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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
 

This Quarterly Report on Form 10-Q (this “Form 10-Q”) contains forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995, Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). All statements contained in this Form 10-Q other than statements of historical fact, including statements regarding our future
results of operations and financial position, our business strategy and plans, and our objectives for future operations, are forward-looking statements. The words
“believe,” “may,” “will,” “estimate,” “continue,” “anticipate,” “intend,” “expect,” and similar expressions are intended to identify forward-looking statements. We
have based these forward-looking statements largely on our current expectations and projections about future events and trends that we believe may affect our
financial condition, results of operations, business strategy, short-term and long-term business operations and objectives, and financial needs. These forward-
looking statements are subject to a number of risks, uncertainties, and assumptions, including those described in the section entitled “Risk Factors” in the Annual
Report on Form 10-K for the fiscal year ended December 31, 2016, as updated from time to time in the Company’s filings with the U.S. Securities and Exchange
Commission (the “SEC”). Moreover, we operate in a very competitive and rapidly changing environment. New risks emerge from time to time. It is not possible
for our management to predict all risks, 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 future events and trends discussed in this Form 10-Q may not occur and actual results could differ materially and adversely from those
anticipated or implied in the forward-looking statements.

 
We undertake no obligation to revise or publicly release the results of any revision to these forward-looking statements, except as required by law. Given

these risks and uncertainties, readers are cautioned not to place undue reliance on such forward-looking statements.
 
Unless expressly indicated or the context requires otherwise, the terms “Surna,” the “Company,” “we,” “us,” and “our” in this Form 10-Q refer to Surna

Inc., a Nevada corporation, and, where appropriate, its wholly owned subsidiary.
 

ii
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PART I — FINANCIAL INFORMATION
 
ITEM 1. FINANCIAL STATEMENTS

Surna Inc.
Condensed Consolidated Balance Sheets

 
  March 31, 2017   December 31, 2016  
  Unaudited     
ASSETS         
Current Assets         

Cash  $ 1,969,145  $ 319,546 
Accounts receivable (net of allowance for doubtful accounts of $91,000 and $91,000
respectively)   63,183   47,166 
Notes receivable   80,000   157,218 
Inventory   774,044   747,905 
Prepaid expenses   125,191   84,976 

Total Current Assets   3,011,563   1,356,811 
         
Noncurrent Assets         

Property and equipment, net   83,002   93,565 
Intangible assets, net   670,732   667,445 

Total Noncurrent Assets   753,734   761,010 
         
TOTAL ASSETS  $ 3,765,297  $ 2,117,821 

         
LIABILITIES AND SHAREHOLDERS’ DEFICIT         
         
Current Liabilities         

Accounts payable and accrued liabilities  $ 1,076,205  $ 1,337,853 
Deferred revenue   924,861   1,421,344 
Notes Payable, net   475,559   - 
Amounts due shareholders   69,383   57,398 
Convertible promissory notes, net   -   761,440 
Convertible accrued interest   -   161,031 
Derivative liability on warrants   422,814   477,814 

Total Current Liabilities   2,968,822   4,216,880 
         
Noncurrent Liabilities         

Amounts due shareholders-long term   -   11,985 
Total Noncurrent Liabilities   -   11,985 

         
TOTAL LIABILITIES   2,968,822   4,228,865 
         
SHAREHOLDERS’ EQUITY (DEFICIT)         

Preferred stock, $0.00001 par value; 150,000,000 shares authorized; 77,220,000 shares
issued and outstanding   772   772 
Common stock, $0.00001 par value; 350,000,000 shares authorized; 183,294,028 and
160,744,916 shares issued and outstanding, respectively   1,832   1,607 
Paid in capital   16,130,912   12,222,789 
Accumulated deficit   (15,337,041)   (14,336,212)

Total Shareholders’ Equity (Deficit)   796,475   (2,111,044)
         
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY  $ 3,765,297  $ 2,117,821 

 
See accompanying notes to the unaudited condensed consolidated financial statements.
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Surna Inc.
Condensed Consolidated Statements of Operations and Comprehensive Loss

(Unaudited)
 

  For the Three Months Ended  
  March 31,  

  2017   2016  
Revenue  $ 1,593,092  $ 2,498,604 
Cost of revenue   1,164,756   1,409,944 
Gross margin   428,336   1,088,660 
         
Operating expenses:         

Advertising and marketing expenses   106,205   48,065 
Product development costs   93,789   106,279 
Selling, general and administrative expenses   817,960   569,337 

Total operating expenses   1,017,954   723,681 
         
Operating income (loss)   (589,618)   364,979 
         
Other income (expense):         

Interest and other income, net   2,951   6,164 
Interest expense   (27,114)   (272,972)
Amortization of debt discount on convertible promissory notes   (27,048)   (422,668)
Loss on extinguishment of debt   (415,000)   - 
(Loss) gain on change in derivative liabilities   55,000   (421,717)

Total other expense   (411,211)   (1,111,193)
         
Loss from continuing operations before provision for income taxes   (1,000,829)   (746,214)
         
Provision for Income taxes   -   - 
         
Net loss   (1,000,829)   (746,214)
         
Other comprehensive income (expense)   -   - 
Comprehensive loss  $ (1,000,829)  $ (746,214)

         
Loss per common share – basic and dilutive  $ (0.01)  $ (0.01)

         
Weighted average number of shares outstanding, both basic and dilutive   168,224,209   130,268,814 

 
See accompanying notes to the unaudited condensed consolidated financial statements.
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Surna Inc.
Condensed Consolidated Statements of Changes in Shareholders’ Deficit

For the Three Months Ended March 31, 2017
(Unaudited)

 
  Preferred Stock   Common Stock     

  
Number of

Shares   Amount   
Number of

Shares   Amount   
Paid in
Capital   

Accumulated
Deficit   

Shareholders’
Deficit  

Balance December 31, 2016   77,220,000  $ 772   160,744,916  $ 1,607  $ 12,222,789  $ (14,336,212)  $ (2,111,044)
Common shares issued on conversion of
debt and accrued interest, net of unamortized
debt discount   -   -   5,001,554   50   995,105   -   995,155 
Value attributed to modification of warrants   -   -   -   -   59,000   -   59,000 
Common shares issued as compensation for
services   -   -   740,000   7   130,062   -   130,069 
Common shares issued in connection with
issuance of notes payable   -   -   250,000   3   39,121   -   39,124 
Common shares issued for cash   -   -   16,781,250   167   2,684,833   -   2,685,000 
Other common shares           (223,692)   (2)   2       0 
Net loss   -   -       -   -   (1,000,829)   (1,000,829)
Balance March 31, 2017   77,220,000  $ 772   183,294,028  $ 1,832  $ 16,130,912  $ (15,337,041)  $ 796,475 

 
See accompanying notes to the unaudited condensed consolidated financial statements.

 
F-3 

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 
 

Surna Inc.
Condensed Consolidated Statements of Cash Flows

(Unaudited)
 

  For the Three Months Ended  
  March 31,  

  2017   2016  
Cash Flows from Operating Activities:         

Net loss  $ (1,000,829)  $ (746,214)
         
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:         

Depreciation and intangible asset amortization expense   11,752   13,579 
Amortization of debt discounts on convertible notes   20,181   422,668 
Amortization of original issue discount on notes payable   7,663   25,576 
(Gain) loss on change in derivative liability   (55,000)   421,717 
Compensation paid in stock   130,069   3,048 
Non-cash interest expense   -   141,228 
Provision for doubtful accounts   -   44,127 
Loss on extinguishment of debt   415,000   - 

Changes in operating assets and liabilities:         
Accounts and note receivable   3,856   (44,284)
Inventory   (26,139)   188,229 
Prepaid expenses   (60,088)   113,700 
Accounts payable and accrued liabilities   (266,065)   (314,778)
Deferred revenue   (496,483)   409,373 
Accrued interest   (22,060)   105,955 
Deferred compensation   -   (8,250)
Other liabilities   -   (1,294)

Cash (used in) provided by operating activities   (1,338,143)   774,380 
         
Cash Flows From Investing Activities:         

Purchase of intangible assets   (4,476)   (3,006)
Purchase of property and equipment   -   (8,351)
Proceeds from the sale of property and equipment   -   31,000 
Cash received on note receivable   77,218   50,000 

Cash provided by investing activities   72,742   69,643 
         
Cash Flows From Financing Activities:         

Proceeds from exercise of stock options   -   358 
Cash proceeds from sale of stock and warrants   2,685,000   - 
Payments on convertible notes payable   (270,000)   - 
Proceeds from issuance of notes payable   500,000   - 
Payments on loans   -   (34,115)

Cash provided by (used in) financing activities   2,915,000   (33,757)
         
Net change in cash   1,649,599   810,266 

Cash, beginning of period   319,546   330,557 
Cash, end of period  $ 1,969,145  $ 1,140,823 

         
Supplemental cash flow information:         

Interest paid  $ -  $ 26,126 
Income tax paid  $ -  $ - 

         
Non-cash investing and financing activities:         

Conversions of promissory notes and accrued interest to common stock  $ 639,155  $ 504,756 
Derivative liability on convertible promissory notes and warrants  $ -  $ 431,259 

 
See accompanying notes to the unaudited condensed consolidated financial statements.
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Surna Inc.
Notes to Unaudited Condensed Consolidated Financial Statements

March 31, 2017
 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 
Company:

 
Surna Inc. incorporated in Nevada on October 15, 2009. On March 26, 2014, the Company acquired Safari Resource Group, Inc. (“Safari”), a Nevada

corporation, whereby the Company became the sole surviving corporation after the acquisition of Safari. In July 2014, the Company acquired 100% of the
membership interests in Hydro Innovations, LLC, a Texas limited liability company (“Hydro”), pursuant to which Hydro became a wholly-owned subsidiary of the
Company. The Company engineers and manufactures innovative technology and products that address the energy and resource intensive nature of indoor
cultivation. The Company is focused on supplying industrial solutions to commercial indoor cannabis cultivation facilities. The Company’s engineering team is
tasked with creating novel energy and resource efficient solutions, including the Company’s proprietary liquid-cooled climate control platform. The Company’s
engineers continuously seek to create technologies that allow growers to meet the specific demands of a cannabis cultivation environment through temperature,
humidity, light, and process control. The Company’s objective is to provide intelligent solutions that improve the quality, control and overall crop yield and
efficiency of indoor cannabis cultivation. The Company is headquartered in Boulder, Colorado. The Company does not cultivate or distribute cannabis.

 
Financial Statement Presentation:

 
The accompanying unaudited condensed consolidated financial statements have been prepared in conformity with generally accepted accounting

principles in the United States (“GAAP”) for interim financial information and with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X. Pursuant to
these rules and regulations, certain information and note disclosures, normally included in financial statements prepared in accordance with GAAP, have been
condensed or omitted. GAAP requires management to make estimates and assumptions that affect reported amounts and related disclosures. In the opinion of
management, all adjustments (consisting of normal recurring items) considered necessary for a fair presentation have been included. Operating results for the
three months ended March 31, 2017 are not necessarily indicative of the results that may be expected for the fiscal year ending December 31, 2017. The
balance sheet as of December 31, 2016 has been derived from the audited financial statements at that date, but does not include all of the information and
footnotes required by GAAP for complete financial statements. For further information, refer to the consolidated financial statements and notes thereto contained
in the Annual Report on Form 10-K for the year ended December 31, 2016. The notes to the unaudited condensed consolidated financial statements are
presented on a continuing basis unless otherwise noted.

 
Basis of Presentation:
 

The accompanying consolidated financial statements have been prepared assuming that the Company will continue as a going concern. The Company
has experienced recurring losses since its inception. The Company incurred a net loss of approximately $1,001,000 for the three months ended March 31, 2017,
and had an accumulated deficit of approximately $15,337,000 as of March 31, 2017. Since inception, the Company has financed its activities principally through
debt and equity financing. Management expects to incur additional losses and cash outflows in the foreseeable future in connection with its operating activities.

 
The Company’s consolidated financial statements have been presented on a going concern basis, which contemplates the realization of assets and the

satisfaction of liabilities in the normal course of business.
 
The Company is subject to a number of risks similar to those of other similar stage companies, including dependence on key individuals, successful

development, marketing and branding of products; uncertainty of product development and generation of revenues; dependence on outside sources of financing;
risks associated with research, development; dependence on third-party, suppliers and collaborators; protection of intellectual property; and competition with
larger, better-capitalized companies. Ultimately, the attainment of profitable operations is dependent on future events, including obtaining adequate financing to
fund its operations and generating a level of revenues adequate to support the Company’s cost structure. During the three months ended March 31, 2017, the
Company extinguished convertible promissory notes in the principal amount of $510,000 through the issuance of shares of its common stock (See Note 2) and
raised $2,685,000 in a private placement of the Company’s common stock and attached warrants to accredited investors (see Note 5).
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The Company will need to raise debt and equity financing in the future in order to continue its operations, however, there can be no assurance that such

financing will be available in sufficient amounts and on acceptable terms, when and if needed, or at all. If results of operations for 2017 do not meet
management’s expectations, or additional capital is not available, management believes the Company has the ability to reduce certain expenditures. The precise
amount and timing of the funding needs cannot be determined accurately at this time, and will depend on a number of factors, including market demand for the
Company’s products and services, the success of product development efforts, the management of working capital, and the continuation of normal payment
terms and conditions for purchase of goods and services. The Company is uncertain whether its cash balances and cash flow from operations will be sufficient to
fund its operations for the next twelve months. If the Company is unable to substantially increase revenues, reduce expenditures, or otherwise generate cash
flows from operations, then the Company will need to raise additional funding to continue as a going concern from investors or through other avenues.
 
Basis of Consolidation and Reclassifications:

 
The condensed consolidated financial statements include the accounts of the Company and its controlled and wholly-owned subsidiary. Intercompany

transactions, profits, and balances are eliminated in consolidation.
 
Certain reclassifications have been made to amounts in prior periods to conform to the current period presentation. All reclassifications have been

applied consistently to the periods presented. The reclassifications had no impact on net loss or total assets and liabilities.
 

Use of Estimates:
 
The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported

amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and that affect the reported amounts
of revenues and expenses during the reporting period. The Company bases its estimates on historical experience and on various other assumptions that it
believes to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities
that are not readily apparent from other sources. Actual results could differ from those estimates. In addition, any change in these estimates or their related
assumptions could have an adverse effect on the Company’s operating results. Key estimates include: valuation of derivative liabilities, valuation of intangible
assets, and valuation of deferred tax assets and liabilities.

 
Recent Accounting Pronouncements:

 
In January 2017, the FASB issued Accounting Standards Update (“ASU”) No. 2017-01, Clarifying the Definition of a Business (“ASU 2017-01”). The

standard clarifies the definition of a business by adding guidance to assist entities in evaluating whether transactions should be accounted for as acquisitions of
assets or businesses. ASU 2017-01 is effective for fiscal years beginning after December 15, 2017, and interim periods within those fiscal years. Under ASU
2017-01, to be considered a business, the assets in the transaction need to include an input and a substantive process that together significantly contribute to
the ability to create outputs. Prior to the adoption of the new guidance, an acquisition or disposition would be considered a business if there were inputs, as well
as processes that when applied to those inputs had the ability to create outputs. Early adoption is permitted for certain transactions. Adoption of ASU 2017-01
may have a material impact on the Company’s consolidated financial statements if it enters into future business combinations.
 

In January 2017, the FASB issued Accounting Standards Update No. 2017-04, Simplifying the Test for Goodwill Impairment (“ASU 2017-04”). ASU
2017-04 simplifies the accounting for goodwill impairment by removing Step 2 of the goodwill impairment test, which requires a hypothetical purchase price
allocation. ASU 2017-04 is effective for annual or interim goodwill impairment tests in fiscal years beginning after December 15, 2019, and should be applied on
a prospective basis. Early adoption is permitted for interim or annual goodwill impairment tests performed on testing dates after January 1, 2017. The Company
is currently evaluating the effect that adopting this new accounting guidance will have on its consolidated results of operations, cash flows and financial position.
 

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash Payments (a
consensus of the Emerging Issues Task Force). This ASU requires changes in the presentation of certain items in the statement of cash flows including but not
limited to debt prepayment or debt extinguishment costs; contingent consideration payments made after a business combination; proceeds from the settlement
of insurance claims; proceeds from the settlement of corporate-owned life insurance policies and distributions received from equity method investees. This
guidance will be effective for annual periods and interim periods within those annual periods beginning after December 15, 2017, will require adoption on a
retrospective basis and will be effective for the Company on January 1, 2018. The Company is currently evaluating the effect that adopting this new accounting
guidance will have on its consolidated results of operations, cash flows and financial position.
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In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on Financial
Instruments. The amendments within this ASU replace the incurred loss impairment methodology in current GAAP with a methodology that reflects expected
credit losses and requires consideration of a broader range of reasonable and supportable information to inform credit loss estimates. ASU 2016-13 is effective
for fiscal years beginning after December 15, 2019, including interim periods within those fiscal years. Entities may early adopt the amendments within this ASU
but not prior to the fiscal years beginning after December 15, 2018, including the interim periods within those fiscal years. An entity will apply the amendments
in this ASU through a cumulative-effect adjustment to retained earnings as of the beginning of the first reporting period in which the guidance is effective (that is,
a modified-retrospective approach). However, a prospective transition approach is required for debt securities for which an other-than-temporary impairment had
been recognized before the effective date. The Company is currently evaluating the effect that adopting this new accounting guidance will have on its
consolidated results of operations, cash flows and financial position.

 
In March 2016, the FASB issued ASU 2016-09, Compensation - Stock Compensation (Topic 718): Improvements to Employee Share-Based Payment

Accounting. This ASU is designed to address simplification of several aspects of the accounting for share-based payment transactions, including the income tax
consequences, classification of awards as either equity or liabilities, and classification on the statement of cash flows. ASU 2016-09 is effective for annual
periods beginning after December 15, 2016, and interim periods within those annual periods. Early adoption of this ASU is permitted and would be applied on a
retrospective basis back to the beginning of fiscal year that included any such interim period in which early adoption was elected. The Company is currently
evaluating the effect that adopting this new accounting guidance will have on its consolidated results of operations, cash flows and financial position.

 
In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842) which requires companies leasing assets to recognize on their balance sheet a

liability to make lease payments (the lease liability) and a right-of-use asset representing its right to use the underlying asset for the lease term on contracts
longer than one year. The lessee is permitted to make an accounting policy election to not recognize lease assets and lease liabilities for short-term leases. How
leases are recorded on the balance sheet represents a significant change from previous GAAP guidance in Topic 840. ASU 2016-02 maintains a distinction
between finance leases and operating leases similar to the distinction under previous lease guidance for capital leases and operating leases. The Company is
currently evaluating the effect that adopting this new accounting guidance will have on its consolidated results of operations, cash flows and financial position.
ASU 2016-02 is effective for fiscal periods beginning after December 15, 2018, and early adoption is permitted. The Company is currently evaluating the effect
that adopting this new accounting guidance will have on its consolidated results of operations, cash flows and financial position.
 

In January 2016, the FASB issued ASU 2016-01, Financial Instruments - Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets
and Financial Liabilities. The amendments in this Update address certain aspects of recognition, measurement, presentation, and disclosure of financial
instruments. ASU 2016-01 is effective for fiscal years beginning after December 15, 2017, including interim periods within those fiscal years. The Company is
currently evaluating the effect that adopting this new accounting guidance will have on its consolidated results of operations, cash flows and financial position.
 

In July 2015, the FASB issued ASU 2015-11, Simplifying the Measurement of Inventory. ASU 2015-11 simplifies the subsequent measurement of
inventory by replacing today’s lower of cost or market test with a lower of cost and net realizable value test. The guidance applies only to inventories for which
cost is determined by methods other than last-in first-out (LIFO) and the retail inventory method (RIM). Entities that use LIFO or RIM will continue to use existing
impairment models (e.g., entities using LIFO would apply the lower of cost or market test). The guidance is effective for public business entities for fiscal years
beginning after December 15, 2016, and interim periods within those fiscal years. Early adoption is permitted as of the beginning of an interim or annual
reporting period. The Company is currently evaluating the effect that adopting this new accounting guidance will have on its consolidated results of operations,
cash flows and financial position.
 

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers , issued as a new Topic, ASC Topic 606. The new revenue
recognition standard supersedes all existing revenue recognition guidance. Under this ASU, an entity should recognize revenue when it transfers promised
goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services.
ASU 2015-14, issued in August 2015, deferred the effective date of ASU 2014-09 to the first quarter of 2018, with early adoption permitted in the first quarter of
2017. The Company is currently evaluating the effect that adopting this new accounting guidance will have on its consolidated results of operations, cash flows
and financial position.
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In March, April, May, and December 2016, the FASB issued the following updates, respectively, to provide supplemental adoption guidance and
clarification to ASU 2014-09. These standards must be adopted concurrently upon the adoption of ASU 2014-09. The Company is currently evaluating the
potential effects of adopting the provisions of these updates.

 
• ASU No. 2016-08, Revenue from Contracts with Customers: Principal versus Agent Considerations (Reporting Revenue Gross versus Net)
  
• ASU No. 2016-10, Revenue from Contracts with Customers: Identifying Performance Obligations and Licensing;
  
• ASU No. 2016-12, Revenue from Contracts with Customers: Narrow-Scope Improvements and Practical Expedients; and
  
• ASU No. 2016-19, Technical Corrections and Improvements

 
NOTE 2 – CONVERTIBLE PROMISSORY NOTES
 

During the three months ended March 31, 2017, the Company entered into note conversion and warrant amendment agreements (each an “Agreement”
and together, the “Agreements”) to: (i) amend the convertible promissory notes – series 2 (“Original Notes”) to reduce the conversion price of such holder’s
Original Note and simultaneously cause the conversion of the outstanding amount under such Original Note into shares of common stock of the Company
(“Conversion Shares”); and (ii) reduce the exercise price of the original warrant (“Original Warrants” and together with the amended notes and the amended
warrants, the “Amendments”). Each Agreement has been privately negotiated so the terms vary. Pursuant to the Agreements, the Original Notes have been
amended to reflect a reduced conversion price per share between $0.09 and $0.22. Additionally, pursuant to the Agreements, the Original Warrants have been
amended to reflect a reduced exercise price per share between $0.30 and $0.35, except for one Original Warrant to reflect a reduced exercise price of $0.15 per
share. The term of one Original Warrant was also extended.
 

