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Sernova Corp.

Consolidated Balance Sheets as at July 31, 2008 and October 31, 2007

CURRENT ASSETS
Cash
Accounts Receivable
Prepaid Expenses

OTHER

Equipment
Intangible Assets (Note 4)

CURRENT LIABILITIES
Accounts Payable and Accrued Liabilities

Share Capital (Note 5)
Contributed Surplus (Note 5)

Deficit

Going Concern (Note 1)

ASSETS

LIABILITIES

SHAREHOLDERS' E

UITY

July 31, October 31,
2008 2007
$ $
(unaudited) audited
712,692 1,800,205
12,893 61,591
3,220 17,425
728,805 1,879,221
6,342 8,307
4,811,533 5,344,898
4,817,875 5,353,205
5,546,680 7,232,426
32,937 34,286
17,232,859 17,232,859
1,812,100 1,307,075
19,044,959 18,539,934
(13,631,216) (11,341,794)
5,413,743 7,198,140
5,446,680 7,232,426




Sernova Corp.

Consolidated Statements of Operations and Deficit

REVENUES
Royalty Income
Interest and Other Income
Foreign Currency Gain

OPERATING EXPENSES
Amortization of Capital Assets
Consulting Fees
Currency Loss
Patent Amortization
Patent Fees
Professional Fees
Research Costs
Office, General and Administration
Stock-Based Compensation (Note 5)

NET LOSS FOR THE PERIOD
(Deficit), Beginning of Period

(Deficit), End of Period

Basic Loss per Common Share

Fully Diluted Loss per Common Share

Weighted Average Number of Common Shares Qutstanding

Three Three Nine Nine
Months Months Months Months
Ended Ended Ended Ended
July 31, July 31, July 31, July 31,
2008 2007 2008 2007
$ $ $ $
(unaudited) (unaudited) (unaudited) (unaudited)
9,251 8,498 31,104 31,391
4,741 18,047 33,526 66,542
- 13,539 - 805
13,992 40,084 64,630 98,738
655 2,453 1,965 2,719
62,560 62,498 124,974 228,185
2,466 - 8,011 -
188,067 119,681 564,196 359,583
28,265 3,134 52,827 24,061
30,082 59,809 113,729 250,613
74,647 775,893 666,446 1,417,140
40,547 57,565 183,353 146,308
70,955 14,828 505,025 258,670
498,244 1,095,861 2,220,526 2,687,279
(488,993) (1,055,777) (2,189,422) (2,588,541)
(13,042,223) (9,296,806) (11,341,794) (7,764,042)
(13,531,216) (10,352,583) (13,531,216) (10,352,583)
(0.01) (0.02) (0.04) (0.05)
(0.01) (0.02) 0.04) (0.05)
56,797,358 52,824,055 56,797,358 51,802,118




Sernova Corp.

Consolidated Statements of Cash Flows

CASH PROVIDED BY (USED FOR)

OPERATING ACTIVITIES

Net Loss for the Period

Items Not Requiring a Current Outlay of Cash:
Amortization of Equipment
Patent Amortization
Stock-Based Compensation

Changes in Non-Cash Working Capital Balances
Accounts Receivable
Prepaid Expenses
Accounts Payable and Accrued Liabilities
Changes in Working Capital Balances

(Used by) Operating Activities

INVESTING ACTIVITIES
Patent and Trademarks
Acquisition of Equipment

(Used by) Investing Activities

FINANCING ACTIVITIES
Issue of Share Capital ( Net of Issuance Costs)
Provided by Financing Activities

(DECREASE) IN CASH

DURING THE PERIOD
Cash, Beginning of Period
Cash, End of Period

Three Three Nine Nine
Months Months Months Months
Ended Ended Ended Ended
July 31, July 31, July 31, July 31,
2008 2007 2008 2007
$ $ $ $
(unaudited) (unaudited) (unaudited) (unaudited)
(488,993) (1,055,777) (2,189,422) (2,588,541)
655 2,453 1,965 2,719
188,067 119,861 564,196 359,583
70,955 14,828 505,025 258,670
(229,316) (918,635) (1,118,236) (1,967,569)
42,354 57,639 48,698 25,947
9,025 (192,632) 14,205 (166,414)
(127,837) (150,554) (1,349) (83,919)
(76,458) (285,547) 61,554 (224,386)
(305,774) (1,204,182) (1,056,682) (2,191,955)
- - (30,831) (1,142,312)
- - - 0
- - (30,831) (1,142,312)
- 1,376,325 - 2,475,625
- 1,376,325 - 2,475,625
(305,774) 172,143 (1,087,513) (858,642)
1,018,466 1,843,951 1,800,205 2,874,736
712,692 2,016,094 712,692 2,016,094

Supplemental disclosure with respect to cash flows (Note 7)



SERNOVA CORP.

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited — Prepared by Management)

For The Three and Nine Months Ended July 31, 2008

1. NATURE AND CONTINUANCE OF OPERATIONS

Sernova Corp. (formerly Pheromone Sciences Corp.) (the “Company”) was incorporated under the Company Act
(British Columbia) on August 19, 1998. Effective May 29, 2001, the Company was continued under the Canada
Business Corporations Act.

These consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries,
Sertocell Biotechnology (US) Inc. (“Sertocell””) and Sertonex Inc. (“Sertonex”). All significant inter-company balances
and transactions have been eliminated.

Pursuant to the definitive agreement for the sale of its proprietary technology in fiscal 2004, the Company retains a
graduated royalty on world wide sales of the fertility monitor and any related products stemming from the Fertilité-OV™
fertility monitor and accompanying technology and patents until the earlier of expiry of the patents or 2014.

