SERNOVA CORP.
MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Year Ended October 31, 2011

The following discussion and analysis explains the variations in the consolidated operating results and
financial position and cash flows of the Company for the years ended October 31, 2011 and 2010. This
analysis should be read in conjunction with the audited Consolidated Financial Statements of the
Company and related notes enclosed herein as at October 31, 2011. Such Consolidated Financial
Statements have been prepared in accordance with Canadian generally accepted accounting principles.
All dollar figures are in Canadian dollars unless otherwise indicated. In this report where we say “we”,
“us”, our”, or “the Company”, we mean Sernova Corp., unless otherwise indicated.

The information in this report is dated as of February 16, 2012.

This MD&A contains “forward looking statements” that reflect the Company’s current expectations and
projections about its future results. When used in this MD&A, forward looking statements can be
identified by the wuse of words such as “may”, or by such words as
“will”,“intend”,*believe”, “estimate”,“consider”, “expect”,“anticipate”, and “objective” and similar
expressions or variations of such words. Forward looking statements are, by their nature, not guarantees
of the Company’s future operational or financial performance, and are subject to risks and uncertainties
and other factors that could cause the Company’s actual results, performance, prospects or opportunities
to differ materially from those expressed in, or implied by, these forward looking statements. No
representation or warranty is intended with respect to anticipated future results, or that estimates or

projections will be sustained.

Readers are cautioned not to place undue reliance on these forward looking statements, which speak
only as of the date of the MD&A or as of the date otherwise specifically indicated herein. Due to risks
and uncertainties, including the risks and uncertainties elsewhere in this MD&A, actual events may
differ materially from current expectations. The Company disclaims any intention or obligation to
update or revise any forward looking statements, whether as a result of new information, future events
or otherwise.

This discussion and analysis has been reviewed and approved by the Audit Committee and the Board of

Directors. The Audit Committee of the Company includes two Directors who are financially
knowledgeable.

PERFORMANCE SUMMARY AND UPDATE

In May, 2006 the Company entered into a Joint Venture. The purpose of the Joint Venture is to develop
a commercially viable treatment for insulin-dependent human diabetes using insulin producing islets.
The licensed technology of the Joint Venture involves the use of sertoli cells to provide immune-
protection within a local environment to reduce or eliminate the need for anti-rejection drugs in patients
who have received donor therapeutic cells and is branded as “Sertolin™”, With respect to this
technology the Company initially focused on the use of porcine sertoli cells and islets for
transplantation; however, more recently the Company is focused first on the use of human rather than
porcine cells. The Company is also developing an implantable medical device, the Cell Pouch™ for the
effective transplantation and long term survival of therapeutic cells for multiple chronic diseases.

As part of the joint venture agreement, STI exclusively licensed to the Company all patents, and patent
applications for the therapeutic use of Sertoli cell technology, the key component of Sertolin™. In
exchange, the Company issued to STI 6,527,500 common shares and paid a licensing fee of $1,142,312,
and agreed to pay certain other future royalties on income related to the patents. The payment shares



were subject to a 3 year timed escrow agreement. As of the date of this MD&A, all payment shares
have been released from escrow.

On July 26, 2007, the Company exercised its right under the Joint Venture to acquire the final one-third
of the shares of Sertonex, and issued 2,315,000 common shares to Dr. David White and Mr. Justin
Leushner. These common shares have been subject to timed escrow release and earn out escrow
provisions. All timed escrow release shares have been released. As of the date of this MD&A,
3,472,500 common shares (the “Performance Escrow Shares”) remain subject to a performance-based
release as follows:

(1) 1,736,250 common shares on the date that Sernova or an affiliate receives
approval from the United States FDA (or its foreign equivalent in Canada,
Europe or Japan) of an investigational new drug application or other
appropriate regulatory application, as applicable, (or its foreign equivalent in
Canada, Europe or Japan) for the initiation of human clinical trials for a
Licensed Product;

(i1) the balance of 1,736,250 common shares on the date that Sernova or an affiliate
enrolls the first patient in a Phase III human clinical efficacy trial (or its foreign
equivalent in Canada, Europe or Japan) for a Licensed Product; provided the
Escrow Agent receives a declaration of the Company, in each instance that the
conditions for the release have been met.

Any unreleased Performance Escrow Shares will be cancelled and returned to treasury upon the earlier
of (i) August 2016, (ii) the Company ceasing to hold an interest in the intellectual property, or (iii) the
mutual agreement of the Company and the shareholder.

The Company is developing its proprietary Cell Pouch™ and Sertolin™ platform technologies using a
tiered approach. The Company is first focusing on initiating human clinical trials of the Cell Pouch™
for therapeutic cell transplantation using autograft (self-cells) or allograft (donor human cells) with an
antirejection protocol. Regarding the autograft application, patients with chronic pancreatitis whose
pancreas is being removed, to reduce the severe pain, and islets placed into the Cell Pouch™ would be
assessed without the need for antirejection drugs. The Cell Pouch™ may also be tested using human
donor islets (allografts) using advanced standard of care antirejection therapy. While the company
plans to advance the Sertolin™ technology, this autograft or allograft approach is expected to result in a
shorter time to entry into the clinic and product approval than assessing Sertolin™ technology with
porcine tissues. The Company, with input from transplantation scientists and device engineers, has thus
focused on the design and manufacture of the Cell Pouch™ that would be suitable for humans.

The Company is thus focused on entry of its technologies into the clinic and eventual marketplace with
primary focus on the use of human islets using the Cell Pouch System™. To provide more detail, the
Cell Pouch™ is an implantable medical device placed under the skin with chambers for therapeutic cell
transplantation. Removable plugs fill the chambers while tissue and microvessels develop around the
plugs creating a natural tissue environment for cell transplantation upon removal of the plugs. While the
Cell Pouch™ is suitable for various therapeutic cell types, from a clinical perspective, the Company is
focused on the use of insulin-producing islets for treatment of patients who have diabetes or who will
have diabetes as a result of a medical procedure. Patients who could have diabetes as a result of a
medical procedure include those with chronic pancreatitis. Patients with chronic pancreatitis may have
their pancreas removed to alleviate severe chronic pain. When the pancreas is removed, the patients will
become insulin-dependent diabetic because the insulin producing islets located in the pancreas are also
lost. The Company proposes that the islets from the removed pancreas could be isolated and placed
into the Cell Pouch™ which has been previously placed under the skin of the patient. In this autograft
clinical indication, no immunosuppressant drugs or Sertolin™ would be required. The Company has
identified several clinical sites in the United States where such islets are being infused into the portal
vein of the liver as a first cell therapy attempt to treat these patients.



To further expand the clinical indications for the Company’s technologies the Cell Pouch System™
may be used in patients who are planning on having an allograft transplant as an alternative to injecting
islets into the portal vein of the liver which has been hypothesized to result in the death of 50% or more
of islets due to an instant blood-mediated inflammatory reaction (IBMIR) and thrombosis among other
issues. Such patients would also normally be treated with a cocktail of immunosuppressant drugs to
prevent islet rejection. The patients with the Cell Pouch™ who have had an allograft transplant may be
given either advanced antirejection therapy or could be given Sertolin™ from a human source to reduce
or eliminate the need for antirejection drugs. Due to the expectation that the Cell Pouch™ will
incorporate with tissue and become vascularized, providing a more organ-like environment for the
transplanted islets and avoid IBMIR associated with islets transplanted into the portal vein, it may also
be possible that the device may require fewer islet cells per patient than the conventional procedure and
thus may be “islet-sparing”. All of these options could serve to eventually increase the market share of
the Cell Pouch™. The Company in advanced stages of preparing to evaluate the Cell Pouch™ in
allograft setting with advanced antirejection therapy in a first clinical study of the Cell Pouch™.
Sernova believes this will be the first assessment in humans of such a device for therapeutic cell
transplantation in the world.

As the Company progresses, it is also exploring the possible use of ethically-derived stem cells which
release insulin. Such a stem cell technology could be expanded allowing a very large number of patients
with diabetes to be treated with these cells within the Cell Pouch™. Use of porcine islets from a clean
herd is another opportunity the Company is exploring in the long term as another source of cells
providing a virtually unlimited supply of islets for patient treatment. Thus, the Company is exploring a
number of options to expand its technology in the marketplace using human-derived cells, stem cells
and porcine cells within the Cell Pouch System™,

In addition to the internal research and development activities, the Company plans to seek
collaborations with key international transplant centres that currently offer islet transplantation (known
as the “Edmonton Protocol”) to patients suffering from insulin-dependent diabetes. The Company’s
proprietary Cell Pouch™ technology, offers a potential significant technological leap forward over the
Edmonton Protocol, the current standard of care where cells are injected into the portal vein of the liver.
Briefly, the Company’s technology is expected to potentially provide a safer protected environment for
the islets, which could result in healthier and longer living islets, and result in a more robust and natural
long-lasting insulin response, among other benefits. The use of the Cell Pouch™ may in itself provide
distinct benefits to diabetic patients over the current method of injecting islets into the portal vein of the
liver even using current immunosuppressive agent protocols including the potential to assess islet health
through imaging. It is expected that the Cell Pouch™ may be used for autograft cellular transplants, for
allograft cellular transplants with the use of immunosuppressive drugs or in conjunction with co-
transplantation of islets and Sertolin™. One or more of these options are expected to be explored under
academic collaborations.

