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FORWARD-LOOKING STATEMENTS
Statements in this Quarterly Report on Form 10-Q that are not descriptions of historical facts are forward-looking statements that are based on management’s current
expectations and assumptions and are subject to risks and uncertainties. If such risks or uncertainties materialize or such assumptions prove incorrect, our business, operating
results, financial condition and stock price could be materially and negatively affected. In some cases, you can identify forward-looking statements by terminology including
“anticipates,” “believes,” “can,” “continue,” “could,” “estimates,” “expects,” “intends,” “may,” “plans,” “potential,” “predicts,” “should,” “will,” “would” or the negative of
these terms or other comparable terminology. Factors that could cause actual results to differ materially from those currently anticipated include those set forth in the section
below titled “Risk Factors,” including, without limitation, risks relating to:
•

the results of our research and development activities, including uncertainties relating to the discovery of potential product candidates and the preclinical and clinical
testing of our product candidates;

•

the early stage of our product candidates presently under development;

•

our need for substantial additional funds in order to continue our operations, and the uncertainty of whether we will be able to obtain the funding we need;

•

our ability to obtain and, if obtained, maintain regulatory approval of our current product candidates, and any of our other future product candidates, and any related
restrictions, limitations, and/or warnings in the label of any approved product candidate;

•

our ability to retain or hire key scientific or management personnel;

•

our ability to protect our intellectual property rights that are valuable to our business, including patent and other intellectual property rights;

•

our dependence on University of Mississippi, third party manufacturers, suppliers, research organizations, testing laboratories and other potential collaborators;

•

our ability to develop successful sales and marketing capabilities in the future as needed;

•

the size and growth of the potential markets for any of our approved product candidates, and the rate and degree of market acceptance of any of our approved
product candidates;

•

competition in our industry;

•

the duration and impact of the novel coronavirus (“COVID-19”) pandemic; and

•

regulatory developments in the United States and foreign countries.

We operate in a rapidly changing environment and new risks emerge from time to time. As a result, it is not possible for our management to predict all risks, such as the
COVID-19 outbreak and associated business disruptions including delayed clinical trials and laboratory resources, nor can we assess the impact of all factors on our business or
the extent to which any factor, or combination of factors, may cause actual results to differ materially from those contained in any forward-looking statements we may make. In
light of these risks, uncertainties and assumptions, the forward-looking events and circumstances discussed in this report may not occur and actual results could differ materially
and adversely from those anticipated or implied in the forward-looking statements. You should not rely upon forward-looking statements as predictions of future events.
Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee that the future results, levels of activity, performance
or events and circumstances reflected in the forward-looking statements will be achieved or occur. Moreover, neither we nor any other person assumes responsibility for the
accuracy and completeness of the forward-looking statements. The forward-looking statements included in this report speak only as of the date hereof, and except as required by
law, we undertake no obligation to update publicly any forward-looking statements for any reason after the date of this report to conform these statements to actual results or to
changes in our expectations.
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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements
SKYE BIOSCIENCE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
June 30,
2021
(Unaudited)
ASSETS
Current assets
Cash
Restricted cash
Prepaid expenses and other current assets
Prepaid expenses - related parties
Total current assets

$

Property and equipment, net
Other asset - related party
Total assets

$

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Accounts payable
Accounts payable to related party
Accrued interest due to related party
Accrued payroll liabilities
PPP loan current
Other current liabilities
Derivative liabilities
Total current liabilities

$

Non-current liabilities
PPP loan non-current
Multi-draw credit agreement - related party
Convertible multi-draw credit agreement - related party, net of discount
Total liabilities

December 31,
2020
(Note 2)

5,186,331
4,569
262,836
14,805
5,468,541
15,563
4,000
5,488,104

382,139
15,038
86,737
112,507
—
554,130
397,565
1,548,116

$

$

$

2,469,410
4,566
190,409
—
2,664,385
7,341
—
2,671,726

364,340
17,032
44,087
61,547
64,062
197,564
38,567
787,199

—
450,000
1,218,884
3,217,000

52,638
450,000
931,103
2,220,940

—

—

Commitments and contingencies
Stockholders’ equity
Preferred stock, $0.001 par value; 50,000,000 and 20,000,000 shares authorized at June 30, 2021 and December 31, 2020,
respectively; no shares issued and outstanding at June 30, 2021 and December 31, 2020
Common stock, $0.001 par value; 5,000,000,000 and 500,000,000 shares authorized at June 30, 2021 and December 31,
2020, respectively; 396,080,666 and 288,074,415 shares issued and outstanding at June 30, 2021 and December 31, 2020,
respectively
Additional paid-in-capital
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity
See accompanying notes to the condensed consolidated financial statements.
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$

396,081
44,793,548
(42,918,525)
2,271,104
5,488,104 $

288,074
38,896,693
(38,733,981)
450,786
2,671,726
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SKYE BIOSCIENCE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(UNAUDITED)
For the Three Months Ended
June 30,
2021
2020
Operating expenses
Research and development
General and administrative
Total operating expenses

$

Operating loss
Other expense (income)
Change in fair value of derivative liabilities
Interest expense
Gain on forgiveness of PPP loan
Total other expense, net
Loss before income taxes
Provision for income taxes

880,672
949,002
1,829,674

$

For the Six Months Ended
June 30,
2021
2020

428,529 $
792,129
1,220,658

1,490,328
2,076,608
3,566,936

$

1,228,141
2,203,725
3,431,866

(1,829,674)

(1,220,658)

(3,566,936)

(3,431,866)

120,648
190,058
(117,953)
192,753

26,353
171,625
—
197,978

358,998
374,963
(117,953)
616,008

(9,550)
337,980
—
328,430

(2,022,427)

(1,418,636)

(4,182,944)

(3,760,296)

1,600

1,600

1,600

1,600

Net loss and comprehensive loss

$

(2,024,027) $

(1,420,236) $

(4,184,544) $

(3,761,896)

Loss per common share:
Basic
Diluted

$
$

(0.01) $
(0.01) $

(0.01) $
(0.01) $

(0.01) $
(0.01) $

(0.02)
(0.02)

Weighted average shares of common stock outstanding used to compute
earnings per share:
Basic
Diluted

378,427,575
378,427,575

183,052,175
183,052,175

See accompanying notes to the condensed consolidated financial statements.
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SKYE BIOSCIENCE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)
For the Six Months Ended
June 30,
2021
2020
Cash flows from operating activities:
Net Loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation
Stock-based compensation expense
Change in fair value of derivative liabilities
Amortization of debt discount
Gain on forgiveness of PPP loan
Changes in assets and liabilities:
Prepaid expenses and other current assets
Prepaid expenses - related parties
Other asset - related party
Accounts payable
Accounts payable to related party
Accrued interest due to related party
Accrued payroll liabilities
Other current liabilities
Net cash used in operating activities

$

(4,184,544)

$

(3,761,896)

1,948
258,279
358,998
287,781
(117,953)

731
92,851
(9,550)
264,391
—

(72,427)
(14,805)
(4,000)
17,799
(1,994)
42,650
50,960
357,819
(3,019,489)

41,352
—
—
966,474
67,290
37,726
194,979
(188,501)
(2,294,153)

(10,170)
(10,170)

—
—

Cash flows from financing activities:
Proceeds from multi-draw credit agreement – related party, net of $ 0 and $ 9,301 issuance costs for the June 30, 2021 and June 30, 2020 periods,
respectively
Proceeds from PPP loan
Proceeds from common stock warrant exercises
Proceeds from pre-funded warrant exercises
Proceeds from stock option exercises
Net cash provided by financing activities

—
—
5,730,000
11,800
4,783
5,746,583

450,000
116,700
—
—
—
566,700

Net increase (decrease) in cash and restricted cash

2,716,924

(1,727,453)

Cash flows from investing activities:
Purchase of property and equipment
Net cash used in investing activities

Cash and restricted cash , beginning of period

$

2,473,976

$

1,834,515

Cash and restricted cash, end of period

$

5,190,900

$

107,062

Supplemental disclosures of cash-flow information:
Reconciliation of cash and restricted cash:
Cash
Restricted cash
Total cash and restricted cash shown in the consolidated statements of cash flows

$

5,186,331
4,569
5,190,900

$

102,524
4,538
107,062

Cash paid during the period for:
Interest
Income taxes

$

44,087
1,600

$

—
1,600

$

—

$

26,563

$

Supplemental disclosures of non-cash financing activities:
Reclassification of warrant liabilities to equity from exercise of warrants

See accompanying notes to the condensed consolidated financial statements.
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SKYE BIOSCIENCE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)
(UNAUDITED)
Common Stock
Balance, January 1, 2020
Stock-based compensation expense
Series B warrant exercises
Net loss for the three months ended March 31, 2020
Balance, March 31, 2020

Shares
182,895,247

$

Amounts
182,895

$

Additional
Paid-In
Capital
32,538,445

$

Accumulated
Deficit
(32,173,282)

$

Total
Stockholders’
Equity (Deficit)
548,058

—

—

64,142

—

64,142

312,500

313

26,250

—

26,563

—

—

—

(2,341,660)

(2,341,660)

183,207,747

$

183,208

$

32,628,837

$

(34,514,942)

$

(1,702,897)

Stock-based compensation expense

—

—

28,709

—

28,709

Net loss for the three months ended June 30, 2020

—

—

—

(1,420,236)

(1,420,236)

Balance, June 30, 2020

183,207,747

$

183,208

$

Common Stock
Balance, January 1, 2021

Shares
288,074,415

Amounts
288,074

$

$

32,657,546

Additional
Paid-In
Capital
38,896,693

$

$

(35,935,178)

Accumulated
Deficit
(38,733,981)

$

$

(3,094,424)

Total
Stockholders’
Equity
450,786

Stock-based compensation expense

600,000

600

145,980

—

146,580

Exercise of common stock warrants

67,166,667

67,167

3,962,833

—

4,030,000

Exercise of pre-funded warrants

11,800,000

11,800

—

—

11,800

—

—

—

(2,160,517)

(2,160,517)

Net loss for the three months ended March 31, 2021
Balance, March 31, 2021
Stock-based compensation expense
Exercise of common stock options
Exercise of common stock warrants
Net loss for the three months ended June 30, 2021
Balance, June 30, 2021

367,641,082

$

367,641

$

43,005,506

$

(40,894,498)

$

2,478,649

—

—

111,699

—

111,699

106,250

107

4,676

—

4,783

28,333,334

28,333

1,671,667

—

1,700,000

—

—

—

(2,024,027)

(2,024,027)

396,080,666

$

396,081

$

44,793,548

See accompanying notes to the condensed consolidated financial statements.
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SKYE BIOSCIENCE, INC. AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
1. Nature of Operations and Business Activities
Nature of Operations
Skye Bioscience, Inc. (the “Company”) was initially incorporated in Nevada on March 16, 2011 as Load Guard Logistics, Inc. On October 31, 2014, the Company closed a
reverse merger transaction (the “Merger”) pursuant to which Nemus, a California corporation (“Nemus Sub”), became the Company’s wholly owned subsidiary, and the
Company assumed the operations of Nemus Sub. Nemus Sub was incorporated in the State of California on July 17, 2012. On November 3, 2014, the Company changed its
name to Nemus Bioscience, Inc. by merging with Nemus Sub to form a Nevada company.
Effective March 25, 2019, the Company changed its name from Nemus Bioscience, Inc. to Emerald Bioscience, Inc. Effective January 19, 2021, the Company changed its
name from Emerald Bioscience, Inc. to Skye Bioscience, Inc.
In August 2019, the Company formed a new subsidiary in Australia, SKYE Bioscience Pty Ltd. (formerly "EMBI Australia Pty Ltd."), an Australian proprietary limited
company (“SKYE Bioscience Australia”), in order to qualify for the Australian government’s research and development tax credit for research and development dollars spent in
Australia. The primary purpose of SKYE Bioscience Australia is to conduct clinical trials for the Company’s product candidates.
The Company is a biopharmaceutical company located in San Diego, California that plans to research, develop and commercialize therapeutics derived from cannabinoids
through several license agreements with the University of Mississippi (“UM”). UM is an entity federally permitted and licensed to cultivate cannabis for research purposes in the
United States.
As of June 30, 2021, the Company has devoted substantially all its efforts to securing product licenses, carrying out research and development, building infrastructure and
raising capital. The Company has not yet realized revenue from its planned principal operations and is a number of years away from potentially being able to do so.
Liquidity and Going Concern
The Company has incurred operating losses and negative cash flows from operations since inception and as of June 30, 2021, had an accumulated deficit of $42,918,525. As of
June 30, 2021, the Company had unrestricted cash in the amount of $5,186,331. The Company expects to continue to incur significant losses through the second half of 2021
and into 2022 and expects to incur significant losses and negative cash flows from operations in the future.
The Company’s continued existence is dependent on its ability to raise sufficient additional funding to cover operating expenses and to carry out its research and development
activities. As the Company approaches its first clinical trial, it expects to ramp up research and development spending and to increase cash used in operating activities. However,
based on the Company’s expected cash requirements, without obtaining additional funding by December 2021, management believes that the Company will not have enough
funds to continue clinical studies. These conditions give rise to substantial doubt as to the Company’s ability to continue as a going concern within one year after the date that
the financial statements are issued.
The Company’s continued existence is dependent on its ability to raise sufficient additional funding to cover operating expenses and to carry out its research and development
activities. On October 5, 2018, the Company entered into a Multi-Draw Credit Agreement (the “Credit Agreement”) with Emerald Health Sciences (See Note 4).
On April 29, 2020, the Company entered into an Amended and Restated Multi-Draw Credit Agreement (the “Amended Credit Agreement”) with Emerald Health Sciences (See
Note 4). The Amended Credit Agreement provides for a credit facility in the principal amount of up to $ 20,000,000. As of June 30, 2021, the Company has drawn down on
$6,450,000 of the Amended Credit Agreement and may draw down up to the remaining amount. However, the Company does not consider the facility available until advance
requests are approved, drawn down and funded. The Amended Credit Agreement is still in place, however, there is no guarantee of continued funding from Emerald Health
Sciences.
On April 22, 2020, the Company entered into a Paycheck Protection Program Promissory Note in the principal amount of $116,700 (the “PPP Loan”) from City National Bank
(the “PPP Loan Lender”). The PPP Loan was obtained pursuant to the Paycheck Protection Program (the “PPP”) of the Coronavirus Aid, Relief, and Economic Security Act (the
“CARES Act”)
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administered by the U.S. Small Business Administration (“SBA”). During the three months ended June 30, 2021, the full amount of principal and accrued interest was forgiven
and the Company realized a gain of $117,953 (Note 4).
The Company plans to continue to pursue funding through public or private equity or debt financings, licensing arrangements, asset sales, government grants or other
arrangements. However, the Company cannot provide any assurances that such additional funds will be available on reasonable terms, or at all. If the Company raises additional
funds by issuing equity securities, dilution to existing stockholders would result.
In December 2019, a novel strain of coronavirus (“COVID-19”) emerged in Wuhan, China. Since then, it has spread to the United States and infections have been reported
around the world. On March 11, 2020, the World Health Organization declared the outbreak of COVID-19 as a global pandemic, which continues to spread around the world
and throughout the United States and Australia, where the Company has operations and conducts laboratory research and clinical studies. In response to the outbreak, federal
and state authorities in the United States have introduced various recommendations and measures to try to limit the pandemic, including travel restrictions, border closures,
nonessential business closures, quarantines, self-isolations, shelters-in-place and social distancing. The COVID-19 outbreak and the response of governmental authorities to try
to limit it are having a significant impact on the private sector and individuals, including unprecedented business, employment and significant economic disruptions to the global
financial markets. These disruptions are likely to impact the Company’s ability to raise additional capital and obtain the necessary funds.
Notably, the Company relies on third party manufacturers to produce its product candidates. The manufacturing of the active pharmaceutical ingredient of THCVHS is
conducted in the United States. Formulation of the eye drop for testing is also performed in the United States but can rely on regulatory-accepted excipients that can be sourced
from countries outside the United States. In connection with the COVID-19 pandemic, there could possibly be an impact on sourcing materials that are part of the eye drop
formulation, as well as impacting volunteer and/or patient recruitment in Australia for clinical studies. The location of the proposed clinical trial are clinical sites in Australia and
since the COVID-19 outbreak in that country, the multiple cities have experienced health emergency lockdowns which have had a negative impact on the conduct and timelines
of clinical studies. Therefore, the Company has shifted its first-in-human studies of THCVHS to the second quarter of 2022.
After considering the plans to alleviate substantial doubt, management has concluded that there is substantial doubt about the Company’s ability to continue as a going concern
within one year after the date that the financial statements are issued. The accompanying Condensed Consolidated Financial Statements do not include any adjustments that
might result from the outcome of this uncertainty.
2. Summary of Significant Accounting Policies
Basis of Presentation
In the opinion of management, the accompanying Unaudited Condensed Consolidated Financial Statements have been prepared on a consistent basis with the Company’s
Audited Consolidated Financial Statements for the year ended December 31, 2020, and include all adjustments, consisting of only normal recurring adjustments, necessary to
fairly state the information set forth herein. The Condensed Consolidated Financial Statements have been prepared in accordance with the rules and regulations of the Securities
and Exchange Commission (“SEC”) and therefore, omit certain information and footnote disclosures necessary to present the financial statements in accordance with generally
accepted accounting principles in the United States (“GAAP”).
The results of operations for the three and six months ended June 30, 2021 are not necessarily indicative of the results to be expected for the year ending December 31, 2021 or
any future periods. The Condensed Consolidated Balance Sheet as of December 31, 2020 was derived from the Company’s audited financial statements as of December 31,
2020, which are included in the Company’s Annual Report on Form 10-K filed with the SEC on March 1, 2021. The unaudited financial statements included in this Quarterly
Report on Form 10-Q should be read in conjunction with the audited consolidated financial statements and notes thereto included in the Company’s Annual Report on Form 10K for the year ended December 31, 2020, which includes a broader discussion of the Company’s business and the risks inherent therein.
Use of Estimates
The preparation of the Condensed Consolidated Financial Statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the Condensed Consolidated Financial Statements and the reported
amounts of income and expense during the reporting period. Actual results could differ from those estimates. The most significant accounting estimates inherent
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in the preparation of the Company’s financial statements include estimates and judgements as to the appropriate carrying values of equity instruments, derivative liabilities, debt
with embedded features and the valuation of our stock based compensation awards, which are not readily apparent from other sources
Risks and Uncertainties
The Company’s operations are subject to a number of risks and uncertainties, including but not limited to, changes in the general economy, the size and growth of the potential
markets for any of the Company’s product candidates, uncertainties related to the impact of COVID-19 (Note 2), results of research and development activities, uncertainties
surrounding regulatory developments in the United States and Australia, and the Company’s ability to attract new funding.
Fair Value Measurements
Certain assets and liabilities are carried at fair value under GAAP. Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability
(the “exit price”) in the principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date. Valuation
techniques used to measure fair value must maximize the use of observable inputs and minimize the use of unobservable inputs. A fair value hierarchy based on three levels of
inputs, of which the first two are considered observable, and the last is considered unobservable, is used to measure fair value:
Level 1:

Valuations for assets and liabilities traded in active markets from readily available pricing sources such as quoted prices in active markets for identical assets or
liabilities.