These unaudited interim consolidated financial statements have been prepared by the Corporation in accordance with
Canadian generally accepted accounting principles. All financial summaries included are presented on a comparative
and consistent basis showing the figures for the corresponding period in the preceding year. The preparation of financial
data is based on accounting principles and practices consistent with those used in the preparation of annual financial
statements. Certain information and footnote disclosure normally included in financial statements prepared in
accordance with Canadian generally accepted accounting principles has been condensed or omitted. These unaudited
interim consolidated financial statements should be read together with the audited financial statements and the
accompanying notes included in the Corporation’s latest annual filing. In the opinion of the Corporation, its unaudited
interim consolidated financial statements contain all adjustments necessary in order to present a fair statement of the
results of the interim periods presented.

Going Concern

These unaudited interim consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles applicable to a going concern, which assumes that the Company will be able to realize
assets and discharge liabilities in the normal course of business. 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 its operations, the Company is solely dependent 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 sheets. - The 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.

July 31, October 31,

2008 2007
Working capital $ 695,868 $ 1,844,935
Deficit (13,531,216) (11,341,794)




SERNOVA CORP.

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited — Prepared by Management)

For The Three and Nine Months Ended July 31, 2008

2. BASIS OF PRESENTATION
Change in accounting policy

On November 1, 2007, the Company adopted Canadian Institute of Chartered Accountants (“CICA”) Handbook Sections
3855 “Financial Instruments — Recognition and Measurement”, 3861 “Financial Instruments — Disclosure and
Presentation”, 3865 “Hedges”, 1530 “Comprehensive Income”, and 3251 “Equity”, for fiscal years beginning on or after
January 1, 2007. These standards have been adopted on a prospective basis with no restatement to prior period financial
statements.

Financial instruments - Recognition and measurement

Section 3855 establishes standards for the recognition and measurement of all financial instruments, provides a
characteristics-based definition of a derivative financial instrument, provides criteria to be used to determine when a
financial instrument should be recognized, and provides criteria to be used when a financial instrument is to be
extinguished. Under this standard, all financial instruments are required to be measured at fair value on initial
recognition. Measurement in subsequent periods depends on whether the financial instrument has been classified as held-
for-trading, held-to-maturity, available-for-sale, loans and receivables, or other financial liabilities. The Company has
implemented the following classifications for its financial instruments:

a) Cash equivalents and short term investments have been classified as held-for-trading.
b) Receivables have been classified as loans and receivables and measured at amortized cost.

¢) Accounts payable and accrued liabilities have been classified as other financial liabilities and are measured at
amortized cost.

Comprehensive Income

Section 1530 establishes standards for reporting and displaying comprehensive income. Comprehensive income is
defined as the change in equity (net assets) from transactions and other events from non-owner sources. Other
comprehensive income is defined as revenues, expenses, gains and losses that, in accordance with primary sources of
GAAP, are recognized in comprehensive income, but excluded from net income. This would include holding gains and
losses from financial instruments classified as available-for-sale. As of April 30, 2008, no financial instruments have
been classified as available-for-sale.

Recent accounting pronouncements

The CICA has issued new standards which may affect the financial disclosures and results of operations of the
Company for interim and annual periods beginning January 1, 2008. The Company has adopted the requirements
commencing in the interim period ended April 30, 2008.

Section 1400 — Assessing going concern

This Section was amended to include requirements for management to assess and disclose an entity’s ability to continue
as a going concern.



SERNOVA CORP.

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited — Prepared by Management)

For The Three and Nine Months Ended July 31, 2008

2. BASIS OF PRESENTATION (cont’d...)
Section 1535 — Capital disclosures

This Section establishes standards for disclosing information about an entity's capital and how it is managed. Under this
standard the Company will be required to disclose the following, based on the information provided internally to the
entity's key management personnel:

(i) qualitative information about its objectives, policies and processes for managing capital.
(ii) summary quantitative data about what it manages as capital.
(iii) whether during the period it complied with any externally imposed capital requirements to which it is subject.

(iv) when the Company has not complied with such externally imposed capital requirements, the consequences of such
non-compliance.

Section 3862 — Financial instruments — disclosures

This Section requires entities to provide disclosure of quantitative and qualitative information in their financial
statements that enable users to evaluate (a) the significance of financial instruments for the entity's financial position and
performance; and (b) the nature and extent of risks arising from financial instruments to which the entity is exposed
during the period and at the balance sheet date, and management’s objectives, policies and procedures for managing such
risks. Entities will be required to disclose the measurement basis or bases used, and the criteria used to determine
classification for different types of instruments.

The Section requires specific disclosures to be made, including the criteria for:

(i) designating financial assets and liabilities as held for trading;

(ii) designating financial assets as available-for-sale; and

(iii) determining when impairment is recorded against the related financial asset or when an allowance account is used.

Section 3863 — Financial instruments - presentation

This Section was issued to enhance financial statement users' understanding of the significance of financial instruments
to an entity's financial position, performance and cash flows. This section establishes standards for presentation of
financial instruments and non-financial derivatives. It deals with the classification of financial instruments, from the
perspective of the issuer, between liabilities and equity, the classification of related interest, dividends, losses and gains,
and the circumstances in which financial assets and financial liabilities are offset.