Pursuant to the Agreements, the Company (i) converted Original Notes with an aggregate outstanding principal amount of $510,000 and accrued
interest of $129,150 in exchange for the issuance of 5,011,554 shares of the Company’s common stock, and (ii) amended Original Warrants to reduce their
exercise price. During the three months ended March 31, 2017, the Company also made payments of $314,150 to settle convertible promissory notes in the
principal amount of $270,000 and accrued interest of $44,150. As of March 31, 2017, the Company had no convertible notes outstanding.

 
The Company has accounted for the Agreements as debt extinguishment in accordance with ASC 470 - Debt section 470-50-40-2 where by the

difference between the reacquisition price of the debt and the net carrying amount of the extinguished debt was recognized as a loss during for the three months
ended March 31, 2017. The following details the calculation of the loss on extinguishment of the notes payable – series 2:

 
Carrying amount of debt    

Principal converted  $ 510,000 
Accrued interest converted   134,553 
Unamortized debt discount   (5,398)

Total carrying amount of debt   639,155 
Reacquisition price of debt     

Fair value of shares of common stock issued   995,155 
Warrant modification value   59,000 

Total reacquisition price of debt   1,054,155 
Loss on extinguishment of debt  $ (415,000)
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NOTE 3 – PROMISSORY NOTES
 

In February 2017, the Company entered into a securities purchase agreement with two accredited investors for the issuance of promissory notes in the
aggregate original principal amount of $537,500. In addition, each investor received 125,000 shares, an aggregate of 250,000, shares of the Company’s
common stock. The notes are unsecured, bear interest at 6%, per annum and are due and payable, with all accrued interest, on November 9, 2017. The total
proceeds were approximately $500,000 with an original issue discount of approximately $37,500. In accordance with ASU 470, the Company has allocated the
cash proceeds amount between the debt and shares issued on a relative fair value basis. Based on relative fair value, the Company allocated approximately
$461,000 and $39,000 to the promissory notes and the shares of common stock, respectively. The original issue discount of $37,500 and fair value of the shares
issued of $39,000 are being amortized and expensed over the term of the loans. For the three months ended March 31, 2017, the amortization expense was
approximately $14,000. In the event of a default under the terms of the promissory notes, the interest rate automatically increases to 18% per annum, until as
such time the default event is cured. The events of default include suspension from trading of the Company’s common stock, failure to pay principal or interest
when due, commencement of bankruptcy or insolvency proceedings or a change of control.
 
NOTE 4 – COMMITMENTS AND CONTINGENCIES
 

Litigation
 
From time to time, in the normal course of its operations, the Company is subject to litigation matters and claims. Litigation can be expensive and

disruptive to normal business operations. Moreover, the results of complex legal proceedings are difficult to predict and the Company’s view of these matters
may change in the future as the litigation and events related thereto unfold. The Company expenses legal fees as incurred. The Company records a liability for
contingent losses when it is both probable that a liability has been incurred and the amount of the loss can be reasonably estimated. An unfavorable outcome to
any legal matter, if material, could have an adverse effect on the Company’s operations or its financial position, liquidity or results of operations.

 
Stock Options of Former CEO
 
In March 2017, a former CEO of the Company requested to exercise an option to purchase 3,000,000 shares of the Company’s common stock at an

exercise price of $.00024 per share. The stock option expired in March 2017. The Company’s Board of Directors has not approved the request for the issuance
of the common stock under the stock option. The Company’s Board of Directors is reviewing the agreements related to the stock option and the prior
relationship between the Company and the former CEO.

 
NOTE 5 – SHAREHOLDERS’ EQUITY
 

Shares Issued as Compensation for Services
 
On March 14, 2017, Timothy J. Keating and the Company entered into a Board of Directors Agreement (the “Agreement”). Pursuant to the Agreement,

as a non-executive director of the Company and non-employee Chairman of the Board, Mr. Keating is entitled to an annual retainer of $75,000, of which $60,000
is paid for serving as an independent director ($30,000 paid in cash and $30,000 paid in shares of common stock) and $15,000 is paid for serving as Chairman
of the Board. The Company also issued Mr. Keating an equity retention payment of 1,400,000 shares of the Company’s restricted common stock (i) 700,000
shares which vested immediately (“Retention Shares”) and (ii) 700,000 shares (“Vesting Shares”) which will vest on March 1, 2018. In accordance with ASC 505-
50 Stock-Based Compensation Issued to Nonemployees, the Retention Shares were valued, using the closing price for the Company’s common stock, as of the
date of ratification for total value of approximately $122,000, which was expensed as compensation. The fair value of the Vesting Shares will be expensed on a
prorated basis over the vesting period. The fair value will be equal to the fair value of the Vesting Shares on the date the service period ends. As of March 31,
2017, the fair value was estimated to be approximately $127,000. As of March 31, 2017, the compensation expense for the Vesting Shares was approximately
$6,000.

 
During the three months ended March 31, 2017, the Company also issued 40,000 shares of common stock to an employee which were valued at $8,840

on the date of issuance.
 
Stock Options of Current CEO
 
In March 2017, in a private transaction, Stephen and Brandy Keen, principal shareholders of the Company (“Keens”), assigned to Trent Doucet, the

Company’s current CEO, stock options to purchase an aggregate of 3,088,800 shares of the Company’s common stock at a purchase price of $0.00024 per
share (the “Stock Option”). The Keens have informed the Company that they agreed to assign the Stock Options as an incentive (i) for the CEO to complete the
negotiations with the Company’s existing convertible noteholders to convert their notes into shares of the Company’s common stock, and (ii) for the CEO to
complete a private placement of the Company’s common stock of at least $2,225,000. The CEO thereupon delivered a purported notice of exercise of the Stock
Option to the Company just prior to the expiration of the Stock Option. The Company erroneously reported in its Form 10-K for the year ended December 31,
2016 that 3,088,800 shares of common stock underlying the Stock Option had been issued during the three months ended March 31, 2017.

 
Prior to the Company’s acceptance of the notice of exercise and issuances of the shares in response thereto, in May 2017, Mr. Doucet and the Keens

entered into a rescission agreement to nullify the March 2017 assignment transaction. Pursuant to its terms, the Stock Option has since expired.
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Private Placement
 
In March 2017, the Company entered into a Securities Purchase Agreement (the “Agreement”) with certain accredited investors (the “Investors”). The

Company issued an aggregate of 16,781,250 investment units (the “Units”), for aggregate gross proceeds of $2,685,000. Each Unit consisted of one share of
the Company’s common stock and one warrant for the purchase of one share of the Company’s common stock; however, one investor declined receipt of the
warrant to purchase 468,750 shares of the Company’s common stock.
 

Pursuant to each of the warrants, the holder thereof may, subject to the terms of the warrant, at any time on or after six months after the date of the
warrant and on or prior to the close of business on the date that is the third anniversary of the date of the warrant, purchase up to the number of shares of the
Company’s common stock as set forth in the respective warrant. The exercise price per share of the common stock under each warrant is $0.26, subject to
adjustment as provided in the warrant. Each warrant is callable at the Company’s option commencing six months from the date of the warrant, provided the
Company’s common stock trades at a volume weighted average price (“VWAP”) of $0.42 or greater (subject to adjustment) for five consecutive trading days (the
“Call Condition”). Commencing at any time after the date on which the Call Condition is satisfied, the Company has the right, upon 30 days’ notice to the holder
given not later than 30 trading days after the date on which the Call Condition is satisfied, to redeem the number of warrant shares specified in the applicable
Call Condition at a price of $0.01 per warrant share, subject to the terms of the warrant.

 
NOTE 6 – SUBSEQUENT EVENTS
 

In accordance with ASC 855, “Subsequent Events”, the Company has evaluated all subsequent events through May 10, 2017, the date the financial
statements were available to be issued. The following significant events occurring after March 31, 2017 are discussed below.

 
Keen Consulting Agreement
 
On May 10, 2017, the Company’s board of directors approved a three-year consulting agreement between the Company and Stephen Keen, a principal

shareholder of the Company and a former officer and director. Under the consulting agreement, Mr. Keen will provide certain consulting services to the
Company including research and development, new product design and innovations, existing product enhancements and improvements, and other technology
advancements with respect to the Company’s business and products in exchange for an annual consulting fee of $30,000 per year. The consulting agreement
also includes certain activity restrictions which prohibit Mr. Keen from competing with the Company. In connection with the execution of this consulting
agreement, Mr. Keen resigned as a director of the Company on May 10, 2017. Mr. Keen’s employment with the Company ceased as of April 28, 2017.
 

Sterling Pharms Equipment Agreement
 
On May 10, 2017, the Company’s board of directors approved a three-year equipment, demonstration and product testing agreement between the

Company and Sterling Pharms, LLC (“Sterling”), an entity controlled by Mr. Keen, which operates a Colorado-regulated cannabis cultivation facility. Under this
agreement, the Company has agreed to provide to Sterling certain lighting, environmental control, and air sanitation equipment for use at the Sterling facility in
exchange for a quarterly fee of $16,500. Also, under this agreement, Sterling has agreed to allow the Company and its existing and prospective customers to
have access to the Sterling facility for demonstration tours in a working environment, which the Company believes will assist it in the sale of its products. Sterling
has also agreed to monitor, test and evaluate the Company’s products installed at the Sterling facility and to collect data and provide feedback to the Company
on the energy and operational efficiency and efficacy of the installed products, which the Company intends to use to improve, enhance and develop new or
additional product features, innovations and technologies. In consideration for access to the Sterling facility to conduct demonstration tours and for the product
testing and data to be provided by Sterling, the Company will pay Sterling a quarterly fee of $12,000.
 
NOTE 7 – RELATED PARTY TRANSACTIONS
 

On May 10, 2017, the Company entered into a three-year consulting agreement with Mr. Keen, a principal shareholder of the Company and a former
officer and director (see Note 6-Subsequent Events-Keen Consulting Agreement). On May 10, 2017, the Company entered into a three-year equipment,
demonstration and product testing agreement with Sterling, an entity controlled by Mr. Keen, which operates a Colorado-regulated cannabis cultivation facility
(see Note 6-Subsequent Events-Sterling Pharms Equipment Agreement).
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

 
The following discussion of our financial condition and results of operations should be read in conjunction with the unaudited condensed consolidated

financial statements and the related notes included elsewhere in this Form 10-Q, which include additional information about our accounting policies, practices,
and the transactions underlying our financial results, as well as with our audited consolidated financial statements included in our Annual Report on Form 10-K
for the year ended December 31, 2016, as filed with the SEC. In addition to our historical unaudited condensed consolidated financial information, the following
discussion contains forward-looking statements that reflect our plans, estimates, and beliefs. Our actual results could differ materially from those discussed in the
forward-looking statements. Factors that could cause or contribute to these differences include those discussed below and elsewhere in this Form 10-Q,
particularly in Part II, Item 1A, “Risk Factors.”

 
Overview

 
We develop, design, and distribute cultivation technologies for controlled environment agriculture (“CEA”). Our customers include state-regulated

cannabis cultivation facilities as well as traditional indoor agricultural facilities, including organic herb and vegetable producers. Our technologies include a
comprehensive line of optimized lighting, environmental control, air sanitation, and cultivation facilities. These technologies are designed to meet the specific
environmental conditions required for CEA and reduce energy and water consumption. In addition, Surna offers mechanical design services specific to hydronic
cooling, including mechanical equipment and piping design.

 
Our standard CEA project consists of small chillers, fan-coils, and dehumidifiers, the major equipment items which we manufacture. Other required

equipment items typically consist of large chillers, pumps, air separators and expansion tanks which we purchase from outside vendors. We believe our core
competency is to provide integration services for these equipment items delivering a fully engineered, turn-key, single-source solution to our customers.

 
This integrated, single-sourced solution can create gross profit margin fluctuations depending on project design and the mix between our proprietary

equipment, which typically generates a higher gross profit margin, and the equipment manufactured by outside vendors. Further, quarterly fluctuations in gross
profit margins can occur based on the timing of a project’s needs for our manufactured equipment versus third party manufactured equipment.

 
The demand for our integrated solution, including engineering design, proprietary equipment and third party manufactured equipment, is primarily based

on the new construction of cannabis cultivation facilities in the U.S. and Canada.
 
Recent and anticipated regulatory changes involving medicinal and/or recreational cannabis use in various jurisdictions, such as California, tends to be a

leading indicator for the granting of licenses for new facility construction.
 
For 2017, we are focused on new facility construction in California where recreational cannabis use was approved in November 2016 and in Canada

where federal legalization legislation has been introduced and recreational cannabis use appears to be gaining support.
 
Our marketing efforts are generally targeted to those persons who are actively seeking licenses to produce cannabis and, in many cases, our

engineering services are needed for the completion of license applications. As such, the projects we quote may not advance to the contract stage due to either a
failure of our prospect to receive licensure or to obtain project financing. In other cases, the successful licensee was either unknown to us at the time of
application or elected to use a competing technology – rooftop duct system or traditional split air conditioning system – as opposed to our ductless hydronic
system.

 
1

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 
 

While our typical project sales contract is non-cancellable, there are risks that we may not realize the full contract value in a timely manner or at all.
Completion of a sales contract is dependent upon our customers’ ability to secure, license and build their growing facility and take possession of the equipment.
In order to address these risks, we have three key milestones built into our contracts.

 
• First, we provide our customer with engineering plans for which we require an upfront deposit before we begin our services. In many cases, the

engineering phase is done as part of the license application or building permit process, represents on average approximately 10% of the total contract value, and
takes approximately four to six weeks to complete. We previously required a larger initial deposit that covered engineering and initial equipment items, however,
beginning in early-2017, we began offering our customers a lower initial deposit for engineering only. Our strategy is to lock in the sales contract and commence
the engineering portion of the project earlier, which is important for a number of reasons: (i) we can assist our customers with their engineering and design plans
as part of their licensing application process, (ii) we are better positioned to lock in our technology for the project at an earlier stage, and (iii) we are able to help
reduce the customer’s time to market.
 

• Second, upon completion of the engineering phase, it may take our customer on average five months to complete the facility build-out, with possible
delays due to financing or other aspects which are beyond our control. Customer delays in obtaining financing and completing facility build-out make the timing
of completion of our sales contract unpredictable. For our protection, before we begin manufacturing our proprietary equipment items, we require an upfront
deposit.
 

• And third, the last phase of our contract involves procurement and drop-ship delivery of third party manufactured equipment items, which we undertake
only upon payment of the third and final deposit.

 
As of March 31, 2017, we have executed sales contracts with a total unearned contract value of approximately $3,790,000 (“Q1 2017 backlog”), of

which approximately $2,279,000 was attributed to sales contracts entered into in the three months ended March 31, 2017 and the remaining $1,511,000
attributed to prior quarters. About 78% of the Q1 2017 backlog is attributed to projects for which we have not received a further deposit on our proprietary
equipment and, as a result, there are potential risks of project cancellation or delays. Further, a substantial portion of our Q1 2017 backlog is not expected to be
recognized as revenue until the second half of 2017.

 
In an effort to continue the bookings trend, we are implementing a new CRM system to better manage an ever-increasing number of inbound request for

quotes, have added new sales personnel including a sales coordinator to assist the outside sales team, and have assigned sales territories to allow the sales
personnel to focus on individual regional needs and to get more personally involved in their markets. We also recently developed a sales quotation tool reducing
the time it takes to prepare detailed system proposals from an average of four hours to about fifteen minutes. We anticipate this tool will shorten the learning
curve of our new sales personnel. We also hope to realize the benefits of a preferred pricing program recently received from one of our major equipment
suppliers, who awarded the Company national account status. As new jurisdictions continue to ease regulation of cannabis and larger scale projects become
more prevalent as the market matures and investment capital becomes more readily available, we believe the Company is well positioned to address the new
challenges and opportunities the market presents.

 
Nonetheless, the ever-changing nature of our sales and the needs of our customers make it difficult for us to predict when we will recognize revenue.

We continue to remain focused on increasing our sales contract backlog and quoting larger projects in an effort to increase revenue.
 

Recent Developments
 
In April, we entered into a sales contract with a customer with a contract value of approximately $1,300,000 for which we have not completed the

engineering phase. Accordingly, this contract carries the potential risk of non-completion due to the early stage of this project.
 
On May 10, 2017, we entered into a three-year consulting agreement with Mr. Keen, one of our principal shareholders and a former officer and director.

Under the consulting agreement, Mr. Keen will provide certain consulting services to the Company including research and development, new product design and
innovations, existing product enhancements and improvements, and other technology advancements with respect to the Company’s business and products in
exchange for an annual consulting fee of $30,000 per year. The consulting agreement also includes certain activity restrictions which prohibit Mr. Keen from
competing with the Company. In connection with the execution of this consulting agreement, Mr. Keen resigned as a director of the Company on May 10, 2017.
Mr. Keen’s employment with the Company ceased as of April 28, 2017.

 
On May 10, 2017, we entered into a three-year equipment, demonstration and product testing agreement with Sterling, an entity controlled by Mr. Keen,

which operates a Colorado regulated cannabis cultivation facility. Under this agreement, the Company has agreed to provide to Sterling certain lighting,
environmental control, and air sanitation equipment for use at the Sterling facility in exchange for a quarterly fee of $16,500. Also, under this agreement, Sterling
has agreed to allow the Company and its existing and prospective customers to have access to the Sterling facility for demonstration tours in a working
environment, which the Company believes will assist it in the sale of its products. Sterling has also agreed to monitor, test and evaluate the Company’s products
installed at the Sterling facility and to collect data and provide feedback to the Company on the energy and operational efficiency and efficacy of the installed
products, which the Company intends to use to improve, enhance and develop new or additional product features, innovations and technologies. In consideration
for access to the Sterling facility to conduct demonstration tours and for the product testing and data to be provided by Sterling, the Company will pay Sterling a
quarterly fee of $12,000.
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Critical Accounting Policies and Significant Judgments and Estimates

 
This discussion and analysis of our financial condition and results of operations is based upon our interim unaudited condensed consolidated financial

statements, which have been prepared in conformity with accounting principles generally accepted in the United States. Certain accounting policies are
particularly important to the understanding of our financial position and results of operations and require the application of significant judgment by our
management or can be materially affected by changes from period to period in economic factors or conditions that are outside of our control. As a result, they
are subject to an inherent degree of uncertainty. In applying these policies, management uses their judgment to determine the appropriate assumptions to be
used in the determination of certain estimates. Those estimates are based on our historical operations, our future business plans and projected financial results,
the terms of existing contracts, observance of trends in the industry, information provided by our customers, and information available from other outside
sources, as appropriate. For information regarding our critical accounting policies as well as recent accounting pronouncements, see Note 1 to the consolidated
financial statements.

 
Results of Operations
 

The following discussion should be read in conjunction with our condensed consolidated financial statements and the related notes included in this Form
10-Q.
 
Comparison of the Three Months Ended March 31, 2017 and 2016

 
Revenues and Cost of Goods Sold

 
Revenue for the three months ended March 31, 2017 was approximately $1,593,000 compared to $2,498,000 for the three months ended March 31,

2016, a decline of $905,000, or 36%. As described in “Overview” above, the resulting decline in revenue is primarily due to the restructuring of our policies to
secure sales contracts at an earlier stage which further increases our backlog. The decline in revenue was primarily due to: (i) the restructuring of our policies to
secure sales contracts at an earlier stage which was not in place in Q1 2016, and (ii) the heightened uncertainty of the cannabis industry following the recent
U.S. presidential election.

 
Cost of revenue decreased by 17% from $1,410,000 for three months ended March 31, 2016 to approximately $1,165,000 for the three months ended

March 31, 2017. The gross margin decreased by seventeen percentage points from 44% for three months ended March 31, 2016 to 27% for the three months
ended March 31, 2017. Our cost of revenue cost structure is comprised of both a fixed and variable component. The fixed cost component represents
engineering, manufacturing and project management salaries and benefits, which totaled approximately $294,000, or 18% of total revenue, for the three months
ended March 31, 2017 as compared to $332,000, or 13% of total revenue, for three months ended March 31, 2016. The decline of approximately $38,000 is due
to a decrease in our manufacturing head-count in 2017. However, the increase in fixed costs as a percentage of revenue was the result of a 36% decline in
revenue in the three months ended March 31, 2017 compared to the three months ended March 31, 2016. The variable cost component represents our cost of
equipment, outside engineering costs, shipping and handling, travel and warranty costs, which total approximately $871,000, or 55% or total revenue, in the
three months ended March 31, 2017 as compared to $1,078,000, or 43% of total revenue, in the three months ended March 31, 2016. We continue to attempt
to reduce our variable costs through more competitive prices from our vendors and reduced warranty expenditures.
 

Operating expenses increased by 41% from $724,000 for three months ended March 31, 2016 to approximately $1,018,000 for three months ended
March 31, 2017. For the three months ended March 31, 2017, we incurred $136,000 in non-cash compensatory expenses, compared to non-cash
compensatory expenses of $3,000 for the three months ended March 31, 2016.

 
The most significant component of our increased operating expenses in the three months ended March 31, 2017 were selling, general and

administrative expenses (“SG&A expenses”). SG&A expenses increased by $249,000, or 44%, from $569,000 for the three months ended March 31, 2016 to
$818,000 for three months ended March 31, 2017. The increase in SG&A expenses for the three months ended March 31, 2017 is due primarily to the
following: (i) increased personnel-related costs of approximately $184,000, including a non-cash stock-based retention bonus paid to our new chairman of our
board of approximately $131,000, which was calculated using the fair market value of the common stock on the date the stock-based retention bonus was
ratified by the board of directors, (ii) increased travel cost of approximately $16,000, and (iii) increased investor and public relations costs of approximately
$66,000. These increases were offset by decreases in the following: (i) our SG&A expenses related to outside sales commissions decreased by approximately
$24,000, and (ii) our provision for bad debt for three months ended March 31, 2017 was zero compared to the March 31, 2016 provision of approximately
$41,000.
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Other expenses decreased by 63% from $1,111,000 for three months ended March 31, 2016 to approximately $411,000 for three months ended March
31, 2017. This was the result of a decrease in interest expense and the amortization of debt discount on convertible promissory notes related to the conversion
of certain convertible promissory notes converted in fourth quarter of 2016 and the first quarter of 2017.