Level 2:

Observable inputs (other than Level 1 quoted prices) such as quoted prices in active markets for similar assets or liabilities, quoted prices in markets that are not active
for identical or similar assets or liabilities, or other inputs that are observable or can be corroborated by observable market data.

Level 3:

Unobservable inputs that are supported by little or no market activity and that are significant to determining the fair value of the assets or liabilities, including pricing
models, discounted cash flow methodologies and similar techniques.

The carrying values of the Company’s financial instruments, with the exception of the Amended Credit Agreement and derivative liabilities, including, cash, prepaid expenses,
accounts payable and other current liabilities approximate their fair value due to the short maturities of these financial instruments. The derivative liabilities are valued on a
recurring basis utilizing Level 3 inputs (Note 3).
As of June 30, 2021 and December 31, 2020, the Company estimated that the fair value of the Amended Credit Agreement was materially consistent with the fair value estimate
as of December 31, 2019 of $1,877,938, plus the non-convertible advances made in 2020. This determination was based on the following considerations: (i) the Company has
not experienced any significant change in its credit worthiness or operations year over year, (ii) there have been no repayments or convertible draws, (iii) the facility is closer to
maturity, and (iv) the embedded conversion feature on the convertible advances is out-of-the-money at the reporting date. Information pertinent to estimating the fair value of the
Amended Credit Agreement includes valuing the embedded conversion feature and considering the discounted cash flows of the interest and principal payments through
maturity (Note 4).
Convertible Instruments
The Company accounts for hybrid contracts with embedded conversion features in accordance with GAAP. ASC 815,Derivatives and Hedging Activities (“ASC 815”) requires
companies to bifurcate conversion options from their host instruments and account for them as free-standing derivative financial instruments according to certain criteria. The
criteria includes circumstances in which (a) the economic characteristics and risks of the embedded derivative instrument are not clearly and closely related to the economic
characteristics and risks of the host contract, (b) the hybrid instrument that embodies both the embedded derivative instrument and the host contract is not re-measured at fair
value under otherwise applicable generally accepted accounting principles with changes in fair value reported in earnings as they occur and (c) a separate instrument with the
same terms as the embedded derivative instrument would be considered a derivative instrument.
The Company accounts for convertible debt instruments with embedded conversion features in accordance with ASC 470-20,Debt with Conversion and Other Options (“ASC
470-20”) if it is determined that the conversion feature should not be bifurcated from their host instruments. Under ASC 470-20, the Company records, when necessary,
discounts to convertible
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notes for the intrinsic value of conversion options embedded in debt instruments based upon the difference between the fair value of the underlying common stock at the
commitment date and the embedded effective conversion price. When the Company determines that the embedded conversion option should be bifurcated from its host
instrument, the embedded feature is accounted for in accordance with ASC 815. Under ASC 815, a portion of the proceeds received upon the issuance of the hybrid contract is
allocated to the fair value of the derivative. The derivative is subsequently recorded at fair value at each reporting date based on current fair value, with the changes in fair value
reported in the results of operations.
The Company also follows ASC 480-10, Distinguishing Liabilities from Equity (“ASC 480-10”) when evaluating the accounting for its hybrid instruments. A financial
instrument that embodies an unconditional obligation, or a financial instrument other than an outstanding share that embodies a conditional obligation, that the issuer must or
may settle by issuing a variable number of its equity shares shall be classified as a liability (or an asset in some circumstances) if, at inception, the monetary value of the
obligation is based solely or predominantly on any one of the following: (a) a fixed monetary amount known at inception (for example, a payable settled with a variable number
of the issuer’s equity shares); (b) variations in something other than the fair value of the issuer’s equity shares (for example, a financial instrument indexed to the Standard and
Poor’s S&P 500 Index and settled with a variable number of the issuer’s equity shares); or (c) variations inversely related to changes in the fair value of the issuer’s equity
shares (for example, a written put option that could be net share settled). Hybrid instruments meeting these criteria are not further evaluated for any embedded derivatives and
are carried as a liability at fair value at each balance sheet date with a re-measurement reported in other expense (income), net in the accompanying Condensed Consolidated
Statements of Comprehensive Loss.
When determining the short-term vs. long-term classification of derivative liabilities, the Company first evaluates the instruments’ exercise provisions. Generally, if a derivative
is a liability and exercisable within one year, it will be classified as short-term. However, because of the unique provisions and circumstances that may impact the accounting
for derivative instruments, the Company carefully evaluates all factors that could potentially restrict the instrument from being exercised or create a situation where exercise
would be considered remote. The Company re-evaluates its derivative liabilities at each reporting period end and makes updates for any changes in facts and circumstances that
may impact classification.
Warrants Issued in Connection with Financings
The Company generally accounts for warrants issued in connection with debt and equity financings as a component of equity, unless the warrants include a conditional
obligation to issue a variable number of shares or there is a deemed possibility that the Company may need to settle the warrants in cash. For warrants issued with a conditional
obligation to issue a variable number of shares or the deemed possibility of a cash settlement, the Company records the fair value of the warrants as a liability at each balance
sheet date and records changes in fair value in other expense (income), net in the Condensed Consolidated Statements of Comprehensive Loss.
Debt Issuance Costs and Interest
Discounts related to bifurcated derivatives, freestanding instruments issued in bundled transactions, and issuance costs are recorded as a reduction to the carrying value of the
debt and amortized over the life of the debt using the effective interest method. The Company makes changes to the effective interest rate, as necessary, on a prospective basis.
For debt facilities that provide for multiple advances, the Company initially defers any issuance costs until the first advance is made and then amortizes the costs over the life of
the facility.
Research and Development Expenses and Licensed Technology
Research and development costs are expensed when incurred. These costs may consist of external research and development expenses incurred under agreements with third
party contract research organizations and investigative sites, third party manufacturing organizations and consultants; license fees; employee-related expenses, which include
salaries and benefits for the personnel involved in the Company’s preclinical and clinical drug development activities; facilities expense, and other expenses; and equipment and
laboratory supplies.
Costs incurred for the rights to use licensed technologies in the research and development process, including licensing fees and milestone payments, are charged to research and
development expense as incurred in situations where the Company has not identified an alternative future use for the acquired rights, and are capitalized in situations where
there is an identified alternative future use. No cost associated with the use of licensed technologies has been capitalized to date.
Stock-Based Compensation Expense
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Stock-based compensation expense is estimated at the grant date based on the fair value of the award, and the cost is recognized as expense ratably over the vesting period with
forfeitures accounted for as they occur. The Company uses the Black Scholes Merton option pricing model for estimating the grant date fair value of stock options using the
following assumptions:
•

Volatility - Expected volatility is estimated using the historical stock price performance over the expected term of the award.

•

Expected term - The expected term is based on a simplified method which defines the life as the weighted average of the contractual term of the options and the
vesting period for each award.

•

Risk-free rate - The risk-free interest rate for the expected term of the option is based on the average market rate on U.S. Treasury securities in effect during the
period in which the awards were granted.

•

Dividends - The dividend yield assumption is based on the Company’s history and expectation of paying no dividends in the foreseeable future.

Loss Per Common Share
The Company applies FASB ASC No. 260, Earnings per Share in calculating its basic and diluted net loss per common share. Basic loss per share of common stock is
computed by dividing net loss available to common stockholders by the weighted-average number of shares of common stock outstanding for the period. The diluted loss per
share of common stock is computed by giving effect to all potential common stock equivalents outstanding for the period determined using the treasury stock method. For
purposes of this calculation, options to purchase common stock, restricted stock subject to vesting, warrants to purchase common stock and common shares underlying
convertible debt instruments are considered to be common stock equivalents. The following outstanding shares of common stock equivalents were excluded from the
computation of diluted net loss per share of common stock for the periods presented because including them would have been anti-dilutive:

Stock options
Common shares underlying convertible debt
Warrants

Three Months Ended
June 30, (Unaudited)
2021
2020
21,850,000
4,186,786
5,213,498
5,125,364
50,213,334
22,304,750

Six Months Ended
June 30, (Unaudited)
2021
2020
21,850,000
4,186,786
5,213,498
5,125,364
50,213,334
22,304,750

Recent Accounting Pronouncements
In August 2020, the FASB issued ASU 2020-06, Debt—Debt with Conversion and Other Options (Subtopic 470-20) and Derivatives and Hedging—Contracts in Entity’s Own
Equity (Subtopic 815-40): Accounting for Convertible Instruments and Contracts in an Entity’s Own Equity. This ASU amends the guidance on convertible instruments and the
derivatives scope exception for contracts in an entity’s own equity and improves and amends the related EPS guidance for both Subtopics. The ASU will be effective for annual
reporting periods after December 15, 2023 and interim periods within those annual periods and early adoption is permitted in fiscal periods ending after December 15, 2020.
Upon implementation, the Company may use either a modified retrospective or full retrospective method of adoption. The adoption of ASU 2020-06 will impact the way the
Company calculates its (loss) earnings per share, result in expanded disclosures around convertible instruments and remove the requirement to assess and record beneficial
conversion features. The impact from adoption will depend on whether the Company elects to early adopt this ASU. The Company currently plans to adopt the provisions of this
ASU on the effective date. However, it reserves the right to early adopt these provisions.
3. Warrants and Derivative Liabilities
There are significant judgments and estimates inherent in the determination of the fair value of the Company’s warrants and derivative liabilities. These judgments and estimates
include assumptions regarding the Company’s future operating performance, the time to completing a liquidity event, if applicable, and the determination of the appropriate
valuation methods.
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If the Company had made different assumptions, the fair value of the warrants and derivative liabilities could have been significantly different (See Note 2).
Warrants

Warrants vested and outstanding as of June 30, 2021 are summarized as follows:

Exercise
Price

Source
Pre 2015 Common Stock Warrants
2015 Common Stock Warrants
2016 Common Stock Warrants to Service Providers
2016 Series C Common Stock Warrants to Placement Agent
2017 Series D Common Stock Warrants to Placement Agent
2017 Common Stock Warrants to Service Provider
2018 Emerald Financing Warrants
Emerald Multi-Draw Credit Agreement Warrants
2019 Common Stock Warrants
2020 Common Stock Warrants
2020 Common Stock Warrants to Placement Agent
Total warrants vested and outstanding as of June 30, 2021

$
$
$
$
$
$
$
$
$
$
$

Term
(Years)

1.00
5.00
1.15
0.40
0.25
0.41
0.10
0.50
0.35
0.06
0.075

6-10
10
10
5
5
5
5
5
5
5
4.99

Number of
Warrants
Vested and
Outstanding
1,110,000
100,000
40,000
125,000
480,000
125,000
3,400,000
7,500,000
8,000,000
21,166,667
8,166,667
50,213,334

Refer to Note 9 for warrant issuances and exercises subsequent to June 30, 2021.
Derivative Liabilities
The following tables summarize the activity of derivative liabilities for the periods indicated:
Six Months Ended June 30, 2021

Emerald Financing - warrant liability (1)
Current balance of derivative liabilities

December 31, 2020
Fair
Value of Derivative
Liabilities
$
38,567
$
38,567

Fair
Value of
Derivative
Liabilities
Issued
$
$

—
—
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Change in
Fair Value of
Derivative
Liabilities
$
358,998
$
358,998

Reclassification
of Derivatives
to Equity
$
$

—
—

June 30, 2021
Fair
Value of Derivative
Liabilities
$
397,565
$
397,565
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Fair
Value of
Derivative
Liabilities
Issued

December 31, 2019
Fair
Value of Derivative
Liabilities
Emerald Multi Draw Credit Agreement - compound
derivative liability (2)
Emerald Financing - warrant liability (1)
Series B - warrant liability(3)
Total derivative liabilities
Less, noncurrent portion of derivative liabilities
Current balance of derivative liabilities

$

$

90,797
276,024
134,579
501,400

$

(90,797)
410,603

$

Six Months Ended June 30, 2020
Change in
Fair
Value of
Reclassification
Derivative
of Derivatives
Liabilities
to Equity
—
—
—
—

$

$

$

(90,797) $
76,708
4,539
(9,550) $

June 30, 2020
Fair
Value of Derivative
Liabilities

— $
—
(26,563)
(26,563) $

—
352,732
112,555
465,287

$

—
465,287

Emerald Financing Warrant Liability (1)
In connection with the August 2020 Financing, the exercise price of the warrants was permanently set to $0.10. The warrants contain a contingent put option if the Company
undergoes a subsequent financing that results in a change in control. The warrant holders also have the right to participate in subsequent financing transactions on an as-if
converted basis.
The Company reviewed the warrants for liability or equity classification under the guidance of ASC 480-10, Distinguishing Liabilities from Equity, and concluded that the
warrants should be classified as a liability and re-measured to fair value at the end of each reporting period. The Company also reviewed the warrants under ASC 815,
Derivatives and Hedging/Contracts in Entity’s Own Equity , and determined that the warrants also meet the definition of a derivative. With the assistance of a third party
valuation specialist, the Company valued the warrant liabilities utilizing the Monte Carlo valuation method pursuant to the accounting guidance of ASC 820-10, Fair Value
Measurements. Beginning March 31 2021, the Company changed its valuation approach for the Emerald Financing Warrant Liability to a Black Scholes valuation method, as it
was determined that a more simplistic model such as the Black Scholes valuation method yields a substantially similar result as a Monte Carlo simulation due to the Company's
current assumptions.
The warrant liability is valued at the balance sheet dates using the following assumptions:
June 30,
2021
0.00%
145.3%
0.18%
1.63
$0.16

Dividend yield
Volatility factor
Risk-free interest rate
Expected term (years)
Underlying common stock price

December 31,
2020
0.00%
90.9%
0.14%
2.13
$0.04

Emerald Multi-Draw Credit Agreement Compound Derivative Liability (2)
On April 29, 2020, the Company entered into the Amended Credit Agreement which removed the change in control provision as an event of default for advances before and
after the amendment. As a result of the modification, the contingent interest feature component of the compound derivative is no longer required to be bifurcated as a derivative
liability.
Series B Warrant Liability (3)
To compute the fair value of the warrants, the Company utilized the following assumptions in the Black Scholes Merton Option Pricing Model as follows:
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June 30,
2020
0.00%
104.9%
0.16%
0.14
$0.16

Dividend yield
Volatility factor
Risk-free interest rate
Expected term (years)
Underlying common stock price

During the six months ended June 30, 2020, 312,500 Series B Common Stock Warrants with an intrinsic value of $26,563 were exercised for no consideration per share, which
resulted in the issuance of 312,500 shares of common stock. Prior to exercise, these Series B Warrants were adjusted to fair value using a Black Scholes Merton Option Pricing
Model which considered the closing trading price on the exercise dates. Because the exercise price of these options had been reset to $0.00, the fair value derived from the
valuation model approximated the market value of the Company’s common stock on the exercise dates.
4. Debt
Multi-Draw Credit Agreement- Related Party
The Company’s Debt with Emerald Health Sciences consists of the following:
Conversion
Price
$
0.40

