
 

 

SATELLOS BIOSCIENCE INC. 

MANAGEMENT’S DISCUSSION AND ANALYSIS 

For the quarters ended June 30, 2021 and June 30, 2020 

INTRODUCTION 

The following Management’s Discussion and Analysis (“MD&A”) has been prepared as of August 30, 
2021 and provides an analysis of Satellos’ financial results for the fiscal quarters ended June 30, 2021 and 
June 30, 2020.   The MD&A should be read in conjunction with the quarterly financial statements of Satellos 
Bioscience Inc. (“Satellos” or the “Company”) and the related notes thereto.  The quarterly financial 
statements are prepared in accordance with International Financial Reporting Standards (“IFRS”) and all 
dollar amounts are expressed in Canadian dollars unless otherwise noted. 

FORWARD LOOKING STATEMENTS 

Certain statements and information in this MD&A contain forward-looking statements or forward-looking 
information under applicable Canadian securities legislation that may not be based on historical fact, 
including, without limitation, statements containing the words “believe”, “may”, “plan”, “will”, “estimate”, 
“continue”, “anticipate”, “intend”, “expect”, “predict”, “project”, “potential”, “continue”, “ongoing”, “could”, 
“would”, “seek”, “target” or the negative of these terms or other comparable terminology, although not all 
forward-looking statements contain these words and similar expressions. 

Forward-looking statements are necessarily based on estimates and assumptions made by Satellos in light 
of its experience and perception of historical trends, current conditions and expected future developments, 
as well as factors that Satellos believes are appropriate. Forward-looking statements in this MD&A include, 
but are not limited to, statements relating to: 

 belief that the Company will be successful in raising additional capital to continue as a going 
concern; 

 belief that its products and research and development efforts are targeting diseases and conditions 
with significant unmet medical treatment needs; 

 the initiation, timing, cost, progress and success of our research and development programs; 
 belief that the results of Satellos’ research, trials and studies being equivalent to or better than 

previous research, trials, or studies; 
 our expectations regarding our ability to arrange for and scale up manufacturing of our products 

and technologies; 
 the Company’s belief that its technology process can be commercialized as effectively or more 

effectively than other technologies to treat degenerative muscle disorders and conditions; 
 our expectations regarding the advancement of our technology, including to treat Duchenne  

through further studies; 
 the expected therapeutic benefits, effectiveness and safety of our product candidates; 
 the ability of our product to effectively treat Duchenne and other degenerative muscle disorders 

and conditions;  
 our ability to obtain funding for our operations, including funding for research and commercial 

activities; 
 our ability to achieve profitability; 
 our ability to establish and maintain relationships with collaborators with acceptable development, 

regulatory and commercialization expertise and the benefits to be derived from such collaborative 
efforts; 



 

 

 our ability and our partners’ ability to advance product candidates into, and successfully complete, 
clinical trials; 

 management’s outlook regarding future trends; 
 our expectations regarding federal, provincial and foreign regulatory requirements; 
 the rate and degree of market acceptance and clinical utility of our future products, if any; 
 the level of activity, market acceptance and market trends in the healthcare sector; 
 expectations regarding the performance of critical suppliers and service providers; 
 expectations with respect to existing and future corporate alliances and licensing transactions with 

third parties, and the receipt and timing of any payments to be made by us or to us pursuant to such 
arrangements; 

 plans and objectives of management for future operations; 

 our strategy with respect to the protection of our intellectual property; 
 future financial performance and projected expenditures;  
 estimates of our expenses, future revenue, capital requirements and our needs for additional 

financing;  
 the impact of Covid 19 pandemic on our business; and 
 general business and economic conditions and outlook. 

Such forward-looking statements reflect our current views with respect to future events, are subject to risks 
and uncertainties and are necessarily based upon a number of estimates and assumptions that, while 
considered reasonable by Satellos as of the date of such statements, are inherently subject to significant 
medical, scientific, business, economic, competitive, political and social uncertainties and contingencies. 
Many factors could cause our actual results, performance, achievements, prospects or opportunities to be 
materially different from any future results, performance or achievements that may be expressed or implied 
by such forward-looking statements. In making the forward-looking statements included in this MD&A, 
Satellos has made various material assumptions, including, but not limited to: (i) obtaining positive results 
of clinical trials; (ii) obtaining regulatory approvals; (iii) assumptions regarding general business and 
economic conditions; (iv) assumptions regarding the cost and timing of each study; (v) Satellos’ ability to 
successfully develop its products; (vi) that Satellos’ current positive relationships with third parties will be 
maintained; (vii) the availability of financing on reasonable terms; (viii) Satellos’ ability to attract and retain 
skilled employees and consultants; (ix) assumptions regarding market competition; (x) the products and 
technology offered by Satellos’ competitors and (xi) Satellos’ ability to protect patents and proprietary 
rights. 

In evaluating forward-looking statements, current and prospective shareholders should specifically consider 
various factors, including the risks outlined below under the headings “Market Risk”, “Liquidity Risk”,  
“Credit Risk” and “Risk and Uncertainties” in this MD&A. Additional risks include, but are not limited to: 

 the successful and timely completion of research and development initiatives; 
 risks associated with general business, economic, competitive, political, and social uncertainties; 

 general capital market conditions and market prices for securities; 

 delay or failure to receive board or regulatory approvals; 
 risks associated with future developments in the Company’s markets and the markets in which it 

expects to compete; 
 lack of qualified, skilled labour or loss of key individuals; 
 the viability and marketability of the Company’s technologies; 
 the effects of government regulation on the Company’s business; 



 

 

 the development of superior technology by the Company’s competitors; 
 the failure of consumers and the medical community to accept the Company’s technology as safe 

and effective; 
 risks associated with the performance of commercial partners and critical suppliers and service 

providers; 

 risks associated with the Company’s ability to obtain and protect rights to its intellectual property; 

 risks associated with the Company’s ability to raise additional capital to support operations; 
 risks related to the COVID-19 pandemic including various recommendations, orders and measures 

of governmental authorities to try to limit the pandemic, including travel restrictions, border 
closures, nonessential business closures, service disruptions, quarantines, self-isolations, shelters-
in-place and social distancing, disruptions to markets, economic activity, financing, supply chains 
and sales channels, and a deterioration of general economic conditions including a possible national 
or global recession; and 

 other factors beyond the Company’s control. 

Should one or more of these risks or uncertainties, or a risk that is not currently known to us, materialize, or 
should assumptions underlying those forward-looking statements prove incorrect, actual results may vary 
materially from those described herein. These forward-looking statements are made as of the date of this 
MD&A and Satellos’ does not intend, and does not assume any obligation, to update these forward-looking 
statements except as required by applicable securities laws. Investors are cautioned that forward-looking 
statements are not guarantees of future performance and are inherently uncertain. Accordingly, investors are 
cautioned not to put undue reliance on forward-looking statements. 

Additional Cautionary Note in the Context of COVID-19 

The global pandemic related to an outbreak of COVID-19 has cast considerable additional uncertainty on 
each of the assumptions contained in this MD&A. There can be no assurance that such assumptions will 
continue to be valid. Given the rapid pace of change, it is premature to make further assumptions about 
these matters. The situation is dynamic and the ultimate duration and magnitude of the impact of COVID-
19 on the economy and the financial impact on Satellos’ business is not known at this time. These impacts 
could include, amongst others, an impact on Satellos’ ability to obtain debt or equity financing, impairment 
of investments, impairments in the value of Satellos’ assets, or potential future decreases in revenue or 
profitability of Satellos’ ongoing operations. See “Risks Factors” below. 

NATURE OF BUSINESS AND OVERVIEW OF OPERATIONS 

Overview of the Business 

Satellos is a privately held Canadian company incorporated under the federal laws of Canada on July 27, 
2012 as “Adurant Therapeutics Inc.”. On February 22, 2018, Satellos filed Articles of Amendment changing 
its name to “Satellos Bioscience Inc.”. Satellos amended its capital structure by filing Articles of 
Amendment on March 28, 2018.   

Description of Business 

Satellos is engaged in the research and development of novel therapeutics for the treatment of life-
threatening diseases. The field in which the Company operates is generally referred to as the biotechnology 
industry. Satellos has made certain biological discoveries which may have relevance to understanding and 
treating a range of degenerative muscular disorders and conditions. Based on these discoveries, Satellos is 
initially focused on the invention and development of new classes of therapeutics designed to help damaged 
muscles repair themselves.  The first application of our technology is the discovery and development of a 
small molecule drug for the treatment of Duchenne, the most common fatal genetic disorder diagnosed in 



 

 

childhood. Duchenne is characterized by debilitating and progressively worsening muscle degeneration 
which generally culminates in death in the third decade of life. There is no known cure for Duchenne. 

Satellos has generated proof of concept experimental data demonstrating that treatment of research mice 
bearing the same genetic defect as patients with Duchenne has potential to restore muscle regeneration.  In 
the Mdx mouse, a gold standard research model of Duchenne, treatment with one of the Company’s first-
generation small molecule drug candidates restored muscle regeneration capacity and muscle strength to 
near normal levels. Satellos is currently in the process of generating additional small molecules with 
modified chemical structures that yield optimized drug-like properties.  These new small molecule drug 
candidates will be further evaluated in a range of preclinical experiments, including additional animal 
models of Duchenne, to further verify and hone their potential effectiveness and safety for treating 
Duchenne. By the end of 2021, Satellos aims to have identified a number of potential lead compounds from 
which it intends to evaluate and select a Development Candidate (DC) in the first half of 2022 with a plan 
to advance the DC into the requisite pre-IND studies prior to commencing clinical trial testing in humans 
in the 2nd half of 2022. 

