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Novan, Inc.
4105 Hopson Road
Morrisville, North Carolina
(919) 485-8080
April 17, 2017
Dear Stockholders:
It is my pleasure to invite you to the Annual Meeting of Stockholders of Novan, Inc. The meeting will be held on Monday, June 5, 2017, at 10:00
a.m. Eastern Time at Novan’s Corporate Headquarters located at 4105 Hopson Road, Morrisville, NC 27560, to consider and vote upon the following matters
and to transact such other business as may be properly brought before the meeting:
•

Proposal 1—Election of two Class I directors

•

Proposal 2—Approval of an amendment to our 2016 Incentive Award Plan to increase the number of shares authorized for issuance
thereunder by 1,200,000 shares

•

Proposal 3—Ratification of the selection of PricewaterhouseCoopers LLP as independent auditors for the fiscal year ending December 31,
2017

All stockholders are invited to attend the meeting in person, and we hope you will be able to attend the meeting. Only stockholders of record at the
close of business on April 7, 2017 are entitled to vote at the meeting. Whether or not you plan to attend the meeting personally, and regardless of the number
of shares you own, it is important that your shares be represented at the meeting. Your vote is important, and we urge you to vote as promptly as possible to
ensure your shares are represented at the meeting.
Sincerely,
/s/ Nathan Stasko, Ph.D.
Nathan Stasko, Ph.D.
President, Chief Executive Officer and Director

NOVAN, INC.
4105 Hopson Road
Morrisville, North Carolina
(919) 485-8080
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS TO BE HELD ON JUNE 5, 2017
Dear Stockholder:
You are cordially invited to attend the Annual Meeting of Stockholders of Novan, Inc., a Delaware corporation. The meeting will be held on
Monday, June 5, 2017, at 10:00 a.m. Eastern Time at Novan’s Corporate Headquarters located at 4105 Hopson Road, Morrisville, NC 27560, for the
following purposes:
1.

Elect two Class I directors of Novan, Inc., each to serve a three-year term expiring at the 2020 Annual Meeting of Stockholders and until such
director's successor is elected and qualified, or until his earlier death, resignation or removal.

2.

Approve an amendment to our 2016 Incentive Award Plan to increase the number of shares authorized for issuance thereunder by 1,200,000 shares.

3.

Ratify the appointment of PricewaterhouseCoopers LLP as the independent registered public accounting firm of Novan, Inc. for the fiscal year ending
December 31, 2017.

4.

Transact any other business as may properly come before the meeting or any adjournment or postponement of the meeting.

These items of business are more fully described in the Proxy Statement accompanying this Notice. The board of directors recommends that you vote
“FOR” the election of the director nominees listed in this proxy statement, “FOR” approval of an amendment to our 2016 Incentive Award Plan to increase
the number of shares authorized for issuance thereunder and “FOR” ratification of the appointment of PricewaterhouseCoopers LLP as the independent
registered public accounting firm of Novan, Inc.
The record date for the Annual Meeting of Stockholders is April 7, 2017. Only stockholders of record at the close of business on that date may vote at
the meeting or any adjournment thereof.
Important Notice Regarding the Availability of Proxy Materials for the Stockholders’ Meeting to Be Held on
June 5, 2017, at 10:00 a.m. Eastern Time at
Novan Corporate Headquarters
4105 Hopson Road, Morrisville, NC 27560
The proxy statement is available at http://www.proxyvote.com.
By Order of the Board of Directors
/s/ Jeff N. Hunter
Jeff N. Hunter
Corporate Secretary
Morrisville, North Carolina
April 17, 2017

Whether or not you expect to attend the meeting, it is important that your shares be represented and voted. If you are viewing the proxy
statement over the Internet, you may grant your proxy electronically over the Internet by following the instructions on the Notice of Internet
Availability of Proxy Materials previously mailed to you and the instructions on the Internet site. If you are receiving a paper copy of the proxy
statement, please complete, date, sign and return the proxy mailed to you, or vote over the telephone or over the Internet as instructed in these
materials, as promptly as possible in order to ensure your representation at the meeting. Even if you have voted by proxy, you may still vote in person
if you attend the meeting. Please note, however, that, if your shares are held of record by a broker, bank or other nominee and you wish to vote at the
meeting, you must obtain a proxy issued in your name from that record holder.

NOVAN, INC.
4105 Hopson Road
Morrisville, North Carolina
(919) 485-8080
PROXY STATEMENT
FOR ANNUAL MEETING OF STOCKHOLDERS
June 5, 2017
QUESTIONS AND ANSWERS ABOUT THESE PROXY MATERIALS AND VOTING
Why am I receiving these materials?
The board of directors of Novan, Inc. is soliciting your proxy to vote at the 2017 Annual Meeting of Stockholders, or the Annual Meeting, including at any
adjournments or postponements of the Annual Meeting. On or about April 21, 2017, we will mail the Notice described below to all stockholders entitled to
vote at the Annual Meeting. You are invited to attend the Annual Meeting to vote on the proposals described in this proxy statement. However, you do not
need to attend the Annual Meeting to vote your shares. Instead, you may simply complete, sign and return a proxy card, or follow the instructions below or in
the Notice described below to submit your proxy over the Internet. All references in this Proxy Statement to “Novan,” “the Company,” “we,” “our” and “us”
refer to Novan, Inc.
Why did I receive a Notice in the mail regarding the availability of proxy materials over the Internet?
We are pleased to take advantage of rules of the Securities and Exchange Commission, or the SEC, that allow companies to furnish their proxy materials over
the Internet. All stockholders will have the ability to access the proxy materials on the website referenced in the Notice or request to receive a printed set of
the proxy materials. Instructions on how to access the proxy materials over the Internet or to request a printed copy may be found in the Notice. We intend to
mail the proxy materials to stockholders who have properly requested paper copies within three business days of such request. In addition, stockholders may
request to receive proxy materials in printed form or electronically by email on an ongoing basis. A stockholder’s election to receive proxy materials by mail
or email will remain in effect until the stockholder terminates it.
Will I receive any other proxy materials by mail?
If we send you a Notice, we may (but are not required to) send you a proxy card, along with a second Notice, on or after May 8, 2017.
How do I attend the Annual Meeting?
The Annual Meeting will be held on June 5, 2017, at 10:00 a.m. Eastern Time at Novan’s Corporate Headquarters located at 4105 Hopson Road, Morrisville,
NC 27560. Directions to the Annual Meeting may be found at the end of this proxy statement. Information on how to vote in person at the Annual Meeting is
discussed below.
Who can vote at the Annual Meeting?
Only stockholders of record at the close of business on April 7, 2017, will be entitled to vote at the Annual Meeting. On this record date, there were
15,969,493 shares of common stock outstanding and entitled to vote.
Stockholder of Record: Shares Registered in Your Name
If on April 7, 2017, your shares were registered directly in your name with Novan’s transfer agent, American Stock Transfer & Trust Company, then you are a
stockholder of record. As a stockholder of record, you may vote in person at the Annual Meeting or vote by proxy. Whether or not you plan to attend the
Annual Meeting, we urge you
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to fill out and return the enclosed proxy card, or vote by proxy over the telephone or over the Internet as instructed below or in your Notice, to ensure your
vote is counted.
Beneficial Owner: Shares Registered in the Name of a Broker or Bank
If on April 7, 2017, your shares were not held in your name, but rather in an account at a brokerage firm, bank, dealer or other similar organization, then you
are the beneficial owner of shares held in “street name,” and the Notice is being forwarded to you by that organization. The organization holding your
account is considered to be the stockholder of record for purposes of voting at the Annual Meeting. As a beneficial owner, you have the right to direct your
broker or other agent regarding how to vote the shares in your account. You are also invited to attend the Annual Meeting. However, since you are not the
stockholder of record, you may not vote your shares in person at the Annual Meeting unless you request and obtain a valid proxy from your broker or other
agent.
What am I voting on?
There are three matters scheduled for a vote:
•

Election of two Class I directors of Novan, each to serve a three-year term expiring at the 2020 Annual Meeting of Stockholders and until
such director’s successor is elected and qualified, or until his earlier death, resignation or removal;

•

Approval of an amendment to our 2016 Incentive Award Plan to increase the number of shares authorized for issuance thereunder by
1,200,000 shares; and

•

Ratification of the selection of PricewaterhouseCoopers LLP as the independent registered public accounting firm of Novan for its fiscal year
ending 2017.

What if another matter is properly brought before the meeting?
Our board of directors knows of no other matters that will be presented for consideration at the Annual Meeting. If any other matters are properly brought
before the meeting, it is the intention of the persons named in the accompanying proxy to vote on those matters in accordance with their best judgment.
Can I vote my shares by filling out and returning the Notice?
No. The Notice will, however, provide instructions on how to vote by Internet, by requesting and returning a paper proxy card or by submitting a ballot in
person at the Annual Meeting.
How do I vote?
You may either vote “For” all the nominees to our board of directors or you may “Withhold” your vote for any nominee you specify. For the other matters to
be voted on, you may vote “For” or “Against” or you may abstain from voting. The procedures for voting are as follows:
Stockholder of Record: Shares Registered in Your Name
If you are a stockholder of record, you may vote in person at the Annual Meeting, vote by proxy using a proxy card (enclosed with mailed proxy materials) or
vote over the Internet. Whether or not you plan to attend the Annual Meeting, we urge you to vote by proxy to ensure your vote is counted. You may still
attend the Annual Meeting and vote in person if you have already voted by proxy.
•

To vote in person, come to the Annual Meeting, and we will give you a ballot when you arrive.

•

To vote using the proxy card, simply complete, sign and date the proxy card (which is enclosed if you received this proxy statement by mail,
or which you may request), and return it promptly in the envelope provided. If you return your signed proxy card to us before the Annual
Meeting, we will vote your shares as you direct.
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•

To vote over the telephone, dial toll-free 1-800-690-6903 using a touch-tone telephone and follow the recorded instructions. You will be
asked to provide the company number and control number from the Notice. Your telephone vote must be received by 11:59 p.m. Eastern
Time on June 4, 2017, to be counted.

•

To vote over the Internet, go to http://www.proxyvote.com to complete an electronic proxy card. You will be asked to provide the company
number and control number from the Notice. Your Internet vote must be received by 11:59 p.m. Eastern Time on June 4, 2017, to be counted.

Beneficial Owner: Shares Registered in the Name of Broker or Bank
If you are a beneficial owner of shares registered in the name of your broker, bank or other agent, you should have received a voting instruction form with the
Notice, containing voting instructions from that organization rather than from Novan. Simply complete and mail the voting instruction form or follow the
voting instructions in the Notice to ensure that your vote is counted. Alternatively, you may vote over the Internet as instructed by your broker or bank. To
vote in person at the Annual Meeting, you must obtain a valid proxy from your broker, bank or other agent. Follow the instructions from your broker or bank
included with these proxy materials, or contact your broker or bank to request a proxy form.
We provide Internet proxy voting to allow you to vote your shares online with procedures designed to ensure the authenticity and correctness of your proxy
vote instructions. However, please be aware that you must bear any costs associated with your Internet access, such as usage charges from Internet access
providers.
How many votes do I have?
On each matter to be voted upon, you have one vote for each share of common stock you own as of April 7, 2017.
What happens if I do not vote?
Stockholder of Record: Shares Registered in Your Name
If you are a stockholder of record and do not vote by completing your proxy card, over the Internet or in person at the Annual Meeting, your shares will not
be voted.
Beneficial Owner: Shares Registered in the Name of Broker or Bank
If you are a beneficial owner and do not instruct your broker, bank or other agent how to vote your shares, the question of whether your broker or nominee
will still be able to vote your shares depends on whether Nasdaq deems the particular proposal to be a “routine” matter. Brokers and nominees can use their
discretion to vote “uninstructed” shares with respect to matters that are considered to be “routine,” but not with respect to “non-routine” matters. Under the
rules and interpretations of Nasdaq, “non-routine matters” are matters that may substantially affect the rights or privileges of stockholders, such as mergers,
stockholder proposals, elections of directors (even if not contested), executive compensation (including any advisory stockholder votes on executive
compensation and on the frequency of stockholder votes on executive compensation) and certain corporate governance proposals, even if managementsupported. Accordingly, your broker or nominee may not vote your shares on Proposal 1 or Proposal 2 without your instructions, but may vote your shares on
Proposal 3.
What if I return a proxy card or otherwise vote but do not make specific choices?
If you return a signed and dated proxy card or otherwise vote without marking voting selections, your shares will be voted “FOR” the election of our two
nominees for director, “FOR” approval of the amendment to the 2016 Incentive Award Plan and “FOR” the ratification of the selection of
PricewaterhouseCoopers LLP as the independent registered public accounting firm of Novan for its fiscal year ending December 31, 2017. If any other matter
is properly presented at the Annual Meeting, your proxy holder (one of the individuals named on your proxy card) will vote your shares using his best
judgment.
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Who is paying for this proxy solicitation?
We will pay for the entire cost of soliciting proxies. In addition to these proxy materials, our directors and employees may also solicit proxies in person, by
telephone or by other means of communication. Directors and employees will not be paid any additional compensation for soliciting proxies. We may also
reimburse brokerage firms, banks and other agents for the cost of forwarding proxy materials to beneficial owners.
What does it mean if I receive more than one Notice?
If you receive more than one Notice, your shares may be registered in more than one name or in different accounts. Please follow the voting instructions on
the Notices to ensure that all of your shares are voted.
Can I change my vote after submitting my proxy?
Stockholder of Record: Shares Registered in Your Name
Yes. You can revoke your proxy at any time before the final vote at the Annual Meeting. If you are the record holder of your shares, you may revoke your
proxy in any one of the following ways:
•

You may submit another properly completed proxy card with a later date.

•

You may grant a subsequent proxy by telephone or over the Internet.

•

You may send a timely written notice that you are revoking your proxy to Novan’s Corporate Secretary at Novan, Inc., Attn: Corporate
Secretary, 4105 Hopson Road, Morrisville, NC 27560.

•

You may attend the Annual Meeting and vote in person. Simply attending the meeting will not, by itself, revoke your proxy.

Your most current proxy card or telephone or Internet proxy is the one that is counted.
Beneficial Owner: Shares Registered in the Name of Broker or Bank
If your shares are held by your broker or bank as a nominee or agent, you should follow the instructions provided by your broker or bank.
How are votes counted?
Votes will be counted by the inspector of elections appointed for the Annual Meeting, who will separately count votes “FOR” and “Against,” abstentions or
withheld votes, and, if applicable, broker non-votes. Votes withheld on Proposal 1 will have no effect and will not be counted towards the vote for Proposal 1.
Abstentions will be counted towards the vote total for Proposal 2 and Proposal 3 and will have the same effect as “Against” votes. Broker non-votes have no
effect and will not be counted towards the vote total for any proposal.
What are “broker non-votes”?
As discussed above, when a beneficial owner of shares held in “street name” does not give instructions to the broker, bank, custodian or other nominee
holding the shares as to how to vote on matters deemed by Nasdaq to be “non-routine,” the broker or nominee cannot vote the shares. These un-voted shares
are counted as “broker non-votes.”
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How many votes are needed to approve each proposal?
Proposal
Number

Proposal Description

Vote Required for Approval

Effect of
Abstentions

Effect of
Broker
Non-Votes

1

Election of Directors

Nominees receiving the most “FOR” Withheld votes will have None
votes
no effect

2

Approval of an amendment to our 2016 Incentive Award Plan to
“FOR” votes from the holders of a
increase the number of shares authorized for issuance thereunder by majority of shares present and
1,200,000 shares
entitled to vote on the matter

Against

None

3

Ratification of the selection of PricewaterhouseCoopers LLP as
“FOR” votes from the holders of a
Novan’s independent registered public accounting firm for its fiscal majority of shares present and
year ending December 31, 2017
entitled to vote on the matter

Against

None

What is the quorum requirement?
A quorum of stockholders is necessary to hold a valid meeting. A quorum will be present if stockholders holding at least a majority of the outstanding shares
entitled to vote are present at the meeting in person or represented by proxy. Abstentions and broker non-votes will also be considered present for purposes of
determining the existence of a quorum. On the record date, there were 15,969,493 shares outstanding and entitled to vote. Thus, the holders of 7,984,747
shares must be present in person or represented by proxy at the meeting to have a quorum.
Your shares will be counted towards the quorum only if you submit a valid proxy (or one is submitted on your behalf by your broker, bank or other nominee)
or if you vote in person at the meeting. Abstentions and broker non-votes will be counted towards the quorum requirement. If there is no quorum, the holders
of a majority of shares present at the meeting in person or represented by proxy may adjourn the meeting to another date.
How can I find out the results of the voting at the Annual Meeting?
Preliminary voting results will be announced at the Annual Meeting. In addition, final voting results will be published in a current report on Form 8-K that
we expect to file within four business days after the Annual Meeting. If final voting results are not available to us in time to file a Form 8-K within four
business days after the Annual Meeting, we intend to file a Form 8-K to publish preliminary results and, within four business days after the final results are
known to us, file an additional Form 8-K to publish the final results.
Where can I find more information about Novan?
We file periodic reports with the SEC pursuant to Section 15(d) of the Securities Exchange Act of 1934. Our SEC filings are available from the SEC’s Internet
site at http://www.sec.gov, which contains reports and other information regarding issuers that file electronically. Our filings with the SEC are also available
without charge on our website (http://www.Novan.com) as soon as reasonably practicable after filing. Further, the reports filed with the SEC may be inspected
without charge at the SEC’s Public Reference Room at 100 F Street N.E., Washington, D.C. 20549. Please call the SEC at (800) 732-0330 for further
information on the Public Reference Room.
JOBS Act Explanatory Note
We are an “emerging growth company” under applicable federal securities laws and therefore permitted to take advantage of certain reduced public company
reporting requirements. As an emerging growth company, we provide in this proxy statement the scaled disclosure permitted under the Jumpstart Our
Business Startups Act of 2012, including the compensation disclosures required of a “smaller reporting company,” as that term is defined in Rule 12b-2
promulgated under the Securities Exchange Act of 1934, as amended, or the Exchange Act. In addition, as an
5

emerging growth company, we are not required to conduct votes seeking approval, on an advisory basis, of the compensation of our named executive officers
or the frequency with which such votes must be conducted. We will remain an “emerging growth company” until the earliest of (i) December 31, 2021, (ii) the
last day of the fiscal year in which we have total annual gross revenues of $1 billion or more, (iii) the date on which we have issued more than $1 billion in
nonconvertible debt during the previous three years or (iv) the last day of the fiscal year in which we are deemed to be a large accelerated filer under the rules
of the SEC.
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PROPOSAL 1
ELECTION OF DIRECTORS
Our board of directors consists of seven directors and is divided into three classes with staggered, three-year terms. Directors in Class I will stand for election
at the Annual Meeting on June 5, 2017. The terms of office of directors in Class II and Class III do not expire until the annual meetings of stockholders to be
held in 2018 and 2019, respectively. At the recommendation of our nominating and corporate governance committee, our board of directors proposes that
each of the two Class I nominees named below, each of whom is currently serving as a director in Class I, be elected as a Class I director for a three-year term
expiring at the 2020 Annual Meeting of Stockholders and until such director’s successor is elected and qualified, or until such director’s earlier death,
resignation or removal.
Shares represented by proxies will be voted “FOR” the election of each of the two nominees named below unless the proxy is marked to withhold authority to
so vote. If any nominee for any reason is unable to serve or for good cause will not serve, the proxies may be voted for such substitute nominee as the proxy
holder might determine. Each nominee has consented to being named in this proxy statement and to serve if elected. Proxies may not be voted for more than
two directors. Stockholders may not cumulate votes for the election of directors.
Information about our directors, including the director nominees, their ages as of March 31, 2017, occupations and length of board service are provided in the
tables 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.
Nominees for Election to the Board of Directors at the Annual Meeting
Name of Director/Nominee

Age

Nathan Stasko, Ph.D.
John Palmour, Ph.D. (1)

37
56

(1)

Principal Occupation

President and Chief Executive Officer, Novan, Inc.
Vice President and Chief Technology Officer, Wolfspeed, a Cree, Inc. company

Director Since

2006
2010

Member of the audit committee and the nominating and corporate governance committee

Nathan Stasko is one of our co-founders and has served as our President, Chief Executive Officer and a member of our board of directors since 2006. We
believe that Dr. Stasko’s extensive experience in chemistry, life sciences and technology, including leading expertise in the field of nitric oxide, qualifies
him to serve on our board of directors.
John Palmour has served as a member of our board of directors since 2010. Since 1987, Dr. Palmour has worked at Cree, Inc., a company he co-founded and
for which he currently serves as a vice president and the chief technology officer, for Wolfspeed, a Cree, Inc. company. Dr. Palmour served on Cree’s board of
directors from 1995 to 2010. He is currently on the board of directors of Goodzer, Inc., a privately held company focused on local services Internet
advertising. We believe that Dr. Palmour’s significant experience and leadership in the technology field and the advancement of innovation to broad-scale
product commercialization qualifies him to serve on our board of directors.
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Continuing Directors
Name of Director

Age

Principal Occupation

Class II Directors:
Robert A. Ingram (1)
G. Kelly Martin (2)

74
58

General Partner, Hatteras Venture Advisors III, LLC
Chief Executive Officer, Malin Corporation plc

2011
2015

Class III Directors:
W. Kent Geer (3)
Robert J. Keegan (3)
Sean Murphy (1)

62
69
64

Retired Partner, Ernst & Young LLP
Retired Chief Executive Officer, Goodyear Tire and Rubber Co.
Senior Advisor, Evercore Partners

2015
2016
2015

(1)

Member of the nominating and corporate governance committee

(2)

Member of the compensation committee

(3)