Total principal value of convertible debt—related party
Unamortized debt discount
Unamortized debt issuance costs
Carrying value of total convertible debt - related party
Total principal value of non-convertible debt—related party
Total carrying value of advances under the multi-draw credit agreement

$

n/a
$

As of June 30,
As of December 31,
2021
2020
2,014,500 $
2,014,500
(792,839)
(1,079,821)
(2,777)
(3,576)
1,218,884
931,103
450,000
450,000
1,668,884 $
1,381,103

On October 5, 2018, the Company entered into the Credit Agreement with Emerald Health Sciences, a related party (See Note 8). On April 29, 2020, the Company entered into
the Amended Credit Agreement with Emerald Health Sciences, which amends and restates the Credit Agreement. For all pre-existing and new advances, the Amended Credit
Agreement removed the change in control as an event of default. The amendments to the pre-existing advances were accounted for as a modification. For all advances made
after the Credit Agreement was amended, advances will be convertible at a reduced conversion price of $0.25 per share of Common Stock, unless Emerald Health Sciences
provides notice that the advance will not be convertible.
On March 29, 2021, the Company amended the Amended Credit Agreement with Emerald Health Sciences which defers interest payments through the earlier of maturity or
prepayment of the principal balance. The amendment was considered a modification for accounting purposes.
For all outstanding advances, the Amended Credit Agreement provides for a credit facility to the Company of up to $20,000,000 and is unsecured. Advances under the
Amended Credit Agreement bear interest at an annual rate of 7% and mature on October 5, 2022. At Emerald Health Sciences’ election, convertible advances and unpaid
interest may be converted into common stock at the applicable fixed conversion price of the underlying advance, subject to customary adjustments for stock splits, stock
dividends, recapitalizations, etc. As of June 30, 2021, the Company has drawn down on $6,450,000 of the Amended Credit Agreement and may request to draw down up to the
remaining amount. However, the Company does not consider the facility available until advance requests are approved, drawn down and funded by Emerald Health Sciences.
The Amended Credit Agreement is still in place; however, there is no guarantee of continued funding by Emerald Health Sciences under the Amended Credit Agreement or
otherwise.
The Amended Credit Agreement provides for customary events of default which may result in the acceleration of the maturity of the advances in addition to, but not limited to,
cross acceleration to certain other indebtedness of the Company. In the case of an event of default arising from specified events of bankruptcy or insolvency or reorganization,
all outstanding advances will become due and payable immediately without further action or notice. If any other event of default under the Amended Credit Agreement occurs
or is continuing, Emerald Health Sciences may, by written notice, terminate its commitment to make any
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advances and/or declare all the advances, including accrued interest, payable due immediately. If any amount under the Amended Credit Agreement is not paid when due, such
overdue amount shall bear interest at an annual default interest rate of the applicable rate plus 10%, until such amount is paid in full.
In connection with each advance under the Amended Credit Agreement, the Company has agreed to issue to Emerald Health Sciences warrants to purchase shares of common
stock in an amount equal to 50% of the number of shares of common stock that each advance may be converted into. The warrants have a term offive years and are
immediately exercisable upon issuance. Under the Amended Credit Agreement, Emerald Health Sciences may issue notice that no warrants will be granted at the time of the
advance request. The warrants issued under the Credit Agreement have an exercise price of $ 0.50 per share and any future warrants issued under the Amended Credit
Agreement will have a reduced exercise price of $0.35 per share. The exercise prices are subject to adjustment in the event of certain stock dividends and distributions, stock
splits, stock combinations, reclassifications or similar events or upon any distributions of assets, including cash, stock or other property to the Company’s stockholders (See
Note 3).
As of June 30, 2021, the unamortized debt discount on the convertible advances will be amortized over a remaining period of approximately1.27 years. As of June 30, 2021,
the fair value of the shares underlying the convertible advances under the Amended Credit Agreement was $ 810,836. As of June 30, 2021, the if-converted value did not exceed
the principal balance.
PPP Loan
On April 24, 2020, the Company received funding from the PPP Loan Lender pursuant to the PPP of the CARES Act administered by the SBA for a principal amount of
$116,700. The PPP Loan had a maturity date of April 24, 2022 and an interest rate of1.00% per year. Funds from the PPP Loan may only be used by the Company for payroll
costs, costs for continuing group healthcare benefits, mortgage interest payments, rent, utility and interest on any other debt obligations that were incurred before October 9,
2020.
On April 5, 2021, the Company submitted an application for the full forgiveness of the PPP Loan to the PPP Loan Lender for the full amount of the loan. On May 20, 2021, the
Company received notification that the application was accepted and that the full amount of the PPP Loan including accrued interest was forgiven. During the three and six
months ended June 30, 2021, the Company has recorded a gain on forgiveness of the PPP loan in an amount of $117,953.
Interest Expense
The Company’s interest expense consists of the following:

Related party interest expense – stated rate
PPP loan interest expense – stated rate
Non-cash interest expense:
Amortization of debt discount
Amortization of transaction costs

$

$

Three Months Ended
June 30,
2021
2020
43,608 $
37,726
159
218
145,885
406
190,058 $

133,310
371
171,625

$

Six Months Ended
June 30,
2021
2020
86,737 $
73,371
445
218

$

286,982
799
374,963

$

263,657
734
337,980

5. Stockholders’ Equity and Capitalization
Increase to Authorized Shares of Capital Stock
On February 5, 2021, the Company increased its authorized shares of common and preferred stock to5,000,000,000 and 50,000,000, respectively.
Warrant Exercises
During the six months ended June 30, 2021, 11,800,000 pre-funded warrants with an intrinsic value of $460,200 were exercised in exchange for 11,800,000 shares of common
stock for gross proceeds of $11,800. As of June 30, 2021 all of the pre-funded warrants have been exercised.
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During the six months ended June 30, 2021, 95,500,001 of the 2020 common stock warrants with an intrinsic value of $6,859,967 were exercised in exchange for 95,500,001
shares of common stock for gross proceeds of $5,730,000.
Refer to Note 9 for warrant exercises subsequent to June 30, 2021.
6. Stock-Based Compensation
Stock Incentive Plan
On October 31, 2014, after the closing of the Merger, the Board of Directors approved the Company’s 2014 Omnibus Incentive Plan (the “2014 Plan”). The share reserve under
the 2014 Plan equals 10% of the number of issued and outstanding shares of common stock of the Company. In August 2020, the Company approved Amendment No. 2 to the
2014 Plan, which increased the share reserve by an additional 7,876,835 shares over the 10% of the number of issued and outstanding shares of common stock, and removed
certain restrictions on the number of shares of common stock and the amount of cash-based awards up to which participants of the 2014 Plan can receive in a calendar year. The
2014 Plan authorizes the issuance of awards including stock options, stock appreciation rights, restricted stock, stock units and performance units to employees, directors, and
consultants of the Company. As of June 30, 2021, the Company had 23,685,150 shares available for future grant under the 2014 Plan.
Stock Options
The following is a summary of option activities under the Company’s 2014 Plan for the six months ended June 30, 2021:

Number of
Shares
22,050,000

Outstanding, December 31, 2020

Weighted
Average
Remaining
Contractual
Term (Years)

Weighted
Average
Exercise Price
$
0.06

Granted
Exercised
Cancelled
Forfeited
Outstanding, June 30, 2021
Exercisable, June 30, 2021

700,000
(106,250)
(753,750)
(40,000)
21,850,000 $
6,130,000

Vested and expected to vest, June 30, 2021

21,850,000

9.52

0.16
0.05
0.05
0.05
0.07

9.05

$

0.11

8.72

$

0.07

9.05

During the three and six months ended June 30, 2021, 106,250 stock options with an intrinsic value of $13,281 were exercised for gross proceeds of $4,783.
The fair value of each stock option grant was estimated on the date of grant using the Black-Scholes option-pricing model using the following assumptions:
For the Six Months
Ended June 30, 2021
0.00%
124.2%
1.11%
6.01

Dividend yield
Volatility factor
Risk-free interest rate
Expected term (years)
Awards Granted Outside the 2014 Plan
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During the six months ended June 30, 2021, the Company granted an aggregate of1,200,000 restricted shares of common stock to a non-employee consultant for investor
relations services. Upon entering the service contract, half of the shares were issued, the remaining 50% will be issued upon the completion of the six month service contract.
The following is a summary of restricted stock activity outside of the Company’s 2014 Plan during the six months ended June 30, 2021:
Weighted
Average
Grant
Date Fair
Value

Number of
Shares
Unvested, December 31, 2020

—

Granted
Released
Unvested, June 30, 2021

$

—

1,200,000
(600,000)
600,000 $

0.08
0.08
0.08

Stock-Based Compensation Expense
The Company recognizes compensation expense using the straight-line method over the requisite service period. Stock-based compensation is included in the Condensed
Consolidated Statements of Comprehensive Loss in general and administrative or research and development, depending upon the nature of services provided. Stock-based
compensation expense (including compensation expense for restricted stock awards discussed above) was as follows:

Research and development
General and administrative

$
$

Three Months Ended June 30,
2021
2020
13,612 $
—
98,087
28,709
111,699 $
28,709

$
$

Six Months Ended
June 30,
2021
2020
19,363 $
—
238,916
92,851
258,279 $
92,851

The total amount of unrecognized compensation cost was $764,803 as of June 30, 2021. This amount will be recognized over a weighted average period of2.9 years.
7. Significant Contracts - University of Mississippi
UM 5050 Prodrug and UM 8930 Analog Agreements
In July 2018, the Company renewed its ocular licenses for UM 5050, a prodrug of tetrahydrocannabinol (“THC”), and UM 8930, an analog of cannabidiol (“CBD”). On May
24, 2019, the ocular delivery licenses were replaced by “all fields of use” licenses for both UM 5050 and UM 8930 (collectively, the “License Agreements”). Pursuant to the
License Agreements, UM granted the Company an exclusive, perpetual license, including, with the prior written consent of UM, the right to sublicense, the intellectual property
related to UM 5050 and UM 8930 for all fields of use.
The License Agreements contain certain milestone payments, royalty and sublicensing fees payable by the Company, as defined therein. Each License Agreement provides for
an annual maintenance fee of $75,000 payable on the anniversary of the effective date. The Company made upfront payments for UM 5050 and UM 8930 of $100,000 and
$200,000, respectively. In addition, in March 2020, the Company was notified by the United States Patent and Trademark Office, that a notice of allowance was issued for the
proprietary analog of cannabidiol, CBDVHS, under the UM 8930 License Agreement. As a result, the Company paid UM a fee of $200,000. The milestone payments payable
for each license are as follows:
i)

$100,000 paid within 30 days following the submission of the first Investigational New Drug (“IND”) application to the Food and Drug Administration or an equivalent
application to a regulatory agency anywhere in the world, for a product;
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ii)

$200,000 paid within 30 days following the first submission of a New Drug Application (“NDA”), or an equivalent application to a regulatory agency anywhere in the
world, for each product that is administered in a different route of administration from that of the earlier submitted product(s); and

iii)

$400,000 paid within 30 days following the approval of an NDA, or an equivalent application to a regulatory agency anywhere in the world, for each product that is
administered in a different route of administration from that of the early approved product(s).

The royalty percentage due on net sales under each License Agreement is in the mid-single digits. The Company must also pay to UM a portion of all licensing fees received
from any sublicensees, subject to a minimum royalty on net sales, and the Company is required to reimburse patent costs incurred by UM related to the licensed products. The
royalty obligations apply by country and by licensed product, and end upon the later of the date that no valid claim of a licensed patent covers a licensed product in a given
country, or ten years after the first commercial sale of such licensed product in such country.
Each License Agreement continues, unless terminated, until the later of the expiration of the last to expire of the patents or patent applications within the licensed technology,
and the expiration of the Company’s payment obligations under such License Agreement. UM may terminate each License Agreement, by giving written notice of termination,
upon the Company’s material breach of such License Agreement, including failure to make payments or satisfy covenants, representations or warranties without cure,
noncompliance, a bankruptcy event, the Company’s dissolution or cessation of operations, the Company’s failure to make reasonable efforts to commercialize at least one
product or failure to keep at least one product on the market after the first commercial sale for a continuous period of one year, other than for reasons outside the Company’s
control, or the Company’s failure to meet certain pre-established development milestones. The Company may terminate each License Agreement upon 60 days’ written notice to
UM.
As of June 30, 2021, with the exception of the fee due for the notice of patent allowance for CBDVHS,none of the other milestones under these license agreements have been
met.
UM 5070 License Agreement
In January 2017, the Company entered into a license agreement with UM pursuant to which UM granted the Company an exclusive, perpetual license, including the right to
sublicense, to intellectual property related to a platform of cannabinoid-based molecules (“UM 5070”), to research, develop and commercialize products for the treatment of
infectious diseases.
The Company paid UM an upfront license fee of $65,000 under the license agreement. Under the license agreement, the Company is also responsible for annual maintenance
fees of $25,000 that will be credited against any royalties incurred, contingent milestone payments upon achievement of development and regulatory milestones, and royalties
on net sales of licensed products sold for commercial use. The aggregate milestone payments due under the license agreement if all the milestones are achieved is $700,000 and
the royalty percentage due on net sales is in the mid-single digits. The Company must also pay to UM a percentage of all licensing fees it receives from any sublicensees, subject
to a minimum royalty on net sales by such sublicensees. The Company’s royalty obligations apply on a country by country and licensed product by licensed product basis, and
end upon the later of the date that no valid claim of a licensed patent covers a licensed product in a given country, and ten years after first commercial sale of such licensed
product in such country.
The license agreement continues, unless terminated, until the later of the expiration of the last to expire of the patents or patent applications within the licensed technology, and
expiration of the Company’s payment obligations under the license. UM may terminate the license agreement, effective with the giving of notice, if: (a) the Company fails to
pay any material amount payable to UM under the license agreement and does not cure such failure within 60 days after UM notifies the Company of such failure, (b) the
Company materially breaches any covenant, representation or warranty in the license agreement and does not cure such breach within 60 days after UM notifies us of such
failure, (b) the Company materially breaches any covenant, representation or warranty in the license agreement and does not cure such breach within 60 days after UM notifies
the Company of such breach, (c) the Company fails to comply in any material respect with the terms of the license and do not cure such noncompliance within 60 days after UM
notifies the Company of such failure, (d) the Company is subject to a bankruptcy event, (e) the Company dissolves or ceases operations or (f) if after the first commercial sale of
a product during the term of the license agreement, the Company materially fails to make reasonable efforts to commercialize at least one product or fails to keep at least one
product on the market after the first commercial sale for a continuous period of one year, other than for reasons outside of the Company’s control. The Company may terminate
the license agreement upon 60 days’ written notice to UM.
As of June 30, 2021, none of the milestones under this license agreement have been met.
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8. Related Party Matters
Emerald Health Sciences
In January 2018, the Company entered into a securities purchase agreement with Emerald Health Sciences, pursuant to which Emerald Health Sciences purchased a majority of
the equity interest in the Company, resulting in a change in control transaction. While Emerald Health Sciences no longer maintains a controlling interest in the Company, it
holds a significant equity interest and have provided the Company with financing under the Amended Credit Agreement, as disclosed in Note 4.
On December 19, 2019, the Company entered into an Independent Contractor Services Agreement with Dr. Avtar Dhillon, a member of Emerald Health Sciences Board of
Directors and its CEO, pursuant to which Dr. Dhillon will provide ongoing corporate finance and strategic business advisory services to the Company. In exchange for his
services, Dr. Dhillon initially received a monthly fee of $ 10,000, with (i) $5,000 paid each month and (ii) $5,000 accruing from the effective date of the agreement and payable
upon the Company’s completion of a material financing. On March 30, 2020, the Company and Dr. Dhillon amended the Independent Contractor Services Agreement by
agreeing to defer payment of 100% of Dr. Dhillon’s consulting fees until the Board of Directors determines that the Company has been sufficiently financed to make such
payments at which point the Company agreed to pay Dr. Dhillon his accrued consulting fees, and 10% of his accrued consulting fees, less applicable tax and other withholdings.
The deferral was paid concurrent with the August 2020 Financing. After the August 2020 Financing, Dr. Dhillon continues to receive a monthly cash fee of $ 10,000 per month
for his services. The Board of Directors reviews the monthly rate paid to Dr. Dhillon within 90 days of the end of each fiscal year. The Independent Contractor Services
Agreement has an initial term of one year and automatically renews thereafter unless terminated earlier by either party. The Independent Contractor Services Agreement may be
terminated by either party for cause upon written notice to the other party if the other party defaults in the performance of the agreement in any material respect or materially
breaches the terms of the agreement, or without cause upon 30 days’ prior written notice to the other party. Under this agreement, for the three and six months ended June 30,
2021, the Company incurred fees of $30,000 and $60,000, respectively. For the the three and six months ended June 30, 2020, the Company incurred fees of $36,387 and
$66,387, respectively. As of June 30, 2021 and December 31, 2020, the Company has accrued $10,000 of consulting fees and $7,032 in expense related to the Independent
Contractor Services Agreement, respectively.
In addition, there is a Board Observer Agreement in place with Emerald Health Sciences to allow Dr. Dhillon to act as a representative of Emerald Health Sciences as a nonvoting observer in meetings of the Board.
Emerald Health Pharmaceuticals, Inc.
As of June 30, 2021, Jim Heppell and Punit Dhillon are board members of the Company and Emerald Health Pharmaceuticals, a subsidiary of Emerald Health Sciences. As of
June 30, 2021, Jim Heppell is also a board member of Emerald Health Sciences. The Company’s CEO, Punit Dhillon also served as a board member of Emerald Health
Sciences until he tendered his resignation from such board on August 10, 2020.
The Company shares the same office location as Emerald Health Pharmaceuticals in San Diego, CA. The Company entered into a month-to-month lease agreement, effective
April 30, 2021, with Emerald Health Pharmaceuticals as the sublessor and the Company as the sublessee. Under the sublease agreement the Company pays monthly base rent of
$4,000 in addition to its share of common area expenses and utilities. For the three and six months ended June 30, 2021, the Company recognized $6,000 in expense under the
sublease. As of June 30, 2021, the Company has paid Emerald Health Pharmaceuticals $4,000 for a security deposit which is included in other assets in the Company's
Condensed Consolidated Balance Sheets.
Emerald Health Biotechnology España, S.L.U.
In January 2021 and April 2021, the Company entered into two separate Collaborative Research Agreements pursuant to a Master Services Agreement with Emerald Health
Biotechnology España, S.L.U, a research and development entity with substantial expertise in cannabinoid science and a subsidiary of Emerald Health Research, Inc. which is
100% owned by Emerald Health Sciences. Under the agreements, Emerald Health Biotechnology España, S.L.U. will provide research and development services pursuant to an
agreed upon project plans for the research and development of CBDVHS and preclinical development services for novel analogues. The term of each agreement is initially for a
one-year period. The agreements will terminate upon delivery and acceptance of the final deliverables under the project plans or if either party is in breach of the terms of the
contract and such breach remains uncured for 45 days. Payment for services are based on the negotiated amounts for the completion of agreed upon objectives as provided in the
Collaborative Research Agreements. For the three and six months ended June 30, 2021, the Company incurred $73,678 and $143,278, respectively, in expenses under the
Collaborative
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Research Agreements. As of June 30, 2021, the Company has recognized prepaid asset in the amount of $10,390 to be offset against future research and development costs
under the Collaborative Research Agreements.