 
Overall, we realized a net loss of approximately $1,001,000 for three months ended March 31, 2017 as compared to a net loss of approximately

$746,000 for three months ended March 31, 2016, an increase of $255,000, or 34%.
 

Liquidity and Capital Resources
 
The following summarizes our cash flows:
 

  For the Three Months Ended  
  March 31,  

  2017   2016  
Cash (used in) provided by operating activities  $ (1,338,000)  $ 774,000 
Cash flows provided by investing activities   73,000   70,000 
Cash flows provided by (used in) financing activities   2,915,000   (34,000)
Net change in cash  $ 1,650,000  $ 810,000 

 
We have never reported net income. We incurred net losses for the three months ended March 31, 2017 and 2016 and have an accumulated deficit of

approximately $15,337,000 as of March 31, 2017. We had working capital (current assets in excess of current liabilities) of approximately $43,000 as of March
31, 2017 as compared to a working capital deficit of approximately $2,860,000 as of December 31, 2016. This change in working capital is primarily related to
the $2,685,000 we raised in a private placement of our common stock and attached warrants during the three months ended March 31, 2017. We have not
been able to generate sufficient cash from operating activities to fund our ongoing operations. Since our inception, we have raised capital through private sales of
common stock and debt securities. Our future success is dependent upon our ability to achieve profitable operations and generate cash from operating activities.
There is no guarantee that we will be able to generate enough revenue and/or raise sufficient capital to support our operations. As of March 31, 2017 and
December 31, 2016, we had a cash balance of approximately $1,969,000 and $320,000, respectively.

 
We will need to raise debt and/or equity financing in the second half of 2017 in order to continue our operations, unless we are able to reduce our

operating expenses. There can be no assurance however that we will be able to raise such financing in sufficient amounts or on acceptable terms, or at all. If
we determine that our revenue and operating results as we move into the second half of 2017 are not satisfactory, we intend to explore various operating cost
reductions. Even if we are able to reduce operating costs, we will still need to seek additional debt and/or equity financing. The precise amount and timing of the
funding needs cannot be determined accurately at this time, and will depend on a number of factors, including the market demand for our products and services,
the timing of our receipt of deposits from our customers under our sales contracts, our management of working capital, and the continuation of normal payment
terms and conditions for purchase of goods and services.
 
Cash Requirements

 
Management has determined our March 31, 2017 cash balance of approximately $1,969,000 will not be sufficient to fund our operations over the next

twelve months. Based on management’s estimate for our operational cash requirements and without modifications to our existing payment obligations, which
include, among other things, the upcoming payments for promissory notes in the principal amount of $537,500, which were issued in February 2017 and mature
in November 2017, we will require additional capital to be raised in the second half of 2017.

 
If we are unable to generate sufficient cash flow from operations, make adjustments to our payment arrangements or raise sufficient additional capital

through future debt and equity financings or strategic and collaborative ventures with potential partners, we will likely have to reduce the size and scope of our
operations. Our officers and shareholders have not made any written or oral agreement to provide us additional financing. There can be no assurance that we will
be able to continue to raise capital on terms and conditions that are deemed acceptable to us, or at all.
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Operating Activities

 
Cash used in operations for the three months ended March 31, 2017 was approximately $1,338,000 compared to cash provided by operations of

approximately $774,000 for the three months ended March 31, 2016. During the three months ended March 31, 2017, significant non-cash expenses included:
(i) compensation for services paid in stock of approximately $136,000, and (ii) loss on extinguishment of debt of $415,000. However, these non-cash expenses
were offset by: (i) a reduction in our accounts payable and accrued expenses of approximately $266,100, and (ii) a reduction in deferred revenue of $496,500.

 
Investing Activities

 
Cash provided by investing activities for the three months ended March 31, 2017 was approximately $73,000 compared to cash provided by investing

activities of approximately $70,000 for the three months ended March 31, 2016. We received payments of $75,000 and $25,000 on a note receivable for the
three months ended March 31, 2017 and 2016, respectively. Also in the three months ended March 31, 2016, we had net proceeds of $31,000 from the sale of
property and equipment.

 
Financing Activities

 
Cash provided by financing activities for the three months ended March 31, 2017 was approximately $2,915,000 compared to cash used in financing

activities of approximately $34,000 for the three months ended March 31, 2016. During the three months ended March 31, 2017, we completed a private
placement for the sale of shares of our common stock, with attached warrants, resulting in net proceeds of approximately $2,685,000. During the three months
ended March 31, 2017, we also issued two unsecured promissory notes for aggregate proceeds of $500,000 and made payments of $270,000 to extinguish the
principal under our remaining convertible promissory notes.

 
Inflation

 
In the opinion of management, inflation has not and will not have a material effect on our operations in the immediate future. Management will continue

to monitor inflation and evaluate the possible future effects of inflation on our business and operations.
 

Contractual Payment Obligations
 
As of March 31, 2017, our contractual payment obligations consisted of promissory notes of $537,500 due in November 2017 and an office lease for a

90-day period ending on July 1, 2017.
 

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.
 

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK
 
We are a smaller reporting company as defined by Rule 12b-2 of the Exchange Act and are not required to provide the information under this item.
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ITEM 4. CONTROLS AND PROCEDURES

 
Evaluation of Disclosure Controls and Procedures

 
Our management, with the participation of our chief executive officer (“CEO”) and principal financial and accounting officer (“PFAO”), has evaluated the

effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, as of the end of the period
covered by this Form 10-Q. Based on this evaluation, our CEO and PFAO concluded that, because of certain material weaknesses in our internal control over
financial reporting as described in Item 9A of our Annual Report on Form 10-K for the year ended December 31, 2016 filed with the SEC, our disclosure controls
and procedures as defined in Rule 13a-15(e) and 15d-15(e) under the Exchange Act were not effective as of as of March 31, 2017.

 
We did not maintain effective controls over certain aspects of the financial reporting process because we lacked a sufficient complement of personnel

with a level of accounting expertise and an adequate supervisory review structure that is commensurate with our financial reporting requirements. In addition,
there was inadequate segregation of duties due to the limitation on the number of our accounting personnel.

 
We intend to take appropriate and reasonable steps to make the necessary improvements to remediate these deficiencies. However, due to our size and

nature, segregation of all conflicting duties has not always been possible and may not be economically feasible.
 

Changes in Internal Control over Financial Reporting
 
For the quarter ended March 31, 2017, there has been no change in our internal control over financial reporting that has materially affected, or is

reasonably likely to materially affect, our internal control over financial reporting.
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PART II — OTHER INFORMATION
 
Item 1. Legal Proceedings

 
We are not presently a party to any material legal proceedings, nor is the Company aware of any pending or threatened litigation that would have a

material adverse effect on the Company’s business, operating results, cash flows, or financial condition should such litigation be resolved unfavorably. We have
and will continue to have commercial disputes arising in the ordinary course of our business.

 
Item 1A. Risk Factors

 
In addition to the information set forth in this Form 10-Q, you should also carefully review and consider the risk factors contained in our other reports and

periodic filings with the SEC, including, without limitation, the risk factors contained under the caption “Item 1A—Risk Factors” in our Annual Report on Form 10-
K for the year ended December 31, 2016 that could materially and adversely affect our business, financial condition, and results of operations. The risk factors
discussed in that Form 10-K do not identify all risks that we face because our business operations could also be affected by additional factors that are not
presently known to us or that we currently consider to be immaterial to our operations. There have been no material changes in the significant factors that may
affect our business and operations as described in “Item 1A—Risk Factors” of the Annual Report on 10-K for the year ended December 31, 2016.

 
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
 

The following unregistered securities were issued by us during the three months ended March 31, 2017:
 

Shares of common stock issued for conversion of notes payable   5,001,554 
     
Shares of common stock issued for cash   16,781,250 
Warrants to purchase common stock   16,312,500 
     
Shares of common stock issued in connection with notes payable   250,000 
Shares of common stock issued as compensation for services   740,000 

 
We issued the shares of common stock described above in reliance upon the exemptions from registration afforded by Section 4(a)(2) and/or Rule 506

promulgated under the Securities Act of 1933, as amended.
 
Item 3. Defaults Upon Senior Securities

 
None.
 

Item 4. Mine Safety Disclosures
 
None.
 

Item 5. Other Information
 
Because this Form 10-Q is being filed within four business days from the date of the reportable event, we have elected to make the following disclosure

in this Form 10-Q instead of in a Current Report on Form 8-K under Item 2.02.
 

Resignation of Director
 
On May 10, 2017, Stephen Keen resigned as a director of the Company. Mr. Keen’s resignation was not the result of any disagreement with the

Company on any matters relating to the Company's operations, policies or practices.
 

Press Release Announcing Financial Results
 

On May 15, 2017, we issued a press release announcing our financial condition and results of operations for the three months ended March 31, 2017.
The press release is attached hereto as Exhibit 99.1.

 
The foregoing information, including the exhibits related thereto, is furnished in response to Item 2.02 of Form 8-K and shall not be deemed “filed” for

purposes of Section 18 of the Exchange Act, nor shall it be deemed incorporated by reference in any disclosure document of the Company, except as shall be
expressly set forth by specific reference in such document.

 
Item 6. Exhibits

 
The documents listed in the Exhibit Index of this Form 10-Q are incorporated by reference or are filed with this Form 10-Q, in each case as indicated

therein (numbered in accordance with Item 601 of Regulation S-K).
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SIGNATURES
 

Pursuant to the requirements of the Exchange Act, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto
duly authorized.

 
Date : May 15, 2017 SURNA INC.
  
 By: /s/ Trent Doucet
  Trent Doucet, President and Chief Executive Officer
  (Principal Executive Officer)
   
 By: /s/ Dean S Skupen
  Dean S Skupen, Director of External Reporting
  (Principal Financial and Accounting Officer)
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EXHIBIT INDEX
 

Exhibit
Number

 
Description

   
10.1*  Consulting Agreement between the Company and Stephen Keen dated as of May 10, 2017.
   
10.2*  Equipment, Demonstration and Product Testing Agreement between the Company and Sterling Pharms, LLC (“Sterling”) dated as of May 10, 2017.
   
10.3*  Form of Director and Officer Indemnification Agreement
   
31.1*  Certification of Principal Executive Officer, pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of

2002.
   
31.2*  Certification of Principal Financial and Accounting Officer, pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 302 of the Sarbanes-

Oxley Act of 2002.
   
32.1*  Certification of Principal Executive Officer and Principal Financial and Accounting Officer, pursuant to 18 U.S.C. Section 1350 as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002.
   
99.1**  Press Release, dated May 15, 2017, announcing financial condition and results of operations.
   
101.INS*  XBRL Instance Document
   
101.SCH* XBRL Taxonomy Extension Schema Document
   
101.CAL*  XBRL Taxonomy Extension Calculation Linkbase Document
   
101.DEF* XBRL Taxonomy Extension Definition Linkbase Document
   
101.LAB*  XBRL Taxonomy Extension Label Linkbase Document
   
101.PRE* XBRL Taxonomy Extension Presentation Linkbase Document

 
* Filed herewith.

 
** Furnished herewith.
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Exhibit 10.1

 
CONSULTING AGREEMENT

 
This Consulting Agreement (this “Agreement”) is made and entered into effective this 10th day of May, 2017 (the “ Effective Date”) by and between

Surna, Inc., a Nevada corporation whose address is 1780 55th Street, Suite A, Boulder, Colorado 80301 (the “ Company”) and Stephen Keen, an adult resident
of the State of Colorado (the “Consultant”). The Consultant and the Company may be referred to herein individually as a “Party” or collectively as the “Parties.”

 
AGREED ACKNOWLEDGMENTS

 
A.      The Company and its subsidiaries and affiliates are engaged in the development, design and distribution of cultivation technologies for controlled

environment agriculture for state-regulated cannabis cultivation facilities and traditional indoor agricultural facilities, including lighting, environmental control, air
sanitation and cultivation facilities designed to meet the specific environmental conditions required for indoor cultivation and to reduce energy and water
consumption (the “Business”).
 

B.      In connection with the Business, the Company manufactures, sells and delivers the following products and services: (i) liquid-based process
cooling and climate control systems, (ii) reflectors and lighting systems, including water-cooled reflectors (iii) a full-service air sanitation technology program, (iii)
a full-service engineering package for designing and engineering commercial scale thermodynamic systems specific to indoor cultivation facility conditions, (iv)
automation and control devices, systems and technologies used for environmental, lighting and climate control in indoor cultivation facilities, (v) a comprehensive,
hybrid cultivation facility design and system utilizing sunlight and a high-power LED lighting system, and (vi) and other products, services, and technologies now
or hereafter developed related to the foregoing (collectively, the “Products”).
 

C.      The Business of the Company is highly competitive and requires the creation of relationships with the Company’s customers because of the
technology and type of product involved.
 

D.      The Company has invested and will continue to invest considerable sums of time, money, and other resources in developing the confidence and
loyalty of its customers and potential customers and to recruit, train, support and compensate its employees and potential employees. In addition, the Company
expends significant amounts of time and money to attract, identify, locate, and establish contacts and business relationships with prospective customers. The
loss of these existing and prospective relationships with customers, and with existing and potential employees, will cause substantial and irreparable harm to the
Company, which cannot be accurately or adequately compensated by money alone.
 

E.      The Consultant and the Company are parties to that certain Executive Employment Agreement by and between the Consultant and the Company
dated July 25, 2014 (“Prior Agreement”), which the Consultant and the Company acknowledge and agree was mutually terminated by them effective April 28,
2017.
 

F.      The Company desires to retain the services of the Consultant as an independent contractor. The Consultant desires to provide consulting services
benefiting the Company, as set forth herein. Both the Consultant and the Company wish to enter into this Agreement to set forth the terms and conditions of the
Consultant’s engagement with the Company.
 

G.      The Consultant acknowledges that, in the course of the Consultant’s consulting with the Company, the Consultant will frequently come into
contact with the Company’s customers and suppliers to such an extent that the Consultant may be able to control or direct, in whole or in part, the business and
relationships between the Company and its customers and suppliers. Accordingly, the Company reposes its trust in the Consultant not to disrupt or otherwise
misappropriate the customer and supplier relationships developed and/or supported by the Company.
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H.      The Consultant will also, during the course of the Consultant’s consulting with the Company, have frequent and close contact with the Company’s
employees, managers, salespeople, and key staff employees. As a result of the Consultant’s performance of services hereunder, the Consultant will acquire and
have access to confidential information concerning the Company’s employees, prospective employees, customers, suppliers, and prospective customers and
suppliers that is not easily or generally available to the Company’s competitors.
 

I.      The Consultant acknowledges that, by virtue of the Consultant’s performance of services hereunder, the Consultant may have access to certain
secret and confidential business data and information belonging to the Company including, but not limited to: marketing plans, financial strategies, market
surveys and assessments, customer and Company technical information, financial statements, budget data, personnel records, customer profiles and purchase
requirements, product design, engineering and technical specifications, pricing plans and strategies, sales contracts and proposals, private and confidential
discussions with executive managers, legal advice and strategies, performance evaluations, price schedules from suppliers, litigation and planned litigation,
capital needs, lists of customers and potential customers, hiring and training goals, internal operation and production reports and schedules, compensation
packages, customer account projections, licenses, promotional plans and information, corporate policies for internal operations, bids and proposals by suppliers
and to customers, identities and personal profiles of key persons at customers and potential customers, expense data by customer, and other confidential and
sensitive business information developed and maintained by the Company.
 

J.      The Company has a valuable and proprietary interest in the confidential information described in paragraph I above and has expended
considerable time and money to safeguard and protect such information from direct or indirect divulgence of same by its employees and contractors, including
the Consultant. In addition, as part of the Company’s relationship with each of its customers, the Company assures customers that the unique, confidential, and
secret information shared by customers with the Company will be protected from disclosure to and unauthorized use by others. Any divulgence of such
information will constitute an irreparable injury to the Company and the Company’s customers.
 

K.      The Consultant acknowledges that (i) the Consultant’s consulting with the Company is one of great trust and confidence requiring that the
Consultant exercise a high degree of loyalty, honesty, and integrity, (ii) the Consultant has and will receive substantial and adequate monetary consideration and
benefits pursuant to this Agreement, (iii) the Consultant has read and understood the terms of this Agreement and signed same as a free and voluntary act, (iv)
the Consultant has freely chosen to enter into this Agreement because of a desire to take advantage of the specific and unique opportunities offered by the
consulting arrangement with the Company and the benefits provided for herein.
 

AGREEMENTS
 

In consideration of the Agreed Acknowledgments and the mutual covenants and agreements set forth in this Agreement, the Parties agree as follows:
 

1.      Acknowledgments. The acknowledgments set forth above are accurate and are hereby incorporated by reference in this Agreement.
 

2.      Engagement. The Company hereby engages the Consultant and the Consultant hereby accepts the engagement with the Company on the terms
and conditions set forth in this Agreement.
 

3.      Consulting Services. During the Term (as defined below), the Consultant will provide the following consulting services to the Company: research
and development, new product design and innovations, existing product enhancements and improvements, and other technology advancements with respect to
the Business and the Products (the “Base Services”). The Consultant shall devote such time as necessary to perform the Base Services hereunder, provided
that, the Parties acknowledge and agree that the Consultant shall not be required to devote more than forty (40) hours per month during the Term hereof to the
performance of the Base Services under this Agreement. The time and place for the performance of the Base Services hereunder shall be mutually agreed to by
the Consultant and the Company’s Chief Executive Officer (“CEO”) or Chief Operating Officer (“ COO”). During the Term hereof, the Company shall pay the
Consultant an annualized consulting fee (the “Base Fee”) of $30,000 per year, which shall be payable in equal monthly installments in arrears.
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4 .      Additional Services. From time to time during the Term hereof, the Consultant may provide consulting services beyond the Base Services (the
“Additional Services”), provided that the scope of Additional Services, the additional consulting fees for such Additional Services (the “Additional Fee”), the timing
of the payment of the Additional Fee and any other terms and conditions related to the Additional Services shall be mutually agreed to by the Parties in writing.
For purposes of this Agreement, the Base Services and the Additional Services shall be referred to herein collectively as the “Services.” It is the intention of the
Parties that the Consultant may be engaged, as long as mutually agreed to by the Parties, to provide Additional Services to the Company with respect to the
design, construction and mechanical systems requirements (including, lighting, environmental control and air sanitation systems) of indoor cultivation and
agricultural facilities of the Company’s customers and prospective customers. It is the further intention of the Parties that the Consultant will provide consulting
services directly to third parties (including the Company’s customers and prospective customers) with respect to the improvement, enhancement and
optimization of growing conditions and related crop yields and, that such consulting services shall fall outside the scope of this Agreement. Except as set forth in
Section 10 hereof, the Consultant may provide consulting services to any third party without restriction.
 

5 .      Term. This Agreement and the Consultant’s engagement shall be effective as of the Effective Date and shall continue in full force and effect

thereafter until the third (3rd) anniversary of the Effective Date (the “Initial Term”), and shall be automatically extended for a renewal term of one (1) additional
year (a “Renewal Term”) at the end of the Initial Term, and an additional one (1) year Renewal Term at the end of each Renewal Term (the last day of the Initial
Term and each such Renewal Term is referred to herein as a “Term Date”), unless either Party notifies the other Party of its non-renewal of this Agreement not
later than sixty (60) days prior to a Term Date by providing written notice to the other Party of such Party’s intent not to renew, or if the Consultant’s engagement
is sooner terminated pursuant to Section 9. For purposes of this Agreement, “Term” shall mean the actual duration of the Consultant’s engagement, taking into
account any extensions pursuant to this Section 5 or early termination of the engagement pursuant to Section 8.
 

6.      Additional Compensation.
 

a .      Annual Incentive Bonus Program. The Consultant shall be eligible to receive an annual incentive bonus (each an “ Annual Incentive
Bonus”) for each completed calendar year during the Term in accordance with a bonus policy adopted by the Company’s Board of Directors (the “ Board”) (or an
authorized committee thereof). The bonus policy will provide that the Consultant shall be entitled to earn an Annual Incentive Bonus for such calendar year
based on performance criteria determined in the sole discretion of the Board, with the amount of any such Annual Incentive Bonus pro-rated for calendar year
2017 based on the period from the Effective Date through December 31, 2017. The Annual Incentive Bonus for a calendar year shall be paid as soon as
practicable following the end of the calendar year, but in no event later than March 15th of the year following the year to which the Annual Incentive Bonus
relates. Other than as set forth in Section 10, the Consultant must be engaged as a consultant hereunder by the Company or an affiliate of the Company on the
date an Annual Incentive Bonus is to be paid to be eligible to receive the Annual Incentive Bonus for such calendar year. Payment of the Annual Incentive Bonus
may be made in the form of cash, Awards (as defined under and issued pursuant to the EIP), or a combination thereof, as determined in the sole discretion of
the Board (or an authorized committee thereof). For purposes of this Agreement, “EIP” shall mean the equity incentive plan, as may be adopted by the Board, as
may be modified and amended by the Company from time to time.
 

b .      Equity-Based Compensation. During the Term, the Consultant shall be eligible to receive, Awards under and pursuant to the EIP, as
determined by the Board from time to time. Any Awards granted by the Board shall be subject to the terms of the EIP, the terms and conditions established by
the Board, and any separate agreements to be executed by the Company and the Consultant with respect to the grant of such Awards.
 

c .      Clawback. Notwithstanding any other provisions in this Agreement to the contrary, any incentive-based compensation, or any other
compensation, paid to the Consultant pursuant to this Agreement or any other agreement or arrangement with the Company which is subject to recovery under
any law, governmental regulation, or stock exchange listing requirement, will be subject to such deductions and clawback as may be required to be made
pursuant to such law, government regulation or stock exchange listing requirement.
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7.      Relationship.
 

a .      Independent Contractor Relationship. The Consultant understands and agrees that, pursuant to this Agreement, the Consultant is an
independent contractor and not an employee of the Company or any of its affiliates or subsidiaries, and is not and will not be entitled to any benefits provided by
the Company or any of its affiliates and subsidiaries to their respective employees. The Consultant further understands and agrees that the Company shall not
withhold or contribute on behalf of the Consultant, and Consultant shall be solely responsible for the payment of, any social security, social benefits,
unemployment compensation, worker’s compensation insurance premiums, taxes of any kind, or any other contributions or payments required by governmental
authorities applicable to employees which arise out of or relate to the performance of the Services hereunder by the Consultant. The Consultant acknowledges
and agrees that the Consultant shall have no authority to act or incur obligations for or on behalf of the Company in any manner whatsoever without the prior
approval of the Company.
 

b .      Business Expense Reimbursement. The Company shall reimburse the Consultant for reasonable expenses incurred by the Consultant
in connection with the performance of the Services pursuant to this Agreement, including, but not limited to, travel expenses, professional conventions or similar
professional functions and other reasonable business expenses, provided that travel expenses and any other expense in excess of $500 must be approved in
advance by the Company. The Consultant agrees to provide the Company with receipts and/or documentation sufficient to permit the Company to take its full
business expense deduction. The Company shall have no obligation to reimburse the Consultant for expenses claimed if the Consultant does not provide
sufficient receipts and/or documentation.
 