Member of the audit committee and the compensation committee

Director Since

Robert A. Ingram is the Chairman of our board of directors and has served as a member of our board of directors since 2011. Since 2007, he has been a
general partner at Hatteras Venture Advisors III, LLC, a venture capital firm. Mr. Ingram currently serves on the board of directors of Cree, Inc., BioCryst
Pharmaceuticals, Inc., Viamet Pharmaceuticals, Inc. and PhaseBio Pharmaceuticals, Inc. Mr. Ingram is also serving as a director of Valeant Pharmaceuticals
International, Inc. until May 2, 2017. We believe that Mr. Ingram’s significant experience and leadership in the pharmaceutical industry qualifies him to
serve as chairman of our board of directors.
G. Kelly Martin has served as a member of our board of directors since 2015. Since August 2015, Mr. Martin has served as the chief executive officer of Malin
Corporation plc, a biotechnology company. Previously, he served as the chief executive officer of Elan Corporation plc, a biotechnology company, from
February 2003 to December 2013, and he founded Brandon Point Industries, a life sciences company, in January 2014, where he currently serves as a director.
We believe that Mr. Martin’s extensive experience and leadership in the biotechnology and financial industries qualifies him to serve on our board of
directors.
W. Kent Geer has served as a member of our board of directors since 2015. Mr. Geer was an audit partner with Ernst & Young LLP from 1989 to 2011.
Beginning in 2012, Mr. Geer served as the chairman of the board of directors of PowerSecure International, Inc. until the successful sale of the company in
May 2016. We believe that Mr. Geer’s significant experience and leadership in the biotechnology, pharmaceutical, technology and financial industries
qualifies him to 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 2000 to 2010. Most recently, he 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 Eastman 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 is Chairman of the board of
directors of Loparex, Inc. and serves on the board of the Xerox Corporation. We believe that Mr. Keegan’s broad business experience, executive leadership
expertise and extensive knowledge of financial and operational matters qualifies him to serve on our board of directors.
Sean Murphy has served as a member of our board of directors since 2015. Since 2011, Mr. Murphy has been a senior advisor at Evercore Partners, an
investment banking advisory firm. Mr. Murphy also currently serves as a member of the leadership team at Malin Corporation plc and on the board of
directors of Immucor, Inc., Melenta Therapeutics, Inc., Altan Pharma Limited, and NeuVt Limited. We believe that Mr. Murphy’s extensive experience and
leadership in the life sciences and financial industries qualifies him to serve on our board of directors.
The Board of Directors Recommends
a Vote in Favor of Each Named Nominee.
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CORPORATE GOVERNANCE MATTERS
Novan is strongly committed to good corporate governance practices. These practices provide an important framework within which our board of directors
and management can pursue our strategic objectives for the benefit of our stockholders.
Corporate Governance Guidelines
Our board of directors has adopted Corporate Governance Guidelines that set forth expectations for directors, director independence standards, board
committee structure and functions and other policies for the governance of the Company. Our Corporate Governance Guidelines are available without charge
on the “Corporate Governance” page of the “Investor Relations” section of our website, which may be accessed by navigating to http://investors.novan.com/,
by clicking the link under “Corporate Governance” and then by clicking on “Corporate Governance Guidelines” under “Governance Documents.” Our
nominating and corporate governance committee reviews the Corporate Governance Guidelines periodically and recommends changes to our board of
directors as warranted. 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 proxy statement.
Board Leadership Structure
The board’s leadership structure is a separate chairman of the board of directors and chief executive officer. Mr. Robert A. Ingram was appointed as our
chairman in February 2016. The chairman has authority, among other things, to call and preside over board meetings, including meetings of the independent
directors, to set meeting agendas and to determine materials to be distributed to the board. Accordingly, the chairman has substantial ability to shape the
work of the board. The board believes that separation of the positions of chairman and chief executive officer reinforces the independence of the board in its
oversight of the business and affairs of Novan and is appropriate for Novan. In addition, the board believes that having an independent chairman creates an
environment that is more conducive to objective evaluation and oversight of management’s performance, increasing management accountability and
improving the ability of the board to monitor whether management’s actions are in the best interests of the Company and its sto ckholders. As a result, the
board believes that having an independent chairman can enhance the effectiveness of the board as a whole.
Role of Board in Risk Oversight
The audit committee of our board is primarily responsible for overseeing our risk management on behalf of our board. The audit committee receives reports
from management on at least a quarterly basis regarding our assessment of risks. In addition, the audit committee reports regularly to our board, which also
considers our risk profile. The audit committee and our board focus on the most significant risks we face and our general risk-management strategies. While
our board oversees our risk management, management is responsible for day-to-day risk-management processes.
Our board regularly reviews information regarding our credit, liquidity and operations, as well as risks associated with each. Each committee of the board of
directors meets in executive session with key management personnel and representatives of outside advisors to oversee risks associated with their respective
principal areas of focus. Our audit committee oversees management of financial risks. Our compensation committee oversees the management of risks related
to our executive compensation plans and arrangements. Our nominating and corporate governance committee manages risks associated with the
independence of our board and potential conflicts of interest. While each committee is responsible for evaluating certain risks and overseeing the
management of such risks, the entire board is regularly informed through committee reports about such risks.
Independence of Directors
Our common stock is listed on The Nasdaq Global Market. Under the listing requirements and rules of The Nasdaq Global Market, independent directors
must comprise a majority of a listed company’s board of directors within 12 months after its initial public offering. In addition, the rules of The Nasdaq
Global Market require that, subject to
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specified exceptions and phase-in periods following its initial public offering, or IPO, each member of a listed company’s audit committee, compensation
committee and nominating and governance committee be independent. Under the rules of The Nasdaq Global 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 from the 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 from and provided by each director concerning his background, employment and affiliations, including family relationships, our board
of directors has determined that Robert A. Ingram, G. Kelly Martin, Sean Murphy, W. Kent Geer, Robert J. Keegan and John Palmour 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 term is defined under the applicable rules and regulations of the listing requirements and rules of The Nasdaq Global Market. In
making this determination, 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 also determined that W. Kent Geer, Robert J. Keegan and John Palmour, each of the three members of our audit committee, satisfy the
independence standards for the audit committee established by applicable SEC rules and the listing standards of The Nasdaq Global Market and Rule 10A-3.
Our board of directors has determined that Robert J. Keegan, W. Kent Geer and G. Kelly Martin, the three members of our compensation committee, are
“outside directors” as that term is defined in Section 162(m) of the Internal Revenue Code, or the Code, and the treasury regulations issued thereunder, or
Section 162(m).
Our board of directors has determined that Sean Murphy, Robert A. Ingram and John Palmour, the three members of our nominating and corporate governance
committee are independent within the meaning of the applicable listing standards of The Nasdaq Global Market.
Board Committees
Our board of directors has established an audit committee, a compensation committee and a nominating and corporate governance committee. Our board of
directors may establish other committees to facilitate the management of our business. The composition and functions of each committee are described
below. Members serve on these committees until their resignation or until otherwise determined by our board of directors.
Audit Committee
Our audit committee consists of W. Kent Geer, Robert J. Keegan and John Palmour. 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 term is defined by the SEC rules implementing Section 407 of the Sarbanes-Oxley
Act, and possesses financial sophistication, as defined under the listing standards of The Nasdaq Global 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, the board of directors has examined each audit committee member’s scope of experience and the nature of
their experience in the corporate finance sector.
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The responsibilities of our audit committee include:
•

appointing, approving the compensation of and assessing the independence of our registered public accounting firm;

•

overseeing the work of our registered public accounting firm, including through the receipt and consideration of reports from such firm;

•

reviewing and discussing with management and the registered public accounting firm our annual and quarterly financial statements and
related disclosures;

•

monitoring our internal control over financial reporting, disclosure controls and procedures and code of business conduct and ethics;

•

discussing our risk management policies;

•

reviewing and approving or ratifying any related person transactions; and

•

preparing the audit committee report required by SEC rules.

Compensation Committee
Our compensation committee consists of Robert J. Keegan, W. Kent Geer and G. Kelly Martin. The chair of our compensation committee is Robert J. Keegan.
The responsibilities of our compensation committee include:
•

reviewing and approving, or recommending that our board of directors approve, the compensation of our chief executive officer and our
other executive officers;

•

reviewing and recommending to our board of directors the compensation of our directors;

•

selecting independent compensation consultants and advisers and assessing whether there are any conflicts of interest with any of the
committee’s compensation advisers;

•

reviewing and approving, or recommending that our board of directors approve, incentive compensation and equity plans;

•

administering incentive compensation and equity-based plans; and

•

overseeing the management of risks related to executive compensation plans.

Our compensation committee reviews and approves, or recommends for our board’s approval, the compensation of our chief executive officer and our other
executive officers. Our compensation committee meets without the presence of executive officers when approving or deliberating on the compensation of our
chief executive officer but may, in its discretion, invite our chief executive officer to be present during the approval of, or deliberations with respect to,
compensation for our other executive officers. Our compensation committee also periodically reviews and makes recommendations to our board of directors
regarding the compensation of our directors. Our compensation committee may form and delegate authority to one or more subcommittees as it deems
appropriate from time to time.
Our compensation committee has the authority, in its sole discretion, to retain or obtain the advice of such compensation consultants, legal counsel or other
advisors as it deems necessary or appropriate. In 2016, our compensation committee engaged an external compensation consultant, Pay Governance, to
evaluate our executive compensation program and practices and to provide advice and ongoing assistance on executive compensation matters for the year
ended December 31, 2016, and the year ending December 31, 2017. Specifically, for the 2016 fiscal year, Pay Governance assisted the compensation
committee with the following:
•

establishing a competitive peer group of publicly traded comparatives to serve as a basis for assessing competitive compensation practices;
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•

reviewing and assessing our chief executive officer and other executive officer compensation policies and practices and equity grant profiles
relative to market practices, including among the established peer group; and

•

discussing our ongoing compensation philosophy and equity award strategy, including identifying for discussion any potential changes or
enhancements to be brought to the attention of the compensation committee.

Other than the services described above, for which we were billed a total of approximately $58,000 in 2016, Pay Governance has not provided us or our
compensation committee with any other services for the year ended December 31, 2016. Representatives of Pay Governance attend regular meetings of the
compensation committee, including independent director sessions from time to time without any members of management present. Pay Governance works
directly with our compensation committee, and not on behalf of management, to assist the committee in satisfying its responsibilities and will undertake no
projects for management without the committee's prior approval. Our compensation committee has determined that Pay Governance does not have any
conflicts of interest in advising the compensation committee under applicable SEC and Nasdaq rules and regulations.
Nominating and Corporate Governance Committee
Our nominating and corporate governance committee consists of Robert A. Ingram, Sean Murphy and John Palmour. The chair of our nominating and
corporate governance committee is Sean Murphy.
The responsibilities of our nominating and corporate governance committee include:
•

identifying persons qualified to become members of our board;

•

recommending to our board the persons to be nominated for election as directors and for appointment to each of the board’s committees;

•

reviewing and making recommendations to our board with respect to management succession planning;

•

developing and recommending to our board corporate governance principles; and

•

overseeing a periodic evaluation of our board.

Our nominating and corporate governance committee identifies persons as candidates to serve on the board of directors and selects, or recommends that the
board of directors select, the nominees for all directorships to be filled by the board of directors or by our stockholders at an annual or special meeting. In
evaluating the suitability of individual candidates, our nominating and corporate governance committee may take into account many factors, including,
among others, personal and professional integrity, ethics and values, experience in corporate management, strong finance experience, practical and mature
business judgment, experience relevant to the Company’s industry, experience as a board member or executive officer of another publicly held company,
relevant academic expertise or other proficiency in an area of the Company’s operations, diversity of expertise and experience in substantive matters
pertaining to the Company’s business relative to other board members and diversity of background and perspective, including, but not limited to, with
respect to age, gender, race, place of residence and specialized experience. Neither our board of directors nor our nominating and corporate governance
committee has developed a policy with respect to diversity in identifying nominees for director, other than to consider diversity when assessing nominees.
Our nominating and corporate governance committee evaluates each person in the context of the board of directors as a whole, with the objective of
assembling a group that can best perpetuate the success of the business and represent stockholder interests through the exercise of sound judgment, using its
diversity of experience in these various areas. In determining whether to recommend a director for re-election, the nominating and corporate governance
committee may also consider the director’s past attendance at meetings and participation in and contributions to the activities of the board of directors.
Our nominating and corporate governance committee will consider stockholder recommendations of candidates on the same basis as it considers all other
candidates. Stockholder recommendations should be submitted to us under the procedures discussed in “Stockholder Communications with the Board,” and
should include the full name of the proposed nominee, a description of the proposed nominee’s business experience for at least the previous five years,
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complete biographical information and a description of the proposed nominee’s qualifications as a director. Any such submission must be accompanied by
the written consent of the proposed nominee to be named as a nominee and to serve as a director if elected.
Compensation Committee Interlocks and Insider Participation
During the fiscal year ended December 31, 2016, Robert J. Keegan, W. Kent Geer and G. Kelly Martin served on our compensation committee. None of the
members of our compensation committee has ever been an officer or employee of Novan, and none of the members were parties to any related party
transaction with Novan during the year ended December 31, 2016. None of our executive officers serves, or has served during the last fiscal year, as a member
of the board of directors, compensation committee or other board committee performing equivalent functions of any entity that has one or more executive
officers serving as one of our directors or on our compensation committee.
Board and Committee Meetings and Attendance
The board and its committees meet throughout the year on a set schedule and also hold special meetings and act by written consent from time to time. During
2016:
•

the board held 6 meetings;

•

the audit committee held 3 meetings;

•

the compensation committee held 2 meetings; and

•

the nominating and corporate governance committee held 2 meetings.

All directors attended at least 75% of the aggregate number of the meetings of the board and the committees on which they served.
As required under applicable Nasdaq listing standards, in fiscal year 2016, Novan’s independent directors met in regularly scheduled executive sessions at
which only independent directors were present.
Stockholder Communications with the Board
Stockholders who wish to communicate with the board may do so by sending written communications to our Corporate Secretary addressed as follows:
Novan, Inc., Attn: Corporate Secretary, 4105 Hopson Road, Morrisville, NC 27560, or via email to annualmeeting@novan.com. The communications will be
reviewed by the Corporate Secretary. The Corporate Secretary will forward such communication to the board or to any individual director to whom the
communication is addressed unless the communication is unduly frivolous, hostile, threatening or similarly inappropriate, in which case the Corporate
Secretary shall discard the communication.
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 Governance” page of the “Investor Relations” section of our website, which may be accessed by navigating to
http://investors.novan.com/, by clicking the link under “Corporate Governance” and then by clicking on “Code of Business Conduct and Ethics” under
“Governance 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 Nasdaq 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 proxy statement.
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Proposal 2
Approval of an Amendment to the Novan, Inc. 2016 Incentive Award Plan
General
The board of directors believes that the continued growth and performance of the Company in meeting our short- and long-term milestones and objectives
depends on our ability to attract, motivate and recruit high-caliber talent in a competitive industry. Equity-based compensation incentives are a critical
component in doing so by helping to align the interests of our key talent with those of our stockholders. We are requesting that stockholders approve the
proposed amendment to the 2016 Incentive Award Plan, or the 2016 Plan, that would increase the aggregate number of shares that may be issued under the
2016 Plan by 1,200,000 shares.
The amendment was approved by the board of directors on April 7, 2017, and will become effective only upon stockholder approval. The 2016 Plan is
currently the only plan under which we are authorized to award share-based compensation to employees, consultants and outside directors, including stock
options and restricted stock units. The 2016 Plan is the successor to the 2008 Stock Plan, or the 2008 Plan. Although no additional awards are authorized to
be granted under the 2008 Plan, all stock awards that were originally granted under the 2008 Plan and are currently outstanding remain subject to the terms of
the 2008 Plan.
If approved, the amendment would revise Section 3.1(a) of the 2016 Plan to read as shown in Appendix A. The 2016 Plan is filed as Exhibit 4.4 to our
Registration Statement on Form S-8 (File No. 333-213854) filed with the SEC on September 28, 2016, which is available online through the SEC’s EDGAR
System and in the “Investor Relations” section of our website, which may be accessed by navigating to http://investors.novan.com/. You may also request a
copy of the 2016 Plan, as currently in effect, by sending a written request to Novan, Inc., Attn: Corporate Secretary, 4105 Hopson Road Morrisville, NC
27560.
As of March 31, 2017, there remained 398,483 shares available for future awards under the 2016 Plan. If the amendment is approved, the number of shares
available for future awards under the 2016 Plan would increase by 1,200,000 shares, and there would be a total of 1,598,483 shares available for future awards
under the 2016 Plan. As of March 31, 2017, there were a total of 974,712 shares subject to outstanding option awards under the 2008 Plan and 2016 Plan
(with a weighted average exercise price of $10.55 and a weighted average remaining term of 8.15 years). These 974,712 outstanding option awards, when
combined with 1,598,483 shares available for future awards (assuming the amendment is approved by our stockholders), would result in a total of 2,573,195
common shares reserved under our equity compensation plans (the 2008 Plan and 2016 Plan). For additional information regarding outstanding awards under
our equity compensation plans, please refer to the section below entitled “Equity Compensation Plans.”
Prior to the board’s approval, the compensation committee worked with its independent advisor, Pay Governance, on the details of this proposed amendment
to increase the number of shares reserved for future awards. The compensation committee closely considered the balance of internal expectations of shares
needed for executive, director and employee equity awards with externally competitive levels of potential stockholder dilution and aggregate reserves for
equity awards. We believe that, after including this proposed increase of 1,200,000 shares, our aggregate level of equity reserved for equity awards (including
awards currently outstanding and those reserved for future issuance) as a percent of common shares outstanding will be within competitive norms for
companies of our size in our industry (i.e., commensurate with the median of our peer companies).
We believe the 2016 Plan, as proposed to be amended, is essential to our future success and encourage stockholders to vote in favor of its approval. There are
a number of reasons why we believe approving this amendment is important:
•

The amendment will allow us to continue to grant equity awards, an important incentive tool for creating stockholder value. The use of
equity compensation as a component of our compensation program is critical to our future success. Equity awards create an employee
ownership culture that aligns the interests of employees with stockholders. Equity compensation also focuses employees’ attention on
creating long-term value, since the awards are subject to vesting and/or performance conditions and only have value if the share price
increases in the future.
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•

•

Equity awards are critical as a retention and motivational tool. Our growth as a company and our ability to meet our short- and long-term
milestones and objectives are dependent on retaining and motivating talented employees. A significant portion of our employees’
compensation is tied to the Company’s performance, including long-term stockholder value creation, through the use of equity awards with
multi-year vesting schedules. This encourages and motivates employees to pair a short-term view of performance (for purposes of the
annual cash bonuses) with a long-term view of performance (for purposes of equity award value appreciation), which provides sustained
motivation for ongoing innovation.

•

Equity awards are critical as a recruiting tool. Our future growth depends on our ability to attract top industry talent. A competitive
compensation program that includes equity awards is essential for attracting such employees. Equity compensation is utilized routinely by
companies in our industry, with whom we compete for talent. A failure to competitively utilize equity compensation would put us at a
significant competitive disadvantage when recruiting for critical talent such as executives and other key personnel.

•

The 2016 Plan includes features designed to protect stockholder interests:
o

The 2016 Plan does not have an “evergreen” or automatic renewal feature. As a result, our stockholders have the opportunity to
vote on any proposed increases to number of shares available for future issuance under the 2016 Plan;

o

Awards under the 2016 Plan are administered by the compensation committee, which consists entirely of independent
directors;

o

The 2016 Plan includes strict recycling provisions. Shares held back in satisfaction of the exercise price or tax withholding
requirements will not be available for new grants;

o

The 2016 Plan prohibits granting stock options and stock appreciation rights (SARs) with an exercise price below the fair
market value of a share of stock on the date of grant;

o

The 2016 Plan prohibits the repricing of stock options or SARs or the exchange of stock options or SARs for cash or other
awards without stockholder approval;

o

Awards are not automatically accelerated upon a change in control. There is “double trigger” treatment of time-based awards,
where they are accelerated only if termination without cause occurs within 12 months following a change in control, and
performance-based awards are subject to the applicable award agreement, or the compensation committee’s discretion; and

o

Material amendments to the 2016 Plan require stockholder approval.

If the amendment is not approved, we would experience a serious disruption of our compensation programs, and we could be compelled to
increase the cash component of employee compensation. If the amendment is not approved and we fail to replace the value of equity
compensation, it would create an environment where engagement of our most critical employees could be severely eroded. Therefore, in order to
provide competitive compensation opportunities to attract, motivate and retain employees without equity compensation, we would likely need to
employ cash or other non-equity rewards to replace the compensation previously delivered in equity awards. We believe these alternative forms
of compensation would not align employee interests with those of stockholders as efficiently as stock-based awards, and we feel it is important to
continue to provide compensation which continues to effectively align employees with stockholders.

The Board Of Directors Recommends
A Vote In Favor Of Proposal 2 .
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Description of the 2016 Incentive Award Plan
The following is a description of the 2016 Plan as proposed to be amended. This description is merely a summary of material provisions of the 2016 Plan and
is qualified by the full text of the 2016 Plan as proposed to be amended as filed as Appendix A to our definitive proxy statement filed with the SEC on April
17, 2017. The material terms of the 2016 Incentive Award Plan are summarized below.
Eligibility and Administration. Our employees, consultants and directors, and employees, consultants and directors of our subsidiaries will be eligible to
receive awards under the 2016 Plan. The 2016 Plan is administered by our board with respect to awards to non-employee directors and by our compensation
committee with respect to other participants, each of which may delegate its duties and responsibilities to committees of our directors or officers (referred to
collectively as the plan administrator below), subject to certain limitations that may be imposed under Section 162(m) of the Code, Section 16 of the
Exchange Act, or stock exchange rules, as applicable. The plan administrator has the authority to make all determinations and interpretations under, prescribe
all forms for use with and adopt rules for the administration of the 2016 Plan, subject to its express terms and conditions. The plan administrator also sets the
terms and conditions of all awards under the 2016 Plan, including any vesting and vesting acceleration conditions.
Limitation on Awards and Shares Available. The 2016 Plan, as amended, will provide for the award to eligible recipients of up to 2,033,333 shares of our
common stock, which shares may be authorized but unissued shares or shares purchased in the open market. If an award under the 2016 Plan is forfeited,
expires or is settled for cash, any shares subject to such award may, to the extent of such forfeiture, expiration or cash settlement, be used again for new grants
under the 2016 Plan. However, the following shares may not be used again for grant under the 2016 Plan: (i) shares tendered or withheld to satisfy grant or
exercise price or tax withholding obligations associated with an award; (ii) shares subject to a SAR that are not issued in connection with the stock settlement
of the SAR on its exercise; and (iii) shares purchased on the open market with the cash proceeds from the exercise of options.
Awards granted under the 2016 Plan upon the assumption of, or in substitution for, awards authorized or outstanding under a qualifying equity plan
maintained by an entity with which we enter into a merger or similar corporate transaction will not reduce the shares available for grant under the 2016 Plan,
except as may be required by applicable tax rules. The maximum number of shares of our common stock that may be subject to one or more awards granted to
any person pursuant to the 2016 Plan during any calendar year will be 250,000, and the maximum amount that may be paid under a cash award pursuant to
the 2016 Plan to any one participant during any calendar year period will be $2,000,000. The sum of the grant-date fair value of equity-based awards and the
amount of any cash-based awards granted to a non-employee director during any calendar year shall not exceed $500,000.
Awards. The 2016 Plan provides for the grant of stock options, including incentive stock options, or ISOs, and nonqualified stock options, or NSOs,
restricted stock, dividend equivalents, stock payments, restricted stock units, or RSUs, performance shares, other incentive awards, SARs and cash awards.
Certain awards under the 2016 Plan may constitute or provide for a deferral of compensation, subject to Section 409A of the Code, which may impose
additional requirements on the terms and conditions of such awards. All awards under the 2016 Plan are set forth in award agreements, which detail all terms
and conditions of the awards, including any applicable vesting and payment terms and post-termination exercise limitations. Awards other than cash awards
generally will be settled in shares of our common stock, but the plan administrator may provide for cash settlement of any award. A brief description of each
award type follows.
•

Stock Options. Stock options provide for the purchase of shares of our common stock in the future at an exercise price set on the grant date.
ISOs, by contrast to NSOs, may provide tax deferral beyond exercise and favorable capital gains tax treatment to their holders if certain
holding period and other requirements of the Code are satisfied. The exercise price of a stock option may not be less than 100% of the fair
market value of the underlying share on the date of grant (or 110% in the case of ISOs granted to certain significant stockholders), except
with respect to certain substitute options granted in connection with a corporate transaction. The term of a stock option may not be longer
than ten years (or five years in the case of ISOs granted to certain significant stockholders). Vesting conditions determined
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by the plan administrator may apply to stock options and may include continued service, performance or other conditions.
•

SARs. SARs entitle their holder, upon exercise, to receive from us an amount equal to the appreciation of the shares subject to the award
between the grant date and the exercise date. The exercise price of a SAR may not be less than 100% of the fair market value of the
underlying share on the date of grant (except with respect to certain substitute SARs granted in connection with a corporate transaction), and
the term of a SAR may not be longer than ten years. Vesting conditions determined by the plan administrator may apply to SARs and may
include continued service, performance or other conditions.