9. Subsequent Events
Warrant exercise and issuance
On July 21, 2021, the Company entered into a letter agreement (“Letter Agreement”) with two existing accredited investors to exercise certain outstanding warrants (the
“Exercise”) to purchase up to an aggregate of 21,166,667 shares of the Company’s common stock at an exercise price per share of $0.06 (the “Existing Warrants”). The
Existing Warrants were issued on August 4, 2020, had an exercise price of $0.06 per share and an exercise period of five years from the date of issuance.
On July 26, 2021, the transaction closed and the Company issued 21,166,667 shares of common stock upon exercise of the Existing Warrants. The common stock is registered
pursuant to effective registration statements on Form S-1 (File Nos. 333-239826 and 333-240226). The gross proceeds to the Company from the exercise were $1,270,000. As
consideration for the immediate exercise of the Existing Warrants for cash, the exercising investors received new unregistered warrants to purchase up to an aggregate of
21,166,667 shares of common stock of the Company (the “New Warrants”).
The New Warrants are exercisable immediately at a price of $0.15 per share and have an exercise period of five years from the date of issuance. In addition, the New Warrants
contain a cashless exercise provision which may be elected in the absence of an effective registration statement and could also require payment of liquidated damages by the
Company in the form of cash payments in the event of a failure by the Company to timely deliver shares of common stock upon exercise of such warrants.
The New Warrants also contain a put option, under which, if the Company enters into a Fundamental Transaction, as defined in the New Warrant Agreement, the holders will
be entitled to receive upon exercise, the kind and amount of securities, cash or other property that the holders would have received had they exercised the New Warrants
immediately prior to such Fundamental Transaction. Alternatively, the Company or any successor entity will, at the option of a holder of a New Warrant, exercisable
concurrently with or at any time within 30 days after the consummation of such Fundamental Transaction, purchase such holder’s New Warrant by paying to such holder an
amount equal to the Black Scholes value of the remaining unexercised portion of such holder’s warrant in the same type or form of consideration (and in the same proportion),
as is being offered to the holders of the Company's common stock.
H.C. Wainwright & Co., LLC (“Wainwright”) acted as the placement agent for the Exercise and the issuance of the New Warrants. At closing of the Exercise, the Company
issued to Wainwright (or its designees) warrants to purchase up to an aggregate of 1,481,667 shares of common stock of the Company (the “2021 Placement Agent Warrants”),
which equals 7.0% of the aggregate number of shares of common stock issuable to the investors upon the Exercise. The Placement Agent Warrants have identical terms to the
New Warrants, except for the exercise price of $0.19 per share. In addition, the Company has agreed to pay Wainwright an aggregate cash fee equal to 7.5% of the gross
proceeds received by the Company from the Exercise and the sale of the New Warrants, a management fee of 1.0% of the gross proceeds received by the Company from the
Exercise and the sale of the New Warrants, $25,000 for non-accountable expenses and a $15,950 clearing fee, as applicable.
Stock option grant
On July 8, 2021, the Company granted 600,000 stock options to two consultants of the Company. The options have an exercise price of $0.16 per share and 10% vest
immediately upon grant and 22.5% upon each successive anniversary of the vesting commencement date.
On July 22, 2021, in connection with the appointment of a new independent Board Director, the Company granted 250,000 stock options at an exercise price of $0.14 per share,
of which 10% of such options shall be immediately vested, and the remaining 90% of the options shall vest in semi-annual installments over a period of two years from the
grant date. In the event of a change of control of the Company (as defined in the award documents), the options shall become vested in full.
Termination of related party lease
On August 3, 2021, the Company provided its notice to Emerald Health Pharmaceuticals, Inc. to terminate the month-to-month sublease (Note 8). The termination will be
effective on August 31, 2021.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our financial statements for the three and six
months ended June 30, 2021 and 2020 (unaudited) and the year ended December 31, 2020 together with the notes thereto. In addition to historical information, this discussion
and analysis contains forward-looking statements that involve risks, uncertainties and assumptions. Our actual results may differ materially from those anticipated in these
forward-looking statements as a result of certain factors, including, but not limited, to those set forth under “Risk Factors” and elsewhere in this Quarterly Report on Form
10-Q.
Unless otherwise provided in this Quarterly Report, references to “we,” “us,” “our” and “Skye Bioscience” in this discussion and analysis refer to Skye Bioscience, Inc., a
Nevada corporation formerly known as Emerald Bioscience, Inc., together with its wholly owned subsidiaries, Nemus, a California corporation, and SKYE Bioscience Pty Ltd.
(formerly known as "EMBI Australia Pty Ltd."), an Australian proprietary limited company.

About Skye Bioscience, Inc.
We are a biopharmaceutical company targeting the discovery, development and commercialization of cannabinoid-based therapeutics through a number of license agreements
with the University of Mississippi (“UM”). We continue to be a development and commercialization partner of UM working to bring UM’s proprietary cannabinoid molecules
through the development process.
Effective March 25, 2019, we changed our name from Nemus Bioscience, Inc. to Emerald Bioscience, Inc. and effective January 19, 2021, we changed our name to Skye
Bioscience, Inc. Our common stock is quoted on the OTCQB, under the symbol “SKYE”. Previously, it traded under the symbol “EMBI”. .
In August 2019, we formed a new subsidiary in Australia, SKYE Bioscience Australia, in order to qualify for the Australian government’s research and development tax credit
for research and development dollars spent in Australia. The primary purpose of SKYE Bioscience Australia is to conduct clinical trials for our product candidates.

Our Product Candidates and Significant Contracts.
UM 5050 Prodrug Agreements and UM 8930 Analog Agreements
In July 2018, we renewed our ocular licenses for UM 5050, a prodrug of THC, and UM 8930, an analog of CBD. On May 24, 2019, the ocular licenses were replaced by “all
fields of use” licenses for both UM 5050 and UM 8930 (collectively, the “License Agreements”). Pursuant to the License Agreements, UM granted us an exclusive, perpetual
license, including, with the prior written consent of UM, the right to sublicense, the intellectual property related to UM 5050 and UM 8930 for all fields of use. All fields of use
means that we may develop UM 5050 and UM 8930 to treat any disease through any form of delivery.
The exclusive license for THCVHS, a proprietary prodrug of THC, is expected to allow us to explore related uses for the active moiety of the prodrug, namely THC.
Independent in vitro and in vivo studies have demonstrated the potential use of THC in a variety of potential indications based on the ability of the cannabinoid to act as an antiinflammatory, anti-fibrotic, and/or inhibitor of neovascularization. The Company has generated data related to these effects using an ex vivo human tissue model of the eye.
The prodrug technology employed in THCVHS is designed to enhance the pharmacokinetic and pharmacodynamics of the active part of the molecule, once introduced into the
body through various routes of administration being considered by the development team.
The exclusive license of CBDVHS, an analog of CBD, is expected to permit us to expand research and development into organ systems outside of the ocular space. CBDVHS
has demonstrated pharmacology different than CBD, while also exhibiting improved pharmacokinetics and bioavailability. As a result, CBDVHS will allow us to broaden our
target diseases. Potential therapeutic areas for CBDVHS may include, the central nervous system, the gastrointestinal tract, the endocrine/metabolic system, reproductive
system diseases, or as yet unrecognized opportunities. Moreover, the determination by the DEA that CBDVHS is not a controlled substance permits us to avoid additional
regulatory scrutiny from the DEA throughout the development of the drug. We plan to develop strategic collaborations to identify and advance these applications.
UM 5070 License Agreement
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In January 2017, we entered into a license agreement with UM pursuant to which UM granted us an exclusive, perpetual license, including the right to sublicense, the
intellectual property related to a combination of cannabinoid molecules, to research, develop and commercialize products for the treatment of infectious diseases.
Our Product Candidates
Cannabinoids are a class of chemically diverse compounds that are mainly found in extracts from the cannabis plant. The human body also produces cannabinoids, called
endocannabinoids, to regulate a number of its pathways. These compounds express their physiological response by binding to cannabinoid receptors (CB1 and CB2) and certain
other receptors found throughout the human body. Some cannabinoids have been observed to exert multiple effects on the human body, including, but not limited to impacting
the immune response, nervous system function and repair, gastrointestinal maintenance and motility, motor function in muscles, pancreatic functionality, tissue repair, blood
sugar regulation, and integrity of function in the eye (including the optic nerve). Cannabis and specific cannabinoids have been studied widely and the results suggest that there
may be a potential for these compounds to be used in treating many disorders or alleviating disease-associated symptoms.
We are focused on the development of proprietary, synthetic cannabinoid-derived molecules that have been bioengineered to improve the solubility, bioavailability and
pharmacology of natural cannabinoids, while also providing the Company with strong intellectual property protection. The following table summarizes certain information
regarding our cannabinoid product candidates:
Product Candidate
THCVHS
CBDVHS
Cannabinoid Cocktail

Indication
Glaucoma
Multiple Targets
Anti-infective

Development Status
Preclinical
Preclinical
Research

THCVHS
Our lead compound, THCVHS, is initially being developed to treat ocular disease. The first-in-human Phase 1 trials are expected to be conducted in healthy volunteers in
Australia (the “Clinical Trial”) to evaluate the safety, tolerability, pharmacokinetics and pharmacodynamics of THCVHS. We are eligible under the AusIndustry research and
development tax incentive program to obtain a cash incentive from the Australian Taxation Office. The tax incentive is available to us based on specific criteria with which we
must comply and is based on our eligible research and development spend in Australia. The Company may be eligible for either a 43.5% refundable tax offset if it has aggregate
turnover of less than $20 million per annum or a 38.5% non-refundable tax offset. Prior to August 2020, we executed several agreements, and the work underlying those
agreements was subsequently delayed to the second quarter of 2022. Since August 2020, we have been focused on clinical enabling activities, notably:
•
•
•
•

formulation and manufacturing of drug product to supply our GLP toxicology studies and first-in-human Phase 1 clinical trial;
initiating and completing GLP toxicology studies to support our first-in-human Phase 1 clinical trial;
initiating and completing validation of a pharmacokinetic assay for both animal and human samples to support our pre-clinical and clinical
studies; and
engaging our vendors and contractors to support the finalization of study-related materials for our Phase 1 study, including the finalization of
the clinical study protocol.

The manufacturing of the active pharmaceutical ingredient of THCVHS is conducted in the United States. Formulation of the eye drop for testing is also performed in the
United States but we rely on regulatory-accepted excipients that can be sourced from countries outside the United States, such as China. In connection with the recent pandemic
of COVID-19 there could possibly be an impact on sourcing materials that are part of the eye drop formulation, as well as impacting volunteer and/or patient recruitment in
Australia for clinical studies.
CBDVHS
We have embarked on research exploring the utility of different formulations of CBDVHS, our proprietary CBD analog. Early studies of CBDVHS demonstrated analgesic,
anti-inflammation, anti-fibrotic, anti-seizure properties, including the potential treatment and management of several eye diseases, such as uveitis, dry eye syndrome, macular
degeneration and diabetic retinopathy. Data we presented at the American Association of Pharmaceutical Scientists (“AAPS”) meeting held in November 2017, revealed that an
ocular formulation of CBDVHS was able to penetrate multiple compartments of the eye, including
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reaching the retina and the optic nerve. Further testing will need to be conducted to further evaluate the possible utility of this compound as a therapeutic agent and we continue
to advance our research studies related to CBDVHS to explore different therapeutic applications.
Cannabinoid Cocktail
Cannabinoid molecules have been shown through in vitro studies conducted by third parties to possess anti-infective activity against a variety of bacterial strains. We entered
into a research agreement with UM to explore this area in 2015 and have tested a variety of cannabinoids in various strengths, combinations, and delivery systems against a
variety of bacterial species found in community, healthcare, and institutional settings such as nursing homes, correctional facilities, and military quarters.
General Trends and Outlook
COVID-19 related
The COVID-19 pandemic has prompted governments and businesses to take unprecedented measures, such as restrictions on travel and business operations, temporary closures
of business, and quarantines and shelter-in-place orders. The COVID-19 pandemic has significantly curtailed global economic activity and caused significant volatility and
disruption in global financial markets. The COVID-19 pandemic and the measures taken by many countries in response have affected and could in the future materially impact
the Company's business, results of operations, financial condition and stock price.
The full extent of the future impact of the COVID-19 pandemic on the Company's operational and financial performance is currently uncertain and will depend on many factors
outside of our control, including, without limitation, the timing, extent, trajectory, and the duration of the pandemic; the availability, distribution, and effectiveness of vaccines;
the imposition of protecting public safety measures, and the impact of the pandemic on any local operations across the United States and Australia, where we have operations
and conduct laboratory research and clinical studies.
The ultimate impact on us and overall delay in our drug product research and development is unknown, but our operations and financial condition will suffer in the event of
business interruptions, delayed clinical trials, production or a lack of laboratory resources due to the pandemic. As of the date of this filing, we are aware of the impact on our
business as a result of COVID-19 but uncertain as to the extent of this impact on our Condensed Consolidated Financial Statements. There is uncertainty as to the duration and
hence the potential impact. As a result, we are unable to estimate the potential impact on our business as of the date of this filing.
Financial Overview
We have incurred net losses and generated negative cash flows from operations since inception and expect to incur losses in the future as we continue development activities to
support our product candidates through clinical trials. As a result, we expect to continue to incur operating losses and negative cash flows until our product candidates gain
market acceptance and generate significant revenues.
Our net losses for the three and six months ended June 30, 2021 were $2,024,027 and $4,184,544, respectively, as compared to net losses of $1,420,236 and $3,761,896,
respectively, for the three and six months ended June 30, 2020. As of June 30, 2021, we had an accumulated deficit of $42,918,525 and negative cash flows from operations of
$3,019,489. As of June 30, 2021, we had unrestricted cash of $5,186,331 as compared to $2,469,410 December 31, 2020.
On February 5, 2021, we increased our authorized shares of common and preferred stock to 5,000,000,000 and 50,000,000, respectively.
Critical Accounting Policies and Estimates
Our Management’s Discussion and Analysis of Financial Condition and Results of Operations section discusses our financial statements, which have been prepared in
accordance with accounting principles generally accepted in the United States of America. The preparation of these financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of income and expenses during the
reporting period. On an on-going basis, management evaluates its estimates and judgments, including those related to accrued expenses, financing operations, and
contingencies and litigation. Management bases its estimates and judgments on historical experience and on various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying value of assets and liabilities that are not readily
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apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions. The most significant accounting estimates inherent in the
preparation of our financial statements include estimates and judgements as to the appropriate carrying values of our equity instruments, derivative liabilities, debt with
embedded features and the valuation of our stock based compensation awards, which are not readily apparent from other sources. We consider certain accounting policies
related to fair value measurements, convertible instruments, warrants issued in connection with financings, stock-based compensation expense, and earnings per share to be
critical accounting policies that require the use of significant judgments and estimates relating to matters that are inherently uncertain and may result in materially different
results under different assumptions and conditions.
Management assessed the critical accounting policies as disclosed in our Annual Report on Form 10-K for the year ended December 31, 2020 and determined that there were no
changes to our critical accounting policies and estimates during the three and six months ended June 30, 2021.
Recently Issued and Adopted Accounting Pronouncements
See Note 2 to the accompanying Condensed Consolidated Financial Statements included in Part I, Item 1 of this Quarterly Report on Form 10-Q for information on recently
issued accounting pronouncements and recently adopted accounting pronouncements. While we expect certain recently adopted accounting pronouncements to impact our
estimates in future periods, the impact upon adoption was not significant to our current estimates and operations.
Results of Operations
Our results of operations have fluctuated from period to period and may continue to fluctuate in the future, based upon the progress of our clinical trials, our research and
development efforts, variations in the level of expenditures related to investor relations and seeking new sources of capital, debt service obligations during any given period, and
the uncertainty as to the extent and magnitude of the impact from the COVID-19 pandemic. Results of operations for any period may be unrelated to results of operations for
any other period. In addition, historical results should not be viewed as indicative of future operating results. In particular, to the extent our medical affairs personnel and clinical
trial subjects are subject to varying levels of restriction on accessing hospitals due to COVID-19, and to the extent government authorities and healthcare providers are
continuing to limit elective surgeries, we expect our progress towards executing our clinical trials to be adversely affected.
Three months ended June 30, 2021 and 2020
Research and Development Expenses
Research and development expenses comprise of a majority of our operating expenses to date. Research and development expenses included the following:
• license fees;
• employee-related expenses, which include salaries, benefits and stock-based compensation;
• payments to third party contract research organizations and investigative sites; and
• payments to third party manufacturing organizations and consultants.
We expect to incur future research and development expenditures to support our preclinical and clinical studies. Preclinical activities include, laboratory evaluation of product
chemistry, toxicity and formulation, as well as animal studies to assess safety and efficacy. Subject to the submission and approval by the FDA of our IND, clinical trials may
commence and will involve the administration of the investigational new drug candidate to human subjects.
Below is a summary of our research and development expenses during the three months ended June 30, 2021 and 2020:
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Research and development expenses

