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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 under the Act). Yes

❑ No ☑

The number of shares of Common Stock outstanding was 14,898,543 as of October 25, 2018.

CAUTIONARY NOTE ABOUT FORWARD-LOOKING STATEMENTS
This quarterly report on Form 10-Q contains “forward-looking statements” within the meaning of section 27A of the Securities Act of 1933 and section
21E of the Securities Exchange Act of 1934. We intend the forward-looking statements throughout this quarterly report on Form 10-Q to be covered by the safe
harbor provisions for forward-looking statements. Statements contained in this report which are not historical facts are forward-looking statements that involve
risks and uncertainties that could cause actual results to differ materially from projected results. These statements can sometimes be identified by our use of
forward-looking words such as “may,” “believe,” “plan,” “anticipate,” “estimate,” “expect,” “intend,” and other phrases of similar meaning. Such statements include
projections, guidance and other statements regarding the expected impacts of new accounting standards and the timing of our implementation thereof, our
business strategy, expectations regarding expanding market opportunities for DynaEnergetics’ perforating systems, the expected timing for the new
manufacturing, assembly and administrative space in Blum, Texas to be fully operational, the estimated percent of DynaEnergetics’ total sales to be contributed
by its Russia-based operations in 2018, the expected timing of the payments of AD/CVD penalties, our liquidity position and factors impacting such position,
including expectations regarding legal costs, and the outcome of pending patent litigation. The forward-looking information is based on information available as of
the date of this quarterly report and on numerous assumptions and developments that are not within our control. Although we believe that our expectations as
expressed in these forward-looking statements are reasonable, we cannot assure you that our expectations will turn out to be correct. Factors that could cause
actual results to differ materially include, but are not limited to, those factors referenced in our Annual Report on Form 10-K for the year ended December 31,
2017 and such things as the following: changes in global economic conditions; the ability to obtain new contracts at attractive prices; the size and timing of
customer orders and shipments; product pricing and margins; our ability to realize sales from our backlog; fluctuations in customer demand; fluctuations in
foreign currencies; competitive factors; the timely completion of contracts; the timing and size of expenditures; the timely receipt of government approvals and
permits; the price and availability of metal and other raw material; fluctuations in tariffs or quotas; the adequacy of local labor supplies at our facilities; current or
future limits on manufacturing capacity at our various operations; our ability to complete our expansion plans on schedule and on budget; our ability to
successfully integrate acquired businesses; the impact of pending or future litigation or regulatory matters; the availability and cost of funds; and general
economic conditions, both domestic and foreign, impacting our business and the business of the end-market users we serve. Readers are cautioned not to place
undue reliance on these forward-looking statements, which reflect management’s analysis only as of the date hereof. We undertake no obligation to publicly
release the results of any revision to these forward-looking statements that may be made to reflect events or circumstances after the date hereof or to reflect the

occurrence of unanticipated events.
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Part I - FINANCIAL INFORMATION
ITEM 1. Condensed Consolidated Financial Statements
DMC GLOBAL INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Amounts in Thousands, Except Share and Per Share Data)
September 30,
2018
(unaudited)
ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable, net of allowance for doubtful accounts of $490 and $1,088, respectively
Inventories
Prepaid expenses and other

$

Total current assets

11,098
65,618
56,496
6,664

December 31,
2017

$

8,983
49,468
35,742
5,763

139,876

99,956

144,697
(64,915)

121,339
(61,467)

Property, plant and equipment, net

79,782

59,872

PURCHASED INTANGIBLE ASSETS, net

9,515

12,861

—

98

346

296

PROPERTY, PLANT AND EQUIPMENT
Less - accumulated depreciation

DEFERRED TAX ASSETS
OTHER ASSETS
$

TOTAL ASSETS

229,519

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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173,083
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DMC GLOBAL INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Amounts in Thousands, Except Share and Per Share Data)

September 30,
2018
(unaudited)
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:
Accounts payable
Accrued expenses
Accrued anti-dumping duties and penalties
Dividend payable
Accrued income taxes
Accrued employee compensation and benefits
Contract liabilities

$

Total current liabilities
LINES OF CREDIT

25,068
10,431
8,000
298
9,299
7,720
4,310

Total liabilities

$

19,826
6,884
3,609
295
2,939
6,186
5,888

65,126

45,627

41,454

17,984

849

573

2,700

3,119

110,129

67,303

—

—

DEFERRED TAX LIABILITIES
OTHER LONG-TERM LIABILITIES

December 31,
2017

COMMITMENTS AND CONTINGENT LIABILITIES
STOCKHOLDERS’ EQUITY:
Preferred stock, $0.05 par value; 4,000,000 shares authorized; no issued and outstanding shares
Common stock, $0.05 par value; 25,000,000 shares authorized; 14,896,043 and 14,782,018 shares outstanding,
respectively
Additional paid-in capital
Retained earnings
Other cumulative comprehensive loss
Treasury stock, at cost; 82,136 and 39,783 shares, respectively
Total stockholders’ equity
$

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

749
78,944
74,318
(33,806)
(815)

741
76,146
60,074
(30,819)
(362)

119,390

105,780

229,519

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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DMC GLOBAL INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Amounts in Thousands, Except Share and Per Share Data)
(unaudited)

Three months ended September 30,
2018
NET SALES
COST OF PRODUCTS SOLD

$

87,883
58,155

Gross profit
COSTS AND EXPENSES:

Nine months ended September 30,

2017
$

2018

52,161
34,999

$

2017

236,111
156,855

$

138,314
96,767

29,728

17,162

79,256

41,547

9,630
5,420

6,535
4,446

27,550
16,427

19,821
13,420

769
192

1,046
—

2,365
553

3,034
458

Anti-dumping duty penalties
Goodwill impairment charge

4,897
—

—
17,584

8,000
—

—
17,584

Total costs and expenses

20,908

29,611

54,895

54,317

(12,449)

24,361

(12,770)

General and administrative expenses
Selling and distribution expenses
Amortization of purchased intangible assets
Restructuring expenses

OPERATING INCOME (LOSS)

8,820

OTHER INCOME (EXPENSE):
Other expense, net
Interest expense
Interest income

(335)

(436)

(1,039)

(965)

(495)
—

(367)
—

(1,098)
2

(1,203)
2

INCOME (LOSS) BEFORE INCOME TAXES

7,990

INCOME TAX PROVISION

3,080

NET INCOME (LOSS)

(13,252)

22,226

812

(14,936)

7,024

1,956

$

4,910

$

(14,064)

$

15,202

$

(16,892)

$

0.33

$

(0.98)

$

1.02

$

(1.18)

$

0.33

$

(0.98)

$

1.02

$

(1.18)

INCOME (LOSS) PER SHARE
Basic
Diluted
WEIGHTED AVERAGE NUMBER OF SHARES OUTSTANDING:
Basic

14,571,155

14,368,225

14,518,765

14,333,452

Diluted

14,571,155

14,368,225

14,518,765

14,333,452

DIVIDENDS DECLARED PER COMMON SHARE

$

0.02

$

0.02

$

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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DMC GLOBAL INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(Amounts in Thousands)
(unaudited)

Three months ended September 30,
2018
Net income (loss)

$

4,910

Change in cumulative foreign currency translation adjustment
Total comprehensive income (loss)

$

(236)
$

Nine months ended September 30,

2017

4,674

2018

(14,064)

$

2,952
$

(11,112)

2017
15,202
(2,987)

$

12,215

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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(16,892)
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DMC GLOBAL INC.
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
(Amounts in Thousands, Except Share Data)
(unaudited)

Other
Common Stock
Shares
Balances, December 31, 2017
Net income
Change in cumulative foreign currency
translation adjustment
Shares issued in connection with stock
compensation plans
Adjustment for cumulative effect from change
in accounting principle (ASU 2016-16)
Stock-based compensation
Dividends declared
Treasury stock purchases
Balances, September 30, 2018

14,821,801
—

Additional
Paid-In

Retained

Cumulative
Comprehensive

Capital

Earnings

Loss

Amount
$

741
—

$

76,146
—

$ 60,074
15,202

—

—

—

—

156,378

8

224

—

—
—

—
—

—
2,574

—
—

—
—

—
—

14,978,179

$

749

$

78,944

$

Treasury Stock
Shares

(30,819)
—

(362)
—

Total
$105,780
15,202

—

—

—

—

232

(65)
—

—
—

—
—

—
—

(65)
2,574

(893)
—

—
—
$

(33,806)

—
(42,353)
(82,136)

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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Amount
$

—

$ 74,318

(2,987)

(39,783)
—

—
(453)
$

(815)

(2,987)

(893)
(453)
$119,390
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DMC GLOBAL INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in Thousands)
(unaudited)

Nine months ended September 30,
2018

2017

CASH FLOWS PROVIDED BY OPERATING ACTIVITIES:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:

$

15,202

$

(16,892)

Depreciation (including capital lease amortization)
Amortization of purchased intangible assets

4,799
2,365

5,030
3,034

Amortization of deferred debt issuance costs
Stock-based compensation

268
2,662

359
2,125

Deferred income tax
Loss (gain) on disposal of property, plant and equipment

276
30

Restructuring expenses
Goodwill impairment charge

553
—

Transition tax liability
Change in:

(408)
(46)
458
17,584

(679)

Accounts receivable, net
Inventories

—

(16,885)
(21,618)

Prepaid expenses and other
Accounts payable
Contract liabilities
Accrued anti-dumping duties and penalties
Accrued expenses and other liabilities
Net cash provided by operating activities
CASH FLOWS USED IN INVESTING ACTIVITIES:
Acquisition of property, plant and equipment

(10,747)
(1,221)

(576)
4,657

20
1,051

(1,559)
4,391

97
(2,965)

12,659

3,039

6,545

518

(26,574)

Proceeds on sale of property, plant and equipment

(3,299)

—

Net cash used in investing activities
CASH FLOWS PROVIDED BY FINANCING ACTIVITIES:
Borrowings on bank lines of credit, net

2

(26,574)

(3,297)

23,512

6,000

Payment of dividends
Payment of debt issuance costs

(891)
(310)

(880)
(133)

Net proceeds from issuance of common stock to employees and directors
Treasury stock purchases

232
(453)

154
(336)

Net cash provided by financing activities

22,090

4,805

54

416

NET INCREASE IN CASH AND CASH EQUIVALENTS

2,115

2,442

CASH AND CASH EQUIVALENTS, beginning of the period

8,983

EFFECTS OF EXCHANGE RATES ON CASH

$

CASH AND CASH EQUIVALENTS, end of the period

11,098

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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DMC GLOBAL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Thousands, Except Share and Per Share Data)
(unaudited)
1.

BASIS OF PRESENTATION

The information included in the condensed consolidated financial statements is unaudited but includes all normal and recurring adjustments which, in the
opinion of management, are necessary for a fair presentation of the interim periods presented. These condensed consolidated financial statements should be
read in conjunction with the financial statements that are included in our Annual Report filed on Form 10-K for the year ended December 31, 2017.
2.

SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

The condensed consolidated financial statements include the accounts of DMC Global Inc. (“DMC”, “we”, “us”, “our”, or the “Company) and its controlled
subsidiaries. Only subsidiaries in which controlling interests are maintained are consolidated. All significant intercompany accounts, profits, and transactions have
been eliminated in consolidation.
Income Taxes
We recognize deferred tax assets and liabilities for the expected future income tax consequences of temporary differences between the financial reporting
and tax bases of assets and liabilities. Any effects of changes in income tax rates or tax laws are included in the provision for income taxes in the period of
enactment. The deferred income tax impact of tax credits are recognized as an immediate adjustment to income tax expense. We recognize deferred tax assets
for the expected future effects of all deductible temporary differences to the extent we believe these assets will more likely than not be realized. We record a
valuation allowance when, based on current circumstances, it is more likely than not that all or a portion of the deferred tax assets will not be realized. In making
such determination, we consider all available positive and negative evidence, including future reversals of existing taxable temporary differences, projected future
taxable income, tax planning strategies, recent financial operations and their associated valuation allowances, if any.
We recognize the tax benefits from uncertain tax positions only when it is more likely than not, based on the technical merits of the position; the tax position
will be sustained upon examination, including the resolution of any related appeals or litigation. The tax benefits recognized in the consolidated financial
statements from such a position are measured as the largest benefit that is more likely than not of being realized upon ultimate resolution. We recognize interest
and penalties related to uncertain tax positions in operating expense.
Revenue Recognition
On January 1, 2018, the Company adopted a new accounting standard, as amended, regarding revenue from contracts with customers using the modified
retrospective approach, which was applied to all contracts with customers. Under the new standard, an entity is required to recognize revenue to depict the
transfer of promised goods to customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods.
There was no cumulative financial statement effect of initially applying the new revenue standard because an analysis of our contracts supported the
recognition of revenue consistent with our historical approach. In accordance with the modified retrospective approach, the comparative information has not
been restated and continues to be reported under the accounting standards in effect for those periods. The Company does not expect the adoption of the new
revenue standard to have a material impact to the Company’s revenues or net income on an ongoing basis.
The Company’s revenues are primarily derived from consideration paid by customers for tangible goods. The Company analyzes its different goods by
segment to determine the appropriate basis for revenue recognition, as described below. Revenue is not generated from sources other than contracts with
customers and revenue is recognized net of any taxes collected from customers, which are subsequently remitted to governmental authorities. There are no
material upfront costs for operations that are incurred from contracts with customers. On occasion, NobelClad and DynaEnergetics may require customers to
make advance payments prior to the shipment of goods. We record such payments as contract liabilities in our Consolidated Balance Sheet. Please refer to Note
5 “Contract Liabilities” for further information.
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Our rights to payments for goods transferred to customers are conditional only on the passage of time and not on any other criteria. Payment terms and
conditions vary by contract, although terms generally include a requirement of payment within 30 to 60 days. In instances where the timing of revenue
recognition differs from the timing of invoicing, we have determined that our contracts do not include a significant financing component given the short duration
between order initiation and order fulfillment within each of our segments. Refer to Note 8 “Business Segments” for additional disaggregated revenue disclosures.
For the three months ended September 30, 2018 and 2017, we recorded reversal of $32 and $65 of prior bad debt expense, respectively. For the nine
months ended September 30, 2018 and 2017, we recorded reversal of $28 and $66 of prior bad debt expense, respectively.
NobelClad
Customers agree to terms and conditions at the time of initiating an order. The significant majority of transactions contain a single performance obligation the delivery of a clad metal product. In instances where multiple products are included within an order, each product represents a separate performance
obligation given that: (1) the customer can benefit from each product on a standalone basis and (2) each product is distinct within the context of the contract.
The transaction price is readily determinable and fixed at the time the transaction is entered into with the customer. NobelClad is entitled to each product’s
transaction price upon the customer obtaining control of the item. Such control occurs as of a point in time, which is generally based upon relevant International
Commercial Terms (“Incoterms”) as it relates to product ownership and legal title being transferred. Upon fulfillment of applicable Incoterms, NobelClad has
performed its contractual requirements such that it has a present right to payment, and the customer from that point forward bears all risks and rewards of
ownership. In addition, at this date, the customer has the ability to direct the use of, or restrict the access to, the asset. No payment discounts, rebates, refunds,
or any other forms of variable consideration are included within its contracts. NobelClad also does not provide service-type warranties either via written
agreement or customary business practice, nor does it allow customer returns.
For contracts that contain only one performance obligation, the total transaction price is allocated to the sole performance obligation. For less frequent
contracts which contain multiple distinct performance obligations, judgment is required to determine the standalone selling price (“SSP”) for each performance
obligation. NobelClad uses the expected cost plus margin approach in order to estimate SSP, whereby an entity forecasts its expected costs of satisfying a
performance obligation and then adds an appropriate margin for that good. The required judgment described herein largely is mitigated given the short duration
between order initiation and complete order fulfillment.
DynaEnergetics
Customers agree to terms and conditions at the time of initiating an order. Transactions contain standard products, which may include perforating system
components, such as detonating cord, or systems and associated hardware, including factory-assembled DynaStage® perforating systems and DynaSelect ®
detonators. In instances where multiple products are included within an order, each product represents a separate performance obligation given that: (1) the
customer can benefit from each product on a standalone basis and (2) each product is distinct within the context of the contract.
The transaction price is readily determinable and fixed at the time the transaction is entered into with the customer. DynaEnergetics is entitled to each
product’s transaction price upon the customer obtaining control of the item. Such control occurs as of a point in time, which is generally based upon relevant
Incoterms as it relates to product ownership and legal title being transferred. Upon fulfillment of applicable Incoterms, DynaEnergetics has performed its
contractual requirements such that it has a present right to payment, and the customer from that point forward bears all risks and rewards of ownership. In
addition, at this date, the customer has the ability to direct the use of, or restrict the access to, the asset. No payment discounts, rebates, refunds, or any other
forms of variable consideration are included within contracts. DynaEnergetics also does not provide service-type warranties either via written agreement or
customary business practice, nor does it allow customer returns without its prior approval.
For orders that contain only one performance obligation, the total transaction price is allocated to the sole performance obligation. For orders that contain
multiple products being purchased by the customer, judgment is required to determine SSP for each distinct performance obligation. However, such judgment
largely is mitigated given that products purchased are generally shipped at the same time. In instances where products purchased are not shipped at the same
time, DynaEnergetics uses the contractually stated price to determine SSP as this price approximates the price of each good as sold separately.

10
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Earnings Per Share
The Company computes earnings per share (“EPS”) using a two-class method, which is an earnings allocation formula that determines EPS for (i) each
class of common stock (the Company has a single class of common stock), and (ii) participating securities according to dividends declared and participation
rights in undistributed earnings. Restricted stock awards are considered participating securities as they receive non-forfeitable rights to dividends as common
stock.
Basic EPS is then calculated by dividing net income (loss) available to common shareholders of the Company by the weighted‑average number of common
shares outstanding during the period. Diluted EPS adjusts basic EPS for the effects of restricted stock awards, performance share units and other potentially
dilutive financial instruments (dilutive securities), only in the periods in which such effect is dilutive. The effect of the dilutive securities is reflected in diluted EPS
by application of the more dilutive of (1) the treasury stock method or (2) the two-class method assuming nonvested shares are not converted into common
shares. For the periods presented, diluted EPS using the treasury stock method was less dilutive than the two-class method; as such, only the two-class
method has been included below.
Three months ended September 30,
2018
Net income (loss) as reported
Less: Distributed net income available to participating
securities
Less: Undistributed net income available to participating
securities

4,910

Numerator for basic net income per share:

4,799

—

(104)

—

(323)

—

14,859

—

(16,892)

323

—

4,799

Numerator for diluted net income per share:

(16,892)

(20)

(14,064)

104

2017
15,202

—

(104)

Less: Undistributed net income reallocated to participating
securities

2018

(14,064)

(7)

Add: Undistributed net income allocated to participating
securities

Nine months ended September 30,

2017

—

(323)

(14,064)

—

14,859

(16,892)

Denominator:
Weighted average shares outstanding for basic net income per
share

14,571,155

14,368,225

14,518,765

14,333,452

—

—

—

—

14,571,155

14,368,225

14,518,765

14,333,452

Effect of dilutive securities
Weighted average shares outstanding for diluted net income
per share
Net income (loss) per share:
Basic

$

0.33

$

(0.98)

$

1.02

$

(1.18)

Diluted

$

0.33

$

(0.98)

$

1.02

$

(1.18)

Fair Value of Financial Instruments
Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. We are required to use an established hierarchy for fair value measurements based upon the inputs to the valuation and the degree to
which they are observable or not observable in the market. The three levels in the hierarchy are as follows:
•

Level 1 — Inputs to the valuation based upon quoted prices (unadjusted) for identical assets or liabilities in active markets that are accessible as of the
measurement date.

•

Level 2 — Inputs to the valuation include quoted prices in either markets that are not active, or in active markets for similar assets or liabilities, inputs
other than quoted prices that are observable, and inputs that are derived principally from or corroborated by observable market data.

•

Level 3 — Inputs to the valuation that are unobservable inputs for the asset or liability. The highest priority is assigned to Level 1 inputs and the lowest
priority to Level 3 inputs.
11
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The carrying value of cash and cash equivalents, trade accounts receivable and payables, accrued expenses and lines of credit approximate their fair value.
Our foreign currency forward contracts are determined using a yield curve model based on quoted market prices. As a result, these investments have been
classified as Level 2 in the fair value hierarchy.
We did not hold any Level 3 assets or liabilities as of September 30, 2018 or December 31, 2017.
Recently Adopted Accounting Standards
In October 2016, the Financial Accounting Standards Board (“ FASB”) issued Accounting Standards Update (“ASU”) 2016-16 which removes the prohibition
against the immediate recognition of the current and deferred income tax effects of intra-entity transfers of assets other than inventory. This ASU is effective for
public business entities in fiscal years beginning after December 15, 2017, including interim periods within those fiscal years, and the Company adopted this
ASU in the first quarter of 2018. The adoption of this ASU resulted in a reduction to January 1, 2018 “Retained earnings” in the Condensed Consolidated
Balance Sheet of $65 and eliminated a $65 prepaid income tax balance recorded in the Consolidated Balance Sheet as of December 31, 2017.
In March 2017, the FASB issued ASU 2017-07 to improve the presentation of net periodic pension cost and net periodic postretirement benefit cost within
an entity’s financial statements. The amendments in this ASU are effective for annual reporting periods beginning after December 15, 2017, including interim
reporting periods within those annual reporting periods. The Company adopted this ASU in the first quarter of 2018. The Company records its annual adjustment
to its defined benefit pension obligation based upon actuarial calculations performed during the fourth quarter. The adoption of this ASU is not expected to have a
material impact on the consolidated financial statements.
Recent Accounting Pronouncements
In February 2016, the FASB issued ASU No. 2016-02 which amends the existing accounting standards for lease accounting. The standard requires a
lessee to recognize, on the balance sheet, a liability to make lease payments and a right-of-use (“ROU”) asset representing a right to use the underlying asset
for the lease term. Leases will be classified as financing or operating, with classification affecting the pattern of expense recognition in the statement of
operations. The ASU is effective for the Company on January 1, 2019. The ASU allows for either the modified or full retrospective method of adoption.
In July 2018, the FASB issued ASU No. 2018-11 which allows entities to apply the transition provisions of the new standard at its adoption date instead of at
the earliest comparative period presented in the consolidated financial statements. The ASU allows entities to continue to apply the legacy guidance in Topic
840, Leases, including its disclosure requirements, in the comparative periods presented in the year the new leases standard is adopted. Entities that elect this
option would still adopt the new leases standard using a modified retrospective transition method, but would recognize a cumulative-effect adjustment to the
opening balance of retained earnings in the period of adoption rather than in the earliest period presented.
The Company is currently in the process of completing an analysis of our vendor contracts and anticipates that a significant majority of its leasing
arrangements will be classified as operating. Additionally, management is implementing a new software system to facilitate the requirements of the new standard
and will complete the implementation during the fourth quarter of this year. Management is currently evaluating the impact that this standard will have on our
consolidated financial statements and which practical expedients to employ during adoption. The Company anticipates that the adoption of this standard will
result in an increase in its assets and liabilities.
In June 2016, the FASB issued a new accounting pronouncement regarding credit losses for financial instruments. The new standard requires entities to
measure expected credit losses for certain financial assets held at the reporting date using a current expected credit loss model, which is based on historical
experience, adjusted for current conditions and reasonable and supportable forecasts. The Company is required to adopt the new standard on January 1, 2020.
Management is currently evaluating the potential impact that the adoption of this standard will have on the Company's financial position, results of operations,
and related disclosures.
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3.

INVENTORIES

Inventories are stated at the lower of cost (first-in, first-out) or net realizable value. Significant cost elements included in inventory are material, labor, freight,
subcontract costs, and manufacturing overhead. As necessary, we adjust inventory to its net realizable value by recording provisions for excess, slow moving
and obsolete inventory. We regularly review inventory quantities on hand and values, and compare them to estimates of future product demand, market
conditions, production requirements and technological developments.
Inventories consist of the following:
September 30,
2018
Raw materials

$

31,259

Work-in-process
Finished goods
Supplies
$
4.

December 31,
2017
$

16,255

7,485

6,120

17,431
321

13,049
318

56,496

$

35,742

PURCHASED INTANGIBLE ASSETS
The following table presents details of our purchased intangible assets as of September 30, 2018:
Accumulated
Amortization

Gross
Core technology

$

19,436

Customer relationships
Trademarks / Trade names
$

Total intangible assets

$

(10,771)

Net
$

8,665

37,564

(36,714)

850

2,086

(2,086)

—

59,086

$

(49,571)

$

9,515

The following table presents details of our purchased intangible assets, other than goodwill, as of December 31, 2017:
Accumulated
Amortization

Gross
Core technology

$

Customer relationships
Trademarks / Trade names
$

Total intangible assets

20,027

$

(10,333)

Net
$

9,694

39,244

(36,077)

3,167

2,149

(2,149)

—

61,420

$

(48,559)

$

12,861

The change in the gross value of our purchased intangible assets from December 31, 2017 to September 30, 2018 was due to foreign currency translation
and an adjustment due to the recognition of tax benefit of tax amortization previously applied to certain goodwill related to the NobelClad and DynaEnergetics
reporting units. After the goodwill was written off at September 30, 2017 and December 31, 2015, respectively, the tax amortization reduces other noncurrent
intangible assets related to the historical acquisition.
5.

CONTRACT LIABILITIES

On occasion, we require customers to make advance payments prior to the shipment of goods in order to help finance our inventory investment on large
orders or to keep customers’ credit limits at acceptable levels. As of September 30, 2018 and December 31, 2017, contract liabilities (previously known as
customer advances) were as follows:
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September 30, 2018
NobelClad
DynaEnergetics
$

Total

December 31, 2017

3,854

5,804

456

84

4,310

$

5,888

We expect to recognize the revenue associated with contract liabilities over a time period no longer than one year. Of the $5,888 recorded as contract liabilities
at December 31, 2017, $4,566 was recorded to net sales during the nine months ended September 30, 2018.
6.

DEBT
Lines of credit consisted of the following:
September 30,
2018

December 31,
2017

Syndicated credit agreement:
U.S. Dollar revolving loan
Capital expenditure loan

$

Long-term lines of credit

23,279
18,990

$

42,269

Less: debt issuance costs

18,250

815
$

Lines of credit

41,454

18,250
—
266

$

17,984

Syndicated Credit Agreement
On March 8, 2018, we entered into a five-year $75,000 syndicated credit agreement (“credit facility”) which replaced in its entirety our prior syndicated credit
facility entered into on February 23, 2015. The new credit facility allows for revolving loans of up to $50,000 with a $20,000 US dollar equivalent sublimit for
alternative currency loans. In addition, the new agreement provides for a $25,000 Capital Expenditure Facility (“Capex Facility”) which is to be used to finance our
DynaEnergetics manufacturing expansion project in Blum, Texas. The Capex facility allows for advances to fund capital expenditures of the Blum expansion
project during year one of the credit facility. At the end of year one, the Capex Facility will convert to a term loan which will be amortizable at 12.5% of principal
per year with a balloon payment for the outstanding balance upon the credit facility maturity date in year five. The new facility has a $100,000 accordion feature
to increase the commitments under the revolving loan class and/or by adding a term loan subject to approval by applicable lenders. We entered into the credit
facility with a syndicate of three banks, with KeyBank, N.A. acting as administrative agent. The syndicated credit facility is secured by the assets of DMC
including accounts receivable, inventory, and fixed assets, as well as guarantees and share pledges by DMC and its subsidiaries.
Borrowings under the $50,000 revolving loan and $25,000 Capex Facility can be in the form of one, two, three, or six month London Interbank Offered Rate
(“LIBOR”) loans. Additionally, US dollar borrowings on the revolving loan can be in the form of Base Rate loans (Base Rate borrowings are based on the greater
of the administrative agent’s Prime rates, an adjusted Federal Funds rates or an adjusted LIBOR rate). LIBOR loans bear interest at the applicable LIBOR rate
plus an applicable margin (varying from 1.50% to 3.00%). Base Rate loans bear interest at the defined Base rate plus an applicable margin (varying from 0.50%
to 2.00%). All borrowing and repayments under the credit facility have been in the form of one month loans and are reported on a net basis in our Condensed
Consolidated Statements of Cash Flows.
Borrowings under the $20,000 alternate currency sublimit can be in euros, Canadian dollars, pounds sterling, and in any other currency acceptable to the
administrative agent. Alternative currency borrowings denominated in euros, pounds sterling, and any other currency that is dealt with on the London Interbank
Deposit Market shall be comprised of LIBOR loans and bear interest at the LIBOR rate plus an applicable margin (varying from 1.50% to 3.00%).
The credit facility includes various covenants and restrictions, certain of which relate to the payment of dividends or other distributions to stockholders;
redemption of capital stock; incurrence of additional indebtedness; mortgaging, pledging or disposition of major assets; and maintenance of specified ratios. As of
September 30, 2018, we were in compliance with all financial covenants and other provisions of our debt agreements.
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We also maintain a line of credit with a German bank for certain European operations. This line of credit provides a borrowing capacity of
€1,827 is available as of September 30, 2018 after considering outstanding letters of credit.

€4,000, of which

Included in lines of credit are deferred debt issuance costs of $815 and $266 as of September 30, 2018 and December 31, 2017, respectively. Upon
entering into the credit facility, we wrote off $159 of previously deferred debt issuance costs and incurred $817 of additional costs. Debt issuance costs of $507
were paid directly by the administrative agent and increased outstanding amounts under U.S. dollar revolving loans, and debt issuance costs of $310 have been
paid by the Company. Deferred debt issuance costs are being amortized over the remaining term of the credit facility which expires on March 8, 2023.
As of December 31, 2017, we had a $35,000 credit facility that allowed for revolving loans of $30,000 in U.S. dollars and $5,000 in alternative currencies as
well as a $25,000 accordion feature to increase the commitments in any of the loan classes subject to approval by applicable lenders.
7.

