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Forward-Looking Statements and Summary of Principal Risk Factors

This Annual Report on Form 10-K, or this Annual Report, contains forward-looking statements conceming our business, operations and financial performance and condition, as
well as our plans, objectives and expectations. Any statements contained herein that are not statements of historical facts may be deemed to be forward-looking statements. These
statements are often identified by the use of words such as "believe,” "contemplate,” "continue,” "due,” "goal,” "objective,” "plan,” "seek,” "target,” "expect,” "believe,”
"anticipate,” "intend,” "may,” "will,” "would,” "could,” "should,” "potential,” "predict,” "project,” or "estimate,” and similar expressions or variations. These statements are based
on the beliefs and assumptions of management based on information currently available to management. Forward-looking statements involve known and unknown risks,
uncertainties and other factors that may cause our actual results, performance or achievements to be materially different fromany future results, performance or achievements
expressed or implied by the forward-looking statements. Except as may be required by law, we undertake no obligation to update or revise these forward-looking statements for any
reason, even if new information becomes available in the future. As a result, any or all of our forward-looking statements in this Annual Report may tumn out to be inaccurate.
Factors that may cause actual results to differ materially from current expectations include, among other things, those listed below and under the section entitled "Risk Factors” in
this Annual Report and those discussed elsewhere in this Annual Report. These forward-looking statements speak only as of the date of this Annual Report.

The following summary briefly highlights the principal risks and uncertainties facing our business that could affect an investment in our common stock, which represent only a
select portion of those risks. A more complete statement of those risks and uncertainties is set forth in the section entitled "Risk Factors™ in this Annual Report. This summary is
qualified in its entirety by that more complete statement.

- We have incurred net losses since our incorporation and anticipate that we will continue to incur net losses for the foreseeable future.

- We will need significant additional funding to continue our commercial operating activities and for the advancement of our product development programs, including
potential commercialization efforts for SB206, beyond what is currently included in our operating forecast and related cash projection. As of December 31, 2022, we had an
accunulated deficit of $310.3 million and cash and cash equivalents of $12.3 million. If we are unable to raise capital, we would be forced to delay, reduce, terminate or
eliminate our product development programs, or our current and future commercialization efforts and/or delay, defer, or reduce our cash expenditures, or we may need to
dissolve and liquidate our assets or seek protection under bankruptcy laws. If we are forced to terminate or eliminate our product development programs or pursue other
strategic alternatives or corporate transactions, there can be no assurance that such actions would result in any additional stockholder value. If we are forced to wind down
our operations, liquidate or seek bankruptcy protection, it is unclear to what extent we will be able to pay our obligations, and, accordingly, it is further unclear whether and
to what extent any resources would be available for distributions to our stockholders, whereby, our stockholders may lose some or all of their investment.

- In March 2022, we acquired EPI Health, LLC, or EPI Health, and such acquisition is referred to as the EPI Health Acquisition. Integrating the EPI Health and legacy Novan
businesses is a continuing process that involves risks associated with acquisitions and integrating acquired businesses. Failure to do so effectively may have an adverse effect.

- Raising additional capital, including through the issuance of shares of our common stock through the March 11, 2022 Equity Distribution Agreement with Oppenheimer &
Co. Inc., may reduce the trading price of our common stock. Any future additional issuances of equity, or debt convertible into equity, may result in significant dilution to our
existing stockholders, restrict our operations or require us to relinquish rights to our technologies, product candidates or commercial products.

- The price of our common stock has been and may continue to be volatile and fluctuate significantly, which could result in substantial losses for our existing stockholders.

- Our revenue is dependent upon sales of our medical dermatology products, and setbacks relating to the sale of such commercial products have and may impair our operating
results, including if our competitors develop treatments for our commercial portfolio’s target indications or more effectively execute their commercialization strategies, which
could limit our commercial opportunity and profitability.

- Our products and product candidates may pose safety issues, cause adverse events, have side effects or have other properties that could delay or prevent the regulatory
approval for our product candidates, limit the commercial profile of an approved label or result in significant negative consequences.

- Our product candidates, if approved, and our commercial products may face significant competition, and our failure to effectively compete may prevent us from achieving
significant market penetration or share. We face, and will continue to face, competition in the development and marketing of products from academic institutions, government
agencies, research institutions and biotechnology and pharmaceutical companies, including specialty and other large pharmaceutical companies, and over-the-counter, or
OTC, companies and generic manufacturers. The dermatology competitive landscape is highly fragmented, with many mid-size and smaller companies competing in the
prescription sector. To successfully compete for business with managed care and pharmacy benefits management organizations, we must ofien demonstrate that our products
offer not only medical benefits, but also cost advantages as compared with other forms of care.



- Our research and development activities relate solely to developing nitric oxide-based therapeutics to treat a range of diseases with significant unmet needs, and if we do not
successfully achieve regulatory approval for any of our product candidates or successfully commercialize them, we may not be able to continue as a business.

- Clinical drug development involves a lengthy and expensive process with uncertain timelines and outcomes, and results of earlier studies and trials may not be predictive of
future trial results. The results of any further development activities may not be sufficient to support a new drug application, or NDA, submission for or regulatory approval of
any of our product candidates.

- Ongoing or future product development activities may not be successful, including that our preclinical studies may not demonstrate proof-of concept or may show adverse
toxicological findings, and our clinical trials may not show the requisite safety and efficacy of our product candidates. The regulatory approval processes of the Food and
Drug Administration, or FDA, are lengthy, time-consuming and inherently unpredictable, and ifwe are ultimately unable to obtain regulatory approval for our product
candidates on a timely basis or at all, our business will be substantially harmed.

- Delays or disruptions in the qualification of manufacturing facilities and processes or in the manufacture of our (i) active pharmaceutical ingredients, or APIs, including
berdazimer sodium or any other Nitricil new chemical entities, or NCEs, or (ii) clinical trial materials and commercial supplies of any approved products, whether by us or any
third-party manufacturer with whom we contract, including any delays in the transfer of technology to third-party manufacturers, could adversely affect our development
timelines and result in increased costs of our development programs or in our breaching our obligations to others.

- We currently rely on third-party suppliers to provide the raw materials, finished goods and equipment that are used by us and our third-party manufacturers in the
manufacture of our product candidates and commercial products. There are a limited number of suppliers for raw materials, including nitric oxide, and the equipment used to
manufacture our product candidates. Any delay or disruption, especially in light of current global supply chain constraints, or price increases related to such manufacturing
could adversely impact the timing or cost of our manufacturing activities or other associated development and commercialization activities.

- We currently rely on third-party logistics vendors to transport our raw materials, API, drug product and commercial products through our supply chain. Certain materials,
including our API for our products in development, have designated hazard classifications that limit available transportation modes or quantities. Third-party logistics
vendors may choose to delay or defer transportation of materials from time to time, which could adversely impact the timing or cost of our manufacturing activities or other
associated development and commercialization activities.

- Many factors could cause production or distribution interruptions with the manufacture and distribution of any of our products and product candidates, including human
error, natural disasters, pandemics, inflation, labor disputes, acts of terrorism or war, equipment malfunctions, or raw material shortages. If our commercial distribution
partners are not able to satisfy our requirements within the expected timeframe, or are unable to provide us with accurate or timely information and data, including inventories
and sales, serious adverse events, and/or product complaints, our business may be at risk. In addition, if specialty pharmacy services, including our third-party call center
services, which provide patient support and financial services, prescription intake and distribution, reimbursement adjudication, and ongoing compliance support, are not
effectively managed, the continuance of our sales of our commercial products or our product candidates, if approved, may be delayed or compromised. Finally, our third-party
manufacturers may not be able to manufacture the materials required for our products or product candidates at a cost or in quantities necessary to make them commercially
viable and have had and may in the future experience delays in manufacturing our products.

- We continue to assess global supply chain constraints, including any further impact of the COVID-19 pandemic and the military conflict between Ukraine and Russia, on our
suppliers and vendors. Any delay could impact available inventories of our commercial products and our ability to meet demand.

- We rely on third parties to conduct some of our preclinical studies, clinical trials, stability and analytical testing, and regulatory activities. If these third parties do not
successfully carry out their contractual duties or meet expected deadlines, we may be unable to obtain regulatory approval for or commercialize any of our product candidates
as planned or at all.

- We have entered into and rely on, and may enter into and rely on other, strategic relationships for the further development and commercialization of our products and
product candidates. If we are unable to enter into such relationships on favorable terms or at all, or if such relationships are unsuccessful, if disputes arise between us and our
strategic partners or if we fail to trigger contingent payments under such strategic relationships, we may be unable to realize the potential economic benefit of our products
and product candidates.

- Changes to our leadership team or operational resources, including with the EPI Health Acquisition and integration, could prove disruptive to our operations and have
adverse consequences for our business and operating results.

- Ifwe are unable to obtain and maintain patent protection for our product candidates and commercial products, or ifthe scope of the patent protection obtained is not
sufficiently broad, our competitors could develop and commercialize technology and products similar or identical to ours, and our ability to successfully commercialize our
technology, product candidates and commercial products may be impaired.

- As a result of our operating losses and negative cash flows from operations, the report of our independent registered public accounting firm on our December 31, 2022
financial statements includes an explanatory paragraph indicating that there was substantial doubt about our ability to continue as a going concern.

- We may not be able to achieve the objectives or successfully execute our strategy described in the sections entitled "Business” and "Management’s Discussion and Analysis of
Financial Condition and Results of Operations” below.



PARTI
Item 1. Business.
Overview

Novan, Inc. is a medical dermatology company focused on developing and commercializing innovative therapeutic products for skin diseases. Our goal is to deliver safe and
efficacious therapies to patients, including developing product candidates where there are unmet medical needs. We are developing SB206 (berdazimer gel, 10.3%) as a topical
prescription gel for the treatment of viral skin infections, with a current focus on molluscum contagiosum, or molluscum. In the first quarter of 2022, we completed the EPI Health
Acquisition. EPI Health equips us with a commercial infrastructure across sales, marketing, and communications, as well as a dedicated market access and pharmacy relations team,
and positions us as a fully integrated dermatology company with a pipeline of development candidates focused primarily on dermatological indications supported by a commercial
platformto market and sell therapeutic products for skin diseases.

Following the acquisition, we employ approximately 90 staff, including sales personnel currently covering 42 territories. Through our acquisition of EPI Health, we promote
products for plaque psoriasis, rosacea and acne. We also have a pipeline of potential product candidates using our proprietary nitric oxide-based technology platform, Nitricil, to
generate new treatments for multiple indications.

We will continue to need additional funding to support our planned and future operating activities and make further advancements in our product development programs beyond
what is currently included in our operating forecast and related cash projection. We do not currently have sufficient funds to complete commercialization of any of our product
candidates that are under development, and our funding needs will largely be determined by our commercialization strategy for SB206 (berdazimer gel, 10.3%), subject to the
regulatory approval process and outcome. We are pursuing a broad range of financing options that could be used to extend our cash runway, including, among other things, to
further prepare for commercialization of SB206 following approval.

Further advancement of our molluscumprogram, including through the NDA process and potential commercialization of SB206, or advancement of any other early-stage or late-
stage clinical programacross our platform, is subject to our ability to secure additional capital. Sources of additional capital may potentially include (i) debt or equity financings,
such as through sales of common stock, or (ii) other sources, such as partnerships, collaborations, licensing, grants or other strategic relationships. Any issuance of equity, or
debt convertible into equity, would result in further significant dilution to our existing stockholders.

In addition to the regulatory progression of SB206, including implementing prelaunch strategy and commercial preparation, subject to obtaining additional financing or strategic
partnering, we may progress (a) SB204, a topical monotherapy for the treatment of acne, by commencing a pivotal Phase 3 study, or (b) SB019, as a potential intranasal treatment
option for respiratory infections.

Please refer to the section entitled "Management’s Discussion and Analysis of Financial Condition and Results of Operations” in this Annual Report for further discussion
regarding our current liquidity and our future funding needs in addition to the impact of the COVID-19 pandemic on our operations.

Recent Highlights

®  In March 2023, we announced that the FDA completed its filing review of our NDA submitted in early January seeking marketing approval for berdazimer gel, 10.3%
(SB206) for the topical treatment of molluscum The FDA determined our application was sufficiently complete, no filing review issues were identified, the substantive
review process had commenced, and we were assigned a Prescription Drug User Fee Act goal date of January 5, 2024.

2022 Highlights
*  Forthe year ended December 31, 2022, we demonstrated growth in total prescriptions for our actively marketed portfolio:
- Rhofade (oxymetazoline hydrochloride) - 33% annual growth for the year ended December 31, 2022 with 156,664 total prescriptions.

- Wynzora (calcipotriene and betamethasone dipropionate) - 41,023 total prescriptions for the year ended December 31, 2022, following launch of the product in the
third quarter of 2021.

- Minolira (minocycline hydrochloride) - 61% annual growth for the year ended December 31, 2022 with 40,641 total prescriptions.

* In late December 2022, we announced that we had entered into an exclusive license agreement with Sato Pharmaceutical Co., Ltd., or Sato, granting Sato the right to
develop, manufacture and market Rhofade (oxymetazoline hydrochloride 1% cream) for rosacea in the Japan territory. Under the exclusive license agreement, we received
an upfront payment of $5.0 million in January 2023 and are entitled to receive a $2.5 million milestone payment at the time of marketing approval in Japan and royalty
payments on net sales of the product in Japan. Sato will be responsible for obtaining regulatory approval



in Japan and will have the right to use EPI Health’s U.S. dossier for Rhofade. Sato will also have a right of first negotiation related to Rhofade in certain other countries in
the Asia Pacific region. A portion of the amounts of the upfront and milestone payments are payable by us to a third party under contractual obligations related to
Rhofade.

* Inearly December 2022, we announced that we entered into an accounts receivable-backed factoring agreement with Bay View Funding, a wholly owned subsidiary of
Heritage Bank of Commerce. The new $15.0 million factoring facility provides working capital in an amount that is up to 70% of EPI Health’s gross eligible receivables.

* In July 2022, we announced the publication of positive efficacy and safety data from our completed B-SIMPLE 4 pivotal Phase 3 clinical study evaluating berdazimer gel,
10.3% for the treatment of molluscumin the peer-reviewed journal, JAMA Dermatology. Berdazimer gel, 10.3%, Novan’s potential first-in-class topical nitric oxide-based
prescription treatment, demonstrated favorable efficacy and safety with low adverse event rates.

* InJune 2022, we announced the closing of a $15.0 million registered direct offering priced at-the-market under Nasdaq rules with an institutional investor.

* In March 2022, we announced the acquisition of EPI Health, a specialty pharmaceutical company focused on the U.S. dermatology market. The acquisition provided the
commercial infrastructure for Novan to become a fully-integrated specialty dermatology company with a solid pipeline of development candidates complemented by a
commercial foundation. In July 2022, we announced that we had reached agreement with Evening Post Group, LLC, or EPG; regarding payment, satisfaction and
termination of our $16.5 million secured promissory note and security agreement associated with the EPI Health Acquisition. Novan and EPGagreed that, upon EPG’s
receipt of $10.0 million, which Novan subsequently paid, all outstanding indebtedness and obligations of Novan under the promissory note were fully satisfied, and
accordingly, the promissory note and related security agreements were terminated.

Commercial Portfolio

Our commercial portfolio includes sixbranded prescription drugs that we acquired in the EPI Health Acquisition. We actively promote three medical dermatological products in the
United States and derive revenue fromthe sale of these branded products through pharmaceutical wholesalers as well as direct to pharmacies. These prescription dermatology
therapies are targeted to patients with plaque psoriasis, rosacea, and acne. The branded and promoted product portfolio currently includes Wynzora, Rhofade, and Minolira.

The following summarizes our complete commercial product portfolio:

‘Wynzora Cream (calcipotriene and betamethasone dipropionate cream), or Wynzora, is a combination of calcipotriene, a vitamin D analog, and betamethasone dipropionate, a
corticosteroid, indicated for the topical treatment of plaque psoriasis in patients 18 years of age or older. EPI Health entered into a collaboration agreement with MC2 Therapeutics,
or MC2, in August 2020, as amended effective January 1, 2022, for the commercialization of Wynzora in the United States, or the MC2 Agreement. Under the MC2 Agreement, MC2
retains full ownership of Wynzora. In particular, we use our commercial infrastructure to promote and sell Wynzora in return for retaining a share of net sales of Wynzora in the
United States. The portion of net sales we retain varies depending on the aggregate annual net sales of the product, and ranges froma percentage in the mid-teens to a mid-single
digit percentage as net sales reach certain thresholds. Additionally, MC2 also pays for certain incremental costs incurred by us in commercialization activities according to a
budget to be agreed annually between the parties. The termofthe MC2 Agreement expires in June 2028, unless earlier terminated by either party under certain conditions.

Rhofade (oxymetazoline hydrochloride cream, 1%), or Rhofade, is an alphalA adrenoceptor agonist indicated for the topical treatment of persistent facial erythema associated with
rosacea in adults. EPI Health acquired the rights to Rhofade in October 2019. In connection with that acquisition and other historical acquisitions related to Rhofade, we are
required to make certain milestone payments based on future net sales of Rhofade along with paying a combined royalty on net sales of Rhofade and related products initially in
the low double digits, which rate may increase based on the thresholds of net sales we achieve.

Minolira (biphasic minocycline hydrochloride immediate release/extended release 105 mg and 135 mg tablets), or Minolira, is indicated to treat inflammatory lesions of non-nodular
moderate to severe acne vulgaris in patients 12 years of age and older. EPI Health acquired the rights to Minolira in the United States in August 2018, and we are required to pay
certain milestones based on future sales of Minolira.

Cloderm (clocortoline pivalate cream 0.1%), or Cloderm, is indicated for the relief of the inflammatory and pruritic manifestations of corticosteroid-responsive dermatoses. EPI
Health acquired the rights to Clodermin September 2018. In connection with that acquisition, EPI Health is required to pay minimumroyalty payments on net sales of Cloderm,
subject to meeting certain net sales milestones.

Sitavig (acyclovir 50mg buccal tablets), or Sitavig, is indicated for the treatment of recurrent herpes labialis (cold sores) in immunocompetent adults. We are party to a license
agreement EPI Health entered into with Vectans Pharma, or Vectans, for the rights to commercialize Sitavig in the United States and Canada.



Nuvail (poly-ureaurethane 16% nail solution), or Nuvail, is indicated for managing signs and symptoms of nail dystrophy, i.e. nail splitting or nail fragility, for intact or damaged
nails. We are party to a license agreement EPI Health entered into for the sale of Nuvail and serve as an exclusive distributor of this product in the United States.

Research and Development Portfolio

Our proprietary technology platformleverages nitric oxide’s naturally occurring anti-viral, anti-bacterial, anti-fungal, and immunomodulatory mechanisms of action to treat a range
of diseases with significant unmet needs. Nitric oxide plays a vital role in the natural immune systemresponse against microbial pathogens and is a critical regulator of
inflammation. Our ability to harness nitric oxide and its multiple mechanisms of action has enabled us to create a platform with the potential to generate differentiated product
candidates. The two key components of our nitric oxide platformare our proprietary Nitricil technology, which drives the creation of macromolecular NCEs and our formulation
science, both of which we use to tune our product candidates for specific indications. Our ability to deploy nitric oxide in a solid form, on demand and in localized formulations
allows us the potential to improve patient outcomes in a variety of diseases.

We have clinical-stage dermatology and anti-infective drug candidates with multi-factorial (SB204), anti-viral (SB206), anti-fungal (SB208), and anti-inflammatory (SB414)
mechanisms of action. We have also introduced a possible anti-viral product candidate for the treatment of external genital warts (SB207). We have conducted or are currently
conducting preclinical work on NCEs, including berdazimer sodium, and formulations for the potential treatment of (i) respiratory infections, including SARS-CoV-2, the virus that
causes COVID-19 (SB019), (ii) antimicrobial indications for the adjacent companion animal health market (NVN4100), (iii) cervical intraepithelial neoplasia caused by high-risk
human papilloma virus, or HPV, in the men’s and women’s health field (WH504 and WH602), and (iv) inflammatory disorders.

Our primary programmatic focus is on our molluscumproduct candidate, SB206, and we intend to continue to focus our near term development efforts on this program.
Priority Development Pipeline

We are currently focusing our efforts on our Priority Development Pipeline. We presently maintain exclusive, worldwide commercial rights for all product candidates currently in
our pipeline, with the exception of the rights we have licensed to Sato to develop, use and sell SB204 and SB206 in Japan.

SB206, a Topical Anti-viral Treatment for Molluscum Contagiosum (a Viral Skin Infection)

We are developing SB206 (12% berdazimer sodium, 10.3% berdazimer) as a topical gel with anti-viral properties for the treatment of viral skin infections, with a current focus on
molluscum contagiosum. Molluscumis a contagious skin infection caused by the molluscipoxvirus that affects up to sixmillion people in the United States annually. The greatest
incidence is in children aged one to 14 years. The average time to resolution is 13 months; however, 13% of children experience lesions that may not resolve in 24 months. There is
no FDA-approved prescription drug treatment for molluscum. More than half of patients diagnosed with the infection are untreated. The majority of patients in the United States
that receive treatment are treated with potentially painful procedures and the remaining are often prescribed products indicated for the treatment of external genital warts.

Following positive results of our phase 3 B-SIMPLEA4 trial for SB206, in April 2022, we held a pre-NDA meeting with the FDA, and subsequently received written minutes related to
this interaction. Based on the information provided and our consideration thereof, in early January 2023 we submitted an NDA to the FDA secking marketing approval for
berdazimer gel, 10.3% (SB206). In March 2023, we announced that the FDA completed its filing review of our NDA seeking marketing approval for berdazimer gel, 10.3% (SB206).
The FDA determined our application was sufficiently complete, no filing review issues were identified, the substantive review process had commenced, and we were assigned a
Prescription Drug User Fee Act goal date of January 5, 2024.

SB204, for the Treatment of Acne Vulgaris

SB204 is a product candidate designed as a once-daily, topical monotherapy for the treatment of acne vulgaris, a multi-factorial disease with multiple aspects of the disease
pathology (immunomodulatory and anti-bacterial). Acne vulgaris is the most common skin condition in the United States. The disease ranges in severity frommild to severe cystic
acne and causes both physical and psychological effects, including permanent scarring, anxiety, depression and poor self-esteem. Acne is a multi-factorial disease with several
mechanistic contributors to the disease pathology, often requiring multiple treatments that address more than one of the major causes of acne pathogenesis. Localized nitric oxide
delivery may provide immunomodulatory (anti-inflammatory) and anti-bacterial mechanisms of action froma single active ingredient. We believe that acne continues to be
characterized as an unmet medical need due to the difficulty of balancing efficacy, systemic safety and cutaneous tolerability, as well as the growing concerns with anti-bacterial
resistance with existing therapies. In our SB204 clinical development program, topical application of SB204 has been well-tolerated with no significant safety concerns identified. In
maximal-use pharmacokinetic trials that we have conducted in adult and pediatric patients with acne vulgaris, we observed no detectable systemic exposure from SB204 following
its topical application.



Based on the positive pivotal Phase 3 results in the SB206 molluscum development program, we believe we can optimize the trial design of a pivotal Phase 3 study for SB204 that
has the potential to serve as a second pivotal trial to support an NDA submission. As such, our intention is to progress SB204 by commencing a pivotal Phase 3 study, subject to
obtaining additional financing or strategic partnering.

Sato Agreement

In January 2017, we licensed rights to Sato to develop, use, and sell SB204 in certain topical dosage forms in Japan for the treatment of acne vulgaris, and to manufacture the
finished form of SB204 for sale in Japan. In 2018, we licensed rights to Sato to develop, use, and sell SB206 in certain topical dosage forms in Japan for the treatment of viral skin
infections, and to manufacture the finished form of SB206 for sale in Japan. The significant terms and the related accounting considerations of our licensing arrangement with Sato
are further described in Note 14—"License and Collaboration Revenues” to the accompanying consolidated financial statements.

Pipeline Expansion Opportunities
Our pipeline expansion opportunities are as follows:
SB019, an Intranasal Treatment Option for COVID-19 or Other Respiratory Infections

We previously explored the use of our proprietary Nitricil technology to progress SB019, a potential intranasal treatment option for COVID-19 or other respiratory infections,
targeting the reduction of viral shedding and transmission. Nitric oxide has generally demonstrated the ability to inhibit viral replication of viruses within the Coronaviridae family,
and we have an extensive body of in vitro and in vivo data demonstrating the efficacy of our proprietary technology for other anti-viral indications. Based on the scientific
literature and data available to-date related to berdazimer sodiumand SB206, we believe that nitric oxide may inhibit viral replication by disrupting protein function critical for viral
replication and infection through generation of reactive intermediates.

Based on the positive preclinical and clinical data demonstrating anti-viral effect of berdazimer sodiumagainst multiple viruses, as well as the public health need to reduce
breakthrough infections and transmission of COVID-19 and on our interactions with the FDA, we believe there may be an opportunity to expand beyond our preclinical work for
the SB019 product candidate. However, the SB019 programis currently on hold with further advancement subject to obtaining additional financing or strategic partnering.

SB414, for the Treatment of Inflammatory Skin Diseases, including Atopic Dermatitis and Psoriasis

SB414 is a product candidate designed as a topical cream for the treatment of inflammatory skin diseases, with a focus on the treatment of atopic dermatitis and psoriasis. The
SB414 programis currently on hold with further advancement subject to obtaining additional financing or strategic partnering.

SB208, for the Treatment of Athlete’s Foot (Tinea Pedis) and Fungal Nail Infections (Onychomycosis)

SB208 is a product candidate designed as a topical broad-spectrumanti-fungal gel for the potential treatment of fungal infections of the skin and nails, including athlete’s foot
(tinea pedis) and fungal nail infections (onychomycosis). The SB208 programis currently on hold with further advancement subject to obtaining additional financing or strategic
partnering.

SB207, for the Treatment of External Genital Warts

Genital warts are among the world’s most common sexually transmitted diseases. We have previously evaluated SB206’s anti-viral activity against genital warts caused by HPV. In
response to our identification of targeted viral opportunities of high unmet need where we believe our nitric oxide releasing technology could provide clinical benefit to patients,
we developed SB207, a new anti-viral product candidate for the treatment of external genital warts. Further advancement of SB207 is subject to further evaluation of clinical plans
and developmental timelines, as well as obtaining additional financing or strategic partnering.

Advancement in Men’s and Women'’s Health

We have been awarded federal grants of approximately $1.3 million fromthe National Institutes of Health, or NIH, and approximately $1.1 million fromthe U.S. Department of
Defense’s, or DoD, Congressionally Directed Medical Research Programs, or CDMRP. These grants have enabled the conduct of IND-enabling toxicology and pharmacology
studies and other preclinical activity of a nitric oxide containing intravaginal gel (WH602) designed to treat high-risk HPV infections that can lead to cervical intraepithelial
neoplasias, or CIN, and a non-gel formulation product candidate (WHS504). Under the terms of these grants, we are entitled to receive the grant funds in the form of periodic
reimbursements of our allowable direct expenses, allocated overhead, general and administrative expenses and payment of other specified amounts.

Companion Animal Health

We have initiated exploratory work to evaluate our new chemical entity, NVN4100, as a potential product candidate for antimicrobial indications in companion animal health. This
programis currently on hold, pending the engagement of potential collaborators or strategic partners to progress this asset, including the conduct of additional studies and
formulation work.



Our Customers

We primarily sell our medical dermatology prescription products direct to pharmacies and to national wholesaler channels. Our wholesalers and distributors purchase products
fromus and, in turn, supply products to retail drug store chains, independent pharmacies and others. As of December 31, 2022, three of our wholesaler customers accounted for
more than 10% of our total accounts receivable balance at 25%, 13% and 12%, respectively.

Seasonality of Business

Our business is affected by the standard annual insurance deductible resets, as well as the purchasing pattems and concentration of our customers. In addition, certain
dermatological conditions, such as acne, may be impacted by the warmer months and prescriptions may also be impacted based on the activities of those who are prescribed our
products, such as school and summer activities; however, our business is not materially impacted by seasonality. There are no assurances that these historical trends will continue
in the future.

Competition
The biotechnology and pharmaceutical industries are characterized by rapidly advancing technologies, intense competition and a strong emphasis on proprietary products. We

consider our primary potential competition to be a broad base of existing providers and drug developers of therapeutics in the field of dermatology. Product competition includes
pharmaceutical generics, branded generics, pharmaceutical brands, biologics as well as over-the-counter, or OTC, products.

We expect continued future competition across research and drug development in various different fields of innovation; capital and resource allocation to many of these areas
appears to be continuous and of a global nature. In addition, there are certain instances where competition extends into the medical procedure and the medical device spectrums of
human health care. Any product candidates that we successfully develop and commercialize will compete with these existing therapies as well as new therapies that may become
available in the future. Our success will be based in part on our ability to identify, develop and manage a portfolio of product candidates that are safer and more effective than
competing products and therapies.

Pharmaceutical Industry

Our competitors include pharmaceutical companies and biotechnology companies, as well as universities and public and private research institutions. In addition, companies that
are active in different but related fields represent substantial competition for us. Many of our competitors have significantly greater capital resources, larger research and
development staffs and facilities and greater numbers of personnel in drug development, regulation, manufacturing and marketing than we do. These organizations also compete
with us to recruit qualified personnel, attract partners for joint ventures or other collaborations, and license technologies that are competitive with ours. To compete successfully in
this industry, we must identify novel and unique drugs or methods of treatment and then complete the development of those drugs as treatments in advance of our competitors.

Dermatology Sector

The dermatology competitive landscape is highly fragmented, with a large number of midsize and smaller companies competing in both the prescription sector and the OTC sector.
Our competitors are pursuing the development and/or acquisition of pharmaceuticals, medical devices and OTC products that target the same diseases and conditions that we are
targeting in dermatology. Competitive factors vary by product line and geographic area in which our products are sold. The principal methods of competition for our products
include quality, efficacy, market acceptance, price, and marketing and promotional efforts.

Branded products often must compete with therapeutically similar branded or generic products or with generic equivalents. Such competition frequently increases over time. For
example, if competitors introduce new products, delivery systems or processes with therapeutic or cost advantages, our products could be subject to progressive price reductions
and/or decreased volume of sales. To successfully compete for business, we must often demonstrate that our products offer not only medical benefits, but also cost advantages as
compared with other forms of care. Accordingly, we face pressure to continually seek out technological innovations and to market our products effectively.

Our major competitors, including Galderma Laboratories, Dermavant, Sol-Gel Technologies, Almirall, Verrica Pharmaceuticals, Journey Medical Corporation, Sun Pharma, Leo
Pharma, Arcutis Biotherapeutics, Mayne Pharma, and Ortho Dermatologics, among others, vary depending on therapeutic and product category, dosage strength and drug-
delivery systems, among other factors.

Generic Competition

We face increased competition from manufacturers of generic pharmaceutical products, who may submit applications to the FDA seeking to market generic versions of our
products. In connection with these applications, the generic drug companies may seek to challenge the validity and enforceability of our patents through litigation. When patents
covering certain of our products (if applicable) expire or are successfully challenged through litigation or in USPTO proceedings, if a generic company launches a competing
product "at risk,” or when the regulatory or licensed exclusivity for our products (if applicable) expires or is otherwise lost, we may face generic competition as a result. Generic
versions are generally significantly less expensive than branded versions,



and, where available, may be required to be utilized before or in preference to the branded version under third-party reimbursement programs, or substituted by pharmacies.
Accordingly, when a branded product loses its market exclusivity, it normally faces intense price competition from generic forms of the product. To successfully compete for
business with managed care and pharmacy benefits management organizations, we must often demonstrate that our products offer not only medical benefits, but also cost
advantages as compared with other forms of care. Generic products generally face intense competition from other generic equivalents (including authorized generics) and
therapeutically similar branded or generic products.

Intellectual Property

Our success depends in large part upon our ability to obtain and maintain proprietary protection for our product candidates and technologies and to operate without infringing the
proprietary rights of others. We seek to avoid the latter by monitoring patents and publications that may affect our business, and to the extent we identify such developments,
evaluating and taking appropriate courses of action. With respect to the former, our policy is to protect our proprietary position by, among other methods, filing for patent
applications on inventions that are important to the development and conduct of our business with the United States Patent and Trademark Office, or USPTO, and its foreign
counterparts. We also use other forms of protection, such as trademark, copyright and trade secret protection and confidentiality policies and procedures, to protect our
intellectual property, particularly where we do not believe patent protection is appropriate or obtainable.

We own or have a license to issued patents and pending patent applications in the United States and in foreign jurisdictions (including applications filed in foreign jurisdictions
and international or Patent Cooperation Treaty, or PCT, applications that have not yet entered national phase). Patent coverage lasts for varying periods according to the date of
filing of the patent application or the date of grant or issuance of the patent and the legal term of patents in various countries where patent protection is obtained. Generally,
patents issued for regularly filed applications in the United States are granted a term of 20 years fromthe earliest filing date of a non-provisional patent application. In addition, in
certain instances, the termof a patent can be extended to recapture a portion of the USPTO delay in issuing the patent or may be shortened if a patent is terminally disclaimed over
another patent that expires earlier. The term of a patent may also be eligible for patent term extension to recapture a portion of the termeffectively lost as a result of the FDA
regulatory review period. However, as to the FDA component, the extension term cannot be longer than five years and the total patent termincluding the restoration period must
not exceed 14 years following FDA approval. The duration of foreign patents varies in accordance with provisions of applicable local law, but typically is also 20 years fromthe
carliest filing date of a non-provisional patent application. However, the actual protection afforded by a patent varies on a product by product basis from country to country and
depends upon many factors, including the type of patent, the scope of its coverage, the availability of regulatory-related extensions, the availability of legal remedies in a particular
country and the validity and enforceability of the patent. Four of our marketed products, Rhofade, Minolira, Wynzora, and Sitavig, currently have one or more patents listed in the
U.S. Food & Drug Administration Orange Book, or the Orange Book.

Nitricil Technology

We exclusively license fromthe University of North Carolina at Chapel Hill, or UNC, issued patents and pending applications directed to our library of Nitricil compounds,
including patents issued in the United States, Canada, Italy, Great Britain, France, Ireland, Germany, Finland, Spain, Sweden, Switzerland, Japan and Australia with claims intended
to cover NVN1000, the NCE for our current clinical-stage product candidates. Additionally, one such issued patent in the United States has claims specifically directed to the
composition of matter of NVN1000. These patents and pending applications, if issued, are projected to expire in 2026 without taking into account any patent term extensions that
may be available to us. Additionally, NVN1000 has been classified as an NCE, and patent termextensions may be available to extend the life of a United States patent that covers
NVN1000 beyond 2026. We also own patents issued in the United States, China, Germany, Spain, France, Great Britain, Ireland, Italy and Switzerland directed to methods of
manufacturing Nitricil compounds. These patents are projected to expire in 2032.

Formulation Science and Therapeutic Uses

We own patents issued in the United States, Australia, Germany, Spain, France, Great Britain, Ireland, Italy, China, Mexico, South Korea, Brazil, Canada, and Japan directed to
methods of reducing sebum production using nitric oxide-releasing macromolecules, including, in certain embodiments, through the use of Nitricil compounds. We also own issued
patents in the United States, Australia, Germany, Spain, Great Britain, Italy, Finland, France, Japan, Brazil, Canada, and China and pending applications filed in the United States,
Brazil, Canada, China, Europe and Japan directed to the alcohol gel component of SB204 and SB206 and/or the SB204 and SB206 two-component formulations. We own patents
issued in the United States, Australia, Germany, Spain, France, Italy, Great Britain, Brazil, Canada, South Korea, and Japan and are pursuing patent applications in the United
States, China, and Europe directed to the use of nitric oxide-releasing compounds, including, in certain embodiments, Nitricil compounds, for the treatment of viral skin infections.

Altogether, our issued United States and foreign patents and pending United States and foreign patent applications, if issued, relating to one or more of our clinical-stage product
candidates are projected to expire between 2026 and 2037, without taking into account any patent termextensions that may be available to us and assuming that prosecution is
pursued to issuance with no shortening of term.



Rhofade

We own or have a license to U.S. patents that are listed in the Orange Book for Rhofade creamthat includes oxymetazoline hydrochloride. In addition, we own patents and pending
applications directed to compositions including oxymetazoline and/or to methods of treating rosacea or a symptom thereof with a composition including oxymetazoline including
patents issued in the United States, Austria, Belgium, Switzerland and Liechtenstein, Czech Republic, Germany, Denmark, Spain, France, the United Kingdom, Greece, Ireland, Italy,
the Netherlands, Norway, Poland, Portugal, Romania, Sweden, Turkey, Australia, Canada, Japan, Hong Kong, South Korea, Russia, Mexico, and Taiwan and pending applications
in the United States, Brazil, China, New Zealand, and Europe.

Our owned and licensed patents and pending applications, if issued, relating to oxymetazoline altogether are projected to expire between 2024 and 2035 without taking into account
any patent termextensions that may be available to us and assuming that prosecution is pursued to issuance with no shortening of term.

Minolira

We have licenses to patents and pending applications in the United States for 105 mg and 135 mg dosage Minolira tablets. Altogether our licensed patents and pending
applications, if issued, for Minolira are projected to expire between 2025 and 2036 without taking into account any patent termextensions that may be available to us and assuming
that prosecution is pursued to issuance with no shortening of term.

Wynzora

We have an exclusive license from MC2 Therapeutics to patents and pending applications in the United States relating to Wynzora creamincluding to a United States patent listed
in the Orange Book for Wynzora cream. The licensed patents and pending applications, if issued, for Wynzora are projected to expire in 2027 without taking into account any
patent term extensions that may be available to us and assuming that prosecution is pursued to issuance with no shortening of term.

Sitavig
We own the United States patents listed in the Orange Book for Sitavig tablets, which include acyclovir as an active ingredient. We also own or have an exclusive license to
patents directed to mucosal bioadhesive slow release carriers including an active ingredient such as acyclovir and/or to methods of treating orofacial herpes using mucoadhesive

buccal tablets including issued patents in the United States and Canada. Altogether, the owned and licensed patents relating to Sitavig are projected to expire between 2027 and
2030 without taking into account any patent termextensions that may be available to us and assuming that prosecution is pursued to expiration with no shortening of term.

Other Patented Technology

In addition to the patents and pending applications we own or have an exclusive license related to Nitricil compounds and our product candidates, we also own or have exclusive
licenses to issued patents and pending applications in the United States and in foreign jurisdictions covering other nitric oxide-based therapeutics and/or methods of use in
indications for dermatological and oncovirus-mediated diseases.

Trade Secrets

We rely upon trade secrets and know-how and continuing technological innovation to develop and maintain our competitive position. We seek to protect our proprietary
information by limiting access to such information on a need-to-know basis exclusively. In addition, we seek to protect our proprietary information, in part, by requiring our
employees, consultants, contractors and other advisors to execute nondisclosure and assignment of invention agreements, or to include such provisions in their consulting
agreement, upon commencement of their respective employment or engagement. These agreements are designed to protect our proprietary information and, in the case of the
invention assignment agreements and provisions, to grant us ownership of technologies that are developed through a relationship with a third party. These agreements may be
breached, and we may not have adequate remedies for any breach. In addition, our trade secrets may otherwise become known or be independently discovered by competitors. To
the extent that our commercial partners, collaborators, employees and consultants use intellectual property owned by others in their work for us, disputes may arise as to the rights
in related or resulting know-how and inventions.

Trademarks

Novan® is a registered trademark of our company in the United States, and we own or have a license to use trademarks for our commercial products. In addition, we have pending
trademark applications in the United States, including for Nitricil.

Research and Development Arrangements

On April 29, 2019, we entered into a royalty and milestone payments purchase agreement with Reedy Creek Investments LLC, or Reedy Creek, pursuant to which Reedy Creek
provided us funding in an initial amount of $25.0 million, for us to use primarily to



pursue the development, regulatory approval and potential commercialization activities for SB206, for the treatment of molluscum, and advance programmatically other activities
with respect to SB414, for atopic dermatitis, and SB204, for acne.

On May 4, 2019, we entered into a development funding and royalties agreement, or the Funding A greement, with Ligand Pharmaceuticals Incorporated, or Ligand, pursuant to
which Ligand provided us funding of $12.0 million, which we used to pursue the development and regulatory approval of SB206, for the treatment of molluscum.

Please see Note 15—"Research and Development Agreements” to the accompanying consolidated financial statements included in this Annual Report for additional information
regarding these research and development arrangements, including our obligations under these agreements.

Collaboration and Licensing Agreements
Wynzora Agreement

Effective as of January 1, 2022, EPI Health entered into the MC2 Agreement relating to the commercialization of Wynzora for treatment of plaque psoriasis in adults in the United
States. Pursuant to the MC2 Agreement, which sets forth the collaborative efforts between EPI Health and MC2 to commercialize and promote Wynzora with MC2 in the United
States, MC2 granted EPI Health an exclusive right and license under MC2’s intellectual property rights to sell, or detail (as defined in the MC2 Agreement), and engage in certain
commercialization activities with respect to Wynzora in the United States.

In exchange for the provision of promotional and commercialization activities, under the terms of the MC2 Agreement, we are entitled to receive:

*  Reimbursement for all incremental costs incurred by us for the promotion and commercialization of Wynzora, including the incremental portion of our personnel and
commercial operating costs. The supply price of Wynzora product inventory is also considered to be an incremental cost that is reimbursed by MC2.

* A commercialization fee equivalent to a percentage of net sales ranging fromthe mid-teens for net sales less than or equal to $65.0 million to the upper single digits for
annual net sales greater than $105.0 million. We collect this commercialization fee by retaining our portion of the Wynzora product net sales we collect fromour customers,
with the remainder of the net sales being remitted by us to MC2 periodically in the formof a royalty payment, pursuant to the MC2 Agreement.

» A contingent incentive fee equal to 5% of the first $30.0 million in net sales of Wynzora sold in the United States by EPI Health in each of the 2022 and 2023 calendar
years; provided that such incentive fee shall not exceed $1.5 million each year and such incentive fee shall not be credited to us until the royalty payments paid to MC2
surpass the amount of certain commercialization payments made previously by MC2.

The termof the MC2 Agreement runs until the seventh anniversary of the first commercial sale of Wynzora (as defined in the MC2 Agreement) or June 30, 2028, whichever is
earlier. Either party may terminate the MC2 Agreement for the other party’s material uncured breach or the bankruptcy or insolvency of the other party. MC2 may terminate the
MC2 Agreement under certain scenarios, including for convenience with twelve months’ advance notice to us, provided that the termination is not effective unless MC2 pays any
unpaid historical liabilities related to commercialization of Wynzora owed by MC2. In the case of such termination, MC2 is also required to make an additional sunset payment to
us, paid in installments over the 24 month period following termination. We may terminate the MC2 Agreement for convenience with twelve months’ advance notice to MC2
provided that the termination is not effective unless we provide MC2 with a guarantee of the payment of any outstanding royalty payments, to the extent such royalty payments
owed by us exceeds any unpaid historical liabilities related to commercialization of Wynzora owed by MC2.

For additional information about the Wynzora and MC2 Agreement, please refer to Note 13—"Net Product Revenues” to the accompanying consolidated financial statements
included in this Annual Report.

Sato Agreement - SB206 and SB204

On January 12, 2017, we entered into a license agreement, and related first amendment, with Sato, relating to SB204, our drug candidate for the treatment of acne vulgaris in Japan,
or the Sato Agreement. Pursuant to the Sato Agreement, we granted to Sato an exclusive, royalty-bearing, non-transferable right and license under certain of our intellectual
property rights, with the right to sublicense with our prior written consent, to develop, use and sell products in Japan that incorporate SB204 in certain topical dosage forms for the
treatment of acne vulgaris, and to make the finished formof such products.



On October 5, 2018, we entered into the second amendment, or the Sato Amendment, to the Sato Agreement, or collectively, the Amended Sato Agreement. The Sato Amendment
expanded the Sato Agreement to include SB206, our drug candidate for the treatment of viral skin infections. Pursuant to the Amended Sato Agreement, we granted to Sato an
exclusive, royalty-bearing, non-transferable license under certain of our intellectual property rights, with the right to sublicense with our prior written consent, to develop, use and
sell products in Japan that incorporate SB204 or SB206 in certain topical dosage forms for the treatment of acne vulgaris or viral skin infections, respectively, and to make the
finished form of such products. We or our designated contract manufacturer will supply finished product to Sato for use in the development of SB204 and SB206 in the licensed
territory. The rights granted to Sato do not include the right to manufacture the API of SB204 or SB206; rather, we agreed to negotiate a commercial supply agreement pursuant to
which we or our designated contract manufacturer would be the exclusive supplier to Sato of the API for the commercial manufacture of licensed products in the licensed
territory. Under the terms of the Amended Sato Agreement, we also have exclusive rights to certain intellectual property that may be developed by Sato in the future, which we
could choose to use for our own development and commercialization of SB204 or SB206 outside of Japan.

The termof the Amended Sato Agreement (and the period during which Sato must pay royalties under the amended license agreement) expires on the twentieth anniversary of the
first commercial sale of a licensed product in the licensed field in the licensed territory (adjusted fromthe tenth anniversary of the first commercial sale in the Sato Agreement). The
termof'the Amended Sato Agreement may be renewed with respect to a licensed product by mutual written agreement of the parties for additional 2-year periods following
expiration of the initial term. All other material terms of the Sato Agreement remain unchanged by the Sato Amendment.

Sato is responsible for funding the development and commercial costs for the programthat are specific to Japan. We are obligated to perform certain oversight, review and
supporting activities for Sato, including: (i) using commercially reasonable efforts to obtain marketing approval of SB204 and SB206 in the United States; (ii) sharing all future
scientific information we may obtain during the term of the Amended Sato Agreement pertaining to SB204 and SB206; (iii) performing certain additional preclinical studies if such
studies are deemed necessary by the Japanese regulatory authority, up to and not to exceed a total cost of $1.0 million; and (iv) participating in a joint committee that oversees,
reviews and approves Sato’s development and commercialization activities under the Amended Sato Agreement. Additionally, we have granted Sato the option to use our
trademarks in connection with the commercialization of licensed products in the licensed territory for no additional consideration, subject to our approval of such use.

The Amended Sato Agreement may be terminated by (i) Sato without cause upon 120 days’ advance written notice to us; (ii) either party in the event of the other party’s uncured
material breach upon 60 days’ advance written notice; (iii) force majeure; (iv) either party in the event of the other party’s dissolution, liquidation, bankruptcy or insolvency; and
(v) by us immediately upon written notice if Sato challenges the validity, patentability, or enforceability of any of our patents or patent applications licensed to Sato under the
Amended Sato Agreement. In the event of a termination, no portion of the upfront fees received from Sato is refundable.

For additional information about the Amended Sato Agreement, please refer to Note 14—"License and Collaboration Revenues” to the accompanying consolidated financial
statements included in this Annual Report.

Sato Rhofade Agreement

In December 2022, we entered into a license agreement with Sato in which Sato was granted an exclusive, royalty-bearing, non-transferable right and license under certain of our
intellectual property rights to develop, manufacture and market Rhofade for the treatment of rosacea in Japan, or the Sato Rhofade Agreement. In addition, per the Sato Rhofade
Agreement, during a specified time period, Sato has an exclusive option to negotiate the terms under which its license would be expanded to include certain other countries in the
Asia-Pacific region.

In exchange for the license granted to Sato, Sato agreed to pay us the following: (i) an upfront payment of $5.0 million; and (i) a milestone payment of $2.5 million upon receipt of
marketing approval of Rhofade for rosacea in the Japan territory. Sato also agreed to pay tiered royalty payments on net sales of the licensed product ranging over time froma
percentage of net sales in the mid-teens to a percentage of net sales in the low single digits.

In addition, we are required to pay 25% of the upfront and milestone payment amounts to a third party under existing contractual obligations related to Rhofade and will also be
required to pay a portion of the royalty amounts received under the Sato Rhofade Agreement to third parties, after which we will retain net royalties in the low single digits. For
additional information about the Sato Rhofade Agreement related payment to a third party, please see below.

The initial term of the Sato Rhofade Agreement expires on the fifteenth anniversary of the first marketing approval of the licensed product for rosacea in the Japan territory. The
termof'the Sato Rhofade Agreement automatically extends for a further period of two years, unless either party gives one year’s notice before the end of the initial term.

The Sato Rhofade Agreement may be terminated, among other reasons, (i) by Sato without cause upon 120 days’ advance written notice to us; (i) by either party in the event of
the other party’s uncured material breach upon 60 days’ advance written notice; and (iii) by us if Sato challenges the validity, patentability or enforceability of any of our patents
licensed to Sato under the Sato Rhofade Agreement.



For additional information about the Sato Rhofade Agreement, please refer to Note 14—"License and Collaboration Revenues” to the accompanying consolidated financial
statements included in this Annual Report.

Rhofade Agreements

In connection with the Rhofade Acquisition Agreement that is described in Note 9—"Commitments and Contingencies” to the accompanying consolidated financial statements
included in this Annual Report, EPI Health acquired rights to that certain Assignment and License Agreement, and through the Assignment and License Agreement, we license
certain intellectual property from Aspect Pharmaceuticals, LLC, or Aspect, and such agreement, the Aspect Agreement. Under the terms of the Aspect Agreement, we, through EPI
Health, have exclusive rights to, and are required to use commercially reasonable efforts to, commercialize the Rhofade product. We, through EPI Health, also have a duty to certain
other parties to use commercially reasonable efforts to commercialize the Rhofade product based on historical acquisition agreements for Rhofade that were assumed by EPI
Health.

The Aspect Agreement expires upon the last-to-expire of patent claims made under the assigned and licensed patents under the Aspect Agreement. Aspect may terminate the
agreement upon a material breach by EPI Health after providing an opportunity to cure. Upon such termination by Aspect, EPI Health will cease all development and
commercialization of Rhofade and EPI Health will assign and convey to Aspect its entire right, title and interest in and to the assigned intellectual property transferred under the
Aspect Agreement.

Additionally, under the Aspect Agreement, the Rhofade Acquisition Agreement and the other historical acquisitions related to Rhofade, we are also required to pay a combined
royalty on net sales of Rhofade and related products initially in the low double digits, which rate may increase based on the thresholds of net sales we achieve. We are also
required to pay 25% of any upfront, license, milestone or other related payments received by EPI Health related to any sublicenses of Rhofade and related products.

In connection with two abbreviated new drug application, or ANDA, settlement agreements that EPI Health entered into in connection with Rhofade in 2021, EPI Health granted
two ANDA filers a license to launch their own generic product for the treatment of erythema in rosacea. The actual timing of the launch of such generic products is uncertain
because the launch dates of such products under the settlement agreements are subject to acceleration under certain circumstances. In the absence of any circumstances
triggering acceleration, the earliest launch of such a generic product would be in the third quarter of 2026.

For additional information about the Rhofade Agreements, please refer to Note 12—"License and Collaboration Agreements” and Note 9—"Commitments and Contingencies” to
the accompanying consolidated financial statements included in this Annual Report.

Minolira Agreements

In connection with the Minolira acquisition that is described in Note 9—"Commitments and Contingencies”, EPI Health assumed the royalty obligation related to an ANDA
settlement in connection with Minolira. Accordingly, we, through EPI Health, are required to pay a royalty to an ANDA filer in the low double digits of any generic form of Minolira
that is the pharmaceutical equivalent of the 105 mg or 135 mg strength Minolira product.

For additional information about the Minolira Agreements, please refer to Note 12—"License and Collaboration Agreements” and Note 9—"Commitments and Contingencies” to
the accompanying consolidated financial statements included in this Annual Report

UNC Agreements

We acquired exclusive rights to our library of Nitricil compounds pursuant to license agreements with UNC entered into in July 2007 and October 2009, which were subsequently
amended, restated and consolidated in June 2012. We amended the consolidated license agreement in November 2012 to expand the scope of licensed patents to cover additional
nitric oxide technologies in consideration for an upfront cash payment. We may obtain similar amendments to the consolidated license agreement to expand the scope of licensed
patents to cover future additional nitric oxide technologies or as improvements on licensed technology and, if such amendments were executed, we may be required to pay
additional upfront cash payments. In April 2016, November 2018 and November 2021, we amended the agreement to clarify the scope of the intellectual property of the
consolidated license agreement and to make modifications to certain milestones under the consolidated license agreement.

Under the consolidated license agreement with UNC, we are granted an exclusive, worldwide license, with the ability to sublicense, under the licensed UNC patents, including
those directed to Nitricil compounds, to develop and commercialize products utilizing the licensed technology. As partial consideration for the consolidated license agreement, we
issued 19,105 shares of our common stock to UNC and a nominal upfront cash payment. Additionally, under the consolidated license agreement, we are obligated to pay UNC a
running royalty percentage in the low single digits on net sales of licensed products (by us or any of our sublicensees, such as Sato), and to pay up to $425,000 to UNC in
regulatory and commercial milestones on a licensed product by licensed product basis.

Under the consolidated license agreement, UNC controls prosecution activities with respect to licensed patents owned solely by UNC, we control prosecution activities with
respect to licensed patents jointly owned by us and UNC and we are obligated to reimburse UNC for reasonable prosecution and maintenance costs. Pursuant to the consolidated
license agreement, we have the first



right to defend against third-party claims of patent infringement with respect to the licensed products and to enforce the licensed patents against third-party infringers.

Unless earlier terminated by us at our election, or if we materially breach the agreement or become bankrupt, the consolidated license agreement remains in effect on a country by
country and licensed product by licensed product basis until the expiration of the last to expire issued patent covering such licensed product in the applicable country, and upon
such expiration, we receive a perpetual, unrestricted, fully-paid and royalty free right to develop and commercialize such licensed product in such country. As of December 31,
2022, the last to expire issued patent licensed to us under the consolidated license agreement is projected to expire in 2036. UNC may terminate the agreement or render the license
granted thereunder non-exclusive for our material breach of the agreement that remains uncured after 90 days of receipt of written notice thereof from UNC and may also terminate
the agreement or render the license granted thereunder non-exclusive upon providing written notice for our bankruptcy or insolvency-related events within 30 days of the
occurrence of such events. We may terminate the agreement at any time for convenience upon providing written notice of not less than 30 days to UNC.

Other Research and Development Agreements

We have entered into various licensing agreements with universities and other research institutions under which we receive the rights, and in some cases substantially all of the
rights, of the inventors, assignees or co-assignees to produce and market technology protected by certain patents and patent applications. In addition to the UNC License
Agreement, which is our primary license agreement, the counterparties to our various other licensing agreements are the University of Akron Research Foundation, Hospital for
Special Surgery, Strakan International S.a.r.l, which is a licensee of the University of Aberdeen, KIPAX AB and KNOW Bio.

We are required to make payments based upon achievement of certain milestones and will be required to make royalty payments based on a percentage of future sales of covered
products or a percentage of sublicensing revenue. As future royalty payments are directly related to future revenues (either sales or sublicensing), future commitments cannot be
determined. No accrual for future payments under these agreements has been recorded, as we cannot estimate if, when or in what amount payments may become due.

Separation Transaction and Licensing Arrangements with KNOW Bio, including Amendments
2015 Separation Transaction and Licensing Arrangements

In connection with the December 2015 separation of our non-dermatology assets to KNOW Bio, we granted to KNOW Bio, through two separate agreements, exclusive licenses,

with the right to sublicense, to certain United States and foreign patents and patent applications controlled by us as of the execution date of the agreement, and, under one of the
agreements, patents and patent applications which became controlled by us during the three years immediately following the execution date of such agreement, directed towards

nitric oxide-releasing compositions and methods of manufacturing thereof, including methods of manufacturing Nitricil compounds, and other nitric oxide-based therapeutics.

Under the exclusive licenses, the following rights were retained by Novan or conveyed to KNOW Bio:

»  Novan retained exclusive development and commercialization rights in all fields for any products containing certain specified particles, referred to as the Novan Particles,
including those in our NVN1000 API and in other NCEs we are developing.

» Novan retained exclusive rights to develop and commercialize products utilizing the licensed technology in the Retained Dermatology Field, which is defined as the
diagnosis, treatment, prevention, and palliation of diseases, conditions, or disorders of the skin, nails, hair or scalp in humans or animals, and all cosmetic uses for the
skin, nails, hair or scalp, other than (i) for wound care through formulations of therapeutic product specifically designed to treat chronic wounds, thermal burns, radiation
injury, accidental injury, surgical sites or scars, and (ii) therapeutic uses for treating cancer, excluding basal cell carcinoma, squamous cell carcinoma, precancerous
conditions of the skin, actinic keratosis, actinic cheilitis, cutaneous horn, Bowen disease, radiation dermatosis, and dysplastic nevi. The Retained Dermatology Field was
amended in 2017 as described in the section entitled "2017 Amendments to KNOW Bio Licensing Arrangements” in this Annual Report.

+  KNOW Bio received exclusive rights to develop and commercialize products utilizing the licensed technology, excluding products containing the Novan Particles, in the
KNOW Bio Field, which is defined as all fields of use except for the Retained Dermatology Field. The KNOW Bio Field was amended in 2017 as described in the section
entitled "2017 Amendments to KNOW Bio Licensing Arrangements” in this Annual Report.

Under one of these exclusive license agreements, KNOW Bio granted to us an exclusive license, with the right to sublicense, under any patents and patent applications which
became controlled by KNOW Bio during the three years immediately following the execution date of such agreement and directed towards nitric oxide-releasing compositions and
methods of manufacturing thereof, including methods of manufacturing Nitricil compounds, and other nitric oxide-based therapeutics, but not towards medical devices, for use in
the diagnosis, treatment, prevention, and palliation of diseases, conditions, or disorders in the Retained Dermatology Field, including but not limited to SB204, SB206, SB208, SB414
and our other presently-contemplated dermatology pipeline candidates. KNOW Bio granted us a right of first negotiation to obtain a license under any patents and patent
applications generated



by KNOW Bio during the first three years following the execution date of the agreement and directed towards medical devices to develop and commercialize licensed products in
the Retained Dermatology Field. Additionally, Novan and KNOW Bio also agreed that neither party would commercialize any products in the other’s field of use during the first
three years following the execution date of the agreement. The three-year period in which new patents and patent applications controlled by us or by KNOW Bio are added to the
exclusive licenses and the three-year term of the commercialization non-compete both expired on December 29, 2018. Neither we nor, to our knowledge, KNOW Bio commercialized
a product in the other party’s field during this period.

Additionally, we granted to KNOW Bio exclusive sublicenses, with the ability to further sublicense, under certain of the United States and foreign patents and patent applications
exclusively licensed to us from UNC and another third party directed towards nitric oxide-releasing compositions, including certain Nitricil compounds, to develop and
comercialize products utilizing the licensed technology in the KNOW Bio Field. Under the exclusive sublicense to the UNC patents and applications, KNOW Bio is subject to the
terms and conditions under the consolidated license agreement with UNC, including diligence obligations and milestone payment obligations.

Under the exclusive license agreements and sublicense agreements, we retain all rights under our owned and exclusively licensed patents and patent applications with respect to
development and commercialization of products for use in the Retained Dermatology Field. The exclusive license agreements and sublicense agreements will continue for so long
as there is a valid patent claimunder the respective agreement, unless earlier terminated, and upon expiration continues as a perpetual non-exclusive license. Under each
agreement, Novan and KNOW Bio have the right to terminate the agreement by written notice for the other party’s material breach which remains uncured within 30 days of receipt
ofnotice thereof. Novan also has the right to terminate each such agreement immediately upon written notice if KNOW Bio, its affiliates or sublicensees challenge the validity of
any patent licensed in such agreement. KNOW Bio has the right to terminate each such agreement, with notice, for any reason upon ninety days advance written notice to the
Company. The licenses granted by KNOW Bio to the Company in the agreements survive termination of the agreements.

2017 Amendments to KNOW Bio Licensing Arrangements

In October 2017, we entered into certain amendments, or the KNOW Bio Amendments, to the original license and sublicense agreements described above between us and KNOW
Bio, or the Original KNOW Bio Agreements. Pursuant to the terms of the KNOW Bio Amendments, we re-acquired from KNOW Bio exclusive, worldwide rights under certain
United States and foreign patents and patent applications controlled by us as of the execution date of the Original KNOW Bio Agreements, and patents and patent applications
which became controlled by us during the three years immediately following the execution date of the Original KNOW Bio Agreements, directed towards nitric oxide-releasing
compositions and methods of manufacturing thereof, including methods of manufacturing Nitricil compounds, and other nitric oxide-based therapeutics, to develop and
commercialize products for all diagnostic, therapeutic, prophylactic and palliative uses for any disease, condition or disorder caused by certain oncoviruses, or the Oncovirus Field.
KNOW Bio also granted to us an exclusive license, with the right to sublicense, under any patents and patent applications which became controlled by KNOW Bio during the
three years immediately following the execution date of the Original KNOW Bio Agreements and directed towards nitric oxide-releasing compositions and methods of
manufacturing thereof, including methods of manufacturing Nitricil compounds, and other nitric oxide-based therapeutics, but not towards medical devices, to develop and
commercialize products for use in the Oncovirus Field. Additionally, KNOW Bio agreed that KNOW Bio would not commercialize any products in the Oncovirus Field during the
first three years following the execution date of the Original KNOW Bio Agreements. The three-year period in which new patents and patent applications controlled by KNOW Bio
are added to the exclusive license and the three-year term of the commercialization non-compete both expired on December 29, 2018.

The rights granted to us in the Oncovirus Field in the KNOW Bio Amendments continue for so long as there is a valid patent claimunder the Agreements, and upon expiration
continue on a perpetual non-exclusive basis, and are subject to the termination rights of KNOW Bio and us that are set forth in the Original KNOW Bio Agreements. In addition,
under the KNOW Bio Amendments, KNOW Bio may terminate the rights granted to the Company in the Oncovirus Field without terminating the Original KNOW Bio Agreements.

Government Regulation

The FDA and comparable regulatory authorities in state and local jurisdictions and in other countries impose substantial and burdensome requirements upon companies involved
in the clinical development, manufacture, marketing and distribution of drugs, such as those we are currently commercializing and those we are developing. These agencies and
other federal, state and local entities regulate, among other things, the research and development, testing, manufacture, quality control, safety, effectiveness, labeling, storage,
record keeping, approval, advertising and promotion, distribution, post-approval monitoring and reporting, sampling and export and import of our products and product
candidates.



United States Government Regulation

In the United States, the FDA regulates drugs under the Federal Food, Drug, and Cosmetic Act, or FDCA, and its implementing regulations. The process of obtaining regulatory
approvals and the subsequent compliance with applicable federal, state, local and foreign statutes and regulations requires the expenditure of substantial time and financial
resources.

The process required by the FDA before a drug may be marketed in the United States generally involves the following:
* completion of preclinical laboratory tests, animal studies and formulation studies in compliance with the FDA’s Good Laboratory Practice, or GLP, regulations;
*  submission to the FDA of an IND which must become effective before human clinical trials may begin;
« approval by an independent Institutional Review Board, or IRB, or ethics committee at each clinical site before each trial may be initiated;

+ performance of adequate and well-controlled human clinical trials in accordance with good clinical practice, or GCP, requirements to establish the safety and efficacy of the
proposed drug product for each indication;

* submission to the FDA of an NDA after completion of all pivotal clinical trials;
» satisfactory completion of an FDA advisory committee review, if applicable;

» satisfactory completion of an FDA inspection of the manufacturing facility or facilities at which the product is produced to assess compliance with current good
manufacturing practice, or cGMP, requirements and to assure that the facilities, methods and controls are adequate to preserve the drug’s identity, strength, quality and
purity, and of selected clinical investigation sites to assess compliance with GCPs; and

*  FDA review and approval of the NDA to permit marketing of the product for particular indications for uses in the United States.
Preclinical Studies

Preclinical studies include laboratory evaluation of product chemistry, toxicity and formulation, as well as animal studies to assess potential safety and efficacy. Prior to beginning
the first clinical trial with a product candidate in the United States, a sponsor must submit an IND to the FDA, which is a request for authorization fromthe FDA to administer an
investigational drug product to humans. To support an IND to conduct clinical trials, a sponsor must submit the results of the preclinical tests, together with manufacturing
information, analytical data and any available clinical data or literature, among other things, to the FDA as part of an IND. Some preclinical testing may continue even after the IND
is submitted. An IND automatically becomes effective 30 days after receipt by the FDA, unless before that time the FDA raises concerns or questions related to one or more
proposed clinical trials and places the clinical trial on a clinical hold. In such a case, the IND sponsor and the FDA must resolve any outstanding concerns before the clinical trial
can begin. As a result, submission of an IND may not result in the FDA allowing clinical trials to commence.

Clinical Trials

Clinical trials involve the administration of the IND to human subjects under the supervision of qualified investigators in accordance with GCP requirements, which include the
requirement that all research subjects provide their informed consent in writing for their participation in any clinical trial. Clinical trials are conducted under protocols detailing,
among other things, the objectives of the trial, the parameters to be used in monitoring safety and the effectiveness criteria to be evaluated. A protocol for each clinical trial and
any subsequent protocol amendments must be submitted to the FDA as part of the IND. While the IND is active, progress reports summarizing the results of the clinical trials and
non-clinical studies performed since the last progress report, among other information, must be submitted at least annually to the FDA, and written IND safety reports must be
submitted to the FDA and investigators for serious and unexpected suspected adverse events, findings fromother studies suggesting a significant risk to humans exposed to the
drug, findings fromanimal or in vitro testing suggesting a significant risk to humans exposed to the drug, and any clinically important increased rate of a serious suspected adverse
reaction compared to that listed in the protocol or investigator brochure.

In addition, an IRB at each institution participating in the clinical trial must review and approve the protocol for any clinical trial before it commences at that institution. Some
clinical trials are overseen by an independent group of qualified experts organized by the sponsor, known as a data safety monitoring board or committee. Depending on its charter,
this group may determine whether a trial may move forward at designated check points based on access to certain data fromthe trial. The FDA or the sponsor may suspend a
clinical trial at any time on various grounds, including a finding that the research subjects or patients are being exposed to an unacceptable health risk. Similarly, an IRB can
suspend or terminate approval of a clinical trial at its institution if the clinical trial is not being conducted in accordance with the IRB’s requirements or if the drug has been
associated with unexpected serious harmto patients. In addition, information about certain clinical trials must be submitted within specific timeframes to the National Institutes of
Health for public dissemination on its www.clinicaltrials.gov website.



Human clinical trials are typically conducted in three sequential phases, which may overlap or be combined:

* Phase 1 clinical trial: The drug is initially introduced into healthy human subjects or patients with the target disease or condition and tested for safety, dosage tolerance,
absorption, metabolism, distribution, excretion and, if possible, to gain an early indication of'its effectiveness.

*  Phase 2 clinical trial: The drug is administered to a limited patient population with the specified disease or condition to identify possible adverse effects and safety risks, to
preliminarily evaluate the efficacy of the product for specific targeted diseases and to determine dosage tolerance and optimal dosage.

*  Phase 3 clinical trials: The drug is administered to an expanded patient population with the specified disease or condition, generally at geographically dispersed clinical
trial sites, in well-controlled clinical trials to generate enough data to statistically evaluate the efficacy and safety of the product for approval, to establish the overall risk-
benefit profile of the product and to provide adequate information for the labeling of the product.

Post-approval trials, sometimes referred to as Phase 4 studies, may be conducted after initial marketing approval. These trials are used to gain additional experience fromthe
treatment of patients in the intended therapeutic indication. In certain instances, the FDA may mandate the performance of Phase 4 clinical trials as a condition of approval of an
NDA.

Concurrent with clinical trials, companies usually complete additional animal studies and nust also develop additional information about the chemistry and physical characteristics
ofthe drug and finalize a process for manufacturing the product in commercial quantities in accordance with cGMP requirements. The manufacturing process must be capable of
consistently producing quality batches of the product candidate and, among other things, the manufacturer must develop methods for testing the identity, strength, quality and
purity of the final drug. In addition, appropriate packaging must be selected and tested and stability studies must be conducted to demonstrate that the product candidate does not
undergo unacceptable deterioration over its shelf life.

Marketing Approval

Assuming successful completion of the required testing in accordance with all applicable regulatory requirements, the results of the preclinical studies and clinical trials, together
with detailed information relating to the product’s chemistry, manufacture, controls and proposed labeling, among other things, are submitted to the FDA as part of an NDA
requesting approval to market the product for one or more indications for use. In most cases, the submission of an NDA is subject to a substantial application user fee.

In addition, under the Pediatric Research Equity Act of 2003, or PREA, as amended and reauthorized, certain NDAs or supplements to an NDA must contain data that are adequate
to assess the safety and effectiveness of the drug for the claimed indications in all relevant pediatric subpopulations, and to support dosing and administration for each pediatric
subpopulation for which the product is safe and effective. The FDA may, on its own initiative or at the request of the applicant, grant deferrals for submission of some or all
pediatric data until after approval of the product for use in adults, or full or partial waivers fromthe pediatric data requirements.

The FDA conducts a preliminary review of all NDAs within the first 60 days after submission, before accepting them for filing, to determine whether they are sufficiently complete
to permit substantive review. The FDA may request additional information rather than accept an NDA for filing. In this event, the application must be resubmitted with the
additional information. The resubmitted application is also subject to review before the FDA accepts it for filing. Once the submission is accepted for filing, the FDA begins an in-
depth substantive review. Under the Prescription Drug User Fee Act VII, or PDUFA, guidelines that are currently in effect, the FDA has a goal of ten months fromthe date of
"filing” of a standard NDA for a new molecular entity to review and act on the submission. This review typically takes twelve months fromthe date the NDA is submitted to the
FDA because the FDA has approximately two months to make a "filing” decision as to whether it will accept the application for filing. The actual review time may be significantly
longer, depending on the complexity of the review, FDA requests for additional information and the sponsor’s submission of additional information.

The FDA reviews an NDA to determine, among other things, whether the drug is safe and effective and whether the facility in which it is manufactured, processed, packaged or
held meets standards designed to assure the product’s continued safety, quality and purity. During its review, the FDA may raise additional issues or request additional data or
information, during which time, the review period is generally suspended until such requests are received. This can delay, sometimes substantially, the FDA’s review and potential
approval of an application.

The FDA may refer an application for a novel drug to an advisory committee. An advisory committee is a panel of independent experts, including clinicians and other scientific
experts, that reviews, evaluates and provides a recommendation as to whether the application should be approved and under what conditions. The FDA is not bound by the
recommendations of an advisory committee, but it considers such recommendations carefully when making decisions.

Before approving an NDA, the FDA typically will inspect the facility or facilities where the product is manufactured. The FDA will not approve an application unless it determines
that the manufacturing processes and facilities are in compliance with cGMP requirements and adequate to assure consistent production of the product within required
specifications. Additionally, before approving an NDA, the FDA may inspect one or more clinical trial sites to assure compliance with GCP requirements.



After evaluating the NDA and all related information, including the advisory committee recommendation, if any, and inspection reports regarding the manufacturing facilities and
clinical trial sites, the FDA may issue an approval letter, or, in some cases, a complete response letter. An approval letter authorizes commercial marketing of the drug with specific
prescribing information for specific indications. A complete response letter generally contains a statement of specific conditions that must be met in order to secure final approval
of'the NDA and may require additional clinical or preclinical testing in order for FDA to reconsider the application. Even with submission of this additional information, the FDA
ultimately may decide that the application does not satisfy the regulatory criteria for approval. If and when those conditions have been met to the FDA’s satisfaction, the FDA will
typically issue an approval letter.

Even if the FDA approves a product, it may limit the approved indications for use of the product, require that contraindications, warnings or precautions be included in the product
labeling, require that post-approval studies, including Phase 4 clinical trials, be conducted to further assess a drug’s safety after approval, or require testing and surveillance
programs to monitor the product after commercialization. The FDA may also place other conditions on approval, including the requirement for a risk evaluation and mitigation
strategy, or REMS, to assure the safe use of the drug. If the FDA concludes a REMS is needed, the sponsor of the NDA must submit a proposed REMS. The FDA will not approve
the NDA without an approved REMS, if required. A REMS could include medication guides, physician communication plans or elements to assure safe use, such as restricted
distribution methods, patient registries and other risk minimization tools.

The FDA may prevent or limit further marketing of a product based on the results of post-marketing studies or surveillance programs or if unexpected safety or efficacy concerns
arise. After approval, some types of changes to the approved product, such as adding new indications, manufacturing changes and additional labeling clains, are subject to further
testing requirements and FDA review and approval. In addition, new government requirements, including those resulting fromnew legislation, may be established, or the FDA’s
policies may change, which could impact the timeline for regulatory approval or otherwise impact ongoing development programs.

Special FDA Expedited Review and Approval Programs

The FDA offers a number of expedited development and review programs for qualifying product candidates. To be eligible for a fast track designation, the FDA nust determine,
based on the request of a sponsor, that a product is intended to treat a serious or life-threatening disease or condition and demonstrates the potential to address an unmet medical
need for such disease or condition. Fast Track designation applies to the combination of the product candidate and the specific indication for which it is being studied. The
sponsor of a Fast Track designated product candidate has opportunities for more frequent interactions with the applicable FDA review team during product development. In
addition, the FDA may review sections of the NDA for a fast track designated product candidate on a rolling basis before the complete application is submitted, if the sponsor
provides a schedule for the submission of the sections of the NDA, the FDA agrees to accept sections of the NDA and determines that the schedule is acceptable, and the
sponsor pays any required user fees upon submission of the first section of the NDA.

A product candidate intended to treat a serious or life-threatening disease or condition may also be eligible for breakthrough therapy designation to expedite its development and
review. A product candidate can receive breakthrough therapy designation if preliminary clinical evidence indicates that the product candidate, alone or in combination with one or
more other drugs or biologics, may demonstrate substantial improvement over existing therapies on one or more clinically significant endpoints, such as substantial treatment
effects observed early in clinical development. The designation includes all of the fast track program features, as well as more intensive FDA interaction and guidance beginning as
early as Phase 1, and an organizational commitment to expedite the development and review of the product candidate, including involvement of senior managers.

Any marketing application for a drug submitted to the FDA for approval, including a product candidate with a fast track designation or breakthrough therapy designation, may also
be eligible for other types of FDA programs intended to expedite development and review, such as priority review and accelerated approval. An NDA is eligible for priority review
if the product candidate is designed to treat a serious or life-threatening disease or condition, and, if approved, would provide a significant improvement in safety or effectiveness
compared to available alternatives for such disease or condition. A priority review means that the goal for the FDA to review an application is sixmonths, rather than the standard
review of ten months under current PDUFA guidelines. Under the new PDUFA agreement, these sixand ten-month review periods are measured fromthe "filing” date rather than
the receipt date for NDAs for new molecular entities, which typically adds approximately two months to the timeline for review and decision fromthe date of submission.

In addition, product candidates studied for their safety and effectiveness in treating serious or life-threatening illnesses may be eligible for accelerated approval and may be
approved upon a determination that the product candidate has an effect on a surrogate endpoint that is reasonably likely to predict clinical benefit, or on a clinical endpoint that
can be measured earlier than irreversible morbidity or mortality, that is reasonably likely to predict an effect on irreversible morbidity or mortality or other clinical benefit, taking into
account the severity, rarity or prevalence of the condition and the availability or lack of alternative treatments. As a condition of approval, the FDA generally requires a sponsor of
a drug receiving accelerated approval to perform confirmatory studies to verify and describe the predicted effect on irreversible morbidity or mortality or other clinical endpoint,
and the drug may
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be subject to accelerated withdrawal procedures if the sponsor fails to conduct the required confirmatory studies in a timely manner or if such studies fail to verify the predicted
clinical benefit. In addition, the FDA currently requires, as a condition for accelerated approval, pre-approval of promotional materials, which could adversely impact the timing of
the commercial launch of the product.

Fast track designation, breakthrough therapy designation, priority review, and accelerated approval do not change the standards for approval and approval is not guaranteed.
Such designation may, however, expedite the development or approval process. Even if a product candidate qualifies for one or more of these programs, the FDA may later decide
that the product candidate no longer meets the conditions for qualification or decide that the time period for FDA review or approval will not be shortened.

Post-Approval Requirements

Drugs manufactured or distributed pursuant to FDA approvals are subject to pervasive and continuing regulation by the FDA, including, among other things, requirements
relating to recordkeeping, periodic reporting, product sampling and distribution, advertising and promotion and reporting of adverse experiences associated with the product. After
approval, most changes to the approved product, such as adding new indications or other labeling claims are subject to prior FDA review and approval. There also are continuing,
annual program fee requirements for any marketed products.

The FDA may impose a number of post-approval requirements as a condition of approval of an NDA. For example, the FDA may require post-marketing testing, including Phase 4
clinical trials, and surveillance to further assess and monitor the product’s safety and effectiveness after commercialization. The FDA may also limit the indications for use or may
impose labeling or other requirements on the product.

In addition, drug manufacturers and other entities involved in the manufacture and distribution of approved drugs are required to register their establishments with the FDA and
state agencies and are subject to periodic unannounced inspections by the FDA and these state agencies for compliance with cGMP requirements. Changes to the manufacturing
process are strictly regulated and often require prior FDA approval before being implemented. FDA regulations also require investigation and correction of any deviations from
c¢GMP requirements and impose reporting and documentation requirements upon the sponsor and any third-party manufacturers that the sponsor may decide to use. Accordingly,
manufacturers must continue to expend time, money and effort in the area of production and quality control to maintain cGMP compliance.

Once an approval is granted, the FDA may withdraw the approval if compliance with regulatory requirements and standards is not maintained or if problems occur after the product
reaches the market. Later discovery of previously unknown problems with a product, including adverse events of unanticipated severity or frequency, or with manufacturing
processes, or failure to comply with regulatory requirements, may result in mandatory revisions to the approved labeling to add new safety information; imposition of post-market
studies or clinical trials to assess new safety risks; or imposition of distribution or other restrictions under a REMS program. Other potential consequences include, among other
things:

* restrictions on the marketing or manufacturing of the product, complete withdrawal of the product from the market or product recalls;
» fines, warning letters or holds on post-approval clinical trials;

« refusal of the FDA to approve pending NDAs or supplements to approved NDAs, or suspension or revocation of product approvals;
»  product seizure or detention, or refusal to permit the import or export of products; or

* injunctions or the imposition of civil or criminal penalties.

The FDA strictly regulates marketing, labeling, advertising and promotion of products that are placed on the market. Drugs may be promoted only for the approved indications and
in accordance with the provisions of the approved label. The FDA and other agencies actively enforce the laws and regulations prohibiting the promotion of off-label uses, and a
company that is found to have improperly promoted off-label uses may be subject to significant Lability. Failure to comply with these requirements can result in, among other
things, adverse publicity, waming letters, corrective advertising and potential civil and criminal penalties.

Other Health Care Laws

In addition to FDA restrictions on marketing of pharmaceutical products, other United States federal and state healthcare regulatory laws restrict business practices in the
pharmaceutical industry, which include, but are not limited to, state and federal anti-kickback, false claims, and transparency laws with respect to drug pricing and payments and
other transfers of value made to physicians and other healthcare providers.

The federal Anti-Kickback Statute prohibits, among other things, any person or entity from knowingly and willfully offering, paying, soliciting, receiving or providing any
remuneration, directly or indirectly, overtly or covertly, to induce or in return for purchasing, leasing, ordering, or arranging for or recommending the purchase, lease, or order of
any itemor service reimbursable, in whole or in part, under Medicare, Medicaid or other federal healthcare programs. The term "remuneration” has been broadly
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interpreted to include anything of value. The Anti-Kickback Statute has been interpreted to apply to arrangements between pharmaceutical manufacturers on the one hand and
prescribers, purchasers and formulary managers on the other. In addition, a person or entity does not need to have actual knowledge of the statute or specific intent to violate it in
order to have committed a violation.

The federal False Claims Act prohibits any person or entity from, among other things, knowingly presenting, or causing to be presented, a false, fictitious or fraudulent claim for
payment to, or approval by, the federal government or knowingly making, using, or causing to be made or used a false record or statement material to a false or fraudulent claimto
the federal government, or fromknowingly making a false statement to avoid, decrease or conceal an obligation. A claimincludes "any request or demand” for money or property
presented to the United States government. Violation of the federal Anti-Kickback Statute may also constitute a false or fraudulent claim for purposes of the federal civil False
Claims Act. Actions under the civil False Claims Act may be brought by the Attomey General or as a "qui tam” action by a private individual in the name of the government.
Violations ofthe civil False Claims Act can result in very significant monetary penalties and treble damages. In addition, the civil monetary penalties statute imposes penalties
against any person who is determined to have presented or caused to be presented a claimto a federal health programthat the person knows or should know is for an itemor
service that was not provided as claimed or is false or fraudulent. Many states also have similar fraud and abuse statutes or regulations that apply to items and services reimbursed
under Medicaid and other state programs, or, in several states, apply regardless of the payor. Given the significant size of actual and potential settlements, it is expected that the
govermnment authorities will continue to devote substantial resources to investigating healthcare providers’ and manufacturers’ compliance with applicable fraud and abuse laws.

The federal Health Insurance Portability and Accountability Act of 1996, or HIPA A, prohibits, among other actions, knowingly and willfully executing, or attempting to execute, a
scheme to defraud any healthcare benefit program, including private third-party payors, knowingly and willfully embezzling or stealing froma healthcare benefit program, willfully
obstructing a criminal investigation of a healthcare offense, and knowingly and willfully falsifying, concealing or covering up a material fact or making any materially false, fictitious
or fraudulent statement in connection with the delivery of or payment for healthcare benefits, items or services. Similar to the federal Anti-Kickback Statute, a person or entity does
not need to have actual knowledge of the statute or specific intent to violate it in order to have committed a violation.

In addition, there has been a recent trend of increased federal and state regulation of payments made to physicians and certain other healthcare providers. Under the federal
Physician Payments Sunshine Act, certain manufacturers of drugs, devices, biologics and medical supplies for which payment is available under Medicare, Medicaid, or the
Children’s Health Insurance Program, with specific exceptions, are required to report annually to the Centers for Medicare & Medicaid Services, or CMS, information related to
payments and "transfers of value” provided to physicians (defined to include doctors, dentists, optometrists, podiatrists and chiropractors), certain non-physician practitioners
such as physician assistants and nurse practitioners, and teaching hospitals, as well as ownership and investment interests held by physicians and their immediate family
members. In addition, certain states require implementation of compliance programs and compliance with the pharmaceutical industry’s voluntary compliance guidelines and the
relevant compliance guidance promulgated by the federal government, impose restrictions on marketing practices, and/or tracking and reporting of pricing information and
marketing expenditure as well as gifts, compensation and other remuneration or items of value provided to physicians and other healthcare professionals and entities.

Violation of any of such laws or any other governmental regulations that may apply to us can result in penalties, including, without limitation, administrative, civil and criminal
penalties, damages, fines, disgorgement, contractual damages, reputational harm, diminished profits and future earnings, the curtailment or restructuring of our operations,
exclusion fromparticipation in federal and state healthcare programs and individual imprisonment.

Coverage and Reimbursement

Sales of our currently marketed products (and any other product candidates, if approved) by us or our commercial partners depend, in part, on the extent to which such products
are covered by third-party payors, such as government healthcare programs, commercial insurance and managed healthcare organizations. These third-party payors are
increasingly limiting coverage or reducing reimbursements for medical products and services. Patients are unlikely to use our products unless coverage is provided and
reimbursement is adequate to cover a significant portion of the cost of our products. Sales of our currently marketed products (and any other products for which we receive
regulatory approval for commercial sale) therefore depend, in part, on the availability of coverage and adequate reimbursement from third-party payors. Third-party payors include
government authorities, managed care plans, private health insurers and other organizations.

The process for determining whether a third-party payor will provide coverage for a drug typically is separate fromthe process for setting the price of such product or for
establishing the reimbursement rate that the payor will pay for the product once coverage is approved. Third-party payors may limit coverage to specific products on an approved
list, also known as a formulary, which might not include all of the FDA-approved products for a particular indication. A decision by a third-party payor not to cover our products or
product candidates could reduce a physician’s willingness to prescribe our products once approved and have a material adverse effect on our sales, results of operations and
financial condition. Moreover, a third-party payor’s decision to provide coverage for a
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drug does not imply that an adequate reimbursement rate will be approved. Adequate third-party reimbursement may not be available to enable us to maintain price levels sufficient
to realize an appropriate return on our investment in product development. Additionally, coverage and reimbursement for products can differ significantly frompayor to payor. One
third-party payor’s decision to cover a particular medical product or service does not ensure that other payors will also provide coverage for the medical product or service, or will
provide coverage at an adequate reimbursement rate.

In addition, the United States government, state legislatures and foreign governments have continued implementing cost-containment programs, including price controls,
restrictions on reimbursement and requirements for substitution of generic products. Adoption of price controls and cost-containment measures, and adoption of more restrictive
policies in jurisdictions with existing controls and measures, could further limit our net revenue and results. Third-party payors are increasingly challenging the prices charged for
medical products and services, examining the medical necessity and reviewing the cost-effectiveness of drugs, in addition to questioning safety and efficacy. If these third-party
payors do not consider our products to be cost-effective compared to other available therapies, they may not cover our products after FDA approval or, if they do, the level of
payment may not be sufficient to allow us to sell our products at a profit.

Healthcare Reform

A primary trend in the United States healthcare industry and elsewhere is cost containment. Government authorities and other third-party payors have attempted to control costs
by limiting coverage and the amount of reimbursement for particular medical products. For example, the Affordable Care Act, or ACA, among other things, increased the minimum
Medicaid rebates owed by most manufacturers under the Medicaid Drug Rebate Program; introduced a new methodology by which rebates owed by manufacturers under the
Medicaid Drug Rebate Programare calculated for drugs that are inhaled, infused, instilled, implanted or injected; extended the Medicaid Drug Rebate Programto utilization of
prescriptions of individuals enrolled in Medicaid managed care plans; subjected drug manufacturers to new annual fees based on pharmaceutical companies’ share of sales to
federal healthcare programs; and created a new Patient Centered Outcomes Research Institute to oversee, identify priorities in, and conduct comparative clinical effectiveness
research, along with funding for such research.

Since its enactment, there have been judicial, executive and Congressional challenges to certain aspects of the ACA. On June 17, 2021, the U.S. Supreme Court dismissed the most
recent judicial challenge to the ACA without specifically ruling on the constitutionality of the ACA. Prior to the Supreme Court’s decision, President Biden issued an executive
order to initiate a special enrollment period from February 15, 2021 through August 15, 2021 for purposes of obtaining health insurance coverage through the ACA marketplace.
The executive order also instructed certain governmental agencies to review and reconsider their existing policies and rules that limit access to healthcare, including among others,
reexamining Medicaid demonstration projects and waiver programs that include work requirements, and policies that create unnecessary barriers to obtaining access to health
insurance coverage through Medicaid or the ACA.

In addition, other legislative changes have been proposed and adopted in the United States since the ACA was enacted. This included aggregate reductions of Medicare
payments to providers, which went into effect on April 1, 2013 and, due to subsequent legislative amendments, will stay in effect through 2032, with the exception of a temporary
suspension fromMay 1, 2020 through March 31, 2022, unless additional Congressional action is taken. On January 2, 2013, the American Taxpayer Relief Act was signed into law,
which, among other things, further reduced Medicare payments to several providers, including hospitals and imaging centers, and increased the statute of limitations period for the
govermnment to recover overpayments to providers fromthree to five years. In addition, on March 11, 2021, the American Rescue Plan Act 02021 was signed into law, which
eliminates the statutory Medicaid drug rebate cap, currently set at 100% of a drug’s average manufacturer price, beginning January 1, 2024.

Recently there has also been heightened governmental scrutiny over the manner in which manufacturers set prices for their marketed products, which has resulted in several
Congressional inquiries and proposed and enacted legislation designed to, among other things, bring more transparency to product pricing, review the relationship between
pricing and manufacturer patient programs, and reform government program reimbursement methodologies. On August 16, 2022, the Inflation Reduction Act 0of 2022, or IRA, was
enacted into law. Among other things, the IRA requires manufacturers of certain drugs to engage in price negotiations with Medicare (beginning in 2026), imposes rebates under
Medicare Part B and Medicare Part D to penalize price increases that outpace inflation (first due in 2023), and replaces the Part D coverage gap discount program with a new
discounting program (beginning in 2025). The IRA permits the Secretary of the Department of Health and Human Services to implement many of these provisions through
guidance, as opposed to regulation, for the initial years. For that and other reasons, it is currently unclear how the IRA will be effectuated.

Individual states in the United States have also become increasingly active in implementing regulations designed to control pharmaceutical product pricing, including price or
patient reimbursement constraints, discounts, restrictions on certain product access and marketing cost disclosure and transparency measures, and, in some cases, designed to
encourage importation fromother countries and bulk purchasing. In addition, regional healthcare authorities and individual hospitals are increasingly using bidding procedures to
determine which drugs and suppliers will be included in their healthcare programs Furthermore, there has been
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increased interest by third party payors and governmental authorities in reference pricing systems and publication of discounts and list prices.

