 
increase in personnel costs was offset by a bonus accrual during the three months ended June 
30, 2019 which was not accrued in the current year. 
 
Lab materials increased from $77,890 and $181,086 in the three and six months ended June 
30, 2019 to $135,547 and $240,105 in the three and six months ended June 30, 2020. The 
increase in lab materials was due to an additional agreement with the Innovative and 
Technology Commission of the Government of the Hong Kong Special Administrative Region 
(the “ITC”) under the Enterprise Support Scheme project (the “Second ESS Project”) that was 
executed in December 1, 2019. Titled “Next-generation Human Ventricular Cardiac Sheets and 
Chambers for Advanced Drug Discovery”, the Second ESS Project involves advanced R&D 
and incorporation of artificial intelligence (AI) technology to accelerate drug development using 
Novoheart’s bio-engineered human heart chambers and tissues. The resulting advancements 
are expected to increase scale and capabilities of Novoheart’s MyHeart™ Platform and expand 
commercialization opportunities for Novoheart’s market-leading technologies. The approved 
budget for the Second ESS Project is $2,093,299 (HK$12,308,600), for a duration of 24 months. 
 
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 for incorporation into Novoheart’s next-generation 
bioreactor designs. These designs aim to deliver enhanced efficiency, accuracy and sensitivity 
in screening drugs for toxic or beneficial effects 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.  
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Intellectual property (“IP”) and patent expenses 

 IP and patent expenses increased from $105,731 and $168,124 for the three and six months 
ended June 30, 2019 to $151,820 and $305,591 for the three and six months ended June 30, 
2020.  The increase in IP and patent expenses was due to the filing of new inventions from the 
completed projects. In addition, the Company entered into an exclusive licensing agreement 
with Harvard University’s Office of Technology Development effective November 2019, which 
further increased the IP and patent expenses compared to the three and six months ended 
June 30, 2019. 

 
Marketing expenses 

 
 Marketing expenses decreased from $175,221 and $342,486 for the three and six months 

ended June 30, 2019 to $134,775 and $280,443 for the three and six months ended June 30, 
2020 with a breakdown of the major components as follows:  

 

 Three months ended Six months ended 

 June 30, 2020 June 30, 2019 June 30, 2020 June 30, 
2019 

Personnel costs $    68,878 $    166,283 $    214,546 $    333,199 

Marketing and other 
activities 

65,897 8,938 65,897 9,287 

Total  $    134,775 $    175,221 $    280,443 $   342,486 
 

Personnel costs decreased due to the departure of the Company’s former Senior Vice 
President of Commercial Operations. Additional differences relate to bonuses accrued during 
the three months ended June 30, 2019. No bonuses were accrued during the three months 
ended June 30, 2020 due to the change in year-end from June 30 to December 31 effective 
November 21, 2019.  
 
Marketing and other activities increased from $8,938 and $9,287 in the three and six months 
ended June 30, 2019 to $65,897 and $65,897 to the three and six months ended June 30, 2020.  
Additional marketing expenses were incurred in the three months ended June 30, 2020 to 
prepare for the soft launch of the Company’s expanded office and lab facilities in Hong Kong. 

 
Share-based compensation expenses 

 Share-based compensation expense decreased from $216,244 and $448,351 in the three and 
six months ended June 30, 2019 to $140,094 and $349,519 in the three and six months ended 
June 30, 2020. A decrease in the current periods was due to most of the Company’s options 
being vested and recognized in prior periods. The share-based payments recorded in the three 
and six months ended June 30, 2020 included stock options and restricted share units. 

 
Depreciation expenses 

 Depreciation expense decreased from $170,177 and $338,404 in the three and six months 
ended June 30, 2019 to $50,537 and $179,650 in the three and six months ended June 30, 
2020. The decrease was mainly due to the write-off of the leasehold improvement during the 
three months ended March 31, 2020 that was previously capitalized for the lab and office facility 
in Phase 3 of the Hong Kong Science Park, which is undergoing renovation to be converted 
into a GMP facility.  
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Government grants  
 
Government grants were $79,602 and $543,929 for the three and six months ended June 30, 2019 
compared to $351,111 and $405,352 for the three and six months ended June 30, 2020. Government 
grants recognized in the three months ended June 30, 2020 were mainly attributable to the funds 
received from the ITC under the Second ESS Project (see Research and Development expenses). The 
company also recognized government grants of $28,218 relating to wage subsidies received from the 
Hong Kong Special Administrative Region (“HKSAR”) Government in response to the global pandemic. 
 
