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MANAGEMENT’'S RESPONSIBILITY FOR FINANCIAL REPORTING

The consolidated financial statements of Algernon Pharmaceuticals Inc. (the “Company”) are the
responsibility of the Company’s management. The consolidated financial statements are prepared in
accordance with International Financial Reporting Standards, as issued by the International Accounting
Standards Board and reflect management’s best estimates and judgments based on information currently
available.

Management has developed and maintains a system of internal controls to ensure that the Company’s
assets are safeguarded, transactions are authorized and properly recorded, and financial information is
reliable.

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial
reporting and internal controls through its Audit Committee, which is comprised of non-management
directors. The Audit Committee reviews the results of the audit and the annual consolidated financial
statements prior to their submission to the Board of Directors for approval.

“Christopher Moreau” (signed) “David Levine” (signed)
Christopher Moreau David Levine
Director and Chief Executive Officer Director




INDEPENDENT AUDITORS' REPORT
TO THE SHAREHOLDERS OF ALGERNON PHARMACEUTICALS INC.

Opinion

We have audited the consolidated financial statements of Algernon Pharmaceuticals Inc. (the "Company"),
which comprise:

*  the consolidated statements of financial position as at August 31, 2021 and 2020;

the consolidated statements of loss and comprehensive loss for the years then ended;

the consolidated statements of cash flows for the years then ended;

the consolidated statements of changes in shareholders’ equity for the years then ended; and

the notes to the consolidated financial statements, including a summary of significant accounting
policies.

* & o o

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
the consolidated financial position of the Company as at August 31, 2021 and 2020, and its consolidated
financial performance and consolidated cash flows for the years then ended in accordance with
International Financial Reporting Standards (“IFRS").

Basis for Opinion

We conducted our audits in accordance with Canadian generally accepted auditing standards. Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for the Audit
of the Consolidated Financial Statements section of our report. We are independent of the Company in
accordance with the ethical requirements that are relevant to our audit of the consolidated financial
statements in Canada, and we have fulfilled our other ethical responsibilities in accordance with these
requirements. We believe that the audit evidence we have obtained in our audits is sufficient and
appropriate to provide a basis for our opinion.

Material Uncertainty Related to Going Concern

We draw attention to Note 1 in the consolidated financial statements, which indicates that the Company
incurred a net loss of $7,734,080 during the year ended August 31, 2021 and, as of that date, the Company
has a deficit of $23,546,345. As stated in Note 1, these events or conditions, along with other matters as
set forth in Note 1, indicate that a material uncertainty exists that may cast significant doubt on the
Company’s ability to continue as a going concern. Our opinion is not modified in respect of this matter.

Other Information
Management is responsible for the other information. The other information comprises Management'’s
Discussion and Analysis.

Our opinion on the consolidated financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon. In connection with our audit of the consolidated financial
statements, our responsibility is to read the other information identified above and, in doing so, consider
whether the other information is materially inconsistent with the consolidated financial statements or our
knowledge obtained in the audit or otherwise appears to be materially misstated.

We obtained Management's Discussion and Analysis prior to the date of this auditors' report. If, based on
the work we have performed, we conclude that there is a material misstatement of this other information,
we are required to report that fact. We have nothing to report in this regard.



Responsibilities of Management and Those Charged with Governance for the

Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRS, and for such internal control as management determines is necessary
to enable the preparation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to liquidate
the Company or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting process.

Auditors' Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that
an audit conducted in accordance with Canadian generally accepted auditing standards will always detect
a material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these consolidated financial statements. As part of an audit in
accordance with Canadian generally accepted auditing standards, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

¢ Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

¢ Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control.

* Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

¢ Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company’s ability to continue as a going concern. If
we conclude that a material uncertainty exists, we are required to draw attention in our auditors’ report
to the related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditors' report. However, future events or conditions may cause the Company to cease
to continue as a going concern.

*  Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.



¢ Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Company to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the group audit. We remain solely
responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that
may reasonably be thought to bear on our independence, and where applicable, related safeguards.

The engagement partner on the audit resulting in this independent auditors' report is Sukhjit Gill.

g_gmyéhe, L LP
Chartered Professional Accountants

Vancouver, British Columbia

November 26, 2021


rstubbs
Smythe LLP


ALGERNON PHARMACEUTICALS INC.

Consolidated Statements of Financial Position
(Expressed in Canadian dollars)

Note August 31, 2021 August 31, 2020

ASSETS
Current assets

Cash and cash equivalents 4 $ 2,411,163 $ 6,121,424

Accounts receivable 4,5 2,294,882 1,229,453

Prepaid expenses 6 203,216 387,348
Total current assets 4,909,261 7,738,225
Non-current assets

Restricted cash equivalents 4,7 57,500 57,500

Intangible assets 8 5,170,871 5,028,243
Total non-current assets 5,228,371 5,085,743
TOTAL ASSETS $ 10,137,632 $ 12,823,968
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities

4,1

Accounts payable and accrued liabilities 1 1,022,314 $ 607,053
Total liabilities 1,022,314 607,053
Shareholders’ equity

Share capital 9 25,849,846 21,343,530

Reserves 9 6,826,581 8,216,628

Accumulated other comprehensive income (loss) (14,764) 120,245

Deficit (23,546,345) (17,463,488)
Total shareholders’ equity 9,115,318 12,216,915
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 10,137,632 $ 12,823,968

The accompanying notes are an integral part of these consolidated financial statements.

Approved on behalf of the Board:

“Christopher Moreau” (signed)
Christopher Moreau
Director and Chief Executive Officer

“David Levine” (signed)

David Levine

Director



ALGERNON PHARMACEUTICALS INC.
Consolidated Statements of Loss and Comprehensive Loss
(Expressed in Canadian dollars)

Years ended August 31 Note 2021 2020
EXPENSES
General and administrative 11 $ 194,573 $ 151,024
Marketing 794,324 1,265,925
Professional fees 11 607,672 1,171,258
Research and development 5,12 4,797,012 2,675,493
Salaries and benefits 11 656,829 8,175
Share-based payment 9,11 827,402 3,179,440
Shareholder communications 173,312 209,740
8,051,124 8,661,055
Interest income (11,927) (35,075)
Debt forgiveness 13 - (137,833)
Gain on restricted share units cash settlement 9 (305,117) -
Loss on dissolution of US subsidiary - 1,371
Impairment of research license 14 - 48,689
Net loss for the year 7,734,080 8,538,207
OTHER COMPREHENSIVE LOSS
Item not classified into profit or loss:
Foreigh exchange loss on translation to reporting currency 135,009 16,705
Comprehensive loss for the year $ 7,869,089 $ 8,554,912
Loss per common share
Basic and fully diluted $ 5.05 $ 9.71
Weighted average number of common shares outstanding 1,557,612 880,779

The accompanying notes are an integral part of these consolidated financial statements.



ALGERNON PHARMACEUTICALS INC.
Consolidated Statements of Cash Flows
(Expressed in Canadian dollars)

Years ended August 31

2021

2020

OPERATING ACTIVITIES
Net loss for the year
Items not involving cash

$ (7,734,080)

$ (8,538,207)

Share-based payment 827,402 3,179,440
Gain on cash settlement of restricted share units (305,117) -
Debt forgiveness - (137,833)
Impairment of research license - 48,689
Loss on dissolution of US subsidiary - 1,371
Unrealized foreign exchange gain (12,948) (94,522)
(7,224,743) (5,541,062)
Changes in non-cash operating working capital
Accounts receivable (1,150,649) (1,123,269)
Prepaid expenses 184,132 (361,089)
Accounts payable and accrued liabilities 368,643 415,487
(7,822,617) (6,609,933)
INVESTING ACTIVITY
Additions of intangible assets (124,448) (99,741)
(124,448) (99,741)
FINANCING ACTIVITIES
Proceeds from shares issued for cash, net of financing costs 2,693,610 9,259,075
Proceeds from warrants exercised 1,784,099 3,142,569
Proceeds from stock options exercised 52,500 12,500
Proceeds from compensation options exercised 26,668 205,604
Cash settlement and withholding of restricted share units (311,670) -
4,245,207 12,619,748
Effect of exchange rate fluctuations on cash held (8,403) 3,538
Increase (decrease) in cash and cash equivalents (3,710,261) 5,913,612
Cash and cash equivalents, beginning of year 6,121,424 207,812
Cash and cash equivalents, end of year $ 2,411,163 $ 6,121,424




ALGERNON PHARMACEUTICALS INC.
Consolidated Statements of Cash Flows (continued)
(Expressed in Canadian dollars)

Cash and cash equivalents is comprised of:
Guaranteed Investment Certificates

Cash

Supplemental cash flow information
Non-cash investing and financing activities:
Fair value of warrants issued with unit offering
Fair value of warrants issued with conversion of special warrants
Fair value of warrants expired
Fair value of stock options expired
Fair value of warrants exercised
Fair value of stock options exercised
Fair value of compensation options exercised
Fair value of restricted share units settled
Fair value of restricted share units forfeited
Intangible assets included in accounts payable and accrued liabilities
Interest paid
Taxes paid

$ 1,000,000 $ 5,500,000

1,411,163 621,424
$ 2,411,163 $ 6,121,424
$ 1,176,055 $ 997,869
$ - $ 3,411,997
$ 585483 $ 1,317,304
$ 993247 % 26,509
$ 283,885 $ 486,241
$ 36,396 % 7,849
$ 7,376 $ 52,123
$ 797,837 $ -
$ 72,493 $ -
$ 18,180 $ -
$ - .
$ - .