INCOME TAXES

The effective tax rate for each of the periods reported differs from the U.S. statutory rate primarily due to variation in contribution to consolidated pre-tax
income from each jurisdiction for the respective periods, differences between the U.S. and foreign tax rates (which range from 20% to 34%), permanent
differences between book and taxable income, and changes to valuation allowances on our deferred tax assets.
We assess the available positive and negative evidence to estimate if sufficient future taxable income will be generated to use existing deferred tax assets.
Additionally, a three-year cumulative loss at a Consolidated Financial Statement level may be viewed as negative evidence impacting a jurisdiction that by itself is
not in a three-year cumulative loss position. At September 30, 2018 and December 31, 2017, the Company was in a consolidated three-year cumulative loss
position. Accordingly, we have evaluated the impact on all jurisdictions and have continued to record a valuation allowance against the corresponding net
deferred tax assets as of September 30, 2018 and December 31, 2017. The Company will continue to monitor the realizability of deferred tax assets and the
need for valuation allowances and will record adjustments in the periods in which facts support such adjustments.
The Tax Cuts and Jobs Act (“TCJA”) was enacted in December 2017. Among other things, the TCJA reduced the U.S. federal corporate tax rate from 35%
to 21% beginning in 2018, required companies to pay a one-time transition tax on previously unremitted earnings of non-U.S. subsidiaries that were previously
tax deferred, and created new taxes on certain foreign sourced earnings. The SEC staff issued Staff Accounting Bulletin (SAB) 118, which provided guidance on
accounting for enactment effects of the TCJA. SAB 118 provided a measurement period of up to one year from the TCJA’s enactment date for companies to
complete their accounting under ASC 740. In accordance with SAB 118, to the extent that a company’s accounting for certain income tax effects of the TCJA is
incomplete but it is able to determine a reasonable estimate, it must record a provisional estimate in its financial statements. If a company cannot determine a
provisional estimate to be included in its financial statements, it should continue to apply ASC 740 on the basis of the provisions of the tax laws that were in
effect immediately before the enactment of the TCJA.
For various reasons that are discussed more fully below, including the issuance of additional technical and interpretive guidance, we have not completed
accounting for the income tax effects of certain elements of the TCJA. However, we were able to make reasonable estimates of the TCJA’s effects and, as such,
have recorded provisional amounts related to the transition tax and the remeasurement of deferred tax assets and liabilities.
The transition tax is a tax on previously untaxed accumulated and current earnings and profits (E&P) of certain of the Company’s non-U.S. subsidiaries. To
determine the amount of the transition tax, we must determine, in addition to other factors, the amount of post-1986 E&P of the relevant subsidiaries, as well as
the amount of non-U.S. income taxes paid on such earnings. E&P is similar to retained earnings of the subsidiary, but requires other adjustments to conform to
U.S. tax rules. Further, the transition tax is based in part on the amount of those earnings held in cash and other specified assets. We were able to make a
reasonable estimate of the transition tax and recorded a provisional obligation and additional income tax expense of $946 in the fourth quarter of 2017, which was
reduced to $678 in the first quarter of 2018 in response to additional guidance received from the Internal Revenue Service and to $343 in the third quarter of
2018 upon completion of certain E&P calculations. The Company expects to elect to pay this liability over eight years. A payment of $76 was made during the
second quarter of 2018. As of September 30, 2018, we reflected $267 in other long term liabilities. However, the Company is continuing to gather additional
information and will consider additional technical guidance to more precisely compute and account for the amount of the transition tax in the measurement
period. This amount may change when we finalize the
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calculation of post-1986 foreign E&P previously deferred from U.S. federal taxation, finalize the calculation of non-U.S. income taxes paid on such earnings, and
finalize our determination on the impact of the deemed repatriation of foreign earnings on 2017 taxable income.
In addition to the transition tax, the TCJA introduced a territorial tax system, which was effective beginning in 2018. The territorial tax system may impact
the Company’s overall global capital and legal entity structure, working capital, and repatriation plan on a go-forward basis. In light of the territorial tax system,
and other new international provisions within the TCJA that are effective beginning in 2018, the Company is currently analyzing its global capital and legal entity
structure, working capital requirements, and repatriation plans. We have not completed our full analysis with respect to the impact of the TCJA on our indefinite
reinvestment assertion, and we are not yet able to make reasonable estimates of its related effects. Therefore, no provisional adjustments relative to the
territorial tax system and our indefinite reinvestment assertion were recorded. Further, it is impracticable for the Company to estimate any future tax costs for any
unrecognized deferred tax liabilities associated with its indefinite reinvestment assertion as of December 31, 2017 or September 30, 2018, because the actual
tax liability, if any, would be dependent on complex analysis and calculations considering various tax laws, exchange rates, circumstances existing when a
repatriation, sale, or liquidation occurs, or other factors. If there are any changes to our indefinite reinvestment assertion as a result of finalizing our assessment
of the TCJA, the Company will adjust its provisional estimates, record, and disclose any tax impacts in the appropriate period, pursuant to SAB 118.
We remeasured certain deferred tax assets and liabilities based on the rates at which they are expected to reverse in the future, which is generally 21%
under the TCJA. As our U.S. deferred tax assets are fully offset by a valuation allowance, there was no net additional tax impact related to deferred tax assets
and liabilities recognized in the fourth quarter of 2017. We are still analyzing certain aspects of the TCJA, considering additional technical guidance, and refining
our calculations, which could potentially affect the measurement of these balances or potentially give rise to new deferred tax amounts. This includes, but is not
limited to, the impacts of changes to Code Section 162(m) on our deferred tax assets related to compensation, and the potential impacts of the global intangible
low-taxed income (“GILTI”) provision within the TCJA on deferred tax assets and liabilities.
We have not completed our full analysis with respect to the GILTI provision within the TCJA, and we are not yet able to make reasonable estimates of its
related effects. Therefore, no provisional adjustments relative to GILTI were recorded. Currently, we have not yet elected a policy as to whether we will recognize
deferred taxes for basis differences expected to reverse as GILTI or whether we will account for GILTI as period costs if and when incurred. The Company is
currently evaluating other elements of the TCJA for which the Company was not yet able to make reasonable estimates of the enactment impact and for which it
would continue accounting for them in accordance with ASC 740 on the basis of the tax laws in effect before the TCJA.
8.

BUSINESS SEGMENTS

Our business is organized into two segments: NobelClad and DynaEnergetics. NobelClad is a global leader in the production of explosion-welded clad
metal plates for use in the construction of corrosion resistant industrial processing equipment and specialized transition joints. DynaEnergetics designs,
manufactures and distributes products utilized by the global oil and gas industry principally for the perforation of oil and gas wells.
Our reportable segments are separately managed strategic business units that offer different products and services. Each segment’s products are marketed
to different customer types and require different manufacturing processes and technologies.
Segment information is as follows:
Three months ended September 30,
2018

Nine months ended September 30,

2017

2018

2017

Net sales:
NobelClad

$

DynaEnergetics
Net sales

21,633

$

66,250
$

87,883

16

16,841

$

35,320
$

52,161

61,841

$

174,270
$

236,111

54,145
84,169

$

138,314
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Three months ended September 30,
2018
Operating income (loss)
NobelClad

$

2,099

DynaEnergetics

$

11,959

Unallocated corporate expenses
Stock-based compensation

2018

(17,030)

9,860

Segment operating income (loss)

Nine months ended September 30,

2017
$

2017
3,791

$

(14,313)

6,867

30,801

8,908

(10,163)

34,592

(5,405)

(2,269)
(870)

(1,543)
(743)

(7,569)
(2,662)

Other expense, net

(335)

(436)

(1,039)

(965)

Interest expense

(495)

(367)

(1,098)

(1,203)

Interest income
Income (loss) before income taxes

—
$

7,990

—
$

(13,252)

2
$

Three months ended September 30,
2018

(5,240)
(2,125)

22,226

2
$

(14,936)

Nine months ended September 30,

2017

2018

2017

Depreciation and amortization:
NobelClad
DynaEnergetics
Segment depreciation and amortization

$

802
1,595

$

932
1,757

$

2,435
4,729

$

2,927
5,137

$

2,397

$

2,689

$

7,164

$

8,064

The disaggregation of revenue earned from contracts with customers based on the geographic location of the customer is as follows. Revenues that would
have been reported under previous accounting guidance would not have been materially different from the amounts shown below.
Three months ended September 30,
2018

Nine months ended September 30,

2017

2018

2017

United States

9,815

9,484

22,296

24,918

Canada

1,415

1,041

4,839

6,541

346
508

418
655

737
3,203

1,100
1,996

United Arab Emirates
France
South Korea

143

29

1,974

1,173

Germany

1,459

1,056

3,712

3,820

Oman
India

424
1,284

24
272

635
2,086

1,323
531

Spain

268

345

900

1,375

China

1,217

1

9,061

1,025

471
851

221
638

1,547
2,662

1,183
1,400

Italy
Hong Kong
Sweden

1,394

987

1,972

1,598

Rest of the world

2,038

1,670

6,217

6,162

Total NobelClad

$

21,633

17

$

16,841

$

61,841

$

54,145
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Three months ended September 30,
2018
United States
Canada

Nine months ended September 30,

2017

2018

2017

54,281

24,740

134,575

58,002

5,904

4,583

20,245

11,425

146

113

1,034

201

3
74

7
182

76
800

43
312

United Arab Emirates
France
Oman
Germany

41

207

122

264

Russia

646

888

3,072

2,733

India
Egypt

678
321

287
901

1,507
1,397

1,637
1,784

Romania

110

498

399

1,021

—

25

318

25

4,046

2,889

10,725

6,722

Iraq
Rest of the world
$

Total DynaEnergetics

66,250

$

35,320

$

174,270

$

84,169

During the three months ended September 30, 2018 , two customers in our DynaEnergetics segment each individually accounted for greater than 10% of
total net sales. During the nine months ended September 30, 2018 and the three and nine months ended September 30, 2017, no customer was responsible for
more than 10% of total net sales.
9.

DERIVATIVE INSTRUMENTS

We are exposed to foreign currency exchange risk resulting from fluctuations in exchange rates, primarily the U.S. dollar to euro, the U.S. dollar to
Canadian dollar, the euro to the Russian ruble, and, to a lesser extent, other currencies, arising from inter-company and third party transactions entered into by
our subsidiaries that are denominated in currencies other than their functional currency. Changes in exchange rates with respect to these transactions result in
unrealized gains or losses if such transactions are unsettled at the end of the reporting period or realized gains or losses at settlement of the transaction. We
use foreign currency forward contracts to offset foreign exchange rate fluctuations on foreign currency denominated asset and liability positions. None of these
contracts are designated as accounting hedges, and all changes in the fair value of the forward contracts are recognized in “Other expense, net” within our
Condensed Consolidated Statements of Operations.
We execute derivatives with a specialized foreign exchange brokerage firm. The primary credit risk inherent in derivative agreements represents the
possibility that a loss may occur from the nonperformance of a counterparty to the agreements. We perform a review of the credit risk of our counterparties at the
inception of the contract and on an ongoing basis. We anticipate that our counterparties will be able to fully satisfy their obligations under the agreements but will
take action if doubt arises regarding the counterparties’ ability to perform.
As of September 30, 2018, the notional amounts of the forward contracts the Company held to purchase currencies were $9,042, and the notional amounts
of forward contracts the Company held to sell currencies were $2,806. The fair values of outstanding foreign currency forward contracts were not material at
September 30, 2018.
The following table presents the location and amount of net gains (losses) from hedging activities:
Three months ended September 30,
Derivative

Statements of Operations
Location

Foreign currency contracts

Other income (expense),
net

2018
$

2017
36

18

Nine months ended September 30,

$

2018
(193)

$

2017
(265)

$

(193)
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10. COMMITMENTS AND CONTINGENCIES
Contingent Liabilities
The Company records an accrual for contingent liabilities when a loss is both probable and reasonably estimable. If some amount within a range of loss
appears to be a better estimate than any other amount within the range, that amount is accrued. When no amount within a range of loss appears to be a better
estimate than any other amount, the lowest amount in the range is accrued.
Anti-dumping and Countervailing Duties
In June 2015, U.S. Customs and Border Protection (“U.S. Customs”) sent us a Notice of Action that proposed to classify certain of our imports as subject to
anti-dumping duties pursuant to a 2010 anti-dumping duty (“AD”) order on Oil Country Tubular Goods (“OCTG”) from China. A companion countervailing duty
(“CVD”) order on the same product is in effect as well. The Notice of Action covered one entry of certain raw material steel mechanical tubing made in China and
imported into the U.S. from Canada by our DynaEnergetics segment during 2015 for use in manufacturing perforating guns.
In July 2015, we sent a response to U.S. Customs outlining the reasons our mechanical tubing imports do not fall within the scope of the AD order on
OCTG from China and should not be subject to anti-dumping duties. U.S. Customs proposed to take similar action with respect to other entries of this product
and requested an approximately $1,100 cash deposit or bond for AD/CVD.
In August 2015, we posted the bond of approximately $1,100 to U.S. Customs. Subsequently, U.S. Customs declined to conclude on the Company’s
assertion that the mechanical tubing the Company has been importing is not within the scope of the AD order on OCTG from China. As a result, on September
25, 2015 the Company filed a request for a scope ruling with the U.S. Department of Commerce (“Commerce Department”).
On February 15, 2016, the Company received the Commerce Department’s scope ruling, which determined certain imports, primarily used for gun carrier
tubing, are included in the scope of the AD/CVD orders on OCTG from China and thus are subject to AD/CVD. On March 11, 2016, the Company filed an
appeal with the U.S. Court of International Trade (“CIT”) related to the Commerce Department’s scope ruling. On February 7, 2017, the CIT remanded the scope
ruling to the Commerce Department to reconsider its determination. The Commerce Department filed its remand determination with the CIT on June 7, 2017
continuing to find that the Company’s imports at issue are within the scope of the AD/CVD orders on OCTG from China. On March 16, 2018, the CIT issued its
decision on the appeal and sustained the Commerce Department’s scope ruling. The Company did not appeal this ruling.
On December 27, 2016, we received notice from U.S. Customs that it may pursue penalties against us related to the AD/CVD issue and demanding tender
of alleged loss of AD/CVD in an amount of $3,049, which had previously been accrued for in our financial statements. We filed a response to the notice on
February 6, 2017. On February 16, 2017, we received notice that U.S. Customs was seeking penalties in the amount of $14,783. U.S. Customs also reasserted
its demand for tender of alleged loss of AD/CVD in the amount of $3,049. We tendered $3,049 in AD amounts on March 6, 2017 into a suspense account
pending ultimate resolution of the AD/CVD case. We submitted a petition for relief and mitigation of penalties on May 17, 2017.
On March 27, 2018, we received notice from U.S. Customs Headquarters that it intended to move forward with its pursuit of penalties. The Company
engaged in discussions with U.S. Customs Headquarters regarding the scope of penalties asserted and the arguments set forth in the Company’s petition for
relief and mitigation of penalties. Based on these discussions and the Company’s assessment of the probable ultimate penalty rate, the Company accrued
$3,103 in the first quarter of 2018.
On October 11, 2018, we received a decision from U.S. Customs Headquarters in which a mitigated amount of $8,000 in penalties was asserted. The
Company expects to tender the amount in the fourth quarter of 2018. In its financial statements for the quarter ended September 30, 2018, the Company
accrued an additional $4,897 of penalties. As of September 30, 2018, the total amount accrued related to AD/CVD penalties was $8,000.
During the quarter ended September 30, 2018, the Company paid the remaining accrued AD/CVD and interest of $ 3,461 to U.S. Customs.
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Patent and Trademark Infringement
On July 1, 2016, GEODynamics, Inc., a US-based oil and gas perforating equipment manufacturer based in Fort Worth, Texas (“GEODynamics”) filed a
patent infringement action against DynaEnergetics US, Inc. (“DynaEnergetics”) in the United States District Court for the Eastern District of Texas (“District
Court”) alleging infringement of US Patent No. 8,544,563 (the “563 patent”), based on DynaEnergetics’ US sales of DPEX® shaped charges. As part of the
defense of this action, on September 20, 2016, DynaEnergetics filed an Inter Parties Review (IPR) against the 563 patent at the U.S. Patent Trial and Appeal
Board (“PTAB”), requesting invalidation of the 563 patent. On March 17, 2017, DynaEnergetics’ IPR request was instituted by the PTAB, and on March 1, 2018,
PTAB issued its decision in favor of DynaEnergetics, invalidating all challenged claims of the 563 patent. In May 2018, GEODynamics filed its notice of appeal
with respect to the PTAB decision but withdrew its notice of appeal in September 2018. DynaEnergetics is in the process of filing for dismissal of the District
Court case.
On April 28, 2017, GEODynamics filed a patent infringement action against DynaEnergetics in District Court alleging infringement of U.S. Patent No.
8,220,394 (the “394 patent”), based on DynaEnergetics’ U.S. sales of its DPEX® and HaloFrac ® shaped charges. The 394 patent case went to trial in early
October 2018, and on October 10, 2018, the jury found in favor of DynaEnergetics on all counts.
On August 21, 2017, GEODynamics filed a patent infringement action against DynaEnergetics GmbH & Co. KG and DynaEnergetics Beteiligungs GmbH,
both wholly owned subsidiaries of DMC (collectively, “DynaEnergetics EU”), in the Regional Court of Düsseldorf, Germany, alleging infringement of the German
part DE 60 2004 033 297 of European patent EP 1 671 013 B1 granted on June 29, 2011, a patent related to the 394 patent (the “EP 013 patent”). This action is
based on the manufacturing, sale and marketing of DPEX shaped charges in Germany. DynaEnergetics EU denies validity and infringement of the EP 013
patent and is vigorously defending against this lawsuit. DynaEnergetics EU filed its defense at the Regional Court of Düsseldorf and a nullity action against EP
013 at the German Federal Patent Court on February 14, 2018. A trial in the infringement proceedings is scheduled for March 2019, and a trial in the nullity
action is not expected before late 2019.
On September 27, 2017, DynaEnergetics GmbH & Co. KG filed a revocation action in the Patents Court, Shorter Trials Scheme in the UK against
GEODynamics, asserting that the EP 013 patent, as maintained in the UK, is invalid. GEODynamics filed its defense and a counterclaim alleging infringement of
the EP 013 patent in November 2017 based on sales and marketing of DPEX® shaped charges in the UK. GEODynamics discontinued its counterclaim for
infringement on May 9, 2018 and has been ordered to pay costs related thereto at the close of the proceedings. Trial is currently expected to begin in late
October 2018.
We do not believe that the EP 013 patent or infringement claims based on the patent are valid, and we do not believe it is probable that we will incur a
material loss on the EP 013 matter. However, if it is determined that the patent is valid and that DynaEnergetics EU has infringed it, it is reasonably possible that
our financial statements could be materially affected. We are not able to provide a reasonable estimate of the range of loss, and we have not accrued for any
such losses. Such an evaluation includes, among other things, a determination of the total number of infringing products manufactured in Germany, the scope of
potential damages and the relevant period for which damages would apply, if any.
Operating Leases
During the third quarter of 2018, we signed a lease for new office space for our corporate headquarters and for NobelClad’s U.S. administrative offices. We
expect to move into the new offices during the first quarter of 2019. The annual minimum commitment payments under the office lease for the next five years as
of September 30, 2018 are presented below:
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Office Lease
Commitments
Year ended December 31 2018

$

—

2019
2020

236
286

2021
2022
Thereafter

296
305
2,267
$

Total minimum payments

11.

3,390

RESTRUCTURING

During the fourth quarter of 2017, NobelClad announced plans to consolidate its European production facilities by closing manufacturing operations in
France, which it expects to complete by the end of 2018. Final approval of the proposed measures has been granted by the local workers council, in accordance
with applicable French law. NobelClad plans to exit the Rivesaltes production facility, but will maintain its sales and administrative office in France. For the
remainder of 2018, we expect to incur approximately $550 of restructuring expenses related to severance, equipment moving, legal fees, and contract
termination costs.
Total restructuring and impairment charges incurred for these programs are as follows and are reported in the “Restructuring expenses” line item in our
Condensed Consolidated Statements of Operations:
Three months ended September 30, 2018
Equipment Moving
Costs

Severance
NobelClad

$

65

$

119

Other Exit Costs
$

Total
8

$

134

$

192

Nine months ended September 30, 2018
Equipment Moving
Costs

Severance
NobelClad

$

300

$

119

Other Exit Costs
$

Total
553

Nine months ended September 30, 2017
Severance
DynaEnergetics

$

Asset Impairment
20

$

143

Other Exit Costs
$

295

Total
$

During the nine months ended September 30, 2018 , the changes to the restructuring liability associated with these programs is summarized below:
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December 31, 2017
Severance
Equipment moving costs

$

Other exit costs
Total

2,568
—

$

10
$

Payments and Other
Adjustments

Expense

2,578

300
119

$

134
$

553

22

(248)
(93)

Currency Adjustments
$

(144)
$

(485)

(73)
—

September 30, 2018
$

—
$

(73)

2,547
26
—

$

2,573
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11.

SUBSEQUENT EVENTS
Patent and Trademark Infringement

Trial on the 394 patent infringement matter resulted in a verdict on October 10, 2018 in favor of DynaEnergetics on all counts. Please refer to Note 10
“Commitments and Contingencies” for further discussion of the alleged patent infringement case.
Anti-dumping and Countervailing Duties
Subsequent to September 30, 2018, the Company received a written response from U.S. Customs related to penalties previously assessed. After reviewing
the Company’s previously filed petition for relief and mitigation of penalties, U.S. Customs asserted a mitigated penalty of $8,000. Based upon this decision and
the Company’s decision not to appeal further, the Company has accrued an additional $4,897 during the third quarter as a recognized subsequent event. Please
refer to Note 10 “Commitments and Contingencies” for further discussion of the anti-dumping and countervailing duties.
ITEM 2.

Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with our historical consolidated financial statements and notes, as well as the selected historical
consolidated financial data that is included in our Annual Report filed on Form 10-K for the year ended December 31, 2017.
Unless stated otherwise, all currency amounts are presented in thousands of U.S. dollars (000s).
Overview
General
DMC Global Inc. (“DMC”) operates two technical product and process business segments serving the energy, industrial and infrastructure markets. These
segments, NobelClad and DynaEnergetics, operate globally through an international network of manufacturing, distribution and sales facilities.
Our diversified segments each provide a suite of unique technical products to niche sectors of the global energy, industrial and infrastructure markets, and
each has established a strong or leading position in the markets in which it participates. With an underlying focus on free-cash flow generation, our objective is
to sustain and grow the market share of our businesses through increased market penetration, development of new applications, and research and development
of new and adjacent products that can be sold across our global network of sales and distribution facilities. We routinely explore acquisitions of related
businesses that could strengthen or add to our existing product portfolios, or expand our geographic footprint and market presence. We also seek acquisition
opportunities outside our current markets that would complement our existing businesses and enable us to build a stronger and more diverse company.
NobelClad
NobelClad is a global leader in the production of explosion-welded clad metal plates for use in the construction of corrosion resistant industrial processing
equipment and specialized transition joints. While a significant portion of the demand for our clad metal products is driven by maintenance and retrofit projects at
existing chemical processing, petrochemical processing, oil refining, and aluminum smelting facilities, new plant construction and large plant expansion projects
also account for a significant portion of total demand. These industries tend to be cyclical in nature and timing of new order inflow remains difficult to predict. We
use backlog as a primary means to measure the immediate outlook for our NobelClad business. We define “backlog” at any given point in time as all firm,
unfulfilled purchase orders and commitments at that time. Most firm purchase orders and commitments are realized, and we expect to fill most backlog orders
within the following 12 months. NobelClad’s backlog decreased to $36,293 at September 30, 2018 from $37,529 at December 31, 2017.
Cost of products sold for NobelClad includes the cost of metals and alloys used to manufacture clad metal plates, the cost of explosives, employee
compensation and benefits, freight, outside processing costs, depreciation of manufacturing facilities and equipment, manufacturing supplies and other
manufacturing overhead expenses.
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DynaEnergetics
DynaEnergetics designs, manufactures and distributes products utilized by the global oil and gas industry principally for the perforation of oil and gas wells.
These products are sold to oilfield service companies in the U.S., Europe, Canada, South America, Africa, the Middle East, Russia, and Asia. DynaEnergetics
also sells directly to end-users. The market for perforating products, which are used during the well completion process, generally corresponds with oil and gas
exploration and production activity. Exploration activity over the last several years has led to increasingly complex well completion operations, which in turn, has
increased the demand for high quality and technically advanced perforating products.
Cost of products sold for DynaEnergetics includes the cost of metals, explosives and other raw materials used to manufacture shaped charges, detonating
products and perforating guns as well as employee compensation and benefits, depreciation of manufacturing facilities and equipment, manufacturing supplies
and other manufacturing overhead expenses.
Factors Affecting Results
During the three and nine months ended September 30, 2018, the following factors most affected our financial performance:
•

•

DynaEnergetics sales of $66,250 in the third quarter of 2018 increased 12% sequentially versus the second quarter of 2018 and 88% compared with
the third quarter of 2017 primarily due to strong demand from a growing number of operators and service companies for DynaEnergetics’ advanced
perforating systems.
NobelClad’s sales of $21,633 in the third quarter of 2018 increased 28% versus the third quarter of 2017 due to higher project volume.

•

Consolidated gross profit of 34% in the third quarter of 2018 increased from 33% in the third quarter of 2017. The improvement primarily was due to a
higher proportion of DynaEnergetics sales relative to NobelClad sales, higher average selling prices in DynaEnergetics and the favorable impact of
higher volume on fixed manufacturing overhead expenses.

•

Consolidated selling, general and administrative expenses were $15,050 in the third quarter of 2018 compared with $10,981 in the third quarter of 2017.
The increase primarily was due to patent infringement legal defense costs, headcount additions and merit increases, as well as stock-based
compensation and variable sales commissions, distribution expenses and incentive compensation.

•

Subsequent to the close of the third quarter, DynaEnergetics was notified by the U.S. Customs Department of its decision to assess an $8,000 penalty
associated with a 2015 anti-dumping and countervailing duties case. The Company previously had disclosed a potential penalty range of $3,100 to
$12,400. DynaEnergetics, which has elected not to continue its appeals in the case, recorded an accrual for potential penalties of $3,103 in the first
quarter of 2018 and an additional $4,897 in the third quarter of 2018. The Company plans to tender the $8,000 in the fourth quarter of 2018.
Net debt of $30,356 increased $21,355 from $9,001 at December 31, 2017. The increase in net debt from December 31, 2017 primarily was
attributable to borrowing to fund working capital and for the construction of DynaEnergetics’ 74,000 square foot manufacturing, assembly and
administrative space on its manufacturing facility in Blum, Texas. Net debt is a non-GAAP measure calculated as amounts borrowed under lines of
credit less cash and cash equivalents.

•

Business Outlook
•
•
•

In the fourth quarter of 2018, DynaEnergetics commenced production and assembly operations at its new 74,000 square foot manufacturing, assembly
and administrative space at its existing site in Blum, Texas. The facility is expected to be fully operational during the fourth quarter.
In the fourth quarter of 2018, NobelClad expects to complete the consolidation of its European manufacturing facilities. NobelClad will close its
manufacturing facility in Rivesaltes, France. All manufacturing and shooting operations in Europe will occur at its existing site in Liebenscheid,
Germany.
Management is exploring strategic alternatives for its Russia-based perforating manufacturing and sales operations, which are expected to contribute
approximately 2% to the Company’s sales in 2018.
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Use of Non-GAAP Financial Measures
Adjusted EBITDA is a non-GAAP (generally accepted accounting principles) measure that we believe provides an important indicator of our ongoing
operating performance and that we use in operational and financial decision-making. We define EBITDA as net income plus or minus net interest, taxes,
depreciation and amortization. Adjusted EBITDA excludes from EBITDA stock-based compensation, restructuring and impairment charges and, when
appropriate, other items that management does not utilize in assessing DMC’s operating performance (as further described in the tables below). As a result,
internal management reports used during monthly operating reviews feature Adjusted EBITDA and certain management incentive awards are based, in part, on
the amount of Adjusted EBITDA achieved during the year.
Net Debt is a non-GAAP measure we use to supplement information in our Condensed Consolidated Financial Statements. We define net debt as lines of
credit less cash and cash equivalents. In addition to conventional measures prepared in accordance with GAAP, the Company uses this information to evaluate
its performance, and we believe that certain investors may do the same.
The presence of non-GAAP financial measures in this report is not intended to be considered in isolation or as a substitute for, or superior to, DMC’s GAAP
information, and investors are cautioned that the non-GAAP financial measures are limited in their usefulness. Because not all companies use identical
calculations, DMC’s presentation of non-GAAP financial measures may not be comparable to other similarly titled measures of other companies.
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Consolidated Results of Operations
Three months ended September 30, 2018 compared with three months ended September 30, 2017
Three months ended September 30,
2018
Net sales
Gross profit

$

Gross profit percentage
COSTS AND EXPENSES:
General and administrative expenses

2017

87,883
29,728

$

33.8%

% of net sales
Selling and distribution expenses
% of net sales
Amortization of purchased intangible assets
% of net sales
Restructuring expenses
Anti-dumping duty penalties
Goodwill impairment charge

$ change

52,161
17,162

$

% change

35,722
12,566

68 %
73 %

3,095

47 %

974

22 %

(277)

(26)%

32.9%

9,630

6,535

11.0%
5,420

12.5%
4,446

6.2%
769
0.9%

8.5%
1,046
2.0%

192
4,897
—

—
—
17,584

192
4,897
(17,584)

100 %
100 %
(100)%

Operating income (loss)
Other expense, net

8,820
(335)

(12,449)
(436)

21,269
101

171 %
23 %

Interest expense, net
Income before income taxes
Income tax provision

(495)
7,990
3,080

(367)
(13,252)
812

(128)
21,242
2,268

(35)%
160 %
279 %

18,974
8,609

135 %
100 %

Net income (loss)
Adjusted EBITDA

$

4,910
17,176

$

(14,064)
8,567

$

Net sales increased compared with 2017 primarily due to increased market activity levels in North America’s unconventional onshore oil and gas well
completions sector and strong demand for DynaEnergetics’ advanced perforating systems.
Gross profit percentage increased compared with 2017 primarily due to a higher proportion of net sales in DynaEnergetics relative to NobelClad and
improved pricing and product mix in DynaEnergetics.
General and administrative expenses increased compared with 2017 primarily due to patent infringement legal defense costs, increased salaries and
wages due to merit increases and higher variable incentive compensation and stock-based compensation expense.
Selling and distribution increased compared with 2017 primarily due to higher salaries and wages from headcount additions and merit raises as well as
variable sales commissions, distribution costs and incentive compensation expense.
Amortization of purchased intangibles decreased compared with 2017 primarily due to fully amortizing certain trademarks in DynaEnergetics as of
December 31, 2017.
Restructuring expenses in 2018 primarily related to equipment moving expenses a nd severance costs associated with the planned closure of
NobelClad’s manufacturing operations in France .
Anti-dumping duty penalties represent an accrual for a mitigated amount of penalties related to the anti-dumping and countervailing duties (“AD/CVD”)
matter that was formally asserted by U.S. Customs Headquarters and recorded by the DynaEnergetics segment.
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Goodwill impairment charge relates to fully impairing NobelClad's goodwill balance in the third quarter of 2017.
Operating income in 2018 compared with an operating loss in 2017 due to improved earnings in our DynaEnergetics and NobelClad segments as well as
the non-recurring goodwill impairment charge in 2017 partially offset by the accrual for AD/CVD penalties in 2018.
Other expense, net in 2018 primarily relates to realized and unrealized currency losses compared to realized and unrealized losses in 2017. Our
subsidiaries frequently enter into inter-company and third party transactions that are denominated in currencies other than their functional currency. Changes in
exchange rates with respect to these transactions will result in unrealized gains or losses if unsettled at the end of the reporting period or realized gains or
losses at settlement of the transaction. During the third quarter of 2017, we began using foreign currency forward contracts, generally with maturities up to one
month, to offset foreign exchange rate fluctuations on certain foreign currency denominated asset and liability positions. None of these contracts are designated
as accounting hedges, and all changes in the fair value of the forward contracts are recognized immediately in “Other expense, net” within our Condensed
Consolidated Statements of Operations.
Interest expense, net increased compared with 2017 primarily due to a larger average outstanding debt balance, including borrowings to finance the
construction of a new manufacturing, assembly and administrative space at DynaEnergetics’ existing site in Blum, Texas.
Income tax provision of $3,080 on pretax income of $7,990. The effective rate was unfavorably impacted by the $4,897 accrual of non-deductible antidumping duty penalties but was favorably impacted by discrete items, including a $52 benefit for vesting of restricted stock, and a $336 adjustment to reduce the
provisional Tax Cuts and Jobs Act transition tax amount originally recorded in the fourth quarter of 2017 due to the completion of certain earnings and profits
(E&P) calculations. We recorded an income tax provision of $812 on pretax loss of $13,252 for the third quarter of 2017. The tax expense in the third quarter of
2017 related to jurisdictions in which we generated pretax income, while tax benefits in jurisdictions in which we generated pretax losses were offset by
valuation allowances.
Net income for the three months ended September 30, 2018 was $4,910, or $0.33 per diluted share, compared with net loss of $14,064, or $0.98 per
diluted share, for the same period in 2017.
Adjusted EBITDA increased compared with 2017 primarily due to the factors discussed above. See “Overview” above for the explanation of the use of
Adjusted EBITDA. The following is a reconciliation of the most directly comparable GAAP measure to Adjusted EBITDA.
Three months ended September 30,
2018
Net income (loss)