Other income 
 
The Company earned other income of $260,283 and $335,841 for the three and six months ended 
June 30, 2020 as compared to $223 and $410 for the three and six months ended June 30, 2019. 
Other income includes $33,605 and $109,163 of interest income for the three and six months ended 
June 30, 2020; $225,935 of rent concessions for the three and six months ended June 30, 2020 from 
Hong Kong Science and Technology Park (the “HKSTP”) as part of its COVID-19 relief efforts. Please 
refer to Changes in significant accounting policies below for details relating to the accounting 
treatment of rent concessions. 
 
Loss on disposal 
 
The Company recorded a loss on disposal of $188,841 for the six months ended June 30, 2020. No 
such loss was recorded in the comparative periods. The loss on disposal was related to the write-off of 
leasehold improvements that was previously capitalized for the lab and office facility.  
 
Other comprehensive income (loss) 
 
The other comprehensive income (loss) with respect to foreign currency translation difference varies at 
each reporting date and is a result of fluctuations between the US Dollar, Hong Kong dollar, and the 
Canadian dollar. This foreign currency translation difference includes the impact of the translation of 
foreign operation from its functional currency into Canadian Dollars. For the six months ended June 30, 
2020, the impact of the foreign currency translation differences was other comprehensive income of 
$935,029 compared to $29,957 for the six months ended June 30, 2019.  
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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 June 30, 2020.  
 

 2020 2019 2018 

Three months 
ended 

June 30, 
2020 

March 31, 
2020 

December 
31, 2019 

Sep 30, 
2019 

Jun 30, 
2019 

Mar 31, 
2019 

Dec 31, 
2018 

Sep 30, 
2018 

 
Revenue 39,662 10,120 93,935 172,812 51,821 107,955 5,255 - 

 
Cost of sales (17,683) (3,854) (21,175) (71,963) (24,620) (49,123) (1,744) - 
 
Operating loss (2,389,128) (2,641,971) (2,568,305) (1,769,900) (2,584,359) (1,681,973) (1,995,499) (1,975,684) 

 
Government 
grant income 

351,111 54,241 46,085 323,846 79,602 464,327 49,469 23,869 

 
Other 
income/(loss) 

260,283 75,558 78,155 101,224 223 187 - (344) 

 
Net loss after 
tax 

(1,901,944) (2,833,246) (2,536,889) (1,458,181) (2,582,062) (1,179,198) (1,945,459) (1,949,801) 

 
Net loss per 
share, basic 
and diluted 

(0.01) (0.02) (0.01) (0.01) (0.03) (0.01) (0.02) (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 June 30, 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 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; 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 HKSTP starting in November 2019; rent concessions received from the 
HKSTP and wage subsidies from HKSAR Government in response to COVID-19 for the three months 
ended June 30, 2020. 

  



10 

LIQUIDITY AND CAPITAL RESOURCES 

Cash Flow 

At June 30, 2020, the Company had the equivalent of $13,236,527 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 six months ended June 30, 2020 was $2,892,925, an increase 
of $924,564 from $1,968,361 for the six months ended June 30, 2019. The increase in cash used was 
primarily due to an increase in net loss after tax, depreciation and non-cash expenses of $1,534,052 
and a decrease in non-cash working capital of $312,007. 

Cash generated from investing activities 

Cash generated from investing activities for the six months ended June 30, 2020 was $3,774,384, a 
decrease of $13,843,041 compared to the cash used in investing activities of $17,617,425 for the six 
months ended June 30, 2019. The difference in the two periods was mainly due to cash of $22,692,695 
acquired from the Acquisition in the period ended June 30, 2019.  

The decrease in cash generated from investing activities was offset by the execution of the facility with 
HSBC (the “Facility”) in the six month period ended June 30, 2019 and its subsequent termination in 
the six month period ended June 30, 2020. The Facility was secured by a deposit pledge of 
approximately $5 million (HK$30 million). The contrasting effect of the execution and termination of the 
Facility in the comparative periods resulted in an approximately $10 million difference in cash generated 
flow from investing activities.  
 
Cash used in investing activities for the six months ended June 30, 2020 was related to the construction 
and furnishing of the new lab and office facility in Hong Kong, as well as the construction of the GMP 
facility. No such expenses were incurred for the six months ended June 30, 2019.  

Cash used in / generated from financing activities 

Net cash used in financing activities was $718,000 for the six months ended June 30, 2020, a decrease 
of $2,406,417 compared to the cash generated from activities of $1,688,417 for the six months ended 
June 30, 2019. The cash used in financing activities for the six months ended June 30, 2020 was related 
to lease interests and payments of the lab and office facilities in Hong Kong pursuant to the adoption of 
IFRS 16 – Leases effective July 1, 2019. No such expenses were incurred prior to the adoption IFRS 
16.  

The cash generated from financing activities of $1,688,417 for the six months ended June 30, 2019 
was from the proceeds of the Facility.  