•

Restricted Stock, RSUs and Performance Shares. Restricted stock is an award of nontransferable shares of our common stock that remain
forfeitable unless and until specified conditions are met and that may be subject to a purchase price. RSUs are contractual promises to deliver
shares of our common stock in the future, which may also remain forfeitable unless and until specified conditions are met. Delivery of the
shares underlying RSUs may be deferred under the terms of the award or at the election of the participant, if the plan administrator permits
such a deferral. Performance shares are contractual rights to receive a range of shares of our common stock in the future, based on the
attainment of specified performance goals in addition to other conditions that may apply to these awards. Conditions applicable to restricted
stock, RSUs and performance shares may be based on continuing service, the attainment of performance goals or such other conditions as the
plan administrator may determine.

•

Stock Payments, Other Incentive Awards and Cash Awards . Stock payments are awards of fully vested shares of our common stock that may,
but need not, be made in lieu of base salary, bonus, fees or other cash compensation otherwise payable to anyone who is eligible to receive
awards. Other incentive awards are awards other than those enumerated in this summary that are denominated in, linked to or derived from
shares of our common stock or value metrics related to our shares and that may remain forfeitable unless and until specified conditions are
met. Cash awards are cash incentive bonuses subject to performance goals.

•

Dividend Equivalents. Dividend equivalents represent the right to receive the equivalent value of dividends paid on shares of our common
stock and may be granted alone or in tandem with awards other than stock options or SARs. Dividend equivalents are credited as of dividend
record dates during the period between the date an award is granted and the date such award vests, is exercised, is distributed or expires, as
determined by the plan administrator. Dividend equivalents may not be paid on awards granted under the 2016 Plan unless and until such
awards have vested.

Performance Awards. Unless otherwise permitted in compliance with the requirements of Section 162(m) of the Code with respect to an award intended to
qualify as “performance-based compensation” thereunder, the compensation committee will establish the performance goals applicable to, and the formula
for calculating the amount payable under, performance-based awards no later than the earlier of (a) the date 90 days after the commencement of the applicable
performance period, and (b) the date on which 25% of the performance period has elapsed, and in any event at a time when the achievement of the applicable
performance goals remains substantially uncertain. Prior to the payment of any compensation under an award intended to qualify as “performance-based
compensation” under Section 162(m) of the Code, the compensation committee will certify in writing the extent to which any performance goals and any
other material terms under such award have been satisfied (other than in cases where such relate solely to the increase in the value of the common
stock). Notwithstanding satisfaction of any completion of any performance goals, the number of shares of common stock, stock options, cash or other
benefits granted, issued, retainable and/or vested under an award on account of satisfaction of such performance goals may be reduced by the compensation
committee on the basis of such further considerations as the compensation committee, in its sole discretion, will determine.
Certain Transactions. The plan administrator has broad discretion to take action under the 2016 Plan, as well as to make adjustments to the terms and
conditions of existing and future awards, to prevent the dilution or enlargement of intended benefits and facilitate necessary or desirable changes in the event
of certain transactions and events affecting our common stock, such as stock dividends, stock splits, mergers, acquisitions, consolidations and other corporate
transactions. The plan administrator may make equitable adjustments with respect to: (i) the aggregate number and kind of shares that may be issued under
the 2016 Plan (including, but not limited to, adjustments of the
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limitations on the maximum number and kind of shares which may be issued under the 2016 Plan and adjustments of the award limit); (ii) the number and
kind of shares (or other securities or property) subject to outstanding awards; (iii) the terms and conditions of any outstanding awards (including, without
limitation, any applicable performance targets or criteria, if any, to reflect certain changes in our capital structure with respect thereto); (iv) the grant or
exercise price per share for any outstanding awards under the 2016 Plan; and (v) the number and kind of shares (or other securities or property) for which
automatic grants are subsequently to be made to new and continuing non-employee directors. In addition, in the event of certain non-reciprocal transactions
with our stockholders known as “equity restructurings,” the plan administrator will make equitable adjustments to the 2016 Plan and outstanding awards. In
the event of a change in control of the Company (as defined in the 2016 Plan), to the extent that the surviving entity declines to continue, convert, assume or
replace outstanding awards, then all such awards will become fully vested and exercisable in connection with the transaction. Upon or in anticipation of a
change in control, the plan administrator may cause any outstanding awards to terminate at a specified time in the future and give the participant the right to
exercise such awards during a period of time determined by the plan administrator in its sole discretion. Individual award agreements may provide for
additional accelerated vesting and payment provisions.
Foreign Participants, Claw-Back Provisions, Transferability, and Participant Payments. The plan administrator may modify award terms, establish
subplans or adjust other terms and conditions of awards, subject to the share limits described above, in order to facilitate grants of awards subject to the laws
or stock exchange rules of countries outside of the United States. All awards will be subject to the provisions of any claw-back policy implemented by us to
the extent set forth in such claw-back policy or in the applicable award agreement. With limited exceptions for estate planning, domestic relations orders,
certain beneficiary designations and the laws of descent and distribution, awards under the 2016 Plan are generally non-transferable prior to vesting and are
exercisable only by the participant. With regard to tax withholding, exercise price and purchase price obligations arising in connection with awards under the
2016 Plan, the plan administrator may, in its discretion, accept cash or check, shares of our common stock that meet specified conditions, a “market sell
order” or such other consideration as it deems suitable.
2016 Plan Amendment and Termination. Our board may amend or terminate the 2016 Plan at any time; however, except in connection with certain
changes in our capital structure, stockholder approval will be required for any amendment that increases the number of shares available under the 2016 Plan
or the limit on the number of shares that may be granted or the amount that may be paid to a person in cash during a calendar year, “reprices” any stock
option or SAR or cancels any stock option or SAR in exchange for cash or another award when the option or SAR price per share exceeds the fair market
value of the underlying shares. The 2016 Plan will terminate on April 13, 2026, unless sooner terminated.
Certain Federal Income Tax Consequences for Participants Subject to U.S. Tax Law
The following is intended only as a brief summary of the federal income tax rules relevant to the primary types of awards available for issuance under the
2016 Plan and is based on the terms of the Code as currently in effect. The applicable statutory provisions are highly technical and subject to change in the
future (possibly with retroactive effect), as are their interpretations and applications. Because federal income tax consequences may vary as a result of
individual circumstances, participants are encouraged to consult their personal tax advisors with respect to their tax consequences. The following summary is
limited to U.S. federal income tax treatment. It does not address state, local, gift, estate, social security or foreign tax consequences, which may be
substantially different. Certain intended 2016 Plan participants are residents of foreign countries.
NSOs. A participant generally is not taxed upon the grant of an NSO, unless the NSO has a readily ascertainable fair market value (usually meaning that the
NSO is traded on a securities market). However, the participant must recognize ordinary income upon exercise of the NSO in an amount equal to the
difference between the NSO exercise price and the fair market value of the shares acquired on the date of exercise. If the participant is subject to suit under
Section 16(b) of the Exchange Act (the short swing profits rule), the participant recognizes ordinary income in the amount by which the fair market value of
the shares determined as of a later date exceeds the exercise price for the shares, with such later date being the earlier of (i) the expiration of six months from
the date of exercise; or (ii) the first day on which the disposition of the shares would not subject the participant to suit under Section 16(b) of the Exchange
Act, unless the participant makes a timely election under Section 83(b) of the Code (referred to as Section 83(b)), in which event the fair market value of the
shares will be determined on the date of
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exercise. We generally will have a deduction in an amount equal to the amount of ordinary income recognized by the participant in our tax year during
which the participant recognizes ordinary income.
Upon the sale of shares acquired pursuant to the exercise of an NSO, the participant will recognize capital gain or loss to the extent that the amount realized
from the sale is different than the fair market value of the shares on the date of exercise (or, if the participant was subject to suit under Section 16(b) of the
Exchange Act and did not make a timely election under Section 83(b), the fair market value on the delayed determination date, if applicable). This gain or
loss will be long-term capital gain or loss if the shares have been held for more than one year after exercise.
ISOs. A participant is not taxed on the grant or exercise of an ISO. The difference between the exercise price and the fair market value of the shares covered by
the ISO on the exercise date will, however, be a preference item for purposes of the alternative minimum tax. If a participant holds the shares acquired upon
exercise of an ISO for at least two years following the ISO grant date and at least one year following exercise, the participant’s gain, if any, upon a subsequent
disposition of the shares is long-term capital gain. The amount of the gain is the difference between the proceeds received on disposition and the participant’s
basis in the shares (which generally equals the ISO exercise price). If a participant disposes of shares acquired pursuant to exercise of an ISO before satisfying
these holding periods, the participant will recognize both ordinary income and capital gain in the year of disposition. We are not entitled to a federal income
tax deduction on the grant or exercise of an ISO or on the participant’s disposition of the shares after satisfying the holding period requirement described
above. If the holding periods are not satisfied, we will be entitled to a deduction in the year the participant disposes of the shares in an amount equal to the
ordinary income recognized by the participant.
In order for an option to qualify as an ISO for federal income tax purposes, the grant of the option must satisfy various other conditions specified in the Code.
In the event an option intended to be an ISO fails to qualify as an ISO, it will be taxed as an NSO as described above.
Restricted Stock Awards. A participant generally will recognize taxable ordinary income upon the receipt of a restricted stock award if the shares are not
subject to a substantial risk of forfeiture. The income recognized will be equal to the fair market value of the shares at the time of receipt less any purchase
price paid for the shares. If the shares are subject to a substantial risk of forfeiture, the participant generally will recognize taxable ordinary income when the
substantial risk of forfeiture lapses. If the substantial risk of forfeiture lapses in increments over several years, the participant will recognize income in each
year in which the substantial risk of forfeiture lapses as to an increment. If the participant cannot sell the shares without being subject to suit under Section
16(b) of the Exchange Act (the short swing profits rule), the shares will be treated as subject to a substantial risk of forfeiture. The income recognized upon
lapse of a substantial risk of forfeiture will be equal to the fair market value of the shares determined as of the time that the substantial risk of forfeiture lapses
less any purchase price paid for the shares. The Company generally will be entitled to a deduction in an amount equal to the amount of ordinary income
recognized by the participant.
Alternatively, if the shares are subject to a substantial risk of forfeiture, the participant may make a timely election under Section 83(b) to recognize ordinary
income for the taxable year in which the participant received the shares in an amount equal to the fair market value of the shares at that time. That income
will be taxable at ordinary income tax rates. If a participant makes a timely Section 83(b) election, the participant will not recognize income at the time the
substantial risk of forfeiture lapses with respect to the shares. At the time of disposition of the shares, a participant who has made a timely Section 83(b)
election will recognize gain in an amount equal to the difference between the purchase price, if any, and the amount received on the disposition of the shares.
The gain will be taxable at the applicable capital gains rate. If the participant forfeits the shares after making a Section 83(b) election, the participant is not
entitled to a deduction with respect to the income recognized as a result of the election. To be timely, the Section 83(b) election must be made within 30 days
after the participant receives the shares. The Company will generally be entitled to a deduction in an amount equal to the amount of ordinary income
recognized by the participant at the time of the election.
RSUs. A participant generally is not taxed upon the grant of an RSU. Generally, if an RSU is designed to be paid on or shortly after the RSU is no longer
subject to a substantial risk of forfeiture, then the participant will recognize ordinary income equal to the amount of cash and the fair market value of the
shares received by the participant, and we will be entitled to an income tax deduction for the same amount. However, if an RSU is not designed to be paid
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on or shortly after the RSU is no longer subject to a substantial risk of forfeiture, the RSU may be deemed a nonqualified deferred compensation plan under
Section 409A. In that case, if the RSU is designed to meet the requirements of Section 409A, then the participant will recognize ordinary income equal to the
amount of cash and the fair market value of the shares received by the participant, and we will be entitled to an income tax deduction for the same amount.
However, if the RSU is not designed to meet the requirements of Section 409A, the participant will be subject to ordinary income when the substantial risk of
forfeiture lapses as well as an additional 20% excise tax, and additional tax could be imposed each following year.
SARs. A participant generally is not taxed upon the grant of a SAR. The participant will recognize taxable income at the time of exercise of the SAR in an
amount equal to the amount of cash and the fair market value of the shares received upon settlement or exercise. However, if the participant is subject to suit
under Section 16(b) of the Exchange Act (the short swing profits rule), the participant will recognize taxable income at the time of settlement or exercise, as
applicable, in an amount equal to the amount of cash received at that time and the fair market value (determined as of the earlier of (i) the expiration of six
months from the date of settlement or exercise, as applicable; or (ii) the first day on which the disposition of the shares would not subject the participant to
suit under Section 16(b) of the Exchange Act, unless the participant makes a timely election under Section 83(b)) of the shares received upon such settlement
or exercise. The income recognized will be taxable at ordinary income tax rates. The Company generally will be entitled to a deduction in an amount equal
to the amount of ordinary income recognized by the participant. Any gain or loss recognized upon the disposition of the shares acquired pursuant to exercise
of a SAR will qualify as long-term capital gain or loss if the shares have been held for more than one year after settlement or exercise.
Golden Parachute Payments. The terms of the agreement evidencing an award under the 2016 Plan may provide for accelerated vesting or accelerated payout
of the award in connection with a change in ownership or control of Novan. In such event, certain amounts with respect to the award may be characterized as
“parachute payments” under the golden parachute provisions of the Code. Under Section 280G of the Code, no federal income tax deduction is allowed to
Novan for “excess parachute payments” made to “disqualified individuals,” and receipt of such payments subjects the recipient to a 20% excise tax under
Section 4999 of the Code.
2016 Plan Awards
The following table sets forth with respect to each individual and group listed below the number of shares of common stock issued or issuable pursuant to
stock options granted under the 2016 Plan since the 2016 Plan’s effectiveness on September 20, 2016, through March 31, 2017. Any future awards to eligible
participants under the 2016 Plan are subject to the discretion of the compensation committee or board of directors and therefore are not determinable at this
time. The table does not include grants made under any of our other compensation plans, including the 2008 Plan. Amounts reported are the gross number of
shares underlying grants.
Number of Shares
Underlying Options under the
2016 Incentive Award Plan

Name and Position

Nathan Stasko, President and Chief Executive Officer (1)
M. Joyce Rico, Chief Medical Officer
Richard Peterson, Former Chief Financial Officer (1)
All current executive officers, as a group
All current directors who are not executive officers, as a group
All associates of directors, executive officers or nominees
All other persons who received or are to receive 5% of plan awards
All non-employees who are not directors, as a group
All employees, including all current officers who are not executive officers, as a group
(1)

—
40,000
—
94,665
86,904
—
—
11,038
243,866

All equity awards that have been granted to Dr. Stasko and Mr. Peterson were granted under the 2008 Plan, prior to the effective date of the
2016 Plan. No equity grants have been made to Dr. Stasko or Mr. Peterson under the 2016 Plan. See “Executive Compensation and Related
Information—Outstanding Equity Awards at Fiscal Year End” for further information regarding historical grants made to the named
executive officers.
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Registration with the SEC
We intend to file a Registration Statement on Form S-8 relating to the issuance of the additional shares of common stock under the 2016 Plan with the SEC
pursuant to the Securities Act of 1933, as amended, as soon as practicable after approval of the amendment to the 2016 Plan by our stockholders.
Securities Authorized for Issuance under Equity Compensation Plans
The following table presents information as of December 31, 2016, 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 2008 Plan and the 2016 Plan.

Plan Category

Number of Securities
to be Issued upon
Exercise of
Outstanding Options

Weighted Average
Exercise Price of
Outstanding Options

Number of Securities
Remaining Available
for Future Issuances
under Equity
Compensation Plans
(excluding securities
reflected in column (a))

(a)

($)(b)

(c)

Equity Compensation Plans approved by security holders (4)
Equity Compensation Plans not approved by security holders
Total

825,130 (1)
—
825,130
$

11.27 (2)
—
11.27

615,207 (3)
—
615,207

(1)

Includes shares of common stock issuable upon exercise of outstanding options under the 2008 Plan – 607,004 shares; and the 2016 Plan – 218,126
shares.

(2)

The weighted-average remaining contractual term (in years) was 8.54.

(3)

Includes shares remaining for future issuance under the 2016 Plan.

(4)

During the first quarter of 2017, we issued equity compensation awards to our existing and newly hired employees, including certain officers of the
Company. As a result, as of March 31, 2017, there were 974,712 securities to be issued upon exercise of outstanding options, including 539,862
shares under the 2008 Plan and 434,850 shares under the 2016 Plan. The weighted average exercise price of outstanding options as of March 31,
2017, was $10.55, and the weighted average remaining contractual term (in years) was 8.15. As of March 31, 2017, there were 398,483 shares
remaining for future issuance under the 2016 Plan.
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Proposal 3
Ratification of Selection of Independent Registered Public Accounting Firm
Our audit committee has selected PricewaterhouseCoopers LLP as Novan’s independent registered public accounting firm for the fiscal year ending
December 31, 2017, and has further directed that management submit the selection of its independent registered public accounting firm for ratification by the
stockholders at the Annual Meeting. PricewaterhouseCoopers LLP has audited Novan’s financial statements since fiscal year 2013. Representatives of
PricewaterhouseCoopers LLP are expected to be present at the Annual Meeting. They will have an opportunity to make a statement if they so desire and will
be available to respond to appropriate questions.
Neither Novan’s bylaws nor other governing documents or law require stockholder ratification of the selection of PricewaterhouseCoopers LLP as Novan’s
independent registered public accounting firm. However, we are submitting the selection of PricewaterhouseCoopers LLP to the stockholders for ratification
as a matter of good corporate practice. If the stockholders fail to ratify the selection, our audit committee will reconsider the retention of that firm. Even if the
selection is ratified, our audit committee in its discretion may direct the appointment of different independent auditors at any time during the year if they
determine that such a change would be in the best interests of Novan and its stockholders.
The affirmative vote of the holders of a majority of the shares present in person or represented by proxy and entitled to vote on the matter at the Annual
Meeting will be required to ratify the selection of PricewaterhouseCoopers LLP.
Principal Accountant Fees and Services
The following table represents aggregate fees billed to Novan for the fiscal years ended December 31, 2016,
PricewaterhouseCoopers LLP.

and December 31, 2015, by

Fiscal Year Ended
2016

2015
(in thousands)

Audit Fees (1)
Audit-related Fees
Tax Fees (2)
All Other Fees (3)
Total Fees

$

$

427,626
—
12,000
2,761
442,387

$

$

569,242
—
46,500
—
615,742

(1)

Audit fees consist of fees 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 and comfort letters in connection with registration statement filings with the SEC and all
services that are normally provided by the accounting firm in connection with statutory and regulatory filings or engagements.

(2)

Consists of fees associated with the preparation of our annual federal and state income tax provisions and returns.

(3)

Annual license fee for access to an accounting research software application.

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 Novan’s independent registered
public accounting firm, PricewaterhouseCoopers LLP. The policy generally pre-approves specified services in the defined categories of audit services, auditrelated services and tax services 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
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more of our audit committee’s members, but the decision must be reported to the full audit committee at its next scheduled meeting.
Our audit committee has determined that the rendering of services other than audit services by PricewaterhouseCoopers LLP is compatible with maintaining
the principal accountant’s independence.
The Board Of Directors Recommends
A Vote In Favor Of Proposal 3 .
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REPORT OF THE AUDIT COMMITTEE OF THE BOARD1
During 2016, three independent, non-employee directors served on our audit committee: W. Kent Geer, Robert J. Keegan and John Palmour.
The principal purpose of our audit committee is to assist the board of directors in its oversight of Novan’s accounting and financial reporting processes and
audits of Novan’s consolidated financial statements. Our audit committee is responsible for appointing, evaluating, retaining and, when necessary,
terminating our independent registered public accounting firm and approving the audit and non-audit services to be provided by the independent registered
public accounting firm.
Management is responsible for Novan’s internal controls and the financial reporting process. The independent registered public accounting firm is
responsible for performing an independent audit of Novan’s consolidated financial statements in accordance with the standards of the Public Company
Accounting Oversight Board (United States) (PCAOB) to obtain reasonable assurance that Novan’s consolidated financial statements are free from material
misstatement and expressing an opinion on the conformity of such financial statements with accounting principles generally accepted in the United States.
In this context, the audit committee has reviewed and discussed the audited consolidated financial statements for the fiscal year ended December 31, 2016,
with management and PricewaterhouseCoopers LLP. The audit committee has discussed with PricewaterhouseCoopers LLP the matters required to be
discussed by PCAOB Auditing Standard 1301 , Communications with Audit Committees. The audit committee has also received the written disclosures and
the letter from PricewaterhouseCoopers LLP required by applicable requirements of the PCAOB regarding the independent accountants’ communications
with the audit committee concerning independence and has discussed with the independent registered public accounting firm the accounting firm’s
independence.
Based on its discussions with management and the independent registered public accounting firm, the audit committee has recommended to the board of
directors that the audited financial statements be included in Novan’s Annual Report on Form 10-K for the fiscal year ended December 31, 2016.
Submitted by the Audit Committee
W. Kent Geer, Chair
Robert J. Keegan
John Palmour
1 The information contained in the following report of Novan's audit committee is not considered to be “soliciting material,” “filed” or incorporated by

reference in any past or future filing by Novan under the Exchange Act or the Securities Act of 1933 unless and only to the extent that Novan specifically
incorporates it by reference.
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EXECUTIVE OFFICERS OF THE COMPANY
The following table sets forth information regarding our executive officers as of March 31, 2017:
Name
Nathan Stasko
William L. Hodges (1)
M. Joyce Rico
Brian Johnson
Jeff N. Hunter
(1)

Age
37
62
63
50
60

Position(s)
President, Chief Executive Officer and Director
Interim Chief Financial Officer
Chief Medical Officer
Chief Commercial Officer
Corporate Secretary, Vice President of Technical Operations

Mr. Hodges began serving as our Interim Chief Financial Officer on March 24, 2017.

For information regarding Dr. Stasko, please refer to “Proposal 1 Election of Directors,” above.
William L. Hodges has served as our Interim Chief Financial Officer since March 2017. Prior to joining Novan, Mr. Hodges served at POZEN, Inc., a
pharmaceutical company, from 2004 until 2016. While at POZEN, Inc., Mr. Hodges served as senior vice president and chief financial officer, from 2004 until
2015, and then continued as senior vice president of finance and administration until the merger with Tribute Pharmaceuticals in 2016.
M. Joyce Rico has served as our Chief Medical Officer since 2012. Prior to joining Novan, Dr. Rico served as vice president, medical affairs at Fujisawa
Astellas, a Japanese pharmaceutical company, from 2000 to 2012. Dr. Rico is a board-certified dermatologist and has served on the faculty at Duke
University, New York University, Northwestern University and the University of Miami.
Brian Johnson has served as our Chief Commercial Officer since September 2015. Prior to joining Novan, Mr. Johnson worked at Galderma Laboratories, L.P.
from 2003 to 2014, and most recently served as vice president of prescription marketing and chief digital officer. He also currently serves as principal and
sole advisor of Two Hearts Group, LLC, a consulting company focused on drug development companies.
Jeff N. Hunter is currently our Vice President of Technical Operations and Corporate Secretary and has served in several roles at the Company since 2006.
Previously, Mr. Hunter was a co-founder and former chief executive officer and chairman of Charles & Colvard, a small-cap public company. He has also
served on the board of directors of the North Carolina Biotechnology Center since 2015.
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EXECUTIVE COMPENSATION AND RELATED INFORMATION
This section discusses the material components of the executive compensation program with respect to the 2016 fiscal year for our “named executive
officers,” including our principal executive officer and our two other most highly compensated executive officers who were serving as executive officers as of
December 31, 2016.
Our named executive officers for the 2016 fiscal year were:
•

Nathan Stasko, Ph.D., President and Chief Executive Officer;

•

M. Joyce Rico, M.D., Chief Medical Officer; and

•

Richard Peterson, Former Chief Financial Officer.

Summary Compensation Table
The following table sets forth information concerning the compensation of our named executive officers for the years ended December 31, 2016, and
December 31, 2015.