8 .      Termination. Notwithstanding any other provision of this Agreement to the contrary, during the Term, the engagement of the Consultant by the
Company shall terminate immediately upon the Consultant’s death, the Company shall have the right to and may, in the exercise of its discretion, terminate the
Consultant’s engagement at any time by reason of Disability, or with Cause or without Cause, the Consultant shall have the right to and may, in the exercise of
the Consultant’s discretion, resign the Consultant’s engagement for Good Reason or without Good Reason (a “Voluntary Resignation”), subject to the provisions
set forth below:
 

a .      Death/Disability. The engagement of the Consultant by the Company shall terminate immediately upon death of the Consultant or
immediately upon the giving of written notice by the Company to the Consultant of the Consultant’s termination due to Disability. As used in this Agreement,
“Disability” shall mean the Consultant is unable to perform the Consultant’s duties hereunder due to the onset of any sickness, injury or disability, even with
reasonable accommodation, for a consecutive period of one hundred eighty (180) days or an aggregate of six (6) months in any twelve (12)-consecutive month
period. A determination of “Disability” shall be made by a physician satisfactory to both the Consultant and the Company, provided that if the Consultant and the
Company do not agree on a physician, the Consultant and the Company shall each select a physician and these two together shall select a third physician,
whose determination as to Disability shall be binding on all parties. The appointment of one or more individuals to carry out the duties of the Consultant during a
period of the Consultant’s inability to perform such duties and pending a determination of Disability shall not be considered a breach of this Agreement by the
Company.
 

b .      With Cause. The engagement of the Consultant by the Company shall terminate at the election of the Company immediately upon the
giving of written notice by the Company to the Consultant of the Consultant’s termination with Cause. For purposes of this Agreement, the term “Cause” means
that the Consultant: (i) has been convicted of, or entered a plea of guilty or “nolo contendere” to, a felony (excluding any felony relating to the negligent operation
of an automobile), (ii) has failed to perform the Services under this Agreement (other than by reason of illness or temporary disability), (iii) has materially
breached any non-competition or non-disclosure agreement in effect between the Consultant and the Company, including such agreements in this Agreement,
(iv) has engaged in illegal conduct or gross misconduct that in any case causes material financial harm to the Company, (v) has engaged in fraud or material
dishonesty in connection with the Business of the Company, (vi) has engaged in willful misappropriation or embezzlement of any of the Company’s funds or
property, or (vii) has engaged in conduct that is detrimental to the Business or reputation of the Company. Any of the aforesaid clauses (ii) through (iii) may be
cured by the Consultant, if curable, if cured within fifteen (15) days after receipt by the Consultant of written notice of the same. In the event such acts or
omissions are capable of being cured, the effective date of termination, in the event of the Consultant’s failure to cure, must be at least fifteen (15) days after
such notice of termination to afford the Consultant the ability to cure the same. The Company may place the Consultant on paid leave for up to sixty (60)
consecutive days while it is determining whether there is a basis to terminate Consultant’s engagement for Cause. This leave will not constitute Good Reason.
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c.      Without Cause. The engagement of the Consultant by the Company shall terminate at the election of the Company upon written notice (or
upon such later date specified in such notice) to the Consultant without Cause.
 

d .      Voluntary Resignation. The engagement of the Consultant by the Company shall terminate at the election of the Consultant upon thirty
(30) days’ prior written notice to the Company (which the Company may, in its sole discretion, make effective earlier than any notice date) for a Voluntary
Resignation. The Consultant’s Voluntary Resignation may be for “Good Reason” if, other than to the extent the cause of the event is primarily the result of
Consultant’s voluntary actions or omissions in providing services hereunder, (i) the Company commits a material breach of its obligations under this Agreement,
(ii) a material change of the principal location in which Consultant is required to perform the Services Consultant hereunder on a regular basis more than 50 miles
from its current location without the Consultant’s prior consent, or (iii) a failure to pay the Consultant’s Base Fee or Additional Fee to which the Consultant is
entitled under this Agreement. The Consultant will provide written notice to the Company of the existence of any event or condition that constitutes Good Reason
within ninety (90) days of its existence. Upon receipt of such notice, the Company shall have a period of thirty (30) days during which it may remedy such event
or condition that constitutes Good Reason (the “Cure Period”). Notwithstanding any other provision herein, the Consultant’s termination of engagement shall not
constitute termination with Good Reason unless such termination occurs within sixty (60) days following the last day of the Cure Period.
 

e .      Non-renewal. The Consultant’s engagement shall terminate at a Term Date if either the Consultant or the Company notifies the other
Party of its non-renewal of this Agreement not later than sixty (60) days prior to such Term Date by providing written notice to the other Party of such Party’s
intent not to renew.
 

f .      Notice of Termination. Any termination of the Consultant’s engagement by the Company or by the Consultant (other than termination
pursuant to Death) shall be communicated by written Notice of Termination to the other Party hereto in accordance with this Agreement. For purposes of this
Agreement, a “Notice of Termination” shall mean a notice which shall indicate the specific termination provision in this Agreement relied upon and shall set forth
in reasonable detail the facts and circumstances claimed to provide a basis for termination of the Consultant’s engagement under the provision so indicated.
 

g .      Date of Termination. The “Date of Termination” shall mean the date the Consultant’s engagement is terminated in accordance with this
Section 8.
 

9.      Effects of Termination.
 

a .      Death/Disability. If the engagement of the Consultant should terminate during the Term due to the Consultant’s death, of if the
engagement of the Consultant should terminate during the Term at the election of the Company due to Disability, then the Company will pay to the Consultant or,
in the event of the Consultant’s death, to the estate of the Consultant:
 

i.      Any earned and accrued but unpaid Base Fee or Additional Fee through the Date of Termination;
 

ii.      reimbursement for any unreimbursed business expenses incurred through the Date of Termination in accordance with Section 7(b)
(collectively, Sections 9(a)(i)-(ii), payable in accordance with this Section 9(a), shall be hereafter referred to as the “Accrued Benefits”);
 

iii.      subject to Section 9(e), continued payment of the Consultant’s Base Fee for a period equal to the lesser of ninety (90) days from
the Date of Termination or the then applicable Term Date (the “Death/Disability Benefit”); provided that, the first payment of the Death Benefit shall be made on
the sixtieth (60th) day after the Date of Termination, and will include payment of any amount of the Death/Disability Benefit that was otherwise due prior thereto;
and
 

iv.      any accrued but unpaid Annual Incentive Bonus for the year prior to the year of termination, payable when the applicable Annual
Incentive Bonus for such year would have otherwise been paid.
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b .      Termination by the Company without Cause or Voluntary Resignation by the Consultant for Good Reason . If the engagement of

the Consultant should terminate at the election of the Company without Cause or at the election of the Consultant due to a Voluntary Resignation for Good
Reason, the Company shall pay or provide to the Consultant the Accrued Benefits, and, subject Sections 9(e) and 10:
 

i.      continued payment of the Consultant’s Base Fee through the first anniversary of the Date of Termination or the then applicable
Term Date, whichever occurs first, payable in equal monthly installments in arrears (the “Severance Payments”); provided that, the first payment of the
Severance Payments shall be made on the sixtieth (60th) day after the Date of Termination, and will include payment of any amount of the Severance Payments
that were otherwise due prior thereto;
 

ii.      reimbursement for any unreimbursed business expenses incurred through the Date of Termination in accordance with Section
7(b); and
 

iii.      any accrued but unpaid Annual Incentive Bonus for the year prior to the year of termination, payable when the applicable Annual
Incentive Bonus for such year would have otherwise been paid.
 

c.      By the Company For Cause; Voluntary Resignation by the Consultant without Good Reason; Non-Renewal by the Consultant . In
the event that the Consultant’s engagement is terminated during the Term by the Company for Cause, a Voluntary Resignation by the Consultant without Good
Reason, or the non-renewal of the Initial Term or any Renewal Term by the Consultant, the Company shall pay or provide to the Consultant only the Accrued
Benefits, and the Company shall have no further obligations to the Consultant under this Agreement.
 

d.      Non-Renewal by the Company . In the event that the Consultant’s engagement is terminated by the non-renewal of the Initial Term or any
Renewal Term by the Company, then the Company shall pay to the Consultant:
 

i.      the Accrued Benefits; and
 

ii.      any accrued but unpaid Annual Incentive Bonus for a prior fiscal year, payable when such Annual Bonus would have otherwise
been paid.
 

e .      Release. Any payments by the Company required under Sections 9(a)(iv), (vi) and (vii) and Sections 9(b)(i), (iv) and (v) shall be
conditioned on and shall not be payable unless the Company receives from the Consultant (or, in the event of the Consultant’s death, the estate of the
Consultant) within sixty (60) days of the Date of Termination a fully effective and non-revocable written release in form and substance reasonably acceptable to
the Company of any and all past, present or future claims that the Consultant (or, in the event of the Consultant’s death, the estate of the Consultant) may have
against the Company or any of its affiliates and any of their respective officers, directors and other related parties (all claims released in this Section 9(e) being
referred to as the “Released Claims”). The Company agrees to provide a form of release within seven (7) days of the Date of Termination.
 

f .      Termination of Authority. Immediately upon the Consultant terminating or being terminated from the Consultant’s engagement with the
Company for any reason, notwithstanding anything else appearing in this Agreement or otherwise, the Consultant will stop providing the Services.
 

10.      Activity Restrictions; Consultant Covenants.
 

a .      Purpose. As previously acknowledged, the Company has invested heavily in its information systems, personnel, product development,
customers, and customer development. As a consultant, the Consultant is entrusted with the fruits of these investments and the decisions to be made regarding
similar future investments. In order to provide the Services and receive the compensation hereunder, the Company requires a written commitment from key
consultants that its trust will not be misplaced and its investments lost or damaged. Accordingly, the Consultant makes the following promises regarding the
Consultant’s activities.
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b .      Best Efforts. The Consultant will at all times perform the Services to the best of the Consultant’s ability pursuant to the express and

implicit terms of this Agreement to the reasonable satisfaction of the Company. During engagement, the Consultant will not engage in or become interested in
any calling, activity, or other business which is or may be contrary to or in competition with the Business.
 

c.      Inventions; Intellectual Property.
 

i .      Inventions. Every invention and improvement conceived, invented or developed by the Consultant relating to or useable in the
Business then being carried on or actively contemplated by the Company now existing or hereafter developed shall become the exclusive property of the
Company. With respect to all inventive ideas originated or developed by the Consultant which relate to the Business during the Term hereof, or as to which the
Consultant has acquired information as a result of the Consultant’s engagement with the Company, and all patents obtained on such inventive ideas, (a) the
Consultant agrees to disclose and assign, without charge, all such inventive ideas and any patents obtained thereon to the Company, but without expense to the
Consultant, (b) the Consultant agrees that all such inventive ideas and any patents thereof shall be the exclusive property of the Company, and (c) the Consultant
will, at any and all times, furnish such information and assistance and execute such applications and other documents as may be advisable in the opinion of the
Company to obtain both domestic and foreign patents, title to which is to be vested in the Company, and the Consultant shall give the Company the full and
exclusive power to prosecute all such applications and all proceedings in connection therewith.
 

i i .      Intellectual Property. The Consultant shall promptly disclose to the Company or any successor or assign, and grant to the
Company or its successors and assigns without any separate remuneration or compensation other than that received by the Consultant in the course of the
Consultant’s engagement, the Consultant’s entire right, title and interest in and to any and all inventions, developments, discoveries, models, or business plans
or opportunities, or any other intellectual property of any type or nature whatsoever related to the Business or the Products (“Intellectual Property”), developed by
the Consultant during the period of the Consultant’s engagement by the Company or its affiliates and whether developed by the Consultant during or after
business hours, or alone or in connection with others, that is in any way related to the Business of the Company, its successors or assigns. This provision shall
not apply to books or articles authored by the Consultant during non-work hours, consistent with the Consultant’s obligations under this Agreement, so long as
such books or articles (a) are not funded in whole or in part by the Company, and (b) do not contain any confidential information or Intellectual Property of the
Company. The Consultant agrees, at the Company’s expense, to take all steps necessary or proper to vest title to all such Intellectual Property in the Company,
and cooperate fully and assist the Company in any litigation or other proceedings involving any such Intellectual Property.
 

d.      Non-solicitation of Business. During the Term hereof and for a period of one (1) year after the termination or expiration of this Agreement,
regardless of who initiated the termination, the Consultant will not, directly or indirectly, solicit, interfere with, or divert away from the Company any customer of
the Company who did any business with the Company during the Term hereof.
 

e .      Non-enticement of Personnel. During the Term hereof and for a period of one (1) year after the termination or expiration of this
Agreement, regardless of who initiated the termination, the Consultant shall not, directly or indirectly, as an individual or on behalf of any other person or entity,
hire, solicit, recruit, or attempt to entice away from the Company or any customer of the Company any person employed by or providing services to the
Company or any customer of the Company. The Consultant shall not approach any such employees for such a prohibited purpose and shall not knowingly
cooperate in any other person or entity’s efforts to do so. The Company’s customers are third-party beneficiaries of this covenant and shall have standing to
enforce the terms of this Section 10(e) by seeking whatever equitable and legal remedies may be available to the Company hereunder.
 

f.      Confidentiality. The Consultant shall not at any time during the Term hereof or at any time thereafter communicate, divulge, disclose, take,
or use for himself any information, knowledge, data, or materials that were disclosed or obtained by the Consultant during the Term (including, without limitation,
any information and knowledge that was conceived, created, or developed by the Consultant during the course of the Consultant’s engagement with the
Company) which is related to the Business and the Products and is not already generally known in the Company’s trade by competitors. This restriction on
confidential information disclosure and use shall apply to knowledge or information which relates to the Business or the business of the Company’s customers
and is in the nature of a business secret of the Company or the Company’s customers. Included within the scope of this restriction shall be the specific items
identified in Section 10(h) hereof and any other information and matters designated by the Company (verbally or in writing) to be confidential during the Term
hereof. The Company’s customers are third-party beneficiaries of the aforestated covenants in this Section 10(f) and shall have standing to enforce its terms and
seek whatever equitable or legal remedy that is necessary to repay or avoid harm to them, including, but not limited to, any remedy available to the Company
under this Agreement. The obligations of the Consultant with respect to the disclosure and use of confidential information under this Section 10(f) shall cease to
the extent such information becomes generally known in the Company’s trade by competitors through a means other than a breach of this Agreement by the
Consultant. In the event the Consultant is required by any legal proceedings to disclose confidential information, the Consultant shall provide the Company with
prompt notice thereof so that the Company may seek an appropriate protective order and/or waive compliance by the Consultant with the provisions hereof.
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g.      Non-competition. During the Term hereof and for a period of one (1) year after the termination or expiration of this Agreement, regardless
of who initiated the termination, the Consultant shall not, alone, or as an agent, employee, servant, officer, partner or stockholder of any other corporation or
business, directly or indirectly, engage in employment or business activity which relates to the sale, manufacturing, or marketing of products which are
competitive with, substantially similar to, or serve the same function as the Products manufactured, marketed or sold by the Company either now or at any time
during the Term. This post-termination restriction is limited to activities in or directed at the geographic area located in North America where the Company has
sold or manufactured the Products at any time during the Term hereof. The Consultant specifically agrees, without limitation, that the Consultant will not accept a
similar position or perform the same or similar responsibilities or services as performed for the Company for any business entity that is engaged a business that
is the same, or substantially similar to, the Business (i.e., a competitor).
 

h .      Return of Company Materials. Upon request at any time during the Term hereof and without request at the time of the termination or
expiration of this Agreement, without regard for who initiated the termination, the Consultant agrees to promptly return (without retaining any copies, summaries,
files or notes derived from source materials) all information and records regarding the Business and the Products, whether or not created by the Consultant
during the Term hereof including, but not be limited to: all financial, sales and purchase data for the Business and the Company’s customers, all financial
statements and projections, all marketing surveys and analyses, all strategic planning material, all data on the Company’s competitors, all customer information,
all records regarding prospective customers of the Company, all documents regarding pending or threatened litigation involving the Company, all legal opinions,
all personnel evaluations for the Company’s employees and outside vendors and contractors, all computer hardware and software, all price lists and formulas, all
pricing quotations or proposals, all lists or compilations of customers and prospects, all promotional materials, all internal operating reports, all budgets and
projections, all information related to the Company’s product development and intellectual property, all product designs, specifications, drawing, engineering, bills
of material and other information related to the Products, all corporate and equipment manuals and policies, all contracts with customers and suppliers, all
supplier prices and quotations, all business correspondence, all catalogs and product samples, all sensitive customer information, all sales reports and invoices,
and all tangible and intangible property owned by the Company.
 

i.      Non-Disparagement. During the Term and thereafter, the Consultant shall not knowingly, directly or indirectly, make negative comments or
otherwise disparage the Company, any of its affiliates, or any of their respective officers, directors, employees, shareholders, agents or businesses in any
manner likely to be harmful to them or their business reputations or personal reputations. The Company shall direct its senior management team to not
disparage or encourage or induce others to disparage the Consultant. The foregoing shall not be violated by truthful statements in response to legal process,
required governmental testimony or filings, or administrative or arbitral proceedings (including depositions in connection with such proceedings); provided that
the Consultant has given the Company prompt written notice of any such legal process and cooperated with the Company’s efforts to seek a protective order.
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j .      Consultant’s Representations. The Consultant represents and acknowledges that none of the activity restrictions set forth in this Section
10 will prevent the Consultant from obtaining employment, cause undue hardship, cause a relocation, or adversely impact numerous other business and
employment opportunities that are not affected by the existence of these restrictions. The Consultant further acknowledges that the Consultant believes the
foregoing restrictions to be reasonable and necessary to protect the Company’s legitimate business interests. Any violation of the restrictions in this Section 10
can cause harm to the Company of an irreparable nature for which money damages alone will not suffice. The Consultant agrees that the Consultant will fully
and promptly disclose to any person or entity with which the Consultant becomes associated subsequent to the termination or expiration of this Agreement all of
the restrictions on the Consultant’s post-termination activities. The Company shall also have the right to disclose this Agreement to any business entity hiring or
utilizing the services of the Consultant subsequent to the termination or expiration of this Agreement.
 

k .      Common Law and Trade Secrets. The Consultant and the Company agree that nothing in this Agreement shall be construed to limit or
negate the common law of torts or trade secrets where it provides the Company with broader protection than that provided herein.
 

l.      Tolling. In the event of any violation of the provisions of this Section 10, the Consultant acknowledges and agrees that the post-termination
restrictions contained in this Section 10 shall be extended by a period of time equal to the period of such violation, it being the intention of the Parties hereto that
the running of the applicable post-termination restriction period shall be tolled during any period of such violation.
 

m .      Rights and Remedies upon Breach. The Consultant acknowledges and agrees that any breach by the Consultant of any of the
provisions of Section 10 (the “Restrictive Covenants”) would result in irreparable injury and damage for which money damages would not provide an adequate
remedy. Therefore, if the Consultant breaches, or threatens to commit a breach of, any of the provisions of the Restrictive Covenants, the Company and its
affiliates shall have the following rights and remedies, each of which rights and remedies shall be independent of the other and severally enforceable, and all of
which rights and remedies shall be in addition to, and not in lieu of, any other rights and remedies available to the Company and its affiliates, under law or in
equity (including, without limitation, the recovery of damages):
 

i.      the right and remedy to have the Restrictive Covenants specifically enforced (without posting bond and without the need to prove
damages) by any court of competent jurisdiction, including, without limitation, the right to an entry against the Consultant of restraining orders and injunctions
(preliminary, mandatory, temporary and permanent) against violations, threatened or actual, and whether or not then continuing, of such covenants; and
 

ii.      the right and remedy to require the Consultant to account for and pay over to the Company or any of its affiliates all compensation,
profits, monies, accruals, increments or other benefits (collectively, “Benefits”) derived or received by the Consultant as the result of any transactions
constituting a breach of the Restrictive Covenants, and the Consultant shall account for and pay over such Benefits to such member of Company Group and, if
applicable, its affected affiliates.
 

