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applications for vVBLOC POWER TO CHOOSE, RESHAPE vBLOC , vBLOC ACHIEVE, RESHAPE VEST, and VBLOC

POWER TO CHOOSE AND DESIGN. In addition, some or all of the marks vBLOC, ENTEROMEDICS, MAESTRO,
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PART I.
ITEM 1. BUSINESS

This Annual Report on Form 10-K contains forward-looking statements. These forward-looking statements are based
on our current expectations about our business and industry. In some cases, these statements may be identified by
terminology such as “may,” “will,” “should,” “expects,” “could,” “intends,” “might,” “plans,” “anticipates,” “believes,”
“estimates,” “predicts,” “potential,” or “continue,” or the negative of such terms and other comparable terminology. These
statements involve known and unknown risks and uncertainties that may cause our results, levels of activity, performance or
achievements to be materially different from those expressed or implied by the forward-looking statements. Factors that may
cause or contribute to such differences include, among others, those discussed in this report in Item 1A “Risk Factors.”
Except as may be required by law, we undertake no obligation to update any forward-looking statement to reflect events after

the date of this report.

» « » «

Our Company

Our vision is to be recognized as a leading medical technology company focused on the design, development and
commercialization of transformative technology to treat obesity and metabolic diseases. Our growing and differentiated
product portfolio is utilized by bariatric surgeons, general surgeons, and gastroenterologists. We believe obesity is a global
epidemic and that the majority of patients need treatment options that are anatomy friendly and provide for weight loss and
comorbidity improvements along with long-term, ongoing obesity support and prevention.

Corporate Background

We were incorporated in Minnesota in December 2002 as two separate legal entities, Alpha Medical, Inc. and Beta
Medical, Inc., both of which were owned 100% by a common stockholder. In October 2003, the two entities were combined
and we changed our name to EnteroMedics Inc. In 2004 we reincorporated in Delaware. In October 2017, we changed our
company name to ReShape Lifesciences Inc.

On January 14, 2015, the vBloc® System, our initial product, which we now refer to as ReShape vBloc, received U.S.
Food and Drug Administration (FDA) approval for vBloc Therapy, delivered via the ReShape vBloc, for the treatment of
adult patients with obesity who have a Body Mass Index (BMI) of at least 40 to 45 kg/m2, or a BMI of at least 35 to 39.9
kg/m?2 with a related health condition such as high blood pressure or high cholesterol levels, and who have tried to lose
weight in a supervised weight management program and failed within the past five years. vBloc Therapy is delivered via a
pacemaker-like device that helps patients feel full and eat less by intermittently blocking hunger signals on the vagus
nerve. Our therapy limits the expansion of the stomach, helps control hunger sensations between meals, reduces the
frequency and intensity of stomach contractions and produces a feeling of early and prolonged fullness. We believe the
ReShape vBloc offers obese patients a minimally-invasive treatment that can result in significant, durable and sustained
weight loss. We believe that our ReShape vBloc allows bariatric surgeons to offer a new option to obese patients who are
concerned about the risks and complications associated with currently available anatomy-altering, restrictive or
malabsorptive surgical procedures.

In 2015 we began a controlled commercial launch of the ReShape vBloc at select surgical centers in the United States
and had our first commercial sales. During 2015, we initiated a controlled expansion of our commercial operations and
started the process of building a sales force. In January 2016, we hired new executives to oversee this expansion. Throughout
2016, our sales force called directly on key opinion leaders and bariatric surgeons at commercially-driven surgical centers
that met our certification criteria. Additionally, beginning in 2016, through a distribution agreement with Academy Medical,
LLC, U.S. Department of Veterans Affairs (VA) medical facilities began to offer the ReShape vBloc as a treatment option for
veterans, at little to no cost to veterans in accordance with their veteran healthcare benefits. Our goal for the ReShape vBloc
remains broad coverage and reimbursement for vBloc Therapy. We believe that the most significant barrier to adoption for
patients who want vBloc Therapy has been cost and lack of payer coverage.

On May 22, 2017, we acquired the Gastric Vest System™, which we now refer to as the ReShape Vest, through our
acquisition of BarioSurg. The ReShape Vest System is an investigational, minimally invasive, laparoscopically implanted
medical device being studied for weight loss in morbidly obese patients. The device wraps around the stomach, emulating the
effect of conventional weight-loss surgery, and is intended to enable gastric volume reduction without permanently changing
patient anatomy. The acquisition was completed under the terms of a merger agreement
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pursuant to which BarioSurg became a wholly-owned subsidiary of our company. The aggregate merger consideration we
paid for all of the outstanding shares of capital stock and outstanding options of BarioSurg was: (i) 1.38 million shares of our
common stock, (ii) 1.0 million shares of our newly created conditional convertible preferred stock, which shares converted
into 5.0 million shares of our common stock upon the post-closing approval of our stockholders in accordance with the
NASDAQ Stock Market Rules, and (iii) $2 million in cash.

On October 2, 2017, we acquired ReShape Medical, Inc., a privately-held medical technology company that develops,
manufactures and markets the ReShape® Integrated Dual Balloon, which now we refer to as the ReShape Balloon, an FDA-
approved, minimally invasive intragastric balloon designed to treat obesity patients with a BMI between 30 and 40, with at
least one related comorbidity. The aggregate merger consideration we paid for all of the outstanding shares of capital stock
and securities convertible into shares of capital stock of ReShape Medical was: (i) approximately 2.4 million shares of our
common stock, (ii) 187,772 shares of newly created series C convertible preferred stock, which shares became convertible
into approximately 18.8 million shares of common stock upon the post-closing approval of our stockholders in accordance
with the NASDAQ Stock Market Rules, and (iii) approximately $5 million in cash, which amount, together with ReShape
Medical’s cash on-hand, was used to pay ReShape Medical’s outstanding senior secured indebtedness and certain transaction
expenses of ReShape Medical.

The ReShape Balloon provides a new option for individuals who have not succeeded at diet and exercise alone, and do
not want or do not qualify for bariatric surgery. Two connected balloons are placed into the stomach during a short, outpatient
endoscopic procedure. The balloons remain in the stomach for six months and are then removed endoscopically. During
balloon treatment, and for six more months following removal of the balloons, the patient receives access to nutritional
counseling and access to exclusive tools to help them achieve their weight loss goals. The ReShape Balloon was approved by
the FDA in July of 2015 and has had CE-marking in Europe since 2011.

On October 23, 2017 we changed our company name from EnteroMedics Inc. to ReShape Lifesciences Inc.
(NASDAQ: RSLS) in recognition of our expansion and growth in developing and commercializing transformative
technologies to address the continuum of care for obesity and its associated health conditions. The ReShape brand name is
strong and well-established in the marketplace and we expect this to not only help our other products succeed, but we also
believe it will accelerate growth in our industry overall. In December, 2017, we rebranded the three products under the
ReShape Lifesciences brand. Our portfolio of transformative technologies, designed to help patients lose weight and live a
healthier life, includes two FDA-approved devices, ReShape™ vBloc (formerly vBloc) and ReShape™ Balloon, as well as
the investigational ReShape™ Vest (formerly Gastric Vest System).

In 2015, our first year of commercial activity, we sold 24 ReShape vBloc units for $292,000 in revenue and in 2016,
we sold 62 ReShape vBloc units for $787,000 in revenue. In 2017, our total revenues were $1.3 million, $718,000 from
2017 fourth quarter revenue resulting from the acquisition of ReShape Medical, $250,000 from service revenue and $319,000
from the sale of 28 ReShape vBloc units. We have incurred and expect to continue to incur significant sales, marketing,
clinical, and R&D expenses prior to recording sufficient revenue to offset these expenses. Additionally, our selling, general
and administrative expenses have continued, as we build the infrastructure necessary to support our expanding commercial
sales, operate as a public company and develop our intellectual property portfolio. For these reasons, we expect to continue to
incur operating losses for the next several years. We have financed our operations to date principally through the sale of
equity securities, debt financing and interest earned on cash investments.

Our Market

The Obesity and Metabolic Disease Epidemic

Obesity is a disease that has been increasing at an alarming rate with significant medical repercussions and associated
economic costs. Since 1980, the worldwide obesity rate has more than doubled, with about 13% of the world’s adult
population now being obese. The World Health Organization (WHO) currently estimates that as many as 600 million people
worldwide are obese and more than 1.9 billion adults are overweight. Being overweight or obese is also the fifth leading risk
for global deaths, with approximately 3.4 million adults dying each year as a result.

According to the World Health Organization, there are over 70 progressive obesity-related diseases and disorders
associated with obesity, which are also known as comorbidities, including Type 2 diabetes, hypertension, infertility and
certain cancers. Worldwide, 44% of the diabetes burden, 23% of the heart disease burden and between 7% and 41% of certain
cancer burdens are attributable to overweight and obesity.
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We believe that this epidemic will continue to grow worldwide given dietary trends in developed nations that favor
highly processed sugars, larger meals and fattier foods, as well as increasingly sedentary lifestyles. Despite the growing
obesity rate, increasing public interest in the obesity epidemic and significant medical repercussions and economic costs
associated with obesity, there continues to be a significant unmet need for effective treatments.

The United States Market

Obesity has been identified by the U.S. Surgeon General as the fastest growing cause of disease and death in the United
States, and according to a 2014 McKinsey Report is the leading cause of preventable death in the U.S. Currently, the Center
for Disease Control (CDC) estimates that 35.7% of U.S. adults (or approximately 73 million people) are obese, having a BMI
of 30 or higher. BMI is calculated by dividing a person’s weight in kilograms by the square of their height in meters. It is
estimated that if obesity rates stay consistent, 51% of the U.S. population will be obese by 2030. According to data from the
U.S. Department of Health and Human Services, almost 80% of adults with a BMI above 30 have comorbidity, and almost
40% have two or more of these comorbidities. According to The Obesity Society and the CDC, obesity is associated with
many significant weight-related comorbidities including Type 2 diabetes, high blood-pressure, sleep apnea, certain cancers,
high cholesterol, coronary artery disease, osteoarthritis and stroke. According to the American Cancer Society, 572,000
Americans die of cancer each year, over one-third of which are linked to excess body weight, poor nutrition and/or physical
inactivity. Over 75% of hypertension cases are directly linked to obesity, and approximately two-thirds of U.S. adults with
Type 2 diabetes are overweight or have obesity.

Currently, medical costs associated with obesity in the U.S. are estimated to be up to $210 billion per year and nearly
21% of medical costs in the U.S. can be attributed to obesity. An estimated approximately $1.5 billion was spent in 2015
alone in the U.S. on approximately 200,000 bariatric surgical procedures to treat obesity. By 2025, it is estimated that up to
$3.8 billion will be spent in the U.S. on approximately 800,000 bariatric surgical procedures to treat obesity. Researchers
estimate that if obesity trends continue, obesity related medical costs could rise by another $44-$66 billion each year in the
U.S. by 2030. The per person medical costs paid by third-party payers for people who are obese were $2,741 per year, or
42% higher than those of people who are normal weight and the average cost to employers is $6,627 to $8,067 per year per
obese employee (BMI of 35 to 40 and higher).

Current Treatment Options and Their Limitations

We believe existing bariatric surgery and endoscopic procedural options for the treatment of obesity have seen limited
adoption to date, with approximately 1% of the obese population qualifying for treatment actually seeking treatment, due to
patient concerns and potential side effects including permanently altered anatomy and morbidity.

The principal treatment alternatives available today for obesity include:

Behavioral modification. Behavioral modification, which includes diet and exercise, is an important component
in the treatment of obesity; however, most obese patients find it difficult to achieve and maintain significant weight
loss with a regimen of diet and exercise alone.

Pharmaceutical therapy. Pharmaceutical therapies often represent a first option in the treatment of obese patients
but carry significant safety risks and may present troublesome side effects and compliance issues.

Bariatric Surgery and Endoscopic Procedures. In more severe cases of obesity, patients may pursue more
aggressive surgical treatment options, such as gastric banding, sleeve gastrectomy and gastric bypass. These
procedures promote weight loss by surgically restricting the stomach’s capacity and outlet size. While largely
effective, these procedures generally result in major lifestyle changes, including dietary restrictions and food
intolerances, and they may present substantial side effects and carry short- and long-term safety and side effect
risks that have limited their adoption.

Our Competition

The market for obesity treatments is competitive, subject to technological change and significantly affected by new
product development. Our primary competition in the obesity treatment market is currently from bariatric surgical procedures
and from endoscopic procedures. We believe we are the first company having neuroblocking therapy for the treatment of
obesity. There are currently no other FDA-approved neuromodulation or neuroblocking therapies for the




Table of Contents

treatment of obesity, but in the future we expect other new stimulation systems and neurotechnology devices to come on the
market.
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Our ReShape vBloc and our ReShape Balloon compete, and we expect that our ReShape Vest System will compete,
with surgical obesity procedures, including gastric bypass, gastric balloons, gastric banding, sleeve gastrectomy and the
endoscopic sleeve. These current surgical procedures are performed in less than 1% of all eligible obese patients today.
Current manufacturers of gastric balloon and banding products that are approved in the United States include Apollo
Endosurgery Inc. (Lap-Band, ORBERA Intragastric Balloon System, and OverStitch Endoscopic Suturing System) and
Obalon Therapeutics, Inc. (Obalon Balloon System).

In June 2016, Aspire Bariatrics, Inc. received FDA approval for the Aspire Assist® System, an endoscopic alternative
to weight loss surgery for people with moderate to severe obesity. We are also aware that GI Dynamics, Inc. has received
approvals in various international countries to sell its EndoBarrier Gastrointestinal Liner.

We also compete against the manufacturers of pharmaceuticals that are directed at treating obesity and the 99% of
obese patients eligible for surgery that are not willing to pursue a surgical option. We are aware of a number of drugs that are
approved for long-term treatment of obesity in the United States: Orlistat, marketed by Roche as Xenical and
GlaxoSmithKline as Alli, Belvig marketed by Arena Pharmaceuticals, Inc., Qsymia, marketed by VIVUS, Inc. and Contrave,
marketed by Orexigen Therapeutics, Inc. In addition, we are aware of a pivotal trial for GELESIS100 that is being conducted
by Gelesis, Inc.

In addition to competition from surgical obesity procedures, we compete with several private early-stage companies
developing neurostimulation devices for application to the gastric region and related nerves for the treatment of obesity.
Further, we know of two intragastric balloon companies either in clinical trials or working toward clinical trials in the
US: Spatz3 Adjustable Balloon and Allurion Technology’s Elipse Balloon. These companies may prove to be significant
competitors, particularly through collaborative arrangements with large and established companies. They also compete with
us in recruiting and retaining qualified scientific and management personnel, establishing clinical trial sites and subject
registration for clinical trials, as well as in acquiring technologies and technology licenses complementary to our programs or
advantageous to our business.

In addition, there are many larger potential competitors experimenting in the field of neurostimulation to treat various
diseases and disorders. For example, Medtronic plc, which develops deep brain stimulators and spinal cord stimulators,
acquired TransNeuronix, which sought to treat obesity by stimulating the smooth muscle of the stomach wall and nearby
tissue. St. Jude Medical, Inc., through its acquisition of Advanced Neuromodulation Systems, is developing spinal cord
stimulators. LivaNova PLC is developing vagus nerve stimulators to modulate epileptic seizures and other neurological
disorders. Boston Scientific Corporation, through its Advanced Bionics division, is developing neurostimulation devices such
as spinal cord stimulators and cochlear implants. Ethicon-Endo Surgery acquired LivaNova PLC’s patents and patent
applications pertaining to vagus nerve stimulation for the treatment of obesity and two related comorbidities, diabetes and
hypertension, in overweight patients.

We believe that the principal competitive factors in our market include:
acceptance by healthcare professionals, patients and payers;

published rates of safety and efficacy;
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reliability and high quality performance;

effectiveness at controlling comorbidities such as diabetes and hypertension;
invasiveness and the inherent reversibility of the procedure or device;

cost and average selling price of products and relative rates of reimbursement;
effective marketing, education, sales and distribution;

regulatory and reimbursement expertise;

technological leadership and superiority; and

speed of product innovation and time to market.

Many of our competitors are larger than we are and are either publicly-traded or are divisions of publicly-traded
companies, and they enjoy several competitive advantages over us, including:

significantly greater name recognition;
established relations with healthcare professionals, customers and third-party payers;
established distribution networks;

greater experience in research and development, manufacturing, preclinical testing, clinical trials, obtaining
regulatory approvals, obtaining reimbursement and marketing approved products; and

greater financial and human resources.
As aresult, we cannot assure you that we will be able to compete effectively against these companies or their products.

Market Opportunity

Given the limitations of behavioral modification, pharmaceutical therapy and traditional bariatric surgical approaches,
we believe there is a substantial need for patient-friendly, safer, effective and durable solutions that:

preserves normal anatomy;

are “non-punitive” in that they support continued ingestion and digestion of foods and micronutrients such as
vitamins and minerals found in a typical, healthy diet while allowing the user to modify his or her eating behavior
appropriately without inducing punitive physical restrictions that physically force a limitation of food intake;
minimize undesirable side-effects;

minimize the risks of re-operations, malnutrition and mortality; and

reduce the natural hunger drive of patients.
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Our Strategic Focus

An overarching strategy for our company is to develop and commercialize a product portfolio that is differentiated
from our competition by offering transformative technologies to bariatric surgeons and gastroenterologists that consists of a
selection of patient friendly, non-anatomy-changing alternatives to traditional bariatric surgery. With ReShape vBloc, the
ReShape Balloon, and the ReShape Vest (if approved for commercial use), we believe we will have three compelling and
differentiated medical devices, two of which are currently FDA approved. We believe that we are well positioned for the
existing market and can serve more of the overweight and obese population with our solutions and thereby help expand the
addressable market for obesity.

e ———
ReShape: Minimally Invasive Offerings for the Full Continuum of Care
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Obtain Broad Coverage and Reimbursement

We are working to obtain coverage for our products from insurance carriers, local coverage entities and self-insured
plans, including Integrated Delivery Networks (IDNs) and Medicare Administrative Contractors (MACs). Initial coverage
for ReShape vBloc will likely occur in self-contained healthcare systems that operate as IDNs, as these systems are able to
evaluate risk-benefit ratios in a closed environment. For example, in the first quarter of 2016, we announced that the
Winthrop Hospital System in New York, a significant IDN in the northeast, would cover our therapy for their employees.
Other similar arrangements are in active discussion.

While payers are not our direct customers, their coverage and reimbursement policies influence patient and physician
selection of obesity treatment. Our commercialization is coverage-centric, focused on payer and employer engagement, in
order to obtain support for ReShape vBloc and our ReShape Balloon. We plan to establish a market price for the ReShape
vBloc in the United States that is competitive with other available weight loss surgical procedures and comparable to other
active implantable devices such as implantable cardioverter defibrillators, neurostimulation devices for chronic pain and
depression, and cochlear implant systems.

CMS issued a national coverage determination for several specific types of bariatric surgery in 2006, which we view as
positive potential precedent and guidance factors that CMS might use in deciding to cover our vBloc Therapy. Although
Medicare policies are often emulated or adopted by other third-party payers, other governmental and private insurance
coverage currently varies by carrier and geographic location.
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Our clinical development strategy is to collaborate closely with regulatory bodies, obesity therapy experts and others
involved in the obesity management process, patients and their advocates and scientific experts. We have established credible
and open relationships with obesity therapy experts and have identified ReShape vBloc and ReShape Balloon patient
ambassadors and we believe these individuals will be important in promoting patient awareness and gaining widespread
adoption of the ReShape vBloc, the ReShape Balloon, and the ReShape Vest System.

Expand and Protect Our Intellectual Property Position

We believe that our issued patents and our patent applications encompass a broad platform of neuromodulation
therapies, including vagal blocking and combination therapy focused on obesity, diabetes, hypertension and other
gastrointestinal disorders. We also have broad patent coverage and pending patent applications for our ReShape Balloon and
our ReShape Vest products. We intend to continue to pursue further intellectual property protection through U.S. and foreign
patent applications.

Leverage our vBloc Technology for Other Disease States

We intend to continue to conduct research and development for other potential applications for our vBloc Therapy and
believe we have a broad technology platform that will support the development of additional clinical applications and
therapies for other metabolic and gastrointestinal disorders in addition to obesity.

Alternative Weight Loss Solutions

If we are able to commercialize the ReShape Vest, we believe we will be able to offer three distinct approaches that
may be selected by the physician, depending on the severity of the patient’s BMI or related co-morbidities. Together, the
ReShape Vest, ReShape vBloc and the ReShape Balloon provide a minimally-invasive continuum of care for bariatric
patients and their providers.

Concentrate Our Resources on the U.S. Market while Achieving Measured International Expansion

We intend to devote our near-term efforts toward our commercialization in the United States. We intend to explore
select international markets to commercialize the ReShape vBloc and the ReShape Balloon as our resources permit, using
direct, dealer and distributor sales models as the targeted market best dictates. With the ReShape Vest we intend on
collecting data in our clinical trials sufficient to obtain future CE Mark approval and subsequent country approvals.

Our Product Portfolio

ReShape vBloc

ReShape vBloc, our initial product, uses vBloc Therapy to block the gastrointestinal effects of the vagus nerve using
high-frequency, low-energy electrical impulses to intermittently interrupt naturally occurring neural impulses on the vagus
nerve between the brain and the digestive system. Our therapy controls hunger sensations between meals, limits the
expansion of the stomach and reduces the frequency and intensity of stomach contractions, leading to earlier fullness. The
resulting physiologic effects of vBloc Therapy produce a feeling of early and prolonged fullness following smaller meal
portions. By intermittently blocking the vagus nerve and allowing it to return to full function between therapeutic episodes,
our therapy limits the body’s natural tendency to circumvent the therapy, which can result in long-term weight loss.

Benefits. We have designed ReShape vBloc to address a significant market opportunity that we believe exists for a
patient-friendly, safe, effective, less-invasive and durable therapy that is intended to address the underlying causes of hunger
and obesity. Our ReShape vBloc offers each of the following benefits, which we believe could lead to the adoption of vBloc
Therapy as the surgical therapy of choice for obesity and its comorbidities:

Preserves Normal Anatomy. The ReShape vBloc is designed to deliver therapy that blocks the neural signals that
influence a patient’s hunger and sense of fullness without altering digestive system anatomy.
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Accordingly, patients should experience fewer and less severe side effects compared to treatments that incorporate
anatomical alterations.

Allows Continued Ingestion and Digestion of Foods Found in a Typical, Healthy Diet. Because our therapy
leaves the digestive anatomy unaltered, patients are able to maintain a more consistent nutritional balance
compared to conventional surgical approaches, thus allowing them to effect positive changes in their eating
behavior in a non-forced and potentially more consistent way.

May be Implanted on an Outpatient Basis and Adjusted Non-Invasively. The ReShape vBloc is designed to be
laparoscopically implanted within a 60-90 minute procedure, allowing patients to leave the hospital or clinic on the
same day. The implantable system is designed to be turned off and left in place for patients who reach their target
weight. When desired, the follow-up physician can simply and non-invasively turn the therapy back on.
Alternatively, the implantable system can be removed in a laparoscopic procedure.

Offers Favorable Safety Profile. We have designed our clinical trials to demonstrate the safety of the ReShape
vBloc. In our clinical trials to date, including the ReCharge trial, we have not observed any mortality related to our
device or any unanticipated adverse device effects. We have also not observed any long-term problematic clinical
side effects in any patients, including in those patients who have been using vBloc Therapy for more than one year.

Targets Multiple Factors that Contribute to Hunger and Obesity. We designed vBloc Therapy to target the
digestive, metabolic and information transmission functions of the vagus nerve and to affect the perception of
hunger and fullness, which together contribute to obesity and its metabolic consequences.

ReShape vBloc, Implantation Procedure and Usage.
ReShape vBloc. Our ReShape vBloc delivers vBloc Therapy via two small electrodes that are laparoscopically

implanted and placed in contact with the trunks of the vagus nerve just above the junction between the esophagus and the
stomach, near the diaphragm.

e

The major components of ReShape vBloc include:

Neuroregulator. The neuroregulator, a pacemaker-like device, is an implanted device that controls the delivery
of vBloc Therapy to the vagus nerve. It is surgically implanted just below, and parallel to, the skin, typically on the
side of the body over the ribs.

Lead System. Proprietary leads are powered by the neuroregulator and deliver electrical pulses to the vagus
nerve via the electrodes. The leads and electrodes are similar to those used in traditional cardiac rhythm
management products.
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Mobile Charger. The mobile charger is an electronic device worn by the patient externally while recharging the
device. It connects to the transmit coil and provides information on the battery status of the neuroregulator and the
mobile charger.

Transmit Coil. The transmit coil is positioned for short periods of time on top of the skin over the implanted
neuroregulator to deliver radiofrequency battery charging and therapy programming information across the skin
into the device.

Clinician Programmer. The clinician programmer connects to the mobile charger to enable clinicians to
customize therapy settings as necessary and retrieve reports stored in system components. The reports include
patient use and system performance information used to manage therapy. The clinician programmer incorporates
our proprietary software and is operated with a commercially available laptop computer.

Implantation Procedure. ReShape vBloc is implanted by a laparoscopically trained surgeon using a procedure that is
typically performed within 60-90 minutes. During the procedure, the surgeon laparoscopically implants the electrodes in
contact with the vagal nerve trunks and then connects the lead wires to the neuroregulator, which is subcutaneously
implanted. The implantation procedure and usage of the ReShape vBloc carry some risks, such as the risks generally
associated with laparoscopic procedures as well as the possibility of device malfunction. Adverse events related to the
therapy, device or procedure may include, but are not limited to: transient pain at the implant site, heartburn, constipation,
nausea, depression, diarrhea, infection, organ or nerve damage, surgical explant or revision, device movement, device
malfunction and allergic reaction to the implant.

Usage of ReShape vBloc. The physician activates ReShape vBloc after implantation. vBloc Therapy is then delivered
intermittently through the neuroregulator each day as scheduled (recommended during the patient’s waking hours when food
is consumed) through the neuroregulator. The scheduled delivery of the intermittent pulses blocking the vagus nerve is
customized for each patient’s weight loss and overall treatment objectives.

The physician is able to download reports to monitor patient use and system performance information. This
information is particularly useful to physicians to ensure that patients are properly using the system. Although usage of our
ReShape vBloc generally proceeds without complications, as part of the therapy or intentional weight loss, patients in our
clinical trials have observed side-effects such as transient pain at the implant site, heartburn, bloating, dysphagia, eructation,
cramps, diarrhea, nausea, constipation, and excessive feelings of fullness, especially after meals. In addition, patient
noncompliance with properly charging ReShape vBloc may render vBloc Therapy less effective in achieving long-term loss.

The ReShape Balloon

The ReShape Balloon technology, which we acquired in October 2017 in connection with our acquisition of ReShape
Medical, is a non-surgical, removable, dual weight loss balloon technology that is approved for people with a body mass
index between 30 and 40 with one or more related comorbid conditions who have failed previous attempts to lose weight
through diet and exercise. Our ReShape Balloon adds a lower-cost option to our portfolio of products, allowing access to
additional patients within the obesity market. This expansion further reinforces our strategy and commitment to the entire
continuum of care in obesity.
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Benefits: The ReShape Balloon is a non-invasive weight loss solution ideal for patients who have failed at diet and
exercise, and who are not indicated for or are afraid of surgery. The ReShape Balloon offers the following benefits:

Satiety: The ReShape Balloon has more potential fill volume to aid in patients’ weight loss than any other product
on the market. The larger fill volume takes up more room in the stomach, so that patients eat less and feel full
longer.

Patient Comfort: Unlike other balloons, we believe that our device differentiates itself with two interconnected
balloons designed to better fit the natural contour of the stomach, thereby increasing the level of patient comfort.

Designed for Safety: The ReShape Balloon is the only intragastric balloon designed to mitigate the potential risk
of migration. The dual balloon design allows for one balloon to remain inflated and in the stomach, in the unlikely
event the other balloon deflates. Other single balloons can deflate and risk migrating. The ReShape Balloon is
inserted through the mouth - endoscopically - during a 20-minute outpatient procedure - with no incisions or scars.
After six months, the balloon is removed endoscopically, in a procedure similar to the insertion procedure

Customized Aftercare: For the six months the balloon is in and for six months after the balloon removal, patients
obtain monthly customized coaching focused on changing behaviors and relationships with food.

The ReShape Balloon was approved by the FDA in July 2015, and to date, more than 4,000 patients have been treated
with this technology. The ReShape Balloon also has received CE Mark approval, but due to limited capital resources,
ReShape Medical had not focused on penetrating European markets. The ReShape Balloon was made available to three areas
in the Middle East in 2017: Kuwait, Qatar and UAE. Further expansion opportunities will be evaluated based on market
opportunity and resources to manage expansion.

The ReShape Vest

The ReShape Vest, which we acquired in May 2017 in connection with our acquisition of BarioSurg, is an
investigational, minimally invasive, laparoscopically implanted medical device being studied for weight loss in morbidly
obese patients with a BMI of at least 35. This device is designed to restrict the intake of food and provide the feeling of
fullness without cutting or permanently removing portions of the stomach, or bypassing, any portion of the gastrointestinal
tract. The implantation of the device mimics a traditional weight-loss surgery without permanently altering the anatomy and
may not require vitamin supplementation.

In a small pilot study conducted outside the U.S., at 12 months ReShape Vest patients demonstrated a mean percent
excess weight loss (%EWL) of 85% and a mean percent total body weight loss (%TBWL) of 30.2%, an average drop in
HbA1c (Hemoglobin Alc) of 2.1 points, an average decrease of systolic blood pressure of 13mmHg, an average waist
circumference reduction of 38 centimeters, or approximately 15 inches, and an average increase in HDL “good cholesterol”
of 29 mg/dl.
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Benefits. The ReShape Vest, if approved for sale, would allow us to offer an additional weight loss solution that
emulates the effect of conventional weight loss surgery through a procedure that is minimally invasive. The ReShape Vest
System potentially offers the following benefits:

Minimizes Changes to Normal Anatomy. The ReShape Vest System emulates the effects of conventional
weight-loss surgery without stapling, cutting or removing any portion of the stomach.

Minimally Invasive Procedure. Unlike conventional weight loss surgery, which typically is performed in a
hospital setting under general anesthesia and requires a hospital stay of up to four days, the ReShape Vest System
is inserted laparoscopically in an outpatient procedure.

Removable/Reversible. The ReShape Vest System is designed to be removed laparoscopically, permitting the
removal of the device at a later time, if that is desired.

Allows Continued Ingestion and Digestion of Foods Found in a Typical, Healthy Diet. Because the ReShape
Vest System also leaves the digestive anatomy largely unaltered, patients are able to maintain a more consistent
nutritional balance compared to conventional surgical approaches, thus allowing them to effect positive changes in
their eating behavior in a non-forced and potentially more consistent way.

Implantation Procedure. The ReShape Vest is a thin, implantable-grade silicone device that wraps around the stomach,
as shown below. The device wraps around the stomach after it has been rearranged into a banana-like shape using sutures,
emulating the effect of conventional weight-loss surgery, and is intended to enable gastric volume reduction without
permanently changing patient anatomy. By decreasing the cross-sectional area of the stomach, food travels faster through the
stomach, resulting in faster gastric emptying. The smaller amount of food in the stomach coupled with restriction is intended
to stimulate the stretch receptors along the stomach, which send signals to the brain that the patient should stop eating.

Clinical Data — vBloc Therapy

We have conducted a series of clinical trials to date, which have shown that vBloc Therapy offers physicians a
programmable method to selectively and reversibly block the vagus nerve resulting in clinically and statistically significant
EWL.

We have not observed any mortality related to our device or any unanticipated adverse device effects in any of our
completed or ongoing studies. Reported events include those associated with laparoscopic surgery or any implantable
electronic device. The effects of vBloc Therapy include changes in appetite, and, in some patients, effects that may be
expected with decreased intra-abdominal vagus nerve activity, such as temporary abdominal discomfort and short episodes of
belching, bloating, cramping or nausea.

Findings from our clinical trials have resulted in publication in numerous peer-reviewed journals, including The
Journal of the American Medical Association, Journal of Obesity, Obesity Surgery, Surgery for Obesity and Related
Diseases, Journal of Diabetes and Obesity, Surgery and Journal of Neural Engineering, and data have been presented at
several scientific sessions including the American Society for Metabolic and Bariatric Surgery, International Federation for
Surgery of Obesity and Metabolic Disorders, the Obesity Surgery Society of Australia & New Zealand and The Obesity
Society.

We obtained European CE Mark approval for our ReShape vBloc in 2011 for the treatment of obesity. The CE Mark
approval for ReShape vBloc was expanded in 2014 to also include use for the management of Type 2 diabetes in obese
patients. Additionally, the final ReShape vBloc components were previously listed on the Australian Register of Therapeutic
Goods by the Therapeutic Goods Administration. We believe that, the costs and resources required to successfully
commercialize ReShape vBloc internationally are currently beyond our capability and, as result, we made the decision in late
2017 to temporarily abandon CE-marking of ReShape vBloc. Accordingly, we will continue to devote our near-term efforts
toward mounting a successful system launch in the United States. We intend to explore select international markets to
commercialize ReShape vBloc as our resources permit, using direct, dealer and distributor sales models as the targeted
market best dictates.
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To date, we have not observed any mortality related to ReShape vBloc or any unanticipated adverse device effects in
our human clinical trials. We have also not observed any long-term problematic clinical side effects in any patients. In
addition, data from our VBLOC-DM2 ENABLE trial outside the United States demonstrate that vBloc Therapy may hold
promise in improving obesity-related comorbidities such as diabetes and hypertension. We are conducting, or plan to
conduct, further studies in each of these comorbidities to assess vBloc Therapy’s potential in addressing multiple indications.

Below is a more detailed description of our past and ongoing vBloc clinical studies:
ReCharge Trial

In October 2010, we received an unconditional Investigational Device Exemption (IDE) approval from the FDA to
conduct a randomized, double-blind, sham-controlled, multicenter pivotal clinical trial, called the ReCharge trial, testing the
effectiveness and safety of vBloc Therapy utilizing our second generation ReShape vBloc. Enrollment and implantation in
the ReCharge trial was completed in December 2011 in 239 randomized patients (233 implanted) at 10 centers. All patients
in the trial received an implanted device and were randomized in a 2:1 allocation to treatment or control groups. The control
group received a non-functional device during the trial period. All patients were expected to participate in a standard weight
management counseling program. The primary endpoints of efficacy and safety were evaluated at 12 months. The ReCharge
trial met its primary safety endpoint with a 3.7% serious adverse event rate, significantly lower than the threshold of 15%
(p<0.0001). The safety profile at 12 months was further supported by positive cardiovascular signals including a 5.5 mmHg
drop in systolic blood pressure, a 2.8 mmHg drop in diastolic blood pressure and a 3.6 bpm drop in average heart rate.

Although the trial did not meet its predefined co-primary efficacy endpoints, it did demonstrate in the ITT population
(n=239) a clinically meaningful and statistically significant EWL of 24.4% (approximately 10% TBL) for vBloc Therapy-
treated patients, with 52.5% of patients achieving at least 20% EWL. In the per protocol population, the trial demonstrated an
EWL of 26.3% for vBloc Therapy-treated patients, with 56.8% of patients achieving at least 20% EWL. As a result of the
positive safety and efficacy profile of vBloc Therapy, we used the data from the ReCharge trial to support a PMA application
for the ReShape vBloc, which was submitted to the FDA in June 2013 and was accepted for review and filing in July 2013.
An Advisory Panel meeting was held on June 17, 2014 to review our PMA application for approval of the ReShape vBloc.
The Advisory Panel voted 8 to 1 “in favor” that the ReShape vBloc is safe when used as designed and voted 4 to 5 “against”
on the issue of a reasonable assurance of efficacy. The final vote, on whether the relative benefits outweighed the relative
risk, was 6 to 2 “in favor,” with 1 abstention. We received FDA approval on January 14, 2015 for vBloc Therapy, delivered
via the ReShape vBloc, for the treatment of adult patients with obesity who have a BMI of at least 40 to 45 kg/m2, or a BMI
of at least 35 to 39.9 kg/m2 with a related health condition such as high blood pressure or high cholesterol levels, and who
have tried to lose weight in a supervised weight management program and failed within the past five years.

Further analysis of the 12 month data show that in the primary analysis (ITT) population (n=239), vBloc Therapy-
treated patients achieved a 24.4% average EWL (approximately 10% TBL) compared to 15.9% for sham control patients.
This 8.5% difference demonstrated statistical superiority over sham control (p=0.002), but not super-superiority at the pre-
specified 10% margin (p=0.705). In total, 52.5% of vBloc Therapy-treated patients had 20% or more EWL compared to
32.5% in the control group (p=0.004), and 38.3% of vBloc Therapy-treated patients had 25% or more EWL compared to
23.4% in the sham control group (p=0.02). While the respective co-primary endpoint targets of 55% and 45% were not met,
the endpoint targets were within the 95% confidence intervals for the observed rates and therefore the observed rates were
not significantly lower than these pre-specified rates. These efficacy data demonstrate vBloc Therapy’s positive effect on
weight loss.

In the per protocol group, which included only those patients who received therapy per the trial design (n=211), the
vBloc Therapy-treated patients had a 26.3% average EWL (approximately 10% TBL) compared to 17.3% for the sham
control group (p=0.003). In total, 56.8% of vBloc Therapy-treated patients achieved at least 20% EWL, which was above the
predefined threshold of 55% compared to 35.4% in the sham control group (p=0.004). 41.8% of vBloc Therapy-treated
patients also achieved at least 25% EWL in this population, which is slightly less than the predefined threshold of 45%,
compared to 26.2% in the sham control group (p=0.03).

Additionally, two-thirds of vBloc Therapy-treated patients achieved at least 5% TBL at 12 months. According to the
CDC, 5% TBL can have significant health benefits on obesity related risk factors, or comorbidities, including
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reduction in blood pressure, improvements in Type 2 diabetes and reductions in triglycerides and cholesterol. Further analysis
of our data at 12 months showed a meaningful impact on these comorbidities as noted in the below table showing the
improvements seen at 10% TBL, the average weight loss in vBloc Therapy-treated patients.

Risk Factor 10% TBL

Systolic BP (mmHg) ©)
Diastolic BP (mmHg) (6)
Heart Rate (bpm) (6)
Total Cholesterol (mg/dL) (15)
LDL (mg/dL) ©)]
Triglycerides (mg/dL) (41)
HDL (mg/dL) 3
Waist Circumference (inches) 7)
HbAlc (%) (0.5)

Approximately 93% of patients reached the 12 month assessment in the trial, consistent with a rigorously executed
trial. vBloc Therapy-treated patients maintained their weight loss at 18 months and 24 months with an EWL of 23.5% and
21.1%, respectively. The trial’s positive safety profile also continued throughout this reported time period.

VBLOC-DM2 ENABLE Trial

Enrollment of the VBLOC-DM2 ENABLE trial began in 2008. The VBLOC-DM?2 ENABLE trial is designed to
evaluate the efficacy and safety of vBloc Therapy on obese subjects as well as its effect on glucose regulation in
approximately 30 patients who are using the ReShape vBloc. The trial is an international, open-label, prospective, multi-
center study. At each designated trial endpoint the efficacy of vBloc Therapy is evaluated by measuring average percentage
EWL, HbA1c (blood sugar), FPG (fasting plasma glucose), blood pressure, calorie intake, appetite and other endpoints at one
week, one month, three, six, 12 and 18 months and longer. The following results were reported at 12 month intervals.

Percent EWL (from implant, Company updated interim data):

Visit (post-device activation) % EWL N

12 Months (24.5) 26
24 Months (22.7) 22
36 Months (24.3) 18

HbA1c change in percentage points (Baseline HbAlc = 7.8 + 0.2%) (Company updated interim data):

% HbAlc
Visit (post-device activation) change N
12 Months (1) 26
24 Months (0.5) 24
36 Months (0.6) 17

Fasting Plasma Glucose change (Baseline 151.4 + 6.5 mg/dl average) (Company updated interim data):

Glucose

change
Visit (post-device activation) (mg/dl) N
12 Months (27.6) 25
24 Months (20.3) 24
36 Months (24) 17
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Change in mean arterial pressure (MAP) in hypertensive patients (baseline 99.5 mmHg) (Company updated
interim data):

MAP

change
Visit (post-device activation) (mmHg) N
12 Months (7.8) 14
24 Months (7.5) 12
36 Months (7.3) 10

To date, no deaths related to our device or unanticipated adverse device effects have been reported during the VBLOC-
DM?2 ENABLE trial and the safety profile is similar to that seen in the other vBloc trials.

Caloric Intake Sub-study: A sub-study, conducted as part of the VBLOC-DM2 ENABLE trial, evaluated 12-month
satiety and calorie intake in 10 patients with Type 2 diabetes mellitus enrolled in the trial. Follow-up measures among
patients enrolled in the sub-study included EWL, 7-day diet records assessed by a nutritionist, calorie calculations and visual
analogue scale (VAS) questions to assess satiety by 7-day or 24-hour recall at the following time periods: baseline, 4 and 12
weeks and 6 and 12 months post device initiation. A validated program, Food Works™, was used to determine calorie and
nutrition content. Results include:

Mean EWL for the sub-study was 33+5% (p<0.001) at 12 months;

Calorie intake decreased by 45% (p<0.001), 48% (p<0.001), 38% (p<0.001) and 30% (p=0.02), at 4 and 12 weeks,
6 months and 12 months, respectively, from a baseline of 2,062 kcal/day; and

VAS recall data, using a repeated measures analysis, documented fullness at the beginning of meals (p=0.005), less
food consumption (p=0.02) and less hunger at the beginning of meal (p=0.03) corroborating the reduction in
caloric intake.

ReNew Trial

The ReNew Trial is a Post Approval Study required by the FDA as a condition of approval. ReNew is a five-
year, multi-center trial to evaluate the long-term safety and efficacy of the Maestro Rechargeable System in treating obesity
in 200 patients at 10 to 15 sites. The ReNew trial contains both randomized and observational cohorts. The first implantation
of the ReNew trial was in August 2017 and we expect enrollment for the ReNew trial to continue throughout 2018, 2019 and
2020.

Kaiser Diabetes Trial

On April 26, 2017, we entered into a Clinical Trial Agreement with Southern California Permanente Medical Group
(“Southern”), a division of Kaiser Permanente, with an effective date of June 1, 2017. Under the agreement, we are
sponsoring an investigator-initiated three-year, 60 patient study with Southern to study vBloc Therapy as a treatment for Type
2 diabetic patients with obesity. As sponsor of the study, we are obligated to pay Southern approximately $3.4 million over
three years to fund the study. This study is expected to have patient enrollment to continue through 2018.

All clinical data generated during the study will be disclosed to us and may be used for any purpose stated in the
informed consent form or otherwise in compliance with applicable law. We will have the right to publish, present or use any
final results arising out of the study. We believe that results of the study will aid in our efforts to obtain insurance
reimbursement from payers.

vBloc Now Registry_

In June 2017, we launched our vBloc Now program. The vBloc Now program provides qualified patients battling
obesity the opportunity to receive vBloc Therapy, including the device, procedure, and vBloc Achieve follow up program, at
an affordable price in exchange for sharing detailed health data with us. The program is available for a limited time, will
reduce patient total out-of-pocket costs, and compete with leading covered bariatric surgery procedures as well as other low-
cost weight loss devices
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In addition, the vBloc Now program provides us with additional commercial data concerning vBloc Therapy in order to
enhance our case with third-party payers that the ReShape vBloc can have a clinically meaningful level of effectiveness in
reducing the incidence of diabetes and other comorbidities in certain patients. We will collect real-world outcome data in 125
patients from select vBloc institutes in the vBloc Now program. While we do not expect to recognize any revenues in
conjunction with the vBloc Now program, we anticipate that vBloc Now program expenses will be offset by a reduction in
marketing and advertising expenses and will not increase the Company’s overall operating expenses.

Clinical Data — ReShape Balloon
REDUCE Trial

The REDUCE study, which was ReShape Medical’s U.S. prospective randomized pivotal trial, demonstrated that
patients who underwent the ReShape Non-Surgical Weight Loss Procedure lost 2.3 times more excess weight at six months
compared to control patients treated with diet and exercise alone, and 55% of patients treated with the ReShape Balloons lost
at least 25% of their excess weight. Additionally, there were significant and sustained improvements in co-morbidities and
strong patient satisfaction, along with maintenance of two-thirds of the weight loss, through twelve months of study follow

up.

In 2009, ReShape Medical received an unconditional IDE approval from the FDA to conduct the REDUCE trial. The
REDUCE trial was ReShape Medical’s U.S. prospective, sham-controlled, double blinded, randomized, multicenter pivotal
trial, testing the effectiveness and safety of the DUO® Integrated Dual Balloon System. Enrollment and insertion in the
REDUCE Trial was completed in February 2014. There were 326 patients enrolled (187 treatment; 139 control) and, of
those, 265 insertions were completed (187 treatment and 78 control). The control group received 24 weeks of diet and
exercise counselling. After 24 weeks of counselling control subjects either exited the trial or, if willing and eligible, were
treated with the DUO device. Patients who underwent the ReShape Non-Surgical Weight Loss Procedure using the DUO®
Integrated Dual Balloon System lost 2.3 times more excess weight at six months compared to control patients treated with
diet and exercise alone. Fifty-five percent (55%) of patients treated with the ReShape Balloons lost at least 25% of their
excess weight. Additionally, there were significant and sustained improvements in co-morbidities, quality of life and strong
patient satisfaction, along with maintenance of two-thirds of the weight loss, through 12 months of study follow up.
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The following co-morbidity results were reported:

Mean Systolic Blood Pressure Levels in Study Subjects During Study Follow-Up

Systolic Blood Pressure

Visit Interval Mean (SD) N
Baseline 130.4 (13.9) 187
Week 12 -8.2(14.2) 173
Week 24 -8.3(15.6) 169
Week 36 -9.3(16.2) 123
Week 48 -6.6 (15.8) 136

Mean Systolic Blood Pressure Levels During Study Follow-Up in Subjects with Established
Hypertension at Baseline

Systolic Blood Pressure

Visit Interval Mean (SD) N
Baseline 136.5(15.8) 54
Week 12 -11.9(13.9) 48
Week 24 -12.9 (19.0) 48
Week 36 -14.5(16.7) 34
Week 48 -11.1(18.6) 39

Mean Fasting Insulin Levels in Study Subjects During Study Follow-Up

Fasting Insulin

Visit Interval Mean (SD) N
Baseline 17.84 (19.88) 185
Week 12 -4.76 (20.84) 170
Week 24 -3.80 (22.20) 167
Week 36 -0.70 (22.46) 118
Week 48 -1.05(21.47) 130

Mean Hemoglobin Alc Levels in Study Subjects During Study Follow-Up

Fasting Insulin

Visit Interval Mean (SD) N
Baseline 5.66 (0.69) 187
Week 12 -0.13(0.35) 171
Week 24 -0.22 (0.35) 168
Week 36 -0.26 (0.42) 120
Week 48 -0.19 (0.34) 133

The total Impact of Weight on Quality of Life-Lite (IWQoL) scores improved for both groups, with a greater
improvement seen at Weeks 24 and 48 for treatment subjects compared with control subjects. These changes are both
statistically and clinically significant, including the larger response in treatment subjects compared with control subjects.
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These clinically significant findings are depicted in the following chart:

IWQoL-Lite Scores at Baseline and Follow-Up

IH 0.7 I+1 3.6 +6.6
80

78.7
76.5
72.7
s 66.1 66.3
60 I
50

Baseline Week24 Week 48 Baseline Week 24

90

Duo Treatment Control Treatment

The overall safety profile of the ReShape Duo Integrated Dual Balloon System in the REDUCE Pivotal Trial was
favorable. There were no unanticipated adverse device effects, no deaths, no intestinal obstructions and no gastric
perforations. Procedural risk was consistent with low risk endoscopic interventions. Accommodative symptoms occurred,
generally diminished or resolved within the first week of treatment. There was a low rate of device- or procedure-related
SAEs (7.5%). The gastric ulceration rate was substantially reduced by a minor design modification to the device.

REDUCE PAS

The REDUCE PAS is a Post Approval Study Required by the FDA as a condition of approval. REDUCE PAS is a 48-
month open-label, single arm study to demonstrate safety and efficacy of the ReShape Dual Balloon System in 250 patients
in 15 trial sites. The first insertion was September 2016 and enrollment is expected to continue through 2018, completing
early 2019.
Clinical Data — ReShape Vest

ReShape Vest ENDURE Trial

The ReShape Vest was studied internationally in the ENDURE trial, which was a non-randomized, single center pilot
designed to evaluate the safety and efficacy of the ReShape Vest. Of the 17 patients enrolled, 14 have completed their 12-
month follow-up visit. Results from these 14 patients show that the ReShape Vest demonstrated a mean excess weight loss
(%EWL) of 85.5% compared to approximately 75% and 65% for gastric bypass and sleeve gastrectomy. The patients also
experienced an average HgA1c decrease of 2.1%, and an average waist circumference reduction of 38 cm, or 15 inches. The
ReShape Vest will continue to be studied in upcoming trials in the US and internationally.
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Our Research and Development
Current R&D Focus

We have an experienced research and development team, including clinical, regulatory affairs and quality assurance,
comprised of scientists, electrical engineers, software engineers and mechanical engineers with significant clinical knowledge
and expertise. Our research and development efforts are focused in the following major areas:

supporting the current ReShape vBloc and ReShape Balloon;

testing and developing the ReShape Vest;

developing the next-generation ReShape vBloc and ReShape Balloon;
identifying the effect of vagal blocking on nerve and organ function; and

investigating the ReShape vBloc and ReShape Vest platforms for the treatment of gastrointestinal disorders and
comorbidities in addition to obesity.

We have spent a significant portion of our capital resources on research and development. Our research and
development expenses were $5.8 million in 2017, $5.1 million in 2016, $8.1 million in 2015 and $11.0 million in 2014.
Having obtained FDA approval in January 2015, our main focus has been on commercialization efforts, resulting in
decreases in spending on research and development in each of 2015 and 2016 compared to 2014, when we were still working
through the FDA approval process.

Other Diseases and Disorders

We believe that our vBloc Therapy and ReShape Vest may have the potential, if validated through appropriate clinical
studies, to treat a number of additional gastrointestinal disorders or comorbidities frequently associated with obesity,
including the following:

Type 2 Diabetes. Type 2 diabetes is an escalating global health epidemic often related to obesity that affects
nearly 200 million people worldwide, 50 million in the United States alone. Those with diabetes are susceptible to
cardiovascular morbidity and mortality, and up to two out of three people with diabetes have high blood pressure.
We believe that vBloc Therapy has significant potential in treating metabolic syndrome (diabetes with high blood
pressure). We have launched an international feasibility trial, VBLOC-DM?2 ENABLE, to further explore the
efficacy of vBloc Therapy in this patient population and have reported preliminary findings in the “Our Clinical
Experience” section above. vBloc Therapy for patients with Type 2 diabetes will continue to be studied primarily
in our Kaiser Diabetes Trial.

Hypertension. Blood pressure normally rises and falls throughout the day. When it consistently stays too high for
too long, it is called hypertension. Globally, nearly one billion people have high blood pressure (hypertension); of
these, two-thirds are in developing countries. About one in three American adults has high blood pressure or
hypertension. Hypertension is one of the most important causes of premature death worldwide and the problem is
growing; in 2025, an estimated 1.56 billion adults will be living with hypertension. Hypertension kills nearly 8
million people every year worldwide. We believe that vBloc Therapy may improve mean systolic and diastolic
blood pressure in hypertensive patients. We completed a subgroup analysis of patients from an earlier clinical trial
and have included an evaluation of the blood pressure effects of vBloc Therapy in our international feasibility trial,
VBLOC-DM2 ENABLE, to further explore the efficacy of vBloc Therapy in this patient population and have
reported preliminary findings in the “Our Clinical Experience” section above.

Pancreatitis. Primary and recurrent cases of acute pancreatitis are estimated to number from 150,000 to 200,000
annually, resulting in approximately 80,000 hospital admissions each year in the United States. In animal studies,
we have shown that vBloc Therapy suppresses pancreatic exocrine secretion, suggesting its potential efficacy in
treating pancreatitis.
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Other Gastrointestinal Disorders. We believe that vBloc Therapy may have potential in a number of other
gastrointestinal disorders, including irritable bowel syndrome and inflammatory bowel disease.

None of the above conditions were included in our ReShape vBloc PMA application that was approved by the FDA on
January 14, 2015, nor are they approved for sale internationally. Additional approvals will be required to market the ReShape
vBloc or ReShape Vest for these indications in the United States or internationally.

Our Intellectual Property

Our success will depend in part on our ability to obtain and defend patent protection for our products and processes, to
preserve our trade secrets and to operate without infringing or violating the proprietary rights of third parties. We own
numerous U.S. and foreign patents, and have numerous patent applications pending, most of which pertain to treating
gastrointestinal disorders and we believe provide us with broad intellectual property protection covering electrically-induced
vagal blocking and methods for treating obesity. Assuming timely payment of maintenance fees as they become due, many of
these patents will expire in 2023. Our acquisition of the ReShape Vest included four U.S. patents, one pending U.S. patent
application, four foreign patents, and five pending foreign patent applications. The patents we acquired related to the
ReShape Vest will expire between 2028 and 2034. We have also received or applied for patents in Europe, Australia, China,
India and Japan. These applications primarily pertain to our vagal blocking technology and its application to obesity as well
as other gastrointestinal disorders. The applications that we acquired related to the ReShape Vest primarily pertain to methods
of gastric restriction for treating obesity. Our acquisition of the ReShape Balloon included broad coverage for multi-balloon
gastric implants and methods for its placement and retrieval. Patent coverage also includes methods of manufacturing and
additional therapy applications. There are 35 patents granted in the US, Europe, Canada, and Japan with additional U.S. and
international patent applications pending. The key patents we acquired in connection with our acquisition of ReShape
Medical will expire between 2027 and 2030.

We also register the trademarks and trade names through which we conduct our business. In the United States we have
registered trademarks for vVBLOC®, ENTEROMEDICS®, MAESTRO®, RESHAPE®, RESHAPE DUO®, and RESHAPE
MEDICAL®, RESHAPE® DUAL BALLOON each registered with the United States Patent and Trademark Office, and
trademark applications for vVBLOC POWER TO CHOOSE, RESHAPE vBLOC , vBLOC ACHIEVE, RESHAPE VEST, and
VBLOC POWER TO CHOOSE AND DESIGN. In addition, some or all of the marks vVBLOC, ENTEROMEDICS,
MAESTRO, MAESTRO SYSTEM ORCHESTRATING OBESITY SOLUTIONS, vBLOC POWER TO CHOOSE, vBLOC
POWER TO CHOOSE AND DESIGN, RESHAPE, RESHAPE DUO, RESHAPE MEDICAL and RESHAPE
LIFESCIENCES are the subject of either a trademark registration or application for registration in Australia, Brazil, Canada,
China, the European Community, India, Kuwait, Mexico, Saudi Arabia, Switzerland and the United Arab Emirates. We
believe that we have common law trademark rights to RESHAPE VEST.

In addition to our patents, we rely on confidentiality and proprietary information agreements to protect our trade secrets
and proprietary knowledge. These confidentiality and proprietary information agreements generally provide that all
confidential information developed or made known to individuals by us during the course of their relationship with us is to be
kept confidential and not disclosed to third parties, except in specific circumstances. The agreements also provide for
ownership of inventions conceived during the course of such agreements. If our proprietary information is shared or our
confidentiality agreements are breached, we may not have adequate remedies, or our trade secrets may otherwise become
known to or independently developed by competitors.

Sales and Distribution

We started the process of building a sales force and a controlled expansion of our operations and hired three new
executives in January 2016 to oversee this expansion. Throughout 2015, 2016, and 2017 our sales force called directly on
bariatric surgeons and gastroenterologists at commercially-driven bariatric centers of excellence that met our certification
criteria. Additionally, in 2016, through a distribution agreement with Academy Medical, VA medical facilities now offer the
ReShape vBloc as a treatment option to veteran healthcare benefits. We intend to continue to build on these efforts in 2018
through self-pay patient and veteran focused direct-to-patient marketing and key opinion leader and center specific
partnering.

In 2017, we acquired ReShape Medical and trained the existing vBloc sales team on the ReShape Balloon. The three
vBloc sales specialists combined with the 10 existing ReShape Balloon sales team member, resulting in a sales
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force of 13 with two area directors and a VP of Sales. Additionally, one VP sales executive is now responsible for the US VA
business and international sales. In 2018, we expect to continue to increase our direct sales organization.

Our sales representatives are supported by field clinical experts who are responsible for training, technical support, and
other support services at various implant centers. Our sales representatives with the assistance of three field-based marketing
specialists implement consumer marketing programs and provide surgical centers and implanting surgeons with educational
patient materials.

We market directly to patients but sell ReShape vBloc and our ReShape Balloon to select surgical centers throughout
the United States that have patients that would like to treat obesity and its comorbidities. The surgical centers then sell our
product to the patients and implant. In 2015, 2016, and 2017, almost all the patients that purchased ReShape vBloc or the
ReShape Balloon paid for the therapy themselves and did not receive reimbursement from an insurance provider, with the
exception of veterans who received the ReShape vBloc through Veteran Administration Hospitals and, as we announced in
December 2017, the employees of a major telecom company who subscribe to CarePlus supplemental insurance who
received full reimbursement for the ReShape Balloon procedure.

We plan to build on these efforts in 2018 with self-pay and veteran focused direct-to-patient marketing, key opinion
leader and center-specific partnering, and a multi-faceted reimbursement strategy.

In January 2018, we launched a limited time and scope pilot program selling private-labeled meal replacements and
nutritional products that are manufactured and fulfilled by third-party vendors. This program is primarily designed to serve
individuals who may have interest in, but do not qualify for treatment with our ReShape vBloc or ReShape Balloon
devices. This program includes a customized nutrition program designed by, and weekly support from, a registered
dietician. We will evaluate this pilot program in order to determine whether to continue it on a long-term basis.

On July 25, 2017, we entered into a Collaboration Agreement with Galvani Bioelectronics Limited (“Galvani”). Under
the Collaboration Agreement, we will modify our ReShape vBloc for use in pre-clinical research by Galvani. We will receive
payments for our development work and supply under this agreement. We will retain all rights, title, and ownership in the
intellectual property for the new device, which will be licensed to Galvani. Galvani has been granted a right of first
negotiation for the potential exclusive or non-exclusive supply by us of the developed device, exercisable at Galvani’s
election. We believe that this collaboration is an example of opportunities that may exist to leverage the company’s
intellectual property portfolio and custom development services to provide third party sales and licensing opportunities.
Galvani is a joint venture between GlaxoSmithKline and Verily Life Sciences (an Alphabet company) that was established in
2016 to enable the research, development and commercialization of bioelectronic medicines

Our Manufacturers and Suppliers

We have designed and developed all of the elements of ReShape vBloc, except for the clinician programmer hardware,
which uses a commercially available laptop computer. We use third parties to manufacture ReShape vBloc to minimize our
capital investment, help control costs and take advantage of the expertise these third parties have in the large-scale production
of medical devices. We do not currently plan to manufacture ReShape vBloc ourselves. We have designed and developed all
of the elements of the recently acquired ReShape Balloon system and manufacture it in-house, with the exception of
accessories in the form of a guidewire, pump and tubing, which are all commercially available but private-labeled for the
Company.

To date, all of the materials and components of our products, as well as any related outside services, are procured from
qualified suppliers and contract manufacturers in accordance with our proprietary specifications. All of our key
manufacturers and suppliers have experience working with commercial implantable device systems, are ISO certified and are
regularly audited by various regulatory agencies including the FDA. Our key manufacturers and suppliers have a
demonstrated record of compliance with international regulatory requirements.

Given that we rely on third-party manufacturers and suppliers for the production of our products, our ability to increase
production going forward will depend upon the experience, certification levels and large scale production capabilities of our
suppliers and manufacturers. Qualified suppliers and contract manufacturers have been and will continue to be selected to
supply products on a commercial scale according to our proprietary specifications. Because we manufacture the majority of
the ReShape Balloon in-house, our ability to increase production will depend upon our
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ability to hire and retain additional qualified personnel as well as the ability of our suppliers to meet increased demand. We
have modestly increased our inventory levels to support commercial forecasts as we expand our implanting centers and
intend to continue to increase our inventory levels as we determine necessary. Our FDA approval process required us to name
and obtain approval for the suppliers of key components of ReShape vBloc and ReShape Balloon.

Many of our parts are custom designed and require custom tooling and, as a result, we may not be able to quickly
qualify and establish additional or replacement suppliers for the components of our products. Any new approvals of vendors
required by the FDA or other regulatory agencies in other international markets for our products as a result of the need to
qualify or obtain alternate vendors for any of our components would delay our ability to sell and market our products and
could have a material adverse effect on our business.

We believe that our current manufacturing and supply arrangements will be adequate to continue our ongoing
commercial sales and our ongoing and planned clinical trials. In order to produce our products in the quantities we anticipate
to meet future market demand, we will need our manufacturers and suppliers to increase, or scale up, manufacturing
production and supply arrangements by a significant factor over the current level of production. There are technical
challenges to scaling up manufacturing capacity and developing commercial-scale manufacturing facilities that may require
the investment of substantial additional funds by our manufacturers and suppliers and hiring and retaining additional
management and technical personnel who have the necessary experience. If our manufacturers or suppliers are unable to do
so, we may not be able to meet the requirements to expand the launch of the product in the United States or launch the
product internationally or to meet future demand, if at all. We may also represent only a small portion of our suppliers’ or
manufacturers’ business and if they become capacity constrained they may choose to allocate their available resources to
other customers that represent a larger portion of their business. We currently anticipate that we will continue to rely on third-
party manufacturers and suppliers for the production of ReShape vBloc as we expand our commercial launch. If we are
unable to obtain a sufficient supply of our product, our revenue, business and financial prospects would be adversely
affected.

Government Regulations

Device Classification and Regulations

United States

Our ReShape vBloc, ReShape Balloon and our proposed ReShape Vest are regulated by the FDA as medical devices
under the Federal Food, Drug, and Cosmetic Act (FFDCA) and the regulations promulgated under the FFDCA. Pursuant to
the FFDCA, the FDA regulates the research, design, testing, manufacture, safety, labeling, storage, record keeping,
advertising, sales and distribution, post-market adverse event reporting, production and advertising and promotion of medical
devices in the United States. Noncompliance with applicable requirements can result in warning letters, fines, injunctions,
civil penalties, recall or seizure of products, total or partial suspension of production, failure of the government to grant
premarket approval for devices and criminal prosecution.

Medical devices in the United States are classified into one of three classes, Class I, II or III, on the basis of the amount
of risk and the controls deemed by the FDA to be necessary to reasonably ensure their safety and effectiveness. Class I, low
risk, devices are subject to general controls (e.g., labeling and adherence to good manufacturing practices). Class II,
intermediate risk, devices are subject to general controls and to special controls (e.g., performance standards, and premarket
notification). Generally, Class III devices are those which must receive premarket approval by the FDA to ensure their safety
and effectiveness (e.g., life-sustaining, life-supporting and implantable devices, or new devices which have not been found
substantially equivalent to legally marketed devices), and require clinical testing to ensure safety and effectiveness and FDA
approval prior to marketing and distribution. The FDA also has the authority to require clinical testing of Class II devices. In
both the United States and certain international markets, there have been a number of legislative and regulatory initiatives
and changes, such as the Modernization Act, which could and have altered the healthcare system in ways that could impact
our ability to sell our medical devices profitably.

The FFDCA provides two basic review procedures for medical devices. Certain products may qualify for a submission
authorized by Section 510(k) of the FFDCA, where the manufacturer submits to the FDA a premarket notification of the
manufacturer’s intention to commence marketing the product. The manufacturer must, among other things, establish that the
product to be marketed is substantially equivalent to another legally marketed product. Marketing may commence when the
FDA issues a letter finding substantial equivalence. If a medical device does not
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qualify for the 510(k) procedure, the manufacturer must file a premarket approval (PMA) application with the FDA. This
procedure requires more extensive pre-filing clinical and preclinical testing than the 510(k) procedure and involves a
significantly longer FDA review process. A PMA is required to establish the safety and effectiveness of the device and a key
component of a PMA submission is the pivotal clinical trial data, as discussed in more detail below.

Premarket Approval

Our ReShape vBloc and our ReShape Balloon are medical devices that required PMAs from the FDA to market in the
United States. The FDA approved ReShape vBloc in January of 2015 and the ReShape Balloon in July of 2015 with post-
approval conditions intended to ensure the safety and effectiveness of the devices. Failure to comply with the conditions of
approval can result in material adverse enforcement action, including the loss or withdrawal of the approvals. Even after
approval of the PMAs, new PMAs or supplemental PMAs will be required for significant modifications to the manufacturing
process, labeling, use and design of a device that is approved through the premarket approval process. Premarket approval
supplements often require submission of the same type of information as a PMA except that the supplement is limited to
information needed to support any changes from the device covered by the original PMA. In addition, holders of an approved
PMA are required to submit annual reports to the FDA that include relevant information on the continued use of the device.

The ReShape Vest will likely be considered a Class III Long Term Implantable (LTT) product by the FDA requiring the
premarket approval (PMA) path. A pivotal trial for the ReShape Vest will likely include approximately 250 implanted
patients monitored up to three years. Other implantable devices for the treatment of obesity relied on 12 month endpoints for
the PMA submission with annual follow-up visits up to five years and we expect the pivotal trial for the ReShape Vest to be
similar. A US pivotal trial requires FDA Investigational Device Exemption (IDE) submission and approval. We expect to
submit our IDE application to the FDA in the second quarter of 2018 and expect the first U.S. PMA implants of the ReShape
Vest to take place in the third quarter of 2018. Our goal is to obtain PMA approval by the end of 2021. We intend to initiate a
CE Mark trial in the European Union of 65 patients with a 12-month weight loss and safety endpoint with a minimum 24-
month follow up. We expect the first EU implants will start in the second quarter of 2018. Our goal is to obtain CE mark
approval by the second quarter of 2020.

Clinical Trials

A clinical trial is almost always required to support a PMA. Clinical trials for a “significant risk” device such as ours
require submission to the FDA of an application for an IDE for clinical studies to be conducted within the United States. The
IDE application must be supported by appropriate data, such as animal and laboratory testing results, showing that it is safe
to test the device in humans and that the testing protocol is scientifically sound. Clinical trials for a significant risk device in
the United States may begin once the IDE application is approved by the FDA and by the Institutional Review Boards (IRBs)
overseeing the clinical trial at the various investigational sites.

Clinical trials require extensive recordkeeping and detailed reporting requirements. Our clinical trials must be
conducted under the oversight of an IRB for each participating clinical trial site and in accordance with applicable regulations
and policies including, but not limited to, the FDA’s good clinical practice requirements. We, the trial Data Safety Monitoring
Board, the FDA or the IRB for each site at which a clinical trial is being performed may suspend a clinical trial at any time
for various reasons, including a belief that the risks to study subjects outweigh the anticipated benefits.

Pervasive and Continuing U.S. Regulation

Numerous regulatory requirements apply. These include:

Quality System Regulation, which requires manufacturers to follow design, testing, control, documentation,
complaint handling and other quality assurance procedures during the design and manufacturing processes;

regulations which govern product labels and labeling, prohibit the promotion of products for unapproved or “off-
label” uses and impose other restrictions on labeling and promotional activities;
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medical device reporting regulations, which require that manufacturers report to the FDA if their device may have
caused or contributed to a death or serious injury or malfunctioned in a way that would likely cause or contribute
to a death or serious injury if it were to recur;

notices of correction or removal and recall regulations;

periodic reporting of progress related to clinical trials, post approval studies required as conditions of PMA
approval and relevant changes to information contained within the PMA approval; and

reporting of transfers of value and payments to physicians and teaching hospitals.

Advertising and promotion of medical devices are also regulated by the Federal Trade Commission and by state
regulatory and enforcement authorities. Recently, some promotional activities for FDA-regulated products have resulted in
enforcement actions brought under healthcare reimbursement laws and consumer protection statutes. In addition, under the
federal Lanham Act, competitors and others can initiate litigation relating to advertising claims.

Compliance with regulatory requirements is enforced through periodic facility inspections by the FDA, which may be
unannounced. Because we rely on contract manufacturing sites and service providers, these additional sites are also subject to
these FDA inspections. Failure to comply with applicable regulatory requirements can result in enforcement action, which
may include any of the following sanctions:

warning letters or untitled letters;

fines, injunction and civil penalties;

recall or seizure of our products;

customer notification, or orders for repair, replacement or refund;

operating restrictions, partial suspension or total shutdown of production or clinical trials;
refusing our request for premarket approval of new products;

withdrawing premarket approvals that are already granted; and

criminal prosecution.

International Regulations

International sales of medical devices are subject to foreign government regulations, which vary substantially from
country to country. The time required to obtain approval by a foreign country may be longer or shorter than that required for
FDA approval, and the requirements may differ. The primary regulatory environment in Europe is that of the European
Economic Community (EEC), which consists of 28 European Union (EU) member states encompassing nearly all the major
countries in Europe. Additional countries that are not part of the EU, but are part of the European Economic Area (EEA), and
other countries, such as Switzerland, have voluntarily adopted laws and regulations that mirror those of the EEC with respect
to medical devices. The EEC has adopted Directive 90/385/EEC as amended by 2007/47/EC for active implantable medical
devices and numerous standards that govern and harmonize the national laws and standards regulating the design,
manufacture, clinical trials, labeling and adverse event reporting for medical devices that are marketed in member states.
Medical devices that comply with the requirements of the national law of the member state in which their Notified Body is
located will be entitled to bear CE marking, indicating that the device conforms to applicable regulatory requirements, and,
accordingly, can be commercially marketed within the EEA and other countries that recognize this mark for regulatory
purposes.

We obtained European CE Mark approval for our ReShape vBloc in 2011 for the treatment of obesity. The CE Mark

approval for our ReShape vBloc was expanded in 2014 to also include use for the management of Type 2 diabetes in obese
patients. The method of assessing conformity with applicable regulatory requirements varies depending on the
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class of the device, but for our ReShape vBloc (which is considered an Active Implantable Medical Device (AIMD) in
Australia and the EEA, and falls into Class III within the United States), the method involved a combination of self-
assessment and issuance of declaration of conformity by the manufacturer of the safety and performance of the device, and a
third-party assessment by a Notified Body of the design of the device and of our quality system. A Notified Body is a private
commercial entity that is designated by the national government of a member state as being competent to make independent
judgments about whether a product complies with applicable regulatory requirements. The assessment included, among other
things, a clinical evaluation of the conformity of the device with applicable regulatory requirements. We use DEKRA
Certification B.V. (formerly known as KEMA Quality) in the Netherlands as the Notified Body for our CE marking approval
process. We believe that the costs and resources required to successfully commercialize ReShape vBloc internationally are
currently beyond our capability and as result, we made decisions in 2016 and late 2017, respectively, to temporarily abandon
the AIMD and CE-marking of ReShape vBloc.

Continued compliance with CE marking requirements is enforced through periodic facility inspections by the Notified
Body, which may be unannounced. Because we rely on contract manufacturing sites and service providers, these additional
sites may also be subject to these Notified Body inspections.

We are also subject to the regulatory frameworks for medical devices in certain countries in the Middle East where we
sell our products, including our sales of the ReShape Balloon in Kuwait, Qatar and the UAE. These medical device laws vary
from country to country, but include approval and registration requirements. In addition, certain of these countries require
that the registered distributor of a product be wholly owned by nationals of that particular country. Therefore, we rely on our
distributors on those countries to comply with the applicable regulatory requirements.

Patient Privacy Laws

United States and various international laws have been evolving to protect the confidentiality of certain patient health
information, including patient medical records. These laws restrict the use and disclosure of certain patient health
information. Enforcement actions, including financial penalties, related to patient privacy issues are globally increasing. The
management of patient data may have an impact on certain clinical research activities and product design considerations.
Employees

As of December 31, 2017, we had 83 employees. All of these employees are located in the United States.

From time to time we also employ independent contractors, consultants and temporary employees to support our
operations. None of our employees are subject to collective bargaining agreements. We have never experienced a work
stoppage and believe that our relations with our employees are good.

Executive Officers

The following table sets forth information regarding our executive officers, including their ages, as of March 15, 2018:

Name Age Position
Dan W. Gladney 65 President and Chief Executive Officer
Scott P. Youngstrom 58 Chief Financial Officer and Senior Vice President, Finance

Dan W. Gladney has served as our President and Chief Executive Officer since November 16, 2015 and as Chairman of
our board of directors since October 14, 2016. Mr. Gladney joined the Company on November 2, 2015 as President-Elect and
a member of the board of directors. Prior to joining us, Mr. Gladney served as Chairman and Chief Executive Officer of
Lanx, Inc., a medical device company focused on developing and commercializing innovative devices for spinal surgery.
Prior to his time at Lanx, Inc., Mr. Gladney was a Healthcare Operating Partner at Norwest Equity Partners (NEP) from 2008
until 2010, where he was responsible for strategic planning, business growth and corporate governance for NEP portfolio
companies and executing new investment opportunities for the firm. Prior to joining NEP, Mr. Gladney served as President
and Chief Executive Officer of several medical device companies, including Heart Leaflet Technologies and Acist Medical
Systems, both of which were acquired by The Bracco Group. He also served as Chairman, Chief Executive Officer and
President of Compex Technologies, a publicly traded
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orthopedic and health and wellness electro therapy company, from 2002 until 2006. Mr. Gladney currently serves on the
board of directors of Aria CV, Inc. and has been a member of a number of other private and public company boards. After the
sale of Lanx, he acted as a private investor and small business consultant.

Scott P. Youngstrom is our Senior Vice President, Finance and has served as our Chief Financial Officer since October
3, 2016. Mr. Youngstrom has over 25 years of strategic financial and operational experience in a variety of medical device
companies, most recently having served as Chief Financial Officer and Vice President, Finance at Galil Medical, a leading
developer of cryotherapy technology. Prior to Galil Medical, from 2009-2014, Mr. Youngstrom served as Vice President,
Chief Operating Officer, and Chief Financial Officer at DGIMED Ortho, Inc., a developer of orthopedic medical devices. Mr.
Youngstrom has previously served as Chief Financial Officer and Vice President, Finance with Anulex Technologies, Enpath
Medical, Compex Technologies, Acist Medical Systems, and Cardiotronics.

Our Corporate Information

We were incorporated in Minnesota in December 2002 as two separate legal entities, Alpha Medical, Inc. and Beta
Medical, Inc., both of which were owned 100% by a common stockholder. In October 2003, the two entities were combined
and we changed our name to EnteroMedics Inc. In 2004 we reincorporated in Delaware. On October 23, 2017 we changed
the company name from EnteroMedics Inc. to ReShape Lifesciences Inc. (NASDAQ: RSLS).

We file reports and other information with the Securities and Exchange Commission (SEC) including annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and proxy or information statements. Those reports
and statements as well as all amendments to those documents filed or furnished pursuant to Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended (1) are available at the SEC’s Public Reference Room at 100 F Street, N.E.,
Washington, DC 20549, (2) may be obtained by sending an electronic message to the SEC at publicinfo@sec.gov or by
sending a fax to the SEC at 1-202-777-1027, (3) are available at the SEC’s internet site (http://www.sec.gov), which contains
reports, proxy and information statements and other information regarding issuers that file electronically with the SEC and
(4) are available free of charge through our website as soon as reasonably practicable after electronic filing with, or
furnishing to, the SEC. You may obtain information on the operation of the Public Reference Room by calling the SEC at 1-
800-SEC-0330.

Our principal executive offices are located at 1001 Calle Amanecer, San Clemente, California 92673, and our
telephone number is (949) 429-6680. Our website address is www.reshapelifesciences.com. The information on, or that may
be accessed through, our website is not incorporated by reference into this Annual Report on Form 10-K and should not be
considered a part of this Annual Report on Form 10-K.

ITEM 1A. RISK FACTORS
Risks Related to Our Recently Completed Acquisition of ReShape Medical and BarioSurg

Our acquisitions of ReShape Medical in October 2017 and BarioSurg in May 2017 could adversely affect our operations,
financial results and financial condition.

In October 2017, we acquired ReShape Medical, Inc., a privately-held medical technology company that develops,
manufactures and markets the ReShape® Dual Weight Loss Balloon (the “ReShape Balloon”), an FDA-approved, minimally
invasive intragastric balloon designed to treat obesity patients with a body mass index (BMI) between 30 and 40, with one or
more related comorbid conditions. In May 2017, we acquired BarioSurg, Inc., a privately held medical device company that
developed the proprietary, minimally invasive and reversible device, the Gastric Vest, which we now refer to as the ReShape
Vest, to treat obesity and related comorbidities. In addition, we may pursue additional acquisitions of other companies or
product lines. A successful acquisition depends on our ability to identify, negotiate, complete and integrate such acquisition
and to obtain any necessary financing. With respect to our acquisitions of ReShape Medical and BarioSurg and any future
acquisitions, we may experience:

difficulties in integrating the acquired businesses and their respective personnel and products into our existing
business;

difficulties in integrating commercial organizations; difficulties or delays in realizing the anticipated benefits of the
acquisition;
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diversion of our management’s time and attention from other business concerns; challenges due to limited or no
direct prior experience in new markets or countries we may enter; inability to successfully develop new products
and services on a timely basis that address our new market opportunities post-acquisition;

inability to compete effectively against companies already serving the broader market opportunities expected to be
available to us post-acquisition;

unanticipated costs and other contingent liabilities; and any unforeseen compliance risks and accompanying
financial and reputational exposure or loss not uncovered in the due diligence process and which are imputed to
our company, such as compliance with federal laws and regulations, the advertising and promotion regulations
under the federal Food, Drug and Cosmetic Act, the Anti-kickback Statute, the False Claims Act, the Physician
Sunshine Payments Act and other applicable laws.

We have invested, and expect to continue to invest, significant cash and other resources in connection with our
acquisition of ReShape Medical and BarioSurg and our development of the ReShape Balloon and the ReShape Vest. The
consideration we paid to acquire ReShape Medical and BarioSurg included approximately $5 million and $2 million in cash,
respectively, and our efforts to continue the development of, and to successfully commercialize, the acquired products and
technologies will require significant cash expenditures. There can be no assurance that we will be successful in our efforts.
Should we be unable to obtain adequate financing or generate sufficient revenue in the future, our business, results of
operations, liquidity and financial condition could be materially and adversely harmed.

The U.S. Food and Drug Administration (FDA) has published an announcement to alert health care providers of
unanticipated deaths involving the ReShape Balloon, which could harm our business.

The FDA has published an announcement to alert health care providers of five reports of unanticipated deaths that
occurred within one month of the placement of an intragastric balloon, one of which involved the ReShape Balloon. The
announcement indicated that the root cause or incidence of patient death in these cases had not been found and the FDA was
not able to definitively attribute the deaths to the balloon devices or their respective insertion procedures. The announcement
also indicated that the FDA had received an additional report of a death related to potential complications associated with an
esophageal perforation related to the ReShape Balloon. If these adverse events occur more frequently or other serious
adverse effects are detected in liquid-filled intragastric balloons, the ReShape Balloon product may be subject to adverse
FDA action or additional communications from the FDA, which could harm our business. In addition, we believe that the
FDA announcement has negatively impacted, and may continue to negatively impact, our sales of the ReShape Balloon,
which could have an adverse effect on our business, results of operations, liquidity and financial condition.

If we do not achieve the contemplated benefits of our acquisitions of ReShape Medical and BarioSurg, our business and
financial condition may be materially impaired.

We may not achieve the desired benefits from our acquisitions of ReShape Medical and BarioSurg. For any of the
reasons described above and elsewhere in this report and even if we are able to successfully operate ReShape Medical and
BarioSurg within our company, we may not be able to realize the revenue and other growth that we anticipate from the
acquisitions in the time frame that we currently expect, and the costs of achieving these benefits may be higher than what we
currently expect, because of a number of risks, including, but not limited to:

the possibility that the acquisitions may not further our business strategy as we expected;

the possibility that the revenue from our ReShape Balloon may be lower than we expected;

the possibility that we may not be able to obtain the required regulatory approvals for the ReShape Vest; and the
possibility that we may not be able to commercialize the ReShape Vest.

As aresult of these risks, we may not achieve the anticipated strategic and financial benefits of the ReShape Medical
and BarioSurg acquisitions.
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Our proposed ReShape Vest product is in the early stages of development. If the development of this product is not
successfully completed or any required requlatory approvals are not obtained, the ReShape Vest may not be
commercialized and our business prospects may suffer.

The ReShape Vest that we acquired as part of acquisition of BarioSurg is in the early stages of development and has not
yet reached the clinical trial stage. Our ability to market the ReShape Vest in the United States and abroad depends upon our
ability to demonstrate the safety, and in the case of the United States, efficacy, of the product with clinical data to support our
requests for regulatory approval. The ReShape Vest may not be found to be safe and, where required, effective in clinical
trials and may not ultimately be approved for marketing by U.S. or foreign regulatory authorities, which would have a
negative impact on our net sales.

There is no assurance that we will be successful in achieving the desired results in our anticipated clinical trials for the
ReShape Vest or, if we do, that the FDA or other regulatory agencies will approve the product for sale without the need for
additional clinical trial data to demonstrate safety and efficacy. We continually evaluate the potential financial benefits and
costs of clinical trials and the products being evaluated in them. If we determine that the costs associated with obtaining
regulatory approval of a product exceed the potential financial benefits of that product or if the projected development
timeline is inconsistent with our investment horizon, we may choose to stop a clinical trial and/or the development of a
product.

Our Board of Directors and executive officers are able to influence matters requiring stockholder approval and could
discourage the purchase of our outstanding shares at a premium.

As of December 31, 2017, Dr. Raj Nihalani, the founder and former Chief Executive Officer of BarioSurg and our
Chief Technology Officer, beneficially owned approximately 15.1% of our outstanding common stock. Under a voting
agreement entered into in connection with our acquisition of BarioSurg, Dr. Nihalani agreed to vote all shares of our common
stock he owns in accordance with the recommendation of our Board of Directors and granted an irrevocable proxy to our
Board of Directors to vote his shares in accordance with the terms of the voting agreement. In addition, as of December 31,
2017, HealthCor Partners Fund II, L.P. (“HealthCor”) beneficially owned approximately 8.5% of our outstanding common
stock. Michael Y. Mashaal, M.D., a member of our Board of Directors, is managing director of the investment manager of
HealthCor and therefore may be deemed to beneficially own the shares held by HealthCor. In connection with our acquisition
of ReShape Medical, we entered into a voting and standstill agreement with HealthCor and each other former ReShape
Medical stockholder who holds at least 5% of our outstanding common stock (on an as-converted basis) after the acquisition
pursuant to which such stockholders agreed to (i) vote all shares of our common stock in the same manner as and in the same
proportion as the votes cast on the matter by the holders of our voting securities entitled to vote on the matter, unless such
requirement is waived by our Board of Directors, and (ii) certain customary standstill provisions pursuant to which such
stockholders will refrain from various actions that might relate to the acquisition of control of our company, such as making
proposals to acquire our company or launching a proxy context.

Collectively, our directors and executive officers as a group beneficially own approximately 25% of our outstanding
common stock. As a result of Dr. Nihalani’s and Dr. Mashaal’s share ownership and the voting agreements described above,
our Board of Directors and executive officers are able to influence matters requiring stockholder approval, such as the
election of directors and approval of significant corporate transactions. The interests of our Board of Directors and executive
officers may differ from the interests of our other stockholders. For example, our Board of Directors and executive officers
could oppose a third party offer to acquire us that the other stockholders might consider attractive. In such case and in similar
situations, our other stockholders may disagree with our Board of Directors and executive officers as to whether the action
opposed or supported by our Board of Directors and executive officers is in the best interest of our stockholders.

The shares of series C convertible preferred stock issued in connection with our acquisition of ReShape Medical have
certain rights and preferences senior to our common stock.

In connection with the ReShape Medical merger, we issued 187,772 shares of newly created non-voting series C
convertible preferred stock, which shares became convertible into 18,777,200 shares of voting common stock upon the post-
closing approval of our stockholders in accordance with the NASDAQ Stock Market Rules. On December 19, 2017, the date
of stockholder approval, 82,384 shares of series C convertible preferred stock automatically converted into 8,238,400 shares
of common stock. The remaining 95,388 shares of series C convertible preferred stock are
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convertible at the option of their holders into approximately 9.5 million shares of common stock, provided that the former
ReShape Medical holders will not be permitted to convert their shares of series C convertible preferred stock into shares of
common stock to the extent such conversion would cause them to holder more than 49.0% of our outstanding voting
securities at the time of any such conversion. In general, the series C convertible preferred stock is entitled to receive
dividends (on an as-if-converted-to-common stock basis) actually paid on shares of common stock when, as and if such
dividends are paid on shares of common stock. No other dividends will be paid on shares of series C convertible preferred
stock. While the series C convertible preferred stock generally does not have voting rights, as long as any shares of series C
convertible preferred stock remain outstanding, we cannot, without the affirmative vote of holders of a majority of the then-
outstanding shares of series C convertible preferred stock, (a) alter or change adversely the powers, preferences or rights
given to the series C convertible preferred stock (including by the designation, authorization, or issuance of any shares of
preferred stock that purports to have equal rights with, or be senior in rights or preferences to, the series C convertible
preferred stock), (b) alter or amend the series C convertible preferred stock certificate of designation, (c) amend our
certificate of incorporation or other charter documents in any manner that adversely affects any rights of the holders of series
C convertible preferred stock, (d) increase the number of authorized shares of series C convertible preferred stock or (e) enter
into any agreement with respect to any of the foregoing. The series C convertible preferred stock has a liquidation preference
of $274.8774 per share, or $2.748774 per underlying share of common stock. Holders of the series C convertible preferred
stock have the right to convert their shares into shares of common stock instead of receiving the liquidation preference.

Risks Related to Our Business and Industry

If we are unable to either substantially improve our operating results or obtain additional financing in the future, we will
be unable to continue as a going concern.

Our independent registered public accounting firm’s report on our December 31, 2017 audited financial statements
includes an explanatory paragraph referring to our ability to continue as a going concern. The proceeds from any future
financings that we may be able to obtain, if any, together with our other available cash, may not be sufficient to fund our
operating expenses, capital expenditures and other cash requirements. Should we be unable to obtain adequate financing or
generate sufficient revenue in the future, our business, result of operations, liquidity and financial condition would be
materially and adversely harmed, and we would be unable to continue as a going concern. These events and circumstances
could have a material adverse effect on our ability to raise additional capital and on the market value of our common stock
and the warrants offered hereby. Moreover, should we experience a cash shortage that requires us to curtail or cease our
operations, or should we be unable to continue as a going concern, you could lose all or part of your investments in our
securities.

We currently are not generating revenue from operations that is significant relative to our level of operating expenses,
and we do not anticipate generating revenue sufficient to offset operating costs in the short-term to mid-term. We have
financed our operations to date principally through the sale of equity securities, debt financing and interest earned on
investments. Our history of operating losses, limited cash resources and lack of certainty regarding obtaining significant
third-party reimbursement for our products or timing thereof, raise substantial doubt about our ability to continue as a going
concern absent a strengthening of our cash position. As of December 31, 2017, we had $10.2 million of cash and cash
equivalents to fund our operations through early 2018. On April 2, 2018 the Company announced that it had entered into a
securities purchase agreement with an institutional investor providing for the purchase and sale in a registered direct offering
of shares of series D convertible preferred stock and a warrant to purchase shares of common stock for a purchase price of
$6.0 million. The transaction is expected to close on or about April 4, 2018 and the Company expects to receive net proceeds
of approximately $5.25 million after deducting placement agent fees and other offering expenses.

Our anticipated operations include plans to (i) integrate the sales and operations of our company with the newly
acquired ReShape Medical in order to expand sales of both the ReShape Balloon and ReShape vBloc as well as to obtain cost
savings synergies, (ii) expand the controlled commercial launch of ReShape vBloc Therapy, delivered via ReShape vBloc,
(iii) continue development of the ReShape Vest, (vi) seek opportunities to leverage our intellectual property portfolio and
custom development services to provide third party sales and licensing opportunities, and (v) explore and capitalize on
synergistic opportunities to expand our portfolio and offer future minimally invasive treatments and therapies in the obesity
continuum of care. We believe that we have the flexibility to manage the growth of our expenditures and operations
depending on the amount of available cash flows, which could include reducing expenditures for marketing, clinical and
product development activities. However, we will ultimately need to achieve
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sufficient revenues from product sales and obtain additional debt or equity financing in addition to the proceeds from this
offering to support our operations.

If we are unsuccessful in our pursuit of various funding options, we will be unable to continue as a going concern.

Management is currently pursuing various funding options, including seeking additional equity financing, to continue
the development of, and to successfully commercialize, the ReShape vBloc, the ReShape Balloon and the ReShape Vest.
There can be no assurance that we will be successful in our efforts. Should we be unable to obtain adequate financing or
generate sufficient revenue in the future, our business, result of operations, liquidity and financial condition would be
materially and adversely harmed, and we would be unable to continue as a going concern. Additionally, there can be no
assurance that, assuming we are able to strengthen our cash position, we will achieve sufficient revenue or profitable
operations to continue as a going concern.

We are a medical device company with a limited history of operations and sales, and we cannot assure you that we will
ever generate substantial revenue or be profitable.