$

2017

Interest expense

4,910
495

Interest income
Provision for income taxes

—
3,080

—
812

1,628
769

1,643
1,046

Depreciation
Amortization of purchased intangible assets
EBITDA
Restructuring expenses
Anti-dumping duty penalties

10,882
192
4,897

Goodwill impairment charge
Stock-based compensation

—
870

Other expense, net

$

(10,196)
—
—
17,584
743

335

Adjusted EBITDA

$

27

17,176

(14,064)
367

436
$

8,567
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Nine months ended September 30, 2018 compared with nine months ended September 30, 2017
Nine months ended September 30,
2018
Net sales

$

Gross profit
Gross profit percentage
COSTS AND EXPENSES:

2017

236,111

$

$ change

138,314

$

% change

97,797

71 %

79,256
33.6%

41,547
30.0%

37,709

91 %

General and administrative expenses
% of net sales

27,550
11.7%

19,821
14.3%

7,729

39 %

Selling and distribution expenses
% of net sales
Amortization of purchased intangible assets

16,427
7.0%
2,365

13,420
9.7%
3,034

3,007

22 %

1.0%
553
8,000

2.2%
458
—

% of net sales
Restructuring expenses
Anti-dumping duty penalties

(669)

(22)%

95
8,000

21 %
100 %

Goodwill impairment charge
Operating income (loss)

—
24,361

17,584
(12,770)

(17,584)
37,131

(100)%
291 %

Other expense, net
Interest expense, net
Income (loss) before income taxes

(1,039)
(1,096)
22,226

(965)
(1,201)
(14,936)

(74)
105
37,162

(8)%
9%
249 %

Income tax provision
Net income (loss)
Adjusted EBITDA

7,024
15,202
42,740

1,956
(16,892)
15,461

5,068
32,094
27,279

259 %
190 %
176 %

$

$

$

Net sales increased compared with 2017 primarily due to a 107% increase in DynaEnergetics’ net sales due to increased activity levels in North America’s
unconventional onshore oil and gas well completions sector and growth in customer demand for its advanced perforating systems.
Gross profit percentage increased compared with 2017 primarily due to a higher proportion of net sales in DynaEnergetics relative to NobelClad,
improved pricing and product mix in DynaEnergetics, as well as better project mix in NobelClad.
General and administrative expenses increased compared with 2017 primarily due to patent infringement legal defense costs and other outside service
expenses, increased salaries and wages from merit raises and higher variable incentive compensation and stock-based compensation expense.
Selling and distribution increased compared with 2017 primarily due to headcount additions and merit increases as well as variable sales commissions,
distribution costs and incentive compensation expense.
Amortization of purchased intangibles decreased compared with 2017 primarily due to fully amortizing certain trademarks in DynaEnergetics as of
December 31, 2017.
Restructuring expenses in 2018 primarily related to equipment moving expenses, legal fees and severance costs associated with the planned closure of
NobelClad’s manufacturing operations in France, while the expenses in 2017 related to the closure of DynaEnergetics operations in Kazakhstan.
Anti-dumping duty penalties represent an accrual for a mitigated amount of penalties related to the AD/CVD matter that was formally asserted by U.S.
Customs Headquarters and recorded by the DynaEnergetics segment.
Goodwill impairment charge relates to fully impairing NobelClad's goodwill balance in the third quarter of 2017.
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Operating income in 2018 compared to operating loss in 2017 primarily due to improved earnings in our DynaEnergetics segment as well as the nonrecurring goodwill impairment charge in 2017.
Other expense, net in 2018 primarily relates to realized and unrealized foreign currency losses compared to realized and unrealized losses in 2017. Our
subsidiaries frequently enter into inter-company and third party transactions that are denominated in currencies other than their functional currency. Changes in
exchange rates with respect to these transactions will result in unrealized gains or losses if unsettled at the end of the reporting period or realized gains or
losses at settlement of the transaction. During the third quarter of 2017, we began using foreign currency forward contracts, generally with maturities up to one
month, to offset foreign exchange rate fluctuations on certain foreign currency denominated asset and liability positions. None of these contracts are designated
as accounting hedges, and all changes in the fair value of the forward contracts are recognized immediately in “Other expense, net” within our Condensed
Consolidated Statements of Operations.
Interest expense, net decreased compared with 2017. We wrote off $159 of deferred debt issuance costs in the first quarter of 2018 versus $261 in the
first quarter of 2017. Additionally, during 2018 we capitalized interest of approximately $217 on DynaEnergetics’ new manufacturing, assembly and
administrative facility in Blum, Texas. These two items were partially offset by interest incurred on a larger average outstanding debt balance in 2018.
Income tax provision of $7,024 on pretax income of $22,226. The effective rate was unfavorably impacted by the accrual of non-deductible anti-dumping
duty penalties but was favorably impacted by discrete items, including a $338 benefit for vesting of restricted stock, and a $603 adjustment to reduce the
provisional Tax Cuts and Jobs Act transition tax amount originally recorded in the fourth quarter of 2017 due to new guidance issued by the Internal Revenue
Service regarding the application of loss carryovers to the tax calculation and the completion of certain E&P calculations. We recorded an income tax provision
of $1,956 on a pretax loss of $14,936 for the nine months ended September 30, 2017. The tax expense in 2017 related to jurisdictions in which we generated
pretax income, while tax benefits in jurisdictions in which we generated pretax losses were offset by valuation allowances.
Net income for the nine months ended September 30, 2018 was $15,202, or $1.02 per diluted share, compared with a net loss of $16,892, or $1.18 per
diluted share, for the same period in 2017.
Adjusted EBITDA increased compared with 2017 primarily due to the factors discussed above. See “Overview” above for the explanation of the use of
Adjusted EBITDA. The following is a reconciliation of the most directly comparable GAAP measure to Adjusted EBITDA.
Nine months ended September 30,
2018
Net income (loss)

$

Interest expense
Interest income
Provision for income taxes
Depreciation

2017
15,202
1,098
(2)

$

7,024
4,799

Amortization of purchased intangible assets
EBITDA

(16,892)
1,203
(2)
1,956
5,030

2,365

3,034

30,486

(5,671)

Restructuring expenses
Anti-dumping duty penalties
Goodwill impairment charge

553
8,000
—

458
—
17,584

Stock-based compensation
Other expense, net

2,662
1,039

2,125
965

Adjusted EBITDA

$

42,740

$

15,461

Business Segment Financial Information
We primarily evaluate performance and allocate resources based on segment revenues, operating income (loss) and adjusted EBITDA as well as
projected future performance. Segment operating income (loss) is defined as revenues less expenses identifiable to the segment. Segment operating income
(loss) will reconcile to consolidated income (loss) before income taxes by deducting
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unallocated corporate expenses, including stock-based compensation, net other expense, net interest expense, and income tax provision.
NobelClad
Three months ended September 30, 2018 compared with three months ended September 30, 2017
Three months ended September 30,
2018
Net sales
Gross profit

$

Gross profit percentage
COSTS AND EXPENSES:

$

24.5%

General and administrative expenses
Selling and distribution expenses
Amortization of purchased intangible assets
Restructuring expenses
Goodwill impairment charge
Operating income (loss)
Adjusted EBITDA

2017

21,633
5,302

$

$ change

16,841
3,560

% change

4,792
1,742

28 %
49 %

21.1%

1,090
1,822
99

1,210
1,696
100

192
—
2,099

—
17,584
(17,030)

3,093

$

$

1,486

$

(120)
126
(1)

(10)%
7%
(1)%

192
(17,584)
19,129

100 %
(100)%
112 %

1,607

108 %

Net sales increased compared with 2017 due to higher project volume in NobelClad’s core repair and maintenance business.
Gross profit percentage increased compared with 2017 primarily due to more favorable margins on the mix of projects in the current year combined with
the favorable impact of higher net sales on fixed manufacturing overhead expenses.
General and administrative expenses decreased compared with 2017 primarily due to lower outside service costs.
Selling and distribution expenses increased compared with 2017 primarily due to increased outside sales agent commissions from higher sales volume
in territories in which we do not have an internal sales team, headcount additions, and higher outside service costs.
Restructuring expenses in 2018 primarily related to equipment moving expenses and severance costs associated with the planned closure of
manufacturing operations in France .
Goodwill impairment charge in 2017 relates to fully impairing NobelClad's goodwill balance.
Operating income in 2018 compared with operating loss 2017 was primarily due to the non-recurring goodwill impairment charge in 2017 combined with
the favorable impact of higher margins on the mix of projects in the current year as well as lower general and administrative expenses.
Adjusted EBITDA increased compared with 2017 primarily due to the factors discussed above. See “Overview” above for the explanation of the use of
Adjusted EBITDA. The following is a reconciliation of the most directly comparable GAAP measure to Adjusted EBITDA.
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Three months ended September 30,
2018
Operating income (loss)
Adjustments:

2017

$

2,099

Restructuring expenses
Goodwill impairment charge
Depreciation

$

(17,030)

192
—
703

Amortization of purchased intangibles

—
17,584
832

99
$

Adjusted EBITDA

3,093

100
$

1,486

Nine months ended September 30, 2018 compared with nine months ended September 30, 2017
Nine months ended September 30,
2018
Net sales

$

Gross profit
Gross profit percentage
COSTS AND EXPENSES:

$

$ change

54,145

13,615
22.0%

11,885
22.0%

3,305
5,660

3,206
5,123

306
553
—

285
—
17,584

General and administrative expenses
Selling and distribution expenses
Amortization of purchased intangible assets
Restructuring expenses
Goodwill impairment charge
Operating income (loss)
Adjusted EBITDA

2017

61,841

3,791
6,779

$

$

(14,313)
6,198

$

$

% change

7,696

14 %

1,730

15 %

99
537

3%
10 %

21
553
(17,584)

7%
100 %
(100)%

18,104
581

126 %
9%

Net sales increased compared with 2017 due to higher project volume as well as the shipment of a large project for the petrochemical industry in Asia.
Gross profit percentage was flat compared with 2017 as higher project volume was offset by less favorable margins on current year projects.
General and administrative expenses increased compared with 2017 primarily due to higher salaries and benefits and outside services costs.
Selling and distribution expenses increased compared with 2017 primarily due to headcount additions, higher outside service costs, and increased
outside sales agent commissions from sales volume in territories in which we do not have an internal sales team.
Restructuring expenses in 2018 primarily related to equipment moving expenses, legal fees and severance costs associated with the planned closure of
manufacturing operations in France .
Operating income in 2018 compared with operating loss in 2017 was primarily due to the non-recurring goodwill impairment charge in 2017 combined
with higher gross profit from increased sales volumes, partially offset by higher selling, general and administrative expenses and restructuring expenses.
Adjusted EBITDA increased compared with 2017 primarily due to the factors discussed above. See “Overview” above for the explanation of the use of
Adjusted EBITDA. The following is a reconciliation of the most directly comparable GAAP measure to Adjusted EBITDA.
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Nine months ended September 30,
2018
Operating income

$

Adjustments:
Restructuring expenses
Goodwill impairment charge
Depreciation
Amortization of purchased intangibles
$

Adjusted EBITDA

32

2017
3,791

$

(14,313)

553

—

—
2,129
306

17,584
2,642
285

6,779

$

6,198
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DynaEnergetics
Three months ended September 30, 2018 compared with three months ended September 30, 2017
Three months ended September 30,
2018
Net sales
Gross profit

$

Gross profit percentage
COSTS AND EXPENSES:
General and administrative expenses

$

$

$ change

35,320
13,668

37.0%

Selling and distribution expenses
Amortization of purchased intangible assets
Anti-dumping duty penalties
Operating income
Adjusted EBITDA

2017

66,250
24,505

$

% change

30,930
10,837

88 %
79 %

38.7%

5,556

3,186

2,370

74%

3,522
670
4,897

2,669
946
—

853
(276)
4,897

32 %
(29)%
100 %

2,993
7,728

44 %
90 %

9,860
16,352

6,867
8,624

$

$

Net sales were higher than in 2017 primarily due to higher average selling prices, increased sales volume from improved activity levels in North America’s
unconventional onshore oil and gas well completions sector and increased customer demand for perforating systems.
Gross profit percentage declined compared with 2017 due to less favorable customer and product mix partially offset by higher average selling prices
and the favorable impact of higher volume on fixed overhead expenses.
General and administrative expenses increased compared with 2017 primarily due to patent infringement legal defense costs, increased salaries and
wages due to merit increases and higher variable incentive compensation expense.
Selling and distribution expenses increased compared with 2017 primarily due to increased variable distribution expenses and sales commissions as
well as headcount additions and merit increases.
Amortization of purchased intangibles decreased compared with 2017 primarily due to fully amortizing certain trademarks as of December 31, 2017.
Anti-dumping duty penalties represent an accrual for a mitigated amount of penalties on the AD/CVD matter that was formally asserted by U.S. Customs
Headquarters.
Operating income increased compared with 2017 primarily due to higher unit volume and higher average selling prices partially offset by accrued
penalties on the AD/CVD matter as well as increased general and administrative expenses and selling and distribution expenses.
Adjusted EBITDA increased compared with 2017 due to the factors discussed above. See “Overview” above for the explanation of the use of Adjusted
EBITDA. The following is a reconciliation of the most directly comparable GAAP measure to Adjusted EBITDA.
Three months ended September 30,
2018
Operating income

$

Adjustments:
Anti-dumping duty penalties
Depreciation

2017
9,860

$

4,897
925

Amortization of purchased intangibles

—
811

670
$

Adjusted EBITDA
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16,352

6,867

946
$

8,624
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Nine months ended September 30, 2018 compared with nine months ended September 30, 2017
Nine months ended September 30,
2018
Net sales
Gross profit

$

Gross profit percentage
COSTS AND EXPENSES:
General and administrative expenses

$

$ change

84,169
29,863

37.8%

Selling and distribution expenses
Amortization of purchased intangible assets
Restructuring expenses
Anti-dumping duty penalties
Operating income
Adjusted EBITDA

2017

174,270
65,879

$

$

% change

90,101
36,016

107 %
121 %

35.5%

14,526

9,713

4,813

50%

10,493
2,059

8,035
2,749

2,458
(690)

31 %
(25)%

—
8,000
30,801

458
—
8,908

(458)
8,000
21,893

(100)%
100 %
246 %

29,027

200 %

43,530

$

14,503

$

Net sales were higher than in 2017 primarily due to higher average selling prices, increased sales volume from improved activity levels in North America’s
unconventional onshore oil and gas well completions sector and increased customer demand for perforating systems.
Gross profit percentage increased compared with 2017 due to improved product mix, higher average selling prices and the favorable impact of higher
volume on fixed overhead expenses.
General and administrative expenses increased compared with 2017 primarily due to patent infringement legal defense costs, increased salaries and
wages due to merit increases and higher variable incentive compensation expense.
Selling and distribution expenses increased compared with 2017 primarily due to variable distribution expenses, including sales commissions,
combined with headcount additions and merit increases as well as incentive compensation expense.
Amortization of purchased intangibles decreased compared with 2017 primarily due to fully amortizing certain trademarks as of December 31, 2017.
Restructuring expenses in 2017 related to the closure of DynaEnergetics operations in Kazakhstan.
Anti-dumping duty penalties represent an accrual for a mitigated amount of penalties on AD/CVD that was formally asserted by U.S. Customs
Headquarters.
Operating income was due to higher unit volume, favorable product mix and higher average selling prices, partially offset by accrued penalties on
AD/CVD as well as increased general and administrative expenses and selling and distribution expenses.
Adjusted EBITDA increased compared with 2017 due to the factors discussed above. See “Overview” above for the explanation of the use of Adjusted
EBITDA. The following is a reconciliation of the most directly comparable GAAP measure to Adjusted EBITDA.
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Nine months ended September 30,
2018
Operating income
Adjustments:

$

Restructuring expenses
Anti-dumping duty penalties
Depreciation

2017
30,801

$

—
8,000
2,670

Amortization of purchased intangibles

458
—
2,388

2,059
$

Adjusted EBITDA

43,530

8,908

2,749
$

14,503

Liquidity and Capital Resources
We have historically financed our operations from a combination of internally generated cash flow, revolving credit borrowings, and various long-term debt
arrangements. We believe that cash flow from operations and funds available under our current credit facilities and any future replacement thereof will be
sufficient to fund the working capital, debt service, dividends, announced expansion plans for DynaEnergetics, as well as other capital expenditure requirements
of our current business operations for the foreseeable future. Nevertheless, our ability to generate sufficient cash flows from operations will depend upon our
success in executing our strategies. If we are unable to (i) realize sales from our backlog; (ii) secure new customer orders; (iii) continue selling products at
attractive margins; and (iv) continue to implement cost-effective internal processes, our ability to meet cash requirements through operating activities could be
impacted. Also, continued heightened litigation costs or unfavorable court decisions in ongoing patent infringement litigation could negatively impact our ability to
meet future cash requirements. Furthermore, any restriction on the availability of borrowings under our credit facilities could negatively affect our ability to meet
future cash requirements. In March 2017, we filed a shelf registration statement on Form S-3 with the Securities and Exchange Commission, which has been
declared effective, and on which we registered for sale up to $150 million of certain of our securities from time to time and on terms that we may determine in the
future. Our ability to access this capital may be limited by market conditions at the time of any future potential offering. There can be no assurance that any such
capital will be available on acceptable terms or at all.
Debt facilities
On March 8, 2018, we entered into a five-year $75,000 credit facility which replaced in its entirety our prior syndicated credit facility entered into on
February 23, 2015. The new credit facility allows for revolving loans of up to $50,000 with a $20,000 US dollar equivalent sublimit for alternative currency loans.
In addition, the new agreement provides for a $25,000 Capex Facility which is to be used to finance our DynaEnergetics manufacturing expansion project in
Blum, Texas. The Capex facility allows for advances to fund capital expenditures of the Blum expansion project during year one of the credit facility. At the end
of year one, the Capex Facility will convert to a term loan which will be amortizable at 12.5% of principal per year with a balloon payment for the outstanding
balance upon the credit facility maturity date in year five. The new facility has a $100,000 accordion feature to increase the commitments under the revolving
loan class and/or by adding a term loan subject to approval by applicable lenders. We entered into the credit facility with a syndicate of three banks, with
KeyBank, N.A. acting as administrative agent. The syndicated credit facility is secured by the assets of DMC including accounts receivable, inventory, and fixed
assets, as well as guarantees and share pledges by DMC and its subsidiaries.
Borrowings under the $50,000 revolving loan and $25,000 Capex Facility can be in the form of one, two, three, or six month London Interbank Offered Rate
(“LIBOR”) loans. Additionally, US dollar borrowings on the revolving loan can be in the form of Base Rate loans (Base Rate borrowings are based on the greater
of the administrative agent’s Prime rates, an adjusted Federal Funds rates or an adjusted LIBOR rate). LIBOR loans bear interest at the applicable LIBOR rate
plus an applicable margin (varying from 1.50% to 3.00%). Base Rate loans bear interest at the defined Base rate plus an applicable margin (varying from 0.50%
to 2.00%). All borrowing and repayments under the credit facility have been in the form of one month loans and are reported on a net basis in our Condensed
Consolidated Statements of Cash Flows.
Borrowings under the $20,000 Alternate Currency sublimit can be in euros, Canadian dollars, pounds sterling, and in any other currency acceptable to the
administrative agent. Alternative currency borrowings denominated in euros, pounds sterling, and any other currency that is dealt with on the London Interbank
Deposit Market shall be comprised of LIBOR loans and bear interest at the LIBOR rate plus an applicable margin (varying from 1.50% to 3.00%).
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We also maintain a line of credit with a German bank for certain DynaEnergetics operations. This line of credit provides a borrowing capacity of €4,000.
As of September 30, 2018, total loans of $42,269, including U.S. dollar revolving loans of $23,279 and loans under our Capex Facility of $18,990, were
outstanding under our credit facility. While we had approximately $32,731 of available revolving credit loan capacity as of September 30, 2018 under our various
credit facilities, future borrowings are subject to compliance with financial covenants that could significantly limit such availability.
There are currently two significant financial covenants under our credit facility, a debt-to-EBITDA leverage ratio (“leverage ratio”) and a debt service
coverage ratio. The leverage ratio is defined in the credit facility for any trailing four quarter period, as the ratio of Consolidated Funded Indebtedness (as defined
in the agreement) on the last day of such period to Consolidated Pro Forma EBITDA for such period. For the September 30, 2018 reporting period, the
maximum leverage ratio permitted by our syndicated credit facility was 3.00 to 1.0. The actual leverage ratio as of September 30, 2018, calculated in accordance
with the credit facility, as amended, was 0.85 to 1.0.
The debt service coverage ratio, as defined in the credit facility, means, for any period, the ratio of Consolidated EBITDA less the sum of cash dividends,
cash income taxes and Consolidated Unfunded Capital Expenditures (as defined in the agreement) to Debt Service Charges. Consolidated EBITDA is defined
above and Debt Service Charges equals the sum of Consolidated Interest Expense paid in cash (as defined in the agreement) and scheduled principal
payments of Consolidated Funded Indebtedness (as defined in the agreement). Under our credit facility, the minimum debt service coverage ratio permitted by
our credit facility for the September 30, 2018 reporting period is 1.35 to 1.0. The actual debt service coverage ratio for the trailing twelve months
ended September 30, 2018 was 30.22 to 1.0.
Our credit facility also includes various other covenants and restrictions, certain of which relate to the payment of dividends or other distributions to
stockholders, redemption of capital stock, incurrence of additional indebtedness, mortgaging, and pledging or disposition of major assets. As of September 30,
2018, we were in compliance with all financial covenants and other provisions of our debt agreements.
As of December 31, 2017, we had a $35,000 syndicated credit facility that allowed for revolving loans of $30,000 in U.S. dollars and $5,000 in alternative
currencies as well as a $25,000 accordion feature to increase the commitments in any of the loan classes subject to approval by applicable lenders.
Other contractual obligations and commitments
Our long-term debt balance increased to $42,269 at September 30, 2018 from $18,250 at December 31, 2017. Our other contractual obligations and
commitments have not materially changed since December 31, 2017.
Cash flows provided by operating activities
Net cash provided by operating activities was $6,545 for the nine months ended September 30, 2018 compared to $518 in the same period last year. The
change primarily was due to net income in 2018 compared to a net loss in 2017 partially offset by increased net working capital from higher sales during the
nine months ended September 30, 2018.
Cash flows used in investing activities
Net cash flows used in investing activities for the nine months ended September 30, 2018 of $26,574 primarily related to acquisitions of property, plant and
equipment for the construction of DynaEnergetics’ new 74,000 square foot manufacturing, assembly and administrative space at its existing site in Blum, Texas.
Net cash flows used in investing activities for the nine months ended September 30, 2017 totaled $ 3,297 and were primarily due to acquisitions of property, plant
and equipment.
Cash flows provided by financing activities
Net cash flows provided by financing activities for the nine months ended September 30, 2018 totaled $22,090 compared to $4,805 for the nine months
ended September 30, 2017 primarily due to higher borrowings on bank lines of credit along with increased cash paid for debt issuance costs and additional
treasury stock purchases.
Payment of Dividends
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On August 23, 2018, our Board of Directors declared a quarterly cash dividend of $0.02 per share which was paid on October 15, 2018. The dividend of
$298 was payable to shareholders of record as of September 30, 2018. We also paid quarterly cash dividends of $0.02 per share in the first and second quarters
of 2018 and $0.02 per share in the first, second, and third quarters of 2017.
We may pay quarterly dividends subject to capital availability and periodic determinations that cash dividends are in the best interests of our stockholders.
Future dividends may be affected by, among other items, our views on potential future capital requirements, future business prospects, debt covenant
compliance considerations, changes in income tax laws, and any other factors that our Board of Directors deems relevant. Any determination to pay cash
dividends will be at the discretion of the Board of Directors.
Critical Accounting Policies
Except as described below, our critical accounting policies have not changed from those reported in our Annual Report filed on Form 10-K for the year
ended December 31, 2017.
Revenue Recognition
On January 1, 2018, the Company adopted a new accounting standard, as amended, regarding revenue from contracts with customers using the modified
retrospective approach, which was applied to all contracts with customers. Under the new standard, an entity is required to recognize revenue to depict the
transfer of promised goods to customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods.
There was no cumulative financial statement effect of initially applying the new revenue standard because an analysis of our contracts supported the
recognition of revenue consistent with our historical approach. In accordance with the modified retrospective approach, the comparative information has not
been restated and continues to be reported under the accounting standards in effect for those periods. The Company does not expect the adoption of the new
revenue standard to have a material impact to the Company’s revenues or net income on an ongoing basis.
The Company’s revenues are primarily derived from consideration paid by customers for tangible goods. The Company analyzes its different goods by
segment to determine the appropriate basis for revenue recognition, as described below. Revenue is not generated from sources other than contracts with
customers and revenue is recognized net of any taxes collected from customers, which are subsequently remitted to governmental authorities. There are no
material upfront costs for operations that are incurred from contracts with customers. On occasion, NobelClad and DynaEnergetics may require customers to
make advance payments prior to the shipment of goods. We record such payments as contract liabilities in our Consolidated Balance Sheet.
Our rights to payments for goods transferred to customers are conditional only on the passage of time and not on any other criteria. Payment terms and
conditions vary by contract, although terms generally include a requirement of payment within 30 to 60 days. In instances where the timing of revenue
recognition differs from the timing of invoicing, we have determined that our contracts do not include a significant financing component given the short duration
between order initiation and order fulfillment within each of our segments.
NobelClad
Customers agree to terms and conditions at the time of initiating an order. The significant majority of transactions contain a single performance obligation the delivery of a clad metal product. In instances where multiple products are included within an order, each product represents a separate performance
obligation given that: (1) the customer can benefit from each product on a standalone basis and (2) each product is distinct within the context of the contract.
The transaction price is readily determinable and fixed at the time the transaction is entered into with the customer. NobelClad is entitled to each product’s
transaction price upon the customer obtaining control of the item. Such control occurs as of a point in time, which is generally based upon relevant International
Commercial Terms (“Incoterms”) as it relates to product ownership and legal title being transferred. Upon fulfillment of applicable Incoterms, NobelClad has
performed its contractual requirements such that it has a present right to payment, and the customer from that point forward bears all risks and rewards of
ownership. In addition, at this date, the customer has the ability to direct the use of, or restrict the access to, the asset. No payment discounts, rebates, refunds,
or any other forms of variable consideration are included within its contracts. NobelClad also does not provide service-type warranties either via written
agreement or customary business practice, nor does it allow customer returns.
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For contracts that contain only one performance obligation, the total transaction price is allocated to the sole performance obligation. For less frequent
contracts which contain multiple distinct performance obligations, judgment is required to determine the standalone selling price (“SSP”) for each performance
obligation. NobelClad uses the expected cost plus margin approach in order to estimate SSP, whereby an entity forecasts its expected costs of satisfying a
performance obligation and then adds an appropriate margin for that good. The required judgment described herein largely is mitigated given the short duration
between order initiation and complete order fulfillment.
DynaEnergetics
Customers agree to terms and conditions at the time of initiating an order. Transactions contain standard products, which may include perforating system
components, such as detonating cord, or systems and associated hardware, including factory-assembled DynaStage® perforating systems and DynaSelect ®
detonators. In instances where multiple products are included within an order, each product represents a separate performance obligation given that: (1) the
customer can benefit from each product on a standalone basis and (2) each product is distinct within the context of the contract.
The transaction price is readily determinable and fixed at the time the transaction is entered into with the customer. DynaEnergetics is entitled to each
product’s transaction price upon the customer obtaining control of the item. Such control occurs as of a point in time, which is generally based upon relevant
Incoterms as it relates to product ownership and legal title being transferred. Upon fulfillment of applicable Incoterms, DynaEnergetics has performed its
contractual requirements such that it has a present right to payment, and the customer from that point forward bears all risks and rewards of ownership. In
addition, at this date, the customer has the ability to direct the use of, or restrict the access to, the asset. No payment discounts, rebates, refunds, or any other
forms of variable consideration are included within contracts. DynaEnergetics also does not provide service-type warranties either via written agreement or
customary business practice, nor does it allow customer returns without its prior approval.
For orders that contain only one performance obligation, the total transaction price is allocated to the sole performance obligation. For orders that contain
multiple products being purchased by the customer, judgment is required to determine SSP for each distinct performance obligation. However, such judgment
largely is mitigated given that products purchased are generally shipped at the same time. In instances where products purchased are not shipped at the same
time, DynaEnergetics uses the contractually stated price to determine SSP as this price approximates the price of each good as sold separately.
ITEM 3. Quantitative and Qualitative Disclosure about Market Risk
Foreign Currency Exchange Rates
Our NobelClad and DynaEnergetics subsidiaries operate globally through an international network of manufacturing, distribution and sales facilities and
frequently enter into inter-company and third party transactions that are denominated in currencies other than their functional currency. We use foreign currency
forward contracts to offset foreign exchange rate fluctuation on foreign currency denominated asset and liability positions. Foreign currency forward contracts are
sensitive to changes in foreign currency exchange rates. Consistent with the use of these contracts to neutralize the effect of exchange rate fluctuations, such
unrealized losses or gains would be offset by corresponding gains or losses, respectively, in the remeasurement of the asset and liability positions being
hedged. As such, these forward currency contracts and the offsetting underlying asset and liability positions do not create material market risk.
ITEM 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
Our Chief Executive Officer and Chief Financial Officer have evaluated the Company’s disclosure controls and procedures, as defined in Rules 13a-15(e) and
15d-15(e) of the Securities Exchange Act of 1934, as amended, as of the end of the period covered by this report, and they have concluded that these controls
and procedures are effective.
Changes in Internal Control over Financial Reporting
There were no changes that occurred during the fiscal quarter covered by this Quarterly Report on Form 10-Q that have materially affected, or are
reasonably likely to materially affect, our internal controls over financial reporting.
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Part II - OTHER INFORMATION
Item 1. Legal Proceedings
Anti-dumping and Countervailing Duties
In June 2015, U.S. Customs and Border Protection (“U.S. Customs”) sent us a Notice of Action that proposed to classify certain of our imports as subject to
anti-dumping duties pursuant to a 2010 anti-dumping duty (“AD”) order on Oil Country Tubular Goods (“OCTG”) from China. A companion countervailing duty
(“CVD”) order on the same product is in effect as well. The Notice of Action covered one entry of certain raw material steel mechanical tubing made in China and
imported into the U.S. from Canada by our DynaEnergetics segment during 2015 for use in manufacturing perforating guns.
In July 2015, we sent a response to U.S. Customs outlining the reasons our mechanical tubing imports do not fall within the scope of the AD order on
OCTG from China and should not be subject to anti-dumping duties. U.S. Customs proposed to take similar action with respect to other entries of this product
and requested an approximately $1,100 cash deposit or bond for AD/CVD.
In August 2015, we posted the bond of approximately $1,100 to U.S. Customs. Subsequently, U.S. Customs declined to conclude on the Company’s
assertion that the mechanical tubing the Company has been importing is not within the scope of the AD order on OCTG from China. As a result, on September
25, 2015 the Company filed a request for a scope ruling with the U.S. Department of Commerce (“Commerce Department”).
On February 15, 2016, the Company received the Commerce Department’s scope ruling, which determined certain imports, primarily used for gun carrier
tubing, are included in the scope of the AD/CVD orders on OCTG from China and thus are subject to AD/CVD. On March 11, 2016, the Company filed an
appeal with the U.S. Court of International Trade (“CIT”) related to the Commerce Department’s scope ruling. On February 7, 2017, the CIT remanded the scope
ruling to the Commerce Department to reconsider its determination. The Commerce Department filed its remand determination with the CIT on June 7, 2017
continuing to find that the Company’s imports at issue are within the scope of the AD/CVD orders on OCTG from China. On March 16, 2018, the CIT issued its
decision on the appeal and sustained the Commerce Department’s scope ruling. The Company did not appeal this ruling.
On December 27, 2016, we received notice from U.S. Customs that it may pursue penalties against us related to the AD/CVD issue and demanding tender
of alleged loss of AD/CVD in an amount of $3,049, which had previously been accrued for in our financial statements. We filed a response to the notice on
February 6, 2017. On February 16, 2017, we received notice that U.S. Customs was seeking penalties in the amount of $14,783. U.S. Customs also reasserted
its demand for tender of alleged loss of AD/CVD in the amount of $3,049. We tendered $3,049 in AD amounts on March 6, 2017 into a suspense account
pending ultimate resolution of the AD/CVD case. We submitted a petition for relief and mitigation of penalties on May 17, 2017.
On March 27, 2018, we received notice from U.S. Customs Headquarters that it intended to move forward with its pursuit of penalties. The Company
engaged in discussions with U.S. Customs Headquarters regarding the scope of penalties asserted and the arguments set forth in the Company’s petition for
relief and mitigation of penalties. Based on these discussions and the Company’s assessment of the probable ultimate penalty rate, the Company accrued
$3,103 in the first quarter of 2018.
On October 11, 2018, we received a decision from U.S. Customs Headquarters in which a mitigated amount of $8,000 in penalties was asserted. The
Company expects to tender the amount in the fourth quarter of 2018. In its financial statements for the quarter ended September 30, 2018, the Company
accrued an additional $4,897 of penalties. As of September 30, 2018, the total amount accrued related to AD/CVD penalties was $8,000.
During the quarter ended September 30, 2018, the Company paid the remaining accrued AD/CVD and interest of $ 3,461 to U.S. Customs.
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Patent and Trademark Infringement
On July 1, 2016, GEODynamics, Inc., a US-based oil and gas perforating equipment manufacturer based in Fort Worth, Texas (“GEODynamics”) filed a
patent infringement action against DynaEnergetics US, Inc. (“DynaEnergetics”) in the United States District Court for the Eastern District of Texas (“District
Court”) alleging infringement of US Patent No. 8,544,563 (the “563 patent”), based on DynaEnergetics’ US sales of DPEX® shaped charges. As part of the
defense of this action, on September 20, 2016, DynaEnergetics filed an Inter Parties Review (IPR) against the 563 patent at the U.S. Patent Trial and Appeal
Board (“PTAB”), requesting invalidation of the 563 patent. On March 17, 2017, DynaEnergetics’ IPR request was instituted by the PTAB, and on March 1, 2018,
PTAB issued its decision in favor of DynaEnergetics, invalidating all challenged claims of the 563 patent. In May 2018, GEODynamics filed its notice of appeal
with respect to the PTAB decision, but withdrew its notice of appeal in September 2018. DynaEnergetics is in the process of filing for dismissal of the District
Court case.
On April 28, 2017, GEODynamics filed a patent infringement action against DynaEnergetics in District Court alleging infringement of U.S. Patent No.
8,220,394 (the “394 patent”), based on DynaEnergetics’ U.S. sales of its DPEX® and HaloFrac ® shaped charges. The 394 patent case went to trial in early
October 2018, and on October 10, 2018, the jury found in favor of DynaEnergetics on all counts.
On August 21, 2017, GEODynamics filed a patent infringement action against DynaEnergetics GmbH & Co. KG and DynaEnergetics Beteiligungs GmbH,
both wholly owned subsidiaries of DMC (collectively, “DynaEnergetics EU”), in the Regional Court of Düsseldorf, Germany, alleging infringement of the German
part DE 60 2004 033 297 of European patent EP 1 671 013 B1 granted on June 29, 2011, a patent related to the 394 patent (the “EP 013 patent”). This action is
based on the manufacturing, sale and marketing of DPEX shaped charges in Germany. DynaEnergetics EU denies validity and infringement of the EP 013
patent and is vigorously defending against this lawsuit. DynaEnergetics EU filed its defense at the Regional Court of Düsseldorf and a nullity action against EP
013 at the German Federal Patent Court on February 14, 2018. A trial in the infringement proceedings is scheduled for March 2019, and a trial in the nullity
action is not expected before late 2019.
On September 27, 2017, DynaEnergetics GmbH & Co. KG filed a revocation action in the Patents Court, Shorter Trials Scheme in the UK against
GEODynamics, asserting that the EP 013 patent, as maintained in the UK, is invalid. GEODynamics filed its defense and a counterclaim alleging infringement of
the EP 013 patent in November 2017 based on sales and marketing of DPEX® shaped charges in the UK. GEODynamics discontinued its counterclaim for
infringement on May 9, 2018 and has been ordered to pay costs related thereto at the close of the proceedings. Trial is currently expected to being in late
October 2018.
We do not believe that the EP 013 patent or infringement claims based on the patent are valid, and we do not believe it is probable that we will incur a
material loss on the EP 013 matter. However, if it is determined that the patent is valid and that DynaEnergetics EU has infringed it, it is reasonably possible that
our financial statements could be materially affected. We are not able to provide a reasonable estimate of the range of loss, and we have not accrued for any
such losses. Such an evaluation includes, among other things, a determination of the total number of infringing products manufactured in Germany or the scope
of potential damages and the relevant period for which damages would apply, if any.
Item 1A. Risk Factors
There have been no significant changes in the risk factors identified as being attendant to our business in our Annual Report on Form 10-K for the year
ended December 31, 2017.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
In connection with the vesting of Company restricted common stock under our equity incentive plans during the third quarter of 2018, we retained shares of
common stock in satisfaction of withholding tax obligations. These shares are held as treasury shares by the Company.
Total number of shares purchased (1) (2)
July 1 to July 31, 2018
August 1 to August 31, 2018
September 1 to September 30, 2018
Total
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Average price paid per share