We expect that additional state and federal healthcare reformmeasures will be adopted in the future, any of which could limit the amounts that federal and state governments will
pay for healthcare products and services, which could result in reduced demand for our products once approved or additional pricing pressures. The implementation of cost
containment measures or other healthcare reforms may prevent us frombeing able to generate revenue, attain profitability or commercialize our product candidates.

Data Privacy and Security

Pharmaceutical companies may be subject to United States federal and state and foreign data privacy, security and data breach notification laws goveming the collection, use,
disclosure and protection of health-related and other personal information. In the United States, numerous federal and state laws and regulations, including data breach notification
laws, health information privacy and security laws and consumer protection laws and regulations govern the collection, use, disclosure, and protection of health-related and other
personal information. In addition, certain foreign laws govem the privacy and security of personal data, including health-related data. Privacy and security laws, regulations, and
other obligations are constantly evolving, may conflict with each other to complicate compliance efforts, and can result in investigations, proceedings, or actions that lead to
significant civil and/or criminal penalties and restrictions on data processing.

Supply Chain

We continue to assess the impact of COVID-19 and related constraints on the global workforce on our supply chain and related vendors and global supply chain constraints
across various industries, including interruption of, or delays in receiving, supplies of raw materials, API, drug product or finished goods from third-party manufacturers due to
staffing shortages, production slowdowns or stoppages and disruptions in delivery systems and potential price increases. We are also continuing to evaluate the impacts of
COVID-19 and global supply chain constraints on our new facility. We have completed the commissioning of our new facility to support various research and development and
c¢GMP activities, including small-scale manufacturing capabilities for API and drug product. We are in the process of, and proceeding with the related preparatory activities
associated with, qualifying and validating the manufacturing equipment for use in API production.

We currently rely on third-party suppliers to provide the raw materials that are used by us and our third-party manufacturers in the manufacture of our product candidates and
commercial products. There are a limited number of suppliers for raw materials, including nitric oxide, that we use to manufacture our product candidates and commercial products.
We also rely on third-party logistics vendors to transport our raw materials, AP, and drug products through our supply chain. Certain materials, including our APL have
designated hazard classifications that limit available transportation modes or quantities. Third-party logistics vendors may choose to delay or defer transportation of materials from
time to time, especially in light of global supply chain constraints, which could adversely impact the timing or cost of our manufacturing supply chain activities or other associated
development activities.

Manufacturing and Supplies

We have adopted a strategy of engaging with, utilizing and relying on third parties through partnerships, collaborations, licensing or other strategic relationships for the
performance of activities, processes and services that (i) do not typically result in the generation of significant new intellectual property and (ii) can leverage their existing robust
infrastructure, systems and facilities, as well as associated subject matter expertise. A parallel and inter-related strategic objective has been to manage our own internal resources,
including our manufacturing capabilities.

Manufacturing and Supply of Commercial Products

We currently rely upon contract manufacturers to produce our commercial product portfolio and expect to continue to rely upon these contract manufacturers for any current and
future EPI Health legacy product production. As with any supply agreement with contract manufacturers, obtaining finished goods of appropriate quality cannot be guaranteed.
Our third-party manufacturers have other customers, depend on other third party suppliers for materials and may have other priorities that could affect their ability to perform their
supply obligations to us satisfactorily and on a timely basis. Any of these occurrences would be beyond our control. For example, due to a manufacturing delay with one supplier,
we expect that the Rhofade commercial product may be on back order in mid-March 2023 until at least early April 2023. We believe that this temporary "stock out” of Rhofade may
impact the overall prescription volume for Rhofade, but we expect that there will be a temporary increase in prescription volume when the product is back in stock. We expect to
similarly rely on contract manufacturing relationships for any products that we may acquire in the future.

Preparatory Work for Product Candidates in Development

For our product candidates that are currently in development, which generally use the drug substance berdazimer sodiumas the API, we have adopted a dual approach of working
with third parties and developing certain focused interal manufacturing capabilities. With third parties, we are conducting manufacturing process feasibility studies with a full-
scale API manufacturer that, if successfully completed, could lead to full-scale production of our AP, while also establishing a strategic alliance with Orion
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Corporation, or Orion, a Finnish full-scale pharmaceutical company with broad experience in drug manufacturing, to enable technology transfer and manufacturing of clinical trial
materials for future clinical trials with our topical product candidates, and if any of our product candidates are approved, commercial supply of our nitric oxide-based drug products.
Importantly, the Orion alliance is being structured to support major global markets in which we and our partners may pursue regulatory approvals for our product candidates.
Within these arrangements with third parties, however, there are risks associated with these manufacturers that are similar to the manufacturing arrangements for our commercial
products described above. Moreover, given the stage of these relationships, there are risks associated with the complexity, time and expense of technical transfer.

Internally, we have also worked to complete commissioning of our new facility to support various research and development and cGMP activities, including small-scale
manufacturing capabilities for API and drug product. While we have more control over our internal manufacturing capabilities as compared to our relationships with third parties,
we do face risks associated with operating a manufacturing facility, including supply chain matters, which have impacted and may further impact the validation of our new facility,
and the inherent limitations that come from our internal capabilities being limited to small-scale manufacturing capabilities.

As we move forward with these initiatives, we will need significant additional funding to continue our operating activities, including these technical transfer projects, potential
utilization and development of internal capabilities and cost structure changes, and to make further advancements in our product development programs, as described in the
section entitled "Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources.”

Business Segments

We manage our operations and allocate resources in two reporting segments, which represent (i) the promotion of commercial products for the treatment of medical dermatological
conditions, or the Commercial Operations segment, and (i) research and development activities related to the Company’s nitric oxide-based technology to develop product
candidates, or the Research and Development Operations segment.

We disclose information about our reportable segments based on the way that we organize segments within the Company for making operating decisions and assessing financial
performance. See Note 20—"Segment Information” to the accompanying consolidated financial statements for certain financial information related to our reportable segments.

Human Capital
Employees
As of December 31, 2022, we had a total of 89 full-time employees, in addition to 1 part-time employee.

Of'the 89 full-time employees as of December 31, 2022, 44 were our dermatology sales specialists, 9 were dedicated to our Nitricil technology and formulation science research and
development, 7 were dedicated to our manufacturing capability and product operations, 8 were in clinical, medical, quality and regulatory operations, 7 were in commercial
operations, marketing and market access, and 14 were in general and administrative functions including executives, human resources, finance and information technology. Our 1
part-time employee as of December 31, 2022 was in our technology and formulation science research and development function.

We also utilize consultants and contractors to support our operating activities and our employees.

Recruiting and retaining qualified personnel and key talent is critical to our success. Our business results depend in part on our ability to successfully manage our human capital
resources. Factors that may affect our ability to attract and retain qualified employees include employee morale, competition from other employers and availability of qualified
individuals. We recruit for talent in the biotechnology and pharmaceutical industry, which periodically experiences higher tumover rates than other industries. For example, in 2022,
we experienced turnover, including within our commercial sales specialists. This turnover was mitigated by a robust recruiting effort, including extensive efforts to source and
interview a talented and diverse pipeline of candidates.

Compensation and Benefits

We strive to provide robust compensation and benefits to our employees, while balancing the operational needs of the Company. In addition to salaries, compensation and benefit
programs include annual bonuses, stock-based compensation awards, a 401(k) plan with employee matching opportunities, healthcare and insurance benefits, health savings and
flexible spending accounts, paid time off and other employee assistance programs. Our ability to attract and retain key personnel who are necessary to the operation of the
business and the development of our product candidates is critical to our success.

Other Information

We were incorporated under the laws of the State of Delaware in 2006. Our principal executive offices are located at 4020 Stirrup Creek Drive, Suite 110, Durham, NC 27703, and our
telephone number is 919-485-8080.

We maintain an internet website at www.novan.comand make available free of charge through our website our Annual Report, Quarterly Reports on Form 10-Q, Current Reports on
Form 8-K and amendments to those reports filed or furnished pursuant to
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Sections 13(a) and 15(d) of the Securities Exchange Act of 1934, as amended, or the Exchange Act. We make these reports available through our website as soon as reasonably
practicable after we electronically file such reports with, or furnish such reports to, the Securities and Exchange Commission, or the SEC. Additionally, the SEC maintains an
internet website at www.sec.gov that contains reports, proxy and information statements, and other information regarding issuers that file electronically with the SEC. The
information contained on, or that can be accessible through, our website is not incorporated by reference into, and should not be considered to be a part of, this Annual Report.
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Item 1A. Risk Factors.

Our operations and financial results are subject to a high degree of risk. These risks include, but are not limited to, those described below, each of which may have a material
and adverse effect on our business, results of operations, cash flows, financial condition and the trading price of our common stock. You should carefully consider the risks
described below, together with all of the other information included in this Annual Report. The realization of any of these risks could have a significant adverse effect on our
reputation, business, including our financial condition, results of operations and growth, which we refer to collectively in this section as our business, and ability to
accomplish our strategic objectives. In that event, the trading price of our common stock could decline, and you may lose part or all of your investment.

Risks Related to Our Current Financial Position and Need for Additional Capital

We have incurred net losses since our inception and anticipate that we will continue to incur net losses for the foreseeable future. We will need significant additional funding
to continue our business operations and for the advancement of our product development programs. If we are unable to raise capital when needed, we would be forced to
delay, reduce, terminate or eliminate our product development programs or the commercialization efforts for our products and/or delay, defer, or reduce our cash expenditures,
or we may need to dissolve and liquidate our assets or seek protection under bankruptcy laws.

We are a commercial-stage medical dermatology company with a limited operating history. Investment in pharmaceutical and biotechnology product development is highly
speculative because it entails substantial upfront capital expenditures and significant risk that any potential product candidate will fail to demonstrate adequate efficacy or an
acceptable safety profile, obtain regulatory approval or become commercially viable. We have a history of losses and have not generated sufficient revenue to result in a profit
fromproduct sales. We have incurred losses in each period since inception, and may never achieve or maintain sustained profitability. For the years ended December 31, 2022, and
December 31, 2021, we reported a net loss of $31.3 million and $29.7 million, respectively. As of December 31, 2022, and December 31, 2021, we had an accumulated deficit of $310.3
million, and $279.0 million, respectively, and there is substantial doubt about our ability to continue as a going concern.

Even with revenues derived fromsales of our marketed products, we expect to continue to incur significant losses for the foreseeable future as we continue to spend substantial
amounts on research and development, manufacturing and to commercialize our products and product candidates, if approved. We may also encounter unforeseen expenses,
difficulties, complications, delays and other unknown factors that may adversely affect our business. Although we recognize revenue fromproduct sales and we continue to earmn
amounts under our license and collaboration agreements, our revenue and profit potential is unproven and our future operating results are difficult to predict. Accordingly, we will
need to continue to rely on additional financing to achieve our business objectives. Additional financing may not be available to us on acceptable terms, or at all. Our prior losses
and expected future losses have had and will continue to have an adverse effect on our stockholders’ equity and working capital.

If we are forced to terminate or eliminate our product development programs or pursue other strategic alternatives or corporate transactions, there can be no assurance that such
actions would result in any additional stockholder value. If we are forced to wind down our operations, liquidate or seek bankruptcy protection, it is unclear to what extent we
would be able to pay our obligations, and, accordingly, it is further unclear whether and to what extent any resources would be available for distributions to our stockholders,
whereby, our stockholders may lose some or all of their investment.

Raising additional capital may cause significant dilution to our existing stockholders, reduce the trading price of our common stock, restrict our operations or require us to
relinquish rights to our technologies, products or product candidates.

Until such time as we can generate substantial product revenues, if ever, our ability to continue to operate our business, including our ability to advance our development
programs, is dependent upon our ability to access additional capital through other sources, including partnerships, collaborations, licensing, grants or other strategic relationships,
and/or through the issuance of debt or equity securities. Any issuance of equity or debt that could be convertible into equity would result in significant dilution to our existing
stockholders. Debt financing, if available, involves and may involve agreements that include covenants requiring that we place liens on some or all of our assets or limiting or
restricting our ability to take specific actions, such as incurring additional debt, making capital expenditures, effecting a change in control or declaring dividends. There can be no
assurance that we will be able to obtain additional capital on terms acceptable to us, on a timely basis or at all. We currently do not have any committed sources of financing other
than our accounts receivable factoring agreement, which requires us to meet certain conditions to utilize and there can be no assurance that we will meet those conditions.

Additionally, we have outstanding and exercisable warrants and options that if exercised may result in dilution to the interests of other stockholders and may reduce the trading
price of our common stock. As of December 31, 2022, we had warrants to purchase approximately 5.5 million shares of common stock outstanding and exercisable with a weighted
average exercise price of $2.86 per share. In addition, we had outstanding and exercisable options to purchase approximately 0.4 million shares of common stock as of December 31,
2022 with a weighted average exercise price of $18.70 per share.
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We have entered into and rely on, and may enter into, engage in and rely on other, strategic relationships and transactions for the further development and commercialization
of our products and product candidates and the expansion of our business, and if we are unable to enter into such relationships or transactions on favorable terms or at all, or
if such are unsuccessful or if disputes arise between us and our strategic partners, we may be unable to realize the potential economic benefit of those products and product
candidates.

We have entered into and rely on, and may enter into, engage in and rely on other, strategic relationships and transactions for the further development and commercialization of
our products and product candidates and the expansion of our business, including out-licenses for commercialization of certain of our products and product candidates. In certain
potential scenarios, the counterparty(ies) to such a strategic transaction have assumed and may assume responsibility for the planning, execution, or oversight of the clinical
development and regulatory requirements for the associated products or product candidates and/or the commercialization of the products or product candidates. If we decide to
engage in such a transaction and, as a result, no longer have significant involvement or responsibility for late-stage clinical development activities or commercialization, we would
adjust our business strategy, operating plans, resources and capabilities accordingly. Alternatively, we may pursue a transaction in which the counterparty agrees to finance the
continued development of one or more products or product candidates in exchange for future milestone or royalty payments.

However, there can be no assurance that we will be able to establish or enter into such arrangements on favorable terns, if at all, or that our current or future arrangements will be
successful. If we are unable to establish successful agreements with suitable partners, we would face significant incremental costs, we may be required to limit the scope and
number of our products and product candidates we can commercially develop or the territories in which we commercialize them or we might fail to commercialize products or
programs for which a suitable collaborator or arrangement cannot be found.

Any strategic relationship or transaction may entail numerous risks, including taking on indebtedness or contingent liabilities; the issuance of equity securities which would result
in dilution to our stockholders; assimilation of acquired operations, intellectual property, products and product candidates, including difficulties associated with integrating new
personnel; risks and uncertainties associated with the other party to such a transaction, and our inability to generate revenue fromacquired intellectual property, technology,
products or operations sufficient to meet our objectives or even to offset the associated transaction and maintenance costs. Additionally, our current and future collaboration
partners may not dedicate sufficient resources to the development and commercialization of our products and product candidates or may otherwise fail in their development and
commercialization due to factors beyond our control. If we breach or fail to comply with any provision of a strategic arrangement, a collaborator may have the right to terminate, in
whole or in part, such agreement or to seek damages. Some of our strategic arrangements are complexand involve sharing of certain data, know-how and intellectual property
rights amongst the parties. Additionally, collaborators may not accept the transfer of critical methods and processes in order for development and commercialization work for our
products and product candidates to take place. Our strategic partners could interpret certain provisions differently than we do, which could lead to unexpected or inadvertent
disputes with such partners. Any one of our strategic partners could breach obligations, covenants or restrictions in our agreements, leading us into disputes and potential
breaches of our agreements with other parties, which could have direct or indirect financial implications. If a strategic relationship terminates or is otherwise unsuccessful, we may
need to identify and establish an altemative arrangement. This may not be possible, or we may not be able to do so on terms which are acceptable to us, in which case, it may be
necessary for us to cease the development of the applicable product candidate, or conduct the remaining clinical development or commercialization of any product candidate on
our own and with our own funds.

Our process of considering financial and strategic alternatives could adversely affect our business, financial condition, and results of operations.

We fromtime to time consider various financial and strategic alternatives to deliver value to our stockholders. Such alternatives might include, among other things, strategic
acquisitions or in-licenses, out-licensing some or all of our products or product candidates, the sale of some or all of our assets, or a sale of our company, but there can be no
assurance that we will be able to enter into such a transaction or transactions on a timely basis or at all or on terms that are favorable to us. We may pursue such alternatives at the
same time as we seek to secure additional funding. This process could disrupt and create uncertainty concerning our business, regardless of whether we are able to obtain
additional funding or complete any strategic altematives, and poses other risks to our business, including:

» potential uncertainty in the marketplace conceming our ongoing viability as a business

* the possibility of disruption to our business and operations, including diversion of significant management time and resources towards the pursuit of funding and
strategic alternatives

*  impairment of our ability to attract and retain key personnel who are necessary to the operation of the business and the development of'its product candidates
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» restrictions on our business operations and ability to explore other strategic alternatives under any definitive agreement we may enter into as a result of this process; and
+ potential future stockholder litigation relating to the strategic process that could prevent or delay the strategic process, and the related costs of such litigation.

Ifany of the foregoing risks were realized, our business, financial condition, and results of operations could be adversely affected.

Amounts under our factoring arrangement are subject to terms that may adversely affect our operations and financial condition.

Our wholly owned subsidiary, EPI Health, entered into a factoring agreement in December 2022. The factoring agreement provides for an up to $15.0 million credit facility which we
may draw upon to the extent we have qualifying accounts receivable as defined in the agreement. The lender has the right to demand repayment of advances under the facility if
the accounts receivable purchased by the lender remain unpaid after the payment period or if such accounts receivable are disputed, and amounts owed under the agreement are
secured by the assets of EPI Health. Novan is not a party to the agreement, but in connection with EPI Health entering into the agreement, Novan guaranteed payment and
performance of all obligations of EPI Health to the lender under the agreement pursuant to the terms of a continuing guaranty agreement. If the lender demands repayment and EPI
Health fails to make such repayment, or if EPI Health causes or permits any other event of default as defined in the agreement, or fails to comply with covenants set forth in the
agreement (including restrictions on incurring other debt under unsecured loans), EPI Health would be subject to additional expenses (and Novan would be responsible if such
payments were not made by EPI Health) or possible foreclosure on EPI Health’s assets that secure the obligations under the agreement. Such results could have a material adverse
effect on our operations and financial condition.

The report of our independent registered public accounting firm on our consolidated financial statements for the year ended December 31, 2022, contains an explanatory
paragraph regarding going concern, and we will need additional financing to execute our business plan, to fund our operations and to continue as a going concern.

Since inception, we have experienced recurring operating losses and negative cash flows and we expect to continue to generate operating losses and consume significant cash
resources in the foreseeable future. These conditions raise substantial doubt about our ability to continue as a going concern without additional financing. As a result, our
independent registered public accounting firmincluded explanatory paragraphs in its report on our 2022 consolidated financial statements, with respect to this uncertainty.
Substantial doubt about our ability to continue as a going concern may materially and adversely affect the price per share of our common stock and we may have a more difficult
time obtaining financing.

Integrating the EPI Health and legacy Novan businesses is a continuing process that involves risks associated with acquisitions and integrating acquired businesses. Failure
to do so effectively may have an adverse effect.

Since our acquisition of EPI Health in March 2022, we have been working to integrate the EPI Health businesses, operations, processes, and systems with our own. Achieving the
anticipated benefits of the EPI Health Acquisition depends in significant part upon our ability to integrate the businesses, operations, processes, and systems in an efficient and
effective manner. This effort has required the dedication of significant management and external resources and significant expenditures that we expect will continue as we work to
complete our integration efforts. Any inability of management to successfully integrate the companies could have a material adverse effect on the business and results of
operations of the combined company.

Risks Related to the Development and Regulatory Approval of our Current and Future Product Candidates

We may expend our limited resources to pursue one or more product candidates or indications within our product development strategy, which has and may continue to
change over time, and thus fail to capitalize on product candidates or indications that may be more profitable or for which there is a greater likelihood of success.

Because we have limited financial and managerial resources, we intend to focus the work within our Research & Development segment on developing product candidates for
specific indications that we identify as most likely to succeed, in terms of their potential both to gain regulatory approval and to achieve commercialization. As a result, we may
forego or delay the pursuit of opportunities with other product candidates or in other indications with greater commercial potential. Our resource allocation decisions may cause us
to fail to capitalize on viable commercial products or profitable market opportunities. Our spending on current and future research and development programs and product
candidates for specific indications may not yield any commercially viable product candidates. If we do not accurately evaluate the commercial potential or target market for a
particular product candidate, we may relinquish valuable rights to that product candidate through collaboration, licensing or other royalty arrangements in cases in which it would
have been more advantageous for us to retain sole development and commercialization rights to the product candidate.
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Ifwe do not successfully achieve regulatory approval for any of our product candidates or successfully commercialize them, all of which is a lengthy and expensive process with
uncertain timelines and outcomes, we may not be able to continue as a business.

Clinical testing is expensive and can take many years to complete, and its outcome is inherently uncertain. Failure or delay can occur at any time during the clinical trial process.
Success in preclinical testing and early clinical trials does not ensure that later clinical trials will be successful. A number of companies in the pharmaceutical industry, and
specifically the dermatology sector, have suffered significant setbacks in clinical trials, even after obtaining promising results in earlier preclinical studies or clinical trials. These
setbacks have been caused by, among other things, preclinical findings made while clinical trials were underway and safety or efficacy observations made in clinical trials,
including previously unreported adverse events.

The results of preclinical studies and early clinical trials of our product candidates may not be predictive of the results of later-stage clinical trials. Product candidates in later
stages of clinical trials may fail to show the required safety profile or meet the efficacy endpoints despite having progressed through preclinical studies and initial clinical trials.
Notwithstanding any potential promising results in earlier testing, we cannot be certain that we will not face similar setbacks. Even if our clinical development is completed for any
of our product candidates, the results may not be sufficient to obtain regulatory approval for our product candidates.

On June 11, 2021, we announced positive top-line results fromthe Phase 3 B-SIMPLEA clinical trial for SB206 for the treatment of molluscum contagiosum; however, we cannot
assure you that the results from B-SIMPLE4 will be sufficient for the FDA to approve the NDA submitted for SB206 in January 2023 or that any additional clinical trials we may
conduct for any of our other product candidates will achieve results that are sufficient to support an NDA submission for the applicable product candidates or regulatory approval
ofthe product. We also cannot assure you that we will be able to obtain financing sufficient to advance development of one or more of our product candidates. In addition, our
ongoing or future preclinical studies may not prove successful in demonstrating proof-of concept, or may show adverse toxicological findings, and even, if successful, may not
necessarily predict that subsequent clinical trials will show the requisite safety and efficacy of our product candidates. Moreover, all of our clinical development efforts to date in
our Research & Development segment have focused on the development of nitric oxide-based topical therapies. There can be no assurance that the intended or anticipated results
fromthe use of nitric oxide-based therapies will be reaped, and that we, or our existing or potential future commercial partners, will successfully bring our product candidates to
market. Because all of our current product candidates are based on nitric oxide and our Nitricil technology, the failure of our Nitricil technology to be safe or efficacious generally
will have adverse implications for our entire product candidate pipeline. If, for any reason, our intended use of nitric oxide does not materialize, we may not be able to redeploy our
resources to alternative components or raw materials, efficiently or at all.

Delay or termination of planned clinical trials for our product candidates would result in unplanned expenses and significantly adversely impact our remaining developmental
activities and potential commercial prospects with respect to, and ability to generate revenues from, such product candidates.

We may experience delays in completing ongoing trials and initiating planned trials and we cannot be certain whether these trials or any other future clinical trials for our product
candidates will begin on time, need to be redesigned, enroll an adequate number of patients on time or be completed on schedule, if at all. Clinical trials can be delayed or
terminated for a variety of reasons, including delays or failures related to:

» the FDA disagreeing as to the design or implementation of our clinical trials;

» reaching agreement on acceptable terms with prospective clinical research organizations, or CROs, clinical trial sites and prospective strategic partners, the terms of which
can be subject to extensive negotiation and may vary significantly among different CROs, trial sites and partners;

* obtaining institutional review board, or IRB, approval at each site;

* adverse events occurring in clinical studies of our product candidates;

*  recruiting suitable patients to participate in a trial;

* having patients complete a trial or return for post-treatment follow-up;

» clinical sites deviating fromtrial protocol;

* how we address patient safety concerns that arise during the course of a trial;

* adding a sufficient number of clinical trial sites;

»  manufacturing sufficient quantities of product candidate for use in clinical trials;

+ utilizing an adequate container and delivery device for the product candidate; or

30



» changes to our financial priorities or insufficient capital available to fund clinical trials.

We could also encounter delays if a clinical trial is suspended or terminated by us, by the IRBs of the institutions in which such trials are being conducted, by the Data Safety
Monitoring Board, or DSMB, for such trial or by the FDA or other regulatory authorities for a variety of reasons.

Ifwe encounter difficulties or delays enrolling patients in our clinical trials, our clinical development activities would be delayed or otherwise adversely affected.

The timely completion of clinical trials in accordance with their protocols depends on, among other things, the ability to enroll a sufficient number of patients who remain in the trial
untilits conclusion. The enrollment of patients depends on many factors, including:

+ the patient eligibility criteria defined in the protocol;

» the size of the patient population required for analysis of the trial’s primary endpoints;

+ the proximity of patients to trial sites;

» the design of'the trial;

* ourability to recruit clinical trial investigators with the appropriate competencies and experience;

» clinicians’ and patients’ perceptions as to the potential advantages of the product candidate being studied in relation to other available therapies, including any new
drugs that may be approved for the indications we are investigating;

*  ourability to obtain patient consents; and
» therisk that patients enrolled in clinical trials will drop out of the trials before completion.

In addition, our clinical trials may compete for the recruitment of patients with other clinical trials for product candidates that are in the same therapeutic areas as our product
candidates, and this competition may reduce the number and types of patients available to us, to the extent patients who might have opted to enroll in our trials instead opt to
enroll in a trial being conducted by one of our competitors.

If we experience delays in enrollment for or the completion, or termination, of our clinical trials for our product candidates, we may experience increased costs, have difficulty
raising capital through non-dilutive or dilutive sources, and have to slow down our product candidate development and regulatory approval process timelines. Further, the
commercial prospects of our product candidates may be harmed and our ability to generate product revenues fromany of these product candidates could be delayed or not realized
at all. Any of these occurrences may significantly harmour business, financial condition and prospects. In addition, many of the factors that cause, or lead to, a delay in the
commencement or completion of clinical trials may also ultimately lead to the denial of regulatory approval of our product candidates.

We rely on third parties to conduct some of our preclinical studies and our clinical trials. If these third parties do not successfully carry out their contractual duties or meet
expected deadlines, we may be unable to obtain regulatory approval for or commercialize any of our product candidates.

We currently do not have the ability to independently conduct preclinical studies that comply with the regulatory requirements known as good laboratory practice, or GLP,
requirements. We also do not currently have the ability to independently conduct any clinical trials. The FDA and regulatory authorities in other jurisdictions require us to comply
with regulations and standards, commonly referred to as good clinical practice, or GCP, requirements for conducting, monitoring, recording and reporting the results of clinical
trials, in order to ensure that the data and results are scientifically credible and accurate and that the trial subjects are adequately informed of the potential risks of participating in
clinical trials. We rely on medical institutions, clinical investigators, contract laboratories and other third parties, such as CROs, to conduct GLP-compliant preclinical studies and
GCP-compliant clinical trials on our product candidates properly and on time. While we will have agreements governing their activities, we control only certain aspects of their
activities and have limited influence over their actual performance. The third parties with whom we contract for execution of our GLP preclinical studies and our GCP clinical trials
play a significant role in the conduct of these studies and trials and the subsequent collection and analysis of data. These third parties are not our employees and, except for
restrictions imposed by our contracts with such third parties, we have limited ability to control the amount or timing of resources that they devote to our programs. Although we
rely on these third parties to conduct our GLP-compliant preclinical studies and GCP-compliant clinical trials, we remain responsible for ensuring that each of our GLP preclinical
studies and GCP clinical trials is conducted in accordance with its investigational plan and protocol and applicable laws and regulations, and our reliance on the third parties does
not relieve us of our regulatory responsibilities. In addition, if any of our third parties terminate their involvement with us for any reason, we may not be able to enter into similar
arrangements with alternative third parties within a short period of time or do so on commercially reasonable terms.
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Many of'the third parties with whomwe contract may also have relationships with other commercial entities, including our competitors, for whomthey may also be conducting
clinical trials or other drug development activities that could harmour competitive position. In addition, since the number of qualified clinical investigators is limited, we expect to
conduct some of our clinical trials at the same clinical trial sites that some of our competitors use, which will reduce the number of patients who are available for our clinical trials in
such clinical trial site. If the third parties conducting our GLP preclinical studies or our GCP clinical trials do not performtheir contractual duties or obligations, experience work
stoppages, do not meet expected deadlines, terminate their agreements with us or need to be replaced, or if the quality or accuracy of'the clinical data they obtain is compromised
due to their failure to adhere to our clinical trial protocols, GLPs or GCPs, or for any other reason, we may need to enter into new arrangements with alternative third parties. This
could be difficult, costly or impossible, and our preclinical studies or clinical trials may need to be extended, delayed, terminated or repeated. As a result, we may not be able to
obtain regulatory approval in a timely fashion, or at all, for the applicable product candidate, our financial results and the commercial prospects for our product candidates would
be harmed, our costs could increase, and our ability to generate revenues could be delayed.

In addition, principal investigators for our clinical trials may serve as scientific advisors or consultants to us fromtime to time and may receive cash or equity compensation in
connection with such services. If these relationships and any related compensation result in perceived or actual conflicts of interest, or the FDA concludes that the financial
relationship may have affected the interpretation of the trial, the integrity of the data generated at the applicable clinical trial site may be questioned and the utility of the clinical
trial itself may be jeopardized, which could result in the delay or rejection by the FDA of any NDA we submit. Any such delay or rejection could prevent us from commercializing
our future product candidates.

Our product candidates may pose safety issues, cause adverse events, have side effects or have other properties that could delay or prevent their regulatory approval, limit the
commercial profile of an approved label or result in significant negative consequences following marketing approval, if any.

We, any partner with whom we may collaborate in the future, or the FDA may suspend, delay, require modifications to or terminate our clinical trials at any time, for various
reasons, including the discovery of serious or unexpected toxicities or other safety issues experienced by trial participants. In addition, adverse events caused by our product
candidates could cause us or regulatory authorities to interrupt, delay or halt clinical trials and could result in a more restrictive label or the delay or denial of regulatory approval
by the FDA or comparable foreign regulatory authorities. Results of our clinical trials could reveal a high and unacceptable severity and prevalence of adverse events or
unexpected characteristics. To date, patients treated with our product candidates have experienced instances of drug-related cutaneous intolerability observations, including
dryness, scaling, burning, erythema, itching, pain or irritation, and adverse events, including irritation and contact dermatitis.

If safety issues or unacceptable adverse events arise in the development of our product candidates, we, the FDA, the IRBs at the institutions in which our trials are conducted, or
the DSMB could suspend or terminate our clinical trials or the FDA or comparable foreign regulatory authorities could order us to cease clinical trials or deny approval of our
product candidates for any or all targeted indications. Treatment-related adverse events could also affect patient recruitment or the ability of enrolled patients to complete the trial
orresult in potential product liability claims. In addition, these adverse events may not be appropriately recognized or managed by the treating medical staff. Any of the foregoing
events could prevent us fromachieving or maintaining market acceptance of the particular product candidate, if approved, and may result in the loss of significant revenues to us,
which would materially and adversely affect our results of operations and business.

The regulatory approval processes of the FDA are lengthy, time-consuming and inherently unpredictable, and ifwe, or a potential future partner, are ultimately unable to
obtain regulatory approval for our product candidates on a timely basis or at all, our business will be substantially harmed.

The time required to obtain approval by the FDA is unpredictable but typically takes many years following the commencement of clinical trials and depends upon numerous
factors, including the substantial discretion of the regulatory authorities. In addition, approval policies, regulations, or the type and amount of clinical data necessary to gain
approval may change during the course of a product candidate’s clinical development and may vary among jurisdictions. We have not obtained regulatory approval for any
product candidate and it is possible that none of our existing product candidates or any product candidates we may seek to develop in the future ourselves or with a potential
future strategic partner will ever obtain regulatory approval. Neither we nor any future collaborator is permitted to market any of our product candidates in the United States until
we receive regulatory approval of an NDA fromthe FDA.

Prior to obtaining approval to commercialize a product candidate in the United States or abroad, we or our collaborators must demonstrate with substantial evidence from well-
controlled clinical trials, and to the satisfaction of the FDA or foreign regulatory authorities, that such product candidates are safe and effective for their intended uses. Results
from preclinical studies and clinical trials can be interpreted in different ways. Even if we believe the preclinical or clinical data for our product candidates are promising, such data
may not be sufficient to support approval by the FDA and other regulatory authorities. For example, there are multiple methodologies for handling missing data and other statistical
considerations to take into account
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that the FDA may utilize when analyzing the robustness of any data set during NDA review. The FDA may also require us to conduct additional preclinical studies or clinical trials
for our product candidates either prior to or post-approval, or it may object to elements of our clinical development program

The FDA can delay, limit or deny approval of our product candidates or require us to conduct additional preclinical or clinical testing or abandon a program for many reasons,
including:

» the FDA'’s disagreement with the design or implementation of our clinical trials;

* unfavorable or ambiguous results fromour clinical trials;

» results that may not meet the level of statistical significance required by the FDA for approval,

« serious and unexpected drug-related adverse events experienced by participants in our clinical trials or by individuals using drugs similar to our product candidates;
* ourinability to demonstrate to the satisfaction of the FDA that our product candidates are safe and effective for the proposed indication;

« the FDA’s disagreement with the interpretation of data from preclinical studies or clinical trials;

* ourinability to demonstrate that the clinical and other benefits of our product candidates outweigh any safety or other perceived risks;

* the FDA’s requirement for additional preclinical studies or clinical trials;

+ the FDA’s disagreement regarding the formulation, container, dosing delivery device, labeling or the specifications of our product candidates;

+ the FDA'’s failure to approve the manufacturing processes or facilities of third-party manufacturers with which we contract; or

» the potential for approval policies or regulations of the FDA to significantly change in a manner rendering our clinical data insufficient for approval.

Of'the large number of drugs in development, only a small percentage successfully complete the FDA approval process and become commercialized. The lengthy approval process
as well as the unpredictability of outcomes from future clinical trials may result in our failing to obtain regulatory approval to market our product candidates.

Even if we or a potential future partner, eventually complete clinical testing and receive approval of an NDA or foreign marketing application for our product candidates, the FDA
may grant approval contingent on the performance of costly additional clinical trials, including Phase 4 clinical trials, or the implementation of a Risk Evaluation and Mitigation
Strategy, or REMS, which may be required to ensure safe use of the drug after approval. The FDA also may approve a product candidate for a more limited indication or patient
population than we originally requested, and the FDA may not approve the labeling that we believe is necessary or desirable for the successful commercialization of a product
candidate. Any delay in obtaining, or inability to obtain, applicable regulatory approval would delay or prevent commercialization of that product candidate.

Disruptions at the FDA and other government agencies caused by funding shortages or global health concerns could hinder their ability to hire and retain key leadership and
other personnel, or otherwise prevent new or modified products from being developed, approved, or commercialized in a timely manner, or at all, which could negatively
impact our business.

The ability of the FDA to review and approve new products can be affected by a variety of factors, including government budget and funding levels, the ability to hire and retain
key personnel and accept the payment of user fees, and statutory, regulatory, and policy changes. Average review times at the FDA have fluctuated in recent years as a result. In
addition, government funding of other government agencies that fund research and development activities is subject to the political process, which is inherently fluid and
unpredictable.

Disruptions at the FDA and other agencies may also slow the time necessary for new drugs or modifications to approved drugs to be reviewed and/or approved by necessary
government agencies, which would adversely affect our business. For exanple, over the last several years, the U.S. government has shut down several times and certain regulatory
agencies, such as the FDA, have had to furlough critical FDA employees and stop critical activities. If a prolonged government shutdown occurs, it could significantly impact the
ability of the FDA to timely review and process our regulatory submissions, which could have a material adverse effect on our business.

Separately, in response to the COVID-19 pandemic, the FDA postponed most inspections of domestic and foreign manufacturing facilities at various points. Even though the FDA
has since resumed standard inspection operations of domestic facilities where feasible, the FDA has continued to monitor and implement changes to its inspectional activities to
ensure the safety of its employees and those of the firms it regulates as it adapts to the evolving COVID-19 pandemic, and any resurgence
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ofthe virus or emergence of new variants may lead to further inspectional delays Regulatory authorities outside the United States may adopt similar restrictions or other policy
measures in response to the COVID-19 pandemic. If a prolonged government shutdown occurs, or if global health concerns continue to prevent the FDA or other regulatory
authorities from conducting their regular inspections, reviews or other regulatory activities, it could significantly impact the ability of the FDA or other regulatory authorities to
timely review and process our regulatory submissions, which could have a material adverse effect on our business.

Interim, top-line or preliminary data from our clinical trials that we announce or publish from time to time may change as more patient data become available and are subject
to audit and verification procedures that could result in material changes in the final data.

Fromtime to time, we may publicly disclose interim, top-line, or preliminary data from our clinical trials, which are based on a preliminary analysis of then-available data, and the
results and related findings and conclusions are subject to change following a full analyses of all data related to the particular trial. We also make assumptions, estimations,
calculations and conclusions as part of our analyses of data, and we may not have received or had the opportunity to fully and carefully evaluate all data. As a result, the interim,
top-line, or preliminary results that we report may differ from future results of the same trials, or different conclusions or considerations may qualify such results, once additional
data have been received and fully evaluated. Top-line and preliminary data also remain subject to audit and verification procedures that may result in the final data being materially
different fromthe preliminary data we previously published. As a result, top-line and preliminary data should be viewed with caution until the final data are available.

We may also disclose interimdata from our clinical trials. Interim data from clinical trials that we may complete are subject to the risk that one or more of the clinical outcomes may
materially change as patient enrollment continues and more patient data become available. Adverse differences between interim, top-line, or preliminary data and final data could
significantly harm our business prospects.

Further, others, including regulatory agencies, may not accept or agree with our assumptions, estimates, calculations, conclusions or analyses or may interpret or weigh the
importance of data differently, which could impact the value of the particular program, the approvability or commercialization of the particular product candidate or product and our
business in general. In addition, the information we choose to publicly disclose regarding a particular study or clinical trial is based on what is typically extensive information, and
you or others may not agree with what we determine is the material or otherwise appropriate information to include in our disclosure, and any information we determine not to
disclose may ultimately be deemed significant with respect to future decisions, conclusions, views, activities or otherwise regarding a particular drug, product candidate or our
business. If the interim, top-line, or preliminary data that we report differ fromactual results, or if others, including regulatory authorities, disagree with the conclusions reached,
our ability to obtain approval for and commercialize our product candidates, our business, operating results, prospects or financial condition may be harmed.

Regulatory approval of our product candidates by foreign regulatory authorities may be delayed or denied. We, or our current or potential future partners, may be subject to
pricing controls imposed by foreign governments and regulatory authorities.

We, or any current or potential future partners, may seek regulatory approval of our product candidates from foreign regulatory authorities. Such regulatory authorities may impose
additional regulations and guidelines that differ in formand substance fromthose imposed by their counterparts in the United States and with which we are more familiar.
Accordingly, the regulatory approval of our product candidates in those foreign jurisdictions could be delayed, limited or denied altogether. This could limit the scope of or
prevent the commercialization of our products in the future and adversely affect our financial performance. Further, in some countries, the pricing of pharmaceutical prescriptions is
subject to governmental control, including, for example, Japan. In these countries, pricing negotiations with governmental authorities can take considerable time after the receipt of
marketing approval for a product candidate. In addition, there can be considerable pressure by governments and other stakeholders on prices and reimbursement levels, including
as part of cost containment measures. Political, economic and regulatory developments may further complicate pricing negotiations, and pricing negotiations may continue after
coverage and reimbursement have been obtained. Reference pricing used by various countries and parallel distribution or arbitrage between low-priced and high-priced countries
can further reduce prices. To obtain reimbursement or pricing approval in some countries, we or our current or potential future partners may be required to conduct a clinical trial
that compares the cost-effectiveness of our product candidate to other available therapies, which is time-consuming and costly. If coverage and reimbursement of our product
candidates are unavailable or limited in scope or amount, or if pricing is set at unsatisfactory levels, our business could be harmed.

Risks Related to the Commercialization of Our Products and Product Candidates, if such Product Candidates Complete Development and Receive Regulatory Approval

Our products face significant competition and our failure to effectively compete may prevent us from achieving significant market penetration.
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The pharmaceutical industry and the markets in which our approved products compete are characterized by rapidly advancing technologies, intense competition and a strong
emphasis on developing proprietary therapeutics. Numerous companies are engaged in the development, patenting, manufacturing and marketing of healthcare products
competitive with those that we are commercializing and developing. We face competition froma number of sources, such as pharmaceutical companies, generic drug companies,
biotechnology companies and academic and research institutions, many of which have greater financial resources, marketing capabilities, sales forces, manufacturing capabilities,
research and development capabilities, clinical trial expertise, intellectual property portfolios, experience in obtaining patents and regulatory approvals for product candidates and
other resources than we do. Some of the companies that offer competing products also have a broad range of other product offerings, large direct sales forces and long-term
customer relationships with our target physicians, which could inhibit our market penetration efforts. In addition, certain of our products compete with other products, including
OTC treatments, for a share of some patients’ discretionary budgets and for physicians’ attention within their clinical practices. To compete successfully in the marketplace, our
approved products must demonstrate that the relative cost, safety and efficacy of such products provide an attractive alternative to existing and other new therapies. Such
competition could lead to reduced market share for our products and contribute to downward pressure on the pricing of our products. Any of our product candidates that receive
regulatory approval will be subject to the same risks.

Due to less stringent regulatory requirements in certain foreign countries, there are many more products and procedures available for use in those international markets than are
approved for use in the United States. In certain interational markets, there are also fewer limitations on the claims that our competitors can make about the effectiveness of their
products and the manner in which they can market them. As a result, we expect our products and product candidates, if approved, could face more competition in these markets
than in the United States.

Ifwe are unable to maintain sales, marketing and distribution capabilities for our products and any future product candidate that receives regulatory approval, either through
a commercial partner or internally, we may not be successful in commercializing and generating revenues from those products and product candidates, if approved.

Our ability to generate revenue from product sales and our prospects for profitability are substantially dependent on our and our collaborators’ ability to effectively commercialize
our products and expand their utilization. Following our acquisition of EPI Health, we have a sales, marketing and distribution infrastructure to support the commercialization of our
products and product candidates, if approved. Our products and any future product candidates that receive regulatory approval depend on this commercial infrastructure, or any
commercial or strategic partner with whom we collaborate, to achieve commercial success. If the commercial launch of a product candidate for which we recruit a sales force and
establish marketing capabilities is delayed or does not occur for any reason, we would have prematurely or unnecessarily incurred these commercialization expenses. This may be
costly, and our investment would be lost if we cannot retain or reposition our sales and marketing personnel.

Factors that may inhibit our efforts to commercialize our products on our own include:
* an inability to recruit, train and retain adequate numbers of effective sales and marketing personnel;
» the inability of sales personnel to obtain access to physicians or persuade adequate numbers of physicians to prescribe our approved products and any future products;

+ the lack of complementary products to be offered by sales personnel, which may put us at a competitive disadvantage relative to companies with more extensive product
lines; and

+ unforeseen costs and expenses associated with maintaining and potentially expanding an independent sales and marketing organization.

We may enter into arrangements with third parties to performsales, marketing and distribution services, which could decrease our revenue and our profitability. In addition, we
may not be successful in entering into such arrangements with third parties or may be unable to do so on terms that are favorable to us. We may not have adequate control over
such third parties, and any of themmay fail to devote the necessary resources and attention to sell and market our products effectively. In addition, such third parties will be
subject to the commercialization risks described above. If we do not maintain sales, marketing and distribution capabilities, either on our own or in collaboration with third parties,
we will not be successful in commercializing our products and product candidates.

Additionally, we have entered into exclusive license agreements in Japan with Sato relating to certain of our products and product candidates, and we expect to continue to
evaluate strategic partnerships to commercialize our dermatology products in select international markets. We may not be sufficiently familiar or have the requisite resources to
penetrate international markets where some of our competitors have already achieved broad recognition and have established commercialization strategies in place. Moreover, we
may not succeed in targeting healthcare providers, including physicians, who may not be familiar with our product candidates.
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Our product revenues are dependent on sales to a few significant wholesale customers and the loss of, or substantial decline in, sales to one of these wholesale customers could
have a material adverse effect on our expected future revenues and profitability.

Our product revenues are dependent on sales to a few significant wholesale customers and the loss of, or substantial decline in, sales to one of these wholesale customers could
have a material adverse effect on our expected future revenues. Wholesale customers that purchase our products account for a substantial percentage of net sales revenue, and
the loss ofall or a portion of the sales to any one of these customers could have a material adverse effect on the results of operations generated by product sales. In particular, as
of'and for the year ended December 31, 2022, one of our wholesaler customers accounted for more than 10% of our annual total gross product revenue at 12%, and three of our
wholesaler customers accounted for more than 10% of total accounts receivable at 25%, 13% and 12%, respectively. We expect that a small group of wholesale customers will
continue to account for a significant portion of our net product revenues for the foreseeable future. Although we have developed long-standing relationships with our wholesale
customers, we generally do not, consistent with industry norms, have advance commitments that require these wholesale customers to buy fromus or to purchase a minimum
amount of our products. A substantial decrease in sales to any of our wholesale customers could have a material adverse effect on our business and our financial condition and
operating results.

Our Rhofade product currently represents a significant portion of our product revenues, and in the future a relatively small group of products may represent a significant
portion of our revenues, gross profit, or net earnings from time to time.

Although we sell several approved products and have other product candidates in development, sales of our Rhofade products currently represents a significant portion of our
product revenues. For the fiscal year ended December 31, 2022, sales of Rhofade, in the aggregate, represented approximately 73% of our total net product revenues. If the volume
or pricing of our largest selling product declines in the future for anything more than a temporary delay, our business, financial condition, results of operations, cash flows,
utilization of our accounts receivable-backed factoring agreement and/or share price could be materially adversely affected.

Our products, and any future product candidates that receive regulatory approval, may fail to achieve the broad degree of physician and patient adoption and use necessary
for commercial success.

The commercial success of our approved products, and any future product candidates that receive regulatory approval, depends significantly on the broad adoption and use of
such products by physicians and patients for approved indications. The degree and rate of physician and patient adoption of our approved products and any future product
candidates, if approved, depends on a number of factors, including:

» the clinical indications for which the product is approved and patient demand for approved products that treat those indications;
» the effectiveness of our product as compared to other available therapies;

» the availability of coverage and adequate reimbursement frommanaged care plans and other healthcare payors for any of our products and product candidates that may
be approved;

* the cost of treatment with our products and product candidates in relation to alternative treatments and willingness to pay for such products on the part of patients;
» acceptance by physicians, major operators of clinics and patients of the product as a safe and effective treatment;

* physician and patient willingness to adopt a new therapy over other available therapies to treat approved indications;

* overcoming any biases physicians or patients may have toward particular therapies for the treatment of approved indications;

*  patient satisfaction with the results and administration of our products and any of our product candidates that may be approved and overall treatment experience;

» the willingness of patients to pay for certain of our products and product candidates relative to other discretionary items, especially during economically challenging
times;

» the revenue and profitability that our products and any product candidates that may be approved may offer a physician as compared to alternative therapies;
+ the prevalence and severity of adverse events;
* limitations or warnings contained in the FDA-approved labeling for our products and product candidates;

» any FDA requirement to undertake a REMS;
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» the effectiveness of our sales, marketing and distribution efforts;
* adverse publicity about our products and product candidates or favorable publicity about competitive products; and
» potential product liability claims.

Ifany of our products or product candidates are approved for use but fail to achieve the broad degree of physician and patient adoption necessary for commercial success, our
operating results and financial condition will be adversely affected, which may delay, prevent or limit our ability to generate revenue and continue our business.

Our relationships with healthcare providers, customers and third-party payors, as well as our general business operations, are subject to applicable anti-kickback, fraud and
abuse and other healthcare laws and regulations, and failure to comply with such regulations could expose us to penalties including criminal sanctions, civil penallties,
exclusion from government healthcare programs, contractual damages, reputational harm and diminished profits and future earnings.

Healthcare providers, customers and third-party payors play a primary role in the recommendation and prescription of our products and any product candidates for which we, or a
potential future partner, may obtain marketing approval. Our arrangements with third-party payors, healthcare providers and customers and general operations mean we are subject
to broadly applicable fraud and abuse and other healthcare laws and regulations that constrain the business or financial arrangements and relationships through which we, or our
partners, market, sell and distribute our products and any product candidates for which we, or a potential future partner, obtain marketing approval. Restrictions under applicable
federal and state healthcare laws and regulations include the following:

+ the federal Anti-Kickback Statute, which prohibits, among other things, persons and entities fromknowingly and willfully soliciting, offering, receiving or providing
remuneration, directly or indirectly, in cash or in kind, to induce or reward, or in return for, either the referral of an individual for, or the purchase, order or recommendation
of, any good or service, for which payment may be made, in whole or in part, under a federal healthcare programsuch as Medicare and Medicaid. A person or entity does
not need to have actual knowledge of the federal Anti-Kickback Statute or specific intent to violate it in order to have committed a violation.

» the federal false claims laws, including the civil False Claims Act, which impose criminal and civil penalties, including through civil whistleblower or qui tam actions,
against individuals or entities for knowingly presenting, or causing to be presented, to the federal government, claims for payment that are false or fraudulent or
knowingly making a false statement to avoid, decrease or conceal an obligation to pay money to the federal government; in addition, the government may assert that a
claimincluding items and services resulting froma violation of the United States federal Anti-Kickback Statute constitutes a false or fraudulent claim for purposes ofthe
False Claims Act;

» the federal Health Insurance Portability and Accountability Act of 1996, or HIPAA, which imposes criminal and civil liability for, among other things, executing or
attempting to execute a scheme to defraud any healthcare benefit program or making false statements relating to healthcare matters. Similar to the federal Anti-Kickback
Statute, a person or entity does not need to have actual knowledge of the statute or specific intent to violate it in order to have committed a violation;

* the federal Physician Payments Sunshine Act, which requires manufacturers of drugs, devices, biologics and medical supplies for which payment is available under
Medicare, Medicaid or the Children’s Health Insurance Program (with certain exceptions) to report annually to the government information related to certain payments or
other “‘transfers of value’” made to physicians (defined to include doctors, dentists, optometrists, podiatrists and chiropractors), certain non-physician practitioners such
as physician assistants and nurse practitioners, and teaching hospitals, and requires applicable manufacturers to report annually to the government ownership and
investment interests held by the physicians described above and their immediate family members; and

« analogous state and foreign laws and regulations, such as state anti-kickback and false claims laws, which may apply to sales or marketing arrangements and claims
involving healthcare items or services reimbursed by non-governmental third-party payors, including private insurers; state laws that require pharmaceutical companies to
comply with the pharmaceutical industry’s voluntary compliance guidelines and the relevant compliance guidance promulgated by the federal government; and state laws
that require drug manufacturers to report information related to payments and other transfers of value to physicians and other healthcare providers or report marketing
expenditures and pricing information.

Efforts to ensure that our intemal operations and business arrangements with third parties comply with applicable healthcare laws and regulations involve substantial costs. It is
possible that governmental authorities will conclude that our business practices may not comply with current or future statutes, regulations or case law involving applicable fraud
and abuse or other healthcare laws and regulations. The risk of our being found in violation of these laws is increased by the fact that many of themhave not been fully interpreted
by the regulatory authorities or the courts, and their provisions are open to a variety of
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interpretations. Because of the breadth of these laws and the narrowness of the statutory exceptions and safe harbors available under such laws, it is possible that some of our
business activities, including our relationships with physicians and other healthcare providers, some of whom recommend, purchase or prescribe our products, could be subject to
challenge under one or more of such laws.

If our operations are found to be in violation of any of these laws or any other governmental laws and regulations that may apply to us, we may be subject to significant civil,
criminal and administrative penalties, damages, fines, imprisonment, exclusion of products from government funded healthcare programs, such as Medicare and Medicaid,
disgorgement, contractual damages, reputational harm, diminished profits and the curtailment or restructuring of our operations. If any of the physicians or other healthcare
providers or entities with whom we do business are found to be not in compliance with applicable laws, they may be subject to criminal, civil or administrative sanctions, including
exclusions from government funded healthcare programs, which would adversely impact our statement of operations and cash flows.

Our products may cause side effects which could delay or prevent their commercialization.

If we or other companies developing similar products identify undesirable side effects caused by our or similar products, a number of potentially significant negative consequences
could result, including:

* regulatory authorities may withdraw their approval of the product;

*  we may be required to recall a product or change the way such product is administered to patients;

* additional restrictions may be imposed on the marketing of the particular product or the manufacturing processes for the product or any component thereof;
» regulatory authorities may require the addition of labeling statements, such as a “‘black box’* warning or a contraindication;

*  we may be required to implement a REMS or create a Medication Guide outlining the risks of such adverse events for distribution to patients;

* we could be sued and held liable for harm caused to patients;

* the product may become less competitive; and

* ourreputation may suffer.

We work to educate and train medical personnel so they know how to use our products and product candidates to understand their potential side effect profiles. Inadequate
training in recognizing or managing the potential side effects of our products and product candidates could result in patient injury.

We face product liability exposure, and if successful claims are brought against us, we may incur substantial liability if our insurance coverage for those claims is inadequate.

Despite all reasonable efforts to ensure safety, it is possible that we or our distributors will sell products that are defective, to which patients/customers react in an unexpected
manner, or which are alleged to have side effects or otherwise not work for the product’s intended purpose. We face an inherent risk of product liability as a result of the
commercialization of our products and the clinical testing of our product candidates. This risk exists even though a product is approved for commercial sale by the FDA oran
applicable foreign regulatory authority and manufactured in facilities licensed and regulated by the FDA or an applicable foreign regulatory authority. Our products and product
candidates are designed to affect important bodily functions and processes. Any adverse events, manufacturing defects, misuse or abuse associated with our products or product
candidates could result in injury to a patient or even death. We cannot offer any assurance that we will not face product liability suits in the future, nor can we assure you that our
insurance coverage will be sufficient to cover our liability under any such cases. In addition, a liability claimmay be brought against us even if our products or product candidates
merely appear to have caused an injury. Product liability claims may be brought against us by consumers, healthcare providers, pharmaceutical companies or others selling or
otherwise coming into contact with our products or product candidates, among others. If we cannot successfully defend ourselves against product liability claims we will incur
substantial liabilities and reputational harm. In addition, regardless of merit or eventual outcome, product liability claims may result in circumstances that are materially adverse to
our business, including:

»  withdrawal of clinical trial participants;
* decreased enrollment rates of clinical trial participants;
* termination of clinical trial sites or entire trial programs;

» the inability to commercialize our product candidates;
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* decreased demand for our products and product candidates;

*  impairment of our business reputation;

»  product recall or withdrawal fromthe market or labeling, marketing or promotional restrictions;

* substantial costs of any related litigation or similar disputes;

+ distraction of management’s attention and other resources from our primary business;

* substantial monetary awards to patients or other claimants against us that may not be covered by insurance; or
* loss of revenue.

We have obtained product liability insurance coverage. Large judgments have been awarded in class action or individual lawsuits based on drugs that had unanticipated adverse
events. Our insurance coverage may not be sufficient to cover all of our product liability related expenses or losses and may not cover us for any expenses or losses we may suffer.
Moreover, insurance coverage is becoming increasingly expensive, and, in the future, we may not be able to maintain insurance coverage at a reasonable cost, in sufficient
amounts or upon adequate terms to protect us against losses due to product liability, or at all. A successful product liability claim or series of claims brought against us could
cause our stock price to decline and, if judgments exceed our insurance coverage, could decrease our cash, negatively impact our statement of operations and harm our financial
condition.

Our products may become subject to unfavorable third-party coverage or reimbursement policies, which would harm our business.

The success of our products and our product candidates, if approved, depends on the availability of adequate coverage and reimbursement from government authorities and third-
party payors, such as private health insurers and health maintenance organizations. Patients who are provided medical treatment for their conditions generally rely on third-party
payors to reimburse all or part of the costs associated with their treatment. Adequate coverage and reimbursement from governmental healthcare programs, such as Medicare and
Medicaid, and commercial payors is critical to product acceptance.

Government authorities and third-party payors, such as private health insurers and health maintenance organizations, decide which drugs and treatments they will cover and the
amount of reimbursement that will be provided. Coverage decisions may depend on clinical and economic standards that disfavor new products when more established or lower
cost therapeutic alternatives are already available or subsequently become available. Third-party payors may refuse to include a particular branded product in their formularies or
lists of medications for which third-party payors provide coverage and reimbursement, or otherwise restrict patient access through formulary controls or otherwise to a branded
product when a less costly generic equivalent or alternative is available. Coverage may be more limited than the purposes for which a product is approved by the FDA or similar
regulatory authorities outside the United States.

Any change in coverage of our products may result in reimbursement rates not being adequate to cover our costs, including research, development, manufacture, sale and
distribution, or achieve or sustain profitability, or may require co-payments that patients find unacceptably high. Patients are unlikely to use our products unless coverage is
provided and reimbursement is adequate to cover a significant portion of the cost of our products. Increasingly, third-party payors are requiring that pharmaceutical companies
provide them with predetermined discounts from list prices and are challenging the prices charged for products. There is significant uncertainty related to insurance coverage and
reimbursement of newly approved products. It is difficult to predict at this time what third-party payors will decide with respect to the coverage and reimbursement for our product
candidates.

In the United States, no uniformpolicy of coverage and reimbursement for products exists among third-party payors. Therefore, coverage and reimbursement for a product can
differ significantly frompayor to payor. As a result, obtaining and maintaining coverage and reimbursement for a product froma government or other third-party payor is a time-
consuming and costly process that could require us to provide supporting scientific, clinical and cost-effectiveness data for the use of our products to each payor separately, with
no assurance that adequate coverage and reimbursement will be applied consistently or obtained in the first instance.

Governmental and third-party payors in the United States and abroad are developing increasingly sophisticated methods of controlling healthcare costs. Further, we believe that
future coverage and reimbursement will likely be subject to increased restrictions both in the United States and in international markets. Third-party coverage and reimbursement
for our product candidates for which we may receive regulatory approval may not be available, limited, or adequate in either the United States or international markets.

Risks Related to Our Operations and Manufacturing
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Delays or disruptions in our supply chain and manufacturing of our products and product candidates could adversely affect our sales and marketing efforts and our
development and commercialization timelines and result in increased costs or in our breaching our obligations to others.

Our ability to make, move, and sell our products is critical to our success. Historically, we have utilized internal small-scale manufacturing operations to support our research and
development efforts. In acquiring EPI Health, we have expanded our product offerings and operations with several existing commercial relationships that supply the products we
acquired in the EPI Health Acquisition. With this larger operational business and range of product offerings comes additional opportunity for us as well as corresponding risk in
certain areas. Our subsidiary, EPI Health, uses third party contract manufacturers and suppliers to obtain substantially all raw materials, components, and packaging products and
to manufacture finished products. Damage or disruption to our supply chain, including third-party manufacturing, assembly or transportation and distribution capabilities, due to
weather, including any potential effects of climate change, natural disaster, fire or explosion, terrorism, pandemics (such as the COVID-19 pandemic), strikes, government action,
inflation, war or other reasons beyond our control or the control of our suppliers and business partners, could impair our ability to manufacture or sell our products. Failure to take
adequate steps to mitigate the likelihood or potential impact of such events, or to effectively manage such events if they occur, particularly where our product is sourced froma
single supplier or location, could adversely affect our business or financial results. Any interruption or failure by our suppliers, distributors and other partners to meet their
obligations on schedule or in accordance with our expectations, misappropriation of our proprietary information, including trade secrets and know-how, or any termination by
these third parties of their arrangements with us, which, in each case, could be the result of one or many factors outside of our control, could delay or prevent the manufacture or
commercialization of our products, disrupt our operations or cause reputational harmto our company, particularly with wholesale customers, any or all of which could have a
material adverse effect on our business, financial condition, results of operations and cash flows. In addition, except for the terms and conditions specified in our contractual
arrangements with our contract manufacturers, we have no control over the ability of our contract manufacturers to maintain adequate quality control, quality assurance and
qualified personnel. If the FDA or a comparable foreign regulatory authority does not approve these facilities for the manufacture of our API or drug products or if it withdraws any
such approval in the future, we may need to find alterative manufacturing facilities, which would significantly impact our ability to develop, obtain regulatory approval for, market
and sell our products and product candidates, if approved.

We are required to identify the supplier(s) of all the raw materials for our products in our applications with the FDA. To the extent practicable, we attempt to identify more than one
supplier in each drug application. However, some products and raw materials are available only froma single source and, in some of our drug applications, only one supplier of
products and raw materials has been identified, even in instances where multiple sources exist. To the extent any difficulties experienced by our suppliers cannot be resolved within
areasonable time and at reasonable cost, or if raw materials for a particular product become unavailable froman approved supplier and we are required to qualify a new supplier
with the FDA, our profit margins and market share for the affected product could decrease and our development and sales and marketing efforts could be delayed.

We have never produced at a commercial scale any products that utilize any of our Nitricil NCEs, and any delay or disruptions in the qualification of manufacturing facilities
and process or in the manufacture of our (i) APIs, including berdazimer sodium, the API of our SB206 product candidate, or (ii) clinical trial materials or commercial supplies
of any approved product candidates utilizing any of our Nitricil NCEs, could adversely affect our development and commercialization timelines and results or result in
increased costs or in our breaching our obligations to others.

We have internally manufactured the berdazimer sodium API, one of our Nitricil NCEs that is utilized in our SB206 product candidate, for all of our current clinical stage product
candidates, and at this stage, we intend to pursue a dual strategy of identifying and designating a partner to become the primary third-party external supplier of our proprietary
berdazimer sodiumdrug substance to support short-term and long-term manufacturing needs, while continuing internal capabilities to provide optionality and support certain
small-scale and short-term manufacturing needs. Any delays or disruptions in our third-party manufacturers’ performance and completion of the required technology transfer of
the manufacturing processes and analytical methods for API development and commercial manufacturing under cGMP guidelines and regulations, or our inability to deliver such
capabilities internally, could impact the development and commercialization timelines of our product candidates, as well as increase costs. Further, if we do not appropriately
coordinate with, project manage, or provide adequate internal expertise, resources and documentation to a third-party API manufacturer, we may not be successful, or may be
delayed, in transferring the activities, processes, capabilities and services. For example, in 2021, we entered into development services agreements with third-party full-scale API
manufacturers for certain manufacturing process feasibility services including process familiarization, safety assessments, preliminary engineering studies, and initial process and
analytical methods determinations. As we have internally manufactured the API necessary to support the NDA submission for SB206, we are now in the process of planning to
proceed with a third-party API manufacturer beyond the initial stages noted above to support the commercial launch of SB206, if approved and expect to incur substantial costs
associated with technical transfer efforts, capital expenditures, manufacturing capabilities, and ultimately, potential large-scale commercial quantities of our drug substance. If we
are not able to successfully complete the stages noted above, we will need to be able to produce sufficient quantities of API



internally in order to support a commercial launch of SB206, if approved. We have a limited number of personnel who have experience in drug substance manufacturing and
possess the expertise necessary to manufacture berdazimer sodium.

We believe increased utilization of and reliance upon third-party vendors and strategic partners for the performance of activities, processes and services can ultimately provide
enhanced capabilities and operating efficiencies for us and any potential partnerships, collaborations, licensing or other strategic relationships we may enter. However, there can
be no assurance that the technology transfer process with any of these potential API manufacturing partners, or with Orion, with whom we have formed a strategic alliance to
enable Orion to manufacture our topical nitric oxide-releasing product candidates on our behalf and on behalf of our global strategic partners, will be successful or that it will take
place within the time period needed to meet our targeted development and approval timeframes for our product candidates. For instance, we may not be successful in realizing the
intended operating efficiencies fromthese arrangements based on a number of factors, including, among other things, (i) delays or failures, including delays in our ability to
transition applicable technology and processes to our vendors or partners, (ii) reduced quality, (iii) delayed receipt of goods or services, (iv) increased and unexpected costs on
the part of the third-party vendors or strategic partners, and (v) certain incremental and discrete costs to effect this strategy upon resumption of the manufacturers’ transfer
activities. If we are unsuccessful in partnering with third-party manufacturers, we could experience delays in the development and commercialization timelines of our product
candidates, as well as increased costs, in connection with shifting a greater portion of manufacturing to our internal resources or entering into new third party manufacturing
arrangements.

Additionally, to date, we and our third-party manufacturers have only manufactured SB206 in limited quantities in batch sizes appropriate for our clinical trials and registration
batches to support the NDA, for which batch sizes are a fraction of the size that will be necessary for commercialization. The manufacturing processes for commercial scale are in
development and have not been fully tested and the process validation requirement has not yet been satisfied. There are risks associated with scaling up manufacturing to
commercial volumes including, among others, cost overruns, technical or other problems with process scale-up, process reproducibility, stability issues, lot consistency and timely
availability of raw materials. There is no assurance that our manufacturers will be successful in establishing a larger-scale commercial manufacturing process for SB206, if approved,
that achieves our objectives for manufacturing capacity and cost of goods, in a timely manner, or at all.

The continuing effects of the COVID-19 pandemic have had an impact on our operations and could continue, directly or indirectly, to adversely affect our business, results of
operations and financial condition.

We may experience disruptions fromthe continuing effects of the COVID-19 pandemic (and any changes or developments in the pandemic) that could impact our business, results
of operations and financial condition, including impacting the supply chain for our products and product candidates, the sales of our products, our clinical trials and our work to
develop commercialization plans for SB206. To the extent our suppliers and third-party manufacturers are unable to comply with their obligations under our agreements with them
or if supply chain or other disruptions cause themto be unable to deliver or are delayed in delivering raw materials, API or drug products to us due to COVID-19-related effects, our
ability to continue our sales, marketing and commercial operations may become impaired, and our ability to pursue regulatory approval, implement our commercialization efforts for
SB206, if approved, or advance development of our product candidates may also become impaired.

Changes to our leadership team or operational resources, including our sales team, could prove disruptive to our operations and have adverse consequences for our business
and operating results.

Fromtime to time, we undergo changes and transitions among the ranks of senior executives and other senior-level managers, including in connection with the EPI Health
Acquisition. Managing transitions with senior executives or other senior-level managers may divert our existing management team’s attention from our core operations, and the
recent transitions we have experienced may make it more difficult for us to retain existing employees. In addition, the recent transitions we have experienced have increased our
dependency on key members of the senior executive teamand other senior-level managers within the organization. We have incurred costs related to transitions in our
management team, including severance payments, and have required departing executives to agree to certain obligations in their separation agreements. We also expect to incur
recruitment costs related to the hiring of new executives or engaging other operational resources fromtime to time.

Moreover, recruiting and retaining qualified personnel, including in sales and operational roles, is critical to our success. We have experienced and many continue to experience
turnover among our workforce, including within our salesforce, and we may not be able to attract and retain these personnel on acceptable terms given our current financial
position, recent market trends, and the competition among numerous pharmaceutical and biotechnology companies for similar personnel. In addition, we rely on consultants and
advisors, including commercial, scientific and clinical advisors, to assist us in formulating our research and development and commercialization strategies. Our consultants and
advisors may be engaged by companies other than us and may have commitments under consulting or advisory contracts with other entities that may limit their availability to us.
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Unexpected results in the analysis of raw materials, the API or drug product or problems with the execution of or quality systems supporting the analytical testing work,
whether conducted internally or by third-party service providers, could adversely affect our development and commercialization timelines and result in increased costs of our
development programs.

Third parties engaged directly by us or by our API and drug product contract manufacturing organizations, or CMOs, test all of the raw materials and finished API and drug
products. It is a regulatory requirement that raw materials are tested and there are a limited number of suppliers for testing these raw materials. There may be a need to assess
alternate suppliers to prevent a possible disruption of the supply of these raw materials for the manufacture of API or drug product. Additionally, the analytical equipment used by
these third parties must be maintained and operational. Except for the terms established within our, or our CMOs’, contracts with the third parties responsible for testing raw
materials and finished API and drug products, we have limited ability to control the process or timing of their testing work. Additionally, if the results do not meet specifications,
then obtaining additional raw materials may jeopardize our or the CMOs’ ability to manufacture API and/or drug product, the start or overall conduct of preclinical studies and
clinical trials, the timing of regulatory submissions, or the commercialization of our products and product candidates, if approved. We and our CMOs currently engage third parties
to performanalytical tests to ensure the APl and drug product meets quality specifications. The analytical equipment used by us or our CMOs to performthese tests must be
maintained, qualified, calibrated and operational. If there are testing execution delays, equipment problems or if the results of the analytical testing do not meet our quality
specifications, then manufacturing additional API or drug product may increase costs and may jeopardize our or the CMOs” ability to manufacture API and/or drug product, which
may cause delays in the start or overall conduct of preclinical studies and clinical trials, the submission of regulatory filings, or the commercialization of our products and product
candidates, if approved.

Our business involves the use of hazardous materials and we and our third-party suppliers and manufacturers must comply with environmental laws and regulations, which
can be expensive and restrict how we do business.

Our manufacturing activities, and the manufacturing activities of our third-party suppliers and manufacturers, involve the controlled storage, use and disposal of hazardous
materials. Further, our manufactured drug substance and drug products may be considered hazardous materials under applicable laws and regulations. Our manufacturing
activities, whether conducted by us or our third-party suppliers and manufacturers, like all manufacturing processes that utilize hazardous materials, including those under high
pressures, must be properly controlled to avoid unintended reactions or other accidents that could cause injury or damage to personnel, equipment or property. We and our
manufacturers and suppliers are subject to laws and regulations governing the use, manufacture, storage, transportation, handling and disposal of these hazardous materials, and
our failure to manage the use, manufacture, storage, transportation, handling or disposal of hazardous materials could subject us to significant costs or future liabilities. In some
cases, these hazardous materials and various wastes resulting fromtheir use are transported and stored at our suppliers” or manufacturers’ facilities pending use and disposal. We
and our suppliers and manufacturers cannot completely eliminate the risk of contamination, which could cause an interruption of our commercialization efforts, research and
development efforts and business operations, injury to our service providers and others and environmental damage resulting in costly clean-up and liabilities under applicable laws
and regulations governing the use, storage, handling and disposal of these materials and specified waste products. Although we believe that the manufacturing controls and
safety procedures utilized by us and our third-party suppliers and manufacturers for handling, transporting and disposing of these materials generally comply with the standards
prescribed by these laws and regulations, we cannot guarantee that this is the case or eliminate the risk (i) that the laws and regulations will not restrict our or our third-party
suppliers’ or manufacturers’ ability to use, manufacture, store, transport, handle or dispose of such materials or (ii) of accidental contamination or injury fromthese hazardous
materials and processes. If these risks were to materialize, we could experience an interruption of our business operations and we may be held liable for any resulting damages and
such liability could exceed our financial resources.

Our employees, independent contractors, principal investigators, CMOs, CROs, consultants, commercial partners and vendors may engage in misconduct or other improper
activities, including noncompliance with regulatory standards and requirements, which could expose us to liability and hurt our reputation.

We are exposed to the risk that our employees, independent contractors, principal investigators, CMOs, CROs, consultants, commercial partners and vendors may engage in
fraudulent conduct or other illegal activity. Misconduct by these parties could include intentional, reckless or negligent conduct or disclosure of unauthorized activities to us that
violates: (i) FDA laws and regulations, including those laws that require the reporting of true, complete and accurate information to the FDA, (i) manufacturing standards, (iii)
federal, state and foreign data privacy, security, fraud and abuse and other healthcare laws, or (iv) laws that require the true, complete and accurate reporting of financial
information or data. Activities subject to these laws also involve the improper use or misrepresentation of information obtained in the course of clinical trials, creating fraudulent
data in our preclinical studies or clinical trials or illegal misappropriation of drug product, which could result in regulatory sanctions and cause serious harmto our reputation. It is
not always possible to identify and deter misconduct by employees and other third parties, and the precautions we take to detect and prevent this activity may not be effective in
controlling unknown or unmanaged risks or losses or in protecting us from governmental investigations or other actions or lawsuits stemming froma
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failure to be in compliance with such laws or regulations. Additionally, we are subject to the risk that a person or government could allege such fraud or other misconduct, even if
none occurred. If any such actions are instituted against us, and we are not successful in defending ourselves or asserting our rights, those actions could have a significant impact
on our business and financial results, including, without limitation, the imposition of significant civil, criminal and administrative penalties, damages, monetary fines, possible
exclusion fromparticipation in Medicare, Medicaid and other federal healthcare programs, reputational harm, diminished profits and future eamnings, and curtailment of our
operations.

We may be adversely affected by the effects of inflation.

Inflation has the potential to adversely affect our liquidity, business, financial condition and results of operations by increasing our overall cost structure. The existence of
inflation in the economy has resulted in, and may continue to result in, higher interest rates and capital costs, supply shortages, increased costs of labor, components,
manufacturing and shipping, as well as weakening exchange rates and other similar effects. As a result of inflation, we have experienced and may continue to experience cost
increases. Although we may take measures to mitigate the effects of inflation, if these measures are not effective and if the inflationary pressure is sustained, our business,
financial condition, results of operations and liquidity could be negatively affected. Even if such measures are effective, there could be a difference between the timing of when
these beneficial actions impact our results of operations and when the cost of inflation is incurred.

Risks Related to Government Regulation

We are subject to ongoing regulatory obligations and continued regulatory review of our products, which results in significant additional expense, and we may be subject to
penallties ifwe fail to comply with regulatory requirements or experience unanticipated problems with our products.

The regulatory approvals for our products are and any regulatory approvals that we receive for our product candidates may be subject to limitations on the approved indicated
uses for which the product may be marketed or the conditions of approval or contain requirements for potentially costly post-market testing and surveillance to monitor the safety
and efficacy of the product candidate. The FDA may also require a REMS as a condition of approval of our product candidates, which could include requirements for a medication
guide, physician communication plans or additional elements to ensure safe use, such as restricted distribution methods, patient registries and other risk minimization tools. In
addition, the manufacturing processes, labeling, packaging, distribution, adverse event reporting, storage, advertising, promotion, import, export and recordkeeping for our
products is subject to extensive and ongoing regulatory requirements. These requirements include submissions of safety and other post-marketing information and reports,
registration, and continued compliance with cGMP and GCP requirements for any clinical trials that we conduct post-approval. Later discovery of previously unknown problems
with any of our products or our product candidates, including adverse events of unanticipated severity or frequency, or with our third-party manufacturers or manufacturing
processes, or failure to comply with regulatory requirements, may result in, among other things:

*  restrictions on the marketing or manufacturing of our products or product candidates, withdrawal of the product fromthe market, or voluntary or mandatory product
recalls;

+ fines, warning letters or holds on clinical trials;

» refusal by the FDA to approve pending applications or supplements to approved applications filed by us or suspension or revocation of approvals;
» product seizure or detention, or refusal to permit the import or export of our products or product candidates; and

* injunctions or the imposition of civil or criminal penalties.

The FDA’s and other regulatory authorities’ policies may change and additional government regulations may be enacted that could prevent, limit or delay regulatory approval of
our product candidates.

We also cannot predict the likelihood, nature or extent of government regulation that may arise from future legislation or administrative action, either in the United States or abroad.
If we are slow or unable to adapt to changes in existing requirements or the adoption of new requirements or policies, or if we are not able to maintain regulatory compliance, we
may be subject to enforcement action and we may not achieve or sustain profitability.

The regulatory approvals for our products and any regulatory approvals for our product candidates in the United States are and will be limited to the specific indication
authorized by the FDA. If we are found to be in violation of FDA and other regulations restricting the promotion of any approved products for unapproved uses, we could be
subject to criminal penallties, substantial fines or other sanctions and damage awards.

The regulatory approvals we have obtained to market our products are limited by an indication statement for the treatment of one or more indications, and we are prohibited from
marketing any approved products for uses outside of those for which we have received approval. Similarly, if we obtain regulatory approval for any of our product candidates,
such approval will be limited to the specific indication(s) authorized by the FDA.
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The regulations relating to the promotion of products for unapproved uses are complex and subject to substantial interpretation by the FDA and other government agencies.
Products may not be promoted for uses that are not approved in the labeling by the FDA or EMA. Physicians may, following FDA approval, nevertheless prescribe our products
off-label to their patients in a manner that is inconsistent with the approved label. We have implemented compliance and training programs designed to ensure that our sales and
marketing practices comply with applicable regulations. Notwithstanding these programs, the FDA or other government agencies may allege or find that our practices constitute
prohibited promotion of our products for unapproved uses. We also cannot be sure that our employees will comply with company policies and applicable regulations regarding the
promotion of products for unapproved uses, but we may nevertheless be deemed responsible for their marketing activities.

In recent years, a significant number of pharmaceutical and biotechnology companies have been the target of inquiries and investigations by various federal and state regulatory,
investigative, prosecutorial and administrative entities in connection with the promotion of products for unapproved uses and other sales practices, including the Department of
Justice and various United States Attorneys’ Offices, the Office of Inspector General of the Department of Health and Human Services, the FDA, the Federal Trade Commission
and various state Attorneys General offices. These investigations have alleged violations of various federal and state laws and regulations, including claims asserting antitrust
violations, violations of the Federal Food, Drug and Cosmetic Act, the False Claims Act, the Prescription Drug Marketing Act, anti-kickback laws and other alleged violations in
connection with the promotion of products for unapproved uses, pricing and Medicare and/or Medicaid reimbursement. Many of these investigations originate as "qui tam”
actions under the False Claims Act. Under the False Claims Act, any individual can bring a claim on behalf of the government alleging that a person or entity has presented a false
claim, or caused a false claimto be submitted, to the government for payment. The person bringing a qui tam suit is entitled to a share of any recovery or settlement. Qui tam suits,
also commonly referred to as "whistleblower suits,” are often brought by current or former employees. In a qui fam suit, the government must decide whether to intervene and
prosecute the case. Ifit declines, the individual may pursue the case alone.

Ifthe FDA or any other governmental agency initiates an enforcement action against us or if we are the subject of a qui tam suit and it is determined that we violated prohibitions
relating to the promotion of products for unapproved uses, we could be subject to warning letters, untitled letters, substantial civil or criminal fines or damage awards and other
sanctions such as consent decrees and corporate integrity agreements pursuant to which our activities would be subject to ongoing scrutiny and monitoring to ensure compliance
with applicable laws and regulations. Any such fines, awards or other sanctions would have an adverse effect on our revenue, business, financial prospects and reputation.

Recently enacted and future legislation may increase the difficulty and cost for us to obtain marketing approval of and commercialize our product candidates and affect the
prices we may obtain.

In the United States and some foreign jurisdictions, there have been, and we expect there will continue to be, a number of legislative and regulatory changes and proposed changes
regarding the healthcare systemthat could prevent or delay marketing approval of our product candidates, restrict or regulate post-approval activities and affect our ability to
profitably sell our products and any product candidates for which we obtain marketing approval. In 2010, the Patient Protection and Affordable Care Act, as amended by the Health
Care and Education Reconciliation Act, or collectively the ACA, was signed into law. Since its enactment, however, there have been significant ongoing efforts to modify or
eliminate the ACA. On June 17, 2021, the U.S. Supreme Court dismissed the most recent judicial challenge to the ACA without specifically ruling on the constitutionality of the
ACA. Prior to the Supreme Court’s decision, President Biden issued an executive order to initiate a special enrollment period from February 15, 2021 through August 15,2021 for
purposes of obtaining health insurance coverage through the ACA marketplace. The executive order also instructed certain governmental agencies to review and reconsider their
existing policies and rules that limit access to healthcare, including among others, reexamining Medicaid demonstration projects and waiver programs that include work
requirements, and policies that create unnecessary barriers to obtaining access to health insurance coverage through Medicaid or the ACA.

In addition, other legislative changes have been proposed and adopted since the ACA was enacted. On August 2, 2011, the Budget Control Act of 2011 was signed into law,
which, among other things, resulted in reductions to Medicare payments to providers, which went into effect on April 1, 2013 and, due to subsequent legislative amendments to
the statute, will remain in effect through 2032, with the exception of a temporary suspension fromMay 1, 2020 through March 31, 2022, unless additional Congressional action is
taken. On January 2, 2013, the American Taxpayer Relief Act of 2012 was signed into law, which, among other things, reduced Medicare payments to several providers, including
hospitals, and increased the statute of limitations period for the government to recover overpayments to providers fromthree to five years. In addition, on March 11, 2021, the
American Rescue Plan Act 02021 was signed into law, which eliminates the statutory Medicaid drug rebate cap, currently set at 100% ofa drug’s average manufacturer price,
beginning January 1, 2024.

Further, there has been heightened governmental scrutiny in the United States of pharmaceutical pricing practices in light of the rising cost of prescription drugs. Such scrutiny
has resulted in several recent congressional inquiries and proposed and enacted federal and state legislation designed to, among other things, bring more transparency to product
pricing, review the relationship between pricing and manufacturer patient programs, and reform government program reimbursement



methodologies for products. On August 16, 2022, the Inflation Reduction Act 02022, or IRA, was into law. Among other things, the IRA requires manufacturers of certain drugs

to engage in price negotiations with Medicare (beginning in 2026), imposes rebates under Medicare Part B and Medicare Part D to penalize price increases that outpace inflation
(first due in 2023), and replaces the Part D coverage gap discount program with a new discounting program (beginning in 2025). The IRA permits the Secretary of the Department of
Health and Human Services to implement many of these provisions through guidance, as opposed to regulation, for the initial years. For that and other reasons, it is currently
unclear how the IRA will be effectuated.

At the state level, legislatures have increasingly passed legislation and implemented regulations designed to control pharmaceutical and biological product pricing, including price
or patient reimbursement constraints, discounts, restrictions on certain product access and marketing cost disclosure and transparency measures, and, in some cases, designed to
encourage importation fromother countries and bulk purchasing. Legally mandated price controls on payment amounts by third-party payors or other restrictions could harm our
business, results of operations, financial condition and prospects. In addition, regional healthcare authorities and individual hospitals are increasingly using bidding procedures to
determine what pharmaceutical products and which suppliers will be included in their prescription drug and other healthcare programs. This could reduce the ultimate demand for
our product candidates, if approved, or put pressure on our product pricing, which could negatively affect our business, results of operations, financial condition and prospects.

We expect that other healthcare reform measures that may be adopted in the future, may, among other things, result in additional reductions in Medicare and other healthcare
funding, more rigorous coverage criteria, new payment methodologies and in additional downward pressure on the price that we receive for any approved product. Any reduction
in reimbursement from Medicare or other government programs may result in a similar reduction in payments fromprivate payors. The implementation of cost containment
measures or other healthcare reforms may prevent us frombeing able to generate revenue, attain profitability, or commercialize our product candidates, if approved. Adoption of
government controls and measures, and tightening of restrictive policies in jurisdictions with existing controls and measures, could limit payments for pharmaceuticals.

Legislative and regulatory proposals have been made to expand post-approval requirements and restrict sales and promotional activities for pharmaceutical products. We cannot
be sure whether additional legislative changes will be enacted, or whether the FDA regulations, guidance or interpretations will be changed, or what the impact of such changes on
the marketing approvals of our product candidates, if any, may be. In addition, increased scrutiny by the United States Congress of the FDA’s approval process may significantly
delay or prevent marketing approval, as well as subject us to more stringent product labeling and post-marketing testing and other requirements.

We are subject to governmental economic sanctions and export and import controls that could impair our ability to compete in international markets or subject us to liability if
we are not in compliance with applicable laws.

As a United States company, we are subject to United States import and export controls and economic sanctions laws and regulations, and we are required to import and export our
API, products and product candidates, technology and services in compliance with those laws and regulations, including the United States Export Administration Regulations, the
International Traffic in Arms Regulations, and economic embargo and trade sanction programs administered by the Treasury Department’s Office of Foreign Assets Control.
United States economic sanctions and export control laws and regulations prohibit the shipment of certain products and services to countries, governments and persons targeted
by United States sanctions. While we are currently taking precautions to prevent doing any business, directly or indirectly, with countries, governments and persons targeted by
United States sanctions and to ensure that our product candidates, if approved, are not exported or used by countries, governments and persons targeted by United States
sanctions, such measures may be circumvented. Furthermore, if we export our AP, products or product candidates, if approved, the exports may require authorizations, including a
license, a license exception or other appropriate government authorization. Complying with export control and sanctions regulations for a particular sale may be time-consuming
and may result in the delay or loss of sales opportunities. Failure to comply with export control and sanctions regulations for a particular sale may expose us to government
investigations and penalties. If we are found to be in violation of United States sanctions or import or export control laws, it could result in civil and criminal, monetary and non-
monetary penalties, including possible incarceration for those individuals responsible for the violations, the loss of export or import privileges and reputational harm.

We are subject to anti-corruption and anti-money laundering laws with respect to our operations and non-compliance with such laws can subject us to criminal or civil
liability and harm our business.

We are subject to the United States Foreign Corrupt Practices Act of 1977, as amended, or the FCPA, the United States domestic bribery statute contained in 18 U.S.C. § 201, the
U.S. Travel Act, the USA PATRIOT Act and possibly other anti-bribery and anti-money laundering laws in countries in which we may conduct activities. Anti-corruption laws are
interpreted broadly and prohibit companies and their employees and third-party intermediaries fromauthorizing, offering or providing, directly or indirectly, improper payments or
benefits to recipients in the public or private sector. As we commercialize our products and product candidates, if approved, and as we sell products internationally, whether
directly or through our strategic
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partners, we may engage with collaborators and third-party intermediaries to sell our products abroad and to obtain necessary permits, licenses and other regulatory approvals. We
or our third-party intermediaries may have direct or indirect interactions with officials and employees of government agencies or state-owned or affiliated entities. We may be held
liable for the corrupt or other illegal activities of these third-party intermediaries, our employees, representatives, contractors, partners and agents, even if we do not explicitly
authorize such activities.

Noncompliance with anti-corruption and anti-money laundering laws could subject us to whistleblower complaints, investigations, sanctions, settlements, prosecution, other
enforcement actions, disgorgement of profits, significant fines, damages, other civil and criminal penalties or injunctions, suspension or debarment from contracting with certain
persons, the loss of export privileges, reputational harm, adverse media coverage and other collateral consequences. Responding to any action will likely result in a materially
significant diversion of management’s attention and resources and significant defense costs and other professional fees.

Changes in and failures to comply with United States and foreign privacy and data protection laws, regulations and standards may adversely affect our business, operations
and financial performance.

We are subject to or affected by numerous federal, state and foreign laws and regulations, as well as regulatory guidance, governing the collection, use, disclosure, retention, and
security of personal data, such as information that we collect about patients and healthcare providers in connection with clinical trials in the United States and abroad. The global
data protection landscape is rapidly evolving, and implementation standards and enforcement practices are likely to remain uncertain for the foreseeable future. This evolution may
create uncertainty in our business, affect our or our collaborators’, service providers’ and contractors’ ability to operate in certain jurisdictions or to collect, store, transfer use and
share personal information, necessitate the acceptance of more onerous obligations in our contracts, result in liability or impose additional costs on us. The cost of compliance
with these laws, regulations and standards is high and is likely to increase in the future. Any failure or perceived failure by us or our collaborators, service providers and
contractors to comply with federal, state or foreign laws or regulation, our internal policies and procedures or our contracts governing processing of personal information could
result in negative publicity, diversion of management time and effort and proceedings against us by governmental entities or others. In many jurisdictions, enforcement actions and
consequences for noncompliance are rising.

In the United States, HIPAA imposes privacy, security and breach reporting obligations with respect to individually identifiable health information upon "covered entities” (health
plans, health care clearinghouses and certain health care providers), and their respective business associates, individuals or entities that create, received, maintain or transmit
protected health information in connection with providing a service for or on behalf of a covered entity. While we do not believe that we are currently acting as a covered entity or
business associate under HIPAA and thus are not directly regulated under HIPAA, any person may be prosecuted under HIPAA’s criminal provisions either directly or under
aiding-and-abetting or conspiracy principles. Consequently, depending on the facts and circumstances, we could face substantial criminal penalties if we knowingly receive
individually identifiable health information froma HIPA A-covered healthcare provider or research institution that has not satisfied HIPAA’s requirements for disclosure of
individually identifiable health information.

Further, even when HIPAA does not apply, according to the Federal Trade Commission or the FTC, failing to take appropriate steps to keep consumers’ personal information
secure constitutes unfair acts or practices in or affecting commerce in violation of Section 5(a) of the Federal Trade Commission Act. The FTC expects a company’s data security
measures to be reasonable and appropriate in light of the sensitivity and volume of consumer information it holds, the size and complexity of its business, and the cost of available
tools to improve security and reduce vulnerabilities.