We are a medical device company with a limited operating history upon which you can evaluate our business. We
received FDA approval to sell our vBloc System, which we now refer to as ReShape vBloc, in the United States on January
14, 2015 and we have had commercial sales within the United States since 2015. We have also completed the regulatory
process required to sell our ReShape vBloc in Australia, the European Economic Area and other countries that recognize the
European CE Mark, and have not generated revenue from commercial sales outside of the United States since 2012 and then
only on a limited basis in Australia and the Middle East. Because we believe that the costs and resources required to
successfully commercialize ReShape vBloc internationally are currently beyond our capability, we made the decision in late
2017 to temporarily abandon CE-marking of ReShape vBloc. Similarly, we discontinued the regulatory processes required to
sell ReShape vBloc in Australia in 2016.

We have been engaged in research and development and clinical trials since our inception in 2002 and have invested
substantially all of our time and resources in developing our vBloc Therapy, which we have begun to commercialize in the
form of our ReShape vBloc. The success of our business will depend on our ability to establish a sales force, make sales and
control costs, as well as our ability to obtain additional regulatory approvals needed to market new versions of our ReShape
vBloc or ReShape Balloon or regulatory approvals needed to market our ReShape Vest and any other products we may
develop in the future, all of which we may be unable to do. If we are unable to successfully market our ReShape vBloc and
ReShape Balloon for their indicated use or develop and commercialize the ReShape Vest, we may never become profitable
and may have to cease operations as a result. Our lack of a significant operating history also limits your ability to make a
comparative evaluation of us, our products and our prospects.

We have incurred losses since inception and we anticipate that we will continue to incur losses for the foreseeable future.

We have incurred losses in each year since our formation in 2002. Our net loss applicable to common stockholders for
the fiscal years ended December 31, 2017, 2016 and 2015 was $33.8 million, $23.4 million and $25.5 million, respectively.
We have funded our operations to date principally from the sale of securities and the issuance of indebtedness. Development
of a new medical device, including conducting clinical trials and seeking regulatory approvals, is a long, expensive and
uncertain process. Although we have received the regulatory approval required to sell our ReShape vBloc in the United
States and have the approvals required for sales in the European Economic Area and other countries that recognize the
European CE Mark, we have only generated limited revenue from commercial sales in the United States and have not
generated revenue from commercial sales outside of the United States since 2012 and then only on a limited basis in
Australia and the Middle East. Because we believe that the costs and resources required to successfully commercialize
ReShape vBloc internationally are currently beyond our capability, we made the decision in late 2017 to temporarily abandon
CE-marking of ReShape vBloc. Similarly, we discontinued the regulatory processes required to sell ReShape vBloc in
Australia in 2016.

We expect to incur significant sales and marketing expenses prior to recording sufficient revenue to offset these
expenses. We expect our general and administrative expenses to increase as we continue to add the infrastructure necessary to
support our initial commercial sales, market the ReShape Balloon, develop the ReShape Vest, operate as a public company
and develop our intellectual property portfolio. For these reasons, we expect to continue to incur significant operating losses
for the next several years. These losses, among other things, have had and will continue to
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have an adverse effect on our stockholders’ equity and working capital. Because of the numerous risks and uncertainties
associated with developing new medical devices, we are unable to predict the extent of any future losses or when we will
become profitable, if ever.

We will need substantial additional funding and may be unable to raise capital when needed, which would force us to
delay, reduce or eliminate our product development programs or liquidate some or all of our assets.

Our operations have consumed substantial amounts of cash since inception. We expect to continue to spend substantial
amounts on the development and commercialization of our products and on research and development, including conducting
current and future clinical trials for our ReShape vBloc, ReShape Balloon, ReShape Vest (if approved for sale) and
subsequent versions of our products. Cash used in operations was $24.6 million, $20.7 million, and $22.6 million for the
fiscal years ended December 31, 2017, 2016 and 2015, respectively. We expect that our cash used in operations will continue
to be significant in the upcoming years, and that we will need to raise additional capital to commercialize our ReShape vBloc
in the United States, the European Economic Area, other countries that recognize the European CE Mark and other
international markets, to explore other indications for the ReShape vBloc and ReShape Balloon, to develop the ReShape
Vest, to continue our research and development programs, and to fund our ongoing operations.

Our future funding requirements will depend on many factors, including:
the cost and timing of establishing sales, marketing and distribution capabilities;
the cost of establishing clinical and commercial supplies of our ReShape vBloc, ReShape Balloon, ReShape Vest
and any products that we may develop; the rate of market acceptance of our ReShape vBloc and vBloc Therapy,

ReShape Balloon, ReShape Vest and any other product candidates;

the rate of market acceptance of our ReShape vBloc and vBloc Therapy, ReShape Balloon, ReShape Vest (if
approved for sale) and any other product candidates;

the cost of filing and prosecuting patent applications and defending and enforcing our patent and other intellectual
property rights;

the cost of defending, in litigation or otherwise, any claims that we infringe third-party patent or other intellectual
property rights;

the effect of competing products and market developments;
the cost of explanting clinical devices;
the terms and timing of any collaborative, licensing or other arrangements that we may establish;

any revenue generated by sales of our ReShape vBloc, ReShape Balloon, ReShape Vest (if approved for sale) or
our future products;

the scope, rate of progress, results and cost of any clinical trials and other research and development activities;
the cost and timing of obtaining any further required regulatory approvals; and

the extent to which we invest in products and technologies, although we currently have no commitments or
agreements relating to these types of transactions.

Until the time, if ever, when we can generate a sufficient amount of product revenue, we expect to finance our future

cash needs through public or private equity offerings, debt financings or corporate collaboration, licensing arrangements and
grants, as well as through interest income earned on cash balances.
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Additional capital may not be available on terms favorable to us, or at all. If we raise additional funds by issuing equity
securities, our stockholders may experience dilution. Debt financing, if available, may involve restrictive covenants or
additional security interests in our assets. Any additional debt or equity financing that we complete may contain terms that
are not favorable to us or our stockholders. If we raise additional funds through collaboration and licensing arrangements
with third parties, it may be necessary to relinquish some rights to our technologies or products, or grant licenses on terms
that are not favorable to us. If we are unable to raise adequate funds, we may have to delay, reduce the scope of, or eliminate
some or all of, our development programs or liquidate some or all of our assets.

We incur significant costs as a result of operating as a public company, and our management is required to devote
substantial time to compliance initiatives.

As a public company, we incur significant legal, accounting and other expenses. In addition, the Sarbanes-Oxley Act of
2002 (the Sarbanes-Oxley Act), as well as rules subsequently implemented by the SEC and NASDAQ have imposed various
requirements on public companies, including establishment and maintenance of effective disclosure and financial controls
and changes in corporate governance practices. Our management and other personnel devote a substantial amount of time to
these compliance initiatives. Moreover, these rules and regulations result in increased legal and financial compliance costs
and will make some activities more time-consuming and costly.

The Sarbanes-Oxley Act requires, among other things, that we maintain effective internal controls for financial
reporting and disclosure. In particular, we are required to perform system and process evaluation and testing of our internal
controls over financial reporting to allow management to report on the effectiveness of our internal controls over financial
reporting, as required by Section 404 of the Sarbanes-Oxley Act. Our testing may reveal deficiencies in our internal controls
over financial reporting that are deemed to be material weaknesses. Specifically, we have identified a material weakness in
our internal controls over financial reporting as of December 31, 2017 related to our purchase accounting related to our
acquisition or BarioSurg. In our allocation of the BarioSurg purchase price, we failed to record a $7.6 million deferred
income tax liability related to the indefinite-lived intangible asset, In- Process Research and Development, with an offsetting
increase in Goodwill in our condensed consolidated balance sheets. We do not believe that these balance sheet misstatements
related to non-cash items as of June 30, 2017 and September 30, 2017 were material to our financial statements on those
dates taken as a whole. However, the omission of this deferred tax liability led to what we have concluded to be a material
weakness in internal control over financial reporting. Specifically, because the unrecorded deferred tax liability relates to an
indefinite-lived intangible asset, we cannot offset the deferred tax liability with available deferred tax assets when
determining our net deferred tax position under generally accepted accounting principles. As a result, when the unrecorded
deferred tax liability required remeasurement due to the December 22, 2017 enactment of the Tax Cuts and Jobs Act, this
in turn required recognition of a $2.3 million income tax benefit in our consolidated statement of operations for the quarter
and year ended December 31, 2017.

We have incurred and continue to expect to incur significant expense and devote substantial management effort toward
ensuring compliance with Section 404. Moreover, if we do not comply with the requirements of Section 404, or if we identify
additional deficiencies in our internal controls that are deemed to be material weaknesses, the market price of our stock could
decline and we could be subject to sanctions or investigations by NASDAQ, the SEC or other regulatory authorities, which
would entail expenditure of additional financial and management resources.

We face significant uncertainty in the industry due to government healthcare reform.

In the United States, there have been and continue to be a number of legislative initiatives to contain healthcare costs.
The Patient Protection and Affordable Care Act, as amended, (the Affordable Care Act) as well as any future healthcare
reform legislation, may have a significant impact on our business. The impact of the Affordable Care Act on the health care
industry is extensive and includes, among other things, the federal government assuming a larger role in the health care
system, expanding healthcare coverage of United States citizens and mandating basic healthcare benefits. The Affordable
Care Act contains many provisions designed to generate the revenues necessary to fund the coverage expansions and to
reduce costs of Medicare and Medicaid, including imposing a 2.3% excise tax on domestic sales of many medical devices by
manufacturers that began in 2013. Although a moratorium was placed on the medical device excise tax through 2019, if
Congress does not pass legislation further extending or otherwise eliminating the excise tax, our sales and selling, general
and administrative expenses may be adversely effected in the future.

Congress is considering legislation to replace or repeal elements or all of the Affordable Care Act. In addition, there
have been recent public announcements by members of Congress and the new presidential administration regarding
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their plans to repeal and replace the Affordable Care Act. Further, President Trump signed an Executive Order directing
federal agencies with authorities and responsibilities under the Affordable Care Act to waive, defer, grant exemptions from,
or delay the implementation of any provision of the Affordable Care Act that would impose a fiscal or regulatory burden on
states, individuals, healthcare providers, health insurers, or manufacturers of pharmaceuticals or medical devices. At this
time, it is not clear whether the Affordable Care Act will be repealed in whole or in part, and, if it is repealed, whether it will
be replaced in whole or in part by another plan and what impact those changes will have on coverage and reimbursement for
healthcare items and services covered by plans that were authorized by the Affordable Care Act. We expect that additional
state and federal healthcare reform measures will be adopted in the future, any of which could limit the amounts that federal
and state governments will pay for healthcare products and services, and also indirectly affect the amounts that private payers
are willing to pay. In addition, any healthcare reforms enacted in the future may, like the Affordable Care Act, be phased in
over a number of years but, if enacted, could reduce our revenue, increase our costs, or require us to revise the ways in which
we conduct business or put us at risk for loss of business. In addition, our results of operations, financial position and cash
flows could be materially adversely affected by changes under the Affordable Care Act and changes under any federal or
state legislation adopted in the future.

We are subject, directly or indirectly, to United States federal and state healthcare fraud and abuse and false claims laws
and regulations. Prosecutions under such laws have increased in recent years and we may become subject to such
litigation. If we are unable to, or have not fully complied with such laws, we could face substantial penalties.

Our operations are directly, or indirectly through customers, subject to various state and federal fraud and abuse laws,
including, without limitation, the federal Anti-Kickback Statute and federal False Claims Act. These laws may impact,
among other things, our sales, marketing and education programs.

The federal Anti-Kickback Statute prohibits persons from knowingly and willfully soliciting, offering, receiving or
providing remuneration, directly or indirectly, in exchange for or to induce either the referral of an individual, or the
furnishing or arranging for a good or service, for which payment may be made under a federal healthcare program such as the
Medicare and Medicaid programs. Several courts have interpreted the statute’s intent requirement to mean that if any one
purpose of an arrangement involving remuneration is to induce referrals of federal healthcare covered business, the statute
has been violated. The Anti-Kickback Statute is broad and, despite a series of narrow safe harbors, prohibits many
arrangements and practices that are lawful in businesses outside of the healthcare industry. Penalties for violations of the
federal Anti-Kickback Statute include criminal penalties and civil sanctions such as fines, imprisonment and possible
exclusion from Medicare, Medicaid and other federal healthcare programs. Many states have also adopted laws similar to the
federal Anti-Kickback Statute, some of which apply to the referral of patients for healthcare items or services reimbursed by
any source, not only the Medicare and Medicaid programs.

The federal False Claims Act prohibits persons from knowingly filing, or causing to be filed, a false claim to, or the
knowing use of false statements to obtain payment from the federal government. Suits filed under the False Claims Act,
known as “qui tam” actions, can be brought by any individual on behalf of the government and such individuals, commonly
known as “whistleblowers,” may share in any amounts paid by the entity to the government in fines or settlement. The
frequency of filing qui tam actions has increased significantly in recent years, causing greater numbers of medical device,
pharmaceutical and healthcare companies to have to defend a False Claim Act action. When an entity is determined to have
violated the federal False Claims Act, it may be required to pay up to three times the actual damages sustained by the
government, plus civil penalties for each separate false claim. Various states have also enacted laws modeled after the federal
False Claims Act.

We are unable to predict whether we could be subject to actions under any of these laws, or the impact of such actions.
If we are found to be in violation of any of the laws described above or other applicable state and federal fraud and abuse
laws, we may be subject to penalties, including civil and criminal penalties, damages, fines, exclusion from government
healthcare reimbursement programs and the curtailment or restructuring of our operations.

We operate in a highly competitive industry that is subject to rapid change. If our competitors are able to develop and
market products that are safer or more effective than our products, our commercial opportunities will be reduced or
eliminated.

The health care industry is highly competitive, subject to rapid change and significantly affected by new product

introductions and other market activities of industry participants. The obesity treatment market in which we operate has
grown significantly in recent years and is expected to continue to expand as technology continues to evolve and
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awareness of the need to treat the obesity epidemic grows. Although we are not aware of any competitors in the
neuroblocking market, we face potential competition from pharmaceutical and surgical obesity treatments. Many of our
competitors in the obesity treatment field have significantly greater financial resources and expertise in research and
development, manufacturing, preclinical testing, clinical trials, obtaining regulatory approvals and marketing approved
products than we do. Smaller or early-stage companies may also prove to be significant competitors, particularly if they
pursue competing solutions through collaborative arrangements with large and established companies, such as Allergan,
Apollo Endosurgery, Boston Scientific, LivaNova PLC, Johnson & Johnson, Medtronic or St. Jude Medical. Our competitors
may develop and patent processes or products earlier than us, obtain regulatory approvals for competing products more
rapidly than we are able to and develop more effective, safer and less expensive products or technologies that would render
our products non-competitive or obsolete.

Failure to protect our information technology infrastructure against cyber-based attacks, network security breaches,
service interruptions, or data corruption could significantly disrupt our operations and adversely affect our business and
operating results.

We currently rely on information technology and telephone networks and systems, including the Internet, to process
and transmit sensitive electronic information and will rely on such systems to manage or support a variety of business
processes and activities, including sales, billing, customer service, procurement and supply chain, manufacturing, and
distribution. We use enterprise information technology systems to record, process, and summarize financial information and
results of operations for internal reporting purposes and to comply with regulatory financial reporting, legal, and tax
requirements.

Our information technology systems, some of which are managed by third-parties, may be susceptible to damage,
disruptions or shutdowns due to computer viruses, attacks by computer hackers, failures during the process of upgrading or
replacing software, databases or components thereof, power outages, hardware failures, telecommunication failures, user
errors or catastrophic events. We are not aware of any breaches of our information technology infrastructure. Despite the
precautionary measures we have taken to prevent breakdowns in our information technology and telephone systems, if our
systems suffer severe damage, disruption or shutdown and we are unable to effectively resolve the issues in a timely manner,
our business and operating results may suffer.

Selling products for human consumption involves inherent legal and other risks, including product contamination,
spoilage, tampering, allergens or other adulteration, which could lead to product liability or other claims.

In January 2018, we launched a limited time and scope pilot program selling private-labeled meal replacements and
nutritional products that are manufactured and fulfilled by third-party vendors. This program is primarily designed to serve
individuals who may have interest in, but do not qualify for, treatment with our ReShape vBloc or ReShape Balloon devices.
This program includes a customized nutrition program designed by, and weekly support from, a registered dietitian. We rely
on our third-party vendors to ensure that the products they manufacture and sell comply with applicable regulatory, health
and safety, and other legal requirements. We also rely on our third-party vendors to ensure that the products are safe for
human consumption and that any nutritional advice is appropriate under the circumstances. However, any product liability or
other claims related to our meal replacement and nutritional products or services could significantly damage our reputation
and consumer confidence in our products and could materially and adversely affect our business.

Risks Associated with Development and Commercialization of the ReShape vBloc, ReShape Balloon and ReShape
Vest

Our efforts to commercialize our ReShape vBloc, ReShape Balloon and ReShape Vest may not succeed or may encounter
delays which could significantly harm our ability to generate revenue.

Our ability to generate revenue will depend upon the successful commercialization of our ReShape vBloc, ReShape
Balloon and our ReShape Vest (if approved for sale). Our efforts to commercialize these products may not succeed for a

number of reasons, including:

we may not be able to obtain the regulatory approvals required for our ReShape Vest or for any future
modifications to our ReShape vBloc or ReShape Balloon;
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our products may not be accepted in the marketplace by physicians, patients and third-party payers;

sales of our ReShape Balloon may be negatively impacted by the FDA announcement to alert health care providers
of unanticipated deaths involving the ReShape Balloon;

the price of our products, associated costs of the surgical procedure and treatment and the availability of sufficient
third-party reimbursement for the system implantation and follow-up procedures;

appropriate reimbursement and/or coding options may not exist to enable billing for the system implantation and
follow-up procedures;

we may not be able to sell our products at a price that allows us to meet the revenue targets necessary to generate
enough revenue for profitability;

the frequency and severity of any side effects of our products;

physicians and potential patients may not be aware of the perceived effectiveness and sustainability of the results
of our products;

we, or the investigators of our products, may not be able to have information on the outcome of the trials published
in medical journals;

the availability and perceived advantages and disadvantages of alternative treatments;
any rapid technological change may make our products obsolete;
we may not be able to have our products manufactured in commercial quantities or at an acceptable cost;

we may not have adequate financial or other resources to complete the development and commercialization of our
products or to develop sales and marketing capabilities for our products; and

we may be sued for infringement of intellectual property rights and could be enjoined from manufacturing or
selling our products.

Besides requiring physician adoption, market acceptance of our products will depend on successfully communicating
the benefits of our products to three additional constituencies involved in deciding whether to treat a particular patient using
our products: (1) the potential patients themselves; (2) institutions such as hospitals, where the procedure would be
performed and opinion leaders in these institutions; and (3) third-party payers, such as private healthcare insurers and
governmental payers, such as Medicare and Medicaid in the United States, which would ultimately bear most of the costs of
the various providers and equipment involved in our vBloc Therapy, ReShape Balloon and ReShape Vest (if approved for
sale). Marketing to each of these constituencies requires a different marketing approach, and we must convince each of these
groups of the efficacy and utility of our products to be successful.

If our products, or any other therapy or products for other gastrointestinal diseases and disorders that we may develop,
do not achieve an adequate level of acceptance by the relevant constituencies, we may not generate significant product
revenue and may not become profitable.

We may not be able to obtain required regulatory approvals for our ReShape Vest in a cost-effective manner or at all,
which could adversely affect our business and operating results.

The production and marketing of our ReShape Vest and our ongoing research and development, preclinical testing and
clinical trial activities are subject to extensive regulation and review by numerous governmental authorities both in the
United States and abroad. U.S. and foreign regulations applicable to medical devices are wide-ranging and govern, among
other things, the development, testing, marketing and premarket review of new medical devices, in addition to regulating
manufacturing practices, reporting, advertising, exporting, labeling and record keeping procedures. We are
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required to obtain regulatory approval before we can market our ReShape Vest in the United States and certain foreign
countries. The regulatory process will require significant time, effort and expenditures to bring products to market, and it is
possible that our ReShape Vest will not be approved for sale. Even if regulatory approval of our ReShape Vest is granted, it
may not be granted within the timeframe that we expect, which could have an adverse effect on our operating results and
financial condition. Even after our ReShape Vest is approved by the FDA, we may have ongoing responsibilities under FDA
regulations, non-compliance of which could result in the subsequent withdrawal of such approvals, or such approvals could
be withdrawn due to the occurrence of unforeseen problems following initial approval. We also are subject to medical device
reporting regulations that require us to report to the FDA if any of our products causes or contributes to a death or serious
injury or if a malfunction were it to occur might cause or contribute to a death or serious injury. Any failure to obtain
regulatory approvals on a timely basis or the subsequent withdrawal of such approvals could prevent us from successfully
marketing our products, which could adversely affect our business and operating results.

While we previously had received approval from the regulatory body of the European Economic Area to market our
ReShape vBloc for the treatment of obesity, that approval will lapse March 31, 2018 and we have not received, and may
never receive, approval from the regulatory bodies of any other foreign countries.

We do not have the necessary regulatory approvals to market our ReShape vBloc in any foreign market other than the
European Economic Area for which we received CE Mark approval for our ReShape vBloc in March 2011 for the treatment
of obesity and other countries which accept these regulatory approvals. The CE Mark approval for our ReShape vBloc was
expanded in 2014 to also include use for the management of Type 2 diabetes in obese patients. This CE Mark approval lapses
March 31, 2018. Additionally, the ReShape vBloc was previously listed on the Australian Register of Therapeutic Goods
(ARTG). We commenced commercialization of our ReShape vBloc product in Australia and the Middle East in 2012, but
have not generated revenue from commercial sales outside of the United States since 2012 as we focused our resources on
the U.S. regulatory approval process and commercialization of ReShape vBloc in the United States and we do not know
when, or if, we will have the resources to commercialize our ReShape vBloc internationally.

In order to market our ReShape vBloc outside of the United States, we will need to establish and comply with the
numerous and varying regulatory requirements of other countries regarding safety and efficacy. Approval procedures vary
among countries and can involve additional product testing and additional administrative review periods. The time required
to obtain approval in other countries may differ from that required to obtain FDA approval. The regulatory approval process
in other countries may also include all of the risks detailed below.

Regulatory approval in one country does not ensure regulatory approval in another, but a failure or delay in obtaining
regulatory approval in one country may negatively impact the regulatory process in others. While the ReShape vBloc was
previously listed on the ARTG and has European CE Marking until March 31, 2018 we cannot assure you when, or if, we
will be able to restart sales in, Australia or the Middle East, commence sales or obtain approval to market our ReShape vBloc
product in other countries outside the United States.

Because vBloc Therapy represents a novel way to effect weight loss in the treatment of obesity, and because there is a
large population of obese patients who might be eligible for treatment, it is possible that other regulatory bodies will review
an application for approval of our ReShape vBloc with greater scrutiny, which could cause that process to be lengthier and
more involved than that for products without such characteristics. Such regulatory bodies can delay, limit or deny approval of
our ReShape vBloc for many reasons, including our inability to demonstrate safety or effectiveness to their satisfaction,
insufficient or inadequate data from our clinical trials, the facilities of our third-party manufacturers or suppliers may not
meet applicable requirements; and changes in the regulatory bodies’ approval policies, expectations with regard to the type or
amount of scientific data required or adoption of new regulations may require additional data or additional clinical studies.

We have limited data and experience regarding the safety and efficacy of the ReShape vBloc. Any long-term data that
is generated may not be positive or consistent with our limited short-term data, which would affect market acceptance of
these products.

Because our technology is relatively new in the treatment of obesity, we have performed clinical trials only with

limited patient populations. The long-term effects of using the ReShape vBloc in a large number of patients have not
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been studied and the results of short-term clinical use of the ReShape vBloc do not necessarily predict long-term clinical
benefits or reveal long-term adverse effects.

Clinical trials conducted with the ReShape vBloc have involved procedures performed by physicians who are very
technically proficient. Consequently, both short and long-term results reported in these studies may be significantly more
favorable than typical results achieved by physicians, which could negatively impact market acceptance of the ReShape
vBloc and materially harm our business.

We may be unable to complete our current clinical trials or any additional clinical trials, or we may experience significant
delays in completing those clinical trials, which could impact market acceptance of our ReShape vBloc and ReShape
Balloon products and impair our financial position.

We continue to evaluate the vBloc Therapy in human clinical trials, including the EMPOWER trial, the ReCharge trial
and the ReNew trial. We continue to evaluate the ReShape Balloon product in the ReShape Post Approval
Study. Conducting a clinical trial, which involves screening, assessing, testing, treating and monitoring patients at several
sites across the country and possibly internationally, and coordinating with patients and clinical institutions, is a complex and
uncertain process.

The completion of our ongoing and future clinical trials, could be delayed, suspended or terminated for several reasons,
including:

ongoing discussions with regulatory authorities regarding the scope or design of our preclinical results or clinical
trial or requests for supplemental information with respect to our preclinical results or clinical trial results;

our failure or inability to conduct the clinical trials in accordance with regulatory requirements;

sites currently participating in the trial may drop out of the trial, which may require us to engage new sites or
petition the FDA for an expansion of the number of sites that are permitted to be involved in the trial;

patients may not remain in or complete, clinical trials at the rates we expect;

patients may experience serious adverse events or side effects during the trial, which, whether or not related to our
product, could cause the FDA or other regulatory authorities to place the clinical trial on hold;

clinical investigators may not perform our clinical trials on our anticipated schedule or consistent with the clinical
trial protocol and good clinical practices;

we may be unable to obtain a sufficient supply of ReShape vBloc or ReShape Balloon product necessary for the
timely conduct of the clinical trials; and

we may not have the financial resources necessary to fund the clinical trials on a timely basis.

Although we believe that we have adequate personnel and procedures in place to manage the clinical trial process, the
complexity of managing this process while also commercializing our products and fulfilling our disclosure and other
obligations to our stockholders, lenders, regulators and other constituents could result in our inadvertently taking actions
outside the clinical trial process, which could adversely impact the trial. As is always the case, if the FDA ultimately
determined that such actions materially violated the protocol for the trial, the FDA could suspend, terminate or reject the
results of the clinical trial and require us to repeat the process.

If our clinical trials are delayed, it will take us longer to ultimately commercialize a product and generate revenue or

the delay could result in our being unable to do so. Moreover, our development costs will increase if we have material delays
in our clinical trials or if we need to perform more or larger clinical trials than planned.
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We depend on clinical investigators and clinical sites to enroll patients in our clinical trials, and on other third parties to
manage the trials and to perform related data collection and analysis, and, as a result, we may face costs and delays that
are outside of our control.

We rely on clinical investigators and clinical sites to enroll patients in our clinical trials and other third parties to
manage the trials and to perform related data collection and analysis. However, we may not be able to control the amount and
timing of resources that clinical sites may devote to our clinical trials. If these clinical investigators and clinical sites fail to
enroll a sufficient number of patients in our clinical trials, ensure compliance by patients with clinical protocols or comply
with regulatory requirements, we will be unable to complete these trials, which could prevent us from obtaining or
maintaining regulatory approvals for our product. Our agreements with clinical investigators and clinical trial sites for
clinical testing place substantial responsibilities on these parties and, if these parties fail to perform as expected, our trials
could be delayed or terminated. If these clinical investigators, clinical sites or other third parties do not carry out their
contractual duties or obligations or fail to meet expected deadlines, or if the quality or accuracy of the clinical data they
obtain is compromised due to their failure to adhere to our clinical protocols, regulatory requirements or for other reasons,
our clinical trials may be extended, delayed or terminated, or the clinical data may be rejected by the FDA, adversely
affecting our ability to successfully commercialize our product.

Madifications to the ReShape vBloc or ReShape Balloon may require additional approval from regulatory authorities,
which may not be obtained or may delay our commercialization efforts.

The FDA and our European Notified Body require medical device companies to initially make and document a
determination of whether or not a modification requires a new approval, supplement or clearance; however, some of these
regulatory authorities can review a company’s decision. Any modifications to an approved device that could significantly
affect its safety or efficacy, or that would constitute a major change in its intended use could require additional clinical
studies and separate regulatory applications. Product changes or revisions will require all the regulatory steps and associated
risks discussed above possibly including testing, regulatory filings and clinical study. We may not be able to obtain approval
of supplemental regulatory approvals for product modifications, new indications for our product or new products. Delays in
obtaining future clearances would adversely affect our ability to introduce new or enhanced products in a timely manner,
which in turn would harm our commercialization efforts and future growth.

Our neuroblocking therapy for the treatment of obesity is a unique form of treatment. Physicians may not widely adopt
our ReShape vBloc and vBloc Therapy unless they determine, based on experience, long-term clinical data and published
peer reviewed journal articles, that vBloc Therapy provides a safe and effective alternative to other existing treatments for
obesity.

We believe we are the first and only company currently pursuing neuroblocking therapy for the treatment of obesity.
Physicians tend to be slow to change their medical treatment practices because of the time and skill required to learn a new
procedure, the perceived liability risks arising from the use of new products and procedures, and the uncertainty of third-
party coverage and reimbursement. Physicians may not widely adopt our ReShape vBloc and vBloc Therapy unless they
determine, based on experience, long-term clinical data and published peer reviewed journal articles, that the use of our
vBloc Therapy provides a safe and effective alternative to other existing treatments for obesity, including pharmaceutical
solutions and bariatric surgical procedures.

We cannot provide any assurance that the data collected from our current and planned clinical trials will be sufficient to
demonstrate that our vBloc Therapy is an attractive alternative to other obesity treatment procedures. We rely on experienced
and highly trained surgeons to perform the procedures in our clinical trials and both short-and long-term results reported in
our clinical trials may be significantly more favorable than typical results of practicing physicians, which could negatively
impact rates of adoption of our ReShape vBloc and vBloc Therapy. We believe that published peer-reviewed journal articles
and recommendations and support by influential physicians regarding our ReShape vBloc and vBloc Therapy will be
important for market acceptance and adoption, and we cannot assure you that we will receive these recommendations and
support, or that supportive articles will be published.
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If we fail to obtain adequate coding, coverage or payment levels for our product by governmental healthcare programs
and other third-party payers, there may be no commercially viable markets for our ReShape vBloc or other products we
may develop or our target markets may be much smaller than expected.

Healthcare providers generally rely on third-party payers, including governmental payers, such as Medicare and
Medicaid in the United States, as well as private healthcare insurers, to adequately cover and reimburse the cost of medical
devices. Importantly, third-party payers are increasingly challenging the price of medical products and services and
instituting cost containment measures to control or significantly influence the purchase of medical products and services. We
expect that third-party payers will continue to attempt to contain or reduce the costs of healthcare by challenging the prices
charged for healthcare products and services. If reimbursement for our ReShape vBloc and the related surgery and facility
costs is unavailable or limited in scope or amount, or if pricing is set at unsatisfactory levels, market acceptance of our
ReShape vBloc will be impaired and our future revenue, if any, would be adversely affected. As such, even though we have
obtained FDA approval for our ReShape vBloc and began to market it in 2015, the availability and level of third-party
coverage and reimbursement could substantially affect our ability to successfully commercialize our ReShape vBloc and
other products we may develop.

The efficacy, safety, ease of use and cost-effectiveness of our ReShape vBloc and of any competing products will, in
part, determine the availability and level of coverage and payment. In particular, we expect that securing coding, coverage
and payment for our ReShape vBloc will be more difficult if healthcare providers and obese individuals do not consider the
percentage of EWL from a pre-implementation baseline that our clinical trials have demonstrated to be clinically meaningful,
whether or not regulatory agencies consider the improvement of patients treated in clinical trials to have been clinically
meaningful.

In some international markets, pricing of medical devices is subject to government control. In the United States and
international markets, we expect that both government and third-party payers will continue to attempt to contain or reduce the
costs of healthcare by challenging the prices charged for healthcare products and services. If payment for our ReShape vBloc
and the related surgery and facility costs is unavailable or limited in scope or amount, or if pricing is set at unsatisfactory
levels, market acceptance of our ReShape vBloc will be impaired and our future revenue, if any, would be adversely affected.

We cannot predict the likelihood or pace of any significant regulatory or legislative action in any of these areas, nor can
we predict whether or in what form healthcare legislation being formulated by various governments will be passed. We also
cannot predict with precision what effect such governmental measures would have if they were ultimately enacted into law.
However, in general, we believe that such legislative activity will likely continue. If adopted, such measures can be expected
to have an impact on our business.

If we or our suppliers fail to comply with ongoing regulatory requirements, or if we experience unanticipated product
problems, our ReShape vBloc or ReShape Balloon could be subject to restrictions or withdrawal from the market.

Completion of our clinical trials and continued commercialization of our ReShape vBloc and ReShape Balloon will
require access to manufacturing facilities that meet applicable regulatory standards to manufacture a sufficient supply of our
products. We rely solely on third parties to manufacture and assemble our ReShape vBloc product and do not currently plan
to manufacture or assemble our ReShape vBloc product ourselves in the future. While we currently manufacture the
ReShape Balloon in our own facility, for both ReShape vBloc and ReShape Balloon products, we rely on outside suppliers
and service providers to deliver materials and services that comply with standards set by the FDA and other regulators.

Any product for which we obtain marketing approval, along with the manufacturing processes, post-approval clinical
data and promotional activities for such product, will be subject to continual review and periodic inspections by our European
Notified Body and the FDA and other regulatory bodies. In particular we and our manufacturers and suppliers are required to
comply with ISO requirements, Good Manufacturing Practices, which for medical devices is called the Quality System
Regulation (QSR), and other regulations which cover the methods and documentation of the design, testing, production,
control, quality assurance, labeling, packaging, storage and shipping of any product for which we obtain marketing approval.
The FDA enforces the QSR through inspections, which may be unannounced, and the CE system enforces its certification
through inspections and audits as well. Our quality system has received certification of compliance to the requirements of
ISO 13485:2003 and will have to continue to successfully complete such inspections to maintain regulatory approvals for
sales outside of the United States. Failure by us or one of our
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manufacturers or suppliers to comply with statutes and regulations administered by the FDA, CE authorities and other
regulatory bodies, or failure to adequately respond to any observations, could result in enforcement actions against us or our
manufacturers or suppliers, including, restrictions on our product or manufacturing processes, withdrawal of the product from
the market, voluntary or mandatory recall, fines, suspension of regulatory approvals, product seizures, injunctions or the
imposition of civil or criminal penalties.

If any of these actions were to occur it would harm our reputation and cause our product sales to suffer. Furthermore,
our key component suppliers may not currently be or may not continue to be in compliance with applicable regulatory
requirements. If the FDA or any other regulatory body finds their compliance status to be unsatisfactory, our
commercialization efforts could be delayed, which would harm our business and our results of operations.

Additionally, if the FDA determines that our promotional materials, training or other activities constitute promotion of
an unapproved use, we could be subject to significant liability, the FDA could request that we cease, correct or modify our
training or promotional materials or subject us to regulatory enforcement actions. It is also possible that other federal, state or
foreign enforcement authorities might take action if they consider our training or other promotional materials to constitute
promotion of an unapproved use, which could result in significant fines or penalties under other statutory authorities, such as
laws prohibiting false claims for reimbursement.

We are subject to medical device reporting regulations that require us to report to the FDA, Competent Authorities or
other governmental authorities in other countries if our products cause or contribute to a death or serious injury or
malfunction in a way that would be reasonably likely to contribute to death or serious injury if the malfunction were to recur.
The FDA and similar governmental authorities in other countries have the authority to require the recall of our products in
the event of material deficiencies or defects in design or manufacturing. A government mandated, or voluntary, recall by us
could occur as a result of component failures, manufacturing errors or design defects, including defects in labeling. Any
recall would divert managerial and financial resources and could harm our reputation with customers. There can be no
assurance that there will not be product recalls in the future or that such recalls would not have a material adverse effect on
our business. Once the product is approved and implanted in a large number of patients, infrequently occurring adverse
events may appear that were not observed in the clinical trials. This could cause health authorities in countries where the
product is available to take regulatory action, including marketing suspension and recall.

We recently received two Form 483s from the FDA. This could lead to a warning letter, which could have a material
adverse effect on our business.

In December 2017, following an inspection of our St. Paul, Minnesota facility, the FDA issued us a Form 483. The
Form 483 identified seven observations, including (i) that procedures for corrective and preventive actions have not been
adequately established, (ii) certain product components that do not conform to specifications were not adequately controlled,
(iii) certain processes have not been adequately validated according to established procedures, (iv) our risk analysis for
certain procedures is incomplete, (v) two instances where we did not report adverse patient events to the FDA, (vi)
procedures to ensure that all purchased or received products and services conform to specified requirements have not been
adequately established, and (vii) quality audits were not performed at defined intervals to determine whether the quality
system activities and results comply with quality system procedures.

In February 2018, following an inspection of our San Clemente, California facility, the FDA issued us another Form
483, which identified two observations. The first observation relates to inconsistencies in our documentation of the resolution
of certain self-identified corrective actions. The second observation relates to multiple instances of ReShape Medical, both
before and after our acquisition of the company, reporting adverse patient events related to implanted ReShape Balloons to
the FDA after the required 30 day deadline, all of which were either submitted to the FDA shortly after the deadline or were
caused by technical issues with the FDA submission portal.

Following our receipt of each Form 483, we agreed to take corrective and preventive actions to fully address the FDA
observations. The outcome of these matters is presently uncertain. We cannot assure you that the FDA will conclude that our
corrective and preventive actions are adequate to address the observations. If the FDA were to find that we failed to comply
with applicable regulations, the FDA could institute a wide variety of enforcement actions, ranging from a public warning
letter to more severe sanctions such as fines and civil money penalties against us or our officers; delays in clearing or
approving, or refusal to clear or approve, our products; withdrawal or suspension of approval of our
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products; product recall or seizure; interruption of production; operating restrictions; injunctions; or criminal prosecution.

We may not be successful in our efforts to utilize our vBloc Therapy to treat comorbidities associated with obesity and
other gastrointestinal diseases and disorders.

As part of our long-term business strategy, we plan to research the application of our vBloc Therapy to treat
comorbidities associated with obesity and other gastrointestinal diseases and disorders. Research to identify new target
applications requires substantial technical, financial and human resources, whether or not any new applications for our vBloc
Therapy are ultimately identified. We may be unable to identify or pursue other applications of our technology. Even if we
identify potential new applications for our vBloc Therapy, investigating the safety and efficacy of our therapy requires
extensive clinical testing, which is expensive and time-consuming. If we terminate a clinical trial in which we have invested
significant resources, our prospects will suffer, as we will have expended resources on a program that will not provide a
return on our investment and missed the opportunity to allocate those resources to potentially more productive uses. We will
also need to obtain regulatory approval for these new applications, as well as achieve market acceptance and an acceptable
level of reimbursement.

We depend on a limited number of manufacturers and suppliers of various critical components for our products. The loss
of any of these manufacturer or supplier relationships could prevent or delay commercialization of our products.

We rely entirely on third parties to manufacture our ReShape vBloc product and to supply us with all of the critical
components of our products, including our leads, implantable batteries, neuroregulators, transmit coils and
controllers. Additionally, we rely on third party suppliers to provide the materials necessary for us to manufacture the
ReShape Balloon. If any of our existing suppliers were unable or unwilling to meet our demand for product components, or
if the components or finished products that they supply do not meet quality and other specifications, completion of our
clinical trials or commercialization of our product could be delayed. Alternatively, if we have to switch to a replacement
manufacturer or replacement supplier for any of our product components, we may face additional regulatory delays, and the
manufacture and delivery of our products could be interrupted for an extended period of time, which could delay completion
of our clinical trials or commercialization of our products.

If our device manufacturers or our suppliers are unable to provide an adequate supply of our products, our growth could
be limited and our business could be harmed.

In order to produce our products in the quantities that we anticipate will be required to meet anticipated market
demand, we will need our manufacturers to increase, or scale-up, the production process by a significant factor over our
current level of production. There are technical challenges to scaling-up manufacturing capacity and developing commercial-
scale manufacturing facilities that may require the investment of substantial additional funds by us or our manufacturers and
hiring and retaining additional management and technical personnel who have the necessary manufacturing experience. If we
or our manufacturers are unable to do so, we may not be able to meet future demand, if any. We may also represent only a
small portion of our supplier’s or manufacturer’s business and if they become capacity constrained they may choose to
allocate their available resources to other customers that represent a larger portion of their business. We currently anticipate
that we will continue to rely on third-party manufacturers and suppliers for the production of our products. If we are unable
to obtain a sufficient supply of our products or the materials necessary to manufacture our products, our revenue, business
and financial prospects would be adversely affected.

If we are unable to establish sales and marketing capabilities or enter into and maintain arrangements with third parties
to market and sell our ReShape vBloc and ReShape Balloon products, our business may be harmed.

We have limited experience as a company in sales, marketing and distribution of our product and began the process of
developing a sales and marketing organization in 2015 and have continued its development in 2016, 2017 and into 2018. We
market our products in the United States through a direct sales force supported by field technical managers who provide
training, technical and other support services to our customers. We have begun to develop the necessary sales and marketing
infrastructure in order to commercialize our product, but developing a sales force is expensive and time consuming and we
may be unable to develop an effective sales and marketing organization on a timely basis, if at all, or maintain our current
sales and marketing capabilities, either of which would delay or prevent us from generating enough revenue to become
profitable. Our sales force will be competing with the experienced and well-funded marketing and sales organizations of our
more established competitors. If we are unable to establish and maintain
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our own sales and marketing capabilities, we will need to contract with third parties to market and sell our product. In this
event, our profit margins would likely be lower than if we performed these functions ourselves. In addition, we would
necessarily be relying on the skills and efforts of others for the successful marketing of our product. If we are unable to
establish and maintain effective sales and marketing capabilities, independently or with others, we may not be able to
generate product revenue and may not become profitable.

When we have sufficient resources to commercialize our ReShape vBloc internationally, we intend to use direct, dealer
and distributor sales models as the targeted geography best dictates. With the acquisition of ReShape Medical in October
2017, we have distributor agreements to sell the ReShape Balloon in the Middle East.

To generate sales and launch the commercialization of our product in other geographic regions we may need to identify
and enter into other third-party distributor agreements. There is no assurance that we can do so on economically acceptable
terms or that if we do so, that a third-party distributor will be successful in selling our product.

The commercialization of our products in countries outside the United States will expose our business to certain risks
associated with international operations.

When we have sufficient resources to do so, we intend to commercialize our products in the European Economic Area,
Australia and the Middle East and other international markets in which we obtain necessary regulatory approvals. Conducting
international operations will subject us to unique risks, including:

unfamiliar legal requirements with which we would need to comply;
fluctuations in currency exchange rates;

potentially adverse tax consequences, including the complexities of foreign value added tax systems and
restrictions on the repatriation of earnings;

increased financial accounting and reporting burdens and complexities; and
reduced or varied protection for intellectual property rights in some countries.

The occurrence of any one of these risks could negatively affect our business and results of operations generally.
Additionally, operating in international markets requires significant management attention. We cannot be certain that
investments required to establish operations in other countries will produce desired levels of revenues or profitability.

We may be unable to attract and retain management and other personnel we need to succeed.

Our success depends on the services of our senior management and other key employees. The loss of the services of
one or more of our officers or key employees could delay or prevent the successful completion of our clinical trials and the
commercialization of our ReShape vBloc and ReShape Balloon and the development of our ReShape Vest. Our continued
growth will require hiring a number of qualified clinical, scientific, commercial and administrative personnel. Accordingly,
recruiting and retaining such personnel in the future will be critical to our success. There is intense competition from other
companies and research and academic institutions for qualified personnel in the areas of our activities. If we fail to identify,
attract, retain and motivate these highly skilled personnel, we may be unable to continue our development and
commercialization activities.

We may be unable to manage our growth effectively.

Our business strategy entails significant future growth. For example, we will have to expand existing operations in
order to commercialize our ReShape vBloc, ReShape Balloon and develop our ReShape Vest, conduct additional clinical
trials, increase our contract manufacturing capabilities, hire and train new personnel to handle the marketing and sales of our
product, assist patients and healthcare providers in obtaining reimbursement for the use of our product and create and develop
new applications for our technology. This growth may place significant strain on our management and financial and
operational resources. Successful growth is also dependent upon our ability to implement appropriate financial and
management controls, systems and procedures. Our ability to effectively manage growth depends on our success in
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attracting and retaining highly qualified personnel, for which the competition may be intense. If we fail to manage these
challenges effectively, our business could be harmed.

We face the risk of product liability claims that could be expensive, divert management’s attention and harm our
reputation and business. We may not be able to obtain adequate product liability insurance.

Our business exposes us to a risk of product liability claims that is inherent in the testing, manufacturing and marketing
of medical devices. The medical device industry has historically been subject to extensive litigation over product liability
claims. We may be subject to product liability claims if our products cause, or appear to have caused, an injury. Claims may
be made by consumers, healthcare providers, third-party strategic collaborators or others selling our products.

We have product liability insurance, which covers the use of our ReShape vBloc and vBloc Therapy and ReShape
Balloon in our clinical trials and any commercial sales, in an amount we believe is appropriate. Our current product liability
insurance may not continue to be available to us on acceptable terms, if at all, and, if available, the coverage may not be
adequate to protect us against any future product liability claims. If we are unable to obtain insurance at an acceptable cost
and on acceptable terms for an adequate coverage amount, or otherwise to protect against potential product liability claims,
we could be exposed to significant liabilities, which may harm our business. A product liability claim, recall or other claim
with respect to uninsured liabilities or for amounts in excess of insured liabilities could have a material adverse effect on our
business, financial condition and results of operations. These liabilities could prevent or interfere with our product
commercialization efforts. Defending a suit, regardless of merit, could be costly, could divert management attention and
might result in adverse publicity, which could result in the withdrawal of, or inability to recruit, clinical trial volunteers or
result in reduced acceptance of our products in the market.

We may be subject to product liability claims even if it appears that the claimed injury is due to the actions of others.
For example, we rely on the expertise of surgeons and other associated medical personnel to perform the medical procedure
to implant and remove our products and to perform the related therapy. If these medical personnel are not properly trained or
are negligent, the therapeutic effect of our products may be diminished or the patient may suffer critical injury, which may
subject us to liability. In addition, an injury that is caused by the negligence of one of our suppliers in supplying us with a
defective component that injures a patient could be the basis for a claim against us. A product liability claim, regardless of its
merit or eventual outcome, could result in decreased demand for our products; injury to our reputation; diversion of
management’s attention; withdrawal of clinical trial participants; significant costs of related litigation; substantial monetary
awards to patients; product recalls or market withdrawals; loss of revenue; and the inability to commercialize our products
under development.

Risks Related to Intellectual Property

If we are unable to obtain or maintain intellectual property rights relating to our technology and neuroblocking therapy,
the commercial value of our technology and any future products will be adversely affected and our competitive position
will be harmed.

Our commercial success depends in part on our ability to obtain protection in the United States and other countries for
our ReShape vBloc and vBloc Therapy, ReShape Balloon and ReShape Vest by establishing and maintaining intellectual
property rights relating to or incorporated into our technology and products. We own numerous U.S. and foreign patents and
have numerous patent applications pending, most of which pertain to treating gastrointestinal disorders and the treatment of
obesity. We have also received or applied for patents in Europe, Australia, China, India, Japan, Israel and Canada. In
addition, we are the exclusive licensee of three U.S. patents owned by the Mayo Foundation for Medical Education and
Research, which are unrelated to our vBloc Therapy. Our pending and future patent applications may not issue as patents or,
if issued, may not issue in a form that will provide us any competitive advantage. We expect to incur substantial costs in
obtaining patents and, if necessary, defending our proprietary rights. The patent positions of medical device companies,
including ours, can be highly uncertain and involve complex and evolving legal and factual questions. We do not know
whether we will obtain the patent protection we seek, or that the protection we do obtain will be found valid and enforceable
if challenged. If we fail to obtain adequate protection of our intellectual property, or if any protection we obtain is reduced or
eliminated, others could use our intellectual property without compensating us, resulting in harm to our business. We may
also determine that it is in our best interests to voluntarily challenge a third-party’s products or patents in litigation or
administrative proceedings, including patent interferences, re-examinations or under more recently promulgated Inter Partes
Review proceedings, depending on when
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the patent application was filed. In the event that we seek to enforce any of our owned or exclusively licensed patents against
an infringing party, it is likely that the party defending the claim will seek to invalidate the patents we assert, which, if
successful could result in the loss of the entire patent or the relevant portion of our patent, which would not be limited to any
particular party. Any litigation to enforce or defend our patent rights, even if we were to prevail, could be costly and time-
consuming and could divert the attention of our management and key personnel from our business operations. Even if we
were to prevail in any litigation, we cannot assure you that we can obtain an injunction that prevents our competitors from
practicing our patented technology. Our competitors may independently develop similar or alternative technologies or
products without infringing any of our patent or other intellectual property rights, or may design around our proprietary
technologies.

We cannot assure you that we will obtain any patent protection that we seek, that any protection we do obtain will be
found valid and enforceable if challenged or that it will confer any significant commercial advantage. U.S. patents and patent
applications may also be subject to interference proceedings and U.S. patents may be subject to re-examination proceedings
in the U.S. Patent and Trademark Office (USPTO), or under more recently promulgated Inter Partes Review proceedings,
depending on when the patent application was filed, and foreign patents may be subject to opposition or comparable
proceedings in the corresponding foreign patent offices, which proceedings could result in either loss of the patent or denial
of the patent application, or loss or reduction in the scope of one or more of the claims of, the patent or patent application. In
addition, such interference, re-examination and opposition proceedings may be costly. Moreover, the U.S. patent laws have
recently changed with the adoption of the America Invents Act (AIA), possibly making it easier to challenge patents. Some
of our technology was, and continues to be, developed in conjunction with third parties, and thus there is a risk that such third
parties may claim rights in our intellectual property. Thus, any patents that we own or license from others may provide
limited or no protection against competitors. Our pending patent applications, those we may file in the future, or those we
may license from third parties, may not result in patents being issued. If issued, they may not provide us with proprietary
protection or competitive advantages against competitors with similar technology.

Non-payment or delay in payment of patent fees or annuities, whether intentional or unintentional, may result in loss of
patents or patent rights important to our business. Many countries, including certain countries in Europe, have compulsory
licensing laws under which a patent owner may be compelled to grant licenses to third parties. In addition, many countries
limit the enforceability of patents against third parties, including government agencies or government contractors. In these
countries, the patent owner may have limited remedies, which could materially diminish the value of the patent. In addition,
the laws of some foreign countries do not protect intellectual property rights to the same extent as do the laws of the United
States, particularly in the field of medical products and procedures.

Many of our competitors have significant resources and incentives to apply for and obtain intellectual property rights that
could limit or prevent our ability to commercialize our current or future products in the United States or abroad.

Many of our competitors who have significant resources and have made substantial investments in competing
technologies may seek to apply for and obtain patents that will prevent, limit or interfere with our ability to make, use or sell
our products either in the United States or in international markets. Our current or future U.S. or foreign patents may be
challenged, circumvented by competitors or others or may be found to be invalid, unenforceable or insufficient. In most cases
in the United States patent applications are published 18 months after filing the application, or corresponding applications are
published in other countries, and since publication of discoveries in the scientific or patent literature often lags behind actual
discoveries, we cannot be certain that we were the first to make the inventions covered by each of our pending patent
applications, or that we were the first to file patent applications for such inventions.

If we are unable to protect the confidentiality of our proprietary information and know-how, the value of our technology
and products could be adversely affected.

In addition to patented technology, we rely on our unpatented proprietary technology, trade secrets, processes and
know-how. We generally seek to protect this information by confidentiality agreements with our employees, consultants,
scientific advisors and third parties. These agreements may be breached, and we may not have adequate remedies for any
such breach. In addition, our trade secrets may otherwise become known or be independently developed by competitors. To
the extent that our employees, consultants or contractors use intellectual property owned by others in their work for us,
disputes may arise as to the rights in related or resulting know-how and inventions.
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Intellectual property litigation is a common tactic in the medical device industry to gain competitive advantage. If we
become subject to a lawsuit, we may be required to expend significant financial and other resources and our
management’s attention may be diverted from our business.

There has been a history of frequent and extensive litigation regarding patent and other intellectual property rights in
the medical device industry, and companies in the medical device industry have employed intellectual property litigation to
gain a competitive advantage. Accordingly, we may become subject to patent infringement claims or litigation in a court of
law, or interference proceedings declared by the USPTO to determine the priority of inventions or an opposition to a patent
grant in a foreign jurisdiction. We may also become subject to claims or litigation seeking payment of royalties based on
sales of our product in connection with licensing or similar joint development arrangements with third parties or in
connection with claims of patent infringement.

Specifically, on April 20, 2017, Fulfillium, Inc. filed a complaint in the United States District Court for the District of
Delaware accusing ReShape Medical, our wholly owned subsidiary, of trade secret misappropriation and patent infringement
of U.S. Patent Nos. 9,445,930 and 9,456,915, which we are currently in the process of defending. The defense and
prosecution of intellectual property suits, USPTO interference proceedings, reexamination proceedings, or under more
recently promulgated Inter Partes Review proceedings, depending on when the patent application was filed, or opposition
proceedings and related legal and administrative proceedings, are both costly and time consuming and could result in
substantial uncertainty to us. Litigation or regulatory proceedings may also be necessary to enforce patent or other
intellectual property rights of ours or to determine the scope and validity of other parties’ proprietary rights. Any litigation,
opposition or interference proceedings, with or without merit, may result in substantial expense to us, cause significant strain
on our financial resources, divert the attention of our technical and management personnel and harm our reputation. We may
not have the financial resources to defend our patents from infringement or claims of invalidity. An adverse determination in
any litigation could subject us to significant liabilities to third parties, require us to seek licenses from or pay royalties to third
parties or prevent us from manufacturing, selling or using our proposed products, any of which could have a material adverse
effect on our business and prospects.

Our vBloc Therapy or ReShape vBloc, ReShape Balloon or ReShape Vest may infringe or be claimed to infringe
patents that we do not own or license, including patents that may issue in the future based on patent applications of which we
are currently aware, as well as applications of which we are unaware. For example, we are aware of other companies that are
investigating neurostimulation, including neuroblocking, and of patents and published patent applications held by companies
in those fields. While we believe that none of such patents and patent applications are applicable to our products and
technologies under development, third parties who own or control these patents and patent applications in the United States
and abroad could bring claims against us that would cause us to incur substantial expenses and, if such claims are
successfully asserted against us, they could cause us to pay substantial damages, could result in an injunction preventing us
from selling, manufacturing or using our proposed products and would divert management’s attention. Because patent
applications in many countries such as the United States are maintained under conditions of confidentiality and can take
many years to issue, there may be applications now pending of which we are unaware and which may later result in issued
patents that our products infringe. If a patent infringement suit were brought against us, we could be forced to stop our
ongoing or planned clinical trials, or delay or abandon commercialization of the product that is subject of the suit.

As a result of patent infringement claims, or to avoid potential claims, we may choose or be required to seek a license
from a third-party and be required to pay license fees or royalties, or both. A license may not be available at all or on
commercially reasonable terms, and we may not be able to redesign our products to avoid infringement. Modification of our
products or development of new products could require us to conduct additional clinical trials and to revise our filings with
the FDA and other regulatory bodies, which would be time-consuming and expensive. Even if we were able to obtain a
license, the rights may be nonexclusive, which could result in our competitors gaining access to the same intellectual
property. Ultimately, we could be forced to cease some aspect of our business operations if, as a result of actual or threatened
patent infringement claims, we are unable to enter into licenses on acceptable terms. This could harm our business
significantly.
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Risks Relating to Ownership of Our Common Stock
The trading price of our common stock has been volatile and is likely to be volatile in the future.

The trading price of our common stock has been highly volatile. Further, our common stock has a limited trading
history. The market price for our common stock will be affected by a number of factors, including:

the denial or delay of regulatory clearances or approvals of our product or receipt of regulatory approval of
competing products;

our ability to accomplish clinical, regulatory and other product development milestones and to do so in accordance
with the timing estimates we have publicly announced;

changes in policies affecting third-party coverage and reimbursement in the United States and other countries;
changes in government regulations and standards affecting the medical device industry and our product;
ability of our products to achieve market success;

the performance of third-party contract manufacturers and component suppliers;

our ability to develop sales and marketing capabilities;

actual or anticipated variations in our results of operations or those of our competitors;

announcements of new products, technological innovations or product advancements by us or our competitors;
developments with respect to patents and other intellectual property rights;

sales of common stock or other securities by us or our stockholders in the future;

additions or departures of key scientific or management personnel;

disputes or other developments relating to proprietary rights, including patents, litigation matters and our ability to
obtain patent protection for our technologies;

the trading volume of our common stock;

changes in earnings estimates or recommendations by securities analysts, failure to obtain or maintain analyst
coverage of our common stock or our failure to achieve analyst earnings estimates;

public statements by analysts or clinicians regarding their perceptions of our clinical results or the effectiveness of
our products;

decreases in market valuations of medical device companies; and

general market conditions and other factors unrelated to our operating performance or the operating performance
of our competitors.

The stock prices of many companies in the medical device industry have experienced wide fluctuations that have often
been unrelated to the operating performance of these companies. Following periods of volatility in the market price of a
company'’s securities, securities class action litigation often has been initiated against a company. If class action litigation is
initiated against us, we may incur substantial costs and our management’s attention may be diverted from our operations,
which could significantly harm our business.
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Our inability to comply with the listing requirements of the NASDAQ Stock Market could result in our common stock
being delisted, which could affect its market price and liquidity and reduce our ability to raise capital.

We are required to meet certain qualitative and financial tests (including a minimum closing bid price of $1.00 per
share for our common stock) to maintain the listing of our common stock on the NASDAQ Stock Market. If we do not
maintain compliance with the continued listing requirements for the NASDAQ Stock Market within specified periods and
subject to permitted extensions, our common stock may be recommended for delisting (subject to any appeal we would file).
If our common stock were delisted, it could be more difficult to buy or sell our common stock and to obtain accurate
quotations, and the price of our stock could suffer a material decline. Delisting would also impair our ability to raise capital.

Sales of a substantial number of shares of our common stock in the public market by existing stockholders, or the
perception that they may occur, could cause our stock price to decline.

Sales of substantial amounts of our common stock by us or by our stockholders, announcements of the proposed sales
of substantial amounts of our common stock or the perception that substantial sales may be made, could cause the market
price of our common stock to decline. We may issue additional shares of our common stock in follow-on offerings to raise
additional capital, upon the exercise of options or warrants, or in connection with acquisitions or corporate alliances. We also
plan to issue additional shares to our employees, directors or consultants in connection with their services to us. All of the
currently outstanding shares of our common stock are freely tradable under federal and state securities laws, except for shares
held by our directors, officers and certain greater than five percent stockholders and shares received by the former ReShape
Medical equity holders in connection with the merger, which may be subject to holding period, volume and other limitations
under Rule 144. Due to these factors, sales of a substantial number of shares of our common stock in the public market could
occur at any time and could reduce the market price of our common stock.

Offers or availability for sale of a substantial number of shares of our common stock may cause the price of our common
stock to decline.

The shares of common stock issued to the former ReShape Medical equity holders in connection with the merger were
issued in a transaction intended to be exempt from registration under the Securities Act of 1933. Therefore, those shares are
not currently freely tradable under the federal securities laws (further described in Note 4 to the financial statements). We
may also issue additional registered or unregistered shares of our common stock in connection with acquisitions or corporate
alliances. If our stockholders sell substantial amounts of our common stock in the public market upon the expiration of any
statutory holding period under Rule 144, it could create a circumstance commonly referred to as an “overhang” and in
anticipation of which the market price of our common stock could fall. The existence of an overhang, whether or not sales
have occurred or are occurring, also could make more difficult our ability to raise additional financing through the sale of
equity or equity-related securities in the future at a time and price that we deem reasonable or appropriate.

You may experience future dilution as a result of future equity offerings.

In order to raise additional capital for general corporate purposes, in the future we may offer additional shares of our
common stock or other securities convertible into or exchangeable for our common stock at prices that may be lower than the
current price per share of our common stock. In addition, investors purchasing shares or other securities in the future could
have rights superior to existing stockholders. The price per share at which we sell additional shares of our common stock, or
securities convertible or exchangeable into common stock, in future transactions may be higher or lower than the price per
share paid by investors in prior offerings.

In addition, in connection with the ReShape Medical merger, we issued 187,772 shares of newly created non-voting
series C convertible preferred stock, which shares became convertible into 18,777,200 shares of voting common stock upon
the post-closing approval of our stockholders in accordance with the NASDAQ Stock Market Rules. On December 19, 2017,
the date of stockholder approval, 82,384 shares of series C convertible preferred stock automatically converted into
8,238,400 shares of common stock. The remaining 95,388 shares of series C convertible preferred stock are convertible at the
option of their holders into approximately 9.5 million shares of common stock, provided that the former ReShape Medical
holders will not be permitted to convert their shares of series C convertible preferred stock into
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shares of common stock to the extent such conversion would cause them to holder more than 49.0% of our outstanding
voting securities at the time of any such conversion.

Our organizational documents and Delaware law make a takeover of our company more difficult, which may prevent
certain changes in control and limit the market price of our common stock.

Our certificate of incorporation and bylaws and Section 203 of the Delaware General Corporation Law contain
provisions that may have the effect of deterring or delaying attempts by our stockholders to remove or replace management,
engage in proxy contests and effect changes in control. These provisions include:

the ability of our board of directors to create and issue preferred stock without stockholder approval, which could
be used to implement anti-takeover devices;

the authority for our board of directors to issue without stockholder approval up to the number of shares of
common stock authorized in our certificate of incorporation, that, if issued, would dilute the ownership of our
stockholders;

the advance notice requirement for director nominations or for proposals that can be acted upon at stockholder
meetings;

a classified and staggered board of directors, which may make it more difficult for a person who acquires control
of a majority of our outstanding voting stock to replace all or a majority of our directors;

the prohibition on actions by written consent of our stockholders;
the limitation on who may call a special meeting of stockholders;
the prohibition on stockholders accumulating their votes for the election of directors; and

the ability of stockholders to amend our bylaws only upon receiving a majority of the votes entitled to be cast by
holders of all outstanding shares then entitled to vote generally in the election of directors, voting together as a
single class.

In addition, as a Delaware corporation, we are subject to Delaware law, including Section 203 of the Delaware General
Corporation Law. In general, Section 203 prohibits a Delaware corporation from engaging in any business combination with
any interested stockholder for a period of three years following the date that the stockholder became an interested stockholder
unless certain specific requirements are met as set forth in Section 203. These provisions, alone or together, could have the
effect of deterring or delaying changes in incumbent management, proxy contests or changes in control.

These provisions also could discourage proxy contests and make it more difficult for you and other stockholders to
elect directors and take other corporate actions. The existence of these provisions could limit the price that investors might be
willing to pay in the future for shares of our common stock. Some provisions in our certificate of incorporation and bylaws
may deter third parties from acquiring us, which may limit the market price of our common stock.

We have not paid dividends in the past and do not expect to pay dividends in the future, and any return on investment may
be limited to the value of our common stock.

We have never paid dividends on our common stock and do not anticipate paying dividends on our common stock in
the foreseeable future. The payment of dividends on our common stock will depend on our earnings, financial condition and
other business and economic factors affecting us at such time as our board of directors may consider relevant. If we do not
pay dividends, our common stock may be less valuable because a return on your investment will only occur if our stock price
appreciates.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable.
ITEM 2. PROPERTIES

We lease approximately 28,388 square feet of lab and office space in St. Paul, Minnesota. The original lease agreement
began October 1, 2008 and was set to expire September 30, 2015. On August 25, 2015 we entered into an amendment
extending the term of the lease for three years until September 30, 2018.

In connection with our acquisition of BarioSurg in May 2017, we acquired approximately 1,949 square feet of office
space in Lake Forest, California under an operating lease that expires September 30, 2018.

In connection with our acquisition of ReShape Medical in October 2017, we acquired (i) approximately 14,479 square
feet of office/warehouse space in San Clemente, California under an operating lease that expires June 30, 2022 and (ii)
approximately 8,000 square feet of office and manufacturing space in San Clemente, California under an operating lease that
expires October 31, 2019.

ITEM 3. LEGAL PROCEEDINGS

On February 28, 2017, the Company received a class action and derivative complaint filed on February 24, 2017 in U.
S. District Court for the District of Delaware by Vinh Du, one of the Company’s shareholders. The complaint names as
defendants ReShape Lifesciences, the board of directors and four members of our senior management, namely, Scott
Youngstrom, Nick Ansari, Peter DeLange and Paul Hickey, and contains a purported class action claim for breach of
fiduciary duty against the board of directors and derivative claims for breach of fiduciary duty against the board of directors
and unjust enrichment against our senior management. The allegations in the complaint relate to the increase in the number
of shares authorized for grant under our Second Amended and Restated 2003 Stock Incentive Plan (the “Plan”), which was
approved by our shareholders at the Special Meeting of Shareholders held on December 12, 2016 (the “Special Meeting”),
and to our subsequent grant of stock options on February 8, 2017, to the Company’s Directors and senior management to
purchase an aggregate of 1,093,450 shares of our common stock (the “Option Grants”). In the complaint, the plaintiff
contends that (i) the number of shares authorized for grant under the Plan, as adjusted by the board of directors after the
Special Meeting for the subsequent recapitalization of the Company, resulted from an alleged breach of fiduciary duties by
the board of directors, and (ii) our senior management was allegedly unjustly enriched by the subsequent Option Grants. The
plaintiff seeks relief in the form of an order rescinding the Plan as approved by the shareholders at the Special Meeting, an
order cancelling the Option Grants, and an award to plaintiff for his costs, including fees and disbursements of attorneys,
experts and accountants. On April 17, 2017, we filed a motion to dismiss the complaint based on the plaintiff’s failure to
satisfy Delaware’s demand requirement for a derivative action and failure to state a valid claim. The court denied the motion
to dismiss on November 30, 2017. Discovery is on-going. We believe the allegations in the complaint are without merit, and
intend to defend the action vigorously.

On April 20, 2017, Fulfillium, Inc. filed a Complaint against the Company in the United States District Court for the
District of Delaware, which alleged misappropriation of trade secrets and infringement of two United States Patents. On July
28, 2017, ReShape Medical moved to dismiss both the misappropriation of trade secret claim and the claims of patent
infringement, and to transfer the litigation to the United States District Court for the Central District of California. On
October 10, 2017, Fulfillium filed a motion to amend its Complaint to add SV Health Investors, LLC as a co-defendant; that
motion is fully briefed and pending. On October 16, 2017, the Court granted ReShape Medical’s motion to dismiss the trade
secret and willful infringement claims. The Court also ordered the case transferred to the United States District Court for the
Central District of California. On November 20, 2017, Fulfillium filed an Amended Complaint, which abandoned certain
trade secret claims, and expanded upon allegations regarding other of its trade secret claims and claims for willful
infringement. On December 6, 2017, ReShape Medical moved to dismiss those amended claims and for reconsideration of
denial of its prior motion to dismiss certain patent infringement claims; both motions were denied on February 7, 2018. On
February 5, 2018, Fulfillium filed a second motion to further amend its Complaint to add a claim of infringement of another
Fulfillium patent. ReShape Medical opposed that motion. On February 21, 2018, ReShape Medical filed its Answer and
Counterclaims to the Amended Complaint, including counterclaims for declarations of non-infringement, invalidity,
unenforceability and/or co-inventorship of the asserted Fulfillium patents and state-law tort claims against Fulfillium and its
founder personally. Fulfillium and its founder have not yet responded to those counterclaims. At the initial case
management conference held on March 19, 2018, the Court
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ordered that Fulfillium’s motions to amend be stricken and ordered Fulfillium to file a consolidated motion to amend. The
Court encouraged the parties to confer to narrow the disputes for the Court’s consideration, and indicated that Fulfillium need
not respond to ReShape Medical’s counterclaims until the scope of the amended complaint was decided. The Court assigned
key dates for the litigation, including close of fact discovery on September 15, 2018, last day for filing motions on September
19, 2018, pretrial conference on November 19, 2018 and first day of trial on December 4, 2018. The Company intends to
vigorously defend itself against Fulfillium, Inc.’s claims and to vigorously pursue its counterclaims.

We currently are unable to estimate the losses or range of losses for these two matters where there is a reasonable
possibility of a loss or it is probable that a loss may have ben incurred.

Except as disclosed in the foregoing paragraphs, the Company is not currently a party to any litigation and the
Company is not aware of any pending or threatened litigation against it that could have a material adverse effect on the
Company’s business, operating results or financial condition. The medical device industry in which the Company operates is

characterized by frequent claims and litigation, including claims regarding patent and other intellectual property rights as
well as improper hiring practices. As a result, the Company may be involved in various legal proceedings from time to time.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.
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PART II.

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Market For Our Common Stock

Our common stock has been traded on the NASDAQ Stock Market since our initial public offering (IPO) on
November 15, 2007, initially under the symbol “ETRM”and, after our name change on October 23, 2017, under the symbol
“RSLS.” Prior to November 15, 2007, there was no public market for our common stock. Our stock was traded on the
NASDAQ Global Market from its initial listing at the time of our IPO until January 21, 2010. Subsequently, in anticipation of
not curing our deficiencies with the continued listing requirements of the NASDAQ Global Market, we requested and were
approved to transfer to the NASDAQ Capital Market, effective January 22, 2010.

As of February 28, 2018, there were approximately 63 holders of record of our common stock and 30,957,113 shares
of common stock outstanding. No dividends have been paid on our common stock to date, and we do not anticipate paying
any dividends in the foreseeable future.

The following table sets forth the high and low sales prices of our common stock as quoted on the NASDAQ Stock
Market for the periods indicated. These prices have been adjusted to reflect the 1-for-70 reverse split of our common stock
that was effected after trading on December 27, 2016 and the 1-for-15 reverse split of our common stock that was effected
after trading on January 6, 2016.

Price Range of Common Stock

Price Range

High Low

Fiscal 2016

First Quarter $ 15750 $ 57.40

Second Quarter $ 8680 $ 18.90

Third Quarter $ 3150 $ 7.70

Fourth Quarter $ 9.80 $ 1.95
Fiscal 2017

First Quarter $ 3041 $ 1.75

Second Quarter $ 648 $ 4.00

Third Quarter $ 520 $ 1.60

Fourth Quarter $ 260 $ 1.23

The closing price for our common stock as reported by the NASDAQ Stock Market on March 29, 2018 was $1.45 per
share.

Securities Authorized for Issuance Under Equity Compensation Plans

The information required by this Item regarding equity compensation plans is incorporated by reference to the
information set forth in Part III, Item 12 of this Annual Report on Form 10-K.

Unregistered Sales of Equity Securities

Other than as previously reported in our Current Reports on Form 8-K filed on May 23, 2017 and October 3, 2017, as
amended, during the period covered by this report, we did not sell any securities which were not registered under the
Securities Act of 1933, as amended.

Uses of Proceeds from Sale of Registered Securities

None.
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Dividend Policy

We have never paid cash dividends on our common stock. The board of directors presently intends to retain all
earnings for use in our business and does not anticipate paying cash dividends in the foreseeable future. We do not have a
dividend reinvestment plan or a direct stock purchase plan.
Issuer Purchases of Equity Securities

None.

ITEM 6. SELECTED FINANCIAL DATA

Not applicable.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Except for the historical information contained herein, the matters discussed in this “Management’s Discussion and
Analysis of Financial Condition and Results of Operations,” and elsewhere in this Form 10-K are forward-looking
statements that involve risks and uncertainties. The factors listed in Item 1A “Risk Factors,” as well as any cautionary
language in this Form 10-K, provide examples of risks, uncertainties and events that may cause our actual results to differ
materially from those projected. Except as may be required by law, we undertake no obligation to update any forward-
looking statement to reflect events after the date of this report.

Overview

We are a medical technology company focused on the design, development and commercialization of transformative
technology to treat obesity and metabolic diseases. Our growing and differentiated product portfolio is utilized by bariatric
surgeons, general surgeons, and gastroenterologists. We believe obesity is a global epidemic and that the majority of patients
need treatment options that are anatomy friendly and provide for weight loss and comorbidity improvements along with long-
term, ongoing obesity support and prevention. We were incorporated in Minnesota on December 19, 2002 as “EnteroMedics
Inc.” and later reincorporated in Delaware on July 22, 2004. In October 2017 we changed our name to “ReShape
Lifesciences Inc.”

On January 14, 2015, the vBloc® System, our initial product, which we now refer to as ReShape vBloc, received U.S.
Food and Drug Administration (FDA) approval for vBloc Therapy, delivered via the ReShape vBloc, for the treatment of
adult patients with obesity who have a Body Mass Index (BMI) of at least 40 to 45 kg/m2, or a BMI of at least 35 to 39.9
kg/m?2 with a related health condition such as high blood pressure or high cholesterol levels, and who have tried to lose
weight in a supervised weight management program and failed within the past five years vBloc Therapy is delivered via a
pacemaker-like device that helps patients feel full and eat less by intermittently blocking hunger signals on the vagus
nerve. Our therapy limits the expansion of the stomach, helps control hunger sensations between meals, reduces the
frequency and intensity of stomach contractions and produces a feeling of early and prolonged fullness. In 2015 we began a
controlled commercial launch of the ReShape vBloc at select surgical centers in the United States and had our first
commercial sales. During 2015, we initiated a controlled expansion of our commercial operations and began building a sales
force, which, in 2015 and 2016, called directly on key opinion leaders and bariatric surgeons at commercially-driven surgical
centers that met our certification criteria. Additionally, beginning in 2016, through a distribution agreement with Academy
Medical, LLC, U.S. Department of Veterans Affairs (VA) medical facilities began to offer the ReShape vBloc as a treatment
option for veterans, at little to no cost to veterans in accordance with their veteran healthcare benefits. Our goal for the
ReShape vBloc remains broad coverage and reimbursement for vBloc Therapy. We believe that the most significant barrier to
adoption for patients who want vBloc Therapy has been cost and lack of payer coverage.

On May 22, 2017, we acquired the Gastric Vest System™, which we now refer to as the ReShape Vest, through our
acquisition of BarioSurg. The ReShape Vest System is an investigational, minimally invasive, laparoscopically implanted
medical device being studied for weight loss in morbidly obese patients. The device wraps around the stomach, emulating the
effect of conventional weight-loss surgery, and is intended to enable gastric volume reduction without permanently changing
patient anatomy. The acquisition was completed under the terms of a merger agreement pursuant to which BarioSurg became
a wholly-owned subsidiary of our company. The aggregate merger consideration we paid for all of the outstanding shares of
capital stock and outstanding options of BarioSurg was: (i) 1.38 million shares of our common stock, (ii) 1.0 million shares
of our newly created conditional convertible preferred stock, which shares converted into 5.0 million shares of our common
stock upon the post-closing approval of our stockholders in accordance with the NASDAQ Stock Market Rules, and (iii) $2
million in cash.

On October 2, 2017, we acquired ReShape Medical, Inc., a privately-held medical technology company that develops,
manufactures and markets the ReShape® Integrated Dual Balloon, which now we refer to as the ReShape Balloon, an FDA-
approved, minimally invasive intragastric balloon designed to treat obesity patients with a BMI between 30 and 40, with at
least one related comorbidity. The aggregate merger consideration we paid for all of the outstanding shares of capital stock
and securities convertible into shares of capital stock of ReShape Medical was: (i) approximately 2.4 million shares of our
common stock, (ii) 187,772 shares of newly created series C convertible preferred stock, which shares became convertible
into approximately 18.8 million shares of common stock upon the post-closing approval of our stockholders in accordance
with the NASDAQ Stock Market Rules, and (iii) approximately
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$5 million in cash. The ReShape Balloon provides a new option for individuals who have not succeeded at diet and exercise
alone, and do not want or do not qualify for bariatric surgery. Two connected balloons are placed into the stomach during a
short, outpatient endoscopic procedure. The balloons remain in the stomach for six months and are then removed
endoscopically. During balloon treatment, and for six more months following removal of the balloons, the patient receives
access to nutritional counseling and access to exclusive tools to help them achieve their weight loss goals. The ReShape
Balloon was approved by the FDA in July of 2015 and has had CE-marking in Europe since 2011.

We have a limited operating history and our ReShape vBloc and ReShape Balloon products only recently received U.S.
Food and Drug Administration (FDA) approval to sell our product in the United States. Since our formation and until the
2017 acquisitions of BarioSurg and ReShape Medical, we have devoted substantially all of our resources to the development
and commercialization of the vBloc System. With the addition of the ReShape Balloon product from ReShape Medical and
if we are able to commercialize the ReShape Vest acquired from BarioSurg, we believe we will be able to offer three distinct
approaches to treating obesity that may be selected by the physician, depending on the severity of the patient’s BMI or related
co-morbidities. Together, we believe the ReShape Vest, ReShape vBloc and the ReShape Balloon provide a minimally-
invasive continuum of care for bariatric patients and their providers.

The following financing transactions occurred in 2017 to fund the Company’s operations and acquisitions:

On January 23, 2017, we closed an underwritten public offering consisting of units of common stock, convertible
preferred stock and warrants to purchase common stock. Gross proceeds of the offering were $19.0 million, prior
to deducting underwriting discounts and commissions and offering expenses of approximately $2.5 million.

During 2017, common stock warrants for 559,670 shares of common stock were exercised by warrant holders with
proceeds to the Company of $3.3 million.

On August 16, 2017, we closed an underwritten public offering consisting of units of Series B Convertible
Preferred Stock and warrants to purchase common stock. Gross proceeds of the offering were $20.0 million, prior
to deducting underwriting discounts and commissions and offering expenses of approximately $2.0 million.

We currently are not generating revenue from operations that is significant relative to our level of operating expenses,
and we do not anticipate generating revenue sufficient to offset operating costs in the short-term to mid-term. We have
financed our operations to date principally through the sale of equity securities, debt financing and interest earned on
investments. Our history of operating losses, limited cash resources and lack of certainty regarding obtaining significant
third-party reimbursement for ReShape vBloc or timing thereof, raise substantial doubt about our ability to continue as a
going concern absent a strengthening of our cash position. As of December 31, 2017, we had $10.2 million of cash and cash
equivalents to fund our operations through early 2018. Our anticipated operations include plans to (i) integrate the sales and
operations of our company with the newly acquired ReShape Medical in order to expand sales of both the ReShape Balloon
and ReShape vBloc as well as to obtain cost savings synergies, (ii) expand the controlled commercial launch of ReShape
vBloc Therapy, delivered via ReShape vBloc, (iii) continue development of the ReShape Vest, (vi) seek opportunities to
leverage our intellectual property portfolio and custom development services to provide third party sales and licensing
opportunities, and (v) explore and capitalize on synergistic opportunities to expand our portfolio and offer future minimally
invasive treatments and therapies in the obesity continuum of care. We believe that we have the flexibility to manage the
growth of our expenditures and operations depending on the amount of available cash flows, which could include reducing
expenditures for marketing, clinical and product development activities. However, we will ultimately need to achieve
sufficient revenues from product sales and obtain additional debt or equity financing in addition to the proceeds from this
offering to support our operations.

Critical Accounting Policies and Significant Judgments and Estimates

Our management’s discussion and analysis of our financial condition and results of operations are based on our
consolidated financial statements, which have been prepared in accordance with accounting principles generally accepted in
the United States. The preparation of these financial statements requires us to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements as well as the reported expenses during the reporting periods. We evaluate our
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estimates and judgments on an ongoing basis. Actual results may differ materially from these estimates under different
assumptions or conditions.

While our significant accounting policies are more fully described in Note 2 to our consolidated financial statements
included in Item 8 of this Annual Report on Form 10-K, we believe that the following accounting policies and estimates are
most critical to a full understanding and evaluation of our reported financial results.

Revenue Recognition

Revenue is recognized when persuasive evidence of an arrangement exists, title or risk of loss has passed, the selling
price is fixed or determinable and collection is reasonably assured. Products are sold through direct sales or medical device
distributors. ReShape vBloc revenue is recognized upon sale to a bariatric center or a medical device distributor when no
right of return or price protection exists. ReShape Balloon revenue is typically recognized when title is passed, usually at
point of shipment. A provision for returns reducing revenues is recorded only if product sales provide for a right of return.
No provision for returns was recorded for the years ended December 31, 2015 and December 31, 2016, as vBloc product
sales recorded did not provide for rights of return. A provision for returns of $39,000 was recorded in the fourth quarter of
2017 to estimate potential returns of the ReShape Balloon product.

Revenues for services are recognized when earned, subject to limitations, if any, related to multiple deliverables. We
evaluate each element in these multiple-element arrangements to determine whether they represent a separate unit of
accounting and recognize each element as the services are performed or as product is shipped.

Inventory

We account for inventory at the lower of cost or market and record any long-term inventory as other assets in the
consolidated balance sheets. We establish inventory reserves for obsolescence based upon projected sales and for defect
based upon specific identification of defective or unsalable units. As of December 31, 2017 and 2016, respectively, there was
$1.0 million and 676,000 of long-term inventory included as other assets.

Goodwill and Other Intangible Assets

We evaluate long-lived assets, including finite-lived intangible assets, for impairment by comparison of the carrying
amounts to future net undiscounted cash flows expected to be generated by such assets when events or changes in
circumstances indicate the carrying amount of an asset may not be recoverable. Should an impairment exist, the impairment
loss would be measured based on the excess carrying value of the asset over the asset’s fair value or estimates of future
discounted cash flows.

For goodwill and indefinite-lived intangible assets, in-process research and development, we review for impairment
annually and upon the occurrence of certain events as required by Accounting Standards Codification (“ASC”) Topic 350,
“Intangibles — Goodwill and Other.” Goodwill and indefinite-lived intangible assets are tested at least annually for
impairment and more frequently if events or changes in circumstances indicate that the asset might be impaired. We review
goodwill for impairment by first assessing qualitative factors to determine whether it is more likely than not that the fair
value of a reporting unit is less than its carrying amount as a basis for determining whether it is necessary to perform the two-
step goodwill impairment test. If we are able to determine that it is not more likely than not that the fair value of a reporting
unit is less than its carrying amount, we would conclude that goodwill is not impaired. If the carrying amount of a reporting
unit is zero or negative, the second step of the impairment test is performed to measure the amount of impairment loss, if any,
when it is more likely than not that a goodwill impairment exists. We did not record any losses for impairment during the
year ended December 31, 2017.

Stock-Based Compensation

We account for share-based payments using the fair value method, which requires compensation expense to be
recognized using a fair-value-based method for costs related to all share-based payments including stock options. Companies
are required to estimate the fair value of share-based payment awards on the date of grant using an option-pricing model.
Calculating stock-based compensation expense requires the input of highly subjective assumptions, which represent our best
estimates and involve inherent uncertainties and the application of management’s judgment. Estimates of stock-based
compensation expenses are significant to our consolidated financial statements, but these expenses are
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based on the Black-Scholes pricing model and will never result in the payment of cash by us. All option grants are expensed
on a straight-line basis over the vesting period.

The application of share-based payment principles may be subject to further interpretation and refinement over time.
There are significant differences among option valuation models, and this may result in a lack of comparability with other
companies that use different models, methods and assumptions. If factors change and we employ different assumptions in the
application of share-based payment accounting in future periods, or if we decide to use a different valuation model, the
compensation expense that we record in the future may differ significantly from what we have recorded in the current period
and could materially affect our operating loss, net loss and net loss per share.

The fair value method is applied to all share-based payment awards issued to employees and where appropriate,
nonemployees, unless another source of literature applies.

Net Operating Losses and Tax Credit Carryforwards

At December 31, 2017, we had federal gross net operating loss carryforwards of approximately $253.8 million. These
net operating loss carryforwards will expire in varying amounts from 2022 through 2037, if not utilized. The Internal
Revenue Code (IRC) imposes restrictions on the utilization of various carryforward tax attributes in the event of a change in
ownership of the Company, as defined by IRC Section 382. In addition, IRC Section 382 may limit our tax credits and our
built-in items of deduction, including capitalized start-up costs and research and development costs. During 2011, we
completed an IRC Section 382 review and the results of this review indicate ownership changes have occurred which would
cause a limitation on the utilization of carryforward attributes. Our gross net operating loss carryforwards, start-up costs and
research and development credits are all subject to limitation. Under these tax provisions, the limitation is applied first to any
built-in losses, then to any net operating losses and then to any general business credits. It is likely that ownership changes
have occurred since we completed our IRC Section 382 review in 2011 and could result in further limitations on the
utilization of carryforward attributes. A valuation allowance has been established to reserve for the potential benefits of the
remaining carryforwards and tax credits in our consolidated financial statements to reflect the uncertainty of future taxable
income required to utilize available tax loss carryforwards and other deferred tax assets. We have applied the valuation
allowance to our net deferred tax assets, however, an extreme limitation under Section 382 could result in impact to our
effective tax rate due to the presence of deferred tax liabilities from recent acquisitions.

Financial Overview
Revenue

We received FDA approval on January 14, 2015 for vBloc Therapy. In 2015 we began a controlled commercial launch
at select surgical centers in the United States and had our first commercial sales. During 2015, we initiated a controlled
expansion of our commercial operations and started the process of building a sales force. Our direct sales force is supported
by field clinical engineers who provide training, technical and other support services to our customers. Throughout 2016, our
sales force called directly on key opinion leaders and bariatric surgeons at commercially-driven surgical centers that met our
certification criteria. Additionally, in 2016, through a distribution agreement with Academy Medical, VA medical facilities
began offering ReShape vBloc as a treatment option to veterans using their veteran healthcare benefits. With the acquisition
of ReShape Medical and the ReShape Balloon in October 2017, we began the process of integrating our sales forces and
offering both ReShape vBloc and the ReShape Balloon to bariatric surgeons, general surgeons and gastroenterologists. In
2017, we also began offering the ReShape Balloon product to customers in certain Middle East countries via third party
distribution agreements. Also in 2017, we provided certain custom development services based on our intellectual property
portfolio. In 2018 we also intend to build on our previous efforts with self-pay and veteran patient focused direct-to-patient
marketing, key opinion leader and center specific partnering, and a multi-faceted reimbursement strategy and to continue to
pursue ReShape Balloon sales opportunities, particularly in the Middle East and Canada.

In 2015, our first year of commercial activity, we sold 24 ReShape vBloc units for $292,000 in revenue and in 2016,
we sold 62 ReShape vBloc units for $787,000 in revenue. In 2017, our total revenues were $1.3 million, $718,000 from
2017 fourth quarter revenue from ReShape Balloon sales resulting from the acquisition of ReShape Medical, $250,000 from
service revenue and $319,000 from the sale of 29 ReShape vBloc units.
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Both ReShape vBloc and the ReShape Balloon remain relatively new products in the United States and internationally
and it is difficult to predict the amount of revenue they, or the investigational-stage ReShape Vest, will generate going
forward. In any event, such revenue will only modestly reduce our continued losses resulting from our research and
development and other activities.

Service and Other Revenue

Service revenue is comprised of custom development services provided to third parties based on our intellectual
property portfolio. Other revenue includes amounts billed to customers for shipping.

Selling, General and Administrative Expenses

Our selling, general and administrative expenses consist primarily of compensation for executive, finance, market
development and administrative personnel, including stock-based compensation. Other significant expenses include costs
associated with attending medical conferences and trade shows, professional fees for legal services, including legal services
associated with our efforts to obtain and maintain broad protection for the intellectual property related to our products,
reimbursement development, including costs associated with the vBloc Now program, and accounting services, cash
management fees, consulting fees and travel expenses.

Research and Development Expenses

Our research and development expenses primarily consist of engineering, product development, quality assurance and
clinical and regulatory expenses, incurred in the development of our three products, ReShape vBloc, ReShape Vest and the
ReShape Balloon. Research and development expenses also include employee compensation, including stock-based
compensation, consulting services, outside services, materials, clinical trial expenses, including supplies, devices, explants
and revisions, depreciation and travel. We expense research and development costs as they are incurred.

Results of Operations
Comparison of the Years Ended December 31, 2017 and 2016

Product Sales Revenue. Revenues from product sales totaled $1.0 million for the year end December 31, 2017
compared with $787,000 for the year ended December 31, 2016. The increase was driven by $692,000 fourth quarter 2017
ReShape Balloon product sales subsequent to the October 2, 2017 acquisition of ReShape Medical. The increase due to
ReShape Balloon product sales was partially offset by a $467,000 decline in sales of ReShape vBloc. During 2017, 28 units
of ReShape vBloc product were sold compared with 62 during 2016. The decline in ReShape vBloc sales was driven
primarily by the Company’s 2017 focus on the vBloc Now program, which provides qualified patients battling obesity the
opportunity to receive vBloc Therapy, including the device, procedure, and follow up program at an affordable price in
exchange for sharing detailed health data with the Company. The Company intends to use the data to enhance its case with
third-party payers that vBloc Reshape can provide a clinically meaningful level of weight loss while also providing a positive
impact on diabetes and other comorbidities in certain patients.

Service and Other Revenue. During the 2017 third quarter, the Company provided certain custom development
services totaling $250,000 based on its intellectual property portfolio that had been requested and contracted for by a third
party. Other revenue includes amounts billed customers for shipping ReShape Balloon product.

Cost of Goods Sold. Cost of goods sold was $765,000 for the year ended December 31, 2017 compared to $431,000
for the year ended December 31, 2016. The $334,000 increase was primarily driven by fourth quarter sales of the ReShape
Balloon product. Gross margin for product sales was 24.4% for 2017 compared with 45.2% for 2016. The decrease in gross
margin percentage reflects fourth quarter 2017 sales of lower margin ReShape Balloon product compared with ReShape
vBloc product.