—
1,686

$
$

—
41.35

—

$

—

1,686

$

41.35
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(1) All shares purchased in 2018 were to offset tax withholding obligations that occur upon the vesting of restricted common stock under the terms of the
2016 Stock Incentive Plan.
(2) As of September 30, 2018, the maximum number of shares that may yet be purchased would not exceed the employees’ portion of taxes withheld on
unvested shares (493,471 shares).
Item 3. Defaults Upon Senior Securities
None.
Item 4. Mine Safety Disclosures
Our Coolspring property is subject to regulation by the Federal Mine Safety and Health Administration (“MSHA”) under the Federal Mine Safety and Health
Act of 1977 (the “Mine Act”). Pursuant to Section 1503(a) of the Dodd-Frank Wall Street Reform and Consumer Protection Act (The “Dodd-Frank Act”), issuers
that are operators, or that have a subsidiary that is an operator, of a coal or other mine in the United States are required to disclose in their periodic reports filed
with the SEC information regarding specified health and safety violations, orders and citations, related assessments and legal actions, and mining-related
fatalities. During the quarter ended September 30, 2018, we had no such specified health and safety violations, orders or citations, related assessments or legal
actions, mining-related fatalities, or similar events in relation to our United States operations requiring disclosure pursuant to Section 1503(a) of the Dodd-Frank
Act.
Item 5. Other Information
None.
Item 6. Exhibits
10.28 Lease for Broomfield, Colorado office space dated August 20, 2018 between SEMAHO, INC. and the Company.
31.1 Certification of the President and Chief Executive Officer pursuant to 17 CFR 240.13a-14(a) or 17 CFR 240.15d-14(a), as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of the Chief Financial Officer pursuant to 17 CFR 240.13a-14(a) or 17 CFR 240.15d-14(a), as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.
32.1 Certification of the President and Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the SarbanesOxley Act of 2002.
32.2 Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
101 The following materials from the Quarterly Report on Form 10-Q of DMC Global Inc. for the quarter ended September 30, 2018, formatted in XBRL
(eXtensible Business Reporting Language): (i) the Condensed Consolidated Balance Sheets, (ii) the Condensed Consolidated Statements of Operations,
(iii) the Condensed Consolidated Statement of Stockholders’ Equity, (iv) the Condensed Consolidated Statements of Cash Flows, and (v) the Notes to
Condensed Consolidated Financial Statements, tagged as blocks of text.*

* Pursuant to Rule 406T of Regulation S-T, the Interactive Data Files on Exhibit 101 hereto are deemed not filed or part of a registration statement or
prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as amended, are deemed not filed for purposes of Section 18 of the Securities
and Exchange Act of 1934, as amended, and otherwise are not subject to liability under those sections.
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SIGNATURES
In accordance with the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

DMC Global Inc.
(Registrant)

Date:

October 25, 2018

/s/ Michael Kuta
Michael Kuta, Chief Financial Officer (Duly Authorized Officer
and Principal Financial and Accounting Officer)
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EXHIBIT 10.28

LEASE AGREEMENT
(Triple Net)

by and between

SEMAHO, INC.,
a Colorado corporation

as Landlord

and
DMC GLOBAL INC.,
a Delaware corporation

as Tenant

1

SUMMARY OF BASIC LEASE INFORMATION
The parties hereto agree to the following terms of this Summary of Basic Lease Information (the “ Summary”). This Summary is hereby incorporated into
and made a part of the attached Lease Agreement – Triple Net (this Summary and the Lease Agreement – Triple Net to be known collectively as the “Lease”)
which pertains to the office building located at 11800 Ridge Parkway, Broomfield, Colorado known as The Views I. Each reference in this Lease to any term of
this Summary shall have the meaning as set forth in this Summary for such term. In the event of a conflict between the terms of this Summary and the Lease,
the terms of the Lease shall prevail. Any capitalized terms used herein and not otherwise defined herein shall have the meaning as set forth in the Lease.
DESCRIPTION

TERMS OF LEASE
(References are to the Lease Agreement)
August 20, 2018.

1. Date:
2. Landlord:

SEMAHO, INC.,
a Colorado corporation

3. Address of Landlord
(Section 30.11):

1777 NE Loop 410
Suite 928
San Antonio, TX 78217
Attn: Andres Sevilla

4. Tenant:

DMC Global Inc.,
a Delaware corporation

5. Address of Tenant
(Section 30.11):

Prior to Lease Commencement Date:
DMC Global Inc.
5405 Spine Road
Boulder, CO 80301
Attn: Chief Legal Officer
After Lease Commencement Date:
At the Premises
Attn: Chief Legal Officer

6. Premises (Article 1):

Approximately 18,284 rentable square feet of space identified as
Suite 300 on the third floor of the building known as The Views I
located at 11800 Ridge Parkway, Broomfield, Colorado (the
“Building”), as generally depicted on Exhibit A attached hereto.

7. Term (Article 2).
7.1 Lease Term:

One hundred twenty-six (126) months. If the Lease Commencement
Date occurs on a day other than the first day of the month, then the
foregoing time period shall be measured from the first day of the
following month.

7.2 Lease Commencement
Date:

The later of (a) January 1, 2019, or (b) the date that is the earlier of
(i) Substantial Completion of the Improvements (as such terms are
defined in the Work Letter attached hereto as Exhibit B and
incorporated herein by this reference (the “Work Letter”)), or (ii) the
date Substantial Completion would have occurred but for the
occurrence of any Tenant Delay Days (as defined in the Work
Letter).

7.3 Option to Extend:

One (1) option period of five (5) years.

i

8. Base Rent (Article 3):

Period

Monthly
Installment of Base Rent

Annual
Rental Rate
per Rentable Square Foot

Months 1 – 18*

$23,616.83*

$15.50

Months 19 – 30

$24,378.67

$16.00

Months 31 – 42

$25,140.50

$16.50

Months 43 – 54

$25,902.33

$17.00

Months 55 – 66

$26,664.17

$17.50

Months 67 – 78

$27,426.00

$18.00

Months 79 – 90

$28,187.83

$18.50

Months 91 – 102

$28,949.67

$19.00

Months 103 – 114

$29,711.50

$19.50

Months 115 – 126

$30,473.33

$20.00

*Subject to the abatement described in Article 3 below.
9. Tenant’s Share:
Approximately 10.71%. Tenant’s Share is calculated by dividing the number
of rentable square feet of the Premises by the total rentable square feet in
the Building, which is 170,660 (subject to adjustment pursuant to Section
1.3 of the Lease).
10. Prepaid Base Rent
(Article 3)

$23,616.83 for the first (1 st) full month of the Lease Term.

11. Security Deposit
(Article 22):

$38,365.92.

12. Parking Pass Ratio
(Article 28):

Four (4) parking passes for every 1,000 rentable square feet of the
Premises, free of charge during the initial Lease Term.

13. Brokers
(Section 30.21):

Jones Lang LaSalle Americas, Inc. (Joe Heath and Don Misner), for
Landlord, and

The Colorado Group, Inc. (Neil Littman and W. Scott Reichenberg), for
Tenant.

ii
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LEASE AGREEMENT
This Lease Agreement (“ Lease”, including the preceding Summary of Basic Lease Information referred to herein as the “ Summary”), is made by and
between SEMAHO, INC., a Colorado corporation (“Landlord”), and DMC GLOBAL INC., a Delaware corporation (“ Tenant”) as of the date set forth in Section 1
of the Summary.
1.

REAL PROPERTY, BUILDING AND PREMISES

1.1 Premises, Building and Real Property . Upon and subject to the terms, covenants and conditions hereinafter set forth in this Lease, Landlord hereby
leases to Tenant and Tenant hereby leases from Landlord the premises set forth in Section 6 of the Summary (the “Premises”), which Premises are located in
the Building (as hereinafter defined). The outline of the floor plan of the Premises is set forth in Exhibit A attached hereto. The Premises are a part of the building
known as The Views I located and addressed at 11800 Ridge Parkway, Broomfield, Colorado (collectively, the “Building”). The Building, the parking facilities
serving the Building from time to time (“Parking Facilities”), the outside plaza areas, land and other improvements surrounding the Building which are
designated from time to time by Landlord as common areas appurtenant to or servicing the Building, and the land upon which any of the foregoing are situated,
are herein sometimes collectively referred to as the “Real Property.” Tenant is hereby granted the right to the nonexclusive use of the common corridors and
hallways, stairwells, elevators, restrooms and other public or common areas located within the Building and on the Real Property (“Common Areas”). Landlord
reserves the right to make alterations or additions to, or to change the location of elements of, the Commons Areas and the Real Property, provided in no event
shall such alterations or additions materially and adversely interfere with Tenant’s use or enjoyment of, or access to, the Premises. Landlord agrees to use
commercially reasonable efforts to ensure that that the Common Areas shall include throughout the Lease Term a fully-operational café serving prepared hot and
cold food options during normal business hours of the Building, consistent with the standards maintained in other first-class office buildings in the Interlocken
area of Broomfield, Colorado.
1.2 Condition of the Premises. Except as specifically set forth in this Lease and in the Work Letter, Landlord shall not be obligated to provide or pay for
any improvement work or services related to the improvement of the Premises. Tenant also acknowledges that Landlord has made no representation or warranty
(express or implied) regarding (a) the condition of the Premises, the Building or the Real Property, except as specifically set forth in this Lease and the Work
Letter, if applicable or (b) the suitability or fitness of the Premises, the Building or the Real Property for the conduct of Tenant’s business. Notwithstanding the
foregoing, Landlord agrees that on the Delivery Date (as defined in Section 2.2 below), (i) the Premises shall be delivered in a clean and orderly fashion; and (ii)
all Building systems serving the Premises (including HVAC (as defined in Section 6.1.1 below), electricity, roof and lighting) shall be in good working order.
Landlord represents that to Landlord’s actual knowledge as of the Date of this Lease, the Premises, Building, and Real Property are in compliance with all
applicable Laws (as defined in Section 5.2 below). Any upgrades to Building systems required by Tenant’s specific use shall be deducted from the Construction
Allowance (as defined in the Work Letter).
1 . 3 Verification of Rentable Square Feet of Premises and Building . For purposes of this Lease, “rentable square feet” shall mean “rentable area”
calculated pursuant to the Standard Method for Measuring Floor Area in Office Buildings, ANSI/BOMA Z65.1 – 2010 Method B (the “BOMA Standard”). As of
the Date of this Lease, the Building contains 169,692 rentable square feet. During the period commencing on the Delivery Date and ending forty-five (45) days
thereafter, Tenant shall have the right to have Tenant’s architect verify the rentable square footage of the Premises set forth in Section 6 of the Summary using
the BOMA Standard. If the Tenant’s architect disagrees with Landlord’s space measurement as set forth in Section 6 of the Summary, Tenant shall have the
right to notify Landlord in writing of the disagreement within fifteen (15) days after expiration of the 45-day period specified above, and then, for a period of thirty
(30) days following written notice from Tenant to Landlord of such disagreement, Landlord and Tenant shall cause their respective space measurement
consultants to meet and confer in good faith toward a resolution of such disagreement. If during such 30-day period the respective space measurement
consultants agree on a final measurement of the Premises, then Landlord and Tenant shall memorialize such final measurement of the rentable square footage
of the Premises in writing and such final measurement shall be binding on Landlord and Tenant for purposes of this Section 1.3. If the respective space
measurement consultants are unable to agree on a final measurement of the Premises during such 30-day period, then the Landlord and Tenant shall jointly
engage a third-party architect who has not previously worked for either of them and each party shall submit their calculation of the rentable square footage of the
Premises to the third-party architect. The third-party architect shall be asked to select which calculation, Landlord or Tenant’s, more accurately measures the
rentable square footage of the Premises, and such determination shall thereafter be binding on Landlord and Tenant for purposes of this Section 1.3. The cost of
the third-party architect shall be borne equally by Landlord and Tenant. If the final measurement of the rentable square footage of the Premises as determined
pursuant to this Section 1.3 is different from the square footage set forth in Section 6 of the Summary, then Landlord and Tenant shall enter into an amendment
to this Lease modifying all amounts, percentages and figures appearing or referred to in this Lease to conform to such corrected rentable square footage
(including, without limitation, the amount of the “Rent” (as defined in Section 4.1 below). At any time after the initial Lease Term, Landlord’s discretion, the
number of rentable square feet of the Premises and the Building shall be subject to verification from time to time by Landlord’s space measurement consultant in
accordance with the BOMA Standard.
2.

LEASE TERM

2.1 Initial Term. The terms and provisions of this Lease shall be effective as of the Date of this Lease except for the provisions of this Lease relating to
the payment of Rent. The term of this Lease (the “Lease Term”) shall be for the period of time set forth in Section 7.1 of the Summary and shall commence on
the date (the “Lease Commencement Date”) set forth in Section 7.2 of the Summary, and shall terminate upon the expiration of the Lease Term, unless this
Lease is sooner terminated as hereinafter provided. For purposes of this Lease, the term “Lease Year” shall mean each consecutive twelve (12) month period
during the Lease Term; provided, however, that if the Lease Commencement Date is not the first day of the month, then the first Lease Year shall commence on
the Lease Commencement Date and end on the last day of the twelfth full calendar month thereafter and the second and each succeeding Lease Year shall
commence on the first day of the next calendar month; and further provided that the last Lease Year shall end on the last day of the Lease Term (for example, if
the Lease Commencement Date is April 15, the first Lease Year will be April 15 through April 30 of the following year, and each succeeding Lease Year will be
May 1 through April 30).

2.2 Delivery Date; Delays and Notice of Lease Term Dates . Landlord shall deliver possession of the Premises to Tenant upon Substantial Completion
of the Improvements, which Landlord estimates to be January 1, 2019 (the “Estimated Delivery Date ”). If the Delivery Date (as hereinafter defined) has not
occurred on or before the date that is thirty (30) days after the Estimated Delivery Date and such delay is within Landlord’s reasonable control, then Tenant shall
be entitled to a day for day abatement of Rent for each day accruing between the day following expiration of such 30-day period and the actual Delivery Date,
which abatement shall be applied against Rent first due hereunder. If the Delivery Date has not occurred by the date that is ninety (90) days following the
Estimated Delivery Date and such delay is within Landlord’s reasonable control, then, in addition to the remedy set forth in the preceding sentence, Tenant shall
have the right to terminate this Lease by written noticed delivered to Landlord at any time thereafter but prior to the actual Delivery Date. The remedies set forth
in this Section 2.2 shall be Tenant’s sole remedies for a delay in the Delivery Date beyond the Estimated Delivery Date. The date upon which Landlord delivers
possession of the Premises to Tenant with the Improvements Substantially Complete pursuant to the terms of the Work Letter is be referred to herein as the
“Delivery Date”. At any time during the Lease Term, Landlord may deliver to Tenant a notice of Lease Term dates, confirming, among other things, the Lease
Commencement Date and the expiration date of this Lease, which notice, if accurate, Tenant shall execute and return to Landlord within ten (10) days of receipt
thereof; if Tenant fails to execute and return such notice within such time period, the information contained in such notice shall be deemed correct and binding
upon Tenant.
2 . 3 Option Term. Landlord hereby grants to Tenant, the option to extend the Lease Term for one period of five (5) years (the “Option Term”), which
option shall be exercisable only by written notice (an “Option Notice”) delivered by Tenant to Landlord as provided in Section 2.3.2 below. Tenant shall not have
the rights contained in this Section 2.3 if, (i) as of the date of the Option Notice or, at Landlord’s option, at any time between the delivery of the Option Notice and
the commencement of the applicable Option Term, a Default (as defined in Section 19.1) by Tenant is continuing beyond all applicable notice and cure periods;
or (ii) as of the date of the Option Notice, Tenant does not physically occupy substantially the entire Premises or Tenant has assigned this Lease or sublet more
than 25% of the Premises pursuant to Article 14 below, other than in connection with a Permitted Transfer (as defined in Section 14.7 below).
2.3.1 Option Rent. The Base Rent (as defined in Section 3 below) payable by Tenant during each Option Term shall be equal to the fair market
rent for the Premises and the parking passes, if applicable, as of the commencement date of the applicable Option Term (the “Option Rent”). The fair market
rent shall be the rental rate, including all escalations, at which renewing tenants, as of the commencement of the applicable Option Term, are leasing nonsublease, non-encumbered space comparable in size, location and quality to the Premises for a similar term, which comparable space is located in other firstclass office buildings in the Interlocken area of Broomfield, Colorado.
2 . 3 . 2 Exercise of Option. The option contained in this Section 2.3 shall be exercised by Tenant, if at all, only in the following manner: (a)
Tenant shall deliver an Option Notice to Landlord no later than six (6) months, and not earlier than nine (9) months, prior to the expiration of the initial Lease
Term, stating that Tenant wishes to exercise its option; and (b) Landlord, after receipt of the Option Notice, shall deliver written notice (the “Option Rent Notice”)
to Tenant setting forth Landlord’s good faith determination of the Option Rent for the Option Term. If Tenant disagrees with the Option Rent set forth in
Landlord’s Option Rent Notice, then the Landlord and Tenant shall promptly meet and confer in good faith to determine the Option Rent. If Landlord and Tenant
cannot agree on Option Rent within thirty (30) days after their initial meeting pursuant to the preceding sentence, then Option Rent shall be determined as set
forth in Section 2.3.3 below. Failure of Tenant to timely deliver an Option Notice to Landlord shall be deemed to constitute Tenant’s failure to exercise its option
to extend and Tenant shall have no further right to extend the Lease Term. If Tenant timely and properly exercises its option to extend, the Lease Term, subject
to Section 2.3.3 below, shall be extended for the Option Term upon all of the terms and conditions set forth in this Lease, except that the Base Rent shall be as
indicated in the Option Rent Notice or as determined in accordance with Section 2.3.3, as applicable, and all references herein to the Lease Term shall include
the Option Term.
2.3.3 Determination of Option Rent. In the event Tenant exercises its option to extend but objects to Landlord’s determination of the Option
Rent as provided in Section 2.3.2 above, then Landlord and Tenant shall attempt to agree in good faith upon the Option Rent. If Landlord and Tenant fail to
reach agreement within the 30-day period set forth in Section 2.3.2 above, then within five (5) days thereafter, Landlord and Tenant shall each simultaneously
submit to the other in a sealed envelope its good faith estimate of the Option Rent. If the higher of such estimates does not exceed the lower estimate by more
than five percent (5%), then the Option Rent shall be the average of the two. Otherwise, within ten (10) days after the simultaneous submission of good faith
estimates, the parties shall select an independent licensed commercial real estate broker with at least ten (10) years of experience in negotiating the leasing of
office space in the metropolitan area in which the Building is located (a “Qualified Broker”). The Qualified Broker shall not have previously been engaged by
either party within the previous five (5) years. If the parties cannot agree on a Qualified Broker, then within a second period of five (5) days, each shall select a
Qualified Broker and within five (5) days thereafter the two appointed Qualified Brokers shall select a third Qualified Broker and the third Qualified Broker shall
determine the Option Rent. If one party shall fail to select a Qualified Broker within the second five (5)-day period, then the Qualified Broker chosen by the other
party shall determine the Option Rent. Within twenty (20) days after submission of the matter, the Qualified Broker shall determine the Option Rent by choosing
whichever of the estimates submitted by Landlord and Tenant the Qualified Broker judges to be more accurate. The Qualified Broker shall notify Landlord and
Tenant of its decision, which shall be final and binding. The fees of the Qualified Broker shall be borne equally by the parties. Each party shall pay the fees of its
respective counsel.
3.

BASE RENT

Tenant shall pay, without notice or demand, to Landlord or Landlord’s agent at the management office of the Building (if applicable), or at such other
place as Landlord may from time to time designate in writing, monthly installments of base rent as set forth in Section 8 of the Summary (“Base Rent”), in
advance on or before the first day of each and every month during the Lease Term, without any setoff or deduction whatsoever, except to the extent expressly
provided for in this Lease; provided, however, Landlord hereby abates Base Rent (but not Additional Rent, as defined in Section 4.1 below) for the Premises for
the first six (6) full months of the Lease Term. In the event Tenant is in Default under this Lease beyond any applicable period of notice and cure, such
abatement shall cease as of the date of such default, and, in the event Landlord exercises its remedy to terminate this Lease or terminate Tenant’s possession of
the Premises for such Default as provided in Section, 20 below, Tenant shall immediately repay to Landlord all unamortized sums previously abated hereunder.
The Base Rent for the seventh (7th) full month of the Lease Term, and Tenant’s Share of NNN Charges (as defined in
2

Section 4.1 below) for the first (1 st) full month of the Lease Term, shall be paid at the time of Tenant’s execution of this Lease. If any rental or other payment
date (including the Lease Commencement Date) falls on a day of the month other than the first day of such month or if any rental or other payment is for a
period which is shorter than one month, then the rental or other payment for any such fractional month shall be prorated based on the actual number of days
contained in such month.
4.