The accompanying notes are an integral part of these consolidated financial statements.



ALGERNON PHARMACEUTICALS INC.

Consolidated Statements of Changes in Shareholders’ Equity

(Expressed in Canadian dollars)

Accumulated

Other
Number of Share Comprehensive

Shares Capital Reserves Income Deficit Total
Balance at August 31, 2019 473,445  $ 12,587,435 $ 2,517,348 $ 136,950 $ (10,269,094) $ 4,972,639
Shares issued for cash, net of financing costs 623,115 4,849,209 4,409,866 - - 9,259,075
Expiration of stock options - - (26,509) - 26,509 -
Expiration of warrants - - (1,317,304) - 1,317,304 -
Exercise of stock options 750 20,349 (7,849) - - 12,500
Exercise of warrants 261,881 3,628,810 (486,241) - - 3,142,569
Exercise of compensation options 24,189 257,727 (52,123) - - 205,604
Share-based payment - - 3,179,440 - - 3,179,440
Other comprehensive loss - - - (16,705) - (16,705)
Net loss for the year - - - - (8,538,207) (8,538,207)
Balance at August 31, 2020 1,383,380 $ 21,343,530 $ 8,216,628 $ 120,245 $ (17,463,488) $ 12,216,915
Shares issued for cash, net of financing costs 112,600 1,517,555 1,176,055 - - 2,693,610
Expiration of stock options - - (993,247) - 993,247 -
Expiration of warrants - - (585,483) - 585,483 -
Exercise of stock options 5,250 88,896 (36,396) - - 52,500
Exercise of warrants 148,675 2,067,984 (283,885) - - 1,784,099
Exercise of compensation options 3,138 34,044 (7,376) - - 26,668
Settlement of restricted share units 21,825 797,837 (1,414,624) - - (616,787)
Forfeiture of restricted share units - - (72,493) - 72,493 -
Share-based payment - - 827,402 - - 827,402
Other comprehensive loss - - - (135,009) - (135,009)
Net loss for the year - - - - (7,734,080) (7,734,080)
Balance at August 31, 2021 1,674,868 $ 25,849,846 $ 6,826,581 $ (14,764) $ (23,546,345) $ 9,115,318

The accompanying notes are an integral part of these consolidated financial statements.
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ALGERNON PHARMACEUTICALS INC.
Notes to Consolidated Financial Statements
For the Years Ended August 31, 2021 and 2020
(Expressed in Canadian dollars)

1. NATURE AND GOING CONCERN

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.

On November 23, 2021, the Company consolidated all of its issued and outstanding common shares on the
basis of 100 to 1. Unless otherwise noted, all share, options, warrants, special warrants, agent warrants, and
restricted share information have been retroactively adjusted to reflect this consolidation.

Algernon is a drug re-purposing company that investigates safe, already approved drugs for multiple 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.

Algernon is a clinical stage pharmaceutical development company focused on developing repurposed
therapeutic drugs in the areas of non-alcoholic steatohepatitis (“NASH"), a type of liver disease, chronic kidney
disease (“CKD"), inflammatory bowel disease (“IBD"), idiopathic pulmonary fibrosis (“IPF”) and chronic cough.
Drug re-purposing (also known as re-profiling, re-tasking or therapeutic switching) is the application of approved
drugs and compounds to treat a different disease than what it was originally developed for. All the research and
development (“R&D”) work are carried out by the Company’s 100% owned Canadian 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 Il clinical trials
(human).

As at August 31, 2021, the Company has an accumulated deficit of $23,546,345 (2020 - $17,463,488) and for
the year then ended incurred a net loss of $7,734,080 (2020 - $8,538,207). 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 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 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.

Impact of COVID-19

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
operations. COVID-19 restrictions in Australia have led to temporary site closures and delays in patient
screening/enrolment. With recent widespread adoption of vaccination, these restrictions have been lifted.

It is currently 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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ALGERNON PHARMACEUTICALS INC.
Notes to Consolidated Financial Statements
For the Years Ended August 31, 2021 and 2020
(Expressed in Canadian dollars)

2.

BASIS OF PRESENTATION

(@)

(b)

(€)

Statement of compliance

These annual consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRS”), as issued by the International Accounting Standards Board
(“IASB”). They have been prepared on a historical cost basis, except for certain financial instruments, which
are stated at fair value. In addition, these consolidated financial statements have been prepared using the
accrual basis of accounting, except for the cash flow information.

The preparation of consolidated financial statements in accordance with IFRS requires management to
make estimates, judgments and assumptions that affect the application of accounting policies, the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the
consolidated financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from these estimates, and as such, the estimates and underlying
assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the
period in which the estimate is revised and the revision affects both the current and future periods. The
areas involving a higher degree of judgments or complexity, or areas where assumptions and estimates
are significant to the consolidated financial statements, are disclosed in Note 3.

Approval of the consolidated financial statements

The annual consolidated financial statements of the Company for the year ended August 31, 2021 were
approved and authorized for issuance by the Board of Directors on November 26, 2021.

Foreign currencies

The reporting currency is the Canadian dollar (“CAD"), which is the functional currency of Algernon and
Nash Pharma. The functional currency of AGN Research is the Australian dollar (*“AUD”). Transactions in
currencies other than the functional currency are recorded at the rate of exchange prevailing on the date of
the transaction, except amortization, which is translated at the rates of exchange applicable to the related
assets. Monetary assets and liabilities that are denominated in foreign currencies are translated at the rate
prevailing at each reporting date. Non-monetary items that are measured at historical cost in a foreign
currency are translated at the exchange rate on the date of the initial transaction. Non-monetary items that
are measured at fair values are reported at the exchange rate on the date when fair values are determined.
Foreign currency translation differences are recognized in profit or loss, except for differences on the
translation of foreign entities to reporting currency on consolidation, which are recognized in other
comprehensive income.

On consolidation, the assets and liabilities of entities are translated into the reporting currency at the rate
of exchange at the reporting date and the consolidated statements of loss and comprehensive loss are
translated at the average exchange rates for the year. The exchange differences arising on translation for
consolidation purposes are recognized in other comprehensive loss.
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ALGERNON PHARMACEUTICALS INC.
Notes to Consolidated Financial Statements
For the Years Ended August 31, 2021 and 2020
(Expressed in Canadian dollars)

3. SIGNIFICANT ACCOUNTING POLICIES

@)

(b)

(c)

(d)

Basis of consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries, which are entities over which the Company has control. Control exists when the Company has
the power and ability, directly or indirectly, to direct the relevant activities of an entity so as to obtain benefit
from its activities. Subsidiaries are fully consolidated from the date that control commences until the date
the control ceases. The accounting policies of the Company’s subsidiaries have been aligned with the
policies adopted by the Company. When the Company ceases to control a subsidiary, the financial
statements of that subsidiary are de-consolidated.

All intercompany transactions and balances have been eliminated on consolidation.

Cash and cash equivalents

Cash includes deposits held with banks that are available on demand. Cash equivalents consisted of
cashable guaranteed investment certificates that were readily convertible into a known amount of cash
within 90 days or less.

Share issuance costs

Professional, consulting, regulatory and other costs directly attributable to financing transactions are
recorded as deferred share issue costs until the financing transactions are completed, if the completion of
the transaction is considered likely; otherwise they are expensed as incurred. Share issue costs are charged
to share capital when the related shares are issued.

Income taxes

Income tax expense comprises current and deferred tax. Current tax and deferred tax are recognized in
profit or loss except for items recognized directly in equity or in other comprehensive income.

Current Tax

Current tax is the expected tax payable or receivable on the taxable income or loss for the period, using tax
rates substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous
years.