1 1 .      Successors and Assigns . This Agreement shall be binding upon and inure to the benefit of the Company’s successors and assigns and the
Consultant’s personal or legal representatives, executors, administrators, heirs, distributees, devisees and legatees. This Agreement shall not be assignable by
the Consultant, it being understood and agreed that this is a contract for the Consultant’s personal services. This Agreement shall not be assignable by the
Company, except that the Company may assign it to an affiliate of the Company and shall assign it in connection with a transaction involving the succession by
a third party to all or substantially all of the Company’s business and/or assets (whether direct or indirect and whether by purchase, merger, consolidation,
liquidation or otherwise). When assigned to a successor, the assignee shall assume this Agreement and expressly agree to perform this Agreement in the same
manner and to the same extent as the Company would be required to perform it in the absence of such an assignment and the Company shall be released of all
obligations hereunder. For all purposes under this Agreement, the term “Company” shall include any successor to the Company’s business and/or assets that
executes and delivers the assumption agreement described in the immediately preceding sentence or that becomes bound by this Agreement by operation of
law. This Agreement is intended for the benefit of the parties hereto and their respective successors and permitted assigns as provided in this Section 11 and is
not for the benefit of, nor may any provision hereof be enforced by, any other person, except as otherwise set forth in this Agreement.
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12.      Alternative Dispute Resolution .
 

a.      Coverage. Except as otherwise expressly provided in this Agreement or by law, this Section 12 is the sole and exclusive method by which
the Consultant and the Company are required to resolve any and all disputes arising out of or related to the Consultant’s engagement with the Company or the
termination of that engagement, each of which is referred to as “Dispute,” including, but not limited to, disputes arising out of or related to any of the following
subjects: (i) compensation or other terms or conditions of the Consultant’s engagement, (ii) any disciplinary action or other adverse decision of the Company or
any statement related to the Consultant’s engagement, performance or termination, (iii) any policy of the Company or any agreement between the Consultant
and the Company, , or (iv) any other dispute arising out of or related to the Consultant’s engagement or the Consultant’s termination.
 

b.      Negotiation; Mediation. Any Dispute asserted by one Party against the other Party shall be delivered in writing to the other Party. During
the fifteen (15)-day period following receipt of the assertion by the other Party, the Parties shall attempt in good faith to negotiate a resolution of the Disputes so
asserted. If the Disputes so asserted cannot be settled through negotiation and remains unresolved after the fifteen (15)-day negotiation period, the Consultant
or the Company may submit the dispute to mediation and the Parties shall attempt in good faith to resolve the dispute by mediation, under the mediation
procedure of the American Arbitration Association (“AAA”). Unless the Parties agree otherwise in writing, the mediation shall be conducted by a single mediator,
and the mediator shall be selected from an appropriate AAA panel pursuant to the AAA rules, respectively. The mediation shall be conducted in Denver,
Colorado. Unless the Parties agree otherwise, the cost of the mediator’s professional fees and expenses and any reasonable administrative fee will be shared
and paid equally by the Parties, and each Party shall bear its own attorneys’ fees and costs of the mediation.
 

c .      Binding Arbitration. If the Disputes so asserted cannot be settled through mediation and remains unresolved thirty (30) days after the
appointment of a mediator, the Consultant or the Company may submit the dispute to arbitration and the dispute shall be settled in arbitration. Notice of a
demand to arbitrate a dispute by either Party shall be given in writing to the other at their last known address. Arbitration shall be commenced by the filing by a
party of an arbitration demand with the AAA in its office in Denver, Colorado. The arbitration and resolution of the dispute shall be resolved by a single arbitrator
appointed by the AAA pursuant to AAA rules. The arbitration shall in all respects be governed and conducted by applicable AAA rules, and any award and/or
decision shall be conclusive and binding on the parties. The arbitration shall be conducted in Denver, Colorado regardless of the particular plant or facility of the
Parties. The arbitrator shall supply a written opinion supporting any award, and judgment may be entered on the award in any court of competent jurisdiction.
Each Party shall pay its own fees and expenses for the arbitration except for any costs and charges imposed by the AAA which may be assessed against the
losing Party by the arbitrator. Any fees of the arbitrator for the arbitrator’s services shall in all events be shared and paid equally by the Parties.
 

d .      Equitable Relief. In the event that preliminary or permanent injunctive relief is necessary or desirable in order to prevent a Party from
acting contrary to this Agreement or to prevent irreparable harm prior to a confirmation of an arbitration award, including without limitation as provided under
Section 13(h) hereof, then either Party is authorized and entitled to commence a lawsuit solely to obtain equitable relief against the other pending the completion
of the arbitration in a court having jurisdiction over the Parties. All rights and remedies of the parties shall be cumulative and in addition to any other rights and
remedies obtainable from arbitration.
 

e .      Severability. In the event that any court or arbitrator finds or holds any restriction contained in this Agreement, including the Restrictive
Covenants, to be unreasonable, invalid, or unenforceable, then it is the express intent of the Parties that the court or arbitrator so holding shall modify or amend
the offending restriction or restrictions in any reasonable fashion so as to render it or them enforceable to the fullest extent possible under prevailing law. In the
event that any restriction is deemed void and unenforceable and not suitable or capable of being so modified, then such restriction shall be severed. Each term
and provision of this Agreement is and shall be construed as severable in whole or in part, and, if any provision or the application thereof to particular
circumstances should be invalid, illegal, or unenforceable, then the remaining terms and provisions shall not be affected and shall remain fully enforceable. An
adjudication or finding of invalidity or unenforceability for one jurisdiction of any particular provision shall not invalidate or void such provision in any other
jurisdiction. It is the express intent of the Parties that all restrictions imposed by this Agreement be construed and applied to avoid legal nullities and with a view
towards enforcement whenever possible
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13.      Miscellaneous.

 
a.      Time of the Essence. Time is of the essence with respect to this Agreement. If the last or appointed day for the taking of any action or the

expiration of any right required or granted herein shall not be a business day (i.e, a Saturday, Sunday or federal holiday), then such action may be taken or such
right may be exercised on the next succeeding business day.
 

b.      Entire Agreement. This Agreement constitutes the entire understanding or agreement between the Company and the Consultant relating
to the subject matter hereof and there is no understanding or agreement, oral or written, which is not set forth herein. This Agreement may only be amended by a
writing signed by the Company and the Consultant.
 

c .      Waiver. No provision of this Agreement may be waived, modified, supplemented or amended except in a written instrument signed by the
Parties. No waiver of any default with respect to any provision, condition or requirement of this Agreement shall be deemed to be a continuing waiver in the
future or a waiver of any subsequent default or a waiver of any other provision, condition or requirement hereof, nor shall any delay or omission of any Party to
exercise any right hereunder in any manner impair the exercise of any such right.
 

d.      Construction. The titles and subtitles used in this Agreement are used for convenience only and are not to be considered in construing or
interpreting this Agreement. The Parties agree that each of them and/or their respective counsel have reviewed and had an opportunity to revise this Agreement
and, therefore, the normal rule of construction to the effect that any ambiguities are to be resolved against the drafting Party shall not be employed in the
interpretation of this Agreement or any amendments thereto. The word “including” shall be construed to include the words “without limitation.” In this Agreement,
unless the context otherwise requires, references to the singular shall include the plural and vice versa. The word “Company” shall be construed to include the
Company and its subsidiaries and affiliates, whether now existing or hereafter established.
 

e .      Notices. All notices and other communications hereunder shall be in writing, and shall be deemed to have been duly given if delivered
personally or if sent by overnight courier or by certified mail, return receipt requested, postage prepaid, to the relevant address set forth below, or to such other
address as the recipient of such notice or communication shall have specified in writing to the other Party hereto, in accordance with this Section 13(e).
 
 i. If to the Company: Surna, Inc.
   1780 55th Street, Suite A
   Boulder, Colorado 80301
   Attention: CEO
 

ii. If to the Consultant, at the Consultant’s last residence shown on the records of the Company.
 

f .      Public Announcements. The Company intends to publicly announce and disclose this Agreement and the subject matter hereof in
accordance with applicable laws. Until such time as the Company has publicly announced and/or disclosed this Agreement and the subject matter hereof, the
Consultant shall not publicly announce or disclose to any third party the existence of this Agreement or the subject matter hereof.
 

g.      Governing Law. All questions concerning the construction, validity, enforcement and interpretation of this Agreement shall be governed by
and construed and enforced in accordance with the internal laws of the State of Colorado, without regard to the principles of conflicts of law thereof.
 

h .      Equitable Relief. The Consultant acknowledges and agrees that, notwithstanding anything herein to the contrary, including without
limitation Section 12(d) hereof, upon any breach by the Consultant of the Consultant’s obligations under Section 10, the Company will have no adequate remedy
at law, and accordingly shall be immediately entitled to specific performance and other appropriate injunctive and equitable relief in a court of competent
jurisdiction.
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i .      Cooperation in Future Matters . The Consultant hereby agrees that for a period of eighteen (18) months following the Consultant’s
termination of engagement, the Consultant shall cooperate fully with the Company’s reasonable requests relating to matters that pertain to the Consultant’s
engagement by the Company, including, without limitation, providing information or limited consultation as to such matters, participating in legal proceedings,
investigations or audits on behalf of the Company, or otherwise making himself reasonably available to the Company for other related purposes. Any such
cooperation shall be performed at scheduled times taking into consideration the Consultant’s other commitments. The Consultant shall not be required to perform
such cooperation to the extent it conflicts with any requirements of exclusivity of services for another employer or otherwise, nor in any manner that in the good
faith belief of the Consultant would conflict with the Consultant’s rights under or ability to enforce this Agreement.
 

j .      Indemnity. Each Party shall indemnify and hold the other Party harmless from and against all claims, losses, liabilities (including
negligence, tort and strict liability), damages, judgments, suits, and all legal proceedings, and any and all costs and expenses in connection therewith (including
reasonable attorneys’ fees) arising out of any breach of this Agreement or in any manner connected with their obligations, or the Services provided by the
Consultant, under this Agreement, including, without limitation, any violation of any applicable laws or claims for injury to or death of persons or for damage to
property. Each Party agrees to give the other Party prompt notice of any such claim or liability.
 

k .      Survival. Notwithstanding anything in this Agreement or elsewhere to the contrary, the provisions of Sections 9, 10, 11, 12 and 13 shall
survive the termination of the Consultant’s engagement or this Agreement.
 

l .      Execution and Counterparts . This Agreement may be executed in one or more counterparts, each of which shall be deemed an original,
but all of which together shall constitute one and the same instrument. Counterparts may be delivered via facsimile, electronic mail (including pdf or any electronic
signature complying with the U.S. ESIGN Act of 2000, e.g., www.docusign.com) or other transmission method and any counterpart so delivered shall be deemed
to have been duly and validly delivered and be valid and effective for all purposes.
 

[Remainder of this page intentionally left blank. Signature page follows.]
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IN WITNESS WHEREOF, the parties have executed this Agreement as of the day and year written below.
 

CONSULTANT  COMPANY
   
   Surna, Inc.
    
By: /s/ Stephen Keen  By: /s/ Trent Doucet
 Stephen Keen, Individually   Trent Doucet, Chief Executive Officer
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Exhibit 10.2
 

EQUIPMENT, DEMONSTRATION AND PRODUCT TESTING AGREEMENT
 

THIS EQUIPMENT, DEMONSTRATION AND PRODUCT DEVELOPMENT AGREEMENT (“Agreement”) is entered into effective this 10th day of May,
2017 (“Effective Date”) by and between STERLING PHARMS, LLC, a Colorado limited liability company whose address is 3065 Sterling Circle, Unit C, Boulder,
Colorado 80301 (“Sterling”), SURNA, INC., a Nevada corporation whose address is 1780 55th Street, Suite A, Boulder, Colorado 80301 (“ Surna”). Sterling and
Surna may be referred to herein individually as a “Party” or collectively as the “Parties.”
 

RECITALS
 

A.       Surna, together with its affiliates and subsidiaries, is engaged in the development, design and distribution of cultivation technologies for controlled
environment agriculture for state-regulated cannabis cultivation facilities and traditional indoor agricultural facilities, including lighting, environmental control, air
sanitation and cultivation facilities designed to meet the specific environmental conditions required for indoor cultivation and to reduce energy and water
consumption (“Surna Business”).

 
B.        In connection with the Surna Business, Surna manufactures, sells and delivers the following products and services: (i) liquid-based process

cooling and climate control systems, (ii) reflectors and lighting systems, including water-cooled reflectors (iii) a full-service air sanitation technology program, (iii)
a full-service engineering package for designing and engineering commercial scale thermodynamic systems specific to indoor cultivation facility conditions, (iv)
automation and control devices, systems and technologies used for environmental, lighting and climate control in indoor cultivation facilities, (v) a comprehensive
hybrid cultivation facility design and system utilizing sunlight and a high-power LED lighting system, and (vi) and other products, services, and technologies now
or hereafter developed related to the foregoing (collectively, “Surna Products”).

 
C.       Sterling is a Colorado-regulated cannabis cultivation facility located at 3065 Sterling Circle, Unit C, Boulder, Colorado 80301 (“ Sterling Facility”).
 
D.       Stephen Keen, a principal stockholder and a former employee of Surna, is the managing member of Sterling (“ Keen”).
 
E.       Sterling is willing to use Surna Products, and Surna is willing to provide Surna Products, in connection with the operation of the Sterling Facility,

subject to the terms and conditions set forth in this Agreement.
 
F.       Sterling is willing to allow Surna and its existing and prospective customers to have access to the Sterling Facility for demonstration tours in a

working environment, subject to the terms of this Agreement, and Surna acknowledges the significant benefit that such demonstration tours will provide to the
Surna Business and the hardship that will be incurred by Sterling to accommodate such demonstration tours during operating hours and in an active cultivation
facility.

 
G.       Sterling is willing to monitor, test and evaluate the Surna Products installed at Sterling Facility and to collect data and provide feedback to Surna

on the energy and operational efficiency and efficacy of the installed Surna Products, and Surna desires to use such data and feedback in connection with
Surna’s Business and to allow Surna to improve, enhance and develop new or additional product features, innovations and technologies.
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THEREFORE, IT IS AGREED AS FOLLOWS :
 
1. EQUIPMENT

 
1.1.       Surna hereby agrees to provide Sterling for use at the Sterling Facility, and Sterling hereby agrees to use, subject to the terms of this Agreement,

the Surna Products set forth on Exhibit A of this Agreement (“ Equipment”). The Equipment shall at all times be located at the Sterling Facility and shall not be
removed from the Sterling Facility by Sterling without the prior written consent of Surna, provided that, Sterling shall be allowed to move the location of the
Equipment within the Sterling Facility. Sterling and Surna acknowledge and agree that the Equipment is sufficient to handle the cultivation capacity and needs of
the Sterling Facility as of the Effective Date. In the event cultivation capacity and needs of the Sterling Facility increase, Sterling and Surna may mutually agree,
in writing, to the deployment of additional equipment, subject to an adjustment of the fee as set forth in Section 1.14.

 
1.2.       The Equipment is and shall at all times be and remain the sole and exclusive personal property of Surna. Sterling shall have no right, title or interest

therein or thereto, and shall not create, incur, assume or suffer to exist any mortgage, lien, pledge or other encumbrance or attachment of any kind whatsoever
upon, affecting or with respect to the Equipment or this Agreement. Sterling will cooperate with Surna for the purpose of protecting the interests of Surna in the
Equipment.

 
1.3.       At all times during the Term (as defined herein), Sterling shall have the right to use the Equipment solely for licensed or other legally permitted

cultivation purposes at the Sterling Facility, subject to the terms and conditions of this Agreement. During the Term, Sterling shall comply with all governmental
laws, regulations, requirements and rules applicable to the operation of Sterling’s business and shall comply with all instructions and warranty requirements, and
with the conditions and requirements of Surna, or any other manufacturer of the Equipment, with respect to the use of the Equipment. During the Term, Surna
shall comply with all governmental laws, regulations, requirements and rules applicable to the operation of the Surna Business.

 
1.4.       Sterling shall be responsible for the initial installation of the Equipment at the Sterling Facility, at Sterling’s cost, subject to Surna acting as a

supervisor to that installation. Surna shall pay all shipping and delivery charges incurred in connection with the initial installation of the Equipment.
 

1.5.       During the Term, Sterling shall ensure that the Equipment shall be in good condition, repair, and working order, ordinary wear and tear excepted,
provided that, Surna at its cost shall provide maintenance on the Equipment located at the Sterling Facility, in accordance with Surna’s standard full
maintenance package. Sterling shall not make any repairs, modifications or alterations to the Equipment without the prior written consent of Surna.

 
1.6.       In the event of any failure of the Equipment due to defects in material and/or manufacturing to the capacities and ratings set forth in Surna’s catalogs

and bulletins, other than damage or failure arising from modifications made to the Equipment by parties other than Surna or its contractors, repairs or alterations
by parties other than Surna or its contractors that adversely affects the stability or reliability of the Equipment, vandalism, neglect, accident, adverse weather or
environmental conditions, abuse or improper use, improper installation by parties other than Surna or its contractors, commissioning by a party other than Surna
or its contractors, unusual physical or electrical or mechanical stress, operation with any accessory, equipment or part not specifically approved by Surna,
refrigerant or glycol not recommended or supplied by Surna, and or lack of proper start-up or maintenance as recommended by Surna, Surna will use its
commercially reasonable efforts to repair or replace the Equipment in a commercially reasonable time fame. Surna shall not be obligated to pay for the cost of
lost refrigerant or lost product or any other direct, indirect, or consequential damages, loss or contamination of crop, loss of profits, or reimbursement for loss
caused by interruption of service, arising out of the use of the Equipment. Surna’s obligations and liabilities under this Section 1.6 shall be limited to furnishing
and installing replacement equipment or parts, at its option, at its costs including labor costs associated therewith.
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1.7.       Surna shall have the right to modify, enhance, substitute and/or exchange components of the Equipment at any time during the Term, subject to the
prior written consent of Sterling; provided, that, such modifications, enhancements, substitutions and/or exchanges, meet any legal requirements and shall not
reduce the features, functionality or capacity of the Equipment. For any modification, enhancement, substitution or exchange of the Equipment, Surna shall be
responsible for the removal of the existing Equipment and the installation of the new Equipment, at Surna’s cost, including all shipping and delivery costs related
thereto. Any modifications, enhancements, substitution and/or exchanges of the Equipment shall be agreed to in advance and in writing by Surna and Sterling.

 
1.8.       Sterling acknowledges and agrees that some of the Surna Products provided to Sterling for use under this Agreement will be prototype or new

products that have not been deployed in the marketplace. Such products will be clearly noted as such in any modification, enhancement, substitution and/or
exchange documentation. Sterling acknowledges the foregoing and confirms that any prototype or new products accepted by Sterling shall be provided without
recourse to Surna, provided that, Surna warrants that such prototype or new products provided to Sterling will be fit for a particular purpose.

 
1.9.       Surna and its employees, agents, vendors, suppliers and contractors shall have the right, upon reasonable notice to Sterling and subject to any

Sterling security requirements, to access the Facility for purposes of making modifications, enhancements, substitutions and/or exchanges. Surna shall endeavor
to make any such modifications, enhancements, substitutions and/or exchanges between harvests.

 
1.10.       Surna shall be responsible for any costs associated with any physical damage to the Sterling Facility or any equipment located at the Sterling

Facility (including the Equipment) that is directly caused by Surna’s employees, agents, vendors, suppliers, contractors, existing or prospective customers and
other guests, provided that, Surna will not be responsible for any loss or contamination of the crop, special and consequential damages, or loss of profits arising
in connection with such physical damage.

 
1.11.       Except as set forth in Section 1.10, from and after the date of delivery of the Equipment to the Sterling Facility, (a) Sterling hereby assumes and

shall bear the entire risk of loss for theft, damage, destruction or other injury to the Equipment from any and every cause whatsoever, (b) shall, at its cost,
maintain property and casualty insurance on the Equipment at not less than the full replacement cost thereof, with extended coverage, with Surna designated as
an additional insured thereunder, and (c) in the event of damage or loss to the Equipment (or any part thereof) and irrespective of payment from any insurance
coverage maintained by Sterling, Sterling shall, at the sole option of Surna: (i) place the Equipment in good repair, condition and working order at Sterling’s cost,
or (ii) pay to Surna an amount equal to the replacement cost incurred by Surna in replacing the Equipment, provided that, in all cases, the proceeds of any
insurance recovery shall be earmarked for fulfillment of Sterling’s obligations under either (i) or (ii) above. NO SUCH LOSS OR DAMAGE OF THE EQUIPMENT
SHALL IMPAIR OR MODIFY ANY OBLIGATION OF STERLING AND KEEN UNDER THIS AGREEMENT, WHICH OBLIGATIONS REMAIN IN FULL FORCE
AND EFFECT.

 
1.12.       Surna and Sterling each shall maintain, at their own cost, during the Term hereof, (a) broad form commercial general liability insurance (including

products coverage, and completed operations coverage), and (b) professional liability/errors and omissions coverage. The limit of liability for such coverage shall
be no less than $1 million per claim/occurrence, aggregate $2,000,000, with the other party being named as an “additional insured” under such policies. Each
Party shall also maintain workers’ compensation insurance.
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1.13.       Sterling shall pay when due or reimburse Surna for, and shall indemnify and defend Surna against, all fees, assessments and sales, use, property,
excise and other taxes and governmental charges including, without limitation, interest and penalties hereafter imposed by any federal, foreign, state or local
governmental body or agency upon the use of the Equipment under this Agreement. Surna shall be responsible for all other taxes payable on the Equipment,
including any taxes based on the net income of Surna.

 
1.14.       During the Term, in consideration for Surna’s providing the use of the Equipment to Sterling pursuant to this Section 1, Sterling shall pay Surna, by

check, money order or wire transfer, a fee of $16,500 per quarter, payable in arrears on the last business day of each calendar quarter. Any fee related to a
period consisting of less than a full calendar quarter shall be properly prorated. In the event that Sterling requests additional equipment or Surna requests to
place other equipment at the Sterling Facility, which additional or other equipment is beyond the features, functionality or capacity of the Equipment set forth on
Exhibit A hereto, the quarterly fee hereunder shall be subject to adjustment based on the mutual agreement of the Parties. If any fee shall be unpaid after the
due date thereof, Sterling shall pay on demand, as an additional late service and/or overhead charge, but not as interest, on amounts not paid when due an
amount equal to one and one-half percent (1.5%) per month of any such unpaid amount but in no event to exceed maximum lawful charges.