The Company has initiated discussions with several key transplant centres in North America with a
view to establishing scientific and potential future clinical collaborations to demonstrate proof of
concept and commercialize its proprietary technology. One such collaboration with the University of
Illinois has been announced. These collaborations may include studies to assess the various aspects of
the Company’s technology as well as safety and efficacy studies, which may contribute to the data
sufficient for filing an IDE or IND as discussed above. It is the Company’s position that by
collaborating with leading transplant centres, the Company can conduct various studies in parallel,
while ensuring the highest quality of work to meet the standards of the FDA, Health Canada and the
international scientific community. The Company may also choose to conduct these studies within its
research and development department. The Company may also seek corporate collaborations for such
purposes.



While the initial primary focus of the Company’s development efforts will be assessment of the Cell
Pouch System™ for insulin-dependent diabetes, the Company is planning to develop partnerships with
academic and corporate collaborators to develop the Cell Pouch™ for other chronic metabolic,
hematologic and neurological diseases. Furthermore, the Company will be seeking to investigate the
use of the device for implantation of multiple cell types including natural cells, stem cells and
genetically- engineered cells. The transplantation of insulin producing islets will be a first proof of the
concept of cellular transplantation using the Cell Pouch™,

Currently, Sernova’s product platforms include the Cell Pouch System™ and Sertolin™, which are in
the preclinical stage of development; however, the Company is in advanced stages in preparing for
evaluation of the Cell Pouch™ in patients in a controlled clinical study. The first clinical study is
anticipated to begin in the first half of the fiscal 2012, subject to regulatory approval.

The Company tested the Cell Pouch System™ using a prototype in a small animal model of diabetes
where rats were administered isograft islets into the Cell Pouch™. Based on the results of this study, the
human-scaled device was designed and manufactured. The human-scaled device was tested in an
autograft setting in a large animal diabetic model, whereby the Cell Pouch™ was implanted under the
skin, the pancreas was removed approximately 4 and 8 weeks after Cell Pouch™ implantation in
separate groups, and the islets isolated and transplanted into the Cell Pouch™. A further study has been
conducted where various doses of donor islets are transplanted into the Cell Pouch™ in a large animal
diabetes model in which animals are administered an antirejection drug regimen. In addition, a primate
study has been conducted assessing the safety of the Cell Pouch™, as well as tissue and angiogenesis
incorporation into the Cell Pouch™ placed at various locations in the body.

The Company has been conducting its own research and development at the University of Western
Ontario to take advantage of the state of the art facilities and surgical expertise of surgeons hired as
contractors. The Company has also hired contract laboratories to conduct some of its preclinical studies,
such as the University of Chicago, Illinois for the non-human primate study. The Company plans to
continue to use external laboratories to conduct certain studies, and has successfully conducted a series
of biocompatibility testing which demonstrated the Cell Pouch™ to be biocompatible. In addition, the
Company plans to work with academic centres under collaborative arrangements to conduct pre-clinical
studies of the Cell Pouch™ for advanced next generation applications.

In order to develop and commercialize the Cell Pouch System™, the Company plans to seek regulatory
approval to conduct clinical studies in patients for the various clinical indications discussed above. It is
expected that, provided regulatory approval is obtained, a clinical study of 15-20 patients will be used
to assess initial safety and efficacy of its products. This will then likely be followed by one or more
pivotal studies to assess efficacy and safety in a larger population. It is expected that these studies will
be used to gain commercial approval of the Cell Pouch™ for the various clinical indications discussed
above. The Company plans to work closely with regulatory authorities in the development of the
commercialization of its products.

Small Animal Study

The following is a summary of the Company’s study of the Cell Pouch™ using a prototype in a small
animal model of diabetes where rats were administered isograft islets into the Cell Pouch™,

With respect to the assessment of islet transplantation in a small prototype device, following
vascularization an isograft of syngenic rat islets was transplanted into the device in animals that had
been made diabetic. For comparative purposes, the syngenic rat islets were grafted under the kidney
capsule, or into the liver delivered through the portal vein. Figure 1A shows normoglycaemic non-
fasting blood glucose levels in diabetic rats following isograft islets into a pre-implanted subcutaneous
chamber (closed circles, solid line), under the kidney capsule (open circles, orange line), and into the
liver via the intra-portal vein (closed circles, dashed line) confirming that non-fasting blood glucose
levels of all animals tested returned to normoglycaemic levels. Diabetes returned when the isograft



device was removed (denoted by *). Thus, these results demonstrate that the prototype device with
islets can control glucose levels in the diabetic animals.

In a separate experiment (see figure 1B), glucose responses following an intravenous glucose tolerance
test was measured. The responses to acute administration of glucose of animals transplanted with
isograft of syngenic rat islets into the Company’s device were compared to isografts into the intra-portal
vein of the liver, under the kidney capsule and against a control group of naive non-diabetic rats (open
square, solid line). As with all islet transplants, the response times seen in the grafts were partially
delayed compared to the control non-diabetic; however, there was no significant difference in the
responses between the three transplant locations confirming the potential utility of the early prototype
Cell Pouch™.

This study will form part of the supportive regulatory documentation for assessment of the Cell
Pouch™ in human clinical trials.
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Figure 1
Large Animal Study
Based on the results of the Small Animal Study, a new “large animal” device, of a size suitable for
humans, was developed. The Company has manufactured variations of the new “large animal”
prototype devices (e.g. different pore size) for testing.

The Large Animal Study examined the safety and efficacy of Sernova’s pre-vascularized proprietary
Cell Pouch™ as an alternative, subcutaneous site for islet transplantation, using a porcine islet autograft
model. This study tested the functionality of several variants of the Cell Pouch™ designed for eventual
use in humans, to determine the optimal configuration for further development. Specific technical
objectives of the study were:

1) To assess the timeframe necessary to achieve incorporation of the device into the
body through evaluation of collagen formation and neo-vascularization thought to be
important to the survival of implanted cells and overall function of the device.

2) To conduct pre-transplantation in vitro functional assessment of islets to be
transplanted into the Cell Pouch™ to graft function following transplantation.

3) To relate the in vitro functional assessment to long-term function of the islets in the
Cell Pouch™.



4)

5)

6)

The Cell Pouch™, incorporated with tissue and microvessels, forming an ideal location for islet
transplantation and developed endocrine-like function after islets were transplanted, at all time points
tested. The Cell Pouches™ implanted were well tolerated in the subcutaneous tissues with the absence
of inflammation of the skin, wound exudates, or infection. Following implantation, implant incisions
healed rapidly with no signs of infection, seroma, or erythema. The results of the Large Animal Study

To confirm the functionality of transplanted cells in the device through measurement
of glucose tolerance tests and the degree of maintenance of normoglycemia
(<10 millimoles/litre) in diabetic animals up to three months following
transplantation until the device was removed.

To evaluate islet cell histology and insulin staining of the islets in the Cell Pouch™
at the termination of the study. The insulin staining demonstrates that islets are
producing insulin and is a measure of functionality (viability) of the cells. Histology
assessment is conducted to confirm the density of intact islet cells and provides an
index of the general health of the insulin-producing cells.

To confirm reversion to the diabetic state following device removal, evaluated
through glucose tolerance tests.

are summarized as follows:

1)

2)

3)

4)

A number of diabetic animals implanted with the Cell Pouch System™ were insulin-
independent (i.e. did not require insulin injections) for 72 days, which was the
duration of the study, because their blood glucose levels were being controlled by the
islets in the Cell Pouch™. Functional islet grafts within the Cell Pouch™ were
defined by the ability of the islet grafts to control blood sugar levels assessed through
daily measure of blood glucose (insulin-independence), and the response to a glucose
challenge. The glucose challenge measurements showed statistically significant
stimulated C-peptide and blood glucose AUC (area under the blood glucose curve),
as well as an improved glucose disappearance rate compared to pouch removal
measurements. Approximately 57% (4/7) of animals showed insulin-independence
during the 72 day period. The degree of control was related to the quality of the
islets placed into the Cell Pouch™, as measured by proprietary means. Thus, the Cell
Pouch System™ showed reversal of diabetes in these animals. This is a significant
finding for the Cell Pouch™.

Devices that were removed at the end of the study demonstrated robust microvessel
growth into the device and surrounding the islets. The islet clusters were also
embedded in a matrix. Management believes these two conditions may be important
for long-term survival of islets.

Following removal of the Cell Pouch System™ it was demonstrated that the islets
were still producing insulin, as determined through insulin staining and microvessels,
which indicated that the islets were healthy at the 72 day time point within the
device. Management believes this is another demonstration of the promising efficacy
of the Cell Pouch™.