In addition, certain state laws govern the privacy and security of health-related and other personal information in certain circumstances, many of which may differ fromeach other
in significant ways and may not have the same effect, thus complicating compliance efforts. Failure to comply with these laws, where applicable, can result in the imposition of
significant civil and/or criminal penalties and private litigation. For example, the California Consumer Privacy Act, or the CCPA, went into effect on January 1, 2020. The CCPA
gives California residents expanded rights to access and delete their personal information, opt out of certain personal information sharing, and receive detailed information about
how their personal information is used. The CCPA provides for civil penalties for violations, as well as a private right of action for data breaches that has increased the likelihood
of, and risks associated with data breach litigation. Additionally, the California Privacy Rights Act, or the CPRA, generally went into effect in January 2023, and imposes additional
data protection obligations on companies doing business in California, including additional consumer rights processes, limitations on data uses, new audit requirements for higher
risk data and opt outs for certain uses of sensitive data. It also creates a new California data protection agency authorized to issue substantive regulations and could result in
increased privacy and information security enforcement. Similar laws have passed in Virginia, Colorado, Connecticut and Utah and have been proposed in other states and at the
federal level, reflecting a trend toward more stringent privacy legislation in the United States. The enactment of such laws could have potentially conflicting requirements that
would make compliance challenging. In the event that we are subject to or affected by HIPAA, the CCPA, the CPRA or other domestic privacy and data protection laws, any
liability from failure to comply with the requirements of these laws could adversely affect our financial condition.



Our operations abroad may also be subject to increased scrutiny or attention fromdata protection authorities. Many countries in these regions have established or are in the
process of establishing privacy and data security legal frameworks with which we, our collaborators, service providers, including our CROs, and contractors must comply. For
example, the European Union, or EU, has adopted the EU General Data Protection Regulation, or GDPR, which went into effect in May 2018 and imposes strict requirements for
processing the personal data of individuals within the EU and the European Economic Area, or EEA, including clinical trial data. The GDPR has and will continue to increase
compliance burdens on us, including by mandating potentially burdensome documentation requirements and granting certain rights to individuals to control how we collect, use,
disclose, retain and process personal data about them. Member states of the EEA may impose further obligations relating to the processing of genetic, biometric or health data,
which could further add to our compliance costs and limit how we process this information. Further, the GDPR increases the scrutiny of transfers of personal data from clinical trial
sites located in the EEA to the United States and other jurisdictions that the Furopean Commission does not recognize as having "adequate” data protection laws; in July 2020, the
CJEU, limited how organizations could lawfully transfer personal data fromthe EEA to the United States by invalidating the EU-US Privacy Shield and imposing further restrictions
on use of the standard contractual clauses, which could increase our costs and our ability to efficiently process personal data fromthe EEA. In March 2022, the US and EU
announced a new regulatory regime intended to replace the invalidated regulations; however, this new EU-US Data Privacy Framework has not been implemented beyond an
executive order signed by President Biden on October 7, 2022 on Enhancing Safeguards for United States Signals Intelligence Activities. European court and regulatory decisions
subsequent to the CJEU decision of July 16,2020 have taken a restrictive approach to international data transfers. In addition, the GDPR provides for robust regulatory
enforcement and fines of up to €20 million or 4% of the annual global revenue of the noncompliant company, whichever is greater. Further, from January 1, 2021, we have had to
comply with the GDPR and the UK data protection regime, which imposes separate but similar obligations to those under the GDPR and comparable penalties, including fines of up
to the greater of £17.5 million or 4% of global turnover.

Although we work to comply with applicable laws, regulations and standards, our contractual obligations and other legal obligations, these requirements are evolving and may be
modified, interpreted and applied in an inconsistent manner fromone jurisdiction to another, and may conflict with one another or other legal obligations with which we must
comply. Any failure or perceived failure by us or our employees, representatives, contractors, consultants, collaborators, or other third parties to comply with such requirements or
adequately address privacy and security concerns, even if unfounded, could result in additional cost and lability to us, damage our reputation, and adversely affect our business
and results of operations. As we expand into other foreign countries and jurisdictions, we may be subject to additional laws and regulations that may affect how we conduct
business.

We may be subject to confidential information thefi or misuse, which could harm our business and results of operations. Our information technology systems, or those of any of
our CROs, CMOs, other contractors or consultants or potential future collaborators, may fail or suffer security breaches, which could result in a material disruption of our
commercial operations or product development programs, expose the Company to liability, affect our reputation and otherwise harm our business, which could materially
affect our resullts.

We face attempts by others to gain unauthorized access to our information technology systems on which we maintain proprietary and other confidential information. Despite the
implementation of security measures, our information technology systems and those of our current and any future CROs, CMOs and other contractors, consultants and
collaborators are vulnerable to attack and damage from computer viruses and malware (e.g., ransomware), cybersecurity threats, unauthorized access, natural disasters, terrorism,
war and telecommunication and electrical failures. Attacks upon information technology systems are increasing in their frequency, levels of persistence, sophistication and
intensity, and are being conducted by sophisticated and organized groups and individuals with a wide range of motives and expertise. As a result of the COVID-19 pandemic, and
continued hybrid working environment, we may also face increased cybersecurity risks due to our reliance on internet technology and the number of our employees who are
working remotely, which may create additional opportunities for cybercriminals to exploit vulnerabilities. Furthermore, because the techniques used to obtain unauthorized access
to, or to sabotage, systems change frequently and often are not recognized until launched against a target, we may be unable to anticipate these techniques or implement adequate
preventative measures. We may also experience security breaches that may remain undetected for an extended period. Even if identified, we may be unable to adequately
investigate or remediate incidents or breaches due to attackers increasingly using tools and techniques that are designed to circumvent controls, to avoid detection, and to remove
or obfuscate forensic evidence.

We and certain of our service providers are fromtime to time subject to cyberattacks and security incidents. While we do not believe that we have experienced any significant
system failure, accident or security breach to date, if such an event were to occur and cause interruptions in our operations or result in the unauthorized disclosure of or access to
personally identifiable information or health-related information, it could result in a material disruption of our development programs and our business operations, whether due to a
loss of our trade secrets or other similar disruptions. For exanple, the loss of clinical trial data from completed or future clinical trials could result in delays in our regulatory
approval efforts and significantly increase our costs to recover or reproduce the data. We could also incur liability, our commercial operations could be disrupted, and the
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further development and commercialization of our product candidates could be delayed. In addition, we also rely on third parties to manufacture our products and product
candidates, so similar events relating to their computer systems could also have a material adverse effect on our business. Some of the federal, state and foreign government
requirements under data privacy and security laws include obligations of companies to notify individuals of security breaches involving particular personally identifiable
information, which could result frombreaches experienced by us or by our service providers or organizations with which we have formed strategic relationships. Notifications and
follow-up actions related to a security breach could impact our reputation, cause us to incur significant costs, including legal expenses, harm customer confidence, hurt our
expansion into new markets, cause us to incur remediation costs, or cause us to lose existing customers. Further, our insurance coverage may not be sufficient to cover the
financial, legal, business or reputational losses that may result froman interruption or breach of our systems. To the extent that any disruption or security breach were to result in
violations of privacy and security laws, we could also be subject to significant fines, penalties or liabilities, which could adversely affect our business, financial condition, results
of operations and prospects.

Risks Related to Our Intellectual Property

Ifwe fail to comply with our obligations under any license, collaboration or other agreements, it could have a material adverse effect on our, or our potential future
commercial partners’, commercialization efforts for our product candidates.

Our current licenses impose, and any future licenses we enter into may impose, various development, commercialization, milestone, royalty, diligence, sublicensing, insurance,
patent prosecution and enforcement, and other obligations on us. If we breach any of these obligations, or use the intellectual property licensed to us in an unauthorized manner,
we may be required to pay damages and the licensor may have the right to terminate the license, which could result in us being unable to develop, manufacture and sell products
that are covered by the licensed technology or enable a competitor to gain access to the licensed technology.

Ifwe are unable to protect the confidentiality of our trade secrets, our business and competitive position would be harmed.

In addition to seeking patents for our technology (e.g., our Nitricil technology) and for our product candidates, we also rely on trade secrets, including unpatented know-how,
technology and other proprietary information, to maintain our competitive position.

We seek to protect our trade secrets, in part, by entering into non-disclosure and confidentiality agreements with parties who have access to them, such as our employees
(including through specific provisions in employment contracts), corporate collaborators, outside scientific collaborators, contract manufacturers, consultants, advisors and other
third parties. We also enter into confidentiality and invention or patent assignment agreements with our employees and consultants. Despite these efforts, any of these parties may
breach the agreements and disclose our proprietary information, including our trade secrets, and we may not be able to obtain adequate remedies for such breaches. Enforcing a
claimthat a party illegally disclosed or misappropriated a trade secret is difficult, expensive and time-consuming, and the outcome is unpredictable. In addition, some courts inside
and outside the United States are less willing or unwilling to protect trade secrets. If any of our trade secrets were to be lawfully obtained or independently developed by a
competitor, we would have no right to prevent them, or those to whomthey communicate it, fromusing that technology or information to compete with us. If any of our trade
secrets were to be disclosed to or independently developed by a competitor, our competitive position would be materially impaired.

Our reliance on third parties requires us to share our trade secrets, which increases the possibility that a competitor will discover them or that our trade secrets will be
misappropriated or disclosed.

Because we expect to rely on third parties to manufacture any of our current or future product candidates, we must, at times, share trade secrets with them. These agreements
typically limit the rights of the third parties to use or disclose our confidential information, including our trade secrets. Despite the contractual provisions employed when working
with third parties, the need to share trade secrets and other confidential information increases the risk that such trade secrets become known by our competitors, are inadvertently
incorporated into the technology of others, or are disclosed or used in violation of these agreements. Given that our proprietary position is based, in part, on our know-how and
trade secrets, a competitor’s discovery of our trade secrets or other unauthorized use or disclosure would impair our competitive position and may adversely impact our business.

Intellectual property rights do not necessarily address all potential threats to our competitive advantage.

The degree of future protection afforded by our intellectual property rights is uncertain because intellectual property rights have limitations, and may not adequately protect our
business, or permit us to maintain our competitive advantage, for reasons including but not limited to the following:

* others may be able to make compounds, formulations, or compositions that are the same as or similar to certain of our product candidates or Nitricil compounds but that
are not covered by the claims of the patents that we own or license;
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* others may independently develop similar or alternative technologies or duplicate any of our technologies without infringing our trade secret or similar rights;
* issued patents that we own or license may not provide us with any competitive advantages, or may be held invalid or unenforceable as a result of legal challenges;

*  our competitors might conduct research and development activities in the United States and other countries that provide a safe harbor from patent infringement claims for
certain research and development activities, as well as in countries where we do not have patent rights, and then use the information learned fromsuch activities to
develop competitive products for sale in our major commercial markets; and

* we may not develop additional proprietary technologies that are patentable.
Risks Related to Our Common Stock

The market price and trading volume of our common stock has fluctuated substantially and may fluctuate widely in the future and the value of an investment in our common
stock may decline.

Our stock price has experienced extreme volatility and could vary significantly as a result of many factors. Between December 31, 2021 and March 14, 2023, the last reported sales
price of our common stock fluctuated between a high of $4.41 and a low of $0.82. The market price and trading volume of our common stock may continue to fluctuate fromtime to
time as a result of factors outside of our control. There is a potential for rapid and substantial decreases in the price of our common stock, including decreases unrelated to our
operating performance or prospects, which could result in substantial losses for our existing stockholders.

In addition, the stock market in general and smaller reporting companies in particular, have experienced extreme price and volume fluctuations that have often been unrelated or
disproportionate to the operating performance of these companies. These broad market and industry fluctuations, including but not limited to those connected with the ongoing
military conflict between Russia and Ukraine and trade and monetary sanctions in response to such developments, may negatively impact the price or liquidity of our common
stock, regardless of our operating performance. Any actual or perceived negative operational developments or market or industry fluctuations may compound each other’s
negative impacts on the price of liquidity of our common stock.

Ifwe fail to meet the requirements for continued listing on the Nasdaq Capital Market, our common stock could be delisted from trading, which would decrease the liquidity of
our common stock and impact our ability to raise additional capital.

Although our common stock is currently listed on the Nasdaq Capital Market, an active trading market for our shares may not be sustained. We are required to meet specified
requirements to maintain our listing on the Nasdaq Capital Market. If our common stock is delisted and there is no longer an active trading market for our shares, it may, among
other things:

» cause difficulty in stockholders selling their shares without depressing the market price for the shares or in selling their shares at all;
*  substantially impair our ability to raise additional funds;
+ result in a loss of institutional investor interest and fewer financing opportunities for us; and/or

« result in potential breaches of representations or covenants of agreements pursuant to which we made representations or covenants relating to our compliance with
applicable listing requirements. Claims related to any such breaches, with or without merit, could result in costly litigation, significant liabilities and diversion of our
management’s time and attention and could have a material adverse effect on our financial condition, business and results of operations.

A delisting would also reduce the value of our equity compensation plans, which could negatively impact our ability to retain key employees.

We, and certain of our directors and current and former officers, have in the past been named as parties to putative stockholder class action lawsuits and may be subject to
litigation or other claims again in the future, and such litigation or other claims could adversely affect us, require significant management time and attention, result in
significant legal expenses or damages, and cause our business and financial condition, results of operations to suffer.

Putative stockholder class action lawsuits were filed against us and certain of our current and former directors and officers in 2017. The court dismissed those putative stockholder
class actions with prejudice, and we have concluded that these matters are closed. We currently have no other pending litigation against us, but we may face additional claims in
the future. If we face similar litigation or other claims again in the future, it could result in substantial costs and a diversion of management’s attention and resources and their
ultimate outcomes could have a material adverse effect on our business, financial condition
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and results of operations. While we expect insurance to cover certain costs associated with defending such litigation, insurance coverage may be insufficient and could require a
diversion of our resources. There also may be adverse publicity associated with litigation or claims made against us and/or our directors and officers that could negatively affect
perception of our business, regardless of whether the allegations are valid or whether we are ultimately found liable.

Provisions in our amended and restated certificate of incorporation and amended and restated bylaws under Delaware law could make an acquisition of our company, which
may be beneficial to our stockholders, more difficult and may prevent attempts by our stockholders to replace or remove our current management.

Provisions in our amended and restated certificate of incorporation and our amended and restated bylaws may discourage, delay or prevent a merger, acquisition or other change in
control of our company that stockholders may consider favorable, including transactions in which you might otherwise receive a premium for your shares. These provisions could
also limit the price that investors might be willing to pay in the future for shares of our common stock, thereby depressing the market price of our common stock. In addition,
because our board of directors is responsible for appointing the members of our management team, these provisions may frustrate or prevent any attempts by our stockholders to
replace or remove our current management by making it more difficult for stockholders to replace members of our board of directors. Among other things, these provisions include
those establishing (i) a classified board of directors with three-year staggered terms, which may delay the ability of stockholders to change the membership of a majority of our
board of directors, (ii) no cumulative voting in the election of directors, which limits the ability of minority stockholders to elect director candidates and (iii) other provisions.

Our restated certificate of incorporation provides that, unless we consent in writing to the selection of an alternative forum, the Court of Chancery of the State of Delaware will
be the sole and exclusive forum for substantially all disputes between us and our stockholders, which could limit our stockholders’ ability to obtain a favorable judicial forum
for disputes with us and/or our directors, officers, or employees or agents.

Our restated certificate of incorporation provides that, unless we consent in writing to the selection of an alternative forum, the Court of Chancery of the State of Delaware will be
the sole and exclusive forum for (i) any derivative action or proceeding brought on behalf of us; (ii) any action asserting a claim of breach of a fiduciary duty owed by any of our
directors, officers or other employees or agents to us and/or our stockholders; (iii) any action asserting a claimagainst us arising pursuant to any provision of the Delaware
General Corporation Law or our amended and restated certificate of incorporation or amended and restated bylaws; or (iv) any action asserting a claimagainst us governed by the
internal affairs doctrine. These choice of forum provisions do not preclude or contract the scope of exclusive federal or concurrent jurisdiction for any actions brought under the
Securities Act of 1933, as amended or the Exchange Act. Accordingly, our choice of forumprovisions will not relieve us of our duties to comply with the federal securities laws and
the rules and regulations thereunder, and our stockholders will not be deemed to have waived our compliance with these laws, rules and regulations. Any person or entity
purchasing or otherwise acquiring any interest in any of our securities shall be deemed to have notice of and consented to these provisions. These choice of forum provisions may
limit a stockholder’s ability to bring a claimin a judicial forumofits choosing for disputes with us and/or our directors, officers or other employees or agents, which may
discourage lawsuits against us and our directors, officers and other employees or agents.

If a court were to find the choice of forum provision contained in our restated certificate of incorporation to be inapplicable or unenforceable in an action, we may incur additional
costs associated with resolving such action in other jurisdictions, which could harm our business, results of operations, and financial condition. Even if we are successful in
defending against these claims, litigation could result in substantial costs and be a distraction to management and other employees.

Our ability to use net operating losses to offset future taxable income may be subject to certain limitations.

As of December 31, 2022, we had federal and state net operating loss carryforwards, or NOLs, of $104.7 million and $65.1 million, respectively. The NOLs begin to expire in 2029 and
2024 for federal and state tax purposes, respectively. As of December 31, 2022, we had government research and development tax credits of approximately $2.4 million to offset
future federal taxes which begin to expire in 2041.

During the course of preparing our consolidated financial statements as of and for the year ended December 31, 2022, we completed an assessment of the available NOL and tax
credit carryforwards under Sections 382 and 383, respectively, of the Internal Revenue Code, or the Code. In the past, we have determined that we underwent multiple ownership
changes throughout our history as defined under Section 382, including most recently in 2015 and 2020, and we made corresponding adjustments to our financial statements within
those periods. If an ownership change, as defined in Section 382, occurs, it results in a Section 382 limitation that applies to all NOLs and tax credits generated prior to the
ownership change date that can be used to offset taxable income incurred after the ownership change date. The annual limitation is based on a company’s stock value prior to the
ownership change, multiplied by the applicable federal long-term, tax-exempt interest rate. The Company has not experienced a cumulative ownership change since 2020.
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In addition, future changes in our stock ownership, as well as other changes that may be outside of our control, could result in additional ownership changes under Section 382.
As aresult, even if we achieve profitability, we may not be able to use a material portion of our NOLs or tax credit carryforwards. We have recorded a full valuation allowance
related to our NOLs and taxcredits due to the uncertainty of the ultimate realization of the future benefits of those assets.

If securities or industry analysts do not publish research or reports about our business, or ifthey issue an adverse or misleading opinion regarding our stock, our stock price
and trading volume could decline.

The trading market for our common stock is influenced by the research and reports that industry or securities analysts publish about us and/or our business. If any of the analysts
who cover us issue an adverse or misleading opinion regarding us, our business model, our intellectual property or our stock performance, or if our regulatory clearance timelines,
clinical trial results or operating results fail to meet the expectations of analysts, our stock price would likely decline. If one or more of these analysts ceases coverage of us or fail
to publish reports on us regularly, we could lose visibility in the financial markets, which in turn could cause our stock price or trading volume to decline.

Because we do not anticipate paying any cash dividends on our capital stock in the foreseeable future, we expect capital appreciation, if any, will be our stockholders’ sole
source of gain.

We have never declared or paid cash dividends on our capital stock. We currently intend to retain all of our future eamnings, if any, to finance the growth and development of our
business. Additionally, any future debt agreements may preclude us frompaying dividends. As a result, we expect capital appreciation, if any, of our common stock is expected to
be our stockholders’ sole source of gain for the foreseeable future.

General Risk Factors

We may be subject to confidential information theft or misuse, which could harm our business and results of operations. Our internal computer systems, or those of any of our
existing or potential future collaborators, CROs, CMOs or other contractors or consultants, may fail or suffer security breaches, which could result in a material disruption of
our product development programs or other operations, expose the Company to liability, affect our reputation and otherwise harm our business.

We face attempts by others to gain unauthorized access to our information technology systems on which we maintain proprietary and other confidential information. Despite the
implementation of security measures, our internal computer systems and those of our current and any future CROs, CMOs, and other contractors, consultants and collaborators
are vulnerable to damage from cyberattacks, "phishing” attacks, computer viruses, unauthorized access, natural disasters, terrorism, war and telecommunication and electrical
failures. Attacks upon information technology systems are increasing in their frequency, levels of persistence, sophistication and intensity, and are being conducted by
sophisticated and organized groups and individuals with a wide range of motives and expertise. The risk of a security breach or disruption, particularly through cyberattacks or
cyber intrusion, including by computer hackers, foreign governments and cyber terrorists, has generally increased as the number, intensity and sophistication of attempted attacks
and intrusions fromaround the world have increased. We may also face increased cybersecurity risks due to our increased reliance on internet technology and hybrid work
environments following the onset of the COVID-19 pandemic, which may create additional opportunities for cybercriminals to exploit vulnerabilities. Furthermore, because the
techniques used to obtain unauthorized access to, or to sabotage, systems change frequently and often are not recognized until launched against a target, we may be unable to
anticipate these techniques or implement adequate preventative measures. We may also experience security breaches that may remain undetected for an extended period.

If such an event were to occur and cause interruptions in our operations, it could result in a material disruption of our development programs and our business operations, whether
due to a loss of our trade secrets or other similar disruptions. For example, the loss of clinical trial data from completed or future clinical trials could result in delays in our regulatory
approval efforts and significantly increase our costs to recover or reproduce the data. In addition, the FDA and comparable foreign regulatory authorities regulate, among other
things, the record keeping and storage of data pertaining to approved and potential pharmaceutical products, and we currently store most of our preclinical research data, our
clinical data and our manufacturing data at our facilities. In addition, such a breach may require notification to governmental agencies, the media or individuals pursuant to
applicable data privacy and security law and regulations. We would also be exposed to a risk of loss, including financial assets or litigation and potential liability, which could
materially adversely affect our business, financial condition, results of operations and prospects. We also rely on third parties to manufacture our products and product
candidates, and similar events relating to their computer systems could also have a material adverse effect on our business. To the extent that any disruption or security breach
were to result in a loss of, or damage to, our data or applications, or inappropriate disclosure of confidential or proprietary information, we could be subject to material legal claims
and incur liability or other negative consequences, including increased cybersecurity protection costs, damage to our reputation, disruption of our internal operations and delays
in the further development of and potential commercialization of our product candidates.

51



We may be adversely affected by natural disasters, pandemics and other catastrophic events, and by man-made problems such as terrorism, that could disrupt our business
operations and our business continuity and disaster recovery plans may not adequately protect us from a serious disaster.

Our corporate headquarters is located in Durham, North Carolina, near major hurricane and tornado zones. If a disaster, power outage or other event occurred that prevented us
fromusing all or a significant portion of our headquarters, that damaged critical infrastructure, such as enterprise financial systems, manufacturing, resource planning or enterprise
quality systems, or that otherwise disrupted operations, it may be difficult or, in certain cases, impossible for us to continue our business for a substantial period of time. Our
manufacturers’ and suppliers’ facilities are located in multiple locations, where other natural disasters, pandemics or similar events, such as blizzards, tomadoes, fires, explosions or
large-scale accidents or power outages, could severely disrupt their operations. In addition, acts of terrorism, pandemic illness and other geo-political unrest could cause
disruptions in our business or the businesses of our collaborators, manufacturers or the economy as a whole. All of the aforementioned risks may be further increased if we do not
implement a disaster recovery plan or our collaborators’ or manufacturers’ disaster recovery plans prove to be inadequate. Any of the above could result in delays in the
regulatory approval, manufacture, distribution or commercialization of our product candidates.

Ifwe are unable to obtain and maintain patent protection for our product candidates or Nitricil compounds, or ifthe scope of the patent protection obtained is not sufficiently
broad, our competitors could develop and commercialize technology and products similar or identical to ours, and our ability to successfully commercialize our technology
and product candidates may be impaired.

We rely upon a combination of patents, trade secret protection, and confidentiality agreements to protect the intellectual property related to our product candidates and Nitricil
compounds. Our success depends in large part on our ability to obtain and maintain patent protection in the United States and other countries with respect to our product
candidates and Nitricil compounds. We seek to protect our proprietary position by filing patent applications in the United States and abroad related to our product candidates and
Nitricil compounds.

The patent prosecution process is expensive and time-consuming, however, and we may not be able to file and prosecute all necessary or desirable patent applications at a
reasonable cost or in a timely manner. It is also possible that we will fail to identify patentable aspects of our technology platform, Nitricil compounds, or product candidates before
it is too late to obtain patent protection. We may not have the right to control the preparation, filing and prosecution of patent applications, or to maintain the rights to patents
licensed to or fromthird parties. In particular, certain patents and patent applications covering our core technology platformare exclusively licensed fromthe University of North
Carolina, or UNC, and under our license agreement with UNC, we rely on UNC to prosecute and maintain such patents and applications. Therefore, these patents and applications,
and any other patents and applications that we may license fromor to third parties, may not be prosecuted and enforced in a manner consistent with the best interests of our
business.

Ifthe patent applications we hold or have in-licensed with respect to our product candidates or Nitricil compounds fail to issue, if their breadth or strength of protection is
threatened, or if they fail to provide meaningful exclusivity for our current or any future product candidates or Nitricil compounds, it could have a materially adverse effect on our
business. Even if our owned and/or licensed patent applications issue as patents, they may not issue in a formthat will provide us with any meaningful protection, prevent
competitors from competing with us or otherwise provide us with any competitive advantage. Our competitors may be able to circumvent our owned and/or licensed patents by
developing similar or alterative technologies, compounds, or products in a non-infringing manner.

The patent position of biotechnology and pharmaceutical companies generally is highly uncertain, involves complex legal and factual questions and has in recent years been the
subject of much litigation. In addition, the laws of foreign countries may not protect our rights to the same extent as the laws of the United States or vice versa. For example,
Furopean patent law restricts the patentability of methods of treatment of the human body more than United States law does. Publications of discoveries in the scientific literature
often lag behind the actual discoveries, and patent applications in the United States and other jurisdictions are typically not published until 18 months after filing, or in some cases
not at all. Therefore, we cannot know with certainty whether we were the first to make the inventions claimed in our owned and/or licensed patents or pending patent applications,
or that we were the first to file for patent protection of such inventions. As a result, the issuance, scope, validity, enforceability and commercial value of our patent rights are highly
uncertain. Our pending and future patent applications may not result in patents being issued that protect our technology or products, in whole or in part, or which effectively
prevent others from commercializing competitive technologies and products. Changes in either the patent laws or interpretation of the patent laws in the United States and other
countries may diminish the value of our owned and/or licensed patents or narrow the scope of our patent protection while patent reform legislation could increase the uncertainties
and costs surrounding the prosecution of our patent applications and the enforcement or defense of our issued patents.

Changes to patent laws in the United States or other countries could increase the uncertainties and costs surrounding the prosecution of our patent applications and the
enforcement or defense of our issued patents. For example, changes to the United
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States patent systemhave come into force under the Leahy-Smith America Invents Act, or the Leahy-Smith Act, which was signed into law in September 2011. The Leahy-Smith
Act included a number of significant changes to United States patent law. Under the Leahy-Smith Act, the United States transitioned in March 2013 to a "first to file” systemin
which the first inventor to file a patent application will be entitled to the patent. Third parties are allowed to submit prior art before the issuance of a patent by the USPTO, and may
invoke or participate in opposition, derivation, reexamination, inter partes review, post-grant review or interference proceedings challenging our patent rights or the patent rights
of others. An adverse determination in any such submission, proceeding or litigation could reduce the scope of, or invalidate, our patent rights, which could adversely affect our
competitive position. While we cannot predict with certainty the impact the Leahy-Smith Act or any potential future changes to the United States or foreign patent systems will
have on the operation of our business, the Leahy-Smith Act and such future changes could increase the uncertainties and costs surrounding the prosecution of our patent
applications and the enforcement or defense of our issued patents, all of which could have a material adverse effect on our business, results of operations, financial condition and
prospects. Additionally, the first to file systemunder the Leahy-Smith Act may incentivize companies like us in the biopharmaceutical industry to file patent applications as soon
as possible, and filing applications as soon as possible runs the risk that the application will not have the supporting data to claimthe broadest protection possible in the United
States or abroad.

Moreover, we may be subject to a third-party preissuance submission of prior art to the USPTO or become involved in opposition, derivation, reexamination, infer partes review,
post-grant review or interference proceedings challenging our patent rights or the patent rights of others. An adverse determination in any such submission, proceeding or
litigation could reduce the scope of, or invalidate, our patent rights, allow third parties to commercialize our technology or products and compete directly with us, without payment
to us, or result in our inability to manufacture or commercialize products without infringing third-party patent rights. In addition, if the breadth or strength of protection provided
by our owned and/or licensed patents and patent applications is threatened, it could dissuade companies from collaborating with us to license, develop or commercialize current or
future product candidates.

In addition, the issuance of a patent is not conclusive as to its inventorship, scope, validity or enforceability, and our owned and/or licensed patents may be challenged in the
courts or patent offices in the United States and abroad. Such challenges may result in loss of exclusivity or freedomto operate or in patent claims being narrowed, invalidated or
held unenforceable, in whole or in part, which could limit our ability to stop others fromusing or commercializing similar or identical technology and products, or limit the duration
ofthe patent protection of our technology and products. Given the amount of time required for the development, testing and regulatory review of new product candidates, patents
protecting such candidates might expire before or shortly after such candidates are commercialized. As a result, our patent portfolio may not provide us with sufficient rights to
exclude others from commercializing products similar or identical to ours.

Finally, certain of our activities and our licensors’ activities have been funded, and may in the future be funded, by the United States federal government. When new technologies
are developed with United States federal government funding, the government has certain rights in any resulting patents, including a nonexclusive license authorizing the
government to use the invention for non-commercial purposes. These rights may permit the government to disclose our confidential information to third parties and to exercise
"march-in” rights to use or allow third parties to use our patented technology. The government can exercise its march-in rights if it determines that action is necessary because we
fail to achieve practical application of the United States government-funded technology, because action is necessary to alleviate health or safety needs, to meet requirements of
federal regulations or to give preference to United States industry. In addition, United States government-funded inventions must be reported to the government, United States
government funding must be disclosed in any resulting patent applications, and our rights in such inventions may be subject to certain requirements to manufacture products in
the United States.

We may be involved in lawsuits to protect or enforce our owned and/or licensed patents, which could be expensive, time-consuming and unsuccessful. Further, our issued
patents could be found invalid or unenforceable if challenged in court.

If we were to initiate legal proceedings against a third-party to enforce a patent directed to our Nitricil technology, our products or product candidates, or one of our future product
candidates, the defendant could counterclaimthat our patent is invalid or unenforceable. In patent litigation in the United States, defendant counterclaims alleging invalidity or
unenforceability are commonplace. Grounds for a validity challenge could be an alleged failure to meet any of several statutory requirements, including lack of novelty,
obviousness, non-enablement or insufficient written description. Grounds for an unenforceability assertion could be an allegation that someone connected with prosecution of the
patent withheld relevant information fromthe USPTO or made a misleading statement during prosecution. Third parties may also raise similar claims before the USPTO, even
outside the context of litigation. The outcome following legal assertions of invalidity and unenforceability is unpredictable. With respect to the validity question, for example, we
cannot be certain that there is no invalidating prior art of which we and the patent examiner were unaware during prosecution. If a defendant were to prevail on a legal assertion of
invalidity or unenforceability, we would lose at least part, and perhaps all, of the patent protection on our products or product candidates. Such a loss of patent protection would
harmour business.
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Interference proceedings provoked by third parties or brought by us or declared by the USPTO may be necessary to determine the priority of inventions with respect to our owned
and/or licensed patents or patent applications. An unfavorable outcome could require us to cease using the related technology or to attempt to license rights to it fromthe
prevailing party. Our business could be harmed if the prevailing party does not offer us a license on commercially reasonable terms, or at all.

Furthermore, because of the substantial amount of discovery required in connection with intellectual property litigation, there is a risk that some of our confidential information
could be compromised by disclosure during this type of litigation.

Most of our competitors are larger than we are and have substantially greater resources than we do. They are, therefore, likely to be able to sustain the costs of complex patent or
other intellectual property rights litigation longer than we could. Accordingly, despite our efforts, we may not be able to prevent third parties frominfringing upon or
misappropriating our intellectual property. Litigation could result in substantial costs and diversion of management resources, which could harm our business. In addition, the
uncertainties associated with litigation could compromise our ability to raise the funds necessary to continue our clinical trials, continue our internal research programs, or in-
license needed technology or other product candidates. There could also be public announcements of the results of the hearing, motions, or other interim proceedings or
developments. If securities analysts or investors perceive those results to be negative, it could cause the price of shares of our common stock to decline.

Obtaining and maintaining our patent protection depends on compliance with various procedural, document submission, fee payment and other requirements imposed by
governmental patent agencies, and our patent protection could be reduced or eliminated for non-compliance with these requirements.

Periodic maintenance fees on any issued patent are due to be paid to the USPTO and other foreign patent agencies in several stages over the lifetime of the patent. The USPTO
and various foreign national or international patent agencies require compliance with a number of procedural, documentary, fee payment and other similar provisions during the
patent application process. While an inadvertent lapse or assertion of entity size for payment of reduced fees can in many cases be cured by payment of a late fee or by other
means in accordance with the applicable rules, there are situations in which noncompliance can result in abandonment, unenforceability, or lapse of the patent or patent
application, resulting in partial or complete loss of patent rights in the relevant jurisdiction. Non-compliance events that could result in abandonment or lapse of patent rights
include, but are not limited to, failure to timely file national and regional stage patent applications based on our international patent application, failure to respond to official actions
within prescribed time limits, non-payment of fees and failure to properly legalize and submit formal documents. Non-compliance events that could result in the unenforceability of
patent rights include, but are not limited to, improperly claiming or maintaining small entity or micro entity status. If we or our licensors fail to maintain the patents and patent
applications covering our technology platformor product candidates, our competitors might be able to enter the market, which would have an adverse effect on our business.

Changes in United States patent laws could diminish the value of patents in general, thereby impairing our ability to protect our products.

The United States has recently enacted and implemented wide-ranging patent reformlegislation. The United States Supreme Court has ruled on several patent cases in recent
years, either narrowing the scope of patent protection available in certain circumstances, modifying some legal standards applied by the USPTO in examination of patent
applications or weakening the rights of patent owners in certain situations. In addition to increasing uncertainty with regard to our ability to obtain patents in the future, this
combination of events has created uncertainty with respect to the value of patents, once obtained. Depending on actions by the United States Congress, the federal courts, and
the USPTO, the laws and regulations governing patents could change in unpredictable ways that would weaken our ability to obtain new patents, increase the likelihood of
challenges to patents we obtain or license or weaken our ability to enforce patents that we have licensed or that we might obtain in the future.

Changes in foreign patent laws could diminish the value of patents in general, thereby impairing our ability to protect our products.

In Europe, certain members of the European Union have executed an agreement (Agreement on a Unified Patent Court, or the UPCA) to create a European patent with unitary effect
(a Unitary Patent) and to forma Unified Patent Court (UPC) system. Once the UPCA enters into force, which will occur on June 1, 2023, a patent owner may elect to receive a
Unitary Patent, which will provide patent protection in all UPCA member countries, as an alternative to the current practice of registering and enforcing the patent in individual
countries ("classic European patents”). This will be a significant change in European patent practice. In addition, the UPC system will also commence operations on June 1, 2023.
The UPCA provides that the UPC system will eventually have sole jurisdiction over classic European patents and Unitary Patents in UPCA member states. However, the UPCA
provides for a seven-year transitional period (which may be extended) in which owners of classic European patents will be subject to jurisdiction in both the UPC systemand
national courts, meaning that patent owners may bring a legal action, or be subject to a legal action, in either the UPC systemor a national court. As the UPC is a new court system,
there is no precedent for the court, increasing the uncertainty of any litigation. In addition, if a single litigation action
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(e.g., an invalidity action) against a patent is successful under the UPC system, then the patent may be revoked in all UPCA member countries, whereas, for a classic European
patent, a litigation action is separately brought, and the result effective in, each validated country. Thus, the UPC system, while potentially offering a cheaper streamlined process,
has potential disadvantages to patent holders, such as making a European patent vulnerable in all UPCA member countries when challenged.

Geo-political actions in the United States and in foreign countries could increase the uncertainties and costs surrounding the prosecution, maintenance, enforcement, or defense of
our owned and/or licensed patents or patent applications or those of any future owned and/or licensed patents or patent applications. For example, the United States and foreign
government actions related to Russia’s invasion of Ukraine may limit or prevent filing, prosecution, maintenance, and/or enforcement of patent applications and patents in Russia
and/or Ukraine. These actions could result in abandonment or lapse of our owned and/or licensed patents or patent applications, resulting in partial or complete loss of patent
rights in Russia. If such an event were to occur, it could have a material adverse effect on our business. In addition, a decree was adopted by the Russian government in March
2022, allowing Russian companies and individuals to exploit inventions owned by patentees fromthe United States without consent or compensation. Consequently, we may not
be able to prevent third parties from practicing our inventions in Russia or fromselling or importing products made using our inventions in and into Russia. Accordingly, our
competitive position may be impaired, and our business, financial condition, results of operations and prospects may be adversely affected.

We may not be able to protect our intellectual property rights throughout the world, which could impair our business.

Filing, prosecuting and defending patents on our product candidates in all countries throughout the world would be prohibitively expensive, and our intellectual property rights in
some countries outside the United States can be less extensive than those in the United States. In addition, the laws of some foreign countries do not protect intellectual property
rights to the same extent as federal and state laws in the United States. Consequently, we may not be able to prevent third parties from practicing our invention in such countries.
Competitors may use our technologies in jurisdictions where we have not obtained patent protection to develop their own products and may export otherwise infringing products
to territories where we have patent protection, but enforcement rights are not as strong as those in the United States. These products may compete with our product candidates
and our owned and/or licensed patents or other intellectual property rights may not be effective or sufficient to prevent them from competing.

Many companies have encountered significant problems in protecting and defending intellectual property rights in foreign jurisdictions. The legal systems of some countries do
not favor the enforcement of patents and other intellectual property protection, which could make it difficult for us to stop the infringement of our owned and/or licensed patents
generally. Proceedings to enforce our patent rights in foreign jurisdictions could result in substantial costs and divert our efforts and attention fromother aspects of our business,
could put our patents at risk of being invalidated or interpreted narrowly and our owned and/or licensed patent applications at risk of not issuing and could provoke third parties to
assert claims against us. We may not prevail in any lawsuits that we initiate, and the damages or other remedies awarded, if any, may not be commercially meaningful.

Many countries, including Buropean countries, India, Japan and China, have compulsory licensing laws under which a patent owner may be compelled under specified
circumstances to grant licenses to third parties. In those countries, we may have limited remedies if patents are infringed or if we are compelled to grant a license to a third party,
which could materially diminish the value of those patents. This could limit our potential revenue opportunities. Accordingly, our efforts to enforce our intellectual property rights
around the world may be inadequate to obtain a significant commercial advantage fromthe intellectual property that we develop or license.

In Europe, expected by the end 0f2023, European applications will soon have the option, upon grant of a patent, of becoming a Unitary Patent which will be subject to the
jurisdiction of the Unitary Patent Court (UPC). This will be a significant change in Furopean patent practice. As the UPC s a new court system, there is no precedent for the court,
increasing the uncertainty of any litigation. It is our initial belief that the UPC, while offering a cheaper streamlined process, has potential disadvantages to patent holders, such as
making a single European patent vulnerable in all jurisdictions when challenged in a single jurisdiction

Geo-political actions in the United States and in foreign countries could increase the uncertainties and costs surrounding the prosecution or maintenance of our patent
applications or those of any current or future licensors and the maintenance, enforcement or defense of our issued patents or those of any current or future licensors. For exanmple,
the United States and foreign government actions related to Russia’s invasion of Ukraine may limit or prevent filing, prosecution and maintenance of patent applications in Russia.
Government actions may also prevent maintenance of issued patents in Russia. These actions could result in abandonment or lapse of our patents or patent applications, resulting
in partial or complete loss of patent rights in Russia. If such an event were to occur, it could have a material adverse effect on our business. In addition, a decree was adopted by
the Russian government in March 2022, allowing Russian companies and individuals to exploit inventions owned by patentees fromthe United States without consent or
compensation. Consequently, we would not be able to prevent third parties from practicing our inventions in Russia or fromselling or importing products made using our
inventions in and into Russia.
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Accordingly, our competitive position may be impaired, and our business, financial condition, results of operations and prospects may be adversely affected.

We may not be able to obtain licenses to third-party intellectual property. Third parties may initiate legal proceedings alleging infringement of their intellectual property
rights.

A third party may hold intellectual property, including patent rights that are important or necessary to the development or commercialization of our product candidates. However,
we may not be able to obtain such licenses on commercially reasonable terms, or at all. In addition, our existing licenses may be terminated or may not be renewed, which could hurt
our business.

In addition, our commercial success depends upon our ability to develop, manufacture, market and sell our products and product candidates and use our proprietary technologies
without infringing the proprietary rights of third parties. There is considerable intellectual property litigation in the biotechnology and pharmaceutical industries. We may become
party to, or threatened with, future adversarial proceedings or litigation regarding intellectual property rights with respect to our products and technology, including interference or
derivation proceedings before the USPTO. Numerous United States and foreign issued patents and pending patent applications owned by third parties exist in the fields in which
we are developing our product candidates. As the biotechnology and pharmaceutical industries expand and more patents are issued, and as we gain greater visibility and market
exposure as a public company, the risk increases that our products and product candidates or other business activities may be subject to claims of infringement of the patent and
other proprietary rights of third parties. Third parties may assert infringement claims against us based on existing patents or patents that may be granted in the future. We have
conducted searches for information in support of efforts to obtain patent protection and have otherwise evaluated the patent landscape for nitric oxide releasing materials and
products. Based on our knowledge ofthese searches and evaluations to date, we are not aware of any valid patents that contain granted claims that could be asserted with respect
to our nitric oxide-based product candidates.

Parties making claims against us may obtain injunctive or other equitable relief, which could effectively block our ability to further develop and commercialize one or more of our
products or product candidates or force us to cease some of our business operations. Defense of these claims, regardless of their merit, would involve substantial litigation
expense and would be a substantial diversion of employee resources fromour business. If we are found to infringe a third party’s intellectual property rights, we could be required
to redesign our infringing products or obtain a license fromsuch third party to continue developing and marketing our products and technology. However, we may not be able to
obtain any required license on commercially reasonable terms or at all. Even if we were able to obtain a license, it could be non-exclusive, thereby giving our competitors access to
the same technologies licensed to us. Moreover, we could be forced, including by court order, to cease commercializing the infringing technology or product. In addition, we could
be found liable for monetary damages, including treble damages and attoreys’ fees if we are found to have willfully infringed a patent. Claims that we have misappropriated the
confidential information or trade secrets of third parties could have a similar negative impact on our business.

We may be subject to claims by third parties asserting that we or our employees have misappropriated their intellectual property or claiming ownership of what we regard as
our own intellectual property.

Many of our employees were previously employed at other biotechnology or pharmaceutical companies or universities. Although we try to ensure that our employees do not use
the proprietary information or know-how of others in their work for us, we may be subject to claims that these employees or we have used or disclosed intellectual property,
including trade secrets or other proprietary information, of any such employee’s former employer. Litigation may be necessary to defend against these claims. In addition, while it is
our policy to require our employees and contractors who may be involved in the development of intellectual property to execute agreements assigning such intellectual property to
us, we may be unsuccessful in executing such an agreement with each party who in fact develops intellectual property that we regard as our own. Our and their assignment
agreements may not be self-executing or may be breached, and we may be forced to bring claims against third parties, or defend claims they may bring against us, to determine the
ownership of what we regard as our intellectual property. If we fail in prosecuting or defending any such clains, in addition to paying monetary damages, we may lose valuable
intellectual property rights or personnel. Even if we are successful in prosecuting or defending against such claims, litigation could result in substantial costs and be a distraction
to management.

Any trademarks we have obtained or may obtain may be infringed or successfully challenged, materially harming our business.

We expect to rely on trademarks as one means to distinguish our products and any of our product candidates that are approved for marketing fromthe products of our
competitors. Once we select new trademarks and apply to register them, our trademark applications may not be approved. Fromtime to time, third parties oppose or attempt to
cancel our trademark applications and trademarks, or otherwise challenge our use of a trademark. In the event that our trademarks are successfully challenged, we could be forced
to rebrand our products, which could result in loss of brand recognition and could require us to devote resources to advertising and marketing new brands. Further, our
competitors may infringe our trademarks, including with respect to our Nitricil technology, and we may not have adequate resources to enforce our trademarks.
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Outside of the United States we cannot be certain that any country’s patent or trademark office will not implement new rules that could seriously affect how we draft, file,
prosecute and maintain patents, trademarks and patent and trademark applications.

We cannot be certain that the patent or trademark offices of countries outside the United States will not implement new rules that increase costs for drafting, filing, prosecuting and
maintaining patents, trademarks and patent and trademark applications or that any such new rules will not restrict our ability to file for patent or trademark protection. For exanple,
we may elect not to seek patent or trademark protection in some jurisdictions or for some product candidates or Nitricil compounds in order to save costs. We may be forced to
abandon or return the rights to specific patents or trademark due to a lack of financial resources. In addition, changes in foreign patent or trademark laws along with geo-political
actions involving the United States and/or a foreign country may limit or prevent filing, prosecution, maintenance, and/or enforcement of a patent application, patent, or trademark
outside the United States.

Item 1B. Unresolved Staff Comments.
Not applicable.
Item 2. Properties.

On January 18, 2021, we entered into a lease with an initial term expiring in 2032, which has subsequently been amended, for 19,265 rentable square feet located in Durham, North
Carolina. This site serves as our corporate headquarters and will support various cGMP activities, including research and development and small-scale manufacturing capabilities,
used principally by our Research and Development Operations segment. These capabilities include the infrastructure necessary to support small-scale drug substance
manufacturing and the ability to act as a primary, or secondary backup, component of a potential future commercial supply chain.

We have prepared our new location to support various cGMP activities, including research and development and small-scale manufacturing capabilities, as described in the section
entitled "Business—Manufacturing and Supplies” in this Annual Report.

On March 3, 2022, EPI Health entered into a sublease agreement with EPG for office space at 174 Meeting Street in Charleston, South Carolina for approximately 6,000 rentable
square feet (the "Meeting Street Lease”). The term of the Meeting Street Lease was initially through September 30, 2024, was used principally by our Commercial Operations
segment, and we had the right to terminate the Meeting Street Lease with prior notice. On August 31, 2022, we notified EPG of our termination of the Meeting Street Lease effective
February 28, 2023.

See "Note 6—"Leases” to the accompanying consolidated financial statements included in this Annual Report for additional information regarding facility lease transactions.
Item 3. Legal Proceedings.

We are not currently a party to any material legal proceedings and are not aware of any claims or actions pending against us that we believe could have a material adverse effect on
our business, operating results, cash flows or financial statements. In the future, we may fromtime to time become involved in litigation relating to claims arising from our ordinary
course of business.

Item 4. Mine Safety Disclosures.
Not applicable.

57



PART II
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.
Market Information
Our common stock trades on the Nasdaq Capital Market under the symbol "NOVN.”
Holders

As of March 16, 2023, there were approximately 106 stockholders of record of our common stock. Holders of record are defined as those stockholders whose shares are registered
in their names in our stock records and do not include beneficial owners of common stock whose shares are held in the names of brokers, dealers or clearing agencies.

Dividends

We have never paid cash dividends and do not anticipate paying cash dividends in the foreseeable future.
Recent Sales of Unregistered Securities

None.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

We did not purchase any of our equity securities during the fourth quarter of 2022.

Item 6. [Reserved]
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

This Management’s Discussion and Analysis of Financial Condition and Results of Operations should be read with our consolidated financial statements and notes thereto
included elsewhere in this Annual Report. In addition to historical information, the following discussion contains forward-looking statements that involve risks, uncertainties
and assumptions. Where possible, we have tried to identify these forward-looking statements by using words such as "believe,” "contemplate,” "continue,” "due,” "goal,”
"objective,” "plan,” " 7 "target,” "expect,” "believe,” " 7 o o
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seek, anticipate,” "intend,” "may,” "will,” "would,” "could,” "should,” "potential,” "predict,” "project,” or "estimate,’
and similar expressions or variations. These statements are based on the beliefs and assumptions of our management based on information currently available to management.
Forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements to be
materially different from any future results, performance or achievements expressed or implied by the forward-looking statements. Except as may be required by law, we
undertake no obligation to update any forward-looking statements to reflect events or circumstances after the date of such statements. These forward-looking statements are
subject to numerous risks including, but not limited to, those set forth in the "Risk Factors” in Part I, ltem 14 of this Annual Report.

Overview

We are a medical dermatology company focused on developing and commercializing innovative therapeutic products for skin diseases. Our goal is to deliver safe and efficacious
therapies to patients, including developing product candidates where there are unmet medical needs. We are developing SB206 (berdazimer gel, 10.3%) as a topical prescription gel
for the treatment of viral skin infections, with a current focus on molluscum contagiosum, or molluscum

In March 2022, we completed the EPI Health Acquisition. EPI Health equips us with a commercial infrastructure across sales, marketing, and communications, as well as a dedicated
market access and pharmacy relations team, and positions us as a fully integrated dermatology company with a pipeline of development candidates focused primarily on
dermatological indications, supported by a commercial platform to market and sell therapeutic products for skin diseases. We promote products for plaque psoriasis, rosacea and
acne. We also have a pipeline of potential product candidates using our proprietary nitric oxide-based technology platform, Nitricil, to generate new treatments for multiple
indications.

Further advancement of our molluscum program, including through the potential approval of SB206, advancement of any other early-stage or late-stage clinical programacross our
platform, and continuing our commercial operations until they are profitable, are all subject to our ability to secure additional capital. Sources of additional capital may potentially
include (i) debt or equity financings, such as through sales of common stock, or (i) other sources, such as partnerships, collaborations, licensing, grants or other strategic
relationships. Any issuance of equity, or debt convertible into equity, would result in further significant dilution to our existing stockholders.

Please see additional details related to our "Commercial Portfolio” and "Research and Development Portfolio”, as described in the section entitled "Business” in this Annual
Report.

Business Updates

e In March 2023, we announced that the FDA completed its filing review of our NDA submitted in early January seeking marketing approval for berdazimer gel, 10.3%
(SB206) for the topical treatment of molluscum contagiosum, or molluscum. The FDA determined our application was sufficiently complete, no filing review issues were
identified, the substantive review process had commenced, and we were assigned a Prescription Drug User Fee Act goal date of January 5, 2024.

*  Forthe year ended December 31, 2022, we demonstrated growth in total prescriptions for our actively marketed portfolio:
o Rhofade (oxymetazoline hydrochloride) - 33% annual growth for the year ended December 31, 2022 with 156,664 total prescriptions.

o Wynzora (calcipotriene and betamethasone dipropionate) - 41,023 total prescriptions for the year ended December 31, 2022, as the product was launched in the
third quarter of 2021.

> Minolira (minocycline hydrochloride) - 61% annual growth for the year ended December 31, 2022 with 40,641 total prescriptions.

* In late December 2022, we announced that we had entered into an exclusive license agreement with Sato granting Sato the right to develop, manufacture and market
Rhofade (oxymetazoline hydrochloride 1% cream) for rosacea in the Japan territory. Under the exclusive license agreement, we received an upfront payment of $5.0 million
in January 2023 and are entitled to receive a $2.5 million milestone payment at the time of marketing approval in Japan and royalty payments on net sales of the product in
Japan. Sato will be responsible for obtaining regulatory approval in
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Japan and will have the right to use our U.S. dossier for Rhofade held by EPI Health. Sato will also have a right of first negotiation related to Rhofade in certain other
countries in the Asia Pacific region. A portion of the amounts of the upfront and milestone payments are payable by us to a third party under contractual obligations
related to Rhofade.

* Inearly December 2022, we announced that we, through EPI Health, entered into an accounts receivable-backed factoring agreement with Bay View Funding, a wholly
owned subsidiary of Heritage Bank of Commerce. The new $15.0 million factoring facility provides working capital in an amount that is up to 70% of our EPI Health
subsidiary’s gross eligible receivables.

* In July 2022, we announced the publication of positive efficacy and safety data fromour completed B-SIMPLE 4 pivotal Phase 3 clinical study evaluating berdazimer gel,
10.3% for the treatment of molluscumin the peer-reviewed journal, JAMA Dermatology.

* InJune 2022, we announced the closing of a $15.0 million registered direct offering priced at-the-market under Nasdaq rules with an institutional investor.

* In March 2022, we announced the acquisition of EPI Health, a specialty pharmaceutical company focused on the U.S. dermatology market. The acquisition provided the
commercial infrastructure for us to become a fully-integrated specialty dermatology company with a solid pipeline of development candidates complemented by a
commercial foundation. In July 2022, we announced that we had reached agreement with Evening Post Group, LLC, or EPG, regarding payment, satisfaction and
termination of our $16.5 million secured promissory note and security agreement associated with the EPI Health Acquisition. We and EPG agreed that, upon EPG’s receipt
of $10.0 million, which we subsequently paid, all of our outstanding indebtedness and obligations under the promissory note were fully satisfied, and accordingly, the
promissory note and related security agreements were terminated.

Working Capital and Additional Capital Needs

We will continue to need additional funding to support our planned and future operating activities, to support our commercial operations until they are profitable and make further
advancements in our product development programs beyond what is currently included in our operating forecast and related cash projection. We do not currently have sufficient
funds to complete commercialization of any of our product candidates that are under development, and our funding needs will largely be determined by our commercialization
strategy for SB206 (berdazimer gel, 10.3%), subject to the regulatory approval process and outcome. We are pursuing a broad range of financing options that could be used to
extend our cash runway and further prepare for commercialization of SB206 following approval.

Further advancement of our molluscum program, advancement of any other early-stage or late-stage clinical programacross our platform, and supporting our commercial
operations until they are profitable are subject to our ability to secure additional capital. Sources of additional capital may potentially include (i) debt or equity financings, such as
through sales of common stock, or (ii) other sources, such as partnerships, collaborations, licensing, grants or other strategic relationships. Any issuance of equity, or debt
convertible into equity, would result in further significant dilution to our existing stockholders.

In addition to the regulatory progression of SB206, including implementing prelaunch strategy and commercial preparation, subject to obtaining additional financing or strategic
partnering, we may progress (a) SB204, a topical monotherapy for the treatment of acne, by commencing a pivotal Phase 3 study, or (b) SB019, as a potential intranasal treatment
option for respiratory infections.

As of December 31, 2022, we had total cash and cash equivalents of $12.3 million and a working capital deficit of $4.0 million. As of December 31, 2022, we had $48.3 million in
remaining availability for sales of our common stock under the Equity Distribution Agreement dated March 11, 2022, or the Equity Distribution Agreement, with Oppenheimer &
Co., Inc., or Oppenheimer. Pursuant to the Equity Distribution Agreement, we may fromtime to time issue and sell our common stock to or through Oppenheimer, acting as our
sales agent, in at-the-market transactions, subject to certain limitations. See Note 11—"Stockholders' Equity” to the accompanying consolidated financial statements included in
this Annual Report for more information on the Equity Distribution Agreement. In March 2023, we consummated a registered direct offering with an institutional investor for gross
proceeds of approximately $6 million, or the March 2023 Registered Direct Offering. See Note 21—"Subsequent Events” to the accompanying consolidated financial statements
included in this Annual Report for more information on the March 2023 offering.

Our inability to obtain significant additional funding on acceptable terms could have a material adverse effect on our business and cause us to alter or reduce our planned
operating activities, including, but not limited to delaying, reducing, terminating or eliminating planned product candidate development activities or our preparations for potential
commercial launch of SB206 (berdazimer gel, 10.3%), if approved, to conserve our cash and cash equivalents. We may pursue additional capital through equity or debt financings,
including potential sales under the Equity Distribution Agreement, or fromother sources, including partnerships, collaborations, licensing, grants or other strategic relationships.
Alternatively, we may seek to engage in one or more potential transactions, which could include the sale of our company, or the sale, licensing or divestiture of some of our



assets, such as a sale of our dermatology platformassets, but there can be no assurance that we will be able to enter into such a transaction or transactions on a timely basis or at
all on terms that are favorable to us.

If we are unable to obtain significant additional funding on acceptable terms or progress with a strategic transaction, we may instead determine to dissolve and liquidate our assets
or seek protection under applicable bankruptcy laws. If we decide to dissolve and liquidate our assets or to seek protection under applicable bankruptcy laws, it is unclear to what
extent we would be able to pay our obligations, and, accordingly, it is further unclear whether and to what extent any resources would be available for distributions to
stockholders.

Please refer to "Liquidity and Capital Resources” for further discussion of our current liquidity and our future funding needs.
Supply Chain, Manufacturing and Supplies

We currently rely on third-party suppliers to provide the raw materials that are used by us and our third-party manufacturers in the manufacture of our product candidates and
commercial products.

We have completed the commissioning of our new facility to support various research and development and cGMP activities, including small-scale manufacturing capabilities for
API and drug product associated with our nitric oxide product candidates. We are in the process of, and proceeding with the related preparatory activities associated with,
qualifying and validating the manufacturing equipment for use in API production in preparation for the FDA pre-approval inspection in connection with our pending NDA for
SB206 (berdazimer gel, 10.3%) as a treatment for molluscum.

Please see additional details related to our "Supply Chain” and "Manufacturing and Supplies”, as described in the section entitled "Business” in this Annual Report.
Financial Overview

Since our incorporation in 2006 through mid-March 2022, we devoted substantially all of our efforts to developing our nitric oxide platformtechnology and resulting product
candidates, including conducting preclinical and clinical trials and providing general and administrative support for these operations. With the acquisition of a commercial entity,
EPI Health, in March 2022, we have expanded our business into marketing and sales efforts with a portfolio of therapeutic products for skin diseases.

To date, we have focused our funding activities primarily on equity raises and strategic relationships. However, other historical forms of funding have included payments received
from licensing and supply arrangements, as well as government research contracts.

As of December 31, 2022, we had an accumulated deficit of $310.3 million, and there is substantial doubt about our ability to continue as a going concern. We incurred net losses of
$31.3 million and $29.7 million in the years ended December 31, 2022 and December 31, 2021, respectively. We expect to continue to incur substantial losses in the future as we
conduct our planned operating activities.

Please refer to the section entitled "Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources” in this Annual
Report for further discussion of our current liquidity and our future funding needs.

Components of our Results of Operations
Revenue
Net Product Revenues

The EPI Health Acquisition has provided our company with a commercial infrastructure to sell a marketed product portfolio of therapeutic products for skin diseases. Net product
revenues represent the sales of medical dermatology products primarily for the treatment of rosacea, plaque psoriasis and acne, including Rhofade, Wynzora and Minolira.

For additional information regarding our accounting for net product revenues, see Note 1—"Organization and Significant Accounting Policies” and Note 13—"Net Product
Revenues” to the accompanying consolidated financial statements.
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License and Collaboration Revenues

License and collaboration revenues consist of (i) the amortization of certain fixed and variable consideration under the Sato license agreement that was entered into during the first
quarter 0f 2017, as amended in October 2018, or the Sato Agreement, that either has been received to date in the formof upfront and milestone payments or non-contingent
milestone payments that become payable upon the earlier occurrence of specified fixed dates or are contingent milestone payments that become payable upon the achievement of
specified milestone events, (ii) amounts due under the Sato Rhofade Agreement in the form of upfront and milestone payments, and (iii) a distribution and supply agreement related
to an out-license of an authorized generic, or AG, version of Cloderm, or Cloderm AG.

For additional information regarding our accounting for license and collaboration revenues, see Note I—"Organization and Significant Accounting Policies” and Note 14
—"License and Collaboration Revenues” to the accompanying consolidated financial statements.

Government Research Contracts and Grants Revenue

Government research contracts and grant revenue relates to the research and development of our nitric oxide platform for preclinical advancement of NCEs and formulations related
to potential treatments for illnesses in the women’s health field. Revenue related to conditional government contracts and grants is recognized when qualifying expenses are
incurred.

Cost of Goods Sold

Cost of goods sold includes all costs directly incurred to produce net revenues from our marketed portfolio of medical dermatology products. Cost of goods sold primarily consist
of (i) costs to procure, ship, handle and warehouse our marketed drug products, and (ii) royalty and milestone expenses incurred in connection with the various license,
collaboration and asset purchase agreements underlying our marketed portfolio of medical dermatology products.

Research and Development Expenses

Research and development activities include conducting preclinical studies and clinical trials, manufacturing development efforts and activities related to regulatory filings for our
product candidates. Research and development expenses, including those paid to third parties for which there is no alternative use, are expensed as they are incurred. Research
and development expenses include:

» external research and development expenses incurred under agreements with clinical research organizations, or CROs, investigative sites and consultants to conduct our
clinical trials and preclinical studies;

*  costs to acquire, develop and manufacture supplies for clinical trials and preclinical studies at our facilities;

*  costs to establish drug substance and drug product manufacturing capabilities with external contract manufacturing organizations, or CMOs, and to enhance drug
delivery device technologies through partnerships with technology manufacturing vendors;

* legal and other professional fees related to compliance with FDA requirements;

* licensing fees and milestone payments incurred under license agreements;

» salaries and related costs, including stock-based compensation, for personnel in our research and development functions; and

+ facilities, depreciation and other allocated expenses, which include direct and allocated expenses for rent, maintenance of facilities, utilities, equipment and other supplies.

We expect that for the foreseeable future, the substantial majority of our research and development efforts will be focused on (i) technical transfer and supportive manufacturing
activities by our drug product CMO, (ii) operational testing and validation activities related to the NDA pre-inspection process, and (iii) regulatory and quality documentation
compilation related to our CMC data, and our drug manufacturing and related processes.

We also expect to incur substantial costs in 2023 associated with our research and development personnel, and manufacturing capability costs related to the infrastructure
necessary to support small-scale drug substance and drug product manufacturing operations at our corporate headquarters, including capital costs subject to depreciation and
various ongoing operating costs. We may decide to revise our development and operating plans or the related timing, depending on information we learn through our research and
development activities, including regulatory submission updates related to SB206, potential SB206 commercialization strategies, the impact of outside factors such as the COVID-19
pandemic, our ability to enter into strategic arrangements, our ability to access additional capital and our financial priorities.
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The successful development and potential regulatory approval of our product candidates is highly uncertain. At this time, we cannot reasonably estimate the nature, timing or
costs required to complete the remaining development of our current product candidates or any future product candidates. This is due to the numerous risks and uncertainties
associated with the development of product candidates. See the "Risk Factors™ section in this Annual Report for a discussion of the risks and uncertainties associated with our
research and development projects.

Selling, General and Administrative Expenses

Our selling, general and administrative expenses consist primarily of salaries and related costs, including stock-based compensation expenses, for personnel in our commercial,
field sales, marketing, market access, medical affairs, regulatory, finance, corporate development and other functions. Other selling, general and administrative expenses include
advertising, promotion, travel, consulting, market research costs, prelaunch strategy costs, medical affairs, and commercial costs, including commercial preparation activities for our
lead product candidate, SB206, allocated depreciation and facility-related costs, legal costs of pursuing patent protection of our intellectual property, insurance coverage and
professional services fees for auditing, tax, general legal, business development, litigation defense and other corporate and administrative services.

We expect to continue to incur substantial selling, general and administrative expenses in 2023 in support of our commercial product portfolio and the prelaunch strategy and
comercial preparation activities for SB206. We may decide to revise our plans or the related timing associated with our commercial product portfolio, and prelaunch strategy and
commercial preparation activities for SB206, depending on information we leam through our regulatory submission updates and potential SB206 commercialization strategies.

We also expect to continue to incur substantial selling, general and administrative expenses in 2023 in support of our operating activities and as necessary to operate in a public
company environment. These expenses include legal, accounting, regulatory and taxrelated services associated with maintaining compliance with exchange listing and SEC
requirements, directors’ and officers’ liability insurance premiums and investor relations activities.

Amortization of Intangible Assets

Amortization of intangible assets is associated with the amortization of definite lived intangible assets acquired as part of the EPI Health Acquisition.

For additional information regarding the recognition and amortization of our intangible assets, see Note 7—"Goodwill and Intangible Assets, net” to the accompanying
consolidated financial statements.

Change in Fair Value of Contingent Consideration

Contingent consideration is recorded as a liability and is the estimate of the fair value of potential milestone payments related to the EPI Health Acquisition. The estimated fair
value of contingent consideration was determined based on a probability-weighted valuation model that measures the present value of the probable cash payments based upon
the future milestone events of EPI Health at a discount rate that captures the risk associated with the liability and also based on a Monte Carlo simulation, whereby EPI Health’s
forecasted net sales fromthe EPI Health legacy products were simulated over the measurement period to calculate the contingent consideration. Contingent consideration is
remeasured at each reporting date and any changes in the liability are recorded within the consolidated statement of operations and comprehensive loss.

For additional information regarding the valuation of contingent consideration, see Note 19—"Fair Value” to the accompanying consolidated financial statements.
Impairment Loss on Long-lived Assets

During the second quarter of 2021, we assessed the carrying value of a disposal group classified as assets held for sale in the accompanying consolidated balance sheets. The
disposal group and related assets consisted of certain manufacturing and laboratory equipment associated with our previous large scale drug manufacturing capability that was
being sold over time through a consignment seller. Based on our assessment of the disposal group’s recoverability, during the three months ended June 30, 2021, we recognized an
impairment loss on long-lived assets that represented the full write off of its remaining carrying value.

Other Income (Expense), net

Other income (expense), net consists primarily of (i) foreign currency adjustments related to the contract asset and contract receivables related to the Sato Agreement, (ii) interest
expense on outstanding notes payable, (iii) interest income earned on cash and cash equivalents, (iv) gain on extinguishment of debt related to the forgiveness of our PPP loan and
extinguishment of our note payable related to the EPI Health Acquisition, and (v) other miscellaneous income and expenses.
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Financial Information About Segments

Management evaluates performance of the Company based on operating segments. Segment performance for our two operating segments is based on segment net revenue and net
loss. Our reportable segments consist of (i) research and development activities related to our nitric oxide-based technology to develop product candidates, or the Research and
Development Operations segment, and (ii) the promotion of commercial products for the treatment of medical dermatological conditions, or the Commercial Operations segment.
We do not currently evaluate certain items at the segment level, including certain selling, general and administrative expenses that result fromshared infrastructure, certain
expenses associated with litigation and other legal matters, public company costs (e.g. investor relations), board of directors and principal executive officers, and other like shared
expenses.

See Note 20—"Segment Information” in the accompanying consolidated financial statements included in this Annual Report for more information about our reportable segments.
Results of Operations
Comparison of the Years Ended December 31, 2022 and December 31, 2021

The following table sets forth our results of operations for the periods indicated:

Year Ended December 31,
2022 2021 $ Change % Change
(in thousands, except percentages)
Net product revenues $ 15,796 $ — 3 15,796 *
License and collaboration revenue 7,813 2,822 4,991 177 %
Government research contracts and grants revenue 73 136 (63) (46) %
Total revenue 23,682 2,958 20,724 701 %
Operating expenses:
Cost of goods sold 7,379 — 7,379 L
Research and development 15,990 20,416 (4,426) 22) %
Selling, general and administrative 34,103 12,343 21,760 176 %
Amortization of intangible assets 1,600 — 1,600 *
Change in fair value of contingent consideration (1,160) — (1,160) b
Impairment loss on long-lived assets — 114 (114) (100) %
Total operating expenses 57,912 32,873 25,039 76 %
Operating loss (34,230) (29,915) (4,315) 14 %
Other income (expense), net:
Interest income 53 13 40 308 %
Interest expense (1,452) — (1,452) &
Gain on debt extinguishment 4,340 956 3,384 354 %
Other expense (22) (746) 724 7 %
Total other income (expense), net 2,919 223 2,696 1209 %
Net loss and comprehensive loss $ 31311 $ (29,692) $ (1,619) 5 %
* Not meaningful

Net product revenues

The EPI Health Acquisition provided commercial infrastructure to sell a marketed product portfolio of therapeutic products for skin diseases. Net product revenues for the year
ended December 31, 2022 were $15.8 million, which were all generated by our Commercial Operations segment.

Net product revenues represent the sales of medical dermatology products primarily for the treatment of rosacea, plaque psoriasis, acne and dermatoses, including Rhofade,
Wynzora, Minolira and Cloderm. There were no such net product revenues in the comparative period in 2021.

For additional information regarding our accounting for net product revenues, see Note 1—"Organization and Significant Accounting Policies” and Note 13—"Net Product
Revenues” to the accompanying consolidated financial statements included in this Annual Report.



License and collaboration revenues

License and collaboration revenues were $7.8 million and $2.8 million for the years ended December 31, 2022 and December 31, 2021, respectively. For the year ended December 31,
2022, license and collaboration revenue was comprised of amounts related to (i) the Amended Sato Agreement, related to the Japanese territory out-license of SB206 and SB204, of
$2.6 million, recorded in the Research and Development Operations segment, (i) $5.0 million related to the December 2022 Sato Rhofade Agreement and the related upfront
payment, recorded in the Commercial Operations segment, and (iii) $0.2 million related to the distribution and supply agreement with Prasco, LLC related to the out-license of
Cloderm AG (the "Prasco Agreement”), recorded in the Commercial Operations segment.

For the year ended December 31, 2021 license and collaboration revenue was comprised solely of amounts related to the Amended Sato Agreement.

The Amended Sato Agreement and the related revenue recognized is associated with our performance during the period and the related amortization of the non-refundable upfront
and expected milestone payments under that agreement. A change in revenue recognized for the years ended December 31, 2022 and December 31, 2021 relates to a change in
estimate related to the expected duration of the combined SB204 and SB206 development program timeline in July 2021. This most recent change in estimate resulted in a program
timeline extension of the performance period estimate to 10 years, completing in the first quarter of 2027.

The material terms of the Amended Sato Agreement and the December 2022 Sato Rhofade Agreement and related revenue recognition are described in Note 14—"License and
Collaboration Revenues” to the accompanying consolidated financial statements included in this Annual Report.

Government Research Contracts and Grants Revenue

Government research contracts and grants revenue totaled $0.1 million and $0.1 million for the years ended December 31, 2022 and December 31, 2021, respectively. These amounts
relate to (i) a federal grant fromthe U.S. Department of Defense’s Congressionally Directed Medical Research Programs, and (i) a federal grant from the National Institute of Health
for certain nitric oxide based anti-viral therapies and their related development.

Cost of goods sold

Cost of goods sold of $7.4 million for the year ended December 31, 2022 is recorded by our Commercial Operations segment and includes all costs directly incurred to produce net
product revenues from our marketed portfolio of medical dermatology products. Cost of goods sold primarily consist of (i) costs to procure, ship, handle and warehouse our
marketed drug products, and (ii) royalty and milestone expenses incurred in connection with the various license, collaboration and asset purchase agreements underlying our
marketed portfolio of medical dermatology products.

As part of the Sato Rhofade Agreement and third-party obligations related to our Rhofade agreements, we accrued 25% of the upfront payment due to us, resulting in an accrued
milestone expense of $1.25 million within cost of goods sold as of December 31, 2022.

For additional information regarding our accounting for cost of goods sold, see Note 1—"Organization and Significant Accounting Policies”, Note 12—"License and Collaboration
Agreements”, Note 13—"Net Product Revenues” and Note 14—"License and Collaboration Revenues” to the accompanying consolidated financial statements included in this
Annual Report.

Research and development expenses

Our Research and Development Operations segment incurred the substantial majority of our research and development expenses, which were $16.0 million for the year ended
December 31, 2022, compared to $20.4 million for the year ended December 31, 2021. The net decrease of $4.4 million, or 22%, was primarily related to a $4.6 million net decrease in
the SB206 program, partially offset by a $0.2 million increase in other research and development expenses.

In the SB206 program, we experienced (i) a $6.8 million decrease in gross clinical trial costs primarily due to the B-SIMPLEA4 Phase 3 trial execution activities that occurred during the
prior year comparative period, and (i) a $0.9 million increase in contra-research and development expense fromthe ratable amortization of the Ligand Funding Agreement liability,
which represents Ligand’s contribution to specified clinical development and regulatory activities for SB206 as a treatment for molluscum, partly offset by (iii) a $3.1 million
increase in regulatory consulting services, stability and other analytical testing services, and CMC consulting services and materials in support of our SB206 NDA submission.

The $0.2 million increase in other research and development expenses was primarily driven by (i) a $0.8 million net increase in research and development personnel costs, and (i) a
$0.4 million net increase in research and development facility operating expenses, partly offset by a $1.0 million net decrease in preclinical development activity costs, including the
SB019 program, and research and development facility operating expenses.
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The $0.8 million net increase in research and development personnel costs is primarily due to (i) a $0.7 million increase in non-cash compensation expense, including stock based
compensation, and (ii) a $0.1 million increase in recurring salary and benefits costs.

Selling, general and administrative expenses
Selling, general and administrative expenses were $34.1 million for the year ended December 31, 2022, compared to $12.3 million during the year ended December 31, 2021.

The table below sets forth our total selling, general and administrative expenses incurred for the year ended December 31, 2022 and December 31, 2021 and the primary drivers of
the fluctuations fromthe prior period:

Selling, general and administrative

expenses
Year Ended December 31, 2021 $ 12,343
Year Ended December 31, 2022 34,103
Change from prior period $ 21,760

Prior Period Variance Detail
Increase / (Decrease)

EPI Health Acquisition Transaction-related costs $ 4,691
EPI Health commercial sales operations 13,733
SB206 prelaunch and commercial preparation 1,103
Taxand insurance costs 291
Facility and depreciation costs 295
Professional services and other administrative costs 598
Personnel and related benefits 1,049
Change from prior period $ 21,760

The $4.7 million of transaction- and integration-related expenditures incurred in connection with the EPI Health Acquisition included transaction-related fees paid to banking
advisors, insurance brokers, due diligence costs, and legal, regulatory, intellectual property, information technology, valuation and accounting consultants and specialists, and
integration-related expenditures associated with transition services, information technology systems, integration project management and continued valuation and accounting
consultants and specialists.

The $13.7 million of selling, general and administrative expenses incurred to support the conduct of EPI Health’s commercial sales operations included (i) $6.9 million of recurring
salary, incentive compensation and benefits costs, (i) $1.4 million of advertising and promotion costs, (iii) $3.8 million of administrative costs related to third-party consultants for
regulatory services, external third-party data services and other service providers that support the commercial sales and operations teams, and (iv) $1.6 million of travel and
expense related costs.

The $1.0 million increase in general and administrative personnel and related costs includes (i) a $0.9 million increase in non-cash compensation expense associated with stock
based compensation, and (ii) a $0.1 million increase in recurring salary and benefits costs between the two comparative periods.

Amortization of intangible assets

Amortization of intangible assets of $1.6 million for the year ended December 31, 2022 is associated with the amortization of definite lived intangible assets acquired as part of the
EPI Health Acquisition.

For additional information regarding the recognition and amortization of our intangible assets, see Note 7—"Goodwill and Intangible Assets, net” to the accompanying
consolidated financial statements included in this Annual Report.

Change in fair value of contingent consideration

For the year ended December 31, 2022, the changes in fair value related to contingent consideration related to the EPI Health Acquisition related primarily to changes in market
assumptions, management forecasts and discount rates since the transaction date. For additional information regarding contingent consideration valuation, see Note 19—"Fair
Value” to the accompanying consolidated financial statements included in this Annual Report.



Impairment loss on long-lived assets

During the second quarter of 2021, we assessed the carrying value of a disposal group classified as assets held for sale in our condensed consolidated balance sheets. The
disposal group and related assets consisted of certain manufacturing and laboratory equipment associated with our previous large scale drug manufacturing capability that was
being sold over time through a consignment seller. Based on our assessment of the disposal group’s recoverability, during the year ended December 31, 2021, we recognized a $0.1
million non-cash impairment loss on long-lived assets that represented the full write off of its remaining carrying value.

Other income (expense), net

Other income, net was $2.9 million for the year ended December 31, 2022, compared to $0.2 million for the year ended December 31, 2021. This change was primarily due to a $4.3
million gain on debt extinguishment recognized in connection with the termination of the Seller Note during the third quarter of 2022, partially offset by $1.4 million of interest
expense related to the Seller Note issued in March 2022 in connection with the EPI Health Acquisition.

Total other income, net in the comparative 2021 period is primarily comprised of a $1.0 million gain on extinguishment of debt related to the forgiveness of our PPP loan in 2021,
partially offset by $0.7 million of other expense related to the impact of foreign currency exchange rate fluctuations for certain time-based milestones related to the Amended Sato
Agreement.

For additional information regarding the Seller Note and the accounting for its termination, see Note 10—"Notes Payable” to the accompanying consolidated financial statements
included in this Annual Report.

Liquidity and Capital Resources

As of December 31, 2022, we had an accumulated deficit of $310.3 million. We incurred net losses of $31.3 million and $29.7 million for the years ended December 31, 2022 and
December 31, 2021, respectively, and there is substantial doubt about our ability to continue as a going concern. Despite revenues generated fromthe sales of commercial products
acquired during the EPI Health Acquisition, we anticipate that we will continue to generate losses for the foreseeable future, and we expect the losses to increase as we further
commercialize our existing commercial products and continue the development of, and seek regulatory approvals for, our product candidates and potentially begin
commercialization activities for our product candidates that are currently under development. We are subject to all of the risks inherent in the commercialization of drug products,
such as risks related to competition, supply issues or issues that may impact use of our commercial drug products, and in the development of new pharmaceutical products, and we
may encounter unforeseen expenses, difficulties, complications, delays and other unknown factors that may adversely affect our business. The sales of our commercial products
will decrease over time if and when they face generic competition or if other risks materialize, and we do not expect to generate revenue fromproduct sales for our clinical-stage
product candidates unless and until we obtain regulatory approval fromthe FDA for such product candidates. We will continue to incur significant expenses related to the
commercialization of our commercial products, and if we obtain regulatory approval for any of our product candidates, we and/or our commercial partners and commercial solutions
providers would expect to incur significant expenses related to product sales, marketing, manufacturing and distribution.

As of December 31, 2022, we had total cash and cash equivalents of $12.3 million and a working capital deficit of $4.0 million. As discussed below, we used a portion of our cash
and cash equivalents to pay off and terminate the Seller Note issued in connection with the EPI Health Acquisition, as well as to fund the EPI Health Acquisition. With the
payment and termination of the Seller Note for a reduced amount of principal, we have removed certain previously existing liabilities and eliminated the need to make cash
payments to service the interest on the Seller Note going forward. This allows us to use our cash for development of our product candidates and to support the commercialization
of our products. The payment and termination of the Seller Note removed encumbrances fromthe assets of EPI Health and allows us to pursue a broader range of financing options
that could be used to extend our cash runway and to further prepare for commercialization of SB206 following approval.

FromJanuary 1, 2021 through December 31, 2022, we have raised total equity and debt proceeds of $70.1 million to fund our operations, including (i) $14.0 million in net proceeds
fromthe sale of common stock (or pre-funded warrants in lieu thereof) and accompanying common warrants in the June 2022 Registered Direct Offering, (ii) $37.2 million in net
proceeds fromthe sale of common stock in the June 2021 public offering, (iii) $6.3 million in proceeds fromthe sale of common stock under our common stock purchase agreements
with Aspire Capital, (iv) $1.7 million from our Equity Distribution Agreement, (v) a net of $10.3 million from our accounts receivable factoring facility, (vi) an additional $0.5 million
of proceeds associated with exercises of common stock warrants issued as part of the March 2020 public offering and March 2020 registered direct offering and (vii) less than $0.1
million of proceeds fromthe exercise of stock options.

To date, we have focused our funding activities primarily on equity financings, while generating additional liquidity and capital through other sources, including (i) governmental
research contracts and grants totaling $12.9 million, (ii) our licensing and
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supply arrangements with Sato, totaling $38.1 million, and (jii) $25.0 million and $12.0 million in proceeds fromtwo funding transactions during the second quarter of 2019 with
Reedy Creek Investments LLC, or Reedy Creek, and Ligand, respectively.

Going forward, we plan to finance our needs principally fromthe following:

* equity and/or debt financing, including but not limited to sales under the Equity Distribution Agreement, with certain limitations as described in "Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Capital Requirements”;

* revenues fromproduct sales;
*  payments under existing out-license and distribution arrangements for our product candidates and commercial products; and
* payments under current or future collaboration and licensing agreements with strategic partners.

We believe that our existing cash and cash equivalents as of December 31, 2022, plus expected receipts associated with product sales from our commercial product portfolio and
the proceeds of the March 2023 Registered Direct Offering, will provide us with adequate liquidity to fund our planned operating needs into the latter part of the second quarter of
2023. Variability in our operating forecast, driven primarily by (i) commercial product sales, (ii) timing of operating expenditures, and (iii) unanticipated changes in net working
capital, will impact our cash runway. This operating forecast and related cash projection includes (i) costs associated with preparing for and seeking U.S. regulatory approval of
SB206 as a treatment for molluscum (i) costs associated with the readiness and operation of our new manufacturing capability necessary to support small-scale drug substance
and drug product manufacturing, (iii) conducting drug manufacturing activities with external third-party CMOs, (iv) ongoing commercial operations, including sales, marketing,
inventory procurement and distribution, and supportive activities, related to our portfolio of therapeutic products for skin diseases acquired with the EPI Health Acquisition, and
(v) initial efforts to support potential commercialization of SB206, but excludes additional operating costs that could occur between the NDA submission for SB206 through NDA
approval, including, but not limited to, marketing and commercialization efforts to achieve potential launch of SB206. We may decide to revise our development and operating plans
or the related timing, depending on information we learn through our research and development activities, including regulatory efforts related to SB206, potential commercialization
strategies, the impact of outside factors such as the COVID-19 pandemic, our ability to enter into strategic arrangements, our ability to access additional capital and our financial
priorities.

We will need significant additional funding to continue our operating activities, make further advancements in our product development programs and potentially commercialize
any of our product candidates beyond those activities currently included in our operating forecast and related cash projection. Therefore, we will need to secure additional capital
or financing and/or delay, defer or reduce our cash expenditures before the end of the second quarter of 2023. There can be no assurance that we will be able to obtain additional
capital or financing on terms acceptable to us, on a timely basis or at all.

Our inability to obtain significant additional funding on acceptable terms could have a material adverse effect on our business and cause us to alter or reduce our planned
operating activities, including, but not limited to delaying, reducing, terminating or eliminating planned product candidate development activities, furloughing employees or
reducing the size of the workforce, to conserve our cash and cash equivalents. We may pursue additional capital through equity or debt financings, including potential sales under
the Equity Distribution Agreement, or fromother sources, including partnerships, collaborations, licensing, grants or other strategic relationships. Alternatively, we may seek to
engage in one or more potential transactions, which could include the sale of our company, or the sale, licensing or divestiture of some of our assets, such as a sale of our
dermatology platformassets, but there can be no assurance that we will be able to enter into such a transaction or transactions on a timely basis or at all on terms that are favorable
to us.

If we are unable to obtain significant additional funding on acceptable terms or progress with a strategic transaction, we may instead determine to dissolve and liquidate our assets
or seek protection under applicable bankruptcy laws. If we decide to dissolve and liquidate our assets or to seek protection under applicable bankruptcy laws, it is unclear to what
extent we would be able to pay our obligations, and, accordingly, it is further unclear whether and to what extent any resources would be available for distributions to
stockholders.

Our cash and cash equivalents are held in a variety of interest-bearing instruments, including money market accounts. Cash in excess of immediate requirements is invested with a
view toward liquidity and capital preservation, and we seek to minimize the potential effects of concentration and degrees of risk.
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Factoring Arrangement

As discussed further in Note 9—"Commitments and Contingencies” to the accompanying consolidated financial statements included in this Annual Report, EPI Health entered
into an accounts receivable-backed factoring agreement with Bay View. Pursuant to the Factoring Agreement, EPI Health may sell certain trade accounts receivable to Bay View
fromtime to time, with recourse. The factoring facility provides for EPI Health to have access to the lesser of (i) $15.0 million, or the Maximum Credit, or (ii) the sumof all
undisputed receivables purchased by Bay View multiplied by 70% (which percentages may be adjusted by Bay View in its sole discretion), less any reserved funds. Upon receipt
of any advance, EPI Health will have sold and assigned all ofits rights in such receivables and all proceeds thereof. EPI Health factors the accounts receivable on a recourse basis.
Therefore, if Bay View cannot collect the factored accounts receivable fromthe customer, EPI Health must refund the advance amount remitted to it for any uncollected accounts
receivable fromthe customer.

As of December 31, 2022, $10.3 million of advances were outstanding under the factoring facility. The proceeds of the factoring will be used to fund general working capital needs.
We have been and will be charged a financing and factoring fee in connection with the Factoring Agreement, and the extent to which we can utilize the Factoring Agreement is
limited to the Maximum Credit and dependent on the extent to which we generate qualifying accounts receivable.

March 2022 Equity Distribution Agreement — At-the-Market Facility

On March 11, 2022, we entered into an Equity Distribution Agreement, or the Equity Distribution Agreement, with Oppenheimer & Co. Inc., or Oppenheimer. Pursuant to the Equity
Distribution Agreement, we may fromtime to time issue and sell to or through Oppenheimer, acting as our sales agent, shares of our common stock, par value $0.0001 per share
having an aggregate offering price of up to $50.0 million. Sales of the shares, if any, will be made by any method permitted by law deemed to be an "at the market offering” as
defined in Rule 415(a)(4) promulgated under the Securities Act, or, if expressly authorized by us, in privately negotiated transactions. As sales agent, Oppenheimer will offer the
shares at prevailing market prices and will use its commercially reasonable efforts, consistent with its sales and trading practices, to sell on our behalf all of the shares requested to
be sold by us, subject to the terms and conditions of the Equity Distribution Agreement. We or Oppenheimer may suspend the offering of the shares upon proper notice to the
other party. The offering of the shares pursuant to the Equity Distribution Agreement will terminate upon the sale of shares in an aggregate offering amount equal to $50.0 million,
or sooner if either we or Oppenheimer terminate the Equity Distribution Agreement as permitted by its terms. We will pay Oppenheimer a commission in connection with sales
under the Equity Distribution Agreement, and the extent to which we can utilize the Equity Distribution Agreement is limited by factors such as market conditions and the terms of
the Equity Distribution Agreement.

During the year ended December 31, 2022, we sold 645,105 shares of our common stock at an average price of approximately $2.66 per share for total net proceeds of $1.7 million
under the Equity Distribution Agreement.

See Note 11—"Stockholders' Equity” to the accompanying consolidated financial statements included in this Annual Report for additional information regarding Equity
Distribution Agreement.

June 2022 Registered Direct Offering

On June 9, 2022, we entered into a securities purchase agreement with an institutional investor, or the Purchaser, pursuant to which we agreed to issue and sell to the Purchaser, in
aregistered direct offering priced at-the-market under Nasdaq rules, or the June 2022 Registered Direct Offering (i) 2,080,696 shares, or the June 2022 Shares of our common stock,
and accompanying common stock warrants, or the June 2022 Common Warrants, to purchase an aggregate of 2,080,696 shares of common stock, for a combined price of $2.851 per
share and accompanying common warrant, and (ii) pre-funded warrants to purchase 3,180,615 shares of our common stock, or the June 2022 Pre-funded Warrants, and
accompanying common warrants to purchase 3,180,615 shares of common stock, for a combined price of $2.841 per pre-funded warrant and accompanying common warrant. The
June 2022 Registered Direct Offering closed on June 13, 2022. Net proceeds fromthe offering were approximately $14.0 million after deducting fees and commissions and offering
expenses of approximately $0.9 million. Offering costs were netted against the offering proceeds and recorded to additional paid-in capital.

As of December 31, 2022, no June 2022 Pre-funded Warrants and 5,261,311 June 2022 Common Warrants are outstanding.

We entered into a placement agent agreement, or the "Placement Agent Agreement, dated as of June 9, 2022, engaging Oppenheimer to act as the sole placement agent in
connection with the June 2022 Registered Direct Offering. Pursuant to the Placement Agent Agreement, we agreed to pay Oppenheimer a placement agent fee in cash equal to 5.0%
ofthe gross proceeds fromthe sale of the June 2022 Shares, the June 2022 Pre-funded Warrants and the June 2022 Common Warrants, and to reimburse certain expenses of
Oppenheimer in connection with the June 2022 Registered Direct Offering. Each June 2022 Pre-funded Warrant had an exercise price of $0.01 per share. The June 2022 Pre-funded
Warrants were exercisable immediately upon issuance until all of the June 2022 Pre-funded Warrants were exercised in full. Each June 2022 Common Warrant is immediately
exercisable and has an exercise price of $2.851 per share and will expire five years fromthe date of issuance.
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The exercise price and the number of shares of common stock purchasable upon the exercise of the June 2022 Pre-funded Warrants and June 2022 Common Warrants are subject to
adjustment upon the occurrence of specific events, including stock dividends, stock splits, reclassifications and combinations of the Company’s common stock.

