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This Management’s Discussion and Analysis (“MD&A”) dated May 11, 2018 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 nine months ended 

March 31, 2018 (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. The 

Company’s presentation currency changed from US dollars to Canadian dollars in this first quarter of 

2018. Unless otherwise indicated, information contacted in this MD&A is provided as at March 31, 2018.   

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”, “except”, “anticipate”, “believe”, “intends”, 

“plan”, “forecast”, “project”, “potential”, “intend”, “targeted”, “continue”, “goal”, “estimate”, 

“outlook”, or the negative of those words or other similar or comparable words. Forward-looking 

statements are necessarily based on estimates and assumptions made by us in light of our experience 

and perception of historical trends, current conditions and expected future developments, as well as the 

factors we believe are appropriate. Forward-looking statements in MD&A include, but are not limited to, 

statements relating to:  our ability to obtain funding for our operations, including funding for research 

and commercial activities; our ability to achieve profitability; statements with respect to the Company’s 

future plans, strategies and objectives; projected revenues, future trends, opportunities and growth in 

the Company’s industry and the drug development and screening markets; the Company’s ability to 

maintain and enhance its competitive advantages and technological advantages; the entry into of 

commercial partnerships and commercialization of our technology; the development of cell-based 

cardiac regenerative therapies, heart therapeutics and the development of transplantable grafts; the 

expected benefits from opening the Company’s new Hong Kong facilities; projected operating expenses 

and capital expenditures; the potential for the Company’s technology to revolutionize the drug 

discovery process; the ability of the MyHeartTM Platform to reduce the time and costs of clinical trials 

and maximize success rates of drug development and patient treatments; the development and value of 

MyHeartTM Platform disease platforms to clients or potential clients and their use in identifying 

candidate drugs; development of additional IP, ability to patent or otherwise protect developed IP and 

licenses with third parties for IP; entry into of sponsored research agreement and the benefits 

therefrom; and competitive advantages of the Company and its technology. 
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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 “Business Risks and Uncertainties”. 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 dedicated to human heart engineering with 

offices in Canada, United States and Hong Kong. Novoheart’s scientific team has pioneered a range of 

bioengineering technologies collectively known as the MyHeartTM platform, including the world’s first 

human mini-heart “novoHeartTM” (otherwise known as a human-heart-in-a-jar) that is fully capable of 

pumping and ejecting fluid. Novoheart believes that its proprietary platform uniquely positions it to 

enter into commercial partnerships with leading pharmaceuticals and research institutions to deliver 

pre-clinical cardiotoxicity screening and develop custom tissues for heart disease modeling. Novoheart 

also believes that the MyHeartTM platform is well-positioned for the potential development of cell-based 

cardiac regenerative therapies with superior safety and efficacy. 

Common shares of Novoheart are traded on the TSX Venture Exchange under the symbol “NVH”.  
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BUSINESS HIGHLIGHTS 

• Published landmark, peer-reviewed study recognizing the effectiveness of the world’s first and 

only human-heart-in-a-jar 

• Filed patent on creating first human cardiac models for neurological diseases associated with 

fatal cardiac conditions affecting more than 1 in 20,000 people worldwide 

• Opened new state-of-the-art facilities at the Hong Kong Science Park  

Published landmark, peer-reviewed study recognizing the effectiveness of the world’s first and only 

human-heart-in-a-jar 

On March 8, 2018, Novoheart announced that it has published a comprehensive study of the world's 

first human heart-in-a-jar, in the bioengineering journal Biomaterials. The peer-reviewed paper 

showcases the human heart-in-a-jar's unique ability to recapitulate multiple important and complex 

biological properties of the native human heart, including clinically recognized responses to a variety of 

pharmacological compounds and interventions. The human ventricular cardiac organoid chamber 

(hvCOC), also known as "human heart-in-a-jar", is a truly three-dimensional, bioengineered miniature 

cardiac pump, representing a highly sophisticated bio-artificial heart construct exclusively available from 

Novoheart's MyHeart™ Platform. In this publication, the hvCOC is comprehensively characterized in 

detail, including its ability to simulate key characteristics and behaviors of the native human heart at the 

genetic, electrical and mechanical levels. As a result of its unique cardiomimetic configuration, the 

hvCOC also reproduces responses to a range of clinically tested therapeutics, including drug classes to 

which other existing stem cell-derived cell and tissue models are notoriously insensitive. 