Contractual Obligations, Commitments and Contingencies  

On August 21, 2017, the Company expanded its office and lab facilities by signing a lease agreement 
with the HKSTP, 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 the HKSTP 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 $1,290,058.   
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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 $143,336 ($117,740 of which is payable over the 
next twelve months and $25,596 of which is payable over fiscal year 2021) and annual maintenance 
fees. The Company is committed to paying annual maintenance fees of approximately $19,794 in 2020, 
$30,032 in 2021 and $150,161 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 $27,302 and $30,032 per year 
respectively. 

Capital Resources 

As mentioned, the Company has generated negative cash flows from operations in the six months 
ended June 30, 2020, the Company had $13,236,527 of cash and cash equivalents on hand and non-
cash working capital surplus of $312,007 compared to non-cash working capital deficit 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 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 June 30, 2020, 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 8,272,373 common shares issuable upon the exercise of outstanding stock options at an 
exercise price ranging from $0.30 to $0.50 per share.  
 
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 June 30, 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 specific terms of repayment. There are no mark-ups on any expenses 
incurred by management and directors on behalf of the Company. 
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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, and Chief Research and Development, as its key management personnel. 
Compensation awarded to key management amounted to $291,531 and $573,941 for the three and six 
months ended June 30, 2020 compared to $580,283 and $833,411 for the three and six months ended 
June 30, 2019. Share-based payments awarded to key management amounted to $109,171 and 
$275,821 for the three and six months ended June 30, 2020 and $175,949 and $344,548 for the three 
and six months ended June 30, 2019.  
 
 

OFF-BALANCE SHEET ARRANGEMENTS 
 
The Company does not have any off-balance sheet arrangements.  
 

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.  
 
Impact of COVID-19 
 
The impact of COVID-19 has required significant judgments and estimates to be made, including: 
 

(a) Whether rent concession satisfy the criteria to be accounted for using the practical expedient 
introduced by the amendments to IFRS 16; 
 

(b) Assessing whether the Company has reasonable assurance as to whether it will comply with 
the conditions attached to Employment Support Scheme by HKSAR Government; 
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(c) Calculating the recoverable amount for cash generating units that exhibit indicators of 

impairment as at the period end, and determining the amount of goodwill impairment 
attributable to the cash generating units; and 

 
(d) Additionally, while the changes in the following estimates and judgments have not had a 

material impact on the Company, the effect of COVID-19 has required revisions to: 
 

i. Estimates of expected credit losses attributable to accounts receivable arising from 
services to customers on credit terms, including the incorporation of forward-looking 
information to supplement historical credit loss rates; and  
 

ii. Assessment of the Company’s ability to continue as a going concern. Although the 
Group has experienced downturns during the period, the directors do not consider that 
there are material uncertainties that cast doubt on the Company’s ability to continue as 
a going concern over the next 12 months. This judgment was made with consideration 
of the Company’s liquidity position, given the underlying strength of the condensed 
consolidated interim statement of financial position and no existing debt.  

 
Changes in significant accounting policies 
 
Amendments to IFRS 16: COVID-19 Related Rent Concession 
 
Effective June 1, 2020, IFRS 16 was amended to provide a practical expedient for lessees accounting 
for rent concessions that arise as a direct consequence of the COVID-19 pandemic and satisfy the 
following criteria: 
 

(a) The change in lease payments results in revised consideration for the lease that is substantially 
the same as or less than, the consideration for the lease immediately preceding the change; 
 

(b) The reduction in lease payments affects only payments originally due on or before June 30, 
2021; and 
 

(c) There is no substantive change to other terms and conditions of the lease. 

Rent concessions that satisfy these criteria may be accounted for in accordance with the practical 
expedient, which means the lessee does not need to assess whether the rent concession meets the 
definition of a lease modification. Lessees apply other requirements in IFRS 16 in accounting for the 
concession.  
 
The Company has elected to utilize the practical expedient for all rent concessions that meet the criteria. 
The practical expedient has been applied retrospectively, meaning it has been applied to all rent 
concessions that satisfy the criteria. 
 
Accounting for rent concessions as lease modifications would have resulted in the Company 
remeasuring the lease liability to reflect the revised consideration using a revised discount rate, with the 
effect of the change in the lease liability recorded against the right-of-use asset. By applying the 
practical expedient, the Company is not required to determine a revised discount rate and the effect of 
the change in lease liability is reflected in profit or loss in the period in which the event or condition that 
triggers the rent concession occurs. The effect of applying the practical expedient is disclosed in Note 
1(b) of the condensed consolidated interim financial statements 
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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 condensed 
consolidated interim 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. 

 
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.   
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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.  
 