Following removal of the Cell Pouches™ with islets, as expected, the animals
became diabetic again, and significant deterioration in glucose disappearance rates,
blood glucose and C-peptide levels occurred (p>0.05), which demonstrated that it
was the islets in the Cell Pouches™ that controlled the blood glucose levels in the
animals making them insulin-independent. Management believes that these results
also confirm the efficacy of the Cell Pouch™.



5) The long-term glucose control occurred with the use of approximately 10% of the
typical beta cell mass used in the Edmonton Protocol, which suggests that the Cell
Pouch System™ may be islet-sparing. Furthermore, management believes the
promotion of angiogenesis (new microvessel formation), minimal invasiveness, ease
of explant and potential islet sparing properties of this Cell Pouch™ in a stringent
large animal model of diabetes is encouraging for its potential use in clinical islet
transplantation and for other therapeutic cell therapy clinical indications.

The Large Animal Study is being used in part to support the Company’s future assessment of the Cell
Pouch™ in human clinical trials to examine its safety and efficacy.

Non-Human Primate Study

A non-human primate study was conducted at the University of Illinois, Chicago to assess the tissue
incorporation and angiogenesis in the Cell Pouch™ at 2, 4 and 8 weeks in Cell Pouches™ placed
subcutaneously in various locations. At all explants time points there was significant evidence of
vascularization demonstrated by vessels entering the Cell Pouch™. There were no infections,
hemorrhagic or skin-related adverse events with placement of and retention of the Cell Pouches.
Overall, with well-established blood supplies, well-defined capsules and well-formed intra-pouch
cavities, it was concluded that the Cell Pouches™ would be suitable for islet transplantation. This study
will also form part of the supportive regulatory documentation to support assessment of the Cell
Pouch™ in human clinical trials.

Current Financing and Scientific Activities

By the end of October, 2010, the Issuer completed the autograft study of the human-scaled device in
preparation for future manufacture, further preclinical testing and eventual clinical evaluation. This
porcine study has helped to define and expand the range of time the device could be placed in the body
prior to insertion of therapeutic cells. It also established efficacy and safety of the device in the porcine
diabetes model with islet transplantation.

In August 2010, the Company reached an agreement with the National Research Council of Canada
Industrial Research Assistance Program under which the Company was to receive a non-repayable
financial contribution of up to $275,000, along with technical and business oriented advisory services,
to support a pre-clinical study to test increasing doses of adult islets (allograft) transplanted into
Sernova’s Cell Pouch System™ in different groups of-pigs. The Company is being reimbursed for 97 %
of designated salary costs to a maximum of $182,000 and 75% of contractor fees to a maximum of
$93,000. This study was completed at the end of fiscal 2011.

On October 18, 2010, the Company completed the first closing of a non-brokered private placement
offering through the issuance of 3,800,000 units at $0.15 per unit for gross proceeds of $570,000. Each
unit consists of one common share of the Company and one-half share purchase warrant. Each whole
Warrant entitles the holder thereof to acquire one common share at a price of $0.20 for a period of 24
months from closing. In connection with the closing, the Company issued 37,333 finders’ warrants,
valued at $2,860 and paid $2,800 to the finders. Each Finder’s warrant entitles the holder thereof to
purchase one common share at $0.20 per share for a period of 24 months from closing.

On November 4, 2010, the Company completed the second closing of 2,866,667 units at $0.15 per unit
for gross proceeds of $430,000. Each unit consists of one common share of the Company and one-half
share purchase warrant. Each whole Warrant entitles the holder thereof to acquire one common share at
a price of $0.20 for a period of 24 months from closing. In connection with the second closing, the
Company issued 21,000 finders’ warrants and paid $11,150 to the finders. Each Finder’s warrant
entitles the holder thereof to purchase one common share at $0.20 per share for a period of 24 months
from closing.



On December 7, 2010 completed a non-brokered private placement of 1,400,000 units at a price of
$0.16 per unit for gross proceeds of $224,000. Each Unit issued consisted of one common share of the
Company and one-half of a share purchase warrant. Each whole warrant entitles the holder thereof to
acquire one common share at a price of $0.20 for a period of 24 months. There were no share issue
costs.

On February 28, 2011 the Company announced positive performance of its proprietary Cell Pouch
System™ in a non-human primate study. As a precursor to planned human trials with the device, the
study was designed to further investigate the safety profile of the Company’s Cell Pouch™ and its
ability to develop a natural environment for therapeutic cells in the primate. In previous large animal
studies, the Cell Pouch™ was demonstrated to become rapidly vascularized and form a hospitable
environment for the transplantation of therapeutic cells.

In the study, a number of Cell Pouches™ were implanted under the skin of the Cynomolgus monkey in
a minimally invasive procedure mimicking the technique to be used in upcoming human trials. In
summary:

The Cell Pouches™ were virtually undetectable under the skin following implantation,
which is an important aesthetic characteristic for human use.

The safety profile of the Cell Pouch™ was exemplary throughout the eight week study
with no skin irritation, no inflammation and no infections.

At the time of removal, the Cell Pouches™ at all assessment time points (2, 4 and 8
weeks) were well-incorporated with collagen and tissue, had well-established blood
supplies and formed intra-pouch cavities suitable for therapeutic cell transplantation.

These key features of the Cell Pouch™ are believed to provide for long-term survival of therapeutic
cells demonstrated in the Company’s efficacy studies.

In June 2011, the Company was invited to deliver a podium presentation to leading diabetologists,
pancreas and islet transplant clinicians and scientists at the 13" World Congress of the International
Pancreas and Islet Transplant Association Conference (IPITA), Prague, Czech Republic in a
presentation entitled, “Islet Sparing Potential of a Subcutaneous Cell Pouch™ for Allogeneic Islet
Transplantation.”

Important findings reported by the Company include:

e Glucose control was achieved using the Cell Pouch System™ at the lowest dose of
islets transplanted, about 25% of the islets typically used in other international
clinical islet transplantation programs.

e Islet transplanted animals were C-peptide positive, a gold standard measure of islet
released insulin glucose control.

e Presence of insulin in the islets within the Cell Pouch System™ was confirmed by
insulin staining.

o Treated diabetic animals maintained good health including stable body weight
confirming the effectiveness of the Cell Pouch System™ transplant.

e No adverse events related to the Cell Pouch System™ occurred during the study.
These results represent another significant preclinical safety and efficacy study of the Cell Pouch™.

The Company has now also confirmed in four controlled pre-clinical studies the robust tissue and
microvessel development suitable for therapeutic cell transplant.



The Company has strong evidence that the Cell Pouch System™ as a platform technology is
efficacious for autograft (self-tissue) transplants and could potentially be used to restore glucose control
in chronic pancreatitis patients and for allograft (donor tissue) transplants for established diabetics
administered an antirejection regimen. These consistent findings in multiple studies strongly support the
advancement of the assessment of the Cell Pouch System™ into human clinical studies.

In June 2011, the Company completed a brokered private placement of 5,337,914 units at a price of
$0.19 per unit raising gross proceeds of $1,014,200. Each unit consisted of one common share of the
Company and one common share purchase warrant. Each warrant entitles the holder to acquire on
additional common share for a period of two years, at an exercise price of $0.20 per share in the first
year and at a price of $0.35 per share in the second year. In connection with the closing, the Company
issued 195,950 brokers warrants, valued at $14,500 and paid $54,693 to the broker. Each Broker
warrant entitles the holder thereof to purchase one common share at $0.19 per share for a period of 18
months from closing. The Company also paid other closing costs of $125,915 in connection with the
private placement.

In July 2011, the company received notification from the Australian Patent office that they had
issued a Notice of Allowance for a patent, which Allowance continues to add to the Company’s
extensive portfolio of over 22 issued and pending patents covering the cell-therapy enabling
platform. The broad claims in this patent position the company to expand the platform to a wide
range of therapeutic cell types important in treating chronic disease and also positions the Company
to maximize partnering and development opportunities.

On September 1, 2011 the company completed a non-brokered private placement of 1,510,002 units
of the Company (“Units’) at a price of $0.19 per Unit for gross proceeds of $286,900. Each Unit
consists of one common share of the Company and one common share purchase warrant. Each
warrant entitles the holder thereof to purchase one share for a period of two years, at a price of $0.20
per share for the first year and at a price of $0.35 per share in the second year. In connection with
the offering, the Company issued 90,410 finder’s warrants valued at $3,992 and paid $17,328 in
finder’s fees. Each finder’s warrant entitles the holder thereto to purchase one share at a price of
$0.19 per share for a period of 18 months from the closing.