 

Filed patent on creating first human cardiac models for neurological diseases associated with fatal 

cardiac conditions 

 

On March 29, 2018, Novoheart announced that it has filed a patent application on the use of its 

proprietary MyHeartTM Platform of human bioengineered heart tissues to create disease models for 

neurological diseases in which afflicted patients suffer and often die from cardiac dysfunction. The 

intellectual property (“IP”), which is solely owned by Novoheart, was developed as part of the 

Company’s successfully completed second contract with a global pharmaceutical company that 

Novoherat has previously contracted with (the “Global Pharma Partner”). Historically, drug development 

has been greatly impeded by the lack of reliable disease models outside of the human body. The disease 

models described in the patent application are expected tobenefit patients and drug developers by 

providing a unique and robust platform for testing candidate therapeutics, to assist in identifying the 

best leads to choose for clinical development. They also provide a valuable experimental model for 

unraveling pathological mechanisms of the diseases and thus identifying new drug targets.  

Opened new, state-of-the-art facilities at the Hong Kong Science and Technology Park  

On March 14, 2018, Novoheart announced the opening of its brand new Hong Kong facility consisting of 

5,300 ft² of integrated laboratory and office space. Located in the Hong Kong Science and Technology 

Park, the laboratory is equipped with state-of-the-art facilities for stem cell production, tissue 

engineering and world-class research and development. The facility provides Novoheart with a new level 

of scalability, enabling it to accommodate a significant number of additional revenue-generating 

commercial contracts and projects.  
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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 unaudited condensed consolidated interim financial 

statements for the respective periods. The financial information has been prepared in accordance with 

International Financial Reporting Standards (“IFRS”) and is presented in Canadian dollars, unless 

otherwise noted, and except for number of shares and per share amounts. 

 Three months ended Mar 31, Nine months ended Mar 31, 

C$ 2018 2017 2018 2017 

Revenue 19,348 - 19,348 - 

Cost of Sales (7,818) - (7,818) - 

Operating loss (1,610,643) (839,422) (4,431,399) (2,201,612) 

Government grant income 18,331 5,009 40,018 16,993 

Other income - 70,186 110,665 205,457 

Net loss (1,586,471) (766,094) (9,519,714) (1,982,323) 

     

Net loss per share – basic and 

diluted 
(0.02) (0.15) (0.14) (0.38) 

Weighted average number of shares 

outstanding – basic and diluted 
93,462,025 5,210,843 65,743,067 5,210,843 

     

 
  March 31, 

2018 

June 30, 

2017 

Cash   2,855,271 1,319,748 

Total assets   5,486,199 2,249,051 

Total current liabilities    629,282 482,736 

Total long term liabilities    192,110 64,013 

Shareholders’ equity   4,664,807 1,702,301 
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Results of Operations 

Three and nine months ended March 31, 2018 (“Q3 2018”) compared to three and nine months ended 

March 31, 2017 (“Q3 2017”) 

 

The Company recorded net loss of $1,586,471 (loss per share of $0.02) for the three months ended 

March 31, 2018 compared to a net loss of $766,094 (loss per share of $0.15) for the three months ended 

March 31, 2017. On a year-to-date basis, the Company recorded a net loss of $9,519,714 (loss per share 

of $0.14) for the nine months ended March 31, 2018 compared to a net loss of $1,982,323 (loss per 

share of $0.38) for the nine months ended March 31, 2017. The increase in net loss on a year-to-date 

basis was due primarily to the completion of the reverse takeover transaction, for which the Company 

incurred a non-cash loss on completion of reverse takeover of $5,213,597. In addition, the Company’s 

intellectual property and patent expenses, general and administrative expenses, and share-based 

compensation expenses increased compared to the nine months ended March 31, 2017. The increase in 

intellectual property and patent expenses is mainly due to a one-time milestone payment paid to the 

Ichan School of Medicine at Mount Sinai (“MSSM”) pursuant to its intellectual property licensing 

agreement. The increase in general and administrative expenses is primarily due to increases in 

professional and regulatory fees due to the reverse takeover listing, as well as the increase in personnel 

costs resulting from the build-out of the Company’s management team. For share-based compensation 

expenses, there were no such share-based compensation for the nine months ended March 31, 2017 as 

the Company was not publicly listed until October 2017. 

