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This Management’s Discussion and Analysis (“MD&A”) is intended to help the reader understand Algernon
Pharmaceuticals Inc., (“Algernon” or the “Company”), its operations, financial performance, current and
future business environment and opportunities and risks. This MD&A is intended to supplement and
complement the audited consolidated financial statements and notes thereto, prepared in accordance with
International Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards
Board (“IASB”) for the year ended August 31, 2020 (the “financial statements”).

This MD&A is prepared as of December 18, 2020. All dollar figures stated herein are expressed in
Canadian dollars, unless otherwise specified.

For the purposes of preparing this MD&A, management, in conjunction with the Board of Directors,
considers the materiality of information. Information is considered material if: (i) such information results in,
or would reasonably be expected to result in, a significant change in the market price or value of the
Company’s common shares; or (ii) there is a substantial likelihood that a reasonable investor would
consider it important in making an investment decision; or (iii) if it would significantly alter the total mix of
information available to investors. Management, in conjunction with the Board of Directors, evaluates
materiality with reference to all relevant circumstances, including potential market sensitivity.

FORWARD LOOKING INFORMATION

This MD&A contains statements with “forward-looking information” (“forward-looking statements”) within
the meaning of applicable securities laws. Often, but not always, forward-looking statements can be
identified by the use of words such as “plans”, “expects” or “does not expect’, “is expected”, “estimated”,
“intends”, “anticipates” or “does not anticipate”, or “believes”, or variations of such words and phrases or
statements that certain actions, events or results “may”, “could”, “would”, “might” or “will” be taken, occur or
be achieved. In particular and without limitation, this MD&A contains forward-looking statements pertaining

to the following:

the Company’s intentions with respect to its business and operations;

the Company’s expectations regarding its ability to raise capital and grow its business;

the Company’s expectations with regard to its marketing and promotional programs;

the Company’s growth strategy and opportunities;

anticipated trends and challenges in the Company’s business and the industry in which it operates.

Forward-looking information is based on reasonable assumptions, estimates, analysis and opinions of the
Company’s management in light of its experience and its perception of trends, expected developments,
current conditions, as well as other factors that the Company’s management believes to be relevant and
reasonable in the circumstances at the date of this MD&A, but which may prove to be incorrect. The
Company believes that the expectations and assumptions reflected in such forward-looking information are
reasonable. Key assumptions upon which the Company’s forward-looking information is based include:

those related to general economic conditions;

those related to conditions, including competitive conditions, in the market in which the Company
operates;

those related to the Company’s use of marketing and promotional materials;

the Company’s ability to obtain requisite licences and necessary governmental approvals;

the Company’s ability to attract and retain key personnel; and

the impact of the COVID-19 outbreak on the Company’s operations.

Readers are cautioned that the foregoing list is not exhaustive of all factors and assumptions which may
have been used. Forward-looking statements are also subject to risks and uncertainties facing the
Company’s business, any of which could have a material impact on its outlook.
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Some of the risks the Company faces and the uncertainties that could cause actual results to differ
materially from those expressed in the forward-looking statements include:

the COVID-19 outbreak and its effect on the Company’s business;

the Company’s dependence on management, key personnel and consultants;

the Company’s dependence on laboratory developed tests and research skills;

the Company may require additional financing, which may be dilutive to existing shareholders;
price volatility of publicly traded securities, including the Company’s Common Shares;

the impact of environmental and safety laws and health regulations and its effect on the Company’s
business;

o there is no assurance the Company will maintain profitability;

e there is competition in the Company’s industry; and

e the Company’s directors may have conflicts of interest.

If any of these risks or uncertainties materialize, or assumptions underlying the forward-looking statements
prove incorrect, actual results may vary material from those anticipated in those forward-looking statements.
The assumptions referred to above and described in greater detail in Appendix 1 under “Risks Related to
the Business” should be considered carefully by readers.

The Company disclaims any intention or obligation to update or revise any forward-looking statements
whether as a result of new information, future events or otherwise, except to the extent required by
applicable law. Further information concerning risks and uncertainties associated with these forward-
looking statements and the Company’s business may be found in the Company’s other public filings which
are available on the Canadian Securities Administrators’ website at www.sedar.com and the Company’s
website at www.algernonpharmaceuticals.com.

CONFLICTS OF INTEREST

Certain directors and officers of the Company are, or may become, directors and officers of other
companies, and conflicts of interest may arise between their duties as officers and directors of the Company
and as officers and directors of such other companies.


http://www.sedar.com/
http://www.algernonpharmaceuticals.com/
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OVERVIEW

Algernon Pharmaceuticals Inc. (the “Company” or “Algernon”) was incorporated on April 10, 2015 under
the British Columbia Business Corporations Act. The registered office of Algernon is located at Suite 1500
— 1500 West Georgia Street, Vancouver, British Columbia, V6E 4N7.

Algernon is a drug re-purposing company that investigates safe, already approved drugs for new disease
applications, moving them efficiently and safely into new human trials. The Company’s lead compound is a
drug called Ifenprodil which is being investigated in clinical trials for idiopathic pulmonary fibrosis (“IPF”)
and chronic cough as well as COVID-19.

All the research and development work are carried out by the Company’s 100% Canadian own subsidiary,
Nash Pharmaceuticals Inc. (“Nash Pharma”). On January 6, 2020, Nash Pharma established a 100%
owned Australian subsidiary, Algernon Research Pty Ltd. (“AGN Research”). Through its ongoing research
programs, Nash Pharma is seeking to minimize investment and drug development risk by taking advantage
of regulatory approved drugs and discovering alternative clinical uses by accelerating entry into phase 2
clinical trials (human).

At present, the Company has no current operating income. The Company will need to raise sufficient
working capital to maintain operations. Without additional financing, the Company may not be able to fund
its ongoing operations and complete development activities. Management anticipates that the Company
will continue to raise adequate funding through equity or debt financings, although there is no assurance
that the Company will be able to obtain adequate funding on favorable terms. These uncertainties may cast
significant doubt on the Company’s ability to continue as a going concern. These annual consolidated
financial statements have been prepared on a going concern basis, which assumes that the Company will
be able to realize its assets and discharge its liabilities in the normal course of business. These annual
consolidated financial statements do not reflect adjustments, which could be material, to the carrying value
of assets and liabilities, which may be required should the Company be unable to continue as a going
concern.

BUSINESS MODEL

The Algernon business model is to investigate safe, already approved drugs for new disease applications,
move them efficiently and safely into new human trials, develop new formulations and seeking new
regulatory approvals in global markets. Algernon specifically investigates compounds that have never been
approved in the U.S. or Europe to avoid off label prescription writing.

The Company has investigated a number of repurposed generic drugs in the global disease areas of non-
alcoholic steatohepatitis (“NASH”), a type of liver disease, chronic kidney disease (“CKD”), inflammatory
bowel disease (“IBD’), IPF and chronic cough. The compounds being advanced by the Company have all
performed equal to or better than the positive controls used in the Company’s widely accepted pre-clinical
in vivo animal research studies.

Algernon’s business strategy is to fast track its lead compounds into phase 2 clinical trials as quickly and
as inexpensively as possible by leveraging the currently existing regulatory approval in the country of origin
where the drugs were originally approved. Conducting off label phase 2 trials in the drugs’ currently
approved market would save the company from conducting all of the preclinical toxicology work. This
additional work would in comparison, add significant time and costs to the Company’s development timeline
and budget. The next step post positive phase 2 results would be to begin the U.S. Food and Drug
Administration (“USFDA”) approval process.