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 of January
1, 2011 will require the restatement for comparative purposes of amounts reported by the Company for the year ended
December 31, 2010. While the Company has begun assessing the adoption of IFRS for 2011, the financial reporting
impact of the transition to IFRS cannot be reasonably estimated at this time.



SERNOVA CORP.

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited — Prepared by Management)

For the Three and Nine Months Ended July 31, 2008

ACQUISITION OF SUBSIDIARY

The Company acquired an option to purchase 100% of the issued and outstanding common shares of Sertonex, a
privately held company, in consideration of the staged issuance of 6,945,000 common shares of the Company and the
completion of an aggregate of $3,500,000 in equity financing. The common shares issued pursuant to the acquisition
agreement are subject to time release escrow agreements, of which 50% are performance based escrow shares that are
considered compensatory in nature. The compensatory escrow shares are released in accordance with the performance
criteria disclosed in Note 5 and do not comprise acquisition costs.

On August 9, 2006, the Company acquired 66.67% of the issued and outstanding shares of Sertonex, in consideration for
the issuance of 4,630,000 common shares of the Company, of which 3,472,500 are compensatory and 1,157,500 are non-
compensatory, and completed $2,000,000 of the required $3,500,000 equity financing. The acquisition was accounted for
using the purchase method.

Total cost of acquisition was $594,540 consisting of the issuance of 1,157,500 non-compensatory common shares valued
at $463,000 and transaction costs of $131,540. The operating results of Sertonex were recognized in the consolidated
statement of operations beginning on August 9, 2006, the effective date of the first acquisition.

The allocation of the purchase price to the assets and liabilities of Sertonex are as follows:

Cash $ 1,941
Equipment 6,115
Due to related parties (11,921)
Accounts payable (19,251)
Intellectual property 617,656

$ 594,540

On July 26, 2007, the Company acquired the remaining 33.33% of the issued and outstanding shares of Sertonex, in
consideration for the issuance of 2,315,000 non-compensatory common shares of the Company, valued at $1,574,200.
The purchase cost of $1,574,200 has been allocated entirely to intellectual property. The Company also completed the
remaining $1,500,000 of the required $3,500,000 equity financing. As of July 26, 2007, all requirements were met for
100% ownership of Sertonex.

INTANGIBLE ASSETS
July 31, October 31,
2008 2007
Accumulated Net Accumulated Net

Cost Amortization Book Value Cost Amortization =~ Book Value

Patent licences $ 4,081,106 $ 984,315 $ 3,096,791 $ 4,050,273 $ 597,599 $ 3,452,674
Intellectual property 2,191,856 477,114 1,714,742 2,191,856 299,632 1,892,224
$ 6,272,962 $ 1,461,429 $ 4,811,533 $ 6,242,129 $ 897,231 $ 5,344,898




SERNOVA CORP.

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited — Prepared by Management)

For The Three and Nine Months Ended July 31, 2008

4. INTANGIBLE ASSETS (cont’d...)

In April 2007, the Company completed its option to purchase licences and sublicences on patents in consideration for the
issuance of 6,527,500 common shares of the Company valued at $2,611,000 and payment of $1,142,312. The Company
also incurred transaction costs of $143,868 and certain future royalty payments to complete acquisition.

5. CAPITAL STOCK AND CONTRIBUTED SURPLUS
Number Capital Contributed
of Shares Stock Surplus
Authorized
An unlimited number of common shares, without par value
Balance as at October 31, 2006 50,305,483 13,128,789 746,868
Exercise of warrants 4,036,375 2,421,825 -
Exercise of options 140,500 108,045 (54,245)
Shares issued on acquisition (Note 3) 2,315,000 1,574,200 -
Stock-based compensation - - 614.452
Balance as at October 31, 2007 56,797,358 17,232,859 1,307,075
Stock-based compensation - - 505.025
Balance as at July 31, 2008 56,797,358 $ 17,232,859 $§ 1,812,100

Escrow shares

Included in the escrow shares at July 31, 2008 are 8,146,125 common shares also which were subject to time release
escrow agreements and will not be released, transferred or assigned without the consent of the regulatory authorities.

Performance escrow shares

Included in issued capital stock and part of the escrow shares mentioned above at July 31, 2008 are 3,472,500 common
shares subject to a performance based release as follows:

a) 1,736,250 common shares on the date the Company receives approval from authorities for the initiation of human
trials for a licensed product;

b) 1,736,250 common shares on the date the Company enrolls the first patient in a Phase 3 human clinical efficacy trial
for a licensed product.



SERNOVA CORP. ,

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited — Prepared by Management)

For The Three and Nine Months Ended July 31, 2008

5. CAPITAL STOCK AND CONTRIBUTED SURPLUS (cont’d...)
Stock options

Stock option transactions are summarized as follows:

Stock options

Weighted

Average

Number Exercise

of Shares Price

Balance outstanding, October 31, 2007 4,714,500 $ 0.44

Granted 325,000 0.30
Exercised - -

Balance outstanding, July 31, 2008 5,039,500 $ 0.43

Number currently exercisable 4,165,332 $ 0.45

The following table summarizes information about the stock options outstanding at July 31, 2008:

Number Exercise
of Shares Price Expiry Date
Options 150,000 $0.13 March 30, 2010
30,000 0.16 January 3, 2010
2,339,500 0.40 March 20, 2011
1,410,000 0.40 September 11, 2011
300,000 0.40 November 22, 2011
335,000 0.88 June 22,2012
150,000 1.00 June 22, 2012
325,000 0.30 March 13, 2013
Total 5,039,500

Stock-based Compensation

The Company used the Black-Scholes option pricing model to determine the fair value of options granted. During the
nine months ended July 31, 2008, the Company granted 325,000 (2007 — 785,000) options with a weighted average fair
value of $0.30 (2007 - $0.72) per option, which is being recognized over the vesting periods of the options. Total stock-
based compensation recognized in the Statement of Operations and Deficit for the nine months ended July 31,2008 was
$505,025 (2007 — $258,670). This amount represents the value of vested options.