Name and Principal
Position

Fiscal
Year

Salary
($)(2)

Bonus
($)(3)

Option
Awards
($)(1)

Non-Equity
Incentive Plan
Compensation ($)
(4)

All Other
Compensation
($)(5)

Total($)

Nathan Stasko, Ph.D.
President and Chief Executive Officer

2016
2015

360,000
340,000

—
174,000

1,409,323 (6)
—

203,040
—

8,192
5,518

1,980,555
519,518

M. Joyce Rico, M.D.
Chief Medical Officer

2016
2015

343,200
309,000

—
65,300

557,848 (6)
—

115,163
—

8,478
5,300

1,024,689
379,600

Richard Peterson
Former Chief Financial Officer (7)

2016
2015

350,400
91,582

—
56,920

293,622 (6)
708,125

148,219
—

40,526
7,447

832,767
864,074

(1)

Amounts reflect the grant-date Black-Scholes value of the stock options granted during 2016 and 2015, 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 option
awards made to our executive officers, see Notes 1 and 9 to our financial statements and the discussion under “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Critical Accounting Policies and Estimates—Common Stock Valuation and StockBased Compensation” included in our Annual Report on Form 10-K filed with the SEC on March 20, 2017.

(2)

The 2015 salary amount for Mr. Peterson reflects his salary from his commencement date on September 28, 2015, through December 31, 2015.

(3)

The 2015 bonus amount for Dr. Stasko reflects discretionary annual bonuses of $4,000 and $170,000 for the 2015 calendar year, paid on
September 11, 2015, and on February 1, 2016, respectively. The 2015 bonus amount for Dr. Rico reflects discretionary annual bonuses of $3,500 and
$61,800 for the 2015 calendar year, paid on September 11, 2015, and February 1, 2016, respectively. The 2015 bonus amount for Mr. Peterson
reflects a one-time, lump-sum cash signing bonus of $25,000, paid on October 30, 2015, and a discretionary annual bonus of $31,920 for the 2015
calendar year, paid on February 1, 2016.

(4)

Each named executive officer was eligible to receive an annual performance-based cash bonus with respect to the fiscal year ended December 31,
2016, under Novan’s Senior Executive Annual Incentive Plan. For a discussion of the named executive officer’s annual bonus opportunity and actual
earned cash bonus for 2016, as determined by the compensation committee, please review the section entitled “Executive Compensation and Related
Information—Narrative to Summary Compensation Table—Annual Bonuses.”

(5)

The 2016 amount for Dr. Stasko includes (i) $7,950 of matching contributions made under our 401(k) plan and (ii) $242 for executive life insurance.
The 2016 amount for Dr. Rico includes (i) $7,950 of matching contributions made under our 401(k) plan and (ii) $528 for executive life insurance.
The 2016 amount for Mr.
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Peterson includes (i) $17,271 for temporary housing and travel expenses, (ii) $21,980 for moving expenses and (iii) $1,275 for executive life
insurance. The 2015 amount for Dr. Stasko includes (i) $5,300 of matching contributions made under our 401(k) plan and (ii) $218 for executive life
insurance. The 2015 amount for Dr. Rico includes $5,300 of matching contributions made under our 401(k) plan. The 2015 amount for Mr. Peterson
includes $7,447 for temporary housing and travel expenses.
(6)

The compensation committee did not award our named executive officers an option grant for performance in fiscal year 2016. The option awards
presented herein were granted in fiscal year 2016 and were associated with the named executive officers’ performance in fiscal year 2015.

(7)

Mr. Peterson ceased serving as our Chief Financial Officer and as our principal financial and accounting officer and departed the Company on March
23, 2017.

Narrative to Summary Compensation Table
Elements of Compensation
During 2016, we compensated our named executive officers through a combination of base salary, annual cash incentives, long-term equity incentive awards
granted under the 2016 Plan and other perquisites and benefits as described below.
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 and responsibilities. In 2016, we paid an annual
base salary of $360,000 to Dr. Stasko, $350,400 to Mr. Peterson and $343,200 to Dr. Rico.
Annual Bonuses
Our approach to 2016 annual incentives marks a change from 2015 bonuses, which were determined on a discretionary basis.
In accordance with their employment agreements, each of our named executive officers had an annual target bonus opportunity for 2016 performance equal
to a percent of base salary as follows: 60% for Dr. Stasko, 45% for Mr. Peterson and 35% for Dr. Rico. Our compensation committee evaluated performance for
the fiscal year ended 2016 under the Company’s Senior Executive Annual Incentive Plan and determined that our named executive officers would receive
94% of their target bonuses for 2016 performance.
Equity Compensation
We currently sponsor the 2008 Plan and the 2016 Plan.
Approximately 50 of our employees, including our named executive officers, have received stock option awards under the 2008 Plan. For information about
stock option awards held by our named executive officers pursuant to the 2008 Plan, including awards granted in 2016 under the 2008 plan, please see the
“Outstanding Equity Awards at Fiscal Year End” table below.
On April 13, 2016, we adopted the 2016 Plan in order to facilitate the grant of equity incentives to our directors, employees, including our named executive
officers, and consultants and certain of our affiliates and to enable us and certain of our affiliates to obtain and retain services of these individuals, which is
essential to our long-term success. The 2016 Plan became effective on the day prior to the effective date of our IPO. Following the adoption of the 2016 Plan,
no further awards have been or will be made under the 2008 Plan. For information about stock option awards granted to our named executive officers
pursuant to the 2016 Plan in 2016, please see the “Outstanding Equity Awards at Fiscal Year End” table below.
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For additional information about the 2008 Plan and the 2016 Plan, see “Equity Compensation Plans” below. For additional information about the
outstanding stock options held by our named executive officers pursuant to the 2008 Plan and 2016 Plan as of the end of the 2016 fiscal year, please see the
“Outstanding Equity Awards at Fiscal Year End” table below.
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 are eligible to participate in the 401(k)
Plan on the same terms as other full-time employees. The 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. In 2016, each participant in the 401(k) Plan was eligible to receive matching contributions of up
to 3% of such participant’s base salary. 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.
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-term and long-term disability insurance; and

•

life insurance.

In addition to the health and welfare benefits described above, our named executive officers participate in a company-paid executive life insurance plan. We
generally do not provide any other perquisites to our named executive officers. However, in connection with his commencement of employment and
relocation, Mr. Peterson was entitled to receive reimbursement of temporary housing expenses up to $2,500 per month for the first nine months of
employment (i.e., through June 2016), as well as reimbursement of other moving and relocation expenses up to $25,000. In the event of Mr. Peterson’s
voluntary departure from the Company within the first twelve months of employment, he would have been required to repay such relocation reimbursements.
We believe the 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.
Equity Compensation
Our equity award program is the primary vehicle for offering long-term incentives to our executives. We believe that equity awards provide our executives
with a strong link to our long-term performance, create an ownership culture and help to align the interests of our executives and our stockholders. To date,
we have used stock option grants for this purpose because we believe they are an effective means by which to align the long-term interests of our executive
officers with those of our stockholders. The use of options also can provide tax and other advantages to our executive officers relative to other forms of equity
compensation. We believe that our equity awards are an important retention tool for our executive officers as well as for our other employees.
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We award stock options to our key employees, including to our non-executive employees, on an annual basis and subject to approval by the compensation
committee. These grants to our executives and other employees are generally made in the first quarter of the subsequent fiscal year and represent a long-term
incentive component of the employees’ overall compensation structure for the fiscal year. None of our named executive officers received a grant of stock
options with respect to performance for the 2016 fiscal year. In addition, discrete additional grants may be made from time to time an d at the discretion of our
board, specifically the compensation committee. The compensation committee may delegate to one or more of our executive officers the power to grant
option or other stock awards to employees of the Company who are not directors or executive officers of the Company.
Initial option grants to our executive officers are generally set forth in their employment agreements. These initial 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 stakes held by executive
officers serving in similar roles at comparable biopharmaceutical companies.
The majority of the stock option grants we have made to our executive officers vest over three years. However, from time to time, our board has approved
grants with different and sometimes shorter vesting provisions. Our historical practice was to provide for 100% acceleration of vesting of outstanding stock
options in the event of a change of control. Under the 2016 Plan, awards are not automatically accelerated upon a change in control. There is “double trigger”
treatment of time-based awards, where they are accelerated only if termination without cause occurs within twelve months following a change in control, and
performance-based awards are subject to the award agreement or the compensation committee’s discretion. Additional information regarding the effect of
accelerated vesting upon a change in control with respect to our named executive officers is discussed below under “Executive Compensation—
Arrangements with our Named Executive Officers.”
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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, 2016.
Number of
Securities
Underlying
Unexercised
Options (#)
Exercisable

Grant
Date

Name

Number of
Securities
Underlying
Unexercised
Options (#)
Unexercisable

Option
Exercise
Price
($)

Option
Expiration
Date

Nathan Stasko
President and Chief Executive Officer

12/29/14 (2)
2/29/16 (3)

30,000
33,333

15,000
86,667

1.12
15.20

11/30/24
02/28/26

M. Joyce Rico
Chief Medical Officer

12/30/14 (6)
11/02/16 (7)

3,333
1,111

3,333
38,889

1.12
20.64

12/29/24
11/01/26

Richard Peterson (1)
Former Chief Financial Officer

10/21/15 (4)(8)
02/29/16 (5)(8)

31,250
6,944

43,750
18,056

12.25
15.20

09/15/25
02/28/26

(1)

Mr. Peterson ceased serving as our Chief Financial Officer and as our principal financial and accounting officer and departed the Company on March
23, 2017.

(2)

The option was granted under the 2008 Plan and vests in 36 equal monthly installments on the first day of each month following December 1, 2014.

(3)

The option was granted under the 2008 Plan and vests in 36 equal monthly installments on the first day of each month following February 29, 2016.

(4)

The option was granted under the 2008 Plan and original grant terms provided for vesting in 36 equal monthly installments on the first day of each
month following September 28, 2015. See footnote 8.

(5)

The option was granted under the 2008 Plan and original grant terms provided for vesting in 36 equal monthly installments on the first day of each
month following February 29, 2016. See footnote 8.

(6)

The option was granted under the 2008 Plan and vests in 36 equal monthly installments on the first day of each month following December 30, 2014.
One third of this option grant, or 3,333 shares, was exercised in December 2015.

(7)

The option was granted under the 2016 Plan and vests in 36 equal monthly installments on the first day of each month following November 2, 2016.

(8)

Under the terms of a separation and general release agreement with Mr. Peterson, and consistent with the obligations under the employment
agreement, dated April 13, 2016, between Mr. Peterson and the Company, any options to purchase the Company’s common stock held by Mr.
Peterson that would have vested during calendar year 2017 but for his departure vested upon his departure date of March 23, 2017 (options to
purchase 25,000 shares). Mr. Peterson’s other unvested stock options (to purchase 28,473 shares) were not subject to the same accelerated vesting and
were cancelled on March 23, 2017.
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Arrangements with our Named Executive Officers
We have entered into employment agreements with our named executive officers that set forth certain terms and conditions of their employment, including
base salary and employee benefits.
Amended and Restated Employment Agreement with Nathan Stasko
Dr. Stasko serves as our President and Chief Executive Officer pursuant to an amended and restated employment agreement, dated as of April 13, 2016, or the
Stasko Employment Agreement, pursuant to which he receives an annual base salary of $360,000, is eligible to receive an annual performance-based bonus
with a target bonus equal to 60% of his base salary and is eligible to receive at the sole discretion of the board, an annual equity award. The Stasko
Employment Agreement also provides Dr. Stasko with eligibility to participate in standard benefit plans as well as an executive life insurance plan and
reimbursement of reasonable business expenses.
In the event of Dr. Stasko’s “separation from service” by us without “cause” or by Dr. Stasko for “good reason,” each as defined in the Stasko Employment
Agreement, then in addition to any accrued amounts and subject to Dr. Stasko timely delivering an effective release of claims in our favor, Dr. Stasko will be
entitled to receive (i) payment of an amount equal to 12 months of his base salary, paid in installments over 12 months in accordance with standard payroll
practices and (ii) reimbursement of Dr. Stasko’s applicable COBRA premiums for up to 12 months after the separation date. Upon separation from service by
Dr. Stasko other than for good reason or due to death or disability, or by us for cause, Dr. Stasko will not be entitled to any additional compensation beyond
any accrued amounts.
Notwithstanding the foregoing, the Stasko Employment Agreement further provides that, in the event such separation from service of Dr. Stasko by us
without cause or by Dr. Stasko for good reason within 6 months after the occurrence of a “change in control” as defined in the Stasko Employment
Agreement, all of Dr. Stasko’s unvested stock options will vest and become immediately exercisable, and any restricted stock granted to Dr. Stasko will be
released from our repurchase rights.
Employment Agreement with M. Joyce Rico
Dr. Rico serves as our Chief Medical Officer pursuant to an Employment Agreement with us dated as of August 25. 2016, or the Rico Employment
Agreement, pursuant to which she receives an annual base salary of $350,400, is eligible to receive a discretionary annual bonus with a target bonus equal to
35% of her base salary and is eligible to participate in standard benefit plans as well as an executive life insurance plan and reimbursement of reasonable
business expenses and professional association fees.
The Rico Employment Agreement provides that, in the event of Dr. Rico’s “separation from service” by us without “cause” or by Dr. Rico for “good reason,”
each as defined in the Rico Employment Agreement, then in addition to any accrued amounts and subject to Dr. Rico’s timely delivering an effective release
of clams in our favor, Dr. Rico will be entitled to receive (i) payment in an amount equal to 12 months of her base salary, paid in installments over 12 months
in accordance with our standard payroll practices, (ii) vesting of any stock options that would have vested in the vesting year of such separation from service
and (iii) reimbursement of Dr. Rico’s applicable COBRA premiums for up to 18 months after the separation date or, at our election, to avoid any penalty or
excise tax being imposed on us, a lump-sum payment in lieu thereof. The Rico Employment Agreement provides that, notwithstanding the foregoing, in the
event such separation from service by us without cause or by Dr. Rico for good reason occurs within six months after a “change in control,” as defined in the
Rico Employment Agreement, Dr. Rico will be entitled to accelerated vesting of all unvested stock options held by Dr. Rico on the separation date. Upon
separation from service by Dr. Rico other than for good reason or due to death or disability, or by us for cause, Dr. Rico will not be entitled to any additional
compensation beyond any accrued amounts.
Arrangements with Richard Peterson
On March 20, 2017, we and Richard Peterson, our former Chief Financial Officer, reached agreement regarding his departure from the Company effective
March 23, 2017, for “good reason” (as defined in an Employment Agreement with us dated as of April 13, 2016, or the Peterson Employment Agreement).
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Pursuant to the Peterson Employment Agreement, Mr. Peterson was entitle d to receive an annual base salary of $350,400, was eligible to receive a
discretionary annual bonus with a target bonus equal to 45% of his base salary and was eligible to participate in standard benefit plans as well as an
executive life insurance plan and reimbursement of reasonable business expenses. In addition, under the terms of the Peterson Employment Agreement, Mr.
Peterson was entitled to a relocation allowance of up to $25,000, reimbursement for the costs of up to nine round-trip tickets to and from Phoenix, Arizona, to
Research Triangle Park and reimbursement of up to $2,500 per month for temporary housing expenses for nine months following the commencement of his
employment on September 28, 2015, which we collectively refer to as the Peterson Relocation Benefits.
On March 20, 2017, we and Mr. Peterson entered into a Separation and General Release Agreement, or the Peterson Separation Agreement. Under the terms of
the Peterson Separation Agreement, and consistent with the obligations under the Peterson Employment Agreement in the event of Mr. Peterson’s “separation
from service” by us without “cause” or by Mr. Peterson for “good reason,” each as defined in the Peterson Employment Agreement, we agreed to pay Mr.
Peterson severance equal to 12 months of his base salary, plus a pro rata portion of his target annual bonus for 2017 (calculated at 100% achievement of Mr.
Peterson’s annual objectives). The Peterson Separation Agreement confirms Mr. Peterson’s entitlement under the Peterson Employment Agreement to
continuation of certain medical, dental and life insurance benefits through September 23, 2018 (subject to reduction or discontinuation of benefits if Mr.
Peterson becomes covered by the plans of a subsequent employer).
Under the terms of the Separation Agreement, and consistent with the obligations under the Peterson Employment Agreement, any options to purchase the
Company’s common stock held by Mr. Peterson that would have vested during calendar year 2017 but for his termination vested upon his termination. Mr.
Peterson’s other unvested stock options did not vest and were cancelled.
Novan and Mr. Peterson have agreed to the continuing applicability of the covenants set forth in the Confidentiality and Assignment of Inventions
Agreement dated October 2, 2015, and the Noncompetition Agreement dated October 21, 2016, between Mr. Peterson and Novan. Mr. Peterson has also
granted us a release covering any claims arising out of his employment or the termination thereof.
Director Compensation
The following table sets forth information concerning the compensation of our non-employee directors for the year ended December 31, 2016.
Fees Earned or
Paid in Cash

Name

F. Neal Hunter (2)
W. Kent Geer
Robert A. Ingram
Robert J. Keegan
G. Kelly Martin
Sean Murphy
John Palmour
Mark Schoenfisch (2)

$
$
$
$
$
$
$
$

—
14,063
16,250
13,750
10,313
11,250
11,875
—

Option Awards (1)

$
$
$
$
$
$
$
$

—
100,000
100,000
100,000
100,000
100,000
100,000
—

Total

$
$
$
$
$
$
$
$

—
114,063
116,250
113,750
110,313
111,250
111,875
—

(1)

Amounts reflect the grant-date Black-Scholes value of stock awards and stock options granted during 2016, 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 Notes 1 and 9 to our financial statements and the discussion under “Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Critical Accounting Policies and Estimates—Common Stock Valuation
and Stock-Based Compensation” included in our Annual Report on Form 10-K filed with the SEC on March 20, 2017. These amounts do not
necessarily correspond to the actual value that may be recognized from the option awards by the applicable directors.

(2)

Resigned from our board of directors in February 2016.
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The table below shows the aggregate numbers of option awards (exercisable and unexercisable) held as of December 31, 2016, by each non-employee
director who was serving as of December 31, 2016. No director held any other equity awards.
Options Outstanding at Fiscal
Year End

Name

W. Kent Geer
Robert A. Ingram
Robert J. Keegan
G. Kelly Martin
Sean Murphy
John Palmour

29,734
14,484
14,484
14,484
14,484
14,484

Non-Employee Director Compensation Policy
On April 13, 2016, we approved 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. Pursuant to
the Director Compensation Policy, subject to continued service on our board, (i) each non-employee director receives an annual cash retainer of $35,000; (ii)
each non-employee director serving as a committee chair receives an additional annual retainer between $10,000 and $15,000; (iii) each non-employee
director serving as a committee member receives an additional annual retainer between $5,000 and $7,500; and (iv) the non-employee chairman of our board
receives an additional annual retainer of $25,000. The Director Compensation Policy also provides each non-employee director with an annual equity award,
subject to continued service on the board, with a grant-date fair value of $100,000 (and 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 pro-rated portion of such annual equity award for the year of such election or
appointment). Additionally, each non-employee director who served on the board as of the pricing date of our IPO was automatically granted an option to
purchase the number of shares of common stock that had an aggregate fair value of $100,000 on the pricing date. Each director equity award will vest and
become exercisable in four equal quarterly installments, 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 the board through each applicable vesting date.
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 indemnification agreements and the indemnification provisions in our
certificate of incorporation and bylaws.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
The following table sets forth information regarding the beneficial ownership of our common stock as of March 31, 2017, 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 or director nominees;

•

each of our named executive officers; and

•

all of our directors and executive officers as a group.

Applicable percentages are based on 15,969,493 shares outstanding on March 31, 2017, 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 13G filed 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 subject to options held by such person that are currently
exercisable or will become exercisable within 60 days of March 31, 2017, 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 c/o Novan, Inc., 4105 Hopson Road, Morrisville, NC 27560. 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
Beneficially
Owned

Number of Shares Beneficially Owned

5% Stockholders:
Malin Life Sciences Holdings Limited (1)
F. Neal Hunter (2)
Mark Schoenfisch (3)
Directors and Named Executive Officers:
Nathan Stasko, Ph.D (4)
Richard Peterson (5)
M. Joyce Rico (6)
Robert A. Ingram (7)
W. Kent Geer (8)
Robert J. Keegan (9)
G. Kelly Martin (10)
Sean Murphy (11)
John Palmour (12)
All directors and executive officers, as a group (9 persons) (13)

Percentage of
Outstanding
Shares

2,623,485
1,552,069
833,332

16.43 %
9.72 %
5.22 %

910,083
71,527
77,223
65,019
28,876
70,277
7,242
7,242
523,685
1,711,647

5.70 %
*
*
*
*
*
*
*
3.28 %
10.72 %

*

Represents beneficial ownership of less than one percent.

(1)

Malin Life Sciences Holdings Limited is a wholly owned subsidiary of Malin Corporation plc. Malin Corporation plc may be deemed to beneficially
own the shares and may be deemed to share voting and dispositive power over these shares. The mailing address of Malin Life Sciences Holdings
Limited is 2 Harbour Square, Crofton Road, Dun Laoghaire, Co., Dublin, Ireland.

(2)

Consists of (i) 1,043,630 shares of common stock held by Mr. Hunter, (ii) 239,140 shares of common stock held by T.D.H. One, LLC and (iii) 239,140
shares of common stock held by T.D.H. Two, LLC. Also includes options to purchase 30,159 shares of common stock exercisable within 60 days of
March 31, 2017. Mr. Hunter
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is the manager and majority equity holder of T.D.H. One, LLC and T.D.H. Two, LLC and has voting and investment power over such shares of
common stock held by T.D.H. One, LLC and T.D.H. Two, LLC.
(3)

Consists of (i) 41,666 shares of common stock held by Dr. Schoenfisch and (ii) 791,666 shares of common stock held by The Schoenfisch Living
Trust, with Dr. Schoenfisch as trustee.

(4)

Consists of (i) 823,833 shares of common stock held by The Stasko Living Trust, with Dr. Stasko as trustee and options to purchase 86,250 shares of
common stock that are exercisable within 60 days of March 31, 2017.

(5)

Consists of options to purchase 71,527 shares of common stock that are exercisable within 60 days of March 31, 2017. This includes 25,000 options
that were accelerated to vest on Mr. Peterson’s departure date, March 23, 2017.

(6)

Consists of (i) 65,833 shares of common stock held by the M. Joyce Rico Revocable Trust, with Dr. Rico as trustee, (ii) and options to purchase
11,390 shares of common stock that are exercisable within 60 days of March 31, 2017.

(7)

Consists of (i) 57,777 shares of common stock and (ii) options to purchase 7,242 shares of common stock that are exercisable within 60 days of
March 31, 2017.

(8)

Consists of (i) 10,828 shares of common stock and (iii) options to purchase 18,048 shares of common stock that are exercisable within 60 days of
March 31, 2017.

(9)

Consists of (i) 63,035 shares of common stock held by Robert J. Keegan Trust, with Mr. Keegan as trustee, and (ii) options to purchase 7,242 shares of
common stock that are exercisable within 60 days of March 31, 2017.

(10)

Consists of options to purchase 7,242 shares of common stock that are exercisable within 60 days of March 31, 2017.

(11)

Consists of options to purchase 7,242 shares of common stock that are exercisable within 60 days of March 31, 2017.

(12)

Consists of (i) 516,443 shares of common stock, of which 274,875 are held by the Palmour 2012 Irrevocable Children’s Trust, with Mr. Palmour as
trustee, and (ii) options to purchase 7,242 shares of common stock that are exercisable within 60 days of March 31, 2017.