The Company is currently evaluating various options involving the Cell Pouch System™, using a tiered
product development approach, including: (1) testing autograft islets (i.e., an individual’s own islets)
placed in the Cell Pouch™ in patients with chronic pancreatitis who are having their pancreas removed
to alleviate severe pain; (2) testing donor islets with an anti-rejection drug regimen; (3) testing donor
islets in patients using Sertolin™ or other cell protector technology that may allow dose reduction or
even elimination of anti-rejection drugs in patients; and (4)assessing insulin-producing stem cells and
anti-rejection drugs or immune protective cells in diabetic patients. Management believes this tiered
approach may allow the Company to explore multiple sources of revenue with its products. Under all of
these settings, the Company is planning to focus on the use of human islets or human-derived cells for
clinical testing and eventual entry into the marketplace.

Based on results achieved to date and activities completed, the company is preparing for human clinical
studies where patients will be implanted with the Cell Pouch™ and transplanted with donor islets.

In discussions with Health Canada, it is important to note that the Cell Pouch™ has been designated as
a Medical Device for regulatory purposes. Thus the Cell Pouch™ and therapeutic cells will be regulated
separately allowing Sernova to test different types of therapeutic cells in the Cell Pouch™ over time.

Dr. James Shapiro, the developer of the Edmonton Protocol, is principal clinical investigator for the
human clinical study of the Cell Pouch™ in patients with diabetes. Documents are in the final stages of
completion for submission to Health Canada and approval of the Research Ethics Board (HREB) at the
University of Alberta.



Following identification of the ideal parameters of the device, device specifications were set and the
product is in the completion stages of being manufactured by a contract manufacturer using a semi-
automated process under strict regulatory guidelines (ISO 13485:2003) which will be suitable for
testing in clinical trials in North America and Europe. Packaging and sterilization protocols have also
been set as the final steps prior to release to the clinical site.

For entry into clinical trials, a series of biocompatibility studies have been conducted using product
manufactured by the contract manufacturer according to ISO 10993 guidelines, assessing the
compatibility of the Cell Pouch™ with the body. With virtually all of the testing completed, the Cell
Pouch™ performed extremely well, satisfying the requirements for biocompatibility.

Over the ensuing 12 months, the Company plans to:

e File documentation with the University of Alberta HREB, part of the approval
process to conduct the clinical trial;

e File regulatory documentation with Health Canada, which upon receipt of a NOL
(No Objections Letter) will enable initiation of the clinical study;

e Complete Cell Pouch™ manufacture and sterilization validation processes and
release of clinical product for the clinical trial;

e Initiate patient enrollment for the clinical trial;
e Begin assessment of the safety and efficacy in patients with diabetes;

e Complete application for additional grants for work on local cell protector
technology and for the collaboration with Dr. Shapiro to assess next generation
products related to the Cell Pouch™;

e Seek additional collaborations with islet transplantation centres towards further
clinical evaluation of the Cell Pouch™;

e Develop corporate collaborations to assess stem cell and other technologies in the
Cell Pouch™; and

e Continue discussions with potential business partners towards a licensing deal.

To help guide the diabetes research efforts, the Company has a Scientific Advisory Board chaired by
Dr. David White. He is a noted immunologist, formerly a professor at Cambridge University in England
and now Professor Emeritus at the University of Western Ontario. Over the two past fiscal years, the
following appointments have been made to the board:

On September 21, 2010, Dr. James Shapiro was appointed to the Company’s Scientific Advisory Board.
Dr. Shapiro is a world renowned transplantation scientist and clinician, and is currently Director of
Clinical Islet Transplantation program at the University of Alberta, where he oversees the largest
clinical islet transplant program in the world. Dr. Shapiro with a team at the University of Alberta was
instrumental in developing the Edmonton protocol, the current standard of care for islet transplantation.
The experience and clinical expertise of Dr. Shapiro is considered invaluable to the Company as it
continues to plan its clinical trials.

On October 19, 2010, Dr. David Sutherland was appointed to the Company’s Scientific Advisory

Board. Dr. Sutherland is a professor, Transplantation Scientist and Clinician in the Division of
Transplantation, Director of the Schulze Institute and Dobbs Diabetes Research Chair within the

10



Department of Surgery at the University of Minnesota where he oversees the largest clinical islet
autotransplant program in the world. The addition of Dr. Sutherland to the Advisory Board represents
another key component in the strategy of advancing the Cell Pouch System™ into Human Clinical
Trials.

On December 16, 2010, Dr. Steven Paraskevas was appointed to the Company’s Scientific Advisory
Board. Dr. Paraskevas is highly respected in the islet transplant field and the new islet transplantation
program at McGill University headed by Dr. Paraskevas is the third such centre in Canada and provides
the potential to significantly increase the number of diabetic patients that can be treated with donor
islets.

Also on the Scientific Advisory Board are Dr. Norman Wong, co-founder of Resverlogix and a
Professor in the Departments of Medicine and Biochemistry & Molecular Biology at the University
of Calgary, Dr. Jannette Dufour, an expert in Sertoli cells and Assistant Professor in the Department
of Cell Biology and Biochemistry at Texas Tech University Health Sciences Center, Dr. Clive
Patience a leading expert on biological safety of xenotransplants and currently Associate Director of
Bioanalytical Quality Control at Biogen Idec. Inc., Dr. George King, an award winning diabetologist
who is the Director of Research and Head of the Vascular Cell Biology Section at Joslin Diabetes
Center, and a Professor of Medicine at Harvard Medical School, and Dr. Shinichi Matsumoto, a
pancreatic islet transplant expert and Director of the Baylor All Saints Islet Cell Laboratory at the
Baylor Research Institute.

Results of Operations

During the year ended October 31, 2011, the Company continued its focus on the research and development
activities and has no products in commercial operations; however, the Company is developing products for
eventual commercial applications. As noted in Note 1 to the Consolidated Financial Statements, the Company
has incurred losses since its inception.

In light of the cash resources, the focus on the Company is directed to the research and development activities
leading to clinical evaluation of the Cell Pouch™ and strictly controlling the administrative costs. Dr. Toleikis
has continued to be instrumental in delivering key scientific relationships and in securing new collaborations,
both at the Board of Directors, Scientific Advisory Board and in locating and securing new partners.

For the year ended October 31, 2011 the company recorded a loss of $2,016,744 or $0.02 per share
compared to a loss of $1,846,371 or $0.03 per share for the prior year. A significant portion of the
increased loss can be accounted for by increased research and development costs. During the year ended
October 31, 2011, the company recorded a contribution of $218,921 from the National Research Council
towards the costs of its product development, which amounts were netted from the research costs. (Fiscal
2010 - $478,731).

Other Income for the year ended October 31, 2011 amounted to $16,967 compared to a net loss of $1,669
for the prior year. Interest and other income has increased substantially from $558 for the year ended
October 31, 2010 to $13,040 for the year ended October 31, 2011 which change can be attributed to higher
average cash balances on hand throughout the year as a result of the equity offerings completed in the year.

Other income for both reporting years was also impacted by the foreign exchange gain for the year ended
October 31, 2011 of $3,927 which compared to a foreign exchange loss of $2,227 in the prior year.

Office and miscellaneous expenses for the year ended October 31, 2011 were $202,753 compared to
$180,178 for the same period last year, representing an increase of $22,575 or 13%. The increased costs
reflect the increased activities related to raising new equity and establishing new collaborations and
costs that support the research and development activities. Significant operating costs for the year ended
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October 31, 2010 (defined as individual expense categories of approximately 10% of the total costs)
included rent of $28,800, travel costs of $33,605, regulatory fees of $19,919 and transfer agent costs of
$20,063. Significant operating costs for the year ended October 31, 2011 included rent of $32,259,
travel expenses of $37,514, and conference costs of $29,088.

Amortization of the capital assets and patent assets for the year ended October 31, 2011 was $3,201 and
$870,403 compared to $5,387 and $846,918 for the year ended October 31, 2010.

Patent fees and costs for the year ended October 31, 2011 were $67,797 compared to $125,072 for the prior
year. The change in the expense year over years reflects the timing of patent costs related to the prosecution
of new internally generated patents which costs have been expensed.

Of the loss recorded for the year ended October 31, 2011, $209,740 is related to the non-cash expense from
stock based compensation ($91,717 for the prior year) which is explained in Note 7 to the audited
Consolidated Financial Statements. The increased expense can be attributed to the stock options issued in
September and October of 2010.

Research costs for the year ended October 31, 2011 amounted to a net $415,250 after recording a
contribution of $218,921 from the National Research Council and an income tax credit of $47,699 received
in the year. Research costs for the year ended October 31, 2010 amounted to $276,760 after recording a
contribution from the National Research Council of $478,731 and an income tax credit of $16,883.

Consulting fees and non research salaries amounted to $194,476 for the year ended October 31, 2011
compared to $264,216 for the prior year, a decrease of $69,740 or 26%. The change year over year can
be accounted for principally by the payment of a bonus payment of $51,739 to a senior officer in the
prior year.