Cost of Service and Other Revenue. Cost of service and other revenue reflects the cost of custom development
services provided by the Company as well as the cost of shipping revenues.

Selling, General and Administrative Expenses. Selling, general and administrative expenses were $26.0 million for the
year ended December 31, 2017, compared to $18.0 million for the year ended December 31, 2016. The increase
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of $8.0 million was primarily driven by $4.0 million of fourth quarter operating 2017 expenses from ReShape Medical,
which included approximately $645,000 of non-cash intangible amortization expenses, $1.1 million of acquisition and
integration expenses related to the 2017 acquisitions of BarioSurg and ReShape Medical, $2.1 million of increased stock
compensation expenses, $812,000 of expenses related to the 68 ReShape vBloc units implanted in conjunction with the
vBloc Now program, $584,000 increase in severance costs driven by the fourth quarter 2017 reduction in executive and
administration positions after the ReShape Medical acquisition and a $480,000 increase in other professional fees. These
increases were partially offset by a $676,000 decrease in advertising and marketing expenses and $552,000 of other payroll
related expenses.

Research and Development Expenses. Research and development expenses were $5.8 million for the year ended
December 31, 2017 compared with $5.2 million for the year ended December 31, 2016, an increase of 11.7 percent. The
increase of $606,000 was driven by $832,000 of expenses related to research and development of the ReShape Vest, acquired
with the acquisition of BarioSurg on May 22, 2017, and approximately $283,000 of fourth quarter 2017 research and
development expenses from ReShape Medical, which was acquired October 2, 2017. These increases were partially offset by
decreases of approximately $509,000 due to reduced payroll-related and supply expenses, primarily related to the ReShape
vBloc product.

Interest Expense. Interest expense was $4,000 for the year ended December 31, 2017 compared with $4.1 million for
the year ended December 31, 2016. The decrease of $4.1 million from 2016 was driven by the absence of any remaining
balances of convertible notes, which were all paid off by December 31, 2016.

Change in Value of Warrant Liability. The change in the value of the common stock warrant liability for our Series A
Warrants and Note Warrants increased $283,000 during the year ended December 31, 2017, primarily the result of the
marking to market of the Series A Warrants and the Note Warrants for 48,272 common shares as of the date of their
exercise. The 2017 exercises of these warrants occurred during the first two quarters of 2017, generally at points in time
when the Company’s stock price had increased from $2.00 at December 31, 2016 to levels higher than the exercise price of
the warrants. The value of the common stock warrant liability for our Series A and Note Warrants decreased $3.5 million
during the year ended December 31, 2016. The fair market value of the warrant liability is calculated using the Black-Scholes
valuation model, and was primarily driven by the reduction in the Company’s stock price during 2016, from $136.50 at
December 31, 2015 to $2.00 at December 31, 2016.

Comparison of the Years Ended December 31, 2016 and 2015

Sales. Sales were $787,000 for the year ended December 31, 2016 compared with $292,000 for the year ended
December 31, 2016. The increase of $495,000 is the result of the continued controlled commercial launch of ReShape vBloc
at select surgical centers in the United States which resulted in sales of 62 units during 2016 versus 24 units during 2015. We
received FDA approval to sell ReShape vBloc on January 14, 2015.

Cost of Goods Sold. Cost of goods sold were $431,000 for the year ended December 31, 2016 compared to $125,000
for the year ended December 31, 2015. The increase was driven primarily by the 158% increase in the number of units sold
in 2016 over 2015. Gross margin percentage for 2016 was 45.2% versus 57.2% for the prior year. The decline in gross
margin percentage was primarily due to higher supply chain costs in 2016 than in 2015.

Selling, General and Administrative Expenses.  Selling, general and administrative expenses were $18.0 million for
the year ended December 31, 2016, compared to $19.9 million for the year ended December 31, 2015. The decrease of $1.9
million, or 9.6%, was primarily due to a $3.4 million decrease in payroll-related expenses, partially offset by a $1.1 million
increase in professional services expenses and a $366,000 increase in severance expenses. The increase in professional
services expenses were the result of increasing commercialization efforts as we continued the controlled commercial launch
of ReShape vBloc at select surgical centers in the United States.

Research and Development Expenses. Research and development expenses were $5.2 million for the year ended
December 31, 2016, compared to $8.1 million for the year ended December 31, 2015. The decrease of $3.0 million or 36.5%,
was primarily due to decreases of $2.0 million, $436,000 and $119,000 in payroll-related expenses, supply expenses and
professional services expenses, respectively. The decreases are the result of a continued shift away from a research and
development focus toward commercialization of ReShape vBloc.
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Interest Expense. Interest expense was $4.1 million for the year ended December 31, 2016, compared to $939,000 for
the year ended December 31, 2015. The increase of $3.2 million was driven by interest costs from the three Note closings
that occurred on November 9, 2015, January 11, 2016 and May 2, 2016, and increased interest costs due to conversions of
remaining amounts due under the Notes into common shares by holders of the Notes during the year ended December 31,
2016, and, as a result, accelerations of “make whole” interest amounts due under the Notes. Additionally, $277,000 in debt
issuance costs were expensed during the quarter ended June 30, 2016.

Change in Value of Warrant Liability. The value of the common stock warrant liability increased $217,000 for the
year ended December 31, 2016, compared to the year ended December 31, 2015. Common stock warrant liabilities were
recorded during the year ended December 31, 2015 for the Series A Warrants on July 8, 2015 and for the Note Warrants
issued on November 9, 2015. In addition, Note Warrants were issued on January 11, 2016 and May 2, 2016. The decline in
the value of the warrants was driven by the decrease in the Company’s stock price, which declined throughout 2016, from
$136.50 per share on December 31, 2015 to $2.00 on December 31, 2016.

Warrants Expense. In August, 2017, we issued warrants to former holders of the senior amortizing convertible notes
issued in November, 2015 as consideration for the waiver by each of the former note holders of their right to participate in
future securities offerings by the Company, which resulted in $4.4 million of warrants expense for the year ended December
31, 2017.

Income tax benefit. The revaluation of our deferred income taxes upon enactment of the Tax Cuts and Jobs Act on
December 22, 2017 resulted in $2.3 million of income tax benefit for the year ended December 31, 2017.

Liquidity and Capital Resources

As of December 31, 2017, we had $10.2 million in cash bank deposits. While we had no short-term money market
funds or other investments at December 31, 2017, we periodically invest in short-term money market funds that are not
considered to be bank deposits and are not insured or guaranteed by the Federal Deposit Insurance Company or other
government agency. These money market funds seek to preserve the value of the investment at $1.00 per share; however, it is
possible to lose money investing in these funds. Periodically, we invest cash in excess of immediate requirements in
accordance with our investment policy, primarily with a view to liquidity and capital preservation. At times, such deposits
may be in excess of insured limits. We have not experienced any losses on our deposits of cash and cash equivalents.

We have financed our operations to date principally through the sale of equity securities, debt financing and interest
earned on investments. As of December 31, 2017, we had $10.2 million of cash and cash equivalents to fund operations into
early 2018. The following financing transactions occurred in 2015, 2016, 2017 and early 2018 to fund the Company’s
operations:

April 2018 (see Note 19, “Subsequent Events,” to the Consolidated Financial Statements on Form 10-K for the
Year Ended December 31, 2017)

On April 2, 2018 the Company announced that it had entered into a securities purchase agreement with an
institutional investor providing for the purchase and sale in a registered direct offering of shares of series D
convertible preferred stock and a warrant to purchase shares of common stock for a purchase price of $6.0 million.
The transaction is expected to close on or about April 4, 2018 and the Company expects to receive net proceeds of
approximately $5.25 million after deducting placement agent fees and other offering expenses.

2015, 2016 and 2017

On July 8, 2015, we closed a public offering of units consisting of common stock and the Series A Warrants. Gross
proceeds of the offering were $16.0 million, prior to deducting offering expenses of approximately $1.4 million

On November 4, 2015 we entered into a securities purchase agreement (the Purchase Agreement) with institutional
investors to issue up to $25.0 million of senior amortizing convertible notes (the Notes) and Note
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Warrants, in three separate closings. $1.5 million of the Notes was funded at the first closing on November 9, 2015
(the First Closing).

An additional $11.0 million of the Notes was funded at the second closing on January 11, 2016 (the Second
Closing).

An additional $6.25 million of the Notes was funded at the third closing on May 2, 2016 (the Third Closing).

On January 23, 2017, we closed an underwritten public offering consisting of units of common stock, convertible
preferred stock and warrants to purchase common stock. Gross proceeds of the offering were $19.0 million, prior
to deducting underwriting discounts and commissions and offering expenses of approximately $2.5 million.

During 2017, common stock warrants for 559,670 shares of common stock were exercised by warrant holders with
proceeds to the Company of $3.3 million.

On August 16, 2017, we closed an underwritten public offering consisting of units of Series B Convertible
Preferred Stock and warrants to purchase common stock. Gross proceeds of the offering were $20.0 million, prior
to deducting underwriting discounts and commissions and offering expenses of approximately $2.0 million.

Our anticipated operations include plans to (i) integrate the sales and operations of the Company with the newly
acquired ReShape Medical in order to expand sales of both the ReShape Balloon and ReShape vBloc as well as to obtain cost
savings synergies, (ii) expand the controlled commercial launch of vBloc Therapy, delivered via the ReShape vBloc System,
(iii) continue development of the ReShapec Vest, (vi) seek opportunities to leverage our intellectual property portfolio and
custom development services to provide third party sales and licensing opportunities, and (v) explore and capitalize on
synergistic opportunities to expand our portfolio and offer future minimally invasive treatments and therapies in the obesity
continuum of care. The Company believes that it has the flexibility to manage the growth of its expenditures and operations
depending on the amount of available cash flows, which could include reducing expenditures for marketing, clinical and
product development activities. However, we will ultimately need to achieve sufficient revenues from product sales and
obtain additional debt or equity financing to support its operations.

Management is currently pursuing various funding options, including seeking additional equity or debt financing
approximately one or two times per year as well as a strategic merger or other transaction to obtain additional funding or
expand its product line to continue the development of, and to successfully commercialize, the ReShape Balloon, the
ReShape vBloc System and the ReShape Vest. While the acquisition of ReShape Medical does provide incremental revenues
to the Company, the cost to further develop and commercialize the ReShape Balloon is expected to significantly exceed
revenues for the foreseeable future. While there can be no assurance that the Company will be successful in its efforts, the
Company has a long history of raising equity financing to fund its development activities. Should the Company be unable to
obtain adequate financing in the near term, the Company’s business, result of operations, liquidity and financial condition
would be materially and negatively affected, and the Company would be unable to continue as a going concern. Additionally,
there can be no assurance that, assuming the Company is able to strengthen its cash position, it will achieve sufficient
revenue or profitable operations to continue as a going concern.

Sales Agreement—July 2015

On July 8, 2015, we closed a public offering, where we sold 30,476 units at an aggregate price of $525.00 per unit, for
gross proceeds of $16.0 million, before deducting estimated offering expenses of approximately $1.4 million, of which
$532,000 was assigned to the warrants issued with each unit sold. Each unit consisted of: (A)(i) one share of common stock
or (ii) one pre-funded Series C warrant to purchase one share of common stock at an exercise price equal to $525.00 per
share (Series C Warrant); and (B) one Series A warrant to purchase one share of common stock at an exercise price equal
initially to $630.00 per share (Series A Warrant). Each purchaser of a unit could elect to receive a Series C Warrant in lieu of
a share of common stock. No Series C Warrants were issued.

The Series A Warrants are exercisable for a period of 42 months from the closing date of the public offering. The

exercise price and number of shares of common stock issuable on the exercise of the Series A Warrants are subject to
adjustment upon the issuance of any shares of common stock or securities convertible into shares of common stock
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below the then-existing exercise price, with certain exceptions, and in the event of any stock split, reverse stock split,
recapitalization, reorganization or similar transaction. The holder of the Series A Warrant does not have the right to exercise
any portion of the Series A Warrant if the holder, together with its affiliates, would, subject to certain limited exceptions,
beneficially own in excess of 9.99% of our common stock outstanding immediately after the exercise or 4.99% as may be
elected by the purchaser.

The exercise price of the Series A Warrants was reduced to $168.00 per share on November 9, 2015 as a result of the
issuance of the Notes and was further reduced to $67.90 per share on January 29, 2016, the 16th trading day following the
First Reverse Stock Split, per the terms of the Series A Warrants and was further reduced at various times during the year
ended December 31, 2016 as a result of installment and acceleration payments made on the Notes. As of December 31, 2016,
the exercise price of the Series A Warrants was $2.80 per share and on January 20, 2017, the 16th trading day following the
Second Reverse Stock Split, the exercise price of the Series A Warrants was adjusted to $2.18 per share, per the terms of the
Series A Warrants.

Senior Amortizing Convertible Notes

On November 4, 2015, we entered into the Purchase Agreement to issue and sell to four institutional investors 7%
senior amortizing convertible notes due 2017 in three separate closings. The Notes were initially convertible into shares of
our common stock at a price equal to $304.50 per share with an aggregate principal amount of $25.0 million. Each Note was
sold with a Note Warrant with an exercise price of $325.50 per share. We issued and sold Notes and Note Warrants for
aggregate total proceeds of $12.5 million in the First Closing and Second Closing. Subsequent to the Second Closing, we
entered into the First Amendment, which provided that the scheduled third closing would be divided into two separate
closings, issued and sold Notes and Note Warrants for aggregate total proceeds of $6.25 million in the Third Closing. After
the Third Closing, we entered into the Second Amendment, which set a deadline of December 30, 2016 for the final closing
and provided the consent of the holders of the Notes to we reduce the conversion price of the Notes from time to time in
order to incentivize the holders of the Notes to convert their Notes into shares of our common stock. As the final closing did
not occur prior to the December 30, 2016 deadline, the remaining $6.25 million of Notes was not funded. Additionally, after
entering into the Second Amendment, we reduced the conversion price of the Notes frequently in order to incentivize the
holders of the Notes to convert all of the outstanding amounts outstanding under the Notes. As of December 31, 2016, all of
the Notes were fully repaid.

During the year ended December 31, 2016, $18.7 million of aggregate principal amount of Notes were converted by
holders of the Notes into approximately 2,632,000 shares of the Company’s common stock.

Description of the Notes

The Notes were payable in monthly installments, accrued interest at a rate of 7.0% per annum from the date of issuance
and had a maturity date 24 months after the First Closing. The Notes were repayable, at the Company’s election, in either
cash or shares of our common stock at a discount to the then-current market price. The Notes were also convertible from time
to time, at the election of the holders, into shares of our common stock at an initial conversion price of $304.50 per share.
The conversion price was adjusted to $76.30 per share on January 29, 2016, the 16th trading day following the First Reverse
Stock Split, per the terms of the Notes. The Notes also allowed us to reduce the conversion price from time-to-time, upon the
holders’ consent, which was provided in the Second Amendment.

The holder of each Note has the right to convert any portion of such Note unless the holder, together with its affiliates,
beneficially owned in excess of 4.99% of the number of shares of our common stock outstanding immediately after giving
effect to the conversion, as such percentage ownership was determined in accordance with the terms of the Notes. The
holders were also able to increase or decrease such percentage to any other percentage, but in no event above 9.99%,
provided that any increase of such percentage would not be effective until 61 days after providing us notice.

The First Closing occurred on November 9, 2015. At the First Closing, we issued and sold Notes with an aggregate
principal amount of $1.5 million, along with Note Warrants exercisable for 1,679 shares. During the quarter ended September
30, 2016, all remaining principal and interest amounts outstanding under the Notes issued at the First Closing were paid off
via conversions to common shares.

The Second Closing occurred on January 11, 2016 after we received approval of the offering by the Company’s
stockholders and the satisfaction of certain customary closing conditions. At the Second Closing, we issued and sold

60




Table of Contents

Notes with an aggregate principal amount of $11.0 million, along with Note Warrants exercisable for 12,312 shares. The fair
value of Note Warrants issued on January 11, 2016 was determined to be $515,000 using a Black-Scholes valuation model
and the following assumptions: (1) dividend yield of 0%; (2) expected volatility of 85.90%; (3) weighted average risk —free
interest rate of 1.58%; and (4) expected life of 5.0 years. During the year and quarter ended December 31, 2016, all
remaining principal and interest amounts outstanding under Notes issued at the Second Closing were paid off via conversions
to common shares.

The Third Closing occurred on May 2, 2016 after we entered into the First Amendment and satisfied certain closing
conditions. At the Third Closing, we issued and sold Notes with an aggregate principal amount of $6.25 million, along with
Note Warrants exercisable for 6,995 shares. The fair value of the Note Warrants issued on May 2, 2016 was determined to be
$150,195 using a Black-Scholes valuation model and the following assumptions: (1) dividend yield of 0%; (2) expected
volatility of 89.28%; (3) weighted average risk —free interest rate of 1.32%; and (4) expected life of 5.0 years. During the
quarter and year ended December 31, 2016, all remaining principal and interest amounts outstanding under Notes issued at
the Third Closing were paid off via conversions to common shares.

The following table summarizes the installment amounts and additional conversions by the holders of the Notes
through December 31, 2016:

First Closing:
Common
Principal Interest Total Shares

Installment amount at December 31, 2015 $ 65217 $ 23651 $ 88,868 814

Holder conversions during the quarter ended December 31,

2015 18,261 2,375 20,636 189
Total installments and conversions, December 31, 2015 83,478 26,026 109,504 1,003
Installment amount at February 29, 2016 65,217 23,681 88,898 1,314
Installment amount at March 31, 2016 65,217 14,827 80,044 1,271
Holder conversions during the quarter ended March 31, 2016 104,784 12,762 117,546 1,524
Total installments and conversions, March 31, 2016 318,696 77,296 395,992 5,112
Installment amount at April 30, 2016 65,217 13,853 79,070 1,454
Installment amount at May 31, 2016 65,217 13,082 78,299 2,121
Installment amount at June 30, 2016 54,217 11,275 65,492 3,590
Holder conversions during the quarter ended June 30, 2016 1,627 174 1,801 29
Total installments and conversions, June 30, 2016 504,974 115,680 620,654 12,306
Installment amount at July 31, 2016 65,217 10,148 75,365 5,521
Installment amount at August 31, 2016 46,957 5,830 52,787 4,593
2H(;)1lger conversions during the quarter ended September 30, 882,852 78,634 961,486 72,528
Total installments and conversions, September 30, 2016 $ 1,500,000 $ 210292 $ 1,710,292 94,948
and December 31, 2016
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Second Closing:
Common
Principal Interest Total Shares
Installment amount at March 2, 2016 $ 404,762 $ 149,300 $ 554,062 &
Holder conversions during the quarter ended March 31, 2016 987,000 124,050 1,111,050 14,974
Total installments and conversions, March 31, 2016 1,391,762 273,350 1,665,112 14,974
Installment amount at April 29, 2016 404,762 149,497 554,259 10,190
Installment amount at May 31, 2016 291,428 86,518 377,946 10,238
Installment amount at June 30, 2016 404,762 82,913 487,675 22,842
Holder conversions during the quarter ended June 30, 2016 25,373 2,995 28,368 414
Total installments and conversions, June 30, 2016 2,518,087 595,273 3,113,360 58,658
Installment amount at July 31, 2016 213,429 47,457 260,886 19,113
Installment amount at August 31, 2016 631,429 116,511 747,940 64,810
Installment amount at September 30, 2016 404,762 45,846 450,608 51,698
H%dleg conversions during the quarter ended September 30, 4,868,679 418,847 5,287,526 418,253
Total installments and conversions, September 30, 2016 8,636,386 1,223,934 9,860,320 612,532
Installment amount at Oct 31, 2016 340,000 24,738 364,738 70,665
Installment amount at Nov 30, 2016 291,429 27,528 318,957 81,952
Installment amount at December 31, 2016 156,867 11,425 168,292 57,453
Holder conversions during the quarter ended December 31, 2016 1,575,318 122,624 1,697,942 450,385
Total installments and conversions, December 31, 2016 $11,000,000 $ 1,410,249 $ 12,410,249 1,272,987
Third Closing:
Common
Principal Interest Total Shares

Installment amount at June 30, 2016 $ 212,158 $ 90,659 $ 302,817 16,600

Holder conversions during the quarter ended June 30, 2016 — — — —
Total installments and conversions, June 30, 2016 212,158 90,659 302,817 16,600
Installment amount at July 31, 2016 147,368 32,374 179,742 13,168
Cash Payment — July 31, 2016 installment 42,105 6,107 48,212 &
Installment amount at August 31, 2016 336,842 62,059 398,901 34,684
Installment amount at September, 2016 263,158 41,822 304,980 34,523
Holder conversions during the quarter ended September 30, 2016 1,915,698 175,092 2,090,790 155,272
Total installments and conversions, September 30, 2016 2,917,329 408,113 3,325,442 254,247
Installment amount at Oct 31, 2016 221,053 35,004 256,057 48,192
Installment amount at Nov 30, 2016 221,053 31,259 252,312 64,828
Installment amount at December 31, 2016 221,053 14,526 235,579 81,872
Holder conversions during the quarter ended December 31, 2016 2,669,512 170,359 2,839,871 816,707
Total installments and conversions, December 31, 2016 $ 6,250,000 $ 659,261 $ 6,909,261 1,265,846

* Cash payments

Description of the Note Warrants

Each Note Warrant was exercisable immediately and for a period of 60 months from the date of the issuance of the
Warrant. The Note Warrants entitled the holders of the Note Warrants to purchase, in aggregate, 27,982 shares of our

common stock upon the completion of the Third Closing, subject to certain adjustments. The Note Warrants were
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initially exercisable at an exercise price equal to $325.50, subject to adjustment on the eighteen month anniversary of
issuance, and certain other adjustments. The exercise price and number of shares of common stock issuable on the exercise of
the Note Warrants were subject to adjustment upon the issuance of any shares of common stock or securities convertible into
shares of common stock below the then-existing exercise price, with certain exceptions, and in the event of any stock split,
reverse stock split, recapitalization, reorganization or similar transaction. The holder of each Note Warrant did not have the
right to exercise any portion of such Note Warrant if the holder, together with its affiliates, beneficially owns in excess of
4.99% of the number of shares of the Company’s common stock outstanding immediately after giving effect to the exercise,
as such percentage ownership is determined in accordance with the terms of the Note Warrants. However, any holder could
increase or decrease such percentage to any other percentage, but in no event above 9.99%, provided that any increase of
such percentage would not be effective until 61 days after providing us notice.

The exercise price of the Note Warrants issued November 9, 2015 was reduced to $76.30 per share on January 29,
2016, the 16th trading day following the First Reverse Stock Split, per the terms of the Note Warrants. Per the terms of the
Note Warrants, the exercise price of each of the Note Warrants issued January 11, 2016 and May 2, 2016 remained $325.50
until January 20, 2017, the 16th trading day following the Second Reverse Stock Split, at which point the exercise price of all
of the Note Warrants was adjusted to $2.18 per share. All remaining Note Warrants were exercised during the first quarter of
2017.

Net Cash Used in Operating Activities

Net cash used in operating activities was $24.6 million, $20.7 million and $22.6 million for the years ended
December 31, 2017, 2016 and 2015, respectively. Net cash used in operating activities primarily reflects the net loss for those
periods, less noncash expenses for stock-based compensation, depreciation and amortization, provision for doubtful accounts,
change in value of warrant liability, and partially offset by changes in operating assets and liabilities. The increase in net cash
used in operations is primarily due to incremental cash needed for the operations of BarioSurg and ReShape Medical.

Net Cash Used in Investing Activities

Net cash used in investing activities was $6.4 million, $14,000 and $39,000 for the years ended December 31, 2017,
2016 and 2015, respectively. In 2017, $6.2 million of cash, net of cash acquired, was used as part of the consideration paid to
acquire BarioSurg and ReShape Medical. Additionally, net cash used in investing activities is primarily related to the
purchase of property and equipment.

Net Cash Provided by Financing Activities

Net cash provided by financing activities was $37.8 million, $16.1 million and $19.0 million for the years ended
December 31, 2017, 2016 and 2015, respectively. For the year ended December 31, 2017, net cash provided by financing
activities was primarily the result of approximately $37.4 million of gross proceeds of from the issuance of common stock,
convertible preferred stock and warrants in January and August of 2017, less issuance costs of approximately $2.9 million
along with $3.3 million of proceeds from warrants exercised.

For the year ended December 31, 2016, net cash provided by financing activities was primarily the result of gross
proceeds from the Second Closing and Third Closing of the Notes, which totaled $17.3 million, less cash principal payments
on Notes of $447,000 and debt issuance costs of $750,000.

For the year ended December 31, 2015, net cash provided by financing activities was primarily the result of gross
proceeds of $16.0 million from the July 8, 2015 public offering, $6.7 million from issuances of common stock and warrants
and $1.5 million in gross proceeds from the issuance of the Notes on November 9, 2015. These increases were offset by $1.7
million in financing costs, $477,000 of debt issuance costs and principal repayments of $3.0 million on our long-term debt.

Operating Capital and Capital Expenditure Requirements
We received FDA approval on January 14, 2015 for vBloc Therapy, delivered via the vBloc System, and began a

controlled commercial launch at select bariatric centers of excellence in the United States. In 2015, our first year of
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commercial activity, we sold 24 ReShape vBloc units for $292,000 in revenue and in 2016, we sold 62 ReShape vBloc units
for $787,000 in revenue. In 2017, our total revenues were $1.3 million, $718,000 from 2017 fourth quarter revenue resulting
from the acquisition of ReShape Medical, $250,000 from service revenue and $319,000 from the sale of 28 ReShape vBloc
units. We have incurred and expect to continue to incur significant sales, marketing, clinical, and R&D expenses prior to
recording sufficient revenue to offset these expenses. Additionally, our selling, general and administrative expenses have
continued, as we build the infrastructure necessary to support our expanding commercial sales, operate as a public company
and develop our intellectual property portfolio. For these reasons, we expect to continue to incur operating losses for the next
several years. We have financed our operations to date principally through the sale of equity securities, debt financing and
interest earned on cash investments.

Our anticipated operations include plans to (i) integrate the sales and operations of the Company with the newly
acquired ReShape Medical in order to expand sales of both the ReShape Balloon and ReShape vBloc as well as to obtain cost
savings synergies, (ii) expand the controlled commercial launch of vBloc Therapy, delivered via the ReShape vBloc System,
(iii) continue development of the ReShape Vest, (vi) seek opportunities to leverage our intellectual property portfolio and
custom development services to provide third party sales and licensing opportunities, and (v) explore and capitalize on
synergistic opportunities to expand our portfolio and offer future minimally invasive treatments and therapies in the obesity
continuum of care. The Company believes that it has the flexibility to manage the growth of its expenditures and operations
depending on the amount of available cash flows, which could include reducing expenditures for marketing, clinical and
product development activities. However, we will ultimately need to achieve sufficient revenues from product sales and
obtain additional debt or equity financing to support its operations.

We believe that we have the flexibility to manage the growth of our expenditures and operations depending on the
amount of our cash flows. However, we will ultimately need to achieve sufficient revenues from product sales and/or obtain
additional debt or equity financing in order to support our operations. Obtaining funds through the warrant holders’ exercise
of outstanding common stock warrants or the sale of additional equity and debt securities may result in dilution to our
stockholders. If we raise additional funds through the issuance of debt securities, these securities could have rights senior to
those of our common stock and could contain covenants that would restrict our operations. The sale of additional equity may
require us to obtain approval from our stockholders to increase the number of shares of common stock we have authorized
under our certificate of incorporation. We may require additional capital beyond our currently forecasted amounts. Any such
required additional capital may not be available on reasonable terms, if at all. If we are unable to obtain additional financing,
we may be required to reduce the scope of, delay, or eliminate some or all of, our planned research, development and
commercialization activities, which could materially harm our business. In addition, if we raise additional funds through
collaboration, licensing or other similar arrangements, it may be necessary to relinquish valuable rights to products or
proprietary technologies, or grant licenses on terms that are not favorable.

Our forecast of the period of time through which our financial resources will be adequate to support our operations, the
costs to complete development of products and the cost to commercialize our products are forward-looking statements and
involve risks and uncertainties, and actual results could vary materially and negatively as a result of a number of factors,
including the factors discussed in Part I, Item 1A, Risk Factors, of our Annual Report on Form 10-K. We have based these
estimates on assumptions that may prove to be wrong, and we could utilize our available capital resources sooner than we
currently expect.

Management is currently pursuing various funding options, including seeking additional equity or debt financing
approximately one or two times per year as well as a strategic merger or other transaction to obtain additional funding or
expand its product line to continue the development of, and to successfully commercialize, the ReShape Balloon, the
ReShape vBloc System and the ReShape Vest. While the acquisition of ReShape Medical does provide incremental revenues
to the Company, the cost to further develop and commercialize the ReShape Balloon is expected to significantly exceed
revenues for the foreseeable future. While there can be no assurance that the Company will be successful in its efforts, the
Company has a long history of raising equity financing to fund its development activities. Should the Company be unable to
obtain adequate financing in the near term, the Company’s business, result of operations, liquidity and financial condition
would be materially and negatively affected, and the Company would be unable to continue as a going concern. Additionally,
there can be no assurance that, assuming the Company is able to strengthen its cash position, it will achieve sufficient
revenue or profitable operations to continue as a going concern.

Because of the numerous risks and uncertainties associated with the development of medical devices, such as our
vBloc System, we are unable to estimate the exact amounts of capital outlays and operating expenditures necessary to

64




Table of Contents

complete the development of the products and successfully deliver a commercial product to the market. Our future capital
requirements will depend on many factors, including, but not limited to, the following:

the cost and timing of establishing sales, marketing and distribution capabilities;

the cost of establishing clinical and commercial supplies of our ReShape vBloc, ReShape Balloon, ReShape Vest
and any products that we may develop;

the rate of market acceptance of our ReShape vBloc Therapy, ReShape Balloon, ReShape Vest and any other
product candidates;

the cost of filing and prosecuting patent applications and defending and enforcing our patent and other intellectual
property rights;

the cost of defending, in litigation or otherwise, any claims that we infringe third-party patent or other intellectual
property rights;

the effect of competing products and market developments;

the cost of explanting clinical devices;

the terms and timing of any collaborative, licensing or other arrangements that we may establish;

any revenue generated by sales of our ReShape vBloc, ReShape Balloon, ReShape Vest or our future products;
the scope, rate of progress, results and cost of our clinical trials and other research and development activities;
the cost and timing of obtaining any further required regulatory approvals; and

the extent to which we invest in products and technologies, although we currently have no commitments or
agreements relating to any of these types of transactions.

Contractual Obligations

On August 25, 2015, we entered into an amendment extending the term of the operating lease for our St. Paul,
Minnesota location for three years until September 30, 2018, with monthly base rent ranging from $18,925 to $20,345.

In connection with our acquisition of BarioSurg in May 2017, we assumed an operating lease for office space in Lake
Forest, California with monthly base rent of $2,818 that expires September 30, 2018.

In connection with our acquisition of ReShape Medical in October 2017, we assumed (i) an operating lease for
office/warehouse space in San Clemente, California with monthly base rent ranging from $24,614 to $27,510 that expires
June 30, 2022 and (ii) an operating lease for office and manufacturing space in San Clemente, California with monthly base
rent of $10,877 that expires October 31, 2019.

The following table summarizes our contractual obligations as of December 31, 2017 and the effect those obligations
are expected to have on our financial condition and liquidity position in future periods:

Payments Due By Period
Less Than 1 More than
Contractual Obligations Total Year 1-3 Years 3-5 Years 5 Years
Operating lease $ 1,865,049 $ 633,695 $ 738,344 $ 493,010 $ —
Total contractual cash obligations $ 1,865,049 $ 633,695 $ 738,344 $ 493,010 $ —
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The table above reflects only payment obligations that are fixed and determinable based on our current agreements.
Off-balance-sheet Arrangements

Since our inception, we have not engaged in any off-balance-sheet arrangements, including the use of structured
finance, special purpose entities or variable interest entities as defined by rules enacted by the SEC and FASB, and
accordingly, no such arrangements are likely to have a current or future effect on our financial position, revenues or expenses,
results of operations, liquidity, capital expenditures or capital resources.

Recent Accounting Pronouncements

In April 2015, FASB issued Simplifying the Presentation of Debt Issuance Costs, (Accounting Standards Update
No. 2015-03 (ASU 2015-03)), which changes the presentation of debt issuance costs in the financial statements. Under ASU
2015-03, an entity presents such costs in the balance sheet as a direct deduction from the recognized debt liability rather than
as an asset. Amortization of the costs is reported as interest expense. This guidance will be effective for interim and annual
reporting periods beginning after December 15, 2015. We have evaluated the impact of adopting ASU 2015-03 and do not
believe the new guidance will have a material effect on our financial position, results of operations or cash flows.

In May 2014, FASB issued Revenue from Contracts with Customers, Topic 606 (Accounting Standards Update
No. 2014-09 (ASU 2014-09)), which outlines a single comprehensive revenue model for entities to use in accounting for
revenue arising from contracts with customers. The guidance supersedes most current revenue recognition guidance,
including industry-specific guidance, and requires a company to recognize revenue to depict the transfer of goods or services
to a customer at an amount that reflects the consideration it expects to receive in exchange for those goods or services. ASU
2014-09 is effective for fiscal years and interim periods within those years beginning after December 15, 2017. The guidance
permits two methods of adoption: retrospectively to each prior reporting period presented (full retrospective method), or
retrospectively with the cumulative effect of initially applying the guidance recognized at the date of initial application
(modified retrospective method). In 2016, the FASB issued further guidance that offers narrow scope improvements and
clarifies certain implementation issues related to revenue recognition, including principal versus agent considerations, the
identification of performance obligations and licensing. These additional updates have the same effective date as the new
revenue guidance. The new standard and its related amendments are collectively known as “ASC 606.”

We adopted ASC 606 using the modified retrospective method as of January 1, 2018. This approach was applied to all
contracts not completed as of January 1, 2018. In addition to the enhanced footnote disclosures related to customer contracts,
we anticipate that the most significant impact of the new standard will relate to the timing of revenue recognition for product
sales with conditional rebates. No other significant changes to the accounting for revenue are expected.

We have completed our quantitative assessment and the impact of adoption of ASC 606 did not have a material impact
on the Company’s consolidated financial position, results of operations, equity or cash flows. As part of completing this
assessment, we updated and enhanced our internal controls over financial reporting.

In February 2016 FASB issued Accounting Standards Update No. 2016-02 Leases (Topic 842) that changes the
recognition of lease assets and lease liabilities by lessees for those leases classified as operating lease. The amendments in
this Update are effective for fiscal years beginning after December 15, 2018, including interim periods within those fiscal
years for a public business entity. Early adoption is permitted. Management is evaluating the standard's impact on the
consolidated financial statements.

In March 2016, FASB issued Improvements to Employee Share-Based Payment Accounting, (Accounting Standards
Update No. 2016-09 (ASU 2016-09)), which is intended to simplify several aspects of the accounting for share-based
payment transactions, including the income tax consequences, classification of awards as either equity or liabilities, the
estimation of forfeitures, shares withheld for taxes and classification of shares withheld for taxes on the statement of cash
flows. As part of the adoption of this guidance the Company has elected to account for forfeitures of share-based awards as
they occur. The Company prospectively adopted ASU 2016-09 as required on January 1, 2017 and the adoption did not have
a material effect on its consolidated financial statements.
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In January 2017 FASB issued Accounting Standards Update No. 2017-04 Intangibles—Goodwill and Other (Topic
350) Simplifying the Test for Goodwill Impairment. Under the amendments in this update an entity should perform its
annual, or interim, goodwill impairment test by comparing the fair value of a reporting unit with its carrying amount. An
entity should recognize an impairment charge for the amount by which the carrying amount exceeds the reporting unit’s fair
value; however, the loss recognized should not exceed the total amount of goodwill allocated to that reporting unit.
Additionally, an entity should consider income tax effects from any tax deductible goodwill on the carrying amount of the
reporting unit when measuring the goodwill impairment loss, if applicable. The amendments in this Update are required for
public business entities in fiscal years beginning after December 15, 2019. The adoption of this standard is not expected to
have a material impact to the Company’s consolidated financial statements.

In July 2017, FASB issued ASU 2017-11, Earnings Per Share (Topic 260); Distinguishing Liabilities from Equity
(Topic 480); Derivatives and Hedging (Topic 815): (Part I) Accounting for Certain Financial Instruments with Down Round
Features, (Part IT) Replacement of the Indefinite Deferral for Mandatorily Redeemable Financial Instruments of Certain
Nonpublic Entities and Certain Mandatorily Redeemable Noncontrolling Interests with a Scope Exception. The amendments
in this update are intended to simplify the accounting for certain equity-linked financial instruments and embedded features
with down round features that result in the strike price being reduced on the basis of the pricing of future equity offerings.
Under the new guidance, a down round feature will no longer need to be considered when determining whether certain
financial instruments or embedded features should be classified as liabilities or equity instruments. That is, a down round
feature will no longer preclude equity classification when assessing whether an instrument or embedded feature is indexed to
an entity's own stock. In addition, the amendments clarify existing disclosure requirements for equity-classified instruments.
These amendments are effective for fiscal years, and interim periods within those years, beginning after December 15, 2018,
with early adoption permitted. We early adopted the applicable amendments in the third quarter of 2017 on a retrospective
basis, which permitted the Company to classify the warrants issued along with its Series B Convertible Preferred Stock in
August 2017 (Note 11) containing such down round provisions to equity instruments to stockholders’ equity.

In August 2014, FASB issued Disclosure of Uncertainties About an Entity’s Ability to Continue as a Going Concern,
(Accounting Standards Update No. 2014-15 (ASU 2014-15)), which provides a framework for entities to evaluate going
concern issues as well as potential related disclosures. This guidance became effective and the Company adopted it for the
year ended December 31, 2016. See Note 3, Liquidity and Management’s Plans.

Various other accounting standards and interpretations have been issued with 2017 effective dates and effective dates
subsequent to December 31, 2017. We have evaluated the recently issued accounting pronouncements that are currently
effective or will be effective in 2017 and believe that none of them have had or will have a material effect on our financial
position, results of operations or cash flows.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

Our exposure to market risk is confined to our cash and cash equivalents. As of December 31, 2017 we had $10.2
million in cash and cash equivalents. The goals of our investment policy are preservation of capital, fulfillment of liquidity
needs and fiduciary control of cash and investments. We also seek to maximize income from our investments without
assuming significant risk. To achieve our goals, we may maintain a portfolio of cash equivalents and investments in a variety
of securities of high credit quality. The securities in our investment portfolio, if any, are not leveraged, are classified as either
available for sale or held-to-maturity and are, due to their very short-term nature, subject to minimal interest rate risk. We
currently do not hedge interest rate exposure. Because of the short-term maturities of our cash equivalents, we do not believe
that an increase in market rates would have any material negative impact on interest income recognized in our statement of
operations. We have no investments denominated in foreign currencies and therefore our investments are not subject to
foreign currency exchange risk.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
ReShape Lifesciences Inc.
San Clemente, California

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of ReShape Lifesciences Inc. and subsidiaries (the
"Company") as of December 31, 2017 and 2016, the related consolidated statements of operations, stockholders' equity, and
cash flows, for each of the three years in the period ended December 31, 2017, and the related notes (collectively referred to
as the "financial statements"). In our opinion, the financial statements present fairly, in all material respects, the financial
position of the Company as of December 31, 2017 and 2016, and the results of its operations and its cash flows for each of
the three years in the period ended December 31, 2017, in conformity with accounting principles generally accepted in the
United States of America.

Going Concern

The accompanying financial statements have been prepared assuming that the Company will continue as a going concern. As
discussed in Note 3 to the financial statements, the Company does not expect to generate sufficient operating revenue to
sustain its operations in the near-term, and will require additional debt or equity financing, which raises substantial doubt
about its ability to continue as a going concern. Management's plans in regard to these matters are also described in Note 3.
The financial statements do not include any adjustments that might result from the outcome of this uncertainty.

Basis for Opinion

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

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

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

/s/ DELOITTE & TOUCHE LLP

Minneapolis, MN

April 2, 2018

We have served as the Company's auditor since 2006.
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RESHAPE LIFESCIENCES INC.

Consolidated Balance Sheets

December 31, December 31,
2017 2016
ASSETS
Current assets:
Cash and cash equivalents $ 10,163,208 $ 3,310,787
Accounts receivable (net of allowance for bad debts of $155,872 and $20,000 at
December 31, 2017 and 2016, respectively) 488,613 143,692
Inventory 2,817,112 1,789,578
Prepaid expenses and other current assets 467,783 476,624
Total current assets 13,936,716 5,720,681
Property and equipment, net 438,621 200,720
Goodwill 27,186,620 —
Other intangible assets, net 46,152,577 —
Other assets 990,015 1,119,405
Total assets $ 88,704,549 $ 7,040,806
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $ 1,088,271 $ 1,311,706
Accrued expenses 5,955,518 2,751,415
Total current liabilities 7,043,789 4,063,121
Deferred income taxes 5,292,291 —
Common stock warrant liability 1,600 39,119
Total liabilities 12,337,680 4,102,240

Commitments and contingencies (Note 16)
Stockholders’ equity:
Preferred stock, 5,000,000 shares authorized:

Series A convertible preferred stock, $0.01 par value; zero shares outstanding at
December 31, 2017 and 2016; 12,531 and zero shares issued at December 31, 2017
and 2016, respectively — —
Conditional convertible preferred stock, $0.01 par value; 1,000,181 and zero shares
issued and zero outstanding at December 31, 2017 and 2016 — —
Series B convertible preferred stock, $0.01 par value; 20,000 shares issued and 6,055
and zero shares outstanding at December 31, 2017 and December 31, 2016,
respectively 61 —
Series C convertible preferred stock, $0.01 par value; 187,772 shares issued and
95,388 and zero shares outstanding at December 31, 2017 and December 31, 2016,
respectively 954 —
Common stock, $0.01 par value; 275,000,000 and 300,000,000 shares authorized at
December 31, 2017 and 2016, respectively; 30,957,113 and 2,736,621 shares issued

and outstanding at December 31, 2017 and December 31, 2016, respectively 309,571 27,366
Additional paid-in capital 410,815,637 303,852,582
Accumulated deficit (334,759,354) (300,941,382)
Total stockholders’ equity 76,366,869 2,938,566
Total liabilities and stockholders’ equity $ 88,704,549 $ 7,040,806

See accompanying notes to consolidated financial statements.
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RESHAPE LIFESCIENCES INC.

Consolidated Statements of Operations

Product sales
Service and other revenue
Total revenue

Cost of goods sold
Cost of service and other revenue
Total cost of revenue
Gross profit
Operating expenses:
Selling, general and administrative
Research and development
Total operating expenses
Operating loss
Other income (expense):
Interest income
Interest expense
Warrants expense
Change in value of warrant liability
Other, net
Income (loss) before income taxes

Income tax benefit
Net loss
Net loss per share—basic and diluted
Shares used to compute basic and diluted net loss per share

Year Ended December 31,

2017 2016 2015
$ 1,011,377 $ 786,660 $ 292,000
275,777 — —
1,287,154 786,660 292,000
764,805 431,476 125,047
171,581 — —
936,386 431,476 125,047
350,768 355,184 166,953
25,983,547 17,981,525 19,892,424
5,775,098 5,169,286 8,141,323
31,758,645 23,150,811 28,033,747

(31,407,877)

(22,795,627)

(27,866,794)

1,066 5,837 1,819
(3,874)  (4,104,003) (939,182)
(4,438,149) — —
(283,097) 3,512,816 3,295,536
(652) 20,133 9,874
(36,132,583)  (23,360,844)  (25,498,747)
2,314,611 — —

$ (33,817,972) $ (23,360,844) $ (25,498,747)
$ (3.07) $ (3753) $  (298.97)
11,022,299 622,431 85,290

See accompanying notes to consolidated financial statements.
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RESHAPE LIFESCIENCES INC.

Consolidated Statements of Stockholders’ Equity

Balance December 31, 2014

Net loss

Employee stock-based compensation expense
Nonemployee stock-based compensation expense

Issuance of common stock through “at-the-market” equity
offerings in 2015 for cash from $1,162.00 to $1,589.00 per
share, net of financing costs of $259,560

Issuance of common stock, net of warrants to purchase
approximately 301,905 shares of common stock valued at
$6,003,932, in registered public offering in July 2015 for
cash at an aggregate price of $525.00 per unit, net of
financing costs of $929,920

Issuance of common stock for payments made in shares on
convertible notes payable

Balance December 31, 2015

Net loss

Employee stock-based compensation expense
Nonemployee stock-based compensation expense
Common stock financing costs

Exercise of 1,428 warrants in 2016 for cash at $3.50 per
share

Issuance of common stock for payments made in shares on
convertible notes payable

Balance December 31, 2016

Net loss

Employee stock-based compensation expense
Nonemployee stock-based compensation expense

Issuance of common stock, series A convertible preferred
stock and warrants to purchase approximately 2,359,894
shares of common stock, in underwritten public offering in
January 2017 for cash at an aggregate price of $5.31 per
unit, net of financing costs of $2,505,244

Issuance of common stock and conditional convertible
preferred stock related to May 2017 acquisition of
BarioSurg, Inc.

Issuance of series B convertible preferred stock and
warrants to purchase 8,700,000 shares of common stock in
firm commitment underwritten public offering in August
2017 for cash at an aggregate price of $1,000.00 per unit,
net of financing costs of $2,019,761

Issuance of warrants to former holders of convertible notes
to purchase 2,575,000 shares of common stock valued at
$4,438,149

Issuance of common stock and series C convertible
preferred stock related to October 2017 acquisition of
ReShape Medical, Inc.

Conversions of convertible preferred stock into common
stock

Exercise of warrants into 599,670 shares of common stock
for cash

Balance December 31, 2017

Additional Total
Preferred Stock C Stock Paid-in Accumulated Stockholders’
Shares Shares A Capital Deficit Equity
— — 66,332 $ 663 $ 258,745,523 $ (252,081,791) $ 6,664,395
_ _ — — — (25,498,747) (25,498,747)
— — — — 6,974,489 — 6,974,489
— — — — (34,712) — (34,712)
— — 4,604 46 6,392,326 — 6,392,372
— — 30,476 305 9,065,843 — 9,066,148
— — 1,003 10 109,494 — 109,504
— — 102,415 $ 1,024 $ 281,252,963 $ (277,580,538) $ 3,673,449
— — — — — (23,360,844) (23,360,844)
— — — — 2,327,402 — 2,327,402
— — — — 3,535 — 3,535
— — — — (28,000) — (28,000)
— — 1,428 14 4,986 — 5,000
— — 2,632,778 26,328 20,291,696 — 20,318,024
— — 2,736,621 27,366 303,852,582 (300,941,382) 2,938,566
— — — — — (33,817,972) (33,817,972)
— — — — 4,252,567 — 4,252,567
— — — — 184,230 — 184,230
12,531 125 1,218,107 12,181 16,481,598 — 16,493,904
1,000,181 10,002 1,380,684 13,807 26,235,154 26,258,963
20,000 200 — — 17,980,039 — 17,980,239
— — — — 4,438,149 — 4,438,149
187,772 1,878 2,356,729 23,567 33,957,912 33,983,357
(1,119,041) (11,190) 22,665,302 226,653 (215,463) — —
— — 599,670 5,997 3,648,869 — 3,654,866
101,443 $ 1,015 30,957,113 $ 309,571 $ 410,815,637 $ (334,759,354) $ 76,366,869

See accompanying notes to consolidated financial statements.

72




Table of Contents

RESHAPE LIFESCIENCES INC.

Consolidated Statements of Cash Flows

Cash flows from operating activities:

Net loss
Adjustments to reconcile net loss to net cash used in operating
activities:
Depreciation
Provision for doubtful accounts
Deferred income taxes
Stock-based compensation
Warrants issued to former holders of convertible notes
Amortization of commitment fees, debt issuance costs and
original issue discount
Amortization of intangible assets
Change in value of warrant liability
Change in operating assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued expenses
Accrued interest payable
Net cash used in operating activities

Cash flows from investing activities:

Acquisitions, net of cash acquired
Purchases of property and equipment
Net cash used in investing activities

Cash flows from financing activities:

Proceeds from warrants exercised
Proceeds from sale of common stock and warrants for purchase of
common stock (January 2017)
Proceeds from sale of convertible preferred stock (January 2017)
Proceeds from sale of convertible preferred stock (August 2017)
Common stock financing costs
Preferred stock financing costs
Proceeds from convertible notes payable
Repayments on convertible notes payable
Repayments on notes payable
Debt issuance costs
Net cash provided by financing activities
Net increase in cash and cash equivalents

Cash and cash equivalents:

Beginning of period
End of period

Supplemental disclosure:

Cash paid for interest

Noncash investing and financing activities:

Issuance of convertible preferred shares and common shares for
acquisitions
Conversion of convertible notes and interest payable

Year Ended December 31,

2017

2016

2015

$ (33,817,972) $ (23,360,844) $ (25,498,747)

See accompanying notes to consolidated financial statements.
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205,513 139,576 189,491
12,666 20,000 —
(2,314,611) — —
4,436,797 2,330,937 6,939,777
4,438,149 — —
— 1,836,340 825,735
719,950 — —
283,097 (3,512,816) (3,295,536)
28,103 (105,625) (55,116)
68,441 (103,254) (705,805)
182,584 354,732 (409,822)
212,274 (600,634) 349,709
(223,435) 1,139,656 (222,636)
1,180,236 (891,060) (235,351)
— 2,097,199 (487,739)
(24,588,208)  (20,655,793)  (22,606,040)
(6,230,567) — —
(137,123) (14,000) (38,915)
(6,367,690) (14,000) (38,915)
3,334,176 5,000 —
6,468,148 — 22,651,932
12,531,000
20,000,000
(2,505,244) (28,000) (1,721,794)
(2,019,761)
— 17,250,000 1,500,000
— (446,867) —
— — (3,000,000)
— (726,793) (477,110)
37,808,319 16,053,340 18,953,028
6,852,421 (4,616,453) (3,691,927)
3,310,787 7,927,240 11,619,167
$ 10,163208 $ 3,310,787 $ 7,927,240
$ 3874 $ 155407 $ 601,185
$ 60,242,320 $ — 3 —
$ — % — $ 109,504
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ReShape Lifesciences Inc.
Notes to Consolidated Financial Statements
(1) Description of the Business; Risks and Uncertainties of the Business
Description of Business

ReShape Lifesciences Inc. (the Company) is focused on the design, development and commercialization of
transformative technology to treat obesity and metabolic diseases. The Company was incorporated in the state of Minnesota
on December 19, 2002, originally as two separate legal entities, Alpha Medical, Inc. and Beta Medical, Inc., both of which
were owned 100% by a common stockholder. Effective October 1, 2003, the two entities were combined and the combined
entity changed its name to EnteroMedics Inc. The Company reincorporated in Delaware on July 22, 2004. The Company has
devoted substantially all of its resources to recruiting personnel, developing its product technology, obtaining patents to
protect its intellectual property, commercialization activities and raising capital and has recently commenced commercial
operations in the United States deriving revenues from its primary business activity in 2015. On May 22, 2017, the Company
acquired BarioSurg, Inc. (BarioSurg), a company developing the Gastric Vest System and on October 2, 2017 it acquired
ReShape Medical, Inc. (ReShape Medical), a company that develops, manufactures and markets a minimally invasive
intragastric balloon resigned to treat certain obesity patients. ReShape Medical LLC became a wholly-owned subsidiary of
the Company on October 2, 2017 and its balance sheet and statement operations for the period October 2, 2017 through
December 31, 2017 are included with the Company’s 2017 consolidated financial statements. Subsequent to the acquisition
of ReShape Medical, the Company relocated its headquarters from St. Paul, Minnesota to San Clemente, California.

EnteroMedics Europe Sérl (EnteroMedics Europe), a wholly owned subsidiary of the Company, was formed in January
2006. EnteroMedics Europe is a Swiss entity established as a means to conduct clinical trials in Switzerland. Upon
establishment there were 20 shares of EnteroMedics Europe issued and outstanding with a par value of 1,000 Swiss Francs.
The Company purchased 100% of the shares and then issued one share to a fiduciary agent. The one share is the property of
the Company and is held by the fiduciary in a fiduciary capacity under terms of the Fiduciary Agreement. The functional
currency of EnteroMedics Europe has been determined to be the U.S. Dollar.

On October 23, 2017, the Company announced that it had changed its name from “EnteroMedics Inc.” to “ReShape
Lifesciences Inc.” effective October 23, 2017. In addition, in connection with the name change, the Company’s ticker symbol
was changed to “RSLS” which became effective at the start of trading on October 23, 2017, and the Company’s common
stock continued to trade on The NASDAQ Capital Market.

During 2016, the Company’s board of directors and stockholders approved two reverse stock splits (collectively, the
Reverse Stock Splits). Neither reverse stock split changed the par value of the Company’s common stock or the number of
preferred shares authorized by the Company’s certificate of incorporation. The first reverse stock split was a 1-for-15 reverse
split (the First Reverse Stock Split) of the Company’s outstanding common stock that became effective after trading on
January 6, 2016. The First Reverse Stock Split also decreased the number of shares of common stock authorized by the
Company’s certificate of incorporation proportionately, and proportional adjustments were also made to the Company’s
outstanding stock options and warrants and the number of shares authorized under the Company’s Amended and Restated
2003 Stock Incentive Plan . In connection with the First Reverse Stock Split, an amendment to the Company’s certificate of
incorporation was also approved to increase the number of shares of the Company’s common stock authorized for issuance to
150 million shares, effective immediately after the First Reverse Stock Split on January 6, 2016.

The second reverse stock split was a 1-for-70 reverse split (the Second Reverse Stock Split) of the Company’s
outstanding common stock that became effective after trading on December 27, 2016 pursuant to the Company’s Sixth
Amended and Restated Certificate of Incorporation. In connection with the Second Reverse Stock Split, proportional
adjustments were also made to the Company’s outstanding stock options and warrants. Additionally, in connection with the
Second Reverse Stock Split, a second amendment was approved to increase the number of shares of the Company’s common
stock authorized for issuance to 300 million shares, effective after the Second Reverse Stock Split on December 27, 2016.
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All share and per-share amounts have been retroactively adjusted to reflect the Reverse Stock Splits for all periods
presented.

On October 26, 2017, the Company filed a Certificate of Amendment to its Sixth Amended and Restated Certificate of
Incorporation to reduce the number of authorized shares of the Company’s common stock from 300 million to 275 million.

Risks and Uncertainties

The Company is focused on the design, development and commercialization of transformative technology to treat
obesity and metabolic diseases and its growing and differentiated product portfolio is utilized by bariatric surgeons, general
surgeons, and gastroenterologists. We believe obesity is a global epidemic and that the majority of patients need treatment
options that are anatomy friendly and provide for weight loss and comorbidity improvements along with long-term, ongoing
obesity support and prevention.

We have a limited operating history and the Company’s products require approval from the U.S. Food and Drug
Administration (FDA) or corresponding foreign regulatory agencies prior to commercial sales. On January 14, 2015, the
vBloc® System, our initial product, which we now refer to as ReShape vBloc, received U.S. Food and Drug Administration
(FDA) approval for vBloc Therapy, delivered via the ReShape vBloc. vBloc Therapy is delivered via a pacemaker-like
device that helps patients feel full and eat less by intermittently blocking hunger signals on the vagus nerve. Our therapy
limits the expansion of the stomach, helps control hunger sensations between meals, reduces the frequency and intensity of
stomach contractions and produces a feeling of early and prolonged fullness.

On May 22, 2017 the Company acquired the Gastric Vest System (ReShape Vest) through the acquisition of BarioSurg,
Inc. The ReShape Vest is an investigational, minimally invasive, laparoscopically implanted medical device being studied for
weight loss in obese and morbidly obese patients. The ReShape Vest wraps around the stomach after it has been rearranged
into a banana-like shape using sutures, emulating the effect of conventional weight-loss surgery, and is intended to enable
gastric volume reduction without permanently changing patient anatomy.

On October 2, 2017 the Company acquired ReShape Medical, a privately-held medical technology company that
develops, manufactures and markets the ReShape® Dual Weight Loss Balloon (the ReShape Balloon), an FDA-approved,
minimally invasive intragastric balloon designed to treat obesity patients with a body mass index (BMI) between 30 and 40,
with one or more related comorbid conditions. The acquisition of and results of operations for ReShape Medical for the
period October 2, 2017 through December 31, 2017 are included in these consolidated financial statements.

The medical device industry is characterized by frequent and extensive litigation and administrative proceedings over
patent and other intellectual property rights. Whether a product infringes a patent involves complex legal and factual issues,
the determination of which is often difficult to predict, and the outcome may be uncertain until the court has entered final
judgment and all appeals are exhausted. The Company’s competitors may assert that its products or the use of the Company’s
products are covered by U.S. or foreign patents held by them.

The Company’s activities are subject to significant risks and uncertainties, including the ability to obtain additional
financing, and there can be no assurance that the Company will be successful in obtaining additional financing on favorable
terms, or at all. If adequate funds are not available, the Company may have to further reduce its cost structure until financing
is obtained and/or delay development or commercialization of products or license to third parties the rights to commercialize
products or technologies that the Company would otherwise seek to commercialize.

(2) Summary of Significant Accounting Policies
Basis of Presentation
The Company has prepared the accompanying consolidated financial statements in conformity with accounting

principles generally accepted in the United States of America. The Company’s fiscal year ends on December 31.
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Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates.

Principles of Consolidation

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

Concentration of Credit Risk

Financial instruments that potentially subject the Company to significant concentrations of credit risk consist primarily
of cash and cash equivalents. Cash and cash equivalents are primarily deposited in demand and money market accounts. At
times, such deposits may be in excess of insured limits. Investments in money market funds are not considered to be bank
deposits and are not insured or guaranteed by the federal deposit insurance company or other government agency. These
money market funds seek to preserve the value of the investment at $1.00 per share; however, it is possible to lose money
investing in these funds. The Company has not experienced any losses on its deposits of cash and cash equivalents.

Fair Value of Financial Instruments

Carrying amounts of certain of the Company’s financial instruments, including cash and cash equivalents, accounts
receivable, prepaid expenses and other current assets, accounts payable and accrued liabilities approximate fair value due to
their short maturities. The Company’s common stock warrants are required to be reported at fair value and the Company
elected to report its senior amortizing convertible notes at fair value. The fair values of common stock warrants and
investments in debt and equity securities, if any, are disclosed in Note 6. The 2015 and 2016 fair values of the Company’s
senior amortizing convertible notes is disclosed in Notes 6 and 10.

Common Stock Warrant Liability

The common stock warrants that were issued in connection with the July 8, 2015 public offering (the Series A
Warrants) and the common stock warrants issued in connection with the November 9, 2015, January 11, 2016 and May 2,
2016 senior amortizing convertible notes (the Note Warrants) are classified as a liability in the consolidated balance sheets, as
the common stock warrants issued provide for certain anti-dilution protections in the event shares of common stock or
securities convertible into shares of common stock are issued below the then-existing exercise price. The fair value of these
common stock warrants is re-measured at each financial reporting period and immediately before exercise, with any changes
in fair value being recognized as a component of other income (expense) in the consolidated statements of operations.

Cash and Cash Equivalents

The Company considers highly liquid investments generally with maturities of 90 days or less when purchased to be
cash equivalents. Cash equivalents are stated at cost, which approximates market value. The Company’s cash equivalents are
primarily in money market funds and certificates of deposit. The Company deposits its cash and cash equivalents in high-
quality credit institutions.

Short-Term Investments
The Company considers all investments with maturities greater than three months and less than one year at the time of
purchase as short-term investments and classifies them as either available for sale or held to maturity. The Company also
considers certain investments with maturities greater than one year but which are also held for liquidity purposes and are
available for sale as short-term investments.
Available-for-sale securities are carried at fair value based on quoted market prices, with the unrealized gains and

losses included in other comprehensive income within stockholders’ equity in the consolidated balance sheets. Realized
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gains and losses and declines in value judged to be other than temporary on available-for-sale securities are included in
interest and other income. Interest and dividends on securities classified as available for sale are included in interest income.
The cost of securities sold is based on the specific identification method.

Short-term investments in debt securities which the Company has the positive intent and ability to hold to maturity are
reported at cost, adjusted for premiums and discounts that are recognized in interest income, using the interest method, over
the period to maturity. Unrealized losses on held-to-maturity securities reflecting a decline in value determined to be other
than temporary are charged to income.

Inventory

The Company accounts for inventory at the lower of cost or market and records any long-term inventory as other assets
in the consolidated balance sheets. The Company establishes inventory reserves for obsolescence based upon projected sales
and for defect based upon specific identification of defective or unsalable units.

Property and Equipment, Net

Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation of property and
equipment is computed using the straight-line method over their estimated useful lives of five to seven years for furniture and
equipment and three to five years for computer hardware and software. Leasehold improvements are amortized on a straight-
line basis over the lesser of their useful life or the term of the lease. Upon retirement or sale, the cost and related accumulated
depreciation or amortization are removed from the consolidated balance sheets and the resulting gain or loss is reflected in
the consolidated statements of operations. Repairs and maintenance are expensed as incurred.

Impairment of Long-Lived Assets, Intangible Assets and Goodwill

The Company evaluates its long-lived assets, including its finite-lived intangible assets, for impairment by comparison
of the carrying amounts to future net undiscounted cash flows expected to be generated by such assets when events or
changes in circumstances indicate the carrying amount of an asset may not be recoverable. Should an impairment exist, the
impairment loss would be measured based on the excess carrying value of the asset over the asset’s fair value or estimates of
future discounted cash flows.

For goodwill and indefinite-lived intangible assets, in-process research and development, the Company reviews for
impairment annually and upon the occurrence of certain events as required by Accounting Standards Codification (“ASC”)
Topic 350, “Intangibles — Goodwill and Other.” Goodwill and indefinite-lived intangible assets are tested at least annually
for impairment and more frequently if events or changes in circumstances indicate that the asset might be impaired. The
Company reviews goodwill for impairment by first assessing qualitative factors to determine whether it is more likely than
not that the fair value of a reporting unit is less than its carrying amount as a basis for determining whether it is necessary to
perform the two-step goodwill impairment test. If the Company is able to determine that it is not more likely than not that
the fair value of a reporting unit is less than its carrying amount, the Company would conclude that goodwill is not impaired.
If the carrying amount of a reporting unit is zero or negative, the second step of the impairment test is performed to measure
the amount of impairment loss, if any, when it is more likely than not that a goodwill impairment exists. The Company did
not record any losses for impairment during the year ended December 31, 2017.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized
for the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases and operating loss and tax credit carry-forwards. Deferred tax assets and
liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in income in the period that includes the enactment date. A valuation allowance for deferred income tax assets is
recorded when it is more likely than not that some portion or all of the deferred income tax assets will not be realized. The
Company has provided a full valuation allowance against the net deferred tax assets, excluding deferred tax liabilities for
indefinite-lived intangible assets, as of December 31, 2017 and 2016 (see Note 12).
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The Company’s policy is to classify interest and penalties related to income taxes as income tax expense in the consolidated
statements of operations.

Medical Device Excise Tax

On January 14, 2015, the Company received FDA approval for vBloc Therapy, delivered via the vBloc Rechargeable
System, and starting in the second quarter of 2015 revenues were generated from sales in the United States. As a result, the
Company is now required to pay a quarterly medical device tax under the Affordable Care Act, which imposes a 2.3% excise
tax on the sale of certain medical devices, including ReShape vBloc and the ReShape Balloon, by device manufactures,
producers or importers (the Medical Device Tax). The Medical Device Tax was effective on sales of devices made after
December 31, 2012. The Company records the Medical Device Tax as an operating expense in the consolidated statements of
operations, which totaled $1,363 for 2015. A moratorium was placed on the Medical Device Tax for 2016 and 2017 and,
consequently, the Company was not required to pay the Medical Device Tax in 2016 or 2017. In January 2018, the
moratorium was extended to 2018 and 2019.

Comprehensive Loss

Comprehensive loss is defined as the change in equity of a company during a period from transactions and other events
and circumstances excluding transactions resulting from distributions to owners. There was no difference from reported net
loss for the years ended December 31, 2017, 2016 and 2015.

Revenue Recognition

Revenue is recognized when persuasive evidence of an arrangement exists, title or risk of loss has passed, the selling
price is fixed or determinable and collection is reasonably assured. Products are sold through direct sales or medical device
distributors. ReShape vBloc revenue is recognized upon sale to a bariatric center or a medical device distributor when no
right of return or price protection exists. ReShape balloon revenue is typically recognized when title is passed, usually at
point of shipment. A provision for returns reducing revenues is recorded only if product sales provide for a right of return.
No provision for returns was recorded for the years ended December 31, 2015 and December 31, 2016, as vBloc product
sales recorded did not provide for rights of return. A provision for returns of $39,000 was recorded in the fourth quarter of
2017 to estimate potential returns of ReShape balloon product.

Revenues for services are recognized when earned, subject to limitations, if any, related to multiple deliverables. We
evaluate each element in these multiple-element arrangements to determine whether they represent a separate unit of
accounting and recognize each element as the services are performed or as product is shipped.

Shipping and Handling

The Company records amounts invoiced to its customers for outbound freight and shipping as other revenue and the
related expense as cost of goods sold.

Research and Development Expenses
Research and development expenses are charged to expense as incurred. Research and development expenses include,
but are not limited to, product development, clinical trial expenses, including supplies, devices, explants and revisions,
quality assurance, regulatory expenses, payroll and other personnel expenses, materials and consulting costs.
Patent Costs
Costs associated with the submission of a patent application are expensed as incurred given the uncertainty of the
patents resulting in probable future economic benefits to the Company. Patent-related legal expenses included in general and

administrative costs were $305,000, $269,000, and $200,000 for the years ended December 31, 2017, 2016 and 2015,
respectively.
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Stock-Based Compensation

The fair value method is applied to all share-based payment awards issued to employees and where appropriate,
nonemployees, unless another source of literature applies. When determining the measurement date of a nonemployee’s
share-based payment award, the Company measures the stock options at fair value and remeasures such stock options to the
current fair value until the performance date has been reached. All option grants are expensed on a straight-line basis over the
vesting period.

Net Loss Per Share

Basic net loss per share is computed by dividing net loss by the weighted-average number of common shares
outstanding during the period. Diluted net loss per share is based on the weighted-average common shares outstanding during
the period plus dilutive potential common shares calculated using the treasury stock method. Such potentially dilutive shares
are excluded when the effect would be to reduce a net loss per share. The Company’s potential dilutive shares, which include
outstanding common stock options and warrants, have not been included in the computation of diluted net loss per share for
all periods as the result would be anti-dilutive.

The following table sets forth the computation of basic and diluted net loss per share for the years ended December 31,
2017, 2016 and 2015:

Year Ended
December 31,
2017 2016 2015
Numerator:
Net loss $ (33,817,972) $ (23,360,844) $ (25,498,747)
Denominator for basic and diluted net loss per share:
Weighted-average common shares outstanding 11,022,299 622,431 85,290
Net loss per share—basic and diluted $ (3.07) $ (37.53) $ (298.97)

The following table sets forth the potential shares of common stock that are not included in the calculation of diluted
net loss per share because to do so would be anti-dilutive as of the end of each period presented:

December 31,

2017 2016
Stock options outstanding 3,830,447 19,840
Common shares underlying convertible preferred stock 12,172,725 —
Warrants to purchase common stock 14,308,337 55,044

Segment Reporting

Operating segments are defined as components of an enterprise for which discrete financial information is available
that is evaluated regularly by the chief operating decision maker (“CODM?”) in deciding how to allocate resources and in
assessing performance. Our CODM is the Chief Executive Officer.

Under the provisions of ASC 280, Segment Reporting, we have determined that we have one operating segment related
to the design, development and commericialization of transformative technology to treat obesity and metabolic diseases. The
CODM evaluates operating performance and allocates resources on a total portfolio basis.

Recently Issued Accounting Standards

In May 2014, FASB issued Revenue from Contracts with Customers, Topic 606 (Accounting Standards Update
No. 2014-09 (ASU 2014-09)), which outlines a single comprehensive revenue model for entities to use in accounting for
revenue arising from contracts with customers. The guidance supersedes most current revenue recognition guidance,
including industry-specific guidance, and requires a company to recognize revenue to depict the transfer of goods or services
to a customer at an amount that reflects the consideration it expects to receive in exchange for those goods or services. ASU
2014-09 is effective for fiscal years and interim periods within those years beginning after December 15, 2017. The guidance
permits two methods of adoption: retrospectively to each prior reporting period presented (full
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retrospective method), or retrospectively with the cumulative effect of initially applying the guidance recognized at the date
of initial application (modified retrospective method). In 2016, the FASB issued further guidance that offers narrow scope
improvements and clarifies certain implementation issues related to revenue recognition, including principal versus agent
considerations, the identification of performance obligations and licensing. These additional updates have the same effective
date as the new revenue guidance. The new standard and its related amendments are collectively known as “ASC 606.”

We adopted ASC 606 using the modified retrospective method as of January 1, 2018. This approach was applied to all
contracts not completed as of January 1, 2018. In addition to the enhanced footnote disclosures related to customer contracts,
we anticipate that the most significant impact of the new standard will relate to the timing of revenue recognition for product
sales with conditional rebates. No other significant changes to the accounting for revenue are expected.

We have completed our quantitative assessment and the impact of adoption of ASC 606 did not have a material impact
on the Company’s consolidated financial position, results of operations, equity or cash flows. As part of completing this
assessment, we updated and enhanced our internal controls over financial reporting.

In February 2016 FASB issued Accounting Standards Update No. 2016-02 Leases (Topic 842) that changes the
recognition of lease assets and lease liabilities by lessees for those leases classified as operating lease. The amendments in
this Update are effective for fiscal years beginning after December 15, 2018, including interim periods within those fiscal
years for a public business entity. Early adoption is permitted. Management is evaluating the standard's impact on the
consolidated financial statements.

In March 2016, FASB issued Improvements to Employee Share-Based Payment Accounting, (Accounting Standards
Update No. 2016-09 (ASU 2016-09)), which is intended to simplify several aspects of the accounting for share-based
payment transactions, including the income tax consequences, classification of awards as either equity or liabilities, the
estimation of forfeitures, shares withheld for taxes and classification of shares withheld for taxes on the statement of cash
flows. As part of the adoption of this guidance the Company has elected to account for forfeitures of share-based awards as
they occur. The Company prospectively adopted ASU 2016-09 as required on January 1, 2017 and the adoption did not have
a material effect on its consolidated financial statements.

In January 2017 FASB issued Accounting Standards Update No. 2017-04 Intangibles—Goodwill and Other (Topic
350) Simplifying the Test for Goodwill Impairment. Under the amendments in this update an entity should perform its
annual, or interim, goodwill impairment test by comparing the fair value of a reporting unit with its carrying amount. An
entity should recognize an impairment charge for the amount by which the carrying amount exceeds the reporting unit’s fair
value; however, the loss recognized should not exceed the total amount of goodwill allocated to that reporting unit.
Additionally, an entity should consider income tax effects from any tax deductible goodwill on the carrying amount of the
reporting unit when measuring the goodwill impairment loss, if applicable. The amendments in this Update are required for
public business entities in fiscal years beginning after December 15, 2019. The adoption of this standard is not expected to
have a material impact to the Company’s consolidated financial statements.

In July 2017, FASB issued ASU 2017-11, Earnings Per Share (Topic 260); Distinguishing Liabilities from Equity
(Topic 480); Derivatives and Hedging (Topic 815): (Part I) Accounting for Certain Financial Instruments with Down Round
Features, (Part IT) Replacement of the Indefinite Deferral for Mandatorily Redeemable Financial Instruments of Certain
Nonpublic Entities and Certain Mandatorily Redeemable Noncontrolling Interests with a Scope Exception. The amendments
in this update are intended to simplify the accounting for certain equity-linked financial instruments and embedded features
with down round features that result in the strike price being reduced on the basis of the pricing of future equity offerings.
Under the new guidance, a down round feature will no longer need to be considered when determining whether certain
financial instruments or embedded features should be classified as liabilities or equity instruments. That is, a down round
feature will no longer preclude equity classification when assessing whether an instrument or embedded feature is indexed to
an entity's own stock. In addition, the amendments clarify existing disclosure requirements for equity-classified instruments.
These amendments are effective for fiscal years, and interim periods within those years, beginning after December 15, 2018,
with early adoption permitted. We early adopted the applicable amendments in the third quarter of 2017 on a retrospective
basis, which permitted the Company to classify the warrants issued along with its Series B Convertible Preferred Stock in
August 2017 (Note 11) containing such down round provisions to equity instruments to stockholders’ equity.
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Various other accounting standards and interpretations have been issued with 2017 effective dates and effective dates
subsequent to December 31, 2017. The Company has evaluated the recently issued accounting pronouncements that are
currently effective or will be effective in 2018 and believe that none of them have had or will have a material effect on the
Company’s financial position, results of operations or cash flows.

(3) Liquidity and Management’s Plans

The accompanying consolidated financial statements have been prepared assuming the Company will continue as a
going concern. The Company currently is not generating revenue from operations that is significant relative to its level of
operating expenses, and does not anticipate generating revenue sufficient to offset operating costs in the short-term to mid-
term. The Company has financed its operations to date principally through the sale of equity securities, debt financing and
interest earned on investments. The Company’s history of operating losses, limited cash resources and lack of certainty
regarding obtaining significant third-party reimbursement for its products, raise substantial doubt about our ability to
continue as a going concern absent a strengthening of our cash position. As of December 31, 2017, the Company had $10.2
million of cash and cash equivalents to fund its operations into early 2018.

The following financing transactions occurred in 2015, 2016 and 2017 to fund the Company’s operations and
acquisitions:

On July 8, 2015, the Company closed a public offering of units consisting of common stock and the Series A
Warrants. Gross proceeds of the offering were $16.0 million, prior to deducting offering expenses of
approximately $1.4 million

On November 4, 2015 the Company entered into a securities purchase agreement (the Purchase Agreement) with
institutional investors to issue up to $25.0 million of senior amortizing convertible notes (the Notes) and Note
Warrants, in three separate closings. $1.5 million of the Notes was funded at the first closing on November 9, 2015
(the First Closing).

An additional $11.0 million of the Notes was funded at the second closing on January 11, 2016 (the Second
Closing).

An additional $6.25 million of the Notes was funded at the third closing on May 2, 2016 (the Third Closing).

On January 23, 2017, the Company closed an underwritten public offering consisting of units of common stock,
convertible preferred stock and warrants to purchase common stock. Gross proceeds of the offering were $19.0
million, prior to deducting underwriting discounts and commissions and offering expenses of approximately $2.5
million.

During 2017, common stock warrants for 559,670 shares of common stock were exercised by warrant holders with
proceeds to the Company of $3.3 million.

On August 16, 2017, the Company closed an underwritten public offering consisting of units of Series B
Convertible Preferred Stock and warrants to purchase common stock. Gross proceeds of the offering were $20.0
million, prior to deducting underwriting discounts and commissions and offering expenses of approximately $2.0
million.

On April 2, 2018 the Company announced that it had entered into a securities purchase agreement with an
institutional investor providing for the purchase and sale in a registered direct offering of shares of series D
convertible preferred stock and a warrant to purchase shares of common stock for a purchase price of $6.0 million.
The transaction is expected to close on or about April 4, 2018 and the Company expects to receive net proceeds of
approximately $5.25 million after deducting placement agent fees and other offering expenses.
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The Company’s anticipated operations include plans to (i) integrate the sales and operations of the Company with the
newly acquired ReShape Medical in order to expand sales of both the ReShape Balloon and ReShape vBloc as well as to
obtain cost savings synergies, (ii) expand the controlled commercial launch of vBloc Therapy, delivered via the ReShape
vBloc System, (iii) continue development of the ReShape Vest, (vi) seek opportunities to leverage the Company’s intellectual
property portfolio and custom development services to provide third party sales and licensing opportunities, and (v) explore
and capitalize on synergistic opportunities to expand our portfolio and offer future minimally invasive treatments and
therapies in the obesity continuum of care. The Company believes that it has the flexibility to manage the growth of its
expenditures and operations depending on the amount of available cash flows, which could include reducing expenditures for
marketing, clinical and product development activities. However, the Company will ultimately need to achieve sufficient
revenues from product sales and obtain additional debt or equity financing to support its operations.

Management is currently pursuing various funding options, including seeking additional equity or debt financing
approximately one or two times per year as well as a strategic merger or other transaction to obtain additional funding or
expand its product line to continue the development of, and to successfully commercialize, the ReShape Balloon, the
ReShape vBloc System and the ReShape Vest. While the acquisition of ReShape Medical does provide incremental revenues
to the Company, the cost to further develop and commercialize the ReShape Balloon is expected to significantly exceed
revenues for the foreseeable future. While there can be no assurance that the Company will be successful in its efforts, the
Company has a long history of raising equity financing to fund its development activities. Should the Company be unable to
obtain adequate financing in the near term, the Company’s business, result of operations, liquidity and financial condition
would be materially and negatively affected, and the Company would be unable to continue as a going concern. Additionally,
there can be no assurance that, assuming the Company is able to strengthen its cash position, it will achieve sufficient
revenue or profitable operations to continue as a going concern. The consolidated financial statements do not include any
adjustments that might be necessary if the Company is unable to continue as a going concern.

(4) Acquisitions
BarioSurg, Inc.

On May 22, 2017, the Company entered into an Agreement and Plan of Merger (the "Merger Agreement") to acquire
all of the ownership interests of BarioSurg, Inc. ("BarioSurg"), a company developing the Gastric Vest System (which we
now refer to as the “ReShape Vest”), an investigational, minimally invasive, laparoscopically implanted medical device being
studied for weight loss in obese and morbidly obese patients.

The consideration paid by the Company for all of the outstanding shares of capital stock and outstanding options of
BarioSurg consisted of: (i) 1.38 million shares of common stock, par value $0.01 per share, of the Company ("Company
Common Stock"), (ii) 1.0 million shares of newly created conditional convertible preferred stock, par value $0.01 per share,
of the Company ("Company Preferred Stock"), which shares converted into 5.0 million shares of Company Common Stock
on October 25, 2017 upon the post-closing approval of the Company's stockholders in accordance with the NASDAQ Stock
Market Rules, and (iii) $2.0 million in cash. At the closing of the Merger, 100,018 shares of Company Preferred Stock were
deposited with an escrow agent to fund-post closing indemnification obligations of BarioSurg’s former stockholders. The
total consideration paid by the Company, preliminarily valued at $28.3 million, includes: (a) $2.0 million in cash paid from
our existing cash balances and (b) $26.3 million from the issuance of Company Common Stock and Company Preferred
Stock. The preliminary valuation of the Company Common Stock and Company Preferred Stock took into account (i) the
conversion ratio of the Company Preferred Stock, (ii) the closing prices of our common stock on the NASDAQ Stock Market
on the date the transaction was announced, and (iii) a 19% discount for lack of marketability related to the shares issued in
the transaction.

The purchase price consideration of $28.3 million does not include expenses of $454,000 for legal, accounting, audit,
valuation and other services that were incurred from the May 22, 2017 acquisition date through December 31, 2017 as part of
the transaction and were expensed as incurred.

The transaction was accounted for as a business combination and the following table summarizes the estimated fair

values of the assets acquired and liabilities assumed as a result of the BarioSurg acquisition. The excess of the cost of the
acquisition over the fair value of assets acquired was recorded as goodwill. The assessment of fair value and the
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determination of deferred tax assets aquired is preliminary, and is based on information that was available at the time the
consolidated financial statements were prepared. Accordingly, the allocation of purchase price to intangible assets and to
deferred tax assets and liabilities to the acquired intangible assets is preliminary and, therefore, subject to adjustment in
future periods.

Cash $ 151,280
Property and equipment 3,000
Goodwill 14,004,573
In Process Research & Development 20,720,939
Trademarks/tradenames 1,090,363
Covenant not to compete 75,884
Other assets 5,826
Current liabilities assumed (186,000)
Deferred income tax liability (7,606,902)
Net assets acquired $ 28,258,963

We believe that the amount of goodwill relative to identifiable intangible assets relates to several factors including (i)
potential synergies related to market opportunities for multiple product offerings, (ii) future technology, and (iii) initial
relationships and awareness of the Gastric Vest.

In-process research and development (“IPR&D”) consists of the Gastric Vest, which has not yet been clinically tested
in the United States and has not yet been approved by the FDA. Acquired IPR&D assets are initially recognized at fair value
and are classified as indefinite-lived assets until the successful completion or abandonment of the associated research and
development efforts. The value assigned to IPR&D was determined by estimating the net cash flows from the Gastric Vest
development project and discounting the net cash flows to their present value. During the development period, this asset will
not be amortized as charges to earnings; instead, this asset will be subject to periodic impairment testing. Upon successful
completion of the development process for the acquired IPR&D, the asset would then be considered a finite-lived intangible
asset and amortization will commence. Trademarks/tradenames were valued using the relief from royalty method and are
being amortized over a 10-year period. The covenant not to compete was valued using the comparative business valuation
method-income approach and is being amortized over a three-year period. The values of these intangible assets are
considered Level 3 measurements.

In the fourth quarter of 2017, the Company determined that a deferred tax liability of $7.6 million related to the IPR&D
asset acquired in the BarioSurg acquisition, along with an equal amount of additional goodwill, should have been included in
the Company’s initial purchase price allocation and reported on its balance sheet as of June 30, 2017 and September 30,
2017. The Company has corrected this error as of December 31, 2017 and believes the effect of the error, which had no
impact on previously reported quarterly net loss, is immaterial to the previously filed quarterly financial statements as of June
30 and September 30, 2017. The deferred tax liability was remeasured as of December 22, 2017, with the enactment of the
Tax Cuts and Jobs Act, which resulted in a $2.3 million income tax benefit being recognized in the consolidated statement of
operations for the year ended December 31, 2017 (see also Note 12).

The results of this acquisition, zero revenues and a $832,000 loss for the 2017 year-to-date period through December
31,2017, are included in our consolidated operations beginning May 22, 2017.

At a Special Meeting of Shareholders on October 25, 2017, Company shareholders approved the conversion of
1,000,181 shares of conditional convertible preferred stock held by the former shareholders of BarioSurg, Inc. into 5,000,905
shares of common stock.

Unaudited Pro Forma Information-BarioSurg Acquisition

The following unaudited pro forma financial information presents our combined results of operations as if the
acquisition of BarioSurg and the related issuance of Company common stock had occurred on January 1, 2016. Pro forma
information reflects adjustments that give effect to pro forma events that are directly attributable to the acquisition, factually
supportable and expected to have a continuing impact on the combined results following the acquisition. In addition, the
unaudited pro forma financial information do not purport to be indicative of the results that
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would have actually been obtained if the acquisition had occurred as of January 1, 2016 or that may be obtained in the future,
and do not reflect future synergies, integration costs, or other such costs or savings.

Year Ended December 31,

2017 2016
Revenues $ 1,287,154 $ 786,660
Net loss $ (33,760,443) $ (23,996,256)
Net loss per share—basic and diluted $ 2.92) $ (11.98)

The unaudited pro forma results include adjustments due to increases in amortization expense and acquisition related
costs. The per share unaudited pro forma results also reflect adjustment of weighted average common shares outstanding to
reflect the assumed issuance of 1.38 million shares of Company Common Stock as of January 1, 2016.

ReShape Medical, Inc.

On October 2, 2017 the Company acquired ReShape Medical, Inc., a privately-held medical technology company that
develops, manufactures and markets the ReShape® Dual Weight Loss Balloon, an FDA and CE marked approved, minimally
invasive intragastric balloon designed to treat obesity patients with a body mass index (BMI) between 30 and 40, with one or
more related comorbid conditions.

The consideration paid by the Company for ReShape Medical consisted of: (i) 2,356,729 shares of Company Common
Stock, par value $0.01 per share, (ii) 187,772 shares of series C convertible preferred stock (which became convertible into
18,777,200 shares of common stock upon the December 19, 2017 approval of the Company’s stockholders under NASDAQ
rules, of which 8.3 million shares of common stock were automatically converted on that date), and (iii) approximately $5.0
million in cash, which amount was immediately used to pay ReShape Medical’s outstanding senior secured indebtedness and
certain transaction expenses of ReShape Medical.

The total consideration paid by the Company, preliminarily valued at $39.0 million, includes: (a) $5.0 million in cash
paid from our existing cash balances and (b) $34.0 million from the issuance of the common stock and the series C
convertible preferred stock. The preliminary valuation of the common stock and series C preferred stock took into account
(i) the conversion ratio of the series C convertible preferred stock, (ii) the closing price of our common stock on the
NASDAAQ Stock Market on the date the transaction was announced, and (iii) a 20% discount for lack of marketability related
to the shares issued in the transaction. The common stock and series C convertible preferred stock issued to the the former
ReShape Medical equity holders in connection with the transaction, including any common stock acquired via conversion of
series C convertible preferred stock to common stock, are subject to six month holding period, volume and other limitations
under Rule 144.

The purchase price consideration of $39.0 million does not include expenses of $736,000 for legal, accounting, audit,
valuation and other services that were incurred from the October 2, 2017 acquisition date through December 31, 2017 as part
of the transaction and were expensed as incurred.

The transaction was accounted for as a business combination and the following table summarizes the estimated fair
values of the assets acquired and liabilities assumed as a result of the ReShape Medical acquisition. The excess of the cost of
the acquisition over the fair value of assets acquired was recorded as goodwill. The assessment of fair value and the
determination of deferred tax assets acquired is preliminary and is based on information that was available at the
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time the consolidated condensed financial statements were prepared. Accordingly, the allocation of purchase price to the
intangible assets and to deferred tax assets and liabilities is preliminary and subject to adjustment in future periods.

Cash $ 617,229
Accounts receivable 385,690
Inventory 1,095,975
Prepaid expenses and other current assets 173,743
Property and equipment 303,291
Goodwill 13,182,047
Developed technology 18,451,360
Trademarks/tradenames 2,780,448
Customer relationships 3,753,533
Other assets 77,058
Current liabilities assumed (1,837,941)
Net assets acquired $ 38,982,433

We believe that the amount of goodwill relative to identifiable intangible assets relates to several factors including (i)
potential synergies related to market opportunities for multiple product offerings, (ii) future technology, and (iii) intact
workforce.

Developed technology consists of the ReShape® Dual Weight Loss Balloon (the ReShape Balloon), an FDA-approved,
minimally invasive intragastric balloon designed to treat obesity patients with a body mass index (BMI) between 30 and 40,
with one or more related comorbid conditions. The acquired developed technology assets are valued by estimating cash
flows using an income approach and they are amortized over a 12-year period, consistent with the remaining lives of the
technology’s key patents. Trademarks/tradenames are valued using the relief from royalty method and are being amortized
over a 10-year period. Customer relationships are valued using the with-and-without method under the income approach and
are being amortized over 5 years. The values of these intangible assets are considered Level 3 measurements.

The results of this acquisition for the period beginning with the October 2, 2017 acquisition date through December 31,
2017 are included in our 2017 statement of operations and include $718,000 of revenue and a $4.1 million loss.

At a Special Meeting of the Stockholders on December 19, 2017, Company stockholders approved the issuance of up
to 18,777,200 shares of common stock upon the conversion of 187,772 shares of series C convertible preferred stock issued
to the former equity holders of ReShape Medical. On that date, 82,384 shares of series C convertible preferred stock
automatically converted into 8,238,400 shares of common stock and an additional 10,000 shares of series C convertible
preferred stock were optionally converted into 1,000,000 shares of common stock.

Unaudited Pro Forma Information — ReShape Medical Acquisition

The following unaudited pro forma financial information presents our combined results of operations as if the
acquisition of ReShape Medical and the related issuance of company common stock had occurred on January 1, 2016. Pro
forma information reflects adjustments that give effect to pro forma events that are directly attributable to the acquisition,
factually supportable and expected to have a continuing impact on the combined results following the acquisition. In
addition, the unaudited pro forma financial information do not purport to be indicative of the results that

would have actually been obtained if the acquisition had occurred as of January 1, 2016 or that may be obtained in the future,
and do not reflect future synergies, integration costs, or other such costs or savings.
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Year Ended December 31,

2017 2016
Revenues $ 3,874908 $ 6,745,933
Net loss $ (46,871,794) $ (43,195,299)
Net loss per share—basic and diluted $ (3.66) $ (14.50)

The unaudited pro forma results include adjustments due to increases in amortization expense and acquisition related
costs. The per share unaudited pro forma results also reflect adjustment of weighted average common shares outstanding to
reflect the assumed issuance of 2.36 million shares of the Company’s common stock as of January 1, 2016.

(5) Goodwill and Other Intangible Assets
Allocations of purchase prices related to the acquisitions of BarioSurg and ReShape Medical during the year ended
December 31, 2017 resulted in the recording of $27.2 million of goodwill and $46.9 million of other intangible assets as

discussed in Note 4.