(13)

Consists of (i) 1,537,749 common shares held by our current named executive officers and current directors and (ii) options to purchase 173,898
shares of common stock exercisable within 60 days of March 31, 2017.
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CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS
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 $120,000 in any fiscal year and a related person had, has or will have a direct or indirect material interest, including without
limitation, purchases of goods or services by or from the 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 occurred prior to the
adoption of this policy.
Certain Relationships and Related Transactions
The following includes a summary of transactions since January 1, 2016, to which we have been a party, in which the amount involved exceeded or will
exceed $120,000 and in which any of our directors, executive officers or, to our knowledge, beneficial owners of more than 5% of our capital 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.
Initial Public Offering
On September 26, 2016, we completed our IPO and issued a total of 4,715,000 shares of common stock at a public offering price of $11.00 per share,
including 800,000 shares sold to Malin Life Sciences Holding Limited, a greater than 5% stockholder.
Arrangements with Executive Officers and Directors
We have entered into employment agreements with our named executive officers. For more information regarding the agreements with our named executive
officers, see “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
certificate of incorporation and bylaws require us to indemnify our directors and officers to the fullest extent permitted by Delaware law.
Stock Repurchase
In April 2016, we entered into a Stock Sale and Purchase Agreement with Nathan Stasko, Ph.D., our President and Chief Executive Officer, pursuant to which
we paid approximately $155,000 to repurchase 9,500 shares of our voting common stock.
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OTHER MATTERS
Section 16(a) Beneficial Ownership Reporting Compliance
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. These persons are required by SEC regulations to furnish us with copies of all
Section 16(a) forms that they file.
To our knowledge, based solely on review of the forms furnished to us and written representations that no other reports were required during the fiscal year
ended December 31, 2016, 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 2016.
Stockholder Proposals
Pursuant to Rule 14a-8 under the Exchange Act, stockholders may present proper proposals for inclusion in the proxy statement for consideration at our next
annual meeting of stockholders. To be eligible for inclusion in the 2018 proxy statement, your proposal must be received by us no later than December 22,
2017, and must otherwise comply with Rule 14a-8. While our board will consider stockholder proposals, we reserve the right to omit from the proxy
statement stockholder proposals that we are not required to include under the Exchange Act, including Rule 14a-8.
Under our bylaws, in order to nominate a director or bring any other business before the stockholders at the 2018 Annual Meeting of Stockholders that will
not be included in our proxy statement, you must notify us in writing, and such notice must be received by us no earlier than February 5, 2018, and no later
than March 7, 2018. For proposals not made in accordance with Rule 14a-8, you must comply with specific procedures set forth in our bylaws and the
nomination or proposal must contain the specific information required by our bylaws. You may write to our Corporate Secretary at Novan, Inc., Attn:
Corporate Secretary, 4105 Hopson Road, Morrisville, NC 27560, to deliver the notices discussed above and to request a copy of the relevant bylaw
provisions regarding the requirements for making stockholder proposals and nominating director candidates pursuant to the bylaws.
Householding of Proxy Materials
The SEC has adopted rules that permit companies and intermediaries (e.g., brokers) to satisfy the delivery requirements for Notices of Internet Availability of
Proxy Materials with respect to two or more stockholders sharing the same address by delivering a single Notice of Internet Availability of Proxy Materials
addressed to those stockholders. This process, which is commonly referred to as “householding,” potentially means extra convenience for stockholders and
cost savings for companies.
A number of brokers with account holders who are Novan stockholders will be householding Novan’s proxy materials. A single Notice of Internet
Availability of Proxy Materials will be delivered to multiple stockholders sharing an address, unless contrary instructions have been received from the
affected stockholders. Once you have received notice from your broker that they will be householding communications to your address, householding will
continue until you are notified otherwise or until you revoke your consent. If, at any time, you no longer wish to participate in householding and would
prefer to receive a separate Notice of Internet Availability of Proxy Materials, please notify your broker or Novan. Direct your written request to our Corporate
Secretary at Novan, Inc. Attn: Corporate Secretary, 4105 Hopson Road, Morrisville, NC 27560, or contact him at (919) 485-8080. Stockholders who currently
receive multiple copies of the Notices of Internet Availability of Proxy Materials at their addresses and would like to request householding of their
communications should contact their brokers.
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By Order of the Board of Directors
/s/ Jeff N. Hunter
Jeff N. Hunter
Corporate Secretary
April 17, 2017
A copy of Novan, Inc.’s Annual Report to the Securities and Exchange Commission on Form 10-K for the fiscal year ended December 31, 2016, filed
with the SEC on March 20, 2017, is available on our website, www.Novan.com. A printed copy is also available without charge upon written request to
Novan, Inc., Attn: Corporate Secretary, 4105 Hopson Road, Morrisville, NC 27560.
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Requests for Directions to the Annual Meeting of Stockholders
The 2017 Annual Meeting of Stockholders will be held on Monday, June 5, 2017, at 10:00 a.m. Eastern Time at Novan’s Corporate Headquarters located at
4105 Hopson Road, Morrisville, NC 27560. Requests for directions to the meeting location may be directed to Novan, Inc., Attn: Corporate Secretary, 4105
Hopson Road, Morrisville, NC 27560.
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APPENDIX A
NOVAN, INC.
2016 INCENTIVE AWARD PLAN
(As amended April 7, 2017, subject to stockholder approval of amendment to Section 3.1(a))

ARTICLE 1.
PURPOSE
The purpose of the Novan, Inc. 2016 Incentive Award Plan (as it may be amended or restated from time to time, the “ Plan”) is to promote the
success and enhance the value of Novan, Inc. the (“Company”) by linking the individual interests of the members of the Board, Employees, and Consultants
to those of Company stockholders and by providing such individuals with an incentive for outstanding performance to generate superior returns to Company
stockholders. The Plan is further intended to provide flexibility to the Company in its ability to motivate, attract, and retain the services of members of the
Board, Employees, and Consultants upon whose judgment, interest, and special effort the successful conduct of the Company’s operation is largely
dependent.
ARTICLE 2.
DEFINITIONS AND CONSTRUCTION
Wherever the following terms are used in the Plan they shall have the meanings specified below, unless the context clearly indicates otherwise.
The singular pronoun shall include the plural where the context so indicates.
2.1
“Administrator” shall mean the entity that conducts the general administration of the Plan as provided in Article 12. With reference
to the duties of the Committee under the Plan which have been delegated to one or more persons pursuant to Section 12.6, or as to which the Board has
assumed, the term “Administrator” shall refer to such person(s) unless the Committee or the Board has revoked such delegation or the Board has terminated
the assumption of such duties.
2.2
“Applicable Accounting Standards” shall mean Generally Accepted Accounting Principles in the United States, International
Financial Reporting Standards or such other accounting principles or standards as may apply to the Company’s financial statements under United States
federal securities laws from time to time.
2.3
“Applicable Law” shall mean any applicable law, including without limitation: (a) provisions of the Code, the Securities Act, the
Exchange Act and any rules or regulations thereunder; (b) corporate, securities, tax or other laws, statutes, rules, requirements or regulations, whether federal,
state, local or foreign; and (c) rules of any securities exchange or automated quotation system on which the Shares are listed, quoted or traded.
2.4
“Automatic Exercise Date” shall mean, with respect to an Option or a Stock Appreciation Right, the last business day of the
applicable Option Term or Stock Appreciation Right Term that was initially established by the Administrator for such Option or Stock Appreciation Right
(e.g., the last business day prior to the tenth anniversary of the date of grant of such Option or Stock Appreciation Right if the Option or Stock Appreciation
Right initially had a ten-year Option Term or Stock Appreciation Right Term, as applicable).
2.5
“Award” shall mean an Option, a Stock Appreciation Right, a Restricted Stock award, a Restricted Stock Unit award, an Other Stock
or Cash Based Award or a Dividend Equivalent award, which may be awarded or granted under the Plan.
A-1

2.6
“Award Agreement ” shall mean any written notice, agreement, terms and conditions, contract or other instrument or document
evidencing an Award, including through electronic medium, which shall contain such terms and conditions with respect to an Award as the Administrator
shall determine consistent with the Plan.
2.7
“Award Limit” shall mean with respect to Awards that shall be payable in Shares or in cash, as the case may be, the respective limit
set forth in Section 3.2.
2.8

“Board” shall mean the Board of Directors of the Company.

2.9

“Change in Control” shall mean and includes each of the following:

(a)
A transaction or series of transactions (other than an offering of Common Stock to the general public through a
registration statement filed with the Securities and Exchange Commission) whereby any “person” or related “group” of “persons” (as such terms are used in
Sections 13(d) and 14(d)(2) of the Exchange Act) directly or indirectly acquires beneficial ownership (within the meaning of Rules 13d-3 and 13d-5 under
the Exchange Act) of securities of the Company possessing more than 50% of the total combined voting power of the Company’s securities outstanding
immediately after such acquisition; provided, however, that the following acquisitions shall not constitute a Change in Control: (i) any acquisition by the
Company or any of its Subsidiaries; (ii) any acquisition by an employee benefit plan maintained by the Company or any of its Subsidiaries, (iii) any
acquisition which complies with Sections 2.9(c)(i), 2.9(c)(ii) and 2.9(c)(iii); or (iv) in respect of an Award held by a particular Holder, any acquisition by the
Holder or any group of persons including the Holder (or any entity controlled by the Holder or any group of persons including the Holder); or
(b)

The Incumbent Directors cease for any reason to constitute a majority of the Board;

(c)
The consummation by the Company (whether directly involving the Company or indirectly involving the Company
through one or more intermediaries) of (x) a merger, consolidation, reorganization, or business combination, (y) a sale or other disposition of all or
substantially all of the Company’s assets in any single transaction or series of related transactions or (z) the acquisition of assets or stock of another entity, in
each case other than a transaction:
(i)
which results in the Company’s voting securities outstanding immediately before the transaction continuing
to represent (either by remaining outstanding or by being converted into voting securities of the Company or the person that, as a result of the transaction,
controls, directly or indirectly, the Company or owns, directly or indirectly, all or substantially all of the Company’s assets or otherwise succeeds to the
business of the Company (the Company or such person, the “Successor Entity”)) directly or indirectly, at least a majority of the combined voting power of the
Successor Entity’s outstanding voting securities immediately after the transaction, and
(ii)
after which no person or group beneficially owns voting securities representing 50% or more of the combined
voting power of the Successor Entity; provided, however, that no person or group shall be treated for purposes of this Section 2.9(c)(ii) as beneficially owning
50% or more of the combined voting power of the Successor Entity solely as a result of the voting power held in the Company prior to the consummation of
the transaction; and
(iii)
after which at least a majority of the members of the board of directors (or the analogous governing body) of
the Successor Entity were Board members at the time of the Board's approval of the execution of the initial agreement providing for such transaction; or
(d)

The date of the completion of a liquidation or dissolution of the Company.
A-2

Notwithstanding the foregoing, if a Change in Control constitutes a payment event with respect to any Award (or any portion of an Award) that provides for
the deferral of compensation that is subject to Section 409A, to the extent required to avoid the imposition of additional taxes under Section 409A, the
transaction or event described in subsection (a), (b), (c) or (d) with respect to such Award (or portion th ereof) shall only constitute a Change in Control for
purposes of the payment timing of such Award if such transaction also constitutes a “change in control event,” as defined in Treasury Regulation Section
1.409A-3(i)(5).
The Administrator shall have full and final authority, which shall be exercised in its sole discretion, to determine conclusively whether a Change in Control
has occurred pursuant to the above definition, the date of the occurrence of such Change in Control and any incidental matters relating thereto; provided that
any exercise of authority in conjunction with a determination of whether a Change in Control is a “change in control event” as defined in Treasury
Regulation Section 1.409A-3(i)(5) shall be consistent with such regulation.
2.10
“Code” shall mean the Internal Revenue Code of 1986, as amended from time to time, together with the regulations and official
guidance promulgated thereunder, whether issued prior or subsequent to the grant of any Award.
2.11
“Committee” shall mean the Compensation Committee of the Board, or another committee or subcommittee of the Board or the
Compensation Committee of the Board described in Article 12 hereof.
2.12
2.13

“Common Stock” shall mean the common stock of the Company, par value $0.0001 per share.
“Company” shall have the meaning set forth in Article 1.

2.14
“Consultant” shall mean any consultant or adviser engaged to provide services to the Company or any Subsidiary who qualifies as a
consultant or advisor under the applicable rules of the Securities and Exchange Commission for registration of shares on a Form S-8 Registration Statement.
2.15
162(m) of the Code.

“Covered Employee” shall mean any Employee who is, or could become, a “covered employee” within the meaning of Section

2.16

“Director” shall mean a member of the Board, as constituted from time to time.

2.17

“Director Limit” shall have the meaning set forth in Section 4.6.

2.18
under Section 10.2.

“Dividend Equivalent” shall mean a right to receive the equivalent value (in cash or Shares) of dividends paid on Shares, awarded

2.19
“DRO” shall mean a “domestic relations order” as defined by the Code or Title I of the Employee Retirement Income Security Act of
1974, as amended from time to time, or the rules thereunder.
2.20
2.21
Administrator.

“Effective Date” shall mean the day prior to the Public Trading Date.
“Eligible Individual” shall mean any person who is an Employee, a Consultant or a Non-Employee Director, as determined by the

2.22
“Employee” shall mean any officer or other employee (as determined in accordance with Section 3401(c) of the Code and the
Treasury Regulations thereunder) of the Company or of any Subsidiary.
2.23
“Equity Restructuring” shall mean a nonreciprocal transaction between the Company and its stockholders, such as a stock dividend,
stock split, spin-off, rights offering or recapitalization through a large, nonrecurring cash dividend, that affects the number or kind of Shares (or other
securities of the Company) or the share price of Common Stock (or other securities) and causes a change in the per-share value of the Common Stock
underlying outstanding Awards.
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2.24

“Exchange Act” shall mean the Securities Exchange Act of 1934, as amended from time to time.

2.25

“Expiration Date” shall have the meaning given to such term in Section 13.1(c).

2.26

“Fair Market Value” shall mean, as of any given date, the value of a Share determined as follows:

(a)
If the Common Stock is (i) listed on any established securities exchange (such as the New York Stock Exchange, the
NASDAQ Capital Market, the NASDAQ Global Market and the NASDAQ Global Select Market), (ii) listed on any national market system or (iii) quoted or
traded on any automated quotation system, its Fair Market Value shall be the closing sales price for a Share as quoted on such exchange or system for such
date or, if there is no closing sales price for a Share on the date in question, the closing sales price for a Share on the last preceding date for which such
quotation exists, as reported in The Wall Street Journal or such other source as the Administrator deems reliable;
(b)
If the Common Stock is not listed on an established securities exchange, national market system or automated quotation
system, but the Common Stock is regularly quoted by a recognized securities dealer, its Fair Market Value shall be the mean of the high bid and low asked
prices for such date or, if there are no high bid and low asked prices for a Share on such date, the high bid and low asked prices for a Share on the last
preceding date for which such information exists, as reported in The Wall Street Journal or such other source as the Administrator deems reliable; or
(c)
If the Common Stock is neither listed on an established securities exchange, national market system or automated
quotation system nor regularly quoted by a recognized securities dealer, its Fair Market Value shall be established by the Administrator in good faith.
Notwithstanding the foregoing, with respect to any Award granted after the effectiveness of the Company’s registration statement relating to its
initial public offering and prior to the Public Trading Date, the Fair Market Value shall mean the initial public offering price of a Share as set forth in the
Company’s final prospectus relating to its initial public offering filed with the Securities and Exchange Commission.
2.27
“Greater Than 10% Stockholder” shall mean an individual then owning (within the meaning of Section 424(d) of the Code) more
than 10% of the total combined voting power of all classes of stock of the Company or any subsidiary corporation (as defined in Section 424(f) of the Code)
or parent corporation thereof (as defined in Section 424(e) of the Code).
2.28

“Holder” shall mean a person who has been granted an Award.

2.29
“Incentive Stock Option” shall mean an Option that is intended to qualify as an incentive stock option and conforms to the
applicable provisions of Section 422 of the Code.
2.30
“Incumbent Directors’ shall mean for any period of 12 consecutive months, individuals who, at the beginning of such period,
constitute the Board together with any new Director(s) (other than a Director designated by a person who shall have entered into an agreement with the
Company to effect a transaction described in Section 2.9(a) or 2.9(c)) whose election or nomination for election to the Board was approved by a vote of at
least a majority (either by a specific vote or by approval of the proxy statement of the Company in which such person is named as a nominee for Director
without objection to such nomination) of the Directors then still in office who either were Directors at the beginning of the 12-month period or whose
election or nomination for election was previously so approved. No individual initially elected or nominated as a director of the Company as a result of an
actual or threatened election contest with respect to Directors or as a result of any other actual or threatened solicitation of proxies by or on behalf of any
person other than the Board shall be an Incumbent Director.
2.31

“Non-Employee Director” shall mean a Director of the Company who is not an Employee.

2.32

“Non-Employee Director Equity Compensation Policy” shall have the meaning set forth in Section 4.6.
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2.33
“Non-Qualified Stock Option” shall mean an Option that is not an Incentive Stock Option or which is designated as an Incentive
Stock Option but does not meet the applicable requirements of Section 422 of the Code.
2.34
“Option” shall mean a right to purchase Shares at a specified exercise price, granted under Article 6. An Option shall be either a
Non-Qualified Stock Option or an Incentive Stock Option; provided, however, that Options granted to Non-Employee Directors and Consultants shall only
be Non-Qualified Stock Options.
2.35

“Option Term” shall have the meaning set forth in Section 6.4.

2.36
“Organizational Documents” shall mean, collectively, (a) the Company’s articles of incorporation, certificate of incorporation,
bylaws or other similar organizational documents relating to the creation and governance of the Company, and (b) the Committee’s charter or other similar
organizational documentation relating to the creation and governance of the Committee.
2.37
“Other Stock or Cash Based Award ” shall mean a cash payment, cash bonus award, stock payment, stock bonus award, performance
award or incentive award that is paid in cash, Shares or a combination of both, awarded under Section 10.1, which may include, without limitation, deferred
stock, deferred stock units, retainers, committee fees, and meeting-based fees.
2.38
Performance-Based Compensation” shall mean any compensation that is intended to qualify as “performance-based compensation”
as described in Section 162(m)(4)(C) of the Code.
2.39
“Performance Criteria” shall mean the criteria (and adjustments) that the Administrator selects for an Award for purposes of
establishing the Performance Goal or Performance Goals for a Performance Period, determined as follows:
(a)
The Performance Criteria that shall be used to establish Performance Goals are limited to the following: (i) net earnings or
losses (either before or after one or more of the following: (A) interest, (B) taxes, (C) depreciation, (D) amortization and (E) non-cash equity-based
compensation expense); (ii) gross or net sales or revenue or sales or revenue growth; (iii) net income (either before or after taxes); (iv) adjusted net income; (v)
operating earnings or profit (either before or after taxes); (vi) cash flow (including, but not limited to, operating cash flow and free cash flow); (vii) return on
assets or net assets; (viii) return on capital (or invested capital) and cost of capital; (ix) return on stockholders’ equity; (x) total stockholder return; (xi) return
on sales; (xii) gross or net profit or operating margin; (xiii) costs, reductions in costs and cost control measures; (xiv) funds from operations or funds available
for distributions; (xv) expenses; (xvi) working capital; (xvii) earnings or loss per share; (xviii) adjusted earnings or loss per share; (xix) price per share or
dividends per share (or appreciation in and/or maintenance of such price or dividends); (xx) economic value added models or similar metrics; (xxi) regulatory
achievements or compliance (including, without limitation, regulatory body approval for commercialization of a product); (xxii) implementation,
completion or attainment of critical projects, processes or objectives relating to research, development, regulatory, commercial, or strategic milestones or
developments; (xxiii) sales, unit volume or market share; (xxiv) licensing revenue; (xxv) brand recognition/acceptance, (xxvi) inventory turns or cycle time,
(xxvii) strategic initiatives (including, without limitation, with respect to market penetration and spending efficiency, geographic business expansion,
manufacturing, commercialization, production and productivity, customer satisfaction and growth, employee satisfaction, recruitment and maintenance of
personnel, human resources management, supervision of litigation and other legal matters, information technology, strategic partnerships and transactions
(including acquisitions, dispositions, joint ventures, in-licensing and out-licensing of intellectual property, and establishment of relationships with
commercial entities with respect to the marketing, distribution and sale of Company products, and factoring transactions, research and development and
related activity, financial or other capital raising transactions, operating efficiency, and asset quality)); (xxiii) financial ratios (including, without limitation,
those measuring liquidity, activity, profitability or leverage); and (xxix) compound annual growth rate, any of which may be measured either in absolute
terms or as compared to any incremental increase or decrease or as compared to results of a peer group or to market performance indicators or indices.
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(b)
The Administrator, in its sole disc retion, may provide that one or more objectively determinable adjustments shall be
made to one or more of the Performance Goals. Such adjustments may include, but are not limited to, one or more of the following: (i) items related to a
change in Applicable Accounting Standards; (ii) items relating to financing activities; (iii) expenses for restructuring or productivity initiatives; (iv) other
non-operating items; (v) items related to acquisitions; (vi) items attributable to the business operations of any entity acquired by the Company during the
Performance Period; (vii) items related to the sale or disposition of a business or segment of a business; (viii) items related to discontinued operations that do
not qualify as a segment of a business under Applicable Accounting Standards; (ix) items attributable to any stock dividend, stock split, combination or
exchange of stock occurring during the Performance Period; (x) any other items of significant income or expense which are determined to be appropriate
adjustments; (xi) items relating to unusual or nonrecurring corporate transactions, events or developments, (xii) items related to amortization of acquired
intangible assets; (xiii) items that are outside the scope of the Company’s core, on-going business acti vities; (xiv) items related to acquired in-process
research and development; (xv) items relating to changes in tax laws; (xvi) items relating to major licensing or partnership arrangements; (xvii) items relating
to asset impairment charges; (xviii) items relating to gains or losses for litigation, arbitration and contractual settlements; (xix) items attributable to expenses
incurred in connection with a reduction in force or early retirement initiative; (xx) items relating to foreign exchange or currency transactions and/or
fluctuations; or (xxi) items relating to any other unusual or nonrecurring events or changes in Applicable Law, Applicable Accounting Standards or business
conditions. For all Awards intended to qualify as Performance-Based Compensation, such determinations shall be made within the time prescribed by, and
otherwise in compliance with, Section 162(m) of the Code.
2.40
“Performance Goals” shall mean, for a Performance Period, one or more goals established in writing by the Administrator for the
Performance Period based upon one or more Performance Criteria. Depending on the Performance Criteria used to establish such Performance Goals, the
Performance Goals may be expressed in terms of overall Company performance or the performance of a Subsidiary, division, business unit, or an individual.
The achievement of each Performance Goal shall be determined, to the extent applicable, with reference to Applicable Accounting Standards.
2.41
“Performance Period” shall mean one or more periods of time, which may be of varying and overlapping durations, as the
Administrator may select, over which the attainment of one or more Performance Goals will be measured for the purpose of determining a Holder’s right to,
vesting of, and/or the payment in respect of, an Award.
2.42
“Permitted Transferee” shall mean, with respect to a Holder, any “family member” of the Holder, as defined in the General
Instructions to Form S-8 Registration Statement under the Securities Act (or any successor form thereto), after taking into account Applicable Law.
2.43

“Plan” shall have the meaning set forth in Article 1.