ADDITIONAL RENT

4 . 1 Additional Rent. In addition to paying the Base Rent specified in Article 3 of this Lease, beginning on the Lease Commencement Date, Tenant
shall pay as additional rent during the Lease Term Tenant’s Share of the annual Operating Expenses, Insurance Expenses, Utility Expenses and Tax Expenses
allocated to the Building (the “NNN Charges”). Such additional rent, together with any and all other amounts payable by Tenant to Landlord pursuant to the
terms of this Lease, shall be hereinafter collectively referred to as “Additional Rent.” The Base Rent and Additional Rent are herein collectively referred to as
the “Rent.” All amounts due under this Article 4 as Additional Rent shall be payable for the same periods and in the same manner, time and place as the Base
Rent. In the event the Building is part of a multi-building project, Landlord may allocate Operating Expenses, Insurance Expenses, Utility Expenses and Tax
Expenses applicable to the project as a whole among the buildings within such project on an equitable basis, consistently applied, as reasonably determined by
Landlord. Without limitation on other obligations of Tenant which shall survive the expiration of the Lease Term, the obligations of Tenant to pay the Additional
Rent provided for in this Article 4 shall survive the expiration of the Lease Term or earlier termination of this Lease. Landlord hereby represents that the
estimated NNN Charges for 2018 are $9.68 per rentable square foot, but such amount is an estimate only and is not a cap on NNN Charges for 2018 or binding
on Landlord.
4.2

Definitions. As used in this Article 4, the following terms shall have the meanings hereinafter set forth:

4.2.1 “Expense Year” shall mean each calendar year in which any portion of the Lease Term falls, through and including the calendar year in
which the Lease Term expires.
4.2.2 “Insurance Expenses” shall mean the cost of insurance carried by Landlord as required under this Lease or otherwise in such amounts
as Landlord may reasonably determine or as may be required by any mortgagees or the lessor of any underlying or ground lease affecting the Real Property,
including any deductibles thereunder.
4.2.3 “Operating Expenses” shall mean all actual and reasonable expenses, costs and amounts of every kind and nature which Landlord
incurs or which accrues during any Expense Year because of or in connection with the ownership, management, maintenance, repair, restoration or operation
of the Real Property (other than Insurance Expenses, Tax Expenses and Utility Expenses), and the cost of any capital improvements or other costs (A) which are
intended as a labor-saving device or to effect other economies in the operation or maintenance of the Real Property, or (B) made to the Real Property after the
Lease Commencement Date that are required under any governmental law or regulation enacted or applicable to the Real Property after the Date of this Lease;
provided, however, that if any such cost described in (A) or (B) above is a capital expenditure (“Included Capital Items”), such cost shall be amortized (including
interest on the unamortized cost) over its useful life as Landlord shall reasonably determine in accordance with sound accounting and management principles,
consistently applied. If the Building is not fully occupied during any portion of any Expense Year, Landlord shall make an appropriate adjustment to the variable
components of Operating Expenses or Utility Expenses (as defined below) for such Expense Year, employing sound accounting and management principles,
consistently applied, to determine the amount of Operating Expenses or Utility Expenses that would have been paid had the Building been fully occupied.
Notwithstanding anything to the contrary in the Lease, the following items shall be excluded from Operating Expenses:
4.2.3.1
4.2.3.2
the Premises or the Building;
4.2.3.3

Costs of capital repairs, capital replacements, or capital improvements, other than Included Capital Items;
Costs of repair or replacement of the foundation, structural elements, exterior walls and the underground utilities of or serving
Costs of the design and construction of tenant improvements to the Premises or the premises of other tenants;

4.2.3.4 Depreciation, interest and principal payments on mortgages and other debt costs, if any, and amounts paid as ground rental or
as rental for the Building by Landlord;
4.2.3.5 Marketing costs, legal fees, space planners’ fees and advertising and promotional expenses, and brokerage fees incurred in
connection with the original development, subsequent improvement, or original or future leasing of the Building;
4.2.3.6
Costs for which any tenant directly contracts with local providers, costs for which Landlord is reimbursed by any tenant or
occupant of the Building or by insurance by its carrier or any tenant’s carrier or by anyone else and expenses in connection with services or other benefits which
are not offered to the Tenant or for which the Tenant is charged directly but which are provided to another tenant or occupant of the Building without a separate
charge;
4.2.3.7

Any bad debt loss, rent loss, or reserves for bad debts or rent loss;

4.2.3.8 Landlord’s general corporate overhead and general and administrative expenses and other costs associated with the operation
of the business of the entity which constitutes the Landlord, as the same are distinguished from the costs of operation of the Real Property, including partnership
or corporate accounting and legal matters, costs of defending any lawsuits with any mortgagee (except as the actions of the Tenant may be in issue), costs of
selling, syndicating, financing, mortgaging or hypothecating any of the Landlord’s interest in the Building, and costs incurred in connection with any disputes,
including but not limited to any disputes between Landlord and its employees, between Landlord and Building management, or between Landlord and other
tenants or occupants;
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4.2.3.9 The wages and benefits of any employee who does not devote substantially all of his or her employed time to the Building
unless such wages and benefits are prorated to reflect time spent on operating and managing the Building vis-à-vis time spent on matters unrelated to operating
and managing the Building;
4.2.3.10 Costs, including permit, license and inspection costs, incurred with respect to the installation of tenant improvements made for
new tenants in the Building or incurred in renovating or otherwise improving, decorating, painting or redecorating vacant space for tenants or other occupants of
the Building (excluding, however, such costs relating to any Common Areas of the Building or Parking Facilities);
4.2.3.11 Overhead and profit increment paid to the Landlord or to subsidiaries or affiliates of the Landlord for services in the Building
to the extent the same exceeds the costs of such services rendered by qualified, first-class unaffiliated third parties on a competitive basis, and then only such
excess shall be excluded from Operating Expenses;
4.2.3.12

Costs, other than those incurred in ordinary maintenance and repair, for sculpture, paintings, fountains or other objects of art;

4.2.3.13 Fees and reimbursements payable to Landlord (including its affiliates) for management of the Building which would ordinarily
be included in a management fee, in excess of a commercially reasonable management fee that a landlord would have been required to pay to comparable
independent established management companies operating other comparable buildings in comparable locations;
4.2.3.14
Costs to repair or rebuild after casualty loss (excluding deductibles under insurance policies carried by Landlord, which
deductibles shall be included in Operating Expenses);
4.2.3.15
4.2.3.16
providers of materials or services;

Any costs expressly excluded from Operating Expenses elsewhere in the Lease;
Costs arising from the negligence or willful misconduct of Landlord or its agents, employees, vendors, contractors, or

4.2.3.17
Costs incurred to comply with Laws in effect as of the Lease Commencement Date, including but not limited to laws and
regulations relating to handicap access or the removal of Hazardous Material (as defined in Section 29.3 below), which Hazardous Material is in existence in the
Building or on the Real Property prior to the Lease Commencement Date or is brought into the Building or onto the Project after the Date of this Lease by
Landlord or any other tenant of the Building (excluding Tenant), and is of such a nature that a federal, state or municipal government governmental authority, if it
had knowledge of the presence of such Hazardous Material in the state and under the conditions that it then exists in the Building or on the Real Property, would
require the removal of such Hazardous Material or would require other remedial or containment action with respect thereto pursuant to Laws in effect as of the
Lease Commencement Date (in the event that such costs of compliance are not paid by Landlord and are instead charged to Tenant directly by a governmental
authority, Landlord agrees that it will reimburse Tenant for such charges);
4.2.3.18

Costs arising from Landlord’s charitable or political contributions; and

4.2.3.19 Interests, fine, late fees, collection costs, legal fees or penalties assessed as a result of Landlord’s failure to make payments
in a timely manner or to comply with applicable Laws, including regarding the payment of taxes, or to comply with the terms of any lease, mortgage, deed of
trust, ground lease, private restriction or other agreement.
4.2.4 “Systems and Equipment ” shall mean any plant, machinery, transformers, duct work, cable, wires, and other equipment, facilities, and
systems designed to supply heat, ventilation, air conditioning and humidity or any other services or utilities, or comprising or serving as any component or portion
of the electrical, gas, steam, plumbing, sprinkler, communications, alarm, security, or fire/life safety systems or equipment, or any other mechanical, electrical,
electronic, computer or other systems or equipment which serve the Real Property in whole or in part.
4.2.5 “Tax Expenses” shall mean all federal, state, county, or local governmental or municipal taxes, fees, charges or other impositions of
every kind and nature, whether general, special, ordinary or extraordinary, (including, without limitation, real estate taxes, general and special assessments,
transit taxes, leasehold taxes or taxes based upon the receipt of rent, including gross receipts, transaction privilege or any sales taxes applicable to the receipt
of rent, unless required to be paid by Tenant, personal property taxes imposed upon the fixtures, machinery, equipment, apparatus, systems and equipment,
appurtenances, furniture and other personal property used in connection with the Real Property), which Landlord shall pay during any Expense Year because of
or in connection with the ownership, leasing and operation of the Real Property or Landlord’s interest therein. Tax Expenses shall also include all franchise
taxes, and similar taxes, including taxes payable by Landlord and attributable to amounts payable by Tenant under this Lease, including all Base Rent,
Additional Rent, operating expense reimbursements and similar amounts. Tax Expenses shall not include any federal or state inheritance, general income, gift
or estate taxes. All assessments which are not specifically charged to Tenant because of what Tenant has done, which can be paid by Landlord in installments,
shall be paid by Landlord in the maximum number of installments permitted by Law (except to the extent inconsistent with the general practice of the Building or
comparable buildings) and shall be included in Tax Expenses in the year in which the installment is actually paid.
4.2.6 “Utility Expenses” shall mean the cost of supplying all utilities to the Real Property (other than utilities for which tenants of the Building
are separately metered or are otherwise paid separately by tenants of the Building), including utilities for the heating, ventilation and air conditioning system for
the Building and Common Areas.
4.2.7
4.3

“Tenant’s Share” shall mean the percentage set forth in Section 9 of the Summary.

Payment of Additional Rent.
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4 . 3 . 1 Statement of Estimated Expenses. Landlord shall endeavor to give Tenant a yearly expense estimate statement (the “Estimate
Statement”) which shall set forth Landlord’s reasonable estimate (the “ Estimate”) of what the total amount of Operating Expenses, Insurance Expenses, Utility
Expenses and Tax Expenses for the then-current or upcoming Expense Year shall be (the “Estimated NNN Charges ” ) . Tenant shall pay, with its next
installment of Base Rent due, a fraction of the Estimated NNN Charges for the then-current Expense Year (reduced by any amounts paid pursuant to the last
sentence of this Section 4.3.1). Such fraction shall have as its numerator the number of months which have elapsed in such current Expense Year to the month
of such payment, both months inclusive, and shall have twelve (12) as its denominator. Until a new Estimate Statement is furnished, Tenant shall pay monthly,
with the monthly Base Rent installments, an amount equal to one-twelfth (1/12) of the total Estimated NNN Charges set forth in the previous Estimate Statement
delivered by Landlord to Tenant.
4 . 3 . 2 Statement of Actual Expenses and Payment by Tenant . Landlord shall give to Tenant following the end of each Expense Year, a
statement (the “Statement“) which shall state the Operating Expenses, Insurance Expenses, Utility Expenses and Tax Expenses incurred or accrued for such
preceding Expense Year, and which shall indicate the amount of the NNN Charges. Upon receipt of the Statement for each Expense Year during the Lease
Term, Tenant shall pay, with its next installment of Base Rent due (or within thirty (30) days of receipt if the Lease Term has expired prior to Tenant’s receipt of
the Statement), the full amount of Tenant’s Share of the NNN Charges for such Expense Year, less the amounts, if any, already paid by Tenant during such
Expense Year as Estimated NNN Charges. In the event an overpayment is by Tenant is reflected in the Statement, such overpayment will be credited against
the next installments of NNN Charges due, or in the event the Lease Term has expired, then any overpayment will be refunded to Tenant within thirty (30) days
after the issuance of the Statement. The failure of Landlord to timely furnish the Statement or the Estimated Statement for any Expense Year shall not prejudice
Landlord from enforcing its rights under this Article 4. The provisions of this Section 4.3.2 shall survive the expiration or earlier termination of the Lease Term.
4 . 3 . 3 Tenant Audit. Notwithstanding anything to the contrary in this Lease, if the amount of NNN Charges as reflected on a Statement
increases by more than 2% from those of the immediately preceding calendar year, Tenant may review Landlord’s records of the NNN Charges reflected on
such Statement, provided that (a) Tenant notifies Landlord of its intent to conduct an audit of such NNN Charges within sixty (60) days after Tenant’s receipt of a
Statement pursuant to Section 4.3.2 above (the “Audit Election Period ”); (b) there is no uncured Default under this Lease then in existence; (c) the audit shall
be prepared by a reputable, independent certified public accounting firm selected by Tenant and approved by Landlord in its reasonable discretion, who shall not
be compensated on a contingency fee basis; (d) the audit shall commence within thirty (30) days after Landlord makes Landlord’s books and records available to
Tenant’s auditor and shall conclude within sixty (60) days after commencement; (e) the audit shall be conducted during Landlord’s normal business hours at the
location where Landlord maintains its books and records, and shall not unreasonably interfere with the conduct of Landlord’s business; (f) Tenant and its audit
firm shall treat any audit in a confidential manner and shall each execute a commercially reasonable confidentiality agreement for Landlord’s benefit prior to
commencing the audit; (g) the audit firm’s audit report shall, at no charge to Landlord, be submitted in draft form for Landlord’s review and comment before the
final approved audit report is delivered to Landlord (which review and comment shall be within fifteen (15) days of Landlord’s receipt of the same), and Landlord
shall have the right to point out errors or make suggestions with respect to such audit report, and any appropriate comments or clarifications by Landlord which
are accepted by Tenant’s auditor shall be incorporated into the final audit report, it being the intention of the parties that Landlord’s right to review is intended to
prevent errors and avoid disputes and not to unduly influence Tenant’s auditor in the preparation of the final audit report; and (h) at the conclusion of any audit,
Tenant and its employees, auditors and agents shall return all copies of supporting documentation made in connection with such audit. In the event that any final
audit report reflects that Landlord has overstated NNN Charges by more than 5%, Landlord shall reimburse Tenant for the reasonable costs of such audit, not to
exceed $2,500.00. This paragraph shall not be construed to limit, suspend, or abate Tenant’s obligation to pay Rent when due. Landlord shall credit any
overpayment determined by the audit report against the next Rent due and owing by Tenant or, if no further Rent is due, refund such overpayment directly to
Tenant within thirty (30) days of determination. Likewise, Tenant shall pay Landlord any underpayment determined by the final approved audit report within thirty
(30) days of determination. The foregoing obligations shall survive the expiration or termination of this Lease. If Tenant does not give written notice of its election
to audit during the Audit Election Period, Landlord’s NNN Charges for the applicable calendar year as set forth in the applicable Statement shall be deemed
approved for all purposes, and Tenant shall have no further right to review or contest the same. The right to audit granted hereunder shall not be available to any
subtenant under a sublease of the Premises.
4 . 4 Taxes and Other Charges for Which Tenant Is Directly Responsible . Tenant shall reimburse Landlord upon demand for any and all taxes or
assessments required to be paid by Landlord (except to the extent included in Tax Expenses by Landlord), excluding state, local and federal personal or
corporate income taxes measured by the net income of Landlord from all sources and estate and inheritance taxes, whether or not now customary or within the
contemplation of the parties hereto, when: (a) said taxes are measured by or reasonably attributable to the cost or value of Tenant’s equipment, furniture,
fixtures and other personal property located in the Premises, or by the cost or value of any leasehold improvements made in or to the Premises by or for Tenant,
to the extent the cost or value of such leasehold improvements exceeds the cost or value of a building standard build-out as determined by Landlord regardless
of whether title to such improvements shall be vested in Tenant or Landlord; (b) said taxes are assessed upon or with respect to the possession, leasing,
operation, management, maintenance, alteration, repair, use or occupancy by Tenant of the Premises or any portion of the Real Property (including the Parking
Facilities); or (c) said taxes are assessed upon this transaction or any document to which Tenant is a party creating or transferring an interest or an estate in the
Premises.
5.

USE OF PREMISES

5.1 Permitted Use. Tenant shall use the Premises solely for general office purposes consistent with the character of the Building, and Tenant shall not
use or permit the Premises to be used for any other purpose or purposes whatsoever without Landlord’s prior consent, not to be unreasonably withheld.
5 . 2 Prohibited Uses. Tenant further covenants and agrees that it shall not use, or suffer or permit any person or persons to use, the Premises, the
Building, the Parking Facilities or any other Common Areas, the Real Property or any part thereof for any use or purpose contrary to the rules and regulations
reasonably established by Landlord for the Real Property (the “Rules and Regulations”), or in violation of any federal, state or local laws, statute, ordinances,
rules or regulations, or any recorded covenants, conditions and
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restrictions or ground or underlying leases affecting the Real Property (collectively, “ Laws”). The current Rules and Regulations are attached hereto as Exhibit C
and made a part hereof. Tenant shall not use or allow Tenant Parties (as defined in Section 10.1 below) to use any part of the Premises, the Building or the Real
Property for the storage, use, treatment, manufacture or sale of any Hazardous Material (as defined in Section 29.3 below).
5.3 Compliance With Laws. Tenant shall not do anything or suffer anything to be done in or about the Premises which will in any way conflict with any
Law now in force or which may hereafter be enacted or promulgated. At its sole cost and expense, Tenant shall promptly comply with all Laws applicable to
Tenant’s use and operation of the Premises (including without limitation the Americans With Disabilities Act), other than the making of structural changes or
changes to the Systems and Equipment, the Building, or Common Areas, which changes will be made by Landlord at its expense, but subject to reimbursement
as an Operating Expense to the extent permitted by Article 4; however, if such changes are required due to Tenant’s Alterations, the Improvements or the
particular nature of Tenant’s use of the Premises, Tenant shall, as Additional Rent, reimburse Landlord for the actual cost thereof within thirty (30) days following
receipt of an invoice therefor. Tenant shall comply with the Rules and Regulations of the Building and such other reasonable rules and regulations (or
modifications thereto) adopted by Landlord from time to time. The Rules and Regulations will be applied in an equitable manner as determined by Landlord.
Tenant shall also cause its agents, contractors, subcontractors, employees, customers, and subtenants to comply with all Rules and Regulations.
5.4 Tenant’s Security Responsibilities. Tenant shall (a) lock the doors to the Premises and take other reasonable steps to secure the Premises and the
personal property of Tenant and any Tenant Parties in the Common Areas and Parking Facilities of the Building and Real Property, from unlawful intrusion, theft,
fire and other hazards; (b) keep and maintain in good working order all security and safety devices installed in the Premises by or for the benefit of Tenant (such
as locks, smoke detectors and burglar alarms); and (c) reasonably cooperate with Landlord and other tenants in the Building on Building safety matters. Tenant
acknowledges that (i) any security or safety measures employed by Landlord are for the protection of Landlord’s own interests; (ii) Landlord is not a guarantor of
the security or safety of the Tenant Parties or their property; (iii) such security and safety matters are the responsibility of Tenant and local law enforcement
authorities; and (iv) in no event shall Landlord be liable for damages, losses, claims, injury to persons or property or causes of action arising out of any theft,
burglary, trespass or other entry into the Premises, the Building or the Real Property, except to the extent a result of Landlord’s negligence or willful misconduct.
6.

SERVICES AND UTILITIES
6.1

Standard Tenant Services. Landlord shall provide the following services on all days during the Lease Term, unless otherwise stated below.

6.1.1
Subject to all Laws and governmental guidelines applicable thereto, Landlord shall provide heating, ventilation and air conditioning
(“HVAC”) when necessary for normal comfort for normal office use in the Premises, consistent with the standards maintained in other first-class office buildings
in the Interlocken area of Broomfield, Colorado, from Monday through Friday, during the period from 7:00 a.m. to 6:00 p.m., and Saturday 9:00 a.m. to 1:00 p.m.
Notwithstanding the foregoing, HVAC service will not be supplied on the date of observation of New Year’s Day, Presidents’ Day, Memorial Day, Independence
Day, Labor Day, Thanksgiving Day (and the Friday following Thanksgiving Day), Christmas Day and other locally or nationally recognized holidays (collectively,
the “Holidays”).
6.1.2
Landlord shall provide adequate electrical wiring and facilities for normal general office use, and electricity at levels consistent with
normal general office use, consistent with the standards maintained in other first-class office buildings in the Interlocken area of Broomfield, Colorado. Such
electricity may, upon Tenant’s request, be separately metered at Tenant’s sole cost and expense and in such event, Tenant shall make payment directly to the
entity providing such electricity. In the event the Premises is not separately metered, electricity (including for the HVAC System) shall be measured by a general
meter and Tenant shall pay, as Additional Rent, upon billing by Landlord its pro rata portion of such metered charges based upon Landlord’s good faith allocation
of such electrical costs, which allocation shall be based on Tenant’s Share. Such costs may be estimated monthly and reconciled promptly following the end of
each Expense Year.
6.1.3

Landlord shall provide hot and cold city water from the regular Building outlets for drinking, lavatory and toilet purposes.

6.1.4 Landlord shall provide janitorial services in the Premises consistent with the standards maintained in other first-class office buildings in
the Interlocken area of Broomfield, Colorado, except the date of observation of the Holidays, in and about the Premises and Common Areas.
6.1.5
of an emergency.

Landlord shall provide nonexclusive automatic passenger elevator service, if the Building has an elevator, at all times, except in the event

6.1.6 Landlord shall provide window washing services for the exterior surface of the Building’s perimeter windows only, at intervals consistent
with the standards maintained in other first-class office buildings in the Interlocken area of Broomfield (in no event less than biannually). Tenant shall be
responsible for the cleaning of all other glass surfaces within the Premises.
6.1.7

Landlord shall provide nonexclusive freight elevator service subject to scheduling by Landlord.

6.2 Overstandard Tenant Use. Tenant shall not, without Landlord’s prior written consent, use heat-generating machines, machines other than normal
fractional horsepower office machines, or equipment or lighting other than building standard lights in the Premises, which may affect the temperature otherwise
maintained by the air conditioning system or increase the electricity or water normally furnished for the Premises by Landlord pursuant to the terms of
Section 6.1 of this Lease. If Tenant uses electricity, water or heat or air conditioning in excess of that supplied by Landlord pursuant to Section 6.1 of this Lease,
Tenant shall pay to Landlord, upon billing, the cost of such excess consumption, the cost of the installation, operation, and maintenance of equipment which is
installed in
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order to supply such excess consumption, and the cost of the increased wear and tear on existing equipment caused by such excess consumption, and Landlord
may install devices to separately meter any increased use and in such event Tenant shall pay the increased cost directly to Landlord, on demand, including the
cost of such additional metering devices. If Tenant desires to use HVAC during hours other than those for which Landlord is obligated to supply such utilities
pursuant to the terms of Section 6.1 of this Lease, if any, Tenant shall give Landlord such prior notice, as Landlord shall from time to time establish as
appropriate, of Tenant’s desired use and Landlord shall supply such utilities to Tenant at a reasonable hourly cost to Tenant, which cost may include Landlord’s
reasonable allocation of the costs for electricity, water, sewage, water treatment, labor, metering, filtering, equipment depreciation, wear and tear and
maintenance to provide such service. The current after-hours rate as of the Date of this Lease is $50.00 per hour. Amounts payable by Tenant to Landlord for
such use of additional utilities shall be deemed Additional Rent hereunder and shall be billed on a monthly basis. Notwithstanding anything herein to the contrary,
any HVAC or other service necessary to accommodate a computer server room will be deemed to constitute an overstandard use and will be subject to the
provisions of this Section 6.2.
6.3 Interruption of Use. Tenant agrees that, except as expressly set forth herein, Landlord shall not be liable for any damages incurred by Tenant, by
abatement of Rent or otherwise, for failure to furnish or delay in furnishing any utility or service (including telephone and telecommunication services), or for any
diminution in the quality or quantity thereof (a “Service Failure”); and such failures or delays or diminution shall never be deemed to constitute an eviction or
disturbance of Tenant’s use and possession of the Premises or relieve Tenant from paying Rent or performing any of its obligations under this Lease. However,
if the Premises, or a material portion of the Premises, are made untenantable for a period in excess of five (5) consecutive days as a result of a Service Failure
that is reasonably within the control of Landlord to correct, then Tenant, as its sole remedy, shall be entitled to receive an abatement of Rent payable hereunder
during the period beginning on the 6th consecutive day of the Service Failure and ending on the day the service has been restored. If the entire Premises have
not been rendered untenantable by the Service Failure, the amount of abatement shall be equitably prorated.
6.4 Additional Services. Landlord shall also have the exclusive right, but not the obligation, to provide any additional services which may be required by
Tenant, including, without limitation, locksmithing, lamp replacement, additional janitorial service, and additional repairs and maintenance, provided that Tenant,
as Additional Rent, shall pay to Landlord upon billing, the sum of all actual costs to Landlord of such additional services.
6.5 Access. Except in the event of an emergency, Tenant shall have access to the Building and the Parking Facilities twenty-four (24) hours per day,
seven (7) days per week, subject to such card-key or other security system as Landlord may establish from time to time.
7.

REPAIRS AND MAINTENANCE

Tenant shall, at Tenant’s own expense, keep the Premises, including all improvements, fixtures and furnishings therein, in good order, repair and
condition at all times during the Lease Term; provided however, that, at Landlord’s option, or if Tenant fails to make such repairs within ten (10) days following
written notice from Landlord, then Landlord may, but need not, make such repairs and replacements, and Tenant shall pay Landlord’s actual and reasonable
costs or expenses, including Landlord’s overhead, arising from Landlord’s involvement with such repairs and replacements forthwith within thirty (30) days
following receipt of an invoice for same. Tenant hereby waives and releases its right to make repairs at Landlord’s expense and/or terminate this Lease or vacate
the Premises under any applicable Law now or hereafter in effect. Landlord shall be responsible for all structural, exterior, roof, Building systems, Common
Areas and Parking Facilities repair and maintenance during the Lease Term consistent with the standards maintained in other first-class office buildings in the
Interlocken area of Broomfield, Colorado, the cost of which may be included in Operating Expenses to the extent provided in Section 4 of this Lease.
8.

ADDITIONS AND ALTERATIONS

8 . 1 Landlord’s Consent to Alterations. Tenant may not make any improvements, alterations, additions or changes to the Premises (collectively, the
“Alterations”) without first procuring the prior written consent of Landlord to such Alterations, which consent shall be requested by Tenant not less than thirty
(30) days prior to the commencement thereof, and which consent shall not be unreasonably withheld, conditioned or delayed by Landlord. The construction of
the initial Improvements to the Premises, if any, shall be governed by the terms of the Work Letter and not the terms of this Article 8. Notwithstanding the
foregoing, Tenant shall have the right to perform non-structural, interior Alterations to the Premises without Landlord’s consent, provided that (a) the cost of such
Alterations does not exceed $20,000.00 in any one instance, (b) such Alterations are cosmetic in nature and do not require a permit, and (c) such Alterations are
not visible from the exterior of the Premises or the Building (“Minor Alterations”). Tenant shall notify Landlord in writing of any Minor Alterations not less than
ten (10) days prior to commencement of the same.
8.2 Manner of Construction. Tenant shall have obtained Landlord’s approval of all plans, specifications, drawings, contractors and subcontractors prior
to the commencement of Tenant’s construction of any Alterations; provided, however, a contractor of Landlord’s selection shall perform all mechanical, electrical,
plumbing, structural, and heating, ventilation and air conditioning work, and such work shall be performed at Tenant’s cost, which cost shall not exceed a
competitive market rate for such services. Tenant agrees to carry “Builder’s All Risk” insurance in a reasonable amount approved by Landlord covering the
construction of such Alterations, and such other insurance as Landlord may reasonably require. Further, to the extent Landlord’s personnel is reasonably
required to oversee Tenant Alterations, Tenant shall pay to Landlord or its agent an oversight fee of $150.00 per hour. Tenant shall construct such Alterations
and perform such repairs in conformance with any and all applicable Laws and pursuant to a valid building permit (if applicable), issued by the appropriate
governmental authorities, in conformance with Landlord’s construction rules and regulations and in a diligent, good and workmanlike manner. If such Alterations
trigger a legal requirement upon Landlord to make any Alterations or improvements to the Building or Common Areas, then Landlord shall notify Tenant in
writing of the cost of such Building or Common Area improvement. If, following such written notice, Tenant elects to proceed with the Alteration triggering such
Building or Common Area improvement, then Tenant shall, as Additional Rent, reimburse Landlord for the actual cost thereof within thirty (30) days following
receipt of an invoice therefor. Landlord’s approval of the plans, specifications and working drawings for Tenant’s Alterations shall create no responsibility or
liability on the part of Landlord for their completeness, design sufficiency, or compliance with all laws, rules and regulations of
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governmental agencies or authorities. Upon completion of any Alterations, Tenant agrees to cause a Notice of Completion (or equivalent) to be posted (if
applicable) and recorded in the office of the Recorder of the County in which the Building is located in accordance with all applicable Laws, and Tenant shall
deliver to the Building management office a reproducible copy of the “as built” drawings of the Alterations, to the extent applicable.
8.3 Landlord’s Property/Removal. All Alterations and fixtures which may be made, installed or placed in or about the Premises from time to time, shall
be at the sole cost of Tenant and shall be and become the property of Landlord upon installation; however, Landlord may, by written notice to Tenant at the time
of approval of such Alterations (or within ten (10) days after receipt of Tenant’s notice of any Minor Alterations) and the initial Improvements constructed and
installed pursuant to the Work Letter, require Tenant at Tenant’s expense to remove any such Alterations (including Minor Alterations), initial Improvements or
fixtures at the expiration or earlier termination of the Lease Term. If Tenant fails to complete such removal and/or to repair any damage caused by the required
removal of any Alterations, Minor Alterations, initial Improvements or fixtures, Landlord may do so and may charge the actual cost thereof to Tenant. This
Section 8.3 shall survive the expiration or earlier termination of this Lease.
8.4 Landlord’s Liability for Alterations. Landlord’s approval of any Alterations shall not be a representation by Landlord that the Alteration complies with
applicable Laws or will be adequate for Tenant’s use. Tenant acknowledges that Landlord is not an architect or engineer, and that the Alterations will be
designed and/or constructed using independent architects, engineers, and contractors. Accordingly, Landlord does not guarantee or warrant that the applicable
construction documents will comply with Laws or be free from errors or omissions, or that the Alterations will be free from defects, and Landlord will have no
liability therefor.
8 . 5 Transmitter and Cables. Subject to Landlord’s approval, not to be unreasonably withheld, Tenant at its sole expense may erect, maintain and
operate a transmitter or antennae atop the Building; and install connecting cable, conduits and other electrical equipment within the shafts, ducts, and conduit in
the Building. Tenant shall maintain all such equipment in good condition and repair at all times, shall remove it at the end of the Lease Term and shall repair any
damage to the Building caused by such removal to Landlord’s reasonable satisfaction.
9.

COVENANT AGAINST LIENS

Tenant covenants and agrees not to suffer or permit any lien of mechanics or materialmen or others to be placed against the Real Property, the Building
or the Premises with respect to work or services claimed to have been performed for or materials claimed to have been furnished to Tenant or the Premises,
and, in case of any such lien attaching or notice of any lien, Tenant covenants and agrees to cause it to be immediately released and removed of record.
Notwithstanding anything to the contrary set forth in this Lease, in the event that such lien is not released and removed within twenty (20) days after the date on
which Tenant receives notice of such lien, Landlord, at its sole option, may immediately take all action necessary to release and remove such lien, without any
duty to investigate the validity thereof, and all sums, costs and expenses, including reasonable attorneys’ fees and costs, incurred by Landlord in connection with
such lien shall be deemed Additional Rent under this Lease and shall immediately be due and payable by Tenant upon demand.
10.

INDEMNITY AND INSURANCE

10.1 Indemnification and Waiver. Tenant shall be liable for, and shall indemnify, defend, protect and hold Landlord and Landlord’s partners, officers,
directors, employees, agents, successors and assigns (collectively, “Landlord Indemnified Parties”) harmless from and against, any and all claims, damages,
judgments, suits, causes of action, losses, liabilities and expenses, including reasonable attorneys’ fees and court costs (collectively, “Indemnified Claims”),
arising or resulting from (a) any negligent or willful act or omission of Tenant or any of Tenant’s agents, employees, contractors, subtenants, assignees or
licensees, in or about the Premises, the Building or the Real Property (collectively, “Tenant Parties”); (b) any occurrence within the Premises except to the
extent caused by the negligence or willful misconduct of Landlord, its employees, agents or contractors; and/or (c) any default by Tenant of any obligations on
Tenant’s part to be performed under the terms of this Lease. Tenant hereby assumes all risk of damage to property or injury to persons in or about the Premises,
the Building or elsewhere on the Real Property from any cause, and Tenant hereby waives all claims in respect thereof against Landlord, except to the extent
caused by the negligence or willful misconduct of Landlord, its employees, agents or contractors. The provisions of this Section 10.1 shall survive the expiration
or earlier termination of this Lease with respect to any claims or liability occurring prior to such expiration or termination.
10.2

Tenant’s Insurance. During the Lease Term, Tenant shall maintain the following insurance coverages in the following amounts.