The following table summarizes the activity of intangible assets, excluding goodwill for the year ended December 31,
2017:

Useful Life Gross Carrying Accumulated

(years) Amount Amortization Impairment Net Book Value
In Process Research & Development  indefinite ~ $ 20,720,939 $ — 3 — $ 20,720,939
Trademarks/Tradenames 10 3,870,811 (133,116) — 3,737,695
Covenant not to compete 3 75,884 (14,755) — 61,129
Developed technology 12 18,451,360 (384,402) — 18,066,958
Customer relationships 5 3,753,533 (187,677) — 3,565,856
Total $ 46,872,527 $ (719,950) $ — $ 46,152,577

The following table summarizes the expected amortization of intangible assets as of December 31, 2017:

Year ending December 31,

2018 $ 2,700,696
2019 2,700,696
2020 2,685,940
2021 2,675,401
2022 2,487,722
Thereafter 12,181,183

$ 25,431,638

(6) Fair Value Measurements

Fair value of financial assets and liabilities is defined as the price that would be received to sell an asset or transfer a
liability in an orderly transaction between market participants at the measurement date. A fair value hierarchy has been
established that prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest
priority to unobservable inputs (Level 3 measurements). The three levels of the fair value hierarchy are described below:

Level 1—Unadjusted quoted prices in active markets that are accessible at the measurement date for identical,
unrestricted assets or liabilities.
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Level 2—Quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar
assets or liabilities in markets that are not active or model-derived valuations for which all significant inputs are
observable, either directly or indirectly.

Level 3—Prices or valuation techniques that require inputs that are both significant to the fair value measurement
and unobservable.

The Company did not hold any short-term investments classified as available for sale or held to maturity as of
December 31, 2017 and 2016.

The fair value of each of the Company’s common stock warrant liability is calculated using a Black-Scholes valuation
model and is classified as Level 2 in the fair value hierarchy. The fair values are presented below along with valuation

assumptions:

Series A Warrants

December 31, 2017 December 31, 2016
Risk-free interest rates 1.76 % 1.20 %
Expected life 12 months 24 months
Expected dividends —% —%
Expected volatility 193.28 % 122.03 %
Fair value $ 1,600 $ 36,000

December 31, 2016

November January May 2016

2015 Note 2016 Note Note

‘Warrants Warrants ‘Warrants
Risk-free interest rates 1.47 % 1.93 % 1.93 %
Expected life 46 months 48 months 52 months
Expected dividends — % — % — %
Expected volatility 102.29 % 108.57 % 106.37 %
Fair value $ 449 $ 1,633 $ 1,037

During the year ended December 31, 2016 all the amounts outstanding under the Notes were paid off via conversions
into shares of common stock.

(7) Inventory
The Company accounts for inventory at the lower of cost or market and records any long-term inventory as other assets
in the consolidated balance sheets. There was approximately $1.0 million and $676,000 of long-term inventory, primarily

consisting of raw materials, as of December 31, 2017 and 2016, respectively.

Current inventory consists of the following as of:

December 31,
December 31, December 31,

2017 2016
Raw materials $ 707,919 $ 335,606
Work-in-process 1,494,278 1,437,957
Finished goods 614,915 16,015
Inventory $ 2,817,112 $ 1,789,578
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(8) Property and Equipment

Property and equipment consists of the following as of:

December 31,
2017 2016

Furniture and equipment $ 2,393,644 $ 2,302,878
Computer hardware and software 887,059 596,292
Leasehold improvements 123,542 62,651
3,404,245 2,961,821

Less accumulated depreciation and amortization (2,965,624) (2,761,101)
Property and equipment, net $ 438621 $ 200,720

(9) Accrued Expenses
Accrued expenses consist of the following:

December 31,

2017 2016
Professional service related expenses $ 2,643,342 $ 1,858,912
Payroll related expenses 2,480,219 507,327
Other expenses 831,957 385,176
Accrued expenses $ 5,955,518 $ 2,751,415

(10) Senior Amortizing Convertible Notes

On November 4, 2015, the Company entered into the Purchase Agreement to issue and sell to four institutional
investors 7% senior amortizing convertible notes due 2017 in three separate closings. The Notes were initially convertible
into shares of the Company’s common stock at a price equal to $304.50 per share with an aggregate principal amount of
$25.0 million. Each Note was sold with Note Warrant with an exercise price of $325.50 per share. The Company issued and
sold Notes and Note Warrants for aggregate total proceeds of $12.5 million in the First Closing and Second Closing and after
entering into the First Amendment, which provided that the scheduled third closing would be split into two separate closings,
issued and sold Notes and Note Warrants for aggregate total proceeds of $6.25 million in the Third Closing. After the Third
Closing, the Company entered into the Second Amendment, which set a deadline of December 30, 2016 for the final closing
and provided the consent of the holders of the Notes to the Company reducing the conversion price of the Notes from time to
time in order to incentivize the holders of the Notes to convert their Notes into shares of the Company’s common stock. As
the final closing did not occur prior to the December 30, 2016 deadline, the remaining $6.25 million of Notes was not
funded. Additionally, after entering into the Second Amendment, the Company reduced the conversion price of the Notes
frequently in order to incentivize the holders of the Notes to convert all of the outstanding amounts outstanding under the
Notes. As of December 31, 2016, all of the Notes were fully repaid.

During the year ended December 31, 2016, $18.7 million of aggregate principal amount of Notes were converted by
holders of the Notes into approximately 2,632,000 shares of the Company’s common stock.

Description of the Notes

The Notes were payable in monthly installments, accrued interest at a rate of 7.0% per annum from the date of issuance
and had a maturity date 24 months after the First Closing. The Notes were repayable, at the Company’s election, in either
cash or shares of the Company’s common stock at a discount to the then-current market price. The Notes were also
convertible from time to time, at the election of the holders, into shares of the Company’s common stock at an initial
conversion price of $304.50 per share. The conversion price was adjusted to $76.30 per share on January 29, 2016, the 16th
trading day following the First Reverse Stock Split, per the terms of the Notes. The Notes also allowed the Company to
reduce the conversion price from time-to-time, upon the holders’ consent, which was provided for in the Second
Amendment.

The holder of each Note had the right to convert any portion of such Note unless the holder, together with its affiliates,
beneficially owned in excess of 4.99% of the number of shares of the Company’s common stock outstanding
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immediately after giving effect to the conversion, as such percentage ownership was determined in accordance with the terms
of the Notes. The holders were also able to increase or decrease such percentage to any other percentage, but in no event
above 9.99%, provided that any increase of such percentage would not be effective until 61 days after providing notice to the
Company.

The Company determined that the conversion feature in the Notes requires bifurcation and liability classification and
measurement, at fair value, and requires evaluation at each reporting period. Under Accounting Standards Codification
(ASC) 825, Financial Instruments, the FASB provides an alternative to bifurcation and companies may instead elect fair
value measurement for the entire instrument, including the debt and conversion feature. The Company elected the fair value
alternative in order to simplify its accounting and reporting of the Notes upon issuance. The fair value of the Note Warrants
was recorded as a discount to the Notes and amortized to interest expense following the effective interest rate method over
the term of the Notes.

The First Closing occurred on November 9, 2015. At the First Closing, the Company issued and sold Notes with an
aggregate principal amount of $1.5 million, along with Note Warrants exercisable for 1,679 shares. During the quarter ended
September 30, 2016, all remaining principal and interest amounts outstanding under the Notes issued at the First Closing
were paid off via conversions to common shares.

The Second Closing occurred on January 11, 2016 after the Company received approval of the offering by the
Company’s stockholders and the satisfaction of certain customary closing conditions. At the Second Closing, the Company
issued and sold Notes with an aggregate principal amount of $11.0 million, along with Note Warrants exercisable for 12,312
shares. The fair value of Note Warrants issued on January 11, 2016 was determined to be $515,000 using a Black-Scholes
valuation model. During the quarter ended December 31, 2016, all remaining principal and interest amounts outstanding
under Notes issued at the Second Closing were paid off via conversions to common shares.

The Third Closing occurred on May 2, 2016 after the Company entered into the First Amendment and satisfied certain
closing conditions. At the Third Closing, the Company issued and sold Notes with an aggregate principal amount of $6.25
million, along with Note Warrants exercisable for 6,995 shares. The fair value of the Note Warrants issued on May 2, 2016
was determined to be $150,195 using a Black-Scholes valuation model. During the quarter ended December 31, 2016, all
remaining principal and interest amounts outstanding under Notes issued at the Third Closing were paid off via conversions
to common shares.

On December 31, 2015, the fair value of the outstanding Notes was determined to be $1.3 million using a Binomial
Lattice model.
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The following table summarizes the installment amounts and additional conversions by the holders of the Notes

through December 31, 2016:

First Closing:

Common
Principal Interest Total Shares
Installment amount at December 31, 2015 $ 65217 $ 23,651 $ 88,868 814
Holder conversions during the quarter ended December 31, 2015 18,261 2,375 20,636 189
Total installments and conversions, December 31, 2015 83,478 26,026 109,504 1,003
Installment amount at February 29, 2016 65,217 23,681 88,898 1,314
Installment amount at March 31, 2016 65,217 14,827 80,044 1,271
Holder conversions during the quarter ended March 31, 2016 104,784 12,762 117,546 1,524
Total installments and conversions, March 31, 2016 318,696 77,296 395,992 5,112
Installment amount at April 30, 2016 65,217 13,853 79,070 1,454
Installment amount at May 31, 2016 65,217 13,082 78,299 2,121
Installment amount at June 30, 2016 54,217 11,275 65,492 3,590
Holder conversions during the quarter ended June 30, 2016 1,627 174 1,801 29
Total installments and conversions, June 30, 2016 504,974 115,680 620,654 12,306
Installment amount at July 31, 2016 65,217 10,148 75,365 5,521
Installment amount at August 31, 2016 46,957 5,830 52,787 4,593
Holder conversions during the quarter ended September 30, 2016 882,852 78,634 961,486 72,528
Total installments and conversions, September 30, 2016 and $1,500,000 $210,292 $1,710.292 94,948

December 31, 2016

Second Closing:
Common
Principal Interest Total Shares

Installment amount at March 2, 2016 $ 404,762 $ 149,300 $ 554,062 &
Holder conversions during the quarter ended March 31, 2016 987,000 124,050 1,111,050 14,974
Total installments and conversions, March 31, 2016 1,391,762 273,350 1,665,112 14,974
Installment amount at April 29, 2016 404,762 149,497 554,259 10,190
Installment amount at May 31, 2016 291,428 86,518 377,946 10,238
Installment amount at June 30, 2016 404,762 82,913 487,675 22,842
Holder conversions during the quarter ended June 30, 2016 25,373 2,995 28,368 414
Total installments and conversions, June 30, 2016 2,518,087 595,273 3,113,360 58,658
Installment amount at July 31, 2016 213,429 47,457 260,886 19,113
Installment amount at August 31, 2016 631,429 116,511 747,940 64,810
Installment amount at September 30, 2016 404,762 45,846 450,608 51,698
Iél(;)llger conversions during the quarter ended September 30, 4,868,679 418,847 5,287,526 418,253
Total installments and conversions, September 30, 2016 8,636,386 1,223,934 9,860,320 612,532
Installment amount at Oct 31, 2016 340,000 24,738 364,738 70,665
Installment amount at Nov 30, 2016 291,429 27,528 318,957 81,952
Installment amount at December 31, 2016 156,867 11,425 168,292 57,453
I;(;Jllger conversions during the quarter ended December 31, 1,575,318 122,624 1,697,942 450,385
Total installments and conversions, December 31, 2016 $ 11,000,000 $ 1,410,249 $ 12,410,249 1,272,987
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Third Closing
Common
Principal Interest Total Shares

Installment amount at June 30, 2016 $ 212,158 $ 90,659 $ 302,817 16,600

Holder conversions during the quarter ended June 30, 2016 — — — —
Total installments and conversions, June 30, 2016 212,158 90,659 302,817 16,600
Installment amount at July 31, 2016 147,368 32,374 179,742 13,168
Cash Payment — July 31, 2016 installment 42,105 6,107 48,212 &
Installment amount at August 31, 2016 336,842 62,059 398,901 34,684
Installment amount at September, 2016 263,158 41,822 304,980 34,523
2H(;)llger conversions during the quarter ended September 30, 1,915,698 175,092 2,090,790 155,272
Total installments and conversions, September 30, 2016 2,917,329 408,113 3,325,442 254,247
Installment amount at Oct 31, 2016 221,053 35,004 256,057 48,192
Installment amount at Nov 30, 2016 221,053 31,259 252,312 64,828
Installment amount at December 31, 2016 221,053 14,526 235,579 81,872
Holder conversions during the quarter ended December 31, 2016 2,669,512 170,359 2,839,871 816,707
Total installments and conversions, December 31, 2016 $ 6,250,000 $ 659,261 $ 6,909,261 1,265,846

* Cash payments
Description of the Note Warrants

Each Note Warrant was exercisable immediately and for a period of 60 months from the date of the issuance of the
Note Warrant. After completion of the Third Closing, the Note Warrants entitle their holders to purchase, in aggregate,
27,982 shares of the Company’s common stock. The Note Warrants were initially exercisable at an exercise price equal to
$325.50, subject to adjustment on the eighteen month anniversary of issuance, and certain other adjustments. The exercise
price and number of shares of common stock issuable on the exercise of the Note Warrants was subject to adjustment upon
the issuance of any shares of common stock or securities convertible into shares of common stock below the then-existing
exercise price, with certain exceptions. Additionally, the exercise price and number of shares of common stock issuable upon
the exercise of the Note Warrants were subject to adjustment in the event of any stock split, reverse stock split,
recapitalization, reorganization or similar transaction.

The exercise price of the Note Warrants issued November 9, 2015 was reduced to $76.30 per share on January 29,
2016, the 16" trading day following the First Reverse Stock Split, per the terms of the Note Warrants. Per the terms of the
Note Warrants, the exercise price of each of the Note Warrants issued January 11, 2016 and May 2, 2016 remained $325.50
until January 20, 2017, the 16" trading day following the Second Reverse Stock Split, at which point the price of all of the
Note Warrants was adjusted to $2.18 per share. All remaining Note Warrants were exercised during the first quarter of 2017.

(11) Stock Sales
January 2017 Issuance of Common Stock, Convertible Preferred Stock and Warrants

On January 23, 2017, the Company closed an underwritten public offering consisting of units of common stock,
convertible preferred stock and warrants to purchase common stock. Gross proceeds of the offering were $19.0 million, prior
to deducting underwriting discounts and commissions and offering expenses of $2.5 million.

The offering was comprised of Class A Units, priced at a public offering price of $5.31 per unit, with each unit
consisting of one share of common stock and one five-year warrant (each, a "2017 Warrant") to purchase one share of
common stock with an exercise price of $5.84 per share, and Class B Units, priced at a public offering price of $1,000 per
unit, with each unit comprised of one share of Series A Preferred Stock (the Preferred Stock), which was convertible into 188
shares of common stock, and 2017 Warrants to purchase 188 shares of common stock. The conversion price of the Preferred
Stock issued in the transaction as well as the exercise price of the 2017 Warrants are fixed priced and do

91




Table of Contents

not contain any variable pricing features nor any price based anti-dilutive features apart from customary adjustments for
splits and reverse splits of common stock and both have been recorded within Shareholders’ Equity in the condensed
consolidated balance sheet. The Preferred Stock included a beneficial ownership limitation of 4.99%, but had no dividend
preference (except to extent dividends are also paid on the common stock), liquidation preference or other preferences over
common stock. The securities comprising the units were issued separately in the offering.

A total of 1,218,107 shares of common stock, 12,531 shares of Preferred Stock convertible into 2,359,894 shares of
common stock, and 2017 Warrants to purchase 3,577,994 shares of common stock were issued in the offering including the
underwriters’ exercise of their over-allotment option to purchase 466,695 shares of common stock and 2017 Warrants to
purchase an additional 466,695 shares of common stock.

On January 23 and January 24, 2017 all shares of Preferred Stock issued in conjunction with the offering were
converted by their holders into 2,359,894 shares of common stock.

August 2017 Issuance of Convertible Preferred Stock and Warrants

On August 16, 2017, the Company closed a firm commitment underwritten public offering of 20,000 units consisting
of one share of Series B Convertible Preferred Stock, par value $0.01 per share (the “Series B Preferred Stock”), which is
convertible into 435 shares of Common Stock, at a conversion price of $2.30 per share, and one seven-year warrant to
purchase 435 shares of Common Stock at an exercise price of $2.30 per share, at a public offering price of $1,000 per unit.

The net proceeds received by the Company from the sale of the units was approximately $18.0 million, after deducting
approximately $2.0 million of underwriting discounts and offering expenses.

The Series B Preferred Stock was determined to not be mandatorily redeemable under ASC 480. Additionally, the
Company identified two embedded features within the Series B Preferred Stock: (1) optional conversion by the holder, and
(2) redemption in the event of a fundamental change and the Company determined that neither of these embedded features
required bifurcation under ASC 815. Since the Series B Preferred Stock is only redeemable in an ordinary liquidation, upon
the occurrence of a fundamental transaction which is solely within the Company’s control, or in circumstances when all
common shareholders are entitled to receive the same form of consideration, the Series B Preferred Stock is presented within
permanent equity. The Series B Preferred Stock contains an anti-dilution feature that requires the Company to adjust the
conversion price in the event of future stock sales at a lower unit price. In the event anti-dilution provision is triggered, the
Company is required to evaluate whether a contingent beneficial conversion feature has been met and, if so, evaluate and
account for any value attributable to the contingent beneficial conversion feature.

The warrants issued with the Series B Preferred Stock were also classified in stockholders’ equity as they are both
indexed to the Company’s own stock and meet the scope exception in ASC 815-10-15-74(a) and, accordingly, do not require
derivative liability accounting pursuant to ASC 815. The terms of the warrants contain an anti-dilution feature that, if
triggered, require the Company to evaluate and account for the value attributable to the reduced warrant exercise price.

As of December 31, 2017, 13,945 of the 20,000 shares of the Series B Preferred Stock issued in the offering had been
converted into 6,066,075 shares of Common Stock.

On August 16, 2017, the Company also issued warrants to purchase an aggregate of 2,575,000 shares of Common
Stock to certain parties (each, a “Holder”) to the Securities Purchase Agreement (as amended, the “Purchase Agreement”),
dated November 4, 2015, between the Company and the other parties named therein, as consideration for the waiver by each
of the Holders of their right to participate in future securities offerings by the Company, which rights were granted pursuant
to the Purchase Agreement. These warrants are in substantially the same form, and on the same terms as, the Warrants issued
pursuant to the Offering. Because the Company received no additional consideration or future rights related to the warrants
issued to the Holders, the Black Scholes value of the warrants was recorded as $4.4 million of expense as of the August 16,
2017 issuance date. The Black Scholes value was estimated using a risk-free interest rate of 2.03%, an expected life of 7.0
years, expected dividends of zero and expected volatility of 112.03%.
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Sales Agreement—July 2015

On July 8, 2015, the Company closed a public offering, where it sold 30,476 units at an aggregate price of $525.00 per
unit, for gross proceeds of $16.0 million before deducting estimated offering expenses of approximately $1.4 million, of
which $532,000 was assigned to the warrants issued with each unit sold and was recognized immediately as interest expense
in the consolidated statements of operations as the warrants are exercisable upon issuance. Each unit consisted of: (A)(i) one
share of common stock or (ii) one pre-funded Series C warrant to purchase one share of common stock at an exercise price
equal to $525.00 per share (Series C Warrant); and (B) one Series A Warrant with an exercise price initially equal to $630.00
per share (Series A Warrant). Each purchaser of a unit could elect to receive a Series C Warrant in lieu of a share of common
stock. No Series C Warrants were issued.

The Series A Warrants are exercisable for a period of 42 months from the closing date of the public offering. The
exercise price and number of shares of common stock issuable on the exercise of the Series A Warrants are subject to
adjustment upon the issuance of any shares of common stock or securities convertible into shares of common stock below the
then-existing exercise price, with certain exceptions, and in the event of any stock split, reverse stock split, recapitalization,
reorganization or similar transaction. The holder of the Series A Warrant does not have the right to exercise any portion of the
Series A Warrant if the holder, together with its affiliates, would, subject to certain limited exceptions, beneficially own in
excess of 9.99% of the Company’s common stock outstanding immediately after the exercise or 4.99% as may be elected by
the purchaser.

The exercise price of the Series A Warrants issued July 8, 2015 was reduced to $168.00 per share on November 9,
2015 as a result of the issuance of the Notes and was further reduced to $67.90 per share on January 29, 2016, the 16" trading
day following the First Reverse Stock Split, per the terms of the Series A Warrants and was further reduced at various times
during the year ended December 31, 2016 as a result of installment and acceleration payments made on the Notes. As of
December 31, 2016, the exercise price of the warrants was $2.80 per share and on January 20, 2017, the 16" trading day
following the Second Reverse Stock Split, the exercise price of the Series A Warrants was adjusted to $2.18 per share, per the
terms of the Series A Warrants.

(12) Income Taxes

On December 22, 2017, H.R. 1, originally known as the Tax Cuts and Jobs Act ("2017 Tax Act"), was enacted into law
in the United States, resulting in significant changes from previous tax law. The 2017 Tax Act reduces the federal corporate
income tax rate to 21% effective January 1, 2018. The rate change resulted in a reduction of our net deferred tax assets,
before application of the valuation allowance, of $37.1 million. The Company recorded a $2.3 million tax benefit in the
fourth quarter of 2017 related to the remeasurement of the deferred tax liability for the indefinite-lived intangible asset
related to the BarioSurg acquisition in May 2017 (see Note 4).

In December 2017, the SEC staff issued Staff Accounting Bulletin No. 118, Income Tax Accounting Implications of
the Tax Cuts and Jobs Act (“SAB 118”), which allows for the recording of provisional amounts during a measurement period
not to extend beyond one year of the enactment date since the 2017 Tax Act was passed late in the fourth quarter of 2017 and
ongoing guidance from the Internal Revenue Service and Treasury is expected over the next 12 months. As a result of the
2017 Tax Act, NOLs generated in taxable years ending after December 31, 2017 have an indefinite carryforward period. The
Company continues to evaluate the extent that deductible temporary differences are expected to reverse and generate an
indefinite-lived NOL and the related impact on the valuation allowance. The accounting for the valuation allowance is,
therefore, considered to be incomplete due to the forthcoming guidance and the Company’s ongoing analysis of final year-
end data and tax positions. In accordance with SAB 118, a provisional tax benefit of $2.3 million was recorded, and the
Company expects to complete its analysis within the measurement period.

The Company has incurred net operating losses (NOLSs) since inception. The Company has not reflected any benefit of
such net operating loss carryforwards in the accompanying consolidated financial statements.
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Income tax expense (benefit) for the three years ended December 31 was as follows:

2017 2016 2015
Deferred:
Federal $ (2,538,611) $ — 3 —
State 224,000 — —
Total income tax expense (benefit) $ (2,314,611) $ — $ —

The income tax expense benefit differed from the amount computed by applying the U.S. federal income tax rate of
34% to income before income taxes as a result of the following:

2017 2016 2015
Computed "expected" tax benefit 34.0 % 34.0 % 34.0 %
Other permanent adjustments (5.5)% 31% 1.6 %
Research and development credit 0.7 % 0.6 % 0.9 %
Change in Federal tax rate (102.5)% — % — %
Federal valuation allowance 79.7 % (37.7)%  (36.5)%
6.4 % — % — %

The tax effect of temporary differences that give rise to significant portions of the deferred tax assets as of
December 31 is presented below:

2017 2016
Deferred tax assets (liabilities):
Start-up costs $ 4,166,000 $ 6,662,000
Capitalized research and development costs 12,494,000 23,012,000
Reserves and accruals 7,642,000 8,933,000
Property and equipment 46,000 83,000
Research and development credit 4,387,000 2,198,000
Net operating loss carryforwards 63,794,000 41,657,000
Total gross deferred tax assets 92,529,000 82,545,000
Valuation allowance (86,033,000)  (82,545,000)
Deferred tax assets 6,496,000 —
Intangible assets (11,788,000) —
Total gross deferred tax liabilities (11,788,000) —
Net deferred tax liability $ (5,292,000) $ —

In assessing the realization of deferred tax assets, management considers whether it is more likely than not that some
portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent upon
the generation of future taxable income during periods in which those temporary differences become deductible. In addition,
certain limitations imposed under the Internal Revenue Code (IRC) could further limit the Company’s realization of these
deferred tax assets in the event of changes in ownership of the Company, as defined by IRC Section 382. Based on the level
of historical taxable losses, projections of future taxable income (losses) over the periods in which the deferred tax assets can
be realized, and consideration of the “more likely than not standard” required by ASC 740, management currently believes
the Company will not realize the benefits of these deductible differences, except to the extent of reversing taxable temporary
differences. Accordingly, the Company has provided a valuation allowance against the net deferred tax assets, excluding
deferred tax liabilities for indefinite-lived intangible assets, as of December 31, 2017 and 2016.

The Company’s ability to utilize its net operating loss carryforwards, tax credits, and built-in items of deduction,
including capitalized start-up costs and research and development costs, may be substantially limited due to ownership
changes that may have occurred or that could occur in the future. These ownership changes may limit the amount of net
operating loss carryforwards, credits and built-in items of deduction that can be utilized annually to offset future taxable
income. In general, an ownership change, as defined in IRC Section 382, results from a transaction or series of transactions
over a three-year period resulting in an ownership change of more than 50% of the outstanding stock of a company by certain
stockholders or public groups. During 2011, the Company completed an IRC Section 382 review
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and the results of the review indicated that ownership changes had occurred. While the Company has not completed an IRC
Section 382 review since 2011, it believes that it is likely that additional ownership changes have occurred since then. Since
the Company has experienced an ownership change, utilization of carryforward attributes are subject to an annual limitation,
which is determined by first multiplying the value of the Company’s common stock at the time of the ownership change by
the applicable long-term, tax-exempt rate, and then could be subject to additional adjustments, as required. Any such
limitation may result in the expiration of a significant portion of the carryforward attributes before utilization and the
permanent loss of built-in items of deduction. Any carryforward attributes that expire prior to utilization or permanent loss of
built-in items of deduction as a result of such limitations will be removed from deferred tax assets with a corresponding
adjustment to the valuation allowance. Due to the existence of the valuation allowance, it is not expected that any possible
limitation will have an impact on the results of operations of the Company.

As of December 31, 2017, the Company has generated or acquired U.S. federal net operating loss carryforwards of
approximately $253.8 million. Of the total federal net operating loss, $48.0 million will expire unused as a result of the 2011
Section 382 limitation. The federal net operating loss carryforwards expire in the years 2022 through 2037. The Company’s
research and development credit carryforwards, if not used, begin to expire in 2024.

Net operating loss carryforwards of the Company are subject to review and possible adjustment by the taxing
authorities. With certain exceptions (e.g. the net operating loss carryforwards), the Company is no longer subject to U.S.
federal, state or local examinations by tax authorities for years prior to 2014. There are no tax examinations currently in
progress.

(13) Stock Options

The Company has adopted the Second Amended and Restated 2003 Stock Incentive Plan (the Plan) that includes both
incentive stock options and nonqualified stock options to be granted to employees, officers, consultants, independent
contractors, directors and affiliates of the Company. At December 31, 2017 and 2016, according to the Plan 40,000,000
shares were authorized and reserved. Pursuant to the terms of the Plan, the shares authorized under the Plan were not adjusted
automatically as part of the Second Reverse Stock Split. Instead, pursuant to the terms of the Plan, the board of directors
exercised its power to adjust the number of shares authorized under the Plan as it determines is necessary after a stock split or
other similar event to prevent dilution or enlargement of the benefits intended to be made available under the Plan. On
February 8, 2017, pursuant to the terms of the Plan, the board of directors adjusted the number of shares authorized under the
Plan to 3,000,000 shares as a result of the recapitalization of the Company consisting of the Second Reverse Stock Split and
the public offering of the Company’s stock which closed on January 23, 2017. Pursuant to the terms of the Plan, the board of
directors is required to adjust the number of shares authorized under the Plan as it determines necessary after a
recapitalization or other similar corporate transaction to prevent dilution or enlargement of the benefits or potential benefits
intended to be made available under the Plan.

On December 19, 2017, the Company’s stockholders approved an increase in the number of common shares reserved
under the Plan by 5,500,000 shares to a total of 8,500,000 authorized shares.

The board of directors establishes the terms and conditions of all stock option grants, subject to the Plan and applicable
provisions of the IRC. Incentive stock options must be granted at an exercise price not less than the fair market value of the
common stock on the grant date. The options granted to participants owning more than 10% of the Company’s outstanding
voting stock must be granted at an exercise price not less than 110% of fair market value of the common stock on the grant
date. The options expire on the date determined by the board of directors, but may not extend more than 10 years from the
grant date, while incentive stock options granted to participants owning more than 10% of the Company’s outstanding voting
stock expire five years from the grant date. The vesting period for employees is generally over four years. The vesting period
for nonemployees is determined based on the services being provided.
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Stock option activity for the Plan is as follows:

Outstanding Options

Shares Aggregate
Available For Number of Weighted-Average Intrinsic
Grant Shares" Exercise Price ‘ Value
Balance, December 31, 2014 6,740 12,051 $ 2,597.00 $ 519,546
Shares reserved — — —
Options granted (3,238) 3,238 1,104.00
Options exercised — — —
Options cancelled 735 (735) 1,942.00
Balance, December 31, 2015 4,237 14,554 2,298.00 $ —
Shares reserved (1) 2,976,486 —
Options granted (2,174) 2,174 45.35
Options exercised — —
Options cancelled 9,694 (9,694) 2,134.47
Balance, December 31, 2016 2,988,243 7,034 1,824.87 $ —
Shares reserved (2) 5,500,000 — —
Options granted (2,686,371) 2,686,371 4.26
Options exercised — — —
Options cancelled 162,650 (162,650) 16.63
Balance, December 31, 2017 5,964,522 2,530,755 $ 8.68 $ —

(1) Reflects the board of directors’ February 8, 2017 adjustment of number of shares reserved under the Plan from
40,000,000 to 3,000,000.

(2) Reflects approval by the Company’s stockholders to increase the number of shares reserved under the Plan by 5,500,000
on December 19, 2017.

On June 27, 2016 the Company completed an option exchange offer to its employees whereby certain outstanding
options to purchase shares of the Company’s common stock were tendered by employees in exchange for new options with
the exercise price to be set at the then current market price of the Company’s common stock. Options to purchase 6,424
shares of the Company’s common stock, which included all the options eligible for exchange, were tendered by employees
and cancelled by the Company. On the same date, options to purchase 1,083 shares of the Company’s common stock were
issued with an exercise price of $23.28 per share, which was the Company’s closing stock price on June 27, 2016. Because
the fair value of the tendered options immediately before the exchange approximated the fair value of the new options
granted, no additional compensation expense was recognized.
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In addition to the stock options granted pursuant to the Plan, the Company from time to time grants options to
individuals as an inducement to accepting positions as employees (Inducement Grants). These Inducement Grants are made
at the discretion of the board of directors and are issued outside of the Plan. Inducement Grants are summarized below:

Outstanding Options

Shares Aggregate
Available For Number of Weighted-Average  Intrinsic

Grant Shares Exercise Price Value

Balance, December 31, 2014 — — —

Shares reserved 7,380 —

Options granted (7,380) 7,380 $ 262.50

Options exercised — —

Options cancelled — — —

Balance, December 31, 2015 — 7,380 26250 $ —

Shares reserved 5,426

Options granted (5,426) 5,426 94.05

Options exercised — —

Options cancelled — —

Balance, December 31, 2016 — 12,806 191.12  $ —

Shares reserved 1,379,000 — —

Options granted (1,379,000) 1,379,000 2.04

Options exercised — — —

Options cancelled — (92,114) 4.18

Balance, December 31, 2017 — 1,299,692 $ 375 $ —

Each of the Inducement Grants will vest as follows: 25% of the shares will vest as of one year from the date of the
officer’s employment agreement, and the remaining 75% of the shares will then vest in equal 2.0833% installments each
month thereafter for 36 months. The options awarded as Inducement Grants were not eligible for the option exchange
program

The options outstanding, vested and currently exercisable for the Plan and Inducement Grants are set forth by exercise
price at December 31, 2017 in the following table:

Outstanding Options and Expected to Vest Options Exercisable and Vested
‘Weighted-Average
Number of Remaining Aggregate Aggregate
Exercise Shares Contractual Life Intrinsic  Number of Weighted-Average Intrinsic
Price Qutstanding (Years) Value Options Exercise Price Value
$1.64 to $1.96 310,600 98 $ — — na $ —
$2.00 to $2.05 2,381,321 9.8 — — n/a —
$4.28 to $7.12 1,122,117 9.2 — 526,896 $ 7.07 —
$11.99 to $96.60 4,172 8.1 — 3,284 79.20 —
$241.50 to $924.00 7,706 7.8 — 4,321 271.43 —
$1,165.50 and over 4,531 5.1 — 4,527 2,537.71 —
3,830,447 96 $ — 539,028 $ 30.88 $ —

Stock-Based Compensation for Nonemployees

Stock-based compensation expenses related to stock options granted to nonemployees is recognized as the stock
options are earned. The Company believes that the fair value of the stock options is more reliably measurable than the fair
value of the services received. The fair value of the stock options granted is calculated at each reporting date, using the
Black-Scholes option-pricing model, until the award vests or there is a substantial disincentive for the nonemployee
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not to perform the required services. The fair value for the years ended December 31, 2017 and 2015 was calculated using the
following assumptions, defined below:

Year Ended December 31,
2017 2016 2015
Risk-free interest rates 2.34%-2.38% N/A 0.02%-2.10%
Expected life 9.38 years—10.00 years N/A 0.08 years—8.51 years
Expected dividends 0% N/A 0%
Expected volatility 114.94%-131.24% N/A 37.36%-132.01%

Stock-based compensation expense charged to operations on options granted to nonemployees for the years ended
December 31, 2017, 2016 and 2015 was $184,000, $4,000 and $(35,000), respectively.

Employee Stock-Based Awards

Compensation cost for employee stock-based awards is based on the estimated grant-date fair value and is recognized
over the vesting period of the applicable award on a straight-line basis. The weighted average estimated fair value of the
employee stock options granted for the years ended December 31, 2017, 2016 and 2015 was $2.82, $60.00, and $426.30,
per share, respectively.

The Company uses the Black-Scholes pricing model to determine the fair value of stock options. The determination of
the fair value of stock-based payment awards on the date of grant is affected by the Company’s stock price as well as
assumptions regarding a number of complex and subjective variables. These variables include the Company’s expected stock
price volatility over the term of the awards, actual and projected employee stock option exercise behaviors, risk-free interest
rates and expected dividends. The estimated grant-date fair values of the employee stock options were calculated using the
Black-Scholes valuation model, based on the following assumptions for the years ended December 31, 2017, 2016 and
2015:

Year Ended December 31,
2017 2016 2015
Risk-free interest rates 1.94%-2.19% 0.87%—1.64% 1.49%-1.80%
Expected life 6.25 years 4.0 years—6.25 years  5.50 years—6.25 years
Expected dividends 0% 0% 0%
Expected volatility 116.49%-119.54% 88.43%-114.38% 83.36%—-111.77%

Expected Life. The expected life is based on the “simplified” method described in the SEC Staff Accounting Bulletin,
Topic 14: Share-Based Payment.

Volatility. The expected volatility was based on the Company’s historical volatility.

Risk-Free Interest Rate. The risk-free rate is based on the daily yield curve rate from the U.S. Treasury with
remaining terms similar to the expected term on the options.

Dividend Yield. The Company has never declared or paid any cash dividends and does not plan to pay cash dividends
in the foreseeable future, and, therefore, used an expected dividend yield of zero in the valuation model.

Forfeitures. The Company is required to estimate forfeitures at the time of grant, and revise those estimates in
subsequent periods if actual forfeitures differ from those estimates. The Company uses historical data to estimate pre-vesting
option forfeitures and record stock-based compensation expense only for those awards that are expected to vest. All stock-
based payment awards are amortized on a straight-line basis over the requisite service periods of the awards, which are
generally the vesting periods. If the Company’s actual forfeiture rate is materially different from its estimate, the stock-based
compensation expense could be significantly different from what the Company has recorded in the current period.

As of December 31, 2017 there was approximately $7.6 million of total unrecognized compensation costs, net of

estimated forfeitures, related to unvested stock option awards ($7.5 million of which relate to employee awards), which are
expected to be recognized over a weighted-average period of 3.0 years.
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There were no stock option exercises for the years ended December 31, 2017, 2016 and 2015.
(14) Warrants

Stock warrant activity is as follows:

Weighted

Average

Common Exercise

Shares Price

Balance, December 31, 2014 23,044 $ 1,929.20
Granted (1) 32,155 116.20
Exercised — —
Cancelled (324) 2,299.50
Balance, December 31, 2015 54,875 1,929.20
Granted (1) 19,308 325.50
Exercised (1,428) 3.50
Cancelled (17,706) 2,257.50
Balance, December 31, 2016 55,049 238.90
Granted (1) 14,852,994 3.15
Exercised (599,670) 5.56
Cancelled (36) 238.90
Balance, December 31, 2017 14,308,337 §$ 3.51

(1) See Notes 11 and 14 for discussions relating to the issuance of warrants in 2017, 2016 and 2015.

At December 31, 2017, 2016 and 2015, the weighted-average remaining contractual life of outstanding warrants was
6.08, 2.76 and 2.18 years, respectively. All of the warrants outstanding are currently exercisable at the option of the holder
into the equivalent number of shares of common stock.

(15)  Related Party Transactions
Consulting Agreement—Anthony Jansz

The Company entered into a consulting agreement with Anthony Jansz, who is a former member of the board of
directors, for the period from June 1, 2011 through April 30, 2015. In exchange for consulting services provided, Mr. Jansz
was entitled to receive consulting fees and options to purchase 16,663 shares of common stock at a weighted average
exercise price of $29.78. Total stock-based compensation expense recorded was approximately $600 for the year ended
December 31, 2015. Due to a failure to meet certain performance conditions, 471 shares of the options granted to Mr. Jansz
did not vest. In addition to the option grants, the Company paid Mr. Jansz approximately $75,000 in fees and expenses for
consulting services provided during the year ended December 31, 2015. No consulting fees or expenses were paid to Mr.
Jansz in 2016 or 2017.

Consulting Agreement—Jon Tremmel

Effective August 10, 2015, the Company entered into a one year consulting agreement with Jon Tremmel &
Associates, LLC, which is wholly-owned by Jon Tremmel, a member of the board of directors. In exchange for consulting
services provided, Mr. Tremmel was entitled to receive consulting fees and an option to purchase 16,666 shares of common
stock at $3.45 per share. Total stock-based compensation expense recorded was approximately $3,000 and $13,000 for the
years ended December 31, 2016 and 2015, respectively. In addition to the option grant, the Company paid Mr. Tremmel
approximately $50,000 in fees and expenses for consulting services provided during the year ended December 31, 2015. No
consulting fees or expenses were paid to Mr. Tremmel in 2016 or 2017.
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(16) Commitments and Contingencies
Operating Lease

The Company rents its office, warehouse and laboratory facilities in St. Paul, Minnesota under an operating lease,
which was originally set to expire on September 30, 2015. On August 25, 2015, the Company entered into an amendment
extending the term of the operating lease for three years until September 30, 2018, with monthly base rent ranging from
$18,925 to $20,345. Total rent expense recognized for the years ended December 31, 2017, 2016 and 2015, respectively, was
$357,000, $229,000 and $262,000. Facility related expenses are included as general and administrative costs on the
consolidated statements of operations.

In connection with our acquisition of BarioSurg in May 2017, we assumed an operating lease for office space in Lake
Forest, California with monthly base rent of $2,818 that expires September 30, 2018.

In connection with our acquisition of ReShape Medical in October 2017, we assumed (i) an operating lease for
office/warehouse space in San Clemente, California with monthly base rent ranging from $24,614 to $27,510 that expires
June 30, 2022 and (ii) an operating lease for office and manufacturing space in San Clemente, California with monthly base
rent of $10,877 that expires October 31, 2019.

The following is a schedule of total future minimum lease payments due as of December 31, 2017:

Year ending December 31,

2018 $ 633,695
2019 419,082
2020 319,262
2021 327,949
2022 165,061

$ 1,865,049

Product Liability Claims

The Company is exposed to product liability claims that are inherent in the testing, production, marketing and sale of
medical devices. Management believes any losses that may occur from these matters are adequately covered by insurance,
and the ultimate outcome of these matters will not have a material effect on the Company’s financial position or results of
operations. The Company is not currently a party to any product liability litigation and is not aware of any pending or
threatened litigation that could have a material adverse effect on the Company’s business, operating results or financial
condition.

Clinical Trials

The Company is evaluating the vBloc System in human clinical trials, including the EMPOWER trial and ReCharge
trial. Both of these clinical trials require patients to be followed out to 60 months. The Company is required to pay for patient
follow up visits only to the extent they occur. In the event a patient does not attend a follow up visit, the Company has no
financial obligation. The Company is also required to pay for explants or revisions, including potential conversions of
ReCharge control devices to active devices, should a patient request or be required to have one during the course of the
clinical trials. The Company has no financial obligation unless an explant, revision or conversion is requested or required.
Clinical trial costs are expensed as incurred.

Litigation

On February 28, 2017, the Company received a class action and derivative complaint filed on February 24, 2017 in U.
S. District Court for the District of Delaware by Vinh Du, one of the Company’s shareholders. The complaint names as
defendants ReShape Lifesciences, the board of directors and four members of our senior management, namely, Scott
Youngstrom, Nick Ansari, Peter DeLange and Paul Hickey, and contains a purported class action claim for breach of
fiduciary duty against the board of directors and derivative claims for breach of fiduciary duty against the board of directors
and unjust enrichment against our senior management. The allegations in the complaint relate to the increase in the number
of shares authorized for grant under our Second Amended and Restated 2003 Stock Incentive Plan (the
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“Plan”), which was approved by our shareholders at the Special Meeting of Shareholders held on December 12, 2016 (the
“Special Meeting”), and to our subsequent grant of stock options on February 8, 2017, to the Company’s Directors and senior
management to purchase an aggregate of 1,093,450 shares of our common stock (the “Option Grants”). In the complaint, the
plaintiff contends that (i) the number of shares authorized for grant under the Plan, as adjusted by the board of directors after
the Special Meeting for the subsequent recapitalization of the Company, resulted from an alleged breach of fiduciary duties
by the board of directors, and (ii) our senior management was allegedly unjustly enriched by the subsequent Option

Grants. The plaintiff seeks relief in the form of an order rescinding the Plan as approved by the shareholders at the Special
Meeting, an order cancelling the Option Grants, and an award to plaintiff for his costs, including fees and disbursements of
attorneys, experts and accountants. On April 17, 2017, we filed a motion to dismiss the complaint based on the plaintiff’s
failure to satisfy Delaware’s demand requirement for a derivative action and failure to state a valid claim. The court denied
the motion to dismiss on November 30, 2017. Discovery is on-going. We believe the allegations in the complaint are
without merit, and intend to defend the action vigorously.

On April 20, 2017, Fulfillium, Inc. filed a Complaint against the Company in the United States District Court for the
District of Delaware, which alleged misappropriation of trade secrets and infringement of two United States Patents. On July
28, 2017, ReShape Medical moved to dismiss both the misappropriation of trade secret claim and the claims of patent
infringement, and to transfer the litigation to the United States District Court for the Central District of California. On
October 10, 2017, Fulfillium filed a motion to amend its Complaint to add SV Health Investors, LLC as a co-defendant; that
motion is fully briefed and pending. On October 16, 2017, the Court granted ReShape Medical’s motion to dismiss the trade
secret and willful infringement claims. The Court also ordered the case transferred to the United States District Court for the
Central District of California. On November 20, 2017, Fulfillium filed an Amended Complaint, which abandoned certain
trade secret claims, and expanded upon allegations regarding other of its trade secret claims and claims for willful
infringement. On December 6, 2017, ReShape Medical moved to dismiss those amended claims and for reconsideration of
denial of its prior motion to dismiss certain patent infringement claims; both motions were denied on February 7, 2018. On
February 5, 2018, Fulfillium filed a second motion to further amend its Complaint to add a claim of infringement of another
Fulfillium patent. ReShape Medical opposed that motion. On February 21, 2018, ReShape Medical filed its Answer and
Counterclaims to the Amended Complaint, including counterclaims for declarations of non-infringement, invalidity,
unenforceability and/or co-inventorship of the asserted Fulfillium patents and state-law tort claims against Fulfillium and its
founder personally. Fulfillium and its founder have not yet responded to those counterclaims. At the initial case management
conference held on March 19, 2018, the Court ordered that Fulfillium’s motions to amend be stricken and ordered Fulfillium
to file a consolidated motion to amend. The Court encouraged the parties to confer to narrow the disputes for the Court’s
consideration, and indicated that Fulfillium need not respond to ReShape Medical’s counterclaims until the scope of the
amended complaint was decided. The Court assigned key dates for the litigation, including close of fact discovery on
September 15, 2018, last day for filing motions on September 19, 2018, pretrial conference on November 19, 2018 and first
day of trial on December 4, 2018. The Company intends to vigorously defend itself against Fulfillium, Inc.’s claims and to
vigorously pursue its counterclaims.

We currently are unable to estimate the losses or range of losses for these two matters where there is a reasonable
possibility of a loss or it is probable that a loss may have ben incurred.

Except as disclosed in the foregoing paragraphs, the Company is not currently a party to any litigation and the
Company is not aware of any pending or threatened litigation against it that could have a material adverse effect on the
Company’s business, operating results or financial condition. The medical device industry in which the Company operates is
characterized by frequent claims and litigation, including claims regarding patent and other intellectual property rights as
well as improper hiring practices. As a result, the Company may be involved in various legal proceedings from time to time.

17) Retirement Plan
The Company has a 401(k) profit-sharing plan that provides retirement benefits to employees. Eligible employees may
contribute a percentage of their annual compensation, subject to Internal Revenue Service limitations. The Company’s

matching is at the discretion of the Company’s board of directors. For the years ended December 31, 2017, 2016, and 2015,
the Company did not provide any matching of employees’ contributions.
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(18) Quarterly Data (unaudited)

The following table represents certain unaudited quarterly information for each of the eight quarters in the period ended
December 31, 2016. In management’s opinion, this information has been prepared on the same basis as the audited
consolidated financial statements and includes all the adjustments necessary to fairly state the unaudited quarterly results of
operations (in thousands, except per share data).

First Quarter  Second Quarter (1) Third Quarter (1)(2) Fourth Quarter (1)(3)(4)

2017:
Revenue $ 40 S 93 $ 360 $ 794
Net loss $  (7,367) $ (6,840) $ (9,994) $ (9,617)
Basic and diluted net loss per share $ 127y $ (091) $ (1.06) $ (0.45)
2016:
Revenue $ 72 $ 276 $ 297 $ 142
Net loss $  (7,409) $ (4,995) $ (6,522) $ (4,434)
Basic and diluted net loss per share $ (66.14) $ (33.96) $ 11.77) $ (2.65)

(1) The 2017 second, third and fourth quarters contain net losses of $116,000, $327,000 and $389,000, respectively, related
to the inclusion of the operations of BarioSurg after its acquisition May 22, 2017.

(2) The 2017 third quarter net loss includes $4.4 million of expense related to warrants issued to purchase 2,575,000 shares
of common stock to former holders of the Company’s convertible notes as consideration for their waiver of their right to
participate in future securities offerings by the Company.

(3) The 2017 fourth quarter contains revenues of $718,000 and net loss of $4.1 million related to the inclusion of the
operations of ReShape Medical after its October 2, 2017 acquisition.

(4) The 2017 fourth quarter net loss includes the effect of a $2.3 million tax benefit related to the remeasurement of a
deferred tax liability due to the December enactment of the Tax Cuts and Jobs Act by Congress.

(19) Subsequent Events

On April 2, 2018 the Company announced that it had entered into a securities purchase agreement with an institutional
investor providing for the purchase and sale in a registered direct offering of shares of series D convertible preferred stock
and a warrant to purchase shares of common stock for a purchase price of $6.0 million.

The shares of series D convertible preferred stock will be convertible into an aggregate of 8.0 million shares of
common stock at a conversion price of $0.75 per share and the warrants will have a one-year term (or, if later, eight months
after the requisite stockholder approval is obtained) and be exercisable for 35 million shares of common stock at an exercise
price of $0.75 per share. The Company expects to receive net proceeds of approximately $5.25 million after deducting
placement agent fees and other offering expenses. If the requisite stockholder approval is obtained, and if the warrants are
exercised in full, the Company would receive an additional $26.25 million in gross proceeds based on the initial warrant
exercise price of $0.75 per share. The Company intends to use the net proceeds from the registered direct offering to continue
its commercialization efforts, for clinical and product development activities, and for other working capital and general
corporate purposes. The closing of the offering is expected to take place on or about April 4, 2018, subject to the satisfaction
or waiver of customary closing conditions.

The Company intends to ask its stockholders at its 2018 annual meeting for the requisite approval for the conversion or
exercise of the securities described above into shares of common stock exceeding 19.99% of the company’s currently
outstanding common stock for purposes of the NASDAQ Stock Market Rules and has entered into voting agreements with
stockholders representing a majority of the company’s outstanding common stock pursuant to which those stockholders have
agreed to vote in favor of that proposal.
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ITEMY9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of
1934, as amended (the “Exchange Act”)), that are intended to ensure that information that would be required to be disclosed
in Exchange Act reports is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules
and forms, and that such information is accumulated and communicated to our management, including the Chief Executive
Officer and the Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.

We carried out an evaluation, under the supervision, and with the participation of our management, including our Chief
Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and
procedures as of December 31, 2017. Based on this evaluation, our Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures were not effective as of December 31, 2017 due to the material
weakness in internal control over financial reporting related to the design of its internal control over accounting for
acquisition-related deferred income taxes as described below.

Notwithstanding the material weakness in our internal control over financial reporting, we have concluded that the
consolidated financial statements and other financial information included in the Original Filing, fairly present in all material
respects our financial condition, results of operations and cash flows as of, and for, the periods presented.

Management’s Report on Internal Control Over Financial Reporting

Management of the Company is responsible for establishing and maintaining adequate internal control over financial
reporting. Internal control over financial reporting is defined in Rule 13a-15(f) promulgated under the Exchange Act as a
process, designed by, or under the supervision of the Company’s principal executive and principal financial officers and
effected by the Company’s Board of Directors, management and other personnel, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
accounting principles generally accepted in the United States of America. Internal control over financial reporting includes
maintaining records that in reasonable detail accurately and fairly reflect our transactions and disposition of assets; providing
reasonable assurance that transactions are recorded as necessary for preparation of our financial statements; providing
reasonable assurance that receipts and expenditures are made only in accordance with management and Board authorizations;
and providing reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition
of our assets that could have a material effect on our financial statements.

Management excluded from its assessment the internal control over financial reporting at ReShape Medical, which was
acquired on October 2, 2017 and whose assets constituted 48% of consolidated assets and 56% of consolidated revenues as
of and for the year ended December 31, 2017. This exclusion was in accordance with Securities and Exchange Commission
guidance that an assessment of a recently acquired business may be omitted in management’s report on internal control over
financial reporting in the year of acquisition.

Because of its inherent limitations, internal control over financial reporting is not intended to provide absolute
assurance that a misstatement of our financial statements would be prevented or detected. Also, projections of any evaluation
of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions or that the degree of compliance with policies or procedures may deteriorate. Management, with
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the participation of the Company’s principal executive and principal financial officers, conducted an evaluation of the
effectiveness of our internal control over financial reporting as of December 31, 2017 based on the framework and criteria
established in Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the
Treadway Commission. This evaluation included review of the documentation of controls, evaluation of the design
effectiveness of controls, testing of the operating effectiveness of controls and a conclusion on this evaluation. Based on the
foregoing, management concluded that the Company’s internal control over financial reporting was not effective as of
December 31, 2017 for the reasons described below.

Management has identified a material weakness in the design of its internal control over financial reporting related to
accounting for acquisition-related deferred income taxes. We have developed a remediation plan for this material weakness,
which is described below under “Remediation Activities.”

In connection with the completion of the Company’s year-end audit procedures and the preparation of its Annual
Report on Form 10-K, management determined an error existed in purchase accounting related to its acquisition of
BarioSurg, Inc. that were reflected in the Company’s unaudited condensed consolidated balance sheets as of June 30, 2017
and September 30, 2017 . Specifically, in its allocation of the BarioSurg, Inc. purchase price, the Company failed to record a
$7.6 million deferred income tax liability related to the indefinite-lived intangible asset, In-Process Research and
Development, with an offsetting increase in Goodwill in its condensed consolidated balance sheets. The Company does not
believe that these balance sheet misstatements as of June 30, 2017 and September 30, 2017 were material to its financial
statements on those dates taken as a whole. However, the omission of this deferred tax liability led to what we have
concluded to be a material weakness in internal control over financial reporting. Specifically, because the unrecorded
deferred tax liability relates to an indefinite-lived intangible asset, the Company cannot offset the deferred tax liability with
available deferred tax assets when determining its net deferred tax position under generally accepted accounting
principles. As a result, when the unrecorded deferred tax liability required remeasurement due to the December 22, 2017
enactment of the Tax Cuts and Jobs Act, this in turn required recognition of a $2.3 million income tax benefit in our
consolidated statement of operations for the quarter and year ended December 31, 2017. While the Company utilizes the
assistance of an external income tax specialist to prepare its annual tax provision, management has concluded there to be a
material weakness in the design of the Company’s income tax controls in that the specialist was not adequately engaged to
assist in the determination of deferred taxes associated with material transactions, such as the business acquisitions occurring
in 2017.

This annual report does not include an attestation report of the Company’s registered public accounting firm regarding
internal control over financial reporting. Management’s report was not subject to attestation by the Company’s registered
public accounting firm pursuant to permanent exemption rules of the Dodd-Frank Wall Street Reform and Consumer
Protection Act that permit the Company to provide only management’s report in this annual report.

Changes in Internal Control Over Financial Reporting
In conjunction with the acquisitions of BarioSurg and ReShape Medical during the year ended December 31, 2017, the
Company implemented new controls over the initial valuation of goodwill and other intangible assets as well as the

evaluation of those assets for impairment.

Material Weakness Remediation Activities

The Company, the Audit Committee and the Company’s Board of Directors are committed to maintaining a strong
internal control environment, and are currently evaluating remediation efforts that will be designed to enhance our control
environment. We expect that the remediation efforts will include engaging its external income tax service provider to
specifically analyze deferred income tax attributes of acquisitions and other significant transactions and to perform such
analysis as promptly as possible after such transactions. Once the remediation plan is finalized and implemented, the
identified material weaknesses in internal control over financial reporting will be considered fully addressed when the
relevant internal controls have been in operation for a sufficient period of time for our management to conclude that the
material weaknesses have been fully remediated and our internal control over financial reporting is effective. The Company
will work to design, implement and rigorously test these new controls in order to make these final determinations.

Other than these items and the material weakness noted above, there were no changes in our internal control over
financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act) that occurred during the year
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ended December 31, 2017 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

ITEM 9B. OTHER INFORMATION

None.
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PART IIIL.

Certain information required by Part III is omitted from this report, and is incorporated by reference to our Definitive
Proxy Statement to be filed with the SEC pursuant to Regulation 14A (the Proxy Statement) in connection with our 2018
Annual Meeting of Stockholders.

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this Item concerning our directors and executive officers is hereby incorporated by
reference to the sections of our Proxy Statement under the headings “Nominees,” “Executive Officers,” “Section 16(a)
Beneficial Ownership Reporting Compliance” and “Board Meetings and Committees—Audit Committee.”

We have adopted a code of business conduct and ethics, which applies to all directors and employees, including
executive officers, including, without limitation, our principal executive officer, principal financial officer, principal
accounting officer and persons performing similar functions. A copy of this code of business conduct and ethics is available
on our website at www.reshapelifesciences.com (under “Investors,” “Corporate Governance”) and we intend to satisfy the
disclosure requirement under Item 5.05 of Form 8-K regarding any waivers from or amendments to any provision of the code
of business conduct and ethics by disclosing such information on the same website.

In addition, we intend to promptly disclose (1) the nature of any amendment to our code of business conduct and ethics
that applies to our principal executive officer, principal financial officer, principal accounting officer or controller, or persons
performing similar functions and (2) the nature of any waiver, including an implicit waiver, from a provision of our code of
business conduct and ethics that is granted to one of these specified officers, the name of such person who is granted the
waiver and the date of the waiver on our website in the future.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is hereby incorporated by reference to the sections of our Proxy Statement
entitled “Director Compensation,” “Executive Compensation,” “Compensation Committee Interlocks and Insider
Participation” and “Compensation Committee Report.”

B

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

(a) Equity Compensation Plans

The following table sets forth information as of December 31, 2017 with respect to our equity compensation plans:

Number of Securities

Number of Weighted- Remaining Available
Securities to be Average for Future Issuance
Issued Upon Exercise Price Under Equity
Exercise of of Outstanding  Compensation Plans
Outstanding Options, (Excluding Securities
Options, Warrants Warrants and Reflected in Second
Plan Category and Rights Rights Column)
Equity compensation plans approved by security holders 2,530,755 (1) $ 8.68 5,964,522 (2)
Equity compensation plans not approved by security holders 1,299,692 (3) 3.75 —
Total 3,830,447 $ 7.01 5,964,522

(1) Consists of options awarded under the Amended and Restated 2003 Stock Incentive Plan, which was amended and
restated as the Second Amended and Restated 2003 Stock Incentive Plan (the “Plan) on December 12, 2016.

(2) Represents the maximum number of shares of common stock available to be awarded under the Plan as of December 31,
2017 adjusted to reflect: (i) the Company’s board of directors’ February 8, 2017 action to adjust the number of shares
reserved under the Plan from 40,000,000 to 3,000,000 in connection with the Company’s recapitalization and (ii)
approval by the Company’s stockholders to increase the number of common shares reserved under the Plan by 5,500,000
on December 19, 2017

(3) Consists of the inducement grants awarded in 2015, 2016 and 2017 to newly hired executives and other employees.
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(b) Security Ownership

The information required by this Item is hereby incorporated by reference to the section of our Proxy Statement
entitled “Security Ownership of Certain Beneficial Owners and Management.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item is hereby incorporated by reference to the section of our Proxy Statement
entitled “Certain Relationships and Related Transactions, and Director Independence.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is hereby incorporated by reference to the section of our Proxy Statement
entitled “Principal Accountant Fees and Services” and “Administration of Engagement of Independent Auditor.”

PART IV.
ITEM 15. EXHIBITS, FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SCHEDULES
(a) Financial Statements and Schedules: Consolidated Financial Statements for the three years ended December 31,
2017 are included in Part I, Item 8 of this Annual Report on Form 10-K. All schedules are omitted because they are not
applicable or the required information is shown in the consolidated financial statements or notes thereto.
(b) Exhibits: The list of exhibits on the Exhibit Index on page 108 of this report is incorporated herein by reference.

ITEM 16. FORM 10-K SUMMARY

Not applicable
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Exhibit
Number

EXHIBIT INDEX

Description of Document

1.1

2.1

2.2

3.1

3.2

3.3

3.4

3.5

3.6

3.7

3.8

3.9

10.1

Underwriting Agreement, dated August 11, 2017, among the Company and Ladenburg Thalmann & Co. Inc.,

Company’s Current Report on Form 8-K filed with the Securities and Exchange Commission on August 16,
2017).

Agreement and Plan of Merger, dated as of May 22, 2017, by and among EnteroMedics Inc., BarioSurg, Inc.,

reference to Exhibit 2.1 to the Company’s Current Report on Form 8-K filed with the Securities and Exchange
Commission on May 23, 2017).

Agreement and Plan of Merger, dated as of October 2, 2017, by and among the Company, ReShape Medical,

(incorporated by, reference to Exhibit 2.1 to the Company’s Current Report on Form 8-K filed with the
Securities and Exchange Commission on October 3, 2017).

Sixth Amended and Restated Certificate of Incorporation of the Company. (Incorporated herein by reference

33818)).

Form of Certificate of Designation of Series A Preferred Stock. (Incorporated herein by reference to Exhibit

4.1 to the Company’s Registration Statement on Form S-1 filed on January 11, 2017 (File No. 333-213704)).

Form of Series A Preferred Stock Certificate. (Incorporated herein by reference to Exhibit 4.1 to the

the Company’s Current Report on Form 8-K filed with the Securities and Exchange Commission on August
16, 2017).

Certificate of Designation of Series C Convertible Preferred Stock (incorporated by reference to Exhibit 3.1 to
the Company’s Current Report on Form 8-K filed with the Securities and Exchange Commission on October
3,2017).

Certificate of Amendment to Sixth Amended and Restated Certificate of Incorporation of the Company, dated

filed with the Securities and Exchange Commission on October 23, 2017).

Certificate of Amendment to Sixth Amended and Restated Certificate of Incorporation of the Company, dated

filed with the Securities and Exchange Commission on October 30, 2017).

Form of Warrant to purchase stock under Loan and Security Agreement, dated April 16, 2012, between the

Quarterly Report on Form 10-Q filed on May 10, 2012 (File No. 1-33818)).
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http://www.sec.gov/Archives/edgar/data/1371217/000119312512225790/d328647dex104.htm

Table of Contents

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.177

13,2014 (File No. 1-33818)).

Amendment No. 1 to the Sales Agreement, dated as of August 25, 2015, by and between Cowen and
Company, LL.C and the Company. (Incorporated herein by reference to Exhibit 10.1 to the Company’s Current
Report on Form 8-K filed on September 1, 2015 (File No. 1-33818)).

7,.2015 (File No. 1-33818)).

Form of Series A Warrant, dated as of July 8, 2015, by and between the Company and several accredited
investors. (Incorporated herein by reference to Exhibit 4.1 to the Company’s Current Report on Form 8-K

Current Report on Form 8-K filed on November 5, 2015 (File No. 1-33818)).

Form of Amendment No. 1 to the Securities Purchase Agreement dated November 4, 2015, between the

8-K filed on November 5, 2015 (File No. 1-33818)).

Form of Underwriting Agreement. (Incorporated herein by reference to Exhibit 1.1 to the Company’s
Registration Statement on Form S-1 filed on January 11, 2017 (File No. 333-213704)).

Company’s Registration Statement on Form S-1 filed on January 11, 2017 (File No. 333-213704)).

Warrant Agency Agreement, by and between the Company and Wells Fargo Bank, National Association,

Form 8-K filed on January 24, 2017 (File No. 1-33818)).

Second Amended and Restated 2003 Stock Incentive Plan. (Incorporated herein by reference to Exhibit 10.1
to the Company’s Current Report on Form 8-K filed on February 14, 2017 (File No. 1-33818)).
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http://www.sec.gov/Archives/edgar/data/1371217/000119312517016678/d332188dex101.htm
http://www.sec.gov/Archives/edgar/data/1371217/000110465917009346/a17-4487_1ex10d1.htm
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10.187F

10.197

10.207

10.217

10.227

10.23F

10.247

10.25F

10.267

10.27F

10.28F

10.297

10.30F

10.317

10.32F

10.337

10.34F

Standard form of Incentive Stock Option Agreement pursuant to the Amended and Restated 2003 Stock

on Form S-1 filed on May 25, 2007 (File No. 333-143265)).

Form of Non-Incentive Stock Option Agreement for the new options granted October 29, 2010 pursuant to the

Statement under Section 14(d)(1)_on Schedule TO filed on May 27, 2016).

Executive Employment Agreement, dated October 28, 2015, by and between the Company and Dan W.
Gladney. (Incorporated herein by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K
filed on November 2, 2015 (File No. 1-33818)).

Form of Non-Incentive Stock Option Agreement for non-plan executive inducement option grants.
(Incorporated herein by reference to Exhibit 10.47 to the Company’s Annual Report on Form 10-K filed on
March 28, 2016 (File No. 1-33818)).

(Incorporated herein by reference to Exhibit 10.3 to the Company’s Current Report on Form 8-K filed on
January 22, 2016 (File No. 1-33818)).

Executive Employment Agreement, dated October 3, 2016, by and between the Company and Scott
Youngstrom. (Incorporated herein by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K
filed on October 6, 2016 (File No. 1-33818)).

Report on Form 8-K filed on February 12, 2008 (File No. 1-33818)).

Amendments to the Management Incentive Plan described in Item 5.02(e). (Incorporated herein by reference
to Item 5.02(e)_of the Company’s Current Report on Form 8-K filed on May 10, 2016 (File No. 1-33818)).

to Item 5.02(e)_of the Company’s Current Report on Form 8-K filed on September 20, 2016 (File No. 1-
33818)).
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http://www.sec.gov/Archives/edgar/data/1371217/000119312510252289/dex107.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312507123332/dex1015.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312507151101/dex1017.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516435853/d125564dex104.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516519841/d80242dex1033.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516605144/d181318dex99d6.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312515361310/d75686dex101.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516519841/d80242dex1047.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516435853/d125564dex101.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516435853/d125564dex102.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516435853/d125564dex103.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516732451/d258380dex101.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312508027621/dex101.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516585720/d153988d8k.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516714811/d260447d8k.htm
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10.35

10.36

10.37

10.38*

10.39*

10.40*

10.41*

10.42*

10.43*

10.44*

10.45*

10.46*

10.47

10.48

10.49F

10.507

10.51

on Form 10-K filed on March 12, 2009 (File No. 1-33818)).

First Amendment to Lease Agreement, entered into August 25, 2015, by and between the Company and

Richard G. Henderson.

Consulting Agreement, entered into March 1, 2017, by and between ReShape Medical, Inc. and Human
Capital SAL.

M.D.

Clinical Trial Agreement by and between EnteroMedics Inc. and Southern California Permanente Medical
Group effective as of June 1, 2017 (Incorporated herein by reference to Exhibit 10.1 to the Company’s
Quarterly Report on Form 10-Q filed on May 15, 2017 (File No. 1-33818)).

Voting Agreement and Irrevocable Proxy, dated as of May 22, 2017, by and between EnteroMedics Inc. and

Report on Form 8-K filed with the Securities and Exchange Commission on August 16, 2017).
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http://www.sec.gov/Archives/edgar/data/1371217/000119312509052380/dex1023.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312515308467/d84127dex102.htm
http://www.sec.gov/Archives/edgar/data/1371217/000119312516680023/d223842dex101.htm
http://www.sec.gov/Archives/edgar/data/1371217/000155837017004364/etrm-20170331ex10131c0db.htm
http://www.sec.gov/Archives/edgar/data/1371217/000104746917003580/a2232236zex-10_1.htm
http://www.sec.gov/Archives/edgar/data/1371217/000104746917003580/a2232236zex-10_2.htm
http://www.sec.gov/Archives/edgar/data/1371217/000104746917003580/a2232236zex-10_4.htm
http://www.sec.gov/Archives/edgar/data/1371217/000110465917052279/a17-18695_3ex10d1.htm
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10.52

10.53

10.547

10.55F

10.567

10.57F

14.1

23.1%*
24.1*
31.1%*
31.2*
32.1*
32.2%
101*

Warrant Agency Agreement, by and between the Company and Wells Fargo Bank, National Association,

Form 10-Q) filed on November 14, 2017 (File No. 1-33818)).

Form of Stock Option Grant Notice and Stock Option Agreement under Second Amended and Restated 2003

Exchange Commission on December 22, 2017),

Code of Conduct and Ethics of the Company. (Incorporated herein by reference to Exhibit 14.1 to the

Consent of Deloitte & Touche LLP, Independent Registered Public Accounting Firm.

Power of Attorney (included on signature page to this Form 10-K).

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Financial statements from the Annual Report on Form 10-K of the Company for the year ended December 31,
2017, formatted in Extensible Business Reporting Language: (i) the Consolidated Balance Sheets, (ii) the
Consolidated Statements of Operations, (iii) the Consolidated Statements of Stockholders’ Equity; (iv) the
Consolidated Statements of Cash Flows and (v) the Notes to Consolidated Financial Statements.

*  Filed herewith.
T Indicates management contract or compensation plan or agreement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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.

RESHAPE LIFESCIENCES INC.

By: /S/" DAN W. GLADNEY

Dan W. Gladney
Chairman, President and Chief Executive Officer

Dated: April 2, 2018
POWERS OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes and
appoints Dan W. Gladney and Scott P. Youngstrom, and each of them, as his true and lawful attorney-in-fact and agent, with
full power of substitution and resubstitution, for him and in his name, place and stead, in any and all capacities, to sign any
and all amendments to this report, and to file the same, with exhibits thereto and other documents in connection therewith,
with the Securities Exchange Commission, granting unto said attorneys-in-fact and agents, and each of them, full power and
authority to do and perform each and every act and thing requisite and necessary to be done, as fully to all intents and
purposes as he might or could do in person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or any
of them or their substitutes may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date
/S/" DAN W. GLADNEY Chairman of the Board, President, and Chief April 2, 2018
Dan W. Gladney Executive Officer

(principal executive officer)

/S/ SCOTT P. YOUNGSTROM Senior Vice President and April 2, 2018
Chief Financial Officer
(principal financial and accounting officer)

Scott P. Youngstrom

/S/__GARY D. BLACKFORD Director April 2, 2018
Gary D. Blackford
/S/ _MICHAEL Y. MASHAAL, M.D. Director April 2, 2018
Michael Y. Mashaal, M.D.

/S/__BOBBY I. GRIFFIN Director April 2, 2018
Bobby I. Griffin

/S/__LORI C. MCDOUGAL Director April 2, 2018
Lori McDougal

/S/__JON T. TREMMEL Director April 2, 2018

Jon T. Tremmel
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EXHIBIT 10.38

AIR COMMERCIAL REAL ESTATE ASSOCIATION
STANDARD INDUSTRIAL/ICOMMERCIAL SINGLE-TENANT LEASE -- GROSS
(DO NOT USE THIS FORM FOR MULTI-TENANT BUILDINGS)

1. Baslc Provisions ["Baslc Provislons®).
14 Parlles: Thia Leass ("Leass™), doled for raferenes puasposes eely January 20, 2017 !

Is mads by and bebwnen San Clamante Heldings, LLC

{"Lossar™)
ond RoShapo Medical Ine., & Delawara Corporation
["Lessee”),
[coBecihely the “Parlles,” of Individually o “Farty")
12 Premisos: Thal ceral real | by, Inchuding & Imp k3 Ihaeidn of In be provided by Lessor unde the lerms of this Laasa,
and i knewn B3 1001 Calle oer, San Clemonto N 0
locaded In the County of Drange o Blats of California '

aned ganpmlly dascribed as (descedba brisfly tha raburs of e properly sed, Il applicabila, tha “Project™, il the propsdly (8 ealad withia g Project)
an_approximace 14,47% sq.ft. freestanding office fuarchouse building

(*Pramisas”). (Sen alio Paragraph 2)

13 Torm: 5 years and 3 manihs ("Criginal Term'") Mpell 1, 2017
["Cemmencensent Dale’) and endng June 30, 2022 ["Explralian Dats™)
(Set siso Parageaph 3)

14  Oary Possesslon: If the Promlzes are availible Lessos may e non-sxclusle possession of tho Premises commundng
March 1, 2017 [“Enrly Poassaalon Date™), (Sen also Parmgeapha 3.2 and 3.3)

16  Base Rent: 524, G614.30  par monih (“Base Renl”), payablo ontho Elxak
day of each month ing Apeil 1, 2017

. (Seo olso Parageaph 4)
ulmmhm nre provishons e Bhis Leasa bor e Basa Ranl I ba ad) Bad 7
Bage Ront and Other Monloe Pald Upos Execullen:
() Baso Rent: §24, 614.30 for ha pedod Aprdl 1, 2017 to April 30,2017
(b))  Sseurily Daposit: $28, 000 ., 00 {"Socurily Doposli™). [Sas slo Paragaph 5)
fe)  Asscclabion Pess: §B07, 50 for o porlod April 1, 2017 thrw April 30, 2017
(4] Other: SH/A for HJ/A

()  Tolal Due Upon Exscullon of this Lease: §53,511. 58
17 Agreed Use: General office and warehsuse use for medical supply company
[Sen nlsa Paragraph 6)
18 basuring Party: Lagser b B "Tnsuing Parly™. The senusl “Bose Premiom™ 1s 52, 059, 00 {Eno also Prragragh B)
19 Real Eslato Brokens: (Soe also Pamgraph 15 and 15)
(n) Reprosentalion: Tho foliowing ronl eslate brokors (the “Brokors") and brokerage relafionships eusl In this bonsaciion {check
npplicable boaes):

B Johnston Pacific Commarcial Real Eatate, Inc. napgesenls Lissor schusivily ("Lonser's Broker™);
B CRRE Commercial Real Estate Services ripeasents Lassan oxcluthely ("Lossen’s Brokes”) or
w] ks beoths Leasor and Losson [*Dual Agency™).
[b) Paymant le Brokers: Upon axocution sl Muﬂlﬁwu by bﬂ.‘l Furhl Lexsor shall pay bo tho Bvokors the brokorsgs
feo egreedioln o e wiilten areamen] (orldhoso-ls A-lh uf Yorobha-lolal-Base
mmhmmmunmwnm
1.10  Guarantor, The ctdgalions of the Leases under s Lease are o be By M/A

e for*). (Beo also P h 3T)
.11 Atlachmanls. Allached heeelo are the Exligedng, all of which consliiule o parl of Lhis Lonse:
B an Addendum consisting of Paragraghs 1 revugh H
B o piot (0O plon depleting ihe Promisss;
O o cursent ged af e Rules and Regulaions;
L 0 Woek Letter;
O n aneepy dizeiosucn nddandum | altachad,
F piher (specityy Option bo Extend, Disclosure for Lease (Exhibit B), Disclosure Regarding Real
Estato ney Relationship, Parking (Exhibit C
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L Promizes,

1 Lelilng. Lesaor haeoby lonses io Losses, and Ledson horsby labtes Gom Lessor, th Presison, for b bevm, ol 1k renlol, and
wﬂﬂuuhmwnunhmdmmfumhnum mhwmunmmmdhm-mmbnnudh
o markeding of nmnm,rawuummmmnmmmmammuml-uhm fooksgs and 18 not subject to sdjusiment
n:ﬂdh-:ml ze bo determined Lo ke dlfonel. mh:l.muII|Mlldlnwﬂ}lhmld::arbrh“nulmml Lease.

Condillon. Lasser shall delvar tho Promises o Lesses broom chean and free of
Pasutmnm.mrmtmﬁmm:"}.mmwuﬂiuﬂm‘m descelbed In P th 7.1k below are
obisined by Lesses snd I elfecl within thiry days lsliowing (ho Slal Dabs, warronls thal the axisling slcirical, mm-munmm
wmwwnmm&mﬂwwpmml.wmmiwilmalmmw Ihix Pramnizos, ofhor than those
WWImMHhMMMMJﬂH-ndl‘-‘hnf-uandmluhn-hﬂhmurbuhﬂ.lh'd
Teandalion of any bulidings on e Premises (lhe "Bulldl Mufmumwmn.wmlnunm-wmmmmu
.q-muwmdum“wnrmumm Ry I @ nan-coorpl with anid mnduﬁuﬂmmwﬂmﬂ
wch aysl should or Toll within ke luropﬂuhmlrdgpﬂhd.hmﬁﬂ.ul.ﬂmﬁ ehbligaiion with respecd ko
mmuwummmhmumwmrmumnWMLmumm spacileily tho natoes and
oxtant of such non-complinnce, mafunclion or fallorn, rectilly eame ol Lessors expense, Tha watranty poriods thall bo as foows: () & monihs s lo the
HVAC systems, -d{l]annmnbmumﬂumwumdm*mmdhw . If Loseen doos ned give Lossor the reguived notice
within Tha by paricd, ol sy such non-compllance, malfunclion or shall ke tho obiigation of Lessoo nl Lessoo's soln
cos! nnd fxpando, wmnmwmmmmm»n«nuumh T Loassd adao warants, ) unkas
mmhmm,LumhwdﬂquMIﬂmmﬂm any delrauen| amounls dus under any
iulrulotndbrllm.. and [H) ary (0]

Compliance. uuummmwmuuﬁh‘ tha on tha comply with (his buliding codis,
PP m. or ol rocond, and [“Applicablo Rogui } thal weve In edfoct ot $ho Gmo Bl each
Improvesnend, or porflon thesecl, was constructed, Skl watranly doos not apply b tho w0 ko which Lesssa will pul the Premisss, modificaions which
mu:mmwmmmmmmmwmnﬂnnmnll.um‘nmrmhrm!nunwmmaum
Inslalistizas (ae dafined in Pamgraph 7.3(a)) made o to be mado by Lessos. NOTE: Lesses Is respanaible for determining whothar of net ihe
Applleable Roguiremants, nmd upulllrllu zondng, Kre ARPrOf for Lesses's Infended use, and schrnowledges thal past usos of the
Promsos may mo bangor ba allowsd, B tha Peamises do nol comply with sald warasly, Lestor ehal, umpljlmpmﬂud_pmwmr
wxpars, I

horeallne
neeadiation of mmﬂhmmmlumrmmtmau-mmmuﬂwmurcqml
Expandiima”), umamum-mmum&mm-nm

(&) Subjset 1o Pamgesph 2.5 below, If such Coplial Expandilures aee torquired s 8 tezull of tho specific snd unlgue we of
Premises by Lesseo n3 compared with uses by lanants wm-umwmwmwmmmw ceesmnr Bhal If such
Caplinl Expendiur ks roquired during the lasl 2 years of sn and The coal iheeeol mxceeds B maniha’ Base Feol, Lesses may Insisad ismsdnals
this Lense walass Lessor nolifies Lessen, in wriling, within 10 days after rocelpl of Lessoo's terminalion notice that Lessor has elecled lo pay tho
dilfeiance balwoen the aclwal cosl Ikesool and an amound equal e & manlhs” Base Real. If Letdts olecls terminalion, Lossso shall conse
the use of B Premises which requres such Cepllal Bxpendiuce and deliver fo Lessor willlen nolics spacilying n feumination dabe of leas! 90 daya
tharaafler, a&mmmsmmnhmmnhurmmhmmmmmmwmnm

Cagiial i

5] IF such Caphtal Expandiluns i not i resill of s spaciis ind wsigus uss of e Premises by Lattas [tuch as, govermanslly
seismic modifications arking from Lesser's unlgue use of the Prentses), then Lossor shall pay for such Capilal Expandilne and Lossea shal
wmmum.mmmnmummmuanmwmwmmamuumhmnm
Is oo, ne amoun] oqual bo 1714410 ol he porlion e such coasts o lhe F Leasen shall piy Inlores! oo ihe balance bul
may propay s obligation af sy Uma, II, howover, such Caplial Expandiun Is required durlng tho last 2 yoars of B Leass or B Lessor reasonably
mmnmmmm:&:'amhmnmmuwwmmwumumwm prkor varilien
nofice b Leszes unlssa Lesses Lessor, bn wiling, within 40 days after recelpl of Lossor's lermisalicn noSice (hal Lesses will pay for suth
Capltal Expendiiorn. Il Lossor doss nol alsel lo esminalo, ond fails 1o leader its shane of any such Capital Expesdilure, Lastes miy ndvnce such

o shall
havve tho right 1o fesminale this Leasa pon 30 diys wrillen nokice 1o Lussar, The Poils gree that the Agreed Mﬂlhmwmﬂmh

cormsidornd B Wi vbich can er doos nesll i remedialion of any exdsting Sut hﬂdlhﬁwlﬁpmwmt.
(&) Mohuithslsnding e abows, lvh provisions g Caplisl Ex ade Inlended o apply only fo non-volunlary,
unaxpaciod, and nst Applicabls Requiramanis, [T the Cagital thﬂhﬂdlﬁpﬂmdbfLumn]Mulmmw
changs In ubh, thangs bs Inlentlly of ue, or madilicallon o the Uk, @0 iy Ihal evenl, Losson thall sliher: (T} Immadialaly coass such
changed uss of inlensity of use prdlcr tnks such other sleps &5 may ba necessary lo elminaln ths requirsment for such Capllsl Expardilure, o (§)
wach Caglial Exp ol s ovm mmmlmm“.hmwmhmmmm.

24 Losgeo that: (n) it bas basn given an epporiunity ko intpect and noasues (e Pramisss, {b) It
Iu-bunudvhndhrLmrmmhﬂklﬂmmwﬁhhllﬂlmmﬂhm {HMIUBI -ﬂdbu
mwmmlnmmm,mmm mﬂmmw" ik I l.ht wilhi

Acl), and Ul ty for Lesses's inlerded wss, (¢ Lesses has modo such Investigation na it denms necessary wilh reforence ko such

mllmmdiuumﬂmmwmmu this sk rilala 1o s sctupancy of the Promises, subjoc! 10 b opress obigations. representation and

off Lessor ) I s nal rolying en any ropratentalion ns ko the elo of e Pramloas mads by Brokers or Lozsae, (o) the squaca
taolags af Bhe Mkmtrﬂnﬂﬂh“”ﬂb“tﬂlﬁuﬂnwwhm-wmpldmnuﬂl-wLuw,Lam
Bgenla, mﬁmallmm-wwurmlmmmmDrwumﬂu“hmuﬁwlmmmmmn ol baith In s Lesao. In
wckdiion, Lessor acknowledgas thal: () Brokars have made no canceming Lesseo’s pblity Io hanor the Leass:
wmhmmm".:mmummmmwwmmw llatiily of all proposed

L=nanlsa,
28 Lesses as Prlor OwnerlOcoupant, The wairanlies made by Lesser In Parsgraph 2 shall b of ra Fom-wafwl It Inedalaly
eior b tho Starl Do Losish Wik U cweal of Dicupant of the Promisos. In such ovenl, Lisass ghall b redpontible fof any necaseay comclive

L Term.

31 Torm. The Commaencemant Date, Explealion Dabe and Orighasl Tonm of ik Leass aie as spacilled In Paragraph 1.3,

3.2 Garly Possasslon, Any proviskn harelda granling Lesane Early Possoesion of tha Promises Is subject 1o and condiioned upan the
Premises being avallable for such p 1 priar lo Ehe Dale, dehhmmmwnmrmw
owmm«m- If Lozeen Lolsly or paially occupios e Fremises prlar bo B Commarcament Dale, the obigaiion ie pay Bace Ront shal bs

Iﬂhumﬂwﬂﬁwmm A athir beema of this Lease (inchuding but not Emibed bo Ihe cbligaions Raal Proparty Taxos

and o unhawhm:ﬂhhmmnmmmmemm ned nifact v Explration

33 Delay in Possesslon. Lossor nproos ko use lts bost commaorcally ronsonable siorts to deliver podsosilon of e Prondses lo

Lostsn by the Commancamant Date, I, desplle sold ellorts, Losser s unabla o delivee sheet by aich dalo, Lossor shall ned be swiect ko any
Ihsteedor, ror shal such failase affect ha walidily of this Lease or changs the Date, Lasson shall pol, hewaved, b hxpnml

or Iis olher obligalions unlll Lessor dolkn possassion of ha Premisos ond any pedod of renl abatemen hal Lesses hava
skall run froem the dalo of delivery of possession and continua for n paried equal o whal Leazes would othanvso have anjoyed undar the berms
hm.mm-wmmmhymdwhmmmmwmwhmtmwmmm pleer e Commerncemont
muhm b axlonded under the lams of sey Work Laller oxe by Prrfina, umml‘l‘:ﬂmmmu\mmm

Learo shall larmisabs unless other s anp taached b Lesgor and Lotdon,

Lossen Compllance. Lesser shall nol be requived to deliver possession of he Premisss bo Lostes unl Lossss comgles vwith lis
to provido envidanca of Insumnco (Paragraph BE). Pending delhary of such evidencs, Leason aball ba requised 1o perform all of s
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oblgations undsy this Lesse fom ond afler the Stan Date, kathuding the p cf Renl, Lassces olection b withhald passession
muwdummo!mum'merlmhwwp&mwmmuhuumun:%hﬂmmm
Iy Stacl Date shiall oooer bist Lessor may clecl bo P cilions oro sallsfied.
4. Rl

4. Rent Defined, AN monotany oiigations of Losses bo Lessor wader the lorms of Ihis Lease {axcopl ke the Socurily Depost) are

Mn-dinbrvnl.['ﬂml"i_

Payment. . Losseo shal cause paymenl of Ront b bo reeshed by Lesser In lveful money of tha Unllod States, witheul olfesl or
m‘amuMMImh w:mmuum I gy on wiich L Is doe, Al monaslary amsonie shall b reanded 10 the rearest
wheds dollar, hhmmlmmwmwmwhmrﬂmmmummmnwdwtdhmuu'lbom
ta pay the amount set orth In this Lease, mmawumddmmmhmnlduhhrhllhmmMlmmﬂnﬂhwﬂ-ﬂ

wwlmmmumd month, Paymont of Ranl shall ba mado b Lessor al s sddress stated herain or 1o such alhat porsons o
placa ms Lossor may from e lo tme dogignate in " pli of n paymen] which |5 loss than the amaunl then dus shall pol be o waber of
Lesaor's rights o tho balanca of such Fead, regaed) al.umr‘: - L of any chack go slating. bn the evend thal nny check, drall, of ol

Iresiramenl of parymsend ghan by Lossos bo Lessar ks dishonaned Tor any resson, Lessen sgroes 1o pay b Lessar tha sum 6l 525 In addilion Is eny Lolo
Charge ond Leaser, o lls cpfion, may roquine sl fulurs paymente 1o bo mids by Losses 1o be by cnshlsr's check if Lessee breaches 115 ciigation to limaily
pay Aase sl more (han Lo limes In sy anl pied,  Payreats will be applicd fist bo sccued lale chaiged. and sllonssy’s fass, secand i noosed
Iflecosl, Ihan ko Base Renl, Insurance dnd Roal Proparty Txes, tnd any remaining smount o sy ether cubslanding chafgos of cosls.
4 Assoclalion Fess. b addWica lo (ho Base Rent, Lesses shall pay to Lossoe each month an amounl equal Lo ony cvener's
wmummmmmmﬂthwnmm Snid monles shall be peid ol the same lime &nd i the Sanse mbaner &3 e
0 Renk.

5. Becurlly Beposlt. Lessos shall deposil with Lossor upon exocilion hetes! the Seewily Deposl ax secuily for Losees's fallhful

ol its s undar Bl Leaso. I Losses falls 15 pay Fonl, o stharwise Detsulls undor this Leaso, Lessor may use, apply of retain all o any portion

of sald mﬂmmmmﬂwmmmme of Rasds which will be dus in the lulure, end! or o reimburse oo
compantals Lessor Mabiny, mmummhlmmaﬂnuiunwmmw M Loager uses or applies il e oy

morh Bocurity Deposil, Mrmmiwm lﬂumﬂ-hnmm theralor doposil monles wilh Lesscd sulficiant lo reslore sald Sacurly
Depatil o the kil smoun! required by this Lease, If the Bass Fen Incresses during Lessen shall, upsa wiillan peques] fram
Lossor, doposlt addiional monks wily Lesior 8o [hat the tetal mmount ed the Secirlly Doposll shall 81 oll Bmas bear the samo proportion lo Lhe
wummlummmmmmuM|mammm BmﬂhﬂﬂlﬁmlhmMMDMthlﬂl
mmwmmamub ] or psgignas, Lossod shall havo tho right lo Incroase tho Securily Depesll ko the
pxlant nBcessAry, ¥ LESSOrs reasonabls judgmen, 1o accownt Tor any Increassd woar ond lear Ll the Framises may waller s o resul theresl, If &

-4
H
2
F
g
-

aggdled by Lessor. Lessor shall upon wrillen requas! prendde Lissae with o sccowting shoudng how thal porlien of ihe Secuity Dopeall lhal was not
polurvepd was applisd, Mo part of iha Securiy Depcsil shall be considared bo be feld In busl, o bear intevest of 1o be prepayment fos sy monles ko be
pﬂb,-lumum‘ormlmc.

[N

B Use, Lesses shall uss snd ecupy (ho Premisss only for lhe Agreed Use, of any ofher win which s resgonably companbis
heaalo, and for no other paipose. Lunnmm“;gwpmnuuulmnmnh-nmm wnlawhd, creales damage, wasle of o
rdEancs, of Thal dishwbs ocoupanls of of Causos [ Othar fhan guide, signall and seaing eye doge, Lossos
w|mmumlnmnlmwmmwd'dmwuﬂn Lossor shail nol unfeas wilhieid or dalay lis consent lo any
wrllinn raquest for 8 modilication of the Agreed Use, so a8 fho same wil nol pal the siucheal inlegrity lerlp'mmdlmhpmu
mmuumum:mmmum nily mors burdensame B The Premises. qubr I withold consont. Lessor
shall wilhin 7 daya afar such nequest gve witten nolificalion of ssemn, which noliea shall Includie sn tog of Losors obj to el chishigh I
N.ﬁamd‘;lu.

Hazardowt Bubslances,
(a) Repariabio Uses Reguire Consent. Tho lem “Mazordous subcllm’nmldhnl Liarsee shall menn ny product,
subalands, of wasle whoso presonce, se, e, or raleage, sithor by soll blaalion with ofhar maledlal
d lo b on Bhe Praenisos, ke sl (1) potenFally bfud wu—mmnnnwumm hmammnmmﬂﬂ
of roelisted by any gevemmantal nulhoelty, wm-hﬂwmmﬂLwhwmeNMFWMHﬁw
alaluln or lavwr bveary, H mwmlhﬂdh ¥ L P L i .mmuwlw
MWMNMIW I.'uuﬂulmmgtp mf acibdly In or on the Promises which coasiifulos n Roporfablo Use of
Hazsrdous Substances withoul (ha eogpioss piior wiillen consenl of Lessor end Umely complance (ol Leasss’s expense) wilh pll AppEcatde
Requiremenis. “Reporiable Uge" shall mosn {1} the inslallafion or use of qmubﬂuﬁﬁmm“nmmuummwlﬂm
I:bw,ur.ﬂtnquﬂlnﬁbhinpm wumu
g

ol the Pramisos of a H with reapoel

Applcatiba wmhMuwWﬁuwml.