See Note 11—"Stockholders' Equity” to the accompanying consolidated financial statements included in this Annual Report for additional information regarding the June 2022
Registered Direct Offering.

EPI Health
Acquisition

On March 11, 2022, we completed the acquisition of EPI Health, a commercial-stage pharmaceutical company founded in 2017 that focuses on the commercialization of medical
dermatology pharmaceutical products for the treatment of skin conditions. Following the EPI Health Acquisition, our current portfolio includes sixbranded prescription drugs, and
we actively promote three medical dermatological products in the U.S. and derive revenue fromthe sale of these branded products through pharmaceutical wholesalers as well as
direct to pharmacies. These prescription dermatology therapies are targeted to patients with plaque psoriasis, rosacea and acne. The branded and promoted product portfolio
currently includes Wynzora, Rhofade and Minolira.

At closing, we paid or committed to pay non-contingent consideration totaling $27.5 million, as adjusted for cash, indebtedness, net working capital estimates and other
contractually defined adjustments. The purchase price consisted of (i) $11.0 million paid in cash, (i) a secured promissory note issued to EPGin the principal amount of $16.5
million, or the Seller Note, and (iii) a $1.0 million payment representing an adjustment for estimated net working capital.

The purchase agreement entered into in connection with the EPI Health Acquisition, or the EPI Heath Purchase Agreement, included the potential payment of additional
contingent consideration totaling up to $23.0 million upon achievement of certain milestones.

See Note 2—" Acquisition of EPI Health” to the accompanying consolidated financial statements included in this Annual Report for additional information regarding the
acquisition of EPI Health.

Seller Note Payment and Termination

On July 13,2022, we reached agreement with EPGregarding payment and termination of the outstanding $16.5 million Seller Note related to the EPI Health Acquisition. We
achieved this termination by a payment of $10.0 million, or an approximate 39% discount on the original principal amount of the Seller Note. In addition to saving $6.5 million of
principal with this termination, we also avoided paying interest over the previous termof the Seller Note of approximately $4.6 million.

Pursuant to the terms of the Seller Note, there was no penalty for repaying the Seller Note prior to the end of the term. In connection with the repayment of the Seller Note, the
guaranty agreement between EPGand EPI Health, dated March 11, 2022, was terminated as of July 13, 2022. Accordingly, the liens on the membership interests and assets of EPI
Health were also terminated such that no obligations with respect to the Seller Note and related securities agreement or the underlying loan remain outstanding.

See Note 2—"Acquisition of EPI Health” and Note 10—"Notes Payable” to the accompanying consolidated financial statements included in this Annual Report for additional
information regarding the acquisition of EPI Health and the Seller Note.

Working Capital Adjustment Payment

On July 7, 2022, we and EPGagreed to the final net working capital adjustment amount as part of the post-closing adjustment to the estimated purchase price for the EPI Health
Acquisition. The total adjustment amount was positive and in the amount of $3.1 million, which was paid to EPGon July 7, 2022.

See Note 2—" Acquisition of EPI Health” to the accompanying consolidated financial statements included in this Annual Report for additional information regarding the
acquisition of EPI Health.

Licensing Arrangements
Sato Rhofade Agreement

In December 2022, we entered into a license agreement with Sato in which they were granted an exclusive, royalty-bearing, non-transferable right and license under certain of EPI
Health's intellectual property rights to develop, manufacture and market Rhofade (oxymetazoline hydrochloride cream, 1%) for the treatment of rosacea in Japan, or the Sato
Rhofade Agreement. In addition, per the Sato Rhofade Agreement, during a specified time period, Sato has an exclusive option to negotiate the terms under which its license would
be expanded to include certain other countries in the Asia-Pacific region.
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In exchange for the license granted to Sato, Sato agreed to pay us the following: (i) an upfront payment of $5.0 million; and (ii) a milestone payment of $2.5 million upon receipt of
marketing approval of Rhofade for rosacea in the Japan territory. Sato also agreed to pay tiered royalty payments on net sales of the licensed product ranging over time froma
percentage of net sales in the mid-teens to a percentage of net sales in the low single digits.

In addition, we are required to pay 25% of the upfront and milestone payment amounts to a third party under existing contractual obligations related to Rhofade and will also be
required to pay a portion of the royalty amounts received under the Sato Rhofade Agreement to third parties, after which we will retain net royalties in the low single digits.

For additional information about the Sato Rhofade Agreement, please refer to Note 14—"License and Collaboration Revenues” to the accompanying consolidated financial
statements included in this Annual Report.

Wynzora Agreement

Effective as of January 1, 2022, EPI Health entered into an amended and restated promotion and collaboration agreement with MC2 Therapeutics Limited, or MC2, relating to the
commercialization of Wynzora for treatment of plaque psoriasis in adults in the United States, or the MC2 Agreement. Pursuant to the MC2 Agreement, which sets forth the
collaborative efforts between EPI Health and MC2 to commercialize and promote Wynzora with MC2 in the United States, MC2 granted EPI Health an exclusive right and license
under MC2’s intellectual property rights to sell, or detail (as defined in the MC2 Agreement), and engage in certain commercialization activities with respect to Wynzora in the
United States.

In exchange for the provision of promotional and commercialization activities, under the terms of the MC2 Agreement, we are entitled to receive:

*  Reimbursement for all incremental costs incurred by us for the promotion and commercialization of Wynzora, including the incremental portion of our personnel and
commercial operating costs. The supply price of Wynzora product inventory is also considered to be an incremental cost that is reimbursed by MC2.

* A commercialization fee equivalent to a percentage of net sales ranging fromthe mid-teens for net sales less than or equal to $65.0 million to the upper single digits for
annual net sales greater than $105.0 million. We collect this commercialization fee by retaining our portion of the Wynzora product net sales we collect fromour customers,
with the remainder of the net sales being remitted by us to MC2 periodically in the formof a royalty payment, pursuant to the MC2 Agreement.

* A contingent incentive fee equal to 5% of the first $30.0 million in net sales of Wynzora sold in the United States by EPI Health in each of the 2022 and 2023 calendar
years; provided that such incentive fee shall not exceed $1.5 million each year and such incentive fee shall not be credited to us until the royalty payments paid to MC2
surpass the amount of certain commercialization payments made previously by MC2.

The term of the MC2 Agreement runs until the seventh anniversary of the first commercial sale of Wynzora (as defined in the MC2 Agreement) or June 30, 2028, whichever is
earlier. Either party may terminate the MC2 Agreement for the other party’s material uncured breach or the bankruptcy or insolvency of the other party. MC2 may terminate the
MCQC2 Agreement under certain scenarios, including for convenience with twelve months’ advance notice to us, provided that the termination is not effective unless MC2 pays any
unpaid historical liabilities related to commercialization of Wynzora owed by MC2. In the case of such termination, MC2 is also required to make an additional sunset payment to
us, paid in installments over the 24 month period following termination. We may terminate the MC2 Agreement for convenience with twelve months’ advance notice to MC2
provided that the termination is not effective unless we provide MC2 with a guarantee of the payment of any outstanding royalty payments, to the extent such royalty payments
owed by us exceeds any unpaid historical liabilities related to commercialization of Wynzora owed by MC2.

For additional information about the Wynzora and MC2 Agreement, please refer to Note 13—"Net Product Revenues” to the accompanying consolidated financial statements
included in this Annual Report.

Rhofade Agreements

As described in Note 9—"Commitments and Contingencies” to the accompanying consolidated financial statements included in this Annual Report, EPI Health acquired rights to
that certain Assignment and License Agreement, whereby EPI Health licenses certain intellectual property from Aspect Pharmaceuticals, LLC, or Aspect and such agreement, the
Aspect Agreement. Under the terms of the Aspect Agreement, EPI Health, as successor-in-interest, has exclusive rights to, and is required to use commercially reasonable efforts
to, commercialize the Rhofade product. EPI Health also has a duty to certain other parties to use commercially reasonable efforts to commercialize the Rhofade product based on
historical acquisition agreements for Rhofade that were assumed by EPI Health.

"

The material terms of the Rhofade Agreements and related revenue recognition are described in Note 12—"License and Collaboration Agreements” to the accompanying
consolidated financial statements included in this Annual Report.
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Cash Flows
The following table sets forth our cash flows for the periods indicated:
Year Ended December 31,

2022 2021
(in thousands)

Net cash (used in) provided by:

Operating activities $ (30,882) $ (24,777)
Investing activities (18,859) (7,527)
Financing activities 16,019 44,093
Net increase in cash, cash equivalents and restricted cash $ (33,722) $ 11,789

Net Cash Used in Operating Activities

During the year ended December 31, 2022, net cash used in operating activities was $30.9 million and consisted primarily of a net loss of $31.3 million, with adjustments for non-
cash amounts related primarily to (i) stock-based compensation expense of $1.9 million, (i) amortization of definite lived intangible assets acquired in the EPI Health Acquisition of
$1.6 million, (i) $1.2 million of depreciation and amortization of property and equipment expense, (iv) a $1.2 million change in fair value of contingent consideration, (v) $4.3 million
related to a gain on the extinguishment of the Seller Note, (vi) $0.6 million accretion of debt discount, (vii) a $0.1 million loss on disposal of equipment and (viii) a $0.6 million
change in cash related to changes in other operating assets and liabilities. The favorable impacts to cash related to changes in assets and liabilities was primarily due to (i) a $2.3
million change in accounts receivable, (ii) a change in accounts payable of $11.0 million, and (iii) a change in prepaid expenses and other current assets of $0.5 million. The
unfavorable impacts to cash related to changes in (i) deferred revenue of $2.6 million, (i) research and development service obligation of $1.0 million, (iii) accrued expenses of $9.4
million, and (iv) a change in other long-termassets and liabilities of $0.2 million. The change in operating assets and liabilities and related changes fromthe prior period partially
relate to the continued operations of the Research and Development Operations segment as it incurs expenditures to progress SB206, but primarily relate to the recently acquired
EPI Health business, which comprises the Commercial Operations segment. See Note 2—"Acquisition of EPI Health” to the accompanying consolidated financial statements for
additional detail regarding the EPI Acquisition Health and the related impacts of the opening balances related to the EPI Health Acquisition.

During the year ended December 31, 2021, net cash used in operating activities was $24.8 million and consisted primarily of a net loss of $29.7 million, with adjustments for non-
cash amounts related primarily to (i) depreciation expense of $0.3 million, (i) impairment of long-lived assets of $0.1 million, (iii) a foreign currency transaction loss of $0.8 million
related to fair value adjustments for payments received and to be received under the Amended Sato Agreement, (iv) stock-based compensation expense of $0.3 million, (v) a $1.0
million gain on debt extinguishment related to forgiveness of the PPP loan, and (vii) a $4.3 million favorable change in cash related to changes in other operating assets and
liabilities. The favorable net change in cash related to changes in assets and liabilities was primarily due to a $1.5 million increase in deferred revenue associated with (i) the
recognition of license and collaboration revenue of $2.8 million associated with the Company’s performance during the period and (ii) a time-based developmental milestone
payment that became due and payable as of December 31, 2021 of $4.3 million, a $0.7 million decrease in prepaid insurance, prepaid expenses and other current assets primarily
related to a decrease in certain prepaid service contracts, a $1.3 million increase in accrued expenses, which included a $0.7 million increase related to goods and services
associated with the planning, design and build-out of our new facility, a $0.5 million increase in accounts payable, and a $0.3 million net change in other long-termassets and
liabilities.

Net Cash Used in Investing Activities

During the year ended December 31, 2022, the $18.9 million of net cash used in investing activities was primarily related to (i) cash used in connection with the EPI Health
Acquisition of $15.1 million, and (ii) $4.3 million in cash used for purchases of property, equipment and services associated with the build-out of our corporate headquarters and

small-scale manufacturing facility in Durham, North Carolina, offset by $0.5 million of payments received related to the landlord funded tenant improvement allowance. See Note 2
—"Acquisition of EPI Health” to the accompanying consolidated financial statements for additional detail regarding the EPI Health Acquisition.

During the year ended December 31, 2021, the $7.5 million of net cash used in investing activities included purchases of property, equipment and services associated with the
planning, design and build-out of our new corporate headquarters and small-scale manufacturing facility in Durham, North Carolina, offset by payments received related to the
landlord funded tenant improvement allowance. As of December 31, 2021, we also had goods and services associated with the planning, design and
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build-out of our new facility of $1.5 million included in accounts payable and other accrued expenses in the accompanying balance sheets, which we settled through cash
payments during the first half of 2022.

Net Cash Provided by Financing Activities

During the year ended December 31, 2022, net cash provided by financing activities was $16.0 million and consisted primarily of (i) net proceeds fromthe June 2022 Registered
Direct Offering of $14.1 million, (i) net proceeds fromour factoring arrangement of $10.3 million and (iii) proceeds fromthe sale of our common stock pursuant to the Equity
Distribution Agreement entered into in March 2022 of $1.7 million, offset by the repayment and termination of the Seller Note for $10.0 million.

During the year ended December 31, 2021, net cash provided by financing activities was $44.1 million and consisted primarily of (i) $37.6 million of proceeds fromthe sale of our
common stock pursuant to the June 2021 Public Offering, (ii) $6.3 million of proceeds fromthe sale of our common stock pursuant to the July 2020 Aspire CSPA, (iii) $0.5 million of
proceeds fromthe exercise of common warrants associated with the March 2020 Public Offering and March 2020 Registered Direct Offering, (iv) $0.1 million of proceeds fromthe
exercise of stock options, partially offset by $0.4 million of payments of costs related to the June 2021 Public Offering.

Capital Requirements

As of December 31, 2022, we had a total cash and cash equivalents balance of $12.3 million and a working capital deficit of $4.0 million. While we currently generate revenue from
our commercial portfolio of products, we do not believe that such revenues will be sufficient to fund the operating expenses of our business. To date, we have not generated any
revenue fromproduct sales of our product candidates, and we do not know when, or if, we will generate any such revenue fromour product candidates. We do not expect to
generate revenue from product sales of our product candidates unless, and until, we obtain regulatory approval of one of our current or future product candidates and achieve
successful commercialization of such product candidate. As of December 31, 2022, we had an accumulated deficit of $310.3 million.

We will need significant additional funding to support our planned and future operating activities and make further advancements in our product development programs beyond
what is currently included in our operating forecast and related cash projection. We do not currently have sufficient funds to complete commercialization of any of our product
candidates, and our funding needs will largely be determined by our commercialization strategy for SB206, subject to the NDA regulatory approval process and outcome.

Our ability to continue to operate our business, including our ability to advance development programs unrelated to SB206, as well as our ability to progress SB206 for molluscum,
if approved, is dependent upon future sales of our commercial products along with our ability to access additional sources of capital, including, but not limited to (i) equity or debt
financings, including but not limited to potential sales using the remaining availability under the Equity Distribution Agreement, or (i) other sources, such as partnerships,
collaborations, licensing, grants or other strategic relationships. There can be no assurance that we will be able to obtain new funding on terms acceptable to us, on a timely basis,
or at all. In addition, we agreed to certain limitations on our ability to raise funds in the short-termthrough equity financings in connection with the March 2023 Registered Direct
Offering. In particular, we agreed not to issue any additional securities for 45 days after closing of the March 2023 Registered Direct Offering and not to make any sales under the
Equity Distribution Agreement for 60 days after closing of the March 2023 Registered Direct Offering.

Our inability to obtain significant additional funding on acceptable terms could have a material adverse effect on our business and cause us to alter or reduce our planned
operating activities, including, but not limited to delaying, reducing, terminating or eliminating planned product candidate development activities, furloughing employees or
reducing the size of the workforce, to conserve our cash and cash equivalents. Our anticipated expenditure levels may change if we adjust our current operating plan. Such actions
could delay development or commercialization-related timelines and have a material adverse effect on our business, results of operations, financial condition and market valuation.
We are also exploring the potential for alternative transactions, such as strategic acquisitions or in-licenses, sales, out-licenses or divestitures of some of our assets, or other
potential strategic transactions, which could include a sale of the company. If we were to pursue such a transaction, we may not be able to complete the transaction on a timely
basis or at all or on terms that are favorable to us.

Our equity issuances during the years ended December 31, 2022 and December 31, 2021, as well as the March 2023 Registered Direct Offering, have resulted in significant dilution
to our existing stockholders. Any future additional issuances of equity, or debt that could be convertible into equity, would result in further significant dilution to our existing
stockholders.

As of December 31, 2022, we had 24,722,308 shares of common stock outstanding. In addition, as of December 31, 2022, we had reserved 7,327,414 shares of common stock for
future issuance related to (i) outstanding warrants to purchase common stock, (ii) outstanding stock options and stock appreciation rights, (iii) nonvested restricted stock units,
and (iv) future issuances under the 2016 Incentive Award Plan. Our common stock consists 0f 200,000,000 authorized shares as of December 31, 2022.
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We have based our projections of operating capital requirements on assumptions that may prove to be incorrect, and we may use all of our available capital resources sooner than
we expect. Because of the numerous risks and uncertainties associated with research, development and commercialization of pharmaceutical products, we are unable to estimate the
exact amount or timing of our operating capital requirements. Our future funding requirements will depend on many factors, including, but not limited to:

market acceptance of approved products and successful commercialization of such products by either us or our partners;
our decision to expand our internal commercialization capabilities;

the initiation, progress, timing, costs, results, and evaluation of results of trials for our clinical-stage product candidates, including trials conducted by us or potential
future partners;

the progress, timing, costs and results of development and preclinical study activities relating to other potential applications of our nitric oxide platform;
the number and characteristics of product candidates that we pursue;

the achievement of milestones that would require payment and whether such milestone payments are paid in cash or shares of our common stock, including those set
forth in "Note 10—Commitments and Contingencies” to the accompanying condensed consolidated financial statements;

our ability to enter into strategic relationships to support the continued development of certain product candidates and the success of those arrangements;
our success in optimizing the size and capability of our new manufacturing facility and related processes to meet our strategic objectives;

our success in the technical transfer of methods and processes related to our drug substance and drug product manufacturing with our current and/or potential future
contract manufacturing partners;

the outcome, timing and costs of seeking regulatory approvals;
the occurrence and timing of potential development and regulatory milestones achieved by Sato, our licensee for SB204, SB206 and Rhofade in Japan;
the terms and timing of any future collaborations, licensing, consulting, financing or other arrangements that we may enter into;

the amount and timing of any payments we may be required to make, or that we may receive, in connection with the licensing, filing, prosecution, defense and enforcement
of any patents or other intellectual property rights;

the costs of preparing, filing and prosecuting patent applications, maintaining and protecting our intellectual property rights;
defending against intellectual property related claims;

the costs associated with any potential future securities litigation, and the outcome of that litigation;

the extent to which we in-license or acquire other products and technologies;

subject to receipt of marketing approval, revenue received from commercial sales or out licensing of our product candidates; and

revenue received from commercial sales of our existing medical dermatology products.

Contractual Obligations and Contingent Liabilities

Factoring Arrangement

As discussed in Note 9—"Commitments and Contingencies” to the accompanying consolidated financial statements included in this Annual Report, EPI Health entered into the
Factoring Agreement with Bay View on December 1, 2022.

In connection with the factoring facility, EPI Health will be charged a finance fee, defined as a floating rate per annumon outstanding advances under the Factoring Agreement,
equal to the prime rate plus 2.00%, due on the first day of each month. EPI Health will also be charged a factoring fee of 0.35% of the gross face value of any trade accounts
receivable for each 30 day period after the trade accounts receivable is purchased. Bay View has the right to demand repayment of any purchased receivables that remain unpaid
for 90 days after purchase (or 100 days in the case of certain wholesale customers) or with respect to which any account debtor asserts a dispute.

74



The factoring facility is for an initial term of 12 months and will renew on a year to year basis thereafter, unless terminated in accordance with the Factoring Agreement. EPI Health
may terminate the facility at any time upon 60 days prior written notice and payment to Bay View of an early termination fee equal to 0.25% of the Maximum Credit multiplied by the
number of months remaining in the term.

Compensatory Obligations

The Company enters into employment agreements with certain officers and employees. These agreements are in the normal course of business and contain certain customary
Company controlled termination provisions which, if triggered, could result in future severance payments.

See Note 16—"Stock Based Compensation” regarding Stock Appreciation Rights, Restricted Stock Units and Stock Options.

Contingent Payment Obligations Related to the Purchase of EPI Health

See Note 2—" Acquisition of EPI Health” for certain contingent payments related to consideration due to EPGupon achievement of certain milestones by EPI Health.
Contingent Payment Obligations from Historical Acquisitions by EPI Health

EPI Health has in the past acquired certain rights to pharmaceutical products and such arrangements have typically included requirements that EPI Health make certain contingent
payments to the applicable seller as discussed below.

Rhofade. On October 10, 2019, EPI Health entered into an agreement whereby it acquired certain assets related to Rhofade, or the Rhofade Acquisition Agreement. In connection
with the Rhofade Acquisition Agreement, we are required to make the following milestone payments to the seller upon reaching the following net sales thresholds during any
calendar year following the closing date, as defined in the Rhofade Acquisition Agreement:

Calendar Year Net Sales Threshold Milestone Payment
$ 50,000,000 $ 5,000,000
$ 75,000,000 $ 5,000,000
$ 100,000,000 $ 10,000,000

Under the terms of the Rhofade Acquisition Agreement, EPI Health assumed certain liabilities of the prior licensees of the product Rhofade. In particular, we are required to pay
certain earnout payments pursuant to historic acquisition agreements for Rhofade upon the achievement of net sales thresholds higher than those set forth above. However, we
have not recognized a liability for such Rhofade milestones based on current and historical sales figures and management’s estimates of future sales.

Cloderm. On September 28, 2018, EPI Health entered into an agreement pursuant to which it acquired assets related to the product Cloderm. We are required to pay a low double-
digit royalty once cumulative net sales of Clodermreach $20.8 million, until we have made $6.5 million of royalty payments.

Minolira. On August 20, 2018, EPI Health entered into an agreement pursuant to which it acquired assets related to the product Minolira. In connection with the agreement, we are
required to make the following milestone payments to the seller upon reaching cumulative net sales thresholds as defined in the acquisition agreement:

Cumulative Net Sales Threshold Milestone Payment
$ 10,000,000 $ 1,000,000
$ 20,000,000 $ 1,000,000
Each additional $ 20,000,000 $ 1,500,000

See Note 12—"License and Collaboration Agreements”, Note 13—"Net Product Revenues” and Note 14—"License and Collaboration Revenues” for certain obligations and
contingent payments related to license agreements, including those related to our commercial product portfolio.

Facility Leasing Transactions

In January 2021 we entered into a new lease agreement, pursuant to which we leased space located in Durham, North Carolina to serve as the Company’s new corporate
headquarters and support various cGMP activities, as described in the section entitled "Business—Manufacturing and Supplies” in this Annual Report.

See the section entitled "Properties” in this Annual Report and Note 6—"Leases” to the accompanying consolidated financial statements included in this Annual Report for
additional information regarding our facility lease.
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Amended Sato Agreement

Pursuant to the Amended Sato Agreement, we are obligated to supply Sato with all quantities of licensed products required by Sato for their development activities in Japan. As
part of the Amended Sato Agreement, we and Sato also agreed to negotiate a commercial supply agreement pursuant to which we or a third-party contract manufacturer would be
the exclusive supplier to Sato of the API of licensed products for the commercial manufacture of licensed products in the licensed territory. Additionally, we have agreed to perform
certain oversight, review and supporting activities for Sato, including: (i) using commercially reasonable efforts to obtain marketing approval of SB204 and SB206 in the U.S, (ii)
sharing all future scientific information we may obtain during the termofthe Amended Sato Agreement pertaining to SB204 and SB206, (iii) performing certain additional preclinical
studies if such studies are deemed necessary by the Japanese regulatory authority, up to and not to exceed a total cost of $1.0 million, and (iv) participating in a joint committee
that oversees, reviews, and approves Sato’s development and commmercialization activities under the Amended Sato Agreement. Additionally, we have granted Sato the option to
use our trademarks in connection with the commercialization of licensed products in the licensed territory for no additional consideration, subject to our approval of such use. We
cannot estimate if, when or in what amounts such payments will become due under the Amended Sato Agreement.

The intellectual property rights granted to Sato under the Amended Sato Agreement include certain intellectual property rights which we have licensed from UNC. Under our
license agreement with UNC described in Note 12—"License and Collaboration Agreements” to the accompanying consolidated financial statements included in this Annual
Report, we are obligated to pay UNC a running royalty percentage in the low single digits on net sales of licensed products, including net sales that may be generated by Sato.
Additionally, we are obligated to make payments to UNC that represent the portion of the Sato upfront and milestone payments that were estimated to be directly attributable to
the UNC intellectual property rights included in the license to Sato.

We had also previously entered into an agreement with a third party to assist us in exploring the licensing opportunity which led to the execution of the Sato Agreement. We are
obligated to pay the third party a low-single-digit percentage of all upfront and milestone payments the Company receives from Sato under the Amended Sato Agreement.

See Note 12—"License and Collaboration Agreements” to the accompanying consolidated financial statements included in this Annual Report for additional information on the
Amended Sato Agreement.

Amendments to Sublicense Agreements with KNOW Bio

Pursuant to the terms of the amendments to the KNOW Bio Agreements that we entered into in October 2017, we re-acquired from KNOW Bio exclusive, worldwide rights under
certain United States and foreign patents and patent applications controlled by us as of the execution date of the KNOW Bio Agreements, and patents and patent applications
which became controlled by us during the three years immediately following the execution date of the KNOW Bio Agreements, directed towards nitric oxide-releasing compositions
and methods of manufacturing thereof, including methods of manufacturing Nitricil compounds, and other nitric oxide-based therapeutics, to develop and commercialize products
for all diagnostic, therapeutic, prophylactic and palliative uses for any disease, condition or disorder caused by certain oncoviruses, or the Oncovirus Field. KNOW Bio also
granted to us an exclusive license, with the right to sublicense, under any patents and patent applications which became controlled by KNOW Bio during the three years
immediately following the execution date of the KNOW Bio Agreements and directed towards nitric oxide-releasing compositions and methods of manufacturing thereof, including
methods of manufacturing Nitricil compounds, and other nitric oxide-based therapeutics, but not towards medical devices, to develop and commercialize products for use in the
Oncovirus Field. Additionally, KNOW Bio agreed that KNOW Bio would not commercialize any products in the Oncovirus Field during the first three years following the execution
date of the KNOW Bio Agreements. The three-year period in which new patents and patent applications are added to the exclusive license and the three-year termof the
commercialization non-compete both expired on December 29, 2018.

In addition to the $0.3 million non-refundable upfront payment we made upon execution of the KNOW Bio Amendments, we are obligated to make the following contingent
payments in exchange for the rights granted to us in the Oncovirus Field:

For products that incorporate a certain nitric oxide-releasing composition specified in the KNOW Bio Amendments and (i) are covered by KNOW Bio patents or (ii)
materially use or incorporate know-how of KNOW Bio or us related to such composition that is created during the three years immediately following the execution date of
the KNOW Bio Agreements, or the Covered Products, we must make the following payments to KNOW Bio:

o A milestone payment upon the first time each Covered Product is approved by the FDA for marketing in the Oncovirus Field;

0 A royalty in the low single digits on net sales of Covered Products in the Oncovirus Field until the later of the expiration of the KNOW Bio patents covering the
applicable Covered Product or the expiration of regulatory exclusivity on the applicable Covered Product; and
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o Inthe event we sublicense the rights to a Covered Product to a third party in the Oncovirus Field, the Company must pay KNOW Bio a low double-digit percentage of
any clinical development or NDA approval milestones we receive fromthe sublicensee for the Covered Product in the Oncovirus Field.

Nitricil is not the nitric oxide-releasing composition specified in the KNOW Bio Amendments as the subject of the foregoing payments. As such, products based on Nitricil are not
subject to the foregoing milestone, royalty and sublicensing payment obligations.

The rights granted to us in the Oncovirus Field in the KNOW Bio Amendments continue for so long as there is a valid patent claimunder the KNOW Bio Agreements, and upon
expiration continue on a perpetual non-exclusive basis, and are subject to the termination rights of KNOW Bio and us that are set forth in the KNOW Bio Agreements. In addition,
under the KNOW Bio Amendments, KNOW Bio may terminate the rights granted to the Company in the Oncovirus Field without terminating the Original KNOW Bio Agreements.

See Note 12—"License and Collaboration Agreements” to the accompanying consolidated financial statements included in this Annual Report for additional information on the
sublicense agreement with KNOW Bio.

Royalty and Milestone Payments Purchase Agreement with Reedy Creek Investments LLC

In April 2019, we entered into the Purchase Agreement with Reedy Creek pursuant to which Reedy Creek provided us funding and we are obligated to pay Reedy Creek certain
ongoing quarterly payments. See the section entitled "Management’s Discussion & Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources”
in this Annual Report and Note 15—"Research and Development Agreements” to the accompanying consolidated financial statements included in this Annual Report for
additional information related to the Purchase Agreement.

Development Funding and Royalties Agreement with Ligand Pharmaceuticals Incorporated

In 2019, we entered into the Funding Agreement with Ligand, pursuant to which Ligand provided us funding and we are obligated to pay Ligand up to $20.0 million in milestone
payments. See the section entitled "Management’s Discussion & Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources” in this Annual
Report and Note 15—"Research and Development Agreements” to the accompanying consolidated financial statements included in this Annual Report for additional information
related to the Funding Agreement.

Warrants

In our June 2022 Registered Direct Offering, March 2020 Public Offering, and March 2020 Registered Direct Offering, we issued warrants to purchase shares of our common stock.
The warrants provide each warrant holder with the right to require net cash settlement of the warrants upon the occurrence of certain fundamental transactions, provided that such
transactions are within our control. For any fundamental transaction that is not within our control, including a fundamental transaction not approved by our board of directors, the
warrant holder will only be entitled to receive fromus or any successor entity the same type or form of consideration (and in the same proportion) that is being offered and paid to
our common stockholders in connection with the fundamental transaction, whether that consideration be in the form of cash, stock or any combination thereof. In the event of any
fundamental transaction, and regardless of whether it is within our control, the settlement amount of the warrants (whether in cash, stock or a combination thereof) is determined
based upon a Black-Scholes value that is calculated using inputs as specified in the warrants, including a defined volatility input equal to the greater of our 100-day historical
volatility or 100%.

See the section entitled "Management’s Discussion and Analysis—Critical Accounting Policies and Use of Estimates—Classification of Warrants and Pre-Funded Warrants
Issued in Connection with Offerings of Common Stock” in this Annual Report and Note 11—"Stockholders' Equity” to the accompanying consolidated financial statements
included in this Annual Report for additional discussion regarding the terms of the warrants.

Drug Product Manufacturing

We have established a strategic alliance with Orion, a Finnish full-scale pharmaceutical company with broad experience in drug manufacturing. The alliance enables Orion to
manufacture our topical nitric oxide-releasing product candidates on our behalf and on the behalf of our global strategic partners. We have executed a master contract
manufacturing agreement to enable technology transfer and manufacturing of clinical trial materials for future clinical trials with our topical product candidates.

We enter into various statements of work, under the master contract manufacturing agreement, that govern certain workflows and deliverables, including production of drug
product and other manufacturing related services. These statements of work
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generally provide for termination on notice, and, therefore, we believe that our non-cancelable obligations under these statements of work are not material.
Other

We enter into contracts in the normal course of business, including, but not limited to, with clinical research organizations for clinical trials, clinical supply manufacturing, and
preclinical research studies, and with manufacturing related vendors for raw materials, production related equipment, drug product and drug substance stability testing, supportive
consultative services, and other products and services for operating purposes. These contracts generally provide for termination on notice, and, therefore, we believe that our non-
cancelable obligations under these agreements are not material.

Off-Balance Sheet Arrangements
We did not have during the periods presented, and we do not currently have, any off-balance sheet arrangements, as defined under SEC rules.
Net Operating Loss and Research and Development Tax Credit Carryforwards

As of December 31, 2022, we had federal and state NOLs of approximately $104.7 million and $65.1 million, respectively. The NOLs begin to expire in 2029 and 2024 for federal and
state tax purposes, respectively. Certain of our federal and state net operating losses have an indefinite carryforward. We have research and development tax credits of
approximately $2.4 million to offset future federal taxes. These credits begin to expire in 2041.

We record a valuation allowance to offset any net deferred taxassets if, based upon the available evidence, it is more likely than not that we will not recognize some or all of the
deferred taxassets. We have had a history of net losses since inception, and, as a result, we have established a 100% valuation allowance of $39.8 million for our net deferred tax
assets as of December 31, 2022. If circumstances change and we determine that we will be able to realize some or all of these net deferred taxassets in the future, we will record an
adjustment to the valuation allowance.

The Tax Reform Act of 1986 contains provisions which limit the ability to utilize the net operating loss carryforwards and general business credits, including the research and
development credit in the case of certain events including significant changes in ownership interests. In accordance with Section 382 of the Code, a change in equity ownership of
greater than 50% within a three-year period results in an annual limitation on our ability to utilize our NOL carryforwards created during the tax periods prior to the change in
ownership.

During the course of preparing the Company’s consolidated financial statements as of and for the year ended December 31 2021, the Company completed an analysis under
Sections 382 and 383 of the Code of its historical NOL and tax credit carryforward amounts. If an ownership change, as defined in Section 382, occurs, it results in a Section 382
limitation that applies to all NOLs and tax credits generated prior to the ownership change date that can be used to offset taxable income incurred after the ownership change date.
The annual limitation is based on a company’s stock value prior to the ownership change, multiplied by the applicable federal long-term, tax-exempt interest rate. As a result, a
portion of the prior year net operating loss and tax credit carryforwards were determined to be limited. The Company did not experience a cumulative ownership change that would
result in a Section 382 limitation during the year ended December 31, 2022.

See Note 17—"Income Taxes” to the accompanying consolidated financial statements included in this Annual Report for further details. If an additional change in equity
ownership occurs in the future which exceeds the Section 382 threshold, our NOL carryforwards and research and development credits may be subject to additional limitations.
Since our net operating loss carryforwards are limited, if we have taxable income which exceeds the permissible yearly net operating loss carryforwards, we would incur a federal
income tax liability even though net operating loss carryforwards would be available in future years.

Recent Accounting Pronouncements

Recently issued accounting pronouncements that we have adopted or are currently evaluating are described in detail within "Note 1—"Organization and Significant Accounting
Policies™ to the accompanying consolidated financial statements included in this Annual Report.

Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

There were no changes in or disagreements with accountants on accounting and financial disclosures.
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Critical Accounting Policies and Use of Estimates

Our management’s discussion and analysis of financial condition and results of operations is based on our consolidated financial statements, which have been prepared in
accordance with United States generally accepted accounting principles. The preparation of these consolidated financial statements requires us to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the consolidated financial statements, as
well as the reported revenue and expenses during the reporting periods. These items are monitored and analyzed by us for changes in facts and circumstances, and material
changes in these estimates could occur in the future. We base our estimates on historical experience and on various other factors that we believe are reasonable under the
circumstances, the results of which formthe basis for making judgments about the carrying value of assets and liabilities that are not readily apparent from other sources.

Significant estimates made by us include provisions for product returns, coupons, rebates, chargebacks, trade and cash discounts, allowances and distribution fees paid to certain
wholesalers, inventory net realizable value, useful lives of amortizable intangible assets, stock-based compensation, accrued expenses, valuation of assets and liabilities in
business combinations, developmental timelines related to licensed products, valuation of contingent consideration and contingencies. Actual results may differ materially and
adversely fromthese estimates.

Changes in estimates are reflected in reported results for the period in which they become known. Actual results may differ materially fromthese estimates under different
assumptions or conditions. To the extent there are material differences between the estimates and actual results, our future results of operations will be affected.

While our significant accounting policies are more fully described in the notes to our consolidated financial statements included elsewhere in this Annual Report, we believe that
the following accounting policies are critical to the process of making significant judgments and estimates in the preparation of our consolidated financial statements and
understanding and evaluating our reported financial results.

Business Acquisitions

Business acquisitions are accounted for using the acquisition method of accounting in accordance with Accounting Standards Codification, or ASC, 805, Business Combinations,
or ASC 805. ASC 805 requires, among other things, that assets acquired and liabilities assumed be recognized at their fair values, as determined in accordance with ASC 820, Fair
Value Measurements, as of the acquisition date. For certain assets and liabilities, book value approximates fair value. In addition, ASC 805 establishes that consideration
transferred be measured at the closing date of the acquisition at the then-current market price. Under ASC 805, acquisition-related costs (i.e., advisory, legal, valuation and other
professional fees) are expensed in the period in which the costs are incurred. The application of the acquisition method of accounting requires us to make estimates and
assumptions related to the estimated fair values of net assets acquired.

Significant judgments are used during this process, particularly with respect to intangible assets. Generally, intangible assets are amortized over their estimated useful lives.
Goodwill and other indefinite-lived intangibles are not amortized, but are annually assessed for impairment. Therefore, the purchase price allocation to intangible assets and
goodwill has a significant impact on future operating results.

See "Note 2—"Acquisition of EPI Health” to the accompanying consolidated financial statements included in this Annual Report for additional discussion, in addition to Note 19
—"Fair Value”, related to the EPI Health Acquisition.

Revenue Recognition

We account for revenue in accordance with ASC 606, Revenue from Contracts with Customers, or ASC 606. To determine revenue recognition for arrangements that we determine
are within the scope of ASC 606, we (i) identify the contract with a customer, (i) identify the performance obligations within the contract, (iii) determine the transaction price, (iv)
allocate the transaction price to the performance obligations within the contract, and (v) recognize revenue when (or as) we satisfy a performance obligation. We only apply the
five-step model to contracts when it is probable that we will collect the consideration we are entitled to in exchange for the goods or services we transfer to the customer.

Net Product Revenues

Net product revenues encompass sales resulting from transferring control of products to customers, excluding amounts collected on behalf of other third parties. The amount of
revenue recognized is the amount allocated to the satisfied performance obligation taking into account variable consideration. The estimated amount of variable consideration is
included in the transaction price only to the extent that it is probable that a significant reversal in the amount of cunmulative revenue recognized will not occur when the uncertainty
associated with the variable consideration is subsequently resolved.

Product sales are recognized at the point in time when a product is delivered and legal transfer of title has occurred. We record a reduction of the transaction price for estimated
chargebacks, rebates, coupons, discounts and returns. A liability is recognized
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for expected sales returns, rebates, coupons, trade and cash discounts, chargebacks or other reimbursements to customers in relation to sales made in the reporting period.
Payment terms can differ from contract to contract, but no element of financing is deemed present based on the fact that typical payment terms are less than 100 days. Therefore,
the transaction price is not adjusted for the effects of a significant financing component. A receivable is recognized as soon as control over the products is transferred to the
customer as this is the point in time that the consideration is unconditional because only the passage of time is required before the payment is due.

Variable consideration relates to sales returns, rebates, coupons, trade and cash discounts, and chargebacks granted to various direct and indirect customers. We recognize
provisions at the time of sale and adjust themif the actual amounts differ fromthe estimated provisions.

There can be a significant lag between our establishment of an estimate and the timing of the invoicing or claim. We believe we have made reasonable estimates for future rebates
and claims, however, these estimates involve assumptions pertaining to contractual utilization and performance, and payor mix. If the performance or mixacross third-party payors
is different from our estimates, we may be required to pay higher or lower total price adjustments and/or chargebacks than we had estimated.

See Note 1—"Organization and Significant Accounting Policies” and Note 13—"Net Product Revenues” to the accompanying consolidated financial statements included in this
Annual Report for additional discussion.

License and Collaboration Revenues
We have entered into various types of agreements that either license our intellectual property to a third party, acquire license rights to intellectual property of a third party, or both.

Agreements where we license our intellectual property to a third party for development and commercialization in a licensed territory. If the applicable license is determined to
be distinct fromthe other performance obligations identified in the arrangement, we recognize revenues fromnon-refundable, upfront fees allocated to the license when the license
is transferred to the customer and the customer is able to use and benefit fromthe license. For licenses that are bundled with other promises, we utilize judgment to assess the
nature of the combined performance obligation to determine whether the combined performance obligation is satisfied over time or at a point in time and, if over time, the estimated
performance period and the appropriate method of measuring progress during the performance period for purposes of recognizing revenue. We re-evaluate the estimated
performance period and measure of progress each reporting period and, if necessary, adjust related revenue recognition accordingly. These arrangements often include milestone
as well as royalty or profit-share payments, contingent upon the occurrence of certain future events linked to the success of the asset in development, as well as expense
reimbursements from or payments to the collaboration partner. Because of the risk that products in development will not receive regulatory approval, we do not recognize any
contingent payments until regulatory approval becomes probable. Future sales-based royalties are not recorded until the subsequent sale occurs.

Agreements where we acquire license rights to, or otherwise access, a third party’s intellectual property for commercialization of the third party’s product in a licensed
territory. We also enter into various types of arrangements to commercialize products. Our services provided to the third party under such arrangements, in exchange for
compensation that may take the form of cost reimbursements, may include promoting, marketing, selling and distributing the third party’s developed drugs, and may also involve
certain license rights granted to the parties for use of the other party’s intellectual property while providing defined services under the arrangements. We assess the nature of each
such arrangement and the various rights granted and services performed thereunder.

Royalty revenue fromlicenses provided to our collaboration partners, which is based on sales to third parties of licensed products and technology, is based on the later of when
the third-party sale occurs or the performance obligation to which some or all of the royalty has been allocated has been satisfied.

When we performand incur marketing and promotional services expense under an arrangement that is determined to be within the scope of ASC 808, and where such services are
on behalf of a collaboration partner that is not considered a customer under ASC 606, we recognize a contra-expense that reflects the value of the cost reimbursement to which we
are expected to be entitled in exchange for those services. Such contractually required reimbursements are reported as a liability or an asset within the accompanying consolidated
balance sheets based upon the timing of cash receipt fromthe collaboration partner.

See Note 14—"License and Collaboration Revenues” to the accompanying consolidated financial statements included in this Annual Report for additional discussion.
Intangible Assets and Goodwill

Intangible assets represent identifiable intangible assets including product rights consisting of pharmaceutical product licenses and patents. Amortization for pharmaceutical
products licenses is computed using the straight-line method based on the lesser of the term or the useful life of the license. Amortization for pharmaceutical patents is computed
using the straight-line method based on the useful life of the patent.
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Definite-lived intangible assets are reviewed for impairment whenever events or circumstances indicate that carrying amounts may not be recoverable. In the event impairment
indicators are present or if other circumstances indicate that an impairment might exist, we compare the future undiscounted cash flows directly associated with the asset or asset
group to the carrying amount of the asset group being evaluated for impairment. If those estimated cash flows are less than the carrying amount of the asset group, an impairment
loss is recognized. An impairment loss is recognized to the extent that the carrying amount exceeds the asset’s fair value. Considerable judgment is necessary to estimate the fair
value of these assets, accordingly, actual results may vary significantly fromsuch estimates.

Indefinite-lived intangible assets, including goodwill, are not amortized. We test the carrying amounts of goodwill for recoverability on an annual basis at October 1 or when events
or changes in circumstances indicate evidence that a potential impairment exists, using a fair value based test. Goodwill is assessed at the reporting unit level. We performed a
qualitative assessment as of October 1, 2022 and concluded that it is not more likely than not that the fair value of our reporting unit was less than its carrying amount. A
significant amount of judgment is involved in determining if an indicator of goodwill impairment has occurred. Such indicators may include, among others: a significant decline in
expected future cash flows, a sustained, significant decline in our stock price and market capitalization, a significant adverse change in legal factors or in the business climate,
adverse assessment or action by a regulator, and unanticipated competition. Any change in these indicators could have a significant negative impact on our financial condition,
impact the goodwill impairment analysis or cause us to performa goodwill impairment analysis more frequently than once per year.

See Note 7—"Goodwill and Intangible Assets, net” to the accompanying consolidated financial statements included in this Annual Report for additional discussion regarding
intangible assets and goodwill related to the EPI Health Acquisition.

Contingent Consideration

Contingent consideration is recorded as a liability and is the estimate of the fair value of potential milestone payments related to business acquisitions. The estimated fair value of
contingent consideration is determined based on a probability-weighted valuation model that measures the present value of the probable cash payments based upon the future
milestone events of EPI Health at a discount rate that captures the risk associated with the Lability and also based on a Monte Carlo simulation, whereby EPI Health’s forecasted
net sales fromthe EPI Health legacy products is simulated over the measurement period to calculate the contingent consideration.

Significant increases or decreases in any of the probabilities of success or changes in expected achievement of any of these milestones would result in a significantly higher or
lower fair value of these milestones, respectively, and commensurate changes to the associated liability.

The contingent consideration is revalued at each reporting period and changes in fair value are recognized in the consolidated statements of operations and comprehensive loss
until settlement.

See Note 2—"Acquisition of EPI Health” to the accompanying consolidated financial statements included in this Annual Report for additional discussion regarding purchase
consideration, including contingent consideration related to the EPI Health Acquisition.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.
Not applicable.
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Report of Independent Registered Public Accounting Firm

Stockholders and Board of Directors
Novan, Inc.
Durham, North Carolina

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated balance sheets of Novan, Inc. (the "Company”) as of December 31, 2022 and 2021, the related consolidated statements of
operations and comprehensive loss, stockholders’ equity, and cash flows for the years then ended, and the related notes (collectively referred to as the "consolidated financial
statements”). In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the Company at December 31, 2022 and 2021, and
the results of its operations and its cash flows for the years then ended, in conformity with accounting principles generally accepted in the United States of America.

Going Concern Uncertainty

The accompanying consolidated financial statements have been prepared assuming that the Company will continue as a going concern. As discussed in Note 1 to the
consolidated financial statements, the Company has suffered recurring losses from operations and has not generated significant revenue or positive cash flows from operations.
These factors raise substantial doubt about the Company’s ability to continue as a going concern. Management’s plans in regard to these matters are also described in Note 1. The
consolidated financial statements do not include any adjustments that might result fromthe outcome of this uncertainty.

Basis for Opinion

These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on the Company’s consolidated financial
statements based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board (United States) ("PCAOB”) and are required to
be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement, whether due to error or fraud. The Company is not required to have, nor were we engaged to
perform, an audit of its internal control over financial reporting. As part of our audits we are required to obtain an understanding of internal control over financial reporting but not
for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial statements, whether due to error or fraud, and performing
procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial
statements. Our audits also included evaluating the accounting principles used and significant estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements. We believe that our audits provide a reasonable basis for our opinion.

Critical Audit Matters

The critical audit matters communicated below are matters arising from the current period audit of the consolidated financial statements that were communicated or required to be
communicated to the audit committee and that: (1) relate to accounts or disclosures that are material to the consolidated financial statements and (2) involved our especially
challenging, subjective, or complex judgments. The communication of critical audit matters does not alter in any way our opinion on the consolidated financial statements, taken as
a whole, and we are not, by communicating the critical audit matters below, providing separate opinions on the critical audit matters or on the accounts or disclosures to which
they relate.

Acquisition of EPI Health — Intangible Assets related to Acquired Product Rights

As described in Notes 1 and 2 to the Company’s consolidated financial statements, the Company acquired all of the issued and outstanding units of membership interest of EPI
Health, LLC on March 11, 2022 for total consideration of approximately $32.0 million, which resulted in $29.0 million of intangible assets related to acquired product rights being
recorded. Management applied significant judgment in estimating the fair value of the intangible assets acquired, which involved the use of significant estimates with respect to
forecasted revenue and forecasted operating margin.

We have identified forecasted revenue and forecasted operating margin used in the valuation of the acquired product rights as a critical audit matter. The principal considerations
of our determination were the inherent uncertainties of future revenue,
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expected operating margin and the limited history of sales related to certain acquired product rights. Auditing management’s forecasted revenue and forecasted operating margin
involved a high degree of auditor judgment and specialized skills and knowledge was needed.

The primary procedures we performed to address this critical audit matter included:

«  Evaluating the reasonableness of forecasted revenue and forecasted operating margin used to determine the fair value of the acquired product rights by: 1) performing
sensitivity analyses and evaluating potential effect of changes in certain estimates, 2) comparing forecasted revenue to historical sales for certain product rights and
operating margins in aggregate, 3) comparing forecasts to guideline companies and industry information for certain product rights, and 4) evaluating the consistency of
forecasts against the terms of agreements related to the acquired product rights.

«  Utilizing professionals with specialized skills and knowledge to assist in: 1) evaluating the appropriateness of the valuation models used by management, and 2) testing
the mathematical accuracy of the Company’s calculation.

Variable Consideration Related to Net Product Revenues

As described in Note 1 to the Company’s consolidated financial statements, the Company records product revenues net of variable consideration related to various items including
sales returns, rebates, and coupons. Estimated provisions for these items as of December 31, 2022 are included in accrued rebates, discounts and chargebacks and accrued retums
in Note 8. The Company’s estimates of these provisions are based on considerations including historical sales, product shelf life, contractual arrangements with customers, and
utilization rates.

We have identified management’s estimates for sales returns, rebates and coupons as a critical audit matter. These estimates require a high degree of management judgment as
they relate to estimates of future actions by customers and can have an extended period of time between accrual and settlement. Auditing these estimates involved especially
challenging auditor judgment and a high degree of auditor subjectivity.

The primary procedures we performed to address this critical audit matter included:

*  Recalculating the accrual amounts based on historical return data and historical utilization of rebates and coupons and testing the completeness and accuracy of the
historical data used in the recalculation.

» Testing sales that were subject to future potential returns and product quantities that were subject to future utilization of rebates and coupons.
*  Performing sensitivity analyses related to the material components of the estimates to determine how sensitive the estimates were to potential fluctuations.

+  Performing a review of subsequent activity that may impact these accruals, as applicable, to evaluate the reasonableness of management’s estimates.

/s/ BDO USA, LLP
We have served as the Company's auditor since 2018.

Raleigh, North Carolina
March 30, 2023



NOVAN, INC.
Consolidated Balance Sheets
(in thous ands, except share and per share amounts)

Year Ended December 31,
2022 2021
ASSETS
Current assets:
Cash and cash equivalents $ 12316 $ 47,085
Restricted cash, current 1,047 —
Accounts receivable, net 22,002 4,473
Inventory, net 1,196 —
Prepaid expenses and other current assets 5,807 2,572
Total current assets 42,368 54,130
Restricted cash, net of current portion 583 583
Property and equipment, net 13,882 12,201
Intangible assets, net 27475 75
Other assets 210 278
Right-of-use lease assets 1,756 1,693
Goodwill 4,056 —
Total assets $ 90,330 $ 68,960
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $ 13,689 § 2,170
Accrued expenses 18,624 4,988
Factoring arrangement payable 10,302 —
Deferred revenue, current portion 2,586 2,586
Research and development service obligation liability, current portion 555 1,406
Contingent consideration liability, current portion 451 —
Operating lease liabilities, current portion 191 —
Total current liabilities 46,398 11,150
Deferred revenue, net of current portion 8,079 10,665
Operating lease liabilities, net of current portion 3,739 3,613
Research and development service obligation liability, net of current portion 25 142
Research and development funding arrangement liability 25,000 25,000
Contingent consideration liability, net of current portion 2,037 —
Other long-term liabilities 447 71
Total liabilities 85,725 50,641
Commitments and contingencies (Note 9)
Stockholders’ equity:

Common stock $0.0001 par value; 200,000,000 shares authorized as of December 31, 2022 and 2021; 24,723,258 and 18,816,842

shares issued as of December 31, 2022 and 2021, respectively; 24,722,308 and 18,815,892 shares outstanding as of December 31,

2022 and 2021, respectively 2 2
Additional paid-in-capital 315,038 297,441
Treasury stock at cost, 950 shares as of December 31, 2022 and 2021 (155) (155)
Accumulated deficit (310,280) (278,969)

Total stockholders’ equity 4,605 18,319
Total liabilities and stockholders’ equity $ 90,330  $ 68,960

The accompanying notes are an integral part of these consolidated financial statements
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NOVAN, INC.
Consolidated Statements of Operations and Comprehensive Loss
(in thous ands, except share and per share amounts)

Year Ended December 31,
2022 2021
Net product revenues $ 15,796 $
License and collaboration revenue 7,813 2,822
Government research contracts and grants revenue 73 136
Total revenue 23,682 2,958

Operating expenses:

Cost of goods sold 7,379

Research and development 15,990 20,416

Selling, general and administrative 34,103 12,343

Amortization of intangible assets 1,600 —

Change in fair value of contingent consideration (1,160)

Impairment loss on long-lived assets — 114

Total operating expenses 57,912 32,873

Operating loss (34,230) (29,915)
Other income (expense), net:

Interest income 53 13

Interest expense (1,452)

Gain on debt extinguishment 4,340 956

Other expense 22) (746)
Total other income (expense), net 2,919 223
Net loss and comprehensive loss $ (31,311) $ (29,692)
Net loss per share, basic and diluted $ (142) § (1.74)
Weighted-average common shares outstanding, basic and diluted 22,019,679 17,065,932

The accompanying notes are an integral part of these consolidated financial statements
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Balance as of December 31, 2020
Stock-based compensation

Extinguishment of fractional shares resulting fromreverse
stock split

Common stock issued pursuant to public offering, net
Exercise of common stock warrants

Common stock issued pursuant to common stock purchase
agreements

Exercise of stock options

Net loss

Balance as of December 31, 2021
Stock-based compensation

Common stock and pre-funded warrants issued pursuant to
the June 2022 registered direct offering, net

Exercise of pre-funded warrants related to the June 2022
registered direct offering

Common stock issued pursuant to equity distribution
agreement (at-the-market facility)

Net loss
Balance as of December 31, 2022

NOVAN, INC.
Consolidated Statements of Stockholders’ Equity
(in thous ands, except share amounts)

Additional

Common Stock Paid-In Treasury Accumulated
Shares Amount Capital Stock Deficit Total

14,570,009 $ 1 $ 252,408 $ (155) $ (249,277) 2,977
— — 941 — — 941

(37 — — — — —
3,636,364 — 37,236 — — 37,236
103,551 — 461 — — 461
493,163 1 6,333 — — 6,334
12,842 — 62 — — 62
— — — — (29,692) (29,692)
18,815,892 $ 2§ 297441 $ (155) $ (278,969) 18,319
— — 1,880 — — 1,880
2,080,696 — 14,020 — — 14,020
3,180,615 — 32 — — 32
645,105 — 1,665 — — 1,665
— — — — (31,311) (31,311)
24,722,308 $ 2§ 315,038 $ (155) $ (310,280) 4,605

The accompanying notes are an integral part of these consolidated financial statements
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NOVAN, INC.
Consolidated Statements of Cash Flows

(in thous ands)
Year Ended Decerrber 31,
2022 2021
Cash flow from operating activities:
Net loss $ 31311 $ (29,692)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization of property and equipment 1,178 344
Impairment loss on long-lived assets — 114
Amortization of intangible assets 1,600 —
Accretion of debt discount 635 —
Change in fair value of contingent consideration (1,160) —
Stock-based compensation 1,880 275
Foreign currency transaction loss — 820
Gain on debt extinguishment (4,340) (956)
Loss on disposal and write-offs of property and equipment 70 —
Changes in operating assets and liabilities:
Accounts receivable 2,275 47
Inventory 17 —
Prepaid insurance, prepaid expenses and other current assets 457 688
Accounts payable 10,997 544
Accrued expenses (9,369) 1,289
Deferred revenue (2,586) 1,525
Research and development service obligation liability (968) (88)
Other long-term assets and liabilities (223) 313
Net cash used in operating activities (30,882) (24,777)
Cash flow from investing activities:
Purchases of property and equipment (4,274) (9,050)
Landlord reimbursement of tenant improvement allowance 508 1,523
Payment for EPI Health Acquisition (15,093) —
Net cash used in investing activities (18,859) (7,527)
Cash flow from financing activities:
Proceeds from issuance of common stock and pre-funded warrants, net of underwriting fees and commissions 14,252 37,600
Proceeds from common stock issued pursuant to equity distribution agreement (at-the-market facility) 1,665 —
Payment of note payable (10,000) —
Proceeds from exercise of common stock warrants — 461
Proceeds from issuance of common stock under common stock purchase agreement — 6,334
Proceeds from factoring arrangement 18,427 —
Repayments of factoring arrangement (8,125) —
Payments related to public offering costs (200) (364)
Proceeds from exercise of stock options — 62
Net cash provided by financing activities 16,019 44,093
Net (decrease) increase in cash, cash equivalents and restricted cash (33,722) 11,789
Cash, cash equivalents and restricted cash as of beginning of period 47,668 35,879
Cash, cash equivalents and restricted cash as of end of period $ 13946 § 47,668
Supplemental disclosure of cash flow information:
Cash paid for interest $ 339§ —
Supplemental disclosure of non-cash investing and financing activities:
Non-cash gain on debt extinguishment $ 4340 $ —
Contingent consideration related to EPI Health Acquisition 3,648 —
Note payable issued for EPI Health Acquisition 13,305 —
Deferred offering costs reclassified to additional paid-in capital — 364
Purchases of property and equipment with accounts payable and accrued expenses 26 1,471
Right-of-use assets obtained in exchange for lease liabilities — 1,693
Non-cash gain on debt extinguishment from forgiveness of Paycheck Protection Program loan — 956
Reconciliation to consolidated balance sheets:
Cash and cash equivalents $ 12316 $ 47,085
Restricted cash 1,630 583
Total cash, cash equivalents and restricted cash shown in the statement of cash flows $ 13,946 $ 47,668

The accompanying notes are an integral part of these consolidated financial statements
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NOVAN, INC
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollar values in thousands, except per share data)

Note 1: Organization and Significant Accounting Policies
Business Description

Novan, Inc. ("Novan” and together with its subsidiaries, the "Company”) is a medical dermatology company focused on developing and commercializing innovative therapeutic
products for skin diseases. Its goal is to deliver safe and efficacious therapies to patients, including developing product candidates where there are unmet medical needs. The
Company is developing SB206 (berdazimer gel, 10.3%) as a topical prescription gel for the treatment of viral skin infections, with a current focus on molluscum contagiosum On
March 11, 2022, the Company acquired EPI Health, LLC, a specialty pharmaceutical company focused on medical dermatology ("EPI Health”), from Evening Post Group, LLC, a
South Carolina limited Liability company ("EPG” or the "Seller”). The acquisition of EPI Health (the "EPI Health Acquisition”) has provided the Company with a commercial
infrastructure to sell a marketed portfolio of therapeutic products for skin diseases. Subsequent to the acquisition, the Company sells various medical dermatology products for the
treatments of plaque psoriasis, rosacea and acne.

Novan was incorporated in January 2006 under the state laws of Delaware. In 2015, Novan Therapeutics, LLC, was organized as a wholly owned subsidiary under the state laws of
North Carolina; in March 2019, the Company completed registration of a wholly owned Ireland-based subsidiary, Novan Therapeutics, Limited; and in March 2022, the Company
acquired its wholly owned subsidiary, EPI Health, a South Carolina limited liability company. In August 2022, EPI Health, as sole equity member, formed and organized a new
Delaware single member LLC which did not have any operating activity for the year ended December 31, 2022.

See Note 2—" Acquisition of EPI Health” for further information regarding the EPI Health Acquisition.
Basis of Presentation

The accompanying consolidated financial statements of the Company have been prepared in accordance with accounting principles generally accepted in the United States of
America ("U.S. GAAP”). Additionally, the report of the Company’s independent registered public accounting firmon the Company’s consolidated financial statements as of and
for the year ended December 31, 2022, includes an explanatory paragraph indicating that there is substantial doubt about the Company’s ability to continue as a going concern, as
further discussed below.

Basis of Consolidation

The accompanying consolidated financial statements reflect the operations of the Company and its wholly owned subsidiaries. All intercompany accounts and transactions have
been eliminated in consolidation.

The post-acquisition operating results of EPI Health are reflected within the Company’s consolidated statement of operations and comprehensive loss for the year ended
December 31, 2022, specifically from March 11, 2022 through December 31, 2022.

Liquidity and Ability to Continue as a Going Concern

The Company’s consolidated financial statements have been prepared assuming that the Company will continue as a going concermn, which contemplates the realization of assets
and the settlement of liabilities and commitments in the normal course of business. The accompanying consolidated financial statements do not include any adjustments to reflect
the possible future effects on the recoverability and classification of assets or the amounts and classification of liabilities that may result fromuncertainty related to the Company’s
ability to continue as a going concern.

The Company has evaluated principal conditions and events, in the aggregate, that may raise substantial doubt about its ability to continue as a going concern within one year
fromthe date that these financial statements are issued. The Company identified the following conditions:

. The Company has reported a net loss in all fiscal periods since inception and, as of December 31, 2022, the Company had an accumulated deficit of $310,280.
. As of December 31, 2022, the Company had a total cash and cash equivalents balance of $12,316.
. The Company anticipates that it will continue to generate losses for the foreseeable future, and it expects the losses to increase as it continues the development

of, and seeks regulatory approvals for, its product candidates and begins activities to prepare for potential commercialization of SB206, if approved.

. The Company has concluded that the prevailing conditions and ongoing liquidity risks faced by the Company, coupled with its current forecasts, including costs
associated with implementing the SB206 prelaunch strategy and commercial preparation, raise substantial doubt about its ability to continue as a going concern.
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This evaluation is also based on other relevant conditions that are known or reasonably knowable at the date that the financial statements are issued, including ongoing liquidity
risks faced by the Company, the Company’s conditional and unconditional obligations due or anticipated within one year, the funds necessary to maintain the Company’s
operations considering its current financial condition, obligations, and other expected cash flows, and other conditions and events that, when considered in conjunction with the
above, may adversely affect the Company’s ability to meet its obligations. The Company will continue to evaluate this going concemn assessment in connection with the
preparation of its quarterly and annual financial statements based upon relevant facts and circumstances, including, but not limited to, its cash and cash equivalents balance and
its operating forecast and related cash projection.

The Company believes that its existing cash and cash equivalents as of December 31, 2022, plus expected receipts associated with product sales fromits commercial product
portfolio will not provide it with adequate liquidity to fund its planned operating needs for one year fromthe date of these financial statements. Variability in its operating forecast,
driven primarily by (i) commercial product sales, (ii) timing of operating expenditures, and (iii) unanticipated changes in net working capital, will impact the Company’s cash runway.
This operating forecast and related cash projection includes (i) costs associated with preparing for potential U.S. regulatory approval of SB206 as a treatment for molluscum, (ii)
costs associated with the readiness and operation of the Company’s new manufacturing capability necessary to support small-scale drug substance and drug product
manufacturing, (iif) conducting drug manufacturing activities with external third-party contract manufacturing organizations ("CMOs”), (iv) ongoing commercial operations,
including sales, marketing, inventory procurement and distribution, and supportive activities, related to its portfolio of therapeutic products for skin diseases acquired with the EPI
Health Acquisition, and (v) initial efforts to support potential commercialization of SB206, but excludes additional operating costs that could occur between the New Drug
Application ("NDA”) submission for SB206 through NDA approval, including, but not limited to, manufacturing, marketing and commercialization efforts to achieve potential
launch of SB206. The Company does not currently have sufficient funds to complete commercialization of any of its product candidates that are under development, and its
funding needs will largely be determined by its commercialization strategy for SB206, subject to the regulatory approval process and outcome, and the operating performance of'its
commercial product portfolio.

The inability of the Company to generate sufficient net revenues to fund its operations or obtain significant additional funding on acceptable terms in the near term, could have a
material adverse effect on the Company’s business and cause the Company to alter or reduce its planned operating activities, including, but not limited to, delaying, reducing,
terminating or eliminating planned product candidate development activities, furloughing employees or reducing the size of the workforce, to conserve its cash and cash
equivalents. The Company has pursued and may continue to pursue additional capital through equity or debt financings or from other sources, including partnerships,
collaborations, licensing, grants or other strategic relationships. The Company’s anticipated expenditure levels may change as it adjusts its current operating plan. Such actions
could delay development timelines and have a material adverse effect on its business, results of operations, financial condition and market valuation.

The Company may also explore the potential for additional strategic transactions, such as strategic acquisitions or in-licenses, sales, out-licenses or divestitures of some ofits
assets, or other potential strategic transactions, which could include a sale of the Company. If the Company were to pursue such a transaction, it may not be able to complete the
transaction on a timely basis or at all or on terms that are favorable to the Company. Altematively, if the Company is unable to obtain significant additional funding on acceptable
terms or progress with a strategic transaction, it could instead determine to dissolve and liquidate its assets or seek protection under the bankruptcy laws. If the Company decides
to dissolve and liquidate its assets or to seek protection under the bankruptcy laws, it is unclear to what extent the Company would be able to pay its obligations, and, accordingly,
it is further unclear whether and to what extent any resources would be available for distributions to stockholders.

Business Acquisitions

The Company accounts for business acquisitions using the acquisition method of accounting in accordance with Accounting Standards Codification ("ASC”) 805, Business
Combinations (" ASC 805”). ASC 805 requires, among other things, that assets acquired and liabilities assumed be recognized at their fair values, as determined in accordance with
ASC 820, Fair Value Measurements (" ASC 820”), as of the acquisition date. For certain assets and liabilities, book value approximates fair value. In addition, ASC 805 establishes
that consideration transferred be measured at the closing date of the acquisition at the then-current market price. Under ASC 805, acquisition-related costs (i.e., advisory, legal,
valuation and other professional fees) are expensed in the period in which the costs are incurred. The application of the acquisition method of accounting requires the Company to
make estimates and assumptions related to the estimated fair values of net assets acquired, which require significant management judgment.

90



COVID-19

The extent to which COVID-19, and its variant strains, and domestic and global efforts to contain its spread along with lingering effects of the foregoing will impact the Company’s
business, including its operations, preclinical studies, clinical trials, and financial condition, will depend on future developments, which are highly uncertain and cannot be
predicted, and include the duration, severity and scope of the pandemic and its lingering impacts, the availability and effectiveness of vaccines in preventing the spread of COVID-
19 (and its variants), and the actions taken by other parties, such as governmental authorities, to contain and treat COVID-19 and its variants.

During the pandemic, the timetable for development of the Company’s product candidates has been impacted and may face further disruption and the Company’s business could
be further adversely affected by the outbreak of COVID-19 and its variants. In particular, COVID-19 impacted the timing of trial initiation of the Company’s B-SIMPLE4 Phase 3
study and was a factor influencing the Company’s previous adjustment of'its targeted SB206 NDA submission timing.

In addition, certain factors fromthe COVID-19 pandemic may delay or otherwise adversely affect the Company’s generation of product revenues fromits portfolio of therapeutic
products for skin diseases, as well as adversely impact the Company’s business generally, including (i) changes in buying patterns caused by lack of normal access by patients to
the healthcare systemand concern about the supply of medications, (ii) adverse impacts on the Company’s manufacturing operations, supply chain and distribution processes,
which may impact its ability to procure, produce and distribute its products or product candidates, (iii) the inability of third parties to fulfill their obligations to the Company due to
staffing shortages, production slowdowns or stoppages and disruptions in delivery systems, (iv) the risk of shutdown in countries where the Company relies on CMOs to provide
commercial manufacture of its products or clinical batch manufacturing of its product candidates, (v) the ability to procure raw materials needed for the production of the
Company’s active pharmaceutical ingredient ("API”’) and other manufacturing components for the Company’s product candidates, (vi) the possibility that third parties on which
the Company may rely for certain functions and services, including CMOs, suppliers, distributors, logistics providers, and external business partners, may be adversely impacted
by restrictions resulting fromthe COVID-19 pandemic, which could cause the Company to experience delays or to incur additional costs, and (vii) the risk that the COVID-19
pandemic may intensify other risks inherent in the Company’s business.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported amount of revenues and expenses during the reporting period. The Company reviews all significant estimates
affecting the consolidated financial statements on a recurring basis and records the effects of any necessary adjustments prior to their issuance.

Significant estimates made by management include provisions for product returns, coupons, rebates, chargebacks, trade and cash discounts, allowances and distribution fees paid
to certain wholesalers, inventory net realizable value, useful lives of amortizable intangible assets, stock-based compensation, accrued expenses, valuation of assets and liabilities
in business combinations, developmental timelines related to licensed products, valuation of notes payable issued in conjunction with the acquisition, valuation of contingent
consideration and contingencies. Actual results may differ materially and adversely fromthese estimates. To the extent there are material differences between the estimates and
actual results, the Company’s future results of operations will be affected.

Reclassifications

Certain amounts in the Company’s consolidated balance sheet as of December 31, 2021 have been reclassified to conformto the current presentation. Prepaid insurance in the
amount of $1,697 and other current assets related to leasing arrangement, net in the amount of $109 has been reclassified to prepaid expenses and other current assets. In addition,
certain current liabilities totaling $2,164, which were previously classified as accrued compensation, accrued outside research and development services, and accrued legal and
professional fees, have been reclassified to all be included in accrued expenses to conformwith the current presentation.

These reclassifications had no impact on the Company’s consolidated current assets, current liabilities or on the consolidated statements of operations and comprehensive loss or
cash flows fromoperations as of and for the year ended December 31, 2021.

Cash and Cash Equivalents

The Company considers all highly liquid instruments with a maturity of three months or less when purchased to be cash equivalents. Cash and cash equivalents include deposits
and money market accounts.
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Restricted Cash

Restricted cash as of December 31, 2022 and December 31, 2021 includes both a current and non-current component. The current component relates to a factoring facility entered
into in December 2022. See Note 9—"Commitments and Contingencies” for further information. The non-current component relates to funds maintained in a deposit account to
secure a letter of credit for the benefit of the lessor of the Company’s headquarters. See Note 6—"Leases” for further information regarding the letter of credit.

Accounts Receivable, net

Accounts receivable are carried at original invoice amount less an estimate made for doubtful receivables. An account receivable is considered to be past due if any portion of the
receivable balance is outstanding beyond the agreed-upon due date.

The Company records an allowance for credit losses, which includes a provision for expected losses based on historical write-offs, adjusted for current conditions as deemed
necessary, reasonable and supportable forecasts about future conditions that affect the expected collectability of the reported amount of the financial asset, as well as a specific
reserve for accounts deemed at risk. The allowance is the Company’s estimate for accounts receivable as of the balance sheet date that ultimately will not be collected. Any
changes in the allowance are reflected in the results of operations in the period in which the change occurs. As of December 31, 2022, the Company had recorded a provision for
expected losses of $141. No allowance for credit losses was recorded as of December 31, 2021 as all amounts included in accounts receivable were expected to be collected.

Account balances are written off against the allowance after all means of collection have been exhausted and the potential for recovery is considered remote. Recoveries of
receivables previously written off are recorded when received. The Company does not charge interest on accounts receivable.

As part of the EPI Health Acquisition, accounts receivable, net, were marked to fair value as part of the Company’s ASC 805 business combination accounting. See Note 2
—"Acquisition of EPI Health” for additional detail.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to a concentration of credit risk consist principally of cash, cash equivalents and accounts receivable. The Company
places its cash and cash equivalents with financial institutions and these deposits may at times be in excess of insured limits and the Company assesses the creditworthiness of'its
customers on an on-going basis.

As of December 31, 2022, three of the Company’s wholesaler customers accounted for more than 10% of its total accounts receivable balance at 25%, 13% and 12%, respectively.

As of December 31, 2022, 23% of accounts receivable related to amounts due from Sato under the Rhofade agreement. As of December 31, 2021, 97% of accounts receivable related
to amounts due from Sato under the SB206 and SB204 license agreement. See Note 14—"License and Collaboration Revenues” for additional detail.

Inventory, net

The Company maintains inventory consisting of for-sale pharmaceuticals related to its marketed product portfolio. The Company measures inventory using the first-in, first-out
method and values inventory at the lower of cost or net realizable value. Net realizable value represents the estimated selling price for inventories less all estimated costs to sell.

The Company performs an analysis and records a provision for potentially obsolete inventory. The reserve for obsolescence is generally an estimate of the amount of inventory
held at period end that is expected to expire in the future based on projected sales volume and expected product expiration or sell-by dates. These assumptions require the
Company to analyze the aging of and forecasted demand for its inventory and make estimates regarding future product sales.

Property and Equipment

Property and equipment are recorded at cost and depreciated using the straight-line method over their estimated useful lives as follows:

Computer and office equipment 3 years
Furniture and fixtures 5-7 years
Laboratory equipment 7 years

Leasehold improvements are amortized over the shorter of the life of the lease or the useful life of the improvements. Expenditures for maintenance and repairs are expensed as
incurred. Improvements and betterments that add new functionality or extend the useful life of an asset are capitalized. Leases for real estate often include tenant improvement
allowances, which
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the Company assesses according to applicable accounting guidance to determine the appropriate owner, and capitalizes such tenant improvement assets accordingly.
Intangible Assets, net and Goodwill

Intangible assets represent certain identifiable intangible assets, including product rights consisting of pharmaceutical product licenses and patents. Amortization for
pharmaceutical products licenses is computed using the straight-line method based on the lesser of the term of the agreement and the useful life of the license. Amortization for
pharmaceutical patents is computed using the straight-line method based on the useful life of the patent.

Definite-lived intangible assets are reviewed for impairment whenever events or circumstances indicate that carrying amounts may not be recoverable. In the event impairment
indicators are present or if other circumstances indicate that an impairment might exist, then management compares the future undiscounted cash flows directly associated with the
asset or asset group to the carrying amount of the asset group being determined for impairment. If those estimated cash flows are less than the carrying amount of the asset group,
an impairment loss is recognized. An impairment loss is recognized to the extent that the carrying amount exceeds the asset’s fair value. Considerable judgment is necessary to
estimate the fair value of these assets, accordingly, actual results may vary significantly fromsuch estimates.

Indefinite-lived intangible assets, including goodwill and the cost to obtain and register the Company’s internet domain, are not amortized. The Company tests the carrying
amounts of goodwill for recoverability on an annual basis at October 1 or when events or changes in circumstances indicate evidence that a potential impairment exists, using a fair
value based test.

Goodwill is assessed at the reporting unit level. The Company performed a qualitative assessment as of October 1, 2022 and concluded that it is not more likely than not that the
fair value of the Company’s reporting unit was less than its carrying amount.

A significant amount of judgment is involved in determining if an indicator of goodwill impairment has occurred. Such indicators may include, among others: a significant decline in
expected future cash flows, a sustained, significant decline in the Company’s stock price and market capitalization, a significant adverse change in legal factors or in the business
climate, adverse assessment or action by a regulator, and unanticipated competition. Any change in these indicators could have a significant negative impact on the Company’s
financial condition, impact the goodwill impairment analysis or cause the Company to performa goodwill impairment analysis more frequently than once per year.

Intellectual Property

The Company’s policy is to file patent applications to protect technology, inventions and improvements that are considered important to its business. Patent positions, including
those of the Company, are uncertain and involve complex legal and factual questions for which important legal principles are largely unresolved. Due to the uncertainty of future
value to be realized fromthe expenses incurred in developing the Company’s intellectual property, the cost of filing, prosecuting and maintaining internally developed patents are
expensed as general and administrative costs as incurred.

Leases

The Company leases office space and certain equipment under non-cancelable lease agreements. The Company applies the accounting guidance in ASC 842, Leases. As such, the
Company assesses all arrangements, that convey the right to control the use of property, plant and equipment, at inception, to determine if it is, or contains, a lease based on the
unique facts and circumstances present in that arrangement. For those leases identified, the Company determines the lease classification, recognition, and measurement at the lease
commencement date. For arrangements that contain a lease the Company: (i) identifies lease and non-lease components; (ii) determines the consideration in the contract; (iii)
determines whether the lease is an operating or financing lease; and (iv) recognizes lease Right of Use ("ROU”) assets and corresponding lease liabilities. Lease liabilities are
recorded based on the present value of lease payments over the expected lease term. The corresponding ROU asset is measured fromthe initial lease liability, adjusted by (i)
accrued or prepaid rents; (ii) remaining unamortized initial direct costs and lease incentives; and (iii) any impairments of the ROU asset.

The Company elected the practical expedient to not separate non-lease components fromthe lease components. Fixed lease payments on operating leases are recognized over the
expected termof'the lease on a straight-line basis. Variable lease expenses that are not considered fixed are expensed as incurred. Fixed and variable lease expense on operating
leases is recognized within operating expenses within the accompanying consolidated statements of operations and comprehensive loss. The Company has elected the short-term
lease exemption and, therefore, does not recognize an ROU asset or corresponding liability for lease arrangements with an original term of 12 months or less.

The interest rate implicit in the Company’s lease contracts is typically not readily determinable and as such, the Company uses its incremental borrowing rate based on the
information available at the lease commencement date, which represents an internally developed rate that would be incurred to borrow, on a collateralized basis, over a similar term,
an amount equal to the lease payments in a similar economic environment.
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Impairment of Long-Lived Assets

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability
ofassets to be held and used is measured by a comparison of the carrying amount of an asset to estimated undiscounted future cash flows expected to be generated by the asset.
Ifthe carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized for an amount by which the carrying amount of the asset exceeds the
fair value of the asset.

Revenue Recognition

The Company accounts for revenue in accordance with ASC 606, Revenue from Contracts with Customers (" ASC 606”). To determine revenue recognition for arrangements that
are within the scope of ASC 606, the Company (i) identifies the contract with a customer, (ii) identifies the performance obligations within the contract, (iii) determines the
transaction price, (iv) allocates the transaction price to the performance obligations in the contract, and (v) recognizes revenue when (or as) the Company satisfies a performance
obligation. The Company only applies the five-step model to contracts when it is probable that it will collect the consideration to which it is entitled in exchange for the goods or
services it transfers to the customer.

At contract inception, once the contract is determined to be within the scope of ASC 606, the Company assesses the goods or services promised within the contract and
determines those that are performance obligations and assesses whether each promised good or service is distinct. The Company then recognizes as revenue the amount of the
transaction price that is allocated to the respective performance obligation when (or as) the performance obligation is satisfied.

Upon occurrence of a contract modification, the Company conducts an evaluation pursuant to the modification framework in ASC 606 to determine the appropriate revenue
recognition. The framework centers around key questions, including (i) whether the modification adds additional goods and services, (ii) whether those goods and services are
distinct, and (iii) whether the contract price increases by an amount that reflects the standalone selling price for the new goods or services. The resulting conclusions will
determine whether the modification is treated as a separate, standalone contract or if it is combined with the original contract and accounted for in that manner. In addition, some
modifications are accounted for on a prospective basis and others on a cumulative catch-up basis.

The Company currently has the following types of revenue generating arrangements:
Net Product Revenues

Net product revenues encompass sales resulting fromtransferring control of products to the customer, excluding amounts collected on behalf of third parties. The amount of
revenue recognized is the amount allocated to the satisfied performance obligation taking into account variable consideration. The estimated amount of variable consideration is
included in the transaction price only to the extent that it is probable that a significant reversal in the amount of cumulative revenue recognized will not occur when the uncertainty
associated with the variable consideration is subsequently resolved.

Product sales are recognized at the point in time when legal transfer of title has occurred, based on shipping terms. The Company records a reduction to the transaction price for
estimated chargebacks, rebates, coupons, trade and cash discounts and sales retums. A lability is recognized for expected sales returns, rebates, coupons, trade and cash
discounts, chargebacks or other reimbursements to customers in relation to sales made in the reporting period. Payment terms can differ from contract to contract, but no element
of financing is deemed present as the typical payment terms are less than 100 days. Therefore, the transaction price is not adjusted for the effects of a significant financing
component. A receivable is recognized as soon as control over the products is transferred to the customer as this is the point in time that the consideration is unconditional
because only the passage of time is required before the payment is due.

Variable consideration relates to sales returns, rebates, coupons, trade and cash discounts, and chargebacks granted to various direct and indirect customers. The Company
recognizes provisions at the time of sale and adjusts themif the actual amounts differ fromthe estimated provisions. The following describes the nature of each deduction and how
provisions are estimated:

Chargebacks — The Company has arrangements with various third-party wholesalers that require the Company to issue a credit to the wholesaler for the difference between the
invoice price to the wholesaler and the customer’s contract price. Provisions for chargebacks involve estimates of the contract prices within multiple contracts with multiple
wholesalers. The provisions for chargebacks vary in relation to changes in product mix, pricing and the level of inventory at the wholesalers and, in addition, fluctuate in
proportion to an increase or decrease in sales. Provisions for estimated chargebacks are calculated using the historical chargeback experience and expected chargeback levels for
new products and anticipated pricing changes, which involves significant estimates by management. Chargeback provisions are compared to externally obtained distribution
channel reports for reasonableness. The Company regularly monitors the provisions for chargebacks and makes adjustments when the Company believes that actual chargebacks
may differ from estimated provisions.

Rebates — Rebates include managed care services, fee for service and the Medicaid rebate programs. Rebates are primarily related to volume-based incentives and are offered to
key customers to promote loyalty. Customers receive rebates upon the
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attainment of a pre-established volume or the attainment of revenue milestones for a specified period. Since rebates are contractually agreed upon, provisions are estimated based
on the specific terms in each agreement based on historical trends and expected sales.

Returns — Returns primarily relate to customer returns of expired products that the customer has the right to return up to one year following the product’s expiration date. Such
returned products are destroyed and credits and/or refunds are issued to the customer for the value of the returns. Accordingly, no returned assets are recorded in connection with
those products. The retumns provision is estimated by applying a historical return rate to the amounts of revenue estimated to be subject to returns. Revenue subject to retums is
estimated based on the lag time from time of sale to date of return. The estimated lag time is developed by analyzing historical experience. Additionally, the Company considers
specific factors, such as levels of inventory in the distribution channel, product dating and expiration, size and maturity of launch, entrance of new competitors, changes in
formularies or packaging and any changes to customer terms, in determining the overall expected levels of returns, which involves significant estimates by management.

Prompt pay discounts — Prompt pay discounts are offered to most customers to encourage timely payment. Discounts are estimated at the time of invoice based on historical
discounts in relation to sales. Prompt pay discounts are almost always utilized by customers. As a result, the actual discounts typically do not vary significantly fromthe estimated
amount.

Coupons — The Company offers coupons to market participants in order to stimulate product sales. The redemption cost of consumer coupons is based on historical redemption
experience by product and value.

Sales and other taxes the Company collects concurrent with revenue-producing activities are excluded fromrevenue. Shipping and handling costs are accounted for as a fulfillment
cost and are recorded as cost of revenue. Incidental items that are immaterial in the context of the contract are recognized as expense. Costs incurred to obtain a contract will be
expensed as incurred when the amortization period is less than a year.

There can be a lag between the Company’s establishment of an estimate and the timing of the invoicing or claim. The Company believes it has made reasonable estimates for future
rebates and claims, however, these estimates involve assumptions pertaining to contractual utilization and performance, and payor mix If the performance or mixacross third-party
payors is different fromthe Company’s estimates, the Company may be required to pay higher or lower total price adjustments and/or chargebacks than it had estimated.

License and Collaboration Revenues

The Company has entered into various types of agreements that either license the Company’s intellectual property to a third party or acquire license rights to intellectual property
of a third party, or both.

Agreements where the Company licenses its intellectual property to a third party for development and commercialization in a licensed territory. If the applicable license is
determined to be distinct fromthe other performance obligations identified in the arrangement, the Company recognizes revenues fromnon-refundable, upfront fees allocated to
the license when the license is transferred to the customer and the customer is able to use and benefit fromthe license. For licenses that are bundled with other promises, the
Company’s management utilizes judgment to assess the nature of the combined performance obligation to determine whether the combined performance obligation is satisfied over
time or at a point in time and, if over time, the estimated performance period and the appropriate method of measuring progress during the performance period for purposes of
recognizing revenue. The Company re-evaluates the estimated performance period and measure of progress each reporting period and, if necessary, adjusts related revenue
recognition accordingly. These arrangements often include milestone as well as royalty or profit-share payments, contingent upon the occurrence of certain future events linked to
the success of the asset in development, as well as expense reimbursements fromor payments to the collaboration partner. Because of the risk that products in development will
not receive regulatory approval, the Company does not recognize any contingent payments until regulatory approval becomes probable. Future sales-based royalties are not
recorded until the subsequent sale occurs.

Agreements where the Company acquires licensed rights to, or otherwise accesses, a third party’s intellectual property for commercialization of the third party’s product in a
licensed territory. The Company also enters into various types of arrangements to commercialize products. The Company’s services provided to the third party under such
arrangements, in exchange for compensation that may take the formof cost reimbursements, may include promoting, marketing, selling and distributing the third party’s developed
drugs, and may also involve certain license rights granted to the parties for use of the other party’s intellectual property while providing defined services under the arrangements.
The Company assesses the nature of each such arrangement and the various rights granted and services performed thereunder, and determines the applicable accounting
standard, which may include ASC 808, Collaborative Arrangements (" ASC 808”) or ASC 606.

Royalty revenue fromlicenses provided to the Company’s collaboration partners, which is based on sales to third parties of licensed products and technology, is recorded based
on the later of when the third-party sale occurs or the performance obligation to which some or all of the royalty has been allocated has been satisfied. This royalty revenue is
included in license and collaboration revenue in the accompanying consolidated statements of operations and comprehensive loss.
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When the Company performs and incurs marketing and promotional services expense under an arrangement that is determined to be within the scope of ASC 808, and where such
services are on behalf of a collaboration partner that is not considered a customer under ASC 606, the Company recognizes a contra-expense that reflects the value of the cost
reimbursement to which the Company is expected to be entitled in exchange for those services.

Such contractually required reimbursements are reported as a liability or an asset within the accompanying consolidated balance sheets based upon the timing of cash receipt from
the collaboration partner.

Government research contracts and grants revenue

Under the terms ofthe contracts and grants awarded, the Company is entitled to receive reimbursement of its allowable direct expenses, allocated overhead, general and
administrative expenses and payment of other specified amounts. Revenues fromdevelopment and support activities under government research contracts and grants are recorded
in the period in which the related costs are incurred. Associated expenses are recognized when incurred as research and development expense. Revenue recognized in excess of
amounts collected from funding sources is recorded as accounts receivable. Any of the funding sources may, at their discretion, request reimbursement for expenses or return of
funds, or both, as a result of noncompliance by the Company with the terms of the grants. No reimbursement of expenses or return of funds has been requested or made since
inception of the contracts and grants.

Cost of Goods Sold

Cost of goods sold includes the direct costs attributable to the Company’s product revenue and any licenses of the Company’s commercial products. It includes the cost of the
purchased finished goods, shipping and storage costs related to the Company’s marketed drug products, sales based royalty and milestone expenses, and certain third-party
intellectual property licensing costs.

Advertising Costs

Promotion, marketing and advertising costs are expensed as incurred. Promotion, marketing and advertising costs for the year ended December 31, 2022, were approximately $1,434.
There were no costs for the year ended December 31, 2021. The costs are included in selling, general and administrative expenses in the consolidated statement of operations and
comprehensive loss.

Research and Development Expenses

Research and development expenses include all direct and indirect development costs incurred for the development of the Company’s drug candidates. These expenses include
salaries and related costs, including stock-based compensation and travel costs for research and development personnel, allocated facility costs, laboratory and manufacturing
materials and supplies, consulting fees, product development, preclinical studies, clinical trial costs, licensing fees and milestone payments under license agreements and other
fees and costs related to the development of drug candidates. The costs of tangible and intangible assets that are acquired for use on a particular research and development
project, have no alternative future uses, and are not required to be capitalized in accordance with the Company’s capitalization policy, are expensed as research and development
costs as incurred.

Accrued Outside Research and Development Expenses

The Company is required to estimate its expenses resulting fromits obligations under contracts with clinical research organizations, clinical site agreements, vendors, and
consultants in connection with conducting clinical trials and preclinical development. The financial terms of these contracts are subject to negotiations which vary from contract to
contract and may result in payment flows that do not match the periods over which materials or services are provided to the Company under such contracts. The Company’s
objective is to reflect the appropriate development and clinical trial expenses in its financial statements by matching those expenses with the period in which the services and
efforts are expended.

For clinical trials, the Company accounts for these expenses according to the progress of the trial as measured by actual hours expended by contract research organization
personnel, investigator performance or completion of specific tasks, patient progression, or timing of various aspects of the trial. During the course of a clinical trial, the Company
adjusts its rate of clinical trial expense recognition if actual results differ fromits estimates. The Company utilizes judgment and experience to estimate its accrued expenses as of
each balance sheet date in its financial statements based on facts and circumstances known at that time. Although the Company does not expect its estimates to be materially
different fromamounts actually incurred, its understanding of status and timing of services performed relative to the actual status and timing of services performed may vary and
may result in increases or decreases in research and development expenses in future periods when the actual results become known.

For preclinical development services performed by outside service providers, the Company determines accrual estimates through financial models, considering development
progress data received fromoutside service providers and discussions with applicable Company and service provider personnel.
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Contingent Consideration

Contingent consideration is recorded as a liability and is the estimate of the fair value of potential milestone payments related to the EPI Health Acquisition. The estimated fair
value of contingent consideration was determined based on a probability-weighted valuation model that measures the present value of the probable cash payments based upon
the future milestone events of EPI Health at a discount rate that captures the risk associated with the liability and also based on a Monte Carlo simulation, whereby EPI Health’s
forecasted net sales fromthe EPI Health legacy products were simulated over the measurement period to calculate the contingent consideration. See Note 2—"Acquisition of EPI
Health” for further information regarding purchase consideration.