 
1.15.       In the event this Agreement is terminated or expires pursuant to Section 4 hereof, Sterling agrees to provide access to Surna and its employees

and agents in order to promptly remove the Equipment from the Sterling Facility, at Surna’s cost, provided that Sterling shall cooperate with and assist Surna, as
reasonably requested by Surna, in the takedown and disassembly of the Equipment. In the event this Agreement expires at the end of the Term hereof, Sterling
shall have the option to purchase, during for a period of thirty (30) days prior to the expiry of the Term, all, but not less than all, the Equipment at market value
as mutually agreed to by the Parties.
 
2. ACCESS TO FACILITY; DATA COLLECTION AND FEEDBACK

 
2.1.       Surna’s employees, agents, vendors, suppliers and contractors shall have the right, upon no less than seventy-two (72) hours’ notice to Sterling and

subject to Sterling’s security requirements, to access the Sterling Facility for the purposes of undertaking marketing, data gathering, product evaluation,
maintenance work or other legitimate business purposes with respect to the Equipment and its operation. Only Surna’s employees will be allowed to carry
photographic devices into the Sterling Facility, provided that no photography will be allowed at the Sterling Facility without specific prior approval of Sterling.

 
2.2.       Surna and its existing and prospective customers shall have the right, upon no less than seventy-two (72) hours’ notice to Sterling and subject to

any Sterling security requirements, to access the Sterling Facility for the purposes of demonstrating the Equipment in a working environment, provided that
demonstrations will be limited to one (1) one-hour tour per day on Tuesdays, Wednesdays and Thursdays. Any of Surna’s existing and prospective customers
entering the Sterling Facility shall be accompanied at all times by a Surna representative and a Sterling representative, with Sterling agreeing to use its
reasonable commercial efforts to have Keen act as such Sterling representative. Surna warrants and represents each existing and prospective customer entering
the Sterling Facility shall have been qualified by Surna in accordance with its standard practices and, with respect to a prospective customer, confirmed as a
reasonable prospect to become a Surna customer. Any existing or prospective customers of Surna will be required to execute a non-disclosure agreement prior
to taking a demonstration tour of the Sterling Facility.
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2.3.       Surna shall be responsible for any costs associated with any physical damage to the Sterling Facility or any equipment located at the Sterling
Facility (including the Equipment) that is directly caused by Surna’s employees, agents, vendors, suppliers, contractors, existing or prospective customers and
other guests, provided that Surna will not be responsible for any loss or contamination of the crop, special and consequential damages, or loss of profits arising
in connection with such physical damage.

 
2.4.       During the Term, Sterling shall monitor, test and evaluate the Equipment installed at Sterling Facility for each growth cycle and shall collect and

provide data and feedback to Surna regarding the energy and operational efficiency and efficacy of the installed Equipment, and other relevant data and feedback
with respect to environmental and climate control measures, equipment operating performance metrics and optimization, and crop growth yields in such format
as mutually agreed to by the Parties (collectively, the “Performance Data”).

 
2.5.       During the Term, in consideration for Sterling providing access to the Sterling as set forth herein and collecting and providing the Performance Data,

Surna shall pay Sterling, by check, money order or wire transfer, a fee of $12,000 per quarter, payable in arrears on the last business day of each calendar
quarter. Any fee related to a period consisting of less than a full calendar quarter shall be properly prorated. In the event that Surna requests additional services,
which are beyond the scope set forth in this Section 2, the quarterly fee hereunder shall be subject to adjustment based on the mutual agreement of Sterling and
Surna. If any fee shall be unpaid after the due date thereof, Surna shall pay on demand, as an additional late service and/or overhead charge, but not as interest,
on amounts not paid when due an amount equal to one and one-half percent (1.5%) per month of any such unpaid amount but in no event to exceed maximum
lawful charges.
 
3. RESTRICTIVE COVENANTS

 
3.1.       Every invention and improvement conceived, invented or developed by Sterling relating to or useable in the Surna Business then being carried on or

actively contemplated by Surna or the Surna Products now existing or hereafter developed shall become the exclusive property of Surna. With respect to all
inventive ideas originated or developed by Sterling hereunder, which relate to the Surna Business or the Surna Products during the Term hereof, or as to which
Sterling has acquired information as a result of this Agreement, and all patents obtained on such inventive ideas, (a) Sterling agrees to disclose and assign,
without charge, all such inventive ideas and any patents obtained thereon to Surna, but without expense to Sterling, (b) Sterling agrees that all such inventive
ideas and any patents thereof shall be the exclusive property of Surna, and (c) Sterling will, at any and all times, furnish such information and assistance and
execute such applications and other documents as may be advisable in the opinion of Surna to obtain both domestic and foreign patents, title to which is to be
vested in Surna, and Sterling gives Surna the full and exclusive power to prosecute all such applications and all proceedings in connection therewith.

 
3.2.       During the Term hereof and for a period of one (1) year after the termination or expiration of this Agreement, regardless of who initiated the

termination, Sterling will not, directly or indirectly, solicit, interfere with, or divert away from Surna any customer of Surna who did any business with Surna during
the Term hereof.

 
3.3.       During the Term hereof and for a period of one (1) year after the termination or expiration of this Agreement, regardless of who initiated the

termination, Sterling shall not, directly or indirectly, or on behalf of any other person or entity, hire, solicit, recruit, or attempt to entice away from Surna or any
customer of Surna any person employed by Surna or any customer of Surna. Sterling shall not approach any such employees for such a prohibited purpose and
shall not knowingly cooperate in any other person or entity’s efforts to do so.
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3.4.        Sterling shall not at any time during the Term hereof or at any time thereafter communicate, divulge or disclose , take, or use for itself any
information, knowledge, data, or materials that were disclosed or obtained by it during the Term (including, without limitation, the Performance Data and any
information and knowledge that was conceived, created, or developed by Sterling during the course of this Agreement) which is related to the Surna Business
and Surna Products and is not already generally known in Surna’s trade by competitors. This restriction on confidential information disclosure shall apply to
knowledge or information which relates to the Surna Business or the business of Surna’s customers and is in the nature of a business secret of Surna or Surna’s
customers provided, however, that this restriction on confidential information use shall not apply to any information or knowledge conceived, created, or
developed by Sterling as long as Sterling’s use thereof does not compete with the Surna Business or Surna Products. Included within the scope of this restriction
shall be the specific items identified in Section 3.6 hereof and any other information and matters designated by Surna (verbally or in writing) to be confidential
during the Term hereof. The obligations of Sterling with respect to the disclosure and use of confidential information under this Section 3.4 shall cease to the
extent such information becomes generally known in Surna’s trade by competitors through a means other than a breach of this Agreement by Sterling. In the
event Sterling is required by any legal proceedings to disclose confidential information, Sterling shall provide Surna with prompt notice thereof so that Surna may
seek an appropriate protective order and/or waive compliance by Sterling with the provisions hereof.

 
3.5.       During the Term hereof and for a period of one (1) year after the termination or expiration of this Agreement, regardless of who initiated the

termination, Sterling shall, alone, or as an agent, employee, servant, officer, partner or stockholder of any other corporation or business, directly or indirectly,
engage in any business activity which relates to the sale, manufacturing, or marketing of products which are competitive with, substantially similar to, or serve
the same function as the Surna Products manufactured, marketed or sold by Surna. This post-termination restriction is limited to activities in or directed at the
geographic area located in North America where Surna has sold or manufactured the Surna Products at any time during the Term hereof. Sterling specifically
agrees, without limitation, that it will not perform the same or similar responsibilities or services performed for Surna for any business entity that is engaged in the
same business as Surna (i.e., a competitor).

 
3.6.       Upon request at any time during the Term hereof and without request at the time of the termination or expiration of this Agreement, without regard

for who initiated the termination, Sterling agrees to promptly return (without retaining any copies, summaries, files or notes derived from source materials) all
information and records regarding the Surna Business and the Surna Products, whether or not created by Sterling during the Term hereof including, all designs,
specifications, drawing, engineering, bills of material and other information related to Surna Products, all corporate and equipment manuals and policies related
to Surna Products, provided that, the foregoing are related to the Surna Business and Surna Products.

 
3.7.       Sterling represents and acknowledges that none of the activity restrictions set forth in this Section 3 will prevent it from operating Sterling’s business,

cause undue hardship, or adversely impact numerous other business opportunities that are not affected by the existence of these restrictions. Sterling further
acknowledges that it believes the foregoing restrictions to be reasonable and necessary to protect Surna’s legitimate business interests. Any violation of the
restrictions in this Section 3 can cause harm to Surna of an irreparable nature for which money damages alone will not suffice. Sterling agrees that it will fully and
promptly disclose to any person or entity with which it becomes associated subsequent to the termination or expiration of this Agreement all of the restrictions on
its post-termination activities. Surna shall also have the right to disclose this Agreement to any business entity utilizing the services of Sterling subsequent to the
termination or expiration of this Agreement.
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3.8.       During the Term and thereafter, neither Party shall knowingly, directly or indirectly, make negative comments or otherwise disparage the other Party,
any of its affiliates, or any of their respective officers, directors, employees, shareholders, agents or businesses in any manner likely to be harmful to them or
their business reputations or personal reputations. Each Party shall direct its senior management team to not disparage or encourage or induce others to
disparage the other Party. The foregoing shall not be violated by truthful statements in response to legal process, required governmental testimony or filings, or
administrative or arbitral proceedings (including depositions in connection with such proceedings); provided that the Party has given the other Party prompt
written notice of any such legal process and cooperated with the other Party’s efforts to seek a protective order

 
3.9.       The provisions of this Section 3 restricting the post-termination activities of Sterling shall survive the termination of this Agreement.

 
3.10.       Sterling and Surna agree that nothing in this Agreement shall be construed to limit or negate the common law of torts or trade secrets where it

provides Surna with broader protection than that provided herein.
 

4. TERM; TERMINATION
 
4.1.       The initial term of this Agreement shall be three (3) years from the date when the Equipment is first installed (“ Initial Term”) and shall automatically

renew for additional one (1) year periods following the expiration of the Initial Term (collectively, the “Term”); provided, that, either party shall have the right to
terminate this Agreement following the Initial Term upon sixty (60) days’ prior written notice to the other party.

 
4.2.       Either Party may terminate this Agreement, by written notice to the other Party, for any Material Breach of this Agreement (as defined herein) by the

other Party, as the case may be, if such breach is not cured within thirty (30) days after the breaching Party receives written notice of such breach from the non-
breaching Party; provided, however, that if such breach is not capable of being cured within such thirty-day period and the breaching Party has commenced and
diligently continued actions to cure such breach within such thirty-day period, except in the case of a payment default, the cure period shall be extended to 180
days, so long as the breaching Party is making diligent efforts to do so. Such termination shall be effective upon expiration of such cure period.

 
4.3.       For purposes of this Agreement, a Material Breach shall mean:

 
4.3.1.       To the extent permitted by law, failure to make payment of any fee or other amount payable under by this Agreement within 30 days of the

due date; or
 
4.3.2.       If either Party breaches any representation or warranty contained herein or made any incorrect representation or warranty in any other

document furnished to the other Party in connection herewith; or
 

4.3.3.       If either Party fails to perform or observe any covenant, condition or agreement to be performed or observed by it hereunder, and such
failure or breach shall continue unremedied in accordance with this Section 4 after the Party becomes aware of such failure or breach; or
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4.3.4.       If Sterling without Surna’s consent attempts to remove, sell, transfer, encumber, part with possession, or sublet the Equipment (or any
portion thereof) or permit a judgment or other claim to become a lien upon any or all of Sterling’s assets or upon the Equipment; or

 
4.3.5.       If either Party (a) dissolves; (b) shall be adjudicated insolvent or a bankrupt, or cease, be unable, or admit in writing its inability, to pay its

debts as they mature, or make a general assignment for the benefit of, or enter into any composition or arrangement with creditors; (c) shall apply for or consent
to the appointment of a receiver, trustee or liquidator of it or of a substantial part of its property, or authorize such application or consent, or proceedings seeking
such appointment shall be instituted against it without such authorization, consent or application; (d) shall authorize or file a voluntary petition in bankruptcy or
apply for or consent to the application of any bankruptcy, reorganization in bankruptcy, arrangement, readjustment of debt, insolvency, dissolution, moratorium or
other similar law of any jurisdiction, or authorize such application or consent; or proceedings to such end shall be instituted against it without such authorization,
application or consent.
 
5 .       REPRESENTATIONS. Each Party represents that it is duly organized and validly existing in good standing under the laws of the jurisdiction of its
organization, duly qualified to do business in each jurisdiction which is relevant under this Agreement and has full power and authority to enter into and perform
its obligations under this Agreement. The execution, delivery and performance by each Party to this Agreement has been duly authorized by all necessary action
on the part of that Party, and are not inconsistent with its governing documents. Each Party further represents and warrants that its business is being operated in
compliance with all applicable laws and regulations. Each Party warrants and represents that it has had a full opportunity to consult with legal counsel prior to
executing this Agreement, has read and understands all of the provisions hereof and executed below as a free and voluntary act, and warrants that it is not under
any legal or contractual obligation that would conflict with any of the undertakings set forth herein and that execution of this Agreement does not violate any
agreement to which it is now a party. There have been no verbal representations or oral promises made by either Party to induce them to enter this Agreement.

 
6 .       INDEMNITY. Each Party shall indemnify and hold the other Party harmless from and against all claims, losses, liabilities (including negligence, tort and
strict liability), damages, judgments, suits, and all legal proceedings, and any and all costs and expenses in connection therewith (including reasonable attorneys’
fees) arising out of any breach of this Agreement or in any manner connected with their obligations under this Agreement, including, without limitation, any
violation of any applicable laws or claims for injury to or death of persons or for damage to property. Each Party agrees to give the other Party prompt notice of
any such claim or liability.
 
7. MISCELLANEOUS.
 

7.1.       Time is of the essence with respect to this Agreement. If the last or appointed day for the taking of any action or the expiration of any right required
or granted herein shall not be a business day (i.e, a Saturday, Sunday or federal holiday), then such action may be taken or such right may be exercised on the
next succeeding business day.

 
7.2.       This Agreement constitutes the entire understanding or agreement between Surna and Sterling relating to the subject matter hereof and there is no

understanding or agreement, oral or written, which is not set forth herein. This Agreement may only be amended by a writing signed by Surna and Sterling.
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7.3.       This Agreement shall be binding upon and inure to the benefit of and shall be enforceable by and against each Party and their respective successors
and assigns, provided that this Agreement shall not be assignable by either Party, except that either Party may assign it to an affiliate of that Party and shall
assign it in connection with a transaction involving the succession by a third party to all or substantially all of that Party’s business and/or assets (whether direct
or indirect and whether by purchase, merger, consolidation, liquidation or otherwise). When assigned to a successor, the assignee shall assume this Agreement
and expressly agree to perform this Agreement in the same manner and to the same extent as the Party assigning it would be required to perform it in the
absence of such an assignment and the assigning Party shall be released of all obligations hereunder.

 
7.4.       No provision of this Agreement may be waived, modified, supplemented or amended except in a written instrument signed by the Parties. No waiver

of any default with respect to any provision, condition or requirement of this Agreement shall be deemed to be a continuing waiver in the future or a waiver of
any subsequent default or a waiver of any other provision, condition or requirement hereof, nor shall any delay or omission of any party to exercise any right
hereunder in any manner impair the exercise of any such right.

 
7.5.       The titles and subtitles used in this Agreement are used for convenience only and are not to be considered in construing or interpreting this

Agreement.
 

7.6.       Any notice, report or demand required or permitted by any provisions of this Agreement shall be in writing and shall be deemed to have been
sufficiently given or served for all purposes if sent by registered or certified mail or overnight delivery (with evidence of delivery) charges prepaid, to the address
of the party to whom such notice is to be given as shown on the cover sheet hereof or as such party may from time to time direct in writing. Notices are deemed
to have been received on the date that they are delivered to the address.

 
7.7.       Surna intends to publicly announce and disclose this Agreement and the subject matter hereof in accordance with applicable laws. Until such time

as Surna has publicly announced and/or disclosed this Agreement and the subject matter hereof, Sterling shall not publicly announce or disclose to any third
party the existence of this Agreement or the subject matter.

 
7.8.       All questions concerning the construction, validity, enforcement and interpretation of this Agreement shall be governed by and construed and

enforced in accordance with the internal laws of the State of Colorado, without regard to the principles of conflicts of law thereof.
 

7.9.       Any disputes arising hereunder, including disputes arising from or related to a termination of this Agreement, and any disputes or claims arising from
the subject matter of this Agreement shall be resolved by binding arbitration. Notice of a demand to arbitrate a dispute by either party shall be given in writing to
the other at their last known address. Arbitration shall be commenced by the filing by a party of an arbitration demand with the American Arbitration Association
(“AAA”) in its office in Denver, Colorado. The arbitration and resolution of the dispute shall be resolved by a single arbitrator appointed by the AAA pursuant to
AAA rules. The arbitration shall in all respects be governed and conducted by applicable AAA rules, and any award and/or decision shall be conclusive and
binding on the parties. The arbitration shall be conducted in Denver, Colorado regardless of the particular plant or facility of the Parties. The arbitrator shall
supply a written opinion supporting any award, and judgment may be entered on the award in any court of competent jurisdiction. Each Party shall pay its own
fees and expenses for the arbitration except for any costs and charges imposed by the AAA which may be assessed against the losing party by the arbitrator.
Any fees of the arbitrator for his services shall in all events be shared and paid equally by the Parties.
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7.10.       In the event that preliminary or permanent injunctive relief is necessary or desirable in order to prevent a Party from acting contrary to this
Agreement or to prevent irreparable harm prior to a confirmation of an arbitration award, then either Party is authorized and entitled to commence a lawsuit
solely to obtain equitable relief against the other pending the completion of the arbitration in a court having jurisdiction over the Parties. All rights and remedies
of the parties shall be cumulative and in addition to any other rights and remedies obtainable from arbitration.

 
7.11.       In the event that any court or arbitrator finds or holds any restriction contained in this Agreement to be unreasonable, invalid, or unenforceable,

then it is the express intent of the Parties that the court or arbitrator so holding shall modify or amend the offending restriction or restrictions in any reasonable
fashion so as to render it or them enforceable to the fullest extent possible under prevailing law. In the event that any restriction is deemed void and
unenforceable and not suitable or capable of being so modified, then such restriction shall be severed. Each term and provision of this Agreement is and shall be
construed as severable in whole or in part, and, if any provision or the application thereof to particular circumstances should be invalid, illegal, or unenforceable,
then the remaining terms and provisions shall not be affected and shall remain fully enforceable. An adjudication or finding of invalidity or unenforceability for one
jurisdiction of any particular provision shall not invalidate or void such provision in any other jurisdiction. It is the express intent of the Parties that all restrictions
imposed by this Agreement be construed and applied to avoid legal nullities and with a view towards enforcement whenever possible.

 
7.12.       The Parties agree that each of them and/or their respective counsel have reviewed and had an opportunity to revise this Agreement and, therefore,

the normal rule of construction to the effect that any ambiguities are to be resolved against the drafting party shall not be employed in the interpretation of this
Agreement or any amendments thereto. The word “including” shall be construed to include the words “without limitation.” In this Agreement, unless the context
otherwise requires, references to the singular shall include the plural and vice versa.

 
7.13.       This Agreement may be executed in one or more counterparts, each of which shall be deemed an original, but all of which together shall constitute

one and the same instrument. Counterparts may be delivered via facsimile, electronic mail (including pdf or any electronic signature complying with the U.S.
ESIGN Act of 2000, e.g., www.docusign.com) or other transmission method and any counterpart so delivered shall be deemed to have been duly and validly
delivered and be valid and effective for all purposes.
 

[Remainder of this page intentionally left blank. Signature page follows.]
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement effective the day and year first above written.
 
STERLING PHARMS, LLC SURNA, INC.
    
By: /s/ Stephen Keen By: /s/ Trent Doucet
 Stephen Keen, Managing Member  Trent Doucet, Chief Executive Officer
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Exhibit 10.3
 

INDEMNIFICATION AGREEMENT
 

THIS INDEMNIFICATION AGREEMENT (this “Agreement”) is made and entered into as of this ___ day of ______, 20__, by and between Surna, Inc., a
Nevada corporation (the “Company”), and the undersigned (“ Indemnitee”).
 

WHEREAS, at the request of the Company, Indemnitee currently serves as an executive officer and/or director of the Company and may, therefore, be
subjected to claims, suits or proceedings arising as a result of his service; and

 
WHEREAS, as an inducement to Indemnitee to continue to serve as such executive officer and/or director, the Company has agreed to indemnify and to

advance expenses and costs incurred by Indemnitee in connection with any such claims, suits or proceedings, to the fullest extent permitted by law, except as
otherwise expressly provided for herein; and
 

WHEREAS, the parties by this Agreement desire to set forth their agreement regarding indemnification and advance of expenses; and
 

NOW, THEREFORE, in consideration of the premises and the covenants contained herein, and of other good and valuable consideration, the receipt
and sufficiency of which are hereby acknowledged, and intending to be legally bound hereby, the Company and Indemnitee do hereby covenant and agree as
follows:
 
Section 1. Definitions. For purposes of this Agreement:

 
(a) “Change of Control” shall mean the occurrence of any of the following events after the Effective Date of this Agreement:

 
(i)        the sale or other disposition of all or substantially all of the Company’s assets; or

 
(ii)       the acquisition, whether directly, indirectly, beneficially (within the meaning of rule 13d-3 of the Securities Exchange Act of 1934,

as amended (the “1934 Act”)) or of record, as a result of a merger, consolidation or otherwise, of securities of the Company representing fifteen
percent (15%) or more of the aggregate voting power of the Company’s then-outstanding Common Stock by any “person” (within the meaning of
Sections 13(d) and 14(d) of the 1934 Act), including, but not limited to, any corporation or group of persons acting in concert, other than (i) the
Company or its subsidiaries and/or (ii) any employee pension benefit plan (within the meaning of Section 3(2) of the Employee Retirement
Income Security Act of 1974) of the Company or its subsidiaries, including a trust established pursuant to any such plan; or
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(iii)       the individuals who were members of the Board of Directors as of the Effective Date (the “ Incumbent Board”) cease to constitute
at least two-thirds (2/3) of the Board of Directors; provided, however, that any director appointed by at least two-thirds (2/3) of the then
Incumbent Board or nominated by at least two-thirds (2/3) of the Board of Directors or the Corporate Governance / Nominating Committee of the
Board of Directors (a majority of the members of the Corporate Governance / Nominating Committee shall be members of the then Incumbent
Board or appointees thereof), other than any director appointed or nominated in connection with, or as a result of, a threatened or actual proxy
or control contest, shall be deemed to constitute a member of the Incumbent Board.