2.44
“Program” shall mean any program adopted by the Administrator pursuant to the Plan containing the terms and conditions
intended to govern a specified type of Award granted under the Plan and pursuant to which such type of Award may be granted under the Plan.
2.45
“Public Trading Date” shall mean the first date upon which Common Stock is listed (or approved for listing) upon notice of
issuance on any securities exchange or designated (or approved for designation) upon notice of issuance as a national market security on an interdealer
quotation system.
2.46
“Restricted Stock” shall mean Common Stock awarded under Article 8 that is subject to certain restrictions and may be subject to
risk of forfeiture or repurchase.
2.47

“Restricted Stock Units” shall mean the right to receive Shares awarded under Article 9.

2.48
“Section 409A” shall mean Section 409A of the Code and the Department of Treasury regulations and other interpretive guidance
issued thereunder, including, without limitation, any such regulations or other guidance that may be issued after the Effective Date.
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2.49

“Securities Act” shall mean the Securities Act of 1933, as amended.

2.50

“Shares” shall mean shares of Common Stock.

2.51
“Stock Appreciation Right ” shall mean an Award entitling the Holder (or other person entitled to exercise pursuant to the Plan) to
exercise all or a specified portion thereof (to the extent then exercisable pursuant to its terms) and to receive from the Company an amount determined by
multiplying the difference obtained by subtracting the exercise price per share of such Award from the Fair Market Value on the date of exercise of such
Award by the number of Shares with respect to which such Award shall have been exercised, subject to any limitations the Administrator may impose.
2.52

“SAR Term” shall have the meaning set forth in Section 6.4.

2.53
“Subsidiary” shall mean any entity (other than the Company), whether domestic or foreign, in an unbroken chain of entities
beginning with the Company if each of the entities other than the last entity in the unbroken chain beneficially owns, at the time of the determination,
securities or interests representing at least fifty percent (50%) of the total combined voting power of all classes of securities or interests in one of the other
entities in such chain.
2.54
“Substitute Award ” shall mean an Award granted under the Plan in connection with a corporate transaction, such as a merger,
combination, consolidation or acquisition of property or stock, in any case, upon the assumption of, or in substitution for, outstanding equity awards
previously granted by a company or other entity; provided, however, that in no event shall the term “Substitute Award” be construed to refer to an award
made in connection with the cancellation and repricing of an Option or Stock Appreciation Right.
2.55

“Termination of Service” shall mean:

(a)
As to a Consultant, the time when the engagement of a Holder as a Consultant to the Company or a Subsidiary is
terminated for any reason, with or without cause, including, without limitation, by resignation, discharge, death or retirement, but excluding terminations
where the Consultant simultaneously commences or remains in employment or service with the Company or any Subsidiary.
(b)
As to a Non-Employee Director, the time when a Holder who is a Non-Employee Director ceases to be a Director for any
reason, including, without limitation, a termination by resignation, failure to be elected, death or retirement, but excluding terminations where the Holder
simultaneously commences or remains in employment or service with the Company or any Subsidiary.
(c)
As to an Employee, the time when the employee-employer relationship between a Holder and the Company or any
Subsidiary is terminated for any reason, including, without limitation, a termination by resignation, discharge, death, disability or retirement; but excluding
terminations where the Holder simultaneously commences or remains in employment or service with the Company or any Subsidiary.
The Administrator, in its sole discretion, shall determine the effect of all matters and questions relating to any Termination of Service, including,
without limitation, whether a Termination of Service has occurred, whether a Termination of Service resulted from a discharge for cause and all questions of
whether particular leaves of absence constitute a Termination of Service; provided, however, that, with respect to Incentive Stock Options, unless the
Administrator otherwise provides in the terms of any Program, Award Agreement or otherwise, or as otherwise required by Applicable Law, a leave of absence,
change in status from an employee to an independent contractor or other change in the employee-employer relationship shall constitute a Termination of
Service only if, and to the extent that, such leave of absence, change in status or other change interrupts employment for the purposes of Section 422(a)(2) of
the Code and the then-applicable regulations and revenue rulings under said Section. For purposes of the Plan, a Holder’s employee-employer relationship or
consultancy relations shall be deemed to be terminated in the event that the Subsidiary employing or contracting with such Holder ceases to remain an
Subsidiary following any merger, sale of stock or other corporate transaction or event (including, without limitation, a spin-off).
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ARTICLE 3.
SHARES SUBJECT TO THE PLAN
3.1

Number of Shares.

(a)
Subject to Sections 3.1(b) and 13.2, the aggregate number of Shares which may be issued or transferred pursuant to
Awards (including, without limitation, Incentive Stock Options) under the Plan is 2,033,333 . Any Shares distributed pursuant to an Award may consist, in
whole or in part, of authorized and unissued Common Stock, treasury Common Stock or Common Stock purchased on the open market.
(b)
If any Shares subject to an Award are forfeited or expire, or such Award is settled for cash (in whole or in part), the Shares
subject to such Award shall, to the extent of such forfeiture, expiration or cash settlement, again be available for future grants of Awards under the Plan.
Notwithstanding anything to the contrary contained herein, the following Shares shall not be added to the Shares authorized for grant under Section 3.1(a)
and shall not be available for future grants of Awards: (i) Shares tendered by a Holder or withheld by the Company in payment of the exercise price of an
Option; (ii) Shares tendered by the Holder or withheld by the Company to satisfy any tax withholding obligation with respect to an Award; (iii) Shares
subject to a Stock Appreciation Right that are not issued in connection with the stock settlement of the Stock Appreciation Right on exercise thereof; and
(iv) Shares purchased on the open market with the cash proceeds from the exercise of Options. Any Shares repurchased by the Company under Section 8.4 at
the same price paid by the Holder so that such Shares are returned to the Company shall again be available for Awards. The payment of Dividend Equivalents
in cash in conjunction with any outstanding Awards shall not be counted against the Shares available for issuance under the Plan. Notwithstanding the
provisions of this Section 3.1(b), no Shares may again be optioned, granted or awarded if such action would cause an Incentive Stock Option to fail to qualify
as an incentive stock option under Section 422 of the Code.
(c)
Substitute Awards shall not reduce the Shares authorized for grant under the Plan, except as may be required by reason of
Section 422 of the Code. Additionally, in the event that a company acquired by the Company or any Subsidiary or with which the Company or any
Subsidiary combines has shares available under a pre-existing plan approved by its stockholders and not adopted in contemplation of such acquisition or
combination, the shares available for grant pursuant to the terms of such pre-existing plan (as adjusted, to the extent appropriate, using the exchange ratio or
other adjustment or valuation ratio or formula used in such acquisition or combination to determine the consideration payable to the holders of common
stock of the entities party to such acquisition or combination) may be used for Awards under the Plan and shall not reduce the Shares authorized for grant
under the Plan; provided that Awards using such available Shares shall not be made after the date awards or grants could have been made under the terms of
the pre-existing plan, absent the acquisition or combination, and shall only be made to individuals who were not employed by or providing services to the
Company or its Subsidiaries immediately prior to such acquisition or combination.
3.2
Limitation on Number of Shares Subject to Awards. Notwithstanding any provision in the Plan to the contrary, and subject to Section
13.2, the maximum aggregate number of Shares with respect to one or more Awards that may be granted to any one person during any calendar year shall be
250,000 and the maximum aggregate amount of cash that may be paid in cash to any one person during any calendar year with respect to one or more Awards
payable in cash shall be $2,000,000; provided, however, that the foregoing limitations shall not apply prior to the Public Trading Date and, following the
Public Trading Date, the foregoing limitations shall not apply until the earliest of: (a) the first material modification of the Plan (including any increase in the
number of Shares reserved for issuance under the Plan in accordance with Section 3.1); (b) the issuance of all of the Shares reserved for issuance under the
Plan; (c) the expiration of the Plan; (d) the first meeting of stockholders at which members of the Board are to be elected that occurs after the close of the third
calendar year following the calendar year in which occurred the first registration of an equity security of the Company under Section 12 of the Exchange Act;
or (e) such other date, if any, on which the “reliance period” described under U.S. Treasury Regulation 1.162-27(f)(2) expires pursuant to Section 162(m) of
the Code and the rules and regulations promulgated thereunder. To the extent required by Section 162(m) of the Code, Shares subject to Awards which are
canceled shall continue to be counted against the Award Limit.
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ARTICLE 4.
GRANTING OF AWARDS
4.1
Participation. The Administrator may, from time to time, select from among all Eligible Individuals, those to whom an Award shall be
granted and shall determine the nature and amount of each Award, which shall not be inconsistent with the requirements of the Plan. Except for any NonEmployee Director’s right to Awards that may be required pursuant to the Non-Employee Director Equity Compensation Policy as described in Section 4.6,
no Eligible Individual or other Person shall have any right to be granted an Award pursuant to the Plan and neither the Company nor the Administrator is
obligated to treat Eligible Individuals, Holders or any other persons uniformly. Participation by each Holder in the Plan shall be voluntary and nothing in the
Plan or any Program shall be construed as mandating that any Eligible Individual or other Person shall participate in the Plan.
4.2
Award Agreement . Each Award shall be evidenced by an Award Agreement that sets forth the terms, conditions and limitations for
such Award as determined by the Administrator in its sole discretion (consistent with the requirements of the Plan and any applicable Program). Award
Agreements evidencing Awards intended to qualify as Performance-Based Compensation shall contain such terms and conditions as may be necessary to
meet the applicable provisions of Section 162(m) of the Code. Award Agreements evidencing Incentive Stock Options shall contain such terms and
conditions as may be necessary to meet the applicable provisions of Section 422 of the Code.
4.3
Limitations Applicable to Section 16 Persons. Notwithstanding any other provision of the Plan, the Plan, and any Award granted or
awarded to any individual who is then subject to Section 16 of the Exchange Act, shall be subject to any additional limitations set forth in any applicable
exemptive rule under Section 16 of the Exchange Act (including Rule 16b‑3 of the Exchange Act and any amendments thereto) that are requirements for the
application of such exemptive rule. To the extent permitted by Applicable Law, the Plan and Awards granted or awarded hereunder shall be deemed amended
to the extent necessary to conform to such applicable exemptive rule.
4.4
At-Will Service. Nothing in the Plan or in any Program or Award Agreement hereunder shall confer upon any Holder any right to
continue in the employ of, or as a Director or Consultant for, the Company or any Subsidiary, or shall interfere with or restrict in any way the rights of the
Company and any Subsidiary, which rights are hereby expressly reserved, to discharge any Holder at any time for any reason whatsoever, with or without
cause, and with or without notice, or to terminate or change all other terms and conditions of employment or engagement, except to the extent expressly
provided otherwise in a written agreement between the Holder and the Company or any Subsidiary.
4.5
Foreign Holders. Notwithstanding any provision of the Plan or applicable Program to the contrary, in order to comply with the laws
in countries other than the United States in which the Company and its Subsidiaries operate or have Employees, Non-Employee Directors or Consultants, or
in order to comply with the requirements of any foreign securities exchange or other Applicable Law, the Administrator, in its sole discretion, shall have the
power and authority to: (a) determine which Subsidiaries shall be covered by the Plan; (b) determine which Eligible Individuals outside the United States are
eligible to participate in the Plan; (c) modify the terms and conditions of any Award granted to Eligible Individuals outside the United States to comply with
Applicable Law (including, without limitation, applicable foreign laws or listing requirements of any foreign securities exchange); (d) establish subplans and
modify exercise procedures and other terms and procedures, to the extent such actions may be necessary or advisable; provided, however, that no such
subplans and/or modifications shall increase the share limitation contained in Section 3.1, the Award Limit or the Director Limit; and (e) take any action,
before or after an Award is made, that it deems advisable to obtain approval or comply with any necessary local governmental regulatory exemptions or
approvals or listing requirements of any foreign securities exchange.
4.6

Non-Employee Director Awards.

(a)
Non-Employee Director Equity Compensation Policy. The Administrator, in its sole discretion, may provide that Awards
granted to Non-Employee Directors shall be granted pursuant to a written nondiscretionary formula established by the Administrator (the “Non-Employee
Director Equity Compensation Policy”), subject to the limitations of the Plan. The Non-Employee Director Equity Compensation Policy shall set
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forth the type of Award(s) to be granted to Non-Employee Directors, the numb er of Shares to be subject to Non-Employee Director Awards, the conditions on
which such Awards shall be granted, become exercisable and/or payable and expire, and such other terms and conditions as the Administrator shall determine
in its sole discretion. The Non-Employee Director Equity Compensation Policy may be modified by the Administrator from time to time in its sole discretion.
(b)
Director Limit. Notwithstanding any provision to the contrary in the Plan or in the Non-Employee Director Equity
Compensation Policy, the sum of the grant date fair value of equity-based Awards and the amount of any cash-based Awards granted to a Non-Employee
Director during any calendar year shall not exceed $500,000 (the “Director Limit”).
ARTICLE 5.
PROVISIONS APPLICABLE TO AWARDS INTENDED TO QUALIFY AS PERFORMANCE-BASED COMPENSATION
5.1
Purpose. The Administrator may, in its sole discretion, (a) determine whether an Award is intended to qualify as Performance-Based
Compensation and (b) at any time after any such determination, alter such intent for any or no reason. If the Administrator, in its sole discretion, decides to
grant an Award that is intended to qualify as Performance-Based Compensation (other than an Option or Stock Appreciation Right), then the provisions of
this Article 5 shall control over any contrary provision contained in the Plan or any applicable Program; provided that, if after such decision the
Administrator alters such intention for any reason, the provisions of this Article 5 shall no longer control over any other provision contained in the Plan or
any applicable Program. The Administrator, in its sole discretion, may (i) grant Awards to Eligible Individuals that are based on Performance Criteria or
Performance Goals or any such other criteria and goals as the Administrator shall establish, but that do not satisfy the requirements of this Article 5 and that
are not intended to qualify as Performance-Based Compensation and (ii) subject any Awards intended to qualify as Performance-Based Compensation to
additional conditions and restrictions unrelated to any Performance Criteria or Performance Goals (including, without limitation, continued employment or
service requirements) to the extent such Awards otherwise satisfy the requirements of this Article 5 with respect to the Performance Criteria and Performance
Goals applicable thereto. Unless otherwise specified by the Administrator at the time of grant, the Performance Criteria with respect to an Award intended to
be Performance-Based Compensation payable to a Covered Employee shall be determined on the basis of Applicable Accounting Standards.
5.2
Procedures with Respect to Performance-Based Awards . To the extent necessary to comply with the requirements of Section 162(m)
(4)(C) of the Code, with respect to any Award which is intended to qualify as Performance-Based Compensation, no later than 90 days following the
commencement of any Performance Period or any designated fiscal period or period of service (or such earlier time as may be required under Section 162(m)
of the Code), the Administrator shall, in writing, (a) designate one or more Eligible Individuals, (b) select the Performance Criteria applicable to the
Performance Period, (c) establish the Performance Goals, and amounts of such Awards, as applicable, which may be earned for such Performance Period based
on the Performance Criteria, and (d) specify the relationship between Performance Criteria and the Performance Goals and the amounts of such Awards, as
applicable, to be earned by each Covered Employee for such Performance Period. Following the completion of each Performance Period, the Administrator
shall certify in writing whether and the extent to which the applicable Performance Goals have been achieved for such Performance Period. In determining the
amount earned under such Awards, the Administrator (i) shall, unless otherwise provided in an Award Agreement, have the right to reduce or eliminate the
amount payable at a given level of performance to take into account additional factors that the Administrator may deem relevant, including the assessment of
individual or corporate performance for the Performance Period, but (ii) shall in no event have the right to increase the amount payable for any reason.
5.3
Payment of Performance-Based Awards . Unless otherwise provided in the applicable Program or Award Agreement and only to the
extent otherwise permitted by Section 162(m) of the Code, as to an Award that is intended to qualify as Performance-Based Compensation, the Holder must
be employed by the Company or a Subsidiary throughout the Performance Period. Unless otherwise provided in the applicable Program or Award Agreement,
a Holder shall be eligible to receive payment pursuant to such Awards for a Performance Period only if and to the extent the Performance Goals for such
Performance Period are achieved.
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5.4
Additional Limitations. Notwithstanding any other provision of the Plan and except as otherwise determined by the Administrator,
any Award which is granted to an Eligible Individual and is intended to qualify as Performance-Based Compensation shall be subject to any additional
limitations set forth in Section 162(m) of the Code or any regulations or rulings issued thereunder that are requirements for qualification as PerformanceBased Compensation, and the Plan and the applicable Program and Award Agreement shall be deemed amended to the extent necessary to confor m to such
requirements.
ARTICLE 6.
GRANTING OF OPTIONS AND STOCK APPRECIATION RIGHTS
6.1
Granting of Options and Stock Appreciation Rights to Eligible Individuals. The Administrator is authorized to grant Options and
Stock Appreciation Rights to Eligible Individuals from time to time, in its sole discretion, on such terms and conditions as it may determine, which shall not
be inconsistent with the Plan.
6.2
Qualification of Incentive Stock Options. The Administrator may grant Options intended to qualify as Incentive Stock Options only
to employees of the Company, any of the Company’s present or future “parent corporations” or “subsidiary corporations” as defined in Sections 424(e) or (f)
of the Code, respectively, and any other entities the employees of which are eligible to receive Incentive Stock Options under the Code. No person who
qualifies as a Greater Than 10% Stockholder may be granted an Incentive Stock Option unless such Incentive Stock Option conforms to the applicable
provisions of Section 422 of the Code. To the extent that the aggregate fair market value of stock with respect to which “incentive stock options” (within the
meaning of Section 422 of the Code, but without regard to Section 422(d) of the Code) are exercisable for the first time by a Holder during any calendar year
under the Plan, and all other plans of the Company and any parent corporation or subsidiary corporation thereof (as defined in Section 424(e) and 424(f) of
the Code, respectively), exceeds $100,000, the Options shall be treated as Non-Qualified Stock Options to the extent required by Section 422 of the Code.
The rule set forth in the immediately preceding sentence shall be applied by taking Options and other “incentive stock options” into account in the order in
which they were granted and the fair market value of stock shall be determined as of the time the respective options were granted. Any interpretations and
rules under the Plan with respect to Incentive Stock Options shall be consistent with the provisions of Section 422 of the Code. Neither the Company nor the
Administrator shall have any liability to a Holder, or any other Person, (a) if an Option (or any part thereof) which is intended to qualify as an Incentive Stock
Option fails to qualify as an Incentive Stock Option or (b) for any action or omission by the Company or the Administrator that causes an Option not to
qualify as an Incentive Stock Option, including without limitation, the conversion of an Incentive Stock Option to a Non-Qualified Stock Option or the grant
of an Option intended as an Incentive Stock Option that fails to satisfy the requirements under the Code applicable to an Incentive Stock Option.
6.3
Option and Stock Appreciation Right Exercise Price. The exercise price per Share subject to each Option and Stock Appreciation
Right shall be set by the Administrator, but shall not be less than 100% of the Fair Market Value of a Share on the date the Option or Stock Appreciation
Right, as applicable, is granted (or, as to Incentive Stock Options, on the date the Option is modified, extended or renewed for purposes of Section 424(h) of
the Code). In addition, in the case of Incentive Stock Options granted to a Greater Than 10% Stockholder, such price shall not be less than 110% of the Fair
Market Value of a Share on the date the Option is granted (or the date the Option is modified, extended or renewed for purposes of Section 424(h) of the
Code). Notwithstanding the foregoing, in the case of an Option or Stock Appreciation Right that is a Substitute Award, the exercise price per share of the
Shares subject to such Option or Stock Appreciation Right, as applicable, may be less than the Fair Market Value per share on the date of grant; provided that
the exercise price of any Substitute Award shall be determined in accordance with the applicable requirements of Section 424 and 409A of the Code.
6.4
Option and SAR Term. The term of each Option (the “Option Term”) and the term of each Stock Appreciation Right (the “SAR
Term”) shall be set by the Administrator in its sole discretion; provided, however, that the Option Term or SAR Term, as applicable, shall not be more than (a)
ten (10) years from the date the Option or Stock Appreciation Right, as applicable, is granted to an Eligible Individual (other than, in the case of Incentive
Stock Options, a Greater Than 10% Stockholder), or (b) five (5) years from the date an Incentive Stock Option is granted to a Greater Than 10% Stockholder.
Except as limited by the requirements of Section 409A or Section 422 of the Code and regulations and rulings thereunder or the first sentence of this Section
6.4 and without limiting the
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Company’s rights under Section 11.7, the Administrator may exten d the Option Term of any outstanding Option or the SAR Term of any outstanding Stock
Appreciation Right, and may extend the time period during which vested Options or Stock Appreciation Rights may be exercised, in connection with any
Termination of Service of the Holder or otherwise, and may amend, subject to Section 11.7 and 13.1, any other term or condition of such Option or Stock
Appreciation Right relating to such Termination of Service of the Holder or otherwise.
6.5
Option and SAR Vesting . The period during which the right to exercise, in whole or in part, an Option or Stock Appreciation Right
vests in the Holder shall be set by the Administrator and set forth in the applicable Award Agreement. Unless otherwise determined by the Administrator in
the Award Agreement, the applicable Program or by action of the Administrator following the grant of the Option or Stock Appreciation Right, (a) no portion
of an Option or Stock Appreciation Right which is unexercisable at a Holder’s Termination of Service shall thereafter become exercisable and (b) the portion
of an Option or Stock Appreciation Right that is unexercisable at a Holder’s Termination of Service shall automatically expire thirty (30) days following the
date of a Termination of Service due to death or disability and on the date of any a Termination of Service for any other reason.
6.6
Substitution of Stock Appreciation Rights; Early Exercise of Options. The Administrator may provide in the applicable Program or
Award Agreement evidencing the grant of an Option that the Administrator, in its sole discretion, shall have the right to substitute a Stock Appreciation
Right for such Option at any time prior to or upon exercise of such Option; provided that such Stock Appreciation Right shall be exercisable with respect to
the same number of Shares for which such substituted Option would have been exercisable, and shall also have the same exercise price, vesting schedule and
remaining term as the substituted Option. The Administrator may provide in the terms of an Award Agreement that the Holder may exercise an Option in
whole or in part prior to the full vesting of the Option in exchange for unvested shares of Restricted Stock with respect to any unvested portion of the Option
so exercised. Shares of Restricted Stock acquired upon the exercise of any unvested portion of an Option shall be subject to such terms and conditions as the
Administrator shall determine.
ARTICLE 7.
EXERCISE OF OPTIONS AND STOCK APPRECIATION RIGHTS
7.1
Exercise and Payment. An exercisable Option or Stock Appreciation Right may be exercised in whole or in part. However, an Option
or Stock Appreciation Right shall not be exercisable with respect to fractional Shares and the Administrator may require that, by the terms of the Option or
Stock Appreciation Right, a partial exercise must be with respect to a minimum number of Shares. Payment of the amounts payable with respect to Stock
Appreciation Rights pursuant to this Article 7 shall be in cash, Shares (based on its Fair Market Value as of the date the Stock Appreciation Right is
exercised), or a combination of both, as determined by the Administrator.
7.2
Manner of Exercise. Except as set forth in Section 7.3, all or a portion of an exercisable Option or Stock Appreciation Right shall be
deemed exercised upon delivery of all of the following to the Secretary of the Company, the stock plan administrator of the Company or such other person or
entity designated by the Administrator, or his, her or its office, as applicable:
(a)
A written or electronic notice complying with the applicable rules established by the Administrator stating that the
Option or Stock Appreciation Right, or a portion thereof, is exercised. The notice shall be signed or otherwise acknowledged electronically by the Holder or
other person then entitled to exercise the Option or Stock Appreciation Right or such portion thereof;
(b)
Such representations and documents as the Administrator, in its sole discretion, deems necessary or advisable to effect
compliance with Applicable Law;
(c)
In the event that the Option shall be exercised pursuant to Section 11.3 by any person or persons other than the Holder,
appropriate proof of the right of such person or persons to exercise the Option or Stock Appreciation Right, as determined in the sole discretion of the
Administrator; and
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(d)
Full payment of the exercise price and applicable withholding taxes for the Shares with respect to which the Option or
Stock Appreciation Right, or portion thereof, is exercised, in a manner permitted by the Administrator in accordance with Sections 11.1 and 11.2.
7.3
Expiration of Option Term or SAR Term: Automatic Exercise of In-The-Money Options and Stock Appreciation Rights . Unless
otherwise provided by the Administrator in an Award Agreement or otherwise or as otherwise directed by an Option or Stock Appreciation Rights Holder in
writing to the Company, each vested and exercisable Option and Stock Appreciation Right outstanding on the Automatic Exercise Date with an exercise
price per Share that is less than the Fair Market Value per Share as of such date shall automatically and without further action by the Option or Stock
Appreciation Rights Holder or the Company be exercised on the Automatic Exercise Date. In the sole discretion of the Administrator, payment of the exercise
price of any such Option shall be made pursuant to Section 11.1(b) or 11.1(c) and the Company or any Subsidiary shall be entitled to deduct or withhold an
amount sufficient to satisfy all taxes associated with such exercise in accordance with Section 11.2. Unless otherwise determined by the Administrator, this
Section 7.3 shall not apply to an Option or Stock Appreciation Right if the Holder of such Option or Stock Appreciation Right incurs a Termination of
Service on or before the Automatic Exercise Date. For the avoidance of doubt, no Option or Stock Appreciation Right with an exercise price per Share that is
equal to or greater than the Fair Market Value per Share on the Automatic Exercise Date shall be exercised pursuant to this Section 7.3.
7.4
Notification Regarding Disposition. The Holder shall give the Company prompt written or electronic notice of any disposition of
Shares acquired by exercise of an Incentive Stock Option which occurs within (a) two years from the date of granting (including the date the Option is
modified, extended or renewed for purposes of Section 424(h) of the Code) such Option to such Holder, or (b) one year after the date of transfer of such Shares
to such Holder. Such notice shall specify the date of such disposition or other transfer and the amount realized, in cash, other property, assumption of
indebtedness or other consideration, by the Holder in such disposition or other transfer.
ARTICLE 8.
AWARD OF RESTRICTED STOCK
8.1
Award of Restricted Stock . The Administrator is authorized to grant Restricted Stock to Eligible Individuals, and shall determine the
terms and conditions, including the restrictions applicable to each award of Restricted Stock, which terms and conditions shall not be inconsistent with the
Plan or any applicable Program, and may impose such conditions on the issuance of such Restricted Stock as it deems appropriate. The Administrator shall
establish the purchase price, if any, and form of payment for Restricted Stock; provided, however, that if a purchase price is charged, such purchase price shall
be no less than the par value, if any, of the Shares to be purchased, unless otherwise permitted by Applicable Law. In all cases, legal consideration shall be
required for each issuance of Restricted Stock to the extent required by Applicable Law.
8.2
Rights as Stockholders. Subject to Section 8.4, upon issuance of Restricted Stock, the Holder shall have, unless otherwise provided
by the Administrator, all the rights of a stockholder with respect to said Shares, subject to the restrictions in the Plan, any applicable Program and/or the
applicable Award Agreement, including the right to receive all dividends and other distributions paid or made with respect to the Shares to the extent such
dividends and other distributions have a record date that is on or after the date on which the Holder to whom such Shares are granted becomes the record
holder of such Restricted Stock; provided, however, that, in the sole discretion of the Administrator, any extraordinary distributions with respect to the Shares
may be subject to the restrictions set forth in Section 8.3. In addition, with respect to a share of Restricted Stock with performance-based vesting, dividends
which are paid prior to vesting shall only be paid out to the Holder to the extent that the performance-based vesting conditions are subsequently satisfied and
the share of Restricted Stock vests.
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8.3
Restrictions. All shares of Restricted Stock (including any shares received by Holders thereof with respect to shares of Restricted
Stock as a result of stock dividends, stock splits or any other form of recapitalization) shall be subject to such restrictions and vesting requirements as the
Administrator shall provide in the applicable Program or Award Agreement. By action taken after the Restricted Stock is issued, the Administrator may, on
such terms and conditions as it may determine to be appropriate, accelerate the vesting of such Restricted Stock by removing any or all of the restrictions
imposed by the terms of the applicable Program or Award Agreement.
8.4
Repurchase or Forfeiture of Restricted Stock. Except as otherwise determined by the Administrator, if no price was paid by the Holder
for the Restricted Stock, upon a Termination of Service during the applicable restriction period, the Holder’s rights in unvested Restricted Stock then subject
to restrictions shall lapse, and such Restricted Stock shall be surrendered to the Company and cancelled without consideration on the date of such
Termination of Service. If a price was paid by the Holder for the Restricted Stock, upon a Termination of Service during the applicable restriction period, the
Company shall have the right to repurchase from the Holder the unvested Restricted Stock then subject to restrictions at a cash price per share equal to the
price paid by the Holder for such Restricted Stock or such other amount as may be specified in the applicable Program or Award Agreement. Notwithstanding
the foregoing, the Administrator, in its sole discretion, may provide that upon certain events, including, without limitation, a Change in Control, the Holder’s
death, retirement or disability or any other specified Termination of Serv ice or any other event, the Holder’s rights in unvested Restricted Stock then subject
to restrictions shall not lapse, such Restricted Stock shall vest and cease to be forfeitable and, if applicable, the Company shall cease to have a right of
repurchase.
8.5
Section 83(b) Election. If a Holder makes an election under Section 83(b) of the Code to be taxed with respect to the Restricted Stock
as of the date of transfer of the Restricted Stock rather than as of the date or dates upon which the Holder would otherwise be taxable under Section 83(a) of
the Code, the Holder shall be required to deliver a copy of such election to the Company promptly after filing such election with the Internal Revenue
Service along with proof of the timely filing thereof with the Internal Revenue Service.
ARTICLE 9.
AWARD OF RESTRICTED STOCK UNITS
9.1
Grant of Restricted Stock Units. The Administrator is authorized to grant Awards of Restricted Stock Units to any Eligible Individual
selected by the Administrator in such amounts and subject to such terms and conditions as determined by the Administrator.
9.2