Contingent consideration is remeasured at each reporting date and any changes in the liability are recorded within the consolidated statement of operations and comprehensive
loss. See Note 19—"Fair Value” for further information.

Classification of Warrants Issuedin Connection with Offerings of Common Stock

The Company accounts for common stock warrants as either equity-classified or liability-classified instruments based on an assessment of the warrant’s specific terms and
applicable authoritative guidance in ASC 480, Distinguishing Liabilities from Equity (" ASC 480”) and ASC 815, Derivatives and Hedging ("ASC 815”). The assessment considers
whether the warrants are freestanding financial instruments pursuant to ASC 480, whether the warrants meet the definition of a liability pursuant to ASC 480, and whether the
warrants meet all of the requirements for equity classification under ASC 815, including whether the warrants are indexed to the Company’s own common stock and whether the
warrant holders could potentially require "net cash settlement” in a circumstance outside of the Company’s control, among other conditions for equity classification. This
assessment, which requires the use of professional judgment, is conducted at the time of warrant issuance.

For issued or modified warrants that meet all of the criteria for equity classification, the warrants are required to be recorded as a component of additional paid-in capital at the time
ofissuance. For issued or modified warrants that do not meet all the criteria for equity classification, the warrants are required to be recorded at their initial fair value on the date of
issuance, and remeasured each balance sheet date thereafter. Changes in the estimated fair value of the Liability-classified warrants are recognized as a non-cash gain or loss in the
accompanying consolidated statements of operations and comprehensive loss.

Fair Value of Financial Instruments

The carrying values of cash equivalents, accounts receivable, accounts payable and accrued liabilities as of December 31, 2022 and December 31, 2021 approximated their fair
values due to the short-termnature of these items.

The Company has categorized its financial instruments, based on the priority of the inputs used to value the investments, into a three-level fair value hierarchy. The fair value
hierarchy gives the highest priority to quoted prices in active markets for identical assets or liabilities (Level 1) and lowest priority to unobservable inputs (Level 3). If the inputs
used to measure the investments fall within different levels of the hierarchy, the categorization is based on the lowest level input that is significant to the fair value measurement of
the instrument. Financial instruments recorded in the accompanying consolidated balance sheets are categorized based on the inputs to valuation techniques as follows:

Level 1 - Observable inputs that reflect unadjusted quoted market prices for identical assets or liabilities in active markets.

Level 2 - Observable inputs other than Level 1 that are observable, either directly or indirectly, in the marketplace for identical or similar assets and liabilities.

Level 3 - Unobservable inputs that are supported by little or no market data, where values are derived fromtechniques in which one or more significant inputs are unobservable.
See Note 19—"Fair Value” for additional detail regarding the fair value of certain balances reflected within the accompanying consolidated financial statements.
Stock-Based Compensation
Equity-Based Awards

The Company applies the fair value method of accounting for stock-based compensation, which requires all such compensation to employees, including the grant of employee
stock options and restricted stock units, to be recognized in the accompanying consolidated statements of operations and comprehensive loss based on its fair value at the
measurement date (generally the grant date). The expense associated with stock-based compensation is recognized over the requisite service period of each award. For awards with
only service conditions and graded-vesting features, the Company recognizes compensation cost on a straight-line basis over the requisite service period. Stock-based awards
granted to non-employee directors as compensation for serving on the Company’s board of directors are accounted for in the same manner as employee stock-based compensation
awards.
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The fair value of each option grant is estimated using a Black-Scholes option-pricing model on the grant date using expected volatility, risk-free interest rate, expected life of
options and fair value per share assumptions. The Company uses the simplified method of estimating the expected life of options for all options granted given the Company’s
limited history of option exercises. The risk-free rate is based on the United States Treasury yield curve during the expected life of the option. The Company estimates forfeitures
based on the historical experience of the Company and adjusts the estimated forfeiture rate based upon actual experience.

Liability-Based Awards

Stock appreciation rights ("SARs”) that include cash settlement features are accounted for as liability-based awards pursuant to ASC 718 Share Based Payments. The fair value of
such SARs is estimated using a Black-Scholes option-pricing model on each financial reporting date using expected volatility, risk-free interest rate, expected life and fair value per
share assumptions.

The fair value of obligations under the Tangible Stockholder Return Plan were estimated using a Monte Carlo simulation approach. The Company’s common stock price is
simulated under the Geometric Brownian Motion framework under each simulation path. The other assumptions for the Monte Carlo simulation include the risk-free interest rate,
estimated volatility and the expected term.

The fair value of each liability award is estimated with a valuation model that uses certain assumptions, such as the award date, expected volatility, risk-free interest rate, expected
life of the award and fair value per share assumptions. The Company estimates stock price volatility based on the Company’s actual historical volatility over a historical period
equal to the expected remaining life of the award. The expected term for liability-based awards is the estimated contractual life. The risk-free rate is based on the United States
Treasury yield curve during the expected life of the award.

Income Taxes

Deferred taxassets and liabilities are determined based on the temporary differences between the financial statement carrying amounts and the taxbases of assets and liabilities
using the enacted taxrates in effect in the years in which the differences are expected to reverse. In estimating future tax consequences, all expected future events are considered
other than enactment of changes in the taxlaw or rates.

The Company did not record a federal or state income tax benefit for the years ended December 31, 2022 and December 31, 2021 due to its conclusion that a full valuation allowance
is required against the Company’s deferred taxassets.

The determination of recording or releasing a tax valuation allowance is made, in part, pursuant to an assessment performed by management regarding the likelihood that the
Company will generate future taxable income against which benefits of'its deferred taxassets may or may not be realized. This assessment requires management to exercise
judgment and make estimates with respect to its ability to generate taxable income in future periods.

The Company recognizes the tax benefit froman uncertain tax position only if it is more likely than not that the tax position will be sustained on examination by the taxing
authorities based on the technical merits of the position.

The Company’s policy for recording interest and penalties is to record themas a component of general and administrative expenses. As of December 31, 2022 and December 31,
2021, the Company accrued no interest and penalties related to uncertain tax positions.

Taxyears 2019-2021 remain open to examination by the major taxing jurisdictions to which the Company is subject. Additionally, years prior to 2019 are also open to examination to
the extent of loss and credit carryforwards fromthose years.

In accordance with Section 382 of the Internal Revenue Code of 1986, as amended, a change in equity ownership of greater than 50% within a three-year period results in an annual
limitation on the Company’s ability to utilize its net operating loss carryforwards and general business credits, including the research and development credits, created during the
tax periods prior to the change in ownership.

Comprehensive Loss

Comprehensive loss is defined as the change in equity of a business enterprise during a period fromtransactions and other events and circumstances fromnon-owner sources. For
the years ended December 31, 2022 and December 31, 2021, comprehensive loss was equal to net loss.

Net Loss Per Share

Basic net loss per share attributable to common stockholders is computed by dividing the net loss attributable to common stockholders by the weighted average number of shares
of common stock outstanding for the period.
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Diluted net loss per share is calculated by adjusting weighted average shares outstanding for the dilutive effect of common stock equivalents outstanding for the period. Diluted
net loss per share is the same as basic net loss per share, since the effects of potentially dilutive securities are anti-dilutive for all periods presented.

The following securities, presented on a common stock equivalent basis, have been excluded fromthe calculation of weighted average common shares outstanding for the years
ended December 31, 2022 and December 31, 2021 because the effect is anti-dilutive due to the net loss reported in each of those periods. All share amounts presented in the table
below represent the total number outstanding as of the end of each period.

December 31,

2022 2021
Warrants to purchase common stock (Note 11) 5,535,637 1,274,176
Stock options outstanding under the 2008 and 2016 Plans (Note 16) 1,031,320 517,303
Nonvested restricted stock units (Note 16) 457,406 —
Stock appreciation rights outstanding under the 2016 Plan (Note 16) 60,000 60,000
Inducement stock options outstanding (Note 16) 1,250 1,250

Segment and Geographic Information

Operating segments are identified as components of an enterprise about which separate discrete information is available for evaluation by the chief operating decision maker. The
Company’s chief operating decision maker reviews financial information on a disaggregated basis for purposes of allocating resources and evaluating financial performance. See
Note 20—"Segment Information” for further information on reportable segments.

Related Parties

Members of the Company’s board of directors held 27,654 and 100,497 shares of the Company’s common stock as of December 31, 2022 and December 31, 2021, respectively.
Recently Issued Accounting Standards

Accounting Pronouncements Adopted

In June 2016, the Financial Accounting Standards Board ("FASB”) issued Accounting Standards Update (" ASU”) No. 2016-13, Financial Instruments-Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments, which is designed to provide financial statement users with more information about the expected credit losses on
financial instruments and other commitments to extend credit held by a reporting entity at each reporting date. When determining such expected credit losses, the guidance
requires companies to apply a methodology that reflects expected credit losses and requires consideration of a broader range of reasonable and supportable information to inform
credit loss estimates. The adoption of this new accounting guidance, as of January 1, 2022, did not have a material impact on the Company’s consolidated financial statements.

Note 2: Acquisition of EPI Health

On March 11, 2022, the Company completed the EPI Health Acquisition, in which the Company acquired all of the issued and outstanding units of membership interest of EPI
Health from EPG for an estimated fair value of purchase consideration of $32,046. EPI Health is an integrated medical dermatology company providing the Company with a
commercial infrastructure to support the commercialization of products. Subsequent to the EPI Health Acquisition, the Company sells various dermatological products for the
treatments of plaque psoriasis, rosacea and acne.

At closing, the Company paid or committed to pay non-contingent consideration totaling $27,500, as adjusted for cash, indebtedness, net working capital estimates and other
contractually defined adjustments (the "Closing Purchase Price”). The Closing Purchase Price consisted of (i) $11,000 paid in cash and (ii) a secured promissory note issued to EPG
in the principal amount of $16,500 (the "Seller Note”). See Note 10—"Notes Payable” for additional detail regarding the Seller Note and its related terms. The Company also paid a
total working capital adjustment of $4,093, including (i) a $993 payment at closing and (ii) a $3,100 payment post-closing in July 2022 as the parties agreed the final net working
capital adjustment amount.

The purchase agreement entered into in connection with the EPI Health Acquisition (the "EPI Heath Purchase Agreement”) included the potential payment of additional
contingent consideration totaling up to $23,000 upon achievement of certain milestones, as follows:

a.  $500, as a one-time cash payment, upon EPG’s performance of transition services and the successful completion of the transition provided under the transition services
agreement between the Company and EPG;
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b.  $3,000, as a one-time payment, payable in cash or the Company’s common stock, at the discretion of the Company, upon net sales of certain of EPI Health’s legacy
products exceeding $30,000 during the period from April 1, 2022 through March 31, 2023;

c. up to $2,500, paid in quarterly installments in cash or the Company’s common stock at the discretion of the Company, upon net sales of Wynzora Cream ("Wynzora™)
exceeding certain quarterly thresholds or an annual threshold of $12,500 during the period from April 1, 2022 through March 31, 2023;

d. $5,000, as a one-time payment, payable in cash or the Company’s common stock at the discretion of the Company, upon the first occurrence of post-closing net sales of
certain of EPI Health’s legacy products exceeding $35,000 during any twelve-month period from April 1, 2023 through March 31, 2026; and

e. up to $12,000 based on receipt by EPI Health of regulatory and net sales milestones related to Sitavig from EPI Health’s over-the-counter ("OTC”) Switch License
Agreement with Bayer.

Certain of the above milestone payments will accelerate and become immediately payable upon certain specified events during the applicable milestone periods, including a sale of
all or substantially all of the assets with respect to certain of EPI Health’s legacy products. The EPI Health Purchase Agreement provides that payment of any additional
consideration may be made in cash or in shares of the Company’s common stock, so long as the number of shares that may be issued pursuant to the EPI Health Purchase
Agreement or otherwise in connection with the EPI Health Acquisition is limited to no more than 19.99% of the Company’s outstanding shares of common stock immediately prior
to the closing, unless stockholder approval is obtained to issue more than 19.99%.

The EPI Health Acquisition is being accounted for as a business combination using the acquisition method in accordance with ASC 805. Under this method of accounting the fair
value of the consideration transferred is allocated to the assets acquired and liabilities assumed based upon their estimated fair values on the date of the EPI Health Acquisition.
Any excess of the purchase price over the fair value of identified assets acquired and liabilities assumed is recognized as goodwill.

For the year ended December 31, 2022 and December 31, 2021, the Company incurred costs related to the EPI Health Acquisition of $4,981 and $290, respectively, recognized in
selling, general and administrative expenses within the consolidated statements of operations and comprehensive loss.

Fromthe EPI Health Acquisition date through December 31, 2022, $21,023 of total net revenue and a net loss of $1,776 associated with EPI Health’s operations are included in the
consolidated statements of operations and comprehensive loss.

Purchase Consideration

The following table presents the estimated fair value of purchase consideration as of each interimreporting period end date since the EPI Health Acquisition date, including
measurement period adjustments made during each interimperiod. The estimated fair value of purchase consideration is then allocated to the estimated fair values of the net assets
acquired at the EPI Health Acquisition date, as described further following the table under the section entitled A/location of Purchase Consideration to Estimated Fair Values of
Net Assets Acquired.

Measurement Measurement As of Measurement As of
As of March Period As of June 30, Period September 30, Period December 31,
11, 2022 Adjustments 2022 Adjustments 2022 Adjustments 2022
Initial cash consideration to Seller $ 11,000 $ — $ 11,000 $ $ 11,000 $ —  $ 11,000
Secured promissory note issued to Seller 16,500 — 16,500 (3,195) ®B) 13,305 — 13,305
Closing date fair value of contingent
consideration liability 3,773 — 3,773 (125) (©) 3,648 — 3,648
Remaining working capital adjustment to be
paid 4,069 969 (A 3,100 3,100 — 3,100
Working capital adjustment paid at close 993 — 993 — 993 — 993
Total estimated purchase consideration $ 36335 $ (969) $ 35366 $ (3,320) $ 32,046 $ — 32,046

A. OnJuly 7,2022, the Company and EPGagreed to the final net working capital adjustment amount (the "Total Adjustment Amount”), as defined in the EPI Health Purchase
Agreement, as part of the post-closing adjustment to the estimated purchase price for the EPI Health Acquisition. The Total Adjustment Amount was determined to be
positive and in the amount of $3,100, which was paid to EPGon July 7,2022. As of March 31, 2022, the Company had previously estimated that the Total Adjustment
Amount would be $4,069. Therefore, the Company has reflected a
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B.

C.

$969 measurement period adjustment to the estimated fair value of total purchase consideration. As this adjustment related to the estimated fair value of purchase
consideration and did not affect the fair value of any assets acquired or liabilities assumed, it resulted in a reduction of goodwill.

During the third quarter of 2022, the Company continued to conduct a fair value assessment of the Seller Note as of the EPI Health Acquisition date of March 11, 2022. The
Company completed the fair value assessment and updated the Seller Note fair value estimate as of March 11, 2022 to $13,305 via a downward measurement period
adjustment of $3,195 during the interim quarterly period ended September 30, 2022. The Seller Note fair value assessment included both quantitative and qualitative
analyses. The quantitative analysis utilized observable credit spreads for market debt transactions with credit ratings similar to the Company’s credit ratings. The
qualitative analysis took into consideration the fact pattern leading up to the Seller Note’s original issuance in March 2022 as well as the subsequent period through July
2022 when the Seller Note was settled and terminated. These qualitative and quantitative analyses were used in conjunction with one another to determine the best
estimate of the Seller Note’s fair value as of March 11, 2022. See Note 10—"Notes Payable” to these consolidated financial statements for further discussion regarding the
Seller Note, including its repayment and termination during the third quarter of 2022.

During the third quarter of 2022, the Company continued to conduct a fair value assessment of the contingent consideration liability as of the EPI Health Acquisition date
of March 11, 2022. The Company updated the contingent consideration provisional fair value estimate as of March 11, 2022 to $3,648 via a downward measurement period
adjustment of $125 during the interim quarterly period ended September 30, 2022, based on progression of the fair value assessment procedures conducted.

Allocation of Purchase Consideration to Estimated Fair Values of Net Assets Acquired

ASC 805 requires, among other things, that the assets acquired and liabilities assumed in a business combination be recognized at their fair values as of the acquisition date.
Further, ASC 805 requires any consideration transferred or paid in a business combination in excess of the fair value of the assets acquired and liabilities assumed should be
recognized as goodwill.
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The total estimated purchase consideration was allocated to the estimated fair values of the assets acquired and liabilities assumed as of March 11, 2022 as follows:

Measurement Measurement Measurement
As of March 11, Period As of June 30, Period As of September Period As of December
2022 Adjustments 2022 Adjustments 30,2022 Adjustments 31,2022

Assets acquired and liabilities
assumed:
Accounts receivable, net of
$282 allowance $ 20,083 $ — $ 20,083 $ — $ 20,083 $ 279 () $ 19,804
Inventory 1,710 — 1,710 (4100 (b) 1,300 (121) (e) 1,179
Prepaid expenses and other
current assets 3,692 — 3,692 — 3,692 — 3,692
Property and equipment 100 — 100 — 100 — 100
Intangible assets 33,000 — 33,000 (4,000) (c) 29,000 — 29,000
Other assets 27 — 27 — 27 — 27
Right-of-use lease assets 400 — 400 — 400 — 400

Total assets $ 59,012 $ — $ 59,012 $ (4,410) $ 54,602 $ (400) $ 54,202
Accounts payable $ 947 $ — $ 947 § — $ 947 $ — $ 947
Accrued expenses 24,892 — 24,892 — 24,892 467) (e) 24,425
Operating lease liabilities,
current portion 208 — 208 — 208 — 208
Operating lease liabilities, net
of current portion 342 — 342 — 342 — 342
Other long-term liabilities 290 — 290 — 290 — 290

Total liabilities $ 26,679 $ — $ 26,679 $ — $ 26,679 $ (467) $ 26,212
Total identifiable net assets
acquired $ 32,333 $ — $ 32333 $ (4,410) $ 27,923 $ 67 $ 27,990
Goodwill 4,002 (969) (a) 3,033 1,000 (d) 4,123 ©67) (e) 4,056
Total estimated purchase
consideration $ 36,335 $ (969) $ 35366 $ (3,320) $ 32,046 $ = $ 32,046

a.  OnJuly 7,2022, the Company and EPGagreed to the final net working capital adjustment amount (the "Total Adjustment Amount”), as defined in the EPI Health Purchase
Agreement, as part of the post-closing adjustment to the estimated purchase price for the EPI Health Acquisition. The Total Adjustment Amount was determined to be
positive and in the amount of $3,100, which was paid to EPGon July 7,2022. As of March 31, 2022, the Company had previously estimated that the Total Adjustment
Amount would be $4,069. Therefore, the Company has reflected a $969 measurement period downward adjustment to the estimated fair value of total purchase
consideration. As this adjustment related to the estimated fair value of purchase consideration and did not affect the fair value of any assets acquired or liabilities
assumed, it resulted in a reduction of goodwill.

b. During the third quarter of 2022, the Company continued to conduct a fair value assessment of the trade inventory on hand as ofthe EPI Health Acquisition date of
March 11, 2022. The Company updated the trade inventory’s provisional fair value estimate as of March 11, 2022 to $1,300 via a downward measurement period
adjustment of $410 during the interim quarterly period ended September 30, 2022, based on progression of the fair value assessment procedures conducted.

c. During the third quarter of 2022, the Company continued to conduct a fair value assessment of the acquired definite-lived intangible product rights assets as of the EPI
Health Acquisition date of March 11, 2022, which included further
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analysis of the forecasts used in the initial preliminary valuation. This downward measurement period adjustment also resulted in the recognition of $192 of additional
amortization expense during the interim quarterly period ended September 30, 2022.

d. The aforementioned measurement period adjustments made to the acquired assets and assumed liabilities, as well as the measurement period adjustments made to the
estimated fair value of purchase consideration in the preceding section entitled Purchase Consideration, result in an updated goodwill balance of $4,123 as of September
30, 2022 based on a net upward adjustment of $1,090 during the interim quarterly period ended September 30, 2022.

e. During the fourth quarter of 2022, the Company continued and completed its fair value assessment of accounts receivable, trade inventory and accrued expenses as of the
EPI Health Acquisition date of March 11, 2022, which included analysis based upon year to date activity of those related balances. The related measurement period
downward adjustments related to (i) $141 associated with the collectability of certain trade accounts receivable, (ii) $121 related to both inventory and accrued expenses
for finished goods purchases that should not have been included in the acquisition date balances, (iii) $138 related to amounts due froma collaboration partner that
should not have been included in the acquisition date balances, and (iv) $346 of certain previously accrued legal costs that should not have been accrued. The net results
ofthese adjustments resulted in a reduction to goodwill of $67 during the quarterly period ended December 31, 2022.

The Company determined the estimated fair value of the acquired intangible assets as of the closing date using the income approach. This is a valuation technique that is based on
the market participant’s expectations of the cash flows that the intangible assets are forecasted to generate. The projected cash flows fromthese intangible assets were based on
various assumptions, including estimates of revenues, expenses, and operating profit, and risks related to the viability of and commercial potential for alternative treatments. The
cash flows were discounted at a rate commensurate with the level of risk associated with the projected cash flows. The Company believes the assumptions are representative of
those a market participant would use in estimating fair value.

Goodwill was determined on the basis of the fair values of the assets and liabilities identified at the time of the EPI Health Acquisition. Goodwill was calculated as the excess of the
consideration paid consequent to completing the acquisition, compared to the net assets recognized. Goodwill represents the future economic benefits arising fromthe other
acquired assets, which could not be individually identified and separately valued. Goodwill is primarily attributable to the acquired commercial platformand infrastructure,
including personnel, and expected synergies related to the commercialization of product candidates and has therefore been allocated to the Research and Development Operations
reporting unit.

Pro forma Information

The following pro forma information presents the combined results of operations for the year ended December 31, 2022 and December 31, 2021, as if the Company had completed
the EPI Health Acquisition at the beginning of the periods presented. The pro forma financial information is provided for comparative purposes only and is not indicative of what
actual results would have been had the EPI Health Acquisition occurred at the beginning of the periods presented, nor does it give effect to synergies, cost savings, fair market
value adjustments, and other changes expected to result fromthe EPI Health Acquisition. Accordingly, the pro forma financial results do not purport to be indicative of
consolidated results of operations as of the date hereof, for any period ended on the date hereof, or for any other future date or period. The pro forma financial information has
been calculated after applying the Company’s accounting policies and includes adjustments for transaction-related costs.

Twelve Months Ended

December 31, 2022 December 31, 2021
(unaudited) (unaudited)
Total revenue $ 27,701 $ 19,047
Net loss and comprehensive loss (32,365) (59,748)
Net loss per share, basic and diluted $ 147) $ (3.50)

Note 3: Inventory, net
The major components of inventory, net, were as follows:

December 31, 2022

Finished goods available for sale $ 2,037
Reserve for obsolescence (841)
Inventory, net $ 1,196
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As part of the EPI Health Acquisition, inventory, net, were marked to fair value as part of the Company’s ASC 805 business combination accounting. See Note 2—"Acquisition of
EPI Health” for additional detail.

Note 4: Prepaid Expenses and Other Current Assets

The following table represents the components of prepaid expenses and other current assets as of:

December 31, 2022 December 31, 2021

Inventory and raw material deposits $ 1280 § —

Prepaid service contracts 121 —

Prepaid insurance 1,341 1,697

Prepaid Prescription Drug User Fee Act (PDUFA) fees 1,182 —

Product samples 1,362 —

Other current assets related to leasing arrangement — 109

Prepaid expenses and other current assets 521 766

Total prepaid expenses and other current assets $ 5807 $ 2,572
Note 5: Property and Equipment, Net
Property and equipment consisted of the following:

December 31,
2022 2021

Computer equipment $ 58 3 58
Furniture and fixtures 43 23
Laboratory equipment 6,195 4,134
Office equipment 177 177
Leasehold improvements 10,117 9,391
Property and equipment, gross 16,590 13,783
Less: Accumulated depreciation and amortization (2,708) (1,582)
Total property and equipment, net $ 13,882 § 12,201

Depreciation and amortization expense was $1,178 and $344 for the years ended December 31, 2022 and 2021, respectively.
Corporate and Manufacturing Facility

For the years ended December 31, 2022 and December 31, 2021, the Company had construction in progress amounts related to leasehold improvements of $210 and $7,485,
respectively.

Note 6: Leases
The Company leases office space and certain equipment under non-cancelable lease agreements.

In accordance with ASC 842, Leases, arrangements meeting the definition of a lease are classified as operating or finance leases and are recorded on the balance sheet as both a
right-of-use asset and lease liability, calculated by discounting fixed lease payments over the lease termat the rate implicit in the lease, if available, or otherwise at the Company’s
incremental borrowing rate. For operating leases, interest on the lease liability and the amortization of the right-of-use asset result in straight-line rent expense over the lease term.
Variable lease expenses, if any, are recorded when incurred.

In calculating the right-of-use asset and lease liability, the Company elected, and has in practice, historically combined lease and non-lease components. The Company excludes
short-term leases having initial terms of 12 months or less fromthe guidance as an accounting policy election and recognizes rent expense on a straight-line basis over the lease
term.

Office Lease at Triangle Business Center, Durham, North Carolina

On January 18, 2021, the Company entered into a lease with an initial term expiring in 2032, as amended for 19,265 rentable square feet, located in Durham, North Carolina. This lease
dated as of January 18, 2021, as amended (the "TBC Lease”), is by and between the Company and Copper II 2020, LLC (the "TBC Landlord”), pursuant to which the Company is
leasing space serving as its corporate headquarters and small-scale manufacturing site (the "Premises”) located within the Triangle Business
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Center. The lease executed on January 18, 2021, as amended, was further amended on November 23, 2021 to expand the Premises by approximately 3,642 additional rentable square
feet from 15,623 rentable square feet.

The Premises serves as the Company’s corporate headquarters and supports various cGMP activities, including research and development and small-scale manufacturing
capabilities. These capabilities include the infrastructure necessary to support small-scale drug substance manufacturing and the ability to act as a primary, or secondary backup,
component of a potential future commercial supply chain.

The TBC Lease commenced on January 18, 2021 (the "Lease Commencement Date”). Rent under the TBC Lease commenced in October 2021 (the "Rent Commencement Date”). The
termof'the TBC Lease expires on the last day of'the one hundred twenty-third calendar month after the Rent Commencement Date. The TBC Lease provides the Company with one
option to extend the term of the TBC Lease for a period of five years, which would commence upon the expiration of the original term of the TBC Lease, with base rent of a market
rate determined according to the TBC Lease; however, the renewal period was not included in the calculation of the lease obligation as the Company determined it was not
reasonably certain to exercise the renewal option.

The monthly base rent for the Premises is approximately $40 for months 1-10 and approximately $49 for months 11-12, per the second amendment to the primary lease. Beginning
with month 13 and annually thereafter, the monthly base rent will be increased by 3%. Subject to certain terms, the TBC Lease provided that base rent was abated for three months
following the Rent Commencement Date. The Company is obligated to pay its pro-rata portion of taxes and operating expenses for the building as well as maintenance and
insurance for the Premises, all as provided for in the TBC Lease.

The TBC Landlord has agreed to provide the Company with a tenant improvement allowance in an amount not to exceed $130 per rentable square foot, totaling approximately
$2,450, per the primary lease, inclusive of the first amendment, and $115 per rentable square foot, totaling $419, per the second amendment to the TBC Lease. The tenant
improvement allowance was to be paid over four equal installments corresponding with work performed by the Company. Pursuant to the terms of the TBC Lease, the Company
delivered to the TBC Landlord a letter of credit in the amount of $583, as amended, as collateral for the full performance by the Company of all of its obligations under the TBC
Lease and for all losses and damages the TBC Landlord may suffer as a result of any default by the Company under the TBC Lease. Cash funds maintained in a separate deposit
account at the Company’s financial institution to fully secure the letter of credit are presented as restricted cash in non-current assets on the accompanying consolidated balance
sheets.

Office Lease at Meeting Street, Charleston, South Carolina

On March 3, 2022 EPI Health entered into a sublease agreement with EPG (the "Meeting Street Lease”) for office space at 174 Meeting Street in Charleston, South Carolina for
approximately 6,000 rentable square feet.

The termof the Meeting Street Lease was initially through September 30, 2024, and EPI Health had the right to terminate the Meeting Street Lease with prior notice. On August 31,
2022, EPI Health notified EPG of its termination of the sublease effective February 28, 2023. The monthly base rent for the Meeting Street Lease is $20 for months 1-12, inclusive of
taxes and operating expenses such as maintenance and insurance.

TBC Lease and Meeting Street Lease

Rent expense, including both short-termand variable lease components associated with the TBC Lease and the Meeting Street Lease, as applicable, was $562 for the year ended
December 31, 2022. Rent expense was $467 for the year ended December 31, 2021.

The remaining lease term for the TBC Lease and the Meeting Street Lease are 9.17 years and 0.17 years, respectively, as of December 31, 2022. The weighted average discount rate
for both leases was 8.35% as of December 31, 2022.

Rent expense for leases less than one year in duration was $245 and $539 for the years ended December 31, 2022 and December 31, 2021, respectively.

105



Future minimum lease payments, net of amounts expected to be received related to the tenant improvement allowance, as of December 31, 2022 were as follows:
Maturity of Lease Liabilities Operating Leases

2023 $ 229
2024 626
2025 645
2026 665
2027 685
2028 and beyond 3,016
Total future undiscounted lease payments $ 5,866
Less: imputed interest (1,936)
Total reported lease liability $ 3,930

The table above reflects payments for an operating lease with a remaining term of one year or more, but does not include obligations for short-term leases. In addition, the net cash
flow related to the 2023 fiscal year presented above includes the expected timing of the remaining tenant improvement allowance being funded by the TBC Landlord, which the
Company reasonably expects to receive within the next twelve months, offset by expected lease payments for the corresponding period. During the year ended December 31, 2022
and December 31, 2021 the Company received $508 and $1,523, respectively, related to payments as part of the total TBC Landlord funded tenant improvement allowance.

Components of lease assets and liabilities as of December 31, 2022 were as follows:

As of December 31, 2022

Assets
Right-of-use lease assets $ 1,756
Total lease assets $ 1,756
Liabilities
Operating lease liabilities, current portion $ 191
Operating lease liabilities, net of current portion 3,739
Total lease liabilities $ 3,930

Note 7: Goodwill and Intangible Assets, net

Goodwill

The Company’s goodwill balance as of December 31, 2022 was $4,056. The entire goodwill balance relates to the EPI Health Acquisition during the year ended December 31, 2022.
None of the goodwill is expected to be deductible for income tax purposes. All of the goodwill has been allocated to the Research and Development Operations reporting unit and
operating segment, which has a negative carrying amount.

Intangible Assets

The following table presents both definite and indefinite lived intangible assets as of December 31, 2022, comprised primarily of acquired product rights related to the EPI Health
Acquisition:

Accumulated Remaining Useful Life
Initial Carrying Value Amortization Net Book Value (Years)

Rhofade $ 15500 $ 85 $ 14,665 14.25
Wynzora 2,000 108 1,892 14.25
Minolira 8,500 458 8,042 14.25
Cloderm 1,000 54 946 14.25
Sitavig 2,000 145 1,855 13.94
Website domain 75 — 75

Total intangible assets $ 29,075 $ 1,600 27475
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The Company amortizes the product rights related to its commercial product portfolio over their estimated useful lives. As part of the EPI Health Acquisition, product rights were
recorded at fair value as part of the Company’s ASC 805 business combination accounting. See Note 2—"Acquisition of EPI Health” for additional detail.

The following table represents annual amortization of definite lived intangible assets for the next five fiscal years, and thereafter:

2023 $ 1,935
2024 1,941
2025 1,935
2026 1,935
2027 1,935
Thereafter 17,719
Total amortization $ 27,400
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Note 8: Accounts Payable and Accrued Expenses
The following table represents the components of accounts payable as of December 31, 2022 and December 31, 2021:

December 31, 2022 December 31, 2021
Rebates, coupons, discounts and chargebacks $ 9,509 $ —
Finished goods inventory 721 —
Construction in process — 451
Outside research and development services 721 140
Facility service providers — 87
Legal and professional fees 530 193
SB206 regulatory activities 422 417
SB206 pre-commercial and marketing 153 682
Other payables 1,633 200
Total accounts payable $ 13,689  § 2,170

The following table represents the components of accrued expenses as of December 31, 2022 and December 31, 2021:

December 31, 2022 December 31, 2021
Accrued rebates, coupons, discounts and chargebacks $ 8671 §$ —
Accrued returns 3,011 —
Accrued compensation 937 1,543
Accrued outside research and development services 410 194
Accrued legal and professional fees 542 427
Accrued royalties 675 —
Accrued milestones 1,250 —
Accrued construction in process — 1,020
Accrued insurance 747 —
Accrued SB206 regulatory activities 165 —
Accrued Wynzora payments due to collaborator 532 —
Accrued MC2 collaboration deposit 1,149 —
Accrued other expenses 535 1,804
Total accrued expenses $ 18,624  $ 4,988

See Note 9—"Commitments and Contingencies”, Note 12—"License and Collaboration Agreements”, Note 13—"Net Product Revenues” and Note 14—"License and Collaboration
Revenues” for certain obligations and contingent payments related to license agreements, including those related to the Company’s commercial product portfolio.

Note 9: Commitments and Contingencies
Commitments
Factoring Arrangement

On December 1, 2022, EPI Health entered into an accounts receivable-backed factoring agreement (the "Factoring Agreement”) with CSNK Working Capital Finance Corp. d/b/a
Bay View Funding ("Bay View”), a subsidiary of Heritage Bank of Commerce. Pursuant to the Factoring Agreement, EPI Health may sell certain trade accounts receivable to Bay
View fromtime to time, with recourse. The factoring facility provides for EPI Health to have access to the lesser of (i) $15,000 (the "Maximum Credit”) or (ii) the sumof all
undisputed receivables purchased by Bay View multiplied by 70% (which percentages may be adjusted by Bay View in its sole discretion), less any reserved funds. Upon receipt
of any advance, EPI Health will have sold and assigned all of'its rights in such receivables and all proceeds thereof.

108



In connection with the factoring facility, EPI Health will be charged a finance fee, defined as a floating rate per annumon outstanding advances under the Factoring Agreement,
equal to the prime rate plus 2.00%, due on the first day of each month. EPI Health will also be charged a factoring fee of 0.35% of the gross face value of any trade accounts
receivable for each 30 day period after the trade accounts receivable is purchased. Bay View has the right to demand repayment of any purchased receivables that remain unpaid
for 90 days after purchase (or 100 days in the case of certain wholesale customers) or with respect to which any account debtor asserts a dispute.

The factoring facility is for an initial term of twelve months and will renew on a year to year basis thereafter, unless terminated in accordance with the Factoring Agreement. EPI
Health may terminate the facility at any time upon 60 days prior written notice and payment to Bay View of an early termination fee equal to 0.25% of the Maximum Credit multiplied
by the number of months remaining in the term.

All collections of purchased receivables will go directly to a controlled lockbox and Bay View shall apply these collections to EPI Health’s obligations. At the end of each
reconciliation period, the collection amount, net of the advanced amount, factoring and financing fees, and other payment obligations, as applicable, will be refunded to EPI Health.
Bay View has a full recourse right as stated above. If Bay View cannot collect the factored receivables from debtors, EPI Health must refund the advanced amount for any
uncollected receivables fromdebtors.

The Company has evaluated the Factoring Agreement under guidance in ASC 860, Transfers and Servicing (" ASC 860”). Based upon that evaluation, the Company has concluded
that this agreement does not meet the criteria for sales accounting, and therefore is accounting for the Factoring Agreement as a secured borrowing. Accordingly, the Company
records the advanced amount outstanding as a short-term liability and amounts in the controlled lockbox, which represent funds in transit to be applied against outstanding
borrowings, as current restricted cash on its consolidated balance sheet. As of December 31, 2022, $10,302 of advances were outstanding under the Factoring Agreement.

During the year ended December 31, 2022, the Company incurred total costs of factoring, including the factoring fees, financing fees and administrative fees of $185, with $73
included as interest expense and the reminder included in selling, general and administrative expense in the consolidated statement of operations.

Contingencies

Fromtime to time, the Company may have certain contingent liabilities that arise in the ordinary course of business activities. The Company accrues a liability for such matters
when it is probable that future expenditures will be made and such expenditures can be reasonably estimated. See Legal Proceedings below for further discussion of pending legal
clains.

The Company has entered into, and expects to continue to enter into, contracts in the normal course of business with various third parties who support its clinical trials, preclinical
research studies and other services related to its development activities, including drug substance and drug product manufacturing technical trans fer capabilities, production and
supportive costs. The scope of the services under these agreements can generally be modified at any time, and these agreements can generally be terminated by either party aftera
period of notice and receipt of written notice.

In connection with entering into the Equity Distribution Agreement with Oppenheimer discussed in Note 11—"Stockholders' Equity”, the Company terminated its common stock
purchase agreement with Aspire Capital on March 10, 2022. Other than such termination and the repayment and termination of the Seller Note discussed in Note 10—"Notes
Payable”, there have been no material contract terminations as of December 31, 2022.

See Note 11—"Stockholders' Equity” regarding outstanding common stock warrants.

See Note 12—"License and Collaboration Agreements”, Note 13—"Net Product Revenues” and Note 14—"License and Collaboration Revenues” regarding the Company’s license
agreements.

See Note 15—"Research and Development Agreements” regarding the Purchase Agreement with Reedy Creek and the Funding Agreement with Ligand.
Legal Proceedings

The Company is not currently a party to any material legal proceedings and is not aware of any claims or actions pending against the Company that the Company believes could
have a material adverse effect on the Company’s business, operating results, cash flows or financial statements. In the future, the Company might from time to time become
involved in litigation relating to claims arising fromits ordinary course of business.

Compensatory Obligations

The Company enters into employment agreements with certain officers and employees. These agreements are in the normal course of business and contain certain customary
Company controlled termination provisions which, if triggered, could result in future severance payments.
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See Note 16—"Stock Based Compensation” regarding Stock Appreciation Rights, Restricted Stock Units and Stock Options.

Contingent Payment Obligations Related to the Purchase of EPI Health

See Note 2—" Acquisition of EPI Health” for certain contingent payments related to consideration due to EPGupon achievement of certain milestones by EPI Health.
Contingent Payment Obligations from Historical Acquisitions by EPI Health

EPI Health has in the past acquired certain rights to pharmaceutical products and such arrangements have typically included requirements that EPI Health make certain contingent
payments to the applicable seller as discussed below.

Rhofade. On October 10, 2019, EPI Health entered into an agreement whereby it acquired certain assets related to Rhofade (the "Rhofade Acquisition Agreement”). In connection
with the Rhofade Acquisition Agreement, EPI Health is required to make the following milestone payments to the seller upon reaching the following net sales thresholds during
any calendar year following the closing date, as defined in the Rhofade Acquisition Agreement:

Calendar Year Net Sales Threshold Milestone Payment
$ 50,000 $ 5,000
$ 75,000 $ 5,000
$ 100,000 $ 10,000

Under the terms of the Rhofade Acquisition Agreement, EPI Health assumed certain liabilities of the prior licensees of the product Rhofade. In particular, EPI Health is required to
pay certain earnout payments pursuant to historic acquisition agreements for Rhofade upon the achievement of net sales thresholds higher than those set forth above. However,
the Company has not recognized a liability for such Rhofade milestones based on current and historical sales figures and management’s estimates of future sales.

Cloderm. On September 28, 2018, EPI Health entered into an agreement pursuant to which it acquired assets related to the product Cloderm. EPI Health is required to pay a low
double-digit royalty once cumulative net sales of Clodermreach $20,833, until $6,500 of royalty payments have been made by EPI Health.

Minolira. On August 20, 2018, EPI Health entered into an agreement pursuant to which it acquired assets related to the product Minolira. In connection with the agreement, EPI
Health is required to make the following milestone payments to the seller upon reaching cumulative net sales thresholds as defined in the acquisition agreement:

Cumulative Net Sales Threshold Milestone Payment
$ 10,000 $ 1,000
$ 20,000 $ 1,000
Each additional $ 20,000 $ 1,500

See Note 12—"License and Collaboration Agreements”, Note 13—"Net Product Revenues” and Note 14—"License and Collaboration Revenues” for certain obligations and
contingent payments related to license agreements, including those related to the Company’s commercial product portfolio.

Note 10: Notes Payable
Seller Note with Evening Post Group

On March 11, 2022, at the closing of the EPI Health Acquisition, the Company entered into a secured promissory note and security agreement with EPG. The Company entered into
the Seller Note with EPGto finance a portion of the Closing Purchase Price related to the EPI Health Acquisition.

The Seller Note had a principal amount of $16,500 with interest-only payments due over the course of the 24-month term of the Seller Note. The Seller Note bore interest at the rate
0f 5.0% per annum for the first 90 days after the closing date, 15.0% per annum for the following 12 months, and 18.0% per annum for the remainder of the term. The non-amortizing
principal of the Seller Note was to be paid in full at maturity and was secured by the membership interests of EPI Health held by the Company. EPI Health was a guarantor of the
Seller Note. There was no penalty for repaying the Seller Note prior to the end of the term. Based on the escalating interest rate over the termof the Seller Note, the Company
recorded interest expense using the effective interest method.
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During the year ended December 31, 2022, the Company recorded interest expense of $1,375, related to the Seller Note, of which $635 related to accretion of the debt discount
which was recorded related to the Seller Note’s fair value estimate as of the date of the EPI Health Acquisition.

On July 13,2022, the Company reached agreement with EPGregarding payment and termination of the Seller Note. Upon the Company’s payment to EPG of $10,000, or an
approximate 39% discount on the original principal amount of the Seller Note, the Seller Note and all related security agreements were terminated.

Pursuant to the terms of the Seller Note, there was no penalty for repaying the Seller Note prior to the end of the term. In connection with the repayment of the Seller Note, the
guaranty agreement between EPGand EPI Health, dated March 11, 2022, was terminated as of July 13, 2022. Accordingly, the liens on the membership interests and assets of EPI
Health were also terminated such that no obligations with respect to the Seller Note and related securities agreement or the underlying loan remain outstanding.

Upon repayment and termination of the Seller Note, the Company recognized a $4,340 gain on debt extinguishment within the consolidated statements of operations and
comprehensive loss. This gain represents (i) the $3,939 difference between the Seller Note’s $10,000 termination and settlement value and its $13,939 carrying value at the date of
termination; and (i) a $401 write-off of accrued interest outstanding upon termination of the Seller Note.

See Note 2—"Acquisition of EPI Health” for additional detail regarding the Seller Note as it relates to the EPI Health purchase consideration and its estimated fair value and
measurement period adjustments.

Paycheck Protection Program

On April 22, 2020, the Company entered into a promissory note, which was subsequently amended (the "Note”), evidencing an unsecured loan in the amount of approximately $956
made to the Company (the "Loan”) under the Paycheck Protection Program (the "PPP”). The PPP was established under the Coronavirus Aid, Relief, and Economic Security Act
(the "CARES Act”) and is administered by the United States Small Business Administration (the "SBA”). The Loan was made through PNC Bank, National Association. Subject to
the terms of the Note, the Loan’s interest rate was fixed at one percent (1%) per annum.

Under the terms of the CARES Act, PPP loan recipients could apply for and be granted forgiveness for all or a portion of loans granted under the PPP, with such forgiveness to be
determined, subject to limitations, based on the use of loan proceeds for payment of permitted and programreligible expenses. Interest payable on the Note could be forgiven only
ifthe SBA agrees to pay such interest on the forgiven principal amount of the Note.

The Company previously applied for and during the second quarter of 2021 received notification of forgiveness of the entire loan balance, including any accrued interest. Based
upon the Notice of Paycheck Protection Program Forgiveness Payment received by the Company fromthe SBA, as of June 14, 2021, the forgiveness of the principal balance of $956
is presented within the consolidated statements of operations and comprehensive loss as a gain on debt extinguishment.

Note 11: Stockholders’ Equity
Capital Structure

In conjunction with the completion of the Company’s initial public offering in September 2016, the Company amended its restated certificate of incorporation and amended and
restated its bylaws. The amendment provided for 210,000,000 authorized shares of capital stock, of which 200,000,000 shares are designated as $0.0001 par value common stock and
10,000,000 shares are designated as $0.0001 par value preferred stock.

At the Company’s Annual Meeting of Stockholders held on July 28, 2020 (the "2020 Annual Meeting”), the Company’s stockholders approved an amendment to the Company’s
restated certificate of incorporation of the Company to effect a reverse stock split of the Company’s common stock at a ratio of not less than one-for-two and not more than one-
for-fifteen, with such ratio and the implementation and timing of such reverse stock split to be determined by the Company’s board of directors in its sole discretion. On May 18,
2021, the Company’s board of directors approved a one-for-ten reverse stock split of the Company’s issued and outstanding common stock. On May 24, 2021, the Company filed
with the Secretary of State of the State of Delaware a Certificate of Amendment to the Restated Certification of Incorporation of the Company in order to effect the Reverse Stock
Split. The Reverse Stock Split became effective as of 5:00 p.m. Eastern Time on May 25, 2021, and the Company’s common stock began trading on a split-adjusted basis on May 26,
2021. As aresult of the Reverse Stock Split, on the effective date thereof, each outstanding ten (10) shares of common stock combined into and became one (1) share of common
stock, and the number of the Company’s issued and outstanding shares of common stock was reduced to 15,170,678. The accompanying consolidated financial statements and
related notes give retroactive effect to the Reverse Stock Split.
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March 2022 Equity Distribution Agreement — At-the-Market Facility

On March 11, 2022, the Company entered into an Equity Distribution Agreement (the "Equity Distribution Agreement”) with Oppenheimer & Co. Inc. ("Oppenheimer”). Pursuant to
the Equity Distribution Agreement, the Company may fromtime to time issue and sell to or through Oppenheimer, acting as the Company’s sales agent, shares of the Company’s
common stock, par value $0.0001 per share having an aggregate offering price of up to $50,000. Sales of the shares, if any, will be made by any method permitted by law deemed to
be an "at the market offering” as defined in Rule 415(a)(4) promulgated under the Securities Act of 1933 ("Securities Act”), or, if expressly authorized by the Company, in privately
negotiated transactions. As sales agent, Oppenheimer will offer the shares at prevailing market prices and will use its commercially reasonable efforts, consistent with its sales and
trading practices, to sell on the Company’s behalf all of the shares requested to be sold by the Company, subject to the terms and conditions of the Equity Distribution Agreement.
The Company or Oppenheimer may suspend the offering of the shares upon proper notice to the other party. The offering of the shares pursuant to the Equity Distribution
Agreement will terminate upon the sale of shares in an aggregate offering amount equal to $50,000, or sooner if either the Company or Oppenheimer terminates the Equity
Distribution Agreement as permitted by its terms.

The Company will pay Oppenheimer a commission equal to 3.0% of the aggregate gross proceeds fromthe sale of the shares sold pursuant to the Equity Distribution Agreement
and will reimburse Oppenheimer for certain expenses incurred in connection with its services under the Equity Distribution Agreement. The foregoing rate of compensation will not
apply when Oppenheimer acts as principal, in which case the Company may sell the shares to Oppenheimer as principal at a price agreed upon among the parties.

During the year ended December 31, 2022, the Company sold 645,105 shares of'its common stock at an average price of approximately $2.66 per share for total net proceeds of
$1,665 under the Equity Distribution Agreement.

In relation to the June 2022 Registered Direct Offering (as defined and described below), the Company agreed not to issue any additional securities in any variable rate transaction
(as defined in the related securities purchase agreement), including under the Equity Distribution Agreement, until December 13, 2022, unless, on or after September 11, 2022, the
VWAP (as defined in the related securities purchase agreement) for the trading day prior to the date of the transaction was greater than 50% above the exercise price for the June
2022 Common Warrants.

Equity Offerings and Outstanding Common Stock Warrants

The Company has historically entered into equity offerings with underwriters and placement agents. Certain of these offerings, such as the June 2022 Registered Direct Offering,
the March 2020 Public Offering, the March 2020 Registered Direct Offering and the January 2018 Offering, included certain common stock warrant and pre-funded warrant
issuances.

The following table presents the Company’s outstanding warrants to purchase common stock for the periods indicated.

December 31, Ex.ercise
Price Per
2022 2021 Share
Warrants to purchase common stock issued in the January 2018 Offering — 999,850 $ 46.60
Warrants to purchase common stock issued in the June 2022 Registered Direct Offering 5,261,311 — 2.851
Warrants to purchase common stock issued in the March 2020 Public Offering 252,417 252,417 3.00
Underwriter warrants to purchase common stock associated with the March 2020 Public Offering 11,304 11,304 3.75
Placement agent warrants to purchase common stock issued in the March 2020 Registered Direct Offering 10,605 10,605 5.375
5,535,637 1,274,176
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The weighted average exercise price per share for warrants outstanding as of December 31, 2022 and December 31, 2021 was $2.86 and $37.24, respectively. For the years ended
December 31, 2022 and December 31, 2021, total proceeds fromthe exercise of common stock warrants was zero and $461, respectively.

June 2022 Registered Direct Offering

On June 9, 2022, the Company entered into a securities purchase agreement with an institutional investor (the "Purchaser”), pursuant to which the Company agreed to issue and
sell to the Purchaser, in a registered direct offering priced at-the-market under Nasdaq rules (the "June 2022 Registered Direct Offering”) (i) 2,080,696 shares (the "June 2022
Shares”) of the Company’s common stock, and accompanying common stock warrants (the "June 2022 Common Warrants”) to purchase an aggregate of 2,080,696 shares of
common stock, for a combined price of $2.851 per share and accompanying common warrant, and (i) pre-funded warrants to purchase 3,180,615 shares of the Company’s common
stock (the "June 2022 Pre-funded Warrants™) and accompanying common warrants to purchase 3,180,615 shares of common stock, for a combined price of $2.841 per pre-funded
warrant and accompanying common warrant. The June 2022 Registered Direct Offering closed on June 13, 2022. Net proceeds fromthe offering were approximately $14,020 after
deducting fees and commissions and offering expenses of approximately $948. Offering costs were netted against the offering proceeds and recorded to additional paid-in capital.

As of December 31, 2022, no June 2022 Pre-funded Warrants and 5,261,311 June 2022 Common Warrants are outstanding.

The Company entered into a placement agent agreement (the "Placement Agent Agreement”) dated as of June 9, 2022, engaging Oppenheimer to act as the sole placement agent in
connection with the June 2022 Registered Direct Offering. Pursuant to the Placement Agent Agreement, the Company agreed to pay Oppenheimer a placement agent fee in cash
equal to 5.0% of the gross proceeds fromthe sale of the June 2022 Shares, the June 2022 Pre-funded Warrants and the June 2022 Common Warrants, and to reimburse certain
expenses of Oppenheimer in connection with the June 2022 Registered Direct Offering. Each June 2022 Pre-funded Warrant had an exercise price of $0.01 per share. The June 2022
Pre-funded Warrants were exercisable immediately upon issuance until all of the June 2022 Pre-funded Warrants were exercised in full. Each June 2022 Common Warrant is
immediately exercisable and has an exercise price of $2.851 per share and will expire five years fromthe date of issuance.

The exercise price and the number of shares of common stock purchasable upon the exercise of the June 2022 Pre-funded Warrants and June 2022 Common Warrants are subject to
adjustment upon the occurrence of specific events, including stock dividends, stock splits, reclassifications and combinations of the Company’s common stock.

Common warrants. The June 2022 Common Warrants include certain provisions that establish warrant holder settlement rights that take effect upon the occurrence of certain
fundamental transactions. The June 2022 Common Warrants define a fundamental transaction to generally include any consolidation, merger or other transaction whereby another
entity acquires more than 50% of the Company’s outstanding common stock or the sale of all or substantially all of the Company’s assets. The fundamental transaction provision
provides the warrant holders with the option to settle any unexercised warrants for cash in the event of certain fundamental transactions that are within the control of the
Company. For any fundamental transaction that is not within the control of the Company, including a fundamental transaction not approved by the Company’s board of directors,
the warrant holder will only be entitled to receive fromthe Company or any successor entity the same type or form of consideration (and in the same proportion) that is being
offered and paid to the stockholders of the Company in connection with the fundamental transaction, whether that consideration be in the formof cash, stock or any combination
thereof. In the event of any fundamental transaction, and regardless of whether it is within the control of the Company, the settlement amount of the June 2022 Common Warrants
(whether in cash, stock or a combination thereof) is determined based upon a Black-Scholes value that is calculated using inputs as specified in the June 2022 Common Warrants,
including a defined volatility input equal to the greater of the Company’s 100-day historical volatility or 100%.

The June 2022 Common Warrants also include a separate provision whereby the exercisability of such warrants may be limited if, upon exercise, the warrant holder or any of its
affiliates would beneficially own more than 4.99% (or an amount up to 9.99% if the holder so elects) of the Company’s common stock.

The Company assessed the June 2022 Common Warrants for appropriate equity or liability classification pursuant to the Company’s accounting policy described in Note 1
—"Organization and Significant Accounting Policies”. During this assessment, the Company determined (i) the June 2022 Common Warrants did not constitute a liability under
ASC480; (ii) the June 2022 Common Warrants met the definition of a derivative under ASC 815; (iii) the warrant holder’s option to receive a net cash settlement payment under the
June 2022 Common Warrants only becomes exercisable upon the occurrence of certain specified fundamental transactions that are within the control of the Company; (iv) upon the
occurrence of a fundamental transaction that is not within the control of the Company, the warrant holder would receive the same type or form of consideration offered and paid to
common stockholders; (v) the June 2022 Common Warrants are indexed to the Company’s common stock; and (vi) the June 2022 Common Warrants met all other conditions for
equity classification under ASC 480 and ASC 815. Based on the results of this assessment, the Company concluded that the June 2022 Common Warrants are
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freestanding equity-linked derivative instruments that met the criteria for equity classification. Accordingly, the June 2022 Common Warrants were classified as equity and were
accounted for as a component of additional paid-in capital at the time of issuance.

Pre-funded warrants. The June 2022 Pre-funded Warrants’ fundamental transaction provision did not provide the warrant holders with the option to settle any unexercised
warrants for cash in the event of any fundamental transactions; rather, in all fundamental transaction scenarios, the warrant holder was only entitled to receive fromthe Company
or any successor entity the same type or formof consideration (and in the same proportion) that was being offered and paid to the stockholders of the Company in connection
with the fundamental transaction, whether that consideration be in the formof cash, stock or any combination thereof. The June 2022 Pre-funded Warrants also included a separate
provision whereby the exercisability of the warrants could be limited if, upon exercise, the warrant holder or any of its affiliates would beneficially own more than 4.99% (or an
amount up to 9.99% if the holder so elects) of the Company’s common stock.

The Company assessed the June 2022 Pre-funded Warrants for appropriate equity or liability classification pursuant to the Company’s accounting policy described in Note 1
—"Organization and Significant Accounting Policies”. During this assessment, the Company determined the June 2022 Pre-funded Warrants were freestanding instruments that
did not meet the definition of a liability pursuant to ASC 480 and did not meet the definition of a derivative pursuant to ASC 815. The June 2022 Pre-funded Warrants were indexed
to the Company’s common stock and met all other conditions for equity classification under ASC 480 and ASC 815. Based on the results of this assessment, the Company
concluded that the June 2022 Pre-funded Warrants were freestanding equity-linked financial instruments that met the criteria for equity classification under ASC 480 and ASC 815.
Accordingly, the June 2022 Pre-funded Warrants were classified as equity and were accounted for as a component of additional paid-in capital at the time of issuance.

June 2021 Public Offering

On June 17, 2021, the Company entered into an underwriting agreement with Cantor Fitzgerald & Co., as underwriter, pursuant to which the Company agreed to issue and sell an
aggregate of 3,636,364 shares of the Company’s common stock at a price to the public of $11.00 per share, less underwriting discounts and commissions. The Company also
granted the underwriter a 30-day option (the "Underwriter Option”) to purchase up to an additional 545,454 shares of common stock at the public offering price, less underwriting
discounts and commissions. The June 2021 Public Offering closed on June 21, 2021, and the Underwriter Option expired unexercised in July 2021.

Net proceeds fromthe June 2021 Public Offering were approximately $37,236 after deducting underwriting discounts and commissions and offering expenses of approximately
$2,764. Offering costs were netted against the offering proceeds and recorded to additional paid-in capital.

The June 2021 Public Offering was made pursuant to the Company’s effective shelf registration statement on Form S-3 (No. 333-236583), filed with the Securities and Exchange
Commission ("SEC”) and declared effective by the SEC on April 10, 2020, including a prospectus contained therein dated as of April 10, 2020, as supplemented by a prospectus
supplement, dated June 17, 2021.

March 2020 Public Offering

On February 27, 2020, the Company entered into an underwriting agreement with H.C. Wainwright, as underwriter, relating to the offering, issuance and sale of common stock, pre-
funded warrants, and accompanying common warrants (the "CMPO Common Warrants”), in a public offering (the "March 2020 Public Offering”). The number of CMPO Common
Warrants, excluding pre-funded warrants, issued in connection with the March 2020 Public Offering totaled 2,108,333. At closing, the Company also issued to designees of H.C.
Wainwright, as underwriter, warrants to purchase an aggregate ofup to 59,496 shares of common stock (the "CMPO UW Warrants”) representing 3.0% of the aggregate number of
shares of common stock sold and shares of common stock underlying the pre-funded warrants sold in the March 2020 Public Offering.

The CMPO Common Warrants have an exercise price of $3.00 per share and expire five years fromthe date of issuance. During the year ended December 31, 2022, there were no
exercises of CMPO Common Warrants. During the year ended December 31, 2021, warrant holders exercised 10,000 of the CMPO Common Warrants for total proceeds of
approximately $30. There were 252,417 of the CMPO Common Warrants outstanding as of December 31, 2022.

The CMPO UW Warrants have an exercise price of $3.75 per share and expire five years fromthe date of issuance. During the year ended December 31, 2022, there were no
exercises of CMPO UW Warrants. During the year ended December 31, 2021, warrant holders exercised 48,192 of the CMPO UW Warrants for total proceeds of approximately $181.
There were 11,304 of the CMPO UW Warrants outstanding as of December 31, 2022.

March 2020 Registered Direct Offering

On March 24, 2020, the Company entered into a securities purchase agreement with several institutional and accredited investors, pursuant to which the Company agreed to sell
and issue shares of the Company’s common stock and pre-funded
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warrants in a registered direct offering priced at the market (the "March 2020 Registered Direct Offering”). The March 2020 Registered Direct Offering closed on March 26, 2020. At
closing, the Company issued to designees of H.C. Wainwright, as placement agent, warrants to purchase an aggregate of up to 55,814 shares of common stock (the "RDO PA
Warrants”) representing 3.0% of the aggregate number of shares of common stock sold and shares of common stock underlying pre-funded warrants sold in the March 2020
Registered Direct Offering.

The RDO PA Warrants have an exercise price of $5.375 per share and expire five years fromthe date of issuance. During the year ended December 31, 2022, there were no exercises
of RDO PA Warrants. During the year ended December 31, 2021, warrant holders exercised 45,209 of the RDO PA Warrants for total proceeds of approximately $243. There were
10,605 of the RDO PA Warrants outstanding as of December 31, 2022.

January 2018 Offering

There were no exercises of warrants issued in the Company’s public offering that closed on January 9, 2018 (the "January 2018 Offering™) during the year ended December 31, 2022.
During the year ended December 31, 2021, warrant holders exercised 150 of the warrants issued in the January 2018 Offering. On January 9, 2022, the remaining 999,850 outstanding
warrants related to the January 2018 Offering expired without being exercised.

Aspire Common Stock Purchase Agreement

On July 21, 2020, the Company entered into the Common Stock Purchase Agreement (the "July 2020 CSPA”) with Aspire Capital Fund, LLC (" Aspire”), which provided that, upon
the terms and subject to the conditions and limitations set forth therein, Aspire was committed to purchase up to an aggregate of $30,000 of shares of the Company’s common
stock at the Company’s request fromtime to time during the 30-month term of the July 2020 Aspire CSPA. Upon execution of the July 2020 Aspire CSPA, the Company agreed to
sell to Aspire 555,555 shares of its common stock at $9.00 per share for proceeds of $5,000. In consideration for entering into the July 2020 Aspire CSPA, upon satisfaction of
certain conditions under the July 2020 Aspire CSPA, the Company issued to Aspire 100,000 shares of the Company’s common stock (the "July 2020 Commitment Shares”). The
July 2020 Commitment Shares, valued at approximately $847, were recorded in July 2020 as non-cash costs of equity financing and included within general and administrative
expenses. The July 2020 Aspire CSPA replaced the June 2020 Aspire Common Stock Purchase Agreement, which was terminated under the terms of the July 2020 Aspire CSPA.

On March 9, 2022, the Company provided notice to Aspire electing to terminate the July 2020 CSPA effective as of March 10, 2022. By its terms, the July 2020 CSPA could be
terminated by the Company at any time, at its discretion, without any penalty or additional cost to the Company.

During the year ended December 31, 2022, there were no sales of common stock under the July 2020 CSPA. During the year ended December 31, 2021, the Company sold 493,163
shares of its common stock at an average price of $1.28 for total proceeds of $6,334.

Common Stock

The Company’s common stock has a par value of $0.0001 per share and consists of 200,000,000 authorized shares as of December 31, 2022 and December 31, 2021. There were
24,722,308 and 18,815,892 shares of common stock outstanding as of December 31, 2022 and December 31, 2021, respectively.

The Company had reserved shares of common stock for future issuance as follows:

December 31,

2022 2021
Outstanding warrants to purchase common stock (Note 11) 5,535,637 1,274,176
Outstanding stock options (Note 16) 1,032,570 518,553
Nonvested restricted stock units (Note 16) 457,406 —
Outstanding stock appreciation rights (Note 16) 60,000 60,000
For possible future issuance under the 2016 Stock Plan (Note 16) 241,801 1,213,224
7,327,414 3,065,953

Related Party Stock Repurchase

In April 2016, the Company repurchased 950 shares of its common stock for an aggregate price of $155 froman executive of the Company who was also a member of the Company’s
board of directors at that time. The repurchase of these shares is recorded as treasury stock on the accompanying consolidated balance sheets as of December 31, 2022 and
December 31, 2021.
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Preferred Stock

The Company’s restated certificate of incorporation provides the Company’s board of directors with the authority to issue $0.0001 par value preferred stock from time to time in
one or more series by adopting a resolution and filing a certificate of designations. Voting powers, designations, preferences, dividend rights, conversion rights and liquidation
preferences shall be stated and expressed in such resolutions. There were 10,000,000 shares designated as preferred stock and no shares outstanding as of December 31, 2022 and
December 31, 2021.

Note 12: License and Collaboration Agreements
Wynzora Agreement

Effective as of January 1, 2022, EPI Health entered into an amended and restated promotion and collaboration agreement with MC2 Therapeutics Limited ("MC2”), relating to the
commercialization of Wynzora for treatment of plaque psoriasis in adults in the United States (the "MC2 Agreement”). Pursuant to the MC2 Agreement, which sets forth the
collaborative efforts between EPI Health and MC2 to commercialize and promote Wynzora with MC2 in the United States, MC2 granted EPI Health an exclusive right and license
under MC2’s intellectual property rights to sell, or detail (as defined in the MC2 Agreement), and engage in certain commercialization activities with respect to Wynzora in the
United States.

In exchange for the provision of promotional and commercialization activities, under the terms of the MC2 Agreement, EPI Health is entitled to receive:

*  Reimbursement for all incremental costs incurred by the Company for the promotion and commercialization of Wynzora, including the incremental portion of the
Company’s personnel and commercial operating costs. The supply price of Wynzora product inventory is also considered to be an incremental cost that is reimbursed by
MC2.

* A commercialization fee equivalent to a percentage of net sales ranging fromthe mid-teens for net sales less than or equal to $65,000 to the upper single digits for annual
net sales greater than $105,000. EPI Health collects this commercialization fee by retaining its portion of the Wynzora product net sales it collects fromits customers, with
the remainder of the net sales being remitted by EPI Health to MC2 periodically in the form of a royalty payment, pursuant to the MC2 Agreement.

* A contingent incentive fee equal to 5% of the first $30,000 in net sales of Wynzora sold in the United States by EPI Health in each of the 2022 and 2023 calendar years;
provided that such incentive fee shall not exceed $1,500 each year and such incentive fee shall not be credited to EPI Health until the royalty payments paid to MC2
surpass the amount of certain commercialization payments made previously by MC2.

The term of the MC2 Agreement runs until the seventh anniversary of the first commercial sale of Wynzora (as defined in the MC2 Agreement) or June 30, 2028, whichever is
earlier. Either party may terminate the MC2 Agreement for the other party’s material uncured breach or the bankruptcy or insolvency of the other party. MC2 may terminate the
MC2 Agreement under certain scenarios, including for convenience with twelve months’ advance notice to EPI Health, provided that the termination is not effective unless MC2
pays any unpaid historical liabilities related to commercialization of Wynzora owed by MC2. In the case of such termination, MC2 is also required to make an additional sunset
payment to EPI Health, paid in installments over the 24 month period following termination. EPI Health may terminate the MC2 Agreement for convenience with twelve months’
advance notice to MC2 provided that the termination is not effective unless the Company provides MC2 with a guarantee of the payment of any outstanding royalty payments, to
the extent such royalty payments owed by EPI Health exceed any unpaid historical liabilities related to commercialization of Wynzora owed by MC2.

Rhofade Agreements

In connection with the Rhofade Acquisition Agreement that is described in Note 9—"Commitments and Contingencies”, EPI Health acquired rights to that certain Assignment and
License Agreement, whereby EPI Health licenses certain intellectual property from Aspect Pharmaceuticals, LLC (" Aspect” and such agreement, the "Aspect Agreement”). Under
the terms of the Aspect Agreement, EPI Health, as successor-in-interest, has exclusive rights to, and is required to use commercially reasonable efforts to, commercialize the
Rhofade product. EPI Health also has a duty to certain other parties to use commercially reasonable efforts to commercialize the Rhofade product based on historical acquisition
agreements for Rhofade that were assumed by EPI Health.

The Aspect Agreement expires upon the last-to-expire of patent claims made under the assigned and licensed patents under the Aspect Agreement. Aspect may terminate the
agreement upon a material breach by EPI Health after providing an opportunity to cure. Upon such termination by Aspect, EPI Health will cease all development and
commercialization of Rhofade and EPI Health will assign and convey to Aspect its entire right, title and interest in and to the assigned intellectual property transferred under the
Aspect Agreement.
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Additionally, under the Aspect Agreement, the Rhofade Acquisition Agreement and the other historical acquisitions related to Rhofade, EPI Health is also required to pay a
combined royalty on net sales of Rhofade and related products initially in the low double digits, which rate may increase based on the thresholds of net sales achieved by EPI
Health. EPI Health is also required to pay 25% of any upfront, license, milestone or other related payments received by EPI Health related to any sublicenses of Rhofade and related
products.

In connection with two abbreviated new drug application ("ANDA”) settlement agreements that EPI Health entered into in connection with Rhofade in 2021, EPI Health granted
two ANDA filers a license to launch their own generic product for the treatment of erythema in rosacea. The actual timing of the launch of such generic products is uncertain
because the launch dates of such products under the settlement agreements are subject to acceleration under certain circumstances. In the absence of any circumstances
triggering acceleration, the earliest launch of such a generic product would be in the third quarter of 2026.

Minolira Agreements

In connection with the Minolira acquisition that is described in Note 9—"Commitments and Contingencies”, EPI Health assumed the royalty obligation related to an ANDA
settlement in connection with Minolira. Accordingly, EPI Health is required to pay a royalty to an ANDA filer in the low double digits of any generic form of Minolira that is the
pharmaceutical equivalent of the 105 mg or 135 mg strength Minolira product.

Sitavig Agreements

On February 21, 2020, EPI Health entered into an agreement with Vectans Pharma (" Vectans”) in which the parties terminated an existing license agreement dated March 17, 2014
which granted EPI Health the exclusive right to develop and commercialize a prescription Sitavig product in the United States and Canada, and instead provided that EPI Health
would purchase outright certain intellectual property (and license other intellectual property) related to the prescription Sitavig Rxproduct in the United States and Canada (the
"Vectans Agreement”).

At the time it entered into the Vectans Agreement, EPI Health also entered into an OTC Switch License Agreement (the "OTC License Agreement”) with Bayer Healthcare LLC
("Bayer”). Under the OTC License Agreement, EPI Health granted to Bayer an exclusive and sublicensable license to develop and commercialize an OTC product in the United
States and Canada.

Under the OTC License Agreement, Bayer has agreed to pay EPI Health various regulatory milestone payments upon the achievement of such regulatory milestones equaling a
maximum aggregate amount of $9,500, along with various commercial milestone payments upon the achievement of such commercial milestones equaling a maximumaggregate
amount of $20,000. Under the Vectans Agreement, EPI Health is required to pay Vectans various milestone and royalty payments in amounts ranging from 32% - 50% of the
amounts paid by Bayer to EPI Health pursuant to the OTC License Agreement, and the Company will also be required to pay a portion of such milestone payments to EPGunder
the EPI Health Purchase Agreement.

Bayer has also agreed to pay to EPI Health a tiered royalty ranging froma mid-single digit to a low-double digit percentage of net sales of licensed products in the licensed
territory, subject to a reduction in the royalty payments in certain circumstances.

Bayer is responsible for funding the development and commercial costs for the OTC product in the United States and Canada. The Company is obligated to performcertain
oversight, review and supporting activities for Bayer, including (i) maintaining existing EPI Health patents related to the Sitavig product, and (ii) participating in a joint committee
that oversees, reviews and approves development and commercialization activities under the OTC License Agreement.

The OTC License Agreement expires on the tenth anniversary of the first commercial sale of an OTC product on a country-by-country basis. The OTC License Agreement may be
terminated by (i) Bayer without cause upon nine months” advance written notice to EPI Health, (i) either party in the event of the other party’s uncured material breach upon 60
days’ advance written notice, (iii) either party, upon three months’ notice, in the event Bayer provides EPI Health with notice that Bayer has elected to permanently discontinue
development of the OTC product in the United States and Canada, and (iv) either party in the event of the other party’s dissolution, liquidation, bankruptcy or insolvency. On the
tenth anniversary of the first commercial sale of the OTC product on a country-by-country basis, assuming Bayer is not in breach and the OTC License Agreement has not been
terminated, Bayer will have an irrevocable, royalty-free license to commercialize the OTC product without any further obligations to EPI Health.

Nuvail Agreements

On November 7, 2021, a predecessor of EPI Health entered into an exclusive license agreement with Chesson Laboratory Associates, Inc. ("Chesson”), as subsequently amended,
for the sale of Nuvail, and pursuant to such agreement, EPI Health serves as an exclusive distributor of this product in the United States. Pursuant to the Nuvail license agreement,
EPI Health is required to pay a tiered royalty up to a low double digit percentage of net sales of Nuvail, subject to a minimum annual royalty payment. The initial term of the license
agreement expired in 2021 and was automatically extended for an additional five year renewal period. The license agreement may be terminated by either party for material breach.
Chesson may terminate the license agreement early for convenience upon 12 months’ notice but is required to pay a termination fee based on a multiple of
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trailing twelve months gross sales. EPI Health is not currently actively promoting this product as part of its commercial portfolio.
UNC Agreements

The Amended, Restated and Consolidated License Agreement dated June 27, 2012, as amended, with the University of North Carolina at Chapel Hill ("UNC,” and such agreement,
the "UNC License Agreement”) provides the Company with an exclusive license to issued patents and pending applications directed to the Company’s library of Nitricil
compounds, including patents issued in the United States, Japan and Australia, with claims intended to cover NVN1000, the new chemical entity ("NCE”) for the Company’s
current product candidates. The UNC License Agreement requires the Company to pay UNC up to $425 in regulatory and commercial milestones on a licensed product by licensed
product basis and a running royalty percentage in the low single digits on net sales of licensed products. Licensed products include any products being developed by the
Company or by its sublicensees.

Unless earlier terminated by the Company at its election, or if the Company materially breaches the agreement or becomes bankrupt, the UNC License Agreement remains in effect
on a country by country and licensed product by licensed product basis until the expiration of the last to expire issued patent covering such licensed product in the applicable
country. The projected date of expiration of the last to expire of the patents issued under the UNC License Agreement is 2036.

Other Research and Development Agreements

The Company has entered into various licensing agreements with universities and other research institutions under which the Company receives the rights, and in some cases
substantially all of the rights, of the inventors, assignees or co-assignees to produce and market technology protected by certain patents and patent applications. In addition to
the UNC License Agreement, which is the Company’s primary license agreement, the counterparties to the Company’s various other licensing agreements are the University of
Akron Research Foundation, Hospital for Special Surgery, Strakan International S.a.r.l., which is a licensee of the University of Aberdeen, KIPAX AB and KNOW Bio.

The Company is required to make payments based upon achievement of certain milestones and will be required to make royalty payments based on a percentage of future sales of
covered products or a percentage of sublicensing revenue. As future royalty payments are directly related to future revenues (either sales or sublicensing), future commitments
cannot be determined. No accrual for future payments under these agreements has been recorded, as the Company cannot estimate if, when or in what amount payments may
become due.

KNOW Bio Agreements

On December 30, 2015, the Company completed the distribution of 100% of the outstanding membership interests of KNOW Bio, LLC ("KNOW Bio”), a former wholly owned
subsidiary of the Company, to Novan’s stockholders (the "Distribution”), pursuant to which KNOW Bio became an independent privately held company. In connection with the
Distribution, the Company entered into exclusive license agreements and sublicense agreements with KNOW Bio, as described below. The agreements will continue for so long as
there is a valid patent claimunder the respective agreement, unless earlier terminated, and upon expiration, will continue as perpetual non-exclusive licenses. KNOW Bio has the
right to terminate each such agreement, for any reason upon 90 days advance written notice to the Company.

License of existing and potential future intellectual property to KNOW Bio. The Company and KNOW Bio entered into an exclusive license agreement dated December 29, 2015
(the "KNOW Bio License Agreement”). Pursuant to the terms of the KNOW Bio License Agreement, the Company granted to KNOW Bio exclusive licenses, with the right to
sublicense, under certain United States and foreign patents and patent applications that were controlled by the Company as of December 29, 2015 or that became controlled by the
Company between that date and December 29, 2018, directed towards nitric-oxide releasing compositions and methods of manufacturing thereof, including methods of
manufacturing Nitricil compounds and other nitric oxide-based therapeutics.

Sublicense of UNC and other third party intellectual property to KNOW Bio. The Company and KNOW Bio also entered into sublicense agreements dated December 29, 2015
(the "KNOW Bio Sublicense Agreements” and together with the KNOW Bio License Agreement, the "Original KNOW Bio Agreements”). Pursuant to the terms of the KNOW Bio
Sublicense Agreements, the Company granted to KNOW Bio exclusive sublicenses, with the ability to further sublicense, under certain of the United States and foreign patents
and patent applications exclusively licensed to the Company from UNC under the UNC License Agreement, and another third party directed towards nitric oxide-releasing
compositions, to develop and commercialize products utilizing the licensed technology. Under the exclusive sublicense to the UNC patents and applications (the "UNC Sublicense
Agreement”’), KNOW Bio is subject to the terms and conditions under the UNC License Agreement, including milestone and diligence payment obligations. However, pursuant to
the terms of the UNC License Agreement, the Company is directly obligated to pay UNC any future milestones or royalties, including those resulting fromactions conducted by
the Company’s sublicensees, including KNOW Bio. Therefore, in the event of KNOW Bio non-performance with respect to its obligations under the UNC Sublicense Agreement,
the Company would be obligated to make such payments to UNC. KNOW
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Bio would then become obligated to repay the Company pursuant to the UNC Sublicense Agreement, otherwise KNOW Bio would be in breach of its agreements with the
Company and intellectual property rights would revert back to the Company. There were no milestone or royalty payments required during the years ended December 31, 2022 and
December 31, 2021.

On October 13, 2017, the Company and KNOW Bio entered into certain amendments to the Original KNOW Bio Agreements (the "KNOW Bio Amendments”). Pursuant to the
terms of the KNOW Bio Amendments, the Company re-acquired from KNOW Bio exclusive, worldwide rights under certain United States and foreign patents and patent
applications controlled by the Company as of December 29, 2015, and that became controlled by the Company between December 29, 2015 and December 29, 2018, directed towards
nitric oxide-releasing compositions and methods of manufacturing thereof, including methods of manufacturing Nitricil compounds, and other nitric oxide-based therapeutics, to
develop and commercialize products for all diagnostic, therapeutic, prophylactic and palliative uses for any disease, condition or disorder caused by certain oncoviruses (the
"Oncovirus Field”).

KNOW Bio also granted to the Company an exclusive license, with the right to sublicense, under any patents and patent applications which became controlled by KNOW Bio
during the three-year period between December 29, 2015 and December 29, 2018 and directed towards nitric oxide-releasing compositions and methods of manufacturing thereof,
including methods of manufacturing Nitricil compounds, and other nitric oxide-based therapeutics, but not towards medical devices, to develop and commercialize products foruse
in the Oncovirus Field.

Upon execution of the KNOW Bio Amendments, in exchange for the Oncovirus Field rights, the Company paid KNOW Bio a non-refundable upfront payment of $250. Products the
Company develops in the Oncovirus Field based on Nitricil will not be subject to any further milestones, royalties or sublicensing payment obligations to KNOW Bio under the
KNOW Bio Amendments. However, if the Company develops products in the Oncovirus Field that incorporate a certain nitric oxide-releasing composition specified in the KNOW
Bio Amendments and (i) are covered by KNOW Bio patents or (ii) materially use or incorporate know-how of KNOW Bio or the Company related to such composition that was
created between December 29, 2015 and December 29, 2018, the Company would be obligated to make the certain contingent milestone and royalty payments to KNOW Bio under
the KNOW Bio Amendments.

The rights granted to the Company in the Oncovirus Field in the KNOW Bio Amendments continue for so long as there is a valid patent claimunder the Original KNOW Bio
Agreements, and upon expiration continue on a perpetual non-exclusive basis, and are subject to the termination rights of KNOW Bio and the Company that are set forth in the
Original KNOW Bio Agreements. In addition, under the KNOW Bio Amendments, KNOW Bio may terminate the rights granted to the Company in the Oncovirus Field without
terminating the Original KNOW Bio Agreements.

The KNOW Bio Amendments also provide a mechanism whereby either party may cause a NCE covered by the Original KNOW Bio Agreements to become exclusive to such party
by filing an investigational new drug application ("IND”’) on the NCE. An NCE that becomes exclusive to a party under this provision may not be commercialized by the other party
until the later of expiration of patents covering the NCE or regulatory exclusivity covering the NCE. A party who obtains exclusivity for an NCE must advance development of the
NCE pursuant to terms of the KNOW Bio Amendments in order to maintain such exclusivity; otherwise, such exclusivity will expire.

See Note 13—"Net Product Revenues” and Note 14—"License and Collaboration Revenues” for additional detail regarding revenue generating license and collaboration
agreements, including related accounting treatments.

Note 13: Net Product Revenues
The Company has the following commercial products that generate net product revenues:

Rhofade (oxymetazoline hydrochloride cream, 1%), or Rhofade, is an alphalA adrenoceptor agonist indicated for the topical treatment of persistent facial erythema associated with
rosacea in adults.

Wynzora (calcipotriene and betamethasone dipropionate cream), or Wynzora, is a combination of calcipotriene, a vitamin D analog, and betamethasone dipropionate, a
corticosteroid, indicated for the topical treatment of plaque psoriasis in patients 18 years of age or older.

Minolira (biphasic minocycline hydrochloride immediate release/extended release 105 mg and 135 mg tablets), or Minolira, is indicated to treat inflammatory lesions of non-nodular
moderate to severe acne vulgaris in patients 12 years of age and older.

Cloderm (clocortoline pivalate cream0.1%), or Cloderm, is indicated for the relief of the inflammatory and pruritic manifestations of corticosteroid-responsive dermatoses.

The post-acquisition operating results of EPI Health are reflected within the Company’s consolidated statement of operations and comprehensive loss for the year ended
December 31, 2022, specifically from March 11, 2022 through December 31, 2022.

Net product revenues are summarized as follows:
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Year Ended

December 31, 2022
Total Net Product Percentage of Net Product
Revenues Revenues
Rhofade $ 11,488 727 %
Wynzora 1,640 104 %
Minolira 1,572 10.0 %
Cloderm 505 32 %
Other 591 37 %
Net product revenues $ 15,796 100.0 %

For the period March 11, 2022 through December 31, 2022, the Company recorded adjustments for certain commercial products for accruals that were assumed as of the EPI Health
Acquisition date within the Other category in the table above.

For the year ended December 31, 2022, one of the Company’s wholesaler customers accounted for more than 10% of its total gross product revenues, at 12%.

For the year ended December 31, 2022, the Company recorded $3,995 of expense related to royalties on net sales for its commercial product portfolio, including Wynzora residual
net sales royalty payments due to the collaboration partner.

MC?2 Agreement

The Company assessed the MC2 Agreement and determined it is a collaboration arrangement within the scope of ASC 808. Per the MC2 agreement, the Company proposes a
commercialization plan and incremental cost budget annually, which is developed in consultation with and subject to the approval of MC2. The Company is required to use
commercially reasonable efforts to performits commercialization activities in accordance with the commercialization plan.

The Company and MC2 work collaboratively in promoting and commercializing Wynzora by performing their respective promotional and commercialization responsibilities, as
established within the MC2 Agreement. Pursuant to the MC2 Agreement, MC2 is responsible for leading the overall strategy of messaging for the promotional materials for
Wynzora and the Company is responsible for generating such promotional materials and executing all field promotional and sales activities via the Company’s existing commercial
sales force. MC2 is responsible for the manufacturing of Wynzora via a third-party contract manufacturer, and subject to MC2’s obligation to supply product under the supply
terms, the Company purchases product inventory fromMC2 (and its third-party contract manufacturer) by periodically placing firm purchase orders and then taking title, physical
possession and control of the product inventory. The Company then fulfills orders and distributes Wynzora to the Company’s wholesale, distributor and other pharmacy
customers. The parties share regulatory responsibilities, and except for the regulatory responsibilities assigned to the Company under the terms of the MC2 Agreement, MC2 is
responsible for maintaining the NDA for Wynzora and all remaining regulatory activities. The MC2 Agreement also establishes a joint steering committee, which monitors and
oversees the development, promotion, commercialization, and manufacturing of Wynzora, coordinates the collaborative activities of the parties and resolves disputes.

MCQ2 pays advance payments to the Company on a quarterly basis, prior to the beginning of each calendar quarter, for incremental costs expected to be incurred by the Company
during such calendar quarter for the promotion and commercialization of Wynzora, including (i) promotional campaigns and related services performed by third parties, (ii) a portion
of'the Company’s personnel and commercial operating costs, and (iii) the supply price of Wynzora product inventory. The Company records an accrued deposit liability within
accrued expenses on its balance sheets upon receipt of an advance payment for promotional and commercialization services not yet performed or incurred by the Company. As
such services are performed and qualifying incremental expenses are incurred, the Company recognizes a contra-expense pursuant to the Company’s accounting policy described
in Note 1—"Organization and Significant Accounting Policies”.

During the year ended December 31, 2022, the Company recognized contra-expenses of $8,284 under this agreement. The accrued deposit liability related to the receipt of advance
payments from MC2 for future incremental costs was $1,149 as of December 31, 2022, which is presented within accrued expenses in the accompanying consolidated balance
sheets.

The Company also identified the wholesalers, distributors and other pharmacies (collectively referred to as "End Customers”) who purchase Wynzora fromthe Company to be
customers pursuant to ASC 606. When more than one party is involved in providing goods or services to the End Customer, ASC 606 requires an entity to determine whether it is a
principal or an agent in such transactions by evaluating the nature of'its promise to the End Customer. Control of the specified good or service prior to transfer of control to the
customer is the determining factor when assessing whether an entity is a principal or an agent. The Company determined it is a principal in this arrangement because it takes title
and physical possession of the Wynzora product
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inventory, at which point it can direct the inventory to any End Customer that submits an enforceable purchase order issued under an active, stand-alone agreement between the
Company and the End Customer.

With respect to its performance obligations to the End Customers and associated revenue recognition, the Company recognizes all Wynzora revenues pursuant to its accounting
policies for net product revenues as described further in Note 1—"Organization and Significant Accounting Policies”.

Note 14: License and Collaboration Revenues

The Company has license and collaboration revenues summarized as follows:

Year Ended
December 31, 2022
Total License and Percentage of License and
Collaboration Revenues Collaboration Revenues
Sato Agreement - SB206 and SB204 $ 2,586 331 %
Sato Rhofade Agreement 5,000 640 %
Prasco Agreement - Cloderm AG 227 29 %
License and collaboration revenues $ 7,813 1000 %

The post-acquisition operating results of EPI Health are reflected within the Company’s consolidated statement of operations for the year ended December 31, 2022, specifically
fromMarch 11, 2022 through December 31, 2022. For the year ended December 31, 2021, all license and collaboration revenues related to the Sato Agreement (related to SB206 and
SB204).

For the year ended December 31, 2022, the Company recorded $1,407 of expense related to milestones, including cumulative sales-based milestones and amounts related to the
receipt of certain upfront payments.

Sato Agreement - SB206 and SB204

On January 12, 2017, the Company entered into a license agreement, and related first amendment, with Sato Pharmaceutical Co., Ltd. ("Sato”), relating to SB204, its drug candidate
for the treatment of acne vulgaris in Japan (the "Sato Agreement”). Pursuant to the Sato Agreement, the Company granted to Sato an exclusive, royalty-bearing, non-transferable
right and license under certain of the Company’s intellectual property rights, with the right to sublicense with the Company’s prior written consent, to develop, use and sell
products in Japan that incorporate SB204 in certain topical dosage forms for the treatment of acne vulgaris, and to make the finished formof such products.

On October 5, 2018, the Company and Sato entered into the second amendment (the "Sato Amendment”) to the Sato Agreement (collectively, the "Amended Sato Agreement”).
The Sato Amendment expanded the Sato Agreement to include SB206, the Company’s drug candidate for the treatment of viral skin infections. Pursuant to the Amended Sato
Agreement, the Company granted to Sato an exclusive, royalty-bearing, non-transferable license under certain of its intellectual property rights, with the right to sublicense with
the Company’s prior written consent, to develop, use and sell products in Japan that incorporate SB204 or SB206 in certain topical dosage forms for the treatment of acne vulgaris
or viral skin infections, respectively, and to make the finished form of such products. The Company or its designated contract manufacturer will supply finished product to Sato for
use in the development of SB204 and SB206 in the licensed territory. The rights granted to Sato do not include the right to manufacture the API of SB204 or SB206; rather, the
parties agreed to negotiate a commercial supply agreement pursuant to which the Company or its designated contract manufacturer would be the exclusive supplier to Sato of the
API for the commercial manufacture of licensed products in the licensed territory. Under the terms of the Amended Sato Agreement, the Company also has exclusive rights to
certain intellectual property that may be developed by Sato in the future, which the Company could choose to use for its own development and commercialization of SB204 or
SB206 outside of Japan.

The termof the Amended Sato Agreement (and the period during which Sato must pay royalties under the amended license agreement) expires on the twentieth anniversary of the
first commercial sale of a licensed product in the licensed field in the licensed territory (adjusted fromthe tenth anniversary of the first commercial sale in the Sato Agreement). The
termof the Amended Sato Agreement may be renewed with respect to a licensed product by mutual written agreement of the parties for additional two-year periods following
expiration of the initial term. All other material terms of the Sato Agreement remain unchanged by the Sato Amendment.
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Sato is responsible for funding the development and commercial costs for the programthat are specific to Japan. The Company is obligated to perform certain oversight, review
and supporting activities for Sato, including: (i) using commercially reasonable efforts to obtain marketing approval of SB204 and SB206 in the United States; (ii) sharing all future
scientific information the Company may obtain during the term of the Amended Sato Agreement pertaining to SB204 and SB206;, (iii) performing certain additional preclinical
studies if such studies are deemed necessary by the Japanese regulatory authority, up to and not to exceed a total cost of $1,000; and (iv) participating in a joint committee that
oversees, reviews and approves Sato’s development and commercialization activities under the Amended Sato Agreement. Additionally, the Company has granted Sato the option
to use the Company’s trademarks in connection with the commercialization of licensed products in the licensed territory for no additional consideration, subject to the Company’s
approval of such use.

The Amended Sato Agreement may be terminated by (i) Sato without cause upon 120 days’ advance written notice to the Company; (ii) either party in the event of the other
party’s uncured material breach upon 60 days’ advance written notice; (iii) force majeure; (iv) either party in the event of the other party’s dissolution, liquidation, bankruptcy or
insolvency; and (v) the Company immediately upon written notice if Sato challenges the validity, patentability, or enforceability of any of the Company’s patents or patent
applications licensed to Sato under the Amended Sato Agreement. In the event of a termination, no portion of the upfront fees received from Sato are refundable.