At present, the Company does not plan to develop a sales team to advance the marketing sales and
distribution of any of its lead compounds if such compounds achieve regulatory approval in any given
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market. The Company’s strategy is to look for moments of inflection where the potential exists to be able
to consummate the best possible licensing or partnering deal or acquisition transaction.

Research and Development

Key Research Milestone Summary:

1.

10.

11.

August 5, 2020 — The Company announced that the first patient has been dosed in its Phase 2 IPF and
chronic cough clinical study of its re-purposed drug NP-120 (Ifenprodil). The patient was enrolled and
dosed at the Waikato Hospital located in Hampton, New Zealand.

August 5, 2020 — The Company announced that it has enrolled its first patient in its multinational Phase
2b/3 human study of NP-120 (Ifenprodil) for the treatment of COVID-19. The countries participating in
the study include the U.S., Australia, Romania and the Philippines.

August 13, 2020 — The Company announced that it has enrolled its first patient from the U.S. for its
multinational Phase 2b/3 human study of NP-120 (Ifenprodil) for the treatment of COVID-19.

September 2, 2020 — The Company announced that it has now enrolled 50 patients in its multinational
Phase 2b/3 human study of NP-120 (Ifenprodil) for the treatment of COVID-19.

September 16, 2020 — The Company announced that the external Data and Safety Monitoring Board
(“DSMB”) has unanimously approved the continuation of its multinational Phase 2b/3 human study of
NP-120 (Ifenprodil) for the treatment of COVID-19. The DSMB is a committee of clinical research
experts, such as physicians and statisticians, and patient advocates who monitor the progress of a
clinical trial and review safety and effectiveness data while the trial is ongoing.

September 22, 2020 — the Company announced that it has now enrolled 75 patients, which is 50% of
its enrollment target, for its multinational Phase 2b/3 human study of NP-120 (Ifenprodil) for the
treatment of COVID-19.

September 29, 2020 — The Company announced that it has now enrolled 100 patients, which is two
thirds of its enrollment target, for its multinational Phase 2b/3 human study of NP-120 (Ifenprodil) for
the treatment of COVID-19.

October 2, 2020 — The Company announced that it has now enrolled 75% of its enroliment target, which
is 113 patients, for its multinational Phase 2b/3 human study of NP-120 (Ifenprodil) for the treatment of
COVID-19.

October 13, 2020 — The Company announced that it has reached 25% of its enrollment target for its
Phase 2 IPF and chronic cough clinical study of its re-purposed drug NP-120 (Ifenprodil).

October 30, 2020 — The Company announced that after its second meeting and review, the DSMB has
once again unanimously approved the continuation of the Company’s multinational Phase 2b/3 human
study of NP-120 (Ifenprodil) for the treatment of COVID-19.

November 9, 2020 — The Company announced that it plans to conduct an interim data review of its
multi-national Ifenprodil Phase 2b/3 COVID-19 human study. The Company would look at the primary
endpoint of the World Health Organization (“WHO”) ordinal score and also secondary endpoints
including the number of days that patients were in the intensive care unit and the hospital, as well as
the number of days patients were on mechanical ventilation, and oxygen.
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12. November 23, 2020 — The Company announced that it has now enrolled 154 patients in its multinational
Phase 2b/3 human study of NP-120 (Ifenprodil) for the treatment of COVID-19.

13. November 30, 2020 — The Company announced that the final patient has been enrolled in its
multinational Phase 2b/3 human study of NP-120 (Ifenprodil) for the treatment of COVID-19. The
aggregate total number of patients enrolled from all countries participating in the study is 168.

University of Florida Research Foundation (“UFRF”)

On January 7, 2020, the Company made a formal request to UFRF to terminate the license agreement.
Pursuant to the terms of the license agreement, the License - UFRF was terminated on March 7, 2020.

Business Development

The Company concluded a number of feasibility studies in order to determine the disease, drug compound
and best geographical location to run its first phase 2 study.

On December 10, 2019 the Company announced the selection of Ifenprodil for its lead phase 2 trial for IPF
and chronic cough. On January 17, 2020 the Company appointed Novotech as the CRO for the Company’s
upcoming phase IPF and chronic cough study which would be conducted in Australia.

The Company began to work towards achieving both regulatory and ethics approval to run the IPF and
chronic cough study, which has been received. The Company began screening patients on July 7, 2020.
and enrolled its first patient on August 5, 2020.

The Company announced on March 6, 2020 that it was going to explore Ifenprodil as a possible treatment
for COVID-19 when it discovered an independent research study that showed the drug was active in an
animal model for H5N1, the world’s most lethal avian flu, with an approximately 60% mortality rate in
humans. In the study, Ifenprodil reduced mortality by 40% and reduced acute lung injury and inflammation
in the lung tissue.

Coupled with the Company’s own animal data showing Ifenprodil’s reduction of lung fibrosis in two separate
studies, the Company is investigating Ifenprodil to determine if it can reduce the severity and duration of a
COVID infection.

The Company recently enrolled its last patient in its multinational Phase 2b/3 human trial for COVID-19
entitled, "A Randomized Open Label Phase 2b/3 Study of the Safety and Efficacy of NP-120 (Ifenprodil) for
the Treatment of Hospitalized Patients with Confirmed COVID-19 Disease." The study would be conducted
in the U.S, Australia, Romania and the Philippines. Enroliment of the first patient was expected before the
end of July 2020.

At this time based on available capital resources, the Company is currently only advancing Ifenprodil into
human clinical trials.

The Company is planning the following milestones:
Calendar Year 2020

Q4
¢ Interim Data Multinational COVID-19 Phase 2b/3 Trial Data
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Calendar Year 2021

Q1

« Final Data from Multinational COVID-19 Phase 2b/3 Trial Data
Q2

» Early Data from Cough Endpoint
Q3

* Final data from IPF/cough study

Medical and Scientific Advisory Board Update

On October 9, 2020 the Company announced that Dr. Mark Swaim, a former practicing physician and
researcher has joined the Algernon Medical and Scientific Advisory Board.

Dr. Mark Swaim, MD, PhD graduated from Duke University with honours, where he was an NIH-sponsored
Medical Scientist Training Program scholar, and was elected to the Alpha Omega Alpha Honor Medical
Society and served as its president. He completed post-graduate training in internal medicine,
gastroenterology and hepatology at Duke University Medical Center and post-doctoral research at National
Taiwan University in Taipei. Dr. Swaim served on the faculties of Duke University Medical Center, University
of Texas MD Anderson Cancer Center and the McGovern Medical School of University of Texas in Houston.
He was elected to fellowship in the American College of Physicians. He is editor-in-chief and founder
of BioPub.co, a small-cap biotech special situations investing website with a global following.

Financing

e On November 1, 2019, the Company closed a public offering of 24,401,300 units of the Company at a
price of $0.085 per unit for gross proceeds of $2,074,110 (“November 2019 Offering”).

Each unit consists of one common share and one common share purchase warrant. Each share
purchase warrant entitles the holder to acquire one common share at the price of $0.12 per warrant
until May 1, 2022. These share purchase warrants were issued and are governed by the warrant
indenture entered into between the Company and AST Trust Company (Canada) dated November 1,
2019. They commenced trading on the Canadian Securities Exchange (“CSE”) under the symbol
“AGN.WT” on November 4, 2019.