SERNOVA CORP.

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited — Prepared by Management)

For The Three and Nine Months Ended July 31, 2008

5. CAPITAL STOCK AND CONTRIBUTED SURPLUS (cont’d...)
Stock-based Compensation (cont’d...)

During the Nine Months Ended July 31, 2007 140,500 stock options were exercised at an average price of $0.38 per
option. The fair value of stock options has been estimated with the following assumptions:

Three and Nine Months Ended July 31 2008 2007

Dividend yield $0.00 $0.00

Expected volatility 89.15% 53.87%

Risk free interest rate 2.86% 3.88%

Expected life of options 5 years 5 years
6. COMMITMENTS

Pursuant to an agreement with a certain shareholder, the Company has exclusive rights to use certain patents and
technology utilized in the Fertilité-OV ™. Under the agreement, the shareholder earns a royalty of 2% of cumulative
revenues in excess of $1.5 million to a maximum lifetime royalty of $570,000. The shareholder will retain a security
interest over the patents until the royalty is paid in full.

7. SUPPLEMENTAL DISCLOSURE WITH RESPECT TO THE STATEMENTS OF CASH FLOWS

Cash and cash equivalents included in the statement of cash flows comprise the following balance sheet amounts:

July 31, October 31,

2008 2007
Cash $ 84,162 $ 65,145
Short-term investments 628,530 1,735,060

$ 712,692 $ 1,800,205

8. RELATED PARTY TRANSACTIONS

The Company paid or accrued the following amounts as consulting fees for management services to related parties:

Nine Month Period Ended July 31 2008 2007

Consulting fees $ 60,625 $ 198,050




SERNOVA CORP.

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited — Prepared by Management)

For The Three and Nine Months Ended July 31, 2008

10.

11.

RELATED PARTY TRANSACTIONS (cont’d...)

The Company paid or accrued the following amounts as consulting fees for management services to related parties:

Three Month Period Ended July 31 2008 2007

Consulting fees $ 11,250 $ 57,750

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.

SEGMENTED INFORMATION

Operating segments are defined as components of an enterprise about which separate financial information is available
that is evaluated regularly by management, in deciding how to allocate resources in assessing performance. All of the
Company’s operations are within research and development in the biotechnology sector with all of the Company’s
capital assets located in Canada.

CAPITAL MANAGEMENT

The Company's objectives when managing capital are to safeguard the Company’s ability to continue as a going concern
and to maintain a flexible capital structure which optimizes the costs of capital at an acceptable risk.

The Company depends on external financing to funds its activities. The capital structure of the Company currently
consists of common shares and stock options. The Company manages the capital structure and makes adjustments to it in
light of changes in economic conditions and the risk characteristics of the underlying assets. To maintain or adjust the
capital structure, the Company may attempt to issue new shares, acquire or dispose of assets or adjust the amount of
cash, cash equivalents, and short term investments.

In order to facilitate the management of its capital requirements, the Company prepares annual expenditure budgets that
are updated as necessary depending on various factors, including successful capital deployment and general industry
conditions. The annual and updated budgets are approved by the Board of Directors.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

The Company's financial instruments consist of cash and equivalents, short term investments, receivables, accounts
payable and accrued liabilities. Cash equivalents and short term investments are designated as held for trading and
therefore carried at fair value, with the unrealized gain or loss recorded on the statement of operations.

The Company’s financial instruments are exposed to a number of financial and market risks, including credit, liquidity,
foreign exchange, interest rate and price risks. The Company, may, or may not, establish from time to time active
policies to manage these risks. The Company does not currently have in place any active hedging or derivative trading
policies to manage these risks since the Company’s management does not believe that the current size, scale and pattern
of its operations would warrant such hedging activities.

8



SERNOVA CORP.

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited — Prepared by Management)

For The Three and Nine Months Ended July 31, 2008

11.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (cont’d...)
Credit Risk

Credit risk arises from the non-performance by counterparties of contractual financial obligations. The Company’s credit
risk is primarily attributable to short term investments and accounts receivable. The Company’s primary counterparties
related to its money market investments carry investment grade ratings. The Company manages credit risk for trade and
other receivables through established credit monitoring activities. The Company concentrates cash management through
its Canadian banking relationships. The Company’s maximum exposure to credit risk at the reporting date is the carrying
value of its receivables and short term investments.

Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its obligations as they fall due. The Company
manages liquidity by maintaining sufficient cash, cash equivalents, and short term investment balances to meet its
anticipated operational needs. Liquidity requirements are managed based on expected cash flows to ensure that there is
adequate capital to meet short term and long term obligations.

Foreign Exchange Risk

The Company operates within North America; therefore, foreign exchange risk exposures arise from transactions
denominated in foreign currencies. The majority of its business is conducted in Canadian dollars; however, its foreign
subsidiary, Sertocell, is located in the US. As a result, exchange risk arises primarily with respect to the US dollar. The
Company does not use any derivative instruments to reduce its exposure to fluctuations in foreign currency exchange
rates.

Market Risk

The Company does not actively trade in marketable securities.



SERNOVA CORP.