The Company assessed the Sato Agreement in accordance with ASC 606 and concluded that the contract counterparty, Sato, is a customer within the scope of ASC 606. The
Company identified the following promises under the Sato Agreement (i) the grant of the intellectual property license to Sato, (ii) the obligation to participate in a joint committee
that oversees, reviews, and approves Sato’s research and development activities and provides advisory support during Sato’s development process, (iii) the obligation to
manufacture and supply Sato with all quantities of licensed product required for development activities in Japan, and (iv) the stand-ready obligation to performany necessary
repeat preclinical studies, up to $1,000 in cost. The Company determined that these promises were not individually distinct because Sato can only benefit fromthese licensed
intellectual property rights and services when bundled together; they do not have individual benefit or utility to Sato. As a result, all promises have been combined into a single
performance obligation.

The Sato Agreement also provides that the two parties agree to negotiate in good faith the terms of a commercial supply agreement pursuant to which the Company or a third-party
manufacturer would be the exclusive supplier to Sato of the API for the commercial manufacture of licensed products in the licensed territory. The Company concluded this
obligation to negotiate the terms of a commercial supply agreement does not create (i) a legally enforceable obligation under which the Company may have to performand supply
Sato with API for commercial manufacturing, or (i) a material right because the incremental commercial supply fee consideration framework in the Sato Agreement is representative
ofa stand-alone selling price for the supply of API and does not represent a discount. Therefore, this contract provision is not considered to be a promise to deliver goods or
services and is not a performance obligation or part of the combined single performance obligation described above.

Sato Amendment

On October 5, 2018, the Company and Sato entered into the second amendment to the Sato Agreement (the "Sato Amendment”). The Sato Amendment expanded the Sato
Agreement to include SB206, the Company’s drug candidate for the treatment of viral skin infections. The Company assessed the Sato Agreement in accordance with ASC 606 and
concluded the contract modification should incorporate the additional goods and services provided for in the Sato Amendment into the existing, partially satisfied single bundled
performance obligation that will continue to be delivered to Sato over the remaining development period. The Company determined that this contract modification accounting is
appropriate as the additional goods and services conveyed under the Sato Amendment were determined to not be distinct fromthe single performance obligation, and the
additional consideration provided did not reflect the standalone selling price of those additional goods and services. As such, the Company recorded a cumulative adjustment as
ofthe amendment execution date to reflect revenue that would have been recognized cumulatively for the partially completed bundled performance obligation.

The Company concluded that the following consideration would be included in the transaction price as they were (i) received prior to December 31, 2022, or (ii) payable upon
specified fixed dates in the future and not contingent upon clinical or regulatory success in Japan:

+  The 1.25 billion JPY (approximately $10,813 USD) original upfront payment received on January 19, 2017 following the execution of the Sato Agreement on January 12,
2017.

* A milestone payment of 0.25 billion JPY (approximately $2,162 USD) received during the fourth quarter of 2018 following Sato’s initiation of a Phase 1 trial in Japan.

*  The Sato Amendment upfront payment of 1.25 billion JPY, payable in installments of 0.25 billion JPY, 0.5 billion JPY and 0.5 billion JPY on October 5, 2018, February 14,
2019 and September 13, 2019, respectively. On October 23, 2018, the Company received the first installment fromthe Amended Sato Agreement of 0.25 billion JPY
(approximately $2,224 USD). On March 14, 2019, the Company received the second installment payment related to
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the Amended Sato Agreement of 0.5 billion JPY (approximately $4,460 USD). On November 7, 2019, the Company received the third installment payment related to the
Amended Sato Agreement of 0.5 billion JPY (approximately $4,554 USD).

* An aggregate of 1.0 billion JPY in non-contingent milestone payments that become payable upon the earlier occurrence of specified fixed dates in the future or the
achievement of specified milestone events. On May 20, 2021, the Company received one such non-contingent milestone payment in the formofa payment of 0.5 billion
JPY (approximately $4,572 USD) related to achievement of a time-based developmental milestone. On February 28, 2022, the Company received the remaining time-based
milestone payment of 0.5 billion JPY (approximately $4,323 USD).

The Company concluded that the following elements of consideration would not be included in the transaction price as they are contingent upon clinical or regulatory success in
Japan:

*  Up to an aggregate of 0.5 billion JPY upon the achievement of various development and regulatory milestones.
*  Up to an aggregate of 3.9 billion JPY upon the achievement of various commercial milestones.

* A tiered royalty ranging froma mid-single digit to a low-double digit percentage (adjusted froma mid-single digit percentage in the Sato Agreement) of net sales of
licensed products in the licensed territory, subject to a reduction in the royalty payments in certain circumstances.

The payment terms contained within the Sato Agreement related to upfront, developmental milestone and sales milestone payments are of a short-term nature and, therefore, do
not represent a financing component requiring additional consideration.

The following tables present the Company’s contract assets, contract liabilities and deferred revenue balances for the dates indicated.

Contract Asset Contract Liability Net Deferred Revenue
December 31, 2021 $ — 3 13251 $ 13,251
December 31, 2022 $ — $ 10,665 $ 10,665
Short-term Deferred Long-term Deferred
Revenue Revenue Net Deferred Revenue
December 31, 2021 $ 2,586 $ 10,665 $ 13,251
December 31, 2022 $ 2,586 $ 8079 $ 10,665

The Company has recorded the Sato Agreement (both the initial agreement and as amended by the Sato Amendment) transaction price, including the upfront payments received
and the unconstrained variable consideration, as deferred revenue.

The change in the net deferred revenue balance during the year ended December 31, 2022 was associated with the recognition of license and collaboration revenue associated with
the Company’s performance during the period (continued amortization of deferred revenue).

During the year ended December 31, 2022 and December 31, 2021, the Company recognized $2,586 and $2,822, respectively, in license and collaboration revenue under the Sato
Agreement. The Company has concluded that the above consideration is probable of not resulting in a significant revenue reversal and therefore included in the transaction price
and is allocated to the single performance obligation. No other variable consideration under the Sato Agreement is probable of not resulting in a significant revenue reversal as of
December 31, 2022 and therefore, is currently fully constrained and excluded fromthe transaction price.

The Company evaluated the timing of delivery for its performance obligation and concluded that a time-based input method is most appropriate because Sato is accessing and
benefiting fromthe intellectual property and technology (the predominant items of the combined performance obligation) ratably over the duration of Sato’s estimated
development period in Japan. Although the Company concluded that the intellectual property is functional rather than symbolic, the services provided under the performance
obligation are provided over time. Therefore, the allocated transaction price will be recognized using a time-based input method that results in straight-line recognition over the
Company’s performance period.

The Company monitors and reassesses the estimated performance period for purposes of revenue recognition during each reporting period. In late July 2021, Sato communicated
an updated plan regarding its amended design for its additional Japanese Phase 1 study for SB206. The amended study design included evaluation of potential lower dose
strengths, including potential
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further refinement in a subsequent dose tolerability study. As part of the communication regarding these Phase 1 studies, Sato also communicated an updated comprehensive
timeline for the Japanese SB206 program.

The Company currently estimates a 10-year performance period, completing in the first quarter of 2027, based upon a Sato-prepared SB206 Japanese development program timeline.
The SB204 Japanese development plan and program timeline has not been presented by Sato and remains under evaluation by the Company and Sato. Currently, the Company
understands that the progression of the Japanese SB204 program could follow the same timeline as the Japanese SB206 program, subject to the nature of the results of Sato’s
comprehensive asset developmental program, including SB206.

The estimated timeline remains subject to prospective reassessment and adjustment based upon Sato’s interaction with the Japanese regulatory authorities and other
developmental and timing considerations. The combined SB204 and SB206 development programtimeline in Japan is continuously reevaluated by Sato and the Company, and may
potentially be further affected by various factors, including (i) the analyses, assessments and decisions made by the joint development committee and the applicable regulatory
authorities, which will influence and establish the combined SB204 and SB206 Japan development program plan, (i) the remaining timeline and progression of the SB206 NDA
approval process in the United States, (iii) the API and drug product supply chain progression, including the Company’s in-house drug manufacturing capabilities, (iv) the
Company’s manufacturing technology transfer projects with third-party CMOs, and (v) a drug delivery device technology enhancement project with a technology manufacturing
vendor.

If the duration of the combined SB204 and SB206 development programtimeline is further affected by the establishment of or subsequent adjustments to, as applicable, the
mutually agreed upon SB204 and SB206 development plan in the Japan territory, the Company will adjust its estimated performance period for revenue recognition purposes
accordingly, as needed.

In future periods, the Company would lift the variable consideration constraint from each contingent payment if there were no longer a probable likelihood of significant revenue
reversal. When the constraint is lifted froma milestone payment, the Company will recognize the incremental transaction price using the same time-based input method that is
being used to recognize the revenue, which results in straight-line recognition over the performance period. If the Company’s performance is not yet completed at the time that the
constraint is lifted, a cunulative catch-up adjustment will be recognized in the period. If no other performance is required by the Company at the time the constraint is lifted, the
Company expects to recognize all revenue associated with such milestone payments at the time that the constraint is lifted.

Performance Obligations under the Amended Sato Agreement

The net amount of existing performance obligations under long-term contracts unsatisfied as of December 31, 2022 was $10,665. The Company expects to recognize approximately
24% of the remaining performance obligations as revenue over the next 12 months, and the balance thereafter. The Company applied the practical expedient and does not disclose
information about variable consideration related to sales-based or usage-based royalties promised in exchange for a license of intellectual property. This expedient specifically
applied to the sales-based milestone payments that are present in the Amended Sato Agreement (3.9 billion JPY), as well as percentage-based royalty payments in the Amended
Sato Agreement that are contingent upon future sales.

Sato Rhofade Agreement

In December 2022, the Company entered into a license agreement with Sato in which they were granted an exclusive, royalty-bearing, non-transferable right and license under
certain of EPI Health's intellectual property rights to develop, manufacture and market Rhofade (oxymetazoline hydrochloride cream, 1%) for the treatment of rosacea in Japan (the
"Sato Rhofade Agreement”). In addition, per the Sato Rhofade Agreement, during a specified time period, Sato has an exclusive option to negotiate the terms under which its
license would be expanded to include certain other countries in the Asia-Pacific region.

The Company assessed the Sato Rhofade Agreement in accordance with ASC 606 and concluded that the contract counterparty, Sato, is a customer within the scope of ASC 606.
The Company also identified one performance obligation within the Sato Rhofade Agreement, comprised of the delivery of a functional intellectual property license including
scientific information, or know-how. The Company assessed certain options provided to Sato within the agreement, including the option to enter into additional licenses for other
geographies, but concluded these rights were not material in regards to the determination of the performance obligation that was fixed and determinable as they would involve
separate negotiations. Therefore, the contract provisions to provide certain options to Sato is not considered to be a material right and is not a performance obligation or part of
the performance obligation described above.

In exchange for the license granted to Sato, Sato agreed to pay the Company the following: (i) an upfront payment of $5,000; and (ii) a milestone payment of $2,500 upon receipt of
marketing approval of Rhofade for rosacea in the Japan territory. Sato also agreed to pay tiered royalty payments on net sales of the licensed product ranging over time froma
percentage of net sales in the mid-teens to a percentage of net sales in the low single digits. Therefore, the Company concluded that the transaction price was comprised of both
fixed and variable consideration. The Company’s assessment of variable consideration related to the milestone payment and potential future royalty payments were completely
constrained at contract inception.
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The Company concluded that the performance obligation related to the recognition of the upfront payment was satisfied at a point in time, in which the license and related know-
how were transferred. Therefore, the upfront payment was recognized on the Sato Rhofade Agreement effective date. The milestone will be recognized when marketing approval in
Japan is probable. The Company applied the practical expedient related to sales-based or usage-based royalties promised in exchange for a license of intellectual property and will
record any royalties as the future sales occur.

In addition, the Company is required to pay 25% of the upfront and milestone payment amounts to a third party under existing contractual obligations related to Rhofade and will
also be required to pay a portion of the royalty amounts received under the Sato Rhofade Agreement to third parties, after which the Company will retain net royalties in the low
single digits. See Note 9—"Commitments and Contingencies” for additional detail regarding this obligation.

The initial term of the Sato Rhofade Agreement expires on the fifteenth anniversary of the first marketing approval of the licensed product for rosacea in the Japan territory. The
termof'the Sato Rhofade Agreement automatically extends for a further period of two years, unless either party gives one year’s notice before the end of the initial term.

The Sato Rhofade Agreement may be terminated, among other reasons, (i) by Sato without cause upon 120 days’ advance written notice to the Companys; (i) by either party in the
event of the other party’s uncured material breach upon 60 days’ advance written notice; and (iii) by the Company if Sato challenges the validity, patentability or enforceability of
any of the Company’s patents licensed to Sato under the Sato Rhofade Agreement.

Prasco Agreement - Cloderm AG

In connection with the Clodermacquisition that is described in Note 9—"Commitments and Contingencies”, on September 28, 2018, EPI Health entered into a distribution and
supply agreement with Prasco, LLC ("Prasco”), whereby EPI Health has agreed to supply and Prasco has the right to purchase, distribute and sell an authorized generic ("AG”)
version of the Cloderm product in the United States. Prasco is required to pay EPI Health the supply price for the products, along with an amount equal to net sales of the product,
minus an amount for certain fees and expenses of Prasco initially equal to the low double digits of net sales of such product, which is retained by Prasco. The agreement will
continue, on a product-by-product basis, for an initial five-year term fromthe first commercial sale of such product, which will automatically renew for an additional one-year term
unless either party elects not to renew. The agreement may be terminated for convenience by EPI Health upon nine months’ written notice. Prasco may terminate with respect to a
specific product based, among other factors, on a failure by EPI Health to deliver launch quantities. Either party may terminate immediately upon the occurrence of certain
regulatory matters or based on a force majeure event.

Note 15: Research and Development Agreements
Royalty and Milestone Payments Purchase Agreement with Reedy Creek Investments LLC

On April 29, 2019, the Company entered into a royalty and milestone payments purchase agreement (the "Reedy Creek Purchase Agreement”) with Reedy Creek Investments LLC
("Reedy Creek”), pursuant to which Reedy Creek provided funding to the Company in an amount of $25,000 for the Company to use primarily to pursue the development,
regulatory approval and commercialization activities (including through out-license agreements and other third-party arrangements) for SB206, a topical gel with anti-viral
properties being developed as a treatment for molluscum, and advancing programmatically such activities with respect to SB204, a once-daily, topical monotherapy being
developed for the treatment of acne vulgaris, and SB414, a topical creamrbased product candidate being developed for the treatment of atopic dermatitis. If the Company
successfully commercializes any such product, following regulatory approval, the Company will be obligated to pay Reedy Creek a low single digit royalty on net sales of such
products in the United States, Mexico or Canada.

The Company determined that the Reedy Creek Purchase Agreement is within the scope of ASC 730-20, Research and Development Arrangements (" ASC 730-20”), and that there
has not been a substantive and genuine transfer of risk related to the Reedy Creek Purchase Agreement. As such, the Company determined that the appropriate accounting
treatment under ASC 730-20 was to record the proceeds of $25,000 as cash and cash equivalents, as the Company had the ability to direct the usage of funds, and a long-term
liability within its classified balance sheet.

Development Funding and Royalties Agreement with Ligand Pharmaceuticals Incorporated

On May 4, 2019, the Company entered into a development funding and royalties agreement (the "Ligand Funding Agreement”) with Ligand Pharmaceuticals Incorporated
("Ligand”), pursuant to which Ligand provided funding to the Company of $12,000, for the Company to use to pursue the development and regulatory approval of SB206, a topical
gel with anti-viral properties being developed as a treatment for molluscum.
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Pursuant to the Ligand Funding Agreement, the Company will pay Ligand up to $20,000 in milestone payments upon the achievement by the Company of certain regulatory and
commercial milestones associated with SB206 or any product that incorporates or uses NVN1000, the API for the Company’s clinical stage product candidates, as a treatment for
molluscum. In addition to the milestone payments, the Company will pay Ligand tiered royalties ranging from 7% to 10% based on annual aggregate net sales of such products in
the United States, Mexico or Canada.

The Company determined that the Ligand transaction is within the scope of ASC 730-20 as it represents an obligation to perform contractual services for the development of SB206
using commercially reasonable efforts. As such, the Company concluded that the appropriate accounting treatment under ASC 730-20 was to record the proceeds of $12,000 as a
liability and amortize the liability ratably during each reporting period, based on the Ligand funding as a percentage of'the total direct costs incurred by the Company during the
reporting period related to the estimated total cost to progress the SB206 programto a regulatory approval in the United States. The ratable Ligand funding is presented within the
accompanying consolidated statements of operations and comprehensive loss within research and development expenses associated with the SB206 program.

For the years ended December 31, 2022 and December 31, 2021, the Company recorded $968 and $88, respectively, of contra-research and development expense related to the SB206
developmental program, funded by Ligand. During the year ended December 31, 2021, after the announcement of the B-SIMPLEA positive top-line results on June 11, 2021, the
Company reassessed and identified additional estimated costs necessary to progress the SB206 programto a potential United States regulatory approval. As such, the estimated
regulatory costs subject to the Ligand funding increased from prior periods. The Company will continue to monitor and adjust its estimated regulatory costs, through approval, as
needed.

Note 16: Stock Based Compensation
2016 Incentive Award Plan

For the years ended December 31, 2022 and December 31, 2021, the Company continued to administer and grant awards under the 2016 Incentive Award Plan, as amended (the
"2016 Plan”), the Company’s only active equity incentive plan. Certain of the Company’s stock options granted under the Company’s 2008 Stock Plan (the "2008 Plan”), which was
the predecessor to the 2016 Plan and became inactive upon adoption of the 2016 Plan effective September 20, 2016, remain outstanding and exercisable. The 2016 Plan provides for
the grant of the following awards: (i) incentive stock options, (i) nonstatutory stock options, (iii) SARs, (iv) restricted stock awards, (v) restricted stock unit awards and (vi) other
stock awards. Eligible plan participants include employees, directors, and consultants.

At the Company’s Annual Meeting of Stockholders held on May 4, 2021, the Company’s stockholders approved an amendment to the 2016 Plan (the "2016 Plan Amendment”), to
increase the aggregate number of shares of the Company’s common stock authorized for issuance thereunder by 1,500,000 shares. This amendment was approved by the
Company’s board of directors on March 10, 2021. The approval by the Company’s stockholders of the 2016 Plan Amendment was contingent upon the occurrence of certain other
events, including that the 2016 Plan Amendment would become effective at the effective time of a certificate of amendment to the Company’s certificate of incorporation filed with
the Secretary of State of the State of Delaware in relation to a potential reverse stock split pursuant to the authority previously granted to the Company’s board of directors by the
Company’s stockholders at the 2020 Annual Meeting. The Certificate of Amendment filed in connection with the Reverse Stock Split became effective at 5:00pmon May 25, 2021,
and thus, the 2016 Plan Amendment became effective on May 25, 2021. As of December 31, 2022, there were 241,801 shares available for future issuance under the 2016 Plan.

Under both the 2008 Plan and the 2016 Plan, options to purchase the Company’s common stock may be granted at a price no less than the fair value of a common stock share on
the date of grant. The Black-Scholes option-pricing model uses the common stock fair value based on the closing sales price for a share as quoted on any established securities
exchange for such grant date or the last preceding date for which such quotation exists. Vesting terms of options issued are determined by the board of directors or compensation
committee of the board. The Company’s stock options vest based on terms in the stock option agreements and have a maximumtermof'ten years.
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Restricted Stock Units

The Company accounts for restricted stock units ("RSUs”) based on their estimated fair values on the date of grant. The fair value of RSUs is estimated based on the closing price
of'the underlying common stock on the date of grant. Stock-based compensation expense related to the RSUs is recognized on a straight-line basis over the requisite service
period, net of estimated forfeitures.

The terms of the RSUs, including the vesting provisions, are determined by the board of directors. Each RSU represents the contingent right to receive one share of common stock
of'the Company. The RSUs granted typically cliff vest after a one-year period for grants to directors and a two-year period for grants to employees, provided that the grantee
remains a director, employee or consultant of the Company as of such vesting date.

For the year ended December 31, 2022, 263,000 and 216,606 RSUs were granted to employees and directors, respectively. There were no RSU grants for the year ended
December 31, 2021.

Stock Appreciation Rights

The Company has occasionally used stock appreciation rights ("SARs”) as a component of executive compensation. As of December 17, 2019, the Company entered into an
amended and restated employment agreement with Paula Brown Stafford which provided for a grant of 60,000 SARs with an exercise price of $8.20 per share (the fair market value of
the Company’s common stock on the grant date) and with a ten-year term. These SAR awards were vested in full as of December 31, 2021. As of December 31, 2022, there were a
total of 60,000 SARs outstanding, which were fully exercisable.

Tangible Stockholder Return Plan

On August 2, 2018, the Company’s board of directors approved and established the Tangible Stockholder Return Plan, which was a performance-based long-term incentive plan
(the "Performance Plan”). The Performance Plan was effective immediately upon approval and expired on March 1, 2022. The Performance Plan covered all employees, including the
Company’s executive officers, consultants and other persons deemed eligible by the Company’s compensation committee. The core underlying metric of the Performance Plan was
the potential achievement of two share price goals for the Company’s common stock, which, if achieved, could have represented measurable increases in stockholder value.

The Performance Plan expired on March 1, 2022. As the Company’s stock price did not reach the minimum share price targets necessary to trigger a payment, no payments were
made under the Performance Plan to any participants during the period the Performance Plan was effective.

Inducement Grants

In prior years, the Company awarded nonstatutory stock options to purchase shares of common stock to newly-hired employees as inducements material to the individuals’
entering into employment with the Company within the meaning of Nasdaq Listing Rule 5635(c)(4) (the "Inducement Grants”). The Inducement Grants were awarded outside of the
Company’s 2016 Plan, pursuant to Nasdaq Listing Rule 5635(c)(4), but have terms and conditions generally consistent with the Company’s 2016 Plan and vest over three years,
subject to the employee’s continued service as an employee or consultant through the vesting period. As of December 31, 2022, there were a total of 1,250 Inducement Grants
outstanding.
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Stock Compensation Expense

During the years ended December 31, 2022 and December 31, 2021, the Company recorded employee stock-based compensation expense, including fair value adjustments of the
Tangible Stockholder Return Plan, as follows:

Year Ended December 31,
2022 2021
Stock options $ 1,333 $ 826
Restricted stock units 547 —
Stock appreciation rights — 115
Tangible Stockholder Return Plan — (666)
Total $ 1,880 $ 275

Total stock-based compensation expense for the years ended December 31, 2022 and December 31, 2021 included in the accompanying consolidated statements of operations and
comprehensive loss is as follows:

Year Ended December 31,
2022 2021
Research and development $ 449 § (250)
General and administrative 1,431 525
Total $ 1,880 § 275

The fair value of each option grant is estimated on the grant date using the Black-Scholes option-pricing model, and the following weighted average assumptions:

Year Ended December 31,
2022 2021
Estimated dividend yield —% —%
Expected volatility 110.97 % 107.54 %
Risk-free interest rate 2.59% 1.02%
Expected life of options (in years) 5.95 5.79
Weighted-average fair value per share $ 272 $ 7.13

The Company estimates forfeitures based on various classes of option grantees and the rates used ranged from 12.2% to 11.9% during the years ended December 31, 2022 and
December 31, 2021, respectively.
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Stock compensation activity for the periods indicated is as follows:

Weighted- Weighted-
Shares Average Average
Shares Subject to Exercise Remaining Aggregate
Available Outstanding Price Per Contractual Intrinsic
for Grant Options Share Term (in years) Value

Options outstanding as of December 31, 2020 52,378 199,199 $ 30.71
Additional shares reserved under plan 1,500,000 —
SARs forfeited 1,000 —
Options granted (385,885) 385,885 8.82
Options forfeited 45,731 (53,689) 26.72
Options exercised — (12,842) 4.74
Options outstanding as of December 31, 2021 1,213,224 518553 § 15.48
RSUs granted (479,6006) —
RSUs forfeited 22,200 —
Options granted (543,300) 543,300 325
Options forfeited 29,283 (29,283) 4.92
Options outstanding as of December 31, 2022 241,801 1,032,570 § 934 847 $ —
Vested and expected to vest as of

December 31, 2021 470,773  $ 16.24 867 $ 2
Exercisable as of December 31, 2021 200,638 $ 26.59 746 $ 2
Vested and expected to vest as of

December 31, 2022 943355 $ 9.82 842 §
Exercisable as of December 31, 2022 352915  $ 18.70 738 $ —

The total intrinsic value of options exercised during the years ended December 31, 2022 and December 31, 2021 was zero and $3, respectively. As of December 31, 2022 and
December 31, 2021, total unrecognized compensation expense related to non-vested stock options was $1,912 and $1,852, respectively, which is expected to be recognized over a
weighted average period of 1.91 and 2.26 years, respectively.

RSU activity for the year ended December 31, 2022 is as follows:

Shares
Subject to Weighted-
Outstanding Average

RSUs Grant Date Fair Value
Nonvested RSUs outstanding as of December 31, 2021 — 3 —
RSUs granted 479,606 2.87
RSUs forfeited (22,200) 298
RSUs vested — —
Nonvested RSUs outstanding as of December 31, 2022 457406 $ 2.86

As of December 31, 2022, total unrecognized compensation expense related to non-vested RSUs was $762, which is expected to be recognized over a weighted average period of
0.96 years.

As of December 31, 2022, there were a total of 1,032,570 stock options, 457,406 RSUs and 60,000 SARs outstanding; and there were 241,801 shares available for future issuance
under the 2016 Plan.

Note 17: Income Taxes

There was no income tax benefit recognized for the years ended December 31, 2022 and December 31, 2021 due to the Company’s history of net losses combined with an inability to
confirmrecovery of the tax benefits fromthe Company’s losses and other net deferred taxassets. The Company has established a valuation allowance against its deferred tax
assets due to the uncertainty surrounding the realization of such assets.
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Net operating loss ("NOL”) and tax credit carryforwards are subject to review and possible adjustment by the Internal Revenue Service and state tax authorities. NOL and tax credit
carry forwards may become subject to an annual limitation in the event of certain cunulative changes in the ownership interest of significant stockholders over a three-year period
in excess of 50%, as defined under Sections 382 and 383 of the Internal Revenue Code of 1986, as amended, or "the Code,” as well as similar state tax provisions. The amount of the
annual limitation, if any, will be determined based on the value of the company immediately prior to an ownership change. Subsequent ownership changes may further affect the
utilization in future years. Additionally, U.S. tax laws limit the time during which certain of these carry forwards may be applied against future taxable income (in the case of NOL
carryforwards) and tax liabilities (in the case of tax credits). Therefore, the Company may not be able to take full advantage of these carry forwards for federal or state income tax
purposes.

During the course of preparing the Company’s consolidated financial statements as of and for the year ended December 31, 2021, the Company completed an assessment of the
available NOL and tax credit carryforwards under Sections 382 and 383, respectively, of the Code. The Company determined that it underwent multiple ownership changes
throughout its history as defined under Section 382, including most recently in 2015 and 2020. As a result of the identified ownership changes, the portion of NOL and tax credit
carryforwards attributable to the pre-ownership change periods are subject to a substantial annual limitation under Sections 382 and 383 of the Code. The Company adjusted its
NOL and tax credit carryforwards to address the impact of the Section 382 ownership changes, resulting in a reduction of available federal and state NOLs of $113.8 million and
$149.4 million, respectively. The Company has not experienced another cumulative ownership change since 2020.

The reasons for the difference between actual income tax benefit for the years ended December 31, 2022 and December 31, 2021, and the amount computed by applying the
statutory federal income taxrate to losses before income tax benefit are as follows:

Year Ended December 31,

2022 2021
Income tax benefit at federal statutory rate $ 6,569) $ (6,235)
State income taxes, net of federal benefit (389) —
Non-deductible expenses 98 63
Research and development tax credits (775) (768)
Change in State Tax Rate (545) 1,532
Other 163 (96)
Change in valuation allowance 8,017 5,504
Total income tax provision $ — —

In 2021, following the enactment of North Carolina’s 2021 Appropriations Act, which included a gradual corporate income taxrate decrease to 0% by 2030, the Company reduced all
of'its North Carolina deferred tax assets, including the NOLs, to zero, as no benefit is expected to be realized fromthese deferred taxassets prior to 2030 when there would be no
income tax in North Carolina. With the acquisition of EPI Health, the Company now has nexus in states other than North Carolina, and has revalued its deferred tax assets and the
corresponding valuation allowance accordingly.
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for income tax purposes. Significant components of the Company’s deferred taxassets and deferred tax liabilities are as follows:

As of December 31,

2022 2021
Deferred taxassets:

Accrued compensation $ 28 3 247
Accrued liabilities 2,332 117
Taxloss carryforwards 22,041 21,008
Intangible assets 7 213
Stock-based compensation 778 499
Tax credits 2,427 1,653
Research and development service obligation 5,701 5,575
Right-of-use lease liabilities 867 736
Deferred revenue 2,377 1,849
Capitalized research expenses 3,454 —
Fixed assets — 305
Other 280 50
Total deferred tax assets 40,292 32,252
Less valuation allowance (39,823) (31,808)
Net deferred taxasset 469 444

Deferred tax liabilities:
Fixed assets (18) —
Right-of-use lease assets (389) (356)
Other (62) (88)
Net noncurrent deferred tax asset (liability) $ — 3 —

As of December 31, 2022, the Company had federal and state NOL carryforwards of $104,745 and $65,061, respectively. The NOLs begin to expire in 2029 and 2024 for federal and
state tax purposes, respectively. As of December 31, 2022, the Company had government research and development tax credits of approximately $2,427 to offset future federal taxes
which begin to expire in 2041.

The Company had no unrecognized tax benefits as of December 31, 2022 and December 31, 2021. The Company does not anticipate a significant change in total unrecognized tax
benefits within the next 12 months. Tax years 2019-2021 remain open to examination by the major taxing jurisdictions to which the Company is subject. Additionally, years prior to
2019 are also open to examination to the extent of loss and credit carryforwards fromthose years.

Note 18: Retirement Plan

The Company maintains a defined contribution savings plan under Section 401(k) of the Internal Revenue Code. This plan covers all employees who meet minimumage
requirements and allows participants to defer a portion of their annual compensation on a pre-taxbasis. The Company has made discretionary matching contributions up to 5% of
gross wages during 2022 and 2021. The Company contributed $524 and $258 for the years ended December 31, 2022 and December 31, 2021, respectively.

Note 19: Fair Value

The Company has contingent consideration associated with the EPI Health Acquisition that is required to be measured at fair value on a recurring basis, presented within the
consolidated balance sheets as both current and long-term liabilities, beginning as of March 11, 2022.
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For assets and liabilities recorded at fair value, it is the Company’s policy to maximize the use of observable inputs and minimize the use of unobservable inputs when developing
fair value measurements, in accordance with the fair value hierarchy. Fair value measurements for assets and liabilities where there exists limited or no observable market data and
therefore, are based primarily upon estimates, are often calculated based on the economic and competitive environment, the characteristics of the asset or liability and other factors.
Therefore, the results cannot be determined with precision and may not be realized in an actual sale or immediate settlement of the asset or liability. Additionally, there may be
inherent uncertainties in any calculation technique, and changes in the underlying assumptions used, including discount rates and estimates of future cash flows, could
significantly affect the results of current or future values. The Company utilizes fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures.

The Company’s contingent consideration lability is measured on a recurring basis using level 3 inputs.

The following table summarizes the change in fair value, as determined by Level 3 inputs for the contingent consideration liabilities for the year ended December 31, 2022:

Balance at March 31, 2022 $ 3,773
Change in fair value (454)
Balance at June 30, 2022 $ 3,319
Change in fair value 186
Measurement period adjustment (see Note 2) (125)
Balance at September 30, 2022 $ 3,380
Change in fair value (892)
Balance at December 31, 2022 $ 2,488
Contingent consideration lability, current portion $ 451
Contingent consideration liability, net of current portion 2,037
Balance at December 31, 2022 $ 2,488

The following tables present the significant inputs and valuation methodologies used for the Company’s fair value of the contingent consideration liabilities as of March 11, 2022,
in addition to EPI Health’s forecasted net sales fromthe EPI Health legacy products:

Transition Services Agreement Sitavig Milestone (Regulatory)

Valuation methodology Probability-Weighted Probability-Weighted

Term 0.81 1.89

Payment term 1.05 2.14

Adjusted discount rate 1211 % 13.15 %

First Sales Based Legacy Second Sales Based Sitavig Milestone
Milestone Wynzora Milestone Legacy Milestone (Commercial)

Valuation methodology Monte Carlo Monte Carlo Monte Carlo Monte Carlo
Risk-adjusted discount rates (minimum) 5.39% 5.39% 5.39% 6.89%
Risk-adjusted discount rates (maximum) 6.99% 6.23% 6.99% 7.15%
Net sales volatility (per annum) 13.0% 12.0% 13.0% 13.0%
Credit spread (continuous) 10.42% 10.55% 10.42% 11.13%
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The following tables present the significant inputs and valuation methodologies used for the Company’s fair value of the contingent consideration labilities as of December 31,
2022, in addition to EPI Health’s forecasted net sales fromthe EPI Health legacy products:

Transition Services Agreement Sitavig Milestone (Regulatory)

Valuation methodology Probability-Weighted Probability-Weighted

Term 0.2 325

Payment term 0.44 35

Adjusted discount rate 19.17 % 19.50 %

First Sales Based Legacy Second Sales Based Sitavig Milestone
Milestone Wynzora Milestone Legacy Milestone (Commercial)

Valuation methodology Monte Carlo Monte Carlo Monte Carlo Monte Carlo
Risk-adjusted discount rates (minimum) 8.90% 8.90% 8.90% 8.70%
Risk-adjusted discount rates (maximum) 9.53% 8.97% 9.53% 8.90%
Net sales volatility (per annum) 13.0% 12.0% 13.0% 13.0%
Credit spread (continuous) 14.82% 14.01% 14.82% 15.57%

For the year ended December 31, 2022, there was a $1,160 change in fair value related to contingent consideration related to the EPI Health Acquisition recorded in the

accompanying consolidated statements of operations and comprehensive loss related primarily to changes in market assumptions, management forecasts and discount rates since
the transaction date.

Significant increases or decreases in any of the probabilities of success or changes in expected achievement of any of the milestones underlying the contingent consideration
would result in a significantly higher or lower fair value of the contingent consideration liability. The contingent consideration is revalued at each reporting period and changes in
fair value are recognized in the consolidated statements of operations and comprehensive loss until settlement.

The following table presents information about the classification and potential earnout periods for the Company’s contingent consideration liabilities as of December 31, 2022:

Fair Value Classification Earnout Period
Transition Services Agreement $ 451 Current portion 11-Mar-2022 to 11-Mar-2023
First Sales Based Legacy Milestone — Current portion 1-Apr-2022 to 31-Mar-2023
Wynzora Milestone — Current portion 1-Apr-2022 to 31-Mar-2023
Second Sales Based Legacy Milestone 620 Non-current portion 1-Apr-2023 to 31-Mar-2026
Sitavig Milestones 1,417 Non-current portion 1-Apr-2026 to 1-Oct-2036
$ 2,488

See Note 2—" Acquisition of EPI Health” for additional detail regarding contingent consideration related to the transaction.

Note 20: Segment Information

The Company has determined that it operates in two segments, which represent (i) the promotion of commercial products for the treatment of medical dermatological conditions
(the "Commercial Operations” segment), and (ii) research and development activities related to the Company’s nitric oxide-based technology to develop product candidates (the
"Research and Development Operations” segment).

*  The Commercial Operations segment consists of the Company’s portfolio of commercial products.
*  The Research and Development Operations segment consists of multiple drug product candidates under clinical development.

Costs associated with the development of SB206 are currently included in the Research and Development Operations segment. There are no significant inter-segment sales. The
Company evaluates the financial performance of each segment based on operating profit or loss. There is no inter-segment allocation of non-operating expenses and income taxes.
The Company’s chief operating decision-maker ("CODM”) is the Company’s Chairman, President and Chief Executive Officer.
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Segment revenue, net and comprehensive loss and total assets were as follows:

Twelve Months Ended Twelve Months Ended
December 31, 2022 December 31, 2021
Revenue
Commercial operations $ 21,023 $ —
Research and Development operations 2,659 2,958
Total revenue $ 23,682 $ 2,958
Net loss
Commercial operations $ ,776)  $ —
Research and Development operations (29,535) (29,692)
Net loss and comprehensive loss $ (3L311) $ (29,692)
As of
December 31, 2022

Assets

Commercial operations $ 63,564

Research and Development operations 26,766

Total assets $ 90,330

The net revenues attributed to the Commercial Operations segment are primarily derived fromthe sale of the Company’s commercial products and licensing agreements of those
commercial products, such as the Sato Rhofade Agreement, and the net revenues attributed to the Research and Development Operations segment are primarily derived fromthe
arrangement with the Company’s licensing partner in Japan for SB206 and SB204. Drug development and potential commercialization costs are included in the Research and
Development Operations segment. Total assets by reporting segment are not reviewed by the CODM when evaluating the reporting segments’ performance, however, the
Commercial Operations segment includes the acquired assets associated with the EPI Health Acquisition and changes in such assets, while the Research and Development
Operations segment is comprised of the assets associated with the historical business of the Company related to the Company’s product candidates that are in development.

Substantially all revenue was derived fromproduct sales or fromlicensing agreements originating in the United States. All of the Company’s long-lived assets are maintained in the
United States.

Although all of the Company’s operations are based in, and all net product revenue is generated from, sales in the United States, the revenue generated fromits licensing partner in
Japan was $7,586, or 32% of total revenue, during the year ended December 31, 2022, of which $5,000 was attributed to the Commercial Operations segment and $2,586 was
attributed to the Research and Development Operations segment. During the year ended December 31, 2021, the Company generated revenue fromits licensing partner in Japan of
$2,822, or 95% of'total revenue. Prior to the quarter ended March 31, 2022, the Company operated in only one segment, which was the Research and Development Operations
segment.

Note 21: Subsequent Events
March 2023 Registered Direct Offering

On March 13, 2023, the Company entered into a securities purchase agreement with an institutional investor pursuant to which the Company agreed to issue and sell to the
purchaser, in a registered direct offering, an aggregate of (i) 5,042,017 shares of its common stock (or pre-funded warrants to purchase common stock in lieu thereof) and (ii)
warrants to purchase up to 5,042,017 shares of common stock, at an effective combined purchase price of $1.19 per share (or pre-funded warrant) and associated common warrant.
The offering closed on March 16, 2023.

The gross proceeds to the Company fromthe offering were approximately $6,000, before deducting placement agent fees and offering expenses, and excluding the exercise of any
warrants. The Company estimates that its net proceeds fromits issuance and sale of shares, pre-funded warrants and common warrants will be approximately $5,400.

In connection with the offering, the Company and the purchaser agreed to amend the June 2022 Common Warrants to reduce the exercise price thereof from $2.851 to $1.20 per
share of common stock, to delay the exercisability of the June 2022 Common Warrant until sixmonths after the closing of the March 2023 Registered Direct Offering, and to extend
the exercise period of the June 2022 Common Warrant until December 13, 2027. No other changes to the June 2022 Common Warrants
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were made. Outstanding common stock warrants, including pre-funded warrants, totaled 12,869,671 after the March 2023 Registered Direct Offering with a weighted-average
exercise price of $1.03.

March 2022 Equity Distribution Agreement — At-the-Market Facility

Subsequent to December 31, 2022, the Company sold 543,063 shares of'its common stock at an average price of approximately $1.64 per share for total net proceeds of $865 under
the Equity Distribution Agreement.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
None.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

The term "disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended, or the Exchange Act, refers to
controls and procedures that are designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange Act is
recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules and forms. Disclosure controls and procedures include, without limitation,
controls and procedures designed to ensure that such information is accumulated and communicated to a company’s management, including its principal executive and principal
financial officers, as appropriate to allow timely decisions regarding required disclosure.

In designing and evaluating our disclosure controls and procedures, management recognizes that disclosure controls and procedures, no matter how well conceived and operated,
cannot provide absolute assurance that the objectives of the disclosure controls and procedures are met. Additionally, in designing disclosure controls and procedures, our
management necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible disclosure controls and procedures. Our disclosure controls and
procedures are designed to provide reasonable assurance of achieving their objectives. The design of any systemof controls also is based in part upon certain assumptions about
the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions; over time, controls
may become inadequate because of changes in conditions, or the degree of compliance with policies or procedures may deteriorate. Because of the inherent limitations in a control
system, misstatements due to error or fraud may occur and not be detected.

We closed the EPI Health Acquisition on March 11, 2022, and EPI Health’s total assets and revenues constituted 70.4% and 88.8%, respectively, of our consolidated total assets
(including intangible assets, net) and revenues as shown on our consolidated financial statements as of and for the year ended December 31, 2022. As the EPI Health Acquisition
occurred in the first quarter of fiscal 2022, we excluded the internal control over financial reporting of EPI Health fromthe scope of our assessment of the effectiveness of our
disclosure controls and procedures as of December 31, 2022. This exclusion is in accordance with the general guidance issued by the Staff of the Securities and Exchange
Commission that an assessment of a recently-acquired business may be omitted from our scope in the year of acquisition, if specified conditions are satisfied.

As of December 31, 2022, our management, with the participation of our principal executive and financial officers, has evaluated the effectiveness of our disclosure controls and
procedures (as defined in Rules 13a-15(e) and 15d-15(¢) under the Exchange Act). Our management recognizes that any controls and procedures, no matter how well designed and
operated, can provide only reasonable assurance of achieving their objectives, and management necessarily applies its judgment in evaluating the cost-benefit relationship of
possible controls and procedures. Based upon such evaluation, our principal executive and financial officers have concluded that, as of December 31, 2022, our disclosure controls
and procedures were effective at the reasonable assurance level.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as defined in the Exchange Act Rule 13a-15(f). Our internal
control over financial reporting is designed to provide reasonable assurance to our management and board of directors regarding the preparation and fair presentation of published
financial statements. A control system, no matter how well designed and operated, can only provide reasonable, not absolute, assurance that the objectives of the control system
are met. Because of these inherent limitations, management does not expect that our internal controls over financial reporting will prevent all error and all fraud. Management
conducted an evaluation of our internal control over financial reporting based on the framework in Internal Control—Integrated Framework issued in 2013 by the Committee of
Sponsoring Organizations of the Treadway Commission (the "2013 Framework™). Based on our evaluation under the 2013 Framework, management concluded that our internal
control over financial reporting was effective as of December 31, 2022.

As we are a non-accelerated filer, our independent registered public accounting firmis not required to issue an attestation report on our internal control over financial reporting.
Changes in Internal Control over Financial Reporting

As noted above, on March 11, 2022, we conmpleted the EPI Health Acquisition. We are in the process of integrating the operations of EPI Health into our overall internal control
over financial reporting process.
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We have devoted, and plan to continue to devote, significant efforts and resources to our internal control over financial reporting with respect to the complex accounting matters
associated with a commercial pharmaceutical business. During the quarter ended December 31, 2022, we have hired additional personnel with technical expertise to assist in
accounting for our Commercial Operations segment, in addition to engaging additional external resources to assist the Company.

There have been no other changes in the Company’s internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act) during the last
quarter that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Item 9B. Other Information.

On March 29, 2023, our board of directors approved an amendment to the Novan, Inc. 2016 Incentive Award Plan, as amended ("2016 Plan”), to increase the number of shares
reserved for future issuance under the 2016 Plan and also make changes to withhold payment of dividends and dividend equivalents to those that receive grants under the 2016
Plan until such awards vest in full. Such approval is contingent on stockholder approval of the amendment, which we will seek at our upcoming annual meeting.

Item 9C. Disclosure Regarding Foreign Jurisdictions that Prevent Inspections.

Not applicable.
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PART III
Item 10. Directors, Executive Officers and Corporate Governance.
Directors

Our board of directors consists of sixdirectors and is divided into three classes with staggered, three-year terms. The terms of office of directors in Class I will expire at our annual
meeting of stockholders to be held in 2023, or the 2023 Annual Meeting, and when such director’s successor is elected and qualified, or upon such director’s death, resignation or
removal, and our Class I directors are expected to stand for re-election at the 2023 Annual Meeting. The terms of office of directors in Class Il and Class III do not expire until our
annual meetings of stockholders to be held in 2024 and 2025, respectively, and until his or her successor is elected and qualified, or until his or her death, resignation or removal.

Information about our directors, their ages as of February 4, 2023, occupations and length of board service are provided in the table below. Additional biographical descriptions are
set forth in the text below the tables and include the primary individual experience, qualifications, qualities and skills of each director that led to the conclusion that such director
should serve as a member of our board of directors at this time.

Name of Director Age Principal Occupation Director Since
Class I Directors:

Steven D. Skolsky (1)(3) 66 Principal, Expis Partners 2021
Paula Brown Stafford 58 President and Chief Executive Officer, Novan, Inc. 2017

Class Il Directors:
James L. Bierman (2)(3) 70 Retired President and Chief Executive Officer, Owens & Minor, Inc. 2020
Machelle Sanders (2)(3) 59 Secretary of the N.C. Department of Commerce 2017

Class Il Directors:
W. Kent Geer (1) 68 Managing Director—Finance and Investor Relations, Med1 Ventures, LLC 2015
Robert J. Keegan (1)(2) 75 Retired Chief Executive Officer, Goodyear Tire and Rubber Co. 2016

(1) Member of our audit committee
(2) Member of our compensation committee
(3) Member of our nominating and corporate governance committee

Steven D. Skolsky has served as a member of our board of directors since 2021. Since January 2010, Mr. Skolsky has served as the founding principal of Expis Partners, a strategic
consulting firmto the biotech, pharmaceutical, life science and clinical services community, with a focused expertise in commercialization, marketing strategy, drug development,
operations, strategic planning and corporate and business development. From September 2011 to December 2016, Mr. Skolsky held senior executive roles at Quintiles Transnational
Holdings Inc. (now IQVIA Holdings Inc.), a leading multinational provider of biopharmaceutical development services and commercial outsourcing service, most recently as senior
vice president & managing director and previously, senior vice president and head of global clinical operations. Prior to joining Quintiles, from August 2007 to December 2009, he
served as the president and chief executive officer of Sequoia Pharmaceuticals, Inc., and from June 2004 to December 2006, he served as the chief executive officer of Trimeris, Inc.
Prior to that, Mr. Skolsky served for more than 20 years at GlaxoSmithKline plc where he held a number of positions including senior leadership roles as managing director of
GlaxoSmithKline’s operations in Australia and New Zealand and senior vice president, global product strategy and clinical development. We believe that Mr. Skolsky’s significant
experience and leadership in the biotechnology and pharmaceutical industries with a focus on drug development, commercialization and operations qualifies himto serve on our
board of directors.

Paula Brown Stafford is our President and Chief Executive Officer and was appointed as Chairman of our board of directors effective July 28, 2020. Mrs. Stafford has served as our
President since January 2019. Prior to her appointment as our Chief Executive Officer effective February 2, 2020, Mrs. Stafford served as our Chief Operating Officer from January
2019 to February 2020 after serving as our Chief Development Officer from March 2017 to January 2019. Mrs. Stafford has served as a member of our board of directors since
August 2017. Prior to joining Novan, Mrs. Stafford held various roles of increasing importance at Quintiles Transnational Holdings Inc. (now IQVIA Holdings Inc.), a leading
multinational provider of biopharmaceutical development services and commercial outsourcing services, since 1985, including serving as president of clinical development from
2010 to 2015, where she was responsible for all Phase I-IV clinical development operations globally

138



and served on the Quintiles Executive Committee. Mrs. Stafford has served as an adjunct professor in Public Health Leadership at the Gillings School of Global Public Health at the
University of North Carolina, Chapel Hill, and operates her own third-party consulting business. In early 2022, Mrs. Stafford joined the board of the Alliance For Multispecialty
Research, LLC, a private clinical research company comprised of more than 20 experienced clinical research centers in the U.S. We believe that Mrs. Stafford’s extensive experience
and leadership in clinical research and pharmaceutical product development, along with her extensive executive experience and her service as our Chief Executive Officer, qualifies
her to serve as Chairman of our board of directors.

James L Bierman was appointed to our board of directors in September 2020. Mr. Bierman served as president and chief executive officer and as a member of the board of directors
of Owens & Minor, Inc., a Fortune 500 company and a leading distributor of medical and surgical supplies, from September 2014 to June 2015. Previously, he served in various
other senior roles at Owens & Minor, including president and chief operating officer from August 2013 to September 2014, executive vice president and chief operating officer from
March 2012 to August 2013, executive vice president and chief financial officer from April 2011 to March 2012 and senior vice president and chief financial officer from June 2007 to
April 2011. Earlier in his career, Mr. Bierman served as executive vice president and chief financial officer at Quintiles Transnational Corp. (now IQVIA Holdings Inc.). Before
joining Quintiles, Mr. Bierman was a partner with Arthur Andersen LLP from 1988 to 1998. Mr. Bierman currently serves on the board of directors of Tenet Healthcare Corporation,
a public healthcare services companies listed on the New York Stock Exchange, and MiMedX Group, Inc., a public biomedical company listed on the Nasdaq stock exchange. Mr.
Bierman eamned his B.A. from Dickinson College and his M.B.A. at Cornell University’s Johnson Graduate School of Management. We believe that Mr. Bierman’s extensive board
and executive experience, particularly in the healthcare and pharmaceutical services industries, as well as his substantial public accounting experience, qualifies himto serve on our
board of directors.

Machelle Sanders joined our board of directors in September 2017 and is a seasoned executive with over 30 years of progressive pharmaceutical and biotechnology experience.
Ms. Sanders is Secretary of the N.C. Department of Commerce, appointed by Governor Roy Cooper. Prior to her appointment as the Secretary of the N.C. Department of Commerce,
Ms. Sanders served as Secretary of the N.C. Department of Administration after being appointed by Governor Cooper in January 2017. In the private sector, Ms. Sanders was most
recently responsible for the pharmaceutical operations and technology operational strategy for Biogen’s multiple sclerosis franchise (i.e. AVONEXTM, PLEGRIDYTM,
TECFIDERATM, and TYSABRITM). She held the title of vice president of manufacturing and general manager of the company’s largest and most advanced manufacturing facility
in Research Triangle Park, North Carolina. Ms. Sanders has also held leadership positions in manufacturing, global quality assurance and quality control at Biogen, Purdue
Pharmaceuticals, a pharmaceutical company, and Diosynth-Akzu Nobel, a company that develops and offers manufacturing processes for active ingredients for pharmaceutical
companies. Ms. Sanders currently serves on the board of directors of BioCryst Pharmaceuticals, Inc., a public biopharmaceutical company listed on Nasdagq. She previously served
on the Board of Radius Health, Inc. She holds a Bachelor of Science degree in Biochemistry from North Carolina State University and a Master of Health Administration from
Pfeiffer University. We believe that Ms. Sanders’ broad and extensive knowledge of pharmaceutical manufacturing and quality systems and leadership experience, particularly
among early and developing stage companies, qualifies her to serve on our board of directors.

W. Kent Geer has served as a member of our board of directors since 2015 and as our Lead Independent Director since June 2017. Mr. Geer is a retired audit partner with Emst &
Young, LLP. His 37-year career working with public and private companies includes an extensive track record in a variety of industries including biotechnology, pharmaceuticals,
and other technology companies. During his tenure, Mr. Geer was the audit practice leader for the Emst & Young Entrepreneurial Services Group in Raleigh, North Carolina and
was the market team leader for the technology industry practice of the Carolinas. Beginning in 2012, Mr. Geer served as the chairman of the board of directors of PowerSecure
International, Inc., a NYSE registered company, until the successful sale of the company in May 2016. Mr. Geer is a partner in Med1 Ventures LLC, a medical device incubator and
service provider that provides general management, engineering and financial management services to investee companies. During 2022, Mr. Geer became chairman of the board of
Utility Innovations Holdings, a privately held company in the utility services industry. We believe that Mr. Geer’s significant experience and leadership in public accounting and
the biotechnology, pharmaceutical and technology industries qualifies himto serve on our board of directors.

Robert J. Keegan has served as a member of our board of directors since 2016. Mr. Keegan held the roles of chief executive officer and chairman of the board of directors of
Goodyear Tire and Rubber Co. from 2003 to 2010. Most recently, he served as the non-executive chairman of the board of directors of Xerox Corporation and was an operating
partner of the San Francisco-based private equity firm Friedman, Fleischer & Lowe. From 1972 to 2000, Mr. Keegan held various marketing, financial and managerial posts at
Fastman Kodak, except for a two-year period from 1995 to 1997 when he worked as an executive vice president of the Avery Dennison Corporation. Mr. Keegan serves on the
board of directors of the Heart Center of Duke University and the Duke Health Board of Visitors. Mr. Keegan is a trustee of the University of Rochester and a partner of L&K
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Properties of North Carolina, LLC. We believe that Mr. Keegan’s broad business experience, executive leadership expertise and extensive knowledge of financial and operational
matters qualifies himto serve on our board of directors.

Executive Officers

Certain information regarding our executive officers is set forth below as of February 4, 2023. Executive officers are appointed by our board of directors to hold office until their
successors are duly appointed and qualified, or until their resignation or removal.

Name Age Position(s)

Paula Brown Stafford 58 President, Chief Executive Officer and Chairman of the Board of Directors
John M. Gay 46 Chief Financial Officer

John A. Donoftio 55 Chief Operating Officer

Brian M. Johnson 56 Chief Commercial Officer

For information regarding Mrs. Stafford, please refer to "Directors,” above.

John M. Gay was appointed as our Chief Financial Officer in September 2020, and also serves as our principal financial officer and Corporate Secretary. He joined Novan in May of
2018 and previously held the position of Senior Director of Finance and Corporate Controller through January 2019, and Vice President, Finance and Corporate Controller from
January 2019 until September 2020. Prior to Novan, Mr. Gay held previous director positions, including director of SEC reporting, with Valassis Digital Corp. and MaxPoint Inc.,
fromMay 2014 to April 2018. Mr. Gay also served as corporate controller of Furiex Pharmaceuticals, Inc. from June 2010 to May 2014, including fromits initial listing on the Nasdaq
stock exchange through the execution of an agreement providing for the acquisition of the company by Forest Laboratories, Inc., a subsidiary of Actavis plc, in an all-cash
transaction valued at approximately $1.1 billion. Prior to joining Furiex Pharmaceuticals, Inc., Mr. Gay served as audit senior manager and in other roles of increasing responsibilities
at Deloitte and Arthur Andersen from September 2000 to May 2010. Mr. Gay is a certified public accountant and holds Bachelor’s degrees in Economics and History, and a Master
of Accounting degree fromthe University of North Carolina at Chapel Hill.

John A. Donofiio was appointed as our Executive Vice President and Chief Operating Officer on March 11, 2022, following the EPI Health Acquisition, and Mr. Donoftio also
serves as President of EPI Health. Mr. Donofrio served as President and Chief Executive Officer of EPI Health, LLC from March 2019 through the closing date of the EPI Health
Acquisition. From March 2018 through March 2019, Mr. Donoftio served as chief financial officer at TrialCard Incorporated, and from August 2013 through March 2018, Mr.
Donofrio served as chief financial officer and head of North America business development for Merz North America, Inc. In addition to his executive positions, Mr. Donofrio spent
over 20 years with GlaxoSmithKline in various US and international roles of increasing responsibility, including global vice president of finance for the global dermatology business
unit, Stiefel, a GSK company. Mr. Donoftio is also a board member, the independent lead director and audit chair for Aytu Bioscience and serves on the board of directors of the
Children’s Skin Disease Foundation and Alliance Medical Ministries, He holds a Bachelor’s degree in Accounting from North Carolina State University.

Brian M. Johnson was appointed as our Chief Commercial Officer effective November 1, 2021. In addition to previously serving as the Chief Commercial Officer at Novan from 2015
to 2018, Mr. Johnson most recently served as a principal at Two Hearts Group, a pharmaceutical and life science consulting firm where he acted as UCB's head, digital marketing,
psoriasis in the global mission for bimekizumab. Additionally, Mr. Johnson served as the vice president of prescription marketing and chief digital officer at Galderma, Mr. Johnson
has also served as president at Revian, Inc, director, peer to peer marketing at Novartis and positions of increasing seniority at Ortho Pharmaceutical Corporation and Medicis. Mr.
Johnson holds an MBA from Southern Methodist University and a BS in Business Administration fromthe University of Kansas. He is a member of the American Acne and
Rosacea Society, Masters of Dermatologic Society, Women's Dermatology Society and the American Academy of Dermatology.

Audit Committee and Audit Committee Financial Experts

Our board of directors has a standing audit committee, which consists of W. Kent Geer, Robert J. Keegan, and Steven D. Skolsky, and included John Palmour prior to his death in
November 2022. The chair of our audit committee is W. Kent Geer, who our board of directors has determined is an "audit committee financial expert,” as that termis defined by the
rules of the SEC implementing Section 407 of the Sarbanes-Oxley Act, and possesses financial sophistication, as defined under the listing standards of the Nasdaq Capital Market.
Our board of directors has also determined that each member of our audit committee can read and understand fundamental financial statements in accordance with applicable SEC
and Nasdaq requirements. To arrive at these determinations, our board of directors has examined each audit committee member’s scope of experience and the nature of his
experience in the corporate finance sector.
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Code of Business Conduct and Ethics

We have adopted a Code of Business Conduct and Ethics that applies to our directors, officers (including our principal executive officer, principal financial officer, principal
accounting officer or controller, or persons performing similar functions) and other employees. Our Code of Business Conduct and Ethics is available on the "Corporate
Govemance” page of the "Investor Relations” section of our website, which may be accessed by navigating to http://novan.convinvestors/, by clicking the link under "Corporate
Governance” and then by clicking on "Code of Business Conduct and Ethics” under "Govemance Documents.” We intend to post on our website and (if required) file on Form 8-K
all disclosures that are required by applicable law, the rules of the SEC or the Nasdagq listing standards, concerning any amendment to, or waiver from, our Code of Business
Conduct and Ethics. However, the reference to our website does not constitute incorporation by reference of the information contained on or available through our website, and
you should not consider it to be a part of this Annual Report.

Delinquent Section 16(a) Reports

Section 16(a) of the Exchange Act requires our executive officers, directors and persons who beneficially own more than 10% of our common stock to file initial reports of
ownership and reports of changes in ownership with the SEC. To our knowledge, based solely on a review of the copies of such reports filed electronically on the SEC’s website
and written representations that no other reports were required during the fiscal year ended December 31, 2022, we believe that all Section 16(a) filing requirements applicable to the
executive officers, directors and persons who beneficially own more than 10% of our common stock were complied with in 2022, except for a Form4 filed late on January 25, 2022 for
Mrs. Stafford, to report an option award that became effective on January 3, 2022, a Form4 filed late on March 18, 2022 for Mr. Donofftio, to report an option award granted on
March 11, 2022, and a Form4 filed late on June 9, 2022 for Mr. Novak, to report a restricted stock unit and option award granted on April 21, 2022.

Item 11. Executive Compensation.

This section discusses the material components of the executive compensation program with respect to the 2022 fiscal year for the individuals who served as our principal
executive officer during the year and our other most highly compensated executive officers who were serving as an executive officer as of December 31, 2022. We refer to these
persons as our "named executive officers” elsewhere in this Annual Report.

Our named executive officers for the 2022 fiscal year were:
»  Paula Brown Stafford, Chairman, President and Chief Executive Officer;
» John M. Gay, Chief Financial Officer and Corporate Secretary; and
* John A. Donofrio, Executive Vice President and Chief Operating Officer
Summary Compensation Table

The following table sets forth information concemning the compensation of our named executive officers for the years ended December 31, 2022 and December 31, 2021.

Stock All Other

Salary Bonus Option Awards Awards Compensation Total
Name and Principal Position Fiscal Year 3 (&) [6)]¢)) $Q) [6)]&)) ($)
Paula Brown Stafford (4) 2022 $ 604,608 $ — 269,954 $ — 3 18,617 $ 893,179
President and Chief Executive Officer 2021 598,850 389,253 432,150 — 18,780 1,439,033
John M. Gay (5) 2022 340,913 35,000 101,055 80,282 10,982 568,232
Chief Financial Officer and Corporate
Secretary 2021 318,544 146,421 308,049 — 17,300 790,314
John A. Donoftio (6) 2022 317,366 200,000 223,584 — 8,979 749,929
Executive Vice President and Chief
Operating Qfficer 2021 — — — — — —

1.  Amounts reflect the grant-date fair value of equity-based awards granted to our named executive officers, as applicable, including stock options in 2022 and 2021. Stock
option fair values are estimated using the Black Scholes Option Pricing Model in accordance with ASC Topic 718, rather than the amounts paid to or realized by the named
individual. For a discussion of the assumptions used to estimate the value of the options made to our named executive officers, see the section entitled "Management’s
Discussion and Analysis of Financial Condition and Results of
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Operations—Critical Accounting Policies and Use of Estimates—Stock-Based Compensation” in this Annual Report, "Note 1—"Organization and Significant Accounting
Policies”” and "Note 11—Stock-Based Compensation” to the accompanying consolidated financial statements included in this Annual Report.

2. Amounts reflect the grant-date fair value of equity-based awards granted to our named executive officers, as applicable, including restricted stock units in 2022. Restricted
stock unit fair values are based on their estimated fair values on the date of grant based on the closing price of the underlying common stock in accordance with ASC
Topic 718. For a discussion of the assumptions used to estimate the value of the restricted stock units made to our named executive officers, see the section entitled
"Management’s Discussion and Analysis of Financial Condition and Results of Operations—Critical Accounting Policies and Use of Estimates—Stock-Based
Compensation” in this Annual Report, "Note 1—"Organization and Significant Accounting Policies” and "Note 11—Stock-Based Compensation” to the accompanying
consolidated financial statements included in this Annual Report.

3. Allother compensation includes matching contributions made under our 401(k) plan for 2022 and 2021 and Health Savings Account contributions for 2022 and 2021 for
Mrs. Stafford and Mr. Gay, and premiums for executive life insurance for the benefit of Mrs. Stafford in 2022 and 2021.Life insurance premiums payment made for the
benefit of Mrs. Stafford were $1,480 in 2022 and 2021.

4. Mrs. Stafford became our Chief Executive Officer effective February 2, 2020, and in connection therewith, Mrs. Stafford entered into an amended and restated employment
agreement, as further amended by that first amended dated as of November 9, 2021, or the Stafford Employment Agreement, as described in further detail within the
section entitled "Executive Compensation—Arrangements with our Named Executive Officers—Arrangements with Paula Brown Stafford.”

5. Mr. Gay was appointed as our Chief Financial Officer effective September 23, 2020, and we entered into a new employment agreement with Mr. Gay, as amended August
11,2021, or the Gay Employment Agreement, as described in further detail within the section entitled "Executive Compensation—Arrangements with our Named Executive
Officers—Arrangements with John M. Gay.”

6. Mr. Donofrio was appointed as our Executive Vice President and Chief Operating Officer effective March 11, 2022, and we entered into an employment agreement with Mr.
Donofftio, or the Donofrio Employment Agreement, as described in further detail within the section entitled "Executive Compensation—Arrangements with our Named
Executive Officers—Arrangements with John A. Donoftio.”

larrative to Summary Compens ation Table
Elements of Compensation

During 2022, we compensated our named executive officers through a combination of base salary, cash bonuses, long-term performance-based awards under the Performance Plan
and 2016 Incentive Award Plan, or the 2016 Plan, and other perquisites and benefits as described below.

Please see the section entitled "Executive Compensation—Arrangements with our Named Executive Officers” in this Annual Report for further description of each named executive
officer’s employment agreement.

Annual Base Salaries

The named executive officers receive a base salary to compensate them for services rendered to us. The base salary payable to each named executive officer is intended to provide
a fixed component of compensation reflecting the executive’s skill set, experience, role(s) and responsibilities. In 2022, our named executive officers were entitled to the following
total base salaries:

*  Mrs. Stafford was entitled to $604,608 pursuant to the Stafford Employment Agreement;
*  Mr. Gay was entitled to $340,913 pursuant to the Gay Employment Agreement; and

*  Mr. Donofrio was entitled to $317,366, which reflects the prorated amount of Mr. Donofrio’s $400,000 annual base salary for services rendered from March 11, 2022,
through December 31, 2022, pursuant to the Donofrio Employment Agreement.

Bonuses
Each named executive officer’s employment agreement provided for certain cash bonuses for the year ended December 31, 2022, as described below:

* In 2022, the Stafford Employment Agreement provided Mrs. Stafford with an annual target cash bonus opportunity equal to not less than 55% and up to a maximum of
75% of her base salary, payable based on performance criteria.
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Our compensation committee has determined that Mrs. Stafford will not receive a bonus for the year ended December 31, 2022.

* In 2022, the Gay Employment Agreement provided Mr. Gay with an annual target cash bonus opportunity equal to 35% of his base salary, payable based on performance
criteria. Our compensation committee has determined that Mr. Gay will not receive a bonus for the year ended December 31, 2022. On March 17, 2022, a $35,000 one-time
payment was approved for Mr. Gay in connection with success bonuses paid to employees following the EPI Health Acquisition.

* In 2022, the Donofrio Employment Agreement provided Mr. Donofrio with an annual target cash bonus opportunity equal to not less than 50% and up to a maximum of
75% of his base salary, payable based on performance criteria. In the first year, following the completion of the EPI Health Acquisition, the Donofrio Employment
Agreement provides that the bonus will be guaranteed at the target level, and thus will be paid out at $200,000 for the year ended December 31, 2022.

Long-term Performance-based Compensation—2016 Incentive Award Plan
We currently sponsor the 2016 Plan, for purposes of granting stock options, SARs, RSUs and other equity-based instruments to our executive officers, directors and employees.

Initial and promotion option grants to our executive officers are generally set forth in their employment agreements. These initial and promotion grants are the product of
negotiation with the executive officer, but we generally seek to establish equity ownership levels that we believe are commensurate with the equity positions held by executive
officers serving in similar roles at comparable biopharmaceutical companies. Stock option grants made to our executive officers include (i) time-based vesting awards with vesting
provisions ranging fromsix months to three years and (ii) awards that have also included performance-based vesting conditions.

In 2022, Ms. Stafford received an option to purchase 75,000 shares of common stock, granted in the first quarter of 2022, granted in accordance with the terms of the Stafford
Employment Agreement.

In 2022, Mr. Gay received an option to purchase 41,100 shares of common stock and an RSU covering 27,400 shares of common stock, both granted in the third quarter of 2022.

In 2022, Mr. Donofrio received an option to purchase 75,000 shares of common stock, which was granted in the first quarter of 2022 in connection with completion of the EPI Health
Acquisition and Mr. Donofrio entering into the Donofrio Employment Agreement.

Long-term Performance-based Compensation—Performance Plan

In August 2018, our board of directors approved and established the Performance Plan, which is a performance-based long-termincentive plan. The Performance Plan was intended
to tie long-term employee incentive compensation to specific, significant increases in our underlying common stock price and thus directly align employee and stockholder
objectives. The Performance Plan provided for employees to receive long-termincentive compensation payments only if the established stock price targets ($111.70 per share and
$254.50 per share, subject to adjustment) were achieved. The Performance Plan provided for the bonus pool to generally be paid in the formof cash.

The Performance Plan was effective immediately upon approval and expired on March 1, 2022. As our stock price did not reach the minimum share price targets necessary to trigger
a payment, no payments were made under the Performance Plan to any participants during the period the Performance Plan was effective.

Other Elements of Compensation
Retirement Plans

We currently maintain the Novan, Inc. 401(k) Plan, a defined contribution retirement savings plan, or the 401(k) Plan, for the benefit of our employees, including our named
executive officers, who satisfy certain eligibility requirements. Our named executive officers were eligible to participate in the 401(k) Plan on the same terms as our other full-time
employees. The Internal Revenue Code allows eligible employees to defer a portion of their compensation, within prescribed limits, on a pre-tax basis through contributions to the
401(k) Plan. Each participant in the 401(k) Plan was eligible to receive matching contributions ofup to 5% in 2022, of such participant’s gross wages. These matching contributions
are fully vested after one full year of employment. We believe that providing a vehicle for retirement savings though our 401(k) Plan and making matching contributions adds to the
overall desirability of our executive compensation package and further incentivizes our employees, including our named executive officers.
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Employee Benefits and Perquisites

All of our full-time employees, including our named executive officers, are eligible to participate in our health and welfare plans, including:
¢ medical, dental and vision benefits;
* medical and dependent care flexible spending accounts;
* short-termand long-termdisability insurance; and

¢ life insurance.

In addition to the health and welfare benefits described above, certain named executive officers may participate in a company-paid executive life insurance plan. In 2022, we also
paid certain executive life insurance premiums for the benefit of Mrs. Stafford. We generally do not provide any other perquisites to our named executive officers.

We believe the benefits and perquisites described above are necessary and appropriate to provide a competitive compensation package to our named executive officers.
No Tax Gross-Ups

We do not make gross-up payments to cover our named executive officers’ personal income taxes that may pertain to any of the compensation or perquisites paid or provided by
us.

Outstanding Equity Awards at Fiscal Year End

The following table provides information regarding outstanding equity awards held by our named executive officers as of December 31, 2022.

Option Awards Stock Awards
uity Incentive uity Incentive
Number of Number of F?’lalil Awards: E({’lalzlAwards:
Securities Securities Number of Payout value of
Underlying Underlying Option unearned shares, unearned shares,
Unexercised Unexercised Exercise Option units or other right units or other
Grant Options (#) Options (#) Price Expiration that have not right that have not
Name Date Exercisable Unexercisable ($/Share) Date vested (#) vested ($)
Paula Brown Stafford 03/20/17 (1) 5,400 — 3 65.30 03/20/27
Chairman, President and
08/25/17 (2 3,050 — 42.70 08/14/27
Chief Executive Officer 10/12/17  (3) 6,840 — 50.30 09/14/27
02/12/18  4) 1,215 — 30.30 02/11/28
01/28/19 (5) 5,500 — 13.50 01/01/29
09/06/19  (6) 13,000 — 26.80 09/05/29
02/0120 (7 60,000 — 8.20 01/05/30
11/09221 (15) 37,500 37,500 7.09 11/08/31
01/03/22 () — 75,000 4.41 01/02/32
John M. Gay 05/31/18 (10) 1,250 — 31.50 05/20/28
Chief Financial Officer 11/16/18 (11) 250 — 24.30 11/12/28
and Corporate Secretary 01/28/19 (12 3,500 — 13.50 01/27/29
09/06/19  (6) 500 — 26.80 09/05/29
04/06/20 (13) 3,400 — 3.69 04/06/30
05/17/21 (16) 2,500 — 11.80 05/16/31
05/26/21 (17 12,586 25,164 9.19 05/25/31
8/8/2022 (9) — 41,100 293 3/14/2032
8/8/2022 (14) 27,400 $ 80,282
John A. Donofrio 03/11722 (18) — 75,000 3.56 03/10/32
Executive Vice President
and Chief Operating Officer
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(1) The option was granted under the 2016 Plan and vested sixmonths from March 20, 2017.

(2) The option was granted under the 2016 Plan and vested in four equal quarterly installments, with the first installment vesting on September 5, 2017.

(3) The option was granted under the 2016 Plan and vested sixmonths fromvesting commencement date of September 15, 2017.

(4) The option was granted under the 2016 Plan and vested in thirty-six equal monthly installments on the first day of each month following February 12, 2018.

(5) This option was granted under the 2016 Plan, one-half vested sixmonths fromthe January 2, 2019 vesting commencement date, and subsequent to the sixmonth anniversary
ofthe vesting commencement date, one-twelfth vested each successive monthly anniversary following July 2, 2019.

(6) The option was granted under the 2016 Plan and vested in its entirety on June 25, 2020.

(7) The SARs were granted in connection with entering into the Stafford Employment Agreement and vested in equal quarterly installments over the initial term of the agreement,
such that the SARs were fully vested on December 31, 2021.

(8) The option was granted under the 2016 Plan and vests in three installments, with one-half vesting upon the first anniversary of the grant date and one-half of the remaining
options vesting on each of the next two anniversaries of the grant date.

(9) The option was granted under the 2016 Plan and vests in three equal annual installments, with the first installment vesting on March 15, 2023.

(10) The option was granted as an inducement grant in accordance with Nasdaq Listing Rule 5635(c)(4), and vested in three equal annual installments with the first installment
vesting on May 21, 2019.

(11) The option was granted under the 2016 Plan and vested in three equal annual installments with the first installment vesting on November 13, 2019.
(12) The option was granted under the 2016 Plan and vests in three equal annual installments with the first installment vesting on January 28, 2020.

(13) The option was granted under the 2016 Plan, and one half vested on June 30, 2020, one quarter vested on September 30, 2020, and the remaining one quarter vested on
December 31, 2020.

(14) The restricted stock unit was granted under the 2016 Plan and shall be fully vested on March 15, 2024, which is the second anniversary of the vesting commencement date.

(15) The option was granted under the 2016 Plan and vests in three installments with one-half vesting upon the first anniversary of the grant date and one-half of the remaining
options vesting on each of the next two anniversaries of the grant date.

(16) The option was granted under the 2016 Plan and vests in four equal quarterly installments with the first installment vesting on June 30, 2021.
(17) The option was granted under the 2016 Plan and vests in three equal annual installments with the first installment vesting on May 26, 2022.
(18) The option was granted under the 2016 Plan and vests in three equal annual installments with the first installment vesting on March 11, 2023.
Arrangements with our Named Executive Officers

We have entered into employment arrangements with our named executive officers that set forth certain terms and conditions of their employment, including base salary and
employee benefits.
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Arrangements with Paula Brown Stafford

Mrs. Stafford serves as our President and Chief Executive Officer and is compensated pursuant to the Stafford Employment Agreement. Pursuant to the Stafford Employment
Agreement, Mrs. Stafford receives an annual base salary of $598,850 and is eligible to receive an annual performance-based bonus with a target bonus of 55% to 75% of her base
salary. Mrs. Stafford is also eligible to participate in our incentive award plans. Mrs. Stafford continues to be eligible to participate in standard benefit plans as well as an executive
life insurance plan, as well as for reimbursement of reasonable business expenses. In addition, our board of directors approved a stock appreciation right, or the Stafford SAR
Award, for Mrs. Stafford under the 2016 Plan covering 60,000 shares of our common stock. The Stafford SAR Award was granted on a contingent basis and would have been
considered irrevocably forfeited and voided in full if sufficient shares of our common stock were not available under the 2016 Plan or if we failed to obtain stockholder approval for
amendments to the 2016 Plan at the next annual stockholders’ meeting to provide sufficient shares for the Stafford SAR Award. In such event, we would have been required to pay
Mrs. Stafford the cash-equivalent value of the amount that would have been due and payable per the Stafford SAR Award upon any properly noticed exercise of any vested
portion of the Stafford SAR Award. Such condition was satisfied, and the SARs were no longer considered to be granted on a contingent basis, as of February 1, 2020. In
connection with the amendment of the Stafford Employment Agreement in November 2021, Mrs. Stafford was awarded 75,000 nonqualified stock options to purchase shares of the
Company’s common stock in November 2021 and January 2022.

In the event of Mrs. Stafford’s termination of employment either upon nonrenewal by the Company of the term of the Stafford Employment Agreement, by the Company without
"cause” or by Mrs. Stafford for "good reason” (except as set forth below), then in addition to any accrued amounts and subject to Mrs. Stafford timely delivering an effective
release of claims in the Company’s favor and her continued compliance with the previously signed Restrictive Covenants Agreement between the Company and Mrs. Stafford,
Mrs. Stafford will be entitled to receive payment of her then-current base salary, plus a prorated annual bonus calculated at the minimumtarget level of the calendar year in which
the "separation date,” as defined in the Stafford Employment Agreement, occurs based on the percentage of the calendar year actually worked by Mrs. Stafford as of the
separation date, each multiplied by 1.5, plus the amount of any unpaid Annual Bonus for the prior calendar year. Such amounts will be paid in equal monthly installments over 12
months in accordance with standard payroll practices and provided, that to the extent that any such cash award constitutes nonqualified deferred compensation under Section
409A, the cash payment will be paid subject to any delay required by Section 409A. Mrs. Stafford will also be entitled to vesting of any then unvested portion of the Stafford SAR
Award or any then unvested portion of any other equity award fromthe Company to give credit for the pro-rated portion of such equity awards for which Mrs. Stafford would
have qualified based on service through the twelve-month period following the separation date, upon Mrs. Stafford’s termination without "cause” or for "good reason” not due to
a "change in control” (each as defined in the Stafford Employment Agreement) . Upon termination of employment by Mrs. Stafford other than for good reason or due to her death
or disability, or by the Company for cause, Mrs. Stafford will not be entitled to any additional compensation beyond any accrued amounts.

Notwithstanding the foregoing, the Stafford Employment Agreement further provides that, in the event of a "double trigger” event, Mrs. Stafford will be entitled to receive
payment of her then-current base salary, plus a prorated annual bonus calculated at the minimum target level of the calendar year in which the separation date occurs based on the
percentage of the calendar year actually worked by Mrs. Stafford as of the separation date, each multiplied by 2.5, plus the amount of any unpaid Annual Bonus for the prior
calendar year. Such amounts will be paid in equal monthly installments over 24 months in accordance with standard payroll practices and provided, that to the extent that any such
cash award constitutes nonqualified deferred compensation under Section 409A, the cash payment will be paid subject to any delay required by Section 409A. Mrs. Stafford will
also be entitled to vesting of any then unvested portion of the Stafford SAR Award and any other equity grant as of the separation date.

The following circumstances are considered a "double trigger” event:
(i) a "change in control,” as defined in the Stafford Employment Agreement (which incorporates the definition fromthe 2016 Plan), and

(i) Mrs. Stafford is terminated from employment by the Company without cause or upon the nonrenewal by the Company of the term of the Stafford Employment Agreement or
by Mrs. Stafford for good reason (other than due to certain changes on the Company’s board of directors) within 12 months after a change in control, subject to Mrs. Stafford
timely delivering an effective release of claims in the Company’s favor and her continued compliance with the Restrictive Covenants Agreement between the Company and Mrs.
Stafford.

Arrangements with John M. Gay

Mr. Gay serves as our Chief Financial Officer and Corporate Secretary and is compensated pursuant to the Gay Employment Agreement. The Gay Employment Agreement may be
terminated at-will by the Company or Mr. Gay at any time, for any or no cause or reason, and with or without prior notice. Pursuant to the Gay Employment Agreement, Mr. Gay
receives an annual base salary of $319,725, is eligible to receive an annual performance-based bonus with a target bonus equal to 35% ofhis base
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salary, is eligible to participate in the Company’s incentive award plans and is entitled to the maximum amount of paid time-off allowed under the Company’s policies. The Gay
Employment Agreement also provides Mr. Gay with eligibility to participate in the Company’s employee benefit plans, programs and arrangements as are provided generally from
time to time to all other similarly situated employees of the Company, as well as for reimbursement of reasonable business expenses.

In the event of termination of Mr. Gay’s employment by the Company without "cause” or by Mr. Gay for "good reason,” in each case not in connection with a "change in control,”
with such terms as defined in the Gay Employment Agreement, then in addition to any accrued amounts and subject to Mr. Gay timely delivering an effective release of claims in
the Company’s favor and continued compliance with the existing Restrictive Covenants Agreements, as defined in the Gay Employment Agreement, Mr. Gay will be entitled to
receive (i) payment of an amount equal to twelve months of his base salary, plus a prorated annual bonus, calculated at the target bonus level for the calendar year in which the
separation date occurs based on the percentage of the calendar year actually worked by Mr. Gay as of the separation date, with such amount generally to be paid in equal
installments over twelve months in accordance with the Company’s standard payroll practices, (i) vesting of any of Mr. Gay’s then-unvested equity awards that would have
otherwise vested through the end of the calendar year in which the separation date occurs, and (iii) reimbursement of a portion of Mr. Gay’s applicable Consolidated Onmibus
Budget Reconciliation Act of 1985, as amended, or COBRA, premiums for up to sixmonths after such separation date. In the event of termination of Mr. Gay’s employment by the
Company without "cause” or by Mr. Gay for "good reason,” at the time of or within twelve months after a "change in control,” then in addition to any accrued amounts and
subject to Mr. Gay timely delivering an effective release of claims in the Company’s favor and continued compliance with the existing Restrictive Covenants Agreements, Mr. Gay
will be entitled to receive (i) payment of an amount equal to twelve months of his base salary, plus an amount equal to an annual bonus calculated at the target bonus level for the
calendar year in which the separation date occurs, with such amount generally to be paid in equal installments over twelve months in accordance with the Company’s standard
payroll practices, (ii) accelerated vesting of the remaining unvested portion of any and all equity awards issued to Mr. Gay as of the separation date and (iii) reimbursement of a
portion of Mr. Gay’s applicable COBRA premiums for up to twelve months after such separation date. In the event of termination of Mr. Gay’s employment by the Company for
"cause,” by Mr. Gay other than for "good reason,” or due to Mr. Gay’s death or "disability,” as defined in the Gay Employment Agreement, Mr. Gay will not be entitled to any
additional compensation under the Gay Employment Agreement beyond any accrued amounts.

Arrangements with John A. Donofrio

As of March 11, 2022, Mr. Donoftio serves as our Chief Operating Officer and is compensated pursuant to the Donofrio Employment Agreement. The Donofrio Employment
Agreement may be terminated at-will by the Company or Mr. Donoftrio at any time, for any or no cause or reason, and with or without prior notice. Pursuant to the Donoftio
Employment Agreement, Mr. Donofrio receives an annual base salary of $400,000, is eligible to receive an annual performance-based bonus with a target bonus equal to not less
than 50% and up to a maximum of 75% of his base salary, payable based on performance criteria. The Donofrio Employment Agreement provided that Mr. Donoftio’s annual bonus
for fiscal 2022 was guaranteed to equal at least the target level. Mr. Donoftio is eligible to participate in the Company’s incentive award plans and is entitled to the maximum amount
of paid time-off allowed under the Company’s policies. The Donoftio Employment Agreement also provides Mr. Donofrio with eligibility to participate in the Company’s employee
benefit plans, programs and arrangements as are provided generally fromtime to time to all other similarly situated employees of the Company, as well as for reimbursement of
reasonable business expenses.

In the event of Mr. Donoftio’s termination of employment by the Company without "cause” or by Mr. Donofrio for "good reason,” not due to a "change in control,” each as
defined in the Employment Agreement, then in addition to any accrued amounts and subject to Mr. Donoftio timely delivering an effective release of claims in the Company’s favor
and substantial and material compliance with existing confidentiality and noncompetition agreements, Mr. Donofrio will be entitled to receive (i) payment of an amount equal to 12
months of his base salary, plus an amount equal to an annual bonus calculated at the target bonus level for the calendar year in which the separation date occurs but prorated
based on the percentage of the calendar year actually worked by Mr. Donoftio as of the separation date, paid in installments over 12 months in accordance with standard payroll
practices, (ii) vesting of any of Mr. Donoftio’s time-based options that would have vested through the end of the calendar year in which the separation occurred and (iii)
reimbursement of Mr. Donoftio’s applicable COBRA premiums for up to 12 months after such separation. In the event of Mr. Donoftio’s termination of employment by the
Company without "cause” or by Mr. Donoftio for "good reason,” within 12 months of a "change in control,” each as defined in the Employment Agreement, then in addition to any
accrued amounts and subject to Mr. Donoftio timely delivering an effective release of claims in the Company’s favor and substantial and material compliance with existing
confidentiality and noncompetition agreements, Mr. Donofrio will be entitled to receive (i) payment of an amount equal to 12 months of his base salary, plus an amount equal to an
annual bonus calculated at the target bonus level for the calendar year in which the separation date occurs, paid in installments over 12 months in accordance with standard payroll
practices, (ii) vesting of all of Mr. Donoftio’s outstanding unvested options and (iii) reimbursement of Mr. Donofrio’s applicable COBRA premiums for up to 12 months after such
separation.
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Director Compens ation
The following table sets forth information concerning the compensation of our directors, other than Mrs. Stafford, for the year ended December 31, 2022.

Fees Farned or

Name Paidin Cash (1) Option Awards (2) Total

James L. Bierman $ 62,750 $ 100,000 $ 162,750
W. Kent Geer 102,396 100,000 202,896
Robert J. Keegan 82,813 100,000 182,813
Machelle Sanders 63,125 100,000 163,125
Steven D. Skolsky 62,188 100,000 162,188
John Palmour (3) 73,438 100,000 173,438

(1) Amounts reflected in this column include the fees earned during the fourth quarter ended December 31, 2021, but paid in cash to the applicable director during the year ended
December 31, 2022, and fees earned during the fourth quarter ended December 31, 2022, but paid in cash to the applicable director during the year ended December 31, 2023.
In this column we are required to report all fees either earned or paid to directors during 2022. As a result, fees eamed in 2021 for fourth quarter service in 2021 but paid in
2022 are also included; thus the dollar amount represents fees paid for five (not four) successive quarters. Fees earned in 2021 but paid in 2022 were as follows: Mr. Bierman,
$11,250; Mr. Geer, $21,875; Mr. Keegan, $16,563; Dr. Palmour, $13,438; and Ms. Sanders, $11,875.

(2) Amounts reflect the grant-date Black-Scholes value of stock awards and stock options granted during 2022, computed in accordance with ASC Topic 718, rather than the
amounts paid to or realized by the named individual. For a discussion of the assumptions used to calculate the value of all stock awards and option awards made to our
directors, see the section entitled "Management’s Discussion and Analysis of Financial Condition and Results of Operations—Critical Accounting Policies and Use of
Estimates—Stock-Based Compensation” in this Annual Report, "Note 1—"Organization and Significant Accounting Policies” and "Note 11—Stock-Based Compensation”
to the accompanying consolidated financial statements included in this Annual Report. These amounts do not necessarily correspond to the actual value that may be
recognized fromthe option awards by the applicable directors.

(3) Dr. Palmour served on the board of directors until his death in November 2022.

The table below shows the aggregate numbers of option awards and restricted stock unit awards (exercisable and unexercisable) held as of December 31, 2022, by each director
who served as a member of our board of directors during the year ended December 31, 2022, other than Mrs. Stafford. No such director held any other equity awards.

Options Outstanding at Fiscal RSUs Outstanding at Fiscal
Name Year End December 31, 2022 Year End December 31, 2022
James L. Bierman 14,423 36,101
W. Kent Geer 24,797 36,101
Robert J. Keegan 23,272 36,101
Machelle Sanders 20,347 36,101
Steven D. Skolsky 15,620 36,101

John Palmour — —

Non-Employee Director Compensation Policy

Effective March 29, 2023, we amended the Novan, Inc. Non-Employee Director Compensation Policy, or the Director Compensation Policy, for our non-employee directors that
consists of annual retainer fees and equity awards that will be paid or made automatically and without further action by our board of directors. Pursuant to the Director
Compensation Policy, subject to continued service on our board, (i) each non-employee director receives an annual cash retainer of $40,000; (ii) each non-employee director
serving as a committee chair receives an additional annual retainer between $10,000 and $20,000; (iii) each non-employee director serving as a committee member (unless also
serving as the committee chair) receives an additional annual retainer between $5,000 and $8,750, or in the event our board of directors creates a special committee, such additional
cash compensation in the form of a retainer or a per meeting fee paid at the rate established by our board of directors at the time our board of directors establishes such committee;
(iv) the non-employee chairman of our board of directors receives an additional annual retainer of $32,500; and (v) the lead independent director receives an additional annual
retainer of $22,500. The Director Compensation Policy also provides each non-employee director with an annual equity award, contingent upon
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service on our board of directors as of the date of any annual meeting of our stockholders and continued service on our board of directors immediately following such annual
meeting and automatically granted on the date of such annual meeting, of an option to purchase the number of shares of our common stock (at a per-share exercise price equal to
the closing price per share of our common stock on the date of such annual meeting, or on the last preceding trading day if the annual meeting is not a trading day) equal to the
number of shares that have an aggregate grant-date fair value of $100,000 (as determined in accordance with ASC Topic 718, with the number of shares of our common stock
underlying each such award subject to adjustment as provided in the 2016 Plan); provided that at the discretion of the Compensation Committee and pursuant to the exercise of its
business judgment, taking into account such factors, circumstances and considerations as it shall deemrelevant fromtime to time, the Compensation Committee can impose a cap
on the number of shares subject to such annual equity award. The equity awards described in the Director Compensation Policy are granted under and subject to the terms and
provisions of the 2016 Plan or any other applicable Company equity incentive plan then-maintained by the Company. Each non-employee director who is initially elected or
appointed on any date other than the date of an annual meeting of stockholders will receive a prorated portion of such annual equity award for the year of such election or
appointment. Notwithstanding the foregoing, our board of directors in its sole discretion may determine that the annual equity award for any year or the prorated portion of any
such annual equity award, as applicable, be granted in the form of restricted stock units with equivalent value on the date of grant. Each director option award will vest and become
exercisable in four equal quarterly installments, and each RSU award will vest on the first anniversary, such that each such award shall be fully vested and exercisable on the first
anniversary of the date of grant, subject to the director’s continued service on our board of directors through each applicable vesting date. The equity awards will accelerate and
vest in full upon the death or disability of any director.