Deferred Tax

Deferred income tax is recognized in respect of temporary differences, at the end of each reporting period,
between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred income tax liabilities are recognized for all taxable temporary differences, except:

e where the deferred income tax liability arises from the initial recognition of goodwill or of an asset
or liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss; and

e inrespect of taxable temporary differences associated with investments in subsidiaries, where the
timing of the reversal of the temporary differences can be controlled and it is probable that the
temporary differences will not reverse in the foreseeable future.

13



ALGERNON PHARMACEUTICALS INC.
Notes to Consolidated Financial Statements
For the Years Ended August 31, 2021 and 2020
(Expressed in Canadian dollars)

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

(d)

(e)

Income taxes (continued)

Deferred income tax assets are recognized for all deductible temporary differences, carry forward or unused
tax credits and unused tax losses, to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences and the carry forward of unused tax credits and unused tax
losses can be utilized.

The carrying amount of deferred income tax assets is reviewed at the end of each reporting period and
reduced to the extent that it is no longer probable that sufficient taxable profit will be available to allow all
or part of the deferred income tax asset to be utilized. Unrecognized deferred income tax assets are
reassessed at the end of each reporting period and are recognized to the extent that it has become probable
that future taxable profit will allow the deferred tax asset to be recovered.

The effect on deferred tax assets and liabilities of a change in tax rates is recognized in net loss in the
period in which the change is enacted or substantively enacted.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the
year when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been
enacted or substantively enacted at the end of each reporting period.

Deferred income tax assets and deferred income tax liabilities are offset if, and only if, a legally enforceable
right exists to set off current tax assets against current tax liabilities and deferred tax assets and liabilities
relate to income taxes levied by the same taxation authority on either the same taxable entity or different
taxable entities which intend to either settle current tax liabilities and assets on a net basis, or to realize the
assets and settle the liabilities simultaneously, in each future period in which significant amounts of deferred
tax assets or liabilities are expected to be settled or recovered.

Financial instruments
The Company’s financial instruments are accounted for as follows:

Measurement Category Classification
Financial Asset

Cash and cash equivalents FVTPL
Restricted cash equivalents FVTPL
Accounts receivable Amortized cost

Financial Liability
Accounts payable and accrued liabilities Amortized cost

Financial Assets

The Company recognizes a financial asset when it becomes a party to the contractual provisions of the
instrument. The Company classifies financial assets at initial recognition as financial assets: measured at
amortized cost, measured at fair value through other comprehensive income, or measured at fair value
through profit or loss.

The Company’s business model for managing financial assets refers to how it manages its financial assets
in order to generate cash flows. The business model determines whether cash flows will result from
collecting contractual cash flows, selling the financial assets, or both. Assessment and decision on the
business model approach used is an accounting judgment.
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ALGERNON PHARMACEUTICALS INC.
Notes to Consolidated Financial Statements
For the Years Ended August 31, 2021 and 2020
(Expressed in Canadian dollars)

3. SIGNIFICANT ACCOUNTING POLICIES (continued)
(e) Financial instruments (continued)
Financial Assets (continued)
Financial assets measured at amortized costs

A financial asset that meets both of the following conditions is classified as a financial asset measured at
amortized cost:

e The Company’s business model for such financial assets, is to hold the assets in order to collect
contractual cash flows; and

e The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the amount outstanding.

A financial asset measured at amortized cost is initially recognized at fair value plus transaction costs
directly attributable to the asset. After initial recognition, the carrying amount of the financial asset measured
at amortized cost is determined using the effective interest method, net of impairment loss, if necessary.

Financial assets measured at fair value through other comprehensive income (“FVTOCI")

For financial assets that are not held for trading, the Company can make an irrevocable election at initial
recognition to classify the instruments at fair value through other comprehensive income ("FTVOCI"), with
all subsequent changes in fair value being recognized in other comprehensive income. This election is
available for each separate investment. Under this new FTVOCI category, fair value changes are
recognized in other comprehensive income while dividends are recognized in profit or loss. On disposal of
the investment the cumulative change in fair value is not recycled to profit or loss. The Company does not
have any financial assets designated as FTVOCI.

Financial assets measured at fair value through profit or loss (“FVTPL")

A financial asset measured at fair value through profit or loss is recognized initially at fair value with any
associated transaction costs being recognized in profit or loss when incurred. Subsequently, the financial
asset is re-measured at fair value, and a gain or loss is recognized in profit or loss in the reporting period
in which it arises.

The Company derecognizes a financial asset if the contractual rights to the cash flows from the asset expire,
or the Company transfers substantially all the risks and rewards of ownership of the financial asset. Any
interests in transferred financial assets that are created or retained by the Company are recognized as a
separate asset or liability. Gains and losses on derecognition are generally recognized in profit or loss.

Financial Liabilities

Financial liabilities are recognized when the Company becomes a party to the contractual provisions of the
financial instrument. A financial liability is derecognized when it is extinguished, discharged, cancelled or
when it expires. Financial liabilities are classified as either financial liabilities at fair value through profit or
loss or financial liabilities subsequently measured at amortized cost. All interest-related charges are
reported in profit or loss within interest expense, if applicable.
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ALGERNON PHARMACEUTICALS INC.
Notes to Consolidated Financial Statements
For the Years Ended August 31, 2021 and 2020
(Expressed in Canadian dollars)

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

(e)

Financial instruments (continued)
Fair Value Hierarchy
The Company classifies and discloses fair value measurements based on a three-level hierarchy:
e Level 1 —inputs are unadjusted quoted prices in active markets for identical assets or liabilities;

e Level 2 — inputs other than quoted prices in Level 1 that are observable for the asset or liability,
either directly or indirectly; and

e Level 3 —inputs for the asset or liability are not based on observable market data.
Cash and cash equivalents, accounts receivable, restricted cash equivalents, and accounts payables and

accrued liabilities are recorded at their carrying amounts and approximate their fair values due to their short-
term nature.

(f) Share-based payments

(¢))

(h)

The Company has a stock option plan that is described in Note 9 and grants share options to acquire
common shares of the Company to directors, officers, employees and consultants. Share-based payments
to employees are measured at the fair value of the instruments granted. Share-based payments to non-
employees are measured at the fair value of the goods or services received or the fair value of the equity
instruments issued as calculated using the Black-Scholes option pricing model. The offset to the recorded
expense is to reserve.

Consideration received on the exercise of stock options is recorded as share capital and the recorded
amount in reserves is transferred to share capital. For those options that expire or are cancelled, the
recorded fair value in reserves is transferred to deficit.

Restricted Share Units

The fair value of the restricted share units (“‘RSU”) over the vesting periods is based on the volume weighted
average trading price of the Company’s common shares for the five trading days immediately preceding
the grant date. Costs recognized when the RSU vest are charged to share-based payment with the
corresponding equity recorded as reserves.

When the RSU are settled in shares, recorded fair value is transferred from reserves to share capital. For
cash settled RSU, the fair value of the RSU is recognized as share-based payment expense, with a
corresponding increase in accrued liabilities over the vesting period. The amount recognized as an expense
is based on the estimate of the number of RSUs expected to vest. Cash settled RSU are measured at their
fair value at each reporting period on a mark-to-market basis. Upon vesting of the cash settled RSU, the
liability is reduced by the cash payout.

Loss per share
The Company presents basic and diluted earnings per share (“EPS”) data for its common shares. Basic
EPS is calculated by dividing the profit or loss attributable to common shareholders of the Company by the

weighted average number of common shares outstanding during the year. Diluted loss per share is
calculated using the treasury stock method.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)
(h) Loss per share (continued)

Under the treasury stock method, the weighted average number of common shares outstanding for the
calculation of diluted loss per share assumes that the proceeds to be received on the exercise of dilutive
share options and warrants are used to repurchase common shares at the average market price during the
reporting periods.

However, in periods where a net loss is reported, outstanding options and warrants are excluded from the
calculation of diluted loss per share, as they are anti-dilutive and as a result diluted loss per share is equal
to the basic loss per share.

As at August 31, 2021 and 2020, outstanding equity instruments were anti-dilutive, and therefore, basic
and fully diluted EPS were equal.

(i) Share capital

Instruments issued by the Company are classified as equity only to the extent that they do not meet the
definition of a financial liability or financial asset. The Company's common shares are classified as equity
instruments.

(i) Unit offering

The Company engages in equity financing transactions to obtain the funds necessary to continue
operations, and R&D activities. These equity financing transactions may involve issuance of common
shares or units (a “unit”). Each unit comprises a certain number of common shares and a certain number
of warrants. Depending on the terms and conditions of each equity financing transaction, the warrants are
exercisable into additional common shares at a stated price prior to expiry as stipulated by the transaction.