In addition, a total of 1,801,080 of Agent Warrant Units (also referred as Compensation Options) were
issued to various agents for services in connection with the public offering of units of the Company.
These Agent Warrant Units are separate from the share purchase warrants that were issued under the
warrant indenture and are exercisable for units. Each Agent Warrant Unit entitles the holder to
purchase one unit of the Company at a price of $0.085 per unit until May 1, 2022. Each unit consists
of one common share and one share purchase warrant entitling the holder to acquire an additional
common share at the price of $0.12 per warrant share. The share purchase warrants are tradeable on
the CSE and are governed by the same warrant indenture entered into between the Company and AST
Trust Company (Canada) dated November 1, 2019.

e On February 20, 2020, due to strong demand, the Company closed a private placement for 18,304,939
units at the price of $0.085 per unit for gross proceeds of $1,555,920 (“February 2020 Offering”).

Each unit is comprised of one common share and one common share purchase warrant. Each share
purchase warrant entitles the holder to acquire one common share at the price of $0.12 per warrant
until August 20, 2022. The share purchase warrants in connection with this private placement are not
tradeable on the CSE.

In addition, a total of 969,571 of Agent Warrant Units were issued. Each Agent Warrant Unit entitles
the holder to purchase one unit of the Company at a price of $0.085 per unit until August 20, 2022.


https://www.globenewswire.com/Tracker?data=PekVcIzzYniZowFMvO8T3SE2Hrpzwg4BX2OX8wWKkjRBp8-_phSwZN5vkww2Y6Yr
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Each unit consists of one common share and one share purchase warrant entitling the holder to acquire
an additional common share at a price of $0.12. The share purchase warrants in connection with this
private placement are not tradeable on the CSE.

e On May 13, 2020, the Company closed a private placement for 19,605,285 special warrants of the
Company at a price of $0.35 per Special Warrant for gross proceeds of $6,861,850 (“Special Warrants
Offering”).

Each Special Warrant is exercisable, for no additional consideration at the option of the holder, into one
unit of the Company. Each unit will consist of one common share and one common share purchase
warrant. Each warrant will entitle the holder to acquire one common share at the price of $0.55 for a
period of 24 months after the closing date until May 13, 2022. The share purchase warrants in
connection with this private placement will not be tradeable on the CSE. All unexercised Special
Warrants will be automatically exercised on the Qualification Date that is the earlier of:
() four months and a day following the closing date on May 13, 2020;
(i) three business days following the date on which receipt is issued by the BC Securities
Commission for a final short form prospectus qualifying the distribution of the units
underlying the Special Warrants.

In addition, a total of 1,505,293 of Agent Warrant Units (also referred as Compensation Options) were
issued. Each Agent Warrant Unit entitles the holder to purchase one unit of the Company at a price of
$0.35 per unit until May 13, 2022. Each unit consists of one common share and one common share
purchase warrant entitling the holder to acquire an additional common share at the price of $0.55.
These share purchase warrants are not tradeable on the CSE.

On June 12, 2020, the Company received a receipt for the Company’s final short form prospectus dated
June 11, 2020, to qualify the securities underlying the 19,605,285 Special Warrants that were issued
by the Company on May 13, 2020.

In accordance with the terms of a special warrant indenture dated May 13, 2020, on June 17, 2020,
each Special Warrant was automatically converted into one common share of the Company and one
common share purchase warrant. Each warrant is exercisable for one common share of the Company
on or before May 13, 2022 at an exercise price of $0.55 per common share.
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Use of Proceeds of Offerings

The Company received a total of gross proceeds $10,491,880 collectively from the November 2019 Offering
(as described above in Financing), the February 2020 Offering (as described above in Financing), and the
Special Warrants Offering (as described above in Financing) (collectively the “Offerings”). After deducting
Agent’s Fees and expenses in connection with the Offerings the Company received net proceeds from the
Offerings of $9,259,075. The following table sets out a comparison of how the Company intended to use
the net proceeds from the Offerings and its actual use of proceeds from the Offerings as at August 31,
2020, an explanation of variances and the impact of variances on the ability of the Company to achieve its

business objectives and milestones.

Actual Use of

Explanation of

Intended Use of Proceeds of Offerings Proceeds Variance and
from Variance — Impact on
Offerings (Over)/Under business
Expenditure objectives
Phase 2 Clinical Trial
NP-178 IBD Trial/lor NP-120 IPF Trial $ 1,200,000 | $ 1,156,000 $ 44,000 Trial in progress
Additional Phase 2 Study Planning $ 400,000 Nil $ 400,000 Not commenced
Research and Development $ 146,000 $ 50,000 $ 96,000 In progress
First portion of the Phase 2b multinational COVID- $ 4,000,000 $ 1,361,842 $ 2,638,158 Trial in progress
19 Study
Phase 2 COVID-19 South Korean Trial $ 1,000,000 $ 638,000 | $ 362,000 Suspended®?
Synthesis of cGMP material of NP-120 (Ifenprodil) $ 450,000 $ 415,000 $ 35,000 Work in progress
Sub Total $ 7,196,000 $ 3,620,842 $ 3,575,158
Australian R&D incentive tax credit® — (AUD
$1,023,769) ($929,301)
Working Capital $ 2,063,075
TOTAL $ 9,259,075 $ 2,691,541 $ 3,575,158

@ The Australian research and development (‘R&D”) incentive tax credit allows qualifying companies to
receive a cash refund of 43.5% of the eligible R&D expenditures connected to R&D activities
undertaken at Australia. Subsequent to the year ended August 31, 2020, the Company received a total
of AUD $607,910 or $551,815 at the CAD Equivalent of R&D incentive tax credit for eligible R&D

expenditures incurred up to June 30, 2020.

@ Subsequent to the year ended August 31, 2020, the trial was suspended due to lack of patients.

Although the Company intended to use the proceeds from the Offerings as set forth above, the actual
allocation of the net proceeds may vary depending on future developments or unforeseen events.
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RESULTS OF OPERATIONS
Years ended August 31, 2020 and 2019

For the year ended August 31, 2020, the Company recorded a net loss of $8,538,207 compared to a net
loss of $1,895,563 for the year ended August 31, 2019. Some of the major items comprising the net loss
for the year ended August 31, 2019 included share-based payment, research and development expenses,
professional fees, marketing expense and shareholder communications expenses. These increases in
expenditures were partially offset by a gain on debt forgiveness and a research grant contribution from the
National Research Council Canada (“NRC”) that was recorded in other income.

Share-based payment increased to $3,179,440 in the year ended August 31, 2020 from $nil in the year
ended August 31, 2019. The increase in share-based payment in 2020 was a result of three stock option
grants and a restricted share unit (“RSU”) grant. The Company granted a total of 9,525,000 (2019 — nil)
stock options to directors, officers and consultants of the Company with a weighted average exercise price
of $0.21. The share-based payment recorded for these stock option grants was $2,509,208 (2019 - $nil).
The Company also granted a total of 4,350,000 RSUs (2019 — nil) to certain directors, officers and
consultants of the Company and recorded a share-based payment totalling $670,232 (2019 - $nil).

Research and development expenses for the year ended August 31, 2020 were $2,691,925 (2019 -
$605,734) after partially offset by the Australia R&D incentive cash tax credit of $929,301 (2019 - $nil).
Eligible expenditures incurred by the Company in connection with the clinical trail programs being supported
by the Company’s CRO partner in Australia and run through the Company’s foreign subsidiary in Australia
are refundable at 43.5%. The increase was mainly due to increased activities in connection with the
Company’s multinational Phase 2b/3 study of its-re-purposed drug NP-120 (Ifenprodil) as a potential
therapeutic treatment for patients with COVID-19. The Company is also supporting an investigator led
Phase 2 human trial for Ifenprodil and COVID-19 in South Korea. The company has also been advancing
its planned Ifenprodil IPF and chronic cough Phase 2 human trial.