Revenue and Cost of Sales 

For Q3 2018, the Company recorded revenue of $19,348 and cost of sales of $7,818. This is the first time 

the Company recorded revenue, and a corresponding cost of sales. The revenue was recognized from a 

drug screening services contract that the Company has with Sumocor LLC, a New York based 

biotechnology company focused on the development of therapeutics for cardiovascular diseases. The 

drug screening services commenced on March 28, 2018. Cost of sales of $7,818 included labour costs, 

material costs, and royalties payable for the intellectual property licenses required to perform the drug 

screening services.  

Operating Expenses 

Operating expenses for Q3 2018 were $1,622,173 compared to operating expenses of $839,422 for Q3 

2017. Operating expense for the nine months ended March 31, 2018 and 2017 was $4,442,929 and 

$2,201,612, respectively. The increase in operating expenses is primarily related to: 

• IP and patent expenses increased from $185,013 for the nine months ended March 31, 2017 to 

$413,655 for the nine months ended March 31, 2018. The increase in IP and patent expenses is 

mainly due to a one-time milestone payment of approximately $200,000 made to the MSSM 

pursuant to the Company’s achievement of a public listing on the TSX-V. The intellectual 

property licenses from the Icahn School of Medicine are exclusive with no termination period, as 

they are intellectual properties developed by Novoheart’s scientific team when they were at 

university.  
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• General and administrative costs increased from $312,306 in Q3 2017 to $765,963 in Q3 2018. 

General and administrative costs increased from $984,015 for the nine months ended March 31, 

2017 to $2,236,386 for the nine months ended March 31, 2018, with a breakdown of the major 

components as follows: 

 Three months ended Nine months ended 

C$ Mar 31, 

2018 

Mar 31, 

2017 

Mar 31, 

2018 

Mar 31, 

2017 

Personnel costs 344,077 196,902 1,057,765 557,454 

Professional and 

regulatory fees 

188,434 56,355 556,979 207,199 

Travelling expenses 53,667 13,526 145,160 75,254 

Office and administrative 

expenses 

81,256 23,960 180,721 79,047 

Occupancy costs 98,529 21,563 295,761 65,061 

Total  765,963 312,306 2,236,386 984,015 

Overall, the increase in general and administrative expenses was mainly due to increases in 

personnel costs, professional and regulatory fees, and occupancy costs. Personnel costs 

increased from $196,902 and $557,454 for the three and nine months ended March 31, 2017 to 

$344,077 and $1,057,765 for the three and nine months ended March 31, 2018. This is mainly 

due to the build-out of the Company’s management team resulting from the growth of the 

Company, with the addition of a CEO, a CFO and a CSO in Q1 2017, Q3 2017 and Q4 2017, 

respectively. Professional and regulatory fees increased from $56,355 and $207,199 for the 

three and nine months ended March 31, 2017 to $188,434 and $556,979 for the three and nine 

months ended March 31, 2018 mainly due to the legal fees, accounting fees, investor relations 

cost and directors’ and officers’ liability insurance for the Company’s reverse takeover 

transaction and listing on the TSX-V and the Frankfurt Stock Exchange.  Occupancy costs also 

increased from $21,563 and $65,061 for the three and nine months ended March 31, 2017 to 

$98,529 and $295,761 for the three and nine months ended March 31, 2018. The increase is due 

to the expansion of the Company’s lab and office facilities at the Hong Kong Science and 

Technology Park. 
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• Research and development expenses remained relatively flat at $345,967 in Q3 2018 compared 

to $374,493 in Q3 2017, and $961,805 for the nine months ended March 31, 2018 compared to 

$978,827 for the comparative period. A breakdown of the major components within research 

and development expenses as follows: 

 
 Three months ended Nine months ended 

C$ Mar 31, 

2018 

Mar 31, 

2017 

Mar 31, 

2018 

Mar 31, 

2017 

Personnel costs 251,128 115,624 696,215 296,589 

ITF Project - 168,564 - 366,989 

Lab materials 94,839 40,367 265,590 123,858 

Sponsored Research Projects - 49,938 - 191,391 

Total  345,967 374,493 961,805 978,827 

 

 

Overall, the increase in research and development expenses for the three and nine months 

ended March 31, 2018 compared to the same period in prior year is due to an expansion of 

Novoheart’s scientific team and an increase in lab material expenditures, offset by the reduction 

in costs due to the completion of the ITF project and the sponsored research projects. The 

increase in headcount on the scientific team and in lab material expenditures were due to 

additional work performed on R&D for the machine learning project (described below) and the 

development of the Company’s multi-organoid bioreactor platform. 