MANAGEMENT’S DISCUSSION AND ANALYSIS

Three and Nine Months Ended July 31, 2008

The following discussion and analysis explains the variations in the consolidated operating results and financial
position and cash flows of the Company for the Three and Nine Months Ended July 31, 2008 and 2007. This
analysis should be read in conjunction with the Unaudited Interim Consolidated Financial Statements of the
Company and related notes enclosed herein as at July 31, 2007. The Unaudited Interim 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.

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 use of words such as “may”, “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 Board of Directors.
The Audit Committee of the Company includes one financial expert.

PERORMANCE SUMMARY AND UPDATE

On May 25, 2006 the Company announced it had received TSX Venture Exchange approval for the joint
venture and financing agreement with Sertonex Inc. (Sertonex) of London, Ontario and Sertoli Technologies,
Inc. (STI) of Tucson, Arizona ("Joint Venture™). The purpose of the Joint Venture is to develop a commercially
viable treatment for Type 1 human diabetes using transplanted devices containing porcine cells. The technology is
branded as “Sertolin” and is the Company’s primary focus.

The Company’s efforts and expenditures have been centered around building animal model data through research to
support regulatory approval of clinical (human) trials of Sernova’s Sertoli cell technology. The Company
is planning to file an Investigational New Drug (IND) application with the United States Food and Drug
Administration (FDA), or other relevant regulatory agency, once management believes it has enough preclinical
safety and efficacy data. Sernova’s management, in conjunction with its Scientific Advisory Committee and
regulatory consultants, periodically reviews and revises its regulatory approval strategy as needed.

On April 25, 2008 the Company met with the U.S. Food and Drug Administration (FDA) to establish definitive
requirements for the filing of an Investigational New Drug (IND) application, which is required for the Company
to commence human Clinical Trials. After review of Sernova's pre-clinical testing data in rodents to date, the
FDA specified the next stage to be a pivotal pre-clinical trial consisting of a single 12 month large-animal trial
with clear endpoints, leading to a Phasel/ll human Clinical Trial. Including trial planning and chamber



manufacturing time, the pivotal pre-clinical trial is expected to take about 18 months in total to complete and
will assess the long-term safety and durable activity of Sertolin.

Sernova is now focusing on the FDA-mandated pivotal pre-clinical trial, including the scale-up and design of
the chamber for the trial, contracting with FDA-GLP facilities to perform the trial, finalizing arrangements to
secure porcine cells for this trial and future human trials, and evaluating alternatives for securing additional
financing for the trial and general working capital purposes.

On July 26, 2007, the Company exercised its right to acquire the final one-third of the shares of Sertonex as
part of the Joint Venture, and issued the final tranche of 2,315,000 shares to Dr. White and Mr. Leushner.
These shares are subject to timed escrow release as shown in the table below, and the same earn out escrow
provisions described below.

The escrow terms of the timed escrow agreement with White and Leushner are shown below.

Release Dates Total Number of Escrowed
Securities to be Released

Aug. 9, 2006 463,000
February 9, 2007 694,500
July 26, 2007 231,500
Aug. 9, 2007 694,500*
January 26, 2008 347,250
February 9, 2008 694,500*
July 26, 2008 347,250
Aug. 9, 2008 694,500*
January 26, 2009 347,250
February 9, 2009 694,500*
Aug. 9, 2009 694,500*
July 26, 2009 347,250
January 26, 2010 347,250
July 26, 2010 347,250
Total 6,945,000

* In the above table, share releases with an asterisk are further restricted in escrow by earn out provisions as
follows:



The Shares will be released from escrow on the following basis:

0] 1,736,250 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;

(i) the balance of 1,736,250 shares on the date that Sernova or an affiliate enrols the first patient in
a Phase 3 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.

As part of the Joint Venture agreement, STI exclusively licensed to Sernova all patents and patent
applications for the therapeutic use of Sertoli cell technology, the key component of Sertolin. In exchange,
Sernova issued to STI 6,527,500 common shares and a licensing fee of $1,142,312, and certain other future
royalties on income related to the patents. The payment shares are subject to a 3 year timed escrow
agreement. STI is controlled by Research Company Technologies, Inc. The escrow terms of the timed escrow

agreement with STI are shown below.

Release Dates

Total Number of Escrowed
Securities to be Released

Aug. 9, 2006 652,750
February 9, 2007 979,125
Aug. 9, 2007 979,125
February 9, 2008 979,125
Aug. 9, 2008 979,125
February 9, 2009 979,125
Aug. 9, 2009 979,125
Total 6,527,500

To help guide the diabetes research efforts, the Company has a Scientific Advisory Board chaired by Dr.
David White. Dr. White is Sernova’s principal researcher on its diabetes project. He is a noted immunologist,
formerly a professor at Cambridge University in England and now Professor of Xenotransplantation at the

University of Western Ontario.

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
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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.

The Company is also receiving cash royalty payments from the July 2004 sale of its fertility monitor technology to
HealthWatchSystems Inc. The product is branded as OV-Watch™, and is sold on the Internet and in selected
markets in the USA. Further details of the transaction are contained in the October 31%, 2004 Year-End
Financial Statement Footnotes, Note 12.

Results of Operations

The Company continues to focus on research and development and as such has incurred losses since its inception.
For the Nine Months Ended July 31, 2008 the Company recorded a loss of $2,189,422 or $0.04 per share versus a
loss of $2,588,541 or $0.05 per share for the Nine Months Ended July 31, 2007.