Term. Except as otherwise provided herein, the term of a Restricted Stock Unit award shall be set by the Administrator in its sole

discretion.
9.3
Purchase Price. The Administrator shall specify the purchase price, if any, to be paid by the Holder to the Company with respect to
any Restricted Stock Unit award; provided, however, that value of the consideration shall not be less than the par value of a Share, unless otherwise permitted
by Applicable Law.
9.4
Vesting of Restricted Stock Units. At the time of grant, the Administrator shall specify the date or dates on which the Restricted Stock
Units shall become fully vested and nonforfeitable, and may specify such conditions to vesting as it deems appropriate, including, without limitation, vesting
based upon the Holder’s duration of service to the Company or any Subsidiary, one or more Performance Criteria, Company performance, individual
performance or other specific criteria, in each case on a specified date or dates or over any period or periods, as determined by the Administrator.
9.5
Maturity and Payment. At the time of grant, the Administrator shall specify the maturity date applicable to each grant of Restricted
Stock Units, which shall be no earlier than the vesting date or dates of the Award and may be determined at the election of the Holder (if permitted by the
applicable Award Agreement); provided that, except as otherwise determined by the Administrator, and subject to compliance with Section 409A, in no event
shall the maturity date relating to each Restricted Stock Unit occur following the later of (a) the 15 th day of the third month following the end of calendar
year in which the applicable portion of the Restricted Stock Unit
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vests; or (b) the 15 th day of the third month following the end of the Company’s fiscal year in which the applicable portion of the Rest ricted Stock Unit vests.
On the maturity date, the Company shall, in accordance with the applicable Award Agreement and subject to Section 11.4(f), transfer to the Holder one
unrestricted, fully transferable Share for each Restricted Stock Unit scheduled to be paid out on such date and not previously forfeited, or in the sole
discretion of the Administrator, an amount in cash equal to the Fair Market Value of such Shares on the maturity date or a combination of cash and Common
Stock as determined by the Administrator.
9.6
Payment upon Termination of Service. An Award of Restricted Stock Units shall only be payable while the Holder is an Employee, a
Consultant or a member of the Board, as applicable; provided, however, that the Administrator, in its sole discretion, may provide (in an Award Agreement or
otherwise) that a Restricted Stock Unit award may be paid subsequent to a Termination of Service in certain events, including a Change in Control, the
Holder’s death, retirement or disability or any other specified Termination of Service.
ARTICLE 10.
AWARD OF OTHER STOCK OR CASH BASED AWARDS AND DIVIDEND EQUIVALENTS
10.1
Other Stock or Cash Based Awards . The Administrator is authorized to (a) grant Other Stock or Cash Based Awards, including
awards entitling a Holder to receive Shares or cash to be delivered immediately or in the future, to any Eligible Individual and (b) determine whether such
Other Stock or Cash Based Awards shall be Performance-Based Compensation. Subject to the provisions of the Plan and any applicable Program, the
Administrator shall determine the terms and conditions of each Other Stock or Cash Based Award, including the term of the Award, any exercise or purchase
price, performance goals, including the Performance Criteria, transfer restrictions, vesting conditions and other terms and conditions applicable thereto,
which shall be set forth in the applicable Award Agreement. Other Stock or Cash Based Awards may be paid in cash, Shares, or a combination of cash and
Shares, as determined by the Administrator, and may be available as a form of payment in the settlement of other Awards granted under the Plan, as standalone payments, as a part of a bonus, deferred bonus, deferred compensation or other arrangement, and/or as payment in lieu of compensation to which an
Eligible Individual is otherwise entitled.
10.2
Dividend Equivalents. Dividend Equivalents may be granted by the Administrator, either alone or in tandem with another Award,
based on dividends declared on the Common Stock, to be credited as of dividend payment dates during the period between the date the Dividend
Equivalents are granted to a Holder and the date such Dividend Equivalents terminate or expire, as determined by the Administrator. Such Dividend
Equivalents shall be converted to cash or additional Shares by such formula and at such time and subject to such restrictions and limitations as may be
determined by the Administrator. In addition, Dividend Equivalents with respect to an Award with performance-based vesting that are based on dividends
paid prior to the vesting of such Award shall only be paid out to the Holder to the extent that the performance-based vesting conditions are subsequently
satisfied and the Award vests. Notwithstanding the foregoing, no Dividend Equivalents shall be payable with respect to Options or Stock Appreciation
Rights.
ARTICLE 11.
ADDITIONAL TERMS OF AWARDS
11.1
Payment. The Administrator shall determine the method or methods by which payments by any Holder with respect to any Awards
granted under the Plan shall be made, including, without limitation: (a) cash or check, (b) Shares (including, in the case of payment of the exercise price of an
Award, Shares issuable pursuant to the exercise of the Award) held for any minimum period of time as may be established by the Administrator having a Fair
Market Value on the date of delivery equal to the aggregate payments required, (c) delivery of a written or electronic notice that the Holder has placed a
market sell order with a broker acceptable to the Company with respect to Shares then issuable upon exercise or vesting of an Award, and that the broker has
been directed to pay a sufficient portion of the net proceeds of the sale to the Company in satisfaction of the aggregate payments required; provided that
payment of such proceeds is then made to the Company upon settlement of such sale, (d) other form of legal consideration acceptable to the Administrator in
its sole discretion, or (e) any combination of the above permitted forms of payment. Notwithstanding any other provision of the Plan to the contrary, no
Holder who is a
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Director or an “executive officer” of the Company within the meaning of Section 13(k) of the Exchange Act shall be permitted to make payment with respect
to any Awards granted under the Plan, or continue any extension of cred it with respect to such payment, with a loan from the Company or a loan arranged by
the Company in violation of Section 13(k) of the Exchange Act.
11.2
Tax Withholding. The Company or any Subsidiary shall have the authority and the right to deduct or withhold, or require a Holder
to remit to the Company, an amount sufficient to satisfy federal, state, local and foreign taxes (including the Holder’s FICA, employment tax or other social
security contribution obligation) required by law to be withheld with respect to any taxable event concerning a Holder arising as a result of the Plan or any
Award. The Administrator may, in its sole discretion and in satisfaction of the foregoing requirement, allow a Holder to satisfy such obligations by any
payment means described in Section 11.1 hereof, including without limitation, by allowing such Holder to have the Company or any Subsidiary withhold
Shares otherwise issuable under an Award (or allow the surrender of Shares). The number of Shares which may be so withheld or surrendered shall be no
greater than the number of Shares which have a fair market value on the date of withholding or repurchase equal to the aggregate amount of such liabilities
based on the minimum statutory withholding rates for federal, state, local and foreign income tax and payroll tax purposes that are applicable to such
supplemental taxable income (or such other number as would not result in adverse financial accounting consequences for the Company or any of its
Subsidiaries). The Administrator shall determine the fair market value of the Shares, consistent with applicable provisions of the Code, for tax withholding
obligations due in connection with a broker-assisted cashless Option or Stock Appreciation Right exercise involving the sale of Shares to pay the Option or
Stock Appreciation Right exercise price or any tax withholding obligation.
11.3

Transferability of Awards.
(a)

Except as otherwise provided in Sections 11.3(b) and 11.3(c):

(i)
No Award under the Plan may be sold, pledged, assigned or transferred in any manner other than (A) by will or
the laws of descent and distribution or (B) subject to the consent of the Administrator, pursuant to a DRO, unless and until such Award has been exercised or
the Shares underlying such Award have been issued, and all restrictions applicable to such Shares have lapsed;
(ii)
No Award or interest or right therein shall be liable for or otherwise subject to the debts, contracts or
engagements of the Holder or the Holder’s successors in interest or shall be subject to disposition by transfer, alienation, anticipation, pledge, hypothecation,
encumbrance, assignment or any other means whether such disposition be voluntary or involuntary or by operation of law by judgment, levy, attachment,
garnishment or any other legal or equitable proceedings (including bankruptcy) unless and until such Award has been exercised, or the Shares underlying
such Award have been issued, and all restrictions applicable to such Shares have lapsed, and any attempted disposition of an Award prior to satisfaction of
these conditions shall be null and void and of no effect, except to the extent that such disposition is permitted by Section 11.3(a)(i); and
(iii)
During the lifetime of the Holder, only the Holder may exercise any exercisable portion of an Award granted
to such Holder under the Plan, unless it has been disposed of pursuant to a DRO. After the death of the Holder, any exercisable portion of an Award may,
prior to the time when such portion becomes unexercisable under the Plan or the applicable Program or Award Agreement, be exercised by the Holder’s
personal representative or by any person empowered to do so under the deceased Holder’s will or under the then-applicable laws of descent and distribution.
(b)
Notwithstanding Section 11.3(a), the Administrator, in its sole discretion, may determine to permit a Holder or a Permitted
Transferee of such Holder to transfer an Award other than an Incentive Stock Option (unless such Incentive Stock Option is intended to become a
Nonqualified Stock Option) to any one or more Permitted Transferees of such Holder, subject to the following terms and conditions: (i) an Award transferred
to a Permitted Transferee shall not be assignable or transferable by the Permitted Transferee other than (A) to another Permitted Transferee of the applicable
Holder or (B) by will or the laws of descent and distribution or, subject to the consent of the Administrator, pursuant to a DRO; (ii) an Award transferred to a
Permitted Transferee shall continue to be subject to all the terms and conditions of the Award as applicable to the original Holder (other than the ability to
further transfer the Award to any Person other than another Permitted Transferee of the applicable Holder); and
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(iii) the Holder (or transferring Permitted Transferee) and the receiving Permitted Transferee shall execute any and all documents requested by the
Administrator, including, without limitation documents to (A) confirm the status of the transferee as a Permitted Transferee, (B) satisfy any requirements for
an exemption for the transfer under Applicable Law and (C) evidence the transfer. In addition, and further notwithstanding Section 11.3(a), hereof, the
Administrator, in its sole discretion, may determine to permit a Holder to transfer Incentive Stock Options to a t rust that constitutes a Permitted Transferee if,
under Section 671 of the Code and other Applicable Law, the Holder is considered the sole beneficial owner of the Incentive Stock Option while it is held in
the trust.
(c)
Notwithstanding Section 11.3(a), a Holder may, in the manner determined by the Administrator, designate a beneficiary to
exercise the rights of the Holder and to receive any distribution with respect to any Award upon the Holder’s death. A beneficiary, legal guardian, legal
representative, or other person claiming any rights pursuant to the Plan is subject to all terms and conditions of the Plan and any Program or Award
Agreement applicable to the Holder and any additional restrictions deemed necessary or appropriate by the Administrator. If the Holder is married or a
domestic partner in a domestic partnership qualified under Applicable Law and resides in a community property state, a designation of a person other than
the Holder’s spouse or domestic partner, as applicable, as the Holder’s beneficiary with respect to more than 50% of the Holder’s interest in the Award shall
not be effective without the prior written or electronic consent of the Holder’s spouse or domestic partner. If no beneficiary has been designated or survives
the Holder, payment shall be made to the person entitled thereto pursuant to the Holder’s will or the laws of descent and distribution. Subject to the
foregoing, a beneficiary designation may be changed or revoked by a Holder at any time; provided that the change or revocation is delivered in writing to the
Administrator prior to the Holder’s death.
11.4

Conditions to Issuance of Shares.

(a)
The Administrator shall determine the methods by which Shares shall be delivered or deemed to be delivered to Holders.
Notwithstanding anything herein to the contrary, the Company shall not be required to issue or deliver any certificates or make any book entries evidencing
Shares pursuant to the exercise of any Award, unless and until the Administrator has determined, with advice of counsel, that the issuance of such Shares is in
compliance with Applicable Law and the Shares are covered by an effective registration statement or applicable exemption from registration. In addition to
the terms and conditions provided herein, the Administrator may require that a Holder make such reasonable covenants, agreements and representations as
the Administrator, in its sole discretion, deems advisable in order to comply with Applicable Law.
(b)
All share certificates delivered pursuant to the Plan and all Shares issued pursuant to book entry procedures are subject to
any stop-transfer orders and other restrictions as the Administrator deems necessary or advisable to comply with Applicable Law. The Administrator may
place legends on any share certificate or book entry to reference restrictions applicable to the Shares (including, without limitation, restrictions applicable to
Restricted Stock).
(c)
The Administrator shall have the right to require any Holder to comply with any timing or other restrictions with respect
to the settlement, distribution or exercise of any Award, including a window-period limitation, as may be imposed in the sole discretion of the Administrator.
(d)
No fractional Shares shall be issued and the Administrator, in its sole discretion, shall determine whether cash shall be
given in lieu of fractional Shares or whether such fractional Shares shall be eliminated by rounding down.
(e)
The Company, in its sole discretion, may (i) retain physical possession of any stock certificate evidencing Shares until
any restrictions thereon shall have lapsed and/or (ii) require that the stock certificates evidencing such Shares be held in custody by a designated escrow
agent (which may but need not be the Company) until the restrictions thereon shall have lapsed, and that the Holder deliver a stock power, endorsed in blank,
relating to such Shares.
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(f)
Notwithstanding any other provision of the Plan, unless otherwise determined by the Administrator or req uired by
Applicable Law, the Company shall not deliver to any Holder certificates evidencing Shares issued in connection with any Award and instead such Shares
shall be recorded in the books of the Company (or, as applicable, its transfer agent or stock plan administrator).
11.5
Forfeiture and Claw-Back Provisions. All Awards (including any proceeds, gains or other economic benefit actually or
constructively received by a Holder upon any receipt or exercise of any Award or upon the receipt or resale of any Shares underlying the Award and any
payments of a portion of an incentive-based bonus pool allocated to a Holder) shall be subject to the provisions of any claw-back policy implemented by the
Company, including, without limitation, any claw-back policy adopted to comply with the requirements of Applicable Law, including, without limitation,
the Dodd-Frank Wall Street Reform and Consumer Protection Act and any rules or regulations promulgated thereunder, whether or not such claw-back policy
was in place at the time of grant of an Award, to the extent set forth in such claw-back policy and/or in the applicable Award Agreement.
11.6
Prohibition on Repricing. Subject to Section 13.2, the Administrator shall not, without the approval of the stockholders of the
Company, (a) authorize the amendment of any outstanding Option or Stock Appreciation Right to reduce its price per Share, or (b) cancel any Option or
Stock Appreciation Right in exchange for cash or another Award when the Option or Stock Appreciation Right price per Share exceeds the Fair Market Value
of the underlying Shares. Furthermore, for purposes of this Section 11.6, except in connection with a corporate transaction involving the Company
(including, without limitation, any stock dividend, stock split, extraordinary cash dividend, recapitalization, reorganization, merger, consolidation, split-up,
spin-off, combination or exchange of shares), the terms of outstanding Awards may not be amended to reduce the exercise price per Share of outstanding
Options or Stock Appreciation Rights or cancel outstanding Options or Stock Appreciation Rights in exchange for cash, other Awards or Options or Stock
Appreciation Rights with an exercise price per Share that is less than the exercise price per Share of the original Options or Stock Appreciation Rights
without the approval of the stockholders of the Company.
11.7
Amendment of Awards . Subject to Applicable Law, the Administrator may amend, modify or terminate any outstanding Award,
including but not limited to, substituting therefor another Award of the same or a different type, changing the date of exercise or settlement, and converting
an Incentive Stock Option to a Non-Qualified Stock Option. The Holder’s consent to such action shall be required unless (a) the Administrator determines
that the action, taking into account any related action, would not materially and adversely affect the Holder, or (b) the change is otherwise permitted under
the Plan (including, without limitation, under Section 13.2 or 13.10).
11.8
Data Privacy. As a condition of receipt of any Award, each Holder explicitly and unambiguously consents to the collection, use and
transfer, in electronic or other form, of personal data as described in this Section 11.8 by and among, as applicable, the Company and its Subsidiaries for the
exclusive purpose of implementing, administering and managing the Holder’s participation in the Plan. The Company and its Subsidiaries may hold certain
personal information about a Holder, including but not limited to, the Holder’s name, home address and telephone number, date of birth, social security or
insurance number or other identification number, salary, nationality, job title(s), any shares of stock held in the Company or any of its Subsidiaries, details of
all Awards, in each case, for the purpose of implementing, managing and administering the Plan and Awards (the “ Data”). The Company and its Subsidiaries
may transfer the Data amongst themselves as necessary for the purpose of implementation, administration and management of a Holder’s participation in the
Plan, and the Company and its Subsidiaries may each further transfer the Data to any third parties assisting the Company and its Subsidiaries in the
implementation, administration and management of the Plan. These recipients may be located in the Holder’s country, or elsewhere, and the Holder’s country
may have different data privacy laws and protections than the recipients’ country. Through acceptance of an Award, each Holder authorizes such recipients
to receive, possess, use, retain and transfer the Data, in electronic or other form, for the purposes of implementing, administering and managing the Holder’s
participation in the Plan, including any requisite transfer of such Data as may be required to a broker or other third party with whom the Company or any of
its Subsidiaries or the Holder may elect to deposit any Shares. The Data related to a Holder will be held only as long as is necessary to implement,
administer, and manage the Holder’s participation in the Plan. A Holder may, at any time, view the Data held by the Company with respect to such Holder,
request additional information about the storage and processing of the Data with respect to such Holder, recommend any necessary corrections to the Data
with respect to the Holder or refuse or withdraw the
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consents herein in writing, in any case without cost, by contacting his or her local human resources representative. The Company may cancel Holder’s ability
to participate in the Plan and, in the Administrator’s discreti on, the Holder may forfeit any outstanding Awards if the Holder refuses or withdraws his or her
consents as described herein. For more information on the consequences of refusal to consent or withdrawal of consent, Holders may contact their local
human resources representative.
ARTICLE 12.
ADMINISTRATION
12.1
Administrator. The Committee shall administer the Plan (except as otherwise permitted herein). To the extent necessary to comply
with Rule 16b-3 of the Exchange Act, and with respect to Awards that are intended to be Performance-Based Compensation, including Options and Stock
Appreciation Rights, then the Committee shall take all action with respect to such Awards, and the individuals taking such action shall consist solely of two
or more Non-Employee Directors, each of whom is intended to qualify as both a “non-employee director” as defined by Rule 16b-3 of the Exchange Act or
any successor rule and an “outside director” for purposes of Section 162(m) of the Code. Additionally, to the extent required by Applicable Law, each of the
individuals constituting the Committee shall be an “independent director” under the rules of any securities exchange or automated quotation system on
which the Shares are listed, quoted or traded. Notwithstanding the foregoing, any action taken by the Committee shall be valid and effective, whether or not
members of the Committee at the time of such action are later determined not to have satisfied the requirements for membership set forth in this Section 12.1
or the Organizational Documents. Except as may otherwise be provided in the Organizational Documents or as otherwise required by Applicable Law, (a)
appointment of Committee members shall be effective upon acceptance of appointment, (b) Committee members may resign at any time by delivering written
or electronic notice to the Board and (c) vacancies in the Committee may only be filled by the Board. Notwithstanding the foregoing, (i) the full Board,
acting by a majority of its members in office, shall conduct the general administration of the Plan with respect to Awards granted to Non-Employee Directors
and, with respect to such Awards, the terms “Administrator” as used in the Plan shall be deemed to refer to the Board and (ii) the Board or Committee may
delegate its authority hereunder to the extent permitted by Section 12.6.
12.2
Duties and Powers of Administrator. It shall be the duty of the Administrator to conduct the general administration of the Plan in
accordance with its provisions. The Administrator shall have the power to interpret the Plan, all Programs and Award Agreements, and to adopt such rules for
the administration, interpretation and application of the Plan and any Program as are not inconsistent with the Plan, to interpret, amend or revoke any such
rules and to amend the Plan or any Program or Award Agreement; provided that the rights or obligations of the Holder of the Award that is the subject of any
such Program or Award Agreement are not materially and adversely affected by such amendment, unless the consent of the Holder is obtained or such
amendment is otherwise permitted under Section 11.5 or Section 13.10. In its sole discretion, the Board may at any time and from time to time exercise any
and all rights and duties of the Committee in its capacity as the Administrator under the Plan except with respect to matters which under Rule 16b‑3 under the
Exchange Act or any successor rule, or Section 162(m) of the Code, or any regulations or rules issued thereunder, or the rules of any securities exchange or
automated quotation system on which the Shares are listed, quoted or traded are required to be determined in the sole discretion of the Committee.
12.3
Action by the Administrator. Unless otherwise established by the Board, set forth in any Organizational Documents or as required
by Applicable Law, a majority of the Administrator shall constitute a quorum and the acts of a majority of the members present at any meeting at which a
quorum is present, and acts approved in writing by all members of the Administrator in lieu of a meeting, shall be deemed the acts of the Administrator. Each
member of the Administrator is entitled to, in good faith, rely or act upon any report or other information furnished to that member by any officer or other
employee of the Company or any Subsidiary, the Company’s independent certified public accountants, or any executive compensation consultant or other
professional retained by the Company to assist in the administration of the Plan.
12.4
Authority of Administrator. Subject to the Organizational Documents, any specific designation in the Plan and Applicable Law, the
Administrator has the exclusive power, authority and sole discretion to:
(a)