Directors have been and will continue to be reimbursed for expenses directly related to their activities as directors, including attendance at board and committee meetings. Directors
are also entitled to the protection provided by their indemmification agreements and the indemnification provisions in our certificate of incorporation and bylaws.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.
EQUITY COMPENSATION PLAN INFORMATION

The following table presents information as of December 31, 2022, with respect to compensation plans under which shares of our common stock may be issued. The category
"Equity Compensation Plans approved by security holders” in the table below consists of the 2016 Plan and the Company’s 2008 Stock Plan, or the 2008 Plan.

Number of Securities
Remaining Available

Number of Securities for Future Issuances
to be Issued upon under Equity
Exercise of ‘Weighted Average Compensation Plans
Outstanding Options, RSUs and Exercise Price of (excluding securities
Plan Category SARs Outstanding Options, RSUs and SARs reflected in column (a))
(€)) ($)(b) (©)
Equity Compensation Plans approved by security holders 1,548,726 (1) $ 7.36 ®) 241,801 (3)
Equity Compensation Plans not approved by security
holders (4) 1,250 31.50 -
Total 1,549,976 7.38 241,801

(1) Includes shares of common stock issuable upon exercise of outstanding options under the 2008 Plan — 3,633 shares; outstanding options and SARs under the 2016 Plan —
1,087,687 shares; and outstanding RSUs under the 2016 Plan — 457,406.

(2) The weighted-average remaining contractual term (in years) was 6.20.
(3) Includes shares remaining for future issuance under the 2016 Plan.

(4) InMay 2018, we awarded nonstatutory stock options to purchase an aggregate of 10,050 shares of common stock to newly-hired employees, not previously employees or
directors of the Company, as inducements material to the individuals’ entering into employment with us within the meaning of Nasdaq Listing Rule 5635(c)(4), or the
Inducement Grants. The Inducement Grants had a grant date of May 31, 2018 and an exercise price of $31.50 per share. The Inducement Grants were awarded outside of the
2016 Plan, pursuant to Nasdaq Listing Rule 5635(c)(4), but had terms and conditions generally consistent with our 2016 Plan and vested over three years, subject to the
employee’s continued service as an employee or consultant through the vesting period. As of December 31, 2021, there were a total of 1,250 Inducement Grants outstanding.
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SECURITY OWNERSHIP OF MANAGEMENT AND CERTAIN BENEFICIAL OWNERS
The following table sets forth information regarding the beneficial ownership of our common stock as of March 16, 2023, by the following:
. each stockholder known by us to be the beneficial owner of more than 5% of our common stock;
. each of our directors;
. each of our named executive officers; and
. all of our directors and executive officers as a group.
Applicable percentages are based on 28,015,371 shares outstanding on March 16, 2023, adjusted as required by rules promulgated by the SEC.

The number of shares beneficially owned by each stockholder is determined under rules issued by the SEC. Under these rules, beneficial ownership includes any shares as to
which the individual or entity has sole or shared voting power or investment power. The following table is based upon information supplied by officers, directors and principal
stockholders and Schedules 13D and 13Gfiled with the SEC. In computing the number of shares beneficially owned by an individual or entity and the percentage ownership of that
person, shares of common stock issuable upon the exercise of stock options, SARs or warrants exercisable or RSUs that will vest within 60 days of March 16, 2023, are considered
outstanding, although these shares are not considered outstanding for purposes of computing the percentage ownership of any other person. Unless otherwise indicated, the
address of each of the individuals and entities named below is ¢/o Novan, Inc., 4020 Stirrup Creek Drive, Suite 110, Durham, NC 27703. Each of the stockholders listed has sole
voting and investment power with respect to the shares beneficially owned by the stockholder unless noted otherwise, subject to community property laws where applicable.

Number of Shares Percentage of
Beneficially Outstanding

Name of Beneficial Owner Owned Shares
5% Stockholders:
None — —
Directors and Named Executive Officers:
Paula Brown Stafford (1) 185,074 *
John M. Gay (2) 40,189 <
John A. Donoftio (3) 25,000 *
James L. Bierman (4) 18,423 o
W. Kent Geer (5) 26,379 *
Robert J. Keegan (6) 29,575 o
Machelle Sanders (7) 21,747 *
Steven D. Skolsky (8) 15,620 o
All current directors and executive officers, as a group (9 persons) (9) 378,677 1.3%

* Represents beneficial ownership of less than one percent.

(1) Consists of (i) 15,069 shares of common stock held by Mrs. Stafford (ii) options to purchase 110,005 shares of common stock that are exercisable within 60 days of March 16,
2023, 2023 and (iii) 60,000 SARs exercisable within 60 days of March 16, 2023.

(2) Consists of (i) 2,500 shares of common stock held by Mr. Gay and (ii) options to purchase 37,689 shares of common stock that are exercisable within 60 days of March 16,
2023.

(3) Consists of options to purchase 25,000 shares of common stock that are exercisable within 60 days of March 16, 2023.

(4) Consists of (i) 4,000 shares of common stock held by Mr. Bierman and (ii) options to purchase 14,423 shares of common stock that are exercisable within 60 days of March 16,
2023.

(5) Consists of (i) 1,582 shares of common stock held by Mr. Geer and (i) options to purchase 24,797 shares of common stock that are exercisable within 60 days of March 16,
2023.

(6) Consists of (i) 6,303 shares of common stock held by the Robert J. Keegan Trust, with Mr. Keegan as trustee and (i) options to purchase 23,272 shares of common stock that
are exercisable within 60 days of March 16, 2023.
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(7) Consists of (i) 700 shares of common stock held by Ms. Sanders, (i) warrants to purchase 700 shares of common stock that are exercisable within 60 days of March 16, 2023
and (iii) options to purchase 20,347 shares of common stock that are exercisable within 60 days of March 16, 2023.

(8) Consists of options to purchase 15,620 shares of common stock that are exercisable within 60 days of March 16, 2023.

(9) Consists of (i) 30,154 common shares held by our current executive officers and current directors, (ii) warrants to purchase 700 shares of common stock that are exercisable
within 60 days of March 16, 2023 and (iii) options and SARs to purchase 347,823 shares of common stock exercisable within 60 days of March 16, 2023.

Item 13. Certain Relationships and Related Transactions, and Director Independence.
Policies and Procedures for Related Party Transactions

Our board of directors has adopted a written related person transaction policy setting forth the policies and procedures for the review and approval or ratification of related person
transactions. This policy covers, with certain exceptions set forth in Item 404 of Regulation S-K under the Securities Act, any transaction, arrangement or relationship, or any series
of similar transactions, arrangements or relationships, in which we were or are to be a participant, the amount involved exceeds the lesser of (i) $120,000 or (ii) one percent of the
average of our total assets at year-end for the last two completed fiscal years, and in which a related person had, has or will have a direct or indirect material interest, including
without limitation, purchases of goods or services by or fromthe related person or entities in which the related person has a material interest, indebtedness, guarantees of
indebtedness and employment by us of a related person. In reviewing and approving any such transactions, our audit committee is tasked to consider all relevant facts and
circumstances, including, but not limited to, whether the transaction is on terms comparable to those that could be obtained in an arm’s length transaction and the extent of the
related person’s interest in the transaction. All of the transactions described in this section either were approved or ratified pursuant to this policy or occurred prior to the adoption
of'this policy.

Certain Relationships and Related Transactions

The following includes a summary of transactions since January 1, 2020, to which we were or are to be a participant, in which the amount involved exceeded or will exceed the
lesser of (i) $120,000 or (ii) one percent of the average of our total assets at year-end for the last two completed fiscal years, and in which any of our directors, executive officers or,
to our knowledge, beneficial owners of more than 5% of our common stock or any member of the immediate family of any of the foregoing persons had or will have a direct or
indirect material interest, other than equity and other compensation, termination, change in control and other arrangements, which are described in "Executive Compensation.” We
also describe below certain other transactions with our directors, executive officers and stockholders.

2020 Registered Direct Offering

On March 24, 2020, we entered into a securities purchase agreement with certain institutional investors, pursuant to which we agreed to sell and issue, in a registered direct offering
priced at the market, an aggregate of 1,860,465 shares of our common stock (or pre-funded warrants to purchase shares of common stock in lieu thereof). The purchase price for
each share of common stock was $4.30, and the price for each pre-funded warrant was $4.299. Each pre-funded warrant had an exercise price of $0.001 per share. The pre-funded
warrants were exercisable immediately upon issuance until all of the pre-funded warrants were exercised in full.

In the offering, Sabby Volatility Warrant Master Fund, Ltd., a greater than 5% stockholder at the time of the offering, purchased 620,000 shares of common stock and pre-funded
warrants to purchase up to 260,233 shares of common stock for approximately $3.8 million. Based solely on information reported in a Schedule 13G/A filed with the SEC on January
5,2021, Sabby no longer held any of our common stock or pre-funded warrants to purchase shares of our common stock as of that date.

Joseph Moglia, a greater than 5% stockholder at the time of the offering, purchased 100,000 shares of common stock for $430,000. Based solely on information reported in a
Schedule 13D/A filed with the SEC on January 27, 2021, Mr. Moglia was no longer a greater than 5% stockholder as of that date.

Arrangements with Executive Officers and Directors

We have entered into employment arrangements with our named executive officers. For more information regarding our arrangements with our named executive officers, see the
section entitled "Executive Compensation—Arrangements with our Named Executive Officers.”

We have entered, or will enter, into an indemnification agreement with each of our directors and executive officers. The indemnification agreements and our bylaws require us to
indemnify our directors and officers to the fullest extent permitted by Delaware law.
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Independence of Directors

Our common stock is listed on the Nasdaq Capital Market. Under the listing requirements and rules of the Nasdaq Capital Market, independent directors must comprise a majority
of our board of directors, and each member of our audit committee, compensation committee and nominating and governance committee must be independent. Under the rules of
the Nasdaq Capital Market, a director will only qualify as an "independent director” if, in the opinion of that company’s board of directors, that person does not have a relationship
that would interfere with the exercise of independent judgment in carrying out the responsibilities of a director.

Audit committee members must also satisfy independence criteria set forth in Rule 10A-3 under the Exchange Act. To be considered independent for purposes of Rule 10A-3, a
member of an audit committee of a listed company may not, other than in his or her capacity as a member of a company’s audit committee, the company’s board of directors or any
other board committee, (i) accept, directly or indirectly, any consulting, advisory or other compensatory fee fromthe listed company or any of'its subsidiaries or (ii) be an affiliated
person of'the listed company or any of'its subsidiaries.

Our board of directors has undertaken a review of its composition, the composition of its committees and the independence of each director. Based upon information requested
fromand provided by each director conceming his or her background, employment and affiliations, including family relationships, our board of directors has determined that James
L. Bierman, W. Kent Geer, Robert J. Keegan, Machelle Sanders and Steven D. Skolsky, and John Palmour, during his service on the board until his death in November 2022, do not
have a relationship that would interfere with the exercise of independent judgment in carrying out the responsibilities of a director and that each of these directors is "independent”
as that termis defined under the applicable rules and regulations of the listing requirements and rules of the Nasdaq Capital Market. In making these determinations, our board of
directors considered the current and prior relationships that each non-employee director has with us and all other facts and circumstances our board of directors deemed relevant
in determining their independence, including the beneficial ownership of our capital stock by each non-employee director.

Our board of directors determined that W. Kent Geer, Robert J. Keegan, and Steven D. Skolsky, each of the three members of our audit committee, and John Palmour, until his death
in November 2022, satisfy the independence standards for our audit committee established by applicable SEC rules and the listing standards of the Nasdaq Capital Market and Rule
10A-3.

Our board of directors has determined that Robert J. Keegan, James L. Bierman and Machelle Sanders, each of the three current members of our compensation committee, satisfy
the independence standards for our compensation committee established by applicable SEC Rules and the listing standards of the Nasdaq Capital Market, taking into
consideration all factors specified in the applicable standards.

Our board of directors has determined that James L. Bierman, Machelle Sanders and Steven D. Skolsky, each of the three members of our nominating and corporate governance
committee, and John Palmour, during his service on the committee until his death in November 2022, are independent within the meaning of the applicable listing standards of the
Nasdaq Capital Market.

Item 14. Principal Accountant Fees and Services.
Principal Accountant Fees and Services

The following table represents the aggregate fees and expenses for services provided by BDO USA, LLP, or BDO, our independent registered public accounting firm for the fiscal
years ended December 31, 2022 and 2021.

Fiscal Year Ended

2022 2021
(in thousands)
Audit Fees (1) $ 756 $ 329
Audit-Related Fees — —
TaxFees — —
All Other Fees — —
Total Fees $ 756 $ 329

1. Audit fees consist of fees billed, or expected to be billed, for professional services rendered for the audit of our consolidated annual financial statements, review of the
interim consolidated financial statements, the issuance of consent
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and comfort letters in connection with registration statement filings with the SEC and all services that are normally provided by the accounting firmin connection with
statutory and regulatory filings or engagements.

All fees described above were approved by our audit committee.

Pre-Approval Policies and Procedures

Our audit committee has adopted a policy and procedures for the pre-approval of audit and non-audit services rendered by our independent registered public accounting firm. The
policy generally pre-approves specified services in the defined categories of audit services, audit-related services and taxservices up to specified amounts. Pre-approval may also
be given as part of our audit committee’s approval of the scope of the engagement of the independent auditor or on an individual, explicit, case-by-case basis before the

independent auditor is engaged to provide each service. The pre-approval of services may be delegated to one or more of our audit committee’s members, but the decision must be
reported to the full audit committee at its next scheduled meeting.
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PART IV
Item 15. Exhibits and Financial Statement Schedules.
(a) The following financial statements are included in this Annual Report:
(1) List of Financial Statements:
The financial statements required by this itemare listed in Item 8, "Financial Statements and Supplementary Data” herein.
(2) List of Financial Statement Schedules:

All financial statement schedules have been omitted because they are not applicable, not required or the information required is shown in the
financial statements or notes thereto.

(3) List of Exhibits.
INCORPORATED BY REFERENCE

EXHIBIT NO. DESCRIPTION Filed Herewith FORM File No. Exhibit Filing Date

2.1 T+  Unit Purchase Agreement. dated as of March 8-K 001-37880 2.1 March 11,2022
11, 2022, by and among Novan, Inc., Evening
Post Group, LLC and EPI Health, LLC.

3.1 Restated Certificate of Incorporation of 8-K 001-37880 3.1 September 27, 2016
Novan. Inc.. effective September 26, 2016.

32 Certificate of Amendment to the Restated 8K 001-37880 3.1 May 25, 2021
Certificate of Incorporation of Novan. Inc..
effective May 25, 2021.

33 Amended and Restated Bylaws of Novan, 8-K 001-37880 32 September 27, 2016
Inc., effective September 26, 2016.

4.1 Form of Common Stock Certificate. S-1/A 333-213276 4.1 September 8, 2016

42 Description of Registrant’s Securities X
Registered Pursuant to Section 12 of the
Securities Exchange Act of 1934.

43 Registration Rights Agreement. dated 8-K 001-37880 4.1 September 5, 2019
August 30. 2019, by and between Novan,
Inc. and Aspire Capital Fund, LLC.

44 Registration Rights Agreement, dated July 8K 001-37880 4.1 July 22,2020
21, 2020. by and between Novan, Inc. and
Aspire Capital Fund, LLC.

45 Form of March 2020 Public Offering Common 8-K 001-37880 4.1 March 3, 2020
Warrant.

4.6 Form of March 2020 Public Offering 8-K 001-37880 43 March 3, 2020
Underwriter Warrant.

4.7 Form of March 2020 Registered Direct 8-K 001-37880 42 March 26, 2020
Offering Placement Agent Warrant.

4.8 Form of June 2022 Registered Direct Offering 8-K 001-37880 43 March 16, 2023
Common Warrant, as amended.

49 Form of June 2022 Registered Direct Offering 8-K 001-37880 42 June 10, 2022
Pre-Funded Warrant.
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https://www.sec.gov/Archives/edgar/data/1467154/000146715422000025/novn-8k031120221exhibit21.htm
https://www.sec.gov/Archives/edgar/data/1467154/000119312516721744/d262688dex31.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715421000071/a05252021exhibit31.htm
https://www.sec.gov/Archives/edgar/data/1467154/000119312516721744/d262688dex32.htm
https://www.sec.gov/Archives/edgar/data/1467154/000119312516705260/d233787dex41.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715419000078/novn-083020198kexhibit41.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715420000099/novn072120208kexhibit41.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715420000025/a02278kexhibit41.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715420000025/a02278kexhibit43.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715420000037/a03248kexhibit42.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715423000021/novn-3132023exhibit43.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000104/novn-6102022exhibit42.htm

EXHIBIT NO.

DESCRIPTION

Filed Herewith

INCORPORATED BY REFERENCE

FORM

File No.

Exhibit

Filing Date

10.1

10.2

10.3

104

10.5

10.6

10.7

10.8

109

10.10

10.11

10.12

10.13

10.14

10.15

Form of Director and Executive Officer
Indemnification Agreement.

2008 Stock Plan, as amended. and form of
option agreements thereunder.

2016 Incentive Award Plan, as amended and
restated.

Formof Award Agreement Awarding Non-

Qualified Stock Options to Employees under
the Novan, Inc. 2016 Incentive Award Plan.

Form of Award Agreement Awarding
Incentive Stock Options to Employees under
the Novan, Inc. 2016 Incentive Award Plan.

Form of Award Agreement Awarding Non-

Qualified Stock Options to Non-Employee
Directors under the Novan, Inc. 2016

Incentive Award Plan.

Form of Award Agreement Awarding
Restricted Stock Units under the Novan, Inc.

2016 Incentive Award Plan.

Form of Employment Inducement Stock
Option Agreement.

Amended and Restated Employment
Agreement dated December 17, 2019, by and
between Novan, Inc. and Paula Brown
Stafford.

First Amendment, dated November 9, 2021, to

Amended and Restated Employment

Agreement dated December 17, 2019, by and
between Novan, Inc. and Paula Brown

Stafford.

Stock Appreciation Right Grant Notice and

Agreement between Novan, Inc. and Paula
Brown Stafford.

Employment Agreement, dated September 23,
2020, by and between Novan, Inc. and John
M. Gay.

First Amendment, dated August 11, 2021, to
Enmployment Agreement, dated September 23,
2020, by and between Novan, Inc. and John
M. Gay.

Employment Agreement, dated March 11,

2022, by and between Novan, Inc. and John
Donoffio.

Non-Employee Director Compensation Policy.
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https://www.sec.gov/Archives/edgar/data/1467154/000146715420000154/exhibit106q32020.htm
https://www.sec.gov/Archives/edgar/data/1467154/000119312516689866/d106401dex102.htm
https://www.sec.gov/Archives/edgar/data/0001467154/000146715421000071/a05252021exhibit101.htm
https://www.sec.gov/Archives/edgar/data/1467154/000156459016029287/novn-ex101_454.htm
https://www.sec.gov/Archives/edgar/data/1467154/000156459016029287/novn-ex102_453.htm
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https://www.sec.gov/Archives/edgar/data/1467154/000146715420000136/novn-exhibit102.htm
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INCORPORATED BY REFERENCE

EXHIBIT NO. DESCRIPTION Filed Herewith FORM File No. Exhibit Filing Date

10.16 7t  Amended, Restated and Consolidated 10-Q 001-37880 10.8 May 16, 2022
License Agreement between The University
of North Carolina and Novan, Inc., dated as
of June 27, 2012, and as amended on
November 30, 2012.

10.17 ++  Second Amendment, dated April 12, 2016. to 10-Q 001-37880 10.9 May 16,2022
the Amended, Restated and Consolidated
License Agreement between The University
of North Carolina and Novan, Inc., dated as
of June 27, 2012.

10.18 T Third Amendment. dated November 1. 2018 10-K 001-37880 10.23 March 27,2019
to the Amended, Restated and Consolidated
License Agreement between The University
of North Carolina and Novan, Inc.. dated as
of June 27, 2012.

10.19 +1  Fourth Amendment. dated November 26. 10-K 001-37880 10.19 February 18,2022
2018, to the Amended, Restated and
Consolidated License Agreement between
the University of North Carolina and Novan,
Inc., dated as of June 27, 2012.

10.20 +1  Fifth Amendment. dated October 27, 2021, to 10-K 001-37880 10.20 February 18, 2022
the Amended, Restated and Consolidated

License Agreement between the University
of North Carolina and Novan, Inc.. dated as

of June 27, 2012.
10.21 +1  UNC Sublicense Agreement, dated December 10-Q 001-37880 10.10 May 16, 2022

29, 2015, by and between Novan, Inc. and
KNOW Bio. LLC.

10.22 T  First Amendment, dated October 13, 2017, to 10-K 001-37880 10.21 March 27,2018
the UNC Sublicense Agreement, dated
December 29, 2015, by and between Novan
Inc. and KNOW Bio, LIC.

10.23 T  Second Amendment, dated November 2 10-K 001-37880 10.26 March 27,2019
2018, to the UNC Sublicense Agreement,
dated December 29, 2015, by and between
Novan, Inc. and KNOW Bio, LLC.

10.24 +7  Novan Patent and Know-How License 10-Q 001-37880 10.11 May 16, 2022
Agreement, dated December 29, 2015, by and
between Novan, Inc. and KNOW Bio, LLC.

10.25 T First Amendment. dated October 13, 2017, to 10-K 001-37880 10.23 March 27,2018
the Novan Patent and Know-How License

Agreement, dated December 29, 2015, by and
between Novan, Inc. and KNOW Bio, LLC.
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https://www.sec.gov/Archives/edgar/data/1467154/000146715422000076/exhibit108amendedrestateda.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000076/exhibit109secondamendmentd.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715419000018/a12312018-10kexhibit1023.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000012/a12312021-10kexhibit1019.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000012/a12312021-10kexhibit1020.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000012/a12312021-10kexhibit1020.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000012/a12312021-10kexhibit1020.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000012/a12312021-10kexhibit1020.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000012/a12312021-10kexhibit1020.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000076/exhibit1010uncsublicenseag.htm
https://www.sec.gov/Archives/edgar/data/1467154/000156459018006881/novn-ex1021_15.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715419000018/a12312018-10kexhibit1026.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000076/exhibit1011novanpatentandk.htm
https://www.sec.gov/Archives/edgar/data/1467154/000156459018006881/novn-ex1023_188.htm

EXHIBIT NO.
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Filed Herewith

INCORPORATED BY REFERENCE

FORM

File No.

Exhibit

Filing Date

10.26

10.27

10.28

10.29

10.30

10.31

10.32

1033

10.34

10.35

10.36

il

il

il

il

i

il

il

il

Second Amendment, dated November 2, 2018
to the Novan Patent and Know-How License
Agreement, dated December 29, 2015, by and
between Novan, Inc. and KNOW Bio, LLC.

License Agreement, dated January 12, 2017, by
and between Novan, Inc. and Sato

Pharmaceutical Co. L.td.

First Amendment, dated January 12, 2017 to
the License Agreement, dated January 12,
2017. by and between Novan. Inc. and Sato
Pharmaceutical Co. [.td.

Second Amendment. dated October 5. 2018 to

the License Agreement, dated January 12,

2017. by and between Novan. Inc. and Sato
Pharmaceutical Co. I td.

License Agreement, effective December 21,
2022, by and between Sato Pharmaceutical Co.,
Ltd.. and EPI Health, L1.C.

Amended and Restated Promotion and
Collaboration Agreement, effective as of
January 1, 2022, by and between MC2
Therapeutics Limited and EPI Health, LIL.C.

Assignment and License Agreement, effective
as of August 3. 2009, by and between Aspect
Pharmaceuticals, [.LC and EPI Health, [LC (as
successor-in-interest to Vicept Therapeutics,
Inc.).

Master Manufacturing and Supply Agreement,
dated August 16, 2018, by and between DPT
Laboratories, [td. and EPI Health, L1.C (as
successor-in-interest to Allergan Sales. LLC).

Royalty and Milestone Payments Purchase

Agreement, dated April 29, 2019, by and
between Novan, Inc. and Reedy Creek

Investments LIC.

Development Funding and Royalties
Agreement, dated May 4, 2019, by and
between Novan, Inc. and Ligand
Pharmaceuticals Incorporated.

Lease. dated January 18, 2021, by and between
Novan. Inc. and Copper II 2020, LLC. and as
amended by the First Amendment to Lease as
of March 18, 2021.
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https://www.sec.gov/Archives/edgar/data/1467154/000146715419000018/a12312018-10kexhibit1029.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715418000009/exhibit101satoredactedamen.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000127/a12212022exhibit101.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000076/exhibit106amendedandrestat.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000076/exhibit107assignmentandlic.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000076/exhibit1012mastermanufactu.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000012/a12312021-10kexhibit1030.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000012/a12312021-10kexhibit1031.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715421000062/exhibit101q12021.htm

INCORPORATED BY REFERENCE

EXHIBIT NO. DESCRIPTION Filed Herewith FORM File No. Exhibit Filing Date

10.37 Equity Distribution Agreement, dated March 8-K 001-37880 10.1 March 11,2022
11. 2022, by and between the Company and
Oppenheimer & Co. Inc.

10.38 Factoring Agreement, effective December 1. 8-K 001-37880 10.1 December 6, 2022
2022, by and among CSNK Working Capital
Finance Corp. d/b/a Bay View Funding. and
EPI Health, ILIC.

10.39 Continuing Guaranty Agreement, effective 8-K 001-37880 102 December 6, 2022
December 1, 2022, by and among CSNK
Working Capital Finance Corp. d/b/a Bay
View Funding, and Novan, Inc.

21.1 Subsidiaries of the Registrant.

23.1 Consent of BDO USA, LLP.

232 Consent of Elliott Davis, LIC.

31.1 Certification of Chief Executive Officer
pursuant to Exchange Act Rules 13a-14(a)
and 15d-14(a), as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of
2002.

31.2 Certification of Chief Financial Officer X
pursuant to Exchange Act Rules 13a-14(a)
and 15d-14(a). as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of
2002.

32.1 Certification of Chief Executive Officer X
pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the
Sarbanes-Oxley Act 0f 2002.

322 Certification of Chief Financial Officer X
pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the
Sarbanes-Oxley Act 0f 2002.

9.1 Audited financial statements of EPI Health 8-K 001-37880 99.1 March 11, 2002
LLC as ofand for the fiscal years ended
September 30, 2021 and 2020.

99.2 Unaudited financial statements of EPT Health 8-K 001-37880 99.2 March 11, 2002
LLC as of and for the three months ended
December 31, 2021 and 2020.

99.3 Unaudited pro forma condensed combined 8-K 001-37880 99.3 March 11, 2002
financial information of Novan, Inc. as of and
for the year ended December 31, 2021.

101.INS Inline XBRL Instance Document - the X
instance document does not appear in the
Interactive Data File because its XBRL tags
are embedded within the Inline XBRL
document.

101.SCH Inline XBRL Taxonomy Extension Schema X
Document.

el
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https://www.sec.gov/Archives/edgar/data/1467154/000146715422000029/novn-8k031120222exhibit101.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000124/a1262022exhibit101.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000124/a1262022exhibit102.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000025/novn-8k031120221exhibit991.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000025/novn-8k031120221exhibit992.htm
https://www.sec.gov/Archives/edgar/data/1467154/000146715422000025/novn-8k031120221exhibit993.htm

INCORPORATED BY REFERENCE

EXHIBIT NO. DESCRIPTION Filed Herewith FORM File No. Exhibit Filing Date
101.CAL Inline XBRL Taxonomy Extension Calculation X
Linkbase Document.
101.DEF Inline XBRL Taxonomy Extension Definition X
Document.
101.LAB Inline XBRL Taxonomy Extension Label X
Linkbase Document.
101.PRE Inline XBRL Taxonomy Extension Presentation X
Linkbase Document.
104 Cover Page Interactive Data File - the cover X

page XBRL tags are embedded within the
Inline XBRL Instance document included in

Exhibit 101.
T Confidential treatment has been granted with respect to certain portions of this exhibit. Omitted portions have been filed separately with the Securities and Exchange
Commission.
i1 Certain confidential information contained in these exhibits were omitted by means of redacting a portion of the text and replacing it with [***], pursuant to Regulation S-

K Item 601(b) of the Securities Act of 1933, as amended. Certain confidential information has been excluded fromthe respective exhibits because it is: (i) not material; and
(ii) the Company treats such information as private or confidential.

# Indicates management contract or compensatory plan.
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Item 16. Form 10-K Summary.

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the Registrant has duly caused this Annual Report to be signed on
its behalf by the undersigned, thereunto duly authorized.

Novan, Inc.

Date: March 30, 2023 By: /s/ Paula Brown Stafford
Paula Brown Stafford

Chairman, President and Chief Executive Officer
(Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this Annual Report has been signed below by the following persons on behalf of the
Registrant and in the capacities and on the dates indicated.

Name Title Date

Chairman, President, Chief Executive Officer
/s/ Paula Brown Stafford (Principal Executive Officer) March 30, 2023

Paula Brown Stafford

Chief Financial Officer
s/ John M. Principal Financial cer March 30,
/s/ Joh: Gay incipal Fi ial Offi h 30, 2023

John M. Gay

Vice President, Accounting and Business Operations
/s/ Andrew J. Novak (Principal Accounting Officer) March 30, 2023

Andrew J. Novak

/s/ James L. Bierman Director March 30, 2023

James L. Bierman

/s/ W. Kent Geer Director March 30, 2023
W. Kent Geer
/s/ Robert J. Keegan Director March 30, 2023

Robert J. Keegan

/s/ Machelle Sanders Director March 30, 2023
Machelle Sanders

/s/ Steven D. Skolsky Director March 30, 2023
Steven D. Skolsky
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Exhibit 4.2

DESCRIPTION OF REGISTRANT’S SECURITIES REGISTERED PURSUANT TO SECTION 12 OF THE SECURITIES EXCHANGE ACT OF 1934

The following description of our capital stock and certain provisions of our restated certificate of incorporation, as amended, and our amended and restated bylaws is not complete
and may not contain all the information you should consider before investing in our capital stock. This description is summarized from, and qualified in its entirety by reference to,
our restated certificate of incorporation, certificate of amendment to the restated certificate of incorporation and amended and restated bylaws, each of which has been publicly
filed with the SEC. See Exhibits 3.1, 3.2 and 3.3, respectively, to the Annual Report on Form 10-K that links to this exhibit. Unless the context otherwise requires, all references to

" »n

we,” "us,” the "Company,” or "Novan” in this Exhibit 4.2 refer to Novan, Inc.
Our authorized capital stock consists of:
* 200,000,000 shares of common stock, par value $0.0001 per share, of which we had outstanding 24,722,308 shares of our common stock as of December 31, 2022; and
* 10,000,000 shares of preferred stock, par value $0.0001 per share, of which none were outstanding as of December 31, 2022.
Common Stock

Holders of our common stock are entitled to one vote for each share held on all matters submitted to a vote of stockholders and do not have cumulative voting rights. An election
of directors by our stockholders shall be determined by a plurality of the votes cast by the stockholders entitled to vote on the election. Holders of common stock are entitled to
receive proportionately any dividends as may be declared by our board of directors, subject to any preferential dividend rights of any series of preferred stock that we may
designate and issue in the future.

In the event of our liquidation or dissolution, the holders of common stock are entitled to receive proportionately our net assets available for distribution to stockholders after the
payment of all debts and other liabilities and subject to the prior rights of any outstanding preferred stock. Holders of common stock have no preemptive, subscription, redemption
or conversion rights. Our outstanding shares of common stock are validly issued, fully paid and nonassessable. The rights, preferences and privileges of holders of common stock
are subject to and may be adversely affected by the rights of the holders of shares of any series of preferred stock that we may designate and issue in the future.

Our common stock is listed on the Nasdaq Capital Market under the symbol "NOVN.”

The Company is permitted to issue, and has fromtime to time, issued warrants and options to purchase shares of the Common Stock, as well as stock appreciation rights and
restricted stock units.

Transfer Agent
The transfer agent and registrar for our common stock is American Stock Transfer & Trust Company, LLC.
Preferred Stock

Under the terms of our restated certificate of incorporation, as amended, our board of directors is authorized to direct us to issue shares of preferred stock in one or more series
without stockholder approval. Our board of directors has the discretion to determine the rights, preferences, privileges and restrictions, including voting rights, dividend rights,
conversion rights, redemption privileges and liquidation preferences, of each series of preferred stock. The preferred shares may have voting or conversion rights that could have
the effect of restricting dividends on our common shares, diluting the voting power of our common shares, impairing the rights of our common shares in the event of our
dissolution, liquidation or winding-up or otherwise adversely affect the rights of holders of our common shares. The holders of preferred shares are entitled to receive notice of any
meeting of our shareholders and to attend and vote, except as otherwise provided in the rights and restrictions attached to the shares by the board of directors.

Options, Stock Appreciation Rights and Restricted Stock Units



On December 31, 2022, there were 1,549,976 shares of our common stock issuable upon the exercise of outstanding options, vesting of restricted stock units, or RSUs, and exercise
of stock appreciation rights, or SARs, and 241,801 shares of our common stock reserved for future issuance under the Novan, Inc. 2016 Incentive Award Plan. Any such awards
will be subject to the terms of the Novan, Inc. 2016 Incentive Award Plan

‘Warrants
Duration and Exercise Price

As of December 31, 2022, there were 5,535,637 shares of common stock issuable upon the exercise of outstanding warrants, having a weighted average exercise price of $1.30 (such
price reflecting the warrant amendment that occurred on March 16, 2023). On March 16, 2023, we issued warrants to purchase an aggregate of 5,042,017 shares of common stock
with an exercise price of $1.20. The exercise price and number of shares of common stock issuable upon exercise of the warrants are subject to appropriate adjustment in the event
of share dividends, share splits, reorganizations or similar events affecting our shares of common stock.

Unless earlier exercised, the warrants generally will expire on the five year anniversary of the issuance of such warrants. However, the warrants that were issued in June 2022 and
March 2023 will expire five and a half years after the issuance of the warrants and cannot be exercised until the six-month anniversary of the closing of the March 2023 registered
direct offering.

Cashless Exercise

If, at the time a holder exercises its common warrants, a registration statement registering the issuance of the shares of common stock underlying the warrants under the Securities
Act is not then effective or available for the issuance of such shares, then in lieu of making the cash payment otherwise contemplated to be made to us upon such exercise in
payment of the aggregate exercise price, the holder may elect instead to receive upon such exercise (either in whole or in part) the net number of shares of common stock
determined according to a formula set forth in the common warrant.

Fundamental Transactions

In the event of any fundamental transaction, as described in the warrants and generally including any merger with or into another entity, sale of all or substantially all of our assets,
tender offer or exchange offer, or reclassification of our shares of common stock, then upon any subsequent exercise of a common warrant, the holder will have the right to receive
as alternative consideration, for each share of our common stock that would have been issuable upon such exercise immediately prior to the occurrence of such fundamental
transaction, the number of shares of common stock of the successor or acquiring corporation or of our company, if it is the surviving corporation, and any additional consideration
receivable upon or as a result of such transaction by a holder of the number of shares of common stock for which the shares of common warrant is exercisable immediately prior to
such event. In addition, in certain circumstances, upon a fundamental transaction, the holder will have the right to require us to repurchase their warrants at their fair value using
the Black Scholes option pricing formula.

Anti-Takeover Effects of Delaware Law and Our Certificate of Incorporation and Bylaws
Restated Certificate of Incorporation, as amended, and Amended and Restated Bylaws

Because our stockholders do not have cunulative voting rights, our stockholders holding a majority of the voting power of our shares of common stock outstanding will be able to
elect all of our directors. Our restated certificate of incorporation, as amended, and amended and restated bylaws provide that all stockholder actions must be effected at a duly
called meeting of stockholders and not by consent in writing. A special meeting of stockholders may be called only by a majority of our board of directors, the chair of our board of
directors, our president or our chief executive officer.

Our restated certificate of incorporation, as amended, further provides that the affirmative vote of holders of at least sixty-sixand two-thirds percent (66-2/3%) of the voting power
ofall of the then outstanding shares of voting stock, voting as a single class, will be required to amend certain provisions of our certificate of incorporation, as amended, including
provisions relating to the size of the board, removal of directors, special meetings, actions by written consent and cumulative voting. The affirmative vote of holders of at least
sixty-sixand two-thirds percent (66-2/3%) of the voting power of all of the then



outstanding shares of voting stock, voting as a single class, will be required to amend or repeal our bylaws, although our bylaws may be amended by a simple majority vote of our
board of directors.

Our restated certificate of incorporation, as amended, further provides that our board of directors is divided into three classes, Class I, Class Il and Class III, with each class serving
staggered terms.

Finally, our restated certificate of incorporation, as amended, provides that, unless we consent in writing to the selection of an alternative forum, the Court of Chancery of the State
of Delaware will be the sole and exclusive forum for: (i) any derivative action or proceeding brought on behalf of us; (ii) any action asserting a claimof breach of a fiduciary duty
owed by any of our directors, officers or other employees or agents to us or our stockholders; (iii) any action asserting a claimagainst us arising pursuant to any provision of the
Delaware General Corporation Law or our restated certificate of incorporation or amended and restated bylaws; or (iv) any action asserting a claimagainst us governed by the
internal affairs doctrine. These choice of forumprovisions do not preclude or contract the scope of exclusive federal or concurrent jurisdiction for any actions brought under the
Securities Act or the Exchange Act. Accordingly, our choice of forum provisions will not relieve us of our duties to comply with the federal securities laws and the rules and
regulations thereunder, and our stockholders will not be deemed to have waived our compliance with these laws, rules and regulations. The enforceability of similar choice of forum
provisions in other companies’ certificates of incorporation has been challenged in legal proceedings, and it is possible that, in connection with any action, a court could find the
choice of forumprovisions contained in our restated certificate of incorporation to be inapplicable or unenforceable in such action. Nonetheless, any person or entity purchasing
or otherwise acquiring any interest in any of our securities shall be deemed to have notice of and consented to these provisions. These choice of forum provisions may limit a
stockholder’s ability to bring a claimin a judicial forumof'its choosing for disputes with us or our directors, officers or other employees or agents, which may discourage lawsuits
against us and our directors, officers and other employees or agents.

The foregoing provisions, including the choice of forum provisions, will make it more difficult for our existing stockholders to replace our board of directors as well as for another
party to obtain control of our company by replacing our board of directors. Since our board of directors has the power to retain and discharge our officers, these provisions could
also make it more difficult for existing stockholders or another party to effect a change in management. In addition, the authorization of undesignated preferred stock makes it
possible for our board of directors to issue preferred stock with voting or other rights or preferences that could impede the success of any attempt to change the control of our
company.

These provisions are intended to enhance the likelihood of continued stability in the composition of our board of directors and its policies and to discourage certain types of
transactions that may involve an actual or threatened acquisition of our Company. These provisions are also designed to reduce our vulnerability to an unsolicited acquisition
proposal and to discourage certain tactics that may be used in proxy fights. However, these provisions could have the effect of discouraging others from making tender offers for
our shares and may have the effect of deterring hostile takeovers or delaying changes in control of our Company or our management. As a consequence, these provisions also
may inhibit fluctuations in the market price of our stock that could result fromactual or rumored takeover attempts.

Section 203 of the Delaware General Corporation Law

We are subject to Section 203 of the Delaware General Corporation Law, which prohibits persons deemed to be "interested stockholders” fromengaging in a "business
combination” with a publicly held Delaware corporation for three years following the date these persons become interested stockholders unless the business combination is, or the
transaction in which the person became an interested stockholder was, approved in a prescribed manner or another prescribed exception applies. Generally, an "interested
stockholder” is a person who, together with affiliates and associates, owns, or within three years prior to the determination of interested stockholder status did own, 15% or more
of'a corporation’s voting stock. Generally, a "business combination” includes a merger, asset or stock sale, or other transaction resulting in a financial benefit to the interested
stockholder. The existence of this provision may have an anti-takeover effect with respect to transactions not approved in advance by the board of directors.



Exhibit 10.15

NOVAN, INC.
NON-EMPLOYEE DIRECTOR COMPENSATION POLICY
March 29, 2023

Non-enployee members of the board of directors (the ""Board”) of Novan, Inc. (the" Company”) shall be eligible to receive cash and equity
compensation as set forth in this Non-Employee Director Compensation Policy (this" Policy™). The cash and equity compensation described in this Policy
shall be paid or be made, as applicable, automatically and without further action of the Board, to each member of the Board who is not an employee of the
Company or any parent or subsidiary of the Company (each, a'Non-Employee Director’), who may be eligble to receive such cash or equity
compensation, unless such Non-Enmployee Director declines the receipt of such cash or equity compensation by written notice to the Company. This Policy
shall become effective on the date hereof (the "' Effective Date”) and shall remain in effect until it is revised or rescinded by firther action of the Board. This
Policy may be amended, modified or terminated by the Board at any time in its sole discretion. The terms and conditions of this Policy shall supersede any
prior cash and/or equity compensation arrangements for service as a member of the Board between the Company and any of its Non- Employee Directors anc
between any subsidiary of the Company and any of its non-enmployee directors. No Non-Employee Director shall have any rights hereunder, except with
respect to equity awards granted pursuant to the Policy.

1. Cash Compensation.
a. Annual Retainers. Each Non-Employee Director shall receive an annual retainer of $40,000 for service on the Board.

b. Additional Annual Retainers. In addition, a Non-Enployee Director shall receive the following annual retainers:

i Chairman of the Board A Non-Employee Director serving as Chairman of the Board shall receive an additional annual retainer o
$32,500 for such service.

ii. ~ Lead Independent Director A Non-Employee Director serving as Lead Independent Director shall receive an additional annua
retainer of $22,500 for such service.

.  Audit Committee. A Non-Employee Director serving as Chairperson of the Audit Committee shall receive an additional annual retaine;
of $17,500 for such service. A Non-Employee Director serving as a member of the Audit Committee (other than the Chairperson
shall receive an additional annual retainer of $8,750 for such service.

iv.  Compensation Committee A Non-Employee Director serving as Chairperson of the Compensation Committee shall receive a1
additional annual retainer of $17,500 for such service. A Non-Employee Director serving as a member of the Compensatior
Committee (other than the Chairperson) shall receive an additional annual retainer of $7,500 for such service.



v.  Nommating and Corporate Governance Committee A Non-Employee Director serving as Chairperson of the Nominating anc
Corporate Governance Committee shall receive an additional annual retainer of $10,000 for such service. A Non-Employee Directo

serving as a member of the Nominating and Corporate Governance Committee (other than the Chairperson) shall receive an additiona
annual retainer of $5,000 for such service.

vi.  Science and Technology Committee. A Non-Employee Director serving as Chairperson of the Science and Technology Committex
shall receive an additional annual retainer of $20,000 for such service. A Non-Employee Director serving as a member of the Science
and Technology Commiittee (other than the Chairperson) shall receive an additional annual retainer of $6,000 for each service.

vi. ~ Special Committee. In the event the Board creates a special committee, or designates the members of a standing committee to finctior
with respect to a special purpose as members of a special committee, additional cash compensation in the form of a retamer or a per
meeting fee, whether such meeting is attended in person or by telephone, shall be paid at the rate established by the Board at the time
the Board establishes such committee or designates members of a standing committee to finction with respect to a special purpose as
members of a special committee. Only the members of the special committee (or members of a standing committee to function with

respect to a special purpose as members of a special committee) are eligible for the payments described in this section with respect to
meetings of such special committee.

c. Payment of Retainers The annual retainers described in Sections 1(a) and 1(b) shall be earned on a quarterly basis based on a calendar
quarter and shall be paid by the Company in arrears not later than the fifieenth day following the end of each calendar quarter. In the event a
Non-Employee Director does not serve as a Non-Employee Director, or in the applicable positions described in Section 1(b), for an entir
calendar quarter, such Non-Employee Director shall receive a prorated portion of the retainer(s) otherwise payable to such Non-Employec
Director for such calendar quarter pursuant to Section 1(b), with such prorated portion determined by multiplying such otherwise payable
retainer(s) by a fraction, the numerator of which is the number of days during which the Non-Employee Director serves as a Non-Employex

Director or in the applicable positions described in Section 1(b) during the applicable calendar quarter and the denominator of which is the
number of days in the applicable calendar quarter.

2. Equity Compensation Non-Employee Directors shall be granted the equity awards described below. The awards described below shall be grantec
under and shall be subject to the terms and provisions of the Company’s 2016 Incentive Award Plan or any other applicable Company equity incentive
plan then-maintained by the Company (the ""Equity Plan”) and shall be granted subject to the execution and delivery of award agreements, including
attached exhibits, in substantially the forms previously approved by the Board. All applicable terms of the Equity Plan apply to this Policy as if fully se
forth herein, and all equity grants hereunder are subject in all respects to the terns of the Equity Plan.

a. Annual Awards. A Non-Employee Director who (i) serves on the Board as of the date of any annual meeting of the Company’s stockholders
(an "Annual Meeting”) after the Effective Date and (i) will continue to serve as a Non-Employee Director immediately



following such Annual Meeting shall be automatically granted, on the date of such Annual Meeting, an option to purchase the number of shares
of the Company’s common stock (at a per-share exercise price equal to the closing price per share of the Company’s common stock on the
date of such annual meeting (or on the last preceding trading day if the date of the annual meeting is not a trading day)) that have an aggregate
fair value on the date of grant of $100,000 (as determined in accordance with ASC 718) (with the number of shares of Common Stock
underlying each such award subject to adjustment as provided in the Equity Plan); provided that at the discretion of the Compensation
Committee and pursuant to the exercise of its business judgment, taking into account such factors, circunstances and considerations as it shall
deem relevant from time to time, the Compensation Committee can impose a cap on the number of shares subject to such award (the 'Cap”).

The awards described in this Section 2(a) shall be referred to as the ""Annual Awards.” Notwithstanding the foregoing, the Compensatior
Committee in its sole discretion may determine that the Annual Awards for any year be granted in the form of restricted stock units with
equivalent value on the date of grant (with the number of shares of Common Stock underlying each such award not to exceed the Cap, i
applicable, and subject to adjustment as provided i the Equity Plan). For the avoidance of doubt, a Non-Employee Director elected for th
first time to the Board at an Annual Meeting shall only receive an Annual Award in connection with such election, and shall not receive any
Initial Award (as defined below) on the date of such Annual Meeting as well

b. Initial Awards. Except as otherwise determined by the Board, each Non-Employee Director who is initially elected or appointed to the Boar
on any date other than the date of an Annual Meeting shall be automatically granted, on the date of such Non-Employee Director’s initia
election or appointment (such Non-Enployee Director’s "'Start Date”), an option to purchase shares of the Company’s common stock (at a
per-share exercise price equal to the closing price per share of the Company’s common stock on the date of such election or appointment (or
on the last preceding trading day if such date is not a trading day)) equal to the lesser of the Cap, if applicable, or the number of shares that
have an aggregate fair value on such Non-Employee Director’s Start Date equal to the product of (i) $100,000 (as determined in accordanc:
with ASC 718), and (ii) a fraction, the numerator of which is (x) 365 minus (y) the number of days in the period beginning on the date of the
Annual Meeting immediately preceding such Non-Employee Director’s Start Date and ending on such Non-Employee Director’s Start Da
and the denominator of which is 365 (with the number of shares of Common Stock underlying each such award subject to adjustment as
provided in the Equity Plan). The awards described in this Section 2(b) shall be referred to asInitial Awards.” Notwithstanding the
foregoing, the Board m its sole discretion may determine that the Initial Award for any Non-Employee Director be granted in the form o
restricted stock units with equivalent value on the date of grant (with the number of shares of Common Stock underlying each such award not
to exceed the Cap, if applicable, and subject to adjustment as provided in the Equity Plan). For the avoidance of doubt, no Non- Employe:
Director shall be granted more than one Initial Award.

c. Termination of Service of Enployee Directors Members of the Board who are employees of the Company or any parent or subsidiary of the
Company who subsequently terminate their service with the Company and any parent or subsidiary of the Company and remain on the Boarc
will not receive an Initial Award pursuant to Section 2(b) above, but to the extent that they are otherwise eligible, will be eligble to



receive, after termination from service with the Company and any parent or subsidiary of the Company, Annual Awards as described in
Section 2(a) above.

. Vesting of Awards Granted to Non-Employee Directors. Each Annual Award and Initial Award shall vest in full and become exercisable on
the first anniversary of the date of grant, subject to the Non- Employee Director’s continued service on the Board as a Non-Employee Directo
through the vesting date. No portion of an Annual Award or Initial Award that is unvested or unexercisable at the time of a Non-Enmployee
Director’s termination of service on the Board as a Non-Employee Director (other than for death or Disability) shall become vested arn
exercisable thereafter. All of a Non-Employee Director’s Annual Awards and Initial Awards shall vest i full (1) immediately prior to the
occurrence of a Change in Control (as defined in the Equity Plan) or.(ii) upon the death or Disability of a Non-Employee Director, to the extent
outstanding at such time. Unless otherwise defined in the Equity Plan or the applicable Award Agreement governing a particular Award, the
term "Disability” shall be defined as a Director’s inability to engage in any substantial gainful activity by reason of any medically determinable
physical or mental impairment that can be expected to result in death or that can be expected to last for a continuous period of not less than 12
months.
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Exhibit 10.27

Certain confidential information contained in this exhibit have been omitted by means of redacting a portion of the text and replacing it with
[¥**], pursuant to Regulation S-K Item 601(b) of the Securities Act of 1933, as amended. Certain confidential information has been excluded
from this exhibit because it is: (i) not material; and (ii) the registrant treats such information as private or confidential.

Execution Copy
January 12, 2017
Novan, Inc

(as Licensor)

and

Sato Pharmaceutical Co., Ltd
(as Licensee)

LICENSE AGREEMENT
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LICENSE AGREEMENT

This License Agreement is entered into by and between Novan, Inc., a Delaware corporation having an address at 4105 Hopson Road, Morrisvilk
North Carolina 27560, USA ("Novan”) and Sato Pharmaceutical Co., Ltd, a Japanese corporation having an address at 1-5-27, Moto- Akasaka, Minato-ki
Tokyo 107-0051, Japan ("Sate”). Novan and Sato are also referred to individually as a "Party”” and together as the "Parties”.

WITNESSETH THAT:

WHEREAS, Novan is developing a pharmaceutical product in the United States known as SB204 for the treatment of acne wulgaris, and owns o
controls certain proprietary technology, know-how and information relating to such product; and

WHEREAS, Sato desires to obtain from Novan a license to develop and commercialize such product in Japan, and Novan desires to grant suct
license and option to Sato.

NOW, THEREFORE, it is agreed between the Parties as follows:
1.DEFINITIONS

The following terms as used in this Agreement (as hereinafter defined) shall have the meanings set forth in this Section (which meanings shall be
applicable both to the singular and the plural forms of such terms):

1.1"Accountant” has the meaning set forth in Section 15.8.
1.2"Additional License Agreement’” has the meaning set forth in Section 2.10(i).

1.3"Additional Licensed Territories” shall mean China (including Hong Kong), South Korea, Taiwan, Singapore, Indonesia, Thailanc
Philippines, Vietnam, Malaysia, Cambodia, Brunei, Myanmar, or Laos.

1.4"Affiliate” means with respect to each Party, any Person that directly or indirectly is controlled by, controls or is under common
control with a Party. For the purposes of this definition only, the term "control” (including, with correlative meanings, the terms "controlled by” and "under
common control with”’) as used with respect to a Person means (a) in the case of a corporate entity, direct or indirect ownership of voting securities entitled to
cast at least fifty percent (50%) of the votes in the election of directors or (b) in the case of a non-corporate entity, direct or indirect ownership of at least fifty
percent (50%) of the equity mterests with the power to direct the management and policies of such entity; provided that, if local Laws restrict foreign
ownership, control shall be established by direct or indirect ownership of the maximum ownership percentage that may, under such local Laws, be owned by
foreign interests, but only if such lower percentage provides such Person with the power to direct the management and policies of such entity.

1



1.5"Agreement” means this License Agreement, including all of its Annexes.

1.6"[***]” means the [***], and shall include [***]. Such [***] shall be in accordance with U.S. GAAP, consistently applied. [***]
shall not include [***].

1.7"Approved Label” means the label included in the Marketing Approval for the Licensed Product in the Licensed Field in the Licensex
Territory.

1.8"Bankruptcy Laws” has the meaning set forth in Section 20.3.
1.9"Base Price” has the meaning set forth in Section 5.4.

1.10"Business Day’ means a day other than Saturday, Sunday or any day on which commercial banks located in the State of Nortt
Carolina, U.S., or in Tokyo, Japan are authorized or obligated by Laws to close.

1.11"CEO” has the meaning set forth in Section 24.1.
1.12"Commercial Supply Agreement” has the meaning set forth in Section 5.4.

1.13"Commercially Reasonable Efforts” means, with respect to a Party’s obligation under this Agreement to develop, manufacture,
commercialize or seek intellectual property protection for the Licensed Product, the level of efforts required to carry out such obligation in a sustained mannet
consistent with the efforts that a similarly situated company devotes to a product of similar market potential, profit potential, or strategic value at a similar stage
in its development or product life within its portfolio. For purposes of illustration, Commercially Reasonable Efforts requires, with respect to such ar
obligation, that a Party reasonably and in good faith: (a) promptly assign responsibility for such obligation to specific employee(s) who are held accountable for
progress and monitor such progress on an on-going basis, (b) set and seek to achieve reasonable objectives for carrying out such obligation, and
(c) reasonably make and implement decisions and allocate resources designed to advance progress with respect to such objectives, all taking into account
issues of available intellectual property coverage, safety and efficacy information, targeted product profile, the competitiveness of the marketplace, other
technical, legal, scientific and/or medical factors and the pricing and reimbursement status for the relevant product. In evaluating whether a Party has used
Commercially Reasonable Efforts, due consideration will be given to any delays by the other Party in performing its obligations under this Agreement tha
adversely impact the first Party’s ability to perform its obligations under this Agreement.

1.14"Competing Product” means [***] product for [***].
1.15"Compound” means the substance known as NVN1000, which is the subject of Investigational New Drug Application [***].
1.16"Confidentiality Agreement” means that certain confidentiality agreement between Sato and Novan dated [***].
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1.17"Control” means possession of the ability to grant a license, sublicense or access as provided for under this Agreement without (a)
violating the terms of any agreement or other arrangement with any Third Party or (b) increasing at any time the amount of any payments required under any
such agreement or arrangement that is entered into after the Effective Date, provided that this subsection (b) shall not apply if the other Party e(llects n writing tc
be responsible for all such increased payments as provided in Section 2.9.

1.18"Conversion Rate” means the average conversion rate from JPY to USD during the[***] prior to the Effective Date, as published
n The Wall Street Journal.

1.19"Cover”, "Covered” or "Covering” means, with reference to a Patent and a product, composition, article of manufacture, or
method, that the manufacture, practice, use, offer for sale, sale or importation of the product, composition, article of manufacture, or method, would infringe a
Valid Claim of such Patent in the country in which such activity occurs without a license thereto (or ownership thereof).

1.20"Damages” has the meaning set forth in Section 16.1.

1.21'"Development Plan” has the meaning set forth in Section 4.2.

1.22"Dispute” has the meaning set forth in Section 24.1.

1.23"Drug Approval Application” means an application for Marketing Approval required before commercial sale or use of the Licensed
Product as a drug in a regulatory jurisdiction or country.

1.24"Effective Date” means January 12, 2017.

1.25"[***]” has the meaning set forth in Section 2.3(v).

1.26"Election Time Period” has the meaning set forth in Section 16.3(i).

1.27"FCPA” has the meaning set forth in Section 10.3(ii).

1.28'"First Commercial Sal€’ means the first arm’s length commercial sale of a Licensed Product by Sato or an Affiliate of Sato to ¢
Third Party (including without limitation any final sale to a distributor or wholesaler under any non-conditional sale arrangement) in a country where Marketing
Approval of such Licensed Product has been obtained by Sato or an Affiliate of Sato.

1.29"Force Majeure” has the meaning set forth in Section 21.1.

1.30"Fully Burdened Manufacturing Cost’ means, as applicable to Study Materials manufactured by Novan or its Third Part

supplier, Novan’s or its Affiliate’s cost of manufacturing such Study Material, which is equal to (a) [***] for the Study Material (or components thereof) made
%irl:ilovan, [***], in each case for the manufacture of the Study Material, (b) [***], and (c) for Study Materials (or components thereof) made by Novan’s



Party supplier, [***] to the extent such costs in (a) and (c) are [***]. Fully Burdened Manufacturing Cost shall be calculated in a manner consistent with U.S
GAAP, consistently applied.

1.31"Goods” means the Compound, Study Materials and/or the Licensed Product.

1.32"Government or Public Official” has the meaning set forth in Section 10.3(iii).

1.33"ICDR” has the meaning set forth in Section 24.1.

1.34'Tmprovement” means any [***].

1.35"Information” means all data, materials and documents necessary for the development or commercialization of the Licensed Product
within the Licensed Field, including without limitation those relating to or comprising inventions; practices; methods; knowledge; know-how; skill, experience;
compositions of matter; assays; medical, toxicological, pharmacological, pre-clinical, clinical and chemical data; specifications; medical uses; adverse reactions;
formulations; bioanalytical metrics; analytical and quality control data and methods; and all proprietary information submitted to relevant Regulatory Authorities
to support a Drug Approval Application for and Marketing Approval of the Licensed Product i the Licensed Field.

1.36'"Indemnification Claim Notice” has the meaning set forth in Section 16.3(3).

1.37"Indemnified Party” has the meaning set forth in Section 16.3(i).

1.38"Inde mnifying Party” has the meaning set forth in Section 16.3(1).

1.39"Invention” means any and all discoveries, developments, improvements, modifications, formulations, materials, compositions of
matter, cell lines, processes, machines, manufactures and other inventions (whether patentable or not patentable) made i the course of activities performed
under this Agreement by or on behalf of either Party or both Parties.

1.40"JNDA” has the meaning set forth in Section 3.1(i).

1.41"Joint Committee” or "JC” has the meaning set forth in Section 2.4(i).

1.42"Joint Inventions” has the meaning set forth in Section 7.2.

1.43"Joint Patent’ has the meaning set forth in Section 7.4ii).

1.44"JPY” means a Japanese yen.



1.45"Law” means all applicable laws, statutes, rules, regulations, ordinances and other pronouncements having the effect of law of any
federal, national, multinational, state, provincial, county, city or other political subdivision, domestic or foreign.

1.46"Licensed Field” means the treatment of acne vulgaris in humans.

1.47"Licensed Product’ means any topical finished dosage form that (i) contains the Compound and (i) meets the Specifications or,
subject to Section 4.3, the Modified Specifications.

1.48"Licensed Rights” means the rights granted by Novan to Sato pursuant to Section 2.1.
1.49'"Licensed Territory” means Japan.

1.50"Licensee Efficacy Datd’ means Licensee Scientific Information relating to the efficacy of the Licensed Product, including, withou
limitation, [***] and [***]. For clarity, Licensee Efficacy Data excludes [***], including, without limitation, [***].

1.51"Licensee Scientific Information” means the Scientific Information [***] that is [***], that is [***].
1.52"Litigation Conditions” has the meaning set forth in Section 16.3(i).

1.53"Marketing Approval’ means, with respect to a particular country or regulatory jurisdiction, all necessary authorizations and
approvals by the Regulatory Authorities required to manufacture, use, import, market, distribute and promote the Licensed Product in the Licensed Field u
such country or regulatory jurisdiction, including, but not limited to, any importation or manufacturing licenses, marketing authorization (health registration),
labeling approval, and NHI Price and reimbursement approval, if applicable.

1.54"Marketing Exclusivity” means, with respect to the Licensed Territory, the period of data exclusivity as provided under local Laws
during which Third Parties do not have the right, in connection with seeking or obtaining Marketing Approval of a pharmaceutical product that contains the
same or substantially similar active ingredient(s) or the same active moiety(ies) as a Licensed Product, (i) to reference the Licensed Product’s clinical dossiel
without an express right of reference from the dossier holder, or (ii) to rely on previous Regulatory Authority determinations of safety and effectiveness with
respect to the Licensed Product to support the submission, review or approval of a Drug Approval Application or similar regulatory submission filed with the
applicable Regulatory Authority for such pharmaceutical product, as well as any other exclusivity periods available under local Laws (e.g. with respect to
orphan drugs, new chemical entity exclusivity and pediatric exclusivity) during which Third Parties are prevented from filing or having accepted by Regulatory
Authorities a Drug Approval Application for, or obtaining Marketing Approval of, a pharmaceutical product that contamns the same or substantially similar
active ingredient(s) or the same active molety(les) as a Licensed Product in the Licensed Field in the Licensed Territory.
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1.55"Modified Specifications” has the meaning set forth in Section 4.3.
1.56"Net Sales” means the gross amounts mvoiced or otherwise billed by Sato or its Affiliates on account of sales or any other
commercial disposition of the Licensed Product to Third Parties, including without limitation wholesalers, hospitals, distributors and/or other intermediate Thirc
Parties, in the Licensed Territory (hereinafter the "Gross Sales”), less the following to the extent speciﬁca%y related to the Licensed Product and actually
allowed, incurred or paid during such period according to Japanese GAAP:
®[***] and [***], [***] and other [***] directly related to the sale to the extent applicable and not reimbursable, but [***];

()amounts [***] or [***] (including without limitation [***] and [***]), [***], [***] or [***] with respect to the Licensed
Product;

(iv)charges incurred in connection with the [***] or [***] of the Licensed Product, to the extent not deducted pursuant to
subsection (i) or subsection (ii)) above;

(V)[***] n connection with the Licensed Product (it being understood that 'Net Sales” will include all amounts received for
any [***]); and

(v)[***] and [***] on account of the sale of the Licensed Product to the extent actually allowed and common within the
pharmaceutical industry in the Licensed Territory;

provided that all of the foregoing deductions are incurred in the ordinary course and calculated in accordance with Japanese GAAP, consistently
applied, during the applicable calculation period throughout the selling party’s organization.

All such discounts, allowances, credits, rebates, and other deductions granted for a range of products shall be fairly and equitably allocated to the
Licensed Product and other products of Sato and its Affiliates such that the Licensed Product does not bear a disproportionate portion of such deductions.

1.57"[***]” means the [***] for [***] as approved by relevant Regulatory Authorities.
1.58'"Novan Confidential Information” has the meaning set forth in Section 11.1(J).
1.59'"Novan Indemnitees” has the meaning set forth in Section 16.2.

1.60"Novan Know-How’ means Information that (i) is necessary for the development, manufacture, use, sale, offer for sale and/or
importation of Licensed Product in the Licensed Field, and (ii) is within the Control of Novan during the Term of this Agreement.
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Notwithstanding anything herein to the contrary, Novan Know-How shall exclude Novan Patents, but shall include the Novan Scientific Information.

1.61"Novan License” has the meaning set forth in Section 2.3.

1.62"Novan Licensee” means any Third Party to which Novan has granted a sublicense or other rights under the Novan Patents o
Novan Know-How for development or commercialization of the Licensed Product in the Licensed Field outside of the Licensed Territory.

1.63'"Novan Patent” means a Patent which clainms inventions necessary for the development, manufacture, use, sale, offer for sale and/or
importation of Licensed Products within the Licensed Field, and that is Controlled by Novan during the Term of this Agreement, including without limitation
Novan’s interest in any Joint Patents. Novan Patents include without limitation the patents listed in Annex 2.

1.64'Novan Scientific Informatiori’ means such Scientific Information generated and/or compiled by or on behalf of Novan as of the
Effective Date and listed inAnnex 1 as well as Scientific Information generated and/or compiled by or on behalf of Novan that is Controlled by Novan durin
the Terrcrll of Ej]]S Agreement, and that is necessary for the development, manufacture, use, sale, offer for sale and/or importation of Licensed Product in the
Licensed Field.

1.65 "Novan Trademarks” means the trademarks set forth on Annex 4, as updated from time to time to reflect trademarks obtained by
Novan for use with Licensed Products in the Licensed Field (excluding for clarity trademarks generally used by Novan in its business or for use with product
that are not Licensed Products).

1.66"Option” has the meaning set forth in Section 2.10(i).
1.67"Option Exercise Fee” means [*%*].
1.68"Option Period” means the period starting on the date that is [***] and ending [***].

1.69"Patent” means (a) letters patent (or other equivalent legal instrument), including without limitation utility and design patents, and
including without limitation any extension, substitution, registration, confirmation, reissue, re-examination or renewal thereof, (b) applications for letters patent,
including without limitation a provisional application, non-provisional application, reissue application, a re-examination application, a continuation application, a
continued prosecution application, a contmuation-in-part application, a divisional application or any equivalent of the foregoing applications that is pending at
any time during the Term of this Agreement before a government patent authority and (c) all foreign or international equivalents of any of the foregoing in any

country.



1.70"Patent Family” means any and all nonprovisionals, continuations, continuations-in-part, divisions, substitutions, extensions, reissues,
reexaminations, and/or foreign counterparts of a Patent, all of which claim priority froma common Patent.

1.71"Patent Term Extensions” has the meaning set forth in Section 7.8.
1.72"Paying Party” has the meaning set forth in Section 15.6.

1.73"Person” means any individual, firm, corporation, partnership, limited liability company, trust, business trust, joint venture,
governmental authority, association or other entity.

1.74'"PMDA” means Japan’s Pharmaceuticals and Medical Devices Agency.

1.75'"Product Infringement’ has the meaning set forth in Section 7.5(ii)(a).

1.76"Prosecuting Party” has the meaning set forth in Section 7.4(iii).

1.77"" Publications” has the meaning set forth in Section 11.3.

1.78'"Recipient Party” has the meaning set forth in Section 15.6.

1.79"Regulatory Authority” means any national or supranational governmental authority, including without limitation the MHLW (i.e.,
the Japanese Ministry of Health, Labour and Welfare, or any successor agency thereto), or other governmental body that has responsibility in a given country
or jurisdiction over the development, manufacture and/or commercialization of the Licensed Product.

1.80"Remaining Novan Patent” means [***].

1.81'"Repeat Studies” has the meaning set forth in Section 4.4.

1.82"Rules” has the meaning set forth in Section 24.1.

1.83"Sales Report” means with respect to each calendar quarter a report detailing:

()the number and description of Licensed Products sold or otherwise disposed of;

(ithe relevant Gross Sales in the Licensed Territory nvoiced by Sato or its Affiliates to Third Parties, including wholesalers
hospitals or other intermediate Third Parties, indicating the breakdown of sales by each type of the Licensed Product;

(i)the deductions from Gross Sales used to calculate Net Sales;

(iv)the Net Sales in the Licensed Territory;



(V)the currency exchange rate used, if applicable; and
(vi)the sum of royalties due pursuant to Section 15.1.
1.84"Sato Confidential Information” has the meaning set forth in Section 12.1(i).
1.85"Sato Efficacy Data” means Sato Scientific Information relating to the efficacy of the Licensed Product, including, without limitation
all efficacy data and information included in all draft and final reports of any test, study or trial of Licensed Product. For clarity, Sato Efficacy Data exclude:

Sato Scientific Information relating to the safety of the Licensed Product, including, without limitation, the safety data and information included in all draft anc
final reports of any test, study or trial of Licensed Product.

1.86"Sato Improvements” has the meaning set forth in Section 7.1.

1.87"Sato Indemnitees” has the meaning set forth in Section 16.1.

1.88"Sato Scientific Information” means the Scientific Information generated and/or compiled by or on behalf of Sato that is Controllec
by Sato during the Term of this Agreement, that is necessary for the development, manufacture, use, sale, offer for sale and/or importation of Licensed Product
in the Licensed Field.

1.89"Sato Know-How’ means Information that (i) is necessary for the development, manufacture, use, sale, offer for sale and/or
importation of Licensed Product in the Licensed Field, and (ii) is within the Control of Sato during the Term of this Agreement or thereafter (if Section 20.
applies). Notwithstanding anything herein to the contrary, Sato Know-How shall exclude Sato Patents, but shall include Sato Scientific Information.

1.90"Sato Patenf’ means a Patent that claims inventions necessary for the development, manufacture, use, sale, offer for sale and/or
importation of Licensed Product within the Licensed Field, and that is Controlled by Sato during the Term of this Agreement or thereafter (if Section 20.
applies), including without limitation Sato’s interest in any Joint Patents.

1.91"Sato Trademarks” has the meaning set forth in Section 8.1.

1.92"Scientific Information” means all Information relating to or comprising medical, toxicological, pharmacological, pre-clinical, clinical
and chemical data; specifications; medical uses; adverse reactions; formulations; bioanalytical metrics; analytical and quality control data and methods; and all
proprietary information submitted to relevant Regulatory Authorities to support a Drug Approval Application for and Marketing Approval of the Licensec
Product in the Licensed Field in any country of the world.

1.93"Sole Inventions” has the meaning set forth in Section 7.2.
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1.94"Specifications” means the specifications set forth in Annex 3 or, if applicable, the Modified Specifications.

1.95"Study Materials” means any supplies of Licensed Product as well as placebos for use in developing the Licensed Product in the
Licensed Field.

1.96"Term’” shall have the meaning set forth n Section 18.1.

1.97"Third Party” means any person or corporation or unincorporated body other than Novan and Sato and their respective Affiliates,
mncluding, without being limited to, governmental bodies and authorities.

1.98"Third-Party Licensee’ has the meaning set forth in Section 2.10(j).
1.99"Third-Party Territory” has the meaning set forth in Section 2.10(1).
1.100"Trademark Infringement” has the meaning set forth in Section 8.2(v).
1.101"UNC” means The University of North Carolina at Chapel Hill.
1.102"UNC IP” has the meaning set forth in Section 2.7.

1.103"UNC License Agreement’ means that certain Amended, Restated and Consolidated License Agreement between Novan anc
UNC with an effective date of June 27, 2012 and as amended on November 30, 2012 and April 12, 2016, and as may be further amended from time to time.

1.104"USD” means a United States Dollar.

1.105"U.S.” means the United States of America, its territories and possessions.

1.106""Valid Claim” means, for a country, a claim of an issued and unexpired Patent, or a Patent application filed in good faith, in each
case, that is within the Novan Patents (including the Joint Patents), and that has not been held unpatentable, mvalid, or unenforceable by a final unappealabk
decision of a court or other government agency of competent jurisdiction, in an unappealed or unappealable decision, admitted to be invalid or unentorceable
through reissue, re-examination, disclaimer, or otherwise.

1.107"Withholding Taxes” has the meaning set forth in Section 15.6.

2.GRANT OF LICENSE; RIGHT OF FIRST NEGOTIATION

2.1License Grant to Sato. Subject to the terms and conditions of this Agreement, Novan hereby grants to Sato, and Sato accepts, ar
exclusive, royalty-bearing, non-transferable (except pursuant to Section 22.1) right and license under Novan Know-How and Novan Patents, with the right t
grant sublicenses solely with Novan’s prior written consent (not to be unreasonably withheld, delayed or conditioned), to develop, manufacture (but excluding
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the manufacture of Compound as set forth in Section 5.4), use, sell, offer for sale, import, market, distribute and promote the Licensed Product in the Licensec
Field and in the Licensed Territory. For clarity, the license granted under this Section 2.1 does not grant Sato any right to manufacture or have manufactured
the Compound, or any right to use, sell, offer for sale or import the Compound except in connection with the development, manufacture or commercializatior
of Licensed Product in the Licensed Field in the Licensed Territory.

2.2No Practice of Novan Patents and Novan Know-How Outside Scope of License. Sato shall not, directly or through its Affiliates
or sublicensees, practice the Novan Patents and Novan Know-How outside the scope of'the license granted to it in Section 2.1.

2.3License Grant to Novan Subject to the terms and conditions of this Agreement, Sato hereby grants to Novan and Novan accepts
an exclusive, fully paid-up, royalty-free, non-transferable (except pursuant to Section 22.1) right and license under Sato Know-How and Sato Patents, witl
the right to, subject to Sections 2.3(i) through 2.3(vii), grant sublicenses through multiple tiers of sublicensees, develop, manufacture, use, sell, offer for sale,
import, market, distribute and promote the Licensed Product in the Licensed Field outside the Licensed Territory and within the Licensed Territory tc
manufacture Goods for sale outside the Licensed Territory (the "Novan License”).

Each agreement between Novan and a sublicensee, or between Novan’s sublicensees and their further sublicensees, granting a sublicense under the
Novan License:

()shall be in writing and subject and subordinate to, and consistent with, the terms and conditions of this Agreement;
(i)shall not diminish, reduce or elimnate any of Novan’s obligations under this Agreement;
(iif)shall require the sublicensee(s) to comply with all applicable terms of this Agreement;

(iv)shall require further sublicensing to be done only on terms consistent with this Section 2.3, with Novan being responsible for
the performance of each such sublicensee and ensuring that each sublicensee complies with all relevant provisions of this Agreement;

(v)for any sublicense to a Third Party, shall provide that such sublicense [***], including, without limitation, the [***] unless
and until either (a) [***], or (b) [***];

(viYfor any sublicense to a Third Party, shall provide that[***], provided that the Novan Know-How shall include al
Information [***] with respect to the Licensed Product; and

(vii)if Novan grants to any Third Party a sublicense under the license granted to Novan in this Section 2.3 or in Section 7.4(ii)
other than with respect to [***] or with
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respect to safety data (which is to be made available as set forth in Section 2.3(vi)), [***] based on () [***], (b) [***], and (c) [***].
2.4Joint Commiittee.

()Membership. Within [***] afer the Effective Date, each Party shall appomt three (3) of its senior enployees witt
appropriate expertise related to the then-ongoing activities in connection with Licensed Product in the Licensed Field to serve on the Joint Committe:
("JC”). Each Party may replace its JC representatives by written notice to the other Party. For the first|***] following the Effective Date, a JC membe
appointed by Novan shall serve as chairperson of the JC. In each subsequent year commencing upon an anniversary of the Effective Date, the chairpersos
shall be appointed by the Party that did not appoint the chairperson for the immediately preceding year.

(i)Responsibilities. The JC shall oversee the research, development, and commercialization of the Licensed Products in th
Licensed Terrttory. In particular, the JC shall:

(a)coordinate the Parties” communications and exchange of Scientific Information and data regarding development
and marketing activities pursuant to the Agreement as further specified in Articles 3, 4, 6, 7 and 9;

(b)review and serve as a forum for discussing the Development Plan and review and approve amendments thereto;

(cyreview and approve any proposed changes to the Specifications for Licensed Products in the Licensed Territory
in the Licensed Field; and

(d)perform such other finctions as are set forth herein or as the Parties may mutually agree in writing, except where
in conflict with any provision of this Agreement.

()JC Meetings. The JC shall meet at least once every[***] prior to the First Commercial Sale of the Licensed Product 1
the Licensed Field in the Licensed Territory and at least [***] every year thereafter, in each case at times mutually agreed upon by the Parties. At least [***]
of such meetings per calendar year shall be held in person, and all other such meetings may be held by teleconference or videoconference. The location of the
meetings of the JC to be held in person shall be agreed upon by the Parties. Each Party shall bear all the expenses of its representatives on the JC.

(iv)JJC Decision-Making The JC shall operate by unanimous consent of its members. Any disagreement between the
representatives of the Parties on the JC as to matters within the JC’s jurisdiction that remain unresolved for[***] shall, at the election of either Party’s JC
members, be submitted to the Parties’ designated officers for resolution m accordance with Section 24.1. The JC shall not have the power to amend or waive
compliance with this Agreement.
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(V)JC Meeting Agendas. The JC chairperson shall be responsible for preparing and circulating an agenda in advance of eact
meeting of the JC, and preparng and issumg minutes of each meetng within[***] thereafier. Such minutes will not be finalized until both Parties’
representatives on the JC review and confirm the accuracy of such minutes in writing. Sato shall provide a summary of its technical and other efforts made
towards the First Commercial Sale of the Licensed Product in the Licensed Field in the Licensed Territory at each meeting of the JC and shall provide the Jr
with any updates that have occurred since the last meeting. Each Party will disclose to the other Party any other proposed agenda itens along with appropriate
mformation at least [***] in advance of each meeting of the JC; provided that, under exigent circumstances requiring the JC’s input, a Party may provide its
agenda iters to the other Party within a lesser period of time in advance of the meeting so long as such other Party consents to such later addition of suck
agenda iters for such JC meeting,

(viDisbandment. The JC shall continue to exist until the first to occur of (1) the Parties mutually agreeing in writing to disbanc
the JC or (2) the expiration or termination of this Agreement.

2.5No Other Licenses Neither Party grants to the other Party any rights, licenses or covenants in or to any intellectual property,
whether by implication, estoppel, or otherwise, other than the license rights that are expressly granted under this Agreement.

2.6Retained Rights. Novan will at all times retain the exclusive and absolute right to practice and license the Novan Know-How anc
Novan Patents for any and all uses outside of the Licensed Field in the Licensed Territory, and for all uses outside the Licensed Territory.

2.7Upstream Agreement. Sato hereby acknowledges and agrees that all licenses granted by Novan under this Article 2, to the extent
they constitute sublicenses under mtellectual property rights owned or controlled by UNC and licensed to Novan under the UNC License Agreement (th
"UNC IP”), are subject to the limitations set forth in, and other relevant terms and conditions of, the UNC License Agreement.

2.8Non-Compete. During the Term of this Agreement, Sato and its Affiliates shall not, directly or indirectly (by itself or with or through
any Third Party), conduct outside the scope of this Agreement any commercialization of any Competing Product in the Licensed Territory.

2.9Third-Party Information, Scientific Information or Patents If] after the Effective Date, either Party enters into an agreement o
other arrangement to obtain a license or other rights to or under Information or Patents that are owned or controlled by a Third Party and that would, solely but
for the operation of Section 1.17, in the case of Novan be included in the Novan Know-How or Novan Patents or, in the case of Sato, be Sato Know-Hor
or Sato Patents, then the Party obtaining such license or rights shall promptly notify the other Party and shall specify in such notice the type and amount o
payments that would be due to such Third Party by reason of the practice or use of, or access to, such Information or Patents by the other Party pursuant tc
the license set forth in Section 2.1 or 2.3, as applicable (but not by reason of the
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practice or use of; or access to, such Information or Patents outside the scope of such license). The Party receiving such notice may elect in writing to bear the
responsibility for such additional payments, and upon such receiving Party’s written election to bear such responsibility, the Information, Scientific Information,
or Patents as applicable, shall thereafter be deemed "Controlled” by the Party originally obtaining such license or rights (notwithstanding Section 1.17), and
shall be subject to the license under Section 2.1 or 2.3, as applicable.

2.10Exclusivity Period; Exclusive Option for Negotiation of Additional Licensed Territories.

()Option. Subject to the terms and conditions of this Agreement, Novan hereby grants to Sato the exclusive option to elect by
written notice to Novan during the Option Period to negotiate to acquire an exclusive license under Novan Know-How and Novan Patents, with the right t
grant sublicenses solely with Novan’s prior written consent (not to be unreasonably withheld, delayed or conditioned), to develop (including to obtain relevant
Marketing Approvals), manufacture, use, sell, offer for sale, import, market, distribute and promote the Licensed Product in the Licensed Field in one or mort
countries in the Additional Licensed Territories (the "Option”). In consideration for the grant of the Option, Sato shall pay to Novan the Option Exercise Fe
within [***] after [***]. For clarity, prior to the Option Period, Novan shall retain the right to license the Novan Know-How and Novan Patents to a Thir
Party (a "Third-Party License€’) to develop, manufacture, use, sell, offer for sale, import, market, distribute and promote the Licensed Product in the
Licensed Field in one or more countries in the Additional Licensed Territories (the "Third-Party Territory”). In the event Novan enters into such ar
agreement with a Third-Party Licensee, Sato’s Option hereunder shall not be exercisable with respect to that Third-Party Territory.

(i)Exercise of Option. Subject to Section 2.10(i), Sato may, in its sole discretion, exercise the Option at any time during the
Option Period by written notice of such exercise to Novan prior to the expiration of the Option Period. If Sato so exercises the Option, the Parties she
negotiate in good faith until the expiration of the Option Period or until the Parties enter into the Additional License Agreement, whichever is earlier, the term
pursuant to which Sato would obtain an exclusive license to develop and commercialize the Licensed Product in the Licensed Field in the Additional License
Territories (excluding the Third-Party Territory) (such license, the "Additional License Agreement’). Ifthe Parties do not enter into an Additional License
Agreement within the Option Period, then Novan shall be free to grant such rights to one or more Third Parties with no further obligation to Sato.

3.DILIGENCE
3.1Diligence of Sato. Sato shall (a) use Commercially Reasonable Efforts to develop the Licensed Product in the Licensed Field i th
Licensed Territory in accordance with the Development Plan, and (b) shall develop the Licensed Product in the Licensed Field in the Licensed Territory 1
accordance with the requirements of this Agreement and in conformity with all applicable Laws. Sato’s obligations under this Section 3.1 shall include, but not
be limited to, the following;
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(Yusing Commercially Reasonable Efforts to submit a New Drug Application for the Licensed Product in the Licensed Fiel
with the PMDA (a "JNDA”) as soon as reasonably practical after the Effective Date; and

(i)using Commercially Reasonable Efforts to obtain, and once obtained, to maintain, Marketing Approval for the Licensec
Product in the Licensed Field in the Licensed Territory.

3.2Diligence of Novan Novan shall use Commercially Reasonable Efforts to obtain Marketing Approval for the Licensed Product i
the Licensed Field in the U.S. Novan shall also use Commercially Reasonable Efforts to provide Sato, at Sato’s request, with reasonable assistance]***],
relating to Sato’s development of the Licensed Product and obtainment of Marketing Approvals for the Licensed Product in the Licensed Field in the License
Territory; provided that if the assistance required by Sato pursuant to the immediately preceding sentence requires [***], then Novan shall be obligated to

[***].
4.DEVELOPMENT AND COMMERCIALIZATION OF LICENSED PRODUCT

4.1PMDA Consultation Within [***] after Sato’s receipt of Novan Scientific Information pursuant to Section 6.1, Sato shall us
Commercially Reasonable Efforts to visit and start consultation with PMDA with respect to development of and obtainment of the Marketing Approval for th
Licensed Product in the Licensed Field in the Licensed Territory. Novan shall, at Sato’s request, reasonably cooperate with Sato in such PMDA consultatio
(including but not limited to by attending such PMDA consultation) at Novan’s expense.

4.2Development Plan Within [***] after the completion of the PMDA consultation described in Section 4.1, Sato shall submit ¢
development plan ("Development Plar’) to the JC for review and approval. The Development Plan shall, at all times, contain (a) detailed plans of Sato
studies to support obtaining or maintaining Marketing Approval of the Licensed Product in the Licensed Field in the Licensed Territory, mcluding study
designs, CMC/process development protocols, summaries of nonclinical study protocols, and summaries of clinical study protocols, summaries of post-
approval study protocols; and (b) a detailed timeline for achieving each key milestone in the development of the Licensed Product in the Licensed Field m the
Licensed Territory and target dates for regulatory submissions to a Regulatory Authority with respect to the Licensed Product in the Licensed Field. Th
Development Plan shall be reviewed [***] after the first submission by Sato to Novan, and any material amendment to the Development Plan shall be subjec
to the JC’s prior written approval, which approval shall not be unreasonably withheld.

4.3Modified Specifications. Sato may propose modifications to the Specifications for the Licensed Product in the Licensed Field. Th
JC shall discuss any such proposed modifications and the bases therefor. If the JC approves such modification, then the Specifications shall be updated a:
approved by the JC ('Modified Specifications”). For clarity, Novan shall have no obligation to modify the specifications for Licensed Product in the
Licensed
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Field outside the Licensed Territory if any Modified Specifications are adopted for the Licensed Product in the Licensed Field in the Licensed Territory.

4.4JNDA. During the Term, Sato will be responsible for conducting all activities necessary to support the submission of the INDA. Sato
will submit the INDA utilizing pre-clinical information included in the Novan Scientific Information. In the event that the PMDA determines, as documented
official, written correspondence with Sato, that the applicable Pre-Clinical Studies are not sufficient for approval of the INDA, then the JC shall decic
whether the applicable Pre-Clinical Studies should be repeated. If'the JC determines that such Pre-Clinical Studies should be repeated (such repeated Pre
Clinical Studies, the 'Repeat Studies”’), Novan shall perform such Repeat Studies at Novan’s expense, provided that in no event shall Novan be required tc
spend more than one million ($1,000,000) USD with regard to all Repeat Studies in the aggregate. Sato agrees that Novan owns the data and results of any
such Repeat Study. Other studies for Licensed Product in the Licensed Field, including the implementation of, cost sharing for, and ownership of data resultin
from such studies, shall be discussed by the JC. Novan may, at its discretion, elect to participate in the finding and conduct of any such studies.

4.5Costs. Sato shall have full responsibility for all development and commercialization activities for the Licensed Product in the Licensec
Field in the Licensed Territory, including, without limitation, all activities in Sections 4.4 and 4.7, at Sato’s expense (unless otherwise provided in this
Agreement) and risk and in accordance with the terms of this Agreement and in conformity with all applicable Laws.

4.6Marketing. Sato shall commence the marketing of the Licensed Product in the Licensed Field under either the Novan Trademark o
another trademark selected and owned or Controlled by Sato, as Sato m its sole discretion shall decide and as set forth in Article 8, in the Licensed Territory
within [***] after the first [***] of the Licensed Product in the Licensed Field is listed. Sato shall notify Novan promptly of the date of First Commercial Sa
of'the Licensed Product in the Licensed Field in the Licensed Territory.

4.7Launch. Afier receiving Marketing Approval of the Licensed Product in the Licensed Field in the Licensed Territory, Sato shall us:
Commercially Reasonable Efforts to market, sell and promote the Licensed Product in the Licensed Field in the Licensed Territory.

Specifically, and without limiting any of Sato’s obligations under Sections 4.6 or 4.7, Sato shall (a) launch commercially a Licensec
Product in the Licensed Field in the Licensed Territory no later than [***] after receipt of Marketing Approval for such Licensed Product in the Licensed Fiel
i the Licensed Territory, and (b) not withdraw a Licensed Product from sale or abandon for more than [***] the sale of a Licensed Product, provided that
Sato shall not be in breach of the foregoing obligations to the extent that Sato’s failure to launch or abandonment of the Licensed Product as described above
results from a [***], as applicable, including without limitation if [***], and further provided that to the extent that Section 21.1 applies to prevent Sato fromr
complying with its obligations under this Section 4.7, then Sato shall not be deemed in breach of this Section 4.7 and the Parties shall have the rights anc
obligations set forth in Section 21.1.
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4.8Communications. The JC will coordinate communications regarding certain aspects of the Parties” marketing efforts for Licensec
Product in the Licensed Field as follows. Through the JC:

()Novan shall share with Sato [***] any and all of the marketing information in the Control of Novan with respect to the
Licensed Product in the Licensed Field, including without limitation, complete promotion plans and strategies, as well as all promotional and sales materials
used for the launch and marketing of the Licensed Product in the Licensed Field outside the Licensed Territory.

(n)Sato shall share with Novan[***] any and all of marketing information in the Control of Sato with respect to Licensec
Product in the Licensed Field, ncluding without limitation, complete promotion plans and strategies, as well as all promotional and sales activities and materials
used for the launch and marketing of the Licensed Product in the Licensed Field in the Licensed Territory.

4.9Approvals. Sato shall (i) use Commercially Reasonable Efforts not to abandon or allow to lapse any Drug Approval Application for a
Licensed Product in the Licensed Field in the Licensed Territory, and (i) not abandon or allow to lapse any Marketing Approval for the Licensed Product 1
the Licensed Field in the Licensed Territory.

5.MANUFACTURING & SUPPLY

5.1Development Supply. Novan shall, by itself or through its Third Party contract manufacturer, supply to Sato, and Sato shal
purchase from Novan, all quantities of Study Materials required by Sato to develop the Licensed Product in the Licensed Field in the Licensed Territory.

5.2Pricing. Sato will purchase the Study Materials at a price equal to the Fully Burdened Manufacturing Cost thereof. The other tern
concerning sales and purchase of the Study Material shall be separately determned after the completion of the PMDA consultation pursuant to Section 4.1 and
set forth in a clinical supply agreement between the Parties.

5.3Payment. Novan will nvoice Sato for each delivery of Study Materials. Payment is due[***] after the date of receipt of invoice by
Sato. All payments under this Section 5.3 shall be made in USD.