No provision for income taxes or income tax recovery on either the current year or prior year earnings
has been recorded in the Statement of Operations due to the existence of non-capital losses of
$4,079,000 in Canada and $3,500,000 operating losses in the United States as at October 31, 2011. In
assessing the realizability of future income tax assets, management considers whether it is more likely
than not that some portion or all of the future tax assets will not be realized. The ultimate realization of
future tax assets is dependant upon the generation of future taxable income.

Net loss for the year ended October 31, 2011 was $2,016,744 compared to a net loss of $1,846,371 for
the prior year, an increase of $170,373 or an increase of 9% in the level of the loss. The significant
portion of this change in the loss can be attributed to the increase in net research and development costs
of $138,490, higher stock based compensation of $118,023, offset by lower consulting fees and wages
of $69,740, lower patent fees and costs of $57,275, with the balance of the increase explained by higher
costs on general activities to support the scientific program. Basic and fully diluted loss per share for
the year ended October 31, 2011 was $0.02, compared with the basic and fully diluted loss per share of
$0.03 for the prior year.

Selected summary data with respect to the statement of operations is set out below:
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SUMMARY OF QUARTERLY RESULTS

Ist Quarter 2nd Quarter 3rd Quarter 4th Quarter

2009 Net Loss ($278226) ($384,083) ($342,677) ($463375)
Net Loss Per Share $0.00 ($0.01) ($0.01) $0.00
2010 Net Loss ($448361)  ($425,609) ($478,497)  ($493.904)
Net Loss Per Share ($0.01) $0.00 ($0.01) ($0.01)
2011  Net Loss ($521,656) ($566,562) ($440,708) ($487.818)
Net Loss Per Share ($0.01) $0.00 ($0.01) $0.00

SELECTED ANNUAL INFORMATION

2011 2010 2009
Loss for the year $2,016,744 $1,846,371 $1,468,361
Total assets $3,977,391 $4,034,486 $4,492,018
Total liabilities $119,067 $143,997 $102,220
Shareholders equity $3,858,324  $3,890,489 $4,389,798
Basic and diluted loss per share $0.02 $0.03 $0.02

All financial information is expressed in Canadian dollars, and has been prepared in accordance with
Canadian GAAP.

It is anticipated that in the current economic and financial market volatility, management will continue
to explore the opportunities to collaborate with other parties on all committed programs and
expenditures especially in light of the demands on cash resources. The Company has developed an
active research program and is faced with a significant number of expenditures and commitments that
will be managed with a focus on the management of available resources and the success in securing
new working capital funds and other collaborations and partnering opportunities to achieve the
scientific goals.
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CASH FLOWS

Cash flows used by the operating loss for the year ended October 31, 2011 were $958,650 compared
with cash flows used by the operating loss of $963,636 in the prior year, relatively unchanged year over
year. However, it should be noted that that during the year ended October 31, 2011 the Company
recorded grants and tax credits of $266,619 compared to grants and tax credits of $495,614 for the prior
year, a reduction of $228,995.

Cash provided by changes in working capital balances for the year ended October 31, 2011 was
$57,471 compared with cash provided by working capital of $137,907 in the prior year. The change in
each of the years arose for a number of reasons including the changes in and timing of amounts
receivable due under the grant from the National Research Council, Subscriptions Receivable from the
issuance of capital stock and the timing of the accounts payable related to the research and development
activities.

Regarding financing activities, in the year ended October 31, 2011 the company received net proceeds
of $1,774,839 after deducting share issuance costs of $209,086 compared to net proceeds of $1,204,175
after deducting share issuance costs of $78,394 for the year ended October 31, 2010. During the year
ended October 31, 2010, the Company received repayment of the loan of $32,000 made to an officer in
the previous year. The specific transactions are fully described in Note 7 to the Consolidated Financial
Statements.

With respect to investing activities, the company invested $94,573 in patents and trademarks for the
year ended October 31, 2011 compared to $72,267 for the year ended October 31, 2010. Capital
additions in the year ended October 31, 2011 were $4,238 and there were no capital asset additions in
the year ended October 31, 2010. The Company purchased $1,200,000 in short term investments in the
year ended October 31, 2011, compared to nil for the year ended October 31, 2010.

Accordingly, cash resources were decreased by a net $425,151 for the year ended October 31, 2011
compared to an increase of $338,179 for the year ended October 31, 2010. The changes year over year
and decrease in the cash resources reflects the acquisition of short term investments following
completion of a number of equity issuances.

LIQUIDITY AND CAPITAL RESOURCES

As a result of private placements and share offerings in the year ended October 31, 2011, the Company
has improved its working capital position by $737,378 as compared to the working capital position as at
October 31, 2010, and accordingly as at October 31, 2011 had working capital of $1,473,040. In the
prior year as a result of the private placements, the working capital position had improved and stood at
$735,662.

Notwithstanding the stronger working capital position and the success in securing grants from the
National Research Council in the last two fiscal years, management will continue to explore
opportunities to manage its operating costs, to raise additional capital and other funds, and to find
collaborative partners for the commercialization of its technologies. Dr.Toleikis has been successful in
his continued efforts to recruit new members for the Board of Directors and the Scientific Advisory
Board which should be of benefit in concluding new agreements in coming fiscal year.

There are no significant commitments for equipment, although the Company expects some modest
capital expenditures in the year ending October 31, 2012 related to additional personnel and the
expansion of the research and development activities. Management will manage the investing activities
related to patent and trademarks in light of the current cash resources but anticipates continuing
expenditures on such assets. The Company invested $94,573 in the year ended October 31, 2011
compared to $72,267 in the prior year.
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The Company is committed to monthly payments of rental space of $2,400 per month on a short term
arrangement. There are no other lease commitments. The Company is committed to annual maintenance
fees on the patent portfolio of approximately $60,000 USD.

As at October 31, 2011, the Company had cash resources of $309,991 compared to $735,142 as at
October 31, 2010. In addition, the Company has grants receivable of $17,131 and short term
investments of $1,208,119 as at October 31, 2011 which will provide additional cash resources to meet
the cost of its programs in the near future. The Company may continue to face significant uncertainty
relating to liquidity and intends to continue to search for additional sources of capital and working
funds for research and administrative costs and to fund the planned projects, and/or to actively search
for collaborative partners for various projects.

While the Company does not have available credit facilities, and will not be impacted by the changing
environment, it will require cash to fund continuing operations, likely in the form of new capital or debt

and new collaborations.

There are no defaults under operating agreements and management does not anticipate any significant
risks that there will be such a default in the period to October 31, 2012.

GOING CONCERN

These Consolidated Financial Statements have been prepared in accordance with Canadian generally
accepted accounting principles assuming the Company will continue as a going-concern basis. The
Company has incurred losses since inception and the ability of the Company to continue as a going-
concern depends upon its ability to develop profitable operations and to continue to raise adequate
financing. Management is actively targeting sources of additional financing which would assure
continuation of the Company’s operations and research programs. In order for the Company to meet its
liabilities as they come due and to continue operations, the Company remains solely dependant upon its
ability to generate such financing.

There can be no assurance that the Company will be able to continue to raise funds in which case the
Company may be unable to meet its obligations. Should the Company be unable to realize on its assets
and discharge its liabilities in the normal course of business, the net realizable value of its assets may be
materially less than the amounts recorded on the balance sheet. The Consolidated Financial Statements
do not include adjustments to amounts and classifications of assets and liabilities that might be
necessary should the Company be unable to continue operations.

The Company is and has experienced negative operating cash flows and needs to invest in continuing
patents and trademarks which cannot be met from existing cash balances. The Company will continue
to search for new funds and for new collaborative partners for the research but anticipates that the
current market conditions may impact the ability to source such funds.

BALANCE SHEET

Total assets as at October 31, 2011 were $3,977,391 compared with $4,034,486 at the end of the
Company’s last year end, representing a decrease of 1.4% or $57,095. While cash and short term
investment resources have increased year over year by $782,968 through the share issuances noted
elsewhere, substantially all of the net decrease is accounted for by the amortization of the intangible
assets.

Total current assets of $1,592,107 have increased from the balance of $879,659 as at October 31, 2010,
and reflect cash received from the issue of capital stock under the private placements, net of resources
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used to cover operations and resources used to invest in intangible assets. The change in accounts
receivable is described in Note 4 to the Consolidated Financial Statements and the prepaid expenses
declined by $16,107.

The net book value of equipment of $6,498 in the Company remains relatively unchanged from the
balance as at October 31, 2010 and the change in value can be attributed to the amortization of such
assets. During the year capital expenditures amounted to $4,238 (2010- nil).

The net book value of patents and trademarks as at October 31, 2011 declined to $2,378,786 from
$3,149,366 as at the end of the prior year. Additions in the year ended October 31, 2011 amounted to
$99,824 compared to $59,817 for the prior year. Amortization of $870,403 for the current year
compared to $846,918 for the prior year which accounted for the decrease in net book value.