10.2.1 Commercial general liability (CGL) insurance and, if necessary, commercial umbrella insurance, on an occurrence basis, with a limit of
not less than $3,000,000 each occurrence. CGL insurance shall be written on ISO occurrence form CG 00 01 01 96 (or a substitute form providing equivalent
coverage) and shall cover liability arising from premises, operations, independent contractors, products-completed operations, personal injury and advertising
injury, liability assumed under an insured contract and the performance by Tenant of the indemnity agreements set forth in Sections 10.1 and 29.2 of this Lease.
Landlord shall be included as an insured under the CGL policy, using ISO additional insured endorsement CG 20 11 or a substitute providing equivalent
coverage, and under the commercial umbrella, if any. This insurance shall apply as primary insurance with respect to any other insurance or self-insurance
programs afforded to Landlord. There shall be no endorsement or modification of the CGL to make it excess over other available insurance; alternatively, if the
CGL states that it is excess or pro rata, the policy shall be endorsed to be primary with respect to the additional insured. Tenant waives all rights against
Landlord and its agents, officers, directors and employees for recovery of damages to the extent these damages are covered by the commercial general liability
or commercial umbrella liability insurance maintained pursuant to this agreement.
10.2.2
Commercial property insurance covering (a) all office furniture, trade fixtures, office equipment, merchandise and all other items of
Tenant’s property on the Premises installed by, for, or at the expense of Tenant, and (b) the Improvements and Alterations. Such insurance shall cover the perils
insured under the ISO special causes of loss form (CP 10 30) and shall include coverage for vandalism and malicious mischief, terrorism coverage for both
certified and non-certified acts of terrorism, water damage, sprinkler
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leakage coverage, boiler and machinery (systems breakdown) and earthquake sprinkler leakage coverage. The amount insured shall equal the full replacement
cost value new without deduction for depreciation of the covered items. Any coinsurance requirement in the policy shall be eliminated through the attachment of
an agreed amount endorsement, the activation of an agreed value option, or as is otherwise appropriate under the particular policy form. In no event shall
Landlord be liable for any damage to or loss of personal property sustained by Tenant, whether or not it is insured, even if such loss is caused by the negligence
of Landlord, its employees, officers, directors or agents. Landlord and Tenant hereby waive any recovery of damages against each other (including their
employees, officers, directors, agents, or representatives) for loss or damage to the Building, tenant improvements and betterments, fixtures, equipment, and any
other personal property to the extent covered by the commercial property insurance required above. If the commercial property insurance purchased by Tenant
as required above does not allow the insured to waive rights of recovery against others prior to loss, Tenant shall cause them to be endorsed with a waiver of
subrogation as required above.
10.2.3 Business income, business interruption and extra expense insurance in such amounts as will reimburse Tenant for direct or indirect
loss of earnings attributable to all perils commonly insured against by prudent tenants or attributable to prevention of access to the Premises or to the Building as
a result of such perils. In no event shall Landlord be liable for any business interruption or consequential loss sustained by Tenant, whether or not it is insured,
even if such loss is caused by the negligence of Landlord, its agents, employees, directors officers or contractors.
10.2.4 Worker’s compensation insurance providing statutory benefits to Tenant’s employees, employers liability insurance with limits not less
than $1,000,000 each accident for bodily injury by accident or $1,000,000 each employee for bodily injury by disease. Tenant waives all rights against Landlord
and its agents, officers, directors, and employees for recovery of damages to the extent these damages are covered by the worker’s compensation and
employers liability obtained by Tenant. Tenant shall obtain an endorsement to effect this waiver.
1 0 . 3 Form of Policies. The minimum limits of policies of insurance required of Tenant under this Lease shall in no event limit the liability of Tenant
under this Lease and Landlord makes no representation or guaranty that the insurance required under this Lease shall be sufficient or adequate to protect
Tenant. All insurance shall (a) be issued by an insurance company having a rating of not less than A-X in Best’s Insurance Guide or which is otherwise
acceptable to Landlord and licensed to do business in the State where the Building is located; and (b) provide that said insurance shall not be canceled or
coverage changed unless thirty (30) days’ prior written notice shall have been given to Landlord and the other additional insureds thereunder designated by
Landlord. In addition, the insurance described in Section 10.2.1 above shall (i) name Landlord, any mortgage holder, and any other party specified by Landlord,
as an additional insured; (ii) specifically cover the liability assumed by Tenant under this Lease including, but not limited to, Tenant’s obligations under Section
10.1 of this Lease; (iii) be primary insurance as to all claims thereunder and provide that any insurance required by Landlord is excess and is non-contributing
with any insurance requirement of Tenant; and (iv) contain a cross-liability endorsement or severability of interest clause acceptable to Landlord. The insurance
described in Section 10.2.2 shall name Landlord and any other party specified by Landlord as loss-payee as to all items referred to in clause (b) of
Section 10.2.2 and the insurance described in Sections 10.2.2 and 10.2.3 shall have deductibles reasonably acceptable to Landlord. Tenant shall deliver all
policies or certificates thereof to Landlord on or before Landlord’s delivery of the Premises to Tenant or the Lease Commencement Date, whichever first occurs,
and at least thirty (30) days before the expiration dates thereof. All policies and certificates shall provide that Landlord will be given at least thirty (30) days’ prior
written notice from the insurer of any cancellation, termination, non-renewal or any material change in coverage as required in this Lease. The words “endeavor
to” and “but failure to mail such notice shall impose no obligation or liability of any kind upon the company, its agents or representatives” shall be deleted from
the policy or certificate form’s cancellation provision. Failure of Landlord to demand such certificate or other evidence of full compliance with these insurance
requirements or failure of Landlord to identify a deficiency from evidence that is provided shall not be construed as a waiver of Tenant’s obligation to maintain
such insurance. In the event Tenant shall fail to procure such insurance, or to deliver such policies or certificate, Landlord may deny Tenant the right to occupy
the Premises until such time as Tenant makes such deliveries (which denial shall have no effect upon the Lease Commencement Date) and/or procure such
policies for the account of Tenant, and the cost thereof shall be paid to Landlord as Additional Rent within five (5) days after delivery to Tenant of the bills
therefor.
10.4 Tenant’s Compliance with Landlord’s Insurance . Tenant shall, at Tenant’s expense, comply with all reasonable insurance company requirements
pertaining to the use of the Premises to the extent notice of such requirements is specifically delivered in writing by Landlord to Tenant. If Tenant’s conduct or
use of the Premises causes any increase in the premium for such insurance policies, and such conduct or use does not cease within two (2) business days after
written notice is delivery by Landlord to Tenant, then Tenant shall promptly reimburse Landlord for any such increase. Landlord agrees to maintain property
insurance coverage on the Building at full replacement cost during the Lease Term.
1 0 . 5 Subrogation. Landlord and Tenant agree to have their respective insurance companies issuing property damage, worker’s compensation
insurance and loss of income and extra expense insurance waive any rights of subrogation that such companies may have against Landlord or Tenant, as the
case may be. Notwithstanding anything in this lease to the contrary, Landlord and Tenant hereby waive any right that either may have against the other on
account of any loss or damage if such loss or damage is insurable under the property damage or loss of income and extra expense insurance required to be
maintained hereunder (this waiver extends to deductibles under such insurance).
11.

DAMAGE AND DESTRUCTION

11.1 Repair of Damage to Premises by Landlord . Tenant shall promptly notify Landlord of any damage to the Premises resulting from fire or any other
casualty. If the Premises or any Common Areas of the Building serving or providing access to the Premises shall be damaged by fire or other casualty, Landlord
shall promptly and diligently, subject to reasonable delays for insurance adjustment or other matters beyond Landlord’s reasonable control, and subject to all
other terms of this Article 11, restore the base, shell and core of such Common Areas and the Premises (collectively, the “Base, Shell and Core ”) to
substantially the same condition as existed prior to the casualty, except for modifications required by Law, the holder of a mortgage on the Real Property, the
lessor of a ground or underlying lease, or any other modifications to the Common Areas reasonably deemed desirable by Landlord. Notwithstanding any other
provision of this Lease, upon the occurrence of any damage to the Premises resulting from fire or other casualty, Tenant shall assign to
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Landlord all insurance proceeds payable to Tenant as to items of property described in clause (b) of Section 10.2.2, and Landlord shall return the Improvements
and Alterations to their original condition; provided that if the cost of such repair by Landlord exceeds the amount of insurance proceeds received by Landlord
from Tenant’s insurance carrier, as assigned by Tenant, the cost of such repairs shall be paid by Tenant to Landlord prior to Landlord’s repair of the damage. In
the event any damage to the Building or Common Area occurs as a result of the negligence or willful misconduct of any Tenant Parties, Tenant shall reimburse
Landlord, promptly on demand, for the costs incurred by Landlord in repairing such damage and the provisions of Section 10.5 regarding Landlord’s deductible
shall not apply to such reimbursement obligation. Landlord shall not be liable for any inconvenience or annoyance to Tenant or its visitors, or injury to Tenant’s
business resulting in any way from damage resulting from fire or other casualty or Landlord’s repair thereof; provided however, that if such fire or other casualty
shall have damaged the Premises or Common Areas necessary to Tenant’s occupancy, and if such damage is not the result of the negligence or willful
misconduct of Tenant or any Tenant Parties, Landlord shall allow Tenant a proportionate abatement of Rent to the extent Landlord is reimbursed from the
proceeds of rental interruption insurance purchased by Landlord as part of Operating Expenses, during the time and to the extent the Premises are unfit for
occupancy for the purposes permitted under this Lease, and not occupied by Tenant as a result thereof.
1 1 . 2 Landlord’s Option to Repair. Notwithstanding the terms of Section 11.1 of this Lease, Landlord may elect not to rebuild and/or restore the
Premises and/or Building and instead terminate this Lease by notifying Tenant in writing of such termination within sixty (60) days after the date Landlord learns
of the necessity for repairs as the result of damage, such notice to include a termination date giving Tenant ninety (90) days to vacate the Premises, but Landlord
may so elect only if the Building shall be damaged by fire or other casualty or cause, whether or not the Premises are affected, and one or more of the following
conditions is present: (a) repairs cannot reasonably be completed within one hundred eighty (180) days after the date Landlord learns of the necessity for repairs
as the result of damage (when such repairs are made without the payment of overtime or other premiums); (b) the holder of any mortgage on the Real Property
or ground or underlying lessor with respect to the Real Property shall require that the insurance proceeds or any portion thereof be used to retire the mortgage
debt, or shall terminate the ground or underlying lease, as the case may be; (c) the damage is not fully covered, except for deductible amounts, by Landlord’s
insurance policies; or (d) such damage occurs during the last twelve (12) months of the Lease Term.
11.3 Tenant’s Option to Terminate. Notwithstanding the terms of Sections 11.1 and 11.2 of this Lease, Tenant may terminate this Lease by notifying
Landlord in writing of such termination within sixty (60) days after the date Tenant learns of the necessity for repairs as the result of damage, such notice to
include a termination date giving Tenant ninety (90) days to vacate the Premises, but Tenant may so elect only if the Premises shall be damaged by fire or other
casualty or cause, and one or more of the following conditions is present: (a) repairs cannot reasonably be completed within one hundred eighty (180) days after
the date of casualty; or (b) such damage occurs during the last twelve (12) months of the Lease Term.
1 1 . 4 Waiver of Statutory Provisions. The provisions of this Lease, including this Article 11, constitute an express agreement between Landlord and
Tenant with respect to any and all damage to, or destruction of, all or any part of the Premises, the Building or any other portion of the Real Property, and any
statute, regulation or case law of the State of Colorado with respect to termination rights arising from damage or destruction shall have no application to this
Lease or any damage or destruction to all or any part of the Premises, the Building or any other portion of the Real Property.
12.

NONWAIVER

No waiver of any provision of this Lease shall be implied by any failure of a party to enforce any remedy on account of the violation of such provision,
even if such violation shall continue or be repeated subsequently. Any waiver by a party of any provision of this Lease may only be in writing, and no express
waiver shall affect any provision other than the one specified in such waiver and then only for the time and in the manner specifically stated in such waiver. No
receipt of monies by Landlord from Tenant after the termination of this Lease shall in any way alter the length of the Lease Term.
13.

CONDEMNATION

If the whole or any part of the Premises, Building or Real Property shall be taken by power of eminent domain or condemned by any competent authority
for any public or quasi-public use or purpose, or if any adjacent property or street shall be so taken or condemned, or reconfigured or vacated by such authority
in such manner as to require the use, reconstruction or remodeling of any part of the Premises, Building or Real Property, or if Landlord shall grant a deed or
other instrument in lieu of such taking by eminent domain or condemnation, Landlord shall have the option to terminate this Lease upon ninety (90) days’ notice,
provided such notice is given no later than one hundred eighty (180) days after the date of such taking, condemnation, reconfiguration, vacation, deed or other
instrument. If more than twenty-five percent (25%) of the rentable square feet of the Premises is taken, or if access to the Premises is substantially impaired,
Tenant shall have the option to terminate this Lease upon ninety (90) days’ notice, provided such notice is given no later than one hundred eighty (180) days after
the date of such taking. Landlord shall be entitled to receive the entire award or payment in connection with such taking, provided that Tenant shall have the right
to make a separate claim for moving expenses or other claims permitted by applicable Law, but only to the extent such claims do not reduce Landlord’s award. If
any part of the Premises shall be taken, and this Lease shall not be so terminated, the Rent shall be proportionately abated. Tenant hereby waives any and all
rights it might otherwise have pursuant to any Colorado law, statute or ordinance now or hereafter in effect, to seek termination of this Lease in the event of a
taking.
14.

ASSIGNMENT AND SUBLETTING

1 4 . 1 Transfers. Tenant shall not, without the prior written consent of Landlord, which shall not be unreasonably withheld, conditioned or delayed if
Landlord does not exercise its rights under Section 14.4 below, assign or otherwise transfer this Lease or any interest hereunder, permit any assignment or
other such foregoing transfer of this Lease or any interest hereunder by operation of Law, sublet the Premises or any part thereof, or permit the use of the
Premises by any persons other than Tenant and its employees (all of the foregoing are hereinafter sometimes referred to collectively as “Transfers” and any
person to whom any Transfer is made or sought to be made is hereinafter sometimes referred to as a “Transferee”). If Tenant shall desire Landlord’s consent to
any Transfer, Tenant shall
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notify Landlord in writing, which notice (the “ Transfer Notice”) shall include (a) the proposed effective date of the Transfer, which shall not be less than thirty (30)
days nor more than one hundred eighty (180) days after the date of delivery of the Transfer Notice, (b) a description of the portion of the Premises to be
transferred (the “Subject Space”), (c) all of the terms of the proposed Transfer and the consideration therefor, including a calculation of the Transfer Premium
(as defined in Section 14.3 below) in connection with such Transfer, the name and address of the proposed Transferee and a copy of all operative documents to
be executed to evidence such Transfer or the agreements incidental or related to such Transfer, and (d) current financial statements of the proposed Transferee
and such other information as Landlord may reasonably require. If there are any changes in the terms and conditions from those specified in the Transfer
Notice (i) such that Landlord would initially have been entitled to refuse its consent to such Transfer under this Section 14.1, or (ii) which would cause the
proposed Transfer to be more favorable to the Transferee than the terms set forth in Tenant’s original Transfer Notice, Tenant shall again submit the Transfer to
Landlord for its approval and other action under this Article 14 (including Landlord’s right of recapture, if any, under Section 14.4 of this Lease). Any Transfer
made without Landlord’s prior written consent shall, at Landlord’s option, be null, void and of no effect, and shall, at Landlord’s option, constitute a Default by
Tenant under this Lease. Whether or not Landlord shall grant consent, Tenant shall pay Landlord’s review and processing fees, as well as any reasonable legal
fees incurred by Landlord, in no event to exceed $1,500, within thirty (30) days after written request by Landlord. Notwithstanding any contrary provision of this
Lease, if Tenant or any proposed Transferee claims that Landlord has unreasonably withheld or delayed its consent to a proposed Transfer or otherwise has
breached its obligations under this Article 14, Tenant’s and such Transferee’s only remedy shall be to seek a declaratory judgment and/or injunctive relief, and
Tenant, on behalf of itself and, to the extent permitted by Law, such proposed Transferee waives all other remedies against Landlord, including without limitation,
the right to seek monetary damages or to terminate this Lease.
14.2 Landlord’s Consent. Landlord shall not unreasonably withhold its consent to any proposed Transfer of the Subject Space to the Transferee on the
terms specified in the Transfer Notice. The parties hereby agree that it shall be reasonable under this Lease and under any applicable law for Landlord to
withhold consent to any proposed Transfer where one or more of the following apply, without limitation as to other reasonable grounds for withholding consent:
(a) the Transferee is of a character or reputation or engaged in a business which is not consistent with the quality of the Building, or would be a significantly less
prestigious occupant of the Building than Tenant; (b) the Transferee intends to use the Subject Space for purposes which are not permitted under this Lease;
(c) the Transferee is either a governmental agency or instrumentality thereof; (d) the Transfer will result in more than a reasonable and safe number of
occupants per floor within the Subject Space; (e) the Transferee is not a party of reasonable financial worth and/or financial stability in light of the responsibilities
involved under the Lease on the date consent is requested; (f) the proposed Transfer would cause Landlord to be in violation of another lease or agreement to
which Landlord is a party, or would give an occupant of the Building a right to cancel its lease; (g) the terms of the proposed Transfer will allow the Transferee to
exercise a right of renewal, right of expansion, right of first offer, or other similar right held by Tenant (or will allow the Transferee to occupy space leased by
Tenant pursuant to any such right); (h) the proposed Transferee (i) occupies space in the Building at the time of the request for consent, (ii) is negotiating with
Landlord to lease space in the Building at such time, or (iii) has negotiated with Landlord during the six (6)-month period immediately preceding the Transfer
Notice; or (i) Landlord has not received assurances acceptable to Landlord that all past due amounts owing by Tenant to Landlord, if any, will be paid and all
defaults on the part of Tenant, if any, will be cured prior to the effective date of the proposed Transfer.
1 4 . 3 Transfer Premium. If Landlord consents to a Transfer, Tenant shall pay to Landlord within thirty (30) days of Tenant’s receipt from Transferee,
fifty percent (50%) of any Transfer Premium received by Tenant from such Transferee. For purposes hereof, “Transfer Premium” shall mean all rent, additional
rent or other consideration payable by such Transferee in excess of the Rent and Additional Rent payable by Tenant under this Lease on a per rentable square
foot basis if less than all of the Premises is transferred, after deducting the reasonable expenses incurred by Tenant for (a) any changes, alterations and
improvements to the Premises in connection with the Transfer, and (b) any brokerage commissions, free rent, concessions, or similar inducements in connection
with the Transfer (collectively, the “Subleasing Costs”). Transfer Premium shall also include, but not be limited to, key money and bonus money paid by
Transferee to Tenant in connection with such Transfer, and any payment in excess of fair market value for services rendered by Tenant to Transferee or for
assets, fixtures, inventory, equipment, or furniture transferred by Tenant to Transferee in connection with such Transfer. Landlord or its authorized
representatives shall have the one-time right in connection with any Transfer and at a reasonable time to audit the books, records and papers of Tenant relating
to any Transfer, and shall have the right to make copies thereof, subject to a commercially reasonable confidentiality agreement. If the Transfer Premium
respecting any Transfer shall be found understated, Tenant shall, within thirty (30) days after demand, pay the deficiency and Landlord’s costs of such audit.
1 4 . 4 Landlord’s Option to Recapture Subject Space. Notwithstanding anything to the contrary contained in this Article 14, and except in connection
with a Permitted Transfer (as defined in Section 14.7 below), Landlord shall have the option, by giving written notice to Tenant within thirty (30) days after receipt
of any Transfer Notice, to recapture the Subject Space from Tenant. Such recapture notice shall cancel and terminate this Lease with respect to the Subject
Space as of the effective date of the proposed Transfer. In the event of a recapture by Landlord, if this Lease shall be canceled with respect to less than the
entire Premises, the Rent reserved herein shall be prorated on the basis of the number of rentable square feet retained by Tenant in proportion to the number of
rentable square feet contained in the Premises, and this Lease as so amended shall continue thereafter in full force and effect, and upon request of either party,
the parties shall execute written confirmation of the same. If Landlord declines, or fails to elect in a timely manner to recapture the Subject Space under this
Section 14.4, then, provided Landlord has consented to the proposed Transfer, Tenant shall be entitled to proceed to transfer the Subject Space to the proposed
Transferee. In addition, and notwithstanding the foregoing, if Landlord delivers a recapture notice to Tenant, Tenant shall have the right to rescind its Transfer
Notice by delivering written notice of such rescission to Landlord within ten (10) days after receipt of Landlord’s recapture notice, in which event Tenant’s
recapture notice shall be deemed null and void, and this Lease shall continue in full force and effect with respect to the entire Premises.
14.5 Effect of Transfer. If Landlord consents to a Transfer, (i) the terms and conditions of this Lease shall in no way be deemed to have been waived
or modified, (ii) such consent shall not be deemed consent to any further Transfer by either Tenant or a Transferee, (iii) Tenant shall deliver to Landlord,
promptly after execution, an original executed copy of all documentation pertaining to the Transfer in form reasonably acceptable to Landlord, and (iv) no
Transfer relating to this Lease or agreement entered into with respect thereto, whether with or without Landlord’s consent, shall relieve Tenant or any guarantor
of the Lease from liability under this Lease.
14.6

Additional Transfers. Intentionally deleted.
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1 4 . 7 Permitted Transfers. Notwithstanding any provision to the contrary contained herein, Tenant shall have the right, without obtaining Landlord’s
prior written consent, to assign or sublease all or any portion of the Premises to any affiliate of Tenant (a “Permitted Transfer”). For purposes of this Section, an
“affiliate” of Tenant shall mean any entity which, directly or indirectly, controls or is controlled by or is under common control with Tenant, or an entity into which
Tenant may be merged or consolidated or which purchases all or substantially all of the assets of Tenant; provided, however, that such affiliate must either (a)
have a net worth equal to or greater than Tenant’s net worth as of the Date of this Lease, or (b) in Landlord’s commercially reasonable opinion, have sufficient
assets to perform its obligations (monetary or otherwise) under this Lease. For purpose of the definition of “affiliate,” the word “control” (including “controlled by”
and “under common control with”), as used with respect to any corporation, partnership, or association, shall mean the possession, directly or indirectly, of the
power to direct or cause the direction of the management and policy of a particular corporation, partnership or association, whether through the ownership of
voting securities or by contract or otherwise. Tenant’s right hereunder are further conditioned on: (i) Tenant shall remain primarily liable for all of its obligations
under this Lease; (ii) any such affiliate shall assume and be bound by all obligations of Tenant for payment of all amounts of rental and other sums and the
performance of all covenants required by Tenant pursuant to this Lease; (iii) any such affiliate intends to operate the Premises in accordance with the usage
restrictions of this Lease; and (iv) not less than fifteen (15) days prior to the effective date of such sublease or assignment, Tenant shall provide Landlord with
notice of such transaction and copies of the documents evidencing such transaction and such other evidence as Landlord may reasonably require to establish
that such transaction falls within the terms and provisions of this Section.
15.

SURRENDER OF PREMISES AND REMOVAL OF TENANT’S PROPERTY

No act or thing done by Landlord or any agent or employee of Landlord during the Lease Term shall be deemed to constitute an acceptance by Landlord
of a surrender of the Premises unless such intent is specifically acknowledged in a writing signed by Landlord. Upon the expiration of the Lease Term, or upon
any earlier termination of this Lease, Tenant shall quit and surrender possession of the Premises to Landlord in good order and condition, broom clean condition,
reasonable wear and tear, casualty and repairs which are specifically made the responsibility of Landlord hereunder excepted. Upon such expiration or
termination, Tenant shall remove from the Premises all debris and rubbish, such items of furniture, equipment, and cabling installed by or at the request of
Tenant that is not contained in protective conduit or metal raceway, other articles of personal property owned by Tenant and any property Landlord requires
Tenant to remove pursuant to Section 8.3. Tenant shall repair at its own expense all damage to the Premises and Building resulting from such removal. To the
fullest extent permitted by applicable Law, any unused portion of Tenant’s Security Deposit may be applied to offset Landlord’s costs set forth in the preceding
sentence. In addition, if Tenant fails to remove Tenant’s personal property from the Premises within 30 days after written notice, Landlord may (but shall not be
obligated to) deem all or any part of Tenant’s personal property to be abandoned, and title to Tenant’s personal property (except with respect to any Hazardous
Material) shall be deemed to be immediately vested in Landlord with no obligation on the part of Landlord to compensate Tenant for such property.
16.

HOLDING OVER

If Tenant holds over after the expiration of the Lease Term hereof, such tenancy shall be from month-to-month only, provided that Base Rent shall at a
monthly rate equal to the sum of 150% of the Base Rent due for the month immediately preceding the holdover. Such month-to-month tenancy shall be subject
to every other term, covenant and agreement contained herein. Such holdover shall not constitute a renewal or extension of the Lease Term and Landlord
expressly reserves the right to require Tenant to surrender possession of the Premises to Landlord as provided in this Lease upon the expiration or other
termination of this Lease. If Tenant holds over after the expiration of the Lease Term hereof, in addition to the payment of the amounts provided above, if
Landlord is unable to deliver possession of the Premises to a new tenant, or to perform improvements for a new tenant, as a result of Tenant’s holdover and
Tenant fails to vacate the Premises within fifteen (15) days after Landlord notifies Tenant of Landlord’s inability to deliver possession, or perform improvements,
such failure shall constitute a Default by Tenant hereunder; and notwithstanding any other provision of this Lease to the contrary, Tenant shall be liable to
Landlord for, any actual damages incurred by Landlord, directly or indirectly, by reason of Tenant’s remaining in possession after the expiration or termination of
this Lease. The provisions of this Article 16 shall not be deemed to limit or constitute a waiver of any other rights or remedies of Landlord provided herein or at
Law.
17.

ESTOPPEL CERTIFICATES

Within ten (10) business days following a request in writing by Landlord, Tenant shall execute and deliver to Landlord an estoppel certificate, in such
form as may be reasonably required by Landlord or any prospective mortgagee or purchaser of the Real Property, indicating therein any exceptions thereto that
may exist at that time, and shall also contain any other information reasonably requested.
18.

SUBORDINATION

This Lease is subject and subordinate to all present and future ground or underlying leases of the Real Property and to the lien of any mortgages or trust
deeds, now or hereafter in force against the Real Property and the Building, if any, and to all renewals, extensions, modifications, consolidations and
replacements thereof, and to all advances made or hereafter to be made upon the security of such mortgages or trust deeds, unless the holders of such
mortgages or trust deeds, or the lessors under such ground lease or underlying leases, require in writing that this Lease be superior thereto. Tenant covenants
and agrees to attorn, without any deductions or set-offs whatsoever, to the lender or holder of any mortgage or trust deed upon any foreclosure, to the purchaser
upon any foreclosure sale, or to the lessor of a ground or underlying lease upon the termination thereof, as the case may be, if so requested to do so by such
lender, purchaser or lessor, and to recognize such lender, purchaser or lessor as the lessor under this Lease. Tenant shall, within ten (10) business days of
request by Landlord, execute such further instruments or assurances as Landlord may reasonably deem necessary to evidence or confirm such attornment
and/or the subordination or superiority of this Lease to any such mortgages, trust deeds, ground leases or underlying leases, so long as such instrument
contains commercially reasonable non-disturbance language.
19.

DEFAULTS; REMEDIES
19.1

Tenant Default. The occurrence of any of the following shall constitute a default of this Lease by Tenant hereunder (a “Default”):
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19.1.1
Any failure by Tenant to pay any Rent or any other charge required to be paid under this Lease, or any part thereof when due
hereunder within five (5) days after written notice from Landlord of such failure to pay; provided, however, Tenant shall only be entitled to two (2) such notices per
calendar year, and thereafter any failure to pay Rent or any other charge when due shall be an automatic Default; or
19.1.2 Any failure by Tenant (other than a failure pursuant to Section 19.1.1 or 19.1.4) to observe or perform any other provision, covenant or
condition of this Lease to be observed or performed by Tenant where such failure continues for thirty (30) days after written notice thereof from Landlord to
Tenant; provided however, that if the nature of such default is such that the same cannot reasonably be cured within a thirty (30)-day period, Tenant shall not be
deemed to be in default if it diligently commences such cure within such period and thereafter diligently proceeds to rectify and cure said default as soon as
possible; or
19.1.3 The entry of an order for relief with respect to Tenant or any guarantor of this Lease under any chapter of the Federal Bankruptcy Code,
the dissolution or liquidation of Tenant or any guarantor of this Lease, the insolvency of Tenant or any guarantor of this Lease or the inability of Tenant or any
guarantor of this Lease to pay its debts when due, or the appointment of a trustee or receiver to take possession of all or substantially all of Tenant’s or any
guarantor’s assets or Tenant’s interest under this Lease that is not discharged within sixty (60) days; or
19.1.4

The failure of Tenant to execute any documents referenced in Article 17 or 18 within the time periods set forth in those Articles.

Any notice required under this Section 19.1 shall be in lieu of, and not in addition to, any notice required under C.R.S. 13-40-104(1) or any similar or
successor Law.
1 9 . 2 Landlord Default. Landlord shall not be in default in the performance of any obligation required to be performed by Landlord under this Lease
unless Landlord has failed to perform such obligation within thirty (30) days after the receipt of written notice to Landlord (and any mortgagee of whom Tenant
has been notified in writing) from Tenant specifying in detail Landlord’s failure to perform; provided however, that if the nature of Landlord’s obligation is such
that more than thirty (30) days are required for its performance, then Landlord shall not be deemed in default if it commences such performance within such
thirty (30) day period and thereafter diligently pursues the same to completion. Tenant agrees that, prior to commencing a legal action against Landlord for failure
to cure such default as provided in the preceding sentence, any mortgagee which received notice of such default shall have an additional thirty (30) days to cure
such default (unless such cure would take longer and such mortgagee has commenced such cure within said thirty (30) day period). Upon any such uncured
default by Landlord and any mortgagee which received notice of such default, Tenant may exercise any of its rights provided in law or at equity; provided,
however: (a) Tenant shall have no right to offset or abate Rent in the event of any default by Landlord under this Lease, except to the extent offset rights are
specifically provided to Tenant in this Lease; (b) Tenant shall have no right to terminate this Lease; (c) Tenant’s rights and remedies hereunder shall be limited to
the extent (i) Tenant has expressly waived in this Lease any of such rights or remedies and/or (ii) this Lease otherwise expressly limits Tenant’s rights or
remedies; and (d) Landlord will not be liable for any consequential damages.
20.

LANDLORD REMEDIES

2 0 . 1 Landlord’s Remedies. Upon any Default by Tenant hereunder, Landlord shall have the right without notice or demand (except as provided in
Article 19) to pursue any of its rights and remedies at law or in equity, including, without limitation, any one or more of the following remedies:
20.1.1

Without terminating this Lease, re-enter and take possession of the Premises in accordance with applicable Law;

20.1.2
Without terminating this Lease, Landlord may relet the Premises as Landlord may reasonable see fit without thereby voiding or
terminating this Lease, and for the purposes of such reletting, Landlord is authorized, at Tenant’s expense, to make such repairs, redecorating, refurbishments or
improvements to the Premises as may be necessary in the reasonable opinion of Landlord;
20.1.3

Terminate this Lease;

20.1.4

Remove and store, at Tenant’s expense, all the property in the Premises using such lawful force as may be necessary;

20.1.5

Cure such Default for Tenant at Tenant’s expense (plus a 5% administrative fee);

20.1.6 Offset any payment of sums Landlord would otherwise be obligated to pay to Tenant under this Lease or any other agreement against
sums due Landlord from Tenant;
20.1.7 Require all future payments to be made by cashier’s check, money order, or wire transfer after the first time any check is returned for
insufficient funds, or the second time any sum due hereunder is more than five (5) days late during a calendar year;
20.1.8

Apply any Security Deposit as permitted under this Lease; and/or

20.1.9 Recover such other amounts in addition to or in lieu of the foregoing as may be permitted from time to time by applicable Law, including
any other amount necessary to compensate Landlord for all the detriment proximately caused by Tenant’s failure to perform its obligations under this Lease or
which in the ordinary course of events would be likely to result therefrom, subject to Landlord’s duty to use commercially reasonable efforts to mitigate Landlord’s
damages.
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20.1.10 No notice from Landlord hereunder or under a forcible entry and detainer statute or similar law shall constitute an election by Landlord
to terminate this Lease unless specifically stated in such notice. Landlord reserves the right following any reentry and/or reletting to exercise its right to terminate
this Lease by giving Tenant written notice, in which event the Lease will terminate as specified in such notice.
20.2

Measure of Damages.