5.4Commercial Supply. Within [***] after the conclusion of the PMDA consultation described in Section 4.1, the Parties shal
commence negotiations of a commercial supply agreement that shall govern Novan’s supply of Compound to Sato for Sato’s manufacture of the Licensec
Product (the "Commercial Supply Agreement’). The Parties shall use Commercially Reasonable Efforts to conclude negotiations of such Commerciz
Supply Agreement within [***] after they commence such negotiations. Both Parties understand that the Commercial Supply Agreement shall be modified, 1
necessary, consistent with the conditions of the Marketing Approval in the Licensed Territory. Pursuant to the Commercial Supply Agreement, Novan shall be
obligated, by itself or through its Third Party contract

17



manufacturer, to supply to Sato, and Sato shall be required to purchase Compound at a price [***] equal to [***] of Licensed Product in the Licensec
Territory, provided that such price per gram shall not be less than an amount equal to the Base Price (as defined below). The "Base Price” shall mean the
USD value of[***] of Conpoundp supplied, calculated using the Conversion Rate. For example, if[***] of Licensed Product in the Licensed Territory is
[***], then Sato shall be required to purchase Compound at a price [***] of [***], provided that such price [***] is not less than an amount equal to the
Base Price at the time such payment is due. All payments under the Commercial Supply Agreement shall be made in JPY.

5.5Negotiations for Supply of Licensed Products At any time, Sato may propose in writing to negotiate the terms and conditions
pursuant to which it would purchase from Novan necessary volumes of the finished Licensed Products to be sold in the Licensed Field in the License
Territory, and the Parties shall negotiate in good faith such terms and conditions; provided that no such terms and conditions shall become effective without the
mutual written consent of the Parties (the agreement with such effective terms and conditions, the "Product Supply Agreement”).

5.6 Appointment of Distributors; No Delivery or Sale for Use Outside Licensed Territory Sato may at its discretion appoint
distributors or wholesalers for the Licensed Product in the Licensed Field in the Licensed Territory. Throughout the Term, Sato shall not, and shall usc
Commercially Reasonable Efforts (consistent with any applicable Law) to obligate its distributors or wholesalers to not, deliver or cause to be delivered
including via the Internet or mail order, Licensed Product etther outside the Licensed Field in the Licensed Territory, or outside the Licensed Territory, and to
not sell any Licensed Product to a purchaser if in either case Sato, its approved distributors or wholesalers knows, or has reason to believe, that suct
purchaser mtends to sell such Licensed Product outside the Licensed Field in the Licensed Territory or to remove such Licensed Product from the License:
Territory for the purpose of sales or use by patients of the Licensed Product outside the Licensed Territory.

6.EXCHANGE OF SCIENTIFIC INFORMATION

6.1Technology Transfer. Within [***] after the Effective Date, Novan shall deliver to Sato a copy of all Novan Scientific [nformatio
listed in Annex 1 that is available in tangible form as of the Effective Date. Novan shall deliver to Sato copies of Novan Scientific Information that is necessar
for the development, manufacture or commercialization of the Licensed Product in the Licensed Field in the Licensed Territory becomes available in tangible o
written form after the Effective Date, as may be mutually agreed upon by the Parties.

6.2Communication by Novan Relating to Material Events. Whenever any material event occurs in the course of the development of
the Licensed Product in the Licensed Field by Novan or Novan Licensees of which Novan becomes aware, but in no event less tharf***] until such time as
Sato receives Marketing Approval for the Licensed Product in the Licensed Field in the Licensed Territory, Novan shall disclose to Sato all Novan Scientif
Information resulting from all development activities with respect to the Licensed Product in the Licensed Field conducted by Novan or its Affiliates as may b
necessary or useful for
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development of the Licensed Product in the Licensed Field in the Licensed Territory, and a description of the status of such development efforts.

6.3Communication by Sato Relating to Material Events Whenever any material event occurs in the course of the development of
the Licensed Product by Sato, but in no event less than[***] during the Term of this Agreement, Sato shall disclose to Novan all Sato Scientific Informatior
resulting from all development activities with respect to the Licensed Product in the Licensed Field conducted by Sato or its Affiliates, and a description of th
status of such development efforts.

6.4Use of Scientific Information Each Party shall have the right, at no additional expense, to use all Scientific Information disclosed tc
it pursuant to Section 6.2 or Section 6.3, as applicable, for the development and commercialization of the Licensed Product pursuant to the license granted to it
mn Sections 2.1 and 2.3.

6.5Right of Cross-Reference Novan, its Affiliates and Novan Licensees shall have the right to cross-reference, for purposes o
developing Licensed Products outside of the Licensed Territory or in the Licensed Territory outside the Licensed Field, all Drug Approval Applications anc
other filings with Regulatory Authorities made by Sato for Licensed Products, subject to Section 2.3 (for clarity, for[***], this Section 6.5 applies, as to
[***]). Sato shall have the right to cross-reference, for purposes of developing Licensed Products in the Licensed Field m the Licensed Territory all Dru
Approval Applications and other filings with Regulatory Authorities made by Novan or, to the extent Controlled by Novan and as long as Novan would no
incur costs to grant such a right to cross-reference to Sato, the Novan Licensees.

6.6Communication Through Joint Committee. The JC shall coordinate the Parties’ sharing of Scientific Information as required unde
this Agreement. Through the JC:

()Novan shall share with Sato, [***], any and all Novan Scientific Information generated or compiled during the Term of this
Agreement for use in development and commercialization of the Licensed Product in the Licensed Field in the Licensed Territory.

()Sato shall share with Novan, [***], any and all Sato Scientific Information generated or compiled during the Term of this
Agreement for use in development and commercialization of the Licensed Product outside of the Licensed Territory or within the Licensed Territory outside the
Licensed Field.

6.70wnership of Novan Scientific Information Sato agrees that all Novan Scientific Information delivered by Novan or any of it
Affiliates or Novan Licensees hereunder shall, as between the Parties, at all times be and remain sole and exclusive property of Novan, or its Affiliates o
Novan Licensees, respectively.

6.80wnership of Sato Scientific Information Novan agrees that all Sato Scientific Information delivered by Sato or any of it
Affiliates hereunder shall, as between the Parties, at all times be and remain sole and exclusive property of Sato or its Affiliates, respectively.
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7INVENTIONS; ACCESS TO IMPROVEMENTS; PATENTS

7.1Improvements. Novan shall have the right to grant sublicenses under Section 2.3 according to the terms therein with respect to Satc
Know-How and Sato Patents that constitute Improvements ("Sato Improvements”).

7.20wnership of Inventions. Inventorship shall be determined in accordance with U.S. patent laws. Any Invention made solely by
employees, agents, or independent contractors of a Party in the course of performing activities under this Agreement, together with all intellectual property
rights therein ("Sole Inventions”) shall be owned by such Party. Any Invention made jointly by employees, agents, or mdependent contractors of each Party,
together with all intellectual property rights therein ("Joint Inventions”) shall be owned jomtly by the Parties in accordance with joint ownership mterests of
co-inventors under U.S. patent laws, with each joint Party having, unless otherwise set forth in this Agreement, the unrestricted right to license and grant rights
to sublicense any such Jomt Invention without any duty of accounting to the other Party.

7.3Disclosure of Inventions. Each Party shall promptly disclose to the other Party in writing any Invention disclosures, or other simila
documents, submitted to it by its employees, agents, or independent contractors describing each and every Invention that may be either a Sole Invention or ¢
Jomnt Invention, and all Information relating to such Invention.

7.4Prosecution of Patents.

()Novan Patents Other than Joint Patents Novan shall have the sole right and authority to file, prosecute, and maintain
Novan Patents other than Joint Patents on a worldwide basis at its sole discretion and at its own cost. Novan shall provide Sato with a copy of materie
communications from patent authorities in the Licensed Territory regarding the Novan Patents, and shall provide drafts of any material filings or responses to be
made to such Patent authorities in a timely manner. Novan may [***] a Novan Patent in the Licensed Territory[***]. For any Novan Patent that Novan i
filing, prosecuting or maintaining, Novan shall do so at its own cost.

(i)Sato Patents Other than Joint Patents Sato shall have the first right and authority to file, prosecute, and maintain Sato
Patents other than Joint Patents on a worldwide basis at its sole discretion and at its own cost. Sato shall provide Novan with a copy of materia
communications from patent authorities in the Licensed Territory regarding the Sato Patents, and shall provide drafts of any material filings or responses to be
made to such Patent authorities in a timely manner. Notwithstanding the foregoing, if Sato determines in its sole discretion to abandon or not maintain a Satc
Patent other than a Joint Patent, Sato shall provide Novan with [***] prior written notice of such determination and, if Novan so requests, shall provide Novar
with the opportunity to prosecute and mamtain such Sato Patent in the name of Sato. Thereafter, Novan shall bear all expenses of filing, prosecuting anc
maintaining such Sato Patent.
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(i)Joint Patents. Subject to this Section 7.4(ii) and (a) unless otherwise agreed by the Parties Sato will prosecute anc
maintain any Patent applications Covering a Joint Invention (any such Patent application and any Patents issuing therefrom, a Joint Patent™) in the Licensed
Territory and (b) Novan shall have the first right to prosecute and maintain the Joint Patents outside the Licensed Territory, with Sato having a backup right to
do so 1f Novan elects to cease such prosecution and maintenance on[***] prior written notice to Sato. The Parties shall coordinate their efforts as
appropriate to make such prosecution activities as efficient, convenient, and harmonious as possible. The Parties shall share equally all expenses of filing,
prosecuting and maintaining such Joint Patents in the Licensed Territory. [***] of filing, prosecuting and maintaining such Joint Patents outside the Licensec
Territory. [***] of filing, prosecuting and maintaining the Joint Patents outside the Licensed Territory pursuant to this Section 7.4(ii), Sato hereby grants
Novan an exclusive, fully paid-up, royalty-free, non-transferable (except pursuant to Section 22.1) license, with the right to grant sublicenses through multiple
tiers of sublicensees, under Sato’s interest in the Joint Patents for all purposes outside of those within the scope of the rights granted to Novan under Sectior
2.3, subject to the last sentence of this Section 7.4(iii). The Party that prosecutes a Joint Patent (the Prosecuting Party”’) in the Licensed Territory shall
provide the other Party the opportunity to review and comment on any and all such prosecution efforts regarding the applicable Jomnt Patent in the Licensec
Territory, provided that the Prosecuting Party shall have final control over such prosecution efforts after reasonably considering the other Party’s comments, if
any. The Prosecuting Party for a Jomt Patent in any jurisdiction shall provide the other Party with a copy of all material communications from any Pater
authority in the applicable jurisdictions regarding the Joint Patent being prosecuted by such Party, and shall provide drafts of any material filings or responses to
be made to such patent authorities a reasonable amount of time in advance of submtting such filings or responses. In particular, each Party agrees to provide
the other Party with all nformation necessary or desirable to enable the other Party to comply with any duty of candor and/or duty of disclosure requirements
of any Patent authority. Notwithstanding anything to the contrary, the Prosecuting Party shall not take any action while prosecuting or maintaining the
applicable Jomnt Patent that could reasonably be expected to have a materially detrimental effect on the other Party’s interest in such Joint Patent or any Novar
Patent. Except to the extent a Party is restricted by the licenses granted by such Party to the other Party under the terms of this Agreement, and/or the othe
covenants contained in this Agreement, each Party shall be entitled to practice, and grant licenses to Third Parties and Affiliates of such Third Parties tc
practice, the Joint Patents and all Joint Inventions without restriction or an obligation to account to the other Party, and the other Party shall consent and hereb
consents, without additional consideration, to any and all such licenses. Notwithstanding the foregoing, if Novan grants a sublicense under the license granted
to Novan pursuant to this Section 7.4(iii), then Section 2.3(vii) will apply.

(iv)Cooperation in Prosecution Each Party shall provide the other Party all reasonable assistance and cooperation in the
Patent prosecution efforts described above in this Section 7.4, including without limitation providing any necessary power of attorney and executing any othet
required documents or instruments for such prosecution.
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7.5Infringement of Patents by Third Parties.

()Notification. Each Party shall promptly notify the other Party in writing of any existing or threatened infringement of the
Novan Patents (including Joint Patents) of which it becomes aware in the Licensed Territory, and shall provide to the other Party any and all evidence anc
information available to such Party regarding such alleged infringement.

(i))Product Infringement of Novan Patents (Including Joint Patents) in the Licensed Field in the Licensed Territory.

(a)If a Party becomes aware of any actual or alleged existing or threatened inffingeent by a Third Party of any
Novan Patent, including any Joint Patent, by making, using, importing, offering for sale, or selling the Licensed Product in the Licensed Field (such activities
"Product Infrmgement ’) in the Licensed Territory, such Party shall notify the other Paﬂy as provided i Section 7.5(i).

(b)With respect to Product Infringement of Novan Patents excluding Joint Patents, subject to Section 7.11[***] an
appropriate suit or other action against any Person engaged in such Product Inffingement in the Licensed Territory, subject to Section 7.5(ii)(d); provided thai
if [***], it shall [***]. [***] shall provide to [***] reasonable assistance in any such enforcement, including without limitation joining an action as a party
plantift if so required by Laws to pursue such action. [***] shall keep [***] regularly informed of the status and progress of such enforcement efforts, and
shall reasonably consider [***]’s comments on any such efforts. [***] shall [***] m connection with each Party’s activities under this Section 7.5(ﬁ)(b),
provided that [***] pursuant to this Agreement, [***], [***] and [***] shall [***]. [***] may [***] under this Section 7.5(ii)(b) [***], provided that [***]
pursuant to this Agreement.

(c)With respect to Product Infringement of Joint Patents, Sato shall have a period off***] (or any such shorter
period described in Section 7.5(ii)(b)) after the notification to or by Sato pursuant to Section 7. 5(11)(a) to elect to so enforce such Joint Patent in the Licensex
Territory, subject to Section 7.5(ii)(d). If Sato does not so elect, Sato shall so notify Novan in writing during such[***] period, but in no event later than
[***] prior to any deadline relating to loss of any rights with respect to the Product Infringement, whichever is earlier, in which case Novan shall have the right,
but not the obligation, to commence a suit or take action to enforce such Joint Patent agamst the Third Par[y(les) allegedly perpetrating such Produc
Infringement. Each Party shall provide to the Party enforcing any such rights under this Section 7.5(ii)(c) reasonable assistance in such enforcement, including
without limitation joining an action as a party plaintiff'if so required by Laws to pursue such action. The enforcing Party shall keep the other Party regularhy
informed of the status and progress of such enforcement efforts, and shall reasonably consider the other Party’s comments on any such efforts. The Parties
shall equally bear and be responsible for all costs incurred in comnection with enforcing the Joint Patents under this Section 7.5(i)(c).

(d)The Party not bringing an action with respect to Product Infringement under this Section 7.5 shall be entitled tc
separate representation in such matter by
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counsel of its own choice and at its own expense, but such Party shall at all times cooperate fully with the Party bringing such action. Additionally, the Party
not bringing an action under this Section 7.5 may have an opportunity to participate in such action to the extent that the Parties may mutually agree at the time
the other Party elects to bring an action hereunder.

(i)Other Infringement of Novan Patents (Including Joint Patents) Outside the Licensed Field in the License
Territory and Outside the Territory.

(a)For any and all infringement of Novan Patents other than Joint Patents anywhere outside the Licensed Territory
and for any and all infringement other than Product Infringement of the Novan Patents (other than Joint Patents) in the Licensed Territory, Novan shall have th
sole and exclusive right, but not the obligation, to bring an appropriate suit or other action against any person or entity engaged in such infringement of such
Patents, i its sole discretion, and as between the Parties Novan shall bear all related expenses and retain all related recoveries. If Novan brings a suit or othe
action against such infringement, Novan shall periodically make a report to Sato about the state of the progress of the suit or action.

(b)Ifa Third Party infiinges a Joint Patent outside the Licensed Territory, Novan shall have the sole and exclusiv
right, but not the obligation, to bring an appropriate suit or other action against any person or entity engaged in such infringement of such Jomt Patent, in its sole
discretion, and as between the Parties Novan shall bear all related expenses and retan all related recoveries. Sato shall provide to Novan reasonabk
assistance }’Hll such enforcement, at Novan’s request and expense, including without limitation joining such action as a party plaintiff if so required by Laws to
pursue such action.

(iv) Settlement. Subject to Section 7.11, Sato shall not settle any claim, suit, or action that it brings under this Section 7.2
mvolving Novan Patents (excluding Joint Patents) in any manner that would negatively impact Novan, including settlements involving the ownership, validity o
enforceability of any of the Novan Patents, or that do not include a full and unconditional release from all liability of Novan, without the prior written consent o
Novan, which shall not be unreasonably withheld, delayed or conditioned. Novan shall not settle any claim, suit, or action that it brings under this Section 7.£
mvolving Novan Patents (excluding Jomt Patents) in the Licensed Territory in any manner that would negatively impact Sato, or that do not include a full anc
uncondttional release from all labilty of Sato, without the prior written consent of Sato, which shall not be unreasonably withheld, delayed ot
conditioned. Moreover, any settlement by Sato nvolving Novan Patents (excluding Joint Patents), or by Novan involving Novan Patents (excluding Joi
Patents) in the Licensed Territory, that (i) results in cross-licensing or (i) results in sublicenses to Third Parties, shall require the other Party’s written consent,
which shall not be unreasonably withheld, delayed or conditioned. Neither Party shall settle any claim, suit, or action that it brings under this Section 7.£
mvolving Joint Patents in any manner that would negatively impact the other Party, mcluding settlements on the ownership, validity or enforceability of any of the
J ?hint Patents, or if the settlement does not include a full and unconditional release from all liability of the other Party, without the prior written consent of suct
other Party.
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(v)Allocation of Proceeds. Except as otherwise provided herein, if either Party recovers monetary damages from any Thirc
Party in a suit or action brought under this Section 7.5, whether such damages result from the infringement of Sato Patents or Novan Patents, such recover
shall be [***] in such litigation (excluding expenses of internal counsel), and any [***].

7.6Infringement of Third Party Rights in the Licensed Territory.

()Notice. Ifthe development, manufacture, use, sale, offer for sale, import or export of the Licensed Product in the Licensec
Field and in the Licensed Territory results in a claim for Patent infringement by a Third Party, the Patty first having notice of such claim shall promptly notify the
other Party in writing of such a claim. Following such notice, the Parties agree to enter into either a joint defense or common interest agreement, under whict
agreement the Parties can share the known facts of such mfrmgemem i reasonable detail, if they are advised to do so by counsel.

(1) Third Party Claims Sato shall assume control of the defense of any claims brought by Third Parties alleging infringemeny
of Third Party intellectual property rights in connection with the development, manufacture, use, sale, offer for sale, import or export of the Licensed Product 1
the Licensed Field in the Licensed Territory, represented by its own counsel. If requested by Sato, Novan agrees to cooperate reasonably with Sato witl
respect to such litigation, at Sato’s expense. Sato shall have the exclusive right to settle any such clam without the consent of Novan, unless such settlement
could negatively impact Novan, including without limitation settlements on the ownership, validity or enforceability of any Novan Patents (for which Novan’s
consent shall be required). Any expenses incurred in defending any such claims and any damages awarded to or settlement agreed with such Third Parties
shall be [***], provided that [***], provided that [***].

7.7Patent Oppositions and Other Proceedings.

()By the Parties. If either Party desires to bring an opposition, action for declaratory judgment, nullity action, mterference,
declaration for non-infringement, reexamination, or other attack upon the validity, title, or enforceability of a Patent owned or controlled by a Third Party that
Covers, in the Licensed Territory, the Licensed Product in the Licensed Field, or the manufacture, use, sale, offer for sale, or importation of the Licensec
Product in the Licensed Field (except insofar as such action is a counterclaim to or defense of, or accompanies a defense of, a Third Party’s claim or assertior
of infriingement under Section 7.6, n which case the provisions of Section 7.6 shall govern), such Party shall so notify the other Party, and the Parties shal
promptly confer to determine whether to bring such action or the manner in which to settle such action. [***] shall have the first right, but not the obligation, to
bring in its sole control and at its sole expense such action in the Licensed Territory. If[***] does not bring such action within [***] of notification thereof
pursuant to this Section 7.7 (or earlier, if required by the nature of the proceeding), then [***] shall have the right, but not the obligation, to bring, in [***] sole
control and at its sole expense, such action. The Party not bringing an action under this Section 7.7 shall join the action as a jomt party plamtiff if required tc
enable the other Party to bring such action, at the other Party’s expense. Additionally, if
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appropriate, the Party not bringing an action under this Section 7.7 shall be entitled to separate representation, at its sole expense, in such proceeding by
counsel of its own choice, and shall cooperate fully with the Party bringing such action. Any awards or amounts received in bringing any such action shall
[¥*¥], and any [**¥].

(i)By Third Parties.

(a)lfa Novan Patent (excluding a Joint Patent) becomes the subject of any proceeding commenced by a Third Part
in the Licensed Territory in connection with an opposition, reexamination request, action for declaratory judgment, nullity action, interference, or other attack
upon the validity, title or enforceability thereof (except insofar as such action is a counterclaim to or defense of, or accompanies a defense oﬁ an action for
inffingement against a Third Party under Section 7.5, in which case the provisions of Section 7.5 shall govern), then[***] shall control such defense at its sole
cost. Upon [***] request, [***] shall reasonably cooperate with [***] in such defense at [***] cost. Subject to Section 7.11, [***] shall permit [***] to
participate in the proceeding to the extent permissible under Laws, and to be represented by its own counsel in such proceeding, at [***] sole expense.

(b)Ifa Joint Patent becomes the subject of any proceeding commenced by a Third Party in the Licensed Territory 1
connection with an opposition, reexamination request, action for declaratory judgment, nullity action, interference, or other attack upon the validity, title or
enforceability thereof (except insofar as such action is a counterclaim to or defense of, or accompanies a defense of, an action for infringement against a Third
Party under Section 7.5, in which case the provisions of Section 7.5 shall govern), then[***] shall control such defense at its sole cost. Upon [¥**] request,
[***] shall reasonably cooperate with [***] in such defense at [***] cost. Subject to Section 7.11, [***] shall permit [***] to participate in the proceeding
to the extent permissible under Laws, and to be represented by its own counsel in such proceeding, at [***] sole expense.

(c)Except as set forth in Sections 7.7(ii)(a) or 7.7(ii)(b) above, all expenses incurred by the Parties in an applicable
action under Sections 7.7(ii)(a) or 7.7(i))(b) shall [***]. Any awards or amounts received in defending any such Third Party action, if any, shall [***], as if the

7.8Patent Term Extensions in the Territory. The patent counsel of each Party shall discuss and recommend for which, if any, of the
Novan Patents in the Licensed Territory the Parties should seek any term extensions, supplementary protection certificates, and equivalents thereot offering
Patent protection beyond the initial term with respect to any issued Patents ("Patent Term Extensions™) in the Licensed Territory. Subject to Section 7.11,
Sato shall have the final decision-making authority with respect to applying for any such Patent Term Extensions in the Licensed Territory, provided that Sato
shall not unreasonably fail or refuse to do so, and shall have the sole right to apply for any such Patent Term Extensions Sato decides to seek, at its
expense. Novan shall cooperate fully with Sato, at Sato’s expense, in making such filings or taking any related actions, for example and without limitation,
making available all required regulatory data and mnformation and executing any required authorizations to apply for such Patent Term Extension.
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7.90range Book Equivalent Upon request of Sato and at Sato’s expense, to the extent that Sato shall not have the right to itself dc
s0, Novan shall file appropriate information with Regulatory Authorities in the Licensed Territory listing any Novan Patents with such Regulatory Authorities 1
the equivalent of the U.S. Orange Book, if any, as a Patent related to the Licensed Product. Novan shall use Commercially Reasonable Eftorts to mainta
such Iisting, at Sato’s expense.

7.10Patent Marking. Sato agrees to mark or have marked with the Novan Patents to the extent consistent with applicable Laws any
Licensed Product sold by Sato in accordance with the statutes of the Licensed Territory relating to the marketing of patented articles.

7.11Rights and Obligations Under UNC License Agreement. Notwithstanding anything to the contrary in this Article 7, to the extent
the provisions of this Article 7 conflict with Novan’s rights and obligations under the UNC License Agreement with respect to UNC 1P, the terns an
conditions of the UNC License Agreement shall prevail. In such case, the Parties shall discuss in good fatth to determine a reasonable solution that may bes
reflect the Parties original intentions under Article 7.

8. TRADEMARKS

8.1General. Sato shall be responsible for the selection, registration and maintenance of all trademarks which it employs in connection
with the commercialization of any Licensed Product in the Licensed Field in the Licensed Territory under this Agreement, other than the Novan Trademark:
(the "Sato Trademarks™). Sato shall solely own the Sato Trademarks and pay all relevant costs thereof. Sato shall not select, register or otherwise use any
trademark that is the same as or confusingly similar to, misleading or deceptive with respect to or that dilutes any of the Novan Trademarks. Novan shall not
use any trademark that is the same as or confusingly similar to, misleading or deceptive with respect to or that dilutes any of the Sato Trademarks. Sato shal
have the sole right to initiate at its own discretion legal proceedmgs against any infringement or threatened infringement of any Sato Trademark.

8.2Election to Use Novan Trademarks. Sato shall inform Novan in writing if Sato elects to use the Novan Trademarks, or equivalen
thereof, in the Licensed Territory, in connection with the commercialization of the Licensed Product in the Licensed Field in the Licensed Territory, and Novar
shall have the right to approve, at its sole discretion, such use of the Novan Trademarks, including approval of the size, position, and location thereof on the
Licensed Product or its components. If Novan so provides its approval, the Parties shall enter mto an agreement setting forth the terms and conditions o
Sato’s use of such Novan Trademarks, subject to Section 8.1, which agreement shall include the following;

()Novan shall and hereby does grant to Sato an exclusive, royalty-free license to use the Novan Trademarks on or i
comnection with the commercialization of the Licensed Product in the Licensed Territory in the Licensed Field. Novan shall not grant to any Third Party .
license to use the Novan Trademarks on or in connection with the commercialization of any products outside the Licensed Field in the Licensed Territory.
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(i))Sato shall not use any trademark that is confusingly similar to, misleading or deceptive with respect to or that dilutes any of
the Novan Trademarks.

(iif)Sato shall properly designate the Novan Trademarks on the packagng of the final Licensed Product, to the extent requirec
or permissible by the applicable Marketing Approvals and Sato agrees that all Licensed Products with which the Novan Trademarks are used shall conform tc
all requirements of any applicable Laws and any Regulatory Authorities in the Licensed Territory and shall be of a level of quality commensurate to Novan’s
Licensed Products outside of the Territory, but in no event less than a reasonable level of quality.

(iv)Except as otherwise provided in this Section 8.2, if Sato elects to use the Novan Trademarks, Novan shall have ai
obligation to register and maintain the Novan Trademarks in the Licensed Territory (subject to this Section 8.2(iv)) at Sato’s expense. Novan shall provide
Sato reasonable opportunity to review and comment on such regjstration efforts regarding the Novan Trademarks. Novan shall provide Sato with a copy o
material communications from any governmental authority in the Licensed Territory regarding the Novan Trademark, and shall provide drafts of any material
filings or responses to be made to such authorities in a timely manner. Notwithstanding the foregoing, if Novan determines in its sole discretion to abandon or
not maintain any Novan Trademark in the Licensed Territory, Novan shall provide Sato with[***] prior written notice of such determination and, if Sato so
requests, shall transfer to Sato such Novan Trademark in the Licensed Territory. Sato shall bear all costs of such transfer and maintenance of such Novar
Trademark in the Licensed Territory.

(v)If a Party becomes aware of any actual or alleged threatened or existing infringement of any Novan Trademark or of any
unfair trade practices, trade dress imitation, passing off of counterfeit goods, or like offenses, against such Novan Trademark by a Third Party in the Licensec
Territory (such activities, "Trademark Infringement”), such Party shall notify the other Party, and shall provide to the other Party any and all evidence and
information available to such Party regarding such alleged infringement. Sato shall have the first right, but not the obligation, to bring an appropriate suit ot
other action against any person or entity engaged in such Trademark Infringement, at its sole expense, subject to this Section 8.2(v). Sato shall have a perioc
of [***] after such notification to or by Sato, to elect to so enforce such Novan Trademark. If Sato does not so elect, Sato shall so notify Novan in writin
during such [***] period, or [***] prior to any deadline relating to loss of any rights with respect to the Trademark Infringement, whichever is earlier, and
Novan shall have the right, but not the obligation, to commence a suit or take action to enforce such Novan Trademark against such Third Party, at its sok
expense. Each Party shall provide to the Party enforcing any such rights under this Section 8.2(v) reasonable assistance in such enforcement, at such enforcing
Party’s request and expense, including without limitation joining an action as a party plaintiff if so required by Laws to pursue such action. The enforcing Party
shall keep i[lhe ﬂ%ther Party regularly informed of the status and progress of such enforcement efforts, and shall reasonably consider the other Party’s comments
on any such etiorts.

(vi)The Party not bringing an action with respect to Trademark Infringement under this Section 8.2 shall be entitled to separatc
representation in such matter by
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counsel of its own choice and at its expense, but such Party shall at all times cooperate fully with the Party bringing such action. Additionally, the Party not
bringing an action under this Section 8.2 may have an opportunity to participate in such action to the extent that the Parties may mutually agree at the time the
other Party elects to bring an action hereunder.

8.3Infringement of Sato Trademarks by Third Parties With respect to any Sato Trademarks associated with Licensed Products ir
the Licensed Territory, each Party shall notify the other Party promptly upon learning of any actual or alleged threatened or existing infringement of any
trademark or of any unfair trade practices, trade dress imitation, passing off of counterfeit goods, or like offenses, against such trademark. Sato shall have the
sole right, in its own discretion and at its own expense, to bring an action to address such infringement.

9.SERIOUS ADVERSE EVENT REPORTING

9.1Serious Adverse Event Reporting by the Parties Each Party shall (i) notify the other Party within[***] (or any such shorter
period required by applicable Law) of its becoming aware of any information relating to the occurrence of any serious adverse event in connection with the
Licensed Product or concerning any and all charges, complaints or claims reportable to any Regulatory Authority relating to the Licensed Product and (ii
promptly provide to the other Party all such information.

9.2Recall or Market Withdrawal of Licensed Product; "Dear Doctor” Letters In the event that: (i) Sato determines that ar
event, incident, or circunmstance has occurred which may result in the need for a recall, market withdrawal or other removal of the Licensed Product or any lof
or lots thereof from the market in the Licensed Territory, or Novan determines that an event, incident, or circurmstance that could reasonably adversely affect
the Licensed Product in the Licensed Territory has occurred which is reasonably likely to result in the need for a recall, market withdrawal or other removal of
the Licensed Product, or any lot or lots thereof from the market; (ii) either Party becomes aware that a Regulatory Authority is threatening or has initiated ar
action to remove the Licensed Product from the market in the Licensed Territory or, if such event could reasonably adversely affect the Licensed Product ir
the Licensed Territory, any Regulatory Authority is threatening or has initiated an action to remove the Licensed Product from the market; or (iii) either Party is
required by any Regulatory Authority to distribute a "Dear Doctor’” letter or its equivalent regarding use of the Licensed Product in the Licensed Territory or,
if such event could reasonably adversely affect Licensed Product in the Licensed Territory, any Regulatory Authority has required distribution of a 'Dear
Doctor” letter or its equivalent regarding use of the Licensed Product, it shall promptly advise the other Party in writing with respect thereto, and shall provide
to the other Party copies of all relevant correspondence, notices, and the like in the possession or Control of such Party. In such event, Sato shall have the
sole authority to determine ifa recall or other removal of the Licensed Product is required in the Licensed Territory, and shall be responsible for conducting any
such recall or other removal of the Licensed Product in the Licensed Territory, whether Voluntary or involuntary, or taking such other remedial action required
by applicable Laws in the Licensed Territory. At Sato’s request, Novan shall assist Sato, at Sato’s expense, with respect to any such recall or remedial action,
and shall provide Sato with all information that Sato may request in connection with its deahngs with a Regulatory Authority in connection with such recall or
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remedial action. Expenses incurred in connection with such recall or remedial action shall be [***] except to the extent (i) [***], or (ii) such recall or remedial
action is [***]. For avoidance of doubt, Novan shall have the sole authority to determine if a recall or other removal of the Licensed Product is requirec
outside of the Licensed Territory.

9.3Pharmacovigilance. At least [***| before the First Commercial Sale of the Licensed Product in the Licensed Territory, the Partie:
shall enter into a pharmacovigilance agreement to specify in detail each Party’s respective obligations with respect to adverse event reporting, monitoring,
maintenance of safety databases and related submissions to Regulatory Authorities and other similar obligations with respect to the commercialized Licensed
Product in the Licensed Field in the Licensed Territory, which shall be consistent with this Article 9. Both Parties understand that the pharmacovigilance
agreement shall be modified, if necessary, consistent with the conditions of the Marketing Approval in the Licensed Territory.

10.REPRESENTATIONS AND WARRANTIES

10.1The Parties’ Representations and Warranties. Each Party hereby represents and warrants to the other Party, as of the Effective
Date, as set forth below.

()Such Party (a) is a corporation duly organized and subsisting under the applicable Laws of its jurisdiction of organization, anc
(b) has full power and authority and the legal right to own and operate its property and assets and to carry on its business as it is now being conducted and as it
is contemplated to be conducted by this Agreement.

(i))Such Party has the power, authority and legal right, and is fiee to enter into this Agreement and, in so doing, will not violate
any other agreement to which such Party is a party as of the Effective Date.

(1) This Agreement has been duly executed and delivered on behalf of such Party and constitutes a legal, valid, and binding
obligation of such Party and is enforceable against it in accordance with its terms, subject to the effects of bankruptcy, insolvency, or other applicable Laws of
general application affecting the enforcement of creditor rights and judicial principles affecting the availability of specific performance and general principles of

equity.
(iv)Such Party has taken all corporate action necessary to authorize the execution and delivery of this Agreement.

(v)Except with respect to Marketing Approvals for the Licensed Product or as otherwise described in this Agreement, suct
Party has obtained all necessary consents, approvals, and authorizations of all Regulatory Authorities and other Third Parties required to be obtained by sucl
Party in connection with the execution and delvery of this Agreement and the performance of'its obligations hereunder.

(vi)The execution and delivery of this Agreement and the performance of such Party’s obligations hereunder (i) do not conflict
with or violate any requirement of applicable Laws or any provision of the articles of mcorporation, bylaws, limited partnership agreement, or any similar
instrument of such Party, as applicable, in any material way, and
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(i) do not conflict with, violate, or breach or constitute a default or require any consent under, any applicable Laws or any contractual obligation or court or
admunistrative order by which such Party is bound.

(viAll of such Party’s employees, officers, independent contractors, consultants, and agents have executed agreements
requiring assignment to such Party of all Inventions made during the course of and as a result of their association with such Party and obligating the individual tc
maintain as confidential the confidential information of such Party.

(vi)Neither such Party, nor any of such Party’s employees, independent contractors, consultants, agents or officers: (i) has ever
been debarred or is subject to debarment or, to such Party’s knowledge, convicted of a crime for which a Person could be debarred before a Regulatory
Authority under applicable Laws, or (i) to such Party’s knowledge, has ever been under indictment for a crime for which a Person could be debarred under
such Laws.

(ix)All documents, information and know-how furnished or transferred by such Party to the other Party under this Agreemens
shall be, to its knowledge, fiee of errors in any material respect.

10.2Novan’s Representations and Warranties. Novan hereby represents and warrants to Sato, as of the Effective Date, as set fortt

below:

()Novan has sufficient legal and/or beneficial title under its intellectual property rights necessary to grant the licenses contained
n this Agreement.

(i)Novan has the right to transfer to Sato a copy of the Novan Know-How set forth mAnnex 1 in accordance with this
Agreement.

(iif) There is no pending or, to Novan’s knowledge, threatened claim, litigation or any other proceeding brought by a Third Party
against Novan challenging the validity of the Novan Patent Rights in the Licensed Territory, or claiming that the development, manufacture or commercializatior
of the Licensed Product i the Licensed Field in the Licensed Territory constitutes or would constitute infringement of such Third Party’s intellectual propert

right(s).

(iv)Novan has not received any written comnumnications alleging that it has violated or that it would violate, in any material
manner, through the manufacture, use, import, export, sale, and/or offer for sale of the Licensed Product in the Licensed Field and in the Licensed Territory,

any intellectual property rights of any Third Party.

(v)Novan has (1) the sole and exclusive ownership of or (2) a license (with the right to grant sublicenses thereunder) to the
Novan Patents, Novan Trademarks (if used with the Licensed Product), Novan Study Materials and Novan Scientific Information.

30



10.3The Parties’ Covenants. Each Party hereby covenants throughout the Term of this Agreement as set forth below:

()Such Party shall not enter into any agreement with a Third Party that will conflict with the rights granted to the other Part
under this Agreement.

(i)If during the Term of this Agreement, a Party has reason to believe that it or any of its employees, officers, independent
contractors, consultants, or agents rendering services relating to the Licensed Product: (x) is or will be debarred or convicted of a crime for which such Persor
could be debarred before a Regulatory Authority under applicable Laws, or (y) is or will be under indictment under such Laws, then such Party promptly shal
notify the other Party of the same in writing.

(iif)In connection with this Agreement, and without limiting anything in this Article 10, each Party represents, warrants and
covenants that it has not given or promised to give, and will not make, offer, agree to make or authorize any payment or transfer anything of value, directly or
indirectly, to (i) any Government or Public Official (as defined below), (i) any political party, party official or candidate for public or political oﬂice (i) any
person while knowing or having reason to know that all or a portion of the value will be offered, given, or promised, directly or indirectly, to anyone described
m iterrs (i) or (i) above; or (iv) any owner, director, employee, representative or agent of any actual or potential custormer of such Party (if any such transfer of
value would be a violation of any applicable Laws). Each Party agrees to comply with all applicable anti-bribery laws in the countries where the Parties hawve
their principal places of business and where they conduct activities under this Agreement. Additionally, each Party represents, warrants and covenants that
such Party shall conply with the U.S. Foreign Corrupt Practices Act (FCPA”) and the UK Anti-Bribery Act, both as revised from time to time, as well as
similar applicable Laws of the country where a Party has its principal place of business and where such Party conducts activities under this Agreement, and tc
take no action that would reasonably be deemed to cause the other Party to be in violation of the FCPA, the UK Anti-Bribery Act or similar applicable Law
of the country where a Party has its principal place of business and where it conducts activities under this Agreement. Additionally, each Party will make
reasonable efforts to comply with requests for information, including answering questionnaires and narrowly tailored audit inquiries, to enable the other Party to
ensure compliance with applicable anti-bribery Laws. For purposes of this Agreement, 'Government or Public Official’ means any officer or employee or
anyone acting in an official capacity on behalf of: a government or any department or agency thereof, a public international organization (such as the United
Nations, the International Monetary Fund, the International Red Cross, and the World Health Organization), or any department, agency or institution thereo
or a government-owned or controlled company, institution, or other entity, including a government-owned hospital or university.

10.4No Off-Label Uses Sato hereby covenants throughout the Term that it shall not (by itself or with or through a Third Party)
develop, sell, offer for sale, import, market, distribute or promote the Licensed Product in the Licensed Field in the Licensed Territory for uses or indications
outside of the scope of the Approved Label. If Sato becomes aware of any
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activities in contravention of the immediately preceding sentence Sato shall immediately notify Novan and provide to Novan relevant information.
11.CONFIDENTIALITY OBLIGATIONS OF SATO

11.1Confidentiality Obligations. During the Term of this Agreement and for a period of [***] thereafter, or [***] fiom the Effective
Date, whichever is longer, Sato:

(1)shall hold n strict confidence any and all information disclosed to it by Novan, including, without limitation Novan Scientific
Information, (collectively "Novan Confidential Informationr’) and shall not use, nor disclose or supply to any Third Party, nor permit any Third Party, to
have access to the Novan Confidential Information, without first obtaining the written consent of Novan, except as expressly permitted in this Agreement;

()shall take all reasonable precautions necessary or prudent to prevent material in its possession or control that contains or
refers to Novan Confidential Information from being destroyed or lost, or discovered, received, used, intercepted or copied by any Third Party; and

(i)may disclose the Novan Confidential Information only to its employees, consultants, independent contractors, agents,
Affiliates, and actual or potential acquirers, provided that such employees, consultants, mdependent contractors, agents, Affiliates, and actual or potential
acquirers are bound by terms and conditions of confidentiality no less protective than the terms and conditions that bind Sato hereunder.

For the avoidance of doubt, it is understood that Sato shall be liable for any breach of the confidentiality obligation under this
Section 11.1 by any Person to whom the Novan Confidential Information is disclosed by Sato.

11.2Exceptions. Sato’s obligations of confidentiality and non-use under Section 11.1 shall not apply and Sato shall have no further
obligations with respect to any of the Novan Confidential Information, to the extent Sato can establish by competent proof that such Novan Confidentic
Information:
()is or becomes part of the public domain without breach by Sato of this Agreement;
(i)was in Sato’s possession before disclosure by Novan and was not acquired directly or indirectly from Novan,
(ii))is obtaned froma Third Party with no obligation of confidentiality to Novan, who has a right to disclose it to Sato;
(iv)is developed by Sato without using any Novan Confidential Information; or
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(V)is required to be revealed in response to a court decision or administrative order, or to comply with applicable Laws, in
which case Sato shall nform Novan immediately by written notice and cooperate with Novan using Commercially Reasonable Efforts either to enable Nova
to seek protective measures for such Novan Confidential Information, or to seek confidential treatment of such Novan Confidential Information, and in sucl
case Sato shall disclose only such portion of the Novan Confidential Information which is so required to be disclosed.

11.3Disclosure for Marketing Approvals; Publications. Nothing herein shall prevent Sato from disclosing any Novan Confidentia
Information to the extent that such Novan Confidential Information is required to be used or disclosed for the purposes of seeking or obtaining Marketin
Approvals of Licensed Products in the Licensed Field in the Licensed Territory or seeking patent protection for Inventions it owns or has responsibility fo
prosecuting under Article 7. Sato shall firther have the right to present Novan Scientific Information at conferences or to publish Novan Scientific Informatio
mn J;%mjna]s d(collectively "Publications”), provided such Publication is subject to Novan’s prior written consent, not to be unreasonably withheld, delayed or
conditioned.

12.CONFIDENTIALITY OBLIGATIONS OF NOVAN

12.1Confidentiality Obligations. During the Term of this Agreement and for a period of [***] thereafter, or [***] from the Effective
Date, whichever is longer, Novan:

()shall hold in strict confidence any and all nformation disclosed to it by Sato, including without limitation the Sato Scientific
Information, (collectively "Sato Confidential Informatiori’) and shall not use, nor disclose or supply to any Third Party nor permit any Third Party to have
access to the Sato Confidential Information, without first obtamning the written consent of Sato, except as expressly permitted in this Agreement;

(i)shall take all reasonable precautions necessary or prudent to prevent material in its possession or control that contains or
refers to Sato Confidential Information from being destroyed or lost, or discovered, received, used, intercepted or copied by any Third Party; and

(imay disclose the Sato Confidential Information only to its employees, consultants, independent contractors, agents,
Affiliates, actual and potential Novan Licensees and actual and potential acquirers, provided that such employees, consultants, independent contractors, agents,
Affiliates, actual and potential Novan Licensees and actual and potential acquirers are bound by terms and conditions of confidentiality no less protective thar
the terms and conditions that bind Novan hereunder.

For the avoidance of doubt, it is understood that Novan shall be liable for any breach of the confidentiality obligation under this
Section 12.1 by any person or corporation to whom the Sato Confidential Information is disclosed by Novan.
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12.2Exceptions. Novan’s obligations of confidentiality and non-use under Section 12.1 shall not apply and Novan shall have no further
obligations with respect to any of the Sato Confidential Information as far as Novan can establish by competent proof that such Sato Confidential Information:

(1)is or becomes part of the public domain without breach by Novan of this Agreement;

(iywas in Novan’s possession before disclosure by Sato to Novan and was not acquired directly or indirectly from Sato;
(iin)is obtained froma Third Party with no obligation of confidentiality to Sato, who has a right to disclose it to Novan;
(iv)is developed by Novan without using any Sato Confidential Information; or

(v)is required to be revealed in response to a court decision or admistrative order, or to comply with applicable Laws of a
governmental authority or rules of a securities exchange, in which case Novan shall inform Sato immediately by written notice and cooperate with Sato using
Commercially Reasonable Efforts either to enable Sato to seek protective measures for such Sato Confidential Information, or to seek confidential treatment ¢
3ucli Sa(tio Confidential Information, and in such case Novan shall disclose only such portion of the Sato Confidential Information which is so required to b

isclosed.

12.3Disclosure for Marketing Approvals; Publications Nothing herein shall prevent Novan from disclosing any Sato Confidentia
Information to the extent that such Sato Confidential Information is required to be used or disclosed for the purposes of seeking or obtaining Marketin
Approvals of Licensed Products outside the Licensed Territory, obtamning Marketing Approvals of Licensed Products in the Licensed Territory outside th
Licensed Field, or seeking patent protection for Inventions it owns or has responsibility for prosecuting under Article 7. Novan, its Affiliates and Novai
Licensees shall further have the right to disclose any Sato Scientific Information m a Publication, provided that if the Sato Scientific Information concerned ha
not been previously published, such Publication is subject to Sato’s prior written consent, not to be unreasonably withheld, delayed or conditioned.

13.PRESS RELEASES

13.1Press Releases. Subject to Articles 11 or 12 as applicable, either Party may issue a press release or public announcement
concerning any aspect of the development or commercialization of the Licensed Product in the Licensed Field in the Licensed Territory, provided that 1
provides to the other Party a copy of such press release or public announcement at least [***] in advance of its intended publication or release thereof and
obtains the written consent, not to be unreasonably withheld, delayed or conditioned, of such other Party to such publication or release. Notwithstanding the
foregoing, subject to Sections 11.2(v) or 12.2(v) as applicable, either Party may issue any public announcement that it is advised by legal counsel is
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required under applicable Laws or rules of a securities exchange, provided that such Party provides to the other Party a copy of such press release or public
announcement promptly after its release thereof.

13.2No Disclosure of Terms and Conditions. No press release or public announcement shall be made by either Party concerning the
execution of this Agreement or the terms and conditions hereof, without the prior written consent of the other Party which shall not be unreasonably withheld,
delayed or conditioned. Notwithstanding the foregoing, either Party may disclose the existence of this Agreement and the terms and conditions hereof withou
the prior written consent of the other pursuant to Section 11.2(v) or Section 12.2(v), as applicable, or m connection with a due diligence process associated
with any future financing by either Party or the negotiation or exploration of a possible strategic transaction involving such Party, provided that such disclosure
is made in the course of such diligence, negotiation or exploration pursuant to confidentiality obligations consistent with those set forth in this Agreement.

14.PAYMENT
14.1Payments. In consideration of the licenses and other rights granted to Sato herein, Sato shall pay to Novan a total of 4.00 billior
JPY, payable in equal annual installments over fifteen (15) years after the Effective Date of this Agreement; provided that such payment condition (for clarity,

the amount of payment is not included) may be changed under the mutual consent of the Parties. In addition to such payment, Sato shall pay to Novan the
following sales milestone payments.

SALES MILESTONE PAYMENTS

One-time sales milestone payments shall be made by Sato to Novan upon the first achievement of each of the following annual Net Sales millestones:

Annual Net Sales of [**¥*] [¥%%]
Annual Net Sales of [***] [¥%%]
Annual Net Sales of [***] [¥¥%]

14.2Currency. All payments under Section 14.1 shall be made in JPY.

14.3Notification. Sato shall notify Novan of the achievement of each of the sales milestones set forth in Section 14.1 within[***] after
Sato closes its books for the relevant annual period in which such sales milestone payment becomes due. All payments under Section 14.1 shall be made
within [***] after Sato receives the relevant invoice from Novan. All payments under Section 14.1 shall be Imde without setoff or deduction of any kind,

other than pursuant to Sections [***].
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14.4Account. All payments to be made to Novan under this Agreement shall be made by wire transfer to the following account:

For all wire payments denommnated in JPY Payments should be remitted to [***]

Any such payments to [***] should be remitted [***]
For all other wire payments Recipient US Bank: [***]

or such other account as may be specified by Novan in writing to Sato.
15.ROYALTY PAYMENT; AUDITS

15.1Royalty. In consideration of the rights granted to Sato herein, Sato shall pay to Novan a royalty off***] of annual Net Sales in the
Licensed Territory during the Term, subject to Section 15.2.

15.2Royalty Term; Reduction. Royalties shall be payable in the Licensed Territory, on a product-by-product basis, for the duration of
the Term.  If, on a product-by-product basis, during the Term (i) no Valid Claim exists in the Licensed Territory Covering the Licensed Product or its
manufacture, use or sale, or (i) the Marketing Exclusivity with respect to such Licensed Product in the Licensed Territory has expired, then the royalty rate
shall be reduced to [***] of annual Net Sales for the remainder of the Term in the Licensed Territory for such Licensed Product.

15.3Significant Value of Novan Know-How The Parties acknowledge that the Novan Know-How is of significant value for th
development and commercialization of Licensed Product in the Licensed Field in the Licensed Territory, and have determined the royalty rate and royalty tern
set forth herein on the basis of this assumption.

15.4Payment. Sato shall provide to Novan a good faith estimate of the royalties payable to Novan under Section 15.1 within[***] after
the end of the calendar quarter in which such royalties are due, and shall pay to Novan all royalties payable to Novan under Section 15.1 within[***] after the
end of the applicable calendar quarter. Payment of royalties under Section 15.1 shall be made in JPY. All payments under Section 15.1 shall be made without
setoff or deduction of any kind, other than pursuant to Sections [***]. Royalties payable under Section 15.1 shall be payable only once with respect to a
particular unit of Licensed Product and shall be paid only once regardless of the number of Patents applicable to such Licensed Product.

15.5Maintenance of Records. Sato shall keep true, correct and complete records of all royalties and other amounts payable to Novar
under Section 15.1 hereof, including without limitation all financial information needed to calculate Net Sales for such periods of time as are required under
applicable Law, provided that in no event shall Sato retain such books and
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records for less than [***] after the date of relevant payment made to Novan. Sato shall deliver to Novan a preliminary Sales Report]***] after the end of
each calendar quarter and a final Sales Report [***] after the end of each calendar quarter. All financial terms and standards (including any calculation of Net
Sales and financial payments due under this Agreement) shall be governed by and determined in accordance with Japanese GAAP and shall be consistent witl
Sato’s audited consolidated financial statements.

15.6Taxes. All payments under this Agreement shall be made without any deduction or withholding for or on account of any tax, except
as set forth in this Section 15.6. The Parties agree to cooperate with one another and use reasonable efforts to minimize obligations for any and all income o1
other taxes required by Law to be withheld or deducted from any of the royalty and other payments made by or on behalf of a Party hereunder ("Withholding
Taxes”). The applicable paying Party under this Agreement (the 'Paying Party”) shall, if required by Law, deduct from any amounts that it is required to pay
to the recipient Party hereunder (the "Recipient Party”) an amount equal to such Withholding Taxes, prov1ded that the Paying Party shall give the Recipient
Party reasonable notice prior to paying any such Withholding Taxes. Such Withholding Taxes shall be paid to the proper taxing authority for the Recipient
Party’s account and, if available, evidence of such payment shall be secured and sent to recipient within [***] of such payment. The Paying Party shall, at the
Recipient Party’s cost and expense, do all such lawful acts and things and sign all such lawful deeds and documents as the Recipient Party may reasonably
request to enable the Paying Party to avail itself of any applicable legal provision or any double taxation treaties with the goal of paying the sums due to the
Recipient Party hereunder without deducting any Withholding Taxes.

15.7[***]. All payments due from Sato to Novan under Section 15.1 [***], provided that [***].

15.8Audits. Novan shall have the right, no more than [***] during each calendar year during the Term of this Agreement and for [***]
after its termination, to have an independent certified public accountant ("Accountant”) of its own selection (subject to Sato’s acceptance of such Accountant,
such acceptance not to be unreasonably withheld, delayed or conditioned) and at its own expense audit the relevant books and records of account of Sato in
connection with the payment of royalties and any other amounts under this Agreement durmg normal business hours, and upon reasonable prior notice, to
determine whether appropriate accounting has been performed and payments have been made to Novan hereunder; provided that such Accountant shall be
bound to treat all information reviewed during such audit as confidential, and does not disclose to Novan any information other than information which shall
have previously been given to Novan pursuant to any provision of this Agreement or information regarding the payments due to or by Novan as a result of suck
audit. Notwithstanding the foregoing, such Accountant may support its audit conclusions with underlying Sato Confidential Information if challenged by Sato
provided that all such disclosures shall be maintained as confidential by such Accountant and Novan with respect to Third Parties, except that Novan may
disclose such Sato Confidential Information to UNC as part of Novan’s reporting obligations under the UNC License Agreement.
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If the Accountant determines that the Sales Report has not been true or accurate, then Sato shall refind Novan for the costs of th
Accountant if Sato has underpaid such royalties by more than[***], and the royalties shall be re-calculated on the basis of the Accountant’s findings. Such
Accountant’s findings shall be binding for both Parties absent manifest error.

15.9Late Payments. If Novan does not receive payment of any sum due to it under Section 14.1 or Section 15.1 on or before the duc
date, simple mnterest shall thereaffer accrue on the sum due to Novan from the due date until the date of payment at the USD LIBOR plug***] or the
maximum rate allowable by applicable Law, whichever is less.

16.INDEMNIFICATION

16.1By Novan. Novan shall defend, indemnify and hold harmless Sato and its Affiliates and their respective directors, officers, agents,
successors, assignees and employees (the "Sato Indemmitees”) from and against any and all clains, liabilities, losses, costs, actions, suits, damages and
expenses, ncluding reasonable attorneys’ fees (collectively "Damages”) to the extent arising from any claim, action or proceeding made or brought against
Sato Indemnitees by a Third Party in connection with (i) the gross negligence, recklessness, or intentional wrongfll acts or omissions of Novan, its Affiliates
and/or Novan Licensees and its or their respective employees, officers, independent contractors, consultants, or agents, in connection with the performance by
or on behalf of Novan of Novan’s obligations or exercise of its rights under this Agreement; (i) any breach by Novan, or its Affiliates, Novan Licensees o1
independent contractors of any representation, warranty, covenant, or obligation of Novan set forth m this Agreement, and (i) the development, manufacture,
use, handling, storage, commercialization, transfer, importation, exportation or labeling, of the Licensed Product by or for Novan, its Affiliates or Novar
Licensees either prior to the Effective Date anywhere in the world, or on or after the Effective Date outside the Licensed Territory or outside the License
Field in the Licensed Territory; except in any such case to the extent such Damages are reasonably attributable to any negligence, willful misconduct, or breack
of this Agreement by Sato or a Sato Indenmitee.

16.2By Sato. Sato shall defend, indemnify and hold harmless Novan and its Affiliates, directors, officers, agents, successors, assignees
and employees (the "Novan Indemnitees”™) from and against any and all Dammages to the extent arising from any claim, action or proceeding made or brought
against Novan Indemnitees by a Third Party in connection with (i) the gross negligence, recklessness, or intentional wrongful acts or omissions of Sato, it:
Affiliates, and its or their respective employees, officers, independent contractors, consultants, or agents, in connection with the performance by or on behalf of
Sato of Sato’s obligations or exercise of its rights under this Agreement; (i) any breach by Sato, or its Affiliates or independent contractors of any
representation, warranty, covenant, or obligation of Sato set forth i this Agreement; and (iii) the development, manufacture (other than by Novan or its
contract manufacturers), use, handling, storage, commercialization, transfer, importation, exportation or labeling of the Licensed Product by or for Sato or any
of its Affiliates, agents, and independent contractors; except in any such case to the extent such Damages are reasonably attributable to any negligence, willful
misconduct, or breach of this Agreement by Novan or an Novan Indemnitee.
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16.3Indemnification Procedure.

(1)Each Party shall notify the other in the event it becomes aware of a claim for which indemnification may be sought pursuant to
this Article 16. In case any proceeding (including any governmental nvestigation) shall be instituted involving any Party in respect of which indenmity may be
sought pursuant to this Article 16, such Party (the "Indemnified Party’) shall promptly notify the other Party (the "Indemnifying Party”) in writing (an
"Indemmnification Claim Notice’). The Indemnifying Party and Indennified Party shall promptly meet to discuss how to respond to any claims that are the
subject matter of such proceeding, At its option, the Indemnifying Party may assume the defense of any Third Party claim subject to indemmnification as
provided for in this Section 16.3 by giving written notice to the Indemnified Party within[***] (or until such time provided in any applicable extension to
appropriately answer any conplaint, if any, but no longer than [***] (the "Election Time Period’); with the Indenmified Party being obligated to make al
reasonable efforts to obtain any such extension) after the Indemnifying Party’s receipt of an Indemmnification Claim Notice, solely for clains, (1) that solely seek
monetary damages and (ii) as to which the Indenmifying Party expressly agrees in writing that, as between the Indenmifying Party and the Indemnified Party
the Indennifying Party shall be solely obligated to satisfy and discharge the claim in full (the matters described in (i) and (ii), the "Litigation Conditions™). The
Indenmified Party may assume responsibility for such defense if the Litigation Conditions are not satisfied, by written notice to the Indemmnifying Party within thy
Election Time Period. Ifthe Indemmified Party fails to promptly provide an Indemnification Claim Notice, and such failure materially prejudices the defense ¢
such claim, then the Indemnifying Party shall be relieved of its responsibility to indemnify the Indenmified Party.

(i))Upon assuming the defense of a Third Party claim in accordance with this Section 16.3, the Indenmifying Party shall b
entitled to appoint lead and any local counsel in the defense of the Third Party claim.  Should the Indemnifying Party assume and continue the defense of ¢
Third Party claim, except as otherwise set forth in this Section 16.3, the Indemnifying Party will not be liable to the Indemmified Party for any legal expense
subsequently incurred by such Indemnified Party after the date of assumption of defense in connection with the analysis, defense, countersuit or settlement of
the Third Party claim.  Without limiting this Section 16.3, any Indemnified Party will be entitled to participate in, but not control, the defense of a Third Part
claim for which it has sought indemmification hereunder and to engage counsel of its choice for such purpose; provided, however, that such engagement will be
at the Indemnified Party’s own expense unless (a) the engagement thereof has been specifically requested by the Indemmifying Party in writing, or (b) the
Indemnifying Party has failed to assume and actively further the defense and engage counsel in accordance with this Section 16.3 (in which case the
Indemnified Party will control the defense), or (c) the Indemnifying Party no longer satisfies the Litigation Conditions.

(i)Subject to the Litigation Conditions being satisfied, the Indemnifying Party will have the sole right to consent to the entry o
any judgment, enter into any settlement or otherwise dispose of such Damages, on such terns as the Indennifying Party, in its reasonable discretion, will deenr
appropriate (provided, however that such terms shall include a complete and unconditional release of the Indemmified Party from all liability with
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respect thereto), and will transfer to the Indemnified Party all amounts which such Indemmified Party will be liable to pay pursuant to such settlement or disposal
of such claim prior to the time such payments become due by the Indemmified Party. With respect to all other Damages in connection with Third Party claims
where the Indemnifying Party has assumed the defense of the Third Party claim in accordance with this Section 16.3, the Indemnifying Party will have authorit
to consent to the entry of any judgment, enter into any settlement or otherwise dispose of such Damages, provided ‘it obtains the prior written consent of the
Indemnified Party, not to be unreasonably withheld, delayed or conditioned.

(iv)The Indemnifying Party that has assumed the defense of the Third Party claim in accordance with this Section 16.3 will no
be liable for any settlement or other disposition of any Damages by an Indenmified Party that is reached without the written consent of such Indemmifying
Party. The Indemnified Party will not admit any liability with respect to, or settle, compromise or discharge, any Third Party claim without first offering to th
Indemmifying Party the opportunity to assume the defense of the Third Party claim in accordance with this Section 16.3. If the Indemnifying Party chooses t
defend or prosecute any Third Party claim, the Indemnified Party will cooperate in the defense or prosecution thereof and will furnish such records, informatior
and testimony, provide such witnesses including to the extent possible, former employees and attend such conferences, discovery proceedings, hearings, trials
and appeals as may be reasonably requested m connection with such Third Party claim  Such cooperation will include access during normal business hours
afforded to the Indemnifying Party to, and reasonable retention by the Indemnified Party of] records and information that are reasonably relevant to such Thirc
Party claim, and making employees and agents available on a mutually convenient basis to provide additional information and explanation of any material
prol\lflded hereunder. The Indennifyng Party will reimburse the Indenmified Party for all its reasonable out-of-pocket expenses incurred in connection with
such cooperation.

16.4Insurance. During the Term of this Agreement and for [***] thereafter, Novan shall keep and maintain the following insurance with
a reputable carrier [***] reasonably acceptable to Sato: comprehensive public liability, including products liability coverage and clinical trial coverage, with
limits of (a) before receipt of Marketing Approval for any Licensed Product, not less than[***] USD per event and (b) after receipt of Marketing Approva
for any Licensed Product, not less than[***] USD per event or any such greater mutually agreed amount and type of msurance determned by the board o
directors of the each Party, naming Sato as an additional insured from the Effective Date forward with respect to Novan’s performance hereof. Sato shall keeg
and maintain the following insurance with a reputable carrier [***] reasonably acceptable to Novan, naming Novan as an additional insured with respect to
Sato’s performance hereof: (i) fromno later than the start of a clinical study of the Licensed Product in the Licensed Territory until [***] after the expiration or
termination of this Agreement, comprehensive public liability including clinical trial coverage, with limits of not less than [***] USD per event, and (i) from nc
later than the first commercial sale of the Licensed Product in the Licensed Territory until[***] after the expiration or termination of this Agreement,
comprehensive public liability including products liability coverage, with limits of not less than [***] USD per event. The type and amount of insurance
maintained by the Parties pursuant to this Section 16.4 may be modified upon mutual written agreement of the Parties. Both Parties agree to provide the othe
Party certificate evidencing such coverage within [***] after the date on which such Party purchases
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the relevant insurance pursuant to the terms and conditions of this Section 16.4 and at least annually thereafter. If such insurance is canceled or materially
altered, the each Party shall provide prompt written notice to the other Party.

16.5Except as expressly provided in this Article 16, neither Party shall have any liability to indemmify the other Party against any Thirc
Party clais.

17.LIMITATION OF LIABILITY; EXCLUSION OF DAMAGES; DISCLAIMER

17.1EXCEPT IN THE CASE OF A BREACH OF ARTICLES 11 OR 12, AND WITHOUT LIMITING THE PA
OBLIGATIONS UNDER ARTICLE 16 OR LIABILITY OF A PARTY FOR INFRINGEMENT OR MISAPPROPRIATION
INTELLECTUAL PROPERTY RIGHTS OF THE OTHER PARTY OR FOR FRAUD OR WILLFUL MISCONDUCT, NEITHER PARTY ¢
LIABLE TO THE OTHER PARTY FOR SPECIAL, INDIRECT, INCIDENTAL, PUNITIVE, OR CONSEQUENTIAL DAMAGES (IN
WITHOUT LIMITATION DAMAGES RESULTING FROM LOSS OF USE, LOSS OF PROFITS, INTERRUPTION OR LOSS OF BUS
OTHER ECONOMIC LOSS) ARISING OUT OF THIS AGREEMENT OR WITH RESPECT TO A PARTY’S PERFORMANCE C
PERFORMANCE HEREUNDER.

17.2EXCEPT AS EXPRESSLY PROVIDED IN THIS AGREEMENT, NEITHER PARTY PROVIDES ANY WARRA
WHETHER WRITTEN OR ORAL, EXPRESS OR IMPLIED, REGARDING THE LICENSED PRODUCT AND EACH PARTY
DISCLAIMS ALL OTHER WARRANTIES WHETHER WRITTEN OR ORAL, EXPRESS AND IMPLIED, INCLUDING WITHOUT LI
THE IMPLIED WARRANTIES OF MERCHANTABILITY FITNESS FOR A PARTICULAR PURPOSE AND FREEDON
INFRINGEMENT OF THIRD PARTY RIGHTS.

18.TERM
18.1Term. The term of this Agreement shall commence as of the Effective Date and, unless sooner terminated as specifically provided i
this Agreement, shall continue in effect until the tenth (10t) anniversary of the First Commercial Sale of the Licensed Product in the Licensed Field in th
Licensed Territory (the "Term”), unless terminated earlier pursuant to Section 19. This Agreement may be renewed by mutual written agreement of the Parties
for additional two (2) year periods following expiration of the Term.
18.2Effect of Expiration. Upon expiration of this Agreement in accordance with Section 18.1:
(the Licensed Rights shall continue in full force and effect and be considered to be fully paid-up;

(i)subject to Section 18.2(i) hereof, Sato’s confidentiality obligation under Section 11 shall continue to be in full force and effect
for a period of [***] following expiration of this Agreement;

41



(i)Novan shall have the right to freely use and license all Novan Scientific Information and all Sato Scientific Informatio
disclosed by Sato to Novan hereunder;

(iv)The licenses granted by Sato to Novan pursuant to Section 2.3 and other provisions of this Agreement shall continue it
effect in addition to those sections that also survive pursuant to Section 18.3 and shall be expanded to include the Licensed Field in the Licensed Territory;

(v)Sato shall transfer and assign to Novan all of Sato’s right, title and interest in and to all Drug Approval Applications,
Marketing Approvals, and regulatory dossiers with respect to any and all Licensed Products m the Licensed Field in the Licensed Territory; and

(vi)subject to Sections 18.2(iii) and 18.2(iv) hereof, Novan’s confidentiality obligation under Section 12 shall continue to be ir
full force and effect for a period of [***] following expiration of this Agreement.

18.3Survival. For the avoidance of doubt, it is understood that provisions under Sections 6.7 (Ownership of Novan Scientific
Information), 6.8 (Ownership of Sato Scientific Information, 7.1 (Improvements), 1.2 (Ownership of Inventions), 8.1 (Trademarks), 9 (Serious
Adverse Event Reporting), 11 (Confidentiality Obligations of Sato), 12 (Confidentiality Obligations of Novan), 15.5 (Maintenance of Records), 15.6
(Taxes), 15.8 (Audits), 16 (Indemnification), 17 (Limitation of Liability; Exclusion of Damages; Disclaime)y, 18.2 (Effect of Expiration) 18.3
(Survival), 20 (Obligations Upon Early Termination), 22 (General Provisions), 23 (Governing Law) and 24 (Dispute Resolution, Jurisdiction) shall
survive the expiration of this Agreement.

18.40ther Remedies. Termmation or expiration of this Agreement for any reason shall not release any Party from any liability or
obligation that has accrued prior to such expiration or termination, nor affect the survival of any provision hereof to the extent it is expressly stated to survive
termination. Termination or expiration of this Agreement for any reason shall not constitute a waiver or release of, or otherwise be deemed to prejudice or
adversely affect, any rights, remedies, or claims, whether for damages or otherwise, that a Party may have hereunder or that may arise out of or in connection
with such termination or expiration.

19.EARLY TERMINATION

19.1At Sato’s Convenience. Sato may terminate this Agreement at-will on one hundred twenty (120) calendar days’ written notice to
Novan.

19.2Material Breach. Without prejudice and in addition to any other contractual remedy the non-defaulting Party may have under this
Agreement, either Party may terminate this Agreement in writing, if the other Party commits a material breach of any provision of this Agreement and suct
breach is not cured within sixty (60) calendar days after written notice of the breach 1s received by the other Party.
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19.3Force Majeure. The Agreement may be terminated by either Party in the event of a Force Majeure (as hereinafter defined
pursuant to Section 21.2.

19.4Insolvency. Either Party may terminate this Agreement upon written notice if the other Party is dissolved or liquidated, files or has
filed against it a petition under any bankruptcy or insolvency law that is not dismissed within sixty (60) calendar days, makes an assignment for the benefit of its
creditors or has a receiver or trustee appointed for all or substantially all of its property.

19.5Patent Challenge. In the event that Sato or any of its Affiliates commences or otherwise, directly or indirectly, pursues (or, other
than as required by Law or legal process, voluntarily assists any Third Party to pursue in any material respect where Sato has knowledge that its assistance wil
be used by the Third Party to pursue) any proceedng seeking to have any of the Novan Patents revoked or declared invalid, unpatentable, or unenforceable
Novan may declare a material breach hereunder, terminate this Agreement on written notice to Sato and shall then have the right to exercise the remedies
available under Section 20.1 with immediate effect.

20.0BLIGATIONS UPON EARLY TERMINATION

20.1Early Termination by Novan; Termination for Convenience by Sato. In the event of termination of this Agreement by Novar
in accordance with Sections 19.2, 19.3, 19.4 or 19.5 or by Sato under Section 19.1:

(Dall Licensed Rights shall revert to Novan without any compensation to be paid by Novan;
(i)Sato shall return to Novan any and all Novan Scientific Information;

(1)Sato shall transfer to Novan or its nominee any and all Marketing Approvals and all other filings and submissions with and tc
Regulatory Authorities with respect to the Licensed Product. To this end Sato shall make Commercially Reasonable Efforts to file for transfer with the relevar
Regulatory Authorities and to give all other notifications and approvals necessary under law for the transfer of Marketing Approvals and such other filings and
submissions;

(iv)Sato shall grant to Novan a worldwide, fully-paid, royalty-free license, with the right to sublicense, to use the Satc
Trademarks (including, without limitation, the goodwill symbolized by such Sato Trademarks) used to brand the Licensed Product, and a license to reproduce,
distribute, perform, display and prepare derivative works of Sato’s copyrights used to brand or promote the Licensed Product, in each case solely to the
extent necessary or useful for commercializing the Licensed Product;

(v)The licenses granted by Sato to Novan pursuant to Section 2.3 and other provisions of this Agreement shall continue it
effect in addition to those sections that also
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survive pursuant to Section 18.3 and shall be expanded to include the Licensed Field in the Licensed Territory;

(vi)Sato shall furnish Novan with reasonable cooperation, at Sato’s expense, to assure a smooth transition of any clinical ot
other studies in progress related to the Licensed Products which Novan determines to continue in compliance with applicable Laws and ethical guideline
applicable to the transfer or termination of any such studies. In the event that Novan informs Sato that it does not intend to continue specific developmen
activities then in progress, costs incurred in closing out such activities shall be borne by Sato; and

(vii)Sato shall not withdraw or cancel any Marketing Approval or Drug Approval Application, unless expressly instructed so by
Novan in writing,

20.2Early Termination by Sato. In the event of termination of this Agreement by Sato in accordance with Sections 19.2, 19.3 or 19.4:

()If such termination is pursuant to Section 19.2 or 19.4 for Novan’s material breach or Novan’s insolvency that in either case
does not result in Novan’s material failure to supply Compound or Licensed Product pursuant to then-existing obligations under the Commercial Supph
Agreement or any Product Supply Agreement, Sato may elect by written notice to Novan provided concurrently with the relevant termination notice to haw
the Licensed Rights survive for the remainder of the Term (such Term determined as if the early termination had not occurred) subject to payment by Sato to
Novan of (a) [***] and (b) all [***]; provided that [***];

(i)If such termination is pursuant to Section 19.2 or 19.4 for Novan’s material breach or Novan’s insolvency that in either case
results in Novan’s material failure to supply Compound or Licensed Product pursuant to then-existing obligations under the Commercial Supply Agreement o
any Product Supply Agreement, or if Sato does not elect for the Licensed Rights to survive as provided in Section 20.2(i) concurrently with the relevar
termination notice, the Licensed Rights shall terminate upon the effective date of termination, and Sato may pursue all rights and remedies it may have at law o1
in equity with respect to the early termination of this Agreement; and

(ii)Novan’s obligations and Sato’s rights under Articles 5, 6, 7, and 8 shall continue in addition to those sections that also
survive pursuant to Section 18.3, mcluding without limitation Sato’s obligation to indemnify Novan pursuant to Section 16.2.

20.3Bankruptcy Laws. All rights and licenses granted under or pursuant to this Agreement by Novan or Sato are, and shall otherwise
be deemed to be, for purposes of Section 365(n) of the United States Bankruptcy Code and of any similar provisions of applicable Laws under any othe
jurisdiction (collectively, the "Bankruptcy Laws™), licenses of right to "intellectual property” as defined under the Bankruptcy Laws. Each Party agrees tha
the other Party, as a licensee of rights under this Agreement, shall retain and may fully exercise all of its rights and elections under the Bankruptcy Laws.
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21.FORCE MAJEURE

21.1Force Majeure. No failure or delay by either Party in the performance of any obligation hereunder shall be deemed a breach of this
Agreement nor create any liability for any damages, lncreasedy cost or losses which the other Party may sustain by reason of such failure or delay of
performance, if the same shall arise from any cause or causes beyond the control of that Party, such as earthquake, storm, flood, fire, other acts of nature,
epidemic, war, riot, hostility, public disturbance, cessation of transport, act of public enemies, prohibition or act by a government or public agency, strike or
other labor dispute or work stoppage (collectively "Force Majeure”); provided, however, that the Party so preventef shall continue to take all commercially
reasonable actions within its power to comply with its obligations hereunder as fully as possible and to mitigate possible damages.

The Party so prevented shall without undue delay notify the other Party in writing thereof.

21.2Continued Force Majeure Should the event of Force Majeure continue for more than[***], the Parties shall promptly discuss
their further performance under this Agreement and whether to modify or terminate this Agreement in view of the effect of the event of Force Majeure. Ifnc

%greet{lnent can be reached within [***] after expiration of such [***], either Party may terminate this Agreement effective immediately upon written notice to
e other Party.

22.GENERAL PROVISIONS

22.1Assignment. This Agreement is binding upon and will inure to the benefit of the Parties and their respective permitted assignees or
successors in interest, including without limitation those that may succeed by assignment, transfer or otherwise to the ownership of either of the Parties or of the
assets necessary to the conduct of the business to which this Agreement relates. This Agreement may not be assigned or otherwise transferred by either Party
without the prior written consent of the other Party, which consent shall not be unreasonably withheld, delayed or conditioned; provided, however, that either
Party may, without such consent, assign this Agreement together with all of its rights and obligations hereunder to its Affiliates, or to a successor in interest in
comnection with the transfer or sale of all or substantially all of its business to which this Agreement relates, or in the event of its merger or consolidation or
similar transaction, subject to the assignee agreeing to be bound by the terms of this Agreement. Any purported assignment in violation of the preceding
sentences shall be void. Any permitted successor shall assume and be bound by all obligations ofits assignor or predecessor under this Agreement.

22.2Headings. Headings are inserted for convenience and shall not affect the meaning or interpretation of this Agreement.

22.3Waiver. No waiver of any default hereunder by either Party or any failure to enforce any rights hereunder shall be deemed to
constitute a waiver of any subsequent default with respect to the same or any other provision hereof.
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22.4Notices. Any and all notices given by one Party to the other Party under this Agreement must be in writing and shall be deemed
effectively given (i) upon personal delivery to the Party to be notified, (i) when sent by confirmed email or facsimile if sent during normal business hours of the
recipient, if not, then on the next Business Day, (ii)) one day after deposit with a nationally recognized overnight courier, specifying next day delivery, with
written verification of receipt, or (iv) on the second Business Day after the date deposited if mailed by certified mail, return receipt requested, postage
prepaid. All notices shall be sent to the other Party’s address as set out at the beginning of this Agreement or to the latest address of such Party as shall have
been communicated to the other Party.

Notices sent to Novan shall be directed to: Novan, Inc.
4105 Hopson Road
Morrisville, North Carolina 27560
USA

Notices sent to Sato shall be directed to: Sato Pharmaceutical Co. Ltd.
AHC Building 1-5-27
Moto- Akasaka, Minato-ku, Tokyo 107-0051
Japan

22.5Severability. Should any part of this Agreement be held unenforceable or in conflict with the applicable Laws of any jurisdiction, the
mnvalid or unenforceable part or provision shall be replaced with a provision which accomplishes, to the extent possible, the original business purpose of such
part or provision in a valid and enforceable manner, and the remainder of this Agreement shall remain binding upon the Parties hereto.

22.6Entire Agreement. This Agreement, together with all Annexes attached hereto, constitute the whole agreement between the Parties
and shall cancel and supersede any and all prior and contemporaneous negotiations, correspondence, understandings and agreements, whether oral or written,
between the Parties respecting the subject matter hereof, including without limitation the Confidentiality Agreement, provided, however, that all Confidential
Information (as defined therem) exchanged between the Parties under the Confidentiality Agreement shall be deemed Confidential Information under thi
Agreement and shall be governed by the terns of this Agreement.

22.7Amendment. Any amendment or modification to this Agreement shall only be made in writing and shall only be valid when signed by
the due representatives of the Parties.

22.8Counterparts. This Agreement may be executed in more than one (1) counterpart, each of which shall be deemed an original, but
all of such counterparts taken together shall constitute one (1) and the same agreement.
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22.9Agency. Neither Party is, nor shall be deemed to be, an employee, agent, co-venturer, or legal representative of the other Party for
any purpose. Neither Party shall be entitled to enter into any contracts in the name of, or on behalf of the other Party, nor shall either Party be entitled tc
pledge the credit of the other Party in any way or hold itself out as having the authority to do so.

22.10Further Actions. Each Party agrees to execute, acknowledge, and deliver such further instruments, and to do all such other acts,
as may be necessary or appropriate in order to carry out the purposes and intent of this Agreement.

22.11Compliance with Laws. Each Party will comply with all Laws in performing its obligations and exercising its rights hereunder,
including without limitation all Laws relating to the export, re-export or other transfer of any Information transferred pursuant to this Agreement or the Licensec
Product.

22.12Performance by Affiliates. Sato may perform some or all of its obligations under this Agreement through Affiliates, provided,
however, that Sato shall remain responsible for the performance by its Affiliates and shall use Commercially Reasonable Efforts to cause its Affiliates to comply
with the provisions of this Agreement in connection with such performance.

23.GOVERNING LAW

23.1Governing Law. The construction, validity and performance of this Agreement shall be governed in all respects by the laws of the
state of Delaware, excluding its provisions regarding conflicts of law, except that Article 24 and any arbitration thereunder shall be governed by the Federal
Arbitration Act, Chapters 1 and 2. The United Nations Convention on the International Sale of Goods shall not apply. This Agreement shall be written an
executed in, and all other communications under or in connection with this Agreement shall be in, the English language. Any translation into any other language
shall n(it be an official version thereof, and in the event of any conflict in interpretation between the English version and such translation, the English version shal
contro

24.DISPUTE RESOLUTION; JURISDICTION

24.1Resolution by CEOs. In the event of any dispute, claim, question, or disagreement arising from or relating to this Agreement or the
breach thereof ("Dispute”), the Chief Executive Officers of each Party (CEQOs”) shall attempt to reach a solution satisfactory to both Parties. Ifthe CEOs dc
not reach such solution within a period of [***] or such longer period as the Parties may nutually agree upon, then, upon notice by either Party to the other, all
Disputes shall be finally settled by arbitration administered by the International Centre for Dispute Resolution (ICDR”) in accordance with the International
Arbitration Rules ("Rules”).

24.2 Arbitration. The arbitration shall be held in London, United Kingdom. The language of the arbitration shall be English. Th
arbitration shall be conducted by three (3) arbitrators; provided, however, that the arbitration may be conducted by only one arbitrator if the
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Parties so agree in advance of the arbitration and are able to agree upon a single, mutually acceptable individual who is knowledgeable in the subject matter at
issue in the dispute. If'the arbitration is to be conducted by three (3) arbitrators, within [***] after the commencement of arbitration, each Party shall appoint
one (1) arbitrator, and within [***] of their appointment, the two appointed arbitrators shall select a third arbitrator who shall act as the chair of the tribunal. ~ If
any of the arbitrators are not appomted within the deadline, the ICDR shall appoint the arbitrator.

24.3Award. The award shall be made within [***] of the filing of the notice of arbitration, and the arbitrator(s) shall agree to comply with
this schedule before accepting appomtment. However, this time limit may be extended by agreement of the Parties or by the arbitrator(s) if
necessary. Judgment on the award rendered by the arbitrator(s) may be enforced in any court having competent jurisdiction thereof.

24.4Attorneys’ Fees and Costs. The arbitrator(s) shall award to the prevailing Party, if any, as determined by the arbitrators, all of its
attorneys’ fees and costs.

24.5Confidentiality. The Parties undertake to keep confidential all awards i their arbitration, together with all materials in the
proceedings created for the purpose of the arbitration and all other documents produced by another Party in the proceedings not otherwise in the public
domain, save and to the extent that disclosure may be required of a Party by legal duty, to protect or pursue a legal right or to enforce or challenge an award in
legal proceedings before a court or other judicial authority.

24.6Disputes Relating to Patent Rights Notwithstanding the provisions of this Section 24, disputes relating to the inventorship,
enforceability, validity or scope of patent rights shall be submitted for resolution to a court of competent jurisdiction.
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IN WITNESS WHEREQOF, the Parties hereto have caused this Agreement to be executed in duplicate by their respective duly authorized offic
or representatives.

Novan, Inc. Sato Pharmaceutical Co., Ltd.

/s/ Nathan Stasko /s/ Seiichi Sato

By: Nathan Stasko, President and CEO By: Seiichi Sato, President and CEO
Date: January 12, 2017 Date: January 12, 2017

Overview of Annexes (to be attached):
Annex 1: Novan Scientific Information
Annex 2: Patent List

Annex 3: Specifications

Annex 4: Novan Trademarks



Exhibit 10.28

Certain confidential information contained in this exhibit have been omitted by means of redacting a portion of the text and replacing it with
[*¥*%*], pursuant to Regulation S-K Item 601(b) of the Securities Act of 1933, as amended. Certain confidential information has been excluded
from this exhibit because it is: (i) not material; and (ii) the registrant treats such information as private or confidential.

Execution Copy
FIRST AMENDMENT TO LICENSE AGREEMENT BETWEEN NOVAN, INC. AND SATO PHARMACEUTICAL CO., LTD.

This First Amendment to the License Agreement (the "Amendment™) is made and entered into as of January 12, 2017 (the "Amendment Effective Date”)
by and between Novan, Inc., a Delaware corporation having an address at 4105 Hopson Road, Morrisville, North Carolina 27560, USA Novan”) and
Sato Pharmaceutical Co., Ltd., a Japanese corporation having an address at 1-5-27, Moto-Akasaka, Minato-ku, Tokyo 107-0051, Japan @ato”), and

amends that certain License Agreement between Novan and Sato, dated as of January 12, 2017 (the "Agreement”).
RECITALS

WHEREAS, Novan and Sato are parties to the Agreement; and

WHEREAS, Novan and Sato desire to amend certain payment terms and conditions of the Agreement as provided below.

NOW THEREFORE, in consideration of the mutual covenants contained herein, the Parties hereto agree as follows:

AGREEMENT
1.  Defined Terms. All capitalized terms used herein but not defined herein shall have the meanings given to such terms in the Agreement.
2. Section 14.1. Section 14.1 shall be amended and restated in its entirety to read as follows:

14.1Payments. In consideration of the licenses and other rights granted to Sato herein, Sato shall pay to Novan the following one-time
lump sum payments on occurrence of the corresponding events.

UPFRONT PAYMENT (the "Upfront Payment”)

|Up0n the Effective Date 1.25 billion JPY




DEVELOPMENT MILESTONE PAYMENTS

Upon [***] [*%%]
Upon [***] [
Upon [***] [#5%]
Upon [***] [
Upon [***] [#%%]
SALES MILESTONE PAYMENTS

One-time sales milestone payments shall be made by Sato to Novan upon the first achievement of each of the following annual Net Sales milestones:

Annual Net Sales of [***] [*%%]
Annual Net Sales of [***] [**%]
Annual Net Sales of [***] [¥%]

For avoidance of doubt, if two or more of the foregoing milestones shall be achieved in the same calendar year, the payments corresponding to each
such milestone shall be payable to Novan with respect to such calendar year.

3. Section 14.3. Section 14.3 shall be amended and restated in its entirety to read as follows:

14.3Notification. Sato shall notify Novan of the achieverment of each of the development milestones set forth in Section 14.1 withir
[***] of its achievement, and each of the sales milestones set forth in Section 14.1 within [***] after Sato closes its books for the relevant annual period in
which such sales milestone payment becomes due. All payments under Section 14.1 shall be made within [***] after Sato receives the relevant invoice from
Novan, except that the Upfront Payment due pursuant to Section 14.1 shall be made within[***] after the Effective Date. All payments under Section 14.1
shall be made without setoff or deduction of any kind, other than pursuant to [***].

4.  Effective Date. This Amendment is effective as of the Amendment Effective Date immediately after the Agreement becomes effective (the 'Effective
Time”), and the terms and conditions of this Amendment shall govern after such Effective Time.



5. Reaffirmation of Other Terms and Conditions. The Agreement shall remain in full force and effect, as amended hereby, and as so amended, the
Parties hereby reaftirm their respective rights and obligations thereunder.

6.  The Parties may execute this Amendment in multiple counterparts, each of which shall be an original and all of which together shall constitute, together
with the Agreement, one legal instrument.

IN WITNESS WHEREOF, the Parties have signed and delivered this Amendment as of the date first written above.

Novan, Inc. Sato Pharmaceutical Co., Ltd.
/s/ Nathan Stasko /s/ Seiichi Sato
By: Nathan Stasko, President and CEO By: Seiichi Sato, President and CEO

Date: January 12, 2017 Date: January 12, 2017



Exhibit 21.1

Subsidiaries of the Registrant

Subsidiary Jurisdiction of Incorporation

EPI Health, LLC (d/b/a Novan Pharmaceuticals) South Carolina



Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

Novan, Inc.
Durham, North Carolina

We hereby consent to the incorporation by reference in the Registration Statements on Form S-1 (No. 333-233632), Form S-3 (No. 333-262865) and Form S-8 (No. 333-213854, No.
333-219913, No. 333-233630, No. 333-233631, and No. 333-258743) of Novan, Inc. of our report dated March 30, 2023, relating to the consolidated financial statements, which appears
in this Form 10-K. Our report contains an explanatory paragraph regarding the Company’s ability to continue as a going concern.

/s/ BDO USA, LLP
Raleigh, North Carolina

March 30, 2023



Exhibit 23.2

Consent of Independent Auditor

Novan, Inc.
Durham, North Carolina

We hereby consent to the incorporation by reference in the Registration Statements on Form S-1 (No. 333-233632), Form S-3 (No. 333-262865) and Form S-8 (No. 333-213854, No.
333-219913, No. 333-233630, No. 333-233631, and No. 333-258743) of Novan, Inc. of our reports dated March 2, 2022 and March 3, 2022, relating to the financial statements of EPI
Health, LLC, as of and for the years ended September 30, 2021 and 2020, and as of and for the three months ended December 31, 2021 and 2020, respectively, incorporated by
reference in this Annual Report on Form 10-K of Novan, Inc.

/s/ Elliott Davis, LLC
Charleston, South Carolina
March 30, 2023



Exhibit 31.1
CERTIFICATION OF PERIODIC REPORT UNDER SECTION 302

OF THESARBANES-OXLEY ACT OF 2002

I, Paula Brown Stafford, certify that:

Thave reviewed this annual report on Form 10-K of Novan, Inc. (the "registrant™);

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
ofthe circumstances under which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that

material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the

registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial

Date: March 30, 2023

reporting.

By: /s/ Paula Brown Stafford
Paula Brown Stafford
Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2
CERTIFICATION OF PERIODIC REPORT UNDER SECTION 302
OF THESARBANES-OXLEY ACT OF 2002

I, John M. Gay, certify that:

I have reviewed this annual report on Form 10-K of Novan, Inc. (the "registrant™);

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
ofthe circumstances under which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial

reporting.
By: /s/ John M. Gay
Date: March 30, 2023 John M. Gay
ChiefFinancial Officer

(Principal Financial Officer)



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 US.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THESARBANES-OXLEY ACT OF 2002

1, Paula Brown Stafford, Chief Executive Officer of Novan, Inc. (the "Company”), do hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that to the best of my knowledge:

(1) the Annual Report on Form 10-K of the Company for the year ended December 31, 2022 (the "Report™) fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company for the periods presented
therein.

Date: March 30, 2023

/s/ Paula Brown Stafford
Paula Brown Stafford

Chief Executive Officer
(Principal Executive Officer)

This certification is being furnished solely to accompany the Report pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, and shall
not be deemed "filed” by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and shall not be incorporated by reference into any filing of
the Company under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the date of this Report, irrespective
ofany general incorporation language contained in such filing.

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to the Company and will be retained by the Company and
furnished to the Securities and Exchange Commission or its staff upon request.



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 US.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THESARBANES-OXLEY ACT OF 2002

1, John M. Gay, Chief Financial Officer of Novan, Inc. (the "Company”), do hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, that to the best of my knowledge:

(1) the Annual Report on Form 10-K of the Company for the year ended December 31, 2022 (the "Report™) fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company for the periods presented
therein.

Date: March 30, 2023

/s/ John M. Gay

John M. Gay

Chief Financial Officer
(Principal Financial Officer)

This certification is being furnished solely to accompany the Report pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, and shall
not be deemed "filed” by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and shall not be incorporated by reference into any filing of
the Company under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the date of this Report, irrespective
of any general incorporation language contained in such filing.

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to the Company and will be retained by the Company and
furnished to the Securities and Exchange Commission or its staff upon request.