Satellos Business Strategy 

Duchenne is the most common fatal genetic disorder diagnosed in childhood, affecting approximately one 
in 5,000 live male births worldwide. There is no known cure for Duchenne and treatments to-date are largely 
palliative or partially effective. It is an orphan disease of enormous medical need for new therapeutic 
approaches which improve the quality and duration of life. 

Many past approaches to treating Duchenne have proved ineffective. These include anabolic steroids or 
Myostatin inhibitors which sought to bulk up existing skeletal muscle.  

More recently, potentially disease modifying gene therapies have generated great hope. In these approaches, 
the intention is either to replace a subset of the coding regions of the dystrophin gene or alternately, skip 
over the mutated exon/s, so a partial dystrophin protein can be produced in muscle. The former approach, 
referred to as gene therapy, is now in clinical development with several companies testing product 
candidates. The latter, called exon skipping, has seen products approved and being marketed for sale such 
as those noted above -- Exondys 51, Vyondys 53, Viltepso among others. These approaches target mature 
muscle tissue as opposed to muscle stem cells. As a result, they may not be effective in addressing the 
inherent deficits in muscle stem cell asymmetric divisions which is required to enable life-long muscle 
repair and regeneration. Thus, we cannot know their ultimate efficacy as Duchenne patients age.  

Whether gene therapy approaches prove to influence the disease course chronically, Satellos will need to 
differentiate its technology and ideally, be synergistic with these approaches. We expect, and have 
generated experimental evidence suggesting, that the stem cell mechanism targeted by Satellos should be 
complementary to - and should therefore augment - gene replacement and exon skipping approaches. 
Further, by focusing on addressing this root-cause defect in muscle stem cell divisions, which no one else 
is pursuing to our knowledge, we expect our technology will restore the body’s ability to generate the 
progenitor cells required to effectively repair damaged muscles throughout life. Our goal is not to simply 
increase the bulk of muscles, but instead to boost the ability of Duchenne patients to self-repair and 
regenerate functional muscle, increasing muscle strength, to enhance both the quality and duration of their 
lives. 

Satellos aims to first demonstrate the safety and potential efficacy of its drug candidate/s to treat Duchenne 
patients in early clinical trials (i.e., Phase I/II). Thereafter, its plan is to continue to develop and 
commercialize its products through development and marketing partnerships with pharmaceutical 
companies having the relevant expertise and market reach. This may include co-marketing or joint venture 
arrangement or regional partnerships depending on clinical trial outcomes, market and environmental 



 

 

conditions, and risk/reward trade-offs. Through these relationships, Satellos will seek to have its products 
approved and registered for sale globally with an initial focus on North America (USA and Canada). 

As a developer of therapeutics to treat a number of rare diseases, Satellos is eligible, and intends to apply 
for specific government sponsored development programs that may provide strategic assistance during the 
regulatory review process, accelerated approval timelines and speed to market, and enhanced market 
exclusivity.  When awarded, these programs can be of great value to the recipient parties.  These programs 
include (but may not be limited to): 

Orphan Drug Designation 

The Orphan Drug Designation program provides status to drugs which are defined as those intended for the 
treatment, prevention or diagnosis of a rare disease or condition, such as Duchenne.  Benefits for drugs that 
are bestowed ‘orphan status’ may include tax credits on clinical testing, waiving of the new drug application 
user fee, and eligibility for a seven-year market exclusivity upon approval of the drug.  Orphan Drug 
Designation applications are often submitted alongside applications for Rare Pediatric Disease 
Designations (see below).  

Rare Pediatric Disease Designation 

As a developer of a therapeutic for Duchenne, a rare pediatric disease, Satellos is eligible and intends to 
apply for Rare Pediatric Disease Designation.  Benefits for this designation include the potential for 
receiving a priority review voucher that is awarded after approval of the drug.  This priority review voucher 
can be utilized to reduce the review process timeframe for a separate future drug development program. 
There is also an aftermarket for these vouchers which have been monetized for substantial sums. 

Products 

Treatment of Duchenne 

The first application of our technology is the discovery and development of a small molecule drug for the 
treatment of Duchenne, the most common fatal genetic disorder diagnosed in childhood. Duchenne is 
characterized by debilitating and progressively worsening muscle degeneration which generally culminates 
in death in the third decade of life. There is no known cure for Duchenne. 

Satellos has generated proof of concept experimental data demonstrating that treatment of research mice 
bearing the same genetic defect as patients with Duchenne has potential to restore muscle regeneration.  In 
the Mdx mouse, a gold standard research model of Duchenne, treatment with one of the Company’s first-
generation small molecule drug candidates restored muscle regeneration capacity and muscle strength to 
near normal levels. Satellos is currently in the process of generating additional small molecules with 
modified chemical structures that yield optimized drug-like properties.  These new small molecule drug 
candidates will be further evaluated in a range of preclinical experiments, including additional animal 
models of Duchenne, to further verify and hone their potential effectiveness and safety for treating 
Duchenne. By the end of 2021, Satellos aims to have identified a number of potential lead compounds from 
which it intends to evaluate and select a Development Candidate (DC) in the first half of 2022 with a plan 
to advance the DC into the requisite pre-IND studies prior to commencing clinical trial testing in humans 
in the 2nd half of 2022. 

Beyond Duchenne there are more than 30 types of muscular dystrophy that affect humans.  Each of these 
dystrophies have different causes that manifest into conditions that range across the entire spectrum of 
severity from benign, small impairments to motor function, through to full loss of ambulation and even 
death.  Satellos is particularly interested in a subset of dystrophies associated with a multiprotein complex 
expressed in muscle and other tissues known as the Dystrophin-associated Glycoprotein Complex.  Satellos 
has prioritized several of these dystrophies where we believe our mechanism of action may provide a 



 

 

therapeutic benefit to patients. Satellos believes these conditions could serve as indication expansion and 
thus, market growth opportunities for our therapeutic drugs. Accordingly, Satellos plans to experimentally 
evaluate these conditions, to determine the extent to which impaired muscle stem cell divisions arise and 
whether our therapeutic drug candidates may be of benefit. 

Satellos Second Drug Development Program 

In addition to Satellos’ lead program that is centered on the promotion of muscle stem cell asymmetric 
division, Satellos has licensed a large body of intellectual property related to compositions and methods for 
promoting symmetric division of muscle stem cells through the action of a naturally occurring protein called 
‘Wnt7a’.  Research has also demonstrated that administration of Wnt7a protein to muscle stem cells 
regulates the ‘planar cell polarity pathway’ and results in stimulation of symmetric stem cell division.  
Stimulation of muscle stem cell symmetric expansion serves to expand the resident pool of muscle stem 
cells, effectively enhancing the substrate material available to participate in muscle regeneration, producing 
a large stronger muscle tissue.  In addition to promoting symmetric stem cell division, delivery of Wnt7a 
protein also stimulates the physical migration, proliferation, and differentiation of muscle progenitor cells, 
all aspects of the muscle regenerative process.   

Although not suitable for correcting the asymmetric division deficit observed in Duchenne, stimulating 
symmetric division of muscle stem cells for the purposes of enhancing regeneration with Wnt7a may be an 
effective treatment strategy in other muscle wasting conditions.  Specifically, indications where significant 
muscle damage and/or atrophy (loss) has occurred due to physical trauma or disuse may represent 
opportunities for evaluation of Wnt7a therapeutic modality.  Satellos has surveyed the scientific literature 
and identified a number of potential indication areas that may warrant future follow up through the design 
and execution of preliminary preclinical experimentation.   

Intellectual Property and Proprietary Protection 

Satellos holds numerous issued and pending patents related to the manipulation, modulation, and use of 
muscle stem cells for experimental and therapeutic purposes, comprising 5 patent families described 
below: 

1. ‘A method of stimulating asymmetric division of satellite stem cells’ patent family 
(patents/applications derived from PCT/US2018/027920); 

 
2. ‘Wnt7a compositions and methods of using the same’ patent family (patents/applications 

derived from PCT/US2012/055396); 
 
3. ‘Compositions and methods for modulating stem cells and uses thereof’ patent family 

(patents/applications derived from PCT/CA2010/000601); and 
 
4. ‘Novel stem cells, nucleotide sequences and proteins therefrom’ patent family 

(patents/applications derived from PCT/CA2006001907). 
 
These patents represent core intellectual property for Satellos. The Company’s strategy is to maintain these 
patents and aggressively pursue protection as it makes new discoveries or inventions. Satellos has engaged 
Kirby Eades Gale Baker, one of Canada’s leading intellectual property firms, to assist with developing its 
intellectual property strategy, drafting and filing patent filings, and maintaining its international portfolio 
of filings.  Satellos believes it has invented novel chemical matter and intends to file patent applications on 
a timely basis with a view to obtaining protection while optimizing patent life. The Company’s approach is 
to seek intellectual property protection by making filings in major markets including but not limited to the 
USA, EU, Japan, China and Canada.  With this protection in place, Satellos intends to arrange for the 



 

 

manufacture, distribution and sale of the above-mentioned drug candidates in at least the named 
jurisdictions upon receipt of regulatory approvals.  