$

2021
880,672

$

Three Months Ended June 30,
$ Change
2020
2021 vs. 2020
428,529
$
452,143

% Change
2021 vs. 2020
106 %

Research and development expenses for the three months ended June 30, 2021 increased as compared to the three months ended June 30, 2020. The increase in research and
development expenses was primarily due to increases in contract research and development activities, including manufacturing and product costs and our use of consultants.
General and Administrative Expenses
General and administrative expenses consisted primarily of salaries, benefits and stock compensation expense, general legal and patent related fees. Other significant expenses
included professional and consulting fees related to the Company’s fundraising efforts and regulatory filings.
Total general and administrative expenses for the three months ended June 30, 2021 and 2020, were as follows:

General and administrative expenses

$

2021
949,002

$

Three Months Ended June 30,
$ Change
2020
2021 vs. 2020
792,129
$
156,873

% Change
2021 vs. 2020
20 %

General and administrative expenses for the three months ended June 30, 2021 increased as compared to the three months ended June 30, 2020. The increase in general and
administrative expenses was primarily due to increases in investor and public relations expenses, legal, consulting, compensation expense, and payments to recruiters. These
increases were offset by decreases in finance and accounting services costs, severance costs, insurance costs and legal fees..
Other Expense (Income)
Total other expense (income) for the three months ended June 30, 2021 and 2020, was as follows:

Change in fair value of derivative liabilities
Interest expense
Gain on forgiveness of PPP loan
Total other expense (income)

$

$

2021
120,648
190,058
(117,953)
192,753

$

$

Three Months Ended June 30,
$ Change
2020
2021 vs. 2020
26,353
$
94,295
171,625
18,433
—
(117,953)
197,978
$
(5,225)

% Change
2021 vs. 2020
358 %
11 %
100 %
(3) %

For the three months ended June 30, 2021, we had net other expense of $192,753 related to interest expense and a loss from the change in fair value of derivative liabilities. The
primary reason for the increase in other expense was the increase in the value of our derivative liability which resulted from increases in our stock price and volatility during the
period. Additionally, during the three months ended June 30, 2020, the Credit Agreement was amended which resulted in a gain which offset the loss from the increase in the
warrant liabilities included in the change in fair value of derivative liabilities during the period. The increase in interest expense was due to a higher average outstanding
principal balance for the period ended June 30, 2021, as compared to the period ended June 30, 2020, from non-convertible advances on the Credit Agreement. Other expenses
during the period were offset by the gain on debt forgiveness realized from the PPP Loan.
For the three months ended June 30, 2020, we had other expense of $197,978 related primarily to interest expense of $171,625 and an increase in the fair value of our derivative
liabilities of $26,353.
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Six months ended June 30, 2021 and 2020
Below is a summary of our research and development expenses during the six months ended June 30, 2021 and 2020:

Research and development expenses

$

2021
1,490,328

$

Six Months Ended June 30,
$ Change
2020
2021 vs. 2020
1,228,141
$
262,187

% Change
2021 vs. 2020
21 %

Research and development expenses for the six months ended June 30, 2021 increased as compared to the six months ended June 30, 2020. The increase in research and
development expenses was primarily due to increases in contract research and development activities and our use of specialized consultants. These increases were offset by
reduced license fees and compensation expenses.
General and Administrative Expenses
Total general and administrative expenses for the six months ended June 30, 2021 and 2020, were as follows:

General and administrative expenses

$

2021
2,076,608

Six Months Ended June 30,
$ Change
2020
2021 vs. 2020
2,203,725
$
(127,117)

$

% Change
2021 vs. 2020
(6) %

General and administrative expenses for the six months ended June 30, 2021 decreased as compared to the six months ended June 30, 2020. The decrease in general and
administrative expenses was primarily due to lower legal fees incurred during the period. The decrease was partially offset by increases in consulting, compensation and
investor relations expenses.
Other Expense (Income)
Total other expense (income) for the six months ended June 30, 2021 and 2020, was as follows:

Change in fair value of derivative liabilities
Interest expense
Gain on forgiveness of PPP loan
Total other expense (income)

$

$

2021
358,998
374,963
(117,953)
616,008

$

$

Six Months Ended June 30,
$ Change
2020
2021 vs. 2020
(9,550)
$
368,548
337,980
36,983
—
(117,953)
328,430
$
287,578

% Change
2021 vs. 2020
(3859) %
11 %
100 %
88 %

For the six months ended June 30, 2021, we had net other expense of $616,008 related to interest expense and a loss from the change in fair value of derivative liabilities. The
primary reason for the increase in the loss on the change in fair value of our derivative liabilities was due to the increase in our stock price and volatility, for the period ended
June 30, 2021 as compared to the period ended June 30, 2020 and because the Credit Agreement was amended in the prior period which resulted in the extinguishment of the
compound derivative liability. The increase in interest expense was due to a higher average outstanding principal balance for the period ended June 30, 2021, as compared to the
period ended June 30, 2020, from non-convertible advances on the Credit Agreement. Oher expenses during the period were offset by the gain on debt forgiveness realized from
the PPP Loan.
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For the six months ended June 30, 2020, we had other expense of $328,430 related primarily to interest expense of $337,980 which was offset by a decrease in the fair value of
our derivative liabilities of $9,550.
Our results of operations have fluctuated from period to period and may continue to fluctuate in the future, based upon the progress of our clinical trials, our research and
development efforts, variations in the level of expenditures related to investor relations and seeking new sources of capital, debt service obligations during any given period, and
the uncertainty as to the extent and magnitude of the impact from the COVID-19 pandemic. Results of operations for any period may be unrelated to results of operations for
any other period. In addition, historical results should not be viewed as indicative of future operating results. In particular, to the extent our medical affairs personnel and clinical
trial subjects are subject to varying levels of restriction on accessing hospitals due to COVID-19, and to the extent government authorities and healthcare providers are
continuing to limit elective surgeries, we expect our progress towards executing our clinical trials to be adversely affected.
Liquidity, Going Concern and Capital Resources
Liquidity and Going Concern
We have incurred operating losses and negative cash flows from operations since our inception. We expect to continue to incur significant losses in 2022 and expect to incur
significant losses and negative cash flows from operations in the future. We anticipate that we will continue to incur net losses into the foreseeable future in order to advance and
develop potential drug candidates into preclinical and clinical development activities and support our corporate infrastructure, which includes the costs associated with being a
public company. We have funded our operations primarily through issuance of equity securities and borrowings from a related party.
On October 5, 2018, we secured a Credit Agreement with Emerald Health Sciences, providing us with a credit facility of up to $20,000,000. On April 29, 2020, we entered into
the first amendment to the Credit Agreement with Emerald Health Sciences, which amended and restated the Credit Agreement. On March 29, 2021, we amended the Amended
Credit Agreement with Emerald Health Sciences to defer interest payments until the earlier of maturity or prepayment of the principal balance. Under the Amended Credit
Agreement, we may request to draw a remaining amount of up to $13,550,000 in advances from Emerald Health Sciences from time to time. However, we do not consider the
facility available until advance requests are approved, drawn down and funded by Emerald Health Sciences. The outstanding advances of $2,464,500 under the Amended Credit
Agreement bear interest at 7% per annum and mature on October 5, 2022.
On April 22, 2020, we received a principal amount of $116,700 from City National Bank under the Paycheck Protection Program of the Coronavirus Aid, Relief, and Economic
Security Act administered by the U.S. Small Business Administration. We used the proceeds of the PPP loan for the payment of payroll and rent for our office space. On May
20, 2021, the principal amount plus interest was forgiven in full and we recognized a gain of $117,953 for the three and six months end June 30, 2021.
On August 4, 2020, we completed a registered direct offering and sold 56,333,334 common stock units each consisting of one share of common stock and one common stock
warrant and 60,333,334 pre-funded units each consisting of one pre-funded warrant and one common stock warrant. The common units and pre-funded units were sold at a
price per unit of $0.06 and $0.059, respectively, for net proceeds of $6,085,589, after deducting expenses payable by us of $854,078.
On July 21, 2021, we entered into an Letter Agreement with two accredited investors to exercise 21,166,667 Existing Warrants in exchange for the issuance of 21,166,667 New
Warrants with an exercise price of $0.15 per share. The Existing Warrants had an exercise price of $0.06 and we received gross proceeds of $1,270,000 from the Exercise.
Wainwright acted as the placement agent in the transaction and upon the issuance of the New Warrants, we issued 1,481,667 placement agent warrants with an exercise price of
$0.19 to Wainwright. In addition, the Company has agreed to pay Wainwright an aggregate cash fee equal to 7.5% of the gross proceeds received by the Company from the
Exercise and the sale of the New Warrants, a management fee of 1.0% of the gross proceeds received by the Company from the Exercise and the sale of the New Warrants,
$25,000 for non-accountable expenses, and a $15,950 clearing fee, as applicable.
As of June 30, 2021, we had an accumulated deficit of $42,918,525, stockholders’ equity of $2,271,104 and working capital of $3,920,425. We had unrestricted cash of
$5,186,331 as of June 30, 2021, as compared to $2,469,410 as of December 31, 2020. The net increase was primarily attributable to the exercise of 95,500,001 common stock
warrants and 11,800,000 pre-funded warrants for cash proceeds of $5,730,000 and $11,800, respectively, and offsets from operating cash burn during the six months ended
June 30, 2021. Without additional funding, management believes that we will not have enough funds to meet our obligations and continue our pre-clinical and clinical studies
beyond one year after the date the Condensed Consolidated Financial Statements are issued. These conditions indicate it is probable that there is substantial doubt as to our
ability to continue as a going concern, unless we are able to raise sufficient capital to continue our operations.
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Our independent registered public accounting firm has issued a report on our audited financial statements as of and for the year ended December 31, 2020 that included an
explanatory paragraph referring to our recurring operating losses and expressing substantial doubt in our ability to continue as a going concern. Our Condensed Consolidated
Financial Statements have been prepared on a going concern basis, which assumes the realization of assets and settlement of liabilities in the normal course of business. Our
ability to continue as a going concern is dependent upon our ability to generate profitable operations in the future and/or to obtain the necessary financing to meet our
obligations and repay our liabilities arising from normal business operations when they become due. The outcome of these matters cannot be predicted with any certainty at this
time and raise substantial doubt that we will be able to continue as a going concern. Our Condensed Consolidated Financial Statements do not include any adjustments to the
amount and classification of assets and liabilities that may be necessary should we be unable to continue as a going concern.
Cash Flows
The following is a summary of our cash flows for the periods indicated and has been derived from our Condensed Consolidated Financial Statements which are included
elsewhere in this Form 10-Q:

Net cash used in operating activities
Net cash used in investing activities
Net cash provided by financing activities

$

Six Months Ended June 30,
2021
2020
(3,019,489)
$
(2,294,153)
(10,170)
—
5,746,583
566,700

Cash Flows from Operating Activities
The primary use of cash for our operating activities during these periods was to fund research development activities for our pre-clinical product candidates and general and
administrative activities. Our cash used in operating activities also reflected changes in our working capital, net of adjustments for non-cash charges, such as stock-based
compensation, non-cash interest expense related to the amortization of our debt discounts on our related party Amended Credit Agreement, fair value adjustments related to our
warrant liability and the gain realized from the forgiveness of the PPP Loan.
Cash used in operating activities of $3,019,489 during the six months ended June 30, 2021, reflected a net loss of $4,184,544, partially offset by aggregate non-cash charges of
$789,053 and included a $376,002 net change in our operating assets and liabilities. Non-cash charges included $258,279 for stock-based compensation expense, $287,781 noncash interest expense from the amortization of the debt discount on the multi-draw credit facility – related party, a $358,998 loss from the increase in fair value of our warrant
liability and a $117,953 gain from the forgiveness of the PPP Loan. The net change in our operating assets and liabilities included a $72,427 increase in our prepaid expense
and other current assets, and a $451,429 increase in our accrued expense and other current liabilities.
Cash Flows from Investing Activities
Our investing activities have consisted primarily of our capital expenditures in relation to the purchase of property plant and equipment. During the six months ended June 30,
2021, the Company purchased $10,170 in office equipment. During the six months ended June 30, 2020, there were no cash flows from investing activities.
Cash Flows from Financing Activities
Cash flows from financing activities primarily reflect proceeds from the sale of our securities and debt financings.
During the six months ended June 30, 2021, cash provided by financing activities included $5,741,800 in proceeds received in connection with the exercise of warrants and
$4,783 received from employee stock option exercises.
Off-Balance Sheet Arrangements
There are no off-balance sheet arrangements that have or are reasonably likely to have a current or future effect on our financial condition, changes in financial condition,
revenues or expenses, results of operations, liquidity, capital expenditures or capital resources that is material to investors.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk.
Not applicable.
Item 4. Controls and Procedures.
Evaluation of disclosure controls and procedures. We maintain controls and procedures that are designed to ensure that information required to be disclosed in the reports
that we file or submit under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and
forms, and that such information is accumulated and communicated to our management, including our principal executive and principal financial officers, as appropriate, to
allow timely decisions regarding required disclosures. In designing and evaluating the disclosure controls and procedures, management recognizes that any control and
procedures, no matter how well designed and operated, can only provide reasonable assurance of achieving the desired control objectives, and in reaching a reasonable level of
assurance, management necessarily is required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures.
We conducted an evaluation, under the supervision and with the participation of our principal executive and financial officers, of the effectiveness of the design and operation of
our disclosure controls and procedures as of June 30, 2021. Based upon their evaluation and subject to the foregoing, the principal executive and financial officers have
concluded that, as of the end of the period covered by this report, the disclosure controls and procedures were effective at a reasonable assurance level.
Changes in internal controls. Management determined there were no changes in internal control over financial reporting that occurred during the fiscal quarter covered by this
report that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II - OTHER INFORMATION
Item 1. Legal Proceedings
On June 3, 2021, Wendy Cunning, a former employee of the Company, initiated a legal proceeding against the Company in the U.S. District Court Central District of California
(the "Action"). The Action asserts claims by Ms. Cunning for violation of whistleblower protections under the Sarbanes-Oxley Act, retaliation under California labor code
section 1102.5, wrongful termination in violation of public policy and intentional infliction of emotional distress, against the Company. The Action seeks monetary damages in
an indeterminable amount and civil penalties. The Company denies all claims and is vigorously defending the Action.
Other than as set out above, there have been no other material developments with respect to previously reported legal proceedings discussed in our Annual Report on Form 10K for the year ended December 31, 2020.
Item 1A. Risk Factors.
Investing in our common stock involves a high degree of risk. Our Annual Report on Form 10-K for the year ended December 31, 2020 includes a detailed discussion of our
risk factors under the heading “Part I, Item 1A-Risk Factors.” There are no changes from the risk factors previously disclosed in our Annual Report on Form 10-K. You should
carefully consider the risk factors discussed in our Annual Report on Form 10-K, as well as the other information in this report before deciding whether to invest in shares of
our common stock. The occurrence of any of the risks discussed in the Annual Report on Form 10-K could harm our business, financial condition, results of operations or
growth prospects. In that case, the trading price of our common stock could decline, and you may lose all or part of your investment.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
None.
Item 3. Defaults Upon Senior Securities.
None.
Item 4. Mine Safety Disclosures.
Not applicable.
Item 5. Other Information.
None.
Item 6. Exhibits.
3.1(1)
3.2(2)
10.1**
10.2*
31.1*
31.2*
32.1*
32.2*

Articles of Incorporation of Registrant, as amended
Amended and Restated Bylaws of Registrant
Collaborative Research Agreement, dated April 2021, by and between Skye Bioscience, Inc. and Emerald Health Biotechnology España, S.L.
Sublease Agreement, dated April 2021, by and between Skye Bioscience, Inc. and Emerald Health Pharmaceuticals, Inc.
Certification of Principal Executive Officer, pursuant to Rule 13a-14 and 15d-14 of the Securities Exchange Act of 1934
Certification of Principal Financial Officer, pursuant to Rule 13a-14 and 15d-14 of the Securities Exchange Act of 1934
Certification of Principal Executive Officer, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
Certification of Principal Financial Officer, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

________
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(1)
(2)

Included as exhibit to our Annual Report on Form 10-K filed on March 1, 2021.
Included as exhibit to our Current Report on Form 8-K filed August 20, 2015.