Revenue for the Nine Months Ended July 31, 2008 was $64,630 compared to $98,738 for the same period of the in
the prior year, a decrease of $34,108 or 34%. The decrease in revenues is the result of lower interest income arising
from reduced cash and term deposit balance year over year.

Amortization of the capital assets and patent assets amounted to $566,161 compared to $363,302 for the Nine
Months Ended July 31, 2007.

Of the current loss recorded for the period, $505,025 is related to the non-cash expense from stock based
compensation ($258,670 for the Nine Months Ended July 31, 2007).

Research costs for the Nine Months Ended July 31, 2008 were $666,446 compared to $1,417,140 for the Nine
Months Ended July 31, 2007.

General and administrative expenses for the Nine Months Ended July 31, 2008 were $482,894 compared to
$401,812 for the same period in the prior year. Significant operating costs for the Nine Months Ended July
31, 2008 (defined as individual expense categories of approximately 10% of the total costs) included
consulting costs of $124,974, professional fees of $113,729 and patent fees of $52,827. Significant operating
costs for the Nine Months Ended July 31, 2007 included consulting fees of $228,185 and professional fees of
$250,613.

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 $6,733,000 in Canada and
$1,884,000 operating losses in the United States as at October 31, 2007. 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.

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



Selected summary data with respect to the statement of operations is set out below:

SUMMARY OF QUARTERLY RESULTS

1st Quarter;  2nd Quarter 3rd Quarter 4th Quarter
2006 Net loss (98,315)  (451,772)|  (107,385)|  (585,228)
Net loss per share (0.01) (0.01) (0.01) (0.01)
2007 Net Joss (413,308)  (1,119.456)|  (1,055,777)|  (1,003,679)
Net loss per share (0.01) (0.02) (0.02) (0.01)
2008 Net loss (623,179)  (1,077.250)|  (488,993)
Net loss per share (0.01) (0.02) (0.01)
SELECTED ANNUAL INFORMATION
2007 2006 2005
Loss for the year $ (3,592,220) $ (1,242,700) (433,564)
7,232,426 6,248,234 491,662
Total assets
o 34,286 122,151 242,238
Total liabilities
Shareholders’ equity 7,198,140 6,126,083 249,424
Basic and diluted loss per share $ 0.07) $ (0.04) (0.02)



CASH FLOWS

Cash flows used by operating activities for the Nine Months Ended July 31, 2008 were $1,118,236
compared with cash flows used by operations of $1,967,569 for the same quarter in the prior year,
representing an improvement of $849,333. This change year over year is the result principally of lower
fees to consultants and professionals and lower research expenditures.

Cash provided by working capital balances for the Nine Months Ended July 31, 2008 was $61,554
compared with cash used by working capital of $224,386 for the same period in the prior year. The
change in the Nine Months Ended July 31, 2007 arose from both an decrease in accounts payable and
accrued liabilities in the fiscal period and the reduction in the prepaid expenditures as explained
previously in the MD&A.

Regarding financing activities, there was no cash generated from such sources in the Nine Months
Ended July 31, 2008 compared to $2,475,625 in the same period in the prior year. The financing
activities in the Nine Months Ended July 31, 2007 resulted from the issue of share capital, net of
issuance costs as explained in Note 5 to the Unaudited Interim Consolidated Financial Statements.

With respect to investing activities, cash invested in patents and trademarks amounted to $30,831 for
the Nine Months Ended July 31, 2008 compared to $1,142,312 for the Nine Months Ended July 31,
2007.

LIQUIDITY AND CAPITAL RESOURCES

As at July 31, 2008, the Company had cash of $712,692 compared to $1,800,205 as at October 31,
2007. Cash used for operations in the Nine Months Ended July 31, 2008 was $1,056,682 compared to
$2,191,955 for the Nine Months Ended July 31, 2007.

GOING CONCERN

The Unaudited Interim 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 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.



BALANCE SHEET

Total assets as at July 31, 2008 were $5,546,680 compared with $7,232,426 at the end of the
Company’s latest year end, representing a decrease of 23% or $1,685,746. Substantially all of the
decrease is accounted for by the use of cash resources to fund operations and the amortization of the
intangible assets. As at July 31, 2007 the total assets of the Company were $7,545,699.

Total current assets of $728,805 are substantially reduced from the balance of $1,879,221 as at October
31, 2007, and reflect the use of such resources to cover operations.

The equipment of the Company remained relatively unchanged in the Nine Months Ended July 31,
2008 and reflects the decision of management not to invest in new additions, and the change in value
can be attributed to the amortization of such assets.

There were no changes in capital stock during the Nine Months Ended July 31, 2008. During the Nine
Months Ended July 31, 2007 the Company received net proceeds of $2,475,625 resulting from the
exercise of both warrants and options as explained in Note 5 to the Unaudited Interim Consolidated
Financial Statements.

There were no changes in stock options in the Nine Months Ended July 31, 2008.

Accordingly, there are 5,039,500 options outstanding to employees, consultants, officers and directors
as at July 31, 2008, which is unchanged from the balance outstanding as at October 31, 2007. During
the Nine Months Ended July 31, 2007 the Company granted 325,000 stock options to directors, officers,
employees and consultants at an exercise price of $0.30 per common share.

There were no changes in Common Share Purchase Warrants during the Nine Months Ended July 31,
2008. During the Nine Months Ended July 31, 2007 4,036,375 warrants were exercised at an average
price of $0.60 per warrant for net proceeds of $2,421,825. There are no outstanding warrants as at
October 31, 2007 or July 31, 2008.