Wherever feasible, Satellos will actively explore strategies to extend the useful life of our patents through 
follow-on filings and other means, as well as regulatory strategies to obtain accelerated market access or 
additional market exclusivity for our drug candidates. In addition, Satellos will ensure its know-how and 
proprietary expertise is guarded by trade secrets or trade-mark filings, as appropriate.  

License and Research Agreements 

Effective May 1st, 2018, Satellos and the Ottawa Hospital Research Institute (“OHRI”) entered into a 
license agreement, under which the OHRI granted to Satellos the exclusive, world-wide, sublicensable, 
royalty bearing right and license to a body of technology and patents comprised of 5 patent families to 
develop make, have made, import, use, offer for sale, sell and have sold or otherwise commercialize 
licensed products.  

Effective May 1st, 2018, Satellos and the OHRI entered into a Sponsored Research Agreement, during the 
term of which OHRI agrees to carry out specific research and development activities according to a 
prescribed statement of work (which may be amended from time to time) under the direction of the 
Company’s co-founder, Dr. Michael A. Rudnicki.  Under this agreement, Dr. Rudnicki leads a dedicated 
research and development (“R&D”) team, currently comprised of one senior scientist and three research 
technicians, who are engaged solely to execute the agreed R&D program of Satellos, as defined in the 
statement of work. 

Issuance of Convertible Note  
 
On December 7, 2020, Satellos and Parent Project Muscular Dystrophy (“PPMD”), a US-based nonprofit 
organization committed to exploring and supporting new therapeutic treatments for Duchenne, entered into 
an agreement under which PPMD agreed to make an investment in Satellos of US$1 million by way of the 
PPMD Convertible Note. These funds have been deployed to support the Company’s research activities 
towards development of a new therapeutic drug to treat Duchenne.  Specifically, PPMD is enabling Satellos 
to broaden our preclinical efficacy data package, inform our efforts to optimize a DC, and expand the 
therapeutic potential of our technology to treat Duchenne patients.  There is currently US$850,000 principal 
plus accrued interest owing pursuant to the PPMD Convertible Note. Subsequent to June 30, 2021 and prior 
to the completion of a business arrangement with iCo Therapeutics on August 13, 2021, PPMD advanced 
an additional and final amount of US$150,000 bringing the total principal outstanding to US$1,000,000. 

Outsourcing 

To optimize the development of our product candidates, we outsource certain of our product development 
activities. Factors that we consider in determining which activities to outsource include cost, relative expertise, 
capacity and quality assurance.  

WuXi AppTec (Hong Kong) Limited (“WuXi AppTec”), formerly HD Bioscience Co., Limited  
 
Satellos has entered into contractual arrangements with WuXi AppTec under which, in exchange for 
payments made, WuXi AppTec performs various critical drug development activities at the behest of 
Satellos.  Under the guidance of Satellos, WuXi AppTec performs chemical synthesis, evaluates 
biochemical and cell-based activity, as well as establishes pharmacokinetic profiles of all our newly 
synthesized chemical matter. 
 
 
 
 



 

 

Wuxi Biortus Biosciences Co., Limited   
 
Satellos has entered into a contractual arrangement with Wuxi Biortus Biosciences Co., Limited under 
which, in exchange for payments made, Wuxi Biortus Biosciences Co., Limited performs activities related 
to the generation of a protein crystal structure of our drug target, as well as various biophysical experiments 
related to the evaluation of drug-target binding.  These experiments aim to develop an understanding of 
how our compounds interact with our drug target for the purposes of compound structure refinement 
towards a potent and selective drug-like molecule with known target binding properties.  

 
X-Chem, Inc.   
 
Satellos has entered into a contractual arrangement with X-Chem, Inc. where, in exchange for payments 
made, X-Chem, Inc. performs activities related to the performance of a DNA encoded library screen against 
PTP-X.  DNA encoded library screens enable the evaluation of billions of small molecule compounds for 
their ability to bind to protein drug targets, followed by identification of the most enriched binders.  This 
technology will provide Satellos with an additional stream of potential lead compounds that could be 
developed into a backup development candidate, or potentially could leap-frog our current program to 
become our development candidate.  X-Chem, Inc. recently acquired a Canadian based company, IntelliSyn 
Pharma Inc., with whom Satellos has held previous contracts for the design of novel compounds for testing 
in its drug development assay pipeline.  Satellos may re-engage with this aspect of X-Chem, Inc. during 
future chemical design and lead optimization activities, as circumstances warrant.  

Coronavirus (“Covid-19”) 

Satellos and the Canadian economy are now dealing with the results of the worldwide Coronavirus 
pandemic. The Company has been closely monitoring the evolving situation related to COVID-19 in order 
to ensure that it introduces initiatives in a timely and prudent manner to maximize the safety and security 
of its employees, consultants and suppliers, and the communities in which these individuals reside.  As a 
result of the pandemic, Satellos held its 2020 annual general meeting virtually, and its personnel have 
continued to work remotely.  In addition, OHRI was closed for a period of time in 2020, and upon re-
opening has been operating with additional safety protocols in place to address pandemic risks, which has 
affected the pace of the research and development work OHRI has been providing to Satellos.  This was 
taken into account in a reduction of the rates charged to Satellos by OHRI in 2020.  The pandemic has also 
affected other contractors who provide services to Satellos, which has had an effect on Satellos’ research 
and development program. 

The effects of COVID-19 are changing rapidly and the overall consequences cannot be reasonably 
estimated at this time but could have material adverse effects on the Company’s business and cashflows.  

REVIEW OF FINANCIAL RESULTS 

The financial information reported here-in has been derived from the quarterly financial statements 
prepared in accordance with IFRS. Satellos’ functional and presentation currency is the Canadian dollar. 
From time to time, the Company may deal with several contract research organizations, consultants and 
suppliers in other countries (primarily the United States). Our financial results may be subject to 
fluctuations between the Canadian dollar and other international currencies, primarily the U.S. dollar. 

 

 

 



 

 

The following table sets out certain selected financial information of the Company’s financial statements 
for the quarter ended June 30, 2021 and the quarter ended June 30, 2020:  

Key Measure 

June 30, 
2021 

(unaudited) 
CAD 

June 30, 
2020 

(unaudited) 
CAD 

December 
31, 2020 
(audited) 

CAD 

December 31, 
2029 

(audited) 
CAD 

Revenue 50,000 61,174 105,521 37,878 
R&D Expenses 361,619 107,045 940,942 1,488,429 
Refundable tax credits 28,358 41,242 270,575 490,042 

R&D Expenses net of 
refundable tax credits 

333,262 65,803 670,367 998,387 

Management & Stock-Based 
Compensation 

232,175 181,778 818,190 677,714 

General, Administrative & 
Business Development 
Expenses 

336,005 
 

42,382 195,494 350,229 

Net Loss and Comprehensive 
Loss  

860,595 227,293 1,578,530 1,988,452 

Net Loss Per Share – Basic  (0.07) (0.02) (0.13) (0.18) 
Net Loss Per Share – Diluted  (0.07) (0.02) (0.13) (018) 

     
Total Assets 913,256 548,505 1,129,437 1,073,385 
Cash and Cash Equivalents 352,364 337,057 717,530 399,129 
Total Current Assets 911,739 546,608 1,127,751 1,071,277 
Total Current Liabilities 1,261,909 463,305 219,961 664,812 

Net Working Capital (350,170) 83,303 907,790 406,465 
Long-Term Debt 1,100,608  1,093,312 - 
Shareholders Equity (1,449,260) 85,200 (183,836) 408,573 
# of Common shares (non-
diluted) at period-end 

12,408,318 11,761,334 12,088,234 11,379,294 

 

Revenue was $50,000 for the quarter ended June 30, 2021, compared to $61,174 for the quarter ended June 
30, 2020.  The decrease in the quarter ended June 30, 2021 was due to the termination of the Innovation 
Assistance Program of NRC-IRAP, which was introduced to provide support to innovative companies 
during the COVID-19 pandemic which was partly offset by a new grant of $50,000 secured by the 
Company. 

R&D Expenses net of refundable tax credits was $333,262 for the quarter ended June 30, 2021, compared 
to $65,803 for the quarter ended June 30, 2020.  Contract R&D spending with contractors both in Canada 
and abroad was significantly higher than in the quarter ended June 30, 2020, because Q2 2020 was the 
beginning of the COVID-19 pandemic which affected may of the Company’s contractors.  R&D Expenses 
are comprised of contract research expenditures at OHRI and the Company’s other research and 
development contractors, and costs of scientific materials.  Substantially all of these expenditures relate to 
Satellos’ lead R&D program in Duchenne.  Satellos anticipates that its R&D Expenses will increase in the 
second half of 2021 as it moves towards selecting a DC in Duchenne in the first half of 2022.  In 2022 R&D 
Expenses are expected to increase further as the Company selects a DC and proceeds with IND-enabling 
studies. 



 

 

Management & Stock-Based Compensation was $232,175 for the quarter ended June 30, 2021, compared 
to $181,778 for the quarter ended June 30, 2020.  The increase in the quarter ended June 30, 2021 was due 
to an increase in fees paid to management and administrative consultants. 