(*) Filed herewith.
(**) Portions of this exhibit (indicated by asterisks) have been omitted pursuant to a request for confidential treatment pursuant to Rule 24b-2 under the Securities Exchange Act
of 1934.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.
Skye Bioscience, Inc.,
a Nevada corporation
August 5, 2021

By:
Its:

August 5, 2021

By:
Its:

/s/ Punit Dhillon
Punit Dhillon
Chief Executive Officer, Secretary, Chairman of the Board, and Director
(Principal Executive Officer)
/s/ Richard Janney
Richard Janney
Principal Accounting Officer
(Principal Financial and Accounting Officer)
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THE SYMBOL “[****]” DENOTES PLACES WHERE CERTAIN IDENTIFIED
INFORMATION HAS BEEN EXCLUDED FROM THE EXHIBIT BECAUSE IT IS BOTH (i)
NOT MATERIAL, AND (ii) WOULD LIKELY CAUSE COMPETITIVE HARM TO THE
COMPANY IF PUBLICLY DISCLOSED

COLLABORATIVE RESEARCH AGREEMENT
THIS COLLABORATIVE RESEARCH AGREEMENT (this “Agreement”) effective as of April 30, 2021 (the “Effective Date”), is entered
into between SKYE BIOSCIENCE INC. (“Skye”), with a place of business at 5910 Pacific Center Blvd., #320 San Diego, CA, 92121, United
States and EMERALD HEALTH BIOTECHNOLOGY ESPAÑA, S.L. a limited liability company incorporated under the laws of Spain
(“EHBE”), having a place of business at Parque Cientifico Tecnologico de Cordoba, Rabanales 21, c/ Astronoma Cecilia Payne, Edifico
Centauro, 14014, Cordoba, Spain.
WHEREAS:
A.

Skye has designed new chemical entities [****]that may be effective in the treatment of human diseases.

B.

Skye desires to sponsor certain research by EHBE as further described in the Project Plan (as defined below) and EHBE desires to conduct
such research in accordance with the terms and conditions of this Agreement (Exhibit A).

NOW, THEREFORE, in consideration of the foregoing premises and he mutual covenants herein contained; the parties hereby agree as
follows:
1.

Definitions. For the purposes of this Agreement, the following terms shall have the respective meanings set forth below:
1.1

“Confidential Information” means, with respect to a party (the “Discloser or Skye”), any and all proprietary or confidential data
and information disclosed by Skye to the other party (the “Recipient or EHBE”), whether in writing, or in oral, graphic,
electronic or any other form, or obtained by or on behalf of the Recipient through inspection or observation of the foregoing.
Confidential Information shall not include any information that
(a)

is or becomes publicly known through no act or omission of the Recipient.

(b)

was rightfully known by Recipient before receipt from the Discloser.
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2.

(c)

becomes known to Recipient by a third party without confidential or proprietary restriction from the Discloser; or

(d)

is independently developed by Recipient without the use of or reference to the Confidential Information of Discloser. The
terms and conditions of this Agreement shall constitute Confidential Information of both parties.

1.2

“Skye Materials” means [****]

1.3

“Skye Technology” means [****]

1.4

“Initial Project Plan” means the Project Plan set out in Exhibit A.

1.5

“Initial Project Plan Budget” means the Budget set out in Exhibit A to the Initial Project Plan.

1.6

“Intellectual Property Rights” mean:
(a)

any and all proprietary rights, in any jurisdiction in the world, provided under (i) patent law, (ii) copyright law, (iii) trademark law, (iv) design patent or industrial design law, (v) plant breeders’ rights or plant variety rights law; or (vi) any other
applicable statutory provision or common law principle, including trade secret law, that may provide a right in ideas,
formulae, algorithms, concepts, inventions, inventors’ notes, research data, works or know-how, or the expression or use
thereof, and including all past, present and future causes of action, rights of recovery, and claims for damage, accounting
of profits, royalties, or other relief relating, referring or pertaining to any of the foregoing; and

(b)

any and all applications, registrations, licenses, sublicenses, collaboration agreements, technology transfer agreements,
and other agreements or other evidence of a right in any of the foregoing.

1.7

“Principal Investigator” shall mean, with respect to a Project, the principal investigator identified in the Project Plan for such
Project.

1.8

“Project” means the project described in a Project Plan.

1.9

“Project Plan” means, a written project plan mutually agreed in writing by the parties and includes the Initial Project Plan.

1.10

“Results” mean all data, information and other deliverables and results derived from a Project or use of the Skye Technology

Conduct of Projects.
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2.1

Projects. Skye engages EHBE to conduct each Project on the terms and conditions of this Agreement, including, without
limitation, the applicable Project Plan. EHBE accepts such engagement and should conduct each Project and otherwise act in
strict accordance with the terms and conditions of this Agreement, including, without limitation, the applicable Project Plan.

2.2

Initial Project Plan. Skye engages EHBE to conduct the activities contemplated under the Project Plan

2.3

Project Plan. It is contemplated that the parties shall from time to time enter into new Project Plans. Upon mutual agreement, due
execution and delivery of a Project Plan for a Project, such Project Plan automatically shall be incorporated into this Agreement;
provided, however, that to the extent any term or condition of such Project Plan conflicts with the terms and conditions of this
Agreement, the terms and conditions of this Agreement shall control unless otherwise expressly stated in the applicable Project
Plan that such conflicting term or condition is specifically intended to supersede the terms and conditions of this Agreement, and
expressly referencing the specific terms and conditions to be superseded.

2.4

Principal Investigator. EHBE shall conduct each Project under the direction of the Principal Investigator identified in the
applicable Project Plan. The Principal Investigator for a Project shall be responsible for the supervision and administration
thereof.

2.5

Research Procedures. EHBE shall conduct the Project in good scientific manner, and in compliance with all applicable
Collaborator policies and procedures as detailed in the applicable Project Plan, all requirements of applicable laws and
regulations, the highest professional industry standards and good laboratory and/or clinical practices, including, without
limitation, any quality assurance, quality control and other standards set forth in the applicable Project Plan. EHBE shall proceed
diligently with the work set out in the applicable Project Plan for such Project, including, without limitation, by allocating
sufficient time and effort and using personnel with sufficient skills and experience, together with sufficient equipment and
facilities, to conduct such Project and to accomplish the goals set out therein.

2.6

Records. EHBE shall maintain complete and accurate records, appropriate for patent and Intellectual Property Rights protection
purposes, of all work in connection with the Project.

2.7

Reports.
(a)

At such times as described in the applicable Project Plan for a Project and otherwise at Skye’s reasonable request, EHBE
shall prepare and deliver to Skye such reports (in such form as reasonably requested by SKYE), including, without
limitation, a report (in such form as reasonably
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requested by Skye) describing in reasonably sufficient detail the Results derived as of the date of such report, activities
conducted under such Project and all resulting Project Technology and Skye Technology, and accounting for the use of the
funding provided by Skye for such Project.
(b)

Unless otherwise set forth in the applicable Project Plan, within forty-five (45) days after completion or termination of
such Project, EHBE shall prepare and deliver to Skye a final report (in such form as reasonably requested by Skye)
describing in reasonably sufficient detail all Results of such Project, all methodologies, techniques and other activities
used in conducting such Project and all resulting Project Technology and SKYE Technology, and accounting for the use of
the funding provided by SKYE for such Project.

2.8

Term. The term of each Project shall commence on Project Effective Date (as defined in the applicable Project Plan) and, unless
terminated earlier in accordance with this Agreement or the Parties otherwise mutually agree in writing, shall terminate upon
delivery by EHBE and acceptance by SKYE of the final deliverable for such Project as described in the applicable Project Plan.

2.9

Insurance. EHBE shall at all times maintain comprehensive personal injury and property damage insurance applicable to the
operations of EHBE that will include without limitation personal injury liability, product liability, and contractual liability, and
any other forms of insurance, all of which must be in such
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reasonable amounts and with such reasonable deductions as would be obtained by a prudent person acting reasonably in similar
circumstances.
3.

Skye Materials; Skye Technology.
3.1

Skye Materials. [****]

3.2

Ownership. EHBE hereby acknowledges that, as between SKYE and EHBE, SKYE is the sole owner or licensee of the SKYE
Technology, together with all Intellectual Property Rights therein and thereto, and hereby assigns to SKYE, all right, title and
interest in and to the foregoing.

3.3

Patent Rights. SKYE shall control, at its sole cost, the filing, preparation, prosecution, maintenance and enforcement of all patent
applications and patents claiming or covering the SKYE Technology. Upon SKYE’s reasonable request, EHBE and its employees
and consultants shall assist SKYE, shall execute, acknowledge and deliver such further documents and instruments, and shall
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perform all such other acts as may be necessary or appropriate in preparing, filing, prosecuting, maintaining or enforcing all such
patent applications and patents.
3.4

No Warranties. EHBE hereby acknowledges that the SKYE Materials are experimental in nature and that they are provided on an
“AS IS” basis. SKYE MAKES NO REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLIED, WITH RESPECT TO
THE SKYE MATERIALS OR THE USE THEREOF. SKYE DISCLAIMS ALL IMPLIED WARRANTIES, INCLUDING
WITHOUT LIMITATION ANY WARRANTY OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE OR
NON-INFRINGEMENT.
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4.

Results and Project Technology.
4.1

Ownership and Assignment.
(a)

4.2

SKYE shall be the exclusive owner of all rights, title and interests, including without limitation the Intellectual Property
Rights, in and to the Results and Project Technology, regardless of whether they were made or conceived (a) solely by
employees or others acting on behalf of EHBE, (b) solely by employees or others acting on behalf of SKYE or (c) jointly
by employees or others acting on behalf of SKYE and by employees or others acting on behalf of EHBE. SKYE shall have
the right, subject to the provisions of this Agreement, to freely exploit, transfer, license or encumber its rights in any
Results and Project Technology, and the Intellectual Property Rights therein, without the consent of, or payment or
accounting to, EHBE.

Disclosure. EHBE promptly shall disclose to SKYE any Results and Project Technology made or conceived by or on behalf of
EHBE and provide SKYE with copies of all information available to EHEB regarding such Results and Project Technology.

5.

Financial Terms. With respect to each Project Plan entered into between the parties on mutual agreement, SKYE shall pay to EHBE such
amounts as set forth in the budget of the applicable Project Plan, at such times an in accordance with such other terms and conditions as
set forth in such Project Plan. EHBE will provide services to SKYE at reasonable market rates. EHBE shall use funds received from
SKYE solely to conduct the applicable Project and for no other purpose.

6.

Confidential Information.
6.1

Confidential Information. EHBE shall hold all Confidential Information of the SKYE in confidence and shall not disclose such
Confidential Information to any third party. EHBE shall disclose Confidential Information of the Discloser only to its employees,
in each case who need to know such Confidential Information, to the extent such disclosure is reasonably necessary performance
of its obligations or the exercise of its rights under this Agreement, and who are bound by restrictions regarding disclosure and
use of such Confidential Information no less restrictive than those set forth herein. EHBE shall not use, or grant the use of, any
Confidential Information of SKYE for the benefit of itself or any third party or for any purpose other than the performance of its
obligations or the exercise of its rights under this Agreement. The obligations of this section 6 with respect to any
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item of Confidential Information or with respect to any discussions or agreements between the parties shall survive for five (5)
years following the termination or expiration of this Agreement.
6.2

Ownership. All Confidential Information (including, without limitation, all copies, extracts and portions thereof) is and shall
remain the sole property of SKYE. EHBE does not acquire (by license or otherwise, whether express or implied) any Intellectual
Property Rights or other rights under this Agreement or any disclosure hereunder, except the limited right to use such Confidential
Information in accordance with the express provisions of this Agreement.

7.

No Implied Rights. Except as expressly set forth in this Agreement, this Agreement shall not be construed to grant any license or other
rights to either party in or to any patent or other intellectual property rights of the other party.

8.

Term and Termination.
8.1

Term. This Agreement will commence on the Effective Date and, unless sooner terminated as provided in this Agreement, will
remain in full force and effect for a term of 1 year (the “Initial Term”).

8.2

Termination. Any party shall have the right to terminate the Agreement in its entirety upon or after the material breach of this
Agreement by SKYE or EHBE if the breaching party has not cured such breach within thirty (45) days after notice thereof by the
other party.

8.3

Effects of Termination.
(a)

Promptly upon the completion or termination of any individual Project, unless the parties otherwise mutually agree in
writing, the Recipient shall destroy or return to SKYE (as requested by the SKYE) all tangible items regarding the
Confidential Information of the SKYE relating to such Project and all copies thereof, except that (i) EHBE shall have the
right to retain one (1) copy for its legal files for the sole purpose of determining its obligations hereunder, and (ii) EHBE
shall return to SKYE all remaining Technology relating to such Project.

(b)

Promptly upon the expiration or termination of this Agreement in its entirety, unless the parties otherwise mutually agree
in writing, (i) EHBE shall destroy or return to the SKYE (as requested by the SKYE) all tangible items regarding the
Confidential Information of the SKYE and all copies thereof; provided, however, that the EHBE shall have the right to
retain one (1) copy for its legal files for the sole purpose of determining its obligations hereunder, and (ii) EHBE shall
return to SKYE all remaining SKYE Technology.
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9.

Governing Law. This Agreement shall be governed by, interpreted and construed in accordance with the laws of California, without
regard to the conflicts of law principles thereof. Any legal action or other proceeding to resolve any dispute arising from or relating to
this Agreement shall be brought only in the courts of California

10.

Notices. All reports, notices and other documents that a party is required or may want to deliver to any other party shall be delivered in
writing and either by personal delivery or by registered or certified mail at the address for the receiving party set out on page 1 of this
Agreement, or as varied by any notice.

11.

No Waiver. No condoning, excusing or overlooking by any party of any default, breach or non-observance by any other party at any time
or times regarding any terms of this Agreement (including any Project Plans) shall operate as a waiver of that party´s rights under this
Agreement. A waiver of any term or right under this Agreement shall be made in writing signed by the party entitled to the benefit of that
term or right and is effective only to the extent set out in the written waiver.

12.

Severability. Any part of this Agreement that is indefinite, invalid, illegal or otherwise void or unenforceable may be severed from this
Agreement and the balance of this Agreement will continue in full force and effect.
(Remainder of page left intentionally blank. Signature page follows.)

IN WITNESS WHEREOF, the parties hereto have each caused this Agreement to be executed by their duly authorized representatives as of the
Effective Date.

EMERALD HEALTH BIOTECHNOLOGY ESPAÑA

By:
Authorized Signatory

SKYE BIOSCIENCE INC.