OFFE-BALANCE SHEET ARRANGEMENTS

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

TRANSACTIONS WITH RELATED PARTIES

During the Nine Months Ended July 31, 2008, the Company paid $20,000 to Patrick Groening, acting as the
Chief Financial Officer of the Company for his services. Consulting fees in the amount of $40,625 were
paid to a company controlled by Phil Morehouse, the Executive Vice President of the Company during
most of the same period.

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.



CHANGES IN ACCOUNTING POLICIES INCLUDING INITIAL ADOPTION

The Unaudited Interim Consolidated Financial Statements are prepared following accounting policies
consistent with the Company’s audited Annual Consolidated Financial Statements and notes thereto for
the Year Ended October 31, 2007.

On November 1, 2007, the Company adopted Canadian Institute of Chartered Accountants (“CICA”)
Handbook Sections 3855 “Financial Instruments — Recognition and Measurement”, 3861 “Financial
Instruments — Disclosure and Presentation”, 3865 “Hedges”, 1530 “Comprehensive Income”, and 3251
“Equity”, for fiscal years beginning on or after January 1, 2007. These standards have been adopted
on a prospective basis with no restatement to prior period financial statements.

Financial instruments - Recognition and measurement

Section 3855 establishes standards for the recognition and measurement of all financial instruments,
provides a characteristics-based definition of a derivative financial instrument, provides criteria to be
used to determine when a financial instrument should be recognized, and provides criteria to be used
when a financial instrument is to be extinguished. Under this standard, all financial instruments are
required to be measured at fair value on initial recognition. Measurement in subsequent periods
depends on whether the financial instrument has been classified as held-for-trading, held-to-
maturity, available-for-sale, loans and receivables, or other financial liabilities. The Company has
implemented the following classifications for its financial instruments:

a) Cash equivalents and short term investments have been classified as held-for trading.

b) Receivables have been classified as loans and receivables and measured at amortized cost.

¢) Accounts payable and accrued liabilities have been classified as other financial liabilities and are
measured at amortized cost.

Comprehensive Income

Section 1530 establishes standards for reporting and displaying comprehensive income.
Comprehensive income is defined as the change in equity (net assets) from transactions and other
events from non-owner sources. Other comprehensive income is defined as revenues, expenses, gains
and losses that, in accordance with primary sources of GAAP, are recognized in comprehensive income,
but excluded from net income. This would include holding gains and losses from financial instruments
classified as available-for-sale. As of April 30, 2008, the Company does not have any financial
instruments classified as available-for-sales.

Financing charges

Financing charges that reflect the cost to obtain new debt financing are expensed as incurred. Financing
charges that reflect the cost to obtain new equity financing are deducted from shareholders equity.

The CICA has issued six new standards which may affect the financial disclosures and results of
operations of the Company for interim and annual periods beginning January 1, 2008. The Company
has adopted the requirements commencing in the interim period ended July 31, 2008.

Section 1400 — Assessing Going Concern

This Section was amended to include requirements for management to assess and disclose an entity’s
ability to continue as a going concern.



Section 1535 — Capital Disclosures

This Section establishes standards for disclosing information about an entity's capital and how it is
managed. Under this standard the Company will be required to disclose the following, based on the
information provided internally to the entity's key management personnel:

i. qualitative information about its objectives, policies and processes for managing capital,

ii. summary quantitative data about what it manages as capital.

iii. whether during the period it complied with any externally imposed capital requirements
to which it is subject.

iv. when the Company has not complied with such externally imposed capital requirements,
the consequences of such non-compliance.

Section 3862 — Financial Instruments — Disclosures

This Section requires entities to provide disclosure of quantitative and qualitative information in their
financial statements that enable users to evaluate (a) the significance of financial instruments for the
entity's financial position and performance; and (b) the nature and extent of risks arising from financial
instruments to which the entity is exposed during the period and at the balance sheet date, and
management’s objectives, policies and procedures for managing such risks. Entities will be required to
disclose the measurement basis or bases used, and the criteria used to determine classification for
different types of instruments.

The Section requires specific disclosures to be made, including the criteria for:

i. designating financial assets and liabilities as held for trading;

ii. designating financial assets as available-for-sale; and

iii. determining when impairment is recorded against the related financial asset or when an
allowance account is used.

Section 3863 — Financial Instruments - Presentation

This Section was issued to enhance financial statement users' understanding of the significance of
financial instruments to an entity's financial position, performance and cash flows. This section
establishes standards for presentation of financial instruments and non-financial derivatives. It
deals with the classification of financial instruments, from the perspective of the issuer, between
liabilities and equity, the classification of related interest, dividends, losses and gains, and the
circumstances in which financial assets and financial liabilities are offset.

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 of January 1, 2011
will require the restatement for comparative purposes of amounts reported by the Company for the
year ended December 31, 2010. While the Company has begun assessing the adoption of IFRS for
2011, the financial reporting impact of the transition to IFRS cannot be reasonably estimated at this
time.



Assessing Going Concern

The AcSB amended CICA Handbook Section 1400, to include requirements for management to assess
and disclose an entity’s ability to continue as a going concern. This section applies to interim and
annual financial statements relating to fiscal years beginning on or after January 1, 2008.

Financial Instruments

The AcSB issued CICA Handbook Section 3862, Financial Instruments — Disclosures, which requires
entities to provide disclosures in their financial statements that enable users to evaluate (a) the
significance of financial instruments for the entity's financial position and performance; and (b) the
nature and extent of risks arising from financial instruments to which the entity is exposed during the
period and at the balance sheet date, and how the entity manages those risks. The principles in this
section complement the principles for recognizing, measuring and presenting financial assets and
financial liabilities in Section 3855, Financial Instruments — Recognition and Measurement, Section
3863, Financial Instruments — Presentation, and Section 3865, Hedges. This section applies to interim
and annual financial statements relating to fiscal years beginning on or after October 1, 2007.