Mobwithslanding tha loregolng, Lepted My Ubs &5y csdinany and ¥ iy nay fo be used In the nosmal course ol The
olfice supplies (copler

camplance ywith all s ol o Ll Uz, mnd deas nel expose lhe Premisos o meighbork by 1o any inghd
ik of coniambaaion or domags of sxposn Lassor lo sy Babdity thoredor, hmuwmmmumlhmﬂmmrw
recoiving sach nddifonal assurances ns Lessor masonably deams racessary 1o protect ilsal, tho public, the Premises andfor ey envieanmen agalnel
damage, confaminathn, lajury nndier Fabilty, inchuding, el el Emiled Lo, the Inslaliafisn [sad removal o o balan Laass éxglenlion of Waminaliza) of
jproteciive modifications (such s concrele encasemonts) and'cs Inciaasing the Security

{b) Duly I Inform Lessor. If Lossoo knows, or has reosanabla cause o balieve, thal a Harardous Subslance has
lotated In, o, under of atoul he Promises, ciher Bun as proviously consenfied (o by Lossor, Lossoo shall annmﬂnﬂmfﬁu
1 Lessor, ond peovide Lessor with & copy of any rapeel, nofics, clabn of olhar docurmantaticn which Il hns ¢ o of such

Bubslanca,
Legess Remadislben, Losess shall nol couse of paemll sny Haczardous Subslance I3 bo eplled of telonsed In, an, under, or
abail the Pramises HmwummrM]mmmﬂw Lesspo’s oxponse, comply with ol Applicablo
¥ whethar of nol foemaly ordeded of mquired, for The cleanup
of, nnd for Eho e security andior menltedag of Ihe Pramizes or nalghbordng proparifes, thal was cousad o mabelally
m’ﬂ.ﬂhwuumum-muumwmmmwwmmmmmmumumum Ty o for
Lessbo, of sy Bird paily,

i Indarmnifiasilsn. L shal ] Iy, debend sed hold Lossor, Bs sgonits, w“mmmmmw
Il any, w{mmqumndele chalms, ard
consultasty” I'm-hhmofuthmeummmmmﬁarﬂmhwhmm.wwm -:pmkhd.
hewerved, that Lessoa shall have ro 0as0 v respest o Subslanco Imduln

Halilty under

mwm.mmwmmeWWLﬂm Leison's m:nmmmmmnmwmnmw:w

conlominalion or lnjury o person, proparty of lhe enviranmant erested or sulfered by Lesses, and the cosl of |
resteenlion sndlor abatsmanl, and shall urvive the sxpiralion or lermination of thiz Leass, Mo lormisatisn, cancellalbsn oF relaass agrasmaent

entorad Inlo by Leeeor and Lasgas shall relense Lessoo from lis obligations undor this Leass with tespoect o Hazardous Subslances, unloss

spoalilcally g0 agreed by Leasss Inwrillng ot llse Ume of ssch agresmant.

Loaser imdemnbiicalion. Excepd ns olhorstse provided ‘m'"aylnh 8.7, Leagor and s succossces and ossiges shal
Indemnify, dedend, relmburss and hold Lossas, i mmmmﬂm agalnst sy nnd all envimnamental , Inchading
e cosl of remodinlion 2ad reasonsbls alborney fots, rasull fram Hazardous Substances which exdsled on the Promites prir lo Lessna's

eccupancy of which are caused by the gress negligence or willlul misconduct of Lossor, @s mgonls or employess, Lessors obligallons, ss and whan
roquinod by B Applcable Requirements, shall Include, but not be lmiled o, the cost of Investigalion, removal, remedialion, waclior
mﬂwmmwMMMMMMMMMM

il

I il Leazer shall ealain Ih-l responsibiily and pay for any Irvestigalions o¢ iemedialion
HELBE [+l enlites Mmmmp‘d ha exiztence of Harmdows Subslances on Tha Pramises pior o

g

LEssoo's ,wl.lillill.lth 84 @ ressit of Losese's uso (Incuding “Allesnlions”, es defined bn paragraph 7.3(n)
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balow) of Ihe Promises, In which ovenl Lesses shall ke responsible fev such paymenl. Lessos shall cooperabe fully by any sich acivilies 8l thi mouasl
Lasaor, allowing Lessor and Lessar's agents o have ressonable nccess bo tho Promises al teasonable limet i 4 vy that minisines

mﬂmlhnhlmﬂ]mwwwn-mnpﬂtlhlhﬂhmmumﬂ tigalive mnd
{g) Losser Terminatlon Oplien, l-mmmmwhwmtummmmuwm

unlass Lessen b lopaly wmwm-&ﬁmum-umm

Mlmm-dﬁMMWIHHMﬂM subject o Lassor's ights under Paragph 6.2(d) and graph 13}, Lessor
may, 8t Lestods oplion, slther (1) and Conillon, I required, a3 soon as reasonably possiblo ol
Lesscr's expenss, In Mnﬂmtmmmhhlhnﬂm“mﬂhnmwhumﬂhm weeoeds 12
mmmmmunmutmmmmhrmwmmum.mumwwhmwum
of ho of such Lessor's deslra bo larminate this Laass as of the date 60 days folawing tha datn of such
nolice, |n e evenl Lossor alecls Io give n laminalion notice, me.mwmm.wmmummﬂhmﬁ
commilmant o pay the amoun! by which the cast of the i of such mn amount agual fo 12 e he
ihea manthly Base Reed or § whichovar Is grenior. Losses shall wmmm«m.-mmmmu
days following such commiiment, In swch evand, (his Loase shil continus In foll forcs and alisct, and Lasser shall praceed lo mako such rmedialion
A% 500N & realonably poaaible oltsr the requived funds ars evallsble, If Lessan deas ned give such nolice and Ik pequired lurnds or nasuranco:

ihaenol wilkin lhi Bme provided, this Lease shall ieerdaale oz of the dato speciied In Lesssrs rolice of leminal
%] Losser's O wilh App | Exgept 3 olhdrad Mhnum.um-mu-mn
ole axpansn, lully, dligently sed In B limely manner, materialy comply with il / the rig of sy fire
Insuinmcs wsdecnariar of aling buresu, and Be [ of Lessors arlior Mrﬂlrhlm’mrhm
Preenilsa, witkeas bmuﬁm-&hﬁmuwmhamamammmmmm I.multul.mw
dhayn nifter recalpl of mmmmmmmmd paemits snd olhar d s, nnd olher i wida Lesson's
compliance with any Applcatds Requirements specilfied by Lessor, MMMUNWMMMhmMMﬁMP
mwmdwmwhmmmmmmmm plalnl ar iapod p laor 5 tho follure of Lessoo or ho

L3

G Inspecilon; Gompliance, umnmumimuu‘{udlﬂwdhﬁﬂwlphaﬂ}mdwﬂh-ﬂhﬂnﬂh
orded Inks Promisss o any lma, hhﬂuﬂln_pnqr nnd otharstse &l nolics, ko e palpese of Inspecing
b condiion of tha Promises and for wwmmwmmmmmmmwmmnmmauhpﬂwmwm-
b vilnlion ef L OF 8 ) (soe paragraph 8.1) Is fownd b axist e be lmminend, of e Inspeciion Is
M.uucluradm-dbr nmﬂlmm hmmumm:mm requosl refsburse Leasor for the coal of such Inspostion, 3o ling

such rolniod ndidillon,

o the Lesson shall peovide coplas of sl ealevant malarlal safuly dala
umumnlmmmwmdunwd-mwm
T Malsilsrinnge; mumuuyrmmum ; Trade Flulwes and Allarallons.
T Leyssee's

() In General, &Mhhmdﬂmﬂmﬂmhuummhomw
ﬂuqll ?'!Wlﬂhml.'ﬂ{ﬂmmot 4= Lessan shall, al Lesser's sola nsa, keep tha
for Leaseo's exchishs uso, Ro malies whoro located), snd Alloralions b good order, lon prel ropal
mmummenpmummmumum or I maans of repalring the same, are by or readly actestiblo to Lossod, asd

Inchuding, bul natl imbed bs, all equipmen oe faclilies, such a3 phambing, HYAC cquipmant, elechical, Fghting fackities, bollzes, pressure vossols, fro
proleclion system, fiduens, walls (intasior aed ealador), calings, oo, windows, docds, plale ghase, m&mmmm

fancos, ralolning walis, signe, eidewnles and loeatad in, o, of I s F ot tha rood and
roal cheam and e of debwls, Losser shall ﬂu-mﬁummmmummm and bearing walls In good repals
[see paragraph 7.2), m,hmimmhﬁdﬁﬁ.wﬂmmdw shal axorcize ond poriem good

Jrich I il ol lha senice conl by Parageaph 7.1[5) balow. Lostan's eblgalians shall bschuda

Lt y e wehon reacastsey b kaap e Prasins asd all bnprovemants thesese of & pail theresl in good order, condlion
and sals af tepsls, MMMHMMMWLM kezp (b extaror appeavance of the Bullding In o frsl-class condilan og.
consislent with tha exterior sppsarnce of othor similss fsciflios of comparsblo ago and sizo kn tho vclnity, incleding, when nocossary,

genlfis semoval)
tha eoxbedior repainting of e Muiiding,

mﬁmmmmh. mequmﬁmmm-mwmmmmhm In

gemary form and for, mnd with conirnclers spaclalizing amd ri il of lhe follswing equipmenl and

Improsesnests, I any, If and whon InstaBad on the Preml mum: mw&xﬂwimumtﬁhnmhﬂqwﬁm
Including eo alam andior smekns [ afd [v) elarilare. Howdved, LeSsar rcanvet ihd ":mem
o Lessas, bmmmwuﬂummmumﬁumm Lassad, bpon d Ber ha cost

(€} Fallure to Parform. lrtmuhhbwrhmhaﬁohlpﬂummduﬂkrm:phﬂluwwmmmh
Premizes alier 10 days’ prlor weillen nolioa 1o Lessoo (excepl In ihe caso of an Ini which caso no Rotoo shall bo neguelned), parform

mmmuﬁw and jpul e Premisss bn good ceder, condition and l-dtﬂ«uhlllmmhLumammth-ﬂ

MH-ﬂman Subject lo Lessen's Indamnification of Lassor 88 eal forih In Pasageaph 8.7 balow, wmmmm Lastas
ol Estilily rasubing fom Lassbe's Milune ko eosecise ond perform good madnbenance practices, If on liom described in Paragroph 7.1(b) connot ba
:mmnruunmmnﬂn\hmmdmummummmmmmmhwwm and the cosl
fihareol shall b prorafed botwoon Tho Farties (bt paly 10 1he extent This Lease eapresaly requines Lessoe 10 pay for some o 8l of voch neplacements b oiher
provisions of Ehis Leass sed If nad (b corat theneal shall b borns by Lessed) and Lessen shall enly bo cbgaied lo pay, each mondh durng tise remainder of
Nhas teem of tisds Lense, o the date on which Baso Rent ks dus, nn amaeunt aqual b e preduct of emliphying the cost of such teplscaman by n fraclion,
the rumarator of which Is onn, snd lhe doncminalor of which ks 144 [io. 11441k of ihe cost por month). Lessas shall pay Intelest on the unamarized
bﬂmhﬂmymhdﬁﬂnﬂdwh
T2 Lessor's (bl &%IMWNWHMMM Diamage of Doastuclion) snd
14 , i I Inlondad by tho Fardies Ihat Lessor havé no obligation, bn any manner whaltoaver, o and malnlaln the Pramisas,
ftherain, nli of which nm inSsnded ta ba ihat of e Lessan, for B munface and alneclurel nlomanks of the roof,
and baadng vwalls, Immli' which shall bo ihe respersiblity of Lessor upen dmﬂlnmmm-m*hmlm Itls
lenms of Bs Lease govedn e respaciive obdgalions of Bw Pafes &t lo malndbnance and ol tha Pram'ans,
-memmmﬁlwmm#hmﬂuhmlhhm!kwﬂhhmdﬂkm
Wiy Instellations; Trads Flelures; Alleratlons,
{n} Dafinitlons, mmm'lmll.rlrul.lllllhru" uMloﬂloﬂ' and window covarings, sl andior vatioam Bnes, powor panels,
elecirical dislibulion, secuity and fine p Eyiloma, cabling, Bghling focures, HVAC suipment, plambing, tnd fancing in or on

sre
|
?
]
i
i’

any of thn
othdiion o Mhn'hllnhmdilﬂdhmmdmllllhrhmlﬂlml ore defined o3 Alerations andior Uity Instelalions made by Lessen
ol aro nol yel geaned by Lessor passuant bo Paragraph TA{a)
b} Consant. Lessss shall red maks any Allaratiens o Uility Inslalalions 1o By Presmlies wilkesd Lasess's prior valllan cossent.
uuumm.mummmlmmuuwmmm»hmwm-mmemmmmummm
upen rolice s Lessor, os long es they are not vislsls from tha suleids, do net kvaive nmuwmm
wiil nok alfsct b eleciricnl, plambing, mmm*mmbmmhnwhm1 dificalk
Io the Promises resuliing from Applicabls R wch as with Titka 24, mmmm.mtum:muLmn
mmmmmm-|mmh:mammhmwuw-mmummmmm In Bny one year,
Wm Mmummm.xmm, penelinlions andies Intall amdbing on tha rosd withsul Wha prist waitien
approval of Lessor. Ledgor may, 04 f proconslion le granlking such spproval, require Lesses lo slilizs o conknckor chodon andior sppaoved by Lassor,
W.ﬁumwMmummmmn“&ﬂahmhMMIMhmmdhthwblnwh
with dolallad plons, mmmnmmwmwxm ing oll perenita, (i) foenishi
Ithe permils mnd lhe plans and speciicati i of e wark, and (i) compilanca with nll condifons of

-zmmmwmummm lm.ﬂlﬂ' or Lty shall ba pesiormed In o

5
E
if
i
g
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workmaniike manner with good snd sulclont matodils, Lossas sha® promplly upen campletion furnish Lessor with as-bull plins and spocifications,
For wiark wilch coals an amoisd In excass of ona monlvs Besa Renl, Lesser mmmﬂwlmuwnﬂ&ulhmwum
bond In an amounl egas! lo 150% of the coxl &l sisch o wndfor ppon Lossao's posting an addiional Security
Duapodll with Lessor,

{c) Lians; Bonde. Lossen shall poy, when dus, all clakns bor labor of materiols banished or alleged to have baon Ruinished lo or
for Lossen o of for uso en [he Promises, which clalms ore o may bo sscured meMWIMMMWUHHMIHW
Bnlerest Iherein. ummlmummmmﬂinmmw the comensncamenl of any wirk in, on er aboul the Pramisas, and
Logsns £hall hava ha right 1o posl nolices of nen-respessiblily, I mm[hﬂﬂyuwmmmuumimmt
shal, ¢ ity sola expense defond aed protec] Brell, Lessar and tho Pramises Lths earma s sl pay and aalisly any such ndvesse judgment that
imay b andoind theeeon belers the snforcesneni thoreol. ¥ Leasor shall Leazoo shall fumish o surety bond ba an amount squeal lo 160% of tha

nrmount of such contesied Bon, clalm of demand, Indomedlylng Lessor agaknst Bablity fos the same. I Lessor olects lo participats In nny such aclion,

ramavshilp. Subjicl to Leasor's righl lo requirs removal or elacl o hE vided, all and Uity
Inslaliations mada by Lasies shall b tho proparty of Lesteas, bul i past of b P, hlum,lwhaﬁhmﬁnhhm
e of ol of nny specifisd par of Bha Lossen Owmod ond Litiity Undaan aihoratse L:pwnh!.i{h}mmd.ﬂ
Lessss Owned Aloraicns and Uiy Installations shall, al the explrafion of forminalion of this Leass, become of Lessor ond be
surrendered by Lesses with the Premises.
(b} Removal, &gdohwmnmﬂmmmmmmmwmmmmwmnmmmhhmﬂ
et batrt i Whls Losnss, Lessor may reguies (hat any of all Lossoo Owned Allarations or LSty | bo the
b3 Lonss, ummymmmﬂwmufﬂuwmﬂwuﬂwmmNMMHMMMLm
roquited conbaal.
u]ummdnr-ﬂnlnnllm Lessea ehall sumendor b Promises by s Explration Dala or any sarler beemisalon dalo, 'with all of
tha i jparts wed twptned broven chssn and freo of dabris, and in good cpemiing aedor, condifien and alabs of repaty, ardinary wear
and bonr exccepted, “Ondinary waar and tnar® shall nod Incleda any damage of dabardcealion (hal wowld bave beon p bed by good
prociice, Hobwithsln h{mﬁhﬁ{“L“hhiimﬂuwmmunﬁMmhmmhﬂlmmn
Mumgnmammmmmwwmmu mmwwwmwwhhﬂnm
mahlennnce o removal of Trade Flxdutes, Lesson owned Aleralions andice Uity Insbaliall i B8 wall o e romaval of
|hmmm|ndhyn(fwm tunwm:mrmmmﬁmummmm-hwwﬂhhhwdmw

Mﬂm Subl wwihibch wens o ﬁmm-mmunmmh
Ihahwllpdﬂedh Trade Fladures ghall ressain the praparly of Lessoe nnd shall bo removed by Lesson, Any peeconsl
mummm"m-dmumnEWMMNmnmmmmm"mwmwmbmmmwum-
and may bo disposed of of salsined by Leasor as Lossos may doshe. Tho tallue by Lesses 1o vachio e B this P
?.ﬂﬂmuwwﬂnm&ﬂdmmm ] undar iho F h 26 betlow,
. Insurance; Indemmity.

B Payment of Promlum Indisatss,

{n) Legses shall poy bo Lossor sny Insurance cosl | ™ Cosl | wl L Tha laren ol thiz Loase,
lmmmmruhmuwmllwhhmlwﬂh' vt wreded F 8.2}, .].maammrm
nbove B B i dufied 4 on an snnual basks, Inswancs Cosl increasa shall InElodn but nel bo Enitsd (o Incroesns

mmmm«mm any acl cr omistion of Lesson, roquitoments of tha holder of rrnuupudndnrmmium
mmmmmmwm.mmhmm Tho pariies ore encouingad fo i In the Dase Mrﬂhiﬂwi-ﬁ
fer the R *humhuudmlhmmmdhwrhmfﬂbmamm

puwmu,u.mm.amrm-MIHNMLm i [ g ol e !
ol tho Original Tetm far the Agread Use of Ihe Pramises, in no svanl, howoved, ehall Lesgoo bo roapanible for Any porban of he incroase In the
premlues ecal o Habdity cariled by Lasssr undor Parmgragh 8.2(b) bn excess of §2,000,000 por oocutence,

() Lasso shall pay Bny such Insurance Cost increase to Lessor within 30 days after recalpt by Lesser of o copy of 1o premium
sialernond or elher reasonable evidence of the amount duo. ¥ Tha k polking der cover olher propery baskdes ha Pramlsos,
Lessor shall alsa deliver to Lossas o slalames of s nmount of such & Cosl | ilifbulaki ey o the Preemises shawing In asonstls
dulall The mannsr In which such smowst was compulad. Premlums lor policy pediods ing prior Iy, o exbanding bayond tha lanm of s Leass,

whall ba proralod b corospond I Bhe lann of (hlk Lansa,
[ K] Lisbllity bneranss.
mnurmwuummﬂmﬂh«:phmlmﬂmmmmm of inaurenze peoletiing Loasen

and Lossor a8 an Addonal insuied againsl clalms for budily Injury, nmmmdmnrdnmhudwmum«:mmmhh
use, ocoupancy of matibernce of the Pramises and ol nreas ahaall bk 0 0 Gocutionen Basls poviding single
ummhmmmmmamwmmmmwhﬁm“hi!m LIHH-!MIHHLHMI'H
nn nddiional Insured by means of an esdorasmant sl lens| na bread ns the knsurance Serdcs e “Addilional Insured

af Peambios” Endargnmonl, mmwmmwmmmumuumﬂmﬂwmuwﬂlm bti.dlll'ﬂ.ldﬂ
mmmwmmmmﬂnm'wuummrwnmoﬂ.m‘lIndu-rrwublaﬂmmlrwlnln The
mawmm-mmm Bmh the liekdlity of Lessee pov refeve Ledses of any obligalion horsunder. Lesses shall provide nn
.anmm gundnu-aukwummlhwmmmmmnﬂh:wﬁrhmmmhdw

Lassor, coly.

mm«hw l.mmhl intaln Eabilly I dascribed In Parsgroph 8.2(s), In sddtion s, and nol I Bew of,

Ihal dredl ko b by Lasets, Lummmmmnnmmm,
L] Propory Insurance = Bullding, Improvemante and Renlal Valde,

(&) Bullding and Imprevemanls. Tha mmmwwmm-mumhmomumwm
lmlpnpbhluum -'q'unurd-hnor.lndl.omhm loss or damage o ke Pronises. The awounl of such niurance shall be equal
ha cost of tha B a5 [he Eame shall sudst froms ls b ims, of tha aemount roquired by any Lendes, bel In no avent
mnmummmmmmw.mmmmmmmmum.w

Lasae's parsonal y akiall be frsured by Lassas nol by Lesise, N e e arvallnble and cially appreprsts, such palicy or policles
mmwnnlmuummmammmmmﬂwwummhuinumw-tm“mh
Iha Bagn Peasnium), inclading coverage for debids removal and the e

muumuwmmmmmummud-m-dm Sald of policles shall ales contaln an agresd

ki iako Iy liew ol sy col oo clwuse, waler of subsogalion, sad Inflalisn gusrd causing an lacrease In tha annun| peoparly
Insuranco covernge seousd by o kagter of nol lass than e adj L5, Dopaatrossd of Labor © Price index for All Liban Consumars faf the
iy nabarad] bo hire The Promises mie bealed, W sich go has @ ki, i Seduckts arnount shal ne! 0xco0d $5,000 por

Loss,

(b) Feental Value, The insuring Pty shall oblain ond keep In force & policy or policles b the nama of Lessar wilth bss payabls to
ummmm,mmhhuﬂhmmmmmmnmm Indemeily for an additonal 180 days
insuronce®). Sasid Insurance shall conlaln an ogrood valuation sialon in llou of any clause, and the smoun! ol coverage shall b
Mmummmmmmﬂthumwhwﬂwm Lessas shall b Babl for ony deduciible

amoun bn B evard of such loss,

fa) Weha lﬂplﬂo(nllrgmulclnn o of m proup of bulidings cwnad by Lossor which aro adiacent
It tha mas.m&anMmformlnmunhUlp‘mm property Insurance of such buliding or It madd Incronsn la
cmned by Lessee's acls, uSe of

BaA Lessen's Proparly; Busimess I'nllrrupLIm Ispurance; Worker's Componsation Insurance.

{a) Pioparly Domsge. Loxes bl ctdaln ard malnlaln baurencs covernge on ol of Lessed’s personal properly, Trada Flluros,
and Lasgon Owned J ord Uity [netaliall Buch whal be full L cosd wilh & of not bo axceed
$4,000 $I0.000 por SCcunence. 1mmmwmm¢mnmﬂwumnmmmmﬂwﬁp-mrm

and Utlity

Flehures arsd Lessen Cramed.

{b) Buslness Interrption. Losses £hall oblalh ond malnlain oss of incoms end cxlra expenss insurance In amounts as wil

neimburso Losses fof direct of indirect loss of eamiegs afiibulable lo el perils commonly Insuned apainet by prudent lessass in the bushoss of Lessed
or efiributable o peovesiion of pccesa lo the Premises os o resill of such perie.

cnmpnnnlln-rnmm Lutzoo shall oblnin and mainlain Warker's G tion I such smaunl ns

cqulied by Applicable Fequirments. Such policy shall lachuda n ‘Walver of Subrogalion’ endorsomant. Losste shall previda Lassst with
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mummmmmnmmumumdmnmmwm-mm
ol [ Lossor makos mnmmhmwmﬂmﬂlﬂw’m
|p-d1udhmh ammnmmlmﬂ Wm.hﬁmuowlﬂmtﬁm Ihis Lensa,
Pollzles d horeln ehall b by deempaniss mainiaining dising tho polioy lemm a "General Policyholders
Ff,ulm'd-lluuuh-\.'ul.umloﬂ.hhlemhmul'hmhwmMF.NMMWHMMWHWJMW
Lassam shall nol do o panwil o be dons anyihing which Irvalidstes (he reqiisod inpurance policiss, Lesses shal, prod to tha St Dals, deliver ko

Lessor carfifled coples af &f guch INSURANCD & caniicates with coplos of e nequiced the (0] of
tha requited insuranca, -mmwlhumamhmmﬂqmmmmvmmmhhLamf Leasen ehal,
ﬂhmﬂdmpﬂhhm&manmmmﬂhhwm idence of i mmhlwl'u

m:umhun|nwnddmwu|n;ulﬂmrhuﬂlll mmmu hrl,.uu upon demand, Buch

m“hhlmﬂummwmu Iha Beesgith of Use rerradning beem of this Lease, Mﬂwhhtt Il althar Paity shall (s 1o procure
andl malakaln the lnsuranes reguined jo be carded by I, the other Party may, bul shall Rot b miaived i, precuro and malninls tho same

as Walver of Bubragailon. memlmlwmlmwhmuﬂhnﬂnmﬁmh
oihar, and walve thokr anline righl ko rocover damages. sgaingl the other, hm!dummhmwmmﬂﬂmhhwﬁ
roguined io be lnsured ngainsl horein, The offect of such relsasos and winrs b rol Emiled by the smoeed of m:ﬂ*dmnqird.whr’g
detuctibles npplicablo herelo, The Parlles agres ba hivo thal sospeciive propery damage Insurance carders wake sy dght
cosmphndis may have sgalned Lossor or Lessee, as The cass may bo, £6 long 83 (h insulance |s nol invelidsled thee

ar Indemmity. Eunﬂhmmmmummumummmwdﬂ'uﬁ.mdhuhuwbn
tho Promises, Lassse and B sganle, Lotsor's maibed of ground lessor, partnams and Lendars, from and ngalrel any and all chalms, loes of mnls andior

Foes, llies, aliomeys” and consullacts’ fees, sxpaniss andlor Babilies adtalng oul ol, volving, or In connaclion with, lhe uso
mndior pocspancy of the Premives by Lessas. Irwmamﬂqhwq&uLHMWMﬂawdmhm mallors, Lessoo
ahall upon rotice delond the semo ot Lesses's axp by el lisfpebory b Losasd god Lessor shall conperate wilh Leszen In such
dofanse. lummumlm'tlupﬂlwluﬂrmknhmlwbhﬁmrﬂdwm

(1] Exemplon of Lessor pad [1s Agenls from Lisblity. Hohslihstanding tho nogligence o bioach of this Loass by Leasor o fis

ngonls, neikher Lessce nor lis agonis shall ba Rakble under sy circumslances for; (1) Infury o damage lo lve pavson or goods, wares, meschandiso of
n-lhof of Losson, Loston's k Inwilees, cusl of any elher MMMHMII.WMMMH
coued by or rosults Irom firg, sleam, elecitity, m.wlrummﬂ ' I prosence of modd or from lhe beankage, leakagn,

mumm«mmmmhmwﬂuuphﬂq.wmmmthum-qm:ma whalhar [ha sald
rmwwnmrmnm mwmumuwmmunmdﬂmn?mmlmwmuh
mm-m'phm.m damagas arising Bom acl or neplact of nny ofher lonanl of Lossor or from the [allre of Lessor or lis agenis jo

he prevsions of mmmwhlhhu{ml.u } Infury 1o Lessen’s business of o any ks of Income of profil therefeom. Inslend, uhmm
that Lossse's sole recouwss In the evenl of such damagos of injury be to fle & clein on The nswance policyfies) thal Lessee Is required Lo malilaly

b of paragraph B.

[-E:] Fallure Bo Prowida Lossen dpes Lhal eey fallure on lis par Lo oblaln or malniain the Insurance
hbrels Wil @xposs Lossor Us risks and polentially cause Lossor b Incur cosls nod conlomplalod by this Loase, (he satent ef wihich will bo exkamely
Mmmnmmmw“mupmhldlmum-mmm&ﬂnhmhdknlmlrdhﬂnﬁﬂﬂpmddluw

welth b ioqisdied Bndars or elihs thir Bage Racd sleal ba suilomatically Inereassd, withoul any
raguiromant for moflea |o Lessee, Lhm-munlwu % of e Then exlsling Boso Rerd or $100, whichever Is graster, The padles ageea thal such
[ In Bagd Ronk o mnd compansalion for the sddiional riskl’ tosls. thal Lessod will incur by resson of Lossos’s faleeo o
mainlain e required Insurarce. Buch Incronss bn Bage Ranl shall In no dvand consiuss & walver of Losass's Dafnull or Broach with respact io e
faliwte b such pravvand e cise of any ol tho other righis and remediss granbed bedeundar, nos rellove Lozses of s obfigalion lo
malniain the kauranco specified in s Lease.
a, Damage or Desiruction.

'R Definklons.

{uJ lses Parlal Iy " ghall mstan damage or deslruction o the Impeovemonis on the Promises, other fhan Lassss
AlL wilich chn by b rapaleed n B maathi o lnss (reen tha dals of the damags of desbucion. Leasor

mm-rl,un-hmmanm{mlumumwumMu \owhthar of not ko damngae ks Foial or Tolal,

l,'b] "P\mmm Talsl Destruction” shall mean demoge o deslrucion lo The Pramises, olhor then Lesses Owned Allcrtions and
wm nida Flelures, which cannol reasonably ba repalied by B months of less from the dabe of the damags of deslneclion, Lossor

anlhmm 0 diagre froe Thi diabe of tho damage oo destruclion a8 lowhether or nol tho damage i Pardal or Tolal.

{&) “Insurad Less™ shall moom demoge or deslruction fo I-p-wmnw-ml-m"d-n eiher than Lessen Owned Alierallons ard
uwwaﬁMMwﬂmﬂhMMl quired I ba d by the dasedibed fn Paragraph 8.34n)
Irraspaciive of ey deduciible amounts o covarage lmits Ivelved,

4] "M Mmul'lnurulnmlwum&wnmmnwumﬂhu:m-m&mﬂnmlm
to thelr condition cdating lely pelor Iheveto, Inchafing demolilon, dabrds ramoval and d by th o A
Frequiremenits, and withool deduciion for deprocialian,

“Hazardous Substance Condillon® shall mean (ha escurrence of d y ol @ conditlon Invaleng the p o, e a
gon by, o Hazard Im, n, e undar Tha Pramisas which resquises reslonslion.
02 Farilal Bamage -  Insuned Loss. nm;ummnmmuummmum-.ummmmmmm
wxpifit, fapall puch damage (bul pol Leddes's Trade Fidures of Lesses Owned Alarations and Lkt A5 E00 BE
wnd thin Leasn shall consinus in fill forco ond effect; provided, Bowever, (hal Lesseo shall, ot Leasors aloclion, ml-mnplkoflwﬁmu
dostiuclien the tolal cost bo repalr of which s $10.000 or lass, ared, In such avent, Leasor shall makes any

Lédsas on & masonabla bashs lof thal puipess. Motwillslonding the foregeing, If the wig nol In ledca of he Indurancs Hmiﬂtlt
ool suliiclant ba elfec] such repals, he Insurlng Party thal contibailo he sherlnge in preceeds {sxcep 03 Ia he dedusiibls which Is Lessee's
mmtlmmmmm wmwrmwmdmwmmtm Famtod ol Ihs ublgus
nblure of th casl L] Laaizd shal have no obiligation

mwmmnuwmmlmwuhmumhunm. of the Premises unléss Lessen provides Lessor with he funds 1o
‘coer sama, or adegqualo assurance thoneod, wilthin 1ndn5tmmwt vaillen nefico of such shoriape snd reques! theralor, I Lesucr rocalves
sald funds or adequals sssurancs lhiveo! within sald 10 day perdod, tho parly responsibly for making tho topalrs shall complale them as soon a3
rapsonably possitis ard this Lease shall remaln |n bl foces and elfecl, W sisch lund o aasunssse seo nol recalvsd, Leagor may niveethabess olech by
wrlllan nolice 1o Lissbs wilin 10 days Uvreaiier 2 mmmmnmmmlnmanhmuyunmmmmnw
Mumhmuudl.hm&hmﬁlom anunmhummm«{uhmutmhmu Iheepalior, Lessee shall
bl b enifilled Lo of any d by Lessoe b ropak nny such domago or desinection. Prombsos Damago dus fo fecd
a“mﬂunwuﬁuma,&mwmlMamumlm«mmmmﬁmmmmuwlm
Insurance shall Le mads avaliatilo for the repaks N mado by elther Party,

B3 Pantlal Dansage - Uninswred Less, I @ Prerelses Pordiol Doamege thol s pel on Inswed Loss ooours, unkas coused by o
robsglgaed or wiliul el of Lessoe (in which event Lessos shall saks tho repalia ol Lessoo's oxpense), Lessar miny elfses: (1) repair such damage as
soon ns reasonably possible nl Lessor's sxpeats, inwiich event this Lease shall continoa in full ferce and ellect, or (§) Ihis Lease by ghing
wrll.nnmlnmmmmﬁmnﬂwmﬂhhuwdhmdhnuwﬂmﬂmmn Buch lvminatlon shall be eliecliva GO
dmklvrﬁqhudﬂuo{wshm In tha evanl Lossor alects 1o leeminaln (his Losss, Lossen shal have B right withis 40 days sfier recelpl of ihe
Isirdnation nolice mmmudenmﬁm"lh pay kor B repalr of such damags wilhcol reélmbursamant kom Lessor,
Lm.uhnMummmmummmmmﬁmmmmmmm“mm In such svesd This Lesse
shall eonfinus |n full fedes and eileel, aad Lessor shall procend lo make such repairs 03 £oon oS nilior tha rog funds are
avalinble, I Lessee does not make the requised commilimant, this Lease shall unllndllt iied In fhn nofica.

.4 Total Bostruction. mum any othar predidon homcd, i a Tolal Deabucticn oocurs, Hll.m“hllhrrdnm

n:: felkorwing such W iho o 1 mmpdhymwlmumwwm&ud Lesson, Lessor ehall
haveis mthnmmnMLmn exeapd s prosddiad In Paregenph 8.8,
B8 Damage Haar End of Term. lnmmmmuusmmmmmnnuumwmnmhw
ﬁmmm Boge Rend, whalhes or not an Insurad Logs, Lessor may leeminala this Loaco alfacivo G0 days Eho dala of
mr,h;I—gnbrmamhlmmmunmmhlnmmﬁbmmmmdmdmm Hotwithslanding The
Teragelng, HLummmmhnmmmnbhwﬂmhm H-Lummhpumun Premilsos, then Losseo may prosenvo (his Lease by,

(md f" for o Iharecl) nasded o make Ihe
;manmm“m mn.mmuuwmmeuuummmmummmmnun
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m.dnymumuqummmmm lrMnuMmmuthMMWNmummm
pedoqunle pssanca Thoreod) lo I Inguraneo precesds, Lessor shall, ot Lessods fepalr
anﬁlmﬁh‘;ﬁﬂhlmlﬂ a4 4ol conlinua In bl force and stfecl. I Lasson falls b axereiss such oplin and peovide
Tunds or assurance duing such poriod, then this Leass ghall lormbsata on th dabs spaciied in tho lanminnlion notice ard Lesses’s opfion shall ba

12

alieguished,
L1 mmﬁm Lessen's Remodies,
which o mul' Renl bhb_rl.umol:x pwbdmpiml :ﬁwlt:umadlm mwm ll.lrgl
nat MI.HII'I.M!I. tho L]
m?ﬂ;m: munmuMﬂMmumm w.umumumsmm
Iha Renlal Value of Lasasn shall b periormad by Lesses, and Lessor shall have no Bsbillty for any such
" rqu& encepd as Feenin,
) Remadies, If Lessor I3 obiigabed o repalr o roglam the Premizes snd doos nel in @ sulslantial snd niegiul

weary, such repalr or restonation within B0 daye afar such obligation shall mocrue, Lossoe may, -lwlnwpehhunmmmmnlmmpﬁru
rasiaratian, give vrlllen palice b2 Lessor and bo ey Londess of whish Lestan has achinl nolks, of Lesssn's alsclion o lnmeinate thls Leass on o dals
mmmmndmmhmﬂmm Il Lessen gives such nolice and such repalr of restoralion Is nal cammerced within 30 days.
hamafiar, s Lesds ghall laemisate e of tho dalo spocifiad bn sald nollca. lmmau-mummmmm1mm

mmnmmwmmmnmwwnwnmw o with dillgance. "G sholl
moidn althed B Unoandional of ke placs, of lhe ﬂhummmhhmwlﬂ
BECUrs.
Termlnatlon; Ady ks, Upem beeminalion of this Leaae p ko P 6.2{g) or Pacngragh 1, an equilable

Mhmn|mrﬁqm!luﬂlﬂ-‘dwﬂmm macis by Lessen 16 Lester, lﬂwlmlﬂlﬂﬂbﬂm
.ﬁuammdmlmn'dmnmpmnhnmmuhmﬂwn d o s, by Lassor,
10, Real Propaaty Taxes,

1 DefinMion, As used hergin, Ihe lerm “Roal Property Taxee™ shall inclode any fom of nssessmanl; real osinle, gonaral, special,
uﬂmyuummdh-y.nrnrnllmwmm Inharilance, pevsonal incoms of mmmmmohw

L any logal or equilable inferest dwhhmuhmlhmmlﬂmm
buh"ol'hl hthﬁqltMuMﬂﬂﬂﬂrbHﬂ“nlMMllMllld'ﬂ“lmwhm
oddings. Feal Progadty Tazgs shall slon Include any Inx, fes, lavy, dstattman] or chargs, of ony Increaso thereln: () Imposed by mason of svwenle
mrmmmmdlﬁm Iachuding bul mol Emites 1o, 8 changs in Ihe oemoeihip of v Promisss, and 1) v cr sdsosied on
u pe by Lossar b Lessns pursunnl o his Loasa,
q
mp.mlnrim-.mﬁumnmnmwnm Ela ko Tho Preslses provided, hewived, Bl Lossos sl
Py o Logsor Bhe amound, IF aay, by which Ronl Property Toxes mppicabls lo (ho Promisos bwrease over the fscel lay year during which the
Commancemand Dabe Ocours ["Tex lncrense™), P.qmnnldfmlth Incresss shill be mads by Lassss o Lesaor withia 30 days eflor recalpl el
Leszar's wriilen slabarmaat golling forth (ha amosed dus and compulation hareol. I any such laxes shal cover any pediod of ima prior 1o or &fler the
oapieaticn of 1armination of this Lease, Lasses's shase of such ks shall ba prorated bo cower only ihal porfion of I B bl oppl cabls lo the paried
kst this Leaso |s bn effecl. iy the even] Lessee incurs o ke charge on ery Rend peymenl, Laasor may eatimale the curven| Peoperty Taxes, nnd
m-m[mmmuMhlthLﬂwhhmbMﬁhmﬂhmﬂﬂhhum Huch monlhly payment
shall bir on nmount equal i e amesn The T | i by Ihe pesker of monibs ramalnkg bafees tha month
INMMMHMM|M mnﬂnm-m»rm-mmhmimmhhmu-mmmmawummw
s shall ba The lands nsded o pay e appleabile Tax Iscreaio. I tho amounl coliscied by Lesio ks
anquummmmhuuwmmwwdmmm“nmmm y such oblipations.
Advance payments may wdmmmwummmmﬂmmm hmmu-mnumahm
pacloirnance of s Ihis Leass, then oy such sdvance pryneoanls may bo irgabed by Lessor as an additional Se Doposil,
MWIMMMI. Hedwithstanding mhwmhnm%wzmmmhww
damand tharofor B onllialy of sy Incroago In Faal Py Taxos asstisod by roason of Allaralions of Instalinlions pleced B Prémsigos
wtu;;-u:mnnmunw&nmdlwﬂu o Improvemens 1o tha Promises mada by Lessor subsoquent o the execulion of this
Lease by e Parliss,
103 Jolat Assessment. |rmurrmmmumrm“mu.munmmu mmdum
Inctont for all of tho Jand and Improvemants Included within tha fax parcsl hushaaly dol d by Lassor from the
In tha ' wiack absnls of such olhor Infeimalion os may be " gt
104 Personsl Proparly Taxes, anmnmuuumnummmmwwumm
Algmbioes, Uiy InsisBaliona, Trade Fistures, and all per peopoity of Lesteh. Whan potsibls, Letses shall cause Ils
memm.muwnmmm-.mwmquMmp-mhhmm-mm
feom ko real property of Lassor, I any of Loases's seld property shall be saseased with Lessnr's real properly, Lossoe shall pay Lessor the
inzes al u.m“m'.wm-ummmanmmmmmmmmmmnlmmh SE80'E proporly.
11, Unllittes mnd Servlees, Léssos shall pay lor ol walss, gas, kaal, Bghl, pewor, Inlophens, lash disposs] and el ulilllos and sordces
mbmmnuﬂmmﬁwmmmﬂmlmm nre not separately metered or Bied b Lessen, Losseo sholl pay o
hgum.uumrqumunmum Thare shall ba nd abalomas ol renl and Lisso: ahall nol ba

3

Iﬁlahwmuu ﬁmuﬁwmmwﬂm siriis, isbor dispube,
mmamwmm«mumwmwmmh e I syl of dirsch
12, Asslgnment and Subletiing,

121 Lesscr's Consent

Required.

{n) Lossoo shall mol velunterly of by opsralion of low pssign, lransler, medigage or oncumbor (collectively, "ssslgn er

nssignment™] or sublel all of any pad of Lessen's inlaresd in this Lease of ks tha Presises wilhoul Laxea's prioe wrillan comant. Losdionds consent shall
Funk Ry ek, delate or condilionod ureasorably,

{b) Unless Leases b o corpenlion snd its slock bs publicly imded on o pational siock exchange, m change [n e conlrel of Losses

shall ecaililule sa assignmard reguiiing ccmsenl, The tansfer, on @ cumulalive basls, of 36% S0% or more of Ihe vollag conbred of Lesson shall

conslilula n changs bn conlrol for Isds puipeas.
mmnwldmmulumn umuor ul;z way of mesger, sala, nequisiion,
Vg, bransfor, rry-oul of 1, whelher or ml- or hypethwecalion of Leass o Lessoo’s assols occurs,
“Mn“ummthpmﬁw Wodhﬂ'l ln-'noml MMMMMWM“HMWHILM
ime of tha execulion of s Lease of ol Ihe Eme of Ihe mosl reserd Lessor has consenbed, of &5 I calals beemedintely prior 1o anld
e b Hi mmm-uunmmumﬂndmmwnmnumhmmw
Mmum| “Hat Worlls of Lagsas™ ghall rnesn Ui net ysoi of Lozees | ) B0y ) W y Dot

mMnﬂpmrluuﬁhllhgMMmmm.lemulmanleMmuup-hrw13.I|:tl}.m
o rencurable Braach withoul the necasaily of any nolics and groce period. Il Losser elects 1o Moal such unappeoved & ank or sublaliing o8 A
mmmmmmmuthmmwwmmmhmﬂram o 110% of the Bazo
Rent then In effoct, mhhmammmmmlmgmmmm iy oplion 1o purchase B Presrisos held by
Leszon ghall be subject to mulmnuhmfmmhmwpaam-ummmmmm
during Ihe remalnder of the Lease lorm shall bo Incroased fs 110% schaculed sdjustad rent
]meﬁﬂcuwbmmﬁof?mwhimhhwﬁhiﬂdhmmdm andfor Injenctive relief,
E?Ihmnj-mm @ peoposed sssipamonl o subloling i Lesses Is In Delawll &1 Iho g conseol |5
m.lwmlhlmwﬂlﬂhmtﬂﬂlpbul.ldlnl'hh‘lhmnfnﬂbemmmﬂlhﬂnmlumubml.muhlml.uh

Mobwithstanding the foregolag, allewing 8 de minl=ls potlon of the Promises, ko, 20 squses lsal e lass, b bo used by o thind
paarty wendor [n connaciien with the Inilallatien of 8 vending maching or prypions shall net conatitulo o sublslting.
122 I'I':]I:il IMWI';.I.LMI Applieabls to l-uhnmntlm Bubladting. bk - -
Wuﬂpu esor's contenl, no assignment or subleling shali: effective withoul The expeess wrinlen assumption
such of lhe dlunlundlrlfhl.fm(lhrllrﬂntmnnl obligationa hevesnder, or (1) allor the primary
mdm“hhwdmuh perkimance of any other obligallons tobe pﬂiﬁnﬂlt@'mm
(&) Lesgor may secapd Fenl or peal: ol'uru“‘t from sy person clfwr (han Lassoo prnding approvel or
.;.n...ﬁ,.m r & delay In the nppeovsl ce danpecoval of such sssigament no e ol Rand ot park shnl
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corsifuin o walver of oslappel of Lessors right lo exeicien Il romadias for Lesses’s Dalaull of Braach.
LLossod's cansenl o any nsalgnmant e2 subleling shall not conalilulo o consent o eny subsequonl assigamin| of sublaling.
[ﬁhmmuwmﬂwmlmwhﬁm.hﬂwﬂwmMlil‘ﬂll»ﬂllﬁlwﬂm or anyons el
for The of Losuse's mmannmm mhnu sublazzes, wilhoul feel axhasling Lessors
remedios against other paracn or arlily mspanaltlo e lehuﬂ.nruqmbfhm
Mrawuunrwmunnw:-m mnpuﬂ-dhrmmmmhw'ﬁhmm
talarminati nhllu' Inll and nl'hu of but not Irrhcllu
mmwmmmammm&u.imwm-mwlnnn ldaralicn for Lessor's consldar
processing sold requosl. Lm-lwbpmlh with tuch olhor or andiod tation & may ba
reguisbed, (Gon also Pasngraph 36
qnmmuau;mmmmuﬂ-MWMﬂm wsslgnmanl, enbading inlo such sublanss, o
wnbeding iele possession of the Presltos or iny porbion Ihenec, ba desmed b have assumod &nd agresd 1o conform and comply vwith aach snd svery
feem, covenant, condilion mmnmmumm«mmwtmdﬂthmulﬂdmumm.mﬂmm
oblighlicns 83 Bro conirary o of ol an wihich Lassor hes specilcally conseniad io In witleg.
(@) Lessors consend o -wulwm“mrmhhuwwnﬂmﬂwmmgfm-dhh
MwunﬂwmhnlummmumMmrﬂhquhmﬁu Paragraph 30,2}
i23  Addillanal Terms and Cendillens Applicabla fo Sublelting. Tha lelawing bema and condors shall apply o sny ssbiletiing by
Lessco of oll e any porl ol ha Premison and ehall b desmod Excludod In sl subleases under this Leass whather o not expresaly incorpesaled therein:
() Lessoe horedy assigns snd konsiens to Lessor oll of Lessoo’s Inkost kn ell Reed payablo on any subloass, end Lossor may
colisct such Foenl and apply same loward Lesseo's obilgalions undar hla Lease; provided, however, Mmu-maﬂwrhmuﬁm
of Losses's chipallons, Lesses miy collact sald Renl. I The ovend thal the amounl collecied mmmmmmnmﬂg
m“hmmumqwmum.mmmmﬂmmu;wuwmammmwmunnnlﬁn
collsclion of Fard, ba donmad Habla to he aublezpes foe any lallure of Letsea 1o parisdm and comply with any of Lessoa's obligations fo such
sublsssss, Lossas hareby Mrovecably sulhorizes and dicocks any such sublossoe, upon secelpl of o wiiltan notkce from Lasser skaling thal o Bresch
exlsts b (o pesformnnce uummmmﬂhh-mhmhh-mimtwaMbmmmhm Sublassos

shall ity upon any such reice from Leasor and shall pay aB Ronts Lo Lessor without any obilgalion of right i laquira a5 lowhether such Breach edsls,
notaithilanding any cloim kom Lesses bs the conliary,

{5 Ins s wvoel of B Beonch by Lesses, lnwruy.mu ‘epiion, macaine sublesses bo allom to Lesser, hlﬂﬂll‘ﬂﬂll.mlh-

dortakn (ke ol the under such \hia fimas of the exerciss of said oplion o e of such fded,

o, Luwmlmlhmrnrmmwdmwmmmmwmm:ubmmwﬁﬂwWMH
Breachos of such sublasser,

ﬁmmmmuﬂmmmummm o sublonse shall ales rogquio Use consond of Losser,

shll furher assign of subled & o¢ ny parl of the Premises withoul Lasscd’s prod iwrien consanl.
{oh Lessor shall delver & copy of any nofice of Dataull or Baeach by Lesses 40 (he sublosaes, who shald have the righ! 1o owe (he

Defaull of Lestes within he grece podiod, Il any, spechiad In soch nofice. The sublossee shall hive o rght of relmbursement snd olfeel frem and
nguins! Loszen fof any asch Dadsulis cured by tha sublisssan.

(1) Bieithar W s by e The subletiing to o parcal of subsidlary of Lesses o bo any subsidlary of any salbsidiary o parent of Lestex of aller o
partian of b Premises. shallbe deemed an axsigrment of subfease of olher transfer requirng Lessod's consent berealier.

13. Defaull; Breach; Remodies,
131 Deelaull; Breach, A “Defaull” Is defned os o fallure by the Lostee lo comply with or pesfoem sy of tha lorms, covenants,
or Fuls and undar iy Loaso, A “Breach™ Is defined ns tho occurnenco of ono or msora of the folowing Dafsuks, and tha
:mﬂmhmmwmmwamhbb pariod;
Tha shandersment of the Pramlses; of e vachling of (he Prembisa withoul laval &f

(n) Tha
MHM wmwnrhpwwmnmmqm B s jsapardiced = me.umumm

[b) Tho fadlure of Leases fa mako any paymant of Feed or any Socurity Doposlt reqefred o bo made by Lossss hasaundar which
m.mmmmmmmmum:mnmwmmmmwuh-mm when due, ko provide ressorabie svidence
of Inguranca of seeoly bond, or 1o fullll any obligation wnder his Loazo which endangers or threatens life or whara such fallao conlinuas ke o
pacod of 3 busiweas days folowing willlon nolico lo Lessen, 'rmmcerrmunmonnn PAYMEN TOFMIHDHSWUNN
nmrgﬁmu HOT COMSTITUTE A WANER OF ANY OF LESSOR'S RIGHTS, INCLUDING LESSOR'S RIGHT TO RECOVER SI0H
OF THE PREMISES,

memaLmummmlummmm1hhmuhmwnﬁm nel of mcla
ondfluling puble o privals nulsance, sndior an Dlagal By o U Pramises by Lessee, whoe such aciions confinue for a period of 3 business dipa.
fellowing wrillen HoBcs b3 Lentas. In dha svent hal Lossen commits washe, 8 NUSANCS of s Begal sciivity @ second Ui thon, e Lesser may slect ko
Iroal such conducl 03 o non-cwiablo Breach rathar hana

{d) The falluro by Lessen lo provide (f) reascnabio wwitlen svidence of compl with Applcabln Redqui i ulhtﬂlmlwm
15 responsiil: pnder (s Leass for complianon v th such Applcable Requl ts, (i} B gardee conlrscts, (i) Bhe resclsslon of an thark ,
ummmwmmnmmm:.m-mmmmm ning ey g ly G )
(vl ny o ¢ d undex P ‘am;mmmmmmum}wmmmnmm

WFMMHMMMNMMNMHM"MW Tl coatinias for b padiod of 10 days following willlon

mhmullbrmuhnuumu, condiions of proviskons of Lhis Lease, of of e ndss adopied undar Paragraph
40 horeod, ciber ihan fhose deseribed in subparagraphs 13.1{a), J.ﬂummmummmh-wmdﬁmmm
molice; provided, hovravor, That If tha naluro of Lessoo's Dalwull | 3

deemed o ba o Brasch i Lesasn commsances such curn wiihin seid 30 doy pariod s
mmuwuhmm: ) the m&udawmmm-umnhm-hrﬁd

all of Lessen’a disehseged

velihin 30 days; provided, howeniar, In Bhe svenl that of thie subpacagragh () Is conlrary Yo any applicabls baw, such peovision shall b of
o forca or eliech, and nol affect livs validiy of Bo provislons,

{p}1mﬂwmtwmlmmmuum-udwﬂuwnﬁuhhmmrr-l-rldy

) IF e ol Lestan's ions under [his Leass |s guaranieed: (i) the dealh of & Guaranlar, (i) Uve lormination of m
Guaeanior's Rabiiy with rospect I this Leaso mmhmmmrmdmww.ﬂjumMMMMMu
subject of o banknaptcy Bing, () 0 Guacanior's refusal lo honer B guaranly, oo (v) » Guaraslors béa munwmmmm
hinsls, ond Lessas's fnlur, mﬂmmmmd such evead, 1o peovide willen allenalive nssumnce or securily, which,
mmmmmmmnﬁumwﬂ dmmmnm-uuﬁuﬂu

tha llma of axecution of fhis Lease.

132 Rempdlas. lrLuluhlhhplfwnwdhaﬂmmumh&ﬂ]ﬂm;ﬂlmwwhhndm
.mmmhumm.num paform such duty or abligation on Les: Bl ped Fenited b3 he oblaining ol
reasonably fequised bonds, policles, tal Beansa, parmite & Appravals, '.luulhqlmb =501 nn pmcan] ogqual o 115% of
luﬁuﬂndwhnn.dwhwhmm recelp] of an lwolcs (haselor. In The #vant ol @ Desach, Laasy 1, with or
wilhorul Turtiees nollon of demaed, and mwhnmuwlmummmmmhmmﬂm rln:h

mrmu:mmmmmnﬂw?mkuh-mmmhuﬂmuuhltl.nn shall terminabe o

Lossae shall to Lessor, Ineuch event Lessod ehall b enkilod 1o recsvor fom Leasas: mlhlwﬁﬂlntﬂﬂhﬂl
mmummammmmuwmﬂmmﬂumhmwmmmmmm.mm
terminatian uni] Bw flme of swas sxcepds the nmesnl of such rental fozs thal (he Lesses proves could have been reasanably avolded; (i) tho weeh at
tha lima & swaed of the smounl by which mwmmmmoﬁmumﬁmmumdnmﬂ:hmamuﬂhﬂmt
hLllmthMhml\mHMW o exanpansnio Lo o Sedmen| proximalsly

tha Lasess’s falune 1nmumuommﬂmwmﬁhhhuﬁwm-ﬂ!hvﬂhﬂhmmmmm
nol imied 1o the cost of o of i Inchiding noceisary rencvation snd slloraticn of tha
reasonable nllseneya’ fsns, nnd Lt porticn of any leasing comemiselon pald by Lesses in connaclion wih this Lease applicable o B unaspload lem of
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ihils Leads. The woelh al i Eme of mward of thi ameunt refered 1o in po of b ity praceding senk shell be led by

discounting such smound Al tho dscoun! rals of e Fedoral Roserve Bank of lhe within which tha Pramises are localed al the lime of sward
plus oo parcom, Elfoels by Lagser o mitigale damages ceused by Lessee's Breach of Ihis Lonso shall nol walve Lossor's right lo recover any
Baenages 1o which Laasor Is olherwisa enftiad, If Semalnation of this Leass |s tdalned thesugh the provislonal rarady of uslavdul delalner, Losior ihill

mm.wbmrhmmmmmnumuummmnm.wuwmmmmMﬂllﬂmﬂﬂ
ey parl thereed b o sepactn sul. I o nofite and grace paried required under Parsgeaph 13.1 wns nol provicusly ghven 8 nollce fo pay 100k of qull, o
Lnp.uammMManmuMmummM&nmﬂmmehle 13.1. In auch cago, tha
applcatis potind roquired by Paragraph 13.1 and the unlawiul detainer slstste shadl run concurrenlly, and b nBuo of Lessés o cur Be
Dafaull tho greador of the hwo uch race #hal coralilule Lot on wnlawdad delatner and & Breach of this Leass andiing Lassor ko tha
romedias provided or in Whis Leaso andfor by wlnlube,

mhLm..ndumnmummmmlmmoumm.hmanmm
sublat or assign, subjeet only lo ibla Emitati Acls of #ficris 1o relel, andior the appoisiment of o recelver ko prolect B
Losses's Wnleasts, shall nod L] ol tha Leszoo's right lo possossion.

e) Puesue nny ohar remedy now o hereatier avalistls undo th lwves or [udicial declsizns of tha stabs whaeol tha Premites are
iweaied, The explnation or lerminafion of this Lease andior he Isimdination of Lessec’s right b shall nol reliaive Lessss lnam Eabiity under
-WmmﬂmlmubmhlmmwmdmnHMMWmemdmewdmm

133 el & Recapd Ay gy A bor feoe of ababad fant of other choipes, e cost of benanl improvameats for Losses pald
mﬁmbfLunr.ofluhMmewuwhurxLMﬂwmhwmmmmmummf#l.luﬂ'i
nnbaring laa this Laass, & of which concessions are haratnahor refeerad o a4 Pr "~ oo o d condilonad upon Losseo’s
Tull nndd faihiad paibeemance of all of (ha taima, covenants and condifions of Bis Leass, Upon Braach of this Leage by Losses, ony such Indutamant
Prervision shall bo deomed dolelad lrom This Leass and of no levihes fovce of offecl, ond any renl, cther charge, bofus, Inducement of
consideration henlolom given or pald by Lessor under such an induzsemend Provislon shall be immediately due and payabls by Leases fo
Lisend, notsihalanding any sutdoguend curs of sald Bresch by Lestoo. Thix pecaplanes by Lostal of fand of tw curo of iha Boach which intialed the
wumummﬂ;ﬂhuam-memﬂmmdimWMtlmmlmmmhM
al thi lima of such 3

124 Lalo Chargpes. Losses hor dges (hal late payment by Lesszen of Ront will caute Lessor lo Ineur costs mel

by Bhis Lease, the axecl smounl of il be edremeoly difcult 1o pecerioln, Such costs Inchide, bul sre nol limited o, processieg bnd

pranied beteundor, In the even! that a kata charge I8 payabla heroundey, whalhes o nol coliech g, for 3 Basa Rond, then
nabwithglanding any provislon of s Leags lo the contrary, Bass Rent ehall, ol Lessors oplion, bacoms dus and payabis quortery n advanca.

135 Inlerest. WMMpumnr&hlmmm.ﬂMlmnHﬂﬂﬁw.mmwlm.uhanmmhlv
[ ] ;‘Hnu-.lmlmM.Thmuﬂrmorur;wmbﬂmﬂmrnbdiﬂtpummbﬂihllhﬁm{dh
rnadwn o alownd by law. Iateres! b payabie in addition i the st chaegm peovided for n P h 134,

138 Breach by Lesvar,

{n) Nitlce of Bronch, Lossor shall nol b doamod in brsach of this Leass urless Lessor lals within o rensanabilo e 1o perdoim
nn q % be pork i by Lessor, For puposes of this n fdasunable lme shall ln no svant ke les Ban 30 days aflor
rectipl by Leszor, and any Lendar wivsso nmss and nddress ehall have boon Lessen In witing lof euch paipoas, of wilten nolice
mmmMﬁLmh;mmmmmﬂ.mnmuummﬂunmd’oulmllmmdmhnah
it pensanably requinod for n:pum,mnuuwmnmuhbmmrpufmhmmmadmmwmwhdmdlww
dligeny pursiad b eodnplilion

(b} Perfesmence by Losseo an Behalf of Lessor, In the evest thal noither Lesice por Lender cures eald brtoch within 30 days
afer rocelph of sold nolice, o If kindng commenced sald cure they da net diigenlly pursus IL ko llan, then Lossas may elecl o cure sald breach
uumwwmmmmumm“&mwwmm. hzmaver, thal such ollsol shall el tecesd an
wenounl onual s s greater of ene manth's Dase Fenl of the Becwrity Depoall, ressning Lussea's right 1o seek reimburssment kem Lesser for any
mwmhwu.dmm,umummmlmmldwdwundm&lmmmnm,

14, Condemnation, M the Premises o any poriion thores] s taken under the power of embser domain o 5ok under the (el of the exercise
of said powsr {coliectivedy “Condemnation™). bz Loasy shall lerminate as bo the parl takee & of Iho dalo (he condemning aulhedily Inkes Els er
posseason, whichever first occurs, I moee thar 10% of the Bullfing, of more than 25% of thal portfon of the Premises nol occupled by any bulding, ks
Taken by Gondemnalion, Lossen may, ot Lesses's oplion, bs e sasecisod In wiling wilhin 10 days alter Lossor shal have ghoen Lassas willlon nollce of
mm{wummummmmmpmmmwmmmmwijmnum as ol ths
dnln [he condemning aulhorly Inkes such possessisn. I Lestes doss nol terminale ibis Loaso In with the foregolng, This Leago shall
raerals e full foecn ond elfect =5 B tha paition of the Promisos remalning, oxcapl thal the Baso Renl shall be reduced In propoition Yo the reduclion in
ity od the Promisos camsed by such Condemnalion. Conduarenation awaeds nndlor paymonks shall ba tha groperty of Lassas, whalhat such swaed
ehail be made a8 campansation for diriewtisn in value of The leasshold, the vakio of e part inken, or for severance damagas; provided, however, hat
Losses shal be enlilled lo sy compdraalion pald by the conds ler Lessaa's ‘f , leas of goodwill andior Trada Fidures,
wiithout regard o whether or not this Leass b isrminabed p o tha ol this. P, ph. Al and Uity iona mada lo
the Premises by Laseeo, fes purposes of Condemnalion oeily, £hal ba consldored tho proparty of the Leasee ned Lessen shall bo enlilled to any and &8
compensnlisn which I3 prystie iorafor, [ the eveni thal ibis Lease is nol (arminated by reason of he Condamnalion, Lessor shal fopalr afy demags
A st Proreises caused by such Condemnalion.

15 Brokerage Fees.

164 Addifonsl Commizalon. In additlon b the paymasts owod p 1o Paragiaph 1.8 above, Lesser nprees that: (a) f Lessts
mwmmmn}umWMﬂmmmmuwmhnmummlmwmwmw
witkin B samn Peoject, I any, within wiich o Premises Is localord, (c) If Lesges temains in possession of the Premises, wilh the cansent o Lessor,
odier [k explration of (hls Lanse, or {d) f Bate Real i whishor

by agr o af an escalation clause hensla, then, Losor shall

ey Bieaikoeas m oo In nc with e fep schedule of the Brokers In alfacl ok tho Fma tho Lease was execuled.
16.2 of Dbligalh Ay buryer of kanslsres of Loasor's Infres! In ihis Loase shall be dsemed lo have assiamed Lessor's
cbigalion hereunder, Brokees shall ba hird padly bonoSclades of the provislons of Parageaphs 1.0, 15, 22 and 31, I Lassor (818 10 pay |0 Breiors any

sncinls dun g ond lor brokarags b paraining Lo hls Leass whan dus, then such smounls ehall sccris iessread. by aodilion, If Lessor fails lo pay

-r.-mmummurmmuulﬂmrw“ﬂnnﬂmhmwmudmrﬂnwllﬂwam

siseh BrmsuRt within 10 days allor £330 notice, Lesses shal pay ssid manles ko fs Brokor end olfsel such amounls Renl in nddifion, Lussoe's

&Mlhﬂh;ﬂlmlﬂhlmmh of any gk L ardarad Inko by andion batuson and Lszor's Beokor lar iho
dcling any biok |

Frmibed

153 [ Latlens and liles of Breker Ralsllenships, Lesses and Lessor each repdaenl aed warrant lo e othar thal It
has had o duabngs with pry persce, Brm, bioker of inder {oihar than the Beokers, Wl any) nconnoclion wih his Lease, and thal no ooe oiber than sald
niamad Brekors b enlliled to mﬁmammmhmmuthLuwdonthW|whlndum:£.“prﬂnl.
dulend and hold the cthar 3 from and sgalest Eablily for compansnlion oo charges which may be clalmed by sny such unnamed beokar, Ender
&t aithat wimiar party by resson of any denlings er nclions of the ledemallying Paity, inchafing sny coals, oxpanses, sficinays’ bees renssnnbly Incernd
wilh respect therolo.

16 Esloppel Cartilicaton.

{8) Esch Party (a3 "Responding Party”} shall within 10 days aler wrillen nolice from he cther Pary (fha "Requesling Pany™)
a:nm,muﬂdmulnhmmmmumhwmnmmwumm:mm1lmlmlmn'm
pieilished By tha AR Commarelal Renl Estals plus sixch andior o8 may be b
requaited by i Rogeesting Pary.
{b}l1h-mww:=thHhmummMMlﬂthﬂleww.hﬂmﬂm

may exacule an Edloppal Bl: (8] tho Leaso ks In full force and affee! withsul modification excepd as b iapeEianbed by (hi
Fiequosting Party, (i} tha aes no wasuned InmmammuMnﬂ{QImumm% ol mone Bhan ond
roal’s renl kit boan paid in e P A ch mnd e fely tha

peciive p may rely upoa tho Requosing Prrty's Estopped Cesliicala, and e
Feesperiding Paaty ehall bi esloped Irom disying the iruth of it facis contained bn seid Cerficala, In addilon, Le achnowladges (hal any falurs

Hih
m;p«bwﬂdﬂmm Euwpdnutl:mulquu:h:u 1o risks and polontially cauts Legsse lo intur costs nol conlemplaled by Bis
NS

waten! of which will be exiremaly dificull Io dingly, sheuld the Losseo fall ko exnculs sadior daliver o regusiad Esloppel
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Bﬁrﬁ:lhhlMWIMMN“MIMHWMNMWWIW[NMulllhl-llﬂl.b}-imrll

st [y ouelsling Mase Fanl of $100, whichever Is groater for romaladed of the Leade. Tha Parlios o that such Incrogds In Bade
Ronk neg [y ] bile o Tar tho ndditional dskicoats thal Loxsor will Inour by resson of Lossea's fnikero 1o previda tho
awm.mwnm.ﬁwmhmmum.mdm-nm o Degach wilh rogpstt B Tha Talkwo Lo

Lossor such may

hlnummum:.ﬁmr_hmmmmlmmdhmmwmmunanm Al gich inancisl sintemenls shall

b dbenived by Lesaor and such londer or puechaser i conSdence nnd shill ks usad esly for tho purposes hareln sal ok,
. Definitlon of Leaser, Tho lerm “Leasor™ a3 used horeln shall nean ihe ewner or cwners 81 the tims In questies ef fha foo lille lo the
Proimlsos, o, I I |5 n sublesss, of b Lossee's Interest bn tha pilor loase. bn the evenl of & trasaser of Lossors lilkz o Iedernal In the Promises or this
um,hmﬂnlmLnhuﬂmuum‘mm«wmwmam?wmwm.wmmrmuu
Lessor shall ke rulavad ol llabilily with respecd to the nndior

he

under this Leass fherenllar 1o be poricamed by the Lessor, Subject lo guing, the oldigatians andfor Az In bls Leats bo ko

pariarmad by iho Lossas shall be bindieg only upen the Lessor as hevelaabave defined.
10, Bevarabllity, Tho knvalidily of any provision of thls Lease, a8 determined by i court el compol | jurisdiciion, £hal I no way affact the
walidily of mry olhar provishon hesecd,
0. Days. umnmmmmnmmhwawu_ﬁhmmmummmmmm.
20, Limtiafien en Linkility. Tha ehigslions of Lessor under Wiz Leaes shall nol constiule personal obligations of Lessor or s pariners,

bars, officers of mLmMmhmmemmnuhﬂhﬂmPﬂ'ﬁlm“ﬂld‘?%
uummlmmuLm..andmummrmwwmmmtm*nuﬁuﬂm‘.umu

peekonal aesols for such salisfagiion,

ﬂ'. Time of Essence, Tima ks of live essenco with reapecl lo the pe ol all sbiip o bo f of ebdarved by tho Parlles undas
Leasi.

-3 Mo Prier or Othar Ag) e Broker D This Lanss ol he Parlles with rospect (o any malles

menlioned herela, and no clher pric or o shall be effeciive. Losscd and Lessen anch regeasents and

wartands o e Brokers hae1 I has moda, sed s relyleg solely Ugon, Bs cvn Invosiigation as L the Aslure, qually, charstlsr and frascisl

uuomrhﬂmmumwuhumulm.wwmwmmnm&vhthnmmmmmlmu
mmnmﬂmﬁmammwmmu
23, 1

244 Molles Rogqu 15, AN oo ieganed of premillen by this Leass of appicable low shall bo in wiling and may be deliverad In
pw-'wMhﬂdﬂwmﬂwml\rumBﬁlmmlu.urﬁﬁnrnmmﬂwuﬁ.MWWHMWWFMHH‘
mlmmuwammmﬂhwwhmhimwhmmmﬂ- Tha addresaes ratod
adjacont b slganture on this Lease shall by Ul Farty's ress for dalivery e maling of nollces. Elthar Pasrty may by wrilten nollca 15 the
otfier spacily B eddioss for nolice, excepd thal upen Lessea's laking p lont of the Premises, the F shall Lossae’s
m,hmumnmqnmbmmhmmmmumnmumalmm-uuul.mmlmnm
16 e hersahor designata In

233 n.unlm.mmmhymguumuummmlmmm:mwhmmammmhhd
m:ymm!m:mwﬂ.ulrmmmrymum.npmu'khm.lmhmmﬂhmlm doomad ghean 72
hours alier P& same b addrased &s faquied hereln and malled vih postage propald, Nolices defvered by Uniled Stales Exprage Mall or ovaright
mﬂulﬂp-ﬂnunmiﬂd#nwuhﬂbumdﬂ:n#hunﬁﬂwﬂhmhﬂwl'ml!l&nhﬂum‘hr.Hudnnm
by hand, of ngmilied by facsimile kanamisskn or by omall shall bo desmed delvered upan Belusl rocelpt. Il nofico s recelvod on o Snlurday.
Sundny or leyal elidiy, B\ shall e desmed recalad on 0o nisd businoss dny.

Waksars.

{a) Mo waiver by Lessor of o Defaull o Breach of any lerm, covenaal of condiion hereol by Lesste, shall be doamed &
wwaiver of ary other lanem, comenant of haresd, o of sny subsequent Datault o Broach by Losson of the same o of any olher lerm, covenan! of
condificn Bareol, Lossor's consent b, of approval of, nay nct shall ol be deamad Io rendar unnecasary tho oblaking of Lessols consani b, or
aMWNbsoqmmumrmwm 'o¢ ks eonslrued 8s tha basis of an ssleppsl I enferce the poviskon of provisions of (ks Lease

(b} Tho stespiance of Fent by Lovsor shall nol bo o walver of asy Dafaull or Broach by Lesses. Ay paymant by Lessos
rrwl--c:quuwLmumﬂdmuﬂmmld\nLﬂw.mmmmmwmrud-l:rumth
© dlh, which such nncdior condifors shall ke of no fovce or eliect whatsoswsr unless specifically ngreed b In wiiling by
Luw-ummmuﬂd-pﬂdm

THE PARTIES EE THAT THE TERMS OF THES LEASE SHALL GOVERN WITH REGARD TO ALL MATTERS
RELATED THERETO AND HEREDY WANE THE PROVISIONS OF ANY PRESENT OR FUTURE STATUTE TO THE EXTENT THAT SUCH
STATUTE IS INCONSISTENT WITH THIS LEASE.

5, Dilsclosurns Regarding The Malure of a Real Edlate Agency Relallonehip.

When anlirig baia o discussion with o resl o2isln Bgenl reg: g & real aslaby o, @ Lessor of Lessos should
from lhe oulsal undedeiand whal Lype ol relsBsnship of fepeesanintion B has wa Iho pgent or ngents In the kansaclion, Lessor and Lesses
nicknewiidgs balng ndvised by th Brokers In Ihis kansaction, as follows:

[1}] Luw A Lsitor's ngent under a lsllng agroamenl with the Lesser stlt o4 The sgent for the Lossar
only. A Leasads sgonl of subagend has the aifemalhve obligatiess: : A duly of vimoil care, Inlegrily, honesty, and
boyalty b deaBngs with the Lesser, . Difigal exenrcize of reasonable #ills and care In perkemanca of the agants
dulius, b, A duly of henost aed falr dealing and good falih. €. A duly fo disclose ol fatts kngrem b fho agent malerally e vakin or deskabiity
of tha m“mmnumnmmmlmwmahmmmumwlu to roveal io aliher Parly
any Indormalion eltaine {rom the other Party which doss not lnvohve the allimative duties sel whove.

m Leaseo's Anenl. An ngeed can ngros ko nel s ngent for the Lessas only. In these silvations, the agec i nol
Ihe Lessor's agent, ovon If by sgresmenl e sgent may realve P lon for B dered, aliher in full of bn parl from tho Lesssr. An agent

aciing only for & Leasen hos Bha foliwdeg stimelive obligaticns. To o Lestge: A fducinry duty of wimosl caro, Inlogrlty, honesty, ead kyally b

daalings with tha Leszes, To tho Logson pnd the Legenr: a. Diigbnl sxcrcise of reasonable aiils and care In perkoemance of e agent's dulies. b. A

dusty of honet! and (nk dealing and [alih, & A duly I discicso bl fcls known ko Bhe agenl matedally alfecting !he value or desirability of tha

peeparty thal aco nol knewn ke, o the diigent allantion and ebasratien of, the Parlles, Mlmhmmdblmﬂhlﬂmmn'w
coniidanial Inforemation oblalned from the olhor Pary which doss nal Invels the alfemalive dulies sol forh above.

il i gor Bng Lesses, A raal eslaly ggonl, either acting dicecily o through ano cf moe

Bcensas, ¢80 legally be the sgenl of bath tho Lassor and tha Lossst In &

panling foltk Lés

i) Brakers b no responsiblily with respect 1o any defaist of beoach haraol by either Party. The Partes sgroe Bal no
w«mhoquwwﬂ ity brwach of gy, ero o cerission o lhls Len
yoar pitar e Starl Dalo and (hat the Re [incheding courd cosls and atianeys’ feas ulanqlmhar
shall net sxcoed the fos iscelvd by such Broker pursuant to this Leaie
Ia 1o I williul ol guch Broker,

Rability shall not b2 mpplcal afry Groi paglp ar
e} Lessor nnd Lesses agren b kenilly bo Beokers as "Cx oy icallon of Infarmalken given Brekors thal ks
considaind by such Pary to ba confidenlial,
6. Ma Right To Holdover, Leseen has no right to retain possazsion of the Premlsas of any pacl thavacl beyond Lhe explrafion of letmination of
Ihis Lease, Inlha svent fhal Losses holda over, (hen o Bess Rent shall ba lntreased lo 160% of tho Basa Rand dinlaly the
mmwm% Habdever Bagn Fant shall ba calculated on monfhly basls. mgmmﬂuﬁmmnmmwmw
any Lo s,

!
£
f
H
§
g
:
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7. Cumulalive Romedies, Mo ramody of sleclion hareundor shall be deemed exchshie but shall, wherever possiio, be cumulaihe with 81
olihed ressacien ol low of In equily.

28, Covenants and Condilans; Conafructian of Ap Ml of Ihis Logse 1o be chsarved o perfomsed by Lessen nre both
covenanis and condiions. In eonslruing this Leats, all haadings and fllus are for lha comvenlanca of Ihe Paitios cnly and shll rol ba coneidered o
it of Ihis Loase, Whenovor roquired by the coniod, 1h.m-mmm-|ru | and vice vorsn. This Leass shall pel be consleund & If
prapared by one of (he Padios, bul enther eccording o Iis fal madsing ns & whale, as I bath Pariles had prepaned il

20, Binding ENecl; Clusles of Law, This Leaca shall be binding upen Ihe Parties, thair | and assigrs and
bo gevesned by e lws of the Slils n which the Premizes are benlod, wwmmmmhmmwumnﬂh
Initizted b tha county ba which unmm:ummd.

30,

W1 Buberdinnlion, ﬂmewn iplkan granted herehy shall bo subject and subordinals b ey ground lease, morigage, desd
al ingsl, of ciber hygothecation or security divics (collectivaly, "SBocurity Device™), ntw ef hotsalier placed ug tho Promizes, ko any and all advances
mada on e sacurity thareof, and ta all renewals, modificatlons, s exlengisns lhereol, Lessne agroas thal Ihe holders of any such Securily Devicas
mnlmInpuwnarmuhu'umﬂnmmmmuobhuMhmmmummaLuwumnlﬂli,mAm-

Logsan,
documaniation er recordsBian lheveol.

g Mlernment. hhmmmmumummﬂnnmmm-mmwmmmvmmm
or lerminalion of a Security Dawicn ba which this Leaso ks subandinabad () Leagen shall, sujact in o non-c of 0.3,
allnn Iy such hew gwner, wm{,uﬂ-rmlmwnmﬁ“idh“uﬁmﬁlﬂﬂhhm%wﬂmmh
ha remadndar of tha mmmu.mmmuh ot Lhis Loada will new leass Lossee ond such naw
awrae, 8 (I} Lossor shall tharoofler be reliaved of WMMMMMWMMMﬂOFMM
mﬂﬂnmﬂmmlum{.]b.l-bhhmmnrmuwWWWMIWbmmﬂWhmﬁ
owesisblp; [b] ba subjoe! lo any offsels or dolonsos which Lesten might have againg| lagsce, () bo bewsd by propaymeanl of mote than one
manih's rend, o (d) ba Eabbe for The retun of any secorty doposll pald L asy pror leasor weaa nel pakd or cradiled Lo sich new Guimesd.

a3 Men Dlaturbanse, mrummmm:-mmwumwhmdwm Lessen’s
eubbrdinalion of Ihig Lease shall ba subjecl lo fo non-dishuibance agroemant (o “Hon-Clelurbance Agreement”)
T this Landar which Non-Dishwbancs Ag wuﬁaum-tmnmumm-ﬁmtm-.m opilons o exlend
1h-|ammrnrwlnmudguhcdmbnnnlnmllmlhﬂmchmmﬁﬂhmlohlmw the Promises. Futher, within 60
days afier the execullon of (hls Laddo, I.WM mmurmmmlummw reagenabio odicals lo chialn n Mon-Didhitbancs

from [ holdor of any pre-endsiing Sacurily Device which l& aacuad by Be Promizes. |n tho evont thal Lossar Is unabls s L]

M- Digbavbant s wilhin sald &0 days, han Lessss may, l Lesseo's oplion, dirsclly contact Lander and allsmps 1o negetiole for e

wwlmlrlidllﬂl‘"bll!ﬂﬂ -Disflurbanco Agreomonl.
Tha

o Inihis P 30 shall be affoctive withoul the execulion of any furer documants;
Mhﬁ\mur mmmmmmﬂmmwulmhmﬂhim Ing of the Py Leases and
Lessor sholl oxecwds such fulher weilings ns may be mesonably reddied lo soparstoly o ary suboedinat i I andior

M- Digbabance Agresmand provided fof bedaln.

a. Allarmeys’ Fesn. I any ¢ Broker bings nn eclion of peotesdng lnwaking (he Promises wholsee foundsd iy bail, conlract of equity, of
mmnpwwl anruw{uumrumn:r procteding, Befion, of sppeal Sherson, shall ba enfitlsd (o reasceabin
fops, Such foas may ba awarded by the &ama sull or recovead bnn sapacato sull, wholhed of not such action of procoeding |3 pursued to
dacision of judgmend. Tho borm, “Provalling Party” shall nclude, v mlmnmwﬁmrm:mm clinng or defoats tho noliof
saughl, as he case miy he, whether by nil by tho other Paaly or Broker of b elalm of dulonss.
Tha altgeners: bees wemrd shall ol bs computed In secordance with mﬂum thhmnhmmbwnolmhl
reaseratly Incuvrad. umhmmtpmmummﬂm: enyly and s In tha peap: and sardch of nolicas of
Dot sed consulalions In connection haseaith, whathar of nol a legal action Is In with pch Dolaull or rosulling
Breach ($200 I o reaponably minlmun per occunsnce for such serdces and comullalion).

az 4 I.nml'ln.:m“;.ihmmnhﬂ Hlpinml.wﬂhphm hwhmlmthfﬂhlnhm-mmumlh‘ll In tha
cago of pn T b pinposa of showing the eamb 1o prospective prchasers
landars, o lonants, acd making such skemll repalra, b Hlﬂbﬂlhhmulﬂmmdummwumw
m“mmmmumumm codully wough (he Promises sndfor olhad premizos a8 kg 03 hato |8 no malaral
ndverse alfecl io Lesees's uvaw ol iha Premizes, AN such nollithes chall B withaul abalamant of rad ar [nbily lo Lassse,

2, Asielians. Lum.mmm;mrummum-wmmhmm-mmwmm«mm
Ledgor shall nol be o any In ining whather o peimil an sucllon.

34, Slgns. Lessor may mmmﬂmﬁw#uwhww?ﬂmeMhHGMH
(Fva e Buoond, for *for subléase® slgns, Lesesd thall p2d placo any ¥ign upon B Premises withoud Lossors prios willlan tonssel, All
signs mrasl comply all Appiicabls Requirsmenls.

a5, 'r.mhlum Margar. mmmmh hmw.uwuwurlwmormhmnwunuh
rracuisd o Hlalion heeeol, or o ?Lmhrarumwl.ulmlhl .ﬁ\“
mwmmmmmm.mﬂmnw lomﬂwmwualuﬂﬂqmm Loagos's M‘ll‘.‘\‘hﬂ
feliowing any such evenl o oloct ko The conlrary by willen molice 1o the hokder of sy such losser intorest, shall consliluls Lessor's eleclion o hive
mmm hmummu.

36, Excepl os off idad haraln, wh hmmlthHlethhnﬂwﬂhﬂwwM
mwmmuwmumummmmmmmnm mol kmited lo anchiiscls’,
peenoyy, anglaears” and olher taog) Intutned In the considesation of, of response o, o requesi by Lesses for any Lessor corsonl,
|m|glulmllmllnﬂo n of Tho presencs of uss of & Haznrdous Subslance, shall ba by Lossen upon
mﬂmu-mmdmmmmw,xmmmmmhmnmmmmhwmnm
corvaclion Lessor's consent ko ey ncl, of v shall not lule an acknoaded that no Defaull of Breach by Lesses of this

L.unnﬂm.maﬂm:onwﬁlnMﬁlmﬂmmanMmeHnmwhmmﬂMh
wirlllng by Losser at tha fne of such consant. TMW#U@:MWW“MM MMMMMNW

by Lesssor @l th fnen of consent of such furthor of olhat with. Iﬂh. malter for whith coatenl g
MB\M I the evenl [kl alther Pardy di il iy d --'-bgrﬂ-olhtr tho roasona for such
detedmingiion, mm"m“umnmhmmummmmmmannmmm

aw. ‘DRiprEntar,
ana Execullon, The Guaraniors, Il any, shall sach axeculs o guannty in tha foem mosl rocanlly pubifshed by tha AR Commancts] Faal

Eslala
arz nrr-un. It shall consslute o Defaul of tha Lessee I Guaanior lalls of roluses, upon request o provide: (a) esidence of the
Men of the g Ihe aistbeaity of tho WH anior's kedalf lo oblignis Guaranior, nd ln he caso of # Corporale
m;wmu-umunm dirsciors sulhorizing e making of such ) eiarreai i {c) mn
Eslappel Ceitiicate, o (d) wisthon wﬁrrﬂmlhdluwmm'llﬂhlﬁﬂ.
I, Qulel P Subjoct wUmodhmmmmﬂmdidmmmmmumm
:mr‘.mnumnmwhmdm Leass, Lossoo shall have quiel possossion and quis! enjoymont of B Promisos duing tha larm
L
3, Oplians, ¥lossen s granted any Optian, A8 defined balow, Ben th lolowing provitions shall apple
0.4 Delfnltlon. “Opilen™ shall mean: (8} B right 1o exland e redute B leim of of renaw (his Leasi of lo axland or reducs fhe lem
of of rener any lease Bl Lessss has on olher propecly of Lassad; (B) e dight of et rafuanl or fisd offer 1o lsase either the Premisas of olhat property
of Leasor; o) tha right to puschass, the righl af sl offar ko purchaso oo tho righl of frst rofusal Lo purchasa tho Promizes of olhor property of Lessor,

2092 lane-RarsenabTo-OnginalLesssn—Any.Opllonprosiod fo Lotsoo I INs Loaso-ls-poronable-Be-oiginel Lossas-and-cannal
Wﬁmmwmﬂmwwmwwnmw
requikin by Lossorwit Lessos corlitying-hat bassei-has-noe-lnlankon ol harealisr-aseigalng-ss-cublil

a63 Bultiple Dpllens. hhmmlﬂnhlwmﬂpmHMIMmiMMlmwmh
exarclsed palass e prior Oplions have boen valldly eoxarclsed,
04 Eifect of Delaull on Gplians.
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{a) Letese thal have no right 1o exescisn an Opfioe: (i) during the perod commancing wih the oiving of sy nofice of Dalaul ard
continuing ushl sald Dolaull ks ewed, (i) dudng tho period of Bme any Fent Is unpald fithoul regand o whether noflce tharesd |s ghven Lesseal (8)
(Buifnyg (P Gy Lessea Is In Breach of this Leass, or {iv) In he evenl (hal Lersoo has been ghven 3 or maco relices of separats Dalwull, whalher of fiol
e Detasdls ad cured, Swing e 12 monih period kvsedistely preceding Wha exarcles of tha Dplian,

{b}TM,:ﬂelmmMmmmmu shall ot ba or by of Lessed’s inability lo

I of Paragiaph J0.4(a).

mmopmmumuumuufmhﬂrmwﬂrm.mmLmnﬂ-dnlﬂmow*ldﬂ-mlh

mler such exarclse and paior 1o amant of the ealimdid lem o lefion of he purch (1) Lesses lalls io pay Redd fof o peiod of 30

dnar:mmlhnl.hwnmdutmwmunﬁrdumnghmluﬁuﬂ].wﬂ!humwmﬁiﬂumﬂwLm,

40, Multipls Bulidings. ¥ ke Pramises aro o parl of o group of bulidings ceniralied by Lossor, Loctos agions thal || wil abide by and confore la
reasonabla rules and rogulalions which Lessor Including

all imay male fom lims lo Bme for (he aaloly, and caro of sold progariies, iho
ears sl clonniness o Mo geounds and Including tha pasking, leading and waloading of s, nnd o cacse N emgioyans, supplens, shippans,
cushomens, conlictons and knvilens 1o 5o abido and condosm. Lesson plso agress o pay Il Ik ghare of pansas incurrad In lion wilh

such rles and ragulalions,

al. Securlly Measuras, MWMEMINMMWLHuMIMMMMN cosl of gused sondca of
olier socurly moasiang, and that Lossor shall have ne whistsoever 1o provids sams. Ledsos all rasp ity ka4 Wha aof
1lvé Promises, Losses, Bs agents and krdloss and lhelr progerty froem the acle of thisd parsas,

a2, Resorvatlone. Litsor rasorvos b lsell the dght, irom Gma to Tise, ta granl, wihoul the consent of jolnder of Leasen, such ensoments,
right and dedicalions sl Lessor deoms Recossasy, And o causa I recordaiion of pascel mags and mslriclions, so lang as fuch sBsmants, righls,

and tona do nol bty lntecfare wiih fho uss of the Premises by Lestes. Ledseo ageees b sign any
d by Losser lo elfachaalo sy such ! righls, dadicailon, mag e realizl
43, Parlarmance Under Proteel. | # any Sme & dispulo shall ndse a8 lo any aneunt of sum of money la be pald by ane Paly 1o (he olher

mmmmmmmwmummmmmmmhummmmumumummmumw
and such payrant shall el be [T ¥ Py nad thars shall surdve The right oa The part of sald Paily lo InsBube sull Tor recovery of
gisch sum, 0t shall be sdjusged ! ke was no legal obigafion on the parl of sald Party b pay such sum of sy part tharecd, snkd Pory shall ba
anliiad | reavar such sum ar so misch thereol as Il was not legnlly required 1o pay. A Paity who does nol Inblate eull for the tecsvery of sums pakd
mmwmummuwmnmmumumrmm

44, Aulhority; WMultipbe Parlles; Exocullon,

If &kher Party horolo 5 @ corporation, inusl, imitcd Estilty company, parinership, or skmlar onldy, each Individual
mﬁqﬂLuunnbnruldmanwmmWMWlmuwmkdwmnm|ruzldilwlﬂ|meltbm‘dl.
[Eath Parly ahal, within 30 days afler requeal, dofivor ko the clher Porty salisfacl ricdanc of such L

W this Loase Is sxecuted by more than on parsen of enlity & "Lessee”, each such person o enlity shall be [olnlly and
mlnmm.||BWMwmunanmﬁnlumeo\mmmﬁnﬂhﬁmm.um
document ancllary thesals and bind ol of he named Lessaes, and Lossor enay rely on the sama s if oll of (he named Lessess had expcuted such

This Leate ray ba nuensed by (he Paries In counberparty, nach of which shall be deamed an orginal aad all of wiich
logathar ehall constilubs onb ond lvs same Inslrumant.
A5 Genlikd, Ay coniiict betwean the printed peovislons of his Lease and iypawdilen or hassdwaillon proviskons shall be conlrolied by Ihe
¢ handwin i

A8, Gifar, Propaalion of this Lonas by elher Party of thalr agenl and wubmission of sama Lo he othes Parly ghall nol bo desmed en oifer o
laase ia lha slhaer Paily, This Lease ls nol Inlesded (o be binding ualll sxsoubed and dolivaiod by all Partiaa hars,

AT, Amandraenis, This Lease may be modiied anly in wiling, signed by the Paifias b interead ol the lme of o modificalion. As lorg as thoy
da ol matorially ehange Leasen's cbiigations heroundor, Lessea s lo makeo such roasenable nonsmonelary mediicalions b T Lease s may bo
reapsnably e by & Londer bn conneciion will the oiialring of normal Ainanclg o reinancing of U Premiso.