General, Administrative & Business Development Expenses was $336,005 for the quarter ended June 30, 
2021, compared to $42,382 for the quarter ended June 30, 2020.  The increase in the quarter ended June 
30, 2021 was due an increase in professional fees, notably legal and accounting costs incurred that are 
associated with the Arrangement that closed on August 13, 2021. 

Revenue in the quarter ended June 30, 2021 consisted of a grant of $50,000 received from Jesse’s Journey, 
a philanthropic agency dedicated to research and patient support for Duchenne.  Interest income in the 
quarter ended June 30, 2021 was $nil.  In the quarter ended June 30, 2020 grant income was $61,274 
received from the Federal Government through the Innovation Assistance Program operated by the National 
Research Council – Industrial Research Assistance Program (NRC-IRAP).  Interest income was $2,298 
from interest earned on GICs. 

Losses are driven largely by R&D expenditures, net of refundable tax credits, by the Company.  The 
increase in R&D Expenses net of refundable tax credits in the quarter ended June 30, 2021 was due to an 
increase in contract R&D spending both inside and outside of Canada.  In addition, there was an increase 
in General, Administrative & Business Development Expenses driven by an increase in professional fees, 
notably legal and accounting costs incurred that are associated with the Arrangement that closed on August 
13, 2021.  Together these led to an increase in loss in the quarter ended June 30, 2021 as compared to the 
quarter ended June 30, 2020. 

Research and Development Initiatives Summary 

Project Description Q1 & Q2 
2021 
R&D 

Expenses 

Planned R&D 
Expenses 

Remainder of 
2021 

2020  
R&D 

Expenses 

2019  
R&D 

Expenses 

Status 

Duchenne Research, 
development 
and selection 
of  drug 
candidate 
(DC) for 
clinical 
development 

$808,238 $1,891,7621  $940,942 $1,488,429 Nominate  
DC in H1 
of 2022; 
initiate 
IND-
enabling 
studies in 
the second 
half of 
2022 

Note: 

(1) Estimated expenses for July 1 – December 31, 2021.  A portion of these expenses will be incurred 
by Satellos prior to completion of the Arrangement with the remainder being incurred by the 
Resulting Issuer.  See “Pending Transactions” below.  

 



 

 

Summary of Quarterly Results 

The table below sets forth unaudited quarterly results prepared by management for the eight previous 
quarters to June 30, 2021: 

Unaudited Q3 2019 Q4 2019 Q1 2020 Q2 2020 Q3 2020 Q4 2020 Q1 2021 Q2 2021 

Total 
Revenue 

0 14,660 1,703 63,572 23,799 16,448 16,258 50,000 

Loss1 798,351 417,206 638,388 227,293 284,949 427,902 861,800 860,595 

Wtd Avg 
# Shares2 

11,156,342 11,299,294 11,526,894 11,761,334 11,880,551 12,003,738 12,178,404 12,300,298 

Loss per 
Share 

-0.07 -0.04 -0.06 -0.02 -0.02 -0.04 -0.07 -0.07 

Notes: 

(1) Loss from continuing operations are equivalent to comprehensive loss; all losses are attributable to 
the owners of the Company. 

(2) Basic and diluted loss per share is calculated by dividing net loss for the period attributable to the 
Company by the weighted average number of common shares outstanding and the dilutive effect 
of outstanding warrants and options during the period.  The inclusion of the Company’s stock 
options and warrants in the computation of diluted loss per share has an anti-dilutive effect on the 
loss per share and, therefore, they have been excluded from the calculation of diluted loss per share. 

Revenue in Q3 2019 to Q4 2019 was limited to (a) interest on the Company’s cash reserve, part of which 
were held in short-term guaranteed investment certificates (the Company earned $nil in Q3 2019 and $2,160 
in Q4 2019); and (b) a grant of $25,000 provided by the Ontario Biotechnology Industry Organization 
(OBIO), half ($12,500) of which was disbursed in Q4 2019. 

Revenue in 2020 consisted of (a) interest on the Company’s GICs (the Company earned $1,703 in Q1 2020, 
$2,298 in Q2 2020, $126 in Q3 2020, and $844 in Q4 2020); and (b) grants received from the Federal 
Government through the Innovation Assistance Program operated by the National Research Council – 
Industrial Research Assistance Program (NRC-IRAP) - the Company received $63,572 in Q2 2020, 
$23,799 in Q3 2020, and $16,448 in Q4 2020. 

Revenue in Q1 2021 consisted of  a grant received from the Federal Government through the Innovation 
Assistance Program operated by the National Research Council – Industrial Research Assistance Program 
(NRC-IRAP) - the Company received $16,2587 in Q1 2021. 

Revenue in Q2 2021 consisted of a grant of $50,000 received from Jesse’s Journey, a philanthropic agency 
dedicated to research and patient support for Duchenne.   

Quarterly losses are driven largely by variations in research and development expenditures by the Company 
which have varied over specific quarters.  In Q2 2020 and  Q3 2020, research and development activities 



 

 

at the Ottawa Hospital Research Institute, with whom the Company has a sponsored research agreement, 
were reduced by workplace restrictions due to the COVID-19 epidemic – OHRI reduced its charges to the 
Company which is reflected in reduced quarterly losses in those quarters. 

LIQUIDITY AND CAPITAL RESOURCES 

Going Concern 

The financial statements have been prepared on a going concern basis, which assumes that Satellos will be 
able to realize its assets and discharge its liabilities in the normal course of business. For the quarter ended 
June 30, 2021, Satellos has incurred a net loss of $860,595, negative cash flows from operating activities 
of $839,054 and had an accumulated deficit of $6,508,006 at June 30, 2021. Satellos had cash and cash 
equivalents of $590,619 and a working capital surplus of $217,957 at June 30, 2021. 

The continued operations of Satellos are dependent on its ability to generate future cash flows or obtain 
additional financing.  Management is of the opinion that sufficient working capital will be obtained from 
external financing (including from the Arrangement which closed on August 13, 2021) to meet Satellos’ 
liabilities and commitments as they become due in 2021 and on into 2022.  However, there is a risk that 
additional financing will not be available on a timely basis or on terms acceptable to Satellos.  These 
conditions indicate the existence of a material uncertainty that may cast significant doubt regarding 
Satellos’ ability to continue as a going concern. 

The financial statements do not give effect to any adjustments, which would be necessary should Satellos 
be unable to continue as a going concern and, therefore, be required to realize its assets and discharge its 
liabilities in other than the normal course of business and at amounts different from those reflected in the 
accompanying consolidated financial statements. These adjustments could be material. 

Cash Management 

Satellos’ main objectives in managing capital are to ensure sufficient liquidity to finance research and 
development activities, ongoing administrative costs and working capital.  Since inception, Satellos has 
financed its operations from private sales of equity, convertible debt financing, government grants and 
investment tax credits.  Since Satellos has not generated net earnings from operations, its ongoing liquidity 
depends on its ability to access capital markets, which depends on the success of Satellos’ ongoing research 
and development programs, as well as capital market conditions and availability. 

Satellos uses cash flow forecasts to estimate cash requirements for the ensuing twelve-month period. Based 
on these requirements, Satellos raises equity capital as required to provide the necessary financial resources 
for operations, ideally for a minimum of twelve months. The timing of equity financings will depend on 
market conditions and Satellos’ cash requirements. Satellos’ cash flow forecasts are continually updated to 
reflect actual cash inflows and outflows so as to monitor the requirements and timing for additional financial 
resources. Given the volatility of the Canadian and US dollar exchange rate, the company estimates its USD 
expenses for the year and sets appropriate levels of USD cash and cash equivalent balances. By holding US 
dollars, Satellos remains subject to currency fluctuations which affect its loss and comprehensive loss 
during any given year.  

Based on the foregoing, Satellos will continue to pursue various funding options and opportunities; 
however, no assurances can be made that Satellos will be successful in raising additional investment capital, 
to continue as a going concern. If Satellos is not able to raise capital, Satellos will have to reduce our cash 
requirements by eliminating or deferring spending on research, development and corporate activities. 



 

 

Further, Satellos continues to monitor additional opportunities to raise equity capital and/or secure 
additional funding through non-dilutive sources such as government grants and additional license 
agreements. 

For the quarter ended June 30, 2021, there was a net cash outflow from operating activities of $839,054 
compared to a net cash outflow of $211,740 for the quarter ended June 30, 2020, an increase in outflow of 
$627,314. 

At June 30, 2021 Satellos held cash of $352,364 (June 30, 2020 – $337,057).  At June 30, 2021 Satellos 
had current liabilities of $1,261,909 (June 30, 2020 – $463,305).  At June 30, 2021 Satellos had net working 
capital of ($350,170) (June 30, 2020 – $83,303).   

During the quarter ended June 30, 2021, Satellos’ overall position of cash and cash equivalents decreased 
by $238,255 (quarter ended June 30, 2010 – increased by $113,291).  The changes in cash can be attributed 
to: 

 For the quarter ended June 30, 2021, there was a net cash outflow from operating activities of 
$839,054 compared to a net cash outflow of $211,740 for the quarter ended June 30, 2020.  The 
increase in cash used was primarily due to an increase net loss. 
 