2 0 . 2 . 1 Calculation. If Landlord either terminates this Lease or terminates Tenant’s right to possession of the Premises, Tenant shall
immediately surrender and vacate the Premises and pay Landlord on demand: (a) all Rent accrued through the end of the month in which the termination
becomes effective; (b) interest on all unpaid Rent from the date due at a rate equal to the lesser of 12% per annum or the highest interest rate permitted by
applicable Law; (c) all expenses reasonably incurred by Landlord in enforcing its rights and remedies under this Lease, including all reasonable legal expenses;
(d) Costs of Reletting (as defined below); and (e) all Landlord’s Rental Damages (as defined below). In the event that Landlord relets the Premises for an amount
greater than the Rent due during the Lease Term, Tenant shall not receive a credit for any such excess.
20.2.2 Definitions. “Costs of Reletting” shall include commercially reasonable costs, losses and expenses incurred by Landlord in reletting all
or any portion of the Premises including, without limitation, the cost of removing and storing Tenant’s furniture, trade fixtures, equipment, inventory, or other
property, repairing and/or demolishing the Premises, removing and/or replacing Tenant’s signage and other fixtures, making the Premises ready for a new
tenant, including the cost of advertising, commissions, architectural fees, legal fees, and leasehold improvements, and any allowances and/or concessions
provided by Landlord. “Landlord’s Rental Damages” shall mean the total Rent which Landlord would have received under this Lease (had Tenant made all
such Lease payments as required) for the remainder of the Lease Term minus the amount of such rental loss that Tenant proves would be reasonably avoided
pursuant to Section 20.4. below, or, if the Premises are relet, the actual rental value (not to be less than the Rent due during the Lease Term), both discounted
to present value at the Prime Rate in effect upon the date of determination. For purposes hereof, the “Prime Rate” shall be the per annum interest rate publicly
announced by a federally insured bank selected by Landlord in the state in which the Building is located as such bank’s prime or base rate.
20.3 Tenant Not Relieved from Liabilities . Unless expressly provided in this Lease, the repossession or re-entering of all or any part of the Premises
shall not relieve Tenant of its liabilities and obligations under this Lease. In addition, Tenant shall not be relieved of its liabilities under this Lease, nor be entitled
to any damages hereunder, based upon minor or immaterial errors in the exercise of Landlord’s remedies. No right or remedy of Landlord shall be exclusive of
any other right or remedy. Each right and remedy shall be cumulative and in addition to any other right and remedy now or subsequently available to Landlord at
law or in equity. If Tenant fails to pay any amount when due hereunder (after the expiration of any applicable cure period), Landlord shall be entitled to receive
interest on any unpaid item of Rent from the date initially due (without regard to any applicable grace period) at a rate equal to the rate set forth in Article 25
below. However, in no event shall the charges permitted under this Section 20.3 or elsewhere in this Lease, to the extent they are considered interest under
applicable Law, exceed the maximum lawful rate of interest. If any payment by Tenant of an amount deemed to be interest results in Tenant having paid any
interest in excess of that permitted by Law, then it is the express intent of Landlord and Tenant that all the excess amounts collected by Landlord be credited
against the other amounts owing by Tenant under this Lease. Receipt by Landlord of Tenant’s keys to the Premises shall not constitute an acceptance or
surrender of the Premises. Notwithstanding any other provision of this Lease to the contrary, Tenant shall hold the Landlord Indemnified Parties harmless from
and indemnify and defend such parties against, all claims that arise out of or in connection with a breach of this Lease, specifically including any violation of
applicable Laws or Contamination (defined in Article 29) caused by Tenant.
2 0 . 4 Mitigation of Damages. Upon termination of Tenant’s right to possess the Premises, Landlord shall use commercially reasonable efforts to
mitigate damages by reletting the Premises. Landlord shall not be deemed to have failed to do so if Landlord refuses to lease the Premises to a prospective new
tenant with respect to whom Landlord would be entitled to withhold its consent pursuant to Article 14, or who (a) is an affiliate, parent, or subsidiary of Tenant;
(b) is not acceptable to any mortgagee of Landlord; or (c) is unwilling to accept lease terms then proposed by Landlord, including: (i) leasing for a shorter term
than remains under this Lease; (ii) re-configuring or combining the Premises with other space, (iii) taking all or only a part of the Premises; and/or (iv)
substantially changing the use of the Premises. Notwithstanding Landlord’s duty to mitigate its damages as provided herein, Landlord shall not be obligated (1)
to give any priority to reletting Tenant’s space in connection with its leasing of space in the Building or any complex of which the Building is a part, or (2) to
accept below market rental rates for the Premises or any rate that would negatively impact the market rates for the Building. Listing the Premises with a broker in
a manner consistent with the foregoing shall constitute prima facie evidence of reasonable efforts on the part of Landlord to relet the Premises.
20.5

Landlord’s Lien. Intentionally deleted.

2 0 . 6 Waiver of Default. No waiver by Landlord or Tenant of any violation or breach of any of the terms, provisions and covenants herein contained
shall be deemed or construed to constitute a waiver of any other or later violation or breach of the same or any other of the terms, provisions, and covenants
herein contained. Forbearance by Landlord or Tenant in enforcement of one or more of the remedies herein provided upon an event of default shall not be
deemed or construed to constitute a waiver of such default. The acceptance of any Rent hereunder by Landlord following the occurrence of any default, whether
or not known to Landlord, shall not be deemed a waiver of any such default, except only a default in the payment of the Rent so accepted.
21.

COVENANT OF QUIET ENJOYMENT

Landlord covenants that Tenant, on paying the Rent, charges for services and other payments herein reserved and on keeping, observing and
performing all the other terms, covenants, conditions, provisions and agreements herein contained on the part of Tenant to be kept, observed and performed,
shall, during the Lease Term, peaceably and quietly have, hold and enjoy the Premises subject to the terms, covenants, conditions, provisions and agreements
hereof without interference by any persons lawfully claiming by or through Landlord. The foregoing covenant is in lieu of any other covenant express or implied.
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22.

SECURITY DEPOSIT

Concurrent with Tenant’s execution of this Lease, Tenant shall deposit with Landlord a security deposit (the “ Security Deposit”) in the amount set forth
in Section 11 of the Summary. The Security Deposit shall be held by Landlord as security for the faithful performance by Tenant of all the terms, covenants, and
conditions of this Lease to be kept and performed by Tenant during the Lease Term. If Tenant Defaults with respect to any provisions of this Lease, Landlord
may use, apply or retain all or any part of the Security Deposit for the payment of any Rent or any other sum in default, to cure Tenant’s Default hereunder, or to
compensate Landlord for any other loss or damage that Landlord may suffer by reason of Tenant’s Default. If any portion of the Security Deposit is so used or
applied, Tenant shall, within five (5) days after written demand therefor, deposit cash with Landlord in an amount sufficient to restore the Security Deposit to its
original amount, and Tenant’s failure to do so shall be a Default under this Lease. Landlord shall return the Security Deposit (less any portion thereof used,
applied or retained by Landlord as permitted herein) to Tenant within forty-five (45) days following the expiration of the Lease Term. Tenant shall not be entitled
to any interest on the Security Deposit. Tenant hereby waives the provisions of all provisions of Law (other than C.R.S. 38-12-103, which will apply except as
modified by this Article 22), now or hereafter in force, which provide that Landlord may claim from a security deposit only those sums reasonably necessary to
remedy defaults in the payment of rent, to repair damage caused by Tenant or to clean the Premises.
23.

SUBSTITUTION OF OTHER PREMISES
Intentionally deleted.

24.

SIGNS

2 4 . 1 Premises Identification and Building Directory Signage . Tenant shall be entitled, at Landlord’s sole cost and expense, to (a) Building-standard
identification signage outside of the Premises on the floor on which Tenant’s Premises are located; and (b) to one (1) line on the Building directory to display
Tenant’s name and location in the Building. The location, quality, design, style, and size of such signage shall be consistent with the Landlord’s Building
standard signage program and will comply with all applicable Laws (including the receipt of any necessary permits). Any change in Tenant’s signage shall be at
Tenant’s sole cost and expense.
24.2 Prohibited Signage and Other Items . Any other signs, notices, logos, pictures, names or advertisements which are installed in the Common Areas
or on the exterior of the Building or are visible from outside the Premises and that have not been individually approved by Landlord may be removed without
notice by Landlord at the sole expense of Tenant.
24.3 Monument Signage. Tenant shall have the right, at Tenant’s sole cost and expense, to place Tenant’s signage on one panel of the monument sign
for the Building located at the Building’s entrance on Ridge Parkway, in a location mutually acceptable to Landlord and Tenant. Such monument signage shall
be subject to the prior written consent of Landlord, which consent shall not be unreasonably withheld, conditioned or delayed, and subject to all applicable Laws
and any required governmental approvals (including receipt of any necessary permits).
25.

LATE CHARGES

If any installment of Rent or any other sum due from Tenant shall not be received by Landlord or Landlord’s designee when said amount is due, then (a)
Tenant shall pay to Landlord a late charge equal to seven percent (7%) of the amount due (but in no event shall such charge be in excess of the maximum
amount permitted by applicable law) plus any reasonable attorneys’ fees incurred by Landlord by reason of Tenant’s failure to pay Rent and/or other charges
when due hereunder, and (b) such unpaid amounts shall thereafter bear interest until paid at a rate equal to the prime rate established from time to time by the
largest federally chartered banking institution in the State where the Building is located plus five percent (5%) per annum, provided that in no case shall such rate
be higher than the highest rate permitted by applicable Law. The late charge and interest shall be deemed Additional Rent and the right to require it shall be in
addition to all of Landlord’s other rights and remedies hereunder or at Law and shall not be construed as liquidated damages or as limiting Landlord’s remedies
in any manner.
26.

LANDLORD’S RIGHT TO CURE DEFAULT

All covenants and agreements to be kept or performed by Tenant under this Lease shall be performed by Tenant at Tenant’s sole cost and expense and
without any reduction of Rent. If Tenant shall fail to perform any of its obligations under this Lease, within the applicable notice and cure period for such
performance that is required by the terms of this Lease, Landlord may, but shall not be obligated to, make any such payment or perform any such act on
Tenant’s part without waiving its right based upon any Default of Tenant and without releasing Tenant from any obligations hereunder, in which event Tenant
shall reimburse Landlord, upon demand, for the sums incurred by Landlord in connection therewith. Tenant’s reimbursement obligations under this Article 26
shall survive the expiration or sooner termination of the Lease Term.
27.

ENTRY BY LANDLORD

Landlord reserves the right at all reasonable times by providing a minimum 24 hours prior notice to the Tenant to enter the Premises to (a) inspect them;
(b) show the Premises to prospective purchasers, mortgagees or (within the last six (6) months of the Lease Term only) tenants, or to the ground or underlying
lessors; (c) post or serve notices of nonresponsibility; or (d) alter, improve or repair the Premises or the Building if necessary to comply with current Building
codes or other applicable Laws, or for structural alterations, repairs or improvements to the Building. Notwithstanding anything to the contrary contained in this
Article 27, Landlord may enter the Premises at any time to (i) perform services required of Landlord; (ii) take possession due to any Default by Tenant hereunder
in the manner provided herein; (iii) perform any covenants of Tenant which Tenant fails to perform; or (iv) to address an emergency. Any such entries shall be
without the abatement of Rent, shall not be deemed an unlawful entry, or an actual or constructive eviction, and shall include the right to take such reasonable
steps as required to accomplish the stated purposes. Tenant hereby waives any claims for damages or for any injuries or inconvenience to or interference with
Tenant’s business, lost profits, any loss of occupancy or quiet enjoyment of
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the Premises, and any other loss occasioned thereby, except to the extent a result of the gross negligence or willful misconduct of Landlord or its agents,
employees or contractors.
28.

PARKING

Subject to compliance with the rules and regulations reasonably prescribed by Landlord, Tenant shall have the right to use parking passes on a monthly
basis throughout the Lease Term in the amount set forth in Section 12 of the Summary to park in the Parking Facilities, on a non-exclusive basis. In no event
shall Tenant use more than the number of parking passes allocated to Tenant by Section 12 of the Summary. Landlord may, without incurring any liability to
Tenant and without any abatement of Rent under this Lease, from time to time, close-off or restrict access to the Parking Facilities, or relocate Tenant’s parking
passes to other parking structures and/or surface parking areas within a reasonable distance of the Premises, for purposes of permitting or facilitating any such
construction, alteration, improvements or repairs with respect to the Parking Facilities or to accommodate or facilitate renovation, alteration, construction or
other modification of other improvements or structures located on the Real Property. Landlord shall provide reasonable alternative parking arrangements during
following any such closure or restriction. Any parking rates charged by Landlord for Tenant’s parking passes shall be exclusive of any parking tax or other
charges imposed by governmental authorities in connection with the use of such parking, which taxes and/or charges shall be paid directly by Tenant or the
parking users, or, if directly imposed against Landlord, Tenant shall reimburse Landlord for all such taxes and/or charges concurrent with its payment of the
parking rates described herein.
29.

HAZARDOUS MATERIALS

2 9 . 1 Restrictions. No Hazardous Material (except for de minimis quantities of common cleaning products and office supplies used in the ordinary
course of Tenant’s business at the Premises and that are used, kept, and disposed of in compliance with applicable Laws) shall be brought upon, used, kept, or
disposed of in or about the Premises or the Real Property by any Tenant Parties or any of Tenant’s transferees, contractors, agents or licensees without
Landlord’s prior written consent, which consent may be withheld in Landlord’s sole and absolute discretion. Tenant’s request for such consent shall include a
representation and warranty by Tenant that the Hazardous Material in question (a) is necessary in the ordinary course of Tenant’s business, and (b) shall be
used, kept, and disposed of in compliance with all applicable Laws.
2 9 . 2 Remediation. Tenant shall, at its expense, monitor the Premises for the presence of Hazardous Materials or conditions which may reasonably
give rise to Contamination (defined below) and promptly notify Landlord if it suspects Contamination in the Premises. Any remediation of Contamination caused
by a Tenant Party or its contractors or invitees which is required by Law or which is deemed necessary by Landlord, in Landlord’s opinion, shall be performed by
Landlord and Tenant shall reimburse Landlord for the cost thereof, plus a 5% administrative fee. Tenant shall be liable for, and shall indemnify, defend, protect
and hold Landlord and the Landlord Indemnified Parties harmless from and against, any and all claims, damages, judgments, suits, causes of action, losses,
liabilities and expenses, including testing, remediation and consultant and reasonable attorneys’ fees and court costs, arising or resulting from (a) any
Contamination on or about the Premises, Building or Real Property caused by Tenant or any Tenant Parties; or (b) any breach of this Article 29 by Tenant.
2 9 . 3 Definitions. A “Hazardous Material” is any substance the presence of which requires, or may hereafter require, notification, investigation, or
remediation under any laws or which is now or hereafter defined, listed, or regulated by any governmental authority as a “hazardous waste”, “extremely
hazardous waste”, “solid waste”, “toxic substance”, “hazardous substance”, “hazardous material” or “regulated substance”, or otherwise regulated under any
Laws. “Contamination” means the existence or any release or disposal of a Hazardous Material or biological or organic contaminant, including any such
contaminant which could adversely impact air quality, such as mold, fungi, or other bacterial agents, in, on, under, at, or from the Premises, the Building, or the
Real Property which may result in any liability, fine, use restriction, cost recovery lien, remediation requirement, or other government or private party action, or
imposition affecting any Landlord Indemnified Party. For purposes of this Lease, claims arising from Contamination shall include diminution in value, restrictions
on use, adverse impact on leasing space, and all costs of site investigation, remediation, removal, and restoration work, including response costs under CERCLA
and similar statutes.
2 9 . 4 Landlord's Obligations. Landlord hereby represents and warrants to Tenant (i) Landlord has not received any notice that the Building or Real
Property is contaminated by any Hazardous Materials; and (ii) to Landlord’s actual knowledge, no portion of the Real Property is being used for the treatment,
storage, or disposal of any Hazardous Materials in violation of any applicable Laws. Landlord covenants that, during the Lease Term, it will not cause or permit
the treatment, storage, or disposal of any Hazardous Materials in, on or about any part of the Real Property by Landlord, its agents, employees, or contractors in
violation of any applicable Laws. Tenant shall have no liability with respect to any Hazardous Materials located on the Premises or the Real Property, except to
the extent caused by a Tenant Party or its contractors or invitees. Landlord's obligations under this Section will survive the expiration or other termination of this
Lease.
30.

MISCELLANEOUS PROVISIONS

30.1 Binding Effect. Landlord has delivered a copy of this Lease to Tenant for Tenant’s review only, and the delivery of it does not constitute an offer to
Tenant or an option. This Lease shall not be effective against any party hereto until an original copy of this Lease has been signed by such party and delivered to
the other party. An electronic or facsimile copy of the Lease shall be deemed an original for purposes of this Section 30.1. Each of the provisions of this Lease
shall extend to and shall, as the case may require, bind or inure to the benefit not only of Landlord and of Tenant, but also of their respective successors or
assigns, provided this clause shall not permit any assignment by Tenant contrary to the provisions of Article 14 of this Lease.
30.2 No Air Rights. No rights to any view or to light or air over any property, whether belonging to Landlord or any other person, are granted to Tenant
by this Lease.
30.3

Modification of Lease. Intentionally deleted.
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30.4 Transfer of Landlord’s Interest. In the event Landlord transfers all or any portion of its interest in the Real Property and Building and in this Lease,
Landlord shall automatically be released from all remaining liability under this Lease and Tenant agrees to look solely to such transferee for the performance of
Landlord’s obligations hereunder after the date of transfer, except to the extent of any prepaid sums of Tenant held by Landlord and not delivered to such
transferee.
30.5 Captions. The captions of Articles and Sections are for convenience only and shall not be deemed to limit, construe, affect or alter the meaning of
such Articles and Sections.
30.6

Time of Essence. Time is of the essence of this Lease and each of its provisions.

30.7 Partial Invalidity. If any term, provision or condition contained in this Lease shall, to any extent, be invalid or unenforceable, the remainder of this
Lease, or the application of such term, provision or condition to persons or circumstances other than those with respect to which it is invalid or unenforceable,
shall not be affected thereby, and each and every other term, provision and condition of this Lease shall be valid and enforceable to the fullest extent possible
permitted by law.
30.8 Landlord Exculpation. It is expressly understood and agreed that notwithstanding anything in this Lease to the contrary, and notwithstanding any
applicable law to the contrary, the liability of Landlord hereunder (including any successor landlord) and any recourse by Tenant against Landlord shall be
limited solely and exclusively to the interest of Landlord in the Building and the proceeds thereof, and neither Landlord, nor any of its constituent partners,
members, shareholders, officers, directors or employees shall have any personal liability therefor, and Tenant hereby expressly waives and releases such
personal liability on behalf of itself and all persons claiming by, through or under Tenant.
30.9 Entire Agreement. It is understood and acknowledged that there are no oral agreements between the parties hereto affecting this Lease and this
Lease supersedes and cancels any and all previous negotiations, arrangements, brochures, agreements and understandings, if any, between the parties hereto
or displayed by Landlord to Tenant with respect to the subject matter thereof, and none thereof shall be used to interpret or construe this Lease. This Lease and
any side letter or separate agreement executed by Landlord and Tenant in connection with this Lease and dated of even date herewith contain all of the terms,
covenants, conditions, warranties and agreements of the parties relating in any manner to the rental, use and occupancy of the Premises. None of the terms,
covenants, conditions or provisions of this Lease can be modified, deleted or added to except in writing signed by the parties hereto. Any deletion of language
from this Lease prior to its execution by Landlord and Tenant shall not be construed to raise any presumption, canon of construction or implication, including,
without limitation, any implication that the parties intended thereby to state the converse of the deleted language. The parties hereto acknowledge and agree that
each has participated in the negotiation and drafting of this Lease; therefore, in the event of an ambiguity in, or dispute regarding the interpretation of, this Lease,
the interpretation of this Lease shall not be resolved by any rule of interpretation providing for interpretation against the party who caused the uncertainty to exist
or against the draftsman.
3 0 . 1 0 Force Majeure. Any prevention, delay or stoppage due to strikes, lockouts, labor disputes, acts of God, inability to obtain services, labor, or
materials or reasonable substitutes therefor, governmental actions, civil commotions, fire or other casualty, and other causes beyond the reasonable control of
the party obligated to perform, except with respect to the obligations imposed with regard to Rent and other charges to be paid by Tenant pursuant to this Lease
(collectively, the “Force Majeure“), notwithstanding anything to the contrary contained in this Lease, shall excuse the performance of such party for a period
equal to any such prevention, delay or stoppage and, therefore, if this Lease specifies a time period for performance of an obligation of either party, that time
period shall be extended by the period of any delay in such party’s performance caused by a Force Majeure.
30.11 Notices. Any notice, demand or other communication given under the provisions of this Lease (collectively, “ Notices“) by either party to the
other party shall be effective only if in writing and (a) personally served, (b) mailed by United States registered or certified mail, return receipt requested, postage
prepaid, or (c) sent by a nationally recognized courier service (e.g., Federal Express) for next-day delivery. Notices shall be directed to the parties at their
respective addresses set forth in the Summary. In the event that a different address is furnished by either party to the other party in accordance with the
procedures set forth in this Section 30.11, Notices shall thereafter be sent or delivered to the new address. Notices given in the foregoing manner shall be
deemed given (i) when actually received or refused by the party to whom sent if delivered by carrier or personally served, (ii) if mailed, on the day of actual
delivery or refusal as shown by the addressee’s registered or certified mail receipt, or (iii) if sent by nationally recognized courier service, one business day after
deposit with such courier service. For purposes of this Section 30.11, a “business day” is Monday through Friday, excluding holidays observed by the United
States Postal Service.
30.12 Joint and Several Liability. If more than one person or entity executes this Lease as Tenant: (a) each of them is and shall be jointly and severally
liable for the covenants, conditions, provisions and agreements of this Lease to be kept, observed and performed by Tenant; and (b) the act or signature of, or
notice from or to, any one or more of them with respect to this Lease shall be binding upon each and all of the persons and entities executing this Lease as
Tenant with the same force and effect as if each and all of them had so acted or signed, or given or received such notice.
3 0 . 1 3 Attorneys’ Fees. If either party commences any action or proceeding to interpret or enforce the terms contained in this Lease, including for
damages for the breach hereof or otherwise for enforcement of any remedy hereunder, the prevailing party shall be entitled to recover from the other party such
costs and reasonable attorneys’ fees as may have been incurred, including any and all costs incurred in enforcing, perfecting and executing such judgment.
30.14 Governing Law; Jurisdiction and Venue . This Lease and the rights and obligations of the parties shall be interpreted, construed, and enforced in
accordance with the laws of the state in which the Building is located. All obligations under this Lease are performable in the County in which the Building is
located, which shall be the venue for all legal actions.
30.15 Jury Trial Waiver. TENANT, TO THE FULL EXTENT PERMITTED BY LAW, HEREBY KNOWINGLY, INTENTIONALLY AND VOLUNTARILY,
WITH AND UPON THE ADVICE OF COMPETENT COUNSEL, WAIVES, RELINQUISHES AND FOREVER FOREGOES THE RIGHT TO A TRIAL BY JURY IN
ANY ACTION OR PROCEEDING BASED
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UPON, ARISING OUT OF, OR IN ANY WAY RELATING TO THIS LEASE OR ANY CONDUCT, ACT OR OMISSION OF LANDLORD, TENANT, OR ANY OF
THEIR RESPECTIVE DIRECTORS, OFFICERS, PARTNERS, MEMBERS, EMPLOYEES, AGENTS OR ATTORNEYS, OR ANY OTHER PERSONS
AFFILIATED WITH LANDLORD OR TENANT, IN EACH OF THE FOREGOING CASES, WHETHER SOUNDING IN CONTRACT, TORT OR OTHERWISE.
30.16 Paragraph Headings. The headings and titles to the Articles and Sections of this Lease are for convenience only and shall have no effect on the
interpretation of any part of this Lease.
30.17

Recording. Tenant shall not record this Lease or any memorandum of lease.

30.18 Authority. Tenant covenants, warrants, and represents that each individual executing, attesting, and/or delivering this Lease on behalf of Tenant
is authorized to do so on behalf of Tenant; this Lease is binding upon and enforceable against Tenant; and Tenant is duly organized and legally existing in the
state of its organization and is qualified to do business in the state in which the Premises are located.
30.19 Relationship. This Lease shall create only the relationship of landlord and tenant between the parties, and not a partnership, joint venture, or any
other relationship.
30.20 Survival of Obligations. The expiration of the Lease Term, whether by lapse of time or otherwise, shall not relieve Tenant of any obligations
which accrued prior to or which may continue to accrue after the expiration or early termination of this Lease. Those terms or provisions of this Lease which this
Lease expressly states shall survive, or which by their context are clearly intended to survive, the expiration or earlier termination of this Lease, shall survive the
expiration or earlier termination of this Lease.
30.21 Brokers. Landlord and Tenant hereby warrant to each other that they have had no dealings with any real estate broker or agent in connection
with the negotiation of this Lease, excepting only the real estate brokers or agents specified in Section 13 of the Summary (the “Brokers”), and that they know of
no other real estate broker or agent who is entitled to a commission in connection with this Lease. Each party agrees to indemnify and defend the other party
against and hold the other party harmless for, from and against any and all claims, demands, losses, liabilities, lawsuits, judgments, and costs and expenses
(including without limitation reasonable attorneys’ fees) with respect to any leasing commission or equivalent compensation alleged to be owing on account of
the indemnifying party’s dealings with any real estate broker or agent other than the Brokers.
3 0 . 2 2 Transportation Management. Tenant shall fully comply with all reasonable present or future programs intended to manage parking,
transportation or traffic in and around the Building and in connection therewith, Tenant shall take responsible action for the transportation planning and
management of all employees located at the Premises by working directly with Landlord, any governmental transportation management organization or any other
transportation-related committees or entities.
30.23 Confidentiality. Tenant acknowledges that the content of this Lease and any related documents are confidential information. Tenant shall keep
such confidential information strictly confidential and shall not disclose such confidential information to any person or entity other than Tenant’s financial, legal,
and space planning consultants.
30.24 Landlord Renovations. Tenant acknowledges that Landlord may, but shall not be obligated to (other than as specifically set forth herein or in the
Work Letter, if applicable), during the Lease Term renovate, improve, alter, or modify (collectively, the “Renovations”) the Building and/or Real Property,
including without limitation the Parking Facilities, Common Areas, systems and equipment, roof, and structural portions of the same. Tenant hereby agrees that
such Renovations and Landlord’s actions in connection with such Renovations shall in no way constitute a constructive eviction of Tenant nor entitle Tenant to
any abatement of Rent, provided, that Landlord agrees to use commercially reasonable efforts to minimize any disruption to Tenant’s business operations in the
Premises. Except to the extent caused by the gross negligence or willful misconduct of Landlord, its agents, employees or contractors, Landlord shall have no
responsibility or for any reason be liable to Tenant for any direct or indirect injury to or interference with Tenant’s business arising from the Renovations, nor shall
Tenant be entitled to any compensation or damages from Landlord for loss of the use of the whole or any part of the Premises or of Tenant’s personal property
or improvements resulting from the Renovations or Landlord’s actions in connection with such Renovations, or for any inconvenience or annoyance occasioned
by such Renovations or Landlord’s actions in connection with such Renovations.
30.25 Financial Statements. Upon fifteen (15) days prior written request from Landlord (which Landlord may make at any time during the Term but no
more often than once in any calendar year), Tenant shall deliver to Landlord a certified current financial statement of Tenant and any guarantor of this Lease.
30.26 Excepted Rights. Landlord shall also have the right (but not the obligation) to temporarily close the Building if Landlord reasonably determines
that there is an imminent danger of significant damage to the Building or of personal injury to Landlord’s employees or the occupants of the Building. The
circumstances under which Landlord may temporarily close the Building shall include, without limitation, electrical interruptions, tornados, significant snow
storms, terrorist activities and civil disturbances. A closure of the Building under such circumstances shall not constitute a constructive eviction nor entitle Tenant
to an abatement or reduction of rent payable hereunder.
30.27 Interpretation of Lease Terms. Each provision of this Lease shall be valid and enforceable to the fullest extent permitted by law. If any provision
of this Lease or the application of such provision to any person or circumstance shall, to any extent, be invalid or unenforceable, the remainder of this Lease, or
the application of such provision to persons or circumstances other than those as to which it is held invalid or unenforceable, shall not be affected by such
invalidity or unenforceability, unless such provision or such application of such provision is essential to this Lease.
30.28 Counterparts. This Lease may be executed in counterparts, each of which shall be deemed an original and all of which together shall constitute
one document.
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30.29 OFAC Compliance. For purposes of this Section 30.29, the term “Affiliated Parties” shall mean Tenant, any Guarantor hereunder, all persons
and entities owning (directly or indirectly) an ownership interest in Tenant or Guarantor, and any and all subsidiaries, predecessors, agents and affiliates thereof.
“Blocked Parties” mean any person or entity (a) that is itself or an Affiliated Party of an entity listed in the Annex to, or is otherwise subject to the provisions of,
the September 24, 2001 Executive Order Blocking Property and Prohibiting Transactions with Persons Who Commit, Threaten to Commit, or Support Terrorism
(“Executive Order”), (b) with whom a party is prohibited from dealing or otherwise engaging in any transaction by any Patriot Act Related Law (as defined
below), (c) who commits, threatens or conspires to commit or support “terrorism” as defined in the Executive Order, (d) that is named as a “specially designated
national and blocked person” on the most current list published by the U.S. Department of the Treasury, Office of Foreign Assets Control at its official website,
http://www.ustreas.gov/offices/enforcement/ofac/ or at any replacement website or other replacement official publication of such list. The “Patriot Act Related
Laws” are defined as any regulations of the Office of Foreign Asset Control (“ OFAC”) of the Department of the Treasury (including, but not limited to, OFAC’s
Specially Designated and Blocked Persons list) or any statute or executive order (including, but not limited to, the Executive Order) designed to limit commercial
transactions with designated countries or individuals believed to be terrorists, narcotic dealers or otherwise engaged in activities contrary to the interests of the
U.S., including, without limitation Title III of the Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism
Act of 2001 (Public Law 107‑56), and the International Money Laundering Abatement and Financial Anti-Terrorism Act of 2001, as the same may be amended
from time to time, and any other governmental law, rule or regulation implementing such laws or purposes. Tenant hereby represents and warrants that, to
Tenant’s knowledge, Tenant and all Affiliated Parties (i) have never been a Blocked Party, and (ii) have been and are currently in full compliance with all Patriot
Act Related Laws. Tenant covenants that neither Tenant nor any of its Affiliated Parties will do any of the following: (1) conduct any business or engage in any
transaction or deal with any Blocked Person, including the making or receiving of any contribution of funds, goods or services to or for the benefit of any Blocked
Person, (2) deal in, or otherwise engage in any transaction relating to, any property or interests in property blocked pursuant to the Executive Order, or (3)
engage in or conspire to engage in any transaction that evades or avoids, or has the purpose of evading or avoiding, or attempts to violate any of the
prohibitions set forth in any Patriot Act Related Law. Tenant covenants and agrees to deliver to Landlord upon request reasonable evidence of its compliance
with the provisions of this Section 30.29. Tenant shall implement an internal methodology for ensuring compliance with the Patriot Act Related Laws and
avoiding business transactions with Blocked Parties. If, at any time, any of the representations set forth above in this Section 30.29 becomes false or Tenant
breaches any other provision of this Section 30.29, then it shall be considered a default under this Lease, which shall not be subject to any notice and/or cure
period and Landlord shall have the immediate right to exercise its rights and remedies in the event of a default, including, but not limited to, termination of this
Lease.
30.30 Authority. Upon request from Landlord, Tenant shall provide Landlord with reasonable evidence that each person signing this Lease on behalf of
Tenant is authorized to do so on behalf of Tenant.
30.31 Tenant Personal Property Lien. If all or some of the movable trade fixtures and personal property (collectively referred to herein as “ Tenant’s
Personalty”) to be installed used, stored or otherwise located by Tenant in the Premises are subject to a lien or security interest in favor of a bank, insurance
company, pension fund, nationally recognized private equity or similar firm, or like institutional lender (referred to herein as “Institutional Lender”), Landlord
hereby agrees to recognize the rights therein of such Institutional Lender and agrees to execute an instrument on a form reasonably acceptable to Landlord
pursuant to which Landlord will subordinate any claim arising by reason of any Landlord’s lien, right of distraint, or otherwise with respect to the financed
Tenant’s Personalty to the lien or security interest of any such Institutional Lender.
31.