The fair value of the components of the units sold are measured using the relative fair value approach,
based on the calculated fair value of the stand-alone shares through reference to the closing quoted bid
price on the share issuance date and the fair value of the stand-alone warrant, estimated using the Black-
Scholes option pricing model. Fair value attributed to the warrants is recorded in reserves.

From time to time in connection with private placements, the Company issues compensatory warrants
(“Agent Warrants”) or warrant units (“Agent Warrant Units”) to agents as commission for services. Awards
of Agent Warrants and Agent Warrant Units are accounted for in accordance with the fair value method of
accounting and result in share issue costs and a credit to reserves when Agent Warrants and Agent Warrant
Units are issued. The fair value of Agent Warrants is measured using the Black-Scholes option pricing
model and the fair value of the Agent Warrant Units is measured using the Geske compound option pricing
model that both require the use of certain assumptions regarding the risk-free market interest rate, expected
volatility in the price of the underlying stock, and expected life of the Agent Warrants.

Consideration received upon the exercise of warrants is recorded as share capital and the recorded amount

in reserves is transferred to share capital. If warrants expire unexercised, the recorded amount in reserves
is transferred to deficit.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)
(k) Research and development expenditures

Development activities involve a plan or design for the production of new or substantially improved products
and processes.

Development expenditures are capitalized only if development costs can be measured reliably, the product
or process is technically and commercially feasible, future economic benefits are probable, and the
Company intends to and has sufficient resources to complete development and to use or sell the asset.
Expenditures capitalized may include the cost of materials, direct labour and overhead costs that are directly
attributable to preparing the asset for its intended use. Other development expenditures are recognized in
profit or loss as incurred.

Expenditures on research activities, undertaken with the prospect of gaining new scientific or technical
knowledge and understanding, are recognized in profit or loss when incurred.

() Australian research and development (“R&D") tax credits

The Company qualifies for the Australian R&D tax credit as it has incurred qualified R&D expenditures
undertaken in Australia. The tax credit is calculated as 43.5% of qualified R&D expenditures incurred.

The Company recognizes a tax credit receivable and records those amounts as a recovery against R&D
expenses in the relevant periods to match with the related expenditures.

(m) Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible
assets acquired in an asset acquisition is its fair value as at the date of acquisition. Following initial
recognition, intangible assets are carried at cost less accumulated amortization and accumulated
impairment losses, if any. The useful lives of intangible assets are assessed as either finite or indefinite.

Intangible assets with finite lives are amortized over their useful economic life and assessed for impairment
whenever there is an indication that the intangible asset may be impaired. If any such indication exists, then
the asset’s recoverable amount is estimated. The recoverable amount of an asset is the greater of its value
in use and its fair value less costs to sell. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate. For the purpose of impairment testing,
assets are grouped together into the smallest group of assets that generate cash inflows from continuing
use that are largely independent of cash inflows of other assets or groups of assets (the “cash generating
unit” or “CGU").

The amortization period and the amortization method for an intangible asset with a finite useful life are
reviewed at least at the end of each reporting period. A change in the expected useful life of the expected
pattern of consumption of future economic benefits embodied in the asset is accounted for by changing the
amortization period or method, as appropriate, and treated as changes in accounting estimates. Intangible
assets with indefinite useful lives are not amortized, but are tested for impairment annually, either
individually or at the CGU level. The assessment of indefinite life is reviewed annually to determine whether
the indefinite life continues to be supportable. If not, the change in useful life from indefinite to finite is made
on a prospective basis.

18



ALGERNON PHARMACEUTICALS INC.
Notes to Consolidated Financial Statements
For the Years Ended August 31, 2021 and 2020
(Expressed in Canadian dollars)

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

(m) Intangible assets (continued)

(n)

An impairment loss is recognized if the carrying amount of an asset or CGU exceeds its estimated
recoverable amount. The Company derecognizes the carrying amount of assets on disposal or when no
future economic benefits are expected from its use. Intangible assets with indefinite useful lives are not
amortized, but are tested for impairment annually, either individually or at the cash-generating unit level.

Impairment losses are recognized in net loss. Where an impairment loss subsequently reverses, the
carrying amount of the asset or CGU is increased to the revised estimate of its recoverable amount. An
impairment charge is reversed through net loss only to the extent that the asset’s carrying amount does not
exceed the carrying amount that would have been determined, net of any applicable depreciation, if no
impairment loss had been recognized.

Significant accounting judgments and estimates

The following are the accounting policies subject to such judgments and the key sources of estimation
uncertainty that the Company believes could have the most significant impact on the reported results and
financial position.

Deferred income taxes

The Company estimates the expected manner and timing of the realization or settlement of the carrying
value of its assets and liabilities and applies the tax rates that are enacted or substantively enacted on the
estimated dates of realization or settlement. In assessing the probability of realizing income tax assets,
management makes estimates related to expectations of future taxable income, applicable tax
opportunities, expected timing of reversals of existing temporary differences and the likelihood that tax
positions taken will be sustained upon examination by applicable tax authorities.

The actual amount of income taxes only becomes final upon filing and acceptance of the tax return by the
relevant tax authorities, which occurs subsequent to the issuance of the consolidated financial statements.

Share-based compensation

The fair value of equity instruments is subject to the limitations of the Black-Scholes option pricing model,
as well as other pricing models such as the Geske option pricing model for equity instruments involving
compound options that incorporate market data and involve uncertainty in estimates used by management
in the assumptions. Because option pricing models require inputs of highly subjective assumptions,
including the volatility of share prices, changes in subjective input assumptions can materially affect the fair
value estimate. The Company estimates volatility based on the Company’s historical share prices,
excluding specific time frames in which volatility was affected by specific transactions that are not
considered to be indicative of the entities’ expected share price volatility.

Intangible assets — Treatment and Recoverability

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.

Recoverability of the carrying value of intangible assets requires management to determine whether future

economic benefits from sale or otherwise are likely. Evaluation may be more complex where activities have
not reached a stage that permits a reasonable assessment of the viability of the asset.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)
(n) Significant accounting judgments and estimates (continued)
Intangible assets — Treatment and Recoverability (continued)

Management must make certain estimates and assumptions about future events or circumstances
including, but not limited to, the interpretation of research results, as well as the Company’s financial ability
to continue sales activities and operations.

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

Qualified research and development expenses

In determining whether the R&D expenses incurred in Australia qualify for the Australian R&D tax credit,
the Company must use judgment in assessing whether expenses incurred meet the criteria set forth by the
Australian Government. These criteria include, but are not limited to, whether the expenditure was incurred
on R&D activities, whether the expense was incurred to acquire or construct a building, and whether the
expense relates to a decline in value of depreciating assets used in R&D activities.

Determination of the functional currency

In concluding that the Canadian dollar is the functional currency of Algernon and Nash Pharma, and the
Australian dollar is the functional currency of AGN Research, management considered the currency that
mainly influences the cost of providing goods and services in the primary economic environment in which
each entity operates, or if there has been a change in events or conditions that determined the primary
economic environment.

Going concern

The assessment of the Company’s ability to continue as a going concern and to raise sufficient funds to
pay its ongoing operating expenditures and to meet its liabilities for the ensuing year, involves significant
judgment based on historical experience and other factors, including expectation of future events that are
believed to be reasonable under the circumstances.

4. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
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 and Australia. Management believes that the credit risk with respect to receivables is minimal.
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4. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued)
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.

At August 31, 2021, the Company had a working capital of $3,886,947 compared to working capital at August
31, 2020 of $7,131,172. This included cash and cash equivalents of $2,411,163 (2020 - $6,121,424) available
to meet short-term business requirements and current liabilities of $1,022,314 (2020 - $607,053).

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 interest rate risk and other price 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 the short-term investment nature. The Company’s
financial asset exposed to interest rate risk consists of cash and cash equivalents and restricted cash
equivalents. Cash equivalents consists of GICs held at banking institutions that bear interest prime less
2.25% and mature 90 days.

b) Other price risk

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.

c) 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$. The Company’s exposure to
foreign currency risk arises primarily on fluctuations in the exchange rate of the CADS$ relative to the US$
and the AUDS.

As at August 31, 2021, the Company had monetary assets of US$19,796 or $24,976 (2020 - US$21,499
or $28,040) at the CAD$ equivalent and monetary liabilities of US$78,289 or $98,777 (2020 - US$84,285
or $109,924) at the CAD$ 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 $7,380 (2020 - $8,188).