 For the quarter ended June 30, 2021, there was a net cash inflow from financing activities of 
$270,928 compared to a net cash inflow of $nil from financing activities for the quarter ended June 
30, 2020.  In 2021 cash inflow from financing activities was generated by issuance of share capital 
net of fees, largely due to share sales and exercise of warrants in anticipation of the Arrangement 
which closed on August 13, 2021. 

Long-Term Debt 

On December 7, 2020, Satellos and Parent Project Muscular Dystrophy (“PPMD”), a US-based nonprofit 
organization committed to exploring and supporting new therapeutic treatments for Duchenne, entered into 
an agreement under which PPMD agreed to make an investment in Satellos of up to US$1 million by way 
of the PPMD Convertible Note.  In December 2020 PPMD disbursed US$850,000 to Satellos and a further 
US$150,000 was disbursed on August 6, 2021. In the event that there is an Event of Default under the 
PPMD Convertible Note (as defined therein) all principal and interest outstanding under the PPMD 
Convertible Note will become immediately due and payable.  Events of Default include, without limitation, 
a breach of the PPMD Convertible Note by Satellos, a breach of any representation, warranty or covenant 
contained in the PPMD Convertible Note, if Satellos files any petition or action for relief under any 
bankruptcy, reorganization, insolvency or moratorium law, if any involuntary petition is filed against 
Satellos under any bankruptcy statute or if a custodian, receiver, trustee or assignee for the benefit of 
creditors is appointed to take possession, custody or control of any property of Satellos. 

The PPMD Convertible Note is convertible into common shares of the Company simultaneously with the 
closing of an initial public offering (“IPO) or in connection with a change in control transaction or in 
connection with the sale of shares in the capital stock of the Company for gross proceeds of $5,000,000 
USD or more.  Closing of the Arrangement described below in the section titled Pending Transactions 
occurred on August 13, 2021. This triggered conversion of all of the outstanding principal and interest 
owing under the PPMD Convertible Note into common shares of the Resulting Issue in accordance with 
the terms and conditions of the PPMD Convertible Note.   

The PPMD Convertible Note will convert into capital stock of the Company at the lowest price per share 
paid by the other investors in a private placement of shares in the capital stock of the Company for gross 
proceeds of $5,000,000 USD or more (“PPMD Conversion Price”).  As Closing of the Arrangement 
occurred after June 1, 2021, under terms of the PPMD Convertible Note, the price per share was calculated 
as 90% of the PPMD Conversion Price being $0.765 and shares were issued accordingly. 



 

 

Long-Term Obligations and Other Contractual Commitments 

The Company may be required to make milestone, royalty, and other research and development funding 
payments under the License Agreement between the Ottawa Hospital Research Institute (OHRI) and 
Satellos. These payments are contingent upon the achievement of specific development, regulatory and/or 
commercial milestones. The Company has not accrued for these payments as at June 30, 2021 due to the 
uncertainty over whether these milestones will be achieved. The Company’s significant contingent 
milestone, royalty and other research and development commitments are as follows: 

 Royalties on net sales of any products covered by patents licensed from OHRI (“Licensed 
Products”) of 1% or 2% (depending on which patents cover a particular product), during the period 
when the applicable patents have valid, unexpired claims, subject to certain royalty stacking 
provisions; 
 

 Milestone payments triggered by specified events: 
o $50,000  Each time a Licensed Product is the subject of an approved IND in the US 

or equivalent in any other industrialized country (maximum one payment per new drug 
candidate); 

o $150,000 Each time a Licensed Product first enters Phase II human clinical trials in 
the US or equivalent in any other industrialized country (maximum one payment per new 
drug candidate); 

o $300,000 Each time a Licensed Product first enters Phase III human clinical trials in 
the US or equivalent in any other industrialized country (maximum one payment per new 
drug candidate); and 

o $1,000,000 Each time a Licensed Product is the subject of a regulatory approval in the 
US (such as NDA and BLA) or equivalent in any other industrialized country (maximum 
one payment per new drug candidate). 
 

 2% of sublicensing income received by Satellos from the grant of sublicenses. 

TRANSACTIONS WITH RELATED PARTIES 

Satellos paid rent and related occupancy charges of $8,604 to BBDC during the quarter ended June 30, 
2021 (during the quarter ended June 30, 2020 - $8,695). 

Brian Bloom and John Holyoake are directors of Satellos. The former is Board Chair and CEO of both 
Bloom Burton & Co. Inc. and an affiliated company, Bloom Burton Securities Inc., while the latter is 
Managing Director, Investment Banking at Bloom Burton Securities Inc. Bloom Burton Development 
Corp., another affiliate of Bloom Burton & Co., Inc., is a significant shareholder of Satellos.  Bloom Burton 
Securities Inc. is acting as the lead agent in connection with the Subscription Receipt Financing and in 
connection therewith is receiving an agency fee equal to 6.0% of the gross proceeds of the Subscription 
Receipt Financing, as well as broker warrants equal to 6.0% of the total number of Subscription Receipts 
sold pursuant to the Subscription Receipt Financing.  Bloom Burton Securities Inc. is also acting as 
exclusive financial advisor to iCo on the Arrangement and will receive contingent consideration in the event 
that the Arrangement is completed.  

In addition, Frank Gleeson, the President and Chief Executive Officer of Satellos provides services (“CEO 
Services Agreement”) as an officer of Satellos and is compensated through his management company 
6857990 Canada Inc. Following Closing of the Arrangement, the CEO Services Agreement was cancelled 
and replaced with an employment agreement between Satellos and Frank Gleeson under which Mr. Gleeson 
continues in the role of President and Chief Executive Officer of the Resulting Issuer. 



 

 

OFF-BALANCE SHEET ARRANGEMENTS 

Satellos has not entered into any material off-balance sheet arrangements such as guarantee contracts, 
contingent interests in assets transferred to unconsolidated entities, derivative financial obligations or 
arrangements with respect to any obligations under a variable interest equity arrangement. 

PENDING TRANSACTIONS 

Arrangement Agreement 

On March 21, 2021 the Company entered into an agreement (the “Arrangement Agreement”), providing 
for the business combination of iCo Therapeutics Inc. (“iCo”) and Satellos by way of a plan of arrangement 
(the “Arrangement”) in accordance with Section 192 of the Canada Business Corporations Act (the 
“CBCA”). 

Pursuant to the Arrangement, Satellos will become a wholly-owned subsidiary of iCo, and the parties expect 
to complete an amalgamation of iCo and Satellos, with the resulting entity named “Satellos Bioscience Inc.” 
(the “Resulting Issuer”), operating in the life sciences industry. Closing of the Arrangement occurred on 
August 13, 2021. After giving effect to the Arrangement and the Concurrent Financing (described below), 
shareholders of iCo hold an approximately 27.6% ownership interest, and the shareholders of Satellos will 
hold approximately 56.8% of the outstanding common shares of the Resulting Issuer (the “Resulting Issuer 
Common Shares”).  

The Arrangement is subject to, among other things, the approval of shareholders of Satellos at a special 
meeting expected to be convened by Satellos, the approval of shareholders of iCo at a special meeting 
expected to be convened by iCo, receipt of required regulatory and court approvals, and other customary 
conditions of closing. As part of the Arrangement (i) each issued and outstanding common share of Satellos 
will be cancelled, and the holder will receive (per common share of Satellos) 30.11 Resulting Issuer 
common shares (the "Exchange Ratio"); (ii) each holder of outstanding warrants to purchase common 
share of Satellos ("Satellos Warrants") will receive upon exercise of such Satellos Warrants, in accordance 
with its terms, subsequent to the Arrangement, Resulting Issuer common shares adjusted pursuant to the 
Exchange Ratio; and (iii) each outstanding option at the effective time of the Arrangement (the "Effective 
Time") to purchase common share of Satellos ("Satellos Options") shall be exchanged for a replacement 
option of the Resulting Issuer (each a "Replacement Option") to acquire such number Resulting Issuer 
common shares equal to the product of the number of common share of Satellos subject to such Satellos 
Option at the Effective Time; multiplied by the Exchange Ratio, and the exercise price per Resulting Issuer 
common share of each Replacement Option shall be an adjusted amount equal to the quotient of the exercise 
price per common shares of Satellos subject to each Satellos Option immediately before the Effective Time; 
divided by the Exchange Ratio. Subsequent to June 30, 2021, at special meetings of the shareholders of 
each of iCo and Satellos, both held on August 3, 2021 (independently of each other), shareholders of both 
companies voted in favour of the Arrangement. 

On August 13, 2021, the Arrangement was completed and Pre-Arrangement Satellos became a wholly-
owned subsidiary of iCo and the two entities were amalgamated with the successor entity changing its name 
from iCo to Satellos Bioscience Inc. (the “Resulting Issuer”).  

Pursuant to the Arrangement, each Pre-Arrangement Satellos common share was exchanged for 30.11 iCo 
Shares. Each outstanding option to purchase one (1) Pre-Arrangement Satellos Share ("Pre-Arrangement 
Satellos Options") was exchanged for 30.11 iCo options ("iCo Options") and each outstanding warrant to 
purchase one Pre-Arrangement Satellos Share ("Pre-Arrangement Satellos Warrants") shall, in accordance 



 

 

with the terms of such warrants, be exercisable for 30.11 iCo warrants ("iCo Warrants").  Following 
completion of the Arrangement the Company’s common shares were consolidated on a 20:1 basis. 