The ITF Project was a research and development project with the Government of Hong Kong 

Special Administrative Region and the University of Hong Kong. The project streamlined and 

optimized the commercial application of the Company's MyHeartTM Platform and generated 

intellectual property. The Company owns all the intellectual property generated from this 

project, although the project was administered by the University of Hong Kong under the 

direction of the Company’s CEO and CSO, Dr. Ronald Li and Dr. Kevin Costa.  

The Sponsored Research Projects include the Company’s sponsored research agreements with 

the Icahn School of Mount Sinai (“Mount Sinai”) and the Regents of the University of California, 

Irvine Campus. Pursuant to an agreement with Mount Sinai, the Company sponsored Mount 

Sinai on a research project for exploring new approaches to improve the performance and 

predictive ability of engineered human ventricular cardiac tissue strips (hvCTS) and human 

ventricular cardiac organoid chambers (hvCOC) for reproducing the responses of healthy and 

diseased native human myocardium, and designing, developing and testing new bioreactor 

technologies for improved performance and automation in culturing and testing hvCTS and 

hvCOC, with the aim to deliver more effective tools for therapeutic discovery. The Sponsored 

Research Project with UCI focused on the use of machine learning to accelerate analysis of 

complex, content-rich data, acquired from drug screening studies with the Company’s human 

ventricular cardiac tissue strip (hvCTS), an approach that the Company expects can be 

developed to apply across the MyHeartTM Platform and increase the efficiency of drug screening 

studies. 
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• Novoheart incurred share-based compensation expense of $289,715 and $589,938 for the three 

and nine months ended March 31, 2018. As the first stock options were issued on completion of 

Novoheart’s reverse takeover listing on September 27, 2017, there were no such expenses for 

the three and nine months ended March 31, 2017.  

 

Other Income 

The Company earned Other Income of $nil and $110,665 in the three and nine months ended March 31, 

2018, compared to Other Income of $70,186 and $205,457 in the three and nine months ended March 

31, 2017. Other Income is earned from the agreement that the Company signed with the Global Pharma 

Partner on December 23, 2015. The agreement was successfully completed on December 17, 2017.  

 

QUARTERLY RESULTS 

 
The following table summarizes select financial information for the Company’s eight most recent 

quarters. The financial information has been prepared in accordance with International Financial 

Reporting Standards (“IFRS”) and is presented in Canadian dollars, unless otherwise noted, and except 

for number of shares and per share amounts. 

 Fiscal Year 2018 Fiscal Year 2017 Fiscal Year 

2016 

3 months ended Mar 31, 

2018 

Dec 31, 

2017 

Sep 30, 

2017 

Jun 30, 

2017 

Mar 31, 

2017 

Dec 31, 

2016 

Sep 30, 

2016 

Jun 30, 

2016 

Revenue 
19,348 - - - - - - - 

Cost of sales 
(7,818) - - - - - - - 

Operating loss 
(1,610,63) (1,737,289) (1,083,467) (734,153) (839,422) (867,165) (495,025) (658,295) 

Government grant  

    income 18,331 16,310 5,377 5,791 5,009 6,126 5,858 5,619 

Other income 
- 53,856 56,809 74,176 70,186 68,308 66,963 67,026 

Net loss 
(1,586,471) (1,660,675) (6,272,569) (653,827) (766,094) (780,106) (436,123) (586,325) 

Net loss per share,  

     basic and diluted (0.02) (0.02) (0.09) (0.13) (0.15) (0.15) (0.23) (0.11) 

 

The most significant factors affecting the comparability of the quarterly results are described above in 

“Results of Operations” for the three and nine months ended March 31, 2018. These include: the 

completion of the reverse takeover transaction on September 27, 2017 which resulted in a non-cash loss 

on completion of reverse takeover of $5,213,597;  the revenue agreement signed with Sumocor for drug 

screening services which began in March 2018; the agreement signed with the Global Pharma Partner 

on December 23, 2015 and completed on December 17, 2017 that increased research and development 

expenses and provided other income for the Company; the four IP licensing agreements signed in 
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calendar year 2017 which increased IP and patent expenses; the increase in both scientific and 

management headcount resulting from the growth of the Company; the increase in professional and 

regulatory fees as a result of the reverse takeover listing; and the issuance of stock options since the 

reverse takeover listing, resulting in share-based compensation for the first time in Q1 2018.  