Accounts payable and accrued liabilities were $119,067 at the October 31, 2011 compared to $143,997
as at October 31, 2010, a decrease of $24,930. The change is the result of timing of receipt and
settlement of contractor invoices for services related to the continuing research and development, the
cyclical nature of certain expenses and settlement payments with its trade creditors on a current basis. It
is anticipated that substantially all accounts payable and accrued liabilities as at October 31, 2011 will
be settled in the current fiscal year.

In the year ended October 31, 2011, the Company received total gross proceeds of $1,983,925 and paid
share issuance costs of $209,086 compared to gross proceeds of $1,282,569 and paid share issuance
costs of $78,394 for the year ended October 31, 2010.

In December 2009, the Company completed the second tranche involving of an offering of 1,341,000
units at $0.10 per unit for gross proceeds of $134,100. Each unit consisted of one common share of the
Company and one common share purchase warrant. Each whole warrant entitles the holder to acquire
one additional common share at an exercise price of $0.20 per share for a period of 24 months from the
closing date. Share issue costs totaled $6,167 including agents’ fees of $1,920. This offering, combined
with the 3,659,000 units issued October 30, 2009, raised gross proceeds of $500,000.

On April 28, 2010, the Company completed the first closing of a non-brokered private placement
offering through the issuance of 2,701,666 Units at $0.15 per unit for gross proceeds of $405,250, of
which $1,500 is included in receivables as at October 31, 2010. Each unit consists of one common share
of the Company and one-half share purchase warrant. Each whole warrant entitles the holder thereof to
acquire one common share at a price of $0.20 for a period of 24 months from closing. The offering was
for a maximum of 8.0 million units at a price of $0.15 per unit to raise proceeds of up to $1.2 million. In
connection with the first closing, the Company issued 46,923 finders’ warrants and $7,038 was paid to
the finders. Each Finder’s warrant entitles the holder thereof to purchase one common share at $0.15
per share for a period of 24 months from closing.

On June 4, 2010, the Company completed the second closing of a non-brokered private placement
offering through the issuance of 1,004,800 Units at $0.15 per unit for gross proceeds of $150,720. Each
unit consists of one common share of the Company and one-half share purchase warrant. Each whole
warrant entitles the holder thereof to acquire one common share at a price of $0.20 for a period of 24
months from closing. In connection with the second closing, the Company issued 33,880 finders’
warrants and $5,082 was paid to the finders. Each Finder’s warrant entitles the holder thereof to
purchase one common share at $0.15 per share for a period of 24 months from closing.

On October 18, 2010, the Company completed the first closing of a non-brokered private placement
offering through the issuance of 3,800,000 units at $0.15 per unit for gross proceeds of $570,000. Each
unit consists of one common share of the Company and one-half purchase warrant. Each whole warrant
entitles the holder thereof to acquire one common share at a price of $0.20 for a period of 24 months
from closing. The offering is for a maximum of 5.0 million units at a price of $0.15 per unit to raise
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proceeds of up to $750,000. In connection with the first closing, the Company issued 37,333 finders
warrants and $2,800 was paid to finders. Each Finder’s warrant entitles the holder thereof to purchase
one common share at $0.15 per share for a period of 24 months from closing.

On November 4, 2010, the Company completed a second closing of a non-brokered private placement
of 2,866,667 units at $0.15 per unit for gross proceeds of $430,000. Each unit consisted of one
common share of the Company and one-half of a common share purchase warrant. Each whole warrant
entitles the holder to acquire on additional common share at an exercise price of $0.20 per share for a
period of 24 months from the closing date. The Company paid finders’ fees of $11,150 to finders and
issued 21,000 finder warrants, valued at $1,450.

On December 7, 2010, the Company completed a non-brokered private placement of 1,400,000 units at
a price of $0.16 per unit raising gross proceeds of $224,000. Each unit consisted of one common share
of the Company and one-half of a common share purchase warrant. Each whole warrant entitles the
holder to acquire on additional common share at an exercise price of $0.20 per share for a period of 24
months from the closing date.

On June 24, 2011, the Company completed a brokered private placement of 5,337,914 units at a price
of $0.19 per unit raising gross proceeds of $1,014,200. Each unit consisted of one common share of the
Company and one common share purchase warrant. Each warrant entitles the holder to acquire on
additional common share for a period of two years, at an exercise price of $0.20 per share in the first
year and at a price of $0.35 per share in the second year. In connection with the closing, the Company
issued195, 950 broker warrants, valued at $14,500 and paid $54,693 to the broker. Each Broker warrant
entitles the holder thereof to purchase one common share at $0.19 per share for a period of 18 months
from closing. The Company also paid other closing costs of $95,737 in connection with the private
placement.

On September 1, 2011, the Company completed a non-brokered private placement of 1,510,002 Units
of the Company (”Units”) at a price of $0.19 per Unit for gross proceeds of $286,900. Each Unit
consists of one common share of the Company and one common share purchase warrant. Each warrant
entitles the holder thereof to purchase one common share for a period of two years, at a price of $0.20
per share in the first year and at a price of $0.35 per share in the second year. In connection with the
Offering, the Company issued 90,410 finders’ warrants and paid $17,328 in fees. Each finder’s warrant
entitles the holder thereof to purchase one common share at $0.19 per share for a period of 18 months
from the date of closing.

During the year ended October 31, 2011, the company did not grant any stock options. However,
14,063 stock options were exercised in the year for proceeds of $1,773, and 1,372,187 options expired
or were cancelled.

During the year ended October 31, 2010, the Company granted a total of 2,587,083 stock options, with
a grant of 680,000 stock options to directors and employees with an exercise price of $0.12 per option,
a grant of 1,657,083 stock options to directors, officers and employees and consultants with an exercise
price of $0.15 per share and a grant of 250,000 stock options to an officer with an exercise price of
$0.20 per option. In addition, during the year ended October 31, 2010 262,500 stock options were
cancelled or expired.

Accordingly, there are 4,597,208 options outstanding to directors, officers, employees, consultants and
members of the Scientific Advisory Board as at October 31, 2011 compared to 5,983,458 options
outstanding as at October 31, 2010. As at October 31, 2011, 3,816,791 of the options are exercisable.

In the year ended October 31, 2011, 264,807 agents’ and finders’ warrants were exercised at a price of

$0.10 per share and 264,807 common shares were issued for gross cash proceeds of $27,048. (2010
450,000 warrants - $22,500).
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During the year ended October 31, 2011, the Company issued 9,288,610 share purchase warrants in
connection with various private placements as noted in this document compared to 5,212,369 issued
during the year ended October 31, 2010.

Accordingly, there are 18,148,639 common share purchase warrants outstanding as at October 31, 2011
compared to 9,124,836 as at October 31, 2010.

Details of the warrants and stock options are detailed in Note 7 to the Consolidated Financial
Statements.

OFFE-BALANCE SHEET ARRANGEMENTS

The Company does not have any off-balance sheet arrangements.

FOURTH QUARTER

Except as disclosed, there are no significant fourth quarter events or items that affected the Company’s
financial condition, cash flows or results of operations.

TRANSACTIONS WITH RELATED PARTIES

During the year ended October 31, 2010, the Company paid $1,937 to Jeffrey Bacha, a Director of the
Company for his services in conducting an internal review of the Company’s research and development,
financing and partnering activities and strategies.

During the year ended October 31, 2011 the Company paid $75,000 (2010 - $76,923) in consulting
fees for the services of the Chief Financial Officer, paid to a company controlled by the officer.

During the year ended October 31, 2009, the Company advanced $22,000 USD to Dr. A. Moseley, a
Director of the Company at the time for her services in advising on cell-based product development, clinical
and regulatory affairs as well as financing and partnering activities and strategies. During the year ended
October 31, 2010 $16,600 of this amount was expensed (2009- $7,895). Dr. Moseley is no longer a Director
of the company.

In fiscal 2009, the Company advanced $32,000 to the President in connection with the private
placement in May 2009, with interest due at a rate of 1% per annum, to purchase 1,066,667 common
shares. The loan was fully repaid with interest in fiscal 2010.

These transactions are in the normal course of operations and are measured at the exchange amount,
which is the amount of consideration established and agreed to by the parties. Amounts due to related
parties are non-interest bearing, unsecured and have no specific repayment terms.

PROPOSED TRANSACTIONS

There is no proposed asset or business acquisition or disposition that the Company's Board of Directors
has decided to proceed with, or that senior management believes will be probably confirmed by the
Board of Directors.

NEW ACCOUNTING PRONOUNCEMENTS

Changes in accounting policies
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Business Combinations, Non-controlling Interest and Consolidated Financial Statements

In January 2009, the CICA issued Handbook Sections 1582 “Business Combinations”, 1601
“Consolidated Financial Statements” and 1602 “Non-controlling Interests” which replace CICA
Handbook Sections 1581 “Business Combinations” and 1600 “Consolidated Financial Statements”.
Section 1582 establishes standards for the accounting for business combinations that is equivalent to the
business combination accounting standard under IFRS. Section 1582 is applicable for the Company’s
business combinations with acquisition dates on or after January 1, 2011. Early adoption of this Section
is permitted. Section 1601 together with Section 1602 establishes standards for the preparation of
consolidated financial statements. Section 1601 is applicable for the Company’s interim and annual
consolidated financial statements for its fiscal year beginning November 1, 2011. Early adoption of this
Section is permitted and all three Sections must be adopted concurrently.