Following completion of the Arrangement, the Resulting Issuer’s consolidated common shares began 
trading on the TSX Venture Exchange on August 18, 2021 under the symbol “MSCL” on the TSX Venture 
Exchange. 

Prior to the Arrangement there were 12,408,318 common shares of Pre-Arrangement Satellos that were 
converted and consolidated into 18,680,699 common shares of the Resulting Issuer. 

Prior to the Arrangement there were 387,500 options to purchase common shares of Pre-Arrangement 
Satellos, each with an exercise price of $1.00.  These options were converted and consolidated into 583,382 
options to purchase common shares of the Resulting Issuer, each with an exercise price of $0.66. 

Prior to the Arrangement there were 27,984 warrants to purchase common shares of Pre-Arrangement 
Satellos, each with an exercise price of $1.30.  These warrants were converted and consolidated into 42,130 
warrants to purchase common shares of the Resulting Issuer, each with an exercise price of $0.86. 

Prior to the Arrangement there were 181,292,713 common shares of iCo that were consolidated into 
9,064,628 common shares of the Resulting Issuer. 

Prior to the Arrangement there were 1,475,000 options to purchase common shares of iCo, each with an 
exercise price of $0.05.  These options were consolidated into 73,750 options to purchase common shares 
of the Resulting Issuer, each with an exercise price of $1.00. 

Prior to the Arrangement there were 1,300,000 options to purchase common shares of iCo, each with an 
exercise price of $0.08.  These options were consolidated into 65,000 options to purchase common shares 
of the Resulting Issuer, each with an exercise price of $1.60. 

Prior to the Arrangement there were 2,624,000 warrants to purchase common shares of iCo, each with an 
exercise price of $0.06.  These warrants were consolidated into 131,200 warrants to purchase common 
shares of the Resulting Issuer, each with an exercise price of $1.20.  128,800 options were exercised 
subsequent to the closing of the Arrangement.  2,400 options expired unexercised on August 16, 2021. 

Prior to the Arrangement there were 37,295,000 warrants to purchase common shares of iCo, each with an 
exercise price of $0.065.  These warrants were consolidated into 1,864,750 warrants to purchase common 
shares of the Resulting Issuer, each with an exercise price of $1.30. 

In December 2020 Pre-Arrangement Satellos entered into an agreement with Parent Project Muscular 
Dystrophy (“PPMD”) under which PPMD agreed to disburse up to US$1,000,000 to Pre-Arrangement 
Satellos in exchange for an interest-bearing convertible promissory note (the “Note”).  PPMD disbursed 
US$850,000 in December 2020 and disbursed the remaining US$150,000 on August 6, 2021 to Pre-
Arrangement Satellos.  Under the terms of the Note, the principal and all accumulated interest would be 
converted to equity upon the closing of certain financings, for which the Arrangement qualified.  
Accordingly, on August 13, 2021,  856,716 common shares of the Resulting Issuer were issued to PPMD 
in full consideration for the principal and accumulated interest of the promissory note. 

On August 13, 2021, following closing of the Arrangement, the Resulting Issuer granted 2,125,120 options 
to purchase common shares of the Resulting Issuer, each with an exercise price of $1.70, to directors, 
officers, employees and consultants of the Resulting Issuer.  These options were issued pursuant to the 
Resulting Issuer’s 10% rolling stock option plan and will expire ten years from the date of grant. 



 

 

Concurrent Financing 

On April 27, 2021, iCo announced it had issued 85,294,117 subscription receipts (the “Subscription 
Receipts”) at a price of $0.085 per Subscription Receipt for aggregate gross proceeds of approximately 
C$7.25 million. Each Subscription Receipt will entitle the holder thereof to receive, upon satisfaction of 
certain escrow release conditions, including without limitation, the completion of the Arrangement, and 
without payment of additional consideration, one common share of the Resulting Issuer (a “Resulting 
Issuer Share”). The proceeds from the Financing have been placed in escrow and, upon satisfaction of the 
escrow release conditions, will be used for research, development, and general corporate expenses of the 
Resulting Issuer. 

The common shares underlying the Subscription Receipts are subject to a lock-up agreement and the 
Subscription Receipts and the underlying common shares of the Resulting Issuer will be subject to a hold 
period expiring 4 months and one day from the date of issuance in accordance with applicable Canadian 
securities laws. 

The Financing was led by Bloom Burton Securities Inc. (“Bloom Burton”) and includes Richardson Wealth 
Ltd. (together the “Agents”). In connection with the Financing and in accordance with the policies of the 
Exchange, the Agents will receive: (i) a cash fee equal to 6.0% of the gross proceeds raised in connection 
with the Financing; and (ii) warrants equal to 6.0% of the number of Subscription Receipts issued in 
connection with the Financing (the “Broker Warrants”). Each Broker Warrant shall entitle the holder 
thereof to buy one common share of the Resulting Issuer at the issue price in connection with the 
Arrangement. The term of the Broker Warrants shall be 24 months from the expected closing date of 
Financing. 

Upon closing of the Arrangement on 13 August 2021, each Subscription Receipt was converted into 
common shares of the Resulting Issuer for no additional consideration and the escrowed funds were released 
to the Resulting Issuer.  After interest and Agent fees and expenses, net proceeds to the Resulting Issuer 
were $6,691,693.  Following closure of the Arrangement, holders of Subscription Receipts received 
4,264,705 common shares of the Resulting Issuer, and the Agents received 255,882 warrants to purchase 
common shares of the Resulting Issuer, each with an exercise price of $1.70 and a term of 24 months. 

CRITICAL ACCOUNTING ESTIMATES 

The preparation of financial statements in accordance with IFRS requires management to make judgements, 
estimates, and assumptions that affect the application of accounting policies and reported amounts of assets, 
liabilities, revenues and expenses. Actual results may differ from these estimates.  Estimates and underlying 
assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the 
period in which the estimates are revised and in any future periods affected. Areas involving a higher degree 
of judgement or complexity, or areas where assumptions and estimates are significant to the annual financial 
statements include the following: 

i. Going Concern Assessment 

Significant judgements related to the Company’s ability to continue as a going concern are 
disclosed in Note 1 to Satellos’ quarterly financial statements for the quarter ended June 30, 2021. 

ii. Valuation of share-based compensation and warrants 

Management measures the costs for share-based compensation and warrants using market-based 
option valuation techniques.  Assumptions are made and estimates are used in applying the 
valuation techniques.  These include estimating the future volatility of the share price, expected 
dividend yield, future turnover rates, and future exercise behaviours.  Such estimates and 



 

 

assumptions are inherently uncertain.  Changes in these assumptions affect the fair value estimates 
of share-based payments and warrants. 

iii. Income taxes 

Deferred tax assets, including those arising from unutilized tax losses, require management to 
assess the likelihood that the Company will generate future taxable income in future years in order 
to utilize any deferred tax asset which has been recognized.  Estimates of future taxable income are 
based on forecasted cash flows.  At the statement of financial position date, no deferred tax assets 
have been recognized in Satellos’ quarterly financial statements for the quarter ended June 30, 
2021. 

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 

Satellos is exposed to a variety of financial risks which result from its operating, investing and financing 
activities.  Satellos’ financial instruments are its cash and cash equivalents, accounts receivable, accounts 
payable, accrued liabilities and the PPMD Convertible Note.  Due to the short term nature of cash and cash 
equivalents, accounts receivable, accounts payable and accrued liabilities, the carrying amounts 
approximate fair value at the respective statement of financial position date. 

Liquidity Risk 

Liquidity risk is the risk that Satellos will have difficulty meeting obligations associated with financial 
liabilities.  Satellos is exposed to liquidity risk mainly due to its accounts payable, accrued liabilities and 
its long-term debt.  As indicated in Note 1 of Satellos’ quarterly financial statements for the quarter ended 
June 30, 2021, a material uncertainty exists that may cast significant doubt regarding the Company’s ability 
to continue as a going concern. 

The Company continues to manage its liquidity risk by monitoring its cash flows and investments regularly, 
comparing actual results with budgets and future cash requirements. 

Foreign Currency Risk 

Foreign exchange risk arises when Satellos enters into transactions denominated in a currency other than 
its functional currency.  Satellos is exposed to currency risk to the extent that there is a mismatch between 
the currency in which a transaction is denominated and the functional currency of Satellos. 

The currencies in which transactions are primarily denominated are in Canadian dollars and US dollars. 

Satellos’ policy is not to enter into any economic hedging transactions to neutralize the effects of foreign 
currency fluctuations.  

Credit Risk  

Credit risk arises from cash and cash equivalents, deposits with banks and financial institutions, as well as 
outstanding receivables. The Company invests its excess cash in short-term Guaranteed Investment 
Certificates.  

The Company limits its exposure to credit risk, with respect to cash and cash equivalents, by placing them 
with high quality credit financial institutions. The Company’s cash equivalents consist primarily of 
operating funds and deposit investments with commercial banks. 

OUTSTANDING SHARE DATA 

The Company is authorized to issue an unlimited number of common shares. 