Professional fees, which included legal, accounting and consulting fees, incurred in the operation of the
business, increased to $1,171,258 in the year ended August 31, 2020 from $731,335 in the year ended
August 31, 2019. The increase was primarily due to increases in consulting fees for advisory services
relating to capital raising initiatives, communication strategy in reaching retail investors and market
intelligence.

Marketing expenses for the year ended August 31, 2020 were $1,265,925 (2019 - $234,033). The increase
was a result of the Company’s new marketing communications campaigns and investor communications
initiatives to improve visibility into the Company’s current and planned operations and to reach out to more
potential investors and capital markets.

Shareholder communications expenses, which included newswire subscription fees, communication
advisory fees, transfer agent and filing expenses, were $209,740 for the year ended August 31, 2020 (2019
- $120,665). The increase could be attributed to costs related to additional news releases as a result of
increased business development activities as well as costs related to additional transfer agent and filing
fees in connection with the public offering and private placement of units / special warrants of the Company.

For the year ended August 31, 2020, the Company recognized a gain on debt forgiveness of $137,833
(2019 - $6,651). The gain was mainly related to quarterly payments in connection with the research and
development agreement that the Company was no longer required to pay to the University of Florida as a
result of the mutual termination of the research and development agreement on November 13, 2019.

For the year ended August 31, 2020, the Company recorded a contribution of $16,048 (2019 - $nil) from
the NRC — Industrial Research Assistance Program for its COVID-19 Therapeutic Development project.
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Selected Annual Information

Year ended Year ended Year ended

August 31, August 31, August 31,

2020 2019 2018

Total revenue $ nil $ nik $ nil
Loss before other items (8,677,103) (1,913,905) (948,555)
Net loss (8,538,207) (1,895,563) (937,594)
Net loss per common share, basic and diluted (0.10) (0.04) (0.02)
Working capital $ 7,131,172 $ (86,601) $ 1,237,660
Total assets 12,823,968 5,338,103 1,422,899

Three months ended August 31, 2020 and 2019

In the fourth quarter ended August 31, 2020 (“Q4 2020"), the Company recorded a net loss of $2,987,670
compared to a net loss of $425,066 in the fourth quarter ended August 31, 2019 (“Q4 2019”). The increase
in net loss was mainly due to increases in research and development expenses, share-based payment,
marketing expenses and professional fees.

Research and development expenses for Q4 2020 were $1,052,722 (Q4 2019 - $106,362) after partially
offset by the Australia R&D incentive cash tax credit of $766,793 (Q4 2019 - $nil). The increase was mainly
due to costs related to the clinical research programs for IPF/chronic cough, COVID-19, as well as costs
related to the synthesis of NP-120 (Ifenprodil).

Share-based payment for Q4 2020 was $875,559 (Q4 2019 - $nil). The increase in share-based payment
in Q4 2020 was mainly due to the followings: (i) the grant of 4,350,000 RSUs (Q4 2019 — nil) to certain
directors, officers and consultants of the Company and (ii) the grant of 600,000 stock options (Q4 2019 —
nil) with a weighted average exercise price of $0.35 per share on August 17, 2020 with an expiry date of
August 17, 2025.

Marketing expenses for Q4 2020 were $415,807 (Q4 2019 - $26,167). The increase was mainly due to
costs related to additional marketing and social media campaigns.

Professional fees, which included legal, accounting and consulting fees, incurred in the operation of the
business, were $563,172 for Q4 2020 (Q4 2019 - $194,609). The increase was primarily due to increases
in consulting fees for advisory services relating to capital raising initiatives, communication strategy in
reaching retail investors and market intelligence as well as the Company’s planned IPF and chronic cough
phase 2 trial.

For the fourth quarter ended August 31, 2020, the Company recorded a total of other income of $16,048
(Q4 2019 - $nil) for the research grant contribution from the NRC — Industrial Research Assistance Program
for its COVID-19 Therapeutic Development project.

Summary of Quarterly Results
The following table sets out selected quarterly information of the Company derived from financial
statements prepared by management, for those periods reported to date. The Company’s condensed

consolidated interim financial statements are prepared in accordance with IFRS applicable to interim
financial statements and are expressed in Canadian dollars.
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2020 2020 2020 2019
Quarter Ended Aug. 31® May 31@ Feb. 29® Nov. 30
Total revenue $ nil $ nil $ nil  $ nil
Loss before other items 3,021,304 4,604,805 793,777 257,217
Net loss 2,987,670 4,594,055 790,145 166,337
Net loss per share, basic and diluted 0.02 0.04 0.01 0.01

2019 2019 2019 2018
Quarter Ended Aug. 31 May 31 Feb. 28 Nov. 30
Total revenue $ nil $ nil  $ nil  $ nil
Loss before other items 425,690 532,760 446,993 508,462
Net loss 425,066 531,911 444,810 493,776
Net loss per share, basic and diluted 0.01 0.01 0.01 0.01

@

@

(©)

4

The Company had a net loss of $2,987,670 for the quarter ended August 31, 2020 as compared to a net loss of $4,594,055 for
the prior quarter ended May 31, 2020. The decrease in net loss was primarily due to a decrease in share-based payment and
marketing expenses.

The Company had a net loss of $4,594,055 for the quarter ended May 31, 2020 as compared to a net loss of $790,145 for the
prior quarter ended February 29, 2020. The increase in net loss was mainly due to additional share-based payment of $1,710,099
as a result of an option grant; additional research and development expenses of $1,355,347 incurred by Nash Pharma and its
Australian subsidiary; additional marketing expenses of $536,088 as well as additional professional fees of $242,918 associated
with consulting fees incurred by Nash Pharma and business advisory activities.

The Company had a net of loss of $790,145 for the quarter ended February 29, 2020 as compared to a net loss of $166,337 for
the prior quarter ended November 30, 2019. The increase in net loss was primarily due to the share-based payment of
$296,891as a result of an option grant as well as additional research and development expenses of $196,027 incurred by
Novotech, a contract research organization chose to conduct the Company’s first phase 2 clinical trial. The increase in net loss
was also attributable to a gain on debt forgiveness recognized in the prior quarter in connection with the research and
development agreement that the Company was no longer required to pay to the University of Florida as a result of the mutual
termination of the research and development agreement on November 13, 2019.

The Company had a net loss of $166,337 for the quarter ended November 30, 2019 as compared to a net loss of $425,066 for
the prior quarter ended August 31, 2019. The decrease in net loss was mainly due to decrease in research and development
expenses incurred by Nash Pharma and decrease in professional fees as costs associated with a fully marketed public offering
of units of the Company were capitalized as share issuance costs. The decrease in net loss could also be attributed to a gain
on debt forgiveness related to the quarterly payments in connection with the research and development agreement that the
Company was no longer required to pay to the University of Florida as a result of the mutual termination of the research and
development agreement on November 13, 2019.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity risk is the risk that the Company will encounter difficulty in satisfying financial obligations as they
become due. The Company manages its liquidity risk by forecasting cash flows from operations and
anticipated investing and financing activities. The Company’s objective in managing liquidity risk is to
maintain sufficient readily available reserves in order to meet its liquidity requirements.