 
(b) “Corporate Status” means the status of a person who is or was a director, trustee, officer, employee or agent of the Company or of any other

corporation, partnership, joint venture, trust, employee benefit plan or other enterprise for which such person is or was serving at the request of the
Company.

 
(c) “Disinterested Director” means a director of the Company who is not and was not a party to the Proceeding in respect of which

indemnification is sought by Indemnitee.
 

(d) “Effective Date” means the date set forth in the first paragraph of this Agreement.
 

(e) “Expenses” shall include all reasonable attorneys’ fees, retainers, court costs, transcript costs, fees of experts, witness fees, travel expenses,
duplicating costs, printing and binding costs, telephone charges, postage, delivery service fees, and all other disbursements or expenses of the types
customarily incurred in connection with prosecuting, defending, preparing to prosecute or defend, investigating, or being or preparing to be a witness in
a Proceeding.

 
(f) “Independent Counsel” means a law firm, or a member of a law firm, that is experienced in matters of corporation law and neither is, nor in the

past five years has been, retained to represent: (i) the Company or Indemnitee in any matter material to either such party, or (ii) any other party to the
Proceeding giving rise to a claim for indemnification hereunder. Notwithstanding the foregoing, the term “Independent Counsel” shall not include any
person who, under the applicable standards of professional conduct then prevailing, would have a conflict of interest in representing either the Company
or Indemnitee in an action to determine Indemnitee’s rights under this Agreement. If a Change of Control has not occurred, Independent Counsel shall be
selected by the Board of Directors, with the approval of Indemnitee, which approval will not be unreasonably withheld. If a Change of Control has
occurred, Independent Counsel shall be selected by Indemnitee, with the approval of the Board of Directors, which approval will not be unreasonably
withheld.
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(g) “Proceeding” includes any threatened, pending or completed action, suit, arbitration, alternate dispute resolution mechanism, investigation,
administrative hearing or any other proceeding, whether civil, criminal, administrative or investigative (including on appeal), except one (i) initiated by an
Indemnitee pursuant to Section 11 of this Agreement to enforce his rights under this Agreement or (ii) pending or completed on or before the Effective
Date, unless otherwise specifically agreed in writing by the Company and Indemnitee.

 
Section 2. Services by Indemnitee . Indemnitee will serve as an executive officer and/or director of the Company. However, this Agreement shall not impose
any obligation on Indemnitee or the Company to continue Indemnitee’s service to the Company beyond any period otherwise required by law or by other
agreements or commitments of the parties, if any.
 
Section 3. Indemnification — General.  The Company shall indemnify, and advance Expenses to, Indemnitee (a) as provided in this Agreement and (b)
otherwise to the fullest extent permitted by Nevada law in effect on the date hereof and as amended from time to time; provided, however, that no change in
Nevada law shall have the effect of reducing the benefits available to Indemnitee hereunder based on Nevada law as in effect on the date hereof. The rights of
Indemnitee provided in this Section 3 shall include, without limitation, the rights set forth in the other sections of this Agreement, including any additional
indemnification permitted by Chapter 78 of the Revised Nevada Revised Statutes (“NRS”).
 
Section 4. Proceedings Other Than Proceedings by or in the Right of the Company.  Indemnitee shall be entitled to the rights of indemnification provided in
this Section 4 if, by reason of his Corporate Status, he is, or is threatened to be, made a party to or a witness in any threatened, pending, or completed
Proceeding, other than a Proceeding by or in the right of the Company. Pursuant to this Section 4, Indemnitee shall be indemnified against all judgments,
penalties, fines and amounts paid in settlement and all Expenses actually and reasonably incurred by him or on his behalf in connection with a Proceeding by
reason of his Corporate Status unless it is established that (i) the act or omission of Indemnitee was material to the matter giving rise to the Proceeding and (a)
was committed in bad faith or (b) was the result of active and deliberate dishonesty, (ii) Indemnitee actually received an improper personal benefit in money,
property or services, or (iii) in the case of any criminal Proceeding, Indemnitee had reasonable cause to believe that his conduct was unlawful.
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Section 5. Proceedings by or in the Right of the Company.  Indemnitee shall be entitled to the rights of indemnification provided in this Section 5 if, by reason
of his Corporate Status, he is, or is threatened to be, made a party to or a witness in any threatened, pending or completed Proceeding brought by or in the right
of the Company to procure a judgment in its favor. Pursuant to this Section 5, Indemnitee shall be indemnified against all amounts paid in settlement and all
Expenses actually and reasonably incurred by him or on his behalf in connection with such Proceeding unless it is established that (i) the act or omission of
Indemnitee was material to the matter giving rise to such a Proceeding and (a) was committed in bad faith or (b) was the result of active and deliberate
dishonesty or (ii) Indemnitee actually received an improper personal benefit in money, property or services.
 
Section 6. Court-Ordered Indemnification.  Notwithstanding any other provision of this Agreement, a court of appropriate jurisdiction, upon application of
Indemnitee and such notice as the court shall require, may order indemnification in the following circumstances:

(a) if it determines Indemnitee is entitled to reimbursement under Chapter 78 of the NRS, the court shall order indemnification, in which case
Indemnitee shall be entitled to recover the expenses of securing such reimbursement; or

(b) if it determines that Indemnitee is fairly and reasonably entitled to indemnification in view of all the relevant circumstances, whether or not
Indemnitee (i) has met the standards of conduct set forth in Chapter 78 of the NRS or (ii) has been adjudged liable for receipt of an improper personal
benefit under Chapter 78 of the NRS, the court may order such indemnification as the court shall deem proper.

Section 7. Indemnification for Expenses of a Party Who is Wholly or Partly Successful.  Notwithstanding any other provision of this Agreement, and without
limiting any such provision, to the extent that Indemnitee is, by reason of his Corporate Status, made a party to and is successful, on the merits or otherwise, in
the defense of any Proceeding, he shall be indemnified for all Expenses actually and reasonably incurred by him or on his behalf in connection therewith. If
Indemnitee is not wholly successful in such Proceeding but is successful, on the merits or otherwise, as to one or more but less than all claims, issues or
matters in such Proceeding, the Company shall indemnify Indemnitee under this Section 7 for all Expenses actually and reasonably incurred by him or on his
behalf in connection with each successfully resolved claim, issue or matter, allocated on a reasonable and proportionate basis. For purposes of this Section and
without limitation, the termination of any claim, issue or matter in such a Proceeding by dismissal, with or without prejudice, shall be deemed to be a successful
result as to such claim, issue or matter.
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Section 8. Advance of Expenses. The Company shall advance all reasonable Expenses incurred by or on behalf of Indemnitee in connection with any
Proceeding to which Indemnitee is, or is threatened to be, made a party or a witness, within ten days after the receipt by the Company of a statement or
statements from Indemnitee requesting such advance or advances from time to time, whether prior to or after final disposition of such Proceeding. Such
statement or statements shall reasonably evidence the Expenses incurred by Indemnitee and shall include or be preceded or accompanied by a written
affirmation by Indemnitee of Indemnitee’s good faith belief that the standard of conduct necessary for indemnification by the Company as authorized by law and
by this Agreement has been met and a written undertaking by or on behalf of Indemnitee, in substantially the form attached hereto as Exhibit A or in such form
as may be required under applicable law as in effect at the time of the execution thereof, to reimburse the portion of any Expenses advanced to Indemnitee
relating to claims, issues or matters in the Proceeding as to which it shall ultimately be established that the standard of conduct has not been met and which
have not been successfully resolved as described in Section 7. To the extent that Expenses advanced to Indemnitee do not relate to a specific claim, issue or
matter in the Proceeding, such Expenses shall be allocated on a reasonable and proportionate basis. The undertaking required by this Section 8 shall be an
unlimited general obligation by or on behalf of Indemnitee and shall be accepted without reference to Indemnitee’s financial ability to repay such advanced
Expenses and without any requirement to post security therefor.
 
Section 9. Procedure for Determination of Entitlement to Indemnification. (a) To obtain indemnification under this Agreement, Indemnitee shall submit to the
Company a written request, including therein or therewith such documentation and information as is reasonably available to Indemnitee and is reasonably
necessary to determine whether and to what extent Indemnitee is entitled to indemnification. The Secretary of the Company shall, promptly upon receipt of such
a request for indemnification, advise the Board of Directors in writing that Indemnitee has requested indemnification. (b) Upon written request by Indemnitee for
indemnification pursuant to the first sentence of Section 9(a) hereof, a determination, if required by applicable law, with respect to Indemnitee’s entitlement
thereto shall promptly be made in the specific case: (i) if a Change in Control shall have occurred, by Independent Counsel in a written opinion to the Board of
Directors, a copy of which shall be delivered to Indemnitee; or (ii) if a Change of Control shall not have occurred, (A) by the Board of Directors (or a duly
authorized committee thereof) by a majority vote of a quorum consisting of Disinterested Directors (“Disinterested Directors”), or (B) if a quorum of the Board of
Directors consisting of Disinterested Directors is not obtainable or, even if obtainable, such quorum of Disinterested Directors so directs, by Independent Counsel
in a written opinion to the Board of Directors, a copy of which shall be delivered to Indemnitee, or (C) if so directed by a majority of the members of the Board of
Directors, by the stockholders of the Company; and, if it is so determined that Indemnitee is entitled to indemnification, payment to Indemnitee shall be made
within ten days after such determination. Indemnitee shall cooperate with the person, persons or entity making such determination with respect to Indemnitee’s
entitlement to indemnification, including providing to such person, persons or entity upon reasonable advance request any documentation or information which is
not privileged or otherwise protected from disclosure and which is reasonably available to Indemnitee and reasonably necessary to such determination. Any
costs or Expenses incurred by Indemnitee in so cooperating with the person, persons or entity making such determination shall be borne by the Company
(irrespective of the determination as to Indemnitee’s entitlement to indemnification) and the Company shall indemnify and hold Indemnitee harmless therefrom.
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Section 10. Presumptions and Effect of Certain Proceedings. (a) In making a determination with respect to entitlement to indemnification hereunder, the
person or persons or entity making such determination shall presume that Indemnitee is entitled to indemnification under this Agreement if Indemnitee has
submitted a request for indemnification in accordance with Section 9(a) of this Agreement, and the Company shall have the burden of proof to overcome that
presumption in connection with the making of any determination contrary to that presumption. (b) The termination of any Proceeding by judgment, order,
settlement, conviction, a plea of nolo contendere or its equivalent, or an entry of an order of probation prior to judgment, does not create a presumption that
Indemnitee did not meet the requisite standard of conduct described herein for indemnification.
 
Section 11. Remedies of Indemnitee. (a) If (i) a determination is made pursuant to Section 9 of this Agreement that Indemnitee is not entitled to indemnification
under this Agreement, (ii) advance of Expenses is not timely made pursuant to Section 8 of this Agreement, (iii) no determination of entitlement to
indemnification shall have been made pursuant to Section 9(b) of this Agreement within 30 days after receipt by the Company of the request for indemnification,
(iv) payment of indemnification is not made pursuant to Section 7 of this Agreement within ten days after receipt by the Company of a written request therefor, or
(v) payment of indemnification is not made within ten days after a determination has been made that Indemnitee is entitled to indemnification, Indemnitee shall
be entitled to an adjudication in an appropriate court of the State of Nevada, or in any other court of competent jurisdiction, of his entitlement to such
indemnification or advance of Expenses. Alternatively, Indemnitee, at his option, may seek an award in arbitration to be conducted by a single arbitrator
pursuant to the commercial Arbitration Rules of the American Arbitration Association. Indemnitee shall commence such proceeding seeking an adjudication or
an award in arbitration within 180 days following the date on which Indemnitee first has the right to commence such proceeding pursuant to this Section 11(a);
provided, however, that the foregoing clause shall not apply to a proceeding brought by Indemnitee to enforce his rights under Section 7 of this Agreement. (b) In
any judicial proceeding or arbitration commenced pursuant to this Section 11 the Company shall have the burden of proving that Indemnitee is not entitled to
indemnification or advance of Expenses, as the case may be. (c) If a determination shall have been made pursuant to Section 9(b) of this Agreement that
Indemnitee is entitled to indemnification, the Company shall be bound by such determination in any judicial proceeding or arbitration commenced pursuant to this
Section 11, absent a misstatement by Indemnitee of a material fact, or an omission of a material fact necessary to make Indemnitee’s statement not materially
misleading, in connection with the request for indemnification.
(d) In the event that Indemnitee, pursuant to this Section 11, seeks a judicial adjudication of or an award in arbitration to enforce his rights under, or to recover
damages for breach of, this Agreement, Indemnitee shall be entitled to recover from the Company, and shall be indemnified by the Company for, any and all
Expenses actually and reasonably incurred by him in such judicial adjudication or arbitration. If it shall be determined in such judicial adjudication or arbitration
that Indemnitee is entitled to receive part but not all of the indemnification or advance of Expenses sought, the Expenses incurred by Indemnitee in connection
with such judicial adjudication or arbitration shall be appropriately prorated.
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Section 12. Defense of the Underlying Proceeding. (a) Indemnitee shall notify the Company promptly upon being served with or receiving any summons,
citation, subpoena, complaint, indictment, information, notice, request or other document relating to any Proceeding which may result in the right to
indemnification or the advance of Expenses hereunder; provided, however, that the failure to give any such notice shall not disqualify Indemnitee from the right,
or otherwise affect in any manner any right of Indemnitee, to indemnification or the advance of Expenses under this Agreement unless the Company’s ability to
defend in such Proceeding or to obtain proceeds under any insurance policy is materially and adversely prejudiced thereby, and then only to the extent the
Company is thereby actually so prejudiced. (b) Subject to the provisions of the last sentence of this Section 12(b) and of Section 12(c) below, the Company shall
have the right to defend Indemnitee in any Proceeding which may give rise to indemnification hereunder; provided, however, that the Company shall notify
Indemnitee of any such decision to defend within 15 calendar days following receipt of notice of any such Proceeding under Section 12(a) above. The Company
shall not, without the prior written consent of Indemnitee, which shall not be unreasonably withheld or delayed, consent to the entry of any judgment against
Indemnitee or enter into any settlement or compromise which (i) includes an admission of fault of Indemnitee or (ii) does not include, as an unconditional term
thereof, the full release of Indemnitee from all liability in respect of such Proceeding, which release shall be in form and substance reasonably satisfactory to
Indemnitee. This Section 12(b) shall not apply to a Proceeding brought by Indemnitee under Section 11 above or Section 18 below. (c) Notwithstanding the
provisions of Section 12(b) above, if in a Proceeding to which Indemnitee is a party by reason of Indemnitee’s Corporate Status, (i) Indemnitee reasonably
concludes, based upon an opinion of counsel approved by the Company, which approval shall not be unreasonably withheld, that he may have separate
defenses or counterclaims to assert with respect to any issue which may not be consistent with other defendants in such Proceeding, (ii) Indemnitee reasonably
concludes, based upon an opinion of counsel approved by the Company, which approval shall not be unreasonably withheld, that an actual or apparent conflict
of interest or potential conflict of interest exists between Indemnitee and the Company, or (iii) if the Company fails to assume the defense of such Proceeding in a
timely manner, Indemnitee shall be entitled to be represented by separate legal counsel of Indemnitee’s choice, subject to the prior approval of the Company,
which shall not be unreasonably withheld, at the expense of the Company. In addition, if the Company fails to comply with any of its obligations under this
Agreement or in the event that the Company or any other person takes any action to declare this Agreement void or unenforceable, or institutes any Proceeding
to deny or to recover from Indemnitee the benefits intended to be provided to Indemnitee hereunder, Indemnitee shall have the right to retain counsel of
Indemnitee’s choice, subject to the prior approval of the Company, which shall not be unreasonably withheld, at the expense of the Company (subject to Section
11(d)), to represent Indemnitee in connection with any such matter.
 
Section 13. Non-Exclusivity; Survival of Rights; Subrogation; Insurance.
(a) The rights of indemnification and advance of Expenses as provided by this Agreement shall not be deemed exclusive of any other rights to which Indemnitee
may at any time be entitled under applicable law, the Articles of Incorporation of the Company (as amended from time to time, the “Charter”) or the bylaws of the
Company (as amended from time to time, the “Bylaws”), any agreement or a resolution of the stockholders entitled to vote generally in the election of directors or
of the Board of Directors, or otherwise. No amendment, alteration or repeal of this Agreement or of any provision hereof shall limit or restrict any right of
Indemnitee under this Agreement in respect of any action taken or omitted by such Indemnitee in his Corporate Status prior to such amendment, alteration or
repeal. (b) In the event of any payment under this Agreement, the Company shall be subrogated to the extent of such payment to all of the rights of recovery of
Indemnitee, who shall execute all papers required and take all action necessary to secure such rights, including execution of such documents as are necessary
to enable the Company to bring suit to enforce such rights. (c) The Company shall not be liable under this Agreement to make any payment of amounts
otherwise indemnifiable or payable or reimbursable as expenses hereunder if and to the extent that Indemnitee has otherwise actually received such payment
under any insurance policy, contract, agreement or otherwise.
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Section 14. Insurance. The Company will use its reasonable best efforts to acquire directors and officers liability insurance, on terms and conditions deemed
appropriate by the Board of Directors of the Company, with the advice of counsel, covering Indemnitee or any claim made against Indemnitee for service as a
director or officer of the Company and covering the Company for any indemnification or advance of Expenses made by the Company to Indemnitee for any
claims made against Indemnitee for service as a director or officer of the Company. Without in any way limiting any other obligation under this Agreement, the
Company shall indemnify Indemnitee for any payment by Indemnitee arising out of the amount of any deductible or retention and the amount of any excess of
the aggregate of all judgments, penalties, fines, settlements and reasonable Expenses incurred by Indemnitee in connection with a Proceeding over the
coverage of any insurance referred to in the previous sentence.
 
Section 15. Indemnification for Expenses of a Witness.  Notwithstanding any other provision of this Agreement, to the extent that Indemnitee is, by reason of
his Corporate Status, a witness in any Proceeding, whether instituted by the Company or any other party, and to which Indemnitee is not a party, he shall be
advanced all reasonable Expenses and indemnified against all Expenses actually and reasonably incurred by him or on his behalf in connection therewith.
 
Section 16. Duration of Agreement; Binding Effect. (a) This Agreement shall continue until and terminate ten years after the date that Indemnitee’s Corporate
Status shall have ceased; provided, that the rights of Indemnitee hereunder shall continue until the final termination of any Proceeding then pending in respect of
which Indemnitee is granted rights of indemnification or advance of Expenses hereunder and of any proceeding commenced by Indemnitee pursuant to Section
11 of this Agreement relating thereto. (b) The indemnification and advance of Expenses provided by, or granted pursuant to, this Agreement shall be binding
upon and be enforceable by the parties hereto and their respective successors and assigns (including any direct or indirect successor by purchase, merger,
consolidation or otherwise to all or substantially all of the business or assets of the Company), shall continue as to an Indemnitee who has ceased to be a
director, trustee, officer, employee or agent of the Company or of any other corporation, partnership, joint venture, trust, employee benefit plan or other
enterprise which such person is or was serving at the written request of the Company, and shall inure to the benefit of Indemnitee and his spouse, assigns, heirs,
devisees, executors and administrators and other legal representatives. (c) The Company shall require and cause any successor (whether direct or indirect by
purchase, merger, consolidation or otherwise) to all, substantially all or a substantial part, of the business and/or assets of the Company, by written agreement in
form and substance satisfactory to Indemnitee, expressly to assume and agree to perform this Agreement in the same manner and to the same extent that the
Company would be required to perform if no such succession had taken place.

 
Section 17. Severability. If any provision or provisions of this Agreement shall be held to be invalid, illegal or unenforceable for any reason whatsoever: (a) the
validity, legality and enforceability of the remaining provisions of this Agreement (including, without limitation, each portion of any section of this Agreement
containing any such provision held to be invalid, illegal or unenforceable that is not itself invalid, illegal or unenforceable) shall not in any way be affected or
impaired thereby; and (b) to the fullest extent possible, the provisions of this Agreement (including, without limitation, each portion of any section of this
Agreement containing any such provision held to be invalid, illegal or unenforceable, that is not itself invalid, illegal or unenforceable) shall be construed so as to
give effect to the intent manifested thereby.
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Section 18. Exception to Right of Indemnification or Advance of Expenses.  Notwithstanding any other provision of this Agreement, Indemnitee shall not be
entitled to indemnification or advance of Expenses under this Agreement with respect to any Proceeding brought by Indemnitee, unless (a) the Proceeding is
brought to enforce indemnification under this Agreement or otherwise or (b) the Company’s Bylaws, the Charter, a resolution of the stockholders entitled to vote
generally in the election of directors or of the Board of Directors or an agreement approved by the Board of Directors to which the Company is a party expressly
provide otherwise.
 
Section 19. Identical Counterparts. This Agreement may be executed in one or more counterparts, each of which shall for all purposes be deemed to be an
original but all of which together shall constitute one and the same Agreement. One such counterpart signed by the party against whom enforceability is sought
shall be sufficient to evidence the existence of this Agreement. Electronic signatures or signatures contained in a portable document format (PDF) of this
Agreement shall be deemed an original signature.
 
Section 20. Headings.  The headings of the paragraphs of this Agreement are inserted for convenience only and shall not be deemed to constitute part of this
Agreement or to affect the construction thereof.
 
Section 21. Modification and Waiver. No supplement, modification or amendment of this Agreement shall be binding unless executed in writing by both of the
parties hereto. No waiver of any of the provisions of this Agreement shall be deemed or shall constitute a waiver of any other provisions hereof (whether or not
similar) nor shall such waiver constitute a continuing waiver.
 