Designate Eligible Individuals to receive Awards;
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(b)
Determine the type or types of Awards to be granted to each Eligible Individual (including, without limitation, any
Awards granted in tandem with another Award granted pursuant to the Plan);
(c)

Determine the number of Awards to be granted and the number of Shares to which an Award will relate;

(d)
Determine the terms and conditions of any Award granted pursuant to the Plan, including, but not limited to, the exercise
price, grant price, purchase price, any Performance Criteria or performance criteria, any restrictions or limitations on the Award, any schedule for vesting,
lapse of forfeiture restrictions or restrictions on the exercisability of an Award, and accelerations or waivers thereof, and any provisions related to noncompetition and claw-back and recapture of gain on an Award, based in each case on such considerations as the Administrator in its sole discretion
determines;
(e)
Determine whether, to what extent, and under what circumstances an Award may be settled in, or the exercise price of an
Award may be paid in cash, Shares, other Awards, or other property, or an Award may be canceled, forfeited, or surrendered;
(f)

Prescribe the form of each Award Agreement, which need not be identical for each Holder;

(g)

Decide all other matters that must be determined in connection with an Award;

(h)

Establish, adopt, or revise any Programs, rules and regulations as it may deem necessary or advisable to administer the

(i)

Interpret the terms of, and any matter arising pursuant to, the Plan, any Program or any Award Agreement;

Plan;

(j)
Make all other decisions and determinations that may be required pursuant to the Plan or as the Administrator deems
necessary or advisable to administer the Plan; and
(k)
Accelerate wholly or partially the vesting or lapse of restrictions of any Award or portion thereof at any time after the
grant of an Award, subject to whatever terms and conditions it selects and Section 13.2.
12.5
Decisions Binding. The Administrator’s interpretation of the Plan, any Awards granted pursuant to the Plan, any Program or any
Award Agreement and all decisions and determinations by the Administrator with respect to the Plan are final, binding and conclusive on all Persons.
12.6
Delegation of Authority . The Board or Committee may from time to time delegate to a committee of one or more members of the
Board or one or more officers of the Company the authority to grant or amend Awards or to take other administrative actions pursuant to this Article 12;
provided, however, that in no event shall an officer of the Company be delegated the authority to grant Awards to, or amend Awards held by, the following
individuals: (a) individuals who are subject to Section 16 of the Exchange Act, (b) Covered Employees with respect to Awards intended to constitute
Performance Based Compensation, or (c) officers of the Company (or Directors) to whom authority to grant or amend Awards has been delegated hereunder;
provided, further, that any delegation of administrative authority shall only be permitted to the extent it is permissible under any Organizational Documents
and Applicable Law (including, without limitation, Section 162(m) of the Code). Any delegation hereunder shall be subject to the restrictions and limits that
the Board or Committee specifies at the time of such delegation or that are otherwise included in the applicable Organizational Documents, and the Board or
Committee, as applicable, may at any time rescind the authority so delegated or appoint a new delegatee. At all times, the delegatee appointed under this
Section 12.6 shall serve in such capacity at the pleasure of the Board or the Committee, as applicable, and the Board or the Committee may abolish any
committee at any time and re-vest in itself any previously delegated authority.
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ARTICLE 13.
MISCELLANEOUS PROVISIONS
13.1

Amendment, Suspension or Termination of the Plan.

(a)
Except as otherwise provided in Section 13.1(b), the Plan may be wholly or partially amended or otherwise modified,
suspended or terminated at any time or from time to time by the Board; provided that, except as provided in Section 11.5 and Section 13.10, no amendment,
suspension or termination of the Plan shall, without the consent of the Holder, materially and adversely affect any rights or obligations under any Award
theretofore granted or awarded, unless the Award itself otherwise expressly so provides.
(b)
Notwithstanding Section 13.1(a), the Board may not, except as provided in Section 13.2, take any of the following
actions without approval of the Company’s stockholders given within twelve (12) months before or after such action: (i) increase the limit imposed in Section
3.1 on the maximum number of Shares which may be issued under the Plan or the Award Limit, (ii) reduce the price per share of any outstanding Option or
Stock Appreciation Right granted under the Plan or take any action prohibited under Section 11.6, or (iii) cancel any Option or Stock Appreciation Right in
exchange for cash or another Award in violation of Section 11.6.
(c)
No Awards may be granted or awarded during any period of suspension or after termination of the Plan, and
notwithstanding anything herein to the contrary, in no event may any Award be granted under the Plan after the tenth (10 th ) anniversary of the earlier of (i)
the date on which the Plan was adopted by the Board or (ii) the date the Plan was approved by the Company’s stockholders (such anniversary, the
“Expiration Date”). Any Awards that are outstanding on the Expiration Date shall remain in force according to the terms of the Plan, the applicable Program
and the applicable Award Agreement.
13.2

Changes in Common Stock or Assets of the Company, Acquisition or Liquidation of the Company and Other Corporate Events.

(a)
In the event of any stock dividend, stock split, combination or exchange of shares, merger, consolidation or other
distribution (other than normal cash dividends) of Company assets to stockholders, or any other change affecting the shares of the Company’s stock or the
share price of the Company’s stock other than an Equity Restructuring, the Administrator may make equitable adjustments, if any, to reflect such change with
respect to: (i) the aggregate number and kind of Shares that may be issued under the Plan (including, but not limited to, adjustments of the limitations in
Section 3.1 on the maximum number and kind of Shares which may be issued under the Plan, and adjustments of the Award Limit ); (ii) the number and kind
of Shares (or other securities or property) subject to outstanding Awards; (iii) the terms and conditions of any outstanding Awards (including, without
limitation, any applicable performance targets or criteria with respect thereto); (iv) the grant or exercise price per share for any outstanding Awards under the
Plan; and (v) the number and kind of Shares (or other securities or property) for which automatic grants are subsequently to be made to new and continuing
Non-Employee Directors pursuant to Section 4.6. Any adjustment affecting an Award intended as Performance-Based Compensation shall be made consistent
with the requirements of Section 162(m) of the Code unless otherwise determined by the Administrator.
(b)
In the event of any transaction or event described in Section 13.2(a) or any unusual or nonrecurring transactions or events
affecting the Company, any Subsidiary of the Company, or the financial statements of the Company or any Subsidiary, or of changes in Applicable Law or
Applicable Accounting Standards, the Administrator, in its sole discretion, and on such terms and conditions as it deems appropriate, either by the terms of
the Award or by action taken prior to the occurrence of such transaction or event, is hereby authorized to take any one or more of the following actions
whenever the Administrator determines that such action is appropriate in order to prevent dilution or enlargement of the benefits or potential benefits
intended to be made available under the Plan or with respect to any Award under the Plan, to facilitate such transactions or events or to give effect to such
changes in Applicable Law or Applicable Accounting Standards:
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(i)
To provide for the termination of any such Award in exchange for an amount of cash and/or other property
with a value equal to the amount that would have been attained upon the exercise of such Award or realization of the Holder’s rights (and, for the avoidance
of doubt, if as of the date of the occurrence of the transaction or event described in this Section 13.2 the Administrator determines in good faith that no
amount would have been attained upon the exercise of such Award or realization of the Holder’s rights, then such Award may be terminated by the Company
without payment);
(ii)
To provide that such Award be assumed by the successor or survivor corporation, or a parent or subsidiary
thereof, or shall be substituted for by similar options, rights or awards covering the stock of the successor or survivor corporation, or a parent or subsidiary
thereof, with appropriate adjustments as to the number and kind of shares and applicable exercise or purchase price, in all cases, as determined by the
Administrator;
(iii)
To make adjustments in the number and type of Shares of the Company’s stock (or other securities or
property) subject to such Awards, and/or in the terms and conditions of (including the grant or exercise price), and the criteria included in, outstanding
Awards and Awards which may be granted in the future;
(iv)
To provide that such Award shall be exercisable or payable or fully vested with respect to all Shares covered
thereby, notwithstanding anything to the contrary in the Plan or the applicable Program or Award Agreement;

(c)

(v)

To replace such Award with other rights or property selected by the Administrator; and/or

(vi)

To provide that the Award cannot vest, be exercised or become payable after such event.

In connection with the occurrence of any Equity Restructuring, and notwithstanding anything to the contrary in Sections

13.2(a) and 13.2(b):
(i)
The number and type of securities subject to each outstanding Award and the exercise price or grant price
thereof, if applicable, shall be equitably adjusted (and the adjustments provided under this Section 13.2(c)(i) shall be nondiscretionary and shall be final and
binding on the affected Holder and the Company); and/or
(ii)
The Administrator shall make such equitable adjustments, if any, as the Administrator, in its sole discretion,
may deem appropriate to reflect such Equity Restructuring with respect to the aggregate number and kind of Shares that may be issued under the Plan
(including, but not limited to, adjustments of the limitation in Section 3.1 on the maximum number and kind of Shares which may be issued under the Plan,
and adjustments of the Award Limit,).
(d)
Notwithstanding any other provision of the Plan, in the event of a Change in Control, unless the Administrator elects to
(i) terminate an Award in exchange for cash, rights or property, or (ii) cause an Award to become fully exercisable and no longer subject to any forfeiture
restrictions prior to the consummation of a Change in Control, pursuant to Section 13.2, (A) such Award (other than any portion subject to performance-based
vesting) shall continue in effect or be assumed or an equivalent Award substituted by the successor corporation or a parent or subsidiary of the successor
corporation and (B) the portion of such Award subject to performance-based vesting shall be subject to the terms and conditions of the applicable Award
Agreement and, in the absence of applicable terms and conditions, the Administrator’s discretion. In the event an Award continues in effect or is assumed or
an equivalent Award substituted, and a Holder incurs a Termination of Service without “cause” (as such term is defined in the sole discretion of the
Administrator, or as set forth in the Award Agreement relating to such Award) upon or within twelve (12) months following the Change in Control, then such
Holder shall be fully vested in such continued, assumed or substituted Award.
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(e)
In the event that the successor corporation in a Change in Control refuses to assume or substitute for an Award (other than
any portion subject to performance-based vesting), the Administrator may cause (i) any or all of such Award (or portion thereof) to terminate in exchange for
cash, rights or other property pursuant to Section 13.2(b)(i) or (ii) any or all of such Award (or portion thereof) to become fully exercisable immediately prior
to the consummation of such transaction and all forfeiture restrictions on any or all of such Award to lapse. If any such Award is exercisabl e in lieu of
assumption or substitution in the event of a Change in Control, the Administrator shall notify the Holder that such Award shall be fully exercisable for a
period of fifteen (15) days from the date of such notice, contingent upon the occurrence of the Change in Control, and such Award shall terminate upon the
expiration of such period.
(f)
For the purposes of this Section 13.2, an Award shall be considered assumed if, following the Change in Control, the
Award confers the right to purchase or receive, for each Share subject to the Award immediately prior to the Change in Control, the consideration (whether
stock, cash, or other securities or property) received in the Change in Control by holders of Common Stock for each Share held on the effective date of the
transaction (and if holders were offered a choice of consideration, the type of consideration chosen by the holders of a majority of the outstanding Shares);
provided, however, that if such consideration received in the Change in Control was not solely common stock of the successor corporation or its parent, the
Administrator may, with the consent of the successor corporation, provide for the consideration to be received upon the exercise of the Award, for each Share
subject to an Award, to be solely common stock of the successor corporation or its parent equal in fair market value to the per-share consideration received by
holders of Common Stock in the Change in Control.
(g)
The Administrator, in its sole discretion, may include such further provisions and limitations in any Award, agreement or
certificate, as it may deem equitable and in the best interests of the Company that are not inconsistent with the provisions of the Plan.
(h)
Unless otherwise determined by the Administrator, no adjustment or action described in this Section 13.2 or in any other
provision of the Plan shall be authorized to the extent it would (i) with respect to Awards which are granted to Covered Employees and are intended to
qualify as Performance-Based Compensation, cause such Awards to fail to so qualify as Performance-Based Compensation, (ii) cause the Plan to violate
Section 422(b)(1) of the Code, (iii) result in short-swing profits liability under Section 16 of the Exchange Act or violate the exemptive conditions of Rule
16b-3 of the Exchange Act, or (iv) cause an Award to fail to be exempt from or comply with Section 409A.
(i)
The existence of the Plan, any Program, any Award Agreement and/or the Awards granted hereunder shall not affect or
restrict in any way the right or power of the Company or the stockholders of the Company to make or authorize any adjustment, recapitalization,
reorganization or other change in the Company’s capital structure or its business, any merger or consolidation of the Company, any issue of stock or of
options, warrants or rights to purchase stock or of bonds, debentures, preferred or prior preference stocks whose rights are superior to or affect the Common
Stock or the rights thereof or which are convertible into or exchangeable for Common Stock, or the dissolution or liquidation of the Company, or any sale or
transfer of all or any part of its assets or business, or any other corporate act or proceeding, whether of a similar character or otherwise.
(j)
In the event of any pending stock dividend, stock split, combination or exchange of shares, merger, consolidation or
other distribution (other than normal cash dividends) of Company assets to stockholders, or any other change affecting the Shares or the share price of the
Common Stock including any Equity Restructuring, for reasons of administrative convenience, the Administrator, in its sole discretion, may refuse to permit
the exercise of any Award during a period of up to thirty (30) days prior to the consummation of any such transaction.
13.3
Approval of Plan by Stockholders. The Plan shall be submitted for the approval of the Company’s stockholders within twelve (12)
months after the date of the Board’s initial adoption of the Plan.
13.4
No Stockholders Rights. Except as otherwise provided herein or in an applicable Program or Award Agreement, a Holder shall have
none of the rights of a stockholder with respect to Shares covered by any Award until the Holder becomes the record owner of such Shares.
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13.5
Paperless Administration . In the event that the Company establishes, for itself or using the services of a third party, an automated
system for the documentation, granting or exercise of Awards, such as a system using an internet website or interactive voice response, then the paperless
documentation, granting or exercise of Awards by a Holder may be permitted through the use of such an automated system.
13.6
Effect of Plan upon Other Compensation Plans. The adoption of the Plan shall not affect any other compensation or incentive plans
in effect for the Company or any Subsidiary. Nothing in the Plan shall be construed to limit the right of the Company or any Subsidiary: (a) to establish any
other forms of incentives or compensation for Employees, Directors or Consultants of the Company or any Subsidiary, or (b) to grant or assume options or
other rights or awards otherwise than under the Plan in connection with any proper corporate purpose including without limitation, the grant or assumption of
options in connection with the acquisition by purchase, lease, merger, consolidation or otherwise, of the business, stock or assets of any corporation,
partnership, limited liability company, firm or association.
13.7
Compliance with Laws. The Plan, the granting and vesting of Awards under the Plan and the issuance and delivery of Shares and the
payment of money under the Plan or under Awards granted or awarded hereunder are subject to compliance with all Applicable Law (including but not
limited to state, federal and foreign securities law and margin requirements), and to such approvals by any listing, regulatory or governmental authority as
may, in the opinion of counsel for the Company, be necessary or advisable in connection therewith. Any securities delivered under the Plan shall be subject
to such restrictions, and the person acquiring such securities shall, if requested by the Company, provide such assurances and representations to the Company
as the Company may deem necessary or desirable to assure compliance with all Applicable Law. The Administrator, in its sole discretion, may take whatever
actions it deems necessary or appropriate to effect compliance with Applicable Law, including, without limitation, placing legends on share certificates and
issuing stop-transfer notices to agents and registrars. Notwithstanding anything to the contrary herein, the Administrator may not take any actions hereunder,
and no Awards shall be granted, that would violate Applicable Law. To the extent permitted by Applicable Law, the Plan and Awards granted or awarded
hereunder shall be deemed amended to the extent necessary to conform to Applicable Law.
13.8
Titles and Headings, References to Sections of the Code or Exchange Act . The titles and headings of the Sections in the Plan are for
convenience of reference only and, in the event of any conflict, the text of the Plan, rather than such titles or headings, shall control. References to sections of
the Code or the Exchange Act shall include any amendment or successor thereto.
13.9
Governing Law. The Plan and any Programs and Award Agreements hereunder shall be administered, interpreted and enforced under
the internal laws of the State of Delaware without regard to conflicts of laws thereof or of any other jurisdiction.
13.10
Section 409A. To the extent that the Administrator determines that any Award granted under the Plan is subject to Section 409A,
the Plan, the Program pursuant to which such Award is granted and the Award Agreement evidencing such Award shall incorporate the terms and conditions
required by Section 409A. In that regard, to the extent any Award under the Plan or any other compensatory plan or arrangement of the Company or any of its
Subsidiaries is subject to Section 409A, and such Award or other amount is payable on account of a Participant’s Termination of Service (or any similarly
defined term), then (a) such Award or amount shall only be paid to the extent such Termination of Service qualifies as a “separation from service” as defined
in Section 409A, and (b) if such Award or amount is payable to a “specified employee” as defined in Section 409A then to the extent required in order to
avoid a prohibited distribution under Section 409A, such Award or other compensatory payment shall not be payable prior to the earlier of (i) the expiration
of the six-month period measured from the date of the Participant’s Termination of Service, or (ii) the date of the Participant’s death. To the extent
applicable, the Plan, the Program and any Award Agreements shall be interpreted in accordance with Section 409A. Notwithstanding any provision of the
Plan to the contrary, in the event that following the Effective Date the Administrator determines that any Award may be subject to Section 409A, the
Administrator may (but is not obligated to), without a Holder’s consent, adopt such amendments to the Plan and the applicable Program and Award
Agreement or adopt other policies and procedures (including amendments, policies and procedures with retroactive effect), or take any other actions, that the
Administrator determines are necessary or appropriate to (A) exempt the Award from Section 409A and/or preserve the intended tax treatment of the benefits
provided with respect to the Award, or (B) comply with
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the requirements of Section 409A and thereby avoid the application of any penalty taxes under Section 409A. The Company makes no representations or
warranties as to the tax treatment of any Award under Section 409A or otherwise. The Company shall have no obligation under this Section 13.10 or
otherwise to take any action (whether or not described herein) to avoid the imposition of taxes, penalties or interest under Section 409A with respect to any
Award and shall have no liability to any Holder or any other person if any Award, compensation or other benefits under the Plan are determined to constitute
non-compliant, “nonqualified deferred compensation” subject to the imposition of taxes, penalties and/or interest under Section 409A.
13.11
Unfunded Status of Awards . The Plan is intended to be an “unfunded” plan for incentive compensation. With respect to any
payments not yet made to a Holder pursuant to an Award, nothing contained in the Plan or any Program or Award Agreement shall give the Holder any rights
that are greater than those of a general creditor of the Company or any Subsidiary.
13.12
Indemnification. To the extent permitted under Applicable Law and the Organizational Documents, each member of the
Administrator shall be indemnified and held harmless by the Company from any loss, cost, liability, or expense that may be imposed upon or reasonably
incurred by such member in connection with or resulting from any claim, action, suit, or proceeding to which he or she may be a party or in which he or she
may be involved by reason of any action or failure to act pursuant to the Plan and against and from any and all amounts paid by him or her in satisfaction of
judgment in such action, suit, or proceeding against him or her; provided he or she gives the Company an opportunity, at its own expense, to handle and
defend the same before he or she undertakes to handle and defend it on his or her own behalf. The foregoing right of indemnification shall not be exclusive of
any other rights of indemnification to which such persons may be entitled pursuant to the Organizational Documents, as a matter of law, or otherwise, or any
power that the Company may have to indemnify them or hold them harmless.
13.13
Relationship to other Benefits. No payment pursuant to the Plan shall be taken into account in determining any benefits under any
pension, retirement, savings, profit sharing, group insurance, welfare or other benefit plan of the Company or any Subsidiary except to the extent otherwise
expressly provided in writing in such other plan or an agreement thereunder.
13.14

Expenses. The expenses of administering the Plan shall be borne by the Company and its Subsidiaries.
*****

I hereby certify that the foregoing Plan was duly adopted by the Board of Directors of Novan, Inc. on April 13, 2016.
*****
I hereby certify that the foregoing Plan was approved by the stockholders of Novan, Inc. on August 31, 2016.
Executed on this 20th day of September, 2016.
/s/ Jeff N. Hunter
Corporate Secretary
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