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.
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4. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued)
Fair value

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. Financial instruments measured at fair value are
classified into one of three levels in the fair value hierarchy according to the relative reliability of the inputs used
to estimate the fair values.
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 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, 2021
Cash and cash equivalents $ 2,411,163 $ - $ -
Restricted cash equivalents 57,500 - -
Accounts receivable - 484 -
Accounts payable and accrued liabilities $ - $ - $ (1,022,314)
August 31, 2020
Cash and cash equivalents $ 6,121,424 $ - $ -
Restricted cash equivalents 57,500 - -
Accounts receivable - 37,408 -
Accounts payable and accrued liabilities $ - $ - $ (607,053)

5. ACCOUNTS RECEIVABLE

August 31, 2021 August 31, 2020

Accrued interest receivable $ 484 $ 21,364
GST receivable 74,253 206,667
R&D tax credit receivable® 2,220,145 985,378

Other receivables 16,044

$ 2,294,882 $ 1,229,453

(1) The Australia R&D tax credit allows qualifying companies to receive a cash refund at 43.5% of the eligible R&D expenditure connected
to R&D activities undertaken in Australia. As at August 31, 2021, cash refundable of $2,220,145 (2020 - $985,378) is recognized as a
recovery of R&D expenditures over the relevant periods to match it with the related expenditures. Subsequent to the year ended
August 31, 2021, $2,046,653 of the cash refundable for periods up to June 30, 2021 was received.
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6. PREPAID EXPENSES

August 31, 2021

August 31, 2020

Conferences $ - $ 25,000
Consulting 1,637 -
Marketing 115,956 195,704
Office and general 27,933 30,052
Professional fees — legal retainer 16,884 10,895
Research and development 26,799 113,887
Shareholders communications 14,007 11,810

$ 203,216 $ 387,348

7. RESTRICTED CASH EQUIVALENTS

As at August 31, 2021 and 2020, the Company classified $57,500 as restricted cash equivalents. This amount
is held as collateral for the Company’s corporate credit cards and is invested in GICs at a rate of prime less

2.20%.

8. INTANGIBLE ASSETS

Acquisition of Trademark Patent

Nash Application Application
Pharma® Costs® Costs® Total

Cost

Balance, August 31, 2019 $ 4,862,756 $ 5403 $ 83,521 $ 4,951,680
Additions - 7,825 68,738 76,563
Balance, August 31, 2020 $ 4,862,756 $ 13,228  $ 152,259 $ 5,028,243
Additions - 1,204 141,424 142,628
Balance, August 31, 2021 $ 4,862,756 $ 14,432 3 293,683 $ 5,170,871

(1) On October 19, 2018, the Company completed the acquisition transaction of Nash Pharma. No amortization was taken on the
intangibles acquired as the assets with finite life are not available for use. On an annual basis, the intangibles with finite life are
reviewed for impairment. The Company will impair or write-off when it abandons a drug or determine an amortization policy when a

compound is approved.

(2) The Company has filed new method of use patents for lead compounds for treatment of three new disease areas: NASH, CKD and
IBD. Patents, once approved, will have a finite life base on their expiry dates and will be amortized on a straight-line basis over their
economic or legal life. No amortization was taken as these assets are not available for use.

(3) The Company has filed trademark applications for the name “ALGERNON?". Trademarks are assets with an indefinite life that cannot
be amortized in the same way as assets with a finite life. Instead, every year, a test for impairment is conducted on indefinite life
assets. If the asset is found to be impaired, then its life is estimated, and it is amortized over the remainder of its useful life in the same

way for a finite life intangible.
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9. SHARE CAPITAL AND RESERVES

Share capital

Authorized

Unlimited number of common shares without par value.

Issued and outstanding

As at August 31, 2021, there were 1,674,868 (2020 - 1,383,380) common shares issued and outstanding.
Details of common shares are as follows:

During the year ended August 31, 2021

On March 5, 2021, the Company completed a private placement of 112,600 units of the Company at a price
of $25 per unit for gross proceeds of $2,815,010 (the “March 2021 Offering”). Each unit consisted of one
common share and one common share purchase warrant. Each warrant entitles the holder to acquire one
common share at the price of $40 for a period of 24 months after the closing date until March 5, 2023.

The fair value of the share purchase warrants was valued using the relative fair value approach and the
Black-Scholes option pricing model with the following inputs on date of issuance: share listed price of $27,
exercise price of the warrant of $40; expected life of 2 years; expected volatility of 139.92%; risk-free rate
of return of 0.29%; and expected dividend yield of 0%. The fair value of the share purchase warrant was
determined to be $1,069,286.

In connection with the private placement, the Company issued a total of 6,456 finders’ warrants, being 8%
of the number of units sold under the March 2021 Offering to purchasers introduced by eligible finders.
Each finders’ warrant entitles the holder to purchase one common share until March 5, 2023. The Company
also paid cash finders fees in the aggregate amount of $121,400, being 8% of the aggregate proceeds
raised from the sale of units to purchasers introduced by the eligible finders.

The fair value of the finders’ warrants was valued using the Black-Scholes option pricing model with the
same inputs listed above. The fair value of the finders’ warrants was determined to be $106,769. The total
fair value of the warrants associated with the units of the March 2021 Offering and the fair value of the
finders’ warrants issued was $1,176,055.

21,825 common shares were issued net of withholding taxes in settlement of the 28,710 restricted share
units (“RSUs) that were settled. The RSUs were granted on July 23, 2020 with a fair value of $35 per RSU.
The total gross fair value of the vested RSUs was $1,012,814. A total of 6,885 common shares were
withheld in lieu of withholding taxes in the amount of $214,977. The fair value of the common shares issued
was $797,837.

A total of 148,675 common shares were issued in connection with the exercise of tradeable and non-
tradeable warrants.

72,568 common shares were issued in connection with the exercise of 72,568 tradeable warrants at a price

of $12 per tradeable warrant for gross proceeds of $870,810. The fair value allocated to these warrants on
issuance of $129,858 was reclassified from reserves to share capital.
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9. SHARE CAPITAL AND RESERVES (continued)

Share capital (continued)

76,107 common shares were issued in connection with the exercise of 76,107 non-tradeable warrants at a
price of $12 per non-tradeable warrant for gross proceeds of $913,289. The fair value allocated to these
warrants on issuance of $154,027 was reclassified from reserves to share capital.

3,138 common shares were issued in connection with the exercise of 3,138 agent warrant units at a price
of $8.50 per unit for gross proceeds of $26,668. The fair value allocated to the share component of these
units on issuance of $7,376 was reclassified from reserves to share capital.

5,250 common shares were issued in connection with the exercise of 5,250 stock options at $10 per share
for gross proceeds of $52,500. The fair value allocated to these stock options on issuance of $36,396 was
reclassified from reserves to share capital.

During the year ended August 31, 2020:

On November 1, 2019, the Company closed a public offering of 244,013 units of the Company at a price of
$8.50 per unit for gross proceeds of $2,074,110 (the “November 2019 Offering”). Each unit consisted of
one common share and one common share purchase warrant. Each warrant entitled the holder to acquire
one common share at the price of $12 for a period of 30 months after the closing date until May 1, 2022.
These share purchase warrants in connection with the public offering were tradeable on the Canadian
Securities Exchange (“CSE”) under the symbol “AGN.WT". Using the relative fair value approach and based
on the listed share price of $7.50 on November 1, 2019 and listed warrant price of $2 on November 4, 2019
(the first day of trading), the fair value attributed to the warrants was determined to be $436,655.

In addition, a total of 18,011 of Agent Warrant Units (also referred to as Compensation Options) were
issued. Each Agent Warrant Unit entitles the holder to purchase one unit of the Company at a price of $8.50
per unit until May 1, 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 $12. These share
purchase warrants are tradeable on the CSE under the symbol AGN.WT.

The agent warrant units were valued using a Geske compound options pricing model with the following
inputs on date of issuance: allocated share price of $7.50 for the share component of the unit; allocated
price of $1 for the warrant component of the unit; exercise price of the warrant of $12; expected life of 2.5
years for both the share component and warrant component of the unit; expected volatility of 126.18%; risk-
free rate of return of 1.55%; and expected dividend yield of 0%. The fair value of the agent warrant units
was determined to be $117,070.

The total of the fair value of the warrants associated with the units of the November 2019 Offering and the
fair value of the Agent Warrant Units issued was $553,725.

The Company also incurred cash share issue costs of $383,987 related to this public unit offering.

On February 20, 2020, the Company closed a private placement for 183,049 units of the Company at a
price of $8.50 per unit for gross proceeds of $1,555,920 (“the February 2020 Offering”). Each unit consists
of one common share and one common share purchase warrant. Each warrant entitles the holder to acquire
one common share at the price of $12 for a period of 30 months after the closing date until August 20, 2022.
The share purchase warrants in connection with this private placement are not tradeable on the CSE. Using
the relative fair value approach and based on the listed share price of $8 and listed warrant price of $2.50
on date of issuance of the units, the fair value attributed to the warrants was determined to be $370,457.
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9. SHARE CAPITAL AND RESERVES (continued)
Share capital (continued)

In addition, a total of 9,696 of Agent Warrant Units were issued. Each Agent Warrant Unit entitles the holder
to purchase one unit of the Company at a price of $8.50 per unit until August 20, 2022. 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 $12. These share purchase warrants are not tradeable on the CSE.