At August 31, 2020, the Company had a working capital of $7,131,172 compared to working capital deficit
at August 31, 2019 of $86,601. This included cash and cash equivalents of $6,121,424 (August 31, 2019 -
$207,812) available to meet short-term business requirements and current liabilities of $607,053 (August
31, 2019 - $365,464). The Company’s accounts payable and accrued liabilities have contractual maturities
of less than 30 days and are subject to normal trade terms. The Company has no long-term debt.
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At present, the Company has no current operating income. Without additional financing, the Company may
not be able to fund its ongoing operations and complete development activities. The Company intends to
finance its future requirements through a combination of debt and/or equity issuance. There is no assurance
that the Company will be able to obtain such financings or obtain them on favourable terms. These
uncertainties may cast doubt on the Company’s ability to continue as a going concern. The Company will
need to raise sufficient working capital to maintain operations.

Non-GAAP Financial Measure

The Company uses “working capital” to assess liquidity and general financial strength and is calculated as
current assets less current liabilities Working capital does not have any standardized meaning prescribed
by IFRS and is referred to as a “Non-GAAP Financial Measure.” It is unlikely for Non-GAAP Financial
Measures to be comparable to similar measures presented by other companies.

(1) Working capital is calculated as current assets (August 31, 2020 - $7,738,225; August 31, 2019 - $278,863), less current liabilities
(August 31, 2020 - $607,053; August 31, 2019 - $365,464).

OUTSTANDING SHARE DATA

As at August 31, 2020 and the date of this report, the Company has:

As at August 31, 2020 December 18, 2020
Issued and outstanding common shares 138,337,979 142,589,546
Warrants outstanding® 44,630,913 39,810,679
Agent Warrant Units outstanding® 1,857,078 1,631,372
Stock options outstanding 10,737,500 10,737,500
Restricted Share Units® 4,350,000 2,914,500
Subsequent to the year ended August 31, 2020:
@ Warrants:

e atotal of 2,088,600 of warrants with an exercise price of $0.50 expired unexercised;
e a total of 2,957,340 warrants with an exercise price of $0.12 per warrant were exercised for gross
proceeds of $354,881.

@  Agent Warrant Units:
e Atotal of 225,706 on Agent Warrants (also referred as Compensation Options) with an exercise price of
$0.085 per unit were exercised for gross proceeds of $19.185.
®  Restricted Share Units:

e 1,068,521 of common shares were issued net of withholding taxes in settlement of the 1,435,500 RSUs
that were vested.

OFF-BALANCE SHEET ARRANGEMENTS

There are no off-balance sheet arrangements.
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CONTRACTUAL COMMITMENTS

On November 13, 2019, the Company and the University of Florida (“UF”) mutually terminated the research
and development agreement with no additional cost on either party. It effectively absolved the Company
from paying the quarterly payments that were recorded as payables and accruals at the year ended August
31, 2019. As aresult, the Company recognized a debt forgiveness of $137,833 for the year ended August
31, 2020.

RELATED PARTY TRANSACTIONS AND KEY MANAGEMENT COMPENSATION

Key management personnel are considered to be those persons having authority and responsibility for
planning, directing and controlling the activities of the Company, directly or indirectly. Key management
includes senior officers and directors of the Company.

Related party transactions to key management personnel are as follows:

Years ended August 31 2020 2019
Short-term benefits @ $ 8,000 $ -
Consulting fees — other @ 606,663 297,391
Share-based payment @ 2,489,669 -
Rent @ 32,000 24,000

$ 3,136,332 $ 321,391

@ Short-term benefits consisted of directors’ fees to the independent directors.

@ Fees paid to companies/companies related to management personnel:
$257,000 (2019 - $108,000) to a company controlled by the Chief Executive Officer who also took on the position as Director
effective May 13, 2020:
$80,000 (2019 - $48,000) to a company controlled by the Chief Financial Officer;
$266,663 (2019 - $138,491) to the Chief Science Officer;
$3,000 (2019 - $2,900) for tax services paid to a partnership where a senior officer and director is a partner.

®  Rent:
$32,000 (2019 - $18,000) paid for corporate office space to a company where a senior officer and director is a principal.

Accounts payables and accrued liabilities include the following amounts due to related parties:

As at August 31, 2020 August 31, 2019

Key management personnel — expense reimbursements $ - $ 183
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SEGMENTED DISCLOSURES

The Company is a Canadian clinical stage pharmaceutical development company. As a result of the
Company’s dissolution of its 100% owned US subsidiary on February 7, 2020 and the establishment of
AGN Research in Australia on January 6, 2020, the Company operates in two reportable operating
segments being the development of repurposed therapeutic drugs in Canada and the facilitation of the
Company’s lead drug candidates into off-label phase 2 clinical trials (humans) in Australia. All of the
Company’s expenditures are incurred in both Canada and Australia. Geographical information of the
Company’s long-term assets are as follows:

As at August 31, 2020, the Company’s long-term assets are located as follows:

Canada United States Total

Restricted cash equivalents $ 57,500 $ - $ 57,500
Intangible asset 5,028,243 - 5,028,243
$ 5,085,743 $ = $ 5,085,743

As at August 31, 2019, the Company’s long-term assets were located as follows:

Canada United States Total

Restricted cash equivalents $ 57,500 $ - $ 57,500
Incorporation costs - 1,371 1,371
License agreement - 48,689 48,689
Intangible asset 4,951,680 - 4,951,680
$ 5,009,180 $ 50,060 $ 5,059,240

SIGNIFICANT ACCOUNTING POLICIES

The Company’s significant accounting policies are disclosed in Note 3 of the Company’s annual audited
consolidated financial statements for the year ended August 31, 2020.

The company adopted IFRS 16 — Leases effective September 1, 2019. This new standard sets out the
principles for the recognition, measurement, presentation and disclosure of leases for both the lessee and
the lessor. The new standard introduces a single lessee accounting model that requires the recognition of
all assets and liabilities arising from a lease. The Company has reviewed the impact of IFRS 16 and
concluded that the adoption of this standard did not have a material effect on the Company’s consolidated
financial statements.

Significant Accounting Judgments, Estimates and Assumptions

The preparation of consolidated financial statements in accordance with IFRS requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of the consolidated financial statements and
reported amounts of revenues and expenses during the reporting period.

Actual outcomes could differ from these estimates, and as such, the estimates and underlying assumptions
are reviewed on an ongoing basis.

The Company assesses at each reporting date if the intangible assets have indicators of impairment. In
determining whether the intangible assets are impaired, the Company assesses certain criteria, including
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observable decreases in value, significant changes with adverse effect on the entity, evidence of
technological obsolescence and future plans.

Following initial recognition, the Company carries the value of the intangible assets at cost less accumulated
amortization and any accumulated impairment losses. Amortization is recorded on the straight-line basis
based upon management’s estimate of the useful life and residual value. The estimates are reviewed at
least annually and are updated if expectations change as a result of the technical obsolescence or legal
and other limits to use. A change in the useful life or residual value will impact the reported carrying value
of the intangible assets resulting in a change in related amortization expense. As at August 31, 2019, the
Company has not amortized the intangible assets as amortization begins when the intangible assets are
available for use.

Apart from the above, there have been no material revisions to the nature and amount of changes in
estimates of amounts reported in its audited consolidated financial statements for the year ended August
31, 2020.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

The Company’s financial instruments as at August 31, 2020 included cash and cash equivalents, accounts
receivable and accounts payable and accrued liabilities.

The Company classifies its financial instruments into the following categories:
e cash and cash equivalent are classified as financial assets at FVTPL;
e accounts receivable is classified as loans and receivables;
e accounts payable and accrued liabilities are classified as other financial liabilities, which are
measured at amortized cost

Financial instruments are measured at fair value by level using a fair value hierarchy that reflects the relative
reliability of the inputs used in making the measurements.
e Level 1 —fair values are based on quoted prices (unadjusted) in active markets for identical assets
or liabilities;
e Level 2 — fair values are based on inputs other than quoted prices included in Level 1 that are
observable for the asset or liability, either directly (as prices) or indirectly (derived from prices); or
e Level 3 —fair values are based on inputs for the asset or liability that are not based on observable
market data (unobservable inputs).