 

 

 

 

 

 

 

As of June 30, 2021, Satellos had the following securities issued and outstanding: 

  Exercise Price Common shares issuable  
Common shares 12,408,318   
Warrants 32,534 $1.30 32,534 
Options 387,500 $1.00 387,500 
PPMD Convertible Note Principal value of 

US$850,000 plus 
accumulated 
interest at 8% per 
annum(1) 

 (1) 

Notes: 

(1) PPMD disbursed a further US$150,000 on August 6, 2021.  On August 13, 2021 the PPMD Convertible 
Note was converted to 856,716 common shares as part of the closing of the Arrangement.    

RISKS AND UNCERTAINTIES  

The Company is exposed to numerous risks and uncertainties. The risks and uncertainties described below 
are not the only risks the Company could face, but could materially and adversely affect business, financial 
condition, results of operations and future prospects of the Company. Additional risks and uncertainties that 
the Company’s management is unaware of, or that management currently view as not material, may also 
become important factors that could adversely affect the Company’s business. Please see “Risk Factors” in 
this Information Circular. 

Limited Operating History 

Satellos is in the early stages of its business activities. As a result, it is difficult to evaluate Satellos’ 
prospects, and its future success is more uncertain than if it had a longer or more proven history of 
operations. 

History Of Losses 

To date, Satellos has not recorded any revenues from the sale of biopharmaceutical products or earning any 
licensing revenues, and, as a result, it faces a high risk of business failure. Since its inception, Satellos has 
incurred significant losses, and, as of June 30, 2021, had an accumulated deficit of $6,508,006.  Satellos 
expects these losses to increase substantially in the coming years as it continues to dedicate its resources to 
conducting R&D, clinical trials and regulatory filings, commercialization activities and general business 
operations.  To achieve profitability, Satellos must develop and eventually commercialize a product or 
products with significant market potential either on their own or in collaboration with a partner.  These 
development and commercialization activities are challenging, and include successfully inventing a novel 
product or products, completing preclinical activities and clinical trials in humans, obtaining regulatory 
approval for product marketing, and going to market.  Satellos may never realize revenue from its products 
and even if it does, it may not generate sufficient revenue to be profitable. 



 

 

Ability to Continue as a Going Concern 

The interim financial statements for the quarters ended June 30, 2021 and June 30, 2020 include an 
explanation paragraph in respect of there being material uncertainty about the Company’s ability to 
continue as a going concern. 

Biotech Industry Risks 

Prospects for companies in the biotechnology industry generally may be regarded as uncertain given the 
nature of the industry and, accordingly, investments in biotechnology companies should be regarded as 
speculative. Biotechnology research and development involves a significant degree of risk. An investor 
should carefully consider the risks and uncertainties described herein. The risks and uncertainties described 
herein are not an exhaustive list. Additional risks and uncertainties not presently known to Satellos or that 
Satellos believes to be immaterial may also adversely affect Satellos’ business. If any one or more of these 
risks occur, Satellos’ business, financial condition and results of operations could be seriously harmed.  

No History Of Dividends 

Since incorporation, Satellos has not paid any cash or other dividends on its common stock and does not 
expect to pay such dividends in the foreseeable future, as all available funds will be invested primarily to 
finance its drug development programs.  Satellos will need to achieve profitability prior to any dividends 
being declared. 

Requirements For Substantial Additional Funding; Capital Risk; Liquidity Risk; Dilution 

R&D efforts in the biotechnology sector, which include drug discovery, and preclinical, clinical and 
regulatory development activities, are capital intensive and require significant investment.  Satellos expects 
R&D expenses to increase substantially as it scales its drug discovery efforts and advances its ensuing 
product candidates through the standard stages of biotechnology product development.  To continue its 
current business activities, achieve its milestones and fund increasing future research and product 
development expenses, Satellos will require additional capital. Securing financing, if available, will likely 
require Satellos to sell additional common shares or other financial instruments that are exchangeable for 
or convertible into common shares, and/or enter into development, distribution or licensing relationships, 
and/or incur additional debt which may or may not be convertible into equity shares.  It is probable that any 
future debt financing arrangements would contain restrictive covenants that would impose significant 
operating and/or financial restrictions on Satellos or include a lien on its assets. It is uncertain if these types 
of equity or debt financing will be available on a timely basis or at all, or available on reasonably acceptable 
terms.  They will be dependent on, among other things, the results and perceived value of its R&D efforts 
and product candidates, its ability to obtain regulatory approvals, the state of the capital markets overall, 
agreements with partners, and other relevant commercial considerations.  Any future financing activity may 
be dilutive to existing shareholders. 

If Satellos cannot obtain sufficient funding on a timely basis or on reasonably acceptable terms, its ability 
to continue as a going concern and realize the value of its assets and pay its liabilities as they become due 
is at risk.  Consequently, it may be forced to significantly change or limit current or planned operations in 
order to safeguard its cash until such time, if ever, that sufficient proceeds from operations are generated.  
This also could lead to, among other things, Satellos not taking advantage of business development 
opportunities, the termination or delay of future clinical trials for one or more of its product candidates and 
jeopardize its ability to continue as a going concern. 

 

 



 

 

Early Stage Development and Scientific Uncertainty 

Satellos’ products are at an early stage of development. Significant additional investment in research and 
development, product validation, manufacturing, production scale-up, manufacturing, clinical testing, and 
regulatory submissions of such product candidates is required prior to commercialization. There can be no 
assurance that any such products will actually be developed. The development and regulatory processes 
may require access to raw materials and inputs which may not be available to Satellos in sufficient amounts 
or in a timely fashion to allow Satellos to complete the development or receive regulatory approval of any 
product or process. A commitment of substantial time and resources is required to conduct research and 
clinical trials if Satellos is to complete the development of any product. It is not known whether any of 
these product or process candidates will meet applicable health regulatory standards and obtain required 
regulatory approvals, or whether such products can be produced in commercial quantities at reasonable 
costs and be successfully marketed, or if Satellos’ investment in any such products will be recovered 
through sales or royalties. The Company’s technology will require significant research and development 
and preclinical and clinical testing prior to regulatory approval, if required, being obtained in Canada, the 
United States or other countries. The Company may not be able to obtain regulatory approvals, if required, 
to complete necessary clinical trials for its technology, or to commercialize it. The Company’s technology 
may prove to have undesirable and unintended side effects, or other characteristics adversely affecting its 
safety, efficacy or cost-effectiveness could prevent or limit its use. The Company’s technology may fail to 
provide its intended benefit or achieve benefits equal to or better than its competitor’s products at the time 
of testing or production and, if so, its business may fail. 

Clinical Trial Risks 

The Company’s clinical trials may fail to produce successful results or could be suspended due to 
unacceptable safety risks, which could cause its business to fail. Clinical trials are subject to extensive 
regulatory requirements, and are very expensive, time-consuming and difficult to design and implement, in 
part because they may be subject to rigorous regulatory requirements. The Company’s products may fail to 
achieve necessary safety and efficacy endpoints during clinical trials. The Company believes that its clinical 
trials will take a substantial period of time to complete. Furthermore, failure can occur at any stage of the 
trials, and the Company could encounter problems that cause us to abandon or repeat clinical trials. The 
commencement and completion of clinical trials may be delayed by several factors, including: unforeseen 
safety issues; lack of effectiveness during clinical trials; slower than expected rates of patient recruitment; 
and inability to monitor patients adequately during or after treatment. In addition, the Company or 
regulatory officials may suspend the Company’s clinical trials at any time if it appears that the Company is 
exposing participants to unacceptable health risks. If the Company’s clinical trials fail to produce successful 
results, or are suspended due to unacceptable safety risks, the Company’s business may fail.  

Dependence on Key Personnel, Collaborative Partners, Licensors and Others 

Satellos is highly dependent on its executive officers.  Although Satellos has or will have formalized 
contractual or employment agreements with each of its executive officers, these agreements do not prevent 
them from terminating their engagement with Satellos at any time.  The loss of the services of any of these 
persons could potentially harm Satellos’ research, development and commercialization objectives and 
financial condition.  

Satellos’ success is also dependent on its ability to recruit, retain and motivate qualified scientific, drug 
development, clinical, project management, financial and business personnel.  Satellos may not be able to 
attract and retain these personnel on a timely basis or on acceptable terms given the competition among 
numerous pharmaceutical and biotechnology companies for similar personnel.  Satellos also experiences 
competition for the hiring of scientific and clinical personnel from universities and research institutions. 



 

 

Satellos also depends on scientific and clinical collaborators and advisors, all of whom have outside 
commitments that may limit their availability. 