The agent warrant units were valued using a Geske compound options pricing model with the following
inputs on date of issuance: share price of $8 on February 20, 2020 for the share component of the unit;
allocated price of $0.50 for the warrant component of the unit; exercise price of the warrant of $12; expected
life of 2.5 years for both the share component and warrant component of the unit; expected volatility of
130.28%; risk-free rate of return of 1.45%; and expected dividend yield of 0%. The fair value of the Agent
Warrant Units was determined to be $73,687.

The total of the fair value of the warrants associated with the units of the February 2020 Offering and the
fair value of the Agent Warrant Units issued was $444,144.

The Company also incurred cash share issue costs of $101,590 related to this private placement.

e On May 13, 2020, the Company closed a private placement for 196,053 special warrants (“the Special
Warrants offering”) of the Company at a price of $35 per Special Warrant for gross proceeds of $6,861,850.
Each Special Warrant was exercisable, for no additional consideration at the option of the holder, into one
unit of the Company. Each unit would consist of one common share and one common share purchase
warrant. Each warrant would entitle the holder to acquire one common share at the price of $55 for a period
of 24 months after the closing date until May 13, 2022.

On June 12, 2020, the Company received a receipt for the Company’s final short form prospectus dated
June 11, 2020, to qualify and to distribute the securities underlying the 196,053 Special Warrants that were
issued by the Company on May 13, 2020.

e 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 $55 per common share. The share purchase warrants in connection
with this private placement are not tradeable on the CSE. Using the relative fair value approach and based
on the listed share price of $35.50 and listed warrant price of $23.50 on date of issuance of the Special
Warrants, May 13, 2020, the fair value attributed to the warrants was determined to be $2,733,110.

In addition, a total of 15,053 of Agent Warrant Units were issued. Each Agent Warrant Unit entitles the
holder to purchase one unit of the Company at a price of $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 $55. These share purchase warrants are not tradeable on the CSE.

The Agent Warrant Units were valued using a Geske compound options pricing model with the following
inputs on date of issuance of the Special Warrants: allocated share price of $35 for the share component
of the unit; allocated price of $0.10 for the warrant component of the unit; exercise price of the warrant of
$55; expected life of 2.0 years for both the share component and warrant component of the unit; expected
volatility of 143.79%; risk-free rate of return of 0.28%; and expected dividend yield of 0%. The fair value of
the Agent Warrant Units was determined to be $678,887.
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9. SHARE CAPITAL AND RESERVES (continued)
Share capital (continued)

The fair value per share on date of issuance of Special Warrants was $35.50. As it was higher than the
exercise price of the Agent Warrants Units at $35, the option on the share component of the unit was in the
money. Hence the total exercise price of the unit, $35, was allocated to the share component of the unit
and minimal amount of $0.10 was allocated to the warrant portion of the unit.

The total of the fair value of the warrants associated with the units of the May 13, 2020 Special Warrants
Offering and the fair value of the Agent Warrant Units issued was $3,411,997.

The Company also incurred cash share issue costs of $747,228 related to this private placement.

e 186,721 common shares were issued in connection with the exercise of 186,721 tradeable warrants at a
price of $12 per tradeable warrant for gross proceeds of $2,240,657. The value allocated to these warrants
when issued, $334,133, was reclassified from reserves to share capital.

75,159 common shares were issued in connection with the exercise of 75,159 non-tradeable warrants at a
price of $12 per non-tradeable warrant for gross proceeds of $901,912. The value allocated to these
warrants when issued, $152,108, was reclassified from reserves to share capital

e 24,189 common shares were issued in connection with the exercise of 24,189 Agent Warrant Units at a
price of $8.50 per unit for gross proceeds of $205,604. The value allocated to the share component of these
units when issued, $52,123, was reclassified from reserves to share capital.

e 750 common shares were issued in connection with the exercise of 750 stock options at a weighted average
exercise price of $17 per stock option for gross proceeds of $12,500. The value allocated to these stock
options when issued, $7,849, was reclassified from reserves to share capital.

Stock options

Stock options to purchase common shares have been granted to directors, employees, contractors and
consultants at exercise prices determined by reference to the market value on the date of the grant. The number
of shares available for options to be granted under the Company’s rolling stock option plan is 10% of the number
of shares outstanding (the “Plan”). Options granted under the Plan vest immediately or over a period of time at
the discretion of the Board of Directors.

Under the Plan, the number of shares reserved for issuance to any one optionee will not exceed 5% of the then
issued and outstanding shares and the number of shares reserved for issuance to consultants will not exceed
2% of the then issued and outstanding shares. The options are non-assignable and non-transferable and will
be exercisable up to 10 years from the date of grant. The minimum exercise price of an option granted under
the Plan must not be less than the discounted market price, as such term is defined in the policies of the CSE
and other applicable regulatory authorities.
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9. SHARE CAPITAL AND RESERVES (continued)

Stock options (continued)

During the year ended August 31, 2021

There were no stock options granted by the Company.

A total of 5,250 incentive stock options were exercised with a weighted average exercise price of $10 per
share. The weighted average stock price on the date of exercise was $17 per share.

On February 1, 2021, a total of 5,375 incentive stock options expired unexercised. The stock options that
expired had a weighted average exercise price of $50 per share. The fair value allocated to these stock
options on issuance of $407,103 was reclassified from reserves to deficit.

On May 29, 2021, a total of 12,500 incentive stock options with a weighted average exercise price of $29
per share expired following the resignation of an officer. The fair value allocated to these stock options on
issuance of $559,456 was reclassified from reserves to deficit.

On August 31, 2021, a total of 750 incentive stock options expired with a weighted average exercise price
of $39 per share expired following the deemed termination of several consultants. The fair value allocated
to these stock options on issuance of $26,688 was reclassified from reserves to deficit.

During the year ended August 31, 2020:

On September 26, 2019, a total of 1000 incentive stock options expired following the resignation of an
officer. The stock options expired had a weighted average exercise price of $39 per share. All options were
fully vested prior to resignation. The fair value allocated to these stock options on issuance of $26,509 was
reclassified from reserves to deficit.

On February 13, 2020, the Company granted a total of 43,750 incentive stock options to certain directors,
officers and consultants of the Company with an exercise price of $10 per share. The options expire on
February 13, 2025.

On April 13, 2020, the Company granted a total of 45,500 incentive stock options to certain directors,
officers and consultants of the Company with an exercise price of $29 per share. The options expire on
April 13, 2025.

On August 17, 2020, the Company granted a total of 6,000 incentive stock options to certain consultants of
the Company with an exercise price of $35 per share. The options expire on August 17, 2025.

A total of 750 incentive stock options were exercised with a weighted average exercise price of $17 per
share. The weighted average stock price on the date of exercise was $33 per share.
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9. SHARE CAPITAL AND RESERVES (continued)
Stock options (continued)

The changes in stock options outstanding are as follows:

Number of Weighted

Stock Average

Options Exercise Price

Balance at August 31, 2019 13,875 $ 46
Granted 95,250 $ 21
Exercised® (750) $ 17
Expired (1,000) $ 39
Balance at August 31, 2020® 107,375 $ 24
Exercised® (5,250) $ 10
Expired (18,625) $ 35
Balance outstanding and exercisable at August 31, 2021 83,500 $ 22

(1) The weighted average share price on the date of exercise for options exercised was $33.
(2) The weighted average share price on the date of exercise for options exercised was $17.
(3) 1,000 were not vested and hence the balance exercisable at August 31, 2020 was 106,375.