 

LIQUIDITY AND CAPITAL RESOURCES 

Cash Flow 

At March 31, 2018, the Company had $2,855,271 in cash and cash equivalents, compared to $1,319,748 

at June 30, 2017. The increase in cash and cash equivalents is mainly due to the completion of the non-

brokered private placement of subscription offering for gross proceeds of $7,150,000 which was 

completed concurrently with the reverse takeover transaction, offset by share issuance costs, net cash 

used in operating activities of $3,850,796 for the nine months ended March 31, 2018, and cash used in 

the expansion of the Company’s lab and office facility in Hong Kong. Cash used in the expansion of the 

Company’s lab and office facility in Hong Kong is reflected in cash used in investing activities, which 

amount to $1,309,710 for the nine months ended March 31, 2018. 

Cash used in operating activities 

On a year to date basis, cash used in operating activities for the nine months ended March 31, 2018 was  

$3,850,796, an increase of $1,519,278 from $2,331,518 for the nine months ended March 31, 2017. The 

increase is mainly due to an increase in net loss before depreciation and non-cash expenses of 

$1,546,468, offset by a decrease in working capital.  

Cash used in investing activities 

Cash used in investing activities for nine months ended March 31, 2018 was $1,380,207, compared to 

$48,540 of cash used in investing activities for the nine months ended March 31, 2017. Cash used in 

investing activities for the nine months ended March 31, 2018 was mainly related to the construction 

and furnishing of the new lab and office facility in Hong Kong. No such expenses were incurred for the 

nine months ended March 31, 2017. 

Cash used in financing activities 

Net cash provided by financing activities was $6,776,644 for the nine months ended March 31, 2018 as a 

result of cash acquired in the reverse takeover transaction of $112,662 and the completion of the 

concurrent subscription receipt offering for gross proceeds of $7,150,000, offset by $486,018 of share 

issuance costs. There was only a small financing that closed for the nine months ended March 31, 2017 

amounting to $313,701 net of share issuance costs.  
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Contractual Obligations, Commitments and Contingencies  

 

On August 21, 2017, the Company expanded its office and lab facilities by signing a new lease agreement 

with Hong Kong Science and Technology Parks Corporation, which commenced on July 31, 2017. The 

annual lease commitment is $336,209, including service charges. The lease expires on July 30, 2020.  

 

The Company has IP licensing agreements with the University of California, Irvine, the Icahn School of 

Medicine at Mount Sinai, GE Healthcare UK Limited, the Wisconsin Alumni Research Foundation, and iPS 

Academia Japan. The Company’s remaining commitments under the IP licensing agreements include 

upfront fees of approximately $272,398 ($127,004 of which is payable over the next twelve months and 

$145,394 of which is payable over three years) and annual maintenance fees. The Company is 

committed to paying annual maintenance fees of approximately $7,590 in 2019, $8,850 in 2020, 

$18,330 in 2021 thereafter until the expiration of the agreements which expire at the last valid claim of 

the respective patent rights. Under the IP licensing agreements with the Wisconsin Alumni Research 

Foundation and iPS Academia Japan, the Company is also committed to paying minimum royalties of 

approximately $25,000 and $28,000 per year respectively.  

Capital Resources 

 

As mentioned, the Company has generated negative cash flows from operations in the nine months 

ended March 31, 2018, and, at quarter-end, the Company had $2,855,271 of cash on hand and non-cash 

working capital of $363,542, compared to working capital of $1,551,380 at June 30, 2017. 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, 

although it expects to have sufficient financing for the next 12 months, as of the end of the second 

quarter of 2018, management was 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 

At March 31, 2018, the Company had cash of $2,855,271. As of the date of this MD&A, the Company has 

93,462,025 common shares issued and outstanding, as well as 4,897,098 common shares issuable upon 

the exercise of outstanding stock options (of which none are exercisable) at an exercise price of $0.50 

per share. The Company also has 972,037 purchase warrants outstanding with an exercise price of 
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$0.50, expiring in September 2019. The warrants were issued as a finders’ fee for the private placement 

that was concurrently completed with the reverse takeover listing.  

Each stock option and warrant 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 enterprises that are 

controlled by these individuals.  