Section 22. Notices. All notices, requests, demands and other communications hereunder shall be in writing and shall be deemed to have been duly given if (i)
delivered by hand and receipted for by the party to whom said notice or other communication shall have been directed, or (ii) mailed by certified or registered
mail with postage prepaid, on the third business day after the date on which it is so mailed:
 

(a) If to Indemnitee, to: The address set forth on the signature page hereto.
 

(b) If to the Company, to:
 

Surna, Inc.
1780 55th Street, Suite A
Boulder, Colorado 80301
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or to such other address as may have been furnished to Indemnitee by the Company or to the Company by Indemnitee, as the case may be.
 
Section 23. Governing Law. The parties agree that this Agreement shall be governed by, and construed and enforced in accordance with, the laws of the State
of Nevada applicable to contracts formed and to be performed entirely within the State of Nevada, without regard to its conflicts of laws rules, to the extent such
rules would require or permit the application of the laws of another jurisdiction.
 
Section 24. Miscellaneous. Use of the masculine pronoun shall be deemed to include usage of the feminine pronoun where appropriate.
 

[SIGNATURE PAGE FOLLOWS ]
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the day and year first above written.

 
 SURNA, INC.  
    
 By:   
    
 Name:   
    
 Title:   
    
 INDEMNITEE  
    
 By:   
    
 Name:   
    
 Title:   
    
 Address:  

 
 

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 
 

EXHIBIT A
 

FORM OF UNDERTAKING TO REPAY EXPENSES ADVANCED
 
To: The Board of Directors of Surna, Inc.
 
Re: Undertaking to Repay Expenses Advanced
 
Ladies and Gentlemen:
 

This undertaking is being provided pursuant to that certain Indemnification Agreement (the “ Indemnification Agreement”) dated ____ day of _______,
20__, by and between Surna, Inc. (the “Company”) and the undersigned Indemnitee (“ Indemnitee”), pursuant to which I am entitled to advance of expenses in
connection with [Description of Proceeding] (the “Proceeding”).
 

Terms used herein and not otherwise defined shall have the meanings specified in the Indemnification Agreement.
 

I am subject to the Proceeding by reason of my Corporate Status or by reason of alleged actions or omissions by me in such capacity. I hereby affirm
that at all times, insofar as I was involved as [a director/officer] of the Company, in any of the facts or events giving rise to the Proceeding, I (1) acted in good
faith and honestly, (2) did not receive any improper personal benefit in money, property or services and (3) in the case of any criminal proceeding, had no
reasonable cause to believe that any act or omission by me was unlawful.
 

In consideration of the advance of Expenses by the Company for reasonable attorneys’ fees and related expenses incurred by me in connection with the
Proceeding (the “Advanced Expenses”), I hereby agree that if, in connection with the Proceeding, it is established that (1) an act or omission by me was material
to the matter giving rise to the Proceeding and (a) was committed in bad faith or (b) was the result of active and deliberate dishonesty or (2) I actually received
an improper personal benefit in money, property or services or (3) in the case of any criminal proceeding, I had reasonable cause to believe that the act or
omission was unlawful, then I shall promptly reimburse the portion of the Advanced Expenses relating to the claims, issues or matters in the Proceeding as to
which the foregoing findings have been established and which have not been successfully resolved as described in Section 7 of the Indemnification Agreement.
To the extent that Advanced Expenses do not relate to a specific claim, issue or matter in the Proceeding, I agree that such Expenses shall be allocated on a
reasonable and proportionate basis.
 

IN WITNESS WHEREOF, I have executed this Affirmation and Undertaking on this ___day of _____, 20___.
 
 INDEMNITEE
   
 By:                        
 Name:            
 Title:  
 
WITNESS  
                         SEAL
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Exhibit 31.1
 

Rule 13a-14(a)/15d-14(a) Certification
 
I, Trent Doucet, certify that:
 

1. I have reviewed this Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2017 of Surna Inc. (the “registrant”);
 
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 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 15-d-15(f)) for the
registrant and have:

 
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, 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

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant’s auditors and the Audit Committee of the registrant’s board of directors (or persons performing the equivalent functions):
 
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.
 

Date: May 15, 2017 /s/ Trent Doucet

 Trent Doucet, President & Chief Executive Officer
(Principal Executive Officer)

 
 

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 
 

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



EX-31.2 6 ex31-2.htm
 

Exhibit 31.2
 

Rule 13a-14(a)/15d-14(a) Certification
 
I, Dean S Skupen, certify that:
 

1. I have reviewed this Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2017 of Surna Inc. (the “registrant”);
 
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 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 15-d-15(f)) for the
registrant and have:

 
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, 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

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant’s auditors and the Audit Committee of the registrant’s board of directors (or persons performing the equivalent functions):
 
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.
 

Date: May 15, 2017 /s/ Dean S Skupen

 Dean S Skupen, Director of External Reporting
(Principal Financial and Accounting Officer)
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Exhibit 32.1
 

Section 1350 Certification
 
In connection with the Quarterly Report on Form 10-Q of Surna Inc., (the “Company”) for the quarterly period ended March 31, 2017 as filed with the U.S.
Securities and Exchange Commission (the “Report”), I, Trent Doucet, President and Chief Executive Officer of the Company, and I, Dean S Skupen, Director of
External Reporting of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to
the best of our knowledge:

 
 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 result of operations of the Company.

 
Date: May 15, 2017 /s/ Trent Doucet

 Trent Doucet, President and Chief Executive Officer
(Principal Executive Officer)

  
Date: May 15, 2017 /s/ Dean S Skupen

 Dean S Skupen, Director of External Reporting
(Principal Financial and Accounting Officer)

 
This certification accompanies this Quarterly Report on Form 10-Q pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent
required by such Act, be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”).
Such certification will not be deemed to be incorporated by reference into any filing under the Securities Act of 1933, as amended, or the Exchange Act, except
to the extent that the Company specifically incorporates it by reference.
 

 

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 
 

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



EX-99.1 8 ex99-1.htm
 

Exhibit 99.1
 

FOR IMMEDIATE RELEASE
 

Surna Reports Q1 2017 Results
 
May 15, 2017 – Boulder, Colorado – Surna, Inc., a manufacturer of a proprietary line of optimized lighting, environmental control and air sanitation systems for
state-regulated cannabis cultivation facilities as well as traditional indoor agricultural facilities (“Surna” or the “Company”) (OTCQB: SRNA), announced today
operating and financial results for the three months ended March 31, 2017. The Company will not be hosting a conference call following the release of its
financial results.
 
Results of Operations
 
Revenue for the three months ended March 31, 2017 was approximately $1,593,000 compared to $2,498,000 for the three months ended March 31, 2016, a
decline of $905,000, or 36%. The decline in revenue was primarily due to: (i) the restructuring of our policies to secure sales contracts at an earlier stage which
was not in place in Q1 2016, and (ii) the heightened uncertainty of the cannabis industry following the recent U.S. presidential election.
 
Cost of revenue decreased by 17% from $1,410,000 for the three months ended March 31, 2016 to approximately $1,165,000 for the three months ended
March 31, 2017. The gross margin decreased by seventeen percentage points from 44% for the three months ended March 31, 2016 to 27% for the three
months ended March 31, 2017. The fixed cost component represents engineering, manufacturing and project management salaries and benefits, which totaled
approximately $294,000, or 18% of total revenue, for the three months ended March 31, 2017 as compared to $332,000, or 13% of total revenue, for three
months ended March 31, 2016. The variable cost component represents our cost of equipment, outside engineering costs, shipping and handling, travel and
warranty costs, which total approximately $871,000, or 55% or total revenue, in the three months ended March 31, 2017 as compared to $1,078,000, or 43% of
total revenue, in the three months ended March 31, 2016.
 
Our standard controlled environment agriculture project consists of small chillers, fan-coils, and dehumidifiers, the major equipment items which we
manufacture. Other required equipment items typically consist of large chillers, pumps, air separators and expansion tanks, which we purchase from outside
vendors. We believe our core competency is to provide integration services for these equipment items delivering a fully engineered, turn-key, single-source
solution to our customers.
 
This integrated solution can create gross profit margin fluctuations depending on project design and the mix between our proprietary equipment, which typically
generates a higher gross profit margin, and the equipment manufactured by outside vendors, which has a lower gross profit margin. Further, quarterly
fluctuations in gross profit margins can occur based on the timing of a project’s needs for our manufactured equipment versus third party manufactured
equipment.
 
Operating expenses increased by 41% from $724,000 for the three months ended March 31, 2016 to approximately $1,018,000 for the three months ended
March 31, 2017. For the three months ended March 31, 2017, we incurred $136,000 in non-cash compensatory expenses, compared to non-cash
compensatory expenses of $3,000 for the three months ended March 31, 2016.
 
The most significant component of our increased operating expenses in the three months ended March 31, 2017 were selling, general and administrative
expenses (“SG&A expenses”). SG&A expenses increased by $249,000, or 44%, from $569,000 for the three months ended March 31, 2016 to $818,000 for
three months ended March 31, 2017. The increase in SG&A expenses for the three months ended March 31, 2017 is due primarily to the following: (i)
increased personnel-related costs of approximately $184,000, including a non-cash stock-based retention bonus paid to our new chairman of our board of
approximately $131,000, (ii) increased travel cost of approximately $16,000, and (iii) increased investor and public relations costs of approximately $66,000.
These increases were offset by decreases in the following; (i) our SG&A expenses related to outside sales commissions, which decreased by approximately
$24,000, and (ii) our provision for bad debt for the three months ended March 31, 2017 which was zero compared to the March 31, 2016 provision of
approximately $41,000.
 Overall, we realized a net loss of approximately $1,001,000 for three months ended March 31, 2017 as compared to a net loss of approximately $746,000 for
three months ended March 31, 2016, an increase $255,000, or 34%.
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Regulatory Changes are Leading Indicator for New Facility Construction
 
The demand for our products and services is primarily based on the new construction of cannabis cultivation facilities in the U.S. and Canada.
 
Recent and anticipated regulatory changes involving medicinal and/or recreational cannabis use in various jurisdictions, such as California, tends to be a leading
indicator for the granting of licenses for new facility construction.
 
For 2017, we are focused on new facility construction in California, where recreational cannabis use was approved in November 2016, and in Canada, where
federal legalization legislation has been introduced and recreational cannabis use appears to be gaining support.
 
Contract Milestones and Revenue Model
 
While our typical project sales contract is non-cancellable, there are risks that we may not realize the full contract value in a timely manner, or at all. Completion
of a sales contract is dependent upon our customers’ ability to secure, license and build their growing facility and take possession of the equipment.
 
In order to address these risks, we have three key milestones built into our contracts:
 
 • First, we provide our customer with engineering plans for which we require an upfront deposit before we begin our services. In many cases, the

engineering phase is done as part of the license application or building permit process, represents on average approximately 10% of the total contract
value, and takes approximately four to six weeks to complete. We previously required a larger initial deposit that covered engineering and initial
equipment items, however, beginning in early 2017, we began offering our customers a lower initial deposit for engineering only. Our strategy is to lock
in the sales contract and commence the engineering portion of the project earlier, which is important for a number of reasons: (i) we can assist our
customers with their engineering and design plans as part of their licensing application process, (ii) we are better positioned to lock in our technology for
the project at an earlier stage, and (iii) we are able to help reduce the customer’s time to market.

   
 • Second, upon completion of the engineering phase, it may take our customer on average five months to complete the facility build-out, with possible

delays due to financing or other aspects which are beyond our control. Customer delays in obtaining financing and completing facility build-out make the
timing of completion of our sales contract unpredictable. For our protection, before we begin manufacturing our proprietary equipment items, we require
an upfront deposit.

   
 • And third, the last phase of our contract involves procurement and drop-ship delivery of third party manufactured equipment items, which we undertake

only upon payment of the third and final deposit.
 
Sales Contract Backlog
 
As of March 31, 2017, we had executed project sales contracts with a total unearned contract value of approximately $3,790,000 (“Q1 2017 backlog”), of which
approximately $2,279,000 was attributed to sales contracts entered into in the three months ended March 31, 2017 and the remaining $1,511,000 attributed to
prior quarters.
 
About 78% of the Q1 2017 backlog is attributed to projects for which we have not received a further deposit on our proprietary equipment and, as a result, there
are potential risks of project cancellation or delays. Further, a substantial portion of our Q1 2017 backlog is not expected to be recognized as revenue until the
second half of 2017.
 
In April, we entered into a sales contract with a customer with a contract value of approximately $1,300,000 for which we have not completed the engineering
phase. Accordingly, this contract carries the potential risk of non-completion due to the early stage of this project.
 
We continue to remain focused on increasing our sales contract backlog and quoting larger projects in an effort to position us for incremental revenues in the
second half of 2017, but it is difficult for us to predict when we will recognize project revenue.
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Balance Sheet; Capital Requirements
 
We had working capital (current assets in excess of current liabilities) of approximately $43,000 as of March 31, 2017 as compared to a working capital deficit of
approximately $2,860,000 as of December 31, 2016. This change in working capital quarter-over-quarter is primarily related to the $2,685,000 we raised in a
private placement of our common stock and attached warrants during the three months ended March 31, 2017.
 
During the three months ended March 31, 2017, we extinguished convertible promissory notes in the principal amount of $510,000 through the issuance of
shares of its common stock and made payments of $270,000 to extinguish the remainder of our convertible promissory notes.
 
Management has determined our March 31, 2017 cash balance of approximately $1,969,000 will not be sufficient to fund our operations over the next twelve
months. Based on management’s estimate for our operational cash requirements and without modifications to our existing payment obligations, which include,
among other things, the upcoming payments for promissory notes in the principal amount of $537,500, which were issued in February 2017 and mature in
November 2017, we will require additional capital to be raised in the second half of 2017.
 
If we are unable to generate sufficient cash flow from operations, make adjustments to our payment arrangements or raise sufficient additional capital through
future debt and equity financings or strategic and collaborative ventures with potential partners, we will likely have to reduce the size and scope of our operations.
There can be no assurance that we will be able to continue to raise capital on terms and conditions that are deemed acceptable to us, or at all.
 
Other Developments
 
On May 10, 2017, our Board of Directors approved a three-year consulting agreement between the Company and Stephen Keen, a principal shareholder of the
Company and a former officer and director. Under the consulting agreement, Mr. Keen will provide us certain consulting services including research and
development, new product design and innovations, existing product enhancements and improvements, and other technology advancements with respect to our
business and products in exchange for an annual consulting fee of $30,000. The consulting agreement also includes certain activity restrictions which prohibit Mr.
Keen from competing against us. In connection with the execution of this consulting agreement, Mr. Keen resigned as a director on May 10, 2017. Mr. Keen’s
employment with the Company ceased as of April 28, 2017.
 
On May 10, 2017, our Board also approved a three-year equipment, demonstration and product testing agreement between the Company and Sterling Pharms,
LLC (“Sterling”), an entity controlled by Mr. Keen, which operates a Colorado-regulated cannabis cultivation facility. Under this agreement, we have agreed to
provide to Sterling certain lighting, environmental control, and air sanitation equipment for use at the Sterling facility in exchange for a quarterly fee of $16,500.
Also, under this agreement, Sterling has agreed to allow us and our existing and prospective customers to have access to the Sterling facility for demonstration
tours in a working environment, which we believe will assist us in the sale of our products. Sterling has also agreed to monitor, test and evaluate our products
installed at the Sterling facility and to collect data and provide feedback to us on the energy and operational efficiency and efficacy of the installed products,
which we intend to use to improve, enhance and develop new or additional product features, innovations and technologies. In consideration for access to the
Sterling facility to conduct demonstration tours and for the product testing and data to be provided by Sterling, we will pay Sterling a quarterly fee of $12,000.
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About Surna, Inc.
 
Surna Inc. ( www.surna.com ) develops innovative technologies and products that monitor, control and or address the energy and resource intensive nature of
indoor cannabis cultivation. Currently, the Company’s revenue stream is based on its main product offerings – supplying industrial technology and products to
commercial indoor cannabis grow facilities.
 
Headquartered in Boulder, Colorado, Surna’s diverse engineering team is tasked with creating novel energy and resource efficient solutions, including the
company’s signature water-cooled climate control platform. The company’s engineers continuously seek to create technology that solves the highly specific
demands of the cannabis industry for temperature, humidity, light and process control.
 
Surna’s goal is to provide intelligent solutions to improve the quality, the control and the overall yield and efficiency of controlled environment agriculture. Though
its customers do, the Company neither produces nor sells cannabis.
 
Forward Looking Statements
 
This press release may contain statements of a forward-looking nature relating to future events. These forward-looking statements are subject to the inherent
uncertainties in predicting future results and conditions. These statements reflect Surna’s current beliefs, and a number of important factors could cause actual
results to differ materially from those expressed in this press release, including the factors set forth in “Risk Factors” set forth in Surna’s Form 10-K and Form 10-
Q filed with the Securities and Exchange Commission (“SEC”), and subsequent filings with the SEC. Please refer to Surna’s SEC filings for a more detailed
discussion of the risks and uncertainties associated with its business, including but not limited to the risks and uncertainties associated with Surna’s ability to
monetize service components, Surna’s support of premium prices for existing products, commercialization of research and development efforts and continued
expansion of legal cannabis markets. Other risks and uncertainties include, among others, risks related to new products, services, and technologies, government
regulation and taxation, and fraud. In addition, the current global economic climate amplifies many of these risks. Except as required by the federal securities
laws, Surna undertakes no obligation to revise or update any forward-looking statements, whether as a result of new information, future events or otherwise. The
reference to Surna’s website has been provided as a convenience, and the information contained on such website is not incorporated by reference into this
press release.
 
Statement about Cannabis Markets
 
The use, possession, cultivation, and distribution of cannabis is prohibited by federal law. This includes medical and recreational cannabis. Although certain
states have legalized medical and recreational cannabis, companies and individuals involved in the sector are still at risk of being prosecuted by federal
authorities. Further, the landscape in the cannabis industry changes rapidly. What was the law last week is not the law today and what is the law today may not
be the law next week. This means that at any time the city, county, or state where cannabis is permitted can change the current laws and/or the federal
government can supersede those laws and take prosecutorial action. Given the uncertain legal nature of the cannabis industry, it is imperative that investors
understand that the cannabis industry is a high-risk investment. A change in the current laws or enforcement policy can negatively affect the status and
operation of our business, require additional fees, stricter operational guidelines and unanticipated shut-downs.
 
 Surna Marketing
  
 Jamie English
 Marketing Manager
 jamie.english@surna.com
 303-993-5271
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Surna Inc.
Condensed Consolidated Balance Sheets

 
  March 31, 2017  December 31, 2016
  Unaudited   
ASSETS         
Current Assets         

Cash  $ 1,969,145  $ 319,546 
Accounts receivable (net of allowance for doubtful accounts of $91,000 and $91,000
respectively)   63,183   47,166 
Notes receivable   80,000   157,218 
Inventory   774,044   747,905 
Prepaid expenses   125,191   84,976 

Total Current Assets   3,011,563   1,356,811 
         
Noncurrent Assets         

Property and equipment, net   83,002   93,565 
Intangible assets, net   670,732   667,445 

Total Noncurrent Assets   753,734   761,010 
         
TOTAL ASSETS  $ 3,765,297  $ 2,117,821 

         
LIABILITIES AND SHAREHOLDERS’ DEFICIT         
         
Current Liabilities         

Accounts payable and accrued liabilities  $ 1,076,205  $ 1,337,853 
Deferred revenue   924,861   1,421,344 
Notes Payable, net   475,559   — 
Amounts due shareholders   69,383   57,398 
Convertible promissory notes, net   —   761,440 
Convertible accrued interest   —   161,031 
Derivative liability on warrants   422,814   477,814 

Total Current Liabilities   2,968,822   4,216,880 
         
Noncurrent Liabilities         

Amounts due shareholders-long term   —   11,985 
Total Noncurrent Liabilities   —   11,985 

         
TOTAL LIABILITIES   2,968,822   4,228,865 
         
SHAREHOLDERS’ EQUITY (DEFICIT)         

Preferred stock, $0.00001 par value; 150,000,000 shares authorized; 77,220,000 shares
issued and outstanding   772   772 
Common stock, $0.00001 par value; 350,000,000 shares authorized; 183,294,028 and
160,744,916 shares issued and outstanding, respectively   1,832   1,607 
Paid in capital   16,130,912   12,222,789 
Accumulated deficit   (15,337,041)   (14,336,212)

Total Shareholders’ Equity (Deficit)   796,475   (2,111,044)
         
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY  $ 3,765,297  $ 2,117,821 
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Surna Inc.
Condensed Consolidated Statements of Operations and Comprehensive Loss

(Unaudited)
 

  For the Three Months Ended
  March 31,
  2017  2016
Revenue  $ 1,593,092  $ 2,498,604 
Cost of revenue   1,164,756   1,409,944 
Gross margin   428,336   1,088,660 
         
Operating expenses:         

Advertising and marketing expenses   106,205   48,065 
Product development costs   93,789   106,279 
Selling, general and administrative expenses   817,960   569,337 

Total operating expenses   1,017,954   723,681 
         
Operating income (loss)   (589,618)   364,979 
         
Other income (expense):         

Interest and other income, net   2,951   6,164 
Interest expense   (27,114)   (272,972)
Amortization of debt discount on convertible promissory notes   (27,048)   (422,668)
Loss on extinguishment of debt   (415,000)   — 
(Loss) gain on change in derivative liabilities   55,000   (421,717)

Total other expense   (411,211)   (1,111,193)
         
Loss from continuing operations before provision for income taxes   (1,000,829)   (746,214)
         
Provision for Income taxes   —   — 
         
Net loss   (1,000,829)   (746,214)
         
Other comprehensive income (expense)   —   — 
Comprehensive loss  $ (1,000,829)  $ (746,214)

         
Loss per common share – basic and dilutive  $ (0.01)  $ (0.01)

         
Weighted average number of shares outstanding, both basic and dilutive   168,224,209   130,268,814 
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