As at August 31, 2021, the Company had the following stock options outstanding and exercisable:

Number Weighted

Outstanding Weighted Average

and Average  Remaining Life

Date of Grant Date of Expiry Exercisable Exercise Price in Years
May 18, 2017 May 18, 2022 1,500 $ 30 0.71
March 1, 2018 March 1, 2023 5,250 $ 48 1.50
February 13, 2020 February 13, 2025 38,000 $ 10 3.46
April 13, 2020 April 13, 2025 32,750 $ 29 3.62
August 17, 2020 August 17, 2025 6,000 $ 35 3.96
Total 83,500 $ 22 3.38

Restricted Share Units

Effective July 23, 2020, the Company has a 10% rolling restricted share unit plan which allows the Company to
grant restricted share units (“RSU units”) to directors, officers, employees and consultants of the Company, to
a maximum of the number of shares equal to 10% of the shares issued and outstanding from time to time.

e OnJuly 23, 2020, a total of 43,500 RSU units were granted to certain directors, officers, and consultants of
the Company with a fair value of $35 per RSU unit. 33% was vested on the grant date with another 33%
vested on January 22, 2021 and the remaining 34% vested on July 22, 2021. All of the RSU units were
settled in the year ended August 31, 2021.
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9. SHARE CAPITAL AND RESERVES (continued)
Restricted Share Units (continued)

The changes in restricted share units outstanding are as follows:

Number Outstanding®)

Balance at August 31, 2019 -
Granted 43,500

Balance at August 31, 2020 43,500
Settled® @ (40,100)

Forfeited (3,400)
Balance at August 31, 2021 -

(1) On September 29, 2020, a total of 10,685 of common shares were issued net of withholding taxes in settlement of the 14,355 RSUs
that were vested. A total of 3,670 of common shares were withheld in lieu of withholding taxes in the amount of $129,459. During the
year ended August 31, 2021, 25,745 RSUs vested (2020 — 14,355).

(2) On February 9, 2021, a total of 11,140 of common shares were issued net of withholding taxes in settlement of the 14,355 RSUs that
were vested on January 22, 2021. A total of 3,215 of common shares were withheld in lieu of withholding taxes in the amount of
$85,518.

(3) Ofthe 14,790 RSUs with vesting date on July 22, 2021, 3,400 were forfeited upon resignation of an officer and 9,690 were settled and
paid out in cash net of withholding taxes on August 13, 2021. The remaining 1,700 RSUs were settled and paid out in cash on August
20, 2021.Total cash paid to for the settlement of the 11,390 RSUs was $96,693.

Share-based payments
(a) Stock options

When the Company issues stock options, it records a share-based payment expense in the year or period which
the options are granted and/or vested. The expense is estimated using assumptions including the expected
volatility assumption that is based on the historical and implied volatility of the Company’s common share price
on the CSE and the risk-free interest rate assumption that is based on yield curves on Canadian government
zero-coupon bonds with a remaining term equal to the expected life of the stock options. The Company used
historical data to estimate option exercise, forfeiture and employee termination within the valuation model. The
Company has not paid and does not anticipate paying dividends on its common shares. Companies are required
to utilize an estimated forfeiture rate when calculating the expense for the reporting period. Based on the best
estimate, management applied the estimated forfeiture rate of 0% in determining the share-based payment
expense recorded in the accompanying consolidated statements of loss and comprehensive loss.

During the year ended August 31, 2021, no stock options were granted by the Company.

During the year ended August 31, 2020, the Company granted a total 95,250 stock options to certain directors,
officers and consultants of the Company and recorded a total of $2,509,208 of share-based compensation
expense.

e 43,750 stock options with a weighted average exercise price of $10 per share were granted on February
13, 2020 with an expiry date of February 13, 2025. Of the stock options granted, 42,750 vested immediately
with a four-month hold on trading and 1,000 were subject to vesting six months after the grant date. The
fair value per share on grant date was $8.50. Under the graded vesting method, at August 31, 2020, the
total fair value of these stock options was $303,296 which was also recognized as share-based payment
for the year.
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9. SHARE CAPITAL AND RESERVES (continued)

Share-based payments (continued)

(a) Stock options (continued)

45,500 stock options with a weighted average exercise price of $29 per share were granted on April 13,
2020 with an expiry date of April 13, 2025. Of the stock options granted, 44,500 vested immediately with a
four-month hold on trading and 1,000 were subject to vesting six months after the grant date. The fair value
per share on grant date was $50. Under the graded vesting method, at August 31, 2020, the total fair value
of these stock options was $2,036,420 which was also recognized as share-based payment for the year.

6,000 stock options with a weighted average exercise price of $35 per share were granted on August 17,
2020 with an expiry date of August 17, 2025. All of the stock options vested immediately on grant date with
a four-month hold on trading. The fair value per share on grant date was $35. The total fair value of these
stock options was $180,008 which was also recognized as share-based payment for the nine-month period.

The Company uses the Black-Scholes option pricing model to determine the fair value of the options granted
with the following weighted average assumption:

Years ended August 31 2021 2020
Risk-free interest rate - 0.94%
Expected dividend yield - 0.00%
Expected stock price volatility - 126.64%
Expected option life in years - 5.0
Forfeiture rate - 0.00%

(b) Restricted Share Units

When the Company issues RSU units, it records a share-based payment expense in the year or period which
the RSU units are granted and/or vested. The expense is measured using a deemed price that is based on the
volume weighted average trading price of the Company’s common shares for the five trading days immediately
preceding the grant date as prescribed in the Company’s restricted share units rolling plan.

During the year ended August 31, 2020, the Company granted a total of 43,500 RSU units to certain directors,
officers and consultants of the Company with a fair value of $35 per RSU.

On September 29, 2020, a total of 10,685 of common shares were issued net of withholding taxes in
settlement of the 14,355 RSUs that were settled. The RSUs were granted on July 23, 2020 with a fair value
of $35 per RSU. The total gross fair value of the vested RSUs was $506,407. A total of 3,670 common
shares were withheld in lieu of withholding taxes in the amount of $129,459.

On February 9, 2021, a total of 11,140 of common shares were issued net of withholding taxes in settlement
of the 14,355 RSUs that were vested on January 22, 2021. The RSUs were granted on July 23, 2020 with
a fair value of $35 per RSU. The total gross fair value of the vested RSUs was $506,407. A total of 3,215
common shares were withheld in lieu of withholding taxes in the amount of $85,518.

31



ALGERNON PHARMACEUTICALS INC.
Notes to Consolidated Financial Statements
For the Years Ended August 31, 2021 and 2020
(Expressed in Canadian dollars)

9. SHARE CAPITAL AND RESERVES (continued)
Share-based payments (continued)
(b) Restricted Share Units (continued)

e On March 1, 2021, 3,400 of the unvested RSUs were forfeited upon the resignation of an officer. The fair
value of $72,493 for these forfeited RSUs was transferred from reserves to deficit.

e OnJuly 22, 2021, the vesting date for the third and final tranche of the RSUs, the Company modified the
settlement method for the remaining 11,390 RSUs from share settlement to cash settlement. On August
13, 2021, 9,690 RSUs were settled and paid out net of withholding taxes and 1,700 RSUs were settled and
paid out to a consultant. The settlement value per RSU was based on a deemed price of $8.50 based on
the volume weighted average trading price of the Company’s common shares for the five trading days
immediately preceding the vesting date. This difference between the cash settlement price and the fair
value of $35 per RSU on the grant date resulted in a gain on cash settlement of $305,117.

Overall, during the year ended August 31, 2021, the Company recorded a total of $827,402 (2020 - $3,179,440)
of share-based payment expense for its reserves.

Share purchase warrants

The changes in warrants outstanding are as follows:

Number of Weighted Average

Warrants Exercise Price

Balance at August 31, 2019 221,153 $ 28
Issued 647,304 $ 25
Exercised (261,881) $ 12
Expired (160,267) $ 24
Balance at August 31, 2020 446,309 $ 34
Issued 122,194 $ 39
Exercised (148,675) $ 12
Expired (63,158) $ 33
Balance at August 31, 2021 356,670 $ 46

As at August 31, 2021, the Company had the following warrants outstanding:

Weighted Average

Number Remaining Life
Date of Expiry Exercise Price of Warrants in Years
May 1, 20221 $ 12 83 0.67
May 13, 2022 $ 55 196,053 0.70
August 20, 2022 $ 12 41,478 0.97
March 5, 2023 $ 40 119,056 1.51
Total $ 46 356,670 1.00

(1) Warrants that were issued on November 1, 2019 (“November Warrants”) were tradeable under the symbol of AGN.WT
and had their expiry date accelerated to January 21, 2021. A total of 2,272 of these AGN.WT expired during the period.
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9. SHARE CAPITAL AND RESERVES (continued)

Special Warrants

The changes in special warrants outstanding are as follows:

Number of Weighted Average

Warrants Exercise Price

Balance at August 31, 2019 - $ -
Issued 196,053 $ 35
Conversion into Special Warrant Units (196,053) $ 35
Balance at August 31, 2020 and August 31, 2021 - $ -

During the year ended August 31, 2021

There were no special warrants outstanding.

During the year ended August 31, 2020:

On May 13, 2020, the Company closed a private placement for 196,053 special warrants (“the Special
Warrants offering”) of the Company at a price of $35 per Special Warrant for gross proceeds of $6,861,850.
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 $55 for a period of 24
months after the closing date until May 13, 2022.

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 196,053 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 $55 per common share.