As at March 31, 2018, there is a due from related parties balance of $7,704 (June 30, 2017 –  $13,874) 

and no due to related parties balance (June 30, 2017 - $39,554). The amounts due from/to related 

parties include consulting fees payable in accordance with management’s contract with the Company, 

and advances and expenses incurred by the management and Directors on behalf of the Company. Due 

to related parties are unsecured, non-interest bearing, and due on demand with no specific terms of 

repayment. For any expenses incurred by management and Directors on behalf of the Company, there 

are no mark-up on any such expenses.  

 

Key management personnel include those persons having authority and responsibility for planning, 

directing and controlling the activities of the Company as a whole.  In 2017, the Company has identified 

its directors and key officers, including Novoheart’s Chief Executive Officer, Chief Operating Officer, 

Chief Scientific Officer and Chief Financial Officer, as its key management personnel. Compensation 

awarded to key management amounted to $213,531 and $840,773 for the three and nine months 

ended March 31, 2018. For the three and nine months ended March 31, 2017, compensation awarded 

to key management only included compensation to the Chief Executive Officer and Chief Operating 

Officer, and amounted to $178,096 and $524,969. At March 31, 2018, the Company’s Chief Executive 

Officer owes the Company $7,704, 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.  

 

ACCOUNTING POLICIES AND CRITICAL ACCOUNTING ESTIMATES AND JUGEMENTS 

The Company’s significant accounting policies are described in Note 3 of the Annual Financial 

Statements, except for the Company’s accounting policy on Intangible Assets, which is described in Note 

3 of the Interim Financial Statements. The Company has elected to early adopt IFRS 15 Revenue from 

Contracts with Customers as at July 1, 2017, as detailed in Note 3 of the Interim Financial Statements. 

The effect of initially applying these standards did not have a material impact. The following is an 

overview of accounting standard changes that the Company will be required to adopt in future years. 

The Company is still in the process of assessing the impact on the financial statements of these new 

standards: 
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IFRS 9 Financial instruments 

On July 24, 2014, the IASB issued the complete IFRS 9, Financial Instruments (“IFRS 9”). IFRS 9 introduces 

new requirements for the classification and measurements of financial assets. Under IFRS 9, financial 

assets are classified and measured based on the business model in which they are held and the 

characteristics of their contractual cash flows. The standard introduces additional changes relating to 

financial liabilities and amends the impairment model by introducing a new “expected credit loss” 

model for calculating impairment. It also includes a new general hedge accounting standard which aligns 

hedge accounting more closely with risk management.  The mandatory effective date of IFRS 9 is for 

annual periods beginning on or after January 1, 2018 and must be applied retrospectively with some 

exemptions. Early adoption is permitted.   

 

IFRS 16 Leases  

On January 13, 2016, the International Accounting Standards Board published a new standard, IFRS 16, 

Leases, eliminating the current dual accounting model for lessees, which distinguishes between on-

balance sheet finance leases and off-balance sheet operating leases. Under the new standard, a lease 

becomes an on-balance sheet liability that attracts interest, together with a new right-of-use asset. In 

addition, lessees will recognize a front-loaded pattern of expense for most leases, even when cash 

rentals are constant. IFRS 16 is effective for annual periods beginning on or after January 1, 2019, with 

earlier adoption permitted.  

 

Other new standards or amendments are either not applicable or not expected to have a significant 

impact on the Company’s consolidated financial statements.  

 

Critical Judgments and Key Sources of Estimation Uncertainty  

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: 

 

Evaluation of the Company’s ability to continue as a going concern 

Management has applied judgments in the assessment of the Company's ability to continue as a going 

concern when preparing these consolidated financial statements. Management prepares the 

consolidated financial statements on a going concern basis unless management either intends to 

liquidate the entity or to cease trading, or has no realistic alternative but to do so. In assessing whether 

the going concern assumption is appropriate, management takes into account all available information 

about the future, which is at least, but is not limited to, twelve months from the end of the reporting 

period. The assessment of the Company’s ability to execute its strategy and finance the operations 

through achieving positive cash flow from operations or by obtaining additional funding through debt or 

equity financing involves judgments. Management monitors future cash requirements to assess the 

Company’s ability to realize assets and discharge its liabilities in the normal course of operations. 
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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 the management to apply significant judgment since 

primary and secondary factors may be mixed. In determining its functional currency the management 

analyzed both the primary and secondary factors, including the currency of each entity’s operating cash 

flow, and sources of financing.  