48, Walver of Jury Telal, THE PARTIES HEREBY WAINE THEIR RESPECTIVE RIOHTE TO TRIAL BY JURY M ANY ACTION OR
PROCEEDING BIVOLVING THE PROPERTY OR ARISING OUT OF THIS AGREEMENT.

0. oD An Jring vo Arbllcallon of dlsputes babwaen Mo Poriss sedior Brckors adising oul of ihis Leass O
Is F1 15 not attached 1o Mis Leass,
50, ] i wilh [ Acl.

{a) Tha F E have nod on | tion by o Corillad Access Specialist (CASp). O havo undergonn an
Inpoction by o Ceviified Access Bpociaisl (CASp) and B was debermined [hal Ihe Premizes mel o applicsbls consineciion-related sccosslkEly
shandants nla Chil Code 5551 ol seq. O have undorgens sn Inspecion by & Carlifad Atcers Speclalisl (CASp) and 1L was
clalanmlasd that e Promises did mod meal all spplicatis ated o Colfovndn Chil Coda §55.51 ol seq.

(2] Bl pllance with with [ (ADA) I upon Lossoo's spociio use of the
Promises, Liasor makes no waninnly of roprosonialion as ba whether or pol Tho Premises wilh ADA, or any similar leglslalion, In tha evand thal
Lossea's Uso of B Prondses requines modficalions or sddilons fo (he Pramises i order 1o bo In ADA complinnce, Losses ngrses o maks sy such
nocessary madifications andier pdditlons ol Lessos’s sxpanie.

LESSOR AND LESSEE HAVE CAREFULLY READ AND REVIEWED THES LEASE AMD EAGH TERM AND PROVISION CONTAINED HEREIN, AND
BY THE EXECUTION OF THIS LEASE SHOW THEIR IHFORMED AND VOLUNTARY COHEENT THERETO, THE PARTIES HEREDY AGREE
THAT, AT THE TIME THIS LEASE |8 EXECUTED, THE TERMS OF THIS LEASE ARE COMMERCIALLY REASONABLE AND EFFECTUATE THE
INTENT AND PURPOSE OF LESSOR AND LESSEE WITH RESPECT TO THE PREMIGES.
ATTENTION; HO REPRESENTATION OR RECOMMENDATION 15 MADE BY THE AR COMMERCIAL REAL ESTATE ABSOCIATION OR BY ANY
BROKER AS TO THE LEGAL SUFFICIEMCY, LEGAL EFFECT, OR TAX CONSEQUENCES OF THIS LEASE OR THE TRANSACTION TO WHICH
IT RELATES. THE PARTIES ARE URGED TO:
1. REEX ADVICE OF COUNSEL AS TO THE LEGAL AND TAX COMSEQUENCES OF THIS LEASE.
2. RETAIN APPROPRIATE CONSULTAMTE TO REVIEW AND INVESTIGATE THE CONDITION OF THE PREMISES. SAID INVESTIGATION
SHOULD IRCLUDE BUT NOT BE LIMITED TO: THE POSSIBLE PRESENCE OF HAZARDOUS SUBSTARCES, THE ZOHING OF THE PREMISES,
THE STRUCTURAL [NTEGRITY, THE CONDITION OF THE RODF AND OPERATING SYSTEMS, AND THE BUITABILITY OF THE PREMISES FOR
LESSER'S INTENDED USE.

IF THE PREMISES 15 LOCATED IH A STATE OTHER THAN CALIFORNIA, CERTAIN PROVISIOHS OF THE LEASE MAY NEED TO
BE REVISED TO COMPLY WITH THE LAWS OF THE STATE IN WHICH THE PREMISES 5 LOCATED,

Th pasties heredo h Lg ) lhe placo segd on lhe dales apaciied abaws (halr oapacti sipnaturas.
[m—— Ewecusd ot _ il Cogpte i€ e
L

on: P T ] O ji&uﬂ;—‘-‘-‘—?—-——
R By LESSEE:

By LEBBOR:

an Clessante Holdings RoShape Hodical Inc.
s _-'r
By M %\/ By ;2«:‘ l%g: 'ZI%Z
Psnp Prsted: Jgnalhan Parcy JJ Mame Piintad Mike Manelng .~
Tito: Hember] / i Talo: CEO & President
[
By By,
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Heme Fiinted: Hamn Pristid:

Tty Thila:

Addoss: PO, Box TA268, San Clemente, CA Addeos: 1001 Callo Amanocer, San Clemente,
92673 Ch 92673

Telsphone: (BBE) 557-T910 Toleph (S49)4258-6600

Facsimiie: (B08) 557-7911 Focslmile: (949) 429-6684

Emall: jon . parcy@bemus . com Emall: nmanganofreshapenedical . com

Ersall: %

Emall:
Fedurad 10 Mo, Z;.-Qi! (%Y Fadorsl IDNo. ___ g ) = ;33{ f! ¢[f; ‘_’I'

BROKER: BROHER:

Johnston Pacific Commercial Real Estate, Inc CBRE Commercial Real Estatc Sorvices,
ﬁrldu&

Al Bob Johnston At Beian Cole - Jeff Carr

T President Tis: Bgants

Address: 1305 Calle hvanzads, San Clomonie, hadress: 3501 Jamhores Road, Suite 100,

CA, 92673 Hewport Deach, Ch 92660

Tolephensa 99 9)I6E-2020 Telephens: {04 9T 25-8500

Facsimb{349)366-2008 Focaimik-(949)125-8545

Emall: reb@johnston-pacific.con Emall: brian,colelchre.com

Fedearal 1D Ma. Fedarsd |0 Mo,

Breinefagenl BRE License & 01121630 BrokecfAgant BRE Licenss #: 01770086 -~ 01009600

HOTICE: Thess hrmmmnMIMhmnlemnnM mmllrlru-mu e!hwmhwnrymrm. Abwaya wribe or cadl le maki sure you
mre uldlizing Ve mesl cornent ferm: AR C Raal Etlate 600 H Brand Bivd, Sulle 008, Glendnle, CAD1203.
Tetsphons No, (213) SBT-8777. Fax Mo.: (213) 607-8618,

© Cogyright 2001 - By AIR Commarcial Real Estate Asscciation. AN rights reserved,
Mo par of thess works may bo reproducsd la sny form witheul permleslon ln weiilng. \
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ADDENDUM

ADDENDUM TO THAT CERTAIN STANDARD SINGLE-TENANT LEASE-GROSS, DATED
FOR REFERENCE PURPOSES ONLY, JANUARY 20, 2017, MADE BY AND BETWEEN SAN
CLEMENTE HOLDINGS, LLC., AS LESSOR, AND RESHAPE MEDICAL INC. A8 LESSLE,

FOR

THE PROPERTY LOCATED AT 1001 CALLE AMANECER, SAN CLEMENTE,

CALIFORNIA

LEASE PREPARATION: This Lease, Addendum, and Exhibils have been prepared by Jolnston
Pacific Commercial Real Estate, Inc., ot the request of Lessor and Lessee. The Lessor and Lessce
agree 1o indemnify, defend, and hold harmless Johnsion Pocific Commercial Real Estate, Inc., its
respective ngents and cmployees, from and against any elaims, expenses, losses and linbility, including
without limitation, attorney fess and costs that may be occasioned as a result of completing this
Standord  Industrial/Commerclal Lease Fonn, Addendum, and Exhibits. Lessor and  Lessee
seknowledge being edvised by Johnston Pacific Commercinl Real Estate, Inc,, to have this Lense,
Addendum and Exhibits reviewed by their respeetive atlomeys,

BASE MONTHLY RENT:

April 1,2017 fhrough March 31, 2018: §24,614.30 per month ($1.70 Gross per £q. ft. per month)
April 1, 2018 through March 31, 201%: $25,250.75 per month ($1.75 Gross per sq. ft. per monih)
April 1, 2019 through March 31, 2020: $26,062.20 per month ($1.80 Gross per sq. ft. per month)
Agpril 1, 2020 through Mareh 31, 2021 $26,786.15 por month ($1.85 Grogs per &g, ft. per month)
April 1, 2021 through June 30, 2022: §27,510.10 per month (§1.90 Gross per sq. fi. per month)

BUILDING PREPARATION: Lessor shall provide Lessee a Tenant Inprovement allowance of
£75,000.00 to be wilized for building improvements to be constrcted per a mulually agreed upon
plan. Lessor shall reimburse Lessee upon completion of their work as evidenced by paid inveices.
Snid improvements shall consist of sdditional private offices and other interior modifications. Lessor
shall use its best efforts to negotiate with the existing tenant to ave the tenant's fuomiture remain.
Should Lessor be unsuccessful, Lessee has the Lessor's permission to negoliate divectly with tenant.

. LESSER'S EXISTING LEASE TERMINATION: This lease for 1001 Calle Amanecer shall be null

and void if Lessee hos not received said mwually executed lease tenmination by February 1, 2017,

. RENTAL ABATEMENT: Lessec shall be granted rental abatement of monthly base rent during the

maonths of May 2017, June 2017, and July 2017 of the leage term,

. PARKING: Lossce shall receive the reserved use of forly-nine (49) parking stalls for the lease term.

Al parking stalls shall be [vee for the lense torm. Please see parking Exhibit C.

BUILDING IDENTIFICATION: Lessee shall have the right to install a sign on the exterior of the
building pursuant 1o the building association sign criterin and the City of San Clemente's sign code at
Lessee’s solc cost and cxpense, Lessee ghall remove said sign prior lo vacaling the premises and
agrees to return the area around and underneath the zign to its original condition.

INCONSISTENCIES: Capitalized terms in this Addendum shall have the same meaning as those

lerms in the Lease. IF (here are any inconsistencies between the provisions of the Lease and this
Addendum, the provigions of this Addendum shall control.

Lessor's Initinls:

Lesses’s Initinls?,
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Al other terms and conditions of the Lease shall remain the same.

Thie parties hereto have executed this Lense at the place and on the dates specified above their respective signatines.

Hame Prinled:
Tille:
Address: _P.0, Box 742608, Ban Clomonle, CAO2STY

Expcuted ol __ S/ CRSmiaw A4

on: W i ol 4.'.:.( 22i7
By LESSEE: _RoShaps Madical, Inc.

By: -"7?’1!'—( i o Pl

Wame Prinled: i

Tile ____ CEQ & Prosklent

By

Hamb Printed:

Titla:

Address; 100 Cails Amanscod,

Telephone: _(866) S57-T810

Facsimile: _ {B88) S57-7811
Emal:_[on, padrpRbamus.com

Telophone: __{848) 428-6650
FacsimBa: ___ (849} 420-6604
Emall;______mmangenofireshapamedicaleom
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Exhibit A

1001 Calle Amanecer, San Clemente

Existing Layout

Lessor's Inilials;
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OPTION(S) TO EXTEND
STANDARD LEASE ADDENDUM

Dated Januacy 20, 2017

By and Between (Lessor) $an Clemente Holdings, LIC.

By and Between (Lesgsee) ReShape Medical, Inc.

Address of Premises: 1001 calle Amanecer, San Clenente, Ch 92673

Parogragh 51

A OPTION(S) TO EXTEND:
Lassor hareby grasts o Lesses the option o exterd Ihe leim of fils Leass Jor 1 nddilionsl 36
fmanih pericdis) commencing when e prior leem explios upon esch and ol of the follewing bevms and conditions:

i hund‘-rlommiﬂMﬂhnmwunhmmwmmumumwumwLuwmtraulnhlmﬂ
feast 3 bl ol mors than manihs prior o tha date Bl tha oplon pariod would esmmance, Bma baing of tha essanca. 1T proper
Wmm;dmwﬁrmmammammmmum Optisas (If hato &40 mom han one) may

{i} Th pe of 39, Including those relating lo Losses's Defaul sel forih b paragraph 39.4 of thils Lease, ara condiions of

(= quptwnumnullki.mlmmmwmummmudwmlndmnlmtﬂn
axcepl whare speciienly muodified by (s aplion gl Bpply.

[} This Dplunhptrm‘llIolhoﬂg'hlm:.udc-molhmwawﬂudhmwnu-rhnmntWLM|miu#
wiilir [0 cetginal Lessen I in bl posssasion of the Premises and witheul the intandion of th Al ar 2

() The menilhily rank Bor each menth of Bye oplian parisd ahall bo talculsted ns foliows, using the mathod(s) Indicated bo'aw:
|-:mu.h1m|:|:|nu Uzed snd FlIn Appropratily)

O i. Coel sl Living Adjustmenlic) (COLA)
8. On(FIEin COLA Datesy:

iha Basn fenl shal be adjusiod by The changs, Ty, o s Base Monih speaiied bolow, in Fio Gomamar Frice index of 170 Bures of Lated
Slatishics ol he LS. Doparimest of Laker for (solect ana): Dcplwwmemmcmwmwﬂmummcmum:.
for (Fll Iy Ukban Arcal:
Al ligms [ TOBZ-T0%4 = 100], Reseln refarred 1o 83 "CFT.

b.  Tha menihily Base Ranl payatdo In d wilh ih AL#. of s Adgendum shall bo calculaled as follovis: Bho Baso Foenl sel fath
In paragragh 1.5 of tho pltached Lease, Mwmww-hmmmmumuhmmuummmamlr-pm-u
v moniih{s) specied In paragreph Alle, shove during Tha adjustrent s 1o lake elfatl, snd ®o donomisatar of which shall be the CFI of the

mnmarmmmthuzwmmmmuummﬂwmumtmuw for®h In paragraph 1.3 ("Dase Moatr}or O
(FMl I Olher “Base Manlh')

Tha sum so cakulaled shall consiliule ha new menihly Boso Fenl haraunter, Bl i no event, shall any such new manihly Bass Renl b less han the
Basn Henl prymble for tha monlh ¥ P %1 th renl adj

& batha svanl e comglialion andior publizalion of the GFI shall be farsed 1o driy eiher go tal d of bunkau e agesesy or
shall ba disconlinued. then b Indix meat nerly B same a3 the CPHshall ba uzed to m:mm mumnmumnmuum
&grew on such allornalive Indis, han the maller shall be subenited bor ducision Lo lhe Amad sl wilh the lhan

sulas of sald Assccialion mnd tho declsion of the seblirators shall bo binding upen Ihe panies, 1hmdlﬁwmmﬂh-nhmhrh
Pailiaa,

E W, Barkel Renial Valse Adjesiment{s) (MRV)
. On (Fill In MRV Adjusimenl Dolofs)) July 1, 2022

ihe Bate Aenl shall be adjutled 15 W “Markel Ronlal Viluo™ of ho proporly ae fallows:
1) Fouwr monthe prior ko aach Madks! Rantal Vil Adjuitmont Dase dostrived above, the Paries shall stlempt to ogreo wpon whal thi nw
MEV will bb an ths pcjusimend dale. If agraemend canncd be reached, with (hity days, thons

i MMm%L:mrmmmd%w iy plable npy or broker (o 1his roger MRV withiln Tha nexd 30
(&) Dotk Lossor nnd Lossos shall each {RkE @ tite detesminalion of he MAY and submil such determinatian, In
PAGE1OF X -
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wiriting, le In wilh o g

{I‘pmtsmm-mr.tuwmu“w;mmmnm::n‘ﬁg\arcw-uﬂul"—muwlﬁm
hilen o Bet & an The teo arbil 50 appolnlod sholl lmmedistely selet o thind mulually sccoplable Consultant 10 ach &3 0 thind
mebiiralor.

(i) The 3 arbivnlors shall withia 30 days of (he of o Ihar hird reach 0 decislon as lo whal he nchual MRV for
the Preenises Is, and whothor Lessors of Lassie's submitiad MRV Is tho closes! thereto, Thi declslon of n majedly of the arbliratcss ghall bo bireing
on Ihe Pares, The submitied MRV which bs deisiminod b Ee the closast 1o Iha schsal MRV shall thoteahier be esed by (he Patlios.

() M alher of iho Parlles falls ko lpﬂlnub&ummmlmmwtnm.wmwmwawﬂmﬁwmnnrum
shail reach o deckilan on hs or her o, ord 1akd dedslon shall bo binding on the Parties.

[} Tha wnilins codt of gueh asbivmllon shall be pald by the pary whose submilind MRV Is ol satecied, bs. the one [hal ls HOT e
closaal [ thir aclual MRV,

7} Wisen datecmining MRV, the Lessor, Litass ond Consullants shall consider the tanms of comgaenble mackel iansaclions which shall
Inchade, bul nol Emiled b, vend, rental adjutisents, sbaled tonl, loace taren snd financial condifion of lerants.

3) Matwitatnnding Lhe focegoing. the new Basa Renl shall ok b s Bhan e ponl pagablo for the meath immedistoly procoding B
rand ndusimenl,

b, Upon B estsblishmant of aach Hew Merkel Rentl Valun:
1} m.mmumnmmmmmmmwdmmﬂmmmm
2} the sl monll of sach Morkel Renkal Vale beam shall become The noe "Dase Menth™ fe the pupess of caloulsling any Buriher

[ . Fixsd Rendnd Adjustnsent{s) (FRA)
The Base fonl shall ba Incressed 1o the foling amounts on the detes sl Rl beloe;

O {Fll in FRA Acustmest Duto(s)): Tha Mew Base Renl shall ba:

O . Isdilal Term Adjusiments,
The fermula used ks calculnls. ndfusiments fa the Base Reta during the originel Tarm of ho Loass shall continue b ba uged during ho sxtended baim.

B. MHOTICE:
Urdass spacifiod etbaraiso heealn, notico f ary rental adpstmeets, cther Ihan Floed Ranksl Adusisonts, shall bo made a1 specified In
paegraph 23 of e Leaso,

€. BROKER'S FEE:
The Diokers shell be paid & Brokemgs Fes lor aach sdjustusel spocified above in secondance with paragrogh 15 of Ihe Lease or B
applicablo, paragenph B of the Subleass,

MOTICE: Thess forms are ofen d bo et changh I o law wnel Inddusley neads, Abwaye wills or eall lo make sure you
wrd wlllizing the most current forms AlR G Ial Renl Estals Assoclallon, $00 H Brand Bivd, Bulte B0D, Clendals, CA 81203,
Telephene Mo, [213) $8T-8T77, Fox Me.: (212) 607-8616,
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EXHIBIT B

DISCLOSURE FOR LEASE
For AlRR Lease Formn Prepared by Johnston Pacific Commercial Real Estate, Inc,

PREMISES: 1001 Calle Amanccer, San Clenenie, Crliformin, 02673 (e "Premises™

1. LEGAL EFFECT. Upes acceplance of n binding Lease [“Leage™), Lessor and Lestes both ftend to hwve n binding legal ngrecrtnd for
et beasing of the Prensdses on the lems and condilisas pet forth therein, Lexsor sad Lesses acknondedpe that Broker (a8 defined in IheLuu}hml
psalified to praciice I et authorized bo give leplmbcwmm ns 1 iy begal matiere nffecting the Lease. Broker herchy advises Lessor and
Lessee io eongult with their respective atl weith any queslions each may have as 1o legal ramifications of he Lease pator to the
execufion theveall
2. FORM OF t.m.snm Lease is o standard fonn doosmest, Broker hat, ol the direction of Lessor sndfor Lessee, merely “lled in the
blanks" based on peioe di sndior demce of e partics. Lessor and Ledsoe each nekenowledpe that the Leace Is delivered subject i
tha expicis u-ndlﬂmll-c Tireker has mercly fiollowvied the besiructlons of the patbes bn preparing this document and does frot atsine iy
ity For its lel o fagma, Leszor and Lessee seknondedge and undersiond that in providiag (he Lease, Rroker has noted bo

;;pum this wranssctban on behalfof Lestor andfor Lestee asd has fanctiosed within (he geape of profiestbonel ethies by dodng 0.
3, CONCURRENT OFFERS. Lestor and Lessee nekivowledge nid consent that Byoker may represent eoncuncent nndisr eampeling
offers with regard to the pirhate or bease of the Premlses from one or more prospeetive Duyers of Lessees withost farther notlee.
'R WO INDEFRNDENT INVESTIGATION, Lessor and Lesoee acknawdedpe and understand thet any fAnanclal statements,
Infarmation, reports or widlen materbals of sy nature whatsoever, as provided by the pariles te Broker amil thereafier submiiicl by
DBroker baebiber Lessor amdfor [essee, are so provided witheut any independest Investlgation hr[m&m, nml nﬂush. Broleer nssumies o
respangibiliey or aldlily for the necuracy or valldity af the snme. Any verllicatlen of such submill welely nmil eampletely e
vespanslbllity of ile party to when such d have been submbited
5 HO WARRANTY. Lessor ame Lessee acknowledge and agree thal mo warmanlies, nec 3 Aions aee or will be mads
by Deoker as bo the securacy, legal palliciency, kgal effiect or tax consequences of any of the doguwenis subssiticd by Trcker 1o Lessor amd/or Lessog
or o e lopal safficiency, Togal et or tax q ofthe ioms o nplated thereby. Futh Lewor and Lesice sckeawledge
and agree that Braker has wot made aed will not make any rop of I dngt (e wbility of Lessee 1o upe the Premiscs for s
intended wpe nor any other matier raganding ibe Fremlies, aed lh:pmlnm relying solely on their ovm Investipation in excculing the Lease.
i, ROTICE REGARDING HAZARDOUS WASTES OR SUBSTANCES AND UNNDERGROUND STORAGE TANKS. Alibough
Hraker will dipebose any notual knowndedge il possasses with regpect bo the exisience of any huamedous vasies, substantes or underground slotaps
traks ot e Premises, Broker Bag pal pade (and will not make) ony independent imvestigations or abtaloed repests wilh respect thereto, excepl os
muy ba deseribed In o gepamte wrilten docwment ;Ipﬂ! Ty Braker. Al parties heretn scknewdedge aed wndertand that, excepl os sel forh iniho
preceding sentence, Broker makes no repeesenlalh 1 g the exitlence or nosexticlencs of hazasdoas waites, sulalances or
mju;;md #nage lanks al the Premises, Lessor nnd I.msm Ml:nwuhlgt that Boker Mlmmmdﬁ hat they showld mh canisel oune.or more
prefesslonals, such as a civil engineer, geologist, Industrial hyghenisl of oller far mlvice ing the af
hezardous wastes, sabitances or underground stomge tanks,
1. DISCLOSUNE RESPECTING AMERICANS WITH DISABILYTIES ACT. The Americans with Disabilities Aci, ns weell 8 eertain
sintc and local laas, ks istended bo make many b equally ible b partons with & varicly of dlizablities; mod|festions o
el property may be requined by moch laws, Brokes is nol qualified mld.ﬁumuhewmtur.dum:n;h mq-lmdm-rmma lishure,
The sniersigned acknowledge thal Broker has reconmnsended thal ey consull atlomey lified professionale for i loi regarding
whvithor the Premibess Is In compliance wﬂh-pplnhlo}mudfuwwhumdlfmﬂmd changes s reqelred,
£ CORPORATE SIGNATUIRES. Alfkough ibeee |s n presunspiion under California law that the signature o a corparate preeident e

3 o binil the comporation, s Coliforni ufﬂppcﬂlsrt 1998 ense nllowed a pasty o rebul e neemsal peesumption. Tharefore, ifeither of
the parties o the Lease k-m-rmlon.hhdmmlhm the Lease be signed by fwg officers of e corparation, o5, the president ef vies
president and the secretany o chiel finsscial alflcer fnote; one Individual sigaing in both the capacity ef president and seeretary may neot be sulficient
m(mml|h:mgmﬂwmuld:nmlrum::mmiunmhcd:lmm wnnpciian.
a9, COUPAMCY DISCLOSURE, Broker recommends that Lesxes hiro qualified contecios(s), consultanig) es ethier
professioual(s) to confirm and verily that the physbeal chamcicrisiics of the Propeaty (ncludings, bt not lnsiied to, bullding, oMec ond land sizes, fire
speinkler capacity, edectrical power amd all uilities, ceiling clear beight, loading door sires and quantily, railroad service, parking spaces,
Tieatingfeaoling sysicma, type of constructicm, reslsoons(s) waniber asd size, year bullt, improvements sev 1o Lessie"s lisfaction and that they src
adequate to scconmmodats Lestee’s ntended nse. Broker also recomenceds tha Lessce hire qualificd professionals b confinm with spplicsbls
poveranental sgencies (hat the use and zoning of the Property are noceptable for Lessee’s imtendesd vas sl thal Lesses will be sble 1o obinin all
pemiis, licenses and other npprovals necessary for the intended wre.

. SEISMIC REINFORCEMENT DISCLOSURE. Some cities s counties hive islvedl or nsvy ba establithing mid dused
for glreiirsd pbomle for cerinin 111, d pﬂub 1933, 1976, and, posaibly ather dates. Some stuciures will be required to
eamnply wilh yaricus standands s2l fortl by the apgpopsi Fex. Proker s nod qualified to sdvisa you ns 1o what, (Fany chanpes

may be uqﬂm! tiow o [ the fusare, n.p m‘lcrslg;ud utmmmgpﬂm Ercker hat recommided it they conault pqualified arcliiect, miomey or

alker Manl for 2 maller

1. WIOLD DISCLOSUBE. Taxle or siher malils may be prepent within a peoperly on conccatinibons (hat may pasen theeat 1o the health of

himang. Teode oe otber dangenous modds may or may not be vitible 1o & potentisl uees of ihe Property. In erder o xcerialn the mivre and extend ol

toveke e ether mobds presend in the propecty, il i3 necessary bo conduet lesting using o qualified env expert 5p g in iisald bngp

and analysis. Broker advises Lesses b relain the services of an environmental testing expent for this parpese.

12 DBISCLOSURE REGARDNNG CITY ORDMNANCES, Sonwe cilies have enscted ardinances which provids, among other maltess, for car

aad truck parking sestrlcibans snd regulstioss, insck beading and requirements, and mavinu building tines that ean be uiilived for a panbeular use,

MIIIWII-{., geane cities hawve imposed special taxes, such s the City af Yemon, for warghouse or periial warehowse uses, All of these resiriclions
wary feom city 1o ¢fty, and they sre comstantly changing. Broker I got qualiled 1o advite you wiether e Premises (andfor any

nelabed pupnq-] snight, in the fitbare, vislals thete or any othes mﬁwum mr 4] :Ilrehr qualified to pedvise you as lo the Bmpact thereol. Broker

uwm:mmﬁwumﬂllrmﬁmnll pillcalile code, Miecting the Peeaniscs and consult with thelr silameys,

and whether the Pl'cmtksl:'lhﬂl'bflﬂj'l'ﬁhlbd mﬂmuﬂmmﬁhu#lm T the fisbure will

bc!n wmlh-mwﬂﬂrﬁ
The undersigned acknowledgs that they bave received and read the sbove Disclovare,

Dated: i ﬂ?"?’ Dated; i K7 Foe P
LESSOR: W LG, LESSRE: fteShae Medicn Ing

of
BY: b ny: ;2%%—-94——-;7
WAME PRITED: Jonathan iyl NAME PRINELD; .N% =

w
o
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DISCLOSURE REGARDING

REAL ESTATE AGENCY RELATIONSHIP
[As requirsd by tho Glvil Gode)

mwmwmnmuﬂmumw:w.uﬂuulummmthmmmwwﬂ
mqmum.mmmummuwuuum

SELLER'S AGENT (“Seller” Inclsdos balh & vendor and a lessor)
.i.mmlmduramm-ﬂhhtslluuu:ﬂnuwrﬂbrhhlurwﬁ.h&dﬁatﬂduimmdhlwmh
following alfirmative obligafiont:

To the Saller: A Rduelary duty of ulmast care, intagrity, honesly nnd loyaly bn dealings wilh tho Sellse, To the Buyer and the Seler:
[} Dillgenl smarciss of reasonablo skl snd carm In performans of e agent’s dulias.
{6} A duly o hanas! and fair dealing ond good fallh,
(£} A duly b discloss ol facts kncvn lo the sgent fally aifecting the vakas of desirubility of tho progerly thal seo nol knoem lo, of
wlnhlhmmmwuhm.mmkﬂmumummtweﬁmlm
hasinad feom The other pary Thel does ned involve the alliimatve dutes sol lorh sbeve.

BUYER'S AGEHT {"Buyer” Inchudes both a purchaser snd & lessee].
ammmmmpmmmwmnmmmmuﬁ.hmusmnwhmhmm“
Ity ngresmnent By sgen| may recelvo compansation for & sithar in fiull or kn part inom e Seller, An sgent acling only ko a
Brytr hiaa the Solioaing sfinmalyve chilgatisns:
roumamydwammmmwmmhm-mn&mnhumwnmlu:

Disgenl sxerclss of reatonabls Bl and cars n padoimancs of b BgraTs dulls.
(8] A dhuly of banas! and falr dealing and good fnith.
[2) A duty ks discloan ol facts known 4o (ho Sgenl Iy g tho valuo or wbilily of (o propsdy (hal o nol onowm bo, ar
within tha dilgent sflenlion snd ebservallon of, B pamies.
MwuumwwnmmWMMMMhmwmmmmhM
dubles tal forth sbove,

AGENT REPRESERTING BOTH SELLER AND BUYER
hu“mﬂmmuﬂ:uruw“wmmmgmmummdmmmnﬂh&w
In A Iraieaction, bl only with tha knoadedge and consent of both the GeBar and the Buyer.
ro o il sy wliEtion, (o pgont has tho faowing affimmative obligations lo bath tha Satler and tho Buyer:

{0} A Niduclary duly of uimesl care, Inlageity, hoesaty ond loyalty In the doslings wi ellbver the Sellar or the Buyse.

{b) Othar dutles to the Selier and the Buyer s slated above In thelr respeciive becliona,
hllmﬁubﬁhﬁﬂﬁﬂh’«.hmﬂ!ﬂhﬂ.“ﬂhwMﬂhlmm.d!ﬂnﬂhmmum
Il Bre Beior will pocest @ pric leas (han o Esling price of thal the Buyer wil pay n price greater [han ha peice cllered.

The sbeve dubies of the agesl ks & real calaly lranssction o kol milsva o Solar of Buyer fom tho respensibiity o probact his or her oun
Inbatests, You should carsfully resd all agresmants b nxsio (e hey edequalily axpess your of tha A roal ostate
wmwwumu«aMM.uwnwmmumm-mmm
mﬂmmmwmymmmmmmmWhmHMMh
hum'n.mmmwmmmmmm-mumnmﬂummm“hnvw
shoutd reaed B conlonls sach Wrme il le pretented io you, Ihe rolationship bebwean you sed the real estate agenl In your spectic

Aaru, This disel farm the provislens of Bacllons 207013 lo 2070.24, Inclusbee, of (he Chvil Code sel forth én page

2. Fad B carabully, MWE ACKMOWLEDGE RECE ACOPY OF DISCLOSURE AND THE PORTICNS OF THE CIVIL CODE

FRIMTED OM THE BACK (OR A SEPARKTE PAG
Date: ""c;’éf‘?'

O Buyer O Seller @ Lessor O Lessoo

San

O Buyer O Selier O Leoassr O Lessee Drabe:

Agenl Johnston Paclfic Comeersial Real Pstate, Inc, BRE Lie. ¥ 01121630
ool Estale Broker (Firm}

By: Rob_Johnston BRE Lle. 0 01121630 Dl

(Salesperson or Broker-Associalo)

HOTE:
Wit Iise Esing brokerage eompany sls reprosants DuyurLosseo: Tho Listing Agend shall have ane Agancy Dlscloaws fom
wwmmumwmyhmﬂymm .

#Whon SellatiLesscr snd BuperiLesses ane b g ¥ {jthe Llsfing Agant shall have one Agesncy
isckaune form slgned by Solieeileasor and (1) the nn's Agend shall have ano Agency Discloswee form lgned by Buyerll ssses
wrd althor thal sseme or n diferenl Agancy Disclosurs presantsd lo Salseiossor for signature prior 1o precentation of e olles, I The

saiwa borm |5 used, Babatilassor may sign hadn:

Date:

SollorlLessor
THIS FORM HAS BEEM PREPARED BY THE AIR COMMERCIAL REAL ESTATE ASSOCIATION. NO REPRESENTATION IS

MADE AS TO THE LEGAL VALIDITY OR ADEQUACY OF THIS FORM FOR ANY SPECIFIC TRANSACTION.
PLEASE SEEK LEGAL COUNSEL AS TO THE APPROPRIATENESS OF THIS FORM.
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DISCLOSURE REGARDING REAL ESTATE AGENCY RELATIONSHIP
CIVIL CODE SECTIONS 2079.13 THROUGH 2070.24 (2079.16 APPEARS ON THE FRONT)

mn.uumuammr&.ummnmmmumhmmmw
{a) “Agenl” means & pesson acling undor provisions of Tils B | g itk § 2295} In o real preparty Iransaciion, and Includas &
person who Is Bcansed as & feal oalala beokes unded Chapler 3 (commancing wilh Saclion 10120) of Parl 1 of Divigion 4 of The Busisess end

Code, and under whose Rcanse a lsling ls led of g ollar o p L] 1#} Maans B pauson who ks
Beansad 55 0 read nsiols broker of salesperson under Chapler 3 (commencing wilh Sactisn 10130) of Port 1 of Dhdsion 4 of the Businoss and
Puolesshons Code and who Is sillver cersed under s beokes or s erfered inlo n willen corbincl wilh o broker o aclos he beoker's sgont In
ecannaction with ncs requing o real 0slalo feense and to funciian unded the bioker's supardsion by the capeclly of an assoclalo Boersae, The agenl iy
the ronl propeety iransmclion ars rosponsBlity for hils of har sssockite Boensses who perfanm s agenis of the ageel, When an asseclnlo lcenses
crwas & duty o By principal, of lo any buyer or selisr whe Is nol o princlesd, In o resl peopaity | thon, thal Sty |s eq I Bwa dluty ewiae %o Thal
party by tha brokor for whotm th sssoclals feensen funclione, (g} "Buyad” manns & Unnslares n & rasl progerly bansscion, and inchidas & pateon who
arecules an olfer 15 paschata renl propory from n sellar thicugh 8 Sgonl, or who soaks (ke serdces ol on agent In more than @ casual, lransitory, o
prefiminary reanase, with v object of onlaring Inbs & faal progssely Innsacton. “Buyer” lnthuides vanden of lussne. () “Commerclal roal propery”
meares ol real property In tha slabe, sxcopt singho family rosklential real proparty, dweliag urits maco subect lo Chagptor 2 fcommanelog wilh Baclicn
1840]) of Tris 5, mekilehcmos, #s defined In Seclion TE0Y, o recroalional vehicles, as defined In Soclion 160.20. (s) “Dual agenl” moans. an egent
wcling, elther drectly or hiowgh an ossocato loonsos, i agant ke bolh T seler and ha buyes In o rosl frangaction. (1) "Lisling agresment”
mears ncondach babveen an wrsee of teal properly and an agant, by which the agent has Besn suthorzed lo sed the renl peoparty or o find af eblsin &
tueyor. (g “Llsling sgeal” masas a prrson who has oblalned & Fxilag of resd proparty bo act 83 an agenl for compansalion. [h) “LisSng pilcs” la the.
ameuni exprassed in dollars apscified in the Fating for which B salls? I8 wilieg 3 28l Iha real proporty theoughs the isting ngan. (1) "Ofering price” is
he amount sxpressed in dellars specfiod in an offor b pirehata (o which the buyer is viling bo buy the el peopaity. [} "0Mer 1o patchase” means
it coniracl sxecubed by o buyer acling ihough 8 seling ngent lhal becormes b conlrach fod s sala of he real propery upon acceplance by the
wnber, (k) mnlmwmwmwww—mmnwpmmmmwwt-!mmwl-mwm“hw
wbeeling wndls, nry commesclal real propedly, any beasahiold In hase lypes of propasty excooding one year's duralion, and s, whan céfered
Tor ik of scid Through an egenl A o Th sty Inad In Seclion 10131,6 of the Duslnoss snd Pealosslons Coda. (1) "Rosl property
Iranancikn® mades o lransociian for B sabe of ronl propey ba which an sgenl It smploped by cno or more of the principals Lo Scl in Bl lransaction,
vl Inchedes 8 Bsling of an ofter o perchase. (m) “Sol,” ‘sale.” o “sold” reford 1o 8 ansaciion for the ransder of real property fom the seler ko he
brypu, sed Inchadas schanges of raal property bistassn ho £elr snd buyer, mnsactions for th crention of o el propnity nls contracl within the
menning of Seckon 2005, nnd ansactione fer The crealion of a leasahold soceeding ong year's duralion. (n) "SeBor™ masr i Isealacor in e roal
poperly iransaction, and inchudes an cvmer wivo Ests rel peoperly with an agent, whalher of ned n Ireralfor remils, or who recelves an offer 1o purchess
roal propery of wihich b or gha is B owner from an agent on betsd of anothar. "Selar” inchidas bolh s vandor and o lassor. (o) *Suling agect” mtass
» BaBiag sgent who acls slons, 6 on agenlwho stls in copperation with a Bsting ugant, sod who ealls of feds and cbiaing § buyer for B real property,
o o ngonl v kales praptly for n buyer or who Bnds b bayer for o proporty fof which na Bsling eodsls end pensents mn alfar 46 purchass 1o thi
guu.MW'mup-mnmmmmmﬂmmmmmuwhmuwmanﬂMMIdmmr
1 of This B, Howsvar, “subagenl’ does nol include an associnle Bcenssa who Is scling undar the supardsion of an agent In A real property imnsnclion.

20TDAL Listing mgents snd seling agents shall paovide o sellor s buyes n 0 resl propoity Irengaclion with & copy ol the discizaure fom
apetiliod In Section 2070,16, and, sxcapt a4 provided in subdivision (o), shall oblain s signod acimowlodgomonl of recaipt fram el seSor o2 buyor.
wecopl ng providad In Ihis £ectisn of Seclian 200,15, 8 foliows: (A} Tha listing ngent, If any, shail provide (he disclasues form Lo e seler prior fo

\aring fnbo e Esling age [5) Thas seling agen shall provide the distiosurs koem lo he solier pa soan as praciicablo pror Lo peasanling Lhe
seller with an aller 1o povehass, wdass (ha soling agen] proviously provided the seler with b copy of the disclesure form pursuant bo subdidslon (2]
{c) Whesn iho sollisg sgent dors nol deal on a face-lo-lace basls with the sellar, B disciosurs bom prapased by tha seling agenl ray b lurished ls
tho soller of recelpd abtalned for Tha selling sgont o tho soliar) by tho listing ngeal, or the selling aponl miy doliver ko
digciogurg form by corifled mall addmssad 1o tha saller 81 his or her lasl keown nddress, In which cats po signed acknowiedgemant of recaipl s
recgedred, () The saling agent shall grovide the disclosurs fom 1o Lhe buysr 82 scon ae pracicalile prise 1o axsculion of Bw buyer's oller 1o purchasa,
sxcop! (hat I the olfer b puvchass b5 nol prepared by tha salling agan, e saling agen! shall presant B disclosuns toim b te buyar nol Islor than
fhe nead biatlness day shier tha salling egant nmcabs tha offor b purchass fram tho buyer,

FOTHAS I any circumstancs I which he saller of baryer refuses lo sign an scknowledgament of recslpt p | ks Eeclion 207014, he sgenl, or
wn nssochba Eenson acting bor an sgent, shal sel forlh, Bign, end dats & willlan dectaralion of he iscts of the relusal,

2070.16 Raproduced on Pags 1 of this tem.

Z0TBAT  (a) As 655 Ag peaclicalle, he seling mgont shad disclose ko the buyer end selior whether The seling egenl is ecling i the real properly
Irariaetion achithely s e buyer's ngent, nichusively os tha saller's apant, of 03 & dual ngenl representing bolh he buyar and the salisr, This
salalionship shal be confemad in The conlract to parchase and soll real property of Ina L weriling e of ncknewiedged by tho solisr, he
buyer, and the seling agenl prios o or colnckdant wilh sxsculln of that conlracl by tho buyer end Lhe scllor, respaciively, [b) As ston be pociicatls,
the listing ngant shall isclose I the aelle whalhes tha Esling ngent b ecling In he deal progpeily Iennsection sschisively os lhe seliar's ngend, of ne n
dual ngent repressnling bolh (he buyer and saller, This ralsSonship shall be confirmes In ho conlract b pevchass and sel feal propaity of in &

1 Ied or ncknowledgsd by the selor snd he lisling ngent peior [ or caincident with tha sxeculion of Shal contnet by 5 saller,

{&) This eanfiematien requinad by () and (1) $hall be I T follizwieg form.
o HOT COMPLETE, BAMPLE OHLY} it 1o ngeed el {ehsek smal ) tho sotor oousbnty, or O bath B biyer sed watisr
o HOT COMP BAMPLE OHL! o5 s ngend ol {ehack vae) Emmnmnm.uﬂnmmmu. o
WP [T e ] bty W linrgror rorell Sl

[} Tha disehssures snd corifirmalion requived by Ihis sactian shall b In addition 1o the disclossn requind by Beclion 2078.14,

2070010 Mo enling ngoent In.n real property iransaclion may sct &s an agant for the buyer andy, when lha saling agen! Is alsa acling ax the Esling
ngam in tho Iransaction.

207010 The al or B cbliigniion lo pay ¢ llon lo an egen by the salisr of buyar ks rel nocessarly dolorminatho of a
parficud hip bely i sgenl aned [he saller of bagyor, A listing sgen! and o seliing agonl may egrae bo chars any comperdation of
mﬁmwwmuwwmmﬂmmMmmmnnmmuﬂnHuuuvlmml.lrdh

i

torms of any guch agrisentnl shall not Iy o ol & p I
207020 Malhing In s eetlcle pravanis en ageat fiom selacling, aa f condiicn of the agents employmant, o spacilic form of epency relalionship
not specifically probibiled by this aricla If tha requiraments of Saction 2078.14 and Secion 207817 are complied with.
207021 A dunl agonl chall nol disclose Lo the r Ika) e selier bs wiling o sell ihe propedly al & legs Ban he Baling peics, witheul he
expieas welllen consonl of tha sellor. A dual sgonst ol disehsn o tha sollor thal (e byer Is vwiliag lo pay n prico gronler than tha offering .
wilhoul the sxpress wrillan csasant of e buyes, This section doss nol allar bn any way b duly of respensbilty of & dual agen] L sy with
respacl lo eonfdential informatizn olhar than prce.
207022 Holhlag kn Ihis aptide preciudes o sling agant from alis balng & seling agesl, and tha combinatlon of thasa funclions in ons agand doas
nit, of 1l make thal agant & dual sgont.
2079.23 () A conirnct bebeoon B pelacipal and agent may be modilied o akesed o change lhe ngency relationship ot nny lime belors Bw
performance of the acl which |s Bha object of tho agancy with s vrillon consonl of e parlles b tho ngancy rolationship.
A lender or an auctlon company rolsined by o lender le conlrol sspacts of o iransacllon of real propaity subject b (his pail,

validaling tho salos peies, shall mol requive, ne i candition of recalving ks landir's Bpg d of U Biam, e b o Fsling nganl s defend
o kedormally I lender or nuclion company lram iy Bakiily 1o resuil frem the nclicns of tha lendi of maclion Ay claies, provision,

i, o agrasman umm%ﬂmw or Indemnilly  londor e on sucion company in vl of this subdiviston Is
ngainst publla policy, veld, and unshiorcsabla,

PAGE 2 0F 3 w.?_,

TALE INITIALS
©2014 « AIR COMMERCIL REAL ESTATE ASSOCIATION FORM AD-1-0315E




2nru:4mmhummm|nwmhmmmmmummnmmdmumnmwwmmam
Bcanidag, Mlmnﬂw“lqmmhqmﬂﬂmmhﬂ o, subageris, and employees from labllly for thelr canducl In
conneclion with ncls povarned by this okl of fof any bresch of o Bduclary duty of a duty of dischosure,

NOTICE: Thase forms are oflen modilled to mast ehangling requirensents of law ared Indusing needs. Ahways wirlta or call lo make sure you

mw wililzing the most currant form: AIR Commaorclal Real Exlale Assoclalion, 500 N Brand Blvd, Sulle 000, Glendale, CADT203.
Tolephono Mo, (213) 6B7-2TTT, Fax Ho.: [213) 60T-3616.
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DISCLOSURE REGARDING

REAL ESTATE AGENCY RELATIONSHIP
(A= required by the Glvl| Gods)

Whon e eater inlo o discussion with o real saiale sgen] rogs o real salabe you should from lve oulsol undecsiand whal typs of
agency relaticaship or repraseniotion you wish in have with the agent in lhs knnsnclion.
SELLER"S AGENT [“Seller” Includes both a vander and o lasor}

A Sullor's agant wnder a Fsling sgreoment with the Seller acts s the agent for the Seller only. A Solor's agont or a subagent of Bal agent b the
following adfirmalhve obllgations:
To Ihe Sellar: A fiduciary duty of ulmest care, Integrty, benosly and loyalty ky deafinga with Ihe Seller, To the Buyes sad the Sclier:

(8] Difgont sxerclse cf reasonable skill and cam In pedocmancs of e BgeaTs duliag,

(B} A duly of honastand falr deaing and good flth,

e} A duty lo discoss 8 Eaets knewn 1o The sgent matorlaly plfecting tho vakss or desirabillly of tho property thal are nol kiwwn le, o

within the dllgent afienfion mnd sbaarvatian of, lhe parBies, An ageal [ nol obligaled bo rovoal lo olfher party any conlidentlal Infeemalian

oblainad bom he ot party Bial does nol invahs (he alinmaive dutlng s talh abave,

BUYER'S AGENT [*Banyer” includes both & purchasor and o lesses]).

A 3allirg pgont can, with 0 Buysr's consent, ngres lo acl 2 agenl kor (s Buyor only. In lhase siluallons, e sgent is nol Tho Selle’s ngand, oven
I by .yumwrlNmﬂmmwm-ﬂmhnnbnmﬂnd.uﬂ.hﬂwhmmnm.mmnlﬂmmhm
Buryar has the feowing atfimsthe chiigations:
To the Buyes: & Mduchary duty of wimoz! cate, inlegrly, honesty ond loyaly n dealings with the Buyes, To tw Buyer and the Seller:

(s} Diigen exsrcise of reasonabia skill and care In performance of ibe agenl’s dulios.

(&} A duty of henesl and falr dealing snd good falth.

) A duly io tisclosn oll Lacts known lo he sgent materially alfocting tho valkes of deslkabllily of the pioperty thal ane nol known b, of

within (he dligard ationBon and cbaorvalion of, s pariios.
Mqmlu.ummmulwdm«p.m-wmwnmmmwwumlmmmmmmlm
dulkas sl foalh sk,

AQENT REPFRESENTING BOTH SELLER AND BUYER
A real esinle agent, eithed acting dieactly of lhisugh ona er man ssescialo leensend, can lognBy bo tha egant of bath the Seller and the Buyer
m.mmwmmmwmdmuwhhmmnm
mmuwmmwm fatiowing alfvmalhe ebilgations b buth (he Seller snd the Buyer:

() A Nductacy duty of vimes] eaen, Inteprly, hannsty and loyally In the dealings with alhar tha Salisr o the Buyer.

(b} Other dulles bo the Seller s (ho Buyor &5 slated nbove In thalr respeclive seclions
MupwwmmwmmmlmmmMmenMdmmmMulolhulhrplrw
thua This Sallar will 2ccopl o prica loss than the Bsling price or Bl he Buyes will pay o prics greater Dhan the price otised,

The nbove dulles of tha apon! bn o el aslale MianescBon do Fol follivo & Solled of Buyer fiom the responalblity to protect bis o her own
Intasnsls. You should carefully read all ageosmants b assund that thay BAPRBSS POUr und g of the keansection. A real ealale
mgenl is m person gualifisd to sdviso obowt roal aeiais. If legal of lax advico ks desliod, conswll & compobent profassional,

Throughout your MmummmmmmmmﬁmmmﬂMWhmhrﬂmﬂmmL

tho iransaciion. The v requinos oach sgen! with whem you have moee (han e casusl relalionship ko presenl you with this
sheuld rood s canlenls each ime I s lad do you, conskdeding (he relaliondhin bih ol mnd the real eslale agand i youw specific
This discl form Includes ke provislons of Becllons J0TH.13 1o 20704, Inclashve, of the Civll Code asl forlh on page

. Read It carefully. UWWE ACHNOWLEDGE I:EGEIP"I' OF & GOPY OF THIS DISCLOSURE AND THE PORTIONS OF THE CIVIL CODE
PRINTED OH THE BACH (OR A BEPARATE PADE),

0 Buyor O Soller O Lossor B Lesses : Date: _ 7 As 2 2577
Medical / ?
0 Buyer O Seller O Lessor O Lesses il Daba:
rd
Agont CBRE Commercial Real Estato Sorvices BRE Lic. ¥ 01770986
Roal Estabe Brokar (Finm)
By: Brian Cole BRE Lic. # 01770086 Dl
(Satesperson or Broker-Assotiale)
HOTE:
« Whaen lha sting brok ks Buyedilaason: Tha Listing Agent shall have ona Agency Distksuns fam
by Sellsv/Lagsor &nd & Mwmmmmw by BuyseiLassen,
SeberfLesser and BuyerLossen aro d by cillace et (1) thas Lhwmwsrul hirve e Agancy

nhﬂmm Torm gigred by SellanLareot and mmmuwnw“uhwomumw BuyarLessa
and althae sl snme ¢ & dilferest Agency DNsclosure form presented 1o SolianLossor for eigraburn prior lo pressnistion of ihe elfer, N iha
sama forrm s used, SollartfLassod may sign here:

Date:

BaollerLazsar

THIE FORM HAS BEEN PREPARED BY THE AIR COMMERCIAL REAL ESTATE ASSOCIATION, NO REPRESENTATION IS
MADE A5 T THE LEGAL VALIDITY OR ADEQUACY OF THIS FORM FOR ANY SPECIFIC TRANSACTION.
PLEASE SEEK LEGAL COUNSEL AS TO THE APPROPRIATENESS OF THIS FORM
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DISCLOSURE REGARDING REAL ESTATE AGENCY RELATIONSHIP
CIVIL CODE SECTIONS 2079.13 THROUGH 2070.24 (2070.16 APPEARS ON THE FRONT)

znm1ammt|mmsMhmnzl.hdwh.whmhmmhmm
(a] “Ageet”™ mesns n pedeon scing undor proviskes of Tile © (commencing with Soclion 220%) by & renl propaaly rssaclion, and Includes o
mnmummu.uulmnmmcwuawmﬂmln1n;u?ullnlmm1dulu&nl
Profosslons Coda, and under whose Beanns & Relag s tod or an ot 1o Ncansen” moans o porsen wha ks
lm..d.....nmmm“mmm:wmmmmu 1 of Diviglon 4 of the Bushwas and
Prefossions Coda and who Is elther Bosnsed undar @ broker or has entored Into & wilien contencl with i broker ko act ais the beoler's agest in
annootion with scis requl lullnm-lmnwmdhmmmrhhﬂlﬁmhhmﬂﬂiﬂﬁmmmwh
ha reenl peogerty bananclion boars i mmum.mﬂm:mmnmmﬁhmmn-m
owas i duly o anay prisclpal, of o any saller who ks nol & prineipal. I sl property Ihal dulyiz. o thin chuty cwved o That
Mwhmmmmmmm“m (&) "Buysr meana o iransean in o real Irm-udiubdulpu‘mnbo
m-mﬂhwuuwm-WWmmuwmnln mllm m?ﬂnmhnnnml.m.w
*Commarcial feal

1840} ol Tile 5, Mmu:ﬂﬂh&cﬂmmwmndwh“n a5 dofined In Soclon T90.59, [s) "Dual agen!” manns &n agenl
cliog, olther direciy or thiough an assoclsl Bsanss, o8 agen] for both ihe scllor and [he buyar In & nal proporty i) “Licting

e & conlrach b#O0n S0 Gwnee of real poperty und an sgee, by which Be sgont has been sutharized Io sel the rosl progarty of 1 Bnd or obisln o
Latyer. [ig) "Listeg sgoni” means o perpon wha has obiainod o Esting of res! propsrty 10 ool ns an agent for componsation, h) Listing peln” ks (he
el ovprosted b dolinrs spacifiad In the Bating B¢ which The seBier |5 wiling lo sell tho soal properly Iheough tho ksling pgerd. (1) "Olfaring prize” is
vl Bl ey In dofiass Iy s olTer o hmmmbmumnmm () “Qlfer o purchass® moeans o
warltien conlmel axeculed by o baryer ncing tvough o saliing ngand thal bacames the rnellnnhol'lhtulpmw upan scesplancs by the
unmﬂulmwm-mmmdwmmmwmdkﬂmNihpmpw conuliulis of |s improved with ana 1o four
chwelling unils, any elal real proparhy, 4 i ivesm bypos of proparty sxcesding oni yoar's duralion, and moblishomes, when olfarad
for sals or 5ol through on ngenl -un ity contained in Secilon 10131.6 of iha Buslness sad Profosslons Code, {I) *Real prapaity
nmﬁm’m-umhrhlﬂﬂmﬂpﬂm&hvﬂﬂmmmhmﬂbﬂdhmammunmmhautlnuulhm
and iscdudes o Bsling or an offar 1o purchase. (m) “Sel,” “sale,” nrw«ruann-uumhinrhmmunﬂmmmmmwh
Wmmmmunmunmmnwuhwhw Immubrmmduldmhrﬂummm
meaning of Goclion 2865, and Innsaciors for the creation of o lanschold o yeas's duration. (n) "Seliar* maaas the bianslarsd In o resl
mm-ﬂmmmmmmummmmnlMum-m&rlmwmmmmhnmun
vaal propesty ol which he of sho |s e svnor bom an sgest an bohall of another, “Saller” lackidas boll 8 vendor sod o lessor, (o] "Seling agonl” monns
-mmmmﬂmmnwmowhhmwﬂmmumm-ﬂm-ﬁﬂmwmlwﬂwﬂllm
"“wwm.pn;p.\rm-nu-.wummﬁ.mw-wuwmwmmwmucﬂumm“b

selior, () “Subapent”™ meant & parsen 15 Whom on ages delogales agency powers nx ! ms«mwmam
1 ol Tille B. Hiswever, “subapgonl” dos iMkﬂJﬂmlmumnmummnmﬂmﬂﬂanhtum saclion,

2078,14 Llungmnummmmmwndqlmmrmmrhilmmumﬁlmnrhmlm
epecified i Section 2079, 16, ond, gxcepl as provided In sutdvision [c), shall oblain & signed acknowiedgement of recelpl from thal salled of biyer,
axcap! ms peovidid in hia Beckon o Goclian 2070.45, s follows: [a) The Esting agenl, il any, shall provido tha disclesire foom be e dallar pros lo
anliiing Inls e §L5ng sgresment. (B) The seling agert shall peovide the dackesure form lo the seller na soon as practicable pror b proseiing B
wallor with mn odlor ko purchaso, unikss tho seling agont peoviously provided the salier with m copy of tha disclsure fsim g | e subdviskn (o).
mmnmmqnmmadwmnhuhmummhm.hmmwwhmwlmhmw
ha enler {and mck of recelpl eblal -mmmmmmmwmmmunmmmmmww
diseiota form by easlifisd mall nddrassed o the seller at hls o har sl known sddrass, b which casa e signed ncinowledgement of acsipl s
réqeired. ] Tha seling agent shall provide tha dischosurn [rm 85 tha bisyer &8 soon es peaciicabla prios lo axecution of the buyer's olfar ko purchase,
wmlumwmhnﬂmmwnmmwmmmummanMhWMrmwm
\hee ned bissiness day afar the Seling sgonl ol the obler 1o padhass fom ihe by,

2078.48  In any cheumnlanss bn whish e seler o buyer refuses ba slgn an af recelpl p o Sociion 207814, the agent, e
uummm.-mmmmmmm.mmﬂusmmmmuhmolhm

207016 Raproduced on Pags 1 of this feem.

w747 m.ﬁlmnumhm the sabing egent shall disclose lo tho buyor nnd selier whether the saling agent ks ecling I the real property
transmection exchusiely o i buyers ngent, sxchetely nh-mhwuthW|mbﬂhlhm”rﬂh-ﬁrﬂh
relationship shall b confemed by tha conteact lo purchass and soll eal propery o In o sspanls wiling d by fhe sellar, o
hwmuuhwwwwmmmmwﬁmﬁmmwmmwhﬂuwﬂwMhmuwml.
unwumnuhudlncbuumnlwmmmwlhnﬂhhmlmmmmMlﬂﬂllfllﬁﬂhh'“l

dual agent nmmmmw This refationship shall ba conlied in B0 conlisct (o paschass and soll roal propety of In a
‘wm;ﬁrudnglﬁqqmlpﬁwlnumﬁﬁ Iho exescedion of Whal conlract by the sellar.
|n'_irm. (=) nnd () shail be in the following form.
nnnnwrur SAMPLE ONL s thoagont ef fcheck san). [0 tha sutier aschoively, or D) bath o buyes and sofr.

Enmtﬂﬂ.ﬂ%“m“%& i o sgont of fehock enal. C1 o buyor cxdushvely, oe Dl seser eachisnely, o
el L S 3% Esrky Mo i FyF o] i

{d) Tha disciosures and confinmalion resguired by Ihis seclion shall be b eddifion ko the disclosse requined by Becon 2070,14,

mm m.m.ﬂmm.rmmm“m-mwhhmwmnmmummnhm

mnn m Lol Jon or the ciligalien fa pay tizn bo ain agend Ty the saller o¢ buyer Is nel nacessarly dabeeminative of
ngency ralalionship bab mmumlmmwmnnmmw-uﬂw mm-w-m:wmuhw

commisslon pall, uwmmwmwnpmmlm or eammbiglen for which an obiigation arises ns tha resull of o real Iransaction, and the

tarms of any such & Y b oln

mm:n mmmmmmmnwmmlumn‘n employmecd, 8 spacific form of agency relalionship

mngmmummqwasmmumm AT A complied with,

zmn # dual egenl shall not disclose o Ihe Ul the solir I willing lo sell the property ol @ peics less Bhan (he isting price, without the

wapress willlen consenl of the seber, A dusl pgen net discloss lo B saller that the buyer le willag |6 pay & prico groaber than o olladng pelee,

m[mﬁmnmmmdhhuwmmmmwnwn;hmwmﬁﬁwN-MWb:wmwm

respacl o confdential Infocmation olhae than B,

2070.22 Molhing In this anide o Baling aponi kom also belng o selling agent, and iha combination of Ihese funclisns In coe agenl doos

Mdﬁhﬂ.{lmhtMlpdn ngent.

2070, coninact boteesn the principal and agenl may be modifed of sllered Lo changn tie rolaliceihip ol any lima bafoen the

puwmmummmummﬁﬂuwﬂhhmnmﬂmmhmvnn‘gﬁzm "
Haum-;mmﬂmm mmmwmummmﬂmm-mwmmm

wvalidnling tha ssles price, shall mn;mmsﬂlm & mpy of Esling agent ks dabend

of Indamnlfy tha lender &f auelion company from any Babiily nmmnmuumummm peovision,

ovaranl, of ngresment puiporting lo imposs an obiigation o or indemssify n londor or an suclion company In wolalion of (hls aulsishon is

againgl publc policy, vold, snd unenforceabls.
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Exhibit C
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EXHIBIT 10.39

AIR COMMERCIAL REAL ESTATE ASSOCIATION
STANDARD INDUSTRIAL/COMMERCIAL SINGLE-TENANT LEASE -- GROSS
(DO NOT USE THIS FORM FOR MULTI-TENANT BUILDINGS)

1. Basic Provisions ("Basic Provisions” ).
11 Parties: This Leasa {"Lease™), dated for refarence purposes only March 28, 2008 I

is made by and between Richard &. Henderson

("Lessor”)

and Reshape Medical, Inc., a Delaware Corporation

{"Losses"),

[coliectively the "Parties,” or individually a "Farty™).

1.2 Premises: Thal certain real propery, including all improvements theredn or to be provided by Lessor under the terms of this Lease,
and commonly known a2 100 Calle Iglesia, San Clemente .
kecaled in the County of Orange ,Stateof California
and generally descibed as (desonibe briefly the nalure of the propesty and, if applicable, the "Profect”, if the proparty ks located within a Project)
an_approximate 7,500 SF portion of a 8,040 SF office and industrial building

("Premises"). (See also Paragraph 2)

13 Term: 3 years and 2 manths ("Original Term™ ) commencing June 1, 2008
("Commencement Date™) and ending July 31, 2011 ("Expiration Data").
(See alsa Paragraph 3)

1.4 Early Py lorm: upon a fully executed lease, payment of first month's rent and
security deposit and evidence of insurance. Lessee shall not interfere with Lessor or
Lessor's contractors during the Early Fossession period (“Early Date™). (See alsa
Paragraphs 3.2 and 3.3}

15 Base Rent: 53, 750.00 per month ("Base Rent”), payable onthe first
day of each month commencing June 1, 2008

N . (5ee also Paragraph 4)
B If this box bs chacked, there are pravisions in this Lease for the Base Rent to be adjusted.
1.6 Base Rent and Other Monies Paid Upon Execution:
{#) Base Rent: $9, 750.00 for thie period of June 1 - June 30, 2008

{B) Security Deposit: $31, 500. 00 ("Security Deposit™). (See also Paragraph 5)
A iabk [ z i

for-tho-poriod

e
oy ASFDGIHOR-FeET +

- Other—5 .

) LR

(&) Total Due Upon Execution of this Lease: $41, 250.00
1.7 Agreed Use: general office and uses congsistent with a medical device company
{See also Paragraph &)
1.8 insuring Party: Lessoris the "Insuring Party™. The annual "Base Prémium” s 53 £ 211.00 (Sea aleo Paragraph 8)

1.8 Real Estate Brokers: (Ses also Paragraph 15)
(@} Representation: The foliowing real estate brokers (the “Brokers™) and brokerage relalionships exist in this transaction (check

applicable boxes);

M ¢B Richard Ellis - Steve Wagner represents Lessor axclusively | "Lessor's Broker™);

B Voit Commercial Brokerage - Hayden Socci/Robert Socci represents Lesses exclusively | "Lessee's Broker™): or

(m] rapresents both Lessor and Lesses { "Dual Ageney™).
(b) Payment to Brokers: Upon execution and delivery of this Leasa by both Parties, Lessor ghall pay bo the Broker the fee agreed to

In their separate written agreement (or if there is no such agreement, the sum aof or 6 % of the otal Base Reant) for the

brokarage services rendered by the Brokers.
1.0 Guaramtor. The cbligations of thi Lesses undar this Lease are Lo be guaranteed by H/A

[“'&winlnr} (See alsn Paragraph 37)

111 Attachments. Aftached hereto are the follewing, all of which conslitute a part of this Lease:
Bl an Addendurn consisting of Paragraphs 51 through 53 .
B a plat plan depicling the Premises;
O a cument sat of the Rulas and Regulations:
O a Werk Latter;
olher (specify): AIR Option to Extend
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2 Premises.

21 Letting. Lessor hereby leases to Lesses, and Lesses heraby leases from Lessor, the Premises, for the term, at the rental, and
upon all of the terms, covanants and conditions sat forth in this Leasa. Unless otharwise provided herein, any statemant of size sat forth in this Leass,
or that may have been used in calculating Rent, is an approximation which the Parties agree is reascnable and any payments based thereon ane not
subject to revision whether or nat the actuel 8ize is more of less.  Note: Lessee is advised to verify the actual size prior to executing this Loase.

22 Condition. Lessor shall deliver tha Pramises io Lesses broom clean and frea of debris on the Commencerment Data or the Early
Possession Date, whichever first occurs (“Start Date”). and, so long as the required senrvice conlracts described in Paragraph 7.1(b) below are
oblained by Lessee and in effect within thity days following the Start Date, wamants that the existing el lumibing, fire kber, lighting, heating,
ventilating and air conditioning systems { "HVAC"), loading doors, sump pumps, if any, and all other such elements in the Premises, other than those
constructed by Lessea, shall be in good opevaling condilion on said date and that the surface and siructural elements of the roof, bearing walls and
Toundation of any bulldings en the Premises (the "Building”) shall be free of material defects, and that the Unit does not contain hazardous levels of
ey mokd or fungi defined as toxic under applicable state or federal law. If a non-complanca with sald waranty exists as of the Start Date, or if one of
such gyslams of elerments should malfunciion or fail within the appropriate warranty period, Lessor shall, as Lessor's sole obligation with respact to
such mather, axcept as othansise provided in this Lease, promptly after receipt of writian notice from Lessas sefting forth with specificity the nature and
extent of such non-compliance, malfunction or failure, rectify same &t Lessors expense. Tha warranly periods shall be as follows: (i) B months as 1o the
HVAC systems, and (i) 30 days as to the remaining sysiams and other elernents of the Building. I Lessee does not give Lessor the requined nolice
within the appropriate warranty pariod, comection of any such non-compliance, malfunction or falure shall be the obligation of Lesses at Lesses's sole
cost and expense, axcept for the roof, foundations, and bearing walls which ane handled as provided in paragraph 7.

23 Compliance. Lessor warranis that lo the best of #s knowledge the impre 5 on the Premi ply with the bullding codes,
applicable laws, covenants or restriclions of record, regulations, and ordinances | "Applicable Requi " | that were in effect at the time that each
Improvement, of portion thereal, was constructed. Said warranty does not apply to the use to which Lesses will put the Premises, modificalions which
may ba required by the Americans wilth Disabilities Act or any similar laws as a result of Lessee’s usa (see Paragraph 50), or to any Alterations or Utility
Installations (as defined n Paragraph 7.3(a)) made or to ba mada by Lessaa. N OTE: Lesses |s responsible for determining whathar or not the
Applicable Requirements, and especially the Toning, are appropriate for Lessee’s intended use, and acknowledges thal past uses of the
Premises may no lenger be allowed. |f the Premises do not comply with said warranty, Lessor shall, except as ofherwise provided, promplly after
recuipt of weitien nofice from Lesses seiting forth with specificity the nature and extent of such non-compliance, reclify the same at Lessor's expense. If
Lessen doas not give Lessor written notice of a non-compliance with lhis warranty within 6 months following the Start Date, corection of that
non-compliance shall ba the obligation of Lesses at Lesses's sole cost and expensa. |f the Applicable Reguiremants are hereafter changed so as 1o
require during the term of this Lease the construction of an addiion io or an alleration of the Premises andior Bulding, the remediation of ary
Hazardous Substance, of the reinforoement o other physical modification of the Unit, Premises andior Building { “Capital Expenditure™ ), Lessor and
Lesses shal aliecate the cost of such work as follows:

{a) Subject to Paragraph 2.3(c) below, if such Capital Expendituraes ane required as a result of the specific andunique use of the
Premises by Lessee as compared with uses by tenants in general, Lessee shall be fully responsible for the cost thereof, provided, howewver that if such
Capital Expenditure is required during the |last 2 years of this Lease and the cosl thereof exceeds B months' Base Rent. Lesses may instead terminate
this Lease wnless Lassor notifies Lesses, in wriling, within 10 days aler receipl of Lessee’s tenminalion nolice that Lessor has elected lo pay the
difference between the actual cost thereofl and an amaount equal 1o & months’ Base Rent. I Lesses slects lermination, Lesses shall immediately cease
th use of the Premises which requires such Capilal Expanditure and deliver to Lessor writlen nolice specifying a lermination date ol least 00 days
thereafter. Such termination date shall, however, in no event be safer than the las! day thal Lessee could legally uliize the Premises without
cammencing such Capital Expanditure.

{b) If such Capéal Expanditure is not the result of the specific and unigue use of the Fremises by Lesses (such as, governmentally
mandaled seismic modifications). then Lessor shall pay for such Capital Expenditure and Lessee shall only be obligated o pay, each month during the
remainder of the term of this Lease, on the date that on which the Base Rent is due, an amount equal to 1448 of the portion of such costs reasanably
attributable io the Premises. Lessee shall pay inlerest on the balance bul may prepay its cbligation al any time, If, however, such Capital Expenditure
is required during tha last 2 years of this Lease or il Lessor reasonably delermines that i is not econcmically feasible to pay its share thereof, Lessor
shall have tha option 1o terminate this Lease upon 90 days prior writlen notice o Lesses unless Lessee notifies Lessor, in writing, within 10 days after
receipt of Lessor's lanmination notice that Lesses will pay for such Capital Expenditure. If Lessor does not elect to terminats, and fails o tender its
share of any such Capital Expendilure, Lessee may advance such funds and deduct sama, with Interest, from Rant until Lessor's share of such costs
have been fully pald. If Lesses is unable lo finance Lessor's shane, or if the balance of the Rent due and payable for the remainder of this Lease ts not
sufficient io fully reimburse Lessee on an offset basis, Lasses shall have the right to tenminate this Lease upon 30 days written notice to Lessar,

(e} Motwithstanding the above, Bhe provisions conceming Capital Expenditures are imtended to apply only to non-voluntary,
unmcpacted, and new Applicable Requirements. If the Capital Expendifures are instead triggered by Lessee as a result of an actual or proposed
change in use, change in intensity of usa, or modification lo the Premises then, and in that event, Lessee shall either: (i) immaediately cease such
changed use or ntensity of use and/or take such other slaps as may be necessary 10 eliminate the requirement for such Capital Expenditure, or (i)
complels such Capital Expenditure at its own expense. Lessee shall nol, however, have any right 1o lenminate this Lease.

2.4 Acknowledg Lessee acknc that: (a) it has been advised by Lessor andfor Brokers 1o satisfy #self with respect to
the condilion of the Premises (including but not limited io the electrical, HVAC and fire sprinkler sysiems, security, environmental aspects, and
compliance with Applicable Requirements and the Americans with Disabilities Act), and their sullabiity for Lesses's inlended use, (b} Lessee has made
such investigation as it eams necessary with relerénce to such matters and asswmes all responsibéty therefor as the same relste 1o ils cccupancy of
the Premises, and (c) neither Lessor, Lessor's agents, nor Brokers have made any oral or written represantations or wamanties wilh respect to sasd
matters other than as sal forth in this Lease. In addition, Lessor acknowledges that: (1) Brokers have made no representations, promises or warranlies
conceming Lessee’s ability to honor the Lease or suitability to ocoupy the Premises. and (i) It is Lessor's sole respansibility 1o investigale the financial
capability andfor suitability of all proposed lanants.

25 Lessee as Prior Owner/Occupant. The wamanties made by Lessor in Paragraph 2 shall be of no foroe or effect if immediabely
prior to the Stan Date Lesses was the owner or occupant of the Premises. In such event, Lessee shall be responsible for any necessary comective

3 T

31 Tarm. The Commencemant Date, Expiration Date and Original Term of this Lease are as specified in Paragraph 1.3

32 Early Possession. |f Lesses totally or partially occupies the Premiges prior to the Commencement Date, the obligation 1o pay
Base Fent shall be abated for the period of such sarly possassion. All other terms of this Lease (including but not limited to the obligations to pay Real
WT&mﬂhmmwtﬂhmhm:M|mmmmmm.mm-ﬁmﬂmm

33 Delay In Possession. Lessor agrees io use its best commercially reasonable efforts to deliver possession of the Premises 1o
Lesses by the C: i Date. I, dospite sald efforts, Lessor is unable lo deliver possession by such dale, Lessor shall not be subject to any
liabdity therelor, nor shall such failure affect the validity of this Lease. Lesses shall not, however, be obligated to pay Rent or perform its other
obligations. until Lessor desivers passession of the Pramises and any period of rent abaternent that Lessee would otherwise have enjoyed shall run from
thumhddﬂmdmwmhlwmﬂumwummmhmm}qudummmw.mmmy
days of delay caused by the acts or omissions of Lesses. If possession is not delfvered within 60 days after the Commencament Date, Lessee may, at
hnpﬁm.wmhuﬂuﬂhiﬂdmmmmddmwmyp-iud,unﬂdmmno.hm“tmmmumﬂum
all cbligations hereunder. If such written notice is not received by Lessor within said 10 day period, Lessee’s right io cancel shall terminate. If
[ ion af the Promises is not delivered within 120 days after the Commencement Date, this Lease shall terminate uniess other agreemants ane
reached batween Lessor and Lesses, in writing.

34 Lessoo Compllance. Lessor shall not be required to defiver possession of the Premises 1o Lessee untll Lesses complies with its
obligation 10 provide evidence of insurance (Paragraph B8.5). Pending delivery of such evidence, Lesses shall be required to pedorm all of its
obligations under this Lease from and after the Start Date, including the payment of Rent, notwithstanding Lesser's slection 1o withhold possession
paniting receip! of such evidence of inswrance. Furiher, if Lessee is required o parform any other conditions. priar 1o o eoncurrent with the Start Dats,
the Start Date shall cccur bul Lessor may elect io withhald possession until such conditions are satisfied.

4. Rent.

41. Rant Defined. Al monetary obbgations of Lesses to Lessor under the terms of this Lease (except for the Security Deposit) are
deemied io ba rent [ “Rent").

4.2 Payment. . Lessoo shall couse paymant of Rent Lo be received by Lessor in lawful money of the United Stales, withoul offset or
daduction (except as specifically permitted in this Lease), on of belore the day on which it is due. All monetary amounts shall be rounded to the nearest
whole dollar. In the event that any invoics prepared by Lessor s inaccurate such inaccuracy shall not constitule a waiver and Lesses shall be obligated
i pay the amount set forth in this Lease.  Rent for any period during the term hereaf which is for less than one full calendar month shall be

the actual number of days of sakd month, Payment of Rent shall be made lo Lessor at its address stated harein or 1o such other
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jplace as Lessor may from Gme bo me designale in wiling. Acceptance of a payment which is less than ihe amount then dus shall not be a waiver of
Lessars rights o the balance of such Rent, regardiess of Lessor's endorsement of any check so stating. In the event that any check, draft, or other
instrumeant of paymant given by Lésses 1o Lessor is dishanored for any reason, Lesses agrees fo pay to Lessor the sum of $25 in addition io any Labe
Charge and Lessor, al ils oplion, may require ail future payments 1o be made by Lessee to be by cashier's check. Payments will be applad first to
accrued late charges and altorney's fees, second to accrued interest, then to Basa Rent and Operating Expense Ir . and any q
1o any other oulstanding charges or costs.
4.3 Association Fess. In addition to the Base Rent, Lessee shall pay to Lessor each month an amount equal o any owner's
iation or condorminium fees levied or assessed against the Premises. Said mondes shall be pakd at the same tima and in the same manner as tha
Baga Renl.
5. Security Deposit. Lesses shall deposit with Lessor upon execution hereof the Security Deposit as security for Lessee's faithful performance
of its abligations undar this Leasa. If Lesses falls to pay Rent, or othersviss Defaults under this Lease, Lessor may use, apply or retain all or any portion
of said Security Deposit for the payment of any amount dus siready dua Lessof, for Rents which will be dua in tha heiure, and’ of 1o resmburse of
compensate Lessor for any liability, expense, loss or damage which Lessor may suffer or incur by reason thereal. IILI!m{:'l.wmlul’q:uimlﬂ:lnrl;I
portion of the Security Deposit, Lessee shall within 10 days after written requast therefor deposit monies with Lessor 1o resiore said 5
Dapasit to the full amount required by this Leasae. i the Base Rent increases during the lerm of this Lease, Lesses shall, upon wiitlan reguest from
Lessor, deposil additional monles with Lessor so that the iotal amount of the Securily Deposit shall at all times bear the same proportion to the
mmmnnmmlmwmmumwanﬂm Should the Agreed Use be amended 1o sccommodale @ maberial
change in the business of Lasses or to dale a sub ar Lessor shall have the right 1o increase the Securty Deposit lo the
umnmarrhumrkrumpwnwtwmmmmmmmmﬁmmmmatmw. Ha
change in control of Lesses accurs dunng this Lease and following such change the financial condilion of Lesses s, in Lessors reasonathe
significantly reduced, Lessee shall deposit such additional monies with Lessor as shall be sufficient to cause the Security Deposit 1o be ol a
reasonable level based on swch change in financial condition. Lessor shall not be required to keep the Security Deposit separate from is
general accounts. Within 90 days after the expiration or termination of this Lease, Lessor shall return that portion of the Security Deposit not used or
appliad by Lessor. MMHNMWH\HNWMhhMIHMhMMWthh monies to be paid
by Lesses undar this Leasa
6. Usa.

8.1 Use. Lessew shall use and accupy the Premisas anly for the Agreed Use, or any other kegal use which |s reasonably comparable
thareto, and for na other purpose. Lessea shall nod use or permit the use of the Pramises in & mannar that ks unlawful, creates damage, waste or &
nuisance, of that disturbs occupants of or causes damage %o neighbioring premises or propertes. Other than guide, signal and seeing eye dogs., Lesses
shall not keep or aliow in the Premises any pels, animals, birds, fish, or repliles. Lessor shall not unreasanably withhold or detay its consent 1o any
writien request for a modification of the Agreed Use, sa long &s the same will not impair the structural integrity of the improvements on the Premises ar
tha mechanical or electrical systems tharain, andior is nol significantly more burdensome 1o the Premises, |f Lessor elects to withhald consent, Lessar
Lﬂh@mwmmmmmmmﬂmﬂum.mWMIMMMHLWIW' 1o the change in

6.2 Hazardous Substances.
I!ihmﬁhulunlquhm The tarm “Hazardous Substance™ a8 usad in this Lease shall mean any product,
substance, or wasie whose manufacture, disposal, transportation, or release, either by itsell or in combination with other materials

Presence,
expitied ta be on tha Premises, hdﬁrtljmwﬁuﬂmﬂmpﬂbﬂcm salaty or wellare, the environmant or the Premises, (i) regulated
of monilaned by any gevermmaental autharity, or (W) a basis for potential liabdity of Lessor to any governmental agency or thind pesty under any applicable
statule or common Lw theory, Hazardous Substances shall include, but not be Bmited 1o, hydrocarbons, petrodeum, gasolina, andior crude ol or any
products, by-products or fractions thereof. Lessea shall not engage in any achivity in or on the Premises which constitutes & Reportable Use of
Hazardous Subslances wilhoul the exprass prior written consent of Lessor and timaly compliance (at Lessee’s expanse) with all Applicable
Requiremanis. “Reportable Usa" shall mean (i} the installation or usa of any above of below ground slorage tank, (i) the genaralion, possassion,
storage, use, ransportation, wﬁmﬂdlkhmnhuﬁubﬂmmlﬂmhapﬂrﬂthﬂwmmpﬂhmumm mwnlhnu
business plan is required to be filed with, any govermmental authority, andéor (iil) the presence al the Fremises of & e with
ummwwmmmm-muwmmmumhm«m
Motwithstanding the foregaing, Mmrmwuﬁmwuﬂmmﬂummwhmummmmmmﬂm
Agreed Use, ordinary office supplies (copier toner, liquid paper, glue, elc.) and common housahold cleaning materials, 8o long a8 such use ks in
compliance with all Applicable Reguiremants, |a not a Reporiable Usa, and does nol exp the Premises of neighboring propery o any mesninghul
risk of contamination or damage of expose Lassor to any Eability theredor. In addition, Lessar may condilion its consent to any Reportable Use upon
recedving such addiional assurances as Lessor reasonably deems necessary 10 protect itself, the public. the Premises andior the environment against
damage, contamination, injury and/or liabiity, including, but nat limited to, the installation (and removal on or bafore Lease axpiration or termination) of
protective modifications (such as concrele encasements) andlor increasing the Security Deposit.

(b} Duty to Inform Lessor. |f Lesses knows, or has ¢ ble cause io believe, that a Hazardous Substance has come (o be
localed in, on, under of aboul the Premises, other than as previously consanted to by Lessor, Lessee ghall immediately give writlen nolice of such fact
lénuLm.udpmid&wmtmur-mmmm«mmumummmmmwmHnm

{¢) Lessas Remediation. Lesses shall not cause or parmit any Hazardous Substance o be spilled or released in, on, under, or
amnmmhcthduﬁnhmﬁhphmbﬁuwmﬂwrmsmm}mmwﬂm al Lessee’'s axpanse, comply with all Applicable
Reguiremenis and lake all investigalory andior dial action reasonably recommended, whether or not formally ordered or required, for the cleanup
of any contamination of, and for the maintenance, MyMumhmﬁthmehﬂmmemiﬂy
contributed 1o by Lesses, or pertaining to or invalving any Hazardous Substance brought onto the Premises during the term of this Lease, by or for
Leasee, o ary third party.

(d) Lessaa indemnification. Lesses shal indermnily, defend and hold Lessor, its agents, employess, lenders and grownd lessor,
if any, harmiess from and against any and all loss of rens and/or damages, liabiities, judgments, claims, expenses, penalties, and attomeys’ and
mm:mmMmlmmmumuSummlm&HWWNhLm or any third party
wMmmmmlmﬂmﬂmmmwmdemyﬂmﬂumSum“dﬂhﬁmm
from d or contributed lo by Lessee), Lessee’s obligations shall include, but not be Wmiled to, the effects of any
mm“ﬂwb mwmmmmwmwlm,muummmmmm
mmmammmmwmmdMM Mo termination, t
MMWMHMMMMMMMMHHMWWhWMMM
spacifically a6 agreed by Lessor in writing at the time of such

(#) Lessor indemnification. Lessor and it successors and assigns shall indemnify, defend, reimburse and hold Lesses, its
mﬂﬂm hanmiass from and against amy and all environmental damages, including the cost of remedistion, which resull from

wmmthwmmmmmm“mwmmwumm
of Lessor, ils agents of employess, mmmmﬂmmmmwmmmmhn-qmm shall include, bul not be limited io, the
cost of investigation, remaval, X o andior 1, wnd shall survive the expiration or lemination of this Lease.

(f} investigations and Remediations. Lessor shall refain the responsibdity and pay lor any investigations or remediati

\ Aleralions”, @5 defined i
balow) of the Premises. in which event Lessee shall be resp for such peyment. Lessee shall cooperate fully in any such aclivities at the request
of Lessor, h:luhummwmmmmmmmmmmutmmhmummlmn
investigative and remedial responsibiities,

(g} Lessor Termination Option. ﬁumcmmﬁmhw&ﬂnnmnmmmmmmu
unless Lesses is legally responsible therefor (in which case Lessee shall make the investigation and remediation thereol required by the Applicabie
Requirements and this Lease shall continue in full force and effect, but subject to Lessor's rights under Paragraph 6.2{d) and Paragragh 13), Lessor
may, al Lessor's oplion, either () investigate and remediate such Hazardous Substance Condition, If required, as scon as reasonably possible at
Liessor's axpansa, hvmlcnmmmmumnmm-mmwnﬂuuﬁmﬁdmmmﬂmmmmm
times the then monthly Base Rent ar $100,000, whichever is greater, give witten nobics to Lessee, within 30 days afler recaipt by Lessor of knowledge
af the occurrence of such Hazardous Substance Condition, of Lessor's desine b terminate this Lease as of the date 80 days following the date of such
nofics. ln'ﬂ'lﬂmuﬂﬂrmb:dﬂllhmlﬂmmmo.mmay within 10 days thereafier, give written notice to Lessor of Lesses's

it to pay the I by which the cost of the remediation of such Hazardows Substance Condition exceeds an amount equal to 12 times the
then monthly Base Rent or $100,000, whichever is greater. Lesses shall provide Lessor with sald funds or satisfaclory assurance thereof within 30
days such commitment. n such event, this Lease shall continus in full force and effect, and Lessor shall procesd to make such
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‘a5 5000 &5 reasonably possibe after the requirad funds are avallabde. |f Lessea doas nol give such notice and provide the required funds of assurance
thareof within the time provided, this Lease shall terminale a8 of the date specified in Lessor's notice of temination.

6.3 Lessee’s Compliance with Applicable Requirements. Except as otherwise provided in this Lease, Lessee shal, at Lesses's
sole expense, fully, dikgantly and in a timely manner, materialy comply with all Applcable Requirements, the requirements of any applicabla fire
insurance undensriter or rating bureau. and the recommendations of Lessors engineers andfor consultants which relate in any manner fo the such
Raegquiremants, without regard to whather such Regquirements are now in effect or become effective alter the Start Dale. Lessee shall, within 10 days
lﬁrmﬂﬂdlmﬂfiwﬂhﬂmﬂpmfhﬂhmﬁhnqﬂuufﬂpmﬂhlmmmu and other information evidencing Lesses’s
compliance with any Applicable Requiremeants lpndﬂaﬂhrlamanﬂﬂlmdlﬂyww HNW“MI*"WD’W
documants involved) of any threatened or actual claim, notice P oF report p 1 bo o irmvalving the failure of Lesses of the
wmmﬂymwwmummnnulmmlmmmmmmmmd (I} any waber damage to the
Premises and any suspacied seepage, pooling, dampness or othar condition conducive to the production of mold; or (if) any mustiness or otiver odors
that might indicate the presence of mold in the Premises.

G4 Inspection; Compliance. Lessor and Lessor's “Lender” (as defined in Paragraph 30) and consullanis shall have the right o
anler into Premises at any tima, in the case of an emergancy, and othensise at reasonabls limes alter reasonable notice, for the purposa of inspecting
the condition of the Premises and for verifying compliance by Lessee with this Leasa. The cost of any such inspections shall be paid by Lessor, unbass
a violation of Applicable Requirements, or a Hazardous Substance Condition (see paragraph 9.1) is found o exist or be imminant, or the inspaction is
requastied of ofdéred by @ govemmaental authority. In such case, Lessea shall upon requast reimbures Lessor for the cost of such inspection, 20 lang
a8 guch inspaction is reasonably related to the violation or contamination. In addition, Lesses shall provide coples of all relevant material safety data
sheets (MSDS) to Lessor within 10 days of the recaipt of a wiitten reques! thenelor.

T Maintenance; Repairs; Utility Installations; Trade Fixtures and Alterations.

T Lesses’s Obligations.
{a) in General. Subject to the provisions of Paragragh 2.2 (Condition), 2.3 (Compliance), 8.3 (Lessee’s Compliance with Applicable
RWMJ ?E{MWJ.B{WWWLWNM ), Lessea shall, at Lesses's sole expense, keep the
WLhtility Ir jed for | 's exclusive wse, no matier where located), and Alterations in good onder, condition amd repair

{mwnﬂhmdmmmmmmmmMWnﬂmm are reasonably of readly accessible lo Leassesa, and
whather or not the need for such repairs occurs as & resull of Lesses's use, any prior use, the slements or the age of such porion of the Premisas),
M.mmmm,dqwumm.m“pmm,mmw.wmmm.bﬂm.mum.m
Mm.m.mmwmmmmm,MMﬂu 5} , parking lots,
fences, retaining walls, signs, sidewalks and ummmmmmthmmuerum mwmmplnummmm
roafl drainage clean and free of debris. Lessor shall keep the suriace and structural elements of the roof, feundations, and bearing walls in good repair
{see paragraph 7.2). Lessee, in keeping the Premises in good order, mmwmmmmmmm
spacifically including the p ‘Md intenance of the servios contracts required by Paragraph 7.1(b) below, | 1] shall i
sicrath i ts or wihan y o keep the Premises and all impros wwamwmmmm
and state of repair. Lesses shall, during the berm of this Lasse, keap the aderor appearance of the Bulding in a first-clags condition (including, 8.9
graffiti removad) consistent with the exterior appearance of other similar faclities of comparable age and size in e vicinlly, including. when necessary,
fht exterior repainting of the Building.

{b) Service Contracts. Lessee shall, al Lessee's sole expense, procure and maintain contracis, with copies to Lessor, in
customary form and substance for, and with contractors specializing and experienced in the maintenance of the f squipment and
Improvements, i any, if and when installad on the Premises: mwmml.ﬁ}hdhr.ﬂmmnh ﬁ}ﬂlinﬂqﬂm
including fire alanm andior smoke detection, (iv) | g and i and (v) clarifiers. However, Lessor reserves the right, upon notice
to Lesses, mmmmwu-mmmwmmmumm upan demand, for the cost thensof,

{¢) Failure to Perform. If Lesses fals fo parform Lesses's oblgats undar this aph 7.1, Lessor may entar upon tha
Pmn'ualal'l.lr‘lﬂm'pbrmﬂmmﬁmblmilmhﬂumdmmm,hwummummduu-ﬂum:km].pubnﬂum
D?m’ﬂﬂﬁbﬂlm'lw.wMhmhmm.mmmmﬂﬁ.wﬂhﬂmahﬂplunﬁrpﬁthmumuquﬂhh.’ﬁﬁ
of the cost thereal

{dJMWhMIMﬂMHHMIHWH?M and without relieving Lesses
of liabdity resulling from Lessee's failure to exercise and perform good o i if an item described in Paragraph 7.1(b) cannot be
wmmm-uwmum-mﬂMdm“mmmmm then such ibem shall be replaced by Lessor, and the cost
hareo! shall be prorated between the Parties and Lesses shall only be obligated lo pay. sach month during the remaindar of the term of this Lease, on
the date on which Base Rent is due, an amount equal to the product of multiplying the cost of such replacemant by a fraction, the numerator of which is
one, and the denominator of which is 144 (i, 1/144th of the cost per month). Lessee shall pay Intarest on the unamostized balance bul may prepay its

obligation al any time,

1.2 Lessor's Obligations. Subject o the provisions of Paragraphs 2.2 (Condilion), 2.3 (Comgpliance), 8 (Damage or Destruction) and
14 (Condemnation), it is intended by the Parties hereto that Lessor have no obligation, in any manner whatsoever, fo repair and maintain the Premises,
or the equipment therein, all of which obigations are intended 1o be that of the Lesses, excapt for the surface and structural slements of the roof,
foundations and bearing wallg, the repair of which shall ba the responsibiity of Lessar upunmubtdwﬂmmﬂmmm-mpuhm Itis
the intention of the Parties that the terms of this Leases govern the respective obligations of the Parties as lo maimenance and repair of the Premises,
mmwmnbmammﬂwmmmmmmubmmmmuwnmu

T3 WLitility I Trade F
(a) Definitions. Tha term “Utility Installations™ refers 1o all floor and window coverngs. air andior vacuum linas, power panals,
elecirical distribution, security and fire prolection systems, communication cabling, ighting fixtures, HVAC equipmant, plumbing, and fencing in or on

the Premises. The term “Trade Foobures™ metmnmwumnﬂmuunhsmmmmﬂmmmmmm
Pramises. The term Ahﬂliun'ﬂ-lum-unrnm:aumnfmmmmu other than Uty Installations or Trade Fixtures, whether by
addition or deleion. “Lessee Owned Alterations andier Utility installations™ are defined as Allerations andior Uility Instalaions made by Lesses
that are not yat cwned by Lassor pursuant io Paragraph 7.4(a).