The carrying values of receivables and accounts payable and accrued liabilities approximate their fair
values due to the short-term maturity of these financial instruments.

The Company classified its financial instruments at Level 1 and as follows:

Financial Loans and Financial
Assets Receivables Liabilities
Fair Value Measured at Measured at
Through Amortized Amortized
Profit Cost Cost
August 31, 2020
Cash and cash equivalents $ 6,121,424 $ - $ -
Accounts receivable - 37,407 -

Accounts payable and accrued liabilities $ - $ - $ (607,053)
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Financial Loans and Financial
Assets Receivables Liabilities
Fair Value Measured at Measured at
Through Amortized Amortized
Profit Cost Cost

August 31, 2019
Cash and cash equivalents $ 207,812 $ - $ -
Accounts receivable - 754 -
Accounts payable and accrued liabilities $ - % - 9 (364,464)

The Company’s risk exposure and the impact on the Company’s financial instruments are summarized
below:

Credit risk

Credit risk is the risk of loss associated with a counter party’s inability to fulfill its payment obligations. The
Company’s credit risk is primarily attributable to its cash and cash equivalents and accounts receivable.
The Company’s accounts receivable is mainly comprised of GST receivable, accrued interest receivable
from GIC’s held with bank, and accrued Australia R&D tax credit receivable. GST receivable and Australia
R&D tax credit receivable are not financial instruments as they do not arise from contractual obligations.
The Company limits exposure to credit risk on bank deposits by holding demand deposits in high credit
quality banking institutions in Canada.

Management believes that the credit risk with respect to receivables is minimal.
Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in satisfying financial obligations as they
become due. The Company manages its liquidity risk by forecasting cash flows from operations and
anticipated investing and financing activities. The Company’s objective in managing liquidity risk is to
maintain sufficient readily available reserves in order to meet its liquidity requirements. All of the Company’s
financial obligations are due within one year.

Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate due to
changes in market prices. Market risk comprises three types of risk: interest rate risk, foreign currency risk
and other price risks. The Company is not exposed to significant market risk.

a) Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. The risk that the Company will realize a loss as a result
of a decline in the fair value of the cash is limited because of its short-term investment nature. The
Company’s financial asset exposed to interest rate risk consists of cash and cash equivalents and
restricted cash equivalents.
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b) Other price risk

c)

Other price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
due to changes in market prices, other than those arising from interest rate risk or foreign currency risk.
The Company is not exposed to significant other price risk.

Foreign currency risk

Foreign currency risk is related to fluctuations in foreign exchange rates. The Company has certain
expenditures that are denominated in US dollars (“US$”), Australian dollars (“AUD$”) and other
operating expenses that are mainly in Canadian dollars (“CAD$”). The Company funds cash calls to
its foreign subsidiary in Australia in AUD$. The Company’s exposure to foreign currency risk arises
primarily on fluctuations in the exchange rate of the CAD$ relative to the US$ and the AUDS$.

As at August 31, 2020, the Company had monetary assets of US$21,499 or $28,040 (August 31, 2019
- US$47,113 or $62,637) at the CAD equivalent and monetary liabilities of US$84,285 or $109,924
(August 31, 2019 - US$125,398 or $166,717) at the CAD equivalent. The Company’s sensitivity
analysis suggests that a change in the absolute rate of exchange in US$ by 10% will increase or
decrease other comprehensive loss by approximately $8,188 (August 31, 2019 - $10,408).

As at August 31, 2020, the Company had monetary assets of AUD$1,187,241 or $1,142,720 (August
31, 2019 - AUDS$nil or $nil) at the CAD equivalent and monetary liabilities of AUD$262,018 or $252,192
(August 31, 2019 - AUDSnil or $nil) at the CAD equivalent. The Company’s sensitivity analysis suggests
that a change in the absolute rate of exchange in AUD$ by 10% will increase or decrease other
comprehensive loss by approximately $89,053 (August 31, 2019 - $nil).

The Company has not entered into any foreign currency contracts to mitigate this risk. Foreign currency
risk is considered low relative to the overall financial operating plan.

COVID-19 Pandemic Risk

Since December 31, 2019, the outbreak of the novel strain of coronavirus, specifically identified as “COVID-
19”, has resulted in governments worldwide enacting emergency measures to combat the spread of the
virus. These measures, which include the implementation of travel bans, self-imposed quarantine periods
and physical distancing, have caused material disruption to business globally resulting in an economic
slowdown. Global equity markets have experienced significant volatility and weakness.

The duration and impact of the COVID-19 outbreak is unknown as to how it would impact the Company’s
investments. It is therefore not possible to reliably estimate the length and severity of these developments
and the impact on the financial results and condition of the Company in future periods.
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SUBSEQUENT EVENTS

A total of 1,068,521 of common shares were issued net of withholding taxes in settlement of the
1,435,500 RSUs that were vested.

A total of 2,088,600 of warrants with an exercise price of $0.50 expired unexercised.

A total of 2,957,340 of warrants with an exercise price of $0.12 per warrant were exercised for gross
proceeds of $354,881

A total 225,706 Agents Warrants (also referred as Compensation Options) with an exercise price of
$0.085 per unit were exercised for gross proceeds of $19,185.
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APPENDIX 1
RISKS RELATED TO THE BUSINESS
Limited Operating History

The Company has no present prospect of generating revenue from the sale of products. The Company is
therefore subject to many of the risks common to early-stage enterprises, including under-capitalization,
cash shortages, limitations with respect to personnel, financial, and other resources and lack of revenues.
There is no assurance that the Company will be successful in achieving a return on shareholders’
investment and the likelihood of success must be considered in light of the early stage of operations.

Negative Cash Flow for the Foreseeable Future

The Company has a no history of earnings or cashflow from operations. The Company does not expect to
generate material revenue or achieve self-sustaining operations for several years, if at all. To the extent
that the Company has negative cash flow in future periods, the Company may need to allocate a portion of
its cash reserves to fund such negative cash flow.

Reliance on Management

The success of the Company is dependent upon the ability, expertise, judgment, discretion and good
faith of its senior management. While employment agreements are customarily used as a primary
method of retaining the services of key employees, these agreements cannot assure the continued
services of such employees. Any loss of the services of such individuals could have a material adverse
effect on the Company’s business, operating results or financial condition.

Reliance on successful development of repurposed drugs for new disease applications

The Company’s ability to generate future revenue or achieve profitable operations is largely dependent on
the ability to attract the experienced management and scientific know-how to develop new repurposed
drugs and to partner with larger, more established companies in the industry to successfully commercialize
products. Successfully developing a new repurposed drug into a marketable product may take several years
and significant financial resources, and the Company may not achieve those objectives.

In order to commercialize any products, the Company will need to conduct clinical trials, which may not
succeed, and to obtain regulatory approvals which it may fail to do. The Company does not know and is
unable to predict what type and how many clinical trials the U.S. Food and Drug Administration (the “FDA”)
will require the Company to conduct before granting approval for it to market its drug products. The
development programs may not lead to a commercial product, either because failure to demonstrate that
product candidates are safe and effective in clinical trials and cannot obtain necessary approvals from the
FDA and/or similar foreign regulatory agencies or because of inadequate financial or other resources to
advance product candidates through the clinical trial process for successful commercialization.