The AcSB issued CICA Handbook Section 3863, Financial Instruments — Presentation, which is to
enhance financial statement users' understanding of the significance of financial instruments to an entity's
financial position, performance and cash flows. This section establishes standards for presentation of
financial instruments and non-financial derivatives. It deals with the classification of financial
instruments, from the perspective of the issuer, between liabilities and equity, the classification of related
interest, dividends, losses and gains, and the circumstances in which financial assets and financial
liabilities are offset. This section applies to interim and annual financial statements relating to fiscal
years beginning on or after October 1, 2007.

Capital Disclosures

The AcSB issued CICA Handbook Section 1535, which establishes standards for disclosing
information about an entity's capital and how it is managed. This section applies to interim and annual
financial statements relating to fiscal years beginning on or after October 1, 2007.

Accounting Changes

The AcSB issued CICA Handbook Section 1506. The main features of this new standard are (a) voluntary
changes in accounting policy are made only if they result in the financial statements providing reliable
and more relevant information; (b) changes in accounting policy are applied retrospectively unless doing so
is impracticable (as defined in the section); (c) prior period errors are corrected retrospectively; and (d)
new disclosures are required in respect of changes in accounting policies, changes in accounting
estimates and correction of errors. This new standard is effective for fiscal years beginning on or after
January 1, 2007.

OUTSTANDING SHARE DATA

As at September 29, 2008, the Company has 56,797,358 common shares issued and outstanding. The
Company also has a total of 5,039,500 outstanding stock options comprised of 4,049,500 options priced
at $0.40 a share, 325,000 at $0.30 per share, 30,000 at $0.16 per share and 150,000 at $0.13 per share,
150,000 at $1.00 and 335,000 at $0.88. There are no outstanding warrants.
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FINANCIAL INSTRUMENTS

The Company's financial instruments consist of cash and equivalents, short term investments,
receivables, accounts payable and accrued liabilities and amounts due to related parties. 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 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.

RISKS AND UNCERTAINTIES

The Company has a technology that is in the commercialization stage and has not yet been approved
for commercialization by regulatory authorities in any jurisdiction, nor marketed commercially. Our
business entails significant risks, including the costs and time involved in obtaining the required
regulatory approvals, the adequacy of patent protection, the uncertainties involved in clinical testing,
the availability of capital to continue commercialization of our products, and competition from
pharmaceutical and other biotechnology companies.

Product research and commercialization involves a high degree of risk and returns to investors are
dependent upon successful development and commercialization of our products. There can be no
assurance that commercialization of any product will be successfully completed or that regulatory
approval of any of our products under development will be obtained. Furthermore, there can be no
assurance that existing products or new products commercialized by competitors will not be more
effective, or more effectively marketed and sold, than any that may be developed by us.

In light of the length of time and expense associated with bringing new products through
commercialization, obtaining regulatory approval and bringing products to market, the Company
places considerable importance on patent protection for significant discoveries. There can be no
assurance that any pending patent application filed by any subcontractor to the Company will mature
into issued patents. Furthermore, there can be no assurance that existing or pending patent claims will
offer protection against competition, or will not be designed around or infringed upon by others. In
addition to this fact, the commercial success will also depend in part on not infringing patents or
proprietary rights of others.

Significant funding is required for the ongoing research and development, clinical trials, commercial
manufacturing of products and establishment of sales and marketing teams necessary for the launch
and on going sales of new products. In addition, major financial resources are necessary until such
time as the products are commercialized and sold successfully, and sales are sufficient to generate
earnings. We intend to raise additional financing, as required, through research, partnering and
licensing arrangements, the exercise of warrants and options, and through equity and/or debt
financing. However, there can be no assurance that these financings efforts will be successful or that
we will continue to be able to meet our ongoing cash requirements. It is possible that financing will
not be available or, if available, may not be on favorable terms. The availability of financing will be
affected by the results of our scientific and clinical research, our ability to attain regulatory approvals,
the market acceptance of our products, and the state of the capital markets generally (with particular
reference to pharmaceutical, biotechnology and medical companies), the status of strategic alliance
agreements, and other relevant commercial considerations.

There can also be no assurance that we will be successful in marketing and distributing our products,
or that we will be able to make adequate arrangements with third parties for such purposes. There can
be no assurance that we will generate revenue or achieve profitability.
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING

The Unaudited Interim 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 the Unaudited Interim Consolidated Financial
Statements are the responsibility of management. The Company’s independent auditor has not
preformed a review of the Unaudited Interim Consolidated Financial Statements.

In support of this responsibility, Sernova’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. The Unaudited Interim 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 Unaudited Interim Consolidated Financial
Statements are presented fairly in all material respects.

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. 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.

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
President 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 have been no significant changes to the Company’s internal control environment during the
Three and Nine Months Ended July 31, 2008 and subsequent to that date that would have materially
effected the Company’s internal controls over financial reporting.

The Audit Committee reports its findings to the Board for consideration when approving the
Unaudited Interim Consolidated Financial Statements for issuance to the shareholders. The Audit
Committee also considers, for recommendation by the Board and approval by the shareholders, the
re-appointment of the external auditor.

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 the adequacy of internal controls.
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