International Financial Reporting Standards (“‘IFRS”)

In 2006, the Canadian Accounting Standards Board (“AcSB”) published a new strategic plan that will
significantly affect financial reporting requirements for Canadian companies. The AcSB strategic plan
outlines the convergence of Canadian GAAP with IFRS over an expected five year transitional period.
In February 2008, the AcSB announced that 2011 is the changeover date for publicly-listed companies
to use IFRS, replacing Canada’s own GAAP. The date is for interim and annual financial statements
relating to fiscal years beginning on or after January 1, 2011. The transition date for the Company will
be November 1, 2010 and will require the restatement for comparative purposes of amounts reported for
the year Ended October 31, 2011.

Management prepared a component evaluation of its existing financial statement line items, comparing
Canadian GAAP to the corresponding IFRS guidelines, and has identified a number of differences.
Many of the differences identified are not expected to have a material impact on the reported results and
financial position.

Management will also consider the impact of IFRS on the following aspects of its business:

Adequacy of information systems
Impact on internal controls
Financial reporting expertise

The Company has completed the following steps to prepare for the transition:

Employee training on the new IFRS standards. Training efforts will primarily focus on educating
those individuals, whose roles and responsibilities will be directly impacted by the changes. The
Company will also be working with the audit committee of the board of directors to provide awareness
of IFRS and guidance as to the potential impact of the changes on its consolidated financial statement
and accounting practices.

. Assessment of the accounting and reporting differences between IFRS and GAAP, selecting the
appropriate IFRS accounting policies and development of IFRS financial formats. Management will

develop a checklist of financial and reporting items which will be affected by IFRS reporting standards.

. Assessment of the implications of IFRS on its internal systems and processes including documentation
and internal controls.

. Assessment of the implications of IFRS on all other areas of its business, including contractual
arrangements with its consultants, collaborations and third party contracts.
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Most adjustments required on transition to IFRS will be made, retrospectively, against opening retained
earnings as of the date of the first comparative balance sheet presented based on standards applicable at
that time.

IFRS 1, “First-Time Adoption of International Financial Reporting Standards”, provides entities
adopting IFRS for the first time with a number of optional exemptions and mandatory exceptions, in
certain areas, to the general requirement for full retrospective application of IFRS.

Our adoption of [FRS will be impacted by our IFRS 1 elections and by ongoing policy choices. IFRS 1
sets out procedures that we must follow when we prepare our consolidated financial statements for the
first time after adopting IFRS. The IFRS 1 elections we expect to make upon transition are summarized
below; these elections may change pending further development in IFRS during our transition year.

We have also determined that our critical accounting policies under IFRS will be the same as those
under Canadian GAAP.

Set out below are the most significant areas, management has identified to date, where changes in
accounting policies may have the highest potential impact on the Company’s consolidated financial
statements based on the accounting policy choices approved by the Audit Committee and Board of
Directors.

Impairment of Assets

Canadian GAAP generally uses a two-step approach to impairment testing: first comparing asset
carrying values with undiscounted future cash flows to determine whether impairment exists; and then
measuring any impairment by comparing asset carrying values with discounted cash flows.
International Accounting Standard (IAS) 36, “Impairment of Assets” uses a one-step approach for both
testing and measurement of impairment, with asset carrying values compared directly with the higher of
fair value less costs to sell and value in use (which uses discounted future cash flows). This may
potentially result in write downs where the carrying value of assets were previously supported under
Canadian GAAP on an undiscounted cash flow basis, but could not be supported on a discounted cash
flow basis.

Share Based Payments

IFRS and Canadian GAAP largely converge on the accounting treatment for share — based transactions
with only a few differences.

Canadian GAAP allows either accelerated or straight line method of amortization for the fair value of
stock options under graded vesting. Currently, the Company is using the straight line method. IFRS 2,
on the other hand, allows only the accelerated method.

Under IFRS, the estimate for forfeitures must be made when determining the number of equity
instruments expected to vest, while under Canadian GAAP forfeitures can be recognized was they

occur.

Upon adoption of IFRS, the Company will change both the method of amortization, which would give
rise to an accelerated compensation expense, and the method of forfeiture recognition.

Future Income Taxes
Like Canadian GAAP, deferred income taxes under IFRS are determined using the liability method for

temporary differences at the balance sheet date between the tax bases of assets and liabilities and their
carrying amounts for financial reporting purposes, and by generally applying tax rates applicable to the
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Company to such temporary differences. Deferred income taxes relating to temporary differences that
are in equity are recognized in equity and under I[FRS subsequent adjustments thereto are backward
traced to equity.

IFRS prohibits recognition where deferred income taxes arise from the initial recognition of an asset or
liability in a transaction that is not a business combination and, at the time of the transaction, affects
neither accounting nor taxable net earnings. The Company expects the impact of implementing IAS 12,
Income Taxes to not have an impact on the financial statements. However, as events and circumstances
of the Company’s operations change that give rise to future income taxes, [AS 12 will be applied.

As the Company elects and approves the IFRS accounting policy for each of the areas above,
management will determine and disclose impact of the IFRS adoption at the transition date on our
financial statements. The International Accounting Standards Board will also continue to issue new
accounting standards during the conversion period and, as a result, the final impact of IFRS on the
Company’s consolidated financial statements will only be measured once all the IFRS applicable
accounting standards at the conversion date are known.

In the period leading up to the changeover in 2011, the AcSB has ongoing projects and intends to issue
new accounting standards during the conversion period. As a result, the final impact of IFRS on the
Company’s consolidated financial statements can only be measured once all the IFRS accounting
standards at the conversion date are known. Management will continue to review new standards, as well
as the impact of the new accounting standards, between now and the conversion date to ensure all
relevant changes are addressed.

DISCLOSURE OF OUTSTANDING SHARE DATA

As at the date of this report, the Company has 95,147,277 common shares issued and outstanding.

The Company also has a total of 4,297,208 outstanding stock options outstanding as at February 16,
2012. Details of the number of such options, the exercise price and the expiry dates are outlined in Note
7 to the Consolidated Financial Statements.

The Company has 16,807,639 common share purchase warrants outstanding as at February 16, 2012.
Details of the terms and conditions of the outstanding warrants are outlined in Note 7 to the
Consolidated Financial Statements.

FINANCIAL INSTRUMENTS

The Company's financial instruments consist of cash and equivalents, short term investments,
receivables and accounts payable and accrued liabilities. Unless otherwise noted, it is management's
opinion that the Company is not exposed to significant interest or credit risks arising from these
financial instruments. The fair value of these financial instruments approximates their carrying value,
unless otherwise noted. The Company is subject to any significant financial risk arising from
fluctuations in foreign currency exchange rates. The Company does not use any derivative instruments
to reduce its exposure to fluctuations in foreign currency exchange rates. (Refer to Note 13 in the
Consolidated Financial Statements).
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RISKS AND UNCERTAINTIES

Investment Risk

Volatility of Share Price, Absence of Dividends and Fluctuation of Operating Results. Market prices
for the securities of biotechnology companies, including the Issuer, have historically been highly
volatile. Factors such as fluctuation of the Issuer’s operating results, announcements of technological
innovations, patents or new commercial products by the Issuer or competitors, results of clinical
testing, regulatory actions, or public concern over the safety of biopharmaceutical products and other
factors could have a significant effect on the share price or trading volumes for the common shares.
The Issuer’s common shares have been subject to significant price and volume fluctuations and may
continue to be subject to significant price and volume fluctuations in the future. The Issuer has not
paid dividends to date and does not expect to pay dividends in the foreseeable future.

Issuer Risk

Early Stage Development and Scientific Uncertainty. The Issuer’s products are at an early stage of
development. Significant additional investment in research and development, product validation,
technology transfer to 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 the Issuer in
sufficient amounts or in a timely fashion to allow the Issuer 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 the Issuer 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 the Issuer’s
investment in any such products will be recovered through sales or royalties.

Additional Financing Requirements and Access to Capital. The Issuer will require substantial
additional funds for further research and development, planned clinical testing, regulatory approvals,
establishment of manufacturing capabilities and, if necessary, the marketing and sale of its products.
The Issuer may attempt to raise additional funds for these purposes through public or private equity or
debt financing, collaborations with other biopharmaceutical companies and/or from other sources.
There can be no assurance that additional funding or partnership will be available on terms acceptable
to the Issuer and which would foster successful commercialization of the Issuer’s products.

Patents and Proprietary Technology. The Issuer’s 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 the Issuer will develop additional proprietary products that are patentable, that issued
patents will provide the Issuer 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 the Issuer to do
business.