Risks Related to Laboratory Developed Tests (LDTs) and Food and Drug Administration (FDA)
Approval

In the United States, the FDA regulates medical devices, including diagnostic tests, under the Federal
Food, Drug and Cosmetic Act. The FDA notification and approval process requires substantial time, effort
and financial resources, and the Company cannot be certain that any approvals for its products will be
granted on a timely basis, if at all. In 2014, the FDA issued draft guidance on the regulation of laboratory
developed tests, or LDTs, such as those being developed by the Company and the period for public
comment recently ended. Because the FDA has not issued final rules on the regulation of LDTSs, the
Company is unable to determine what notification and approval process the FDA may require. Foreign
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jurisdictions have similar government regulatory bodies and requirements that the Company must meet
prior to selling products in those jurisdictions.

The Company must be considered in light of the risks, expenses, shifts, changes and difficulties frequently
encountered with companies whose businesses are regulated by various federal, state and local
governments. The health care, wellness, workers’ compensation and similar companies are subject to a
variety of regulatory requirements and the regulatory environment is ever changing particularly with recent
legislation, the full impact of which is not yet understood as regulations have not been issued. Failure to
follow applicable regulatory requirements will have a materially negative impact on the business of the
Company. Furthermore, future changes in legislation can not be predicted and could irreparably harm the
business of the Company.

The Company will require equity and/or debt financing to support on-going operations, to undertake capital
expenditures or to undertake acquisitions or other business combination transactions. There can be no
assurance that additional financing will be available to the Company when needed or on terms which are
acceptable. The Company’s inability to raise financing to fund capital expenditures or acquisitions could
limit its growth and may have a material adverse effect upon future profitability.

If additional funds are raised through further issuances of equity or convertible debt securities, existing
shareholders could suffer significant dilution, and any new equity securities issued could have rights,
preferences and privileges superior to those of holders of the Company shares. Any debt financing secured
in the future could involve restrictive covenants relating to capital raising activities and other financial and
operational matters, which may make it more difficult for the Company to obtain additional capital and to
pursue business opportunities, including potential acquisitions. Even if additional financing is obtained,
there is no guarantee that it could be completed on terms favourable to the Company.

Because of the early stage of the industry in which the Company will operate, the Company expects to
face additional competition from new entrants. To become and remain competitive, the Company will
require research and development, marketing, sales and client support. The Company may not have
sufficient resources to maintain research and development, marketing, sales and client support efforts on
a competitive basis which could materially and adversely affect the business, financial condition and results
of operations of the Company.

Limited Market for Securities

It is proposed that the Company’s common shares will be listed on the CSE, however, there can be no
assurance that such listing will be obtained and even if obtained, that an active and liquid market for the
common shares will develop or be maintained and an investor may find it difficult to resell any securities
of the Company.

Permits and Licenses

The operations of the Company may require licenses and permits from various governmental authorities.
There can be no assurance that such licenses and permits will be granted.

Intellectual Property Rights

The Company could be adversely affected if it does not adequately protect its intellectual property rights.
The Company regards its marks, rights, and trade secrets and other intellectual property rights as critical
to its success. To protect its investments and the Company’s rights in these various intellectual properties,
it may rely on a combination of patents, trademark and copyright law, trade secret protection and
confidentiality agreements and other contractual arrangements with its employees, clients, strategic
partners, acquisition targets and others to protect proprietary rights. There can be no assurance that the
steps taken by the Company to protect proprietary rights will be adequate or that third parties will not infringe
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or misappropriate the Company’s copyrights, trademarks and similar proprietary rights, or that the Company
will be able to detect unauthorized use and take appropriate steps to enforce rights. In addition, although
the Company believes that its proprietary rights do not infringe on the intellectual property rights of others,
there can be no assurance that other parties will not assert infringement claims against the Company. Such
claims, even if not meritorious, could result in the expenditure of significant financial and managerial
resources.

The Company will rely on trade secrets to protect technology where it does not believe patent protection is
appropriate or obtainable. Trade secrets are difficult to protect. While commercially reasonable efforts to
protect trade secrets will be used, strategic partners, employees, consultants, contractors or scientific and
other advisors may unintentionally or willfully disclose information to competitors.

If the Company is not able to defend patents or trade secrets, then it will not be able to exclude competitors
from developing or marketing competing products, and the Company may not generate enough revenue
from product sales to justify the cost of development of products and to achieve or maintain profitability.

Low Barriers to Entry and Competition

There is high potential that the Company will face intense competition from other companies, some of
which can be expected to have longer operating histories and more financial resources and
manufacturing and marketing experience than the Company. Increased competition by larger and better
financed competitors could materially and adversely affect the business, financial condition and results of
operations of the Company.

At present, management believes that the Company has certain direct competition from Menssana Research
Inc. (“Menssana”) and Owlstone Nanotech Inc. (“Owlstone”). Menssana is based in New Jersey and Owlstone
is based in the United Kingdom. These companies have the financial ability to compete directly with the
Company.

Competitive pressures created by any one of these companies, or by the Company’s competitors
collectively, could have a material adverse effect on the Company’s business, results of operations and
financial condition.

The Company believes that the principal competitive factors in its market are the ability to protect IP and
bring the first company to deliver hand held breath testing products to the market.

Difficulty to Forecast

The Company must rely largely on its own market research to forecast sales as detailed forecasts
are not generally obtainable from other sources at this early stage of the industry. A failure in the demand
for its products to materialize as a result of competition, technological change or other factors could have
a material adverse effect on the business, results of operations and financial condition of the Company.

Litigation

The Company may become party to litigation from time to time in the ordinary course of business which
could adversely affect its business. Should any litigation in which the Company becomes involved be
determined against the Company such a decision could adversely affect the Company’s ability to
continue operating and the market price for the Company’s common shares. Even if the Company is
involved in litigation and wins, litigation can redirect significant company resources.

Commercial success of the Company will depend in part on not infringing upon the patents and proprietary

rights of other parties and enforcing its own patents and proprietary rights against others. The research and
development programs will be in highly competitive fields in which numerous third parties have issued
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patents and pending patent applications with claims closely related to the subject matter of the Company’s
programs. The Company is not currently aware of any litigation or other proceedings or claims by third
parties that its technologies or methods infringe on their intellectual property.

While it is the practice of the Company to undertake pre-filing searches and analyses of developing
technologies, it cannot guarantee that it has identified every patent or patent application that may be
relevant to the research, development, or commercialization of its products. Moreover, it cannot assure that
third parties will not assert valid, erroneous, or frivolous patent infringement claims.

Uninsurable Risks

The business of the Company may not be insurable or the insurance may not be purchased due to high
cost. Should such liabilities arise, they could reduce or eliminate any future profitability and result in
increasing costs and a decline in the value of the Company.

The market price of the Company’s common shares may be subject to wide price fluctuations

The market price of the Company’s common shares may be subject to wide fluctuations in response
to many factors, including variations in the operating results of the Company and its subsidiaries,
divergence in financial results from analysts’ expectations, changes in earnings estimates by stock market
analysts, changes in the business prospects for the Company and its subsidiaries, general economic
conditions, legislative changes, and other events and factors outside of the Company’s control. In addition,
stock markets have from time to time experienced extreme price and volume fluctuations, which, as well
as general economic and political conditions, could adversely affect the market price for the Company’s
common shares.

Dividends

The Company has no earnings or dividend record, and does not anticipate paying any dividends on the
common shares in the foreseeable future.