Satellos’ activities will require it to enter into various arrangements with corporate and academic 
collaborators, licensors, licensees and others for the research, development, clinical testing, manufacturing, 
marketing, and commercialization of its products. Satellos intends to attract corporate partners and enter 
into additional research collaborations. There can be no assurance, however, that Satellos will be able to 
establish such additional collaborations on favorable terms, if at all, or that its current or future 
collaborations will be successful. Failure to attract commercial partners for its products may result in 
Satellos incurring substantial clinical testing, manufacturing, and commercialization costs prior to 
realizing any revenue from product sales or result in delays or program discontinuance if funds are not 
available in sufficient quantities. If any collaborative partner fails to develop, manufacture, or 
commercialize successfully any product to which it has rights, or any partner’s product to which Satellos 
will have rights, Satellos’ business may be adversely affected. Failure of a collaborative partner to continue 
to participate in any particular program could delay or halt the development or commercialization of 
products generated from such program. In addition, there can be no assurance that the collaborative 
partners will not pursue other technologies or develop alternative products either alone or in collaboration 
with others, including Satellos’ competitors, as a means for developing treatments for the diseases targeted 
by Satellos programs. Furthermore, Satellos may hold licenses for certain technologies and there can be 
no assurance that these licenses will not be terminated, or that they will be renewed on conditions 
acceptable to Satellos. Satellos may negotiate additional licenses in respect of technologies developed by 
other companies and academic institutions. Terms of license agreements to be negotiated may include, 
inter alia, a requirement to make milestone payments, which may be substantial. Satellos will also be 
obligated to make royalty payments on the sales, if any, of products resulting from licensed technology 
and, in some instances, may be responsible for the costs of filing and prosecuting patent applications. 
Should any of Satellos’ licensees breach their regulatory, clinical, operational or legal requirements this 
may impact Satellos’ reputation and/or ability to conduct its business or make progress as anticipated. 

Regulatory Risks 

Successful execution of the Company’s business is contingent, in part, upon compliance with regulatory 
requirements enacted by governmental authorities and obtaining all regulatory approvals, where necessary, 
for the operation of its business. Any delay in obtaining, or failure to obtain regulatory approvals would 
significantly delay the development of corporate objectives, which could have a material adverse effect on 
the Company`s business and financial condition. 

Biotechnology and pharmaceutical companies operate in a high-risk regulatory environment. The 
manufacture and sale of human diagnostic and therapeutic products is governed by numerous statutes and 
regulations in the United States, Canada, and other countries where Satellos intends to market its products. 
The subject matter of such legislation includes approval of manufacturing facilities, controlled research 
and testing procedures, review and approval of manufacturing, preclinical and clinical data prior to 
marketing approval, as well as regulation of marketing activities, notably advertising and labelling. 

The process of completing clinical testing and obtaining required approvals is likely to take several years 
and require the expenditure of substantial resources. Furthermore, there can be no assurance that the 
regulators will not require modification to any submissions which may result in delays or failure to obtain 
regulatory approvals. Any delay or failure to obtain regulatory approvals could adversely affect the ability 
of Satellos to utilize its technology, thereby adversely affecting operations. Further, there can be no 
assurance that Satellos’ therapeutic product candidates will prove to be safe and effective in clinical trials 
or receive the requisite regulatory approval. There is no assurance that Satellos will be able to timely and 
profitably produce its products while complying with all the applicable regulatory requirements. Foreign 
markets, other than the United States and Canada, generally impose similar restrictions. 



 

 

Intellectual Property Risks  

The Company may have certain proprietary intellectual property, including but not limited to brands, 
trademarks, trade names, patents and proprietary processes. The Company will rely on this intellectual 
property, know-how and other proprietary information, and require certain employees, consultants and 
suppliers to sign confidentiality agreements. However, these confidentiality agreements may be breached, 
and the Company may not have adequate remedies for such breaches. Third parties may independently 
develop substantially equivalent proprietary information without infringing upon any proprietary 
technology. Third parties may otherwise gain access to the Company’s proprietary information and adopt 
it in a competitive manner. Any loss of intellectual property protection may have a material adverse effect 
on the Company’s business, results of operations or prospects. 

Satellos’ success will depend in part on its ability to obtain, maintain, and enforce patent rights, maintain 
trade secret protection, and operate without infringing the proprietary rights of third parties. There can be 
no assurance that pending patent applications will be allowed, that Satellos will develop additional 
proprietary products that are patentable, that issued patents will provide Satellos with any competitive 
advantage or will not be challenged by any third parties, or that patents of others will not have an adverse 
effect on the ability of Satellos to do business. 

Furthermore, there can be no assurance that others will not independently develop similar products, 
duplicate any of the Satellos products, or design around the products patented by Satellos. In addition, 
Satellos may be required to obtain licenses under patents or other proprietary rights of third parties. No 
assurance can be given that any licenses required under such patents or proprietary rights will be available 
on terms acceptable to Satellos. If Satellos does not obtain such licenses it could encounter delays in 
introducing one or more of its products to the market, while it attempts to design around such patents, or 
could find that the development, manufacturing or sale of products requiring such licenses could be 
foreclosed. In addition, Satellos could incur substantial costs in defending itself in suits brought against it 
on such patents or in suits where it attempts to enforce its own patents against other parties. 

Until such time, if ever, that patent applications are filed, the ability of Satellos to maintain the 
confidentiality of its technology may be crucial to its ultimate possible commercial success. While Satellos 
has adopted procedures designed to protect the confidentiality of its technology, no assurance can be given 
that such arrangements will be effective, that third parties will not gain access to Satellos trade secrets or 
disclose the technology, or that Satellos can meaningfully protect its rights to its trade secrets. 

Rapid Technological Change 

The biotechnology and pharmaceutical industries are characterized by rapid and substantial technological 
change. There can be no assurance that developments by others will not render Satellos proposed products 
or technologies noncompetitive, or that Satellos will keep pace with technological developments. 
Competitors have developed or are developing technologies that could be the basis for competitive 
products. Some of these products have an entirely different approach or means of accomplishing the 
desired therapeutic effect as compared with products to be developed by Satellos and could be more 
effective and less costly than the products to be developed by Satellos. In addition, alternative forms of 
medical treatment may be competitive with Satellos products. 

Competition 

Technological competition from pharmaceutical companies, biopharmaceutical companies and 
universities are intense and is expected to increase. Potential competitors of Satellos have or may develop 
product development capabilities or financial, scientific, marketing, and human resources exceeding those 
of Satellos. Competitors may develop products before Satellos develops its own products, obtain 



 

 

regulatory approval for such products more rapidly than Satellos, or develop products which are more 
effective than those which Satellos intends to develop. Research and development by others may render 
Satellos’ proposed technology or products obsolete or non- competitive or produce treatments or cures 
superior to any therapy developed or to be developed by Satellos, or otherwise preferred to any therapy 
developed by Satellos. 

Status of Healthcare Reimbursement 

Satellos’ ability to successfully market certain diagnostic or therapeutic products may depend in part on 
the extent to which reimbursement for the cost of such products and related treatments will be available 
from government health administration authorities, private health insurers and other organizations. 
Significant uncertainty exists as to whether newly approved healthcare products will qualify for 
reimbursement. Furthermore, challenges to the price of medical products and services are becoming more 
frequent. There can be no assurance that adequate third-party coverage will be available to establish price 
levels, which would allow Satellos to realize an acceptable return on its investment in product 
development. 

Acceptance of Technology 

The Company’s success depends on the acceptance of its technology by the medical community and 
consumers as a safe and effective solution. The success of its technology will depend on its acceptance by 
potential consumers and the medical community. Because its technology is new, the long term effects of 
using its new technology are unknown. The results of short- term clinical trials do not necessarily predict 
long-term clinical benefit or reveal adverse effects. If results obtained from future commercial experience 
indicate that its technology is not as safe or effective as other treatments, adoption of this technology by 
consumers and the medical community may suffer and its business will be harmed.  

Potential Product Liability 

Pharmaceutical products involve an inherent risk of product liability claims and associated adverse 
publicity. Product liability insurance is costly, and availability is limited and may not be available on terms 
which would be acceptable to Satellos, if at all. An inability to maintain sufficient insurance coverage on 
reasonable terms or to otherwise protect against potential product liability claims could prevent or inhibit 
the commercialization of Satellos’ products. A product liability claim brought against Satellos or 
withdrawal of a product from the market, could have a material adverse effect upon Satellos and its 
financial condition. 

Litigation 

The Company may become party to litigation from time to time in the ordinary course of business, which 
could adversely affect its business. Should any litigation in which the Company becomes involved be 
determined against the Company, such a decision could adversely affect the Company’s ability to continue 
operating and the value of the common shares of the Company and could use significant resources. Even if 
the Company is involved in litigation and wins, litigation can redirect significant Company resources, 
including the time and attention of management and available working capital. Litigation may also create 
a negative perception of the Company’s brand. 

Pandemic Risk 

In December 2019, the World Health Organization announced that a disease, COVID-19 or Coronavirus, 
caused infection and its transmission patterns could become a worldwide pandemic. COVID-19 is now 
present on every continent. The Company and the world are now dealing with the results of this worldwide 
pandemic. The global impact of COVID-19 continues to evolve and may have various potential direct 



 

 

effects on the Company. The effects of COVID-19 are changing rapidly and the Company cannot 
reasonably estimate the impacts at this time, including the impact of COVID-19 on the ability of third 
parties to meet their obligations with the Company, the ultimate geographic spread of the virus, the severity 
of the disease, the duration of the outbreak, and the length of travel and quarantine restrictions imposed by 
governments of affected countries. The continued spread of COVID-19 could materially and adversely 
impact the Company’s business, financial condition, results of operations, cashflows, liquidity, as well as 
the market for the Company’s securities and/or its ability to obtain debt or equity financing. Potential 
impacts of the virus include, without limitation, impacts on employee health, workforce productivity, 
increased insurance premiums, and other impacts that will depend on future developments beyond the 
Company’s control. In addition, COVID-19 could adversely affect global economies and financial markets 
resulting in an economic downturn that could have an adverse effect on the Company. 

 