RIGHT OF FIRST REFUSAL

31.1 Grant of Right of First Refusal. Subject to the terms and conditions of this Article 31, Landlord hereby grants to Tenant an ongoing right of first
refusal (“Right of First Refusal ”) to lease all, or a portion of, any space on the 3 rd floor in the Building (the “ First Refusal Space”).
3 1 . 2 Procedure for Offer. If Landlord receives a bona fide written offer from an unaffiliated third party for the lease of all or any portion of the First
Refusal Space (each, a “Bona Fide Offer ”), and Landlord is willing to accept the Bona Fide Offer, Landlord shall give Tenant written notice (the “ First Refusal
Notice”) of the Bona Fide Offer, and shall offer to lease to Tenant the First Refusal Space on the same terms and conditions of the Bona Fide Offer (collectively,
the “Bona Fide Offer Terms ”).
3 1 . 3 Procedure for Acceptance. If Tenant wishes to exercise Tenant’s Right of First Refusal with respect to the applicable First Refusal Space
described in the First Refusal Notice, then within five business days after delivery of the First Refusal Notice to Tenant, Tenant shall deliver written notice to
Landlord of Tenant’s exercise of its right of first refusal with respect to the entire First Refusal Space described in the First Refusal Notice on the Bona Fide
Offer Terms (each, a “ROFR Exercise Notice”). Tenant must elect to exercise its Right of First Refusal, if at all, with respect to all of the First Refusal Space
offered by Landlord to Tenant in the First Refusal Notice. Tenant may not elect to lease only a portion of the space offered in the First Refusal Notice, even if the
space described in the First Refusal Notice comprises an area larger than the First Refusal Space or an area that does not comprise the entire First Refusal
Space. If Tenant does not so notify Landlord within the 5-business day period, then Landlord shall be free to lease the First Refusal Space offered to Tenant in
the First Refusal Notice to the unaffiliated third party on the applicable Bona Fide Offer Terms; provided, however, that in the event the economic terms of the
deal with such unaffiliated third party change such that the economic terms (inclusive of tenant improvement allowance, rent concessions, etc.) is decreased by
10% or more, Landlord shall once again offer such First Refusal Space to Tenant on the new economic terms in accordance with this Section 31.
31.4 Other Terms and Conditions. Except as otherwise expressly set forth in the First Refusal Notice, Tenant shall take the First Refusal Space in its
“AS IS” condition, and Landlord shall have no obligation for free rent, leasehold improvements or for any other tenant inducements for the First Refusal Space.
Except as otherwise expressly set forth in the First Refusal Notice, the term of the lease for the applicable portion of the First Refusal Space, and Tenant’s
obligation to pay Rent for such First Refusal Space, shall commence upon the date of delivery of the First Refusal Space to Tenant and shall terminate on the
date set forth in the First Refusal Notice.
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3 1 . 5 Limitations. Tenant shall not have the right to lease the First Refusal Space, if, as of the date of the attempted exercise of any Right of First
Refusal by Tenant, or as of the scheduled date of delivery of such First Refusal Space to Tenant, (a) a Default by Tenant is continuing, or (b) Tenant shall have
assigned this Lease or subleased to all or any portion of the Premises to any Transferee, other than pursuant to a Permitted Transfer.
3 1 . 6 Amendment to Lease. If Tenant timely exercises Tenant’s right to lease any applicable First Refusal Space as set forth herein, Landlord and
Tenant shall, within 15 days after Tenant’s exercise thereof and delivery to Tenant by Landlord of a lease amendment in form and substance reasonably
acceptable to both parties, execute an amendment to this Lease for such First Refusal Space upon the terms and conditions as set forth in the First Refusal
Notice and this Article 31.

[Signatures follow on next page]
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IN WITNESS WHEREOF, Landlord and Tenant have caused this Lease to be executed the Date first above written.
LANDLORD:
SEMAHO, INC.,
a Colorado corporation
By

REFORMA RE INC.,

a Colorado corporation,
Authorized Agent

By__/s/ Andrew Sevillo____________
Name: _Andrew Sevillo____________
Title: _ Agent_____________________
TENANT:
DMC GLOBAL INC.,

a Delaware corporation

By: __/s/ Michael Kuta ________________
Name: _Michael Kuta_________________
Title: _CFO____________ __ ______
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EXHIBIT A
FLOOR PLAN OF PREMISES
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EXHIBIT B
WORK LETTER
LANDLORD PERFORMS IMPROVEMENTS; ALLOWANCE
This Work Letter (“ Work Letter”) shall set forth the terms and conditions relating to the construction of the Premises. This Work Letter is essentially
organized chronologically and addresses the issues of the construction of the Premises, in sequence, as such issues will arise during the actual construction of
the Premises. All references in this Work Letter to Articles or Sections of “this Lease” shall mean the relevant portions of the Lease to which this Work Letter is
attached as Exhibit B, and all references in this Work Letter to Sections of “this Work Letter” shall mean the relevant portions of this Work Letter.
1. Acceptance of Premises. Tenant accepts the Premises in their “AS‑IS” condition on the Date of this Lease, except for any warranties expressly set
forth in the Lease, and except that Landlord agrees to perform the Improvements (as defined in Section 3.3 below) in accordance with this Work Letter. In
addition, Landlord agrees to (a) replace the bulbs in the hallways of the third floor of the Building within six months of the Date of the Lease, at Landlord’s cost,
and (b) paint the ceiling of the corridor on the third floor of the Building outside of the Premises in an egg-shell finish in a color approved by Landlord, the cost of
which shall be deducted from the Construction Allowance (as defined in Section 10 below).
2.

Space Plans; Landlord Pre-Approval of Certain Items.

2.1 Test Fit Allowance. Landlord has agreed per a separate agreement to pay Tenant’s architect $0.12/per rentable square foot for an initial
space plan and pricing notes in order to get a budget estimate of costs of the Improvements. This test fit allowance is not part of and shall not be deducted from
the Construction Allowance.
2.2 Space Plans. Landlord and Tenant have approved that certain space plan dated June 8, 2018 prepared by Tenant’s architect, Arch 11 (the
“Architect”) and attached hereto as Exhibit 1 (the “Space Plans”) depicting the improvements to be installed in the Premises
2 . 3 Landlord Pre-Approval of Certain Items. Landlord hereby confirms that (a) it approves Tenant’s use and installation of roller window
shades for the Premises consisting of the Mecho-Systems SoHo Collection 1900 Series (5% open) in Color 1922 Howard (Mocha), and (b) Tenant shall have the
right to core drill from the third floor of the Building in order to install data, power and telephone wiring for the Premises per building code in locations acceptable
to Landlord; provided, however, at Landlord’s election, such core drill locations may be reviewed by Landlord’s structural engineer prior to commencement of
such core drilling. The cost of such roller window shades and any review of core drilling locations by Landlord’s structural engineer shall be deducted from the
Construction Allowance.
3.

Working Drawings.

3 . 1 Preparation and Delivery. On or before the date that is fifteen (15) days following the date Tenant approves, or is deemed to have
approved, the Space Plans (the “Working Drawings Delivery Deadline ”), Landlord shall provide to Tenant for its approval final working drawings, prepared by
the Architect and Landlord’s preferred engineering group consisting of MDP Engineering, of all improvements that Tenant wishes to have installed in the
Premises; such working drawings shall include the partition layout, ceiling plan, electrical outlets and switches, telephone outlets, drawings for any modifications
to the mechanical, electrical, life safety and plumbing and any other systems of the Building, and detailed plans and specifications for the construction of the
improvements called for under this Exhibit in accordance with all applicable Laws and suitable for permitting and construction.
3.2 Approval Process. Tenant shall notify Landlord whether it approves of the submitted working drawings within five (5) business days after
Landlord’s submission thereof. If Tenant disapproves of such working drawings, then Tenant shall notify Landlord thereof specifying in reasonable detail the
reasons for such disapproval, in which case Landlord shall, within three (3) business days after such notice, revise such working drawings in accordance with
Tenant’s objections and submit the revised working drawings to Tenant for its review and approval. Tenant shall notify Landlord in writing whether it approves of
the resubmitted working drawings within two (2) business days after its receipt thereof. This process shall be repeated until the working drawings have been
finally approved by Tenant and Landlord. If Tenant fails to notify Landlord that it disapproves of the initial working drawings within five (5) business days (or, in
the case of resubmitted working drawings, within two (2) business days) after the submission thereof, then Tenant shall be deemed to have approved the
working drawings in question.
Notwithstanding the foregoing, the working drawings approved by Tenant and Landlord shall also be submitted by the Architect to Landlord’s Building
architect, Kieding, to perform a “Peer Review” of such working drawings before the same are distributed to any contractors for bidding and pricing. Once Kieding
has approved such working drawings, the same may be distributed to contractors for bidding in accordance with Section 4 below.
3 . 3 Landlord’s Approval; Performance of the Improvements. If any of the proposed construction work in the Premises will affect the
Building’s structure or the Building’s systems, then the working drawings pertaining thereto must be approved by the Building’s engineer of record. Tenant’s
approval of such working drawings shall not be unreasonably withheld, provided that (%4) they comply with all applicable Laws, and (%4) such working drawings
are sufficiently detailed to allow construction of the improvements and associated work in a good and workmanlike manner. As used herein, “Working Drawings”
means the final working drawings approved by Landlord and Tenant and Kieding, as amended from time to time by any approved changes thereto, and
“Improvements” means all improvements to be constructed in the Premises in accordance with and as indicated on the Working Drawings, together with any
work required by governmental authorities to be made to other areas of the Building as a result of the improvements indicated by the Working Drawings.
Landlord’s approval of the Working Drawings shall not be a representation or warranty of Landlord that such drawings are adequate for any use or comply with
any applicable Laws, but shall merely be the consent of Landlord thereto.
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Tenant shall, at Landlord’s request, sign the Working Drawings to evidence its review and approval thereof. After the Working Drawings have been approved,
Landlord shall cause the Improvements to be performed in accordance with the Working Drawings, in a good and workmanlike manner, lien-free, and in
accordance with all applicable Laws. EXCEPT TO THE EXTENT EXPRESSLY SET FORTH HEREIN, LANDLORD MAKES NO WARRANTIES, EXPRESS OR
IMPLIED, WITH RESPECT TO THE SPACE PLANS, THE WORKING DRAWINGS OR THE IMPROVEMENTS (OR ANY OTHER SERVICES PROVIDED BY
THE ARCHITECT, TENANT’S CONTRACTOR OR ANY OF THEIR SUBCONTRACTORS). ALL IMPLIED WARRANTIES BY LANDLORD WITH RESPECT
THERETO, INCLUDING BUT NOT LIMITED TO THOSE OF HABITABILITY, MERCHANTABILITY, MARKETABILITY, QUALITY AND FITNESS FOR A
PARTICULAR PURPOSE, ARE EXPRESSLY NEGATED AND WAIVED. WITHOUT LIMITING THE FOREGOING, LANDLORD SHALL NOT BE
RESPONSIBLE FOR ANY FAILURE OF THE IMPROVEMENTS. LANDLORD WILL NOT BE RESPONSIBLE FOR, OR HAVE CONTROL OR CHARGE
OVER, THE ACTS OR OMISSIONS OF THE ARCHITECT OR ITS AGENTS OR EMPLOYEES. LANDLORD IS NOT ACTING AS A CONTRACTOR AND IS
NOT GUARANTEEING THE SPACE PLANS, THE WORKING DRAWINGS OR THE IMPROVEMENTS.
4 . Bidding of the Improvements; Performance of the Improvements. Prior to commencing the Improvements, Landlord shall competitively bid the
Improvements to not less than three contractors selected by Landlord and reasonably approved by Tenant. Tenant may recommend a contractor to be included
in the bidding process, so long as such contractor meets Landlord’s standard of qualifications and is otherwise approved by Landlord. Such bids shall be
reasonably acceptable to Tenant. If the estimated Total Construction Costs (as defined in Section 9 below) are expected to exceed the Construction Allowance,
Tenant shall be allowed to review the submitted bids from such contractors to value engineer any of the Improvements requested by Tenant. In such case,
Tenant shall notify Landlord of any items in the Working Drawings that Tenant desires to change within two (2) business days after Landlord’s submission
thereof to Tenant. If Tenant fails to notify Landlord of its election within such two (2) business day period, Tenant shall be deemed to have approved the bids.
Within five (5) business days following Landlord’s submission of the initial construction bids to Tenant under the foregoing provisions (if applicable), Tenant shall
have completed all of the following items: (a) finalized with Landlord’s Representative and the proposed contractor, the pricing of any requested revisions to the
bids for the Improvements, and (b) approved in writing any overage in the Total Construction Costs in excess of the Construction Allowance, failing which each
day after such five (5) business day period shall constitute a Tenant Delay Day (as defined in Section 6 below).
5 . Change Orders. Tenant may initiate changes in the Improvements. Each such change (a “Change Order”) must receive the prior written approval
of Landlord, such approval not to be unreasonably withheld, conditioned, or delayed; however, if such requested Change Order would adversely affect (in the
reasonable discretion of Landlord) (a) the Building’s structure or the Building’s systems (including the Building’s restrooms or mechanical rooms), (b) the exterior
appearance of the Building, or (c) the appearance of the Building’s common areas or elevator lobby areas, Landlord may withhold its consent in its sole and
absolute discretion. Landlord shall, upon completion of the Improvements, cause to be prepared accurate architectural, mechanical, electrical and plumbing
“as‑built” plans of the Improvements as constructed, which plans shall be incorporated into this Exhibit B by this reference for all purposes. If Tenant requests
any changes to the Improvements described in the Space Plans or the Working Drawings, then Landlord shall inform Tenant in writing of the estimated
increased costs and delay, if any, to the expected completion date of the Improvements. Tenant shall have a period of three (3) days to notify Landlord in writing
if it does not wish to proceed with the changes. If Tenant timely notifies Landlord that it does not wish to proceed with the changes, or fails to respond with such
3-day period, Tenant’s request for changes shall be null and void and Landlord shall not proceed with such changes. If Tenant timely elects to proceed with the
changes, such increased costs and any additional design costs incurred in connection therewith as the result of any such change shall be added to the Total
Construction Costs, and any such delay caused thereby shall be deemed a Tenant Delay Day.
6 . Definitions. As used herein, a “Tenant Delay Day” means each day of delay in the performance of the Improvements that occurs (a) because
Tenant fails to timely furnish any information or deliver or approve any required documents, pricing estimates, construction bids, and the like beyond the
timeframes set forth herein, (b) because of any change by Tenant to the Space Plans or Working Drawings, (c) because Tenant fails to attend any meeting with
Landlord, the Architect, any design professional, or any contractor, or their respective employees or representatives, as may be required or scheduled hereunder
or otherwise necessary in connection with the preparation or completion of any construction documents, or in connection with the performance of the
Improvements, (d) because of any specification by Tenant of materials or installations in addition to or other than Landlord’s standard finish-out materials or any
materials that are not readily available, or (e) because Tenant or its employees, agents, or contractors otherwise delays completion of the Improvements. As
used herein “Substantial Completion,” “Substantially Completed,” and any derivations thereof mean the Improvements in the Premises is substantially
completed (as evidenced by receipt of a Certificate of Occupancy or equivalent) in accordance with the Working Drawings. Substantial Completion shall have
occurred even though minor details of construction, decoration and mechanical adjustments remain to be completed and are identified on a punchlist pursuant to
Section 7 below.
7 . Walk-Through; Punchlist. When Landlord considers the Improvements in the Premises to be Substantially Completed, Landlord will notify Tenant
and, within three (3) business days thereafter, Landlord’s representative and Tenant’s representative shall conduct a walk-through of the Premises and identify
any necessary touch-up work, repairs and minor completion items that are necessary for final completion of the Improvements. Neither Landlord’s representative
nor Tenant’s representative shall unreasonably withhold his or her agreement on punchlist items. Landlord shall use reasonable efforts to cause the contractor
performing the Improvements to complete all punchlist items within thirty (30) days after agreement thereon; however, Landlord shall not be obligated to engage
overtime labor in order to complete such items.
8 . Construction Contract Warranty. Landlord shall use commercially reasonable efforts to enforce the warranty provided by any contractor
performing the Improvements on Tenant’s behalf.
9 . Excess Costs. Tenant shall pay the entire amount by which the Total Construction Costs (as hereinafter defined) exceed the Construction
Allowance (such excess amount being referred to herein as the “Excess Amount”). Upon approval of the Working Drawings and Landlord’s selection of a
contractor, Tenant shall promptly (a) execute a work order agreement prepared by Landlord which identifies such drawings and itemizes the Total Construction
Costs and sets forth the Construction Allowance, and (b) pay to Landlord 90% of Landlord’s estimate of the Excess Amount. Upon Substantial Completion of the
Improvements, Tenant shall pay to Landlord (i)
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any remaining unpaid portion of the Excess Amount, and (ii) any additional costs incurred by Landlord in performing the Improvements because of an event
specified in the definition of Tenant Delay Day, within ten (10) days after receipt of an invoice from Landlord. In the event of default of payment of any portion of
the Excess Amount, Landlord (in addition to all other remedies) shall have the same rights as for an event of Default under the Lease. As used herein, “Total
Construction Costs” means (1) the entire cost of performing the Improvements (including preparation of the Space Plans and Working Drawings and the final
“as-built” plan of the Improvements, costs of construction labor and materials, engineering fees, related taxes and insurance costs, licenses, permits,
certifications, surveys and other approvals required by applicable Law), and (2) the Construction Supervision Fee referenced in Section 10 below.
1 0 . Construction Allowance. Landlord shall provide to Tenant a construction allowance not to exceed $50.00 per rentable square foot contained in
the Premises (the “Construction Allowance”) to be applied toward the Total Construction Costs, as adjusted for any changes to the Improvements. Except as
otherwise set forth herein, the Construction Allowance shall not be disbursed to Tenant in cash, but shall be applied by Landlord to the payment of the Total
Construction Costs, if, as, and when the cost of the Improvements is actually incurred and paid by Landlord.
Notwithstanding the foregoing, at Tenant’s election, a portion of the Construction Allowance remaining after payment of the cost of the Improvements
(not to exceed $5.00 per rentable square foot contained in the Premises) may be disbursed by Landlord to Tenant for the following items and costs (collectively
the “Allowance Items”): (a) costs incurred in connection with the purchase and/or installation of furniture, fixtures and equipment in the Premises, and (b)
moving expenses incurred by Tenant in connection with its move into the Premises. The portion of the Construction Allowance that may be used for the items
described in this paragraph is referred to herein as the “Discretionary Allowance.”
Landlord shall make disbursements of the Discretionary Allowance to Tenant for the Allowance Items as follows: Subsequent to the Lease
Commencement Date and continuing until the Allowance Deadline (as hereinafter defined), Tenant may make one single request from Landlord for that portion of
the Discretionary Allowance to which Tenant is entitled by delivering a written request therefor to Landlord, which request shall include copies of invoices paid or
to be paid by Tenant and with executed mechanic’s liens in a form reasonably acceptable to Landlord, when applicable, from any contractors, subcontractors,
suppliers, materialmen and/or vendors. Within forty-five (45) days thereafter, Landlord shall deliver a check to Tenant made payable to Tenant, in the amount of
the Discretionary Allowance so requested; provided, however, in no event shall Landlord be required to make more than one disbursement of the Discretionary
Allowance.
The Construction Allowance must be used (that is, the Improvements must be fully complete and the Construction Allowance (including the portion
consisting of the Discretionary Allowance) requested by Tenant, if not already applied by Landlord to the Total Construction Costs) on or before the date that is
two (2) months after Substantial Completion (the “Allowance Deadline”), or such Construction Allowance or remaining portion thereof shall be deemed forfeited
with no further obligation by Landlord with respect thereto, time being of the essence with respect thereto.
11. Construction Management. Landlord or its agent shall supervise the Improvements, make disbursements required to be made to the contractor,
act as a liaison between the contractor and Tenant, and coordinate the relationship between the Improvements, the Building and the Building’s systems. In
consideration for Landlord’s construction supervision services, Tenant shall pay to Landlord a construction supervision fee equal to three percent (3%) of the
hard construction costs included in the Improvements (the “Construction Supervision Fee”), which shall be deducted from the Construction Allowance.
12. Construction Representatives. Landlord’s and Tenant’s representatives for coordination of construction and approval of change orders will be as
follows, provided that either party may change its representative upon written notice to the other:
Landlord’s Representative:

Andrew Devitt, Senior Project Manager
c/o Transwestern
5251 DTC Pkwy, Suite 1100
Greenwood Village, CO 80111
Telephone: (303) 952-5598

Tenant’s Representative:

Nancy Nowell
c/o DMC Global Inc.
Nnowell@dmcglobal.com
Telephone: (303) 604-3905

1 3 . Miscellaneous. To the extent not inconsistent with this Exhibit, the alteration provisions contained in the Lease shall govern the performance of
the Improvements and Landlord’s and Tenant’s respective rights and obligations regarding the improvements installed pursuant thereto.
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EXHIBIT C
RULES AND REGULATIONS
Tenant shall faithfully observe and comply with the following Rules and Regulations. Landlord shall not be responsible to Tenant for the nonperformance
of any of said Rules and Regulations by or otherwise with respect to the acts or omissions of any other tenants or occupants of the Building, provided that
Landlord shall use commercially reasonable efforts to enforce the Rules and Regulations in an even-handed manner.
1. Tenant shall not alter any lock or install any new or additional locks or bolts on any doors or windows of the Premises. Tenant shall bear the cost of
any lock changes or repairs required by Tenant. ___ keys will be furnished by Landlord for the Premises, and any additional keys required by Tenant must be
obtained from Landlord at a reasonable cost to be established by Landlord.
2. All doors opening to public corridors shall be kept closed at all times except for normal ingress and egress to the Premises, unless electrical hold
backs have been installed. Landlord may supply access cards for Tenant’s employees, which cards will be furnished at a reasonable cost to be established by
Landlord. Tenant will be responsible for returning all access cards upon the expiration or earlier termination of the Lease and will pay a reasonable replacement
fee for any lost or stolen cards.
3. Landlord reserves the right to close and keep locked all entrance and exit doors of the Building during such hours as are customary for comparable
buildings in the vicinity of the Building. Tenant, its employees and agents must be sure that the doors to the Building are securely closed and locked when
leaving the Premises if it is after the normal hours of business for the Building. Any tenant, its employees, agents or any other persons entering or leaving the
Building at any time when it is so locked, or any time when it is considered to be after normal business hours for the Building, may be required to sign the
Building register when so doing. Access to the Building may be refused unless the person seeking access has proper identification or has a previously arranged
pass for access to the Building. The Landlord and its agents shall in no case be liable for damages for any error with regard to the admission to or exclusion
from the Building of any person. In case of invasion, mob, riot, public excitement, or other commotion, Landlord reserves the right to prevent access to the
Building during the continuance of same by any means it deems appropriate for the safety and protection of life and property.
4. Landlord shall have the right to prescribe the weight, size and position of all safes and other heavy property brought into the Building. Safes and
other heavy objects shall, if considered necessary by Landlord, stand on supports of such thickness as is necessary to properly distribute the weight. Landlord
will not be responsible for loss of or damage to any such safe or property in any case. All damage done to any part of the Real Property, its contents, occupants
or visitors by moving or maintaining any such safe or other property shall be the sole responsibility of Tenant and any expense of said damage or injury shall be
borne by Tenant.
5. No furniture, freight, packages, supplies, equipment or merchandise will be brought into or removed from the Building or carried up or down in the
stairs or elevators, except upon prior notice to Landlord, and in such manner, in such specific stairwell or elevator, and between such hours as shall be
designated by Landlord. Tenant shall provide Landlord with not less than 24 hours prior notice of the need to utilize an elevator or stairwell for any such purpose,
so as to provide Landlord with a reasonable period to schedule such use and to install such padding or take such other actions or prescribe such procedures as
are appropriate to protect against damage to the elevators, stairwells or other parts of the Building. In no event shall Tenant’s use of the elevators or stairwells
for any such purpose be permitted during the hours of 7:00 a.m. - 9:00 a.m., 11:30 a.m. - 1:30 p.m. and 4:30 p.m. - 6:30 p.m.
6. Landlord shall have the right to control and operate the public portions of the Real Property, the public facilities, the heating and air conditioning, and
any other facilities furnished for the common use of tenants, in such manner as is customary for comparable buildings in the vicinity of the Building.
7. The requirements of Tenant will be attended to only upon application at the Building management office or at such office location designated by
Landlord within the Building. Employees of Landlord shall not perform any work or do anything outside their regular duties unless under special instructions from
Landlord.
8.

Tenant shall not disturb, solicit, or canvass any occupant of the Building and shall cooperate with Landlord or Landlord’s agents to prevent same.

9. The toilet rooms, urinals, wash bowls and other apparatus shall not be used for any purpose other than that for which they were constructed, and no
foreign substance of any kind whatsoever shall be thrown therein. The expense of any breakage, stoppage or damage resulting from the violation of this rule
shall be borne by the tenant who, or whose employees or agents, shall have caused it.
10. Tenant shall not overload the floor of the Premises, nor mark, drive nails or screws, or drill into the partitions, woodwork or plaster or in any way
deface the Premises or any part thereof without Landlord’s consent first had and obtained.
11. Except for vending machines intended for the sole use of Tenant’s employees and invitees, no vending machine or machines of any description
other than fractional horsepower office machines shall be installed, maintained or operated upon the Premises without the written consent of Landlord.
12.
material.

Tenant shall not use or keep in or on the Premises or the Real Property any kerosene, gasoline or other inflammable or combustible fluid or

13. Tenant shall not use any method of heating or air conditioning other than that which may be supplied by Landlord, without the prior written consent
of Landlord.
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14.
Tenant shall not use, keep or permit to be used or kept, any foul or noxious gas or substance in or on the Premises, or permit or allow the
Premises to be occupied or used in a manner offensive or objectionable to Landlord or other occupants of the Building by reason of noise, odors, or vibrations,
or interfere in any way with other tenants or those having business therein.
15.

Tenant shall not bring into or keep within the Building or the Premises any animals, birds, bicycles or other vehicles.

16. No cooking shall be done or permitted by any tenant on the Premises, nor shall the Premises be used for the storage of merchandise, for lodging or
for any improper, objectionable or immoral purposes. Notwithstanding the foregoing, Underwriters’ laboratory-approved equipment and microwave ovens may
be used in the Premises for heating food and brewing coffee, tea, hot chocolate and similar beverages, provided that such use is in accordance with all
applicable federal, state and city laws, codes, ordinances, rules and regulations, and does not cause odors which are objectionable to Landlord and other
Tenants.
17. Landlord will approve where and how telephone and telegraph wires are to be introduced to the Premises. No boring or cutting for wires shall be
allowed without the consent of Landlord. The location of telephone, call boxes and other office equipment affixed to the Premises shall be subject to the approval
of Landlord.
18. Landlord reserves the right to exclude or expel from the Real Property any person who, in the judgment of Landlord, is intoxicated or under the
influence of liquor or drugs, or who shall in any manner do any act in violation of any of these Rules and Regulations.
19. Tenant, its employees and agents shall not loiter in the entrances or corridors, nor in any way obstruct the sidewalks, lobby, halls, stairways or
elevators, and shall use the same only as a means of ingress and egress for the Premises.
20. Tenant shall not waste electricity, water or air conditioning and agrees to cooperate fully with Landlord to ensure the most effective operation of the
Building’s heating and air conditioning system, and shall refrain from attempting to adjust any controls. This includes the closing of exterior blinds, disallowing the
sun rays to shine directly into areas adjacent to exterior windows.
21. Tenant shall store all its trash and garbage within the interior of the Premises. No material shall be placed in the trash boxes or receptacles if such
material is of such nature that it may not be disposed of in the ordinary and customary manner of removing and disposing of trash and garbage in the area in
which the Building is located without violation of any law or ordinance governing such disposal. All trash, garbage and refuse disposal shall be made only
through entry-ways, stairwells and elevators provided for such purposes at such times as Landlord shall designate.
agency.

22.

Tenant shall comply with all safety, fire protection and evacuation procedures and regulations established by Landlord or any governmental

23. Tenant shall assume any and all responsibility for protecting the Premises from theft, robbery and pilferage, which includes keeping doors locked
and other means of entry to the Premises closed, when the Premises are not occupied.
24. Landlord may waive any one or more of these Rules and Regulations for the benefit of any particular tenant or tenants, but no such waiver by
Landlord shall be construed as a waiver of such Rules and Regulations in favor of any other tenant or tenants, nor prevent Landlord from thereafter enforcing
any such Rules or Regulations against any or all tenants of the Building.
25.
No awnings or other projection shall be attached to the outside walls of the Building without the prior written consent of Landlord. No curtains,
blinds, shades or screens shall be attached to or hung in, or used in connection with, any window or door of the Premises without the prior written consent of
Landlord. All electrical ceiling fixtures hung in offices or spaces along the perimeter of the Building must be fluorescent and/or of a quality, type, design and bulb
color approved by Landlord.
26. The sashes, sash doors, skylights, windows, and doors that reflect or admit light and air into the halls, passageways or other public places in the
Building shall not be covered or obstructed by Tenant, nor shall any bottles, parcels or other articles be placed on the windowsills.
27. The washing and/or detailing of or, the installation of windshields, radios, telephones in or general work on, automobiles shall not be allowed on
the Real Property.
28. Food vendors shall be allowed in the Building upon receipt of a written request from the Tenant. The food vendor shall service only the tenants that
have a written request on file in the Building Management Office. Under no circumstance shall the food vendor display their products in a public or Common
Area including corridors and elevator lobbies. Any failure to comply with this rule shall result in immediate permanent withdrawal of the vendor from the Building.
29.

Tenant must comply with requests by the Landlord concerning the informing of their employees of items of importance to the Landlord.

30.

Tenant shall comply with any non-smoking ordinance adopted by any applicable governmental authority.

31.
Tenant and Tenant’s employees, agents, contractors and other invitees shall not be permitted to bring firearms onto the Real Property or
surrounding areas at any time.
32. Landlord reserves the right at any time to change or rescind any one or more of these Rules and Regulations, or to make such other and further
reasonable Rules and Regulations as in Landlord’s judgment may from time to time be necessary for the management, safety, care and cleanliness of the Real
Property, and for the preservation of good order thereof, as well as for the convenience of other occupants and tenants thereof. Landlord shall not be responsible
to Tenant or to any other person for the nonobservance of the Rules and
C-1

Regulations by another tenant or other person. Tenant shall be deemed to have read these Rules and Regulations and to have agreed to abide by them as a
condition of its occupancy of the Premises.
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Exhibit 31.1
CERTIFICATIONS
I, Kevin T. Longe, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of DMC Global Inc.;

2.
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3.
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4.
The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:
a)
Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;
b)
Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;
c)
Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d)
Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and
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 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.
Dated: October 25, 2018
/s/ Kevin T. Longe
Kevin T. Longe
President and Chief Executive Officer
of DMC Global Inc.

Exhibit 31.2
CERTIFICATIONS
I, Michael Kuta, certify that:
1. I have reviewed this quarterly report on Form 10-Q of DMC Global Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:
a.
Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;
b.
Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;
c.

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d.
Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and
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 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.
Dated: October 25, 2018
/s/ Michael Kuta
Michael Kuta
Chief Financial Officer of DMC Global Inc.

Exhibit 32.1
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of DMC Global Inc. (the “Company”) on Form 10-Q for the period ended September 30, 2018 as filed with the Securities
and Exchange Commission on the date hereof (the “Report”), I, Kevin T. Longe, President and Chief Executive Officer 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:
(i)

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

(ii)

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

October 25, 2018

/s/ Kevin T. Longe
Kevin T. Longe
President and Chief Executive Officer
of DMC Global Inc.

A signed original of this written statement required by Section 906 has been provided to DMC Global Inc. and will be retained by DMC Global Inc. and furnished
to the Securities and Exchange Commission or its staff upon request.

Exhibit 32.2
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of DMC Global Inc. (the “Company”) on Form 10-Q for the period ended September 30, 2018 as filed with the Securities
and Exchange Commission on the date hereof (the “Report”), I, Michael Kuta, Chief Financial Officer 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:
(i)

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

(ii)

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

October 25, 2018

/s/ Michael Kuta
Michael Kuta
Chief Financial Officer of DMC Global Inc.

A signed original of this written statement required by Section 906 has been provided to DMC Global Inc. and will be retained by DMC Global Inc. and furnished
to the Securities and Exchange Commission or its staff upon request.