Regulatory Changes

The business of the Company is subject to rapid regulatory changes. Failure to keep up with such changes
may adversely affect the business of the Company. Some of the changes are the FDA'’s implementation
of the Universal Device Identifier in October 2015 and the tracking requirements for pharmaceuticals in the
United States.

The Company’s prospects must be considered in light of the risks, expenses, shifts, changes and difficulties
frequently encountered with companies whose businesses are regulated by various federal, state and local
governments. The health care, wellness, workers’ compensation and similar companies are subject to a
variety of regulatory requirements and the regulatory environment is ever changing particularly with recent
legislation, the full impact of which is not yet understood as regulations have not been issued. Failure to
follow regulatory requirements will have a detrimental impact on the business. Changes in legislation
cannot be predicted and could irreparably harm the business.

Risks Associated with Brand Development

The Company believes that continuing to strengthen its brand is critical to achieving widespread
acceptance of the Company, particularly in light of the competitive nature of the Company’s market.
Promoting and positioning its brand will depend largely on the success of the Company’s marketing efforts
and the ability of the Company to provide high quality services. In order to promote its brand, the Company
will need to increase its marketing budget and otherwise increase its financial commitment to creating and
maintaining brand loyalty among users. There can be no assurance that brand promotion activities will yield

23



ALGERNON PHARMACEUTICALS INC.
Management’s Discussion and Analysis

increased revenues or that any such revenues would offset the expenses incurred by the Company in
building its brand. If the Company fails to promote and maintain its brand or incurs substantial expenses in
an attempt to promote and maintain its brand or if the Company’s existing or future strategic relationships
fail to promote the Company’s brand or increase brand awareness, the Company’s business, results of
operations and financial condition would be materially adversely affected.

Rapid Technological Change

The business of the Company is subject to rapid technological changes. Failure to keep up with such
changes may adversely affect the business of the Company. The Company is subject to the risks of
companies operating in the medical and healthcare business.

The market in which the Company competes is characterized by rapidly changing technology, evolving
industry standards, frequent new service and product announcements, introductions and enhancements
and changing customer demands. As a result, an investment in the stocks of the Company is highly
speculative and is only suitable for investors who recognize the high risks involved and can afford a total
loss of investment.

Risks Associated with Acquisitions

If appropriate opportunities present themselves, the Company intends to acquire businesses, technologies,
services or products that the Company believes are strategic. The Company currently has no
understandings, commitments or agreements with respect to any other material acquisition and no other
material acquisition is currently being pursued. There can be no assurance that the Company will be able
to identify, negotiate or finance future acquisitions successfully, or to integrate such acquisitions with its
current business. The process of integrating an acquired business, technology, service or product into the
Company may result in unforeseen operating difficulties and expenditures and may absorb significant
management attention that would otherwise be available for ongoing development of the Company’s
business. Future acquisitions could result in potentially dilutive issuances of equity securities, the
incurrence of debt, contingent liabilities and/or amortization expenses related to goodwill and other
intangible assets, which could materially adversely affect the Company’s business, results of operations
and financial condition. Any such future acquisitions of other businesses, technologies, services or products
might require the Company to obtain additional equity or debt financing, which might not be available on
terms favourable to the Company, or at all, and such financing, if available, might be dilutive.

Risks Associated with International Operations

A component of the Company’s strategy is to expand internationally. Expansion into the international
markets will require management attention and resources. The Company has limited experience in
localizing its service, and the Company believes that many of its competitors are also undertaking
expansion into foreign markets. There can be no assurance that the Company will be successful in
expanding into international markets. In addition to the uncertainty regarding the Company’s ability to
generate revenues from foreign operations and expand its international presence, there are certain risks
inherent in doing business on an international basis, including, among others, regulatory requirements,
legal uncertainty regarding liability, tariffs, and other trade barriers, difficulties in staffing and managing
foreign operations, longer payment cycles, different accounting practices, problems in collecting accounts
receivable, political instability, seasonal reductions in business activity and potentially adverse tax
consequences, any of which could adversely affect the success of the Company’s international operations.
To the extent the Company expands its international operations and has additional portions of its
international revenues denominated in foreign currencies, the Company could become subject to increased
risks relating to foreign currency exchange rate fluctuations. There can be no assurance that one or more
of the factors discussed above will not have a material adverse effect on the Company’s future international
operations and, consequently, on the Company’s business, results of operations and financial condition.
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Protection and Enforcement of Intellectual Property Rights

The Company regards the protection of its copyrights, service marks, trademarks, trade dress and trade
secrets as critical to its future success and relies on a combination of copyright, trademark, service mark
and trade secret laws and contractual restrictions to establish and protect its proprietary rights in products
and services. The Company has entered into confidentiality and invention assignment agreements with its
employees and contractors, and nondisclosure agreements with parties with which it conducts business in
order to limit access to and disclosure of its proprietary information. There can be no assurance that these
contractual arrangements or the other steps taken by the Company to protect its intellectual property will
prove sufficient to prevent misappropriation of the Company’s technology or to deter independent third-
party development of similar technologies.

To date, the Company has not been notified that its technologies infringe the proprietary rights of third
parties, but there can be no assurance that third parties will not claim infringement by the Company with
respect to past, current or future technologies. The Company expects that participants in its markets will
be increasingly subject to infringement claims as the number of services and competitors in the Company’s
industry segment grows. Any such claim, whether meritorious or not, could be time-consuming, result in
costly litigation, cause service upgrade delays or require the Company to enter into royalty or licensing
agreements. Such royalty or licensing agreements might not be available on terms acceptable to the
Company or at all. As a result, any such claim could have a material adverse effect upon the Company’s
business, results of operations and financial condition.

Economic Environment

The Company’s operations could be affected by the economic context should the unemployment level,
interest rates or inflation reach levels that influence consumer trends and consequently, impact the
Company’s future sales and profitability.

Global Economy Risk

The ongoing economic slowdown and downturn of global capital markets has generally made the raising
of capital by equity or debt financing more difficult. Access to financing has been negatively impacted by
the ongoing global economic risks. As such, the Company is subject to liquidity risks in meeting its
development and future operating cost requirements in instances where cash positions are unable to be
maintained or appropriate financing is unavailable. These factors may impact the Company’s ability to raise
equity or obtain loans and other credit facilities in the future and on terms favourable to the Company. If
uncertain market conditions persist, the Company’s ability to raise capital could be jeopardized, which could
have an adverse impact on the Company’s operations and the trading price of the Company’s Shares on
the stock exchange.

Going-Concern Risk

The Company'’s future operations are dependent upon the identification and successful completion of equity
or debt financing and the achievement of profitable operations at an indeterminate time in the future. There
can be no assurances that the Company will be successful in completing an equity or debt financing or in
achieving profitability.

Financial Risk Exposures
The Company may have financial risk exposure to varying degrees relating to the currency of each of the
countries where it operates and has financial risk exposure towards digital currencies. The level of the

financial risk exposure related to a currency and exchange rate fluctuations will depend on the Company’s
ability to hedge such risk or use another protection mechanism.
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Attracting and keeping senior management and key scientific personnel

The success of the Company depends on the continued ability to attract, retain, and motivate highly
qualified management, clinical, and scientific personnel and to develop and maintain important
relationships with leading academic institutions, companies, and thought leaders.

MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS

The information provided in this report, including the consolidated financial statements, are the
responsibility of Management. In the preparation of this report, estimates are sometimes necessary to make
a determination of future values for certain assets or liabilities. Management believes such estimates have

been based on careful judgements and have been properly reflected in the accompanying financial
statements.

December 18, 2020

On behalf of Management and the Board of Directors,

“Michael Sadhra”

Chief Financial Officer and Director
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