Furthermore, there can be no assurance that others will not independently develop similar products,
duplicate any of the Issuer’s products, or design around the products patented by the Issuer. In
addition, the Issuer 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 the Issuer. If the Issuer 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
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such licenses could be foreclosed. In addition, the Issuer 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 the Issuer to maintain the
confidentiality of its technology may be crucial to its ultimate possible commercial success. While the
Issuer 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 the
Issuer’s trade secrets or disclose the technology, or that the Issuer can meaningfully protect its rights to
its trade secrets.

Dependence on Collaborative Partners, Licensors and Others. The Issuer currently utilizes
technology which has been licensed to it and technology which has been developed by its own
researchers. In particular, the Issuer is dependent upon the license to use certain technology provided
under a sublicense agreement with Sertoli Technologies Inc. dated August 9, 2006 for the development
of its product candidates. While the Issuer’s licenses are in good standing, they may be terminated by
the licensor if there is a breach of the licensing agreement.

The Issuer’s 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. The Issuer intends to attract
corporate partners and enter into additional research collaborations. There can be no assurance,
however, that the Issuer will be able to establish such additional collaborations on favourable 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 the Issuer 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.

Should any collaborative partner fail to develop, manufacture, or commercialize successfully any
product to which it has rights, or any partner’s product to which the Issuer will have rights, the Issuer’s
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 the Issuer’s competitors, as a means for developing treatments for the diseases targeted by
the Issuer’s programs.

Furthermore, the Issuer will 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 the
Issuer. the Issuer intends to 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. The Issuer 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.

Reliance on Key Personnel. The Issuer is dependent on certain members of its management and
scientific staff as well as consultants and contractors, the loss of services of one or more of whom
could adversely affect the Issuer. In addition, the Issuer’s ability to manage growth effectively will
require it to continue to implement and improve its management systems and to recruit and train new
employees. There can be no assurance that the Issuer will be able to successfully attract and retain
skilled and experienced personnel.

Lack of Product Revenues and History of Losses. To date, the Issuer has not recorded any revenues
from the sale of cell therapy products. The Issuer expects to incur additional losses during the periods
of research and development, clinical testing, and application for regulatory approval of its product
candidates. The Issuer expects to incur losses unless and until such time as payments from corporate
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collaborations, product sales and/or royalty payments generate sufficient revenues to fund its
continuing operations.

Conflict of Interest. Certain of the directors and senior officers of the Issuer may, from time to time,
be employed by or affiliated with organizations which have entered into agreements with the Issuer.
As disputes may arise between these organizations and the Issuer, or certain of these organizations
may undertake or have undertaken research with competitors of the Issuer, there exists the possibility
for such persons to be in a position of conflict. Any decision or recommendation made by these
persons involving the Issuer will be made in accordance with his or her duties and obligations to deal
fairly and in good faith with the Issuer and such other organizations. In addition, as applicable, such
directors and officers will refrain from voting on any matter in which they have a conflict of interest.

Industry Risk

Government Regulations. Biotechnology and pharmaceutical companies operate in a high-risk
regulatory environment. The manufacture and sale of animal and human diagnostic and therapeutic
products is governed by numerous statutes and regulations in the United States, Canada and other
countries where the Issuer 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 the Issuer to utilize its technology, thereby adversely affecting operations. Further, there
can be no assurance that the Issuer’s diagnostic product candidates will achieve levels of sensitivity
and specificity sufficient for regulatory approval or market acceptance, or that its therapeutic product
candidates prove to be safe and effective in clinical trials, or receive the requisite regulatory approval.
There is no assurance that the Issuer 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, impose similar restrictions.

Hazardous Materials and Environmental Matters. Certain of the Issuer’s research and development
processes will involve the controlled use of hazardous materials. The Issuer is subject to federal,
provincial and local laws and regulations governing the use, manufacture, storage, handling and
disposal of such materials and certain waste products. Although management of the Issuer believes
that its procedures for handling and disposing of such materials comply with the standards prescribed,
the risk of accidental contamination or injury from these materials cannot be completely eliminated. In
the event of such an accident, the Issuer could be held liable for damages and such liability could
exceed the resources of the Issuer. The Issuer is not specifically insured with respect to this liability.
Although management of the Issuer believes that it currently complies in all material respects with
applicable environmental laws and regulations, the Issuer may be required to incur significant costs to
comply with environmental laws and regulations in the future. Furthermore, there can be no assurance
that the operations, business or assets of the Issuer will not be materially adversely affected by current
or future environmental laws or regulations.

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 the Issuer’s proposed products or technologies non-competitive, or that the Issuer 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 diagnostic or therapeutic effect as compared
with products to be developed by the Issuer, and could be more effective and less costly than the
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products to be developed by the Issuer. In addition, alternative forms of medical treatment may be
competitive with the Issuer’s products.

Competition. Technological competition from pharmaceutical companies, biopharmaceutical
companies and universities is intense and is expected to increase. Potential competitors of the Issuer
have or may develop product development capabilities or financial, scientific, marketing and human
resources exceeding those of the Issuer. Competitors may develop products before the Issuer develops
its own products, obtain regulatory approval for such products more rapidly than the Issuer, or develop
products which are more effective than those which the Issuer intends to develop. Research and
development by others may render the Issuer’s proposed technology or products obsolete or non-
competitive or produce treatments or cures superior to any therapy developed or to be developed by
the Issuer, or otherwise preferred to any therapy developed by the Issuer.

Status of Healthcare Reimbursement. The Issuer’s 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 the Issuer to realize
an acceptable return on its investment in product development.

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 the Issuer, 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 the Issuer’s products. A
product liability claim brought against the Issuer, or withdrawal of a product from the market, could
have a material adverse effect upon the Issuer and its financial condition.

MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING

These Consolidated Financial Statements have been prepared by management in accordance with
Canadian generally accepted accounting principles, and have been approved by the Board of
Directors. The integrity and objectivity of these Consolidated Financial Statements are the
responsibility of management. In addition, management is responsible for ensuring that this
information is consistent, where appropriate, with the information contained in the Consolidated
Financial Statements.

In support of this responsibility, the Company’s management maintains systems of internal
accounting and administrative controls to provide reasonable assurance that the financial information
is relevant, reliable and accurate and that the Company's assets are appropriately accounted for and
adequately safeguarded. When alternative accounting methods exist, management has chosen those it
deems most appropriate in the circumstances. These Consolidated Financial Statements may include
certain amounts based on estimates and judgments. Management has determined such amounts on a
reasonable basis to ensure that the Consolidated Financial Statements are presented fairly in all
material respects.

The Company maintains a set of disclosure controls and procedures designed to ensure that the
information required to be disclosed in filings made pursuant to Multilateral Instrument 52-109 is
recorded, processed, summarized and reported within the time periods specified in the Canadian
Securities Administrators rules and forms. The Company’s Chief Executive Officer and Chief
Financial Officer have evaluated the Company’s disclosure controls and procedures as of October 31,
2011, and concluded that the current disclosure controls and procedures are effective.
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The Board of Directors is responsible for ensuring that management fulfills its responsibilities for
financial reporting and internal control. The Board carries out this responsibility principally through
its Audit Committee. The Audit Committee is appointed by the Board and has at least one financial
expert, and none of its members are involved in the daily operations of the Company. The Audit
Committee meets periodically with management and the external auditor to discuss controls over the
financial reporting process, auditing matters and financial reporting issues, to satisfy itself that each
party is properly discharging its responsibilities, and to review the annual Consolidated Financial
Statements with the external auditors.

The Committee reports its finding to the Board for consideration when approving the Consolidated
Financial Statements for issuance to shareholders. The Committee also considers, for
recommendation by the Board and approval by the shareholders, the reappointment of the external
auditors.

Due to the limited number of appropriately qualified staff, there is little segregation of duties within the
financial internal control environment of the Company. Functions that would normally be segregated
within a typical control environment are performed by one individual and the preparation and
authorization of certain activities that would normally be separated are not as only one member of staff
is responsible for substantially all of the day-to-day finance functions and the financial reporting of the
Company. Due to the lack of segregation of duties, management has identified certain control
weaknesses. The Company relies on certain compensating controls, including substantive periodic
review of the financial statements, to ensure that disclosure controls and procedures are effective. The
Chairman of the Board of Directors and Chief Financial Officer have concluded that disclosure controls
and procedures are effective to provide reasonable assurance that all material or potentially material
information about the activities of the Company is made known to them by others within the Company.

There are no changes to the critical accounting estimates as a result of the current market conditions
that require any special disclosure at this time. Amounts included in the current assets are deemed
collectible and do not require adjustment and management is comfortable as to the recoverability of the
long term assets as at October 31, 2011.

There have been no significant changes to the Company’s internal control environment during the year
ended October 31, 2011 and subsequent to that date that would have materially affected the Company’s

internal controls over financial reporting.

The external auditor has full and free access to the Audit Committee with respect to his findings
concerning the fairness of the financial reporting and adequacy of internal controls.
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