(b} Comsent. Lessaa shall not make any Allerstions o Utility Installations 1o the Pramises without Lessor's prior writien consant.
Lesses may, however, maks non-structural Wtility Installations to the interior of the Premises (axduding the roaf) without such consent but upon notice
i Lessor, as long as ihey are nol visible from the outside, do not invoh aF ramaving B reof oF any existing walls, will not afect
the electrical, plumbing, HVALC, mmummmhwmmwmmmm“mmmmamm
fo 3 month's Base Ranl in the aggregate or a sum equal io one month's Base Renl in any one year. Nobwithstanding the foregoing, Lessee shall not
make or parmit any roof penetraions andlor install anything on the roof without the prior writlen approval of Lessor. Lessor may, as @ precondition to
granting such approval, require Lessee bo ulilize a contractor chosan andior approved by Lessor, Any Alterations or Utility Installations that Lessee
tllldlﬂ'lhmwmmmmﬂhw#hummdlhmumuhwmmmmm Consant shall ba
deamed conditioned upon Lesses's: (i) acquinng all applicable govemnmental parmits, (i) furnishing Lessor with copies of both the permits and the
plans and specifications prior io commencement of the work, and (i) compliance with ail conditions of said permis and other Applicable Requinrements
in & prompt and expeditious mannes. WmﬂuﬂblmmwmhaMMﬂummmm
matesials. Lessee shall promplly upon completion furnish Lessor with as-buill plans and specifications. For work which costs an amount in excess of
one month's Base Rent, Lessor may condition its consent upon Lessee providing a llen and completion band in an amount equal to 150% of the
estimated cost of such Aleration ar Utility Ir andior upon Lessee's posting an additional Security Daposit with Lessor,

(&) Liens; Bonds. Lessee shall pay, whan due, all claims for labor or materials fumished or alleged 1o have been furnished b or
for Lessee at or for use on the Premises, which claima are of may be secured by any mechanic's or materisimen’s lan against the Premises or any
interest therein. Lessee shall give Lessor not less than 10 days notice prior to the commencement of any work in, on or sboul the Premises, and
Lessor shall have the right to post notices of non-responsibility, If Lessee shall contest the validity of any such llen, claim of demand, then Lesses
shall, af its sobe sxpense defend and protect itsell, Lessor and the Premises against the same and shall pay and satisfy any such adversa judgmant that
mary be rendered thareon before the enforcement thereof. If Lessor shall require, Lesses shall fumish & surety bond in an amount equal to 150% of the
amount of such contested lien, claim or demand, indemnifying Lessor against ability for the same. If Lessor elects o participate in any such action,
Lessee shall pay Lessors atiomays’ fees and costs,

T4 ‘Ownarship; Removal; Surrender; and Restoration,

(a) Ownership. Subject to Lessor's right to require removal or elact ownership s hereinalier provided, all Alterations and Uility
Installations made by Lessea shall be the property of Lesses. but considerad a part of the Premises. Lesscr may, al any time, elect in writing 1o be the
owner of all or any specified part of he Lessee Owned Alterations and Utility installations. Uniess otherwiss instrucled per paragraph 7.4(b) hareof, all
Lesses Owned Alterations and Uity Instellations shall, al the expiration or termination of this Leasa, become the property of Lassor and be

by Lessen with the Premises.

(b) Removal. By delivery 1o Lesses of written notice from Lessor nat earier than 80 and not kater than 30 days prior to of
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the term of this Lease, Lessor may require that any or all Lessee Owned Alerations or Uity Instaliations be removed by the expiration or termination of
this Lease. Lessor may requina the removal at any time of all or any par of any Lesses Owned Alerations or Litdity Installations made without the
requined consant.

(e} Surrender; Restoration. Lessee shall surrender the Premises by the Expiration Date or any sarlier terminalion date, with all of
tha improvesments, pars and surfaces thereal broom dean and free of debrig, and in good operating order, condilion and siate of repair, ordinary wear
and tear axcepled. “Ordinary wear and tear” shall not include any damage of deterioration that would have besn preventad by good mainlansmnce
practice. Motwithstanding the foregoing, If this Lease |8 for 12 monthe or less, then Lessee shall surrender the Premises in the same condition as
deliverad to Lesses on the Start Date with NO allowance for ondinary wear and tear. Lessea shall repair any damage occasioned by the installation,
maintenance or removal of Trade Fixdures, Lessea owned Alterations andior Utility Installations, fumishings. and equipment as well as the removal of
any storage tank installed by or for Lesses, Lesses shall completely remove from the Premises any and all Hazardous Substances brought onto the
Premises by or for Lesses, or any bhird party (except Hazardous Substances which were deposited via underground migration from areas oulside of the
Pramizses, o if applicable, the Pramises) even if such removal would requine Lesses to parform or pay for work thal axceeds slatulidy requiramans.
Trade Fixtures shall remain the propenty of Lessea and shall be removed by Lesses. Any personal property of Lesses nol removed on of before the
Expiration Ciabe or any earller termination date shall be desmed o have been abandoned by Lesses and may be disposad of or retained by Lessor as
Lessor may desire. The failure by Lesses io tmely vacale the Premises pursuant to this Paragraph 7.4{c) without the express written consant of Lessor
shall constitute a heldaver under the provisions of Paragraph 26 bealow.

B. Insurance; Indemnity.

B1 Pay t of P

{8) Lessee shall pay to Lessor any inswance cosl increase (“insurance Cost Increase” ) occuring during the tevm of this Lease.
Insurance Cost Increasa is defined as any increasas in the actual cost of the insurance required under Paragraph B.2(b), 8.3(a) and B.3(b) | "Required
Insurance”). over and above the Base Premium as hareinafter dafined calculated on an annual basis, Insurance Cost Increase shall include but not be
limited 1o increases resulting from the nature of Lessea's occupancy, any act of omission of Lessea, requiremants of the holder of mortgage or deed of
trust covering the Pramises, increased valuation of the Premises andior a premium rale increase. The parties are encouraged to il in the Base
Premium in paragraph 1.8 with a reasonable premium for the Required Insurance based on the Agreed Use of the Premises. If the parties fail 1o insed
a dallar amaunt in Paragraph 1.8, then the Base Premium shall be the lowest annual premium reasonably obtainable for the Required Insurance as of
the commencament af the Original Term for the Agreed Use of the Premises. In no evenl, however, shall Lessee be responsible for any portion of the
increase in the premium cost alidbutable to liabdity nsurance camed by Lessor under Paragraph 8.2(b) in excess of 52,000,000 per occurrenc,

{b) Lesses shall pay any such Insurance Cost Incrasse to Lessor within 30 days after receipt by Lesses of a copy of the premium
stalement or ather reasonable evidence of the amaount dwe. If the insurance policies mainained hereunder cover ather property besides the Pramises,
Lessor shall also deliver to Lesses a statement of the amount of such Insurance Cost Increase attributabla only to tha Premises showing in reasonable
detail the manner in which such amount was computed. Premiums for policy periods commencing prior 1o, or exdending beyond the term of this Lease,
shall be prorated to comaspond to the tenm of this Lease.

B2 Liability Insurance.

(a) Carried by Lesses. Lasses shall oblain and keep in force a Commerdial Genaral Liabity policy of insurance protecting Lessas
“m“mmmmwmlmhthhm personal injury and property damage based upon or arsing out of the ownarship,
use, ocoupancy of maintanance of the Preméses and all areas appurtenant thereln, Such insurance shall be on an cccurrence basés providing single
mmhmmmmunnﬁmmmmm-nmmwammmmmm Lessaa shall add Lessor as
an addiional insuned by means of an endorsamant at least a5 broad as the Insurance Sanice gars of Lessors
of Premises” ElﬂoranﬂLThtMUrﬂnlmw“ImmmMuummemmM“m
coverage for Bability assumed under this Lease as an * | d ® for the perfo of Lessas's indemnity oblgations under this Lease. Tha
Hﬂtﬂmmdﬂnﬂ.mhﬂhuﬂrdmmdhnLMEfmrnﬂhﬁmm. Lessea shall provide an
endorsement an its liability policy(ies) which provides that its insurance shall be primary to and not contributory with any similar insurance camied by
Lessor, whise insurance shall be considensd excess insurance only.

(b} Carried by Lessor. LmﬂnlmukluhﬂlbﬁylmumluduuﬂndhﬂuaﬂrmhaEMhldﬁmh.nﬂmlmhuul
thié insurance risquired to be maintained by Lesses. Lessaa shall not ba named as an additional insured thenen

8.3 Proparty Insurance - Bullding, Improvemeants and Rental Value.

(a) Building and improvemants. The Insuring Party shall obtain and keep in force a policy or policies in the name of Lessor, with
loss payable to Lessor, any ground-lessor, and to any Lender insuring loss or damage (o the Premises. The amount of such insurance shall bo equal to
the full insurable replacement cost of the Premises, as the same shall exist from fime to time, or the amount requined by any Lender, bul i no event
mofe than the commercially reasonable and available insurable value thereof, If Lessor is the Insuring Party, howawer, Lesses Owned Allerations and

Installations, T [Fixty and Lessee's personal propery shall be insured by Lessee under Paragraph B4 rather than by Lessor. I the
coverage is available and commencially appropriate, such policy or policies shall insure against all risks of direct physical less or damage (axcept the
pariis of flood andior santhquake unless required by a Lender or included in the Base Premium), including coverage for debris removal and the
anforcamant of any Applicable Reguirements requiiing the upgrading, demaliion, reconstruclion of replacement of any portion af the Prémises as the
rasult of a covered loss. sudmwpuuumuuuQmemmnmummm waiver of subrogation,
and inflation guard p an iin hmammﬂwmmmmmw-wdmnmmwus
Departrment of Labor Consumer Price Index for All Urban Consumers for the city nearsst to where the Premises are located. |f sueh ir
coverage has a deductible clause, the deductible amount shall not exceed $1.000 per occumenca, and Lesses shall be lable for such deductible
armourt in tha event of an Insured Loss.

(b) Rental Value. The Insuring Party shall oblain and keep in force a policy or policies in the name of Lessor with loss payable 1o
Lessor and any Lender, insuring the loss of the full Rent for one year with an extended period of indemnity Tor an additional 180 days  Rantal Valus
ipsuranca”). Said insurance shall contain an agreed valuation provision in lieu of any coinsurance clause, and the amount of coverage shall be
adjusted annually 1o reflect the projected Rent ctherwise payable by Lessee, for the next 12 month period. Lessee shall be liable for any deductible
amount in the event ol such loss.

. {c) Adjacent Premises. If the Premises are part of a larger bullding, or of a group of buildings owned by Lessor which are adjacent
to the Premises, the Lessee shall pay for any increase in the premiums for the property nsurance of such building or bulldings if said increase is
caused by Lessea's acts, omisshons, use of occupancy of the Premisas.

B4 mwnummm

(@) Property Damage. Lessee shall obtain and k. e on il of Lessee's ¢ | property, Trade Fid
and Lessas Owned Alterabions and LRy Installations. mmmndlmmummummm.mummm
§1,000 per occumence. The proceeds from any such insurance shall be used by Lesses for the replacement of personal propenty, Trade Fiaures and
Lesson Cwned Alterations and Utility Installations. Lessee shal provide Lessor with writien evidence that such insurance ks in force.

(b) Business Interruption. Lesses shall oblain and maintain loss of income and extra expense insurance in amounts as will
reimburse Lessea for direct or indirect loss of eamings atiributabile to all perils commanly insured against by prudent lessees in the business of Lesses
ﬁmmmdmhmw-aamltmmm.

(ch No Rep tation of Adeg Coverage. Lessor makes no represantation that the lmits or forms of coverage of insurancs
mmummmmmumwmwwmummm

B.5 Ingurance Policies. Insurance required herein shall be by companies duly Boensed or admitted 1o ransac busingss in the stabe
where the Premises are kecated, and maintaining dwing the policy term a “General Policyholders Rating” of al least A-, V1, as set forth in the most
current isswe of “Besls Insurance Guide”, or such other rating as may be required by a Lender. Lessee shall not do or permit to be done anything
which invalidates the required insurance policies. Lesses shall, prior 1o the Start Date, deliver to Lessor certiffed coples of policies of such insurance or
cartificates evidencing the existence and amounis of the required insurance. No such palicy shall be cancelable or subject o modification except afler
30 days pror written notice 1o Lessor. Lasses hall, al least 10 days peior 1o the expiration of such polickes, furnish Lessor with evidence of renewals or
“insurance binders” evidencing renewal thereod, of Lessor may order such insurance and charge the cost thareof to Lessas, which amount shall be
payable by Lessee to Lessor upon demand. Such policies shall be for a tenm of at least one year, or the length of the remaining term of this Lease,
whichever is less. If either Party shall fail to procure and maintain the insurance required to be carmed by I, the ather Party may, bul shall not be
required o, procune and maintain the same.

BE Walver of Subregation. Withcut affecting any other rights or remedies, Lesses and Lessor each hereby release and relieve the
other, and waive their entire right to recover damages againgt the other, for loss of or damage to its property arising out of or incident fo the parils
fequired to be insured against herein. The effect of such releases and waivers is not limited by the amount of insurance carred or required, or by any
deductibles applicable hareto. The Parties agres to have their respective property mmmmmmhmum
companias may have against Lessor of Lesses, as the case may be, 50 long as the insurance is nol invalidated thereby.

Indemnity. Excep! for Lessor's gross negligance of willful misconduct, Lessee shall indemnify, protect, defend and hold harmles
the: , Lessor and its agenis, Lessor's masier or ground bessor, partners and Lenders, from and against any and all claims, loss of p
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damages, liens, judgments, penalties, atiorneys' and consullants' fees, expenses andlor liabiities arising out of, involving, or in connection with, the use
andior ocoupancy of the Premises by Lesses. |f any action of proceeding is brought against Lessor by reason of any of the foregoing matlers, Lesses
shall upon nolice defend the same at Lessee’s expense by counsel reasonably satistactory to Lessor and Lessor shall cooparate with Lessee in such
dofense. Lessor need not have first paid any such claim in ofdér 10 bé delended of indemnified,

B8 Exemption of Lessor and 18 Agants from Liability . Motwithstanding the negligence or breach of this Leass by Lessor or ils
agents, mmwhmmmmummymhﬂ]l“mﬁmmhmmm wanes, merchandise or
other property of Lessee, Lesses's employees, ¢ invitees, ¢ o any cther person in or about the Premises, whelher such damage or
injury is caused by or results from fire, steam, M‘Iﬂvﬂi wisler Of rain, indoor air quality, the presence of mold or from the breakage, leakage,
abstruction or other defects of pipes, fire sprinklers, wires, appliances, plumbing, HVAC or lighting fixtures, or from any other cause, whathar the said
injury or damage results from conditions arising upon the Premises or upon other portions of the building of which the Premises are a part, or from other
sourcas or places, (i) any damages arsing from anmy act of neglect of any othar tenant of Lessor or from the failure of Lessor or its agents to enforce
the provisions of amy othar lease in the Project, o (iil) mjury to Lessea's business of for any loss of incoma or profit therefrom.  Instead, i is imended
that Lessee’s sole recourse in the event of such damages or injury be 1o file a claim on the inswance policy(ies) that Lesses is required to maintain
purswant to the provisions of paragraph B,

Ba Failure to Provide Insurance. Lesses acknowledges that amy failure on s pan 1o obiain or maintain the insurance required
herein will expose Lessor o risks and polentially cause Lessor bo incur costs not contamplabed by this Lease, the extent of which will ba axtremely
difficult io ascedrtain. Accordingly, for any month of portion thereof that Lesses doas not maintain the reguired insurance andior does not provide Lessar
with the required binders or certificates avidancing the existance of the required insurance, the Base Rent shall ba automatically increased, without anmy

for notice to Lesses, mmmmmﬂblﬂdhmaﬂmbmﬁuﬂwﬁm whichever is greater. The parties agree thal such
Increase in Base Rant represants fair and reasonable compensation for the additional risk/ costs that Lessor will incur by reason of Lesses's tailure 1o
maintain the required insurance. Such Increase In Base Rent shall in no event constitute a waiver of Lessea’s Default or Breach with respect to the
Hhmmmukmhmmmhmnﬂmufmydhmmmm“hdm o religve Lesses of ils obligation to
maintain the insurance um:ﬂa-dn'lﬂ:

{a) "Premises Partisl Damage™ shall mean damage or destruction to the improvements on the Premises, other than Lessee
Owned Aterations and Ltiity Installations, which can reasonably be repaired in & months or less from the date of the damage or desbruction. Lessor
shall notify Lessee in writing within 30 days from the date of the damage or destruction as to whether or not the damage is Partial or Total.
Natwithstanding the foregoing, Premises Partial Damage shall not incude damage 1o windows, doors, andior olher similar iterrs which Lessee has the
responsibdity io repair or replace pursuant to the provisions of Paragraph 7.1,

{b) "Premises Total Destruction” shall mean damage or destruction o the Premises, other than Lesses Owned Allerations and
Utility Installations and Trade Fixtures, which cannot reasonably be repaired in & months or less from the date of the damage or destruction, Lessor
shall notify Lesses in wiiling within 30 days from the date of ihe damage or destruction as to whether or not the damage is Partial or Total.

(&) "Insured Loss" shall mean damage or destruction 16 improvements on the Premises, other than Lessss Owned Altarations and
Utility Installations and Trade Fixdures, which was caused by an event required io be cowered by the insurance described in Paragraph 8.3(a),
irespective of any deductible amownts or covarage limits imvohed,

{d) "Replacement Cost™ shall mean the cost to repair or rebuild the improvements owned by Lessor at the time of the ocourrance
to their condilion exising immedalely prior thereto, including demoliion, debris removal and upgrading required by the operation of Applicable
Requirerments, and without deduction for depreciation.

{l]mmhmwm shall mean the occurrence or discovery of @ condilion invaling the presenca of, or a

tamination by, a | s . as defined in Paragraph &.2(a), in, on, or under the Premises which requires repair, remediation, or
rastoration.
8.2 Partial Damage - Insured Loss. |f a Premises Partial Damage that is an Ingured Loss occurs, then Lessor shall, at Lessors
axpense, repair such damage (but not Lessee’s Trade Fixiures or Lessee Owned and Utility 8] as soon as reasonably

possible

and this Lease shall continue in full force and effect; provided, however, thal Lessee shall, at Lessor's election, make the repair of any damage or

total cost 1o repair of which (s $10,000 or less, and, in such evenl, Lessor shall make any applicable inswance procesds available io

a reasonable basis for that purpose.  Notwithstanding the foregoing, If the required insurance was not In force or the insurance procesds are

not sufficiant to affect such repair, the Insuring Party shall promptly contribute tha shortage in proceads (except as to the deductible which is Lesses’s

rasponsibility} a5 and whan required to complate sald repairs.  In the avent, hwever, such shorage was due fo the fact that. by reason of the unigue
 full

said funds or adequate assurance thereof within said 10 day period, the party responsible for making the repairs shall complete them as soon as
reasonably possible and this Lease shall remain in full force and effect. i such funds or assurance are not received, Lessor may nevertheless elec by
writien nolice 10 Lesses within 10 days thereafter to; (i) make such restoration and repair as is commercially reasonable with Lessor paying any
shortage in proceeds, in which case this Lease shall remain in full force and effect, or (il) have this Lease terminate 30 days thereafter. Lesses shall
not be entifled to reimbursement of any funds contributed by Lesses to repair any such damage or destruction. Premises Partial Damage due o Nood
or earthquake shall be subject to Paragraph 9.3, notwithstanding that there may be some insurance coverage, but the net proceeds of any such
insurance shall ba made available for the repairs if made by either Party,

9.3 Partial Damage - Uninsured Loss. If a Premises Partial Damage that is not an Insured Loss ooours, unless caused by a
neghgent or wilfid act of Lesses (in which event Lessea shall make the repairs at Lesses's expansa), Lessor may either: (i)} repair such damage as
S0GN &8 bly possible af Lessor's exp , in which event this Lease shall confinua in full force and effect, or (i) terminate this Lease by giving

wirithisn nabice o Lesses within 30 days afler receipt by Lessor of knowledge of the ocowrence of such damage. Such termination shall ba effective &0
days following the date of such notice. In the event Lessor alects io terminate this Lease, Lessea shall have the right within 10 days after receipt of the
termination notice to give written notice to Lessor of Lesses’s commitmant to pay for the repair of such damage without reimbursemant from Lassor.
Lesses shall provide Lessor with said funds or satisfactory assurance thereof within 30 days after making such commitment. In such event this Leasa
shall continue in full force and effect, and Lessor shall procesd to make such repairs as soon as r by ible aftar the required funds are
available. HmmmmmmmmhmMmmuuﬂmmhwhdhmmm

9.4 Total Destruction. Notwithstanding any other provision hereof, if a Premises Total Destruction ocours, this Lease shall ferminabe
B0 days lollowing such Destruction. If the damage or destruction was caused by the gross negligence or willful misconduct of Lesses, Lessor shall
have the right o recover Lessor's damages from Lesses, except as provided in Paragraph 8.8,

2.5 Damage Near End of Term. If at any time during the last & months of this Lease there i damage for which the cost to repadr
excéeds ong month's Base Rent, whether or not an Insured Loss, Lessor may terminate this Lease effective 60 days following the date of ocourrence of
such damage by giving a written levmination notice to Lesses within 30 days after the date of occurrence of such damage. Motwithstanding tha
foragoing., If Lasses at that time has an exercisable option to extend this Lease or to purchase the Premises, then Lessee may preserve this Lease by,
(a) exercising such option and (b) providing Lessor with any shortage in insurance proceeds (of adequate assurance therecl) needed to make the
repairs on or before the earler of (1) the date which s 10 deys after Lesses's receipl of Lessor's wiillen nolice purporting to terminate this Lease, or (i)
the day prior b0 the date upon which such option axpires. If Lessee duly exercises such option during such peniod and provides Lessor with funds (or
adequate assurance thersof) 1o cover any shortage in insurance proceads, Lessor shall, st Lessor's commercially reasonable axpansa, repair such
damage 88 soon a8 reasonably possible and this Lease shall continue in full force and affect. If Lesses fails to exercise such oplion and provide swch
funds or assurance during swch period, then this Lease shall terminate on the date specified in the termination notice and Lesses's option shall be
axtinguished.

B8 Abaternent of Rent; Lessea’s Remadios.

(a) Abatemant. In the event of Premises Parial Damage or Premises Total Destruclion o a Hazardous Substance Condition for
which Lesses i not responsible under this Lease, the Rent payaile by Lesses for the period required for the repair, remediation or restoration of such
damage shall be abated in proportion to the degres o which Lesses’s use of the Premises is impaired, but not to exceed the proceeds received from
the Rental Value insurance. All olher obligalions of Lessse heneunder shall be performed by Lesses, and Lessor shall have no lability for any such
damage, desiruction, remediation, repair or restoration excepl as provided hergin,

(b) Remwdies. If Lessor is obligated to repair or restore the Premises and does nol commence, in a substantial and meaningiul
wary, such repair or restoration within B0 days afer such obligation shall accrue, Lessee may, at any lime prior io the commencement of such repair or
restoration, give written notica to Lessor and o any Lenders of which Lessee has actual notice, of Lossas's alaction to lerminate this Leass on a dals
not less than 60 days following the giving of such notica. If Lessee gives such nolice and such repair or is not maﬂhp

is Leasa shall terminate as of the dale specified in said notica. If the repair or resloration is commenced within such 30 days, this
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shall continue in full force and effect. “Commence™ shall mean either the unconditional authorization of the preparation of the required plans, or the
baginning of the actual work an the Premises, HHM'HMDW:

ar Termination; Advance P Upan ariaby |dhlmwmuPuqmﬂztg:uw an equitable
mlmummmmmwmrmmw by Lessas lo m&n returm
o Lessas 0 much of Lesses's Security Deposit as has not been, or is not then required 1o be, used by Lessor.
10. Real Property Tanes,

10.1 Definition. As usad herein, the term "Real Property Taxes™ shall include any form of assessment; real estate, general, special,
ordinary or exiraordinary, or rental kevy or tax (olher than inheritance, personal income or estate taxes), mprovemant bond. andior licenss fes imposed
upon or kavied against any legal or equitable interest of Lessor in the Premises or the Project, Lessor's right to other income therefrom, andior Lessor's
business of leasing, by any authority having the direct or indirect power o tax and where the funds are generaled with relerence (o the Building address
and where B proceeds so generaled are to be applied by the city, county or other local taxing authority of & jurisdiclion within which the Premises are
located. Feal Property Taxes shall also inclede any tax, fes, levy, m!ummummm (i) impased by reason of avents
occurring during the term of this Lease, inchuding but not limited to, & change in the hip of the Premises, and (i) lvied or assessed on
mmzwwmwmnmmhmm

0.

(@) Payment of Taxes, Lessor shall pay the Real Property Taxes applcabie 1o the Premises provided, however, thal Lesses shall
pay 1o Lessor the amownd, ¥ any, by which Real Propery Taxes applicable lo the Premises increase over the fiscal tax year during which the
Commencement Date Ocours ["Tax Increase”), wdwmmwu|mmwmmwmhwmmwﬁ
Lessor's written stalamant setling forth the dus and ion thereal. |f any such taxes shall cover any periad of Bme prior o or after the
mlnnwmmlbndwummmnrmmmﬂhpmmwmmrymmdmmmwmmw
that this Leasa is in affect. In the event lessee incurs a late charge on any Rent paymant, Lessor may estimate the current Real Property Taxes, and
requirg that the Tax Increase be paid in advance 1o Lessor by Lesses manthly in advance with the paymaent of the Base Rent. Such manthly payment
shall be an amount equal o the amount of the estimated installment of the Tax Increase divided by the number of months remaining before the month
n which said installmant becomes delinquent. When the actual amount of the applicable Tax Increase is known, the amount of such equal monthly
advance payments shall be adjusted as required lo provide the lunds needed o pay the applicable Tax Increase, If the amount collected by Lessar is
wmthulmmmm Lesses shall pay Lessor, upon demand, such addilional sums as are necessary bo pay such obligations,

Advance payments may be intermingled with other moneys of Lessor and shall not bear interest. In the event of a Breach by Lesses in the
performanca of its obligations under this Leasa, than any such advance payrments may be reated by Lessor as an additional Security Deposit,

{b) Additional improvements. Notwithstanding anything to the contrary in this Paragraph 10.2, Lesses shall pay 1o Lessar upon
demand therefor the entirety of any increase in Feal Property Taxes assessed by reason of Altlerations or Litiity Instaliations placed upon the Premises
by Lessee or at Lesses's request of by reason of any alleralions or improvements 1o the Premises made by Lessor subsequent ko the execution of this
Lease by the Parties.

10.3 Jeint Assessmenl. If the Premises are not separately assessed, Lesses's Kabiliy shall be an equitable proportion of the Tax
Increasa for all of the land and improvements included within the tax parcel assessed, mmhmmmwwmm
respective valuations assignad in the assessors work sheets or such other information as may be reasonably avallable

10.4 Personal Property Taxes. anﬂmlpqpbrhmﬂmumwmmwmm

Alterations, L&y Ir Trade Fi furnishings, aquipment and all parsonal property of Lesses. When possible, Lesses shall cause is
Lessee Owned Alterations and Utility Installations, Trade Fixtures, furmnishings, equipment and all other parsonal property 1o be assessed and billed
separately from the real propery of Lessor. If any of Lessee’s said properly shall be assessed with Lessor's real property, Lesses shall pay Lessor the
taxes atributable ko Lessea's propesty within 10 days after receipt of & wiitlen statement setting forth the taxes applicable 1o Lessee's property.
1. Utilitbes and Services. Lessee shall pay for all waber, gas, heat, light, power, telephone, trash disposal and other utiliies and services
supplied fo the Premises, tegether with any taxes therean. If any such services are not separately metered or billed 1o Lesses, Lessee shall pay a
reasonable propartion, hhﬂ-hnnhdbrtmwﬁﬂuhmhmrmmﬂum Thare shall be no abatement of rent and Lessor shall not be
liabla in any respect whatsosver for the inadequacy, stoppage, intarruplion or disconlinuance of any ulility or service due to riot, strike, labor dispule,
WMWGMMWLWummwhmeWMWW

12.

121 I.‘uor‘lc-mmllhqmud

(a) Lessse shall not voluntarily or by operation of law essign, transfer, morigage of encumber (collectively, “assign or
assignment™) or sublel all or any part of Lessee's interest in this Leasa or in the Premises without Lessor's pricr writien consant.

(k) Unlass Lesses is a coparation and its stock [spublicly raded on a national stock exchange,a change in the control of Lessee
shall constitute an assignment requiring consent. The transfer, on a cumulative basis, of 25% or more of the voling control of Lessee shall constitule a
change in contrel for this purpese.

(c) Tha involvement of Lessea or its asséls in any transaction, or series of transactions (by way of marger, sale, acquisition,
financing, transter, leveraged buy-out or otherwise), whether of nat a formal assignment or hypothecation of this Leasa or Lesses's assels occurs,
whach results or will result in a reduction of the Net Worth of Lessse by an amount greater than 25% of such Nat Worth as it was represented at the
tima of the execution of this Lease or at the tima of the most recent assignmant to which Lessor has consented, or as it exists immediately prior to said
transaclion of ransaciions constiluling such reduction, whichever was or is greater, shall be considered an assignment of this Lease o which Lassor
meay withhold its consent. “Net Worth of Lessee™ shall mean the net worth of Lesses (excluding any guarantors) established under genesally accepted

accounting
{u}Mmemmwmnmm be a Daefault curable afier notice per Paragraph 13.1{c), o
a nor Breach ity of ary nobice and grace pariod. If Lessor elects to freal such unapproved assignment or sublebiing as @
noncurable Breach, Luwmmmmmmmmuamupmaummm Increasa tha monthly Base Rant 1o 110% of the Base
Rant then in efacl, Further, nhmmmmwwaﬂw (i) the purchase price of any oplion 1o purchase the Premises held by
Lessae shall be subject 1o similar adjustmant to 110% of the price previcusly in effect, and (i) all fixed and non-fixed rental adjusiments scheduled
during the remainder of the Leass term shall be increased 1o 110% of the scheduled adjusted rent.
ql]Lm'sMNrformMumemph121wtmﬂlhhﬁdbmwmww.
(f) Lessor may sty 0 & prog o I or subletting if Lessee is in Default at the time consent is

requested.

(@) Motwithstanding the foregoing, allowing & da minimis ponionaf tha Premises, #e.20 square feet or less, Inbe used by 3 thisd

party vendar in connaction with the instaliation of a vending machine or payphone shall not constitule 8 sublatting.
122 Terms and Conditions Applicable to Assignment and Subletting.

(8) Regardless of Lessor's consent, no assignment or subletting shall: (i) be effective withoul the express writlen assumption by
such agss ar of tha obligations of Lessee under this Lease, (i) releass Lesses of any obligations hereunder, or (i) alter the primary
mﬁmwmwﬂmtﬂhhmdwwmhmmwm

(b) Lessor may accepl Rent or performance of Lessee’s obligalions from any person other than Lessee pending approval or
disapproval of an assignment. Neither a Selay in the approval or disapproval of such assignment nor the acceptance of Rent or performance shall
constilube & waiver or estoppel of Lessor's right 1o exercise its remedies for Lesses's Default of Breach.

(&) Lessor's consant to any assignment or subletting shall not constirie a consent to any subsequant assignmant or sublatting.

{d) In the event of any Default or Breach by Lesses, Lessor may proceed directy against Lesses, any Guaraniors or anyone eise
responsibie for the perormance of Lessee's obligations wnder this Lease, including any assignes or sublesses, without first exhausting Lessors
remedias against ary ofher person or entity responsible theralor o Lessar, or any socuity held by Lessor

tiimwhmlbmmmtwuﬂwmwcmﬂm.ammpmhym!nmmum relevant to Lessor's
determination as to the financial and operational responsibility and approg 888 of the proposed assignes or sublesses, including but not limited io
the intended use andior required modification of the Premises, if any. together with a fee of $500 as consideration for Lessor's considering and
mﬂ"ﬂm::“ L“ﬁy“%%%%“wmlmmﬂmummm

(M) Any assignee of, or sublessee under, this Lease shall, by reason of accapling such assignment, entering into such subleass, or
entefing inkd possession of the Premises or any portion thereof, ba deemed 1o have asswned and agreed ko conform and comply with sach and every
tenm, covenant, condition and abligation hefein to be observed or performad by Lesses during the term of said assignment or sublease, olher than such
nblbmuummvwwlmmmmumwmmwmnmlmmmmmmm

) Lessor's

12.3 Additional Terms and Conditicns Applicable to Subletting. mmmmmnlmmwm
or any part of the Premises and shall be deemad included in &l subleases under this Lease whothar or not expressly incorporated
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(@) Lessee hereby assigns and ransfers to Lessor all of Lessee's interest in all Rent payable on any sublease, and Lessor may
collect such Rent and apply same loward Lesses's obligations under this Leasa; provided, however, that until a Breach shall occur in the performance
of Lesses's abligations, Lessee may collect sald Rent. In the event that the dlacied by Lessor ds Lessaa’s then outstanding obligations
any such excess shall be refunded 1o Lesses. Lessar shall not, by reason of the foregoing or any assignment of such subleasa, nor by reason of the
collection of Rent, be deemed kable to the sublesses for any fallure of Lesses to parform and comply with any of Lessea's obligations to such
sublesses. Lesses heraby irevocably authorizes and directs any such sublessesa, upon receipt of & written notice from Lessor staling thal a Breach
axials in the performance of Lesses's obligations under this Leasa, b pay o Lessor all Rent due and to become dua undar the sublaase. Sublesses
shall rely upon any such nolice from Lessor and shall pay all Rents to Lessor without any obligation or fight to inquire 88 1o whether such Breach exists,
notwithstanding any claim from Lesses io the contrary.

{b) In the event of a Breach by Lesses, Lessor may, atits option, require sublesses hdhmhl.m mmmm»rm
undartake the obligations of the sublessor under such subleasa from the time of the exercise of said oplion 1o the sxp of such
however, Lessor shall not be Nable for any prepald rents or sacurity deposit paid by such subil o such subl -mfnrwprh:rﬂtl‘urlhor
Breaches of such sublessor.

{c) Amy matter requiring the consant of the sublessor undar a subleasae shall also require the consent of Lessar,

{d) Mo sublessas shall further assign or sublet all or any part of the Premises without Lessor's prior writlen consent.

(e) Lessor shalldeliver a copyol anynotice ofDefault or Breachby Lessee tothe sublessee,who shall havethe rightic curethe
Defaull of Lessee within the grace period, il any, specified in such nolice. The sublessee shall have a right of reimbursemant and offsel from and
muumafummmwwhm

It; Breach; R

131 Default; Breach. A “Default” s defined as a failure by the Lesses to comply with or parform any of the terms, covenants,
conditions or Rules and Regulations under this Lease. A “Breach” is defined as the occurrence of one of more of the following Defaults, and the
Tailure: of Legses 1o cure such Defaull within any applicable grace period:

(@) The abandonment of the Premisas; of the vacaling of e Pramises wilhoul providing 8 commercially reasonable leval of
sacurity, or where the coverage of the proparty insurance described in Paragraph 8.3 [s jeopardized as 8 result thereof, or without providing reasonable
BESUMANCEES 10 manimize wandalism.

ib:Thf-HmunlemmuhwmnfﬂuﬂwwSm‘h’DﬂoﬂnﬂrﬂhbﬂMh}lmwMﬁ'
to Lessor or to a third party, whan dua, to provide reasonable evidence of insurance or surety bond, or to fulfill any obfigation wnder this Leass which
endangers or threatens life or property, where such failure continues for @ period of 3 business days following wiritten notice o Lessea. THE
ACCEPTANCE BY LESSOR OF A PARTIAL PAYMENT OF RENT OR SECURITY DEPOSIT SHALL NOT CONSTITUTE A WAIVER OF ANY OF
LESSOR'S RIGHTS, INCLUDING LESSOR'S RIGHT TO RECOVER POSSESSION OF THE PREMISES.

(€} The failure of Lesses 1o allow Lessor andior its agents access tothe Premises orthe commission of wasts, act or acts
canstituting public or privabe nuisance, andior an Mlegal activity on the Premises by Lesses, whene such actions continue for a period of 3 business days
Tellowing wrillen nolice lo Lessas,

m:mmwmmmmmmmﬂmMWWMMMM
mm.:hmu-nmmmwmfnnmEWWNW“ ks
subordination, (w) evidence concerning any guaranty andior G ., (i} any undar Paragraph 42, thi}muwufw
mpﬁn&}.afm:mmmunmﬁmmmmmmmdmmmmdhmm
any such failure continues for a pencd of 10 daye following writlen nolice o Lesses.

{a) A Default by Lesses as to the terms, covenants, conditons or provisions of this Leasa, or of the rules adopted undar Paragraph
mm!mmmmmmwmuﬂ (b}, () or (d), above, whena such Defaull continuas for a period of 30 days after writhen
notica; provided, however, that if the nature of Lesses’s Defaull iz such that move than 30 days are ressonably required for its cure, then it shall not ba
deamed o ba a Breach if Lessea commances such cure within said 30 day perod and thereafier diligently prosecutes such cure to compleion,

{fy The occurrence of any of the folowing events: (i) the making of any genaral arangemant or sssignmant forthe banefit of
craditors; (i) becoming a "debtor” as defined in 11 U.5.C. §101 or any successor statute thereto (unless, in the case of a petition filed agains! Lesses,
the same is dismissed within 60 days); (i) the appointment of 8 trustes or receiver to take po of iafty all of Lessee's assels located at
the Premises or of Lessee's interest in this Lease, whera possession |s not restored to Lessee within 30 days; or (iv) the attachment, execution or olher
judicial selzure of substantially all of Lessee’s asseds localed al tha Premises or of Lesses's inlerest in this Lease, whera such seizure ks not dischanged
wilhin 30 days: provided, however, in the event that any provision of this subparagraph (&) is contrary |o any applicabde law, such provision shall be of
no force or effect, and net affect the validity of the remaining provisions.

{g) The discovary that any financial staterment of Lesses or of amy Guarantor given 1o Lessor was materially falsa.

{h) If tha performance of Lesses’s obligaionsunder this Leass s guaranteed: (i) the death of 8 Guarantor, (§) the tarmination of a
Gamrantors liability with respact to this Lease other than in accordanca with the terms of such guaranty, (i) 8 Guarantor's becoming insolvent or the
subject of a bankrupicy filing, (i) 8 Guarantor's refusal to honor the guaranty, or (v) 8 Guarantor's breach of its guaranty cbligalion on an anticipatory
basis, and Lessee’s failure, within 80 days following written notice of any such event, 1o provide writien alternative assurance or security, which, when
coupled with the then existing resources of Lessee, equals or axceeds the combined financial resources of Lessee and the Guarantors that existed at
Ithe lime of exscution of this Lease.

13.2 Remedies. If Lesses fails o parform any of its affirmative duties or obligations, within 10 days after written notice (or in case of an
emergancy, without notica), Lessor may, al its opltion, perform such duty or obligalion on Lesses's behall, including but not limited 1o the cbtaining of
reasonably required bonds, insurance policies, or governmental licenses, pemmils or approvels. Lessee shall pay 1o Lessor an amount equal to 115% of
the costs and expenses Incurmed by Lessor in such perfonmance upon receipt of an invoice therefor. In the event of a Breach, Lessor may, with or
withaut further notice or demand, and without imiing Lessor in e exercise of any right of rervedy which Lessor may have by reason of such Breach:

Lessee shall immediately surrender possession o Lessar, In such evenl Lessor shall be enfiled to recover from Lessee: (i) the unpaid Rent which had
bean eamed at the time of tarmination; (i) the worth at the time of award of the amaunt by which the unpaid rent which would have been eamed after
tarmination until the time of eward exceads tha amount of sech remal loss that the Lesses proves could have been reasonably avoided: (ii) the wonh at
the time of award of the amount by which the unpaid rent for the balance ol the term after the Bime of sward exceeds the amouwnt of such rental loss that
the Lessee proves could be reasonably avoided; and (iv) any other amount necessary lo compensate Lessor for all the detriment prodimately caused by
1Ml-m-t'lflrhnhpﬂﬁﬂﬂh%ﬁﬂwmﬁﬂlﬂmwwﬂvhhmmmumuwmmmumw including but

Pramises,

ol limited 1o the cost of recovering p of the Pre y rendvation and alleration of the
reqasonable attomays’ fees, uﬂﬂmwﬁmﬁwhﬂmmmmwtmnmmmmwumumm&
this Leasa. The worth at the Gme of award of the amount to in provision (i) of the | distely preceding shall ba b by

mmmummumﬁhFﬁmmmmmmmmmummmmmmmdm
plus one perceni. Effonts by Lessor to mifigate damages caused by Lessee’s Breach of this Lease shall not walve Lessor's right 1o recover damages
under Paragraph 12. If termination of this Lease is obtained through the provisional remedy of unlawiul detainer, Lessor shall have he right io recover
in such proceeding any unpaid Rent and damages as are recoverable therein, or Lessor may reserve the right to recover all or any part thereol in a
separabe suil. Hlmmmwroqmdmwmuimmww nodica to pay rent or quit, or bo parform or quit
given 1o Lesses under the unlawful detainer siatute shall also consfitute the notica required by Paragraph 13.1. Inuﬂ:muwﬂﬂbhgm
period required by Paragraph 13.1 and the unlawlul detainer statute shall run concurrently, and the failure of Lesses to cure the Default within the
greater of tha two such grace penods shall constitute both an unlawtul deainer and & Breach of this Lease antiting Lassor to the remedies provided for
in this Leass andior by said statute.

(b} Continwe the Lease and L ‘s right o p ion and recover the Rent as it becomes due, in which evenl Lessse may
sublal or assign, subject only 10 reasonable Bmitations. Acts of maintenanca, effors to relet, andior the appointment of 8 receiver to prolect the
Lessor's Interests, shall ot tlitule & bermination of the L 's right 1o i

[ 1

(¢} Purgue any ather remedy now or hereafter available under the laws or judiclal decisions of the state wherein the Premises ang

located. The expiration of larmination of this Lease andior the termination of Lessee's right io possession shall not relieve Lesses from Nability under
any indamnity provisions of this Laase as to matters ocourring or acoruing during the tenm hereod or by resson of Lesses's occupancy of the Premises.
13.3 Ary ag it for frea or hated rent of offver charges, of for the giving of paying by Lessor 1o of for

Lesses of any cash or olher bonus, mmwmhtmmmmm all of which concessions afe hereinamer rafarresd
lio &% “inducerment Provisions,” shall be deemed conditioned upon Lesses's full and faithiul performance of all of the terms, covenants and conditions

ﬂfMLm-Upmwﬂﬁi!Lnubrummywmlmhmmﬂmm licaly be de d deleted from this Leass and of no
further force or effect, and any rent, other charge, bonus, inducement or consideration theretofore abated, given or pakd by Lessor under such an
Inducement Provision shall be immediately due and payable by Lesses o Lessar, y subsequent cure of said Breach by Lesses. The

this paragraph unbéss specifically so stabed in writing by Lessor at the me of such acceptance.
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13.4 Late Charges. Lesses heroby acknowledges that late payment by Lessee of Rent will cause Lessor fo incur costs nol
contemplaled by this Leasa, the exact amount of which will be extremaly difficult ko ascertain. Such cosls include, but are not limited o, processing and
accounting charges, and |ate charges which may be imposed upon Lessor by any Lender. Accordingly, if any Rent shall not be recaived by Lessor
within 5 days after such amount shall be dua, then, without any requiement fior nolice fo Lesses, Lessaa shall immediately pay 10 Lessor 8 one-time
late change egqual o 10% of each such ovandus amount or $100, whichaver is greatar. The Parties hareby agres that such lale charge represents a fair
and reasonable estimate of the costs Lessor will incur by reasen of such late payment. Acceptance of such late charge by Lessor shall in no event
constitule & waiver of Lessee’s Default or Breach with respect to such overdue amount, nor prevent the exercise of any of the other righls and remedies
granted hersunder. In the event thal a late charge ks payable hereunder, whether or not collected, for 3 consecutive installments of Base Renl, then
natwithstanding any provision of this Lease to the contrary, Base Rent shall, at Lessor's option, become due and payable quartedy in advance.

13.5 Interest. Any monetary payment due Lessor hereunder, other than late charges. not received by Lessor, when due as to
scheduled payments (such as Basa Rent) or within 30 days folkewing the date on which it was due for non-scheduled payment, shall bear interest from
thix dabe whiss due, as o scheduled payments, of th 318! day after i was dus &3 1o non-scheduled payments. The interest { “Interest™) chargad shall
be computed at the rate of 109% per annum but shall not exceed the maximum rate allowed by law. Inberest is payable in addition lo the potential late
charge provided for in Parsgraph 13.4.

13.6 Breach by Lessor,

(a) Motice of Breach. Lessor shall not be deamad in breach of this Leasa unless Lessor fails within a reasonable lime b pericnm
an obligation required to be perfonmed by Lessor. For purposes of this Paragraph, a reascnable fime shall in no event be less than 30 days aller
recaipt by Lessor, and any Lendar whose name and address shall have been fumished Lesses in writing for such purpose, of withen nolice specilying
wherein such obligation of Lessor has not been perormed; provided, however, that if the nature of Lessor's obligation is such that more than 30 days
are reasonably required fof its performance, then Lessor shall not be in breach if parformance (s commenced within such 30 day peniod and thereafter
diligently pursuad o completion.

(b} Parformance by Lessea on Bahalf of Lessor. in the event that neither Lessor nor Lender cures said breach within 30 days
after receipt of sald notice, or If having commanced saéd cure they do nat diligently pursus it to complation, then Lessee may elect (0 cure said breach
at Lesses's expense and offset from Rent the actual and reasenable cost to parform such cure, provided however, thal such offset shall not exceed an
amount equal to the greater of one manih's Base Rent or the Security Deposil, reserving Lessee’s right to seek reimbursament from Lessor for any
such axpense in excess of such offsel. Lessee shall docurnent the cost of said cure and supply said documeniation o Lessor.

14, Condemnation. Hm.PmnhmulnywmnWm“wﬁwhmﬁmﬂdﬁmﬂmmmmﬂﬂw
of gald power (collectivaly “C tion™ ), this Lease shall lenminate 88 o the part teken as of the date the condemning authority takes blle or

, whichever first occurs. If mare than 10% of the Bullding, or mora than 25% of that portion of the Premises not occupied by any building, is
umbycmm.uuumy.mmnpﬁm,mhmmmm1umn|mmmmwmmmm
mm{umnaﬁmmdmmmtammummwlmwmlmmmuﬂm
date the condemning authority takes such possession. If Lesses does nol lerminale this Lease in accordance with the foregoing, this Lease shall
rermain in full foros and effect as to the porfion of the Premises remaining, excep? that the Base Rent shall be reduced in propartion 1o the reduction in
uility of the Premi d by such Condemnation, Condemnation awards andfor payments shall be the property of Lessor, whether such award
shall be made as compansation for diminution in valee of the lsasehold, the value of the pan taken, of for severance damages, provided, however, that
Lesses shall be entitied 1o any compensation paid by the condemnor for Lesses’s relocation expenses, loss of business goodwill andior Trade Fixlures,
without regard to whather or not this Lease is terminated pursuant to the provisions of this Paragraph. All Alterations and Utility Installations made o
the Premises by Lesses, for purposes of Condemnation anly, shall be considered the property of the Lesses and Lesses shall be entitied 1o any and al
compensation which is payable therefor. In the evert that this Lease is not tenminated by reason of the Condemnation, Lessor shall repair any damage
fo the Promises caused by such Condemnation.

Brokerage Faos.

15.

15.1 Additional Commission. In addition to the payments cwed pursuant to Paragraph 1.9 abowve, and unless Lessor and the Brokers
afheratse agrea in writing, Lessor agrees that: (a) if Lesses exercises any Option, (b) if Lessas or anyone affliated with Lessee acquires any fights 1o
tha Pramisas or other pramises owned by Lessor and lecated within the same Project. if any, within which the Premises is located, (c) if Lesses
remains in pe an of the Prami with the consent of Lessor, after the wxpiration of this Lease, or (d) if Base Rent is increased, whether by
agreemient or operation of an escalation clause hensin, then, Lessor shall pay Brokers a fee in accordance with the schedule of the Brokers in effect at
the time of the execution of this Lease,

15.2 Assumption of Obligatiens. Any buyer or ransferee of Lessor's iMerest in this Lease shall be deemed to have assumed Lessor's

hereunder, Brokers shall be third party beneficianies of the provisions of Paragraphs 1.9, 15, 22 and 31. If Lessor fails to pay to Brokers any
armounts due as and for brokerage fees peraining to this Lease when due, then such amounts shall accrue Interest. In addition, if Lessor fails to pay
any amounts o Lesses’s Broker when due, Lesses’s Broker may send written notice o Lessor and Lessee of such failure and if Lessor fails to pay
-ummnum'lmmdmmauum,mmmmnﬁnmmmm:mmmmmmm. In addition, Lesges's

Broker shall be deemed to be a third party benaficiany of any i ) it inta by andior batwean Lassor and Lessor's Brokar for e
mmﬂmqmmmm
153 R ities of Broker Relationships. Lessee and Lessor each represent and wamant to the other that i

huuhadmdnﬂrwmmym&m brokear or finder {other than the Beokers, if any) in connection with this Lease, and that no one other than sasd
named Brokers s entitled to any commission of finder's fee in connection harewilh. Lessee and Lessor do each hereby agres io indemnify, protect,
defend and hold the other harmless from and against liability for compensation or charges which may be claimed by any such unnamed broker, finder
or ather similar party by reason of any dealings or actions of the indemnifying Party, including any costs, axpenses, attorneys’ fees reasonably incurmad
wilh respect therelo,
16. Certificates.
{a) Each Party (as "Responding Party™) shall within 10 days after written notice from the other Party (the “Requesting Party™)
m-.Mmmummmammmmnmumwmmmmm “Estoppel Certificate™ form
hed by the AIR C clal Real Estate Association, plus such additional information, confirmation andfor as may be reasonably
whhﬂﬂuﬁmhm

(b)) if tha Responding Party shall fall to execute or dalivar the Estoppel Cartificate within such 10 day period, the Requasting Party
may axeculs an Estoppal Cartificate stating that: (i) the Lease is in full forca and effect without modification axcepl as may be represented by the
Requasting Party, (i) thare are no uncured defaults in the Requesting Party's performance, and (i) if Lessor is the Requesting Party, not mone than ona
mionth's rent has been paid in advance. Prospective purchasers and encumbrancers may raly upon the Requesting Party's Estoppel Cartificate, and the
Responding Party shall be estopped from denying the bruth of the facts contained in sald Certificate.

(€] If Lessor desires to finance, refinance, or sell the Premises. orany part therecf, Lessee and all Guarantors shall within 10 days
MmﬂmMmmeMImeWWMMImmumhmm
requined by such lender or purchaser, including but not limited to Lessea's financlal statements for the past 3 years. Al such financial statements shall
be received by Lessor and such lender of purchaser in confidence and shall be used only for the purposes herein sat forth.

7. Definition of Lessor. Tha tarm “Lessor” as used herein shall mean the owner o owners &t the time in question of tha fea tite 1o tha
Pramisas, or, if this is & sublease, of the Lesses's interest in the prior lease. In the event of a transfer of Lessor's tite or interest in the Premises or this
Lease, Lessor shall deliver 10 the transferee or assignee (in cash or by credit) any unused Security Deposit held by Lessor, Upunmdlnmﬁlnr
assignment and dedivery of the Security Deposit, as aforesaid, the prior Lessor shall be relieved of all iability with respect io the obligations andior
covenants under this Lease thereafler 1o be pedformed by the Lessor. Subject to the foregaing, the obligations andior covenants in this Lease to ba
parformed by the Lessor shall be binding only upon the Lessor as hersinabove defined.
18. Severability. The imalidity of any provision of this Lesse, as delermined by a cowrt of competent jurisdiction, shall in no way affect e
walidity of any other provision haraaf.
18. Days. Unless otherwise specifically indicated 1o the contrary, the word “days® as used in this Leasa shall mean and refer to calendar days.
20. Limitation on Liability. The obligations of Lessor under this Lease shall not constitute personal obligations of Lessor or its pariners,
bers, di 5. officars or lers, and Lessae shall look to the Premises, and to no other assets of Lessor, for the satisfaction of any liability
of Lessar with respect to this Lease, and shall not seek recourse against Lessor's pariners, members, directors, officers or sharsholders, or any of their
personal assats for such satisfaction.
12’1‘ Time of Essence. Time is of the essence with respect i the performance of all cbligations to be performed or cbserved by the Parties under
22 Ne Prior of Other Agreements; Broker Disclaimer. This Lease u t h%ﬁmmﬂhmym
mentioned harain, WMWWHWMNMMMM Lessor and Lesses each represents and
wamants io the Brokers that it has mada, mmemumhmmuhhmmmmmmhnﬂw
of Pasty to this Lease and as bo the use, natwe, quality and character of the Premises, Brokers have no responsibility with respect thereio
o any default or breach heraol by sither Party. A
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23, Notices.
231 Notice Requirements. All noti irad d by this Lease or applicable law shall be in writing and may ba delivered in
mqwm«wmmmmmmmwmr.mwwmaus Postal Sefvice Express Mail, with postage prepaid, or by
facsimile transmission, and shall be deemed sufficiently given if served in a manner specified in this Paragraph 23. The atdresses noted adjacent to a
Party's signature on this Lease shall be that Party's address for delivery or mailing of notices, mﬁmmwmmmﬂ-mm-
different address for notice, excepd that upan Lessee's taking possession of the Premises, the P Lessos's addross for nolice. A
mdulnﬁmbuﬂummwmmmmwpﬂﬁuumm‘Humeﬁmmtmm
designate in writing.
23.2 Date of Notice. Any natice sent by registersd or cerified mai, reflurn receipl requestad, shall be o d given on the date of
delivery shown on the receipt card, or if no delivery date is shown, the postmark thereon. If sant by regular mall the notice shall be deemed given 72
hours after the same is addressed as requined herein and mailed with postage prepaid. Nolices deliverad by United States Express Mai or ovemight
courier that guarantes nesxt day delivery shall be deemed given 24 hours after delivery of the same to the Postal Service or courler. Nobices transmitbed
by facsimile transmission or similar means shall be deemed delivered upon telephone confirmation of recedpt (confirmation report from fax machine is
sufficient), provided a copy is also delivered via delivery or mail, If nolice is received on a Saturday, Sunday or legal holiday, it shall be deemed
recaived on the nax business day.
24, Waivars,

{a} No waiver by Lessor of the Default or Breach of any term, covenant or condition hereof by Lesses, shall be deemed a
walver of any cther term, covenant or condition heneof, or of any subseguant Default or Breach by Lesses of the sama or of any other term, covenant or
condition hereof. Lessor's consant to, or approval of, any act shall nod be desmad o render unnecessary the oblaining of Lessor's consent o, or
approval of, any subsequent or similar act by Lesses, or be construed as the basis of an estoppel io enforce the provision or provisions of this Lease
requiring such consent.

(13 The accaptance of Rent by Lessor shall not be a waiver of any Default or Breach by Lessee. Any payment by Lesses
may be accepied by Lessor on account of moneys or damages due Lessor, nobwithstanding eny qualifying statements or conditions made by Lessee in
connection therewith, which such statements andior conditions shall be of no force or effect whatsoever unless specifically agreed to in writing by
Lessor at or bafora the time of deposit of such paymant.

{c) THE PARTIES AGREE THAT THE TERMS OF THIS LEASE SHALL GOVERN WITH REGARD TO ALL MATTERS

RELATED THERETO AND HEREBY WANE THE PROVISIONS OF ANY PRESENT OR FUTURE STATUTE TO THE EXTENT THAT SUCH
STATUTE IS5 INCONSISTENT WITH THIS LEASE.

25, Disclosures Regarding The Mature of a Real Estate Relationship.
(2} ‘Whan entering into & discussion with a real estate agent regarding & real estate transaction, & Lessor or Lesssa should

trom the outsat undarstand what type of agancy p of rep it has with the agent or agents in the ransaction. Lessor and Lessea
ack & being sdvised by the B in this ction, as follows:

L] meammundvarm-ummhmmummhhum
only. A Lessor's agent or subagent has the i ing affirmative oblig w: Tothe Lessor: A Aduciary duty of ulmost care, integrity, honesty, and

loysity in dealings with the Lessor. To the Lessee and the Lessor; a. Diigent exercise of reasonable skills and care in parformance of the agent's
duties. b, A duty of honest and fair dealing and good faith. :Aﬂmbmufﬂmnmmmﬂhaﬂmhvﬂuum
of the property thal are nol known 16, of wilhin the diligant allention and obsanalion of, the Parties. An agent is not obligated to reveal 1o either Party
any confidential information oblained from the other Party which doas not imobie the affirmative duties sat forth above.

{ii) Lesses's Agenl. An apent can agres to act as agent for the Lessee only. In these siuations, the agent is not
hmememmummmwwmm either in full or in part from the Lesscr. An agent
acting only for @ Lesses has the following affirmalive obin.tlim To the Lesses: mnwdmumm,mw.mdmhh
dealings with the Lesses. To lhe Lesses and lhe Legsor: a. Diligent exercise of reasonable skills and care in parformance of the agent's duties, b, A
duty af honest and fair dealing and good faith. aAmmﬁmuhﬂmmhmﬂuﬂhﬂyﬂﬂuhvﬂmanﬂ;ﬂh
property thal are nol known 1o, or within the diigent atlention and observation of, the Pares. An agent is not obligated to reveal to either Party amy
MHMMMMMMPwmmmmmmmdmmmm

] Agen e or gngd g8 . A real estate agent. either acing directly or through one or mona
mmmhﬂyhhwdmmtmlrﬂhLMham but only with the knowledge and consant af bath the
Lessor and tha Lessaa. huMme the agent has the following affrmative obligations o both the Lessor and the Lessee: a. A fiduciary
dmdmmmw b.ﬂyhhdﬂfkmvdﬁ#anmurhlm b, Other dulies to the Lessor and the Lesses as
stated abowe in subparagraphs (i) or (i}, In representing both Lessor and Lesses, the agent may nol withoul the expreéss penmission of the respective
an-.mmmmmmummmmm-nmmmmmmmnmmwmmmuHWnﬂwa
highar rent than that offerad. mmm:fﬂnwhlrullmm-cﬂmdunuliﬂ‘lmummhmﬂimn
protact thedr own intarests. Lessor and Lessea should canefully read all agreemants to assure that they adequately j of the
transaction, A real estate agent is a person qualified to advise about real estate. If legal or tax advice is desired, wﬂlmm

(b} Brokers have no responsdility with respect to any default or breach hereof by either Party. The Padies agres that no
lawsuit or ofher legal proceeding involving any breach of duty, emor or omission relating to this Lease may ba brought against Broker more than one
year after the Start Date and that the Bability (including court costs and atlomeys’ fees), of any Broker with respact to any such lewsuit andior legal

shall mot excaed ihe fee recaived by such Broker pursuant lo this Leass; provided, however, that the foregoing limitation on each Broker's
liability shall not be applicable to anvy gross negligence or willlul misconduct af such Braker.

{c) Lessor and Lesses agres bo idantify 1o Brokers &8 “Confidantia™ any communication of information given Brokers that is
considared by such Party io be confidential,

26, Mo Right Te Holdewer. Lesses has no right to retain possession of the Premises or any par thereal beyond the expiration or termination of
this Leasa. In the event that Lesses holds over, then the Base Rent shall be increased to 150% of the Base Rent applicable immediately preceding the
axpiration or lermination. Mothing contained harein shall ba construed as consant by Lassar 1o any halding over by Lesses.

27, Cumulative Remedies. No remedy or election hereunder shall be deemed exclusive but shall, wherever possible, be cumulative with all
ather remadies at lew or in equity.

28 Covenants and Conditions; C af L All provisions of this Lease 1o be observed or performed by Lesses are both
covanants and conditions. In construing this Lease, uwmmmhﬂwmummwmmﬂﬂumma
part of this Lease. Whenever required by the context, the singuler shall include the plural and vice wersa. This Leasa shall nol be consirued as if
prapared by one of the Parties, but rather according io its fair meaning as a whale, a3 if both Parties had prepaned it

29, Binding Effect; Choice of Law. This Lease shall be binding upan the Parties, their p | and assigns and
mwwumaNMmmmmm-mmmmmummmmmmm
Initiated in the county in which the Premises are locabed.

30. Subordination; Attornment; Non-Disturbancae.

301 Subordinatbon. This Lesse and any Option granted hareby shall be subject and subordinate 1o any ground laase, mongage, desd
of trust, or other hypothecation or security device (collectively, “Security Device™), now or heraafter placed upan the Premises, 1o any and all advances
made on the security thereof, and io all renewals, modifications, and exiensions thereof, Lessee agrees that the halders of any such Security Devices
(in this Lease logether referred 10 as “Lender”) shall have no liability or obligation to perform any of the obligations of Lessor under this Lease. Any
Lendar may slect 1o have this Lease andlor any Optian granted hereby superior ko the lien of its Security Devios by giving writien notice thereof o
Lesses, whereupon this Lease and such Options shall be deemed prior b such Security Desice, nobwithstanding the relative dales of the
documantation or recordation thereof.

302 Attornment. In the event that Lessor transfers tithe to the Premises, nhﬁmﬂmumlﬁqumdbyunlurwmhhrmu
o tarmination of 8 Security Devise 10 which this Lease is subordinated (i) Lessea shall, subject to the non ca provisions of Paragraph 30,3,
altorn o such new owner, and upon request, enter inlo a new lease, containing all of the tarms and provisions of this Lease, with such new owner for
the remainder of the berm hereod, or, al the election of the new owner, this Lease will automatically become a new lease between Lessee and such mew
awner, and (i} Lessor shall thereafter be relieved of any further obligations hereunder and such new owner shall assume all of Lessor's obligations,
except that such new owner shall not: (a) be Eable for any act or omisslon of any prior lessor or with respect to events occuming prior o acquision of
ownership; (b} be subject to any offsets or defenses which Lessee might have against any prior lessor, () be bound by prepayment of more than ane
mﬂﬁmwlﬂﬁhﬂdﬂehmmdmrmﬂyﬂmﬂpﬂdbmnﬁwwmwﬂmpﬂﬁmhwwmr

Non-Disturbance. With respect 10 Securty Devices entered into by Lessor afler the execution of this Lease. Lessee's
af this Lease shall be subject to receiving a commercially reasonable non-disturbance agreemant (3 mmwp—:

| which Non-Di el Agresment provides that Lesses's possession of the Premises, and this Lease, including any options to
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31.  Attormeys' Fees. If any Party or Broker brings an action or procseding imvolving Bhe Premises whether founded in tort, or aquity, or
10 declare rights hersunder, the Pravailing Party (as hereafter defined) in any such proceeding, action, or appeal th 1, shall be entitled to bl

decision or judgment. The tarm, “Prevailing Party™ shall include, without Emitation, a Party or Broker who substantially obtains or defeats the relaf
sought. as the case may be. whether by compromise, setfiement, judgment, or the abandonmant by the other Party or Broker of its claim or defenss.
The attomeys’ fees award shall not be computed in accordance with any court fee schedule, but shall be such &s to fully reimburse all aliomeys' fees
reasonably incurred. In addition, Lessor shall be entitied o atlomeys' fees, costs and expenses incumed in the preparation and service of nolices of
Dafault and consultations in connection therewith, whather or not a legal action is subsequently co eed in jon with such Default or resulling
Breach (5200 is a reasonable minimum per occummancs for such services and consultation).
32 Lessors & ; Showing Premises; Repairs. Lessor and Lessor's agents shall have the right ko enter the Premises at any lime, in the
casa of an emergency, and olherwise at reasonable times after reasonable prior nofice for the purposa of showing the same 1o prospactive purchasers,
lenders, or tenants, and making such ats, repairs, imp or additions to the Premises &s Lessor may deem necassary of desirable and
the erecting, using and maintaining of ulilities, services, pipes and conduits through the Premises andior other premises as long &s theve is no material
adverse affect to Lessee’s use of the Premises. All such activities shall be without abatement of rent or llability ko Lesses.
. Auctions. Lessee shall nol conduct, nor permil 1o be conducted, any auction upon the Premises without Lessor's prior wiitten consent.
Lessor shall not be obligated to exerciss any standard of reasonableness in determining whether to permit an auction.
34, Signs. Lessor may place on the Premises ordinary “For Sale® sipns at any tme and ordinary "For Lease” signs duing (he last & months of
Ihe term hereof. Except for ordinary or sublesse™ signe, Lesses ghall not place any sign upon the Premises without Lessor's prior writhen consent. All
signs rust comply with all Applicable Requirements.
35. Termination: Merger. Unless specifically stated otherwisa in writing by Lassor, the valuntary or olher surmender of this Lease by Lesses, the
muiual termination or cancellation hereof, or a termination hareof by Lessor for Breach by Lesses, shall aulomatically terminabe any sublease of lasser
eslabe in the Premises; provided, however, that Lessor may elect to continue any one or all exisling sublenancies. Lessor's failere within 10 days
follkvwing any such event to elect (o the contrary by written notice lo the holder of any such lesser interest, shall constitute Lessor's election to have
such avent congtitube the termination of such interest.
38, Consents. Excepl as otherwise provided herein, whesever in this Lease the consent of a Party is required to an act by or for the other Party,
such consent shall not be unreasonably withheld or delayed. Lessors aclual reasonable costs and expenses (including but not limited to architects’,
afinrmeys’, angineers' and other consultants' faes) incurred in the consideration of, of response o, a request by Lesses for any Lessor consent,
including bui nof limited to consents to an assignmant, & sulblating or the presance or use of @ Hazardous Substance, shall be paid by Lesses upon
receipt of an invoice and supporting documantation therafor. Lessors consenl lo amy acl, assighment of sublefting shall nol constitube an
acknowladgment that no Defaull or Breach by Lesses of this Lease exisls, nor shall such consent be deemed a waiver of amy then existing Default or
Breach, excepl as may be clherwise spacifically stated in wiiting by Lessor at the tme of such consent. The failure lo specify herein any particular
condition to Lessor's corsent shall not preclude the imposiion by Lessor at the time of consent of such further or other conditions as are then
reasonable with reference to the panicular matter for which consent is being given. In the event that either Party disagrees with any delenminab
made by the other hereunder and reasonably requests the reasons for such delenmination, the detenmining party shall furnish its reasons in writing and
in reasonable detail within 10 business days following such réquast,
ar. Guarantor.

ara Execution. The Guarantors, if any, shall each execute a guaranty in the form most recently published by the AR Commercial Real

2 Dafauit. 1t shall constitute & Delaull of the Lessee if any Guarantor fals or refuses, upon request to provide: (a) evidence of the
execution of the guaranty, including the authority of the party signing on Guaranior's behalf lo obligate Guarantor, and In the case of a corporats
Guarantor, a certified copy of a resolution of its board of direclors authorizing the making of such guaranty, {b) cument financial statements, (c) an
Estoppel Carificate, or (d) writhen confirmation that the guaranty is sl in effect
38, Quiet Possession. Subject to payment by Lesses of the Rent and performance of all of the covenants, conditions and provisions on
Lessee’s part lo be observed and performed under this Lease. Lessse shall have quist possassion and guiet anjoyment of the Pramises duning the berm
hereal.

39, Options.  Lessee is granted an Oplion, as defined below, then the following provisions shall apply-

R | Definition. =Dption™ shall mean: (a) the right o axtend or reduce the lerm of o renew tis Lease or 1o exiend or reduce the term
of or ranew any lease that Lesses has on other proporty of Lessar; (b) the night of first refusal o first affer 1o lease either the Premises or other propesty
of Lessor; (c} the right to purchase, the right of first offer to purchase or e right of first refusal o purchase the Premises o other property of Lessor.

3.2 Options Personal To Original Lesses. Any Oplion granted to Lesses in this Lease |s personal io the onginal Lesses, and cannot
be assigned or exercised by anyona other than said onginal Lessee and only whila the orginal Lesses ks in full ion of the Premises and, if
requested by Lessar, with Lesses certifying that Lesses has no imention of thereafer assigning or subleting.

|3 Multiple Options. In the event thal Lesses has any mulliple Oplions to extand or renew this Lease, a later Oplion cannot be
exercised unless the prior Options have been validly exercised.

394 Effect of Default on Options,

(a) Lessee shallhave no right to exercise an Option: (i) during the period commencing with the giving of any notice of Dafault and
cantinuing until said Default is cured, (i) duing the period of time any Rent s unpasd (without regard 1o whether notioe thereof is given Lessea), (i)
during the time Lessee is In Breach of this Lease, or (iv) in the event that Lesses has been given 3 or mone notices of separate Default, whether or nat
the Defauls are cured, during the 12 moenth period immediately preceding the axercise of the Option.

{B) The period of time  withinwhich an Oplion may be exercised shall not be extended or enlarged by reason of Lesses's inabilitylo
exercisa an Oplion because of the provisions of Paragraph 39.4(a).

(=) An Option shall terminate and be of no further force or effect, nobtsithstandingLesses’s due and timely axercise of e Option, if,
after such exarcise and prior o the commencement of the exinnded term o completion of the purchase, i) Lesses fails to pay Rent for a period of 30
days after such Rent becomes due (without any necessily of Lessor ko give notica thereof), or (i) if Lessee commits a Breach of this Lease,
40, Muitiple Buildings. If the Premises are a part of a group of buildings controlled by Lessor, Lessee agrees that it will abide by and conform io
ﬂmumm“dmgmaﬂunnmlmummmmmmﬂmmmmm.mmﬂwmwm
care and cleanliness of the grounds and including the parking, loading and unloading of vehides, and to cause its employees, suppliers, shippers,

cuslormerns, contracions and invilees 1o so abide and conform. Lesses also agress 1o pay its fair share of common expenses incurred in conneckian with
such rules and regulations,
41, Security Measures. Lesses hersby acknowledges that the Rent payable o Lessor hersunder does not incude the cost of guand service o

ather security measures, and that Lessor shall have no obligation whatsoever to provide same. Lesses assumes all responsibiity for the protection of
the Premises, Lesses, its agants and invitees and their property from the acts of thid paries.

42 Resarvations. Lessor reserves o itself the right, from Gime to time, to grant. without the consent or jainder of Lesses, such sasements,
rights and dedications Ehat Lessor desms necassary, and ko cause the recordation of parcel mags and resirictions, 50 long as such sasemants, rights,
dedications, maps and restrictions do not unasonably inMerfame with the use of the Promises by Lesses. Lessee agrees bo sign any documents
reasonably requested by Lessor o eflectuate any such easement righls, dedication, map or restrictions.

43, Performance Under Protest, If &t any time a dispute shall arise a5 o any amount of sum of money o be paid by one Party to the other
uncer the provisions herecl, the Parly against whom the obl lion o pay the money ks asserled shall have the right to make payment “under protest™
nd:um;uwimlumnnqtMWH&WWNMM“\Mhﬁﬂummmﬂuﬂ%htﬂmuﬂﬂmmﬂ
such sum. Iltlhilhad}wpdmm“umlﬂgﬂwmmhmdﬂFﬂhmmmammw.mﬁmwmﬁlm
‘lﬂﬁu‘ll:lmuwmwmmmw“lwmwﬂymuimnm.ﬂPwmummliﬂl-aﬂiwhmwumwu

"under within & manths shall be deemed 1o have waived its ight 1o protest such payment.
44, ority; Multiple Parties; Execution.
(a) If either Party herato is a corporation, trust, Bmited Eability company, partnership, or similar entity, each i
is Lease on behalf of such enlity represents and warrants that he or she is duly authorized (0 execute and delives this Lease on .
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Each Party shall, within 30 days afler requesd, Sefiver 1o B olher Party satisiactory evidence of such authaority.

b} If this Lease is executed by more than ane person or enfity as “Lessee”, each such person or entity shall be joinily and
saverally liable hereunder. It is agreed that any one of the named Lessees shall be empowered 1o execule any amendment 1o this Lease, or other
document ancilary thereto and bind all of the named Lesseas, and Lessor may refy on tha sama as if all of the narmed Lessess had execuled such
docurment.

(c) This Lease may be executed by the Parties In counterparts, each of which shall be deemed an original and all of which
together shall conslitute one and the sarme instrumeant.

45, Conflict. Any conflict between the printed provisions of this Lease and typewrilten or handwritten provisions shall be controlled by the
typewritten or handwrithen provisions.

48, Offer. Preparation of this Lease by either Party or their agent and submission of same lo the other Party shall nol be deemed an offer to
lease o the other Party. This Leass is not intended to be binding until executed and delivered by all Parfies haredo.
a7, Amendments. This Lease may ba modified only in writing, signed by the Parties in interest at the tirme of the modification. As long as they

di not matedally changs Lesses’s obligations hereunder, Lesses agrees to make such reasonable nan-monatary modifications to this Lease as may be
mmmbyutmmmcﬂmvdﬂrﬂuubhlwﬂmﬁuwnﬂmuhmufhw

48. Walver of Jury Trial. THE PARTIES HEREBY WAIVE THEIR RESPECTIVE RIGHTS TO TRIAL BY JURY IN ANY ACTION OR
PROCEEDING INVOLVING THE PROPERTY OR ARISING OUT OF THIS AGREEMENT.
43, Mediation and Arbitration of An Addendum requiring the Mediation andfor the Asbitration of disputes between the Parties andfor
Brokers arising out of this Lease O is is not attached o this Lease,
50. Americans with Disabilities Act. Sinoe compliance with the Amenicans wilh Disabiities At (ADA) s dapandant upon Lessee’s spacific use
of the Premises, Lessor makes no warranty of rep ion &% 1o or not the Pramiges comply with ADA or any similar legisiation. In the
avant that Lessee's use of the Premises requires modifications or additions to the Premises in order io be in ADA compliance, Lesses agrees to make
any such necessary modifications andlor addilions a1 Lessee's expense.

LESSOR AND LESSEE HAVE CAREFULLY READ AND REVIEWED THIS LEASE AND EACH TERM AND PROVISION CONTAINED HEREIN, AND
BY THE EXECUTION OF THIS LEASE SHOW THEIR INFORMED AND VOLUNTARY CONSENT THERETO. THE PARTIES HEREBY AGREE
THAT, AT THE TIME THIS LEASE IS5 EXECUTED, THE TERMS OF THIS LEASE ARE COMMERCIALLY REASONABLE AND EFFECTUATE THE
INTENT AND PURPOSE OF LESSOR AND LESSEE WITH RESPECT TO THE PREMISES.

ATTEMTION: NO REPRESENTATION OR RECOMMENDATION 15 MADE BY THE AIR COMMERCIAL REAL ESTATE ASSOCIATION OR BY ANY
BROKER AS TO THE LEGAL SUFFICIENCY, LEGAL EFFECT, OR TAX CONSEQUENCES OF THIS LEASE OR THE TRANSACTION TO WHICH
IT RELATES. THE PARTIES ARE URGED TO:

1. SEEK ADVICE OF COUNSEL AS TO THE LEGAL AND TAX CONSEQUENCES OF THIS LEASE.

Z. RETAIN APPROPRIATE CONSULTANTS TO REVIEW AND INVESTIGATE THE CONDITION OF THE PREMISES. SAID INVESTIGATION
SHOULD INCLUDE BUT MOT BE LIMITED TO: THE POSSIBELE PRESENCE OF HAZARDOUS SUBSTANCES, THE ZONING OF THE PREMISES,
THE STRUCTURAL INTEGRITY, THE CONDITION OF THE ROOF AND OPERATING SYSTEMS, AND THE SUITABILITY OF THE PREMISES FOR
LESSEE'S INTENDED USE.

WARNING:; IF THE PREMISES IS LOCATED IN A STATE OTHER THAN CALIFORNIA, CERTAIN PROVISIONS OF THE LEASE MAY NEED TO
BE REVISED TO COMPLY WITH THE LAWS OF THE STATE IN WHICH THE PREMISES IS LOCATED.

The parties hereio have executed this Lease at the place and on the dates specified above their respective signatunes.

Executed ar ;S;.v W

o [RPRie T O3
By LESSOR: By LESSEE:
Richard G. Henderson Reshape Hedlcal, Inc., a Delaware

By: By:

Marme Printed: Mame Printed

Tile: Tithe

Anorass: _ Address.

Telephone: [ ) R Telephome: {_ )

Facsimile: ( ¥ Facsimile: | ]

Federal |0 No. Federal ID Mo,

BROKER: BROKER:

CB Richard Ellis Veit Commercial Brokerage

Att: Steve Wagner Al: Hayden Soceci / Robert Sceci
Tise: Senior Associate - i Title:

Address: 3501 Jamboree Road, Sulite 100 Address: 3500 W. Orangewood Ave.
Newport Beach, CA 92660 Orange, Ch 92686
Telaphone:(949)725-8616 Telaphona:{ 714)9TB-TEHD
Facaimile:{ 949)725=8545 Facsimilec

Federal ID No. Faderal ID No.

NOTICE: These forms are ofien modified to meet changing requirements of law and industry needs. Always write or call to make sure you
are utilizing the most current form: AIR Commarcial Real Estate Association, 800 W 6th Street, Suite 800, Los Angeles, CA 90017
Ty Ho. (213) 68T-8TTT. Fax No. (213) 687-8616.
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£ Copyright 2001 - By AIR Commarcial Real Estate Assoclation, All rights reserved.
Mo part of these works may be reproduced in any form without parmission in writing.
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ADDENDUM TO THAT CERTAIN
STANDARD INDUSTRIALICOMMERCIAL SINGLE-TENANT LEASE GROSS
DATED MARCH 28, 2008
By AND BETWEEN
RiCHARD G. HENDERSONM (“LESSOR")
AND
RESHAPE MEDICAL, INC., A DELAWARE CORPORATION
(“LESSEE")

51. Base Rent Schedule: The Monthly Base Rent for the Premises shall be as follows:

Menths Monthly Rent
June 1, 2008 - May 30, 2009 $8,750
June 1, 2009 — June 30, 2009 Free
July 1, 2009 - June 30, 2010 $10,125
July 1, 2010 — July 30, 2010 Free
August 1, 2010 - July 31, 2011 $10,500

52. Tenantlmprovements: Lessor, at Lessor's sole cost and expense, shall

a) Install new carpet in the office areas (commercial grade)
b) Remowe hanging lights in the back office
c) Clean and seal the pebble flooring in the office areas

d) Repair cabinet below sink
e) RElTHJU'B slx:rage mntalner behind the I.‘rulidlng %

a) Install new base board in warehousfa
h) Apply fresh paint to the warehouse walls. ;L
already applied fresh paint to the iis.
Exend wweli per exhbi} A
53. Signage: L e, at Lessee's sole cost and expense, shall be all
install building signage per the Rancho San Clementa Business
Park and City of San Clemente Requirements.

CBRE

CB RICHARD ELLIS
N T My appornSR Wagmer Adderdwn J00F emderson- 10 Calle fglesio-Sgi The Gross.doe




OPTION(S) TO EXTEND

STANDARD LEASE ADDENDUM

Dated March 28, 2008

By and Between (Lessor) Fichard G. Henderson

By and Between (Lessee) keshape Medical, Inc., & Delaware Corporation

Address of Premises: 100 calle Iglesia

San Clemente, California

Paragraph 54
A, OPTION(S) TO EXTEND:
Lessor haraty granis to Lessee the oplion o extend the term of this Leasa for cne (1) additional thirty-six (36)

month pericd{e) commancing whan the prior term expires upon each and all of the Tollowing terms and condiions:

(i In orderto exercisean optionto exend, Lesses mustgive wiltennotice ofsuch election to Lessorand Lessormust recedve the same at
east & but not mora than __ 9 manths prior to the date that the oplion period would commence, time being of the sssence. If proper
naotification of the exercise of an option is not given and/or received, such option shall automatically expire. Oplions (if there are more than ona) may
only be exercised consecutivaly.

i) The provisionsof paragraph 339, including those relating to Lessee’s Default setforth inparagraph 38.4 of this Lease, are conditions of
this Dptian.

(i} Exceptior the provisionsof this Leasagranting an oplionor opfions toextend the term, all of theterms and conditions of this Lease
axcepl whare spacifically modified by this option shall apply.

() This Oplion is personalio the orginallesses, and cannotbe assigned orexercised by anyone other than said orginalLesses and only
while the original Lesses is in full passession of the Premises and without the intention of thereafter assigning or sublelling,

(¥} The monthiyrent forsach monthof theoption peviodshall bacalculated asfollows, usingihe method(s)indicated below:
[Check Method(s) to be Used and Fil in Appropriately)

O 1 Cost ofLiving Adjustment{s){COLA)
. On (Fill in COLA Dates):

the Base Rent shall be adusied by the change, # any, from the Base Month speciiied below, in the Consumer Price Index of the Bureau of Labor

Statistics of the LS. Department of Labor for (select aone)l: [ CP1 W (Urban Wage Eamers and Clarical Workers) or [1 CP1U (Al Urban Consumerns),
for (Fill in Urban Area):

Al [terns (1982-1984 = 100). herein referred to as "CPI™.

b.  The manthly rent payable in accordance with paragraph Ala of this Addendum shall be calculated as follows: the Base Rent satforth in
1.5 of the attached Lease, shall ba multiplied by & fraction the numerator of which shall be the CPI of the calendar month 2 months prior fo
the monthis) specified in paragraph Ala. above during which the adjustment is to take effect, and the denominator of which shall be the GP1 of the
cabendar month which is 2 months prior to (select ona): O the firs! month of the term of this Lease as set forth in paragraph 1.3 ("Basa Month™) or (]
{Fill in Other "Basa Month™)

The sum 8o calculated shall constitute the new manthly rent hereunder, bul in no event, shall any such new monthly rent ba less than tha rent payable
for the month immediataly preceding the rent adjustrent,

¢ In the eventthe compilation andior publication of the CP1 shall betransfered to anyother govermmental departmént or bureau aragency o
shall be discontinued, then the index most nearty the same as the CPI shall b used to make such calculation. In the event that the Parties cannot
agree on such allernative index, then the matter shall be submitted for decision 10 the American Arbitration Association in sccardance with the then
rubos of sald Association and the decision of the arbitrators shall be binding upon the parties. The cost of said Arbitration shall be paid sgually by the
Parties.

Bl n.  Market Rental Value Adjustmentis) (MRV)
a8  On (Fll in MRV Adjustment Date(s))

the Base Rant shall ba adjusted to he “Market Rental Value® of tha propedty as lolows:
1} Four monihs priorto each MarketRental Value Agjustment Dale described above,tha Parties shallatiempl to agreaupen what the naw
MRV will be on the adjustment date. I agreement cannot ba reachad, within thinty days, then:

(a) Lessor andLesses shallimmediately appointa mutuallyacceqiable appraisercr brokerio establishihe newMRV withinthe next30
days. Any associaled costs will be spit equally between the Parties, or

{b) Both Lessorand Lessesshall sachimmedistely make a reasonable delermination of the MRVand submitsuch daterm
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writing, to arbitration in accordance with the following provisions:

{1} Within 15 days theveafier, Lessor and Lesses shall each salect an O appraiser of O broker (“Consultant” - chack one) af their
choice 10 act as an arbstralor.  The two arbilralors &5 appointed shall immedialely select a third mutually acceptable Consultant to act as a third

(i) The 3arbitrators shallwithin 30days ofthe appointmantol thethird arbiratorreach adecision asto whallhe actual MRY for
the Premises is, and whether Lessor's or Lessee’s submitted MRV is the closast theredo, The decision of a majority of the arbitralors shall be binding
on the Paries. The submitted MRV which |s determined to be the closest 1o the actual MRV shall thereafer be used by the Parties.

(iily if sitharc! theParties failgio appointan arbdratorwithin thespecified 15days, thearbitrator imely appointed byone ofthem
shall reach a decision on his of her own, and said decision shall be binding on the Parties.

(iv] Tha entirecost ofsuch arbitrationshall bepaid bythe parywhose submitted MRV lsnot selected, e heone thatis NOTthe
closest to the actual MRV,

2)  MNotwithstanding the foregoing, the new MRV shall not beless than the rent payable for the month immaediately preceding the rent
adjustmant.
b. Uponthe establishmentof eachMew Market Rental Value:
1} the newMRY wil become the new “BaseRanl™ lorthe purposa of calculaling amy further Adjustments, and
2) the first month of each Market Rental Value term shall become the new “Basa Month® for the purpose of calculating ary further
Adjugbirents.

O . Fixed Rental Adjustment|s) (FRA)
The Base Rent shall be increased to the following amounts on the dates sat forth below:

On (Fill in FRA Adjustmaent Date(s)) The Mew Base Rent shall ba:

B. NOTICE:
Unless specified otherwise harein, notice of any rentel adjustments, other than Fixed Rental Adjustments, shall be made as specified in
paragraph 23 of the Leasa.

C. BROKER'S FEE:
The Brokers shall bepald & Brokerage Feelor each adjestrment specified abowe in accordance with paragraph 15 of the Leass.

NOTICE: These forms are often modified to meet changing requirements of law and industry needs. Always write or call to make sure you
are ulilizing the most cwrrent form: AIR Commerclal Real Estate Association, B00 W Bth Street, Suite 800, Los Angeles, CA 9001T.
Telephone Mo. (213) 6BT-87TT. Fax No.: (213) 68T-8616.

e Wil
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AMENDMENT NO. 1 TO LEASE

L PARTIES AND DATE

This Amendment No. | to Lease (this “Amendment™) dated as of March 30, 2011 (the
"Effective Date™). is entered inmto by and between Reshape Medical. Inc.. a Delaware
corporation ("Lessee™), and Richard G. Henderson ("Lessor™),

11. RECITALS

A Lessor and Lessee enlered into thal certain Standard Indusirial/Commercial Single-
Tenant Lease—{Gross dated as of March 28, 2008 (the "Lease”), for cenain premises
defined in the Lease (1he “Premises”), which consists of approximalely 7,500 square
feet of space as generally shown on the Noor plans attached 1o 1he original Lease as
Exhibit "A.)" located in the building whose address is 100 Calle lglesia, San
Clemente, California ("Building”).

B. Lessee and Lessor desire to extend the term of Lease and make such other
modilications (o the Lease as are set forth in "1, MODIFICATIONS" next below.

[I.  MODIFICATIONS. Effective as of the Effective Date, the Lease is hereby amended as
follows:

A Expiration Date: The date on which the term of the Lease ("Term”) shall end is
hereby extended from July 31, 2011 to July 31, 2012,

B. Base Reni: The monthly Base Rent during the period beginning on August 1, 2011
and ending on July 31, 2012 will be as lollows:

Monihly Base Renl/Gross
Avgust 1, 2011 - July 31, 2012 $8.250

C. Reduction of Security Deposit: A portion of Lessee's Securily Deposit of $31,500
currently held by Lessor shall be applied by it to Base Rent as follows: (i) lor
monthly Base Renl for Augest 1, 2001- August 31, 2011, £8,250 [rom the Security
Deposit shall be applied lor rent due; and (ii) for monihly Base Rent due for January
1, 2012-January 31, 2012, 38,250 from the Security Deposit shall be applied for remt
due. As ol February 1. 2012, (a) the Security Deposit held by Lessor shall be
$15,000, and (b) Lessee shall not be obligated o maintain more than 515,000 as the
Security Deposit.

D. Option o Extend: Provided Lessee is not in default beyond any applicable notice and
cure period, Lessee shall have (2) two oplions 1o exiend the lease for twelve (12)
months each at the then fair market value ("FMV") lor comparable properties in
South Orange Counly. Lessee shall exercise each right to extend by giving Lessor
wrilien notice of such exercise ai least thirty (30) days prior 1o the expiration of the
then-existing Term. Other than the polential change in (he Base Rent, all other terms
of the Lease shall remain in effect during each extended 1erm.
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Commijssions 1o Brokers: Lessor shall pay a leasing commission equal to $3,960 (4%
of the total consideration of the extension term) split 50/50 beiween Lessor's broker,

3600 Commercial Partners and Lessee's broker. Voit Real Estate Services. Said
leasing commissions shall he payable upon mutual execution of this Amendment.