 

Key sources of estimation uncertainty 

Significant assumptions about the future and other sources of estimation uncertainty that management 

has made at the statement of the financial position date, that could result in a material adjustment to 

the carrying amounts of assets and liabilities, in the event that actual results differ from assumptions 

made, relate to, but are not limited to, the following: 

 

Revenue Recognition  

Determining the timing of the transfer of control, at a point in time or over time, requires judgment. For 

drug screening and disease modeling contracts, the Company recognizes revenue and the associated 

costs over time on the percentage-of-completion basis, which consists of recognizing revenue on a given 

contract proportionately with its percentage of completion at any given time. The percentage of 

completion is determined by dividing the cumulative costs incurred as at the balance sheet date by the 

sum of incurred and anticipated costs for completing a contract. Significant assumptions are involved in 

the determination of the percentage of completion for a contract at any given time. Actual percentage 

of completion may vary depending on changes to the cost estimates of the project, the success of the 

growth of the biomedical cardiac constructs and the screening tests, and the outcome of the tests that 

can lead to further tests and investigations. The cumulative effect of changes to anticipated revenues 

and anticipated costs for completing a contract are recognized in the period in which the revisions are 

identified. In the event that the anticipated costs exceed the anticipated revenues on a contract, such 

loss is recognized in its entirety in the period it becomes known. 
 

Depreciation  

Equipment are depreciated based on the estimated useful life less their estimated residual value. 

Significant assumptions are involved in the determination of useful life and residual values for both 

tangible and intangible assets, and no assurance can be given that actual useful lives and residual values 

will not differ significantly from current assumptions. Actual useful life and residual values may vary 

depending on a number of factors including internal technical evaluation, physical condition of the 

assets and experience with similar assets. Changes to these estimates may affect the carrying value of 

equipment, net income (loss) and comprehensive income (loss) in future periods.  

 

Current and deferred taxes 

Accounting for income taxes is a complex process requiring management to interpret frequently 

changing laws and regulations and make judgments relating to the application of tax law, the estimated 

timing of temporary difference reversals, and the estimated realization of tax assets. The Company 

recognizes the deferred tax benefit related to deferred tax assets to the extent recovery is probable. 

Assessing the recoverability of deferred tax assets requires management to make significant estimates 
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of future taxable profit. In addition, future changes in tax laws could limit the ability of the Company to 

obtain tax deductions in the future periods. To the extent that future cash flows and taxable income 

differ significantly from estimates, the ability of the Company to realize the net deferred tax assets 

recorded at the reporting date could be impacted.  In addition, all tax filings are subject to subsequent 

government audits and potential reassessment. These interpretations, judgments and changes related 

to them impact current and deferred tax provisions, deferred tax assets and liabilities and results of 

operations. 

 

FINANCIAL INSTRUMENTS 

Novoheart is exposed, through its operations, to foreign currency risk, credit risk and liquidity risk. 

Novoheart’s financial instrument risk management policies and strategies are as follows:  

 

Objectives, Policies and Processes  

The Board of Directors of the Company (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 and 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 equivalents 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 

equivalents 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 

equivalents to meet its liquidity requirements at any point in time.  The Company uses cash to settle its 

financial obligations as they fall due. The ability to do this relies on the Company maintaining sufficient 

cash on hand through equity and debt financing. 

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 
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assets and liabilities denominated in currencies other than Canadian dollars. For the three and nine 

months ended March 31, 2018, the Company recorded a foreign exchange loss of $1,600 and $31,074, 

respectively (three and nine months ended March 31, 2017 – foreign exchange loss of $1,707 and 

$2,340) and foreign currency translation adjustment of $22,731 and $(35,309) respectively (three and 

nine months ended March 31, 2017 – $298,925 and $284,810).The Company currently does not use 

derivative instruments to hedge its exposure to the currency risk.   

 

BUSINESS RISKS AND UNCERTAINTIES 

The Company is subject to a number of risks and uncertainties that can significantly affect its business, 

financial condition and future financial performance, as described in the Company’s Annual Information 

Form dated March 26, 2018 for the year ended June 30, 2017 under the heading “Risk Factors”, which is 

available on Novoheart’s SEDAR profile at www.sedar.com. The risk factors described in the Company’s 

Annual Information Form and other filings from time to time with Canadian securities regulatory 

authorities, as well as risks not currently known to Novoheart, could materially adversely affect its 

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 dated March 26, 

2018 for the year ended June 30, 2017, is available online on Novoheart’s SEDAR profile at 

www.sedar.com.  