By:
Authorized Signatory
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1.1
1.2 EXHIBIT A
[****]

1.6 Sublessee's Share of Opera ng Expenses: percent ( 25 %) ("Sublessee's Share"). In the event that that size of the Premises 1. Basic Provisions ("Basic Provisions"). 1.1 Par es: This Sublease ("Sublease"), dated for reference purposes only April 30, 2021 , is made by and between Emerald Health Pharmaceuticals Inc. ("Sublessor") and Skye Bioscience ("Sublessee"), (collec vely the "Par es", or individually a "Party"). 1.2(a) Premises: That certain por on of t he Project ( as defined below), commonly known as ( street address, unit/suite, city, s tate) 5910 Pacific Center Boulevard, Suite 320, San Diego, CA 92121 ("Premises"). The Premises are l ocated i n t he County of San Diego and consists of 3 cubicles and 1 office, plus use of common areas and conference room. In addi on t o Sublessee's r ights t o use and occupy t he Premises as hereina er specified, Sublessee shall have nonexclusive r ights t o t he Common Areas ( as defined below) as hereina er specified, but shall not have any r ights t o t he roof, t he exterior walls, or t he u lity r aceways of t he building containing t he Premises ( "Building") or t o any other buildings i n t he Project. The Premises, t he Building, t he Common Areas, t he l and upon which t hey are l ocated, along with all other buildings and i mprovements t hereon, are herein collec vely r eferred t o as the "Project." 1.2(b) Parking: unreserved and reserved vehicle parking spaces. 1.3 Term: Month to month commencing May 16, 2021 ("Commencement Date")with a thirty day (30) notice of termination ("Expira on Date"). 1.4 Early Possession: If the Premises are available Sublessee may have non-exclusive possession of the Premises commencing ("Early Possession Date"). 1.5 Base Rent: $4,000.00 per month ("Base Rent"), payable on the first day of each month commencing June 1, 2021 . If this box is checked, there are provisions in this Sublease for the Base Rent to be adjusted. and/or the Project are modified during the term of this Lease, Lessor shall recalculate Lessee's Share to reflect such modifica on. 1.7 Base Rent and OtherMonies Paid Upon Execu on: agency rela onships in this Lease with the following real estate brokers
("Broker(s)") and/or their agents ("Agent(s)"): Sublessor's Brokerage Firm License No. is the broker of (check one): the Sublessor; or both the Sublessee and Sublessor (dual agent). Sublessor's Agent License No. is (check one): the Sublessor's Agent (salesperson or broker associate); or both the Sublessee's Agent and the Sublessor's Agent (dual agent). Sublessee's Brokerage Firm License No. is the broker of (check one): the Sublessee; or both the Sublessee and Sublessor (dual agent). Sublessee's Agent License No. is (check one): the Sublessee's Agent (salesperson or broker associate); or both the Sublessee's Agent and the Sublessor's Agent (dual agent). separatewri en agreement (or if there is no such agreement, the sum of or % of the total Base Rent) for the brokerage services rendered by the Brokers. 1.10 Guarantor. The obliga ons of the Sublessee under this Sublease shall be guaranteed by ("Guarantor"). 1.11 A achments. A ached hereto are the following, all of which cons tute a part of this Sublease: an Addendum consis ng of Paragraphs through ; a plot plan depic ng the Premises and/or Project; a current set of the Rules and Regula ons; aWork Le er; a copy of the Master Lease and any and all amendments to such lease (collec vely the "Master Lease"); SUBLEASE FORMULTIPLE TENANTS To be used if there will be one ormore sublessees sharing the space with each other and/or the lessee, whether or not the space (Premises) is a single tenant building or is located in amul -tenant building. If theen re space (Premises) will be subleased by a single sublessee, whether or not the space (Premises) is a single tenant building or is located in amul -tenant building, use the Sublease for a Single Sublessee. (a) Base Rent: $2,000.00 for the period May 16 - 31, 2021 . (b) Security Deposit: $4,000.00 ("Security Deposit") (c) Other: for . (d) Total Due Upon Execu on of this Lease: $6,000.00 . 1.8 Agreed Use: The Premises shall be used and occupied only for office and for no other purposes. 1.9 Real Estate Brokers. (a) Representa on: Each Party acknowledges receiving a Disclosure Regarding Real Estate Agency Rela onship, confirms and consents to the following (b) Payment to Brokers: Upon execu on and delivery of this Sublease by both Par
es, Sublessor shall pay to the Brokers the brokerage fee agreed to in a twenty-five 0 DocuSign Envelope ID: 1D06B274-FBF4-41FA-9AA7-D35062EFD72F

other (specify): . 2. Premises. 2.1 Le ng. Sublessor hereby subleases to Sublessee, and Sublessee hereby subleases from Sublessor, the Premises, for the term, at the rental, and upon all of the terms, covenants and condi ons set forth in this Sublease. While the approximate square footage of the Premises may have been used in themarke ng of the Premises for purposes of comparison, the Base Rent stated herein is NOT ed to square footage and is not subject to adjustment should the actual size be determined to be different. Note: Sublessee is advised to verify the actual size prior to execu ng this Sublease. 2.2 Condi on. Sublessor shall deliver the Premises to Sublessee broom clean and free of debris on the Commencement Date or the Early Possession Date, whichever first occurs ("Start Date"), and warrants that the exis ng electrical, plumbing, fire sprinkler, ligh ng, hea ng, ven la ng and air condi oning systems ("HVAC"), and any items which the Sublessor is obligated to construct pursuant to the Work Le er a ached hereto, if any, other than those constructed by Sublessee, shall be in good opera ng condi on on said date. If a non-compliance with such warranty exists as of the Start Date, or if one of such systems or elements should malfunc on or fail within the appropriate warranty period, Sublessor shall, as Sublessor's sole obliga on with respect to suchma er, except as otherwise provided in this Sublease, promptly a er receipt ofwri en no ce from Sublessee se ng forth with specificity the nature and extent of such non-compliance, malfunc on or failure, rec fy same at Sublessor's expense. The warranty periods shall be as follows: (i) 6 months as to the HVAC systems, and (ii) 30 days as to the remaining systems and other elements. If Sublessee does not give Sublessor the required no cewithin the appropriate warranty period, correc on of any such non-compliance, malfunc on or failure shall be the obliga on of Sublessee at Sublessee's sole cost and expense. 2.3 Compliance. Sublessor warrants that any improvements, altera ons or u lity installa onsmade or installed by or on behalf of Sublessor to or on the Premises comply with all applicable covenants or restric ons of record and applicable building codes, regula ons and ordinances
("Applicable Requirements") in effect on the date that they were made or installed. Sublessor makes no warranty as to the use to which Sublessee will put the Premises or to modifica onswhich may be required by the Americans with Disabili es Act or any similar laws as a result of Sublessee's use. NOTE: Sublessee is responsible for determining whether or not the zoning and other Applicable Requirements are appropriate for Sublessee's intended use, and acknowledges that past uses of the Premises may no longer be allowed. If the Premises do not comply with said warranty, Sublessor shall, except as otherwise provided, promptly a er receipt ofwri en no ce from Sublessee se ng forth with specificity the nature and extent of such non-compliance, rec fy the same. 2.4 Acknowledgements. Sublessee acknowledges that: (a) it has been given an opportunity to inspect and measure the Premises, (b) it has been advised by Sublessor and/or Brokers to sa sfy itself with respect to the condi on of the Premises (including but not limited to the electrical, HVAC and fire sprinkler systems, security, environmental aspects, and compliance with Applicable Requirements and the Americans with Disabili es Act), and their suitability for Sublessee's intended use, (c) Sublessee has made such inves ga on as it deems necessary with reference to suchma ers and assumes all responsibility therefor as the same relate to its occupancy of the Premises, (d) it is not relying on any representa on as to the size of the Premises made by Brokers or Sublessor, (e) the square footage of the Premises was not material to Sublessee's decision to sublease the Premises and pay the Rent stated herein, and (f) neither Sublessor, Sublessor's agents, nor Brokers have made any oral orwri en representa ons orwarran es with respect to saidma ers other than as set forth in this Sublease. In addi on, Sublessor acknowledges that: (i) Brokers have made no representa ons, promises or warran es concerning Sublessee's ability to honor the Sublease or suitability to occupy the Premises, and (ii) it is Sublessor's sole responsibility to inves gate the financial capability and/or suitability of all proposed tenants. 2.5 Americans with Disabili es Act. In the event that as a result of Sublessee's use, or
intended use, of the Premises the Americans with Disabili es Act or any similar law requiresmodifica ons or the construc on or installa on of improvements in or to the Premises, Building, Project and/or Common Areas, the Par es agree that such modifica ons, construc on or improvements shall be made at: Sublessor's expense Sublessee's expense. 2.6 Vehicle Parking. Sublessee shall be en tled to use the number of Unreserved Parking Spaces and Reserved Parking Spaces specified in Paragraph 1.2(b) on those por ons of the Common Areas designated from me to me for parking. Sublessee shall not use more parking spaces than said number. Said parking spaces shall be used for parking by vehicles no larger than full-size passenger automobiles or pickup trucks, herein called "Permi ed Size Vehicles." Sublessor may regulate the loading and unloading of vehicles by adop ng Rules and Regula ons as provided in Paragraph 2.9. No vehicles other than Permi ed Size Vehicles may be parked in the CommonArea without the prior wri en permission of Sublessor. (a) Sublessee shall not permit or allow any vehicles that belong to or are controlled by Sublessee or Sublessee's employees, suppliers, shippers, customers, contractors or invitees to be loaded, unloaded, or parked in areas other than those designated by Sublessor for such ac vi es. (b) Sublessee shall not service or store any vehicles in the Common Areas. (c) If Sublessee permits or allows any of the prohibited ac vi es described in this Paragraph 2.6, then Sublessor shall have the right, without no ce, in addi on to such other rights and remedies that it may have, to remove or tow away the vehicle involved and charge the cost to Sublessee, which cost shall be immediately payable upon demand by Sublessor. 2.7 Common Areas - Defini on. The term "Common Areas" is defined as all areas and facili es outside the Premises and within the exterior boundary line of the Project and interior u lity raceways and installa onswithin the Premises that are provided and designated by the Sublessor from me to me for the general nonexclusive use of Sublessor, Sublessee and other tenants of the Project and their respec ve employees, suppliers, shippers, customers, contractors and invitees, including parking areas, loading and
unloading areas, trash areas, roofs, roadways, walkways, driveways and landscaped areas. 2.8 Common Areas - Sublessee's Rights. Sublessor grants to Sublessee, for the benefit of Sublessee and its employees, suppliers, shippers, contractors, customers and invitees, during the term of this Sublease, the nonexclusive right to use, in common with others en tled to such use, the Common Areas as they exist from me to me, subject to any rights, powers, and privileges reserved by Sublessor under the terms hereof or under the terms of any rules and regula ons or restric ons governing the use of the Project. Under no circumstances shall the right herein granted to use the Common Areas be deemed to include the right to store any property, temporarily or permanently, in the Common Areas. Any such storage shall be permi ed only by the prior wri en consent of Sublessor or Sublessor's designated agent, which consent may be revoked at any me. In the event that any unauthorized storage shall occur then Sublessor shall have the right, without no ce, in addi on to such other rights and remedies that it may have, to remove the property and charge the cost to Sublessee, which cost shall be immediately payable upon demand by Sublessor. 2.9 Common Areas - Rules and Regula ons. Sublessor or such other person(s) as Sublessor may appoint shall have the exclusive control and management of the Common Areas and shall have the right, from me to me, to establish, modify, amend and enforce reasonable rules and regula ons ("Rules and Regula ons") for the management, safety, care, and cleanliness of the grounds, the parking and unloading of vehicles and the preserva on of good order, as well as for the convenience of other occupants or tenants of the Building and the Project and their invitees. Sublessee agrees to abide by and conform to all such Rules and Regula ons, and to cause its employees, suppliers, shippers, customers, contractors and invitees to so abide and conform. Sublessor shall not be responsible to Sublessee for the noncompliance with said Rules and Regula ons by other tenants of the Project. 2.10 Common Areas - Changes. Sublessor shall have the right, in Sublessor's sole discre on, from me to me: (a) To make changes to the Common Areas,
including, without limita on, changes in the loca on, size, shape and number of driveways, entrances, parking spaces, parking areas, loading and unloading areas, ingress, egress, direc on of traffic, landscaped areas, walkways and u lity raceways; DocuSign Envelope ID: 1D06B274-FBF4-41FA-9AA7-D35062EFD72F

(b) To close temporarily any of the Common Areas for maintenance purposes so long as reasonable access to the Premises remains available; (c) To add addi onal buildings and improvements to the Common Areas; (d) To use the Common Areas while engaged in making addi onal improvements, repairs or altera ons to the Project, or any por on thereof; and (e) To do and perform such other acts and make such other changes in, to or with respect to the CommonAreas and Project as Sublessor may, in the exercise of sound business judgment, deem to be appropriate. 3. Possession. 3.1 Early Possession. Any provision herein gran ng Sublessee Early Possession of the Premises is subject to and condi oned upon the Premises being available for such possession prior to the Commencement Date. Any grant of Early Possession only conveys a non-exclusive right to occupy the Premises. If Sublessee totally or par ally occupies the Premises prior to the Commencement Date, the obliga on to pay Base Rent shall be abated for the period of such Early Possession. All other terms of this Sublease (including but not limited to the obliga ons to pay Sublessee's Share of CommonArea Opera ng Expenses, Real Property Taxes and insurance premiums and to maintain the Premises) shall, however, be in effect during such period. Any such Early Possession shall not affect the Expira on Date. 3.2 Delay in Commencement. Sublessor agrees to use its best commercially reasonable efforts to deliver possession of the Premises by the Commencement Date. If, despite said efforts, Sublessor is unable to deliver possession as agreed, the rights and obliga ons of Sublessor and Sublessee shall be as set forth in Paragraph 3.3 of the Master Lease (as modified by Paragraph 6.3 of this Sublease). 3.3 Sublessee Compliance. Sublessor shall not be required to tender possession of the Premises to Sublessee un l Sublessee complies with its obliga on to provide evidence of insurance. Pending delivery of such evidence, Sublessee shall be required to perform all of its obliga ons under this Sublease from and a er the Start Date, including the payment of Rent, notwithstanding Sublessor's elec on to withhold possession pending receipt of such evidence of insurance. Further, if Sublessee is
required to perform any other condi ons prior to or concurrent with the Start Date, the Start Date shall occur but Sublessor may elect to withhold possession un l such condi ons are sa sfied. 4. Rent and Other Charges. 4.1 Rent Defined. All monetary obliga ons of Sublessee to Sublessor under the terms of this Sublease (except for the Security Deposit) are deemed to be rent ("Rent"). Rent shall be payable in lawful money of the United States to Sublessor at the address stated herein or to such other persons or at such other places as Sublessor may designate in wri ng. 4.2 Common AreaOpera ng Expenses. Sublessee shall pay to Sublessor during the term hereof, in addi on to the Base Rent, Sublessee's Share of all CommonArea Opera ng Expenses, as hereina er defined, during each calendar year of the term of this Sublease, in accordance with the following provisions: (a) "Common AreaOpera ng Expenses" are defined, for purposes of this Sublease, as those costs incurred by Sublessor rela ng to the opera on of the Project, which are included in the following list: (i) Costs related to the opera on, repair and maintenance, in neat, clean, good order and condi on, but not the replacement of the following: (aa) The Common Areas and Common Area improvements, including parking areas, loading and unloading areas, trash areas, roadways, parkways, walkways, driveways, landscaped areas, bumpers, irriga on systems, Common Area ligh ng facili es, fences and gates, elevators, roofs, and roof drainage systems. (bb) Exterior signs and any tenant directories. (cc) Any fire sprinkler systems. (ii) The cost of water, gas, electricity and telephone to service the Common Areas and any u li es not separately metered. (iii) The cost of trash disposal, pest control services, property management, security services, and the costs of any environmental inspec ons. (iv) Reserves set aside for maintenance and repair of Common Areas. (v) Real Property Taxes. (vi) Insurance premiums. (vii) Any deduc ble por on of an insured loss concerning the Building or the Common Areas. (b) The inclusion of the improvements, facili es and services set forth in Subparagraph 4.2(a) shall not be deemed to impose an obliga on upon Sublessor to either have said
improvements or facili es or to provide those services unless Sublessor already provides the services, or Sublessor has agreed elsewhere in this Sublease to provide the same or some of them. (c) Sublessee's Share of Common AreaOpera ng Expenses is payable monthly on the same day as the Base Rent is due hereunder. The amount of such payments shall be based on Sublessor's es mate of the Common Area Opera ng Expenses. Within 60 days a er wri en request (but notmore than once each year) Sublessor shall deliver to Sublessee a reasonably detailed statement showing Sublessee's Share of the actual Common Area Opera ng Expenses incurred during the preceding year. If Sublessee's payments under this Paragraph 4.2(c) during the preceding year exceed Sublessee's Share as indicated on such statement, Sublessor shall credit the amount of such overpayment against Sublessee's Share of CommonArea Opera ng Expenses next becoming due. If Sublessee's payments under this Paragraph 4.2(c) during the preceding year were less than Sublessee's Share as indicated on such statement, Sublessee shall pay to Sublessor the amount of the deficiencywithin 10 days a er delivery by Sublessor to Sublessee of the statement. 4.3 U li es. Sublessee shall pay for all water, gas, heat, light, power, telephone, trash disposal and other u li es and services supplied to the Premises, together with any taxes thereon. Notwithstanding the provisions of Paragraph 4.2, if at any me in Sublessor's sole judgment, Sublessor determines that Sublessee is using a dispropor onate amount of water, electricity or other commonly metered u li es, or that Sublessee is genera ng such a large volume of trash as to require an increase in the size of the dumpster and/or an increase in the number of mes per month that the dumpster is emp ed, then Sublessor may increase Sublessee's Base Rent by an amount equal to such increased costs. 5. Security Deposit. The rights and obliga ons of Sublessor and Sublessee as to said Security Deposit shall be as set forth in Paragraph 5 of theMaster Lease (as modified by Paragraph 6.3 of this Sublease). 6. Master Lease. 6.1 Sublessor is the lessee of the Premises by virtue of the "Master Lease", wherein G&I VIII Sorrento LP, a Delaware limited
partnership is the lessor, hereina er the "Master Lessor". 6.2 This Sublease is and shall be at all mes subject and subordinate to theMaster Lease. 6.3 The terms, condi ons and respec ve obliga ons of Sublessor and Sublessee to each other under this Sublease shall be the terms and condi ons of the Master Lease except for those provisions of theMaster Lease which are directly contradicted by this Sublease in which event the terms of this Sublease document shall control over the Master Lease. Therefore, for the purposes of this Sublease, wherever in theMaster Lease the word "Lessor" is used it shall be deemed to mean the Sublessor herein and wherever in the Master Lease the word "Lessee" is used it shall be deemed to mean the Sublessee herein. 6.4 During the term of this Sublease and for all periods subsequent for obliga ons which have arisen prior to the termina on of this Sublease, Sublessee does DocuSign Envelope ID: 1D06B274-FBF4-41FA-9AA7-D35062EFD72F