V. GENERAL

A,

C.

Effect of Amendment: The Lease shall remain in full furce and effect except to the
extent modified er amended by this Amendment.

Emtire Agreement: This Amendment and the Lease embody the entire understanding
between Lessor and Lessee with respect 1o Lessee's lease of the Premises rom Lessor
and can be changed only by a wriling signed by Lessor and Lessee,

Counterparis/Facsimile: This Amendment may be executed in counterparts, and il
shall be binding upon the parties as if all of said pariies execuled Lhe original hereof.
It is agreed that a Tacsimile transmission of an executed copy of this Amendment may
be relied upon as conclusive evidence of the execution of this Amendment by the
parly whose signature is show below on such facsimile transmission.

Defined Terms: All words commencing with initial capital letters in this Amendment
and defined in the Lease shall have the same meaning in this Amendment as in the
Lease, unless (hey are otherwise defined in this Amendment.

e, Parinership, etc. A ity: If either party is a corporation, limited
liability company, parinership or other entity, or is comprised of any or all of them,
each individual executing this Amendment for the corporation, limited liability
company, partnership or other entity represents that he or she is duly authorized 1o
exccule and deliver this Amendment on behalf of the respective corporation, limiled
liahility company, partnership or other entity in accordance with ils lerms.

Allorney's Fees: The provisions of this Lease respecting payment of altorney’s fees
shall also apply o this amendment.

Fime of the Essence: Time is of the essence of each and every provision of this
Amendment,
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V. EXECUTION

Landlord and Tenam have executed this Amendment as of the date set forth in “1. FPARTIES

AMD DATE" above.

LESSEI-L:/RIQGH»&I’E MEDICAL, INC.,  LESSOR: RICHARD G. HENDERSON

By: XJ

Namie: <7 t-0 o

P ripll A
Title: 2 o~ [ £

Dale: J?"-}/{/f’

DUCSOCAATHBAvZTIN2 1 B-KHD

Tie: _ OlEy
Date: _ﬂ}&!’z/ L G2/




. PARTIES AND DATE

This Amendment No. 2 to Lease (the “Amendment Mo. 2") dated as of March 29, 2012 (the
“Effective Date”), is by and between Reshape Medical, Inc., a Delaware Corporation
("Lessaa”), and Richard G. Henderson ("Lessor”).

Il RECITALS

A.

Lessor and Lessee entered into that certain Lease on March 28, 2008, and amended by
that certain Amendment No. 1 dated March 30, 2011, as for the Premises (the
“Premises”) which consists of approximately 7,500 square feet of space as generally
shown on the floor plans attached to the original Lease as Exhibit “A," located in the
building whose address is 100 Calle Iglesia, San Clemente, California {"Building”).
Lessee and Lessor desire to extend the term of Lease and make such other
modifications to the Lease as are set forth in “lIl. MODIFICATIONS" next below.

1. MODIFICATIONS. Effective as of the Effective Date, the Lease is hereby amended as
follows:

A

B.

D.

Expiration Date: The date on which the term of the Lease (“Term”) shall end is hereby
extended from July 31, 2012 to July 31, 2014.

Premises: As of July 1, 2012, Lessee shall expand in the approximately 500 Square foot
portion (“Expansion Space”) of the property that Lessor currently occupies and any
reference to Premises hereafter shall refer to the entire property, approximately 8,000
Square Feet. Prior to July 1, 2012, Lessor shall remove existing mezzanine in the
Expansion Space and deliver the space broom clean, free of debris with no fixtures
attached. Lessee shall have use of the Expansion Space free of Rent from July 1, 2012
through July 31, 2012.

Basic Rent: The monthly rent schedule shall be amended as follows:

Monthly Rent/Gross
August 1, 2012 - July 31, 2013 $7,920
August 1, 2013-July 31, 2014 58,160

Commissions to Brokers: Lessor shall pay a leasing commission equal to 57,718 (4% of
the total consideration of the extension term) split 50/50 between Lessor's broker, 360
Commercial Partners and Lessee’s broker, Voit Real Estate Services. Said leasing
commissions shall be payable upon mutual execution of this Amendment.

V. GENERAL

A, Effect of Amandment: This Lease shall remain in full force and effect except to the

extent modified or amended by this Amendment.




. Entire Agreement: This Amendment, Amendment Mo. 1, and the Lease embody the

entire understanding between Lessor and Lessee with respect to Lessee’s lease of the
Premizes from Lestor and can be changed only by a writing signed by Lessor and
Lessee,

. Coumterparts/Facsimile: This Amendment may be executed in counterparts, and it

shall be binding upon the parties as if all of sald parties executed the original hereof. It
is agreed that a facsimile transmission of an executed copy of this Amendment may be
relied upon as conclusive evidence of the execution of this Amendment by the party
whose signature is show below on such facsimile transmission.

. Defined Terms: All words commencing with initial capital letters in this Amendment

and defined in the Lease shall have the same meaning in this Amendment as in the
Lease, unless they are otherwise defined in this Amendment.

Corporate, Partnership, etc. Authority: If either party is a corporation, limited liability
company, partnership or other entity, or is comprised of any or all of them, each
individual executing this Amendment for the corporation, limited liability company,
partnership or other entity represents that he or she is duly authorized to execute and
deliver this Amendment on behalf of the respective corporation, limited liability
company, partnership or other entity in accordance with its terms.

Attorney’s Fees: The provisions of this Lease respecting payment of attarney’s fees
shall also apply to this amendment.

. Time of the Essence: Time is of the essence of each and every provision of this

Amendment.

V. EXECUTION

Landlord and Tenant have executed this Amendment as of the date set forth in "I. PARTIES
AND DATE" above.

LessEE:

By:

MName:

Title:

ResHaPE MEDICAL, INC. LessoRr: RicHARD G. HENDERSOMN

(

(L ciae Ny Tha k2o Name: Kuf. HADY (o« HEF&:KJ'U

g oy T 4 B> Title: [ SYINIEg

APRA (9, 24\ Date: 4-23-24970L




PARTIES AND DATE

This Amendment Mo. 3 to Lease (the “"Amendment No. 3%) daled as of April 3, 2014 (the
“Effective Date"), is by and between Reshape Medical, Inc., a Delaware Corporation
({"Lessea®), and Richard G. Hendersaon ("Lassor”),

RECITALS

A. Lessorand Lessee enlered into that carfain Lease on March 28, 2008, and amended
by that certain Amendment Mo. 1dated March 30, 2011 and Amendment No. 2
dated March 28, 2012, as for the Premises (the “Premises”) which consisis of
approximately 8,000 square feat of space as generally shown on the floor plans
attached lo the original Lease as Exhibil “A." located inthe buildingwhose address
is 100 Calle lglesia, San Clemente, California ("Building").

B. Lessee and Lessor desire to extend the lerm of Lease and make such other
modificathons bo the Lease as are set forth in “Bl. MODIFICATIONS® next
below.

MODIFICATIONS. Effective as of the Effective Date, the Lease s hereby
amended as follows:

A, Expiration Date: The date on which the term of the Lease ("Term") shall end is
hereby extended from July 31, 2014 to October 31, 2014,

B. Basic Renl: The monthly rent schedule shall be amended as follows:
August 1, 2014 = October 31, 2014 $8,976.00/Gross

GENERAL

A. Efiectof Amendment: This Lease shall remain infull force and effec except lo
the exient modified or amended by this Amendmenl

B. Entire Agreement; This Amendment, Amendmant Mo, 1 Amendment Mo, 2,
and the Lease embody the enlire understanding between Lessor and Lesseewith
respeclio Lessee's leaseofthe Premises from Lessorand can bechanged only
by awriting signed by Lessor and Lessee.

C. Counterparis/Facsimile: This Amendment may be executed in counierparts, and t
shall be binding upon the parties as if all of said parties executed the oniginal
hereof. It & agreed thal afacsimile transmission of an execuled copy of this
Amendment may be reled upon as conclusive evidence of the execution of this
Amendment by ihe party whose signalure isshow below on such facsimile
transmission.

D. Defined Terms: All words commencing with initial capital letters in this
Amendmen! and defined inthe Lease shall have Ihe same meaning inthis
Amendmenl as inthe Lease, unless they are olherwisa defined in this
Amendment.




E. Corporate, Padnership, elc. Authority: If either parly & a corporation, fmited

Eabilty company, parinership or alher enlily, or is comprised of any or all of them,
each individual execuling this Amendment for the corporation, limited liability
company, parinéship or other entily represents that he or she is duly authorized
to execute and deliver this Amendment on behalf of the respective corporalion,
frmited kability company, padnership or olher entity in accordance wilh ts lerms.

F. Alomey's Fees: The provisions of this Lease respecling payment of aliomey's
fees shall also apply lo this amendment.

G. Jimegfthe Egsence: Time isof the essence of each and every provision of
this Amendmeni.

V. EXECUTION
Landlord and Tenant have executed this Amendment as of the date set forlh in ™).
PARTIES AND DATE" above,

LESSEE: RESHAPE MEDICAL, INC. LESS0R: RICHARD G. HENDERSON

7

H o7 <f B,l: . {
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PARTIES AND DATE

This Amendment No. 4 to Lease (the "Amendment No. 4%) dated as of April 21, 2014 (the
*Effective Date”), is by and between Reshape Medical, Inc., & Delaware Corporation
{"Lessee"), and Richard G. Henderson ("Lessor).

RECITALS

A Lessorand Lessee entered into that certain Lease on March 28, 2008, and amended
by that certain Amendment No. 1datsd March 30, 2011 Am endment No. 2
dated March 29, 2012, and Amendment No. 3 dated April 3, 2014, as for the
Fremises (the *Premises”) which consists of approximately 8,000 square feet of
space as generally shown on the floor plans attached to the criginal Lease as
Exhibit "A" located inthe buildingwhose address is 100 Calle iglesia, San Clamente,
California ("Building™).

B. Lessee and Lessor desire to extend the term of Lease and make such other
modifications to the Lease as are set forth in *lil. MODIFICATIONS® next
below.

MODIFICATIONS. Effective as of the Effective Date, the Lease is heraby
amended as follows:

A Expiration Date: The date on which the term of the Lease ("Term") shall end is
hereby extended from October 31, 2014 to October 31, 2016.

B. Basic Rent: The monthly rent schedule shall be amended as follows:

Movember 1, 2014 — October 31, 2015  $10,000.00/Gross
November 1, 2015 — October 31, 2016  $10,288.00/Gross

C. Commission to Broker: Lessor shall pay a leasing commission equal to $9,738.00 (4%
of the tolal lease consideration of the extension term) to be split equally between
Lessor's Broker (Jones Lang LaSalle) and Lessee's Broker (Voit Real Estate Services).
Said leasing commission shall be payable upon mutual execution of this Amendment.

GEMERAL

A. Effect of Amendment. This Lease shall remain infull force and effect except to
the extent modified or amended by this Amendmant.

B. Entire Agreement: This Amendmant, Amendment No. 1 Amendment No. 2,
Amendment No. 3, and the Leasa embody the antirea understandingbatweaen
Lessor and Lesseewith respectto Lessea's lease ofthe Premises from Lessor
and can bechanged only by awriting signed by Lassorand Lessee.

C. CounterpartsiFacsimile: This Amendment may be executed in counterparts, and &
shall be binding upon the parties as ifall of said parties executed the original
hereof, It b agreed that a facsimie transmission of an executed copy of this
Amendment may be relled upon as conclusive evidence of the execution of this
Amendment by the party whose signature sshow below on such facsimile




transmission.

D. Defined Terms: All words commencing with initial capital letters in this
Amendment and defined inthe Lease shall have the same meaning inthis
Amendment as inthe Lease, unless they are otharwisa defined inthis
Amendment. '

E. Corporate, Parinership, ete, Authority: If efther party & a corporation, imited
kabilty company, partnership or ather entity, or iscomprised of any or all of them,
each individual executing this Amendment for the corporation, limited liability
company, partnership or other entity reprasents that he or she i duly authorized
to execute and deliver this Amandment on behalf of the respective corporation,
Emited ability company, parinership or other entity in accordance with is terms.

F. Attomey's Fees: The provisions of this Lease respecting payment of attorney’s
fees shall also apply to this amendment,

G. Timeoftha Essence: Time isofthe essence of each and every provision of
this Amendment.

V. EXECUTION

Landlord and Tenant have executed this Amendment as of the date set forth in "),
PARTIES AND DATE" above.

LESSOR: RICHARD G. HENDERSOM

By:
Name: Fefmmp-#(_‘zummam
Tine: L ey NI

pate:_ <t D —AC1 4
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PARTIES AND DATE

This Amandmani No. § 1o Lease (lha "Amandmenl No. 57) dated es of October 12, 2015
(lhe "Effective Data"), Is by and batwesn Reshape Medical, Inc., & Delaware Corporation
{"Lesser®), end Rishard G, Hendaraon ("Lesoor™),

RECITALS

A Lessorand Laasee sntersd into that cenaln Leass on March 28, 2008, and amended
by that ceraln Amendment No. 1dated March 30, 2011 Amendment Neo, 2
dated March 29, 2012, Amendmeani No. 3 dated April 3, 2014 and
Amendmenl No. 4 daled Aprll 24, 2014, as for the Premises (Ihe "Premisas™)
which consists of approximalely 8,000 square feel of space s generally shown on
tha fieor plans attached to the original Laase ss Exhiblt "A," localed inthe buikding
whoseaddress ls 100Calle iglesia, San Clamente, Callfornia ("Building™).

B. Legses mnd Lessor dasire lo axtond the term of Lease and make such siner
modificalions to the Leass as ara sal fodh in "I MODIFICATIONS® next
below,

MODIFICATIONS. Effective as of the Effective Date, the Laase & hereby
amsnded as follows:

A Explration Date: Tha date on which the tarm of the Leass ("Term®) shall and s
hereby axtended from Oclebar 31, 2018 Io Oclaber 31, 2017,

B. Bsgsk: Aant The monthly rent schedule shall be amendad as follows:
November 1, 2018 = Delober 31, 2017 $10,700.00/Gross

C. Commission to Broker: Lessor shell poy o leasing commission equal lo 54,938 (4%
of the |otal lease contideration of the extenslen taem) io be 5pit equally between
Lesaor's Brokar (Jones Lang LaSalle) end Lessee's Broker (Volt Rieal Estate Services).
Sabd |sasing commisslon shall be payabla upan mutual execution of this Amendment.

GENERAL

A EffectolAmpngdment: This Lense shall remain infull force and sffect except o
the exdan! modifled or amended by this Amendmeni.

8. EnfiraAgreemeani; This Amendment, Amendment No. 1 Amendment No. 2,
Amendment No. 3, Amendment No. 4 and the Lease embody ihe entirne
undarslandingbatween Lagsor and Lesseawilh respect o Laseen's lmaze of the
Premises from Lessor and can be changed only by awrlting signad by Lessor and
Lessan,

©. Couplapans/Facsimile: This Amanament mey be exaecuted in counlerperis, and L
shall be binding upen the parties as if all of seid pantiss execulsd the original
hareol Il k agread thal a tacsimiie ransmission ol an axecutad copy efthls
Amendment may be refisd upan as conclusive avidenca of the execullon of this
Amendment by the party whose signatura lsshow below on such facsimile
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trangmisaion,

D. Defined Torms: All words cammencing wilh initis] caphtal keliars in this
Amendment and defined inthe Leage shall have the same meaning inthis
Amendment as inthe Lease, unlass they are olherwise dafined in this
Amandment

E . Il afher party & a corporalion, imited
Bablity company, partnarehip or other entity, or iscomprised of eny or allof them,
sach individual execuling this Amendment for the corporation, ¥miled liability
company, pannership or other entily represents that ha or she is duly authorized
{o cxecule and deliver this Amendment on behall of the respeciive corporallan,
Fmited labilty company, perinarship or cther enlily in eccordance with Is terms.

F. Altorney's Fagy; The provisions of this Lease respeciing payment of attomey's
fons shall atse apply (o this amendmeni.

G Iimeofthe Essence: Time isof the essence of asch and every provisien of
this Amendment.

Y. EXECUTION

Landiord and Tenan! have ereculed this Amsndment ae of the dats eat forth in®l.
PARTIES AND DATE" above.

LESSEE: RESHAPE MEDICAL, INC. LEESOR: RICHARD G. HENDERSON

By —
Name:_LCHAR P T, SN MMW&"I
e CRESNTTd (o ie:_(DWNIZ (2

Date;_ /= (2 ¢ Q‘-—F—- Date: l]‘t?‘l‘ﬂlg
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L PARTIES AND DATE

This Amendment No. & to Lease (the "Amendment No. 6*) dated as of January 4, 2017 (the
"Effective Date"), is by and between Reshape Medical, Inc., a Delaware Corporation
("Lessee"), and the Richard G. Hendarsen Trust, succassor In inlerest to Richard G,
Henderson, ("Lessor).

I RECITALS

A Lessor and Lessee entered into that certain Lease on March 28, 2008, and amendad
by that certain Amendment No. 1 dated Mareh 30, 2011, Amendment Ne. 2 dated
March 29, 2012, Amendment Mo. 3 dated April 3, 2014, Amendment No. 4 dated April
24, 2014, and Amendment Mo. § dated October 12, 2015 as for the Premises (the
“Premises”) which consists of approximately 8,000 square feet of space as generally
shown on the floor plans attached to the original Lease as Exhibit "A." located in the
bullding whose address is 100 Calle lglesia, San Clemente, California ("Bullding”).

B. Lessee and Lessor desire to extend the term of Lease and make such other
modifications to the Lease as are set forth in "Il MODIFICATIONS" next
below.

1. MODIFICATIONS. Effective as of the Effective Date, the Lease is hereby
amended as follows:

A Expiration Date: The date on which the term of the Lease ("Term™) shall end is
hereby extended from October 31, 2017 to October 31, 2019,

B. Basic Rent The monthly rent schedule shall be amended as follows:
Movember 1, 2017 = October 31, 2019 $10,877.00/Gross

C. Option to Extend: Provided Lessee is not in default of the lease, Lessee shall have
the oplion to extend the lease for one (1) additional twelve (12) month peried. The
lease rate for the extension term shall be at a mutually agreed upon rate but shall not
be lower than the monthly rent for the proceeding period ($10,877.00) and shall not
increasa by more than five percent (5%) over the month rent for the proceeding
period.

0. Commission to Broker: Lessor shall pay a leasing commission equal to $5,220.96
{2% of the total lease consideration of the extension term) to Lessor's Broker (Jones

Lang LaSalle). Said leasing commission shall be payable upon mutual execution of
this Amendment.

. GENERAL

A, Effect of Amendment: This Lease shall remain in full force and effect except to the




extent modified or amended by this Amendment.

8. Entire Agreement: This Amendment, Amendment Mo. 1, Amendment No, 2,
Amendment No. 3, Amendment No, 4, Amendment No. 5 and the Lease embody
the entire understanding between Lessor and Lessee with respect to Lessee's
lease of the Fremises from Lessor and can be changed only by a writing signed by
Lessor and Lessee,

C. CounterpartsiFacsimile; This Amendment may be executed in counterparts, and it
shall be binding upon the parties as if all of said parties executed the original
hereof. It is agreed that a facsimile fransmission of an executed copy of this
Amendment may be relied upon as conclusive avidence of the execution of this
Amendment by the party whose signature is show below on such facsimile
transmission.

D. Defined Terms: All words commencing with initial capital letters in this
Amendment and defined in the Lease shall have the same meaning in this
Amendment as in the Lease, unless they are otherwizse defined in this
Amendment.

E. Corporate, Partnership, etc. Authority: If either party is a corporation, [imited liability

company, parinership or other entity, or is comprised of any or all of them, each
individual executing this Amendment for the corporation, limited lability company,
partnership or other entity represents that he or she is duly authorized to execute
and deliver this Amendment on behalf of the respective carporation, limited lability
company, parinership or cther enfity in accordance with its terms.

F. Aftorney's Fees: The provisions of this Lease respecting payment of attamey's
fees shall also apply to this amendmant.

G. Tine of the Essance: Time is of the essence of each and every provision of
this Amendment

V. EXECUTION

Landlord and Tenant have execuled this Amendment as of the date set forth in "1,
FARTIES AMD DATE" above,

LESSEE: RESHAPE MEDIGAL, | NG. LESSOR: RICHARD G. HENDERSON
TRUST

By: ﬁfgfifmrh Pl &4 EFWWW:

N,m',?"}’,_-)-":'——_“_:?: Mame: /@(ﬁﬂf{# &5, Aéwz.z/@'w

Title: /‘{m Titte: LI TA T AN TEL




EXHIBIT 10.40

CONSULTING AGREEMENT
EFFECTIVE DATE:

PARTIES:

ReShape MEDICAL, Inc.
236 Avenida Fabricante, Suite 201, San Clemente, CA 92672
USA
(“The Company™)

HUMAN CAPITAL SAL (“The Consultant™)
Ashrafich, Adlieh Square, Al Faras Street. Boustany Building 2™ Floor,
Beirut, Lebanon

RECITALS:

WHEREAS The Company is committed to providing the best possible technology for a
significant weight loss without surgery through the “integrated dual balloon technology™
which restricts food intake and slows gastric emptying with an exclusive intragastric
dual balloon design that offers key patient benefits,

WHEREAS The Consultant has substantial expertise in the fields of Marketing/Sales
support and business development of medical devices, equipment and supplies, in the
Middle East and North Africa (the “Territory™); and

WHEREAS both parties desire to enter into a business consultancy arrangement
(hereinafier referred to as “the Agreement™) 1o serve their mutual interests and to specify
the rights and obligations of each party in such an arrangement,

NOW THEREFORE, in consideration of the mutual promises and covenants contained

herein, and other good and valuable consideration, the receipt and sufficiency of which is
acknowledged by both parties, the parties agree as follows:

Article 1 — Preamble:

The above recitals shall be considered an integral part of this agreement.
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Article 2 = Services of Consultant:

The Company appoints The Consultant as its exclusive consultant providing the Services
(as defined below) in the Territory, and The Consultant accepts such appointment to
provide the following services (“the Services™);

The Consultant agrees to use his reasonable best effort to assist The Company in the
marketing and commercialization of its products as detailed in Annex | (hereinafier
referred to as “The Products™), including but not limited io creating a
commercialization plan, sugpesting preferred partners and pricing, training, KOL
development, marketing in key markets, and field based physician engagement.

Itis clearly agreed and understood that any new, modified or different product not listed in
Annex 1 shall not be included herein unless otherwise agreed in writing between the
parties.

a.

Consultant agrees to devote such time as is reasonably necessary to the fulfillment of
his duties, 1o be agreed upon and reviewed quarterly by The Company and The
Consultant.

The Consultant shall comply fully, at its expense, with any and all applicable laws and
regulations, including without limitation, all applicable health and safety, medical
device, fraud and abuse, anti-kickback and referral laws and regulations applicable in
the Territory.

Article 3 — The Company’s Obligations:

The Company engages itself to:

i.

Provide The Consultant at The Company’s own costs and expenses, all technical and
commercial documentation, in addition to full assistance and cooperation, in
connection with The Products, and

Provide a complete training program for The Consultant and technical expertise in
connection with The Products at no charge, and

Pay The Consultant the consultancy fees as provided for herein below in a timely
manner, and

Assist The Consultant in setting up marketing strategies and plans at The Company’s
own costs and expenses.

Any marketing material which is provided to The Consultant by The Company
hereunder and which is not used shall remain the property of The Company, and shall
be returned immediately upon The Company’s request or upon termination or

expiration of this Agreement. &/
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Article 4 — Compensation and terms of payment:

The Company shall pay to The Consultant management consultancy fees amounting to
$5,000 (USD) payable monthly, in addition to a performance sales commission fee 10%
on net invoice sales to all chosen distributors in the region (see commission schedule)
payable on a monthly basis for providing the Services, without any deduction or
withholding tax. The Consultant agrees that it is solely responsible for the payment of all
taxes and other related contributions, il any, due as a result of the amounts paid by The
Company pursuant to this Agreement, and The Consultant agrees to defend, including
payment of all related attorneys” fees and cost, indemnify and hold harmless The Company
against any and all claims which may be asserted by any taxing or other government
authority against The Company for taxes, withholding taxes, penalties, interest, and any
other assessment that may be asserted or levied by any tax or other government authority
arising from or relating to The Company’s payment of the amounts set forth in this
Agreement.

It is clearly understood and agreed between the parties that in the event The Company
generates any income after the term of the Agreement in execution of an order placed
during the term of this Agreement however not invoiced during said term, The Company
undertakes 1o pay the commission fee to The Consultant according to the terms and
conditions of this Agreement. In addition, any returns of product to The Company for any
reasons other than company related issues will be deducted from future compensation. For
up to 45 days post termination The Company may bill The Consultant to recoup paid
commissions on returned or expired product,

All payments for undisputed amounts shall be due and payable within thirty (30) days after
the date of The Consultant’s invoice. Any and all cosis and expenses related to the
performance of the Services by The Consultant shall be invoiced to The Company with
documentary evidence of such costs and expenses in form reasonably acceptable to The
Company, and paid by The Company. Any delay in payment shall result in the payment by
The Company to The Consultant of a late fee equal to the lesser of one percent (1.00%) or
the maximum interest rate allowable under applicable law per month on the outstanding
amount still owing, such interest to begin accruing on the first day after such late payment
is due..

Article 5 — Confidential information:

The Consultant agrees to treat as confidential and hold in strict confidence all Confidential
Information as defined here below and will not, without the prior written authorization of
The Company, disclose or use any Confidential Information for the benefit of anyone other
than The Company; provided, however, that such information may be disclosed as required
by law or regulation, except that, insofar as permitted by law or regulation, prior to any
such disclosure, The Consultant shall notify The Company of the obligation to disclose
and, if requested by The Company, cooperate in The Company's efforts to prevent or limit

such disclosure, fﬁ
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“Confidential Information™ means any information, technical data or know-how, whether
patentable or not, which is furnished to The Consultant by The Company in written, verbal
or other form, including but not limited to that which relates to research, product plans,
designs, drawings, engineering, hardware configuration information, clinical studies,
regulatory matters, marketing, or finances of The Company. It is agreed that this Article 5
shall survive for a period of 2 years after the termination of this Agreement for any reason
whatsoever.

Confidential Information does not include information, technical data or know-how that
The Consultant can document which

(1) Was known to Consultant, free of any confidentiality obligation, prior to
learning it from The Company; or

(2) Has become known to The Consultant, free of any confidentiality obligation,
from an independent source without, to The Consultant’s knowledge, any breach of a
confidentiality obligation to The Company; or

(3) Has become part of the public knowledge or literature other than as a result of
disclosure by The Consultant; or

(4)  Isotherwisce approved in writing by The Company for release.

Article 6 — Change of Control

MNo change of control shall preclude the Company from executing the provisions of this
Agreement until its expiry.

For purposes of this Agreement, a “change of control” shall mean the consummation of a
merger or consolidation of the Company with any other corporation that has been approved
by the stockholders of the Company, other than a merger or consolidation which results in
outstanding the Company voling securities immediately prior thereto continuing 1o
represent (either by remaining outstanding or by being converted into voling securities of
the surviving entity) more than fifty percent (50%) of the total voting power represented
by the voting securities of the Company or such surviving entity outstanding immediately
after such merger or consolidation,

Article 7 — Term; Termination:
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This Agreement shall commence as of the Effective Date set forth on the first page of this
Agreement and shall continue in effect for one year with automatic yearly renewals for up
to 2 additional years upon written agreement each year,, at which time it will automatically
terminate unless specifically extended by both parties in writing. Either party may also
without prejudice to any of its other rights, terminate this Agreement at any time by giving
the other party a 90 days prior notice in that respect.

In case of termination of this Agreement by The Company pursuant to the provision hereof,
the latter agrees and undertakes to pay in full for all Services rendered by The Consultant
prior to the termination date in addition 1o any financial commitments and expenses made
by The Consultant within the carrying out of its duties hereunder. Any invoices during the
90 day “termination period” will be heavily scrutinized to ensure orders are of normal or
historical trends. Any commission deemed beyond normal trends will not be paid.

The Company agrees to pay The Consultant, upon termination pursuant to this provision,
a compensation as a result of the impact of such termination on the image and credibility
of The Consultant towards third parties, and of the damage incurred, loss of profit or
goodwill, amounting 1o two months’ fees, not including commissions of for each year of
the execution of the services.

Termination of this Agreement by any party shall not terminate the confidentiality
obligations of Article 5, indemnification obligations pursuant to Article 11 or any of the
general obligations or provisions pursuant to Article 12 of this Agreement.

In case the obligations under this contract become either impossible or very difficult to
perform wholly or partly due to force majeure, this contract shall be automatically
suspended for the length of the force majeure. Should, however, force majeure continue
for a period exceeding three months then this contract will be considered as terminated
without need to any notification. The parties will however endeavor to give notice to each
other in this respect.

Any change in i) the control or ii) the reorganization or iii) the management of both
companies shall not be considered a case of force majeure, and therefore both parties shall
comply with their contractual obligations as provided for in this Agreement.

Article 8 — Breach:

Any breach of any provision of this Agreement shall entitle the non-breaching party to
terminate this Agreement forthwith without the need to any other notice to the breaching
parly and shall be compensated by the latter to the amount of $5,000,

Article — 9 Non- Solicitation:

During the course of the Agreement and for a period of one year immediately following
the expiration or termination of the Agreement for any reason, whether with or without
good cause or for any or no cause, at the option of either party, with or without notice,
Company will not, directly or indirectly through another person or entity induce or attempt
to induce any employee of Consultant or any subsidiary to leave the employ of Consultant

gacPe
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or such Subsidiary or in any way interfere with the relationship between Consultant or any
subsidiary and any employee thereof,

Article 10 — Independent Contractor:

The Consultant’s engagement hereunder is as an independent contractor and shall at no
lime be considered an agent, representative, subcontractor or employee of The Company.
The Consultant retains the sole and exclusive right 1o control or direct the manner and
means by which the Services are to be performed under this Agreement.

Article 11 — Indemnification:

Each party hereby releases and agrees to hold the other party and its directors, officers,
employees, affiliates and agents harmless from and against all actions, claims, liabilities,
losses, damages, obligations, costs and expenses (including reasonable attorneys™ fees and
expenses) which may be incurred in connection with the execution or non-execution of any
obligation by the releasing party pursuant to this Agreement including the adverse event,

Article 12 = General Provisions:

a. Entire Agreement,

This Agreement constitutes the entire agreement between the parties and supersedes any
and all prior and contemporancous oral or writlen understandings between the parties
relating to the subject matter hereof,

a. Modification or Waiver.

No part of this Agreement may be waived, modified or supplemented in any manner except
in writing signed by an authorized representative of each party.

a. Severability and Interpretation.

In the event that a provision of this Agreement is held by a court of competent jurisdiction
to be invalid, the remaining provisions shall nonetheless be enforeed in accordance with
their terms. Further, in the event that any provision is held by a cowrt of competent
jurisdiction to be over broad as writlen, such provision shall be deemed amended to narrow
its application to the extent necessary to make the provision enforceable according to
applicable law and shall be enforced as amended.

a. Nolices.
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Any notices provided for in this Agreement shall be in writing and shall be deemed
sulficiently given two days aller being sent by vegistered mail or upon receipt at the =

parties’ respective addresses as appearing herein above or the following day afier being

deposited with an overnight courier,

a. Governing Law.

This Agreement and the performance under this Agreement, and all suits and special
proceedings under this Agreement, shall be construed in accordance with and governed by,
ta the exclusion of the law of any other forum, the laws of the State of California, without
regard to the jurisdiction in which any action or special proceeding may be instituted.

a. Mo Assignment.

The Consultant may not, divectly or indirectly, assign its rights or delegate its duties under
this Agreement without the prior written comsent of The Company. Mo permitted
assignment of rights or delegation of dutics under this Agrecment shall relieve the
assigning or delegating party of its liabilities hercunder. This Agreement is binding upon,
and inures to the benefil of, the parties and their respective successors and permitted

assigns.

IN WITNESS WHEREOQF, the partics hereto have caused this Agreement to be executed
for them and in their names by their duly authorized representatives to be effective as of

the day and year first above written.

THE COMPANY

Signalurcﬁ %

Printed Name: Mike Marffano 3j|-|[z,u.1'?

Title: CED
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THE CONSULTANT

SOALAS,

Signatu =¥y ‘_"lr a4

Printed Mame: Mosbah El

Title: Managing Dircctor




EXHIBIT 10.41
INTERNATIONAL DISTRIBUTORSHIP AGREEMENT

THIS INTERNATIONAL DISTRIBUTORSHIP AGREEMENT ("Agreement") is
entered into effective as of the Effective Date contained in Schedule A, between ReShape
Medical Ine., having its principal place of business at 1001 Calle Amanacer, San Clemente,
USA ("RSM™) and the company identified in Schedule A ("DISTRIBUTOR"),

WITHNESSETH

WHEREAS, RSM is in the business of selling various medical devices primarily used to
perform medical procedures; and

WHEREAS, DISTRIBUTOR desires to actively and diligently promote the sale, on its
own behalf and for its own account, of certain of RSM's produets; and

WHEREAS, RSM and DISTRIBUTOR desire to enter into an exclusive distributorship
agreement covering cerlain ReShape Medical product lines under the terms amd conditions set

out below,

NOW, THEREFORE, in consideration of the premises and the mutual covenants
contained herein, the parties agree as follows:

1. DISTRIBUTION

1.1 Products. The products that are subject to this Agreement (the "Products®) shall
be those products identified on Schedule B hereto, together with such other
products as may from time to time be included thereon by mutval written
agresment of the parties. DISTRIBUTOR acknowledges that Schedule B will
not necessarily include all products sold by RSM, and that Products are subject
to modification or discontinuance by RSM upon notice to DISTRIBUTOR, and,
upon DISTRIBUTOR’s receipt of such notice, Schedule B will be deemed
amended accordingly.

B Appointment.

1.2.1 Effective as of the Effective Date of this Agreement, RSM hereby
appoints DISTRIBUTOR, and DISTRIBUTOR accepts such
appointment, as an exclusive distributor of Products in the
geographical area described on Schedule C hereto (the "Teritory™),
subject to the terms and conditions set forth in this Agreement.

1,22 DISTRIBUTOR shall not directly or indirectly deliver or promote the
sale of the Products outside the Temitory or locate or utilize an office,
branch, or distribution depot for the sale or distribution of the Products
outside the Territory. DISTRIBUTOR. shall immediately notify RSM
ifit becomes aware that any DISTRIBUTOR. customer exports or sells
or plans to export or sell any of the Products outside the Teritory.

1.3 Moncompetition, DISTRIBUTOR represents that as of the Effective Date-there
are no agreements in effeet praviding for the marketing, sale or disgeilypt o

«Distributornames AR
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DISTRIBUTOR of products that compete with the Products covered hereby and
that DISTRIBUTOR is not precluded by any contractual obligation or any other
reason from entering into or performing under this Agreement. DISTRIBUTOR
agrees that during the term of this Agreement DISTRIBUTOR will not, directly
or indirecily, sell, promote or disiribute any products that compete with the
Products covered hereby.

14 Sub-Distributors, DISTRIBUTOR agrees that it will not establish any sub-
distributors without the prior written consent of RSM. It is understood that such
appointinent shall be made only in the name and for the account of
DISTRIBUTOR and shall be for a term no preater than the term of this
Agreement. DISTRIBUTOR shall not grant to any sub-distributor any rights
greater than those which are granted by RSM to DISTRIBUTOR under this
Agreement, DISTRIBUTOR shall also impose on any sub-distributor the same
obligations as RSM has imposed on DISTRIBUTOR under this Agreement for
the pwpose of protecting the goodwill of RSM and the Products.
DISTRIBUTOR. shall insure that all its sub-distributors comply with any
regulatory requirements with respect to the Products. DISTRIBUTOR. shall

- defend, indemnify, and hold RSM harmless against any claim, loss, liability, o
expense (including attorney's fees and court costs) arising out of or based upon
any claim made by any of DISTRIBUTOR's sub-distributors, sales
representatives, or employees against RSM,

1.5  Manufacturer's Representative. RSM or its affiliated companies shall have the
right, at their option and expense, to maintain representatives in or supporting
the Temnitory from time to time to participate in the marketing, sale, and after-
sale support of the Products. IFRSM or its affiliated companies elect to maintain
such representatives, DISTRIBUTOR shall share information and cooperate in
good faith in connection with all material contacts and activities with customers
and potential customers, DISTRIBUTOR agrees that during the term of this
Agreement and for a period of one year thereafter it will not, without RSM's
consent, induce or solicit any such ReShape Medical personnel to terminate
their employment with ReShape Medical in order to become employed by, or
otherwise affiliated with, DISTRIBUTOR.

1.6 Mon-Agency. The parties acknowledge that DISTRIBUTOR is an independent
conlractor, and that neither the making of this Agreement nor the performance
of any of the provisions hereof shall be construed to constitute DISTRIBUTOR
or any of its agents acting hereunder an agent or legal representative of RSM
for any purpose, nor shall this Agreement be deemed to establish a joint venture,
partnership, franchise, agency, or employer-employee relationship.
DISTRIBUTOR is not granted, and shall not exercise, the right or authority to
assume or create any obligation or responsibility on behalf of or in the name of
RSM or its affiliated companies.

1.7 Remuneration. Except as otherwise provided herein, DISTRIBUTOR. shall not

be entitled to any remuneration of any nature whatsoever other than the profit it
makes on the delivery of Produets to its customers in the Territory.

2. PURCHASE OF PRODUCTS AND TERMS OF SALE




21

2.3 Ocders.
2.3.1
2.3.2

2.4, Prices

Cuotas.
211

2.1.2

213

“expected delay and its anticipated duration,

The partics agree to the quota levels set forth in Schedule D hereto (ov
as it may be amended from time to time by mutual agreement of the
parties) as the minimum requirements for DISTRIBUTOR. purchases of
Products from RSM, and DISTRIBUTOR shall purchase Products in no
less than such amounts in the applicable calendar quarters.

DISTRIBUTOR. agrees that the mininum purchase requirements
appearing on Schedule D hereto are reasonable in view of the market
potential for Products in the Territory and acknowledges that all such
requirements have been established as the result of a mutual examination
of marleet potential and negotiations between the partics.

It is funther agreed that in the event additional Products are added to
Schedule B hereto, the minimum purchase requirements for such
Producis will be determined by RSM after consultation with
DISTRIBUTOR, and such new minimum purchase requirements will be
incorporated in and be made subject to the terms of this Agreement.

DISTRIBUTOR shall purchase from RSM, and RSM shall sell to
DISTRIBUTOR, such quantities of Products as DISTRIBUTOR. may
order from time to time pursuant to the terms of this Agreement. Orders
shall be placed by written purchase order and submitted by e-mail or
facsimile, or by other means agreed upon by the parties. Mo order shall
be binding upon RSM until the same shall have been accepted in writing
by RSM. In case of conflict between the standard printed terms of
purchase/sale of DISTRIBUTOR. and RSM, the terms of purchase/sale
of RSM shall prevail, but in no event shall either party's standard terms
override any provisions of this Agreement.

MNotwithstanding any other provision hereof, it is agreed that the
obligation of RSM to sell any Product to DISTRIBUTOR is subject to
the availability of such Product. RSM shall make reasonable efforts to
fill each order that is accepted, but RSM shall not be liable for damages
caused by failure to ship or delay in shipment resulting from product
shortage of any kind or conditions beyond the contral of RSM,
including, but not limited to, the unavailability of such Products because
of the inability to obtain materials and supplies or to produce sufficient
Products to meet sales demands. If RSM believes that it will not be able
to satisfy DISTRIBUTOR's requirements for the Products, it shall
promptly notify DISTRIBUTOR, specifying the reasons for the




24.1 Prices for the Products as of the Effective Date of this Agreement
shall be as set forth on Schedule B hereto

25 Payments. All payments due to RSM pursuant to this Agreement shall be paid
according to the payment terms set forth on Schedule E hereto.  All payments
to RSM pursuant to this Agreement shall be made in United States dollas,
without set-off or counterclaim and without deduction for any other charges.
RSM shall retain a security interest in the Products until full payment is made,
and DISTRIBUTOR. shall assist RSM in any local recording of such security
interest, If DISTRIBUTOR fails to make any payment when due, RSM shall
have the right to take whatever action it deems appropriate or necessary,
including, but not limited to, requiring immediate return of unsold Products,
refusal of Auwther orders, requiring payment in full before shipment, or
termination of this Agreement pursuant to Section 6.2 hereof,

2.6 Shipping. Except as set forth below, all fees for shipping to the DISTRIBUTOR.
will be paid by the DISTRIBUTOR. Products shall be shipped to
DISTRIBUTOR at the address (es) specified by DISTRIBUTOR from time to
time. Risk of loss and title to the Products will pass to DISTRIBUTOR. at port
of entry at the foreign airport destination in the Territory. DISTRIBUTOR shall
bear the cost of any handling, shipping, and insurance, within the designated
territory. DISTRIBUTOR shall be responsible for elearing the Products through
customs unless RSM notifies DISTRIBUTOR otherwise. DISTRIBUTOR
shall be responsible for paying any and all duties and taxes due in connection
with the importation of the Products. DISTRIBUTOR will be responsible for
inspecting Product upon receipt in the Territory. DISTRIBUTOR shall submit
to RSM all claims for non-delivery, shortages in shipment or defects reasonably
discoverable on careful inspection in writing within 10 days of receipt of such
shipment by DISTRIBUTOR. IfDISTRIBUTOR does not provide such wrilten
notice to REM within the specified timeframe, RSM will be discharged from
liability for any such non-delivery, short delivery or defect. RSM shall
prompily file a notice of claim against the freight handler in the event that
DISTRIBUTOR provides written notice to RSM that any of the Products arrive
other than in external good order and condition.

3 OBLIGATIONS OF DISTRIBUTOR

3.1  Distribution of Products. DISTRIBUTOR agrees to devole DISTRIBUTOR s
best efforts to (i) develop and promote the use and sale of the Products in the
Tervitory, and (i) furnish such service of accounts as will enable
DISTRIBUTOR adequately to develop and maintain the goodwill of customers
and  prospective customers  and  their aceeptance of the Products.
DISTRIBUTOR also agrees to abide by RSM's recommendations regarding the
use of the Products, and plan orders adequately to meet customer delivery
requirements.

32 Lepal Requirements. Except as otherwise set foith in Section 3.4,
DISTRIBUTOR will obtain and maintain, at its expense, all licenses, approvals,
consents, and permits necessary for DISTRIBUTOR to perform its obligations
under this Agreement. DISTRIBUTOR agrees to comply with all laws, statutes; -
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regulations and other legal requirements and not to place RSM in jeopardy of
not complying with any such requirements, DISTRIBUTOR. understands that
the ReShape Medical Code of Conduet requires that the Products be sold only
on the basis of quality, service, price and other legitimate marketing attributes,
and that the payment of bribes for any purpose has no place in
DISTRIBUTOR'S performance under this Agreement and is absolutely
prohibited. Furthermore, DISTRIBUTOR agrees to use good judgment, high
ethical standards and honesty in DISTRIBUTOR's dealings with customers,
end-users and employees, recognizing that even the appearance of unethical
actions is nol acceplable, DISTRIBUTOR ackinowledges and expressly agrees
that certain laws of the United States of America and other countries, including,
wilhout limitation, the United States Export Control Regulations, the United
States Anti-Money Laundering laws, the United States Anti-Terrorism laws and
the Foreign Corrupt Practices Act, may result in the imposition of sanctions on
RSM or its affiliated companies in the event that, directly or indirectly, (i)
Products are exported to varions countries, including without limitation Cuba,
Tran, Norih Korea, Syria, Sudan, or any country embargoed by Executive order
or otherwise, or (i) offers, promises, or payments are made 1o government
officials or others for the purpose of influencing decisions favorable to RSM.
DISTRIBUTOR expressly agrees, therefore, that in performing its obligations
under this Agreement it shall comply at all times with such laws or regulations
and refrain from making or promising to make payment or transfer of anything
of value that would have the purpose or effect of public or commercial bribery,
or acceptance of or acquiescence in extortion, kickbacks, or other unlawful or
improper means of obtaining business. DISTRIBUTOR also agrees to furnish
to REM by affidavit or other reasonable means from time to time at RSM's
request, and o RSM's reasonable satisfaction, assurances that the appointment
of DISTRIBUTOR. and DISTRIBUTOR's activities under this Agreement, and
the payment to DISTRIBUTOR of any conunissions, discounts, or any monies
or consideration contemplated in this Agreement, ave proper and lawlul under
said laws and regulations. DISTRIBUTOR. [urther acknowledges that no person
employed by it is an official of any govermment agency or a corporation owned
by a governmental unit within the Territory and that no part of any monies or
consideration paid pursuant to the terms and conditions of this Agreement or
any proceeds from the sale of the Products in the Territory shall accrue for the
benefit of any such official. Breach of this provision, or reasonable grounds for
R3M to believe it has been breached (in RSMs sole discretion), will result in
immediate termination of this Agreement. DISTRIBUTOR will not make any
performeance or salety claims with respeet to Produet not contained in the label
or otherwise approved by RSM consistent with applicable laws,

Quality Requircments. RSM has, and requires of its distributors, a primary
commitment to patient safety and product quality. To this end, DISTRIBUTOR
agrees to comply with ReShape Medical's Quality requirements regarding the
Products as specified in Annex A hereto or as they may be further
communicated to DISTRIBUTOR. from time to time. These include, without
limitation, requirements regarding appropriate storage of the Products,
maintaining traceability, prompt reporting and handling of complaints, and
implementation of recalls and other field actions. These requirements shall
survive the expiration or other termination of this Agreement.
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Product Registrations

3.4.1 Unless prohibited by applicable law, DISTRIBUTOR will assist
RSM or its affiliates in securing all registeations and approvals
pertaining to the Products and required for the sale or importation of the
Products in the Territory, and all such approvals or registrations will be
applied for and maintained in the name of RSM unless RSM agrees
otherwise in writing.

34.2 RSM agrees to provide DISTRIBUTOR with all required
documents in English upon request. DISTRIBUTOR will be responsible
for all translation of necessary decuments, and for answering any and all
questions requived by local government agencies ReShape Medical with
the input and approval of RSM. RSM will assist in answering all
questions.

3.4.4 In the event that any registrations are maintained in the name of
DISTRIBUTOR, upon termination of this Agreement DISTRIBUTOR
shall cooperate in any and all procedures (including, but not limited to,
the completion of any documentation) required to (ransfer such
registrations to RSM or its designee and shall not oppose any new
registration for the Products by RSM or its designee. Copies of all
regulatory permits shall be provided to RSM and copies of
DISTRIBUTOR's files relating to such permits shall be provided to
ESM on request.

3.4.5 DISTRIBUTOR shall not market or sell Product in the Territory
prior to receipt of regulatory approval.

Reports and Other Information. DISTRIBUTOR agrees that during the term of
this Agreement it will:

3.5.1 Respond in writing to any reasonable requests by RSM for market and
inventory information, including information concerning competitive
activity, pricing, distribution, and Territory surveys and forecasts and,
a5 requested by RSM, meet with RSM representatives to review these
malters,

3.52 Promptly forward to RSM any inquiry or other communication,
including convespondence or notices from regulatory authorities in the
Teritory, received by DISTRIBUTOR concemning any of RSM's
products that appropriately should be responded to by RSM, and all
inquiries related to the sale or distribution of Products outside the

Tearitory.

3.5.3  Ifso requested by RSM, provide RSM reasonable financial information
on a confidential basis or provide credit references to assure RSM of
DISTRIBUTORs financial capability to conduct its ongoing business,
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3.6

3.7

38

3.9
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Trademarks. RSM herely grants to DISTRIBUTOR the right and license to use
the trademarks, service marks, trade names, and trademark registeations of RSM
and its affiliated companies for the Produets in the Temitory, but only in
connection with sales in the Territory of the Products purchased from RSM during
the term of this Agreement and selely in connection with trademark usage
procedures provided by RSM. All right, title, and interest to the trademarks and
other intellectual property rights of RSM and its alfiliated companies shall remain
with such companies, and no other license relating thereto is granted hereunder
(except the right to use such tademarks as set forth herein). DISTRIBUTOR
shall not market the Products under any tradename or trademark other than the
trademarks and tradenames approved by RSM.

Expenses, Except as otherwise specifically provided herein, DISTRIBUTOR
shall bear all costs and expenscs associated with its performance of this
Agreement, including (but not limited to) amounts due employees or agents of
DISTRIBUTOR, advertising, bad debt expense, inventory losses, commissions,
licensing fees, regulatory fees, and taxes, In no event shall RSM be liable for
any expenses incurred by DISTRIBUTOR unless RSM has agreed in writing to
pay such expense.

Proprietary Rights. DISTRIBUTOR. shall report prompily to RSM: (i) any
infringement of the patents, trademarks, or other intellectual property rights of
RSM or its affiliated companies of which DISTRIBUTOR may learn, but
DISTRIBUTOR shall not initiate any protective action with respect to such
infringement without RSM's prior written authorization; and (ii) receipt of any
notice or service of legal action against DISTRIBUTOR andfor RSM or ils
affiliated companies claiming any infringement, misappropriation or breach of
any intellectual property right, including but not limited to patent, copyright,
trademark, or trade name infringement, and RSM shall have full rights and
responsibility to manage and control the defense of DISTRIBUTOR and RSM
in any such action, including the right to seitle on behalf of either or both, and
DISTRIBUTOR. agrees to cooperate to the fullest extent necessary to enable
RSM to conduct such defense.

Business Review. DISTRIBUTOR hereby gives RSM the right, upon
reasonable advance notice, to conduct business reviews involving an
examination, either divectly or through a designee, of DISTRIBUTOR'S
inventory of Products, quality systems, copies of promotional materials, and
business records, including financial and sales records relating to the business
performed pursuant to this Agresment, in order to ensure DISTRIBUTOR's
compliance with the terms of this Agreement,

Product Materials,.  DISTRIBUTOR shall sell Product in the same containers
and with the same labeling and packaging as provided by RSM or otherwise
approved by RSM, and in all other respects in the same condition as when
delivered to DISTRIBUTOR by RSM. DISTRIBUTOR will not use any
promotional materials with respect to Product other than those provided by
RSM or approved by RSM under Seetion 4.4,




4. RSM's OBLIGATIONS

4.1

4.2

4.3

4.4

Quality Control, RSM agrees to maintain ongoing quality assurance and testing
procedures sufficient to satisly applicable regulatory requirements.

Assistance. RSM shall provide DISTRIBUTOR with reasonable access to its
technical and marketing personnel at no charge to DISTRIBUTOR, except as

otherwise agreed.

Training. RSM will provide DISTRIBUTOR with technical training seminars
as RSM and DISTRIBUTOR agree is needed in the English language for
DISTRIBUTOR's employees directly engaged in distributing the Products.
Travel and living expenses for DISTRIBUTORs employees connected with
altendance at such training seminars shall be paid by DISTRIBUTOR.
DISTRIBUTOR. agrees that each of DISTRIBUTOR’s employees directly
engaged in distributing the Products who has not previously attended a RSM
technical training seminar will attend such a seminar or will be trained by
DISTRIBUTOR. in a program approved by RSM within a reasonable period of
time after the commencement of their involvement in the sale of the Products.

isir RSM will firnish at no cost to DISTRIBUTOR reasonable
quantitics of promotional materials in the English language where available,
such as sales literature, technical data, instruction manuals, and technical journal
reprints. At the request of RSM, DISTRIBUTOR shall veturn all such literature
or data in DISTRIBUTORs custody or control at the time of such request,
DISTRIBUTOR may print literature or brochures in other languages at its own
cost; however, prior to the printing or distribution of any such translated Product
literature, DISTRIBUTOR agrecs to submit the translation for RSM's review
and written approval. The copyright rights to any such translations shall be
deemed assigned to RSM or its affiliated companies, and all wanslations shall
have adequate copyright notices evidencing such rights:

3, WARRANTIES AND INDEMNIFICATION

5l

Product Warcanty, The Products are warranted to be free of defects in
workmanship and material according to the written warranty contained in the
literature that accompanies the Products, which warranty may be changed from
time to time by RSM upon written notice to DISTRIBUTOR. RSM's obligation
under this warranty shall be limited to the repair or replacement of any Products
that RSM determines were defective when delivered to DISTRIBUTOR. The
foregoing is the only express wamanly made by RSM related to Product
delivered under this Agreement. RSM EXPRESSLY DISCLAIMS ALL
OTHER EXPRESS WARRANTIES AND ANY AND ALL IMPLIED
WARRANTIES, INCLUDING IMPLIED WARRANTIES OF
MERCHANTABILITY OR FITHESS FOR A PARTICULAR PURPOSE.
DISTRIBUTOR shall not add to or otherwise alter or modify any applicable
warranty, nor make any false representation regarding RSM or (he Products or
any other representation that is not ineluded in the Product labeling in promoting
sales of the Products, including any misrepresentation regarding the permissible




employees harmless from and indemnify all of them against any liability that
may arise out of or result from any such unauthorized wamanty or
representation.

5.2 Limilations. IN NO EVENT WILL RSM BE LIABLE FOR
CONSEQUENTIAL, INCIDENTAL OR SPECIAL DAMAGES ARISING
OUT OF THIS AGREEMENT OR OTHERWISE RELATED TO
PRODUCT, INCLUDING ANY LOSS OF PROFITS, EVEN IF RSM HAS
BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES.

N NO EVENT SHALL RSM'S LIABILITY TO DISTRIBUTOR EXCEED
AN AMOUNT EQUAL TO THE AGGREGATE PRICES PAID BY
DISTRIBUTOR TO RSM FOR PRODUCTS DURING THE LAST
CALENDAR QUARTER FRECEDING THE DATE IN WHICH THE
CLAIM IS MADE, except that this liability limitation shall not apply to
RSM's indemnity obligation under Sections 5.2 and 5.3.

52 Intellecival Properly Infringement. Subject to the following sentence, RSM will
defend DISTRIBUTOR. against any action, proceeding, or claim by any thind

parly for RSM's infriingement of any intellectual property rights (including
patent, copyright, trademark, and trade name rights) of any third party. RESM
shall at all times during the term of this Agreement and thereafter indemnify,
defend, and hold DISTRIBUTOR harmless against any and all costs (including
but not limited to reasonable attorneys' fees), expenses, loss, damages, or
liability to any third party as a result of any such action, proceeding, or claim
referred to in the preceding sentence, provided that DISTRIBUTOR. promptly
notifies RSM in writing of such action, proceeding, or claim, allows RSM to
control defense of such claim, cooperates at RSM's request and expense in such
defense and does not settle any such claim without RSM's prior written
approval,

5.3  Indemmification. DISTRIBUTOR and RSM shall each defend, indemnily, and
hold harmless the other party, its offieers, directors, agents, insurers, employees,
shareholders, and affiliated companies from and against any claim, loss, suit,
liability, or expense (including but not limited to attorneys' fees and other costs
associated with the handling of or defense of any such aclion or claim) arising
out of or based upon a breach by the indemnifying party of any of the warranties
in this Section 5 or other failure by the indemnifying party to comply with any
material provision of this Agreement, provided that the indemnified party
provides prompt writlen nolice to the indemnifying party of such action,
proceeding, or elaim, allows the indemnifying party to control defense of such
claim, cooperates at the indemnifying party’s request and expense in such
defense and does not settle any such claim without the indemnifying party’s
prioy written approval.

6. TERM AND TERMINATION
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6.1

6.2

6.3

0.4

Term. This Agreement shall commence on the Effective Date, and, unless
otherwise terminated earlier as provided below, shall remain in effect until the
Expiration Date listed on Schedule A, at which time it shall expire
automatically. Motwithstanding the number of rencwals, this Agreement shall
always be construed as a fixed-term conteact, ‘This Agreement is subject 1o
DISTRIBUTOR's cooperation with and satisfactory completion of a due
diligence background check. If, within RSM's sole discretion, the resulis of the
background check are unsatisfactory, RSM may suspend this Agreement upon
immediate notice to DISTRIBUTOR.

Termination, Either party shall have the right to terminate this Agreement
without liability therefore, after wrilten notice to the other party, (i) effective
immediately in the event of a breach by the other party of any of its obligations
hereunder, which breach (if curable) is not cured within 10 days of written
notice of such breach, or (ii) withoul cause upon 180 days' advance wrilten
nolice o the other party.

Effect of Termination or Expiration. Upon termination or expivation of this
Agreement, all amounts due by DISTRIBUTOR to RSM will become due and
payable at the time of termination or expiration. The parties agree that neither
party shall be liable to the other for damages or otherwise by reason of the
nonrenewal of this Agreement or ils terminalion as provided in this Seclion 6,
provided that such nonrenewal or termination shall not operate to discharge or
release either party of obligations assumed by it prior to such nonrenewal or
termination and the foregoing is not intended to limit a pary’s liability for
breach of this Agreement. Acceptance of orders from DISTRIBUTOR by RSM
after termination will not constitute a renewal of this Agreement or a waiver of
the right of RSM to treat this Agreement as terminated. The granting of any
notice of nonrenewal or termination of this Agreement by RSM shall entitle
RSM, before shipment of any pending or new orders, to require advance
payment, or other security for payment, of all previously oulstanding balances
{whether or not otherwise due) plus the amount of the new order. Upon
expiration or termination of this Agreement, DISTRIBUTOR. shall return to
RSM all technical and commercial materials, customer lists, price lists, and
other materials that are REM's property,

Inventory Repurchase. Upon termination of this Agreement for any reason,
REM may, at its sole option, elect to purchase back from DISTRIBUTOR, and
by doing so require DISTRIBUTOR to sell to RSM, any unsold inventory of
Products in DISTRIBUTOR's possession or control, provided that such
Products are unopened and in saleable condition, the expiration date of sterility
of such Products is at least 365 days beyond the elfective date of repurchase,
and such products ave currently marketed by RSM and not obsolete, The price
to be paid by RSM for the purchase of such inventory shall be the purchase price
actually paid by DISTRIBUTOR for the Products, increased by transportation
and customs duties, if any, paid by DISTRIBUTOR. for the transportalion of the
Products into the Territory. Any Products designated for return by
DISTRIBUTOR. (and related storage and handling records) will be inspected by
RSM or an authorized representative of RSM in order to determine if the
Products to be purchased by RSM fulfill the conditions mentioned above.
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6.5

issuance of a return authorization to DISTRIBUTOR by RSM, DISTRIBUTOR
shall ship the Products to REM or to any entity or individual designated by
RSM, freight prepaid.

The Sections 3.4.4, 5, 6, and 7 and the last sentence of Sections 1.4 shall survive
termination or expiration of this Agreement.

7. GEMERAL TERMS

11

7.2

73

1.4

1.5

Confidential Information. DISTRIBUTOR agrees that it shall keep confidential
and shall not publish or otherwise divulge or use for its own benelit or for the
benefit of any third party any information of a proprietary nature furnished to it
by or on behall of RSM or its affiliated companies without the prior written
approval of the communicating party, except (i) as required by court order, or
(ii) as reasonably necessary to perform its sales-related obligations umder this
Agreement and in the case of any disclosure under clause (i) subject to the
obligations of confidentiality and vesirictions on use at least as siringent as those
set forth in this Agreoment. Information of a proprietary nature shall include,
but not be limited to, information conceming RSM's or its affiliated companies'
products, proposed products, marketing plans, manufacturing processes,
proprictary software, linancial information, or any other marketing information
or materials in whatever form not generally known to the public.

Force Majeure, In the event that a delay or failure of a party to comply with
any obligation created by this Agreement is caused by a force majeure
condition, that obligation shall be suspended during the continuance of the force
majenre condition. For the purposes of this Agreement, the term "force
majeure” shall mean any event beyond the control of the parties, including,
without limitation, five, flood, rviots, strikes, epidemics, war (declared or
undeclared and including the continuanee, expansion or new oulbreak of any
war or conflict now in existence), embargoes, and governmental aclions or
decrees,

Assignment. This Apreement shall not be assignable by DISTRIBUTOR
without the prior written consent of RSM, but this Agreement or any porlion
hereol is assignable by RSM without the consent of DISTRIBUTOR.

Mon-Waiver. The waiver or failure of either party to cxercise in any respect any
right provided for herein shall not be deemed a waiver of any further right
heveunder,

Motices. Any notice or request given under this Agreement shall be in writing
and in the English language and may be delivered by hand or may be sent by
telefax or centified or registered mail or commercial carrier (return receipt or
confirmation of delivery requested) addressed to the other party at the address
shown on the first page of this Agreement, o1 at such other address designated
in writing to the other party. Any notices sent by telefax must be followed by a

confirmation copy by airmail or.other reliable means.
ﬁ. =
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Arsbitration. Any and every dispute, controversy or claim between the parlies
and/or their valid and lawful assignees and successors, including, but not limited
to (i) any and every dispute, controversy or claim arising out of or relating to
this Agreement andfor its amendments, and (i) any and every dispute,
controversy or claim not arising out of or not relating to this Agreement and/or
its amendments, shall be finally settled by arbitration in Orange County, LS. A.
in accordance with the International Arbitration Rules of the International
Centre for Dispute Resolution (“ICDR"). Judgment on the award rendered by
the arbitrator(s) may be entered in any court having jurisdiction thereof. A sole
arbitrator shall be chosen at the mutual agreement of the parties from a list of
ICDR proposed arbitrators under the ICDRs arbitration rules. 1f the parties fail
to mutually agree on the choice of an arbitrator within 30 days of receipt of
claimant's request for arbitration by the other patty, the sole arbitrator shall be
appointed by the ICDR in accordance with its International Arbitration Rules.
The language of the arbitration proceedings shall be English and the law applicd
to the dispute shall be solely and exclusively the laws of the California. The
award shall state with specificity the reasons upon which the Award is based,
and shall contain the arbivator’s findings of fact. Except as required by law,
neither party nor the arbitrator may disclose to a third party the existence,
content, or results of any arbitration hereunder without the prior written consent
of both parties, Notwithstanding the above, RSM shall, at its sole discretion,
have the right to indtiate in any court sitting in California, USA or in the
Territory a non-jury collection lawsuit against DISTRIBUTOR in an effoit to
colleet from DISTRIBUTOR any and all moneys charged by RSM 1o
DISTRIBUTOR for the Produets sold by RSM to DISTRIBUTOR or to obtain
temporary injunctive relicf. All other issues, without exception, must be
arbitrated.

Entire Apreement, The terms and provisions contained in this Agreement and
the attached Schedules constitute the entire Agreement between the parties and
supersede all previous communications, representations, agreements, and
understandings, whether oral or written, between the parties with respect o the
subject matter hereof. Except as this Agreement specifically authorizes RSM
to modify certain provisions of this Agreement or the attached Schedules upon
wrilten nolice to DISTRIBUTOR, no agreement or understanding extending
this Agreement or varying its terms (including any inconsistent terms in any
purchase order, acknowledgment, or similar form) shall be binding upon either
party unless it is in a writing specifically referring to this Agreement and signed
by the duly authorized representatives of the respective parties.

Severability. Should any provision of this Agreement be detenmined to be
unenforceable or prohibited by applicable law, such provision shall be
ineffective only to the extent of such unenforceability or prohibition without
invalidating the remainder of such provision or the remaining provisions of this
Agreement.

Captions. The captions of provisions in this Agreement are for convenience
only and shall not control or affect the meaning or construction of any of the

provisions of this Agreement.
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Counterparts. This Agreement may be exceuted in any manner of counterparts,
ench of which shall be deemed to be an original as against any parly whose
signature appears thereon, and all of which shall together constitute one and the
same instrument. This Agreement shall become binding when one or more
counterparts hereof, individually or taken together, shall bear the signature of
all of the parties reflected hereon as the signatories,

Governing Law,  This Agreement shall be governed and construed in
accordance wilh the laws of the Califomia, United States of America, 16 the
exclusion of both its rales or conllicts of laws and the provisions of the United
Mations Convention on Contracts for the International Sale of Goods.

Release, In exchange for the agresment by RSM to enter into this Agreement
with DISTRIBUTOR, DISTRIBUTOR. hereby releases RSM and its alfiliated
companies from and waives any claims it may have had agains! RSM and its
affiliated companics related to any previous distribulion agreement or business
dealings between DISTRIBUTOR and RSM or its affiliated companies.

IN WITNESS WHEREOF, the parties have caused this Agrecment to be executed as
of the Effective Date.

ReShape Medical ne.

N el o7

Michael J.
President

Wangano 5) 24 |2017




Schedule A
Distributor and Term
Distributor Information
Curpt.:rﬁtr} MName: Al Danah Medical Company W L.L. P.O.Box: 14485
Address: Salwa Road, Doha-Qatar ,Gate no. 4 Naser Bin Khaled Complex,

+074- 4469 1122 /23
+074- 4469 1124
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Schedule B

Products and Pricing

The following indicates the product line(s) to be included as Products under this Agreement as
well as the pricing of such Products. Prices quoled do not include the cost of any handling,

shipping, and insurance (1o be bome by DISTRIBUTOR pursuant to Section 2.6).

ary LATALOG DESCRIPTION VHSRIERICE
RSM101 --mwgra.wd Dual Ballosn Assembly, US §1,500.00
REMZI0 Remaval Catheter Assembly S200.00
RSM00 Tech Device Guidewlre (If detirod) §50.00
KIP11-RS ReShape Infiltration Pump o 55,000.00
o ITS-10-RS ReShape Pump Tubing {pac:o_‘I 10) $100.00




Schedule C

Tervitory

The customers and or geographical avea subject to this Agreement shall be
specifically and exclusively limited to Qatar.

e




Schedule Iy

Minimum Purchase Quotas

Reshape Forecast (in Units)

2017
Country Distributor a1 a2 a: a4
Qatar Al Danah Medical Company M.A, 20 0 10
2018
Country Distributor Qi a2 a3 (o1}
Kuwalt Al Danah Medical Company 20 10 10 20
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Schedule E

Payment Terms

The first two orders for the ReShape Dual Balloon will be cash pay up front, After
successfully executing these orders, ulure orders may be extended via the credit terms
below.

Payment for Products is dus within 60 days after date of invoice on open account as long
as DISTRIBUTOR: credit remaing good, payments to RSM are made on time, and the
total amount owed by DISTRIBUTOR to RSM is within the credit limits determined by
RSM from time to time. DISTRIBUTOR's credit limit as of the effective date of this
Agreement shall be US. cwrrency although RSM reserves the right to require
DISTRIBUTOR to provide adequate security for the amount of such credit limit as a
condition to making sales on open account terms. RSM shall have the right to adjust
DISTRIBUTOR's payment terms and credit limits from time to time,
OR

DISTRIBUTOR shall pay RSM for Products in advanee of delivery by eash or

irrevocable letter of credit with order.

Late Payments: DISTRIBUTOR will pay a late fee on all past due amounts at the rate of
one percent per month or the highest rate permissible by law, whichever is lower, until
paid in full.

Caxes. All amounts payable to RSM under this Agreement are exclusive of any income,
sales, use, property, ad valorem, value added or other taxes, levies, imposs, duties,
charges or withheldings of any nature (collectively, "Taxes"), arising out of any
transaction contemplated by this Agreement and imposed against DISTRIBUTOR or the
Produets by any taxing authority in the Territory (excluding, however, any Taxes on, or
mensured solely by, the net income of RSM and Taxes imposed on RSM in the United
States). DISTRIBUTOR shall pay all applicable Taxes or provide RSM with a certificate
of exemption acceptable to the relevant taxing authority. In the event that any paymenis
to RSM under this Agreement ave subject to any witlholding taxes, DISTRIBUTOR shall
promptly provide all tax certificates, applications and related documents to RSM. IF RSM
is required to pay amy Taxes in the Territory (excluding, however, any Taxes on, or
measured solely by, the net income of RSM and Taxes imposed on RSM in the United
States), DISTRIBUTOR shall prompily reimburse RSM upon written request therefor.







A)

B)

€)

ANNEX A= Quality Requirements

Storage of Products: I applicable Distributor is required lo store producls in
accordance with product labeling statements and within an environment that
prevents any of their chavacteristics from being altered until delivered to the
customer, The minimum storage vequirements for RSM products include the
following:

« IF applicable, Disiributor must establish a secure storage location and limit
access o this localion to only those personne]l authorized by Distributor,
Products must be stored within this location to prevent Products from being
confaminated or tampered with in any way. Additionally, Products must be
kept in a clean avea, free of insects, rodents and any pests.

= Distributor shall have a process to prevent expired, rejected and/or quarantined
Products from being sent to final customers. ReShape Medical

«  RSM reserves the right to provide other instructions to Distributor regarding
such Product, and Distributor agrees to comply with such instiuctions.

Traceability: Distributor is required to maintain records (o ensure the traceability
of ReShape Medical products in accordance with applicable regulatory
requirements, and to provide ReShape Medical or its authorized agenis or
representatives with reasonable access to such records. The minimum traceability
requirements for ReShape Medical Products include the following:

«  Distributor is required to maintain a complete and current list of all customers
who have purchased ReShape Medical products from Distributor, the dates of
such purchases, the quantity, and the lot numbers, UPNs, sevial numbers and/or
model numbers of the units purchased (as applicable) as identified on the
product label.

+  Distributor must ensure the traceability of all ReShape Medical products at
UPH, lot level including the model and serial number where applicable. The
final wsers for all products must be identified (units sold divectly to hospitals,
units sold divectly to doctors, units solid directly to patients).

+ If ReShape Medical products are consigned, the batches consumed al the
account must be reconciled.

*  The traceability of multi-pack boxes must be maintained and single wnils
originally from multi-packs must never be re-boxed.

Complaint Reporting and Handling: Distributor is required to promptly forward
all complaints concemning the produets, cooperate fully with ReShape Medical in
dealing with customer complaints, and take such aclion to resolve such complaints
as may be reasonably requested by ReShape Medical. The complaint reporfing
requivements for ReShape Medical produets includs the following:




*

All customer complaints invelving or contributing to serious adverse evenls
(ineluding paticnt death or serious injury) must be veported to ReShape Medical
within 24 hours of Distributor’s becoming aware. Complaints involving non-
seripus events including comments regarding product dissatisfaction, potential
malfunctions, non-serious patient injury, or wnanticipated medical or suigieal
intervention shall be reported to ReShape Medical within 48 hours,

A Complaint Motification Form will be provided to Distributor by ReShape
Medical and must be completed in full to doeument each complaint,
Additionally, any ancillary documentation that may facilitate the complaint
investigation process should also be attached, particularly if the product is not
available for return. In cases where additional information is required from the
customer, at least three (3) due diligent attempts must be performed by
Distributor to try to collect this additional complaint information, il requested
by ReShape Medical. Should requested information not be available,
Distributor shall document the reason(s) it is not available andfor the 3 attempts.

Products subject to complaints should be retwrned to ReShape Medical,
BEeturned products must either, as divected by ReShape Medical, be

« aecompanied by a disinfection cerlilicate, even if the products have not
been used;

+ or be reumed in biohazard controlled packaging and under safe
handling controls.

In cases where the customer has indicated that the complaint product is
available to be returned but it has not been received, at least three (3) due
diligent attempis must be made by Distributor to retrieve the product.

21




D)

Recalls and Other Field Actions: If ReShape Medical initiates a recall or other

field action for any produets, Distributor is required to implement such recall or
other field action (including location and rvetrieval of the recalled product) with
respect to Distributor’s customers in accordance with the instructions provided by
ReShape Medical. The minimum requirements for managing recalls and other field
actions affecting ReShape Medical Products include the following:

Recalls and other leld actions must be acted upon immediately by Distributor
after receiving the notification packet from ReShape Medical. An
acknowledgement of the receipt of the field action notice must be prompily sent
to ReShape Medical.

Distributor must follow the instructions contained in the notification packet and
ensure that actions are cared out in accordance with the timeframe specified.

Where directed in the notice, Distributor must retrieve products from the
following applicable locations:

+  Distributor warehouse(s) inventories

+  In-transit from ReShape Medieal to Distributor

+  Customer locations: whether sold, consigned or samples
At least three (3) due diligent attempts must be performed and documented to
iry to relrieve products from customers.

Onee all product retrieval actions have been completed, the recalled stock must
be reported to ReShape Medical using the Verification Form contained in the
notification packet. (Mote: the quantities documented on the verification forms
must mateh the units physically veturned to ReShape Medical.)

The wnits must be returned to ReShape Medical following the instructions
contained in the notification packet,

ReShape Medical agrees at ils option cither to refimd the purchase price, or to

replace recalled products within a reasonable time at its expense unless the
recall is attributable to Distributor’s actions.
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E)

G)

Record Retention Time: All product related records (e.g. Traceability records,
Complaints records, Recalls data, ete,) must be retained by the Distributor in
accordance with the following requirements:

Type of Product Record Retention Timeframe
1. Implantable Device Indefinitely
2. Equipment 2 years beyond dated removal from

distribution or as otherwise

indicated by ReShape Medical

3. All Other Products At least Produet lifetimefexpiry + 2
years or as otherwise indicated by

ReShape Medical.

Al termination of this agreement, Distributor shall deliver all records required under
this section to ReShape Medical and shall direct fisturs inquiries from customers to
ReShape Medical.

Demonstration Units: Demonsteation Units (non-sterile, not for human use) are
to be used by Distibutor for demonstration purposes only and shall not be given to
final customers.  All provisions in this Annex arve applicable to Demonstration
Units.

Literature and Label Control: All Product literature, labeling and the use of

ReShape Medical logos, templates or trademarks is subject lo ReShape Medical
review amnd approval.  Any “Internal Use™ training materials provided by ReShape
Medical cannot be given to the customers.




EXHIBIT 10.42

INTERNATIONAL DISTRIBUTORSHIP AGREEMENT

THIS INTERNATIONAL DISTRIBUTORSHIP AGREEMENT ("Agreement") is
entered into effective as of the Effective Date contained in Schedule A, between ReShape
Medical Inc., having its principal place of business at 1001 Calle Amanacer, San Clemente,
USA ("RSM™) and the company identified in Schedule A ("DISTRIBUTOR").

WITHNESSETH

WHEREAS, RSM is in the business of selling various medical devices primarily used 1o
perform medical procedures; and

WHEREAS, DISTRIBUTOR desires to actively and diligently promote the sale, on its
own behalf and for its own account, of certain of RSM's praducts; and

WHEREAS, RSM and DISTRIBUTOR desire to enter into an exclusive distributorship
agreement covering certain ReShape Medical product lines under the terms and conditions set
out below.

NOW, THEREFORE, in consideration of the premises and the mutual covenants
contained herein, the parties agree as follows:

1. DISTRIBUTION

1.1 Products. The products that are subject to this Agreement (the "Products™) shall
be those products identified on Schedule B hereto, together with such other
products as may from time to time be included thereon by mutual written
agreement of the parties. DISTRIBUTOR acknowledges that Schedule B will
not neeessarily inelude all products sold by RSM, and that Products are subject
to modification or discontinuance by RSM upon notice to DISTRIBUTOR, and,
upon DISTRIBUTOR's receipt of such notice, Schedule B will be deemed
amended accordingly.

1.2 Appointment.

1.2.1 Effective as of the Effective Date of this Agreement, RSM hereby
appoints DISTRIBUTOR, and DISTRIBUTOR accepts such
appointment, as an exclusive distributor of Products in the
geographical area described on Schedule C hereto (the "Territory"™),
subject to the terms and conditions set forth in this Agreement.

.22 DISTRIBUTOR shall not directly or indirectly deliver or promote the
sale of the Products outside the Territory or locate or utilize an office,
branch, or distribution depot for the sale or distribution of the Products
outside the Territory. DISTRIBUTOR shall immediately notify RSM
if it becomes aware that any DISTRIBUTOR customer exports or sells
or plans to export or sell any of the Products outside the Territory.

1.3 Noncompetition. DISTRIBUTOR represents that as of the Effective Date there
are no agreements in effect providing for the marketing, sale or distribution by
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DISTRIBUTOR of products that compete with the Products covered hereby and
that DISTRIBUTOR is not precluded by any contractual obligation or any other
reason from entering into or performing under this Agreement. DISTRIBUTOR
agrees that during the term of this Agreement DISTRIBUTOR will not, directly
or indirectly, sell, promote or distribute any products that compete with the
Products covered hereby,

14  Sub-Distributors. DISTRIBUTOR agrees that it will not establish any sub-
distributors without the prior written consent of RSM. It is understood that such
appointment shall be made only in the name and for the aceount of
DISTRIBUTOR and shall be for a term no greater than the term of this
Agreement, DISTRIBUTOR shall not grant to any sub-distributor any rights
greater than those which are granted by RSM to DISTRIBUTOR under this
Agreement. DISTRIBUTOR shall also impose on any sub-distributor the same
obligations as RSM has imposed on DISTRIBUTOR under this Agreement for
the purpose of protecting the goodwill of RSM and the Products
DISTRIBUTOR shall insure that all its sub-distributors comply with any
regulatory requirements with respect to the Products, DISTRIBUTOR shall
defend, indemnify, and hold RSM harmless against any elaim, loss, liability, or
expense (including attorney's fees and court costs) arising out of or based upon
any claim made by any of DISTRIBUTOR's sub-distributors, sales
representatives, or employees against RSM.

1.5 Manufacturer's Representative. RSM or its affiliated companies shall have the
right, at their option and expense, to maintain represeniatives in or supporting
the Territory from time to time to participate in the marketing, sale, and after-
sale suppori of the Products. 1TRSM or its affiliated companies elect to maintain
such representatives, DISTRIBUTOR shall share information and cooperate in
good faith in connection with all material contacts and activities with customers
and potential customers. DISTRIBUTOR agrees that during the term of this
Agreement and for a period of one year thereafter it will not, without RSM’s
consent, induce or solicit any such ReShape Medical personnel to terminate
their employment with ReShape Medical in order to become emplayed by, or
otherwise affiliated with, DISTRIBUTOR.

1.6 MNon-Agency. The parties acknowledge that DISTRIBUTOR is an independent
contractor, and that neither the making of this Agreement nor the performance
of any of the provisions hereof shall be construed to constitute DISTRIBUTOR
or any of its agents acting hereunder an agent or legal representative of RSM
for any purpose, nor shall this Agreement be deemed to establish a joint venture,
partnership, franchise, agency, or employer-employee  relationship.
DISTRIBUTOR is not granted, and shall not exercise, the right or authority to
assume or create any obligation or responsibility on behalf of or in the name of
RSM or its affiliated companies,

1.7 Remuneration. Except as otherwise provided herein, DISTRIBUTOR shall not
be entitled to any remuneration of any nature whatsoever other than the profit it
makes on the delivery of Products to its customers in the Territory,

2. PURCHASE OF PRODUCTS AND TERMS OF SALE
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2.]

Quotas,

2.1.1

2.3 Orders.

2.3.1

232

The partics agree to the quota levels set forth in Schedule I} hereto (or
as it may be amended from time to time by mutual agreement of the
parties) as the minimum requirements for DISTRIBUTOR purchases of
Products from RSM, and DISTRIBUTOR. shall purchase Products in no
less than such amounts in the applicable calendar quarters.

DISTRIBUTOR agrees that the minimum purchase requirements
appearing on Schedule D hereto are reasonable in view of the market
potential for Products in the Territory and acknowledges that all such
requirements have been established as the result of a mutual examination
of market potential and negotiations between the parties.

It is further agreed that in the event additional Products are added to
Schedule B hereto, the minimum purchase requirements for such
Products will be determined by RSM after consultation with
DISTRIBUTOR, and such new minimum purchase requirements will be
incorporated in and be made subject to the terms of this Agreement.

DISTRIBUTOR shall purchase from RSM, and RSM shall sell to
DISTRIBUTOR, such quantities of Products as DISTRIBUTOR. may
order from time to time pursuant to the terms of this Agreement. Orders
shall be placed by written purchase order and submitted by ¢-mail or
facsimile, or by other means agreed upon by the parties. No order shall
be binding upon RSM until the same shall have been accepted in writing
by RSM. In case of conflict between the standard printed terms of
purchase/sale of DISTRIBUTOR and RSM, the terms of purchase/sale
of RSM shall prevail, but in no event shall either party's standard terms
override any provisions of this Agreement.

Notwithstanding any other provision hercof, it is agreed that the
obligation of RSM to sell any Product to DISTRIBUTOR is subject to
the availability of such Product. RSM shall make reasonable efforts to
fill each order that is accepted, but RSM shall not be liable for damages
caused by failure to ship or delay in shipment resulting from product
shortage of any kind or conditions beyond the control of RSM,
including, but not limited to, the unavailability of such Products because
of the inability to obtain materials and supplies or to produce sufficient
Products to meet sales demands. 1FRSM believes that it will not be able
to satisfy DISTRIBUTOR's requirements for the Products, it shall
promptly notify DISTRIBUTOR, specifying the reasons for the
expected delay and its anticipated duration.
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24.1  Prices for the Products as of the Effective Date of this Agreement
shall be as set forth on Schedule B hereto

2.5 Paymenis. All payments due o RSM pursuant to this Agreement shall be paid
according to the payment terms set forth on Schedule E hereto,  All payments
to RSM pursuant to this Agreement shall be made in United States dollars,
without set-off or counterclaim and without deduetion for any other charges.
RSM shall retain a security interest in the Products until full payment is made,
and DISTRIBUTOR shall assist RSM in any local recording of such securily
interest. [f DISTRIBUTOR fails to make any payment when due, RSM shall
have the right o take whatever action it deems appropriate or necessary,
including, but not limited to, requiring immediate return of unsold Products,
refusal of further orders, requiring pavment in foll before shipment, or
termination of this Agreement pursuant to Section 6.2 hereof.

26 Shipping. Except as sct forth below, all fees for shipping to the DISTRIBUTOR
will be paid by the DISTRIBUTOR. Products shall be shipped to
DISTRIBUTOR at the address (es) specified by DISTRIBUTOR from time to
time, Risk of loss and title to the Products will pass to DISTRIBUTOR at port
of entry at the foreign airpert destination in the Terdtory, DISTRIBUTOR shall
bear the cost of any handling, shipping, and insurance, within the designated
territory, DISTRIBUTOR shall be responsible for clearing the Products through
customs unless RSM notifies DISTRIBUTOR otherwise, DISTRIBUTOR
shall be responsible for paying any and all duties and taxes due in connection
with the importation of the Products, DISTRIBUTOR will be responsible for
inspecting Produet upon receipt in the Teritory. DISTRIBUTOR shall submit
to RSM all claims for non-delivery, shorfages in shipment or defects reasonably
discoverable on careful inspection in writing within 10 days of receipt of such
shipment by DISTRIBUTOR. I[fDISTRIBUTOR does not provide such writlen
notice to REM within the specified timeframe, RSM will be discharged from
liahility for any such non-delivery, short delivery or defect. RSM shall
promptly file a notice of claim against the freight handler in the event that
DISTRIBUTOR pravides written notice to RSM that any of the Products arrive
other than in external good order and condition.

3 OBLIGATIONS OF DISTRIBUTOR

3.1 Distribution of Products, DISTRIBUTOR agrees fo devote DISTRIBUTOR s
hest efforts to (i) develop and promote the use and sale of the Products in the
Territory, and (i) furnish such service of accounts as will enable
DISTRIBUTOR adequately to develop and maintain the goodwill of customers
and prospective customers and their acceptance of the Products.
DISTRIBUTOR also agrees to abide by RSM's recommendations regarding the
use of the Products, and plan orders adequately to meel customer delivery
requirements,

3.2 Lepal Reguirements. Except as otherwise set forth in Section 3.4,
DISTRIBUTOR will obtain and maintain, at its expense, all licenses, approvals,
consents, and permits necessary for DISTRIBUTOR to perform its obligations
under this Agreement. DISTRIBUTOR agrees to comply with all laws, statutes,
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regulations and other legal requirements and not to place RSM in jeopardy of
not complying with any such requirements. DISTRIBUTOR understands that
the ReShape Medical Code of Conduct requires that the Producis be sold only
on the basis of quality, service, price and other legitimate marketing attributes,
and that the paymemt of bribes for any purpose has no place in
DISTRIBUTOR'S performance under this Agreement and is absolutely
prohibited. Furthermore, DISTRIBUTOR agrees to use good judgment, high
ethical standards and honesty in DISTRIBUTORs dealings with customers,
end-users and employees, recognizing that even the appearance of unethical
actions is not acceptable. DISTRIBUTOR. acknowledges and expressly agrees
that certain laws of the United States of America and other countries, including,
without limitation, the United States Export Control Regulations, the United
States Anti-Money Laundering laws, the United States Anti-Terrorism laws and
the Foreign Corrupt Practices Act, may result in the imposition of sanctions on
RSM or its affiliated companies in the event that, directly or indirectly, (i)
Products are exported to various countries, including without limitation Cuba,
Tran, North Korea, Syria, Sudan, or any country embargoed by Executive order
or otherwise, or (i) offers, promises, or payments are made to government
officials or others for the purpose of influencing decisions favorable to RSM.
DISTRIBUTOR expressly agrees, therefore, that in performing its obligations
under this Agreement it shall comply at all times with such laws or regulations
and refrain from making or promising to make payment or transfer of anything
of value that would have the purpose or effect of public or commercial bribery,
or acceptance of or acquicscence in extortion, kickbacks, or other unlawful or
improper means of obtaining business. DISTRIBUTOR also agrees to furnish
to RSM by affidavit or other reasonable means from time to time at RSM's
request, and to RSM's reasonable satisfaction, assurances that the appoiniment
of DISTRIBUTOR and DISTRIBUTOR's activities under this Agreement, and
the payment to DISTRIBUTOR of any commissions, discounts, or any monies
or consideration contemplated in this Agreement, are proper and lawful under
said laws and regulations. DISTRIBUTOR. further acknowledges that no person
emploved by it is an official of any government agency or a corporation owned
by a governmental unit within the Territory and that no part of any monies or
consideration paid pursuant to the terms and conditions of this Agreement or
any proceeds from the sale of the Products in the Territory shall acerue for the
benefit of any such official. Breach of this provision, or reasonable grounds for
RSM to believe it has been breached (in RSM’s sole discretion)), will result in
immediate termination of this Agreement. DISTRIBUTOR will not make any
performance or safety claims with respect to Product not contained in the label
or otherwise approved by RSM consistent with applicable laws.

Quality Reguirements. RSM has, and requires of its distributors, a primary
cammitment to patient safety and product quality. To this end, DISTRIBUTOR
agrees to comply with ReShape Medical's Quality requirements regarding the
Products as specified in Annex A hereto or as they may be further
communicated to DISTRIBUTOR from time to time. These include, without
limitation, requirements regarding appropriate storage of the Produets,
maintaining traceability, prompt reporting and handling of complaints, and
implementation of recalls and other field actions. These requirements shall
survive the expiration or other fermination of this Agreement.
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3.5

Froduct Registrations

3.4.1 Unless prohibited by applicable law, DISTRIBUTOR will assist
RSM or its affiliates in securing all reglstrations and approwvals
pertaining to the Products and required for the sale or importation of the
Products in the Temitory, and all such approvals er registeations will be
applied for and maintained in the name of RSM unless RSM agrees
otherwise inowriting.

342 REM aprees to provide DISTRIBUTOR with all requived
documents in English wpon request. DISTRIBUTOR will be responsible
fior all translation of necessary documents, and for answering any and all
questicns vequired by local government agencies ReShape Medical with
the input and approval of RSM. RSM will assist in answering all
questions.,

3.4.4 In the event that any registrations are maintained in the name of
DISTRIBUTOR, upon termination of this Apreement DISTRIBUTOR
shall copperate in any and all procedures (including, but not limited fo,
the completion of any documentation) required to transfer such
registrations to RSM or its designee and shall not oppose any new
vegistration for the Products by RSM or its designee. Copies of all
regulatory permits  shall be provided to RSM and copies of
DISTRIBUTOR's files relating to such permits shall be provided w
RSM on reguest.

3.4.5 DISTRIBUTOR shall not market or sell Product in the Territory
prior fo receipt of regulatory approval.

Repaorts and Other Information. DISTRIBUTOR agrees that during the term of

this Agresment it will:

3.5.1  Respond in writing to any reasonable requests by RSM for market and
inventory information, including information concerning competitive
activity, pricing, distribution, and Territory surveys and forecasts amd,
as requested by RSM, mect with RSM representatives to review these
matters.

3.5.2 Promptly forward o RSM any inguiry or othes communication,
including correspendence or notices from regulatory authorities in the
Termritory, received by DISTRIBUTOR concerning any of RSM’s
products that appropriately should be responded to by ESM, and all
inquiries related o the sale or distribution of Products outside the
Territory.

153 If so requested by RSM, provide RSM reasonable financial information

on & confidentinl basis or provide credit referemces do assure RSM of
DISTRIBUTOR' s finuncial capability to conduct its ongoing business.
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1.6
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Trademarks. RSM hereby grants to DISTRIBUTOR the right and license to use
the trademarks, service marks, trade names, and trademark registrations of RSM
and its affiliated companies for the Products in the Territory, bul only in
connection with sales in the Territory of the Products purchased from RSM during
the term of this Agreement and sclely in conncction with trademark usage
procedures provided by RSM. All right, title, and interest to the trademarks and
other intellectual property rights of RSM and its affiliated companies shall remain
with such companies, and no other license relating thereto is granted hereunder
(except the right to use such trademarks as set forth herein). DISTRIBUTOR
shall not market the Products under any tradename or trademark other than the
trademarks and tradenames approved by RSM.

Expenses, Except as otherwise specifically provided herein, DISTRIBUTOR
shall bear all costs and expenses associated with its performance of this
Agreement, including (but not limited to) amounts