In addition, a total of 15,052 of Agent Warrant Units were issued. Each Agent Warrant Unit entitles the
holder to purchase one unit of the Company at a price of $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 $55. These share purchase warrants are not tradeable on the CSE.

The Agent Warrant Units were valued using a Geske compound options pricing model with the following
inputs on date of issuance of the Special Warrants: allocated share price of $35 for the share component
of the unit; allocated price of $0.01 for the warrant component of the unit; exercise price of the warrant of
$55; expected life of 2.0 years for both the share component and warrant component of the unit; expected
volatility of 143.79%; risk-free rate of return of 0.28%; and expected dividend yield of 0%. The fair value of
the Agent Warrant Units was determined to be $678,887.

33



ALGERNON PHARMACEUTICALS INC.
Notes to Consolidated Financial Statements
For the Years Ended August 31, 2021 and 2020
(Expressed in Canadian dollars)

9. SHARE CAPITAL AND RESERVES (continued)
Special Warrants (continued)
The fair value per share on date of issuance of Special Warrants was $35.50. As it was higher than the
exercise price of the Agent Warrant Units at $35, the option on the share component of the unit was in the
money. Hence the total exercise price of the unit, $35, was allocated to the share component of the unit
and minimal amount of $0.01 was allocated to the warrant portion of the unit.

The Company also incurred cash Special Warrants issue costs of $747,228 related to this private
placement. Hence the net proceeds from the Special Warrant offering were $6,114,622.

Agent warrant units

The changes in agent warrant units outstanding are as follows:

Number of Weighted Average

Warrants Exercise Price

Balance at August 31, 2019 - $ -
Issued 42,759 $ 17.80
Exercised (24,189) $ 8.50
Balance at August 31, 2020 18,570 $ 30.00
Exercised (3,138) $ 8.50
Balance at August 31, 2021 15,432 $ 34.30

As at August 31, 2021, the Company had the following agent warrant units outstanding:

Weighted Average

Number of Remaining Life

Date of Expiry Exercise Price Agent Warrant Units in Years
May 1, 2022 $ 8.50 380 0.67
May 13, 2022 $ 35.00 15,053 0.70
Total $ 34.30 15,433 0.70
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10. INCOME TAXES

Income tax expense differs from the amount that would be computed by applying the Canadian statutory income
tax rate of 27.00% (2020 - 27%) to income before income taxes. The reasons for the differences are as follows:

2021 2020
Loss before income taxes $ (7,734,080) $ (8,538,207)
Statutory income tax rate 27% 27%
Income tax benefit computed at statutory tax rate (2,088,202) (2,305,316)
Permanent differences
Share-based payment 223,398 858,449
Dissolution of US Subsidiary - 335,516
Share issuance costs (42,498) (332,858)
Non-deductible research and development 615,986 327,047
Settlement of restricted share units (108,489) -
Other (22,780) (1,748)
Differences attributable to income tax rates of other countries 35,345 (10,800)
Unrecognized benefit of deferred income tax assets 1,387,240 1,129,710
Income tax expense $ - $ -

Significant unrecognized tax benefits and unused tax losses for which no deferred tax asset is recognized as
of August 31, 2021 and 2020 are as follows:

2021 2020

Non-capital losses carried forward $ 15,157,000 $ 10,065,000
Share issuance costs 867,000 991,000
License agreement 122,000 122,000
Other 11,000 11,000
$ 16,157,000 $ 11,189,000
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10. INCOME TAXES (continued)

The Company’s unrecognized unused non-capital losses have the following expiry dates:

2034 $ 41,000 $ 41,000
2035 205,000 205,000
2036 1,069,000 1,069,000
2037 1,054,000 1,054,000
2038 1,487,000 1,487,000
2039 1,683,000 1,683,000
2040 4,283,000 4,282,000
2041 4,561,000 -

$ 14,383,000 $ 9,821,000

The Company’s unrecognized unused Australian non-capital losses of $774,000 (2020 - $243,000) have an
indefinite carry forward period.

11. 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 2021 2020
Short-term benefits () $ 596,375 $ 8,000
Consulting fees — other @ 11,750 606,663
Share-based payment @ 697,667 2,489,669
Rent ¥ 36,000 32,000

$ 1,341,792 $ 3,136,332

(1) Salaries paid to officers and directors fees to independent directors:
$256,079 (2020 - $nil) to Chief Executive Officer;
$148,864 (2020 - $nil) to Chief Financial Officer;
$100,000 (2020 - $nil) to Chief Science Officer who resigned on February 28, 2021;
$65,000 (2020 - $nil) to VP of Research and Operations who took on the role effective March 1, 2021;
$13,216 (2020 - $4,000) to an independent director;
$13,216 (2020 - $4,000) to an independent director.

(2) Fees paid to consultants/companies related to management personnel:
$nil (2020 - $257,000) to a company controlled by the Chief Executive Officer;
$nil (2020 - $80,000) to a company controlled by the Chief Financial Officer;
$nil (2020 - $266,663) to the Chief Science Officer;
$11,750 (2020 - $3,000) for tax services paid to a partnership where Chief Financial Officer is a partner.

(3) Share-based payments were non-cash items that consisted of the fair value of RSUs that were granted and settled in shares to key
management personnel including the independent directors.

(4) Rent:
$36,000 (2020 - $32,000) paid for corporate office space to a company where a senior officer and director is a principal.
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11. RELATED PARTY TRANSACTIONS AND KEY MANAGEMENT COMPENSATION (continued)

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

As at August 31, 2021 August 31, 2020

Key management personnel — expense reimbursements $ 111 $ -

12. RESEARCH AND DEVELOPMENT PROGRAMS

August 31, August 31,
For the year ended 2021 2020

Clinical Trials:
Phase 2 for IPF and chronic cough $ 1,203,109 $ 1,032,627
Investigator-led COVID study in South Korea 148,182 544,710
Phase 2b/3 multinational COVID study 4,617,199 1,264,373
$ 5,968,490 $ 2,841,710

Preclinical:

Ifenprodil preclinical and manufacture $ 116,802 $ 503,821
Oncology preclinical 49,535 23,900
NASH preclinical 12,468 -
$ 178,805 $ 527,721
DMT $ 398,501 $ -
QA Consulting $ 1,954 $ 2,786
Management and Ad Hoc scientific support $ 212,293 $ 248,625
Total $ 6,760,043 $ 3,620,842
Less: Australian R&D Tax Credit ($ 1,897,019) ($ 929,301)
Less: Canadian NRC Research Grant ($ 66,012) ($ 16,048)
Total Net Expenses $ 4,797,012 $ 2,675,493

13. DEBT FORGIVENESS

On November 13, 2019, the Company terminated the research and development agreement with the University
of Florida (“UF”") 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 a
result, the Company recognized a debt forgiveness of $137,833 for year ended August 31, 2020.

14. IMPAIRMENT OF RESEARCH LICENSE
The US subsidiary, Breathtec Medical, Inc., prior to its dissolution in February of 2020, made a formal request
on January 7, 2020 to terminate the license agreement it held with the University of Florida Research

Foundation (“UFRF"). The termination of the license agreement resulted in an impairment loss of $48,689
recognized in the year ended August 31, 2020.
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15. RISK AND CAPITAL MANAGEMENT

The Company manages its capital structure and makes adjustments to it based on the funds available to the
Company in order to support future business opportunities. The Company defines its capital as shareholders’
equity. The Board of Directors does not establish quantitative return on capital criteria for management, but
rather relies on the expertise of the Company’s management to manage its capital to be able to sustain the
future development of the Company’s business. The Company currently has no source of revenues, and
therefore, is dependent upon external financings to fund activities. In order to carry future projects and pay
administrative costs, the Company will spend its existing working capital and raise additional funds as needed.
Management reviews its capital management approach on an ongoing basis and believes that this approach,
given the relative size of the Company, is reasonable. There were no changes in the Company’s approach to
capital management during the year ended August 31, 2021. The Company is not subject to externally imposed
capital requirements.

16. SEGMENTED DISCLOSURES

The Company is a Canadian clinical stage pharmaceutical development company that operates in two
reportable operating segments: the development of repurposed therapeutic drugs in Canada, and the facilitation
of the Company’s lead drug candidates into off-label phase Il 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, 2021, the Company’s long-term assets are located as follows:

Canada Australia Total

Restricted cash equivalents $ 57,500 $ - $ 57,500
Intangible assets 5,170,871 - 5,170,871
$ 5,228,371 $ - $ 5,228,371

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

Canada Australia Total

Restricted cash equivalents $ 57,500 $ - $ 57,500
Intangible assets 5,028,243 - 5,028,243
$ 5,085,743 $ * $ 5,085,743
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