hereby expressly assume and agree to perform and comply with, for the benefit of Sublessor and Master Lessor, each and every obliga on of Sublessor under the Master Lease except for the following paragraphs which are excluded therefrom: . 6.5 The obliga ons that Sublessee has assumed under paragraph 6.4 hereof are hereina er referred to as the "Sublessee's Assumed Obliga ons". The obliga ons that sublessee has not assumed under paragraph 6.4 hereof are hereina er referred to as the "Sublessor's RemainingObliga ons". 6.6 Sublessee shall hold Sublessor free and harmless from all liability, judgments, costs, damages, claims or demands, including reasonable a orneys fees, arising out of Sublessee's failure to comply with or perform Sublessee's Assumed Obliga ons. 6.7 Sublessor agrees to maintain the Master Lease during the en re term of this Sublease, subject, however, to any earlier termina on of the Master Lease without the fault of the Sublessor, and to comply with or perform Sublessor's Remaining Obliga ons and to hold Sublessee free and harmless from all liability, judgments, costs, damages, claims or demands arising out of Sublessor's failure to comply with or perform Sublessor's RemainingObliga ons. 6.8 Sublessor represents to Sublessee that theMaster Lease is in full force and effect and that no default exists on the part of any Party to the Master Lease. 7. Assignment of Sublease and Default. 7.1 Sublessor hereby assigns and transfers to Master Lessor the Sublessor's interest in this Sublease, subject however to the provisions of Paragraph 8.2 hereof. 7.2 Master Lessor, by execu ng this document, agrees that un l a Default shall occur in the performance of Sublessor's Obliga ons under theMaster Lease, that Sublessor may receive, collect and enjoy the Rent accruing under this Sublease. However, if Sublessor shall Default in the performance of its obliga ons to Master Lessor thenMaster Lessor may, at its op on, receive and collect, directly from Sublessee, all Rent owing and to be owed under this Sublease. Master Lessor shall not, by reason of this assignment of the Sublease nor by reason of the collec on of the Rent from the Sublessee, be deemed liable to Sublessee for any failure of the
Sublessor to perform and comply with Sublessor's Remaining Obliga ons. 7.3 Sublessor hereby irrevocably authorizes and directs Sublessee upon receipt of anywri en no ce from the Master Lessor sta ng that a Default exists in the performance of Sublessor's obliga ons under theMaster Lease, to pay to Master Lessor the Rent due and to become due under the Sublease. Sublessor agrees that Sublessee shall have the right to rely upon any such statement and request from Master Lessor, and that Sublessee shall pay such Rent to Master Lessor without any obliga on or right to inquire as to whether such Default exists and notwithstanding any no ce from or claim from Sublessor to the contrary and Sublessor shall have no right or claim against Sublessee for any such Rent so paid by Sublessee. 7.4 No changes or modifica ons shall be made to this Sublease without the consent of Master Lessor. 8. Consent of Master Lessor. 8.1 In the event that the Master Lease requires that Sublessor obtain the consent ofMaster Lessor to any suble ng by Sublessor then, this Sublease shall not be effec ve unless, within 10 days of the date hereof, Master Lessor signs this Sublease thereby giving its consent to this Suble ng. 8.2 In the event that the obliga ons of the Sublessor under theMaster Lease have been guaranteed by third par es, then neither this Sublease, nor the Master Lessor's consent, shall be effec ve unless, within 10 days of the date hereof, said guarantors sign this Sublease thereby giving their consent to this Sublease. 8.3 In the event that Master Lessor does give such consent then: (a) Such consent shall not release Sublessor of its obliga ons or alter the primary liability of Sublessor to pay the Rent and perform and comply with all of the obliga ons of Sublessor to be performed under the Master Lease. (b) The acceptance of Rent byMaster Lessor from Sublessee or any one else liable under the Master Lease shall not be deemed a waiver by Master Lessor of any provisions of theMaster Lease. (c) The consent to this Sublease shall not cons tute a consent to any subsequent suble ng or assignment. (d) In the event of any Default of Sublessor under theMaster Lease, Master Lessor may proceed directly against Sublessor, any guarantors or any one else liable
under the Master Lease or this Sublease without first exhaus ngMaster Lessor's remedies against any other person or en ty liable thereon to Master Lessor. (e) Master Lessormay consent to subsequent suble ngs and assignments of the Master Lease or this Sublease or any amendments ormodifica ons thereto without no fying Sublessor or any one else liable under the Master Lease and without obtaining their consent and such ac on shall not relieve such persons from liability. (f) In the event that Sublessor shall Default in its obliga ons under theMaster Lease, thenMaster Lessor, at its op on and without being obligated to do so,may require Sublessee to a orn to Master Lessor in which eventMaster Lessor shall undertake the obliga ons of Sublessor under this Sublease from the me of the exercise of said op on to termina on of this Sublease but Master Lessor shall not be liable for any prepaid Rent nor any Security Deposit paid by Sublessee, nor shall Master Lessor be liable for any other Defaults of the Sublessor under the Sublease. 8.4 The signatures of theMaster Lessor and any Guarantors of Sublessor at the end of this document shall cons tute their consent to the terms of this Sublease. 8.5 Master Lessor acknowledges that, to the best of Master Lessor's knowledge, no Default presently exists under theMaster Lease of obliga ons to be performed by Sublessor and that theMaster Lease is in full force and effect. 8.6 In the event that Sublessor Defaults under its obliga ons to be performed under theMaster Lease by Sublessor, Master Lessor agrees to deliver to Sublessee a copy of any such no ce of default. Sublessee shall have the right to cure any Default of Sublessor described in any no ce of default if Sublessee does so within the same number of days set forth in the no ce of default given to Sublessor. If such Default is cured by Sublessee then Sublessee shall have the right of reimbursement and offset from and against Sublessor. 9. Addi onal Brokers Commissions. 9.1 Sublessor agrees that if Sublessee exercises any op on or right of first refusal as granted by Sublessor herein, or any op on or right substan ally similar thereto, either to extend the term of this Sublease, to renew this Sublease, to purchase the Premises, or to lease or purchase
adjacent property which Sublessor may own or in which Sublessor has an interest, then Sublessor shall pay to Broker a fee in accordance with the schedule of Broker in effect at the me of the execu on of this Sublease. Notwithstanding the foregoing, Sublessor's obliga on under this Paragraph is limited to a transac on in which Sublessor is ac ng as a Sublessor, lessor or seller. 9.2 If a separate brokerage fee agreement is a ached thenMaster Lessor agrees that if Sublessee shall exercise any op on or right of first refusal granted to Sublessee by Master Lessor in connec onwith this Sublease, or any op on or right substan ally similar thereto, either to extend or renew theMaster Lease, to purchase the Premises or any part thereof, or to lease or purchase adjacent property which Master Lessor may own or in which Master Lessor has an interest, or if Broker is the procuring cause of any other lease or sale entered into between Sublessee and Master Lessor pertaining to the Premises, any part thereof, or any adjacent property which Master Lessor owns or in which it has an interest, then as to any of said transac ons,Master Lessor shall pay to Broker a fee, in cash, in accordance with the schedule a ached to such brokerage fee agreement. 9.3 Any fee due from Sublessor or Master Lessor hereunder shall be due and payable upon the exercise of any op on to extend or renew, upon the execu on DocuSign Envelope ID: 1D06B274-FBF4-41FA-9AA7-D35062EFD72F

of any new lease, or, in the event of a purchase, at the close of escrow. 9.4 Any transferee of Sublessor's interest in this Sublease, or of Master Lessor's interest in the Master Lease, by accep ng an assignment thereof, shall be deemed to have assumed the respec ve obliga ons of Sublessor or Master Lessor under this Paragraph 9. Broker shall be deemed to be a third-party beneficiary of this paragraph 9. 10. Representa ons and Indemni es of Broker Rela onships. The Par es each represent and warrant to the other that it has had no dealings with any person, firm, broker, agent or finder (other than the Brokers and Agents, if any) in connec onwith this Sublease, and that no one other than said named Brokers and Agents is en tled to any commission or finder's fee in connec on herewith. Sublessee and Sublessor do each hereby agree to indemnify, protect, defend and hold the other harmless from and against liability for compensa on or charges which may be claimed by any such unnamed broker, finder or other similar party by reason of any dealings or ac ons of the indemnifying Party, including any costs, expenses, a orneys' fees reasonably incurred with respect thereto. 11. A orney's fees. If any Party or Broker brings an ac on or proceeding involving the Premises whether founded in tort, contract or equity, or to declare rights hereunder, the Prevailing Party (as herea er defined) in any such proceeding, ac on, or appeal thereon, shall be en tled to reasonable a orneys' fees. Such fees may be awarded in the same suit or recovered in a separate suit, whether or not such ac on or proceeding is pursued to decision or judgment. The term, "Prevailing Party" shall include, without limita on, a Party or Broker who substan ally obtains or defeats the relief sought, as the case may be, whether by compromise, se lement, judgment, or the abandonment by the other Party or Broker of its claim or defense. The a orneys' fees award shall not be computed in accordance with any court fee schedule, but shall be such as to fully reimburse all a orneys' fees reasonably incurred. In addi on, Sublessor shall be en tled to a orneys' fees, costs and expenses incurred in the prepara on and service of no ces of Default and consulta ons in connec on therewith, whether or
not a legal ac on is subsequently commenced in connec onwith such Default or resul ng Breach ($200 is a reasonable minimum per occurrence for such services and consulta on). 12. No Prior or Other Agreements; Broker Disclaimer. This Sublease contains all agreements between the Par eswith respect to any ma er men oned herein, and no other prior or contemporaneous agreement or understanding shall be effec ve. Sublessor and Sublessee each represents and warrants to the Brokers that it has made, and is relying solely upon, its own inves ga on as to the nature, quality, character and financial responsibility of the other Party to this Sublease and as to the use, nature, quality and character of the Premises. Brokers have no responsibility with respect thereto or with respect to any default or breach hereof by either Party. The liability (including court costs and a orneys' fees), of any Broker with respect to nego a on, execu on, delivery or performance by either Sublessor or Sublessee under this Sublease or any amendment or modifica on hereto shall be limited to an amount up to the fee received by such Broker pursuant to this Sublease; provided, however, that the foregoing limita on on each Broker's liability shall not be applicable to any gross negligence or willful misconduct of such Broker. Signatures to this Sublease accomplished bymeans of electronic signature or similar technology shall be legal and binding. 13. Accessibility; Americanswith Disabili esAct. (a) The Premises: have not undergone an inspec on by a Cer fied Access Specialist (CASp). Note: A Cer fied Access Specialist (CASp) can inspect the subject premises and determine whether the subject premises comply with all of the applicable construc on-related accessibility standards under state law. Although state law does not require a CASp inspec on of the subject premises, the commercial property owner or lessor may not prohibit the lessee or tenant from obtaining a CASp inspec on of the subject premises for the occupancy or poten al occupancy of the lessee or tenant, if requested by the lessee or tenant. The par es shall mutually agree on the arrangements for the me and manner of the CASp inspec on, the payment of the fee for the CASp inspec on,
and the cost of making any repairs necessary to correct viola ons of construc on-related accessibility standards within the premises. have undergone an inspec on by a Cer fied Access Specialist (CASp) and it was determined that the Premises met all applicable construc on-related accessibility standards pursuant to California Civil Code §55.51 et seq. Lessee acknowledges that it received a copy of the inspec on report at least 48 hours prior to execu ng this Lease and agrees to keep such report confiden al. have undergone an inspec on by a Cer fied Access Specialist (CASp) and it was determined that the Premises did not meet all applicable construc on-related accessibility standards pursuant to California Civil Code §55.51 et seq. Lessee acknowledges that it received a copy of the inspec on report at least 48 hours prior to execu ng this Lease and agrees to keep such report confiden al except as necessary to complete repairs and correc ons of viola ons of construc on related accessibility standards. In the event that the Premises have been issued an inspec on report by a CASp the Lessor shall provide a copy of the disability access inspec on cer ficate to Lessee within 7 days of the execu on of this Lease. (b) Since compliance with the Americans withDisabili es Act (ADA) or other state and local accessibility statutes are dependent upon Lessee's specific use of the Premises, Lessor makes no warranty or representa on as to whether or not the Premises comply with ADA or any similar legisla on. In the event that Lessee's use of the Premises requiresmodifica ons or addi ons to the Premises in order to be in compliance with ADA or other accessibility statutes, Lessee agrees to make any such necessary modifica ons and/or addi ons at Lessee's expense. ATTENTION: NO REPRESENTATION OR RECOMMENDATION ISMADE BY AIR CRE OR BY ANY REAL ESTATE BROKER AS TO THE LEGAL SUFFICIENCY, LEGAL EFFECT, OR TAX CONSEQUENCES OF THIS SUBLEASE OR THE TRANSACTION TO WHICH IT RELATES. THE PARTIES ARE URGED TO: 1. SEEK ADVICE OF COUNSEL AS TO THE LEGAL AND TAX CONSEQUENCES OF THIS SUBLEASE. 2.
RETAIN APPROPRIATE CONSULTANTS TO REVIEW AND INVESTIGATE THE CONDITION OF THE PREMISES. SAID INVESTIGATION SHOULD INCLUDE BUT NOT BE LIMITED TO: THE POSSIBLE PRESENCE OF HAZARDOUS SUBSTANCES, THE ZONING OF THE PROPERTY, THE STRUCTURAL INTEGRITY, THE CONDITION OF THE ROOF ANDOPERATING SYSTEMS, AND THE SUITABILITY OF THE PREMISES FOR SUBLESSEE'S INTENDED USE. WARNING: IF THE SUBJECT PROPERTY IS LOCATED IN A STATE OTHER THAN CALIFORNIA, CERTAIN PROVISIONS OF THE SUBLEASE MAY NEED TOBE REVISED TO COMPLYWITH THE LAWS OF THE STATE IN WHICH THE PROPERTY IS LOCATED. Executed At: On: By Sublessor: Emerald Health Pharmaceuticals Inc. Executed At: On: By Sublessee: Skye Bioscience DocuSign Envelope ID: 1D06B274-FBF4-41FA-9AA7-D35062EFD72F 5/10/20215/10/2021
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EXHIBIT 31.1
Certification of Principal Executive Officer,
Required by Rule 13a-14(a) of the Securities Exchange Act of 1934, as Amended,
as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Punit Dhillon, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Skye Bioscience, Inc. for the quarter ended June 30, 2021;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

5.

(a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;

(b)

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting, which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

/s/ Punit Dhillon
Punit Dhillon
Chief Executive Officer, Chairman of the Board, and Director
Date: August 5, 2021

EXHIBIT 31.2
Certification of Principal Financial Officer,
Required by Rule 13a-14(a) of the Securities Exchange Act of 1934, as Amended,
as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Richard Janney, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Skye Bioscience, Inc. for the quarter ended June 30, 2021;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

5.

(a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;

(b)

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

/s/ Richard Janney
Richard Janney
Principal Accounting Officer
Date: August 5, 2021

EXHIBIT 32.1
Certification of Principal Executive Officer, pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
In connection with the Quarterly Report of Skye Bioscience, Inc. a Nevada corporation (the “Company”) on Form 10-Q for the quarter ended June 30, 2021, as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), Punit Dhillon, Chief Executive Officer, Chairman of the Board, and Director of the Company, certifies
to the best of his knowledge, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:
(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to the Securities and
Exchange Commission or its staff upon request.
/s/ Punit Dhillon
Punit Dhillon
Chief Executive Officer, Chairman of the Board, and Director
Date: August 5, 2021

EXHIBIT 32.2
Certification of Principal Financial Officer, pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
In connection with the Quarterly Report of Skye Bioscience, Inc. a Nevada corporation (the “Company”) on Form 10-Q for the quarter ended June 30, 2021, as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), Richard Janney, Principal Accounting Officer of the Company, certifies to the best of his knowledge,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:
(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to the Securities and
Exchange Commission or its staff upon request.
/s/ Richard Janney
Richard Janney
Principal Accounting Officer
Date: August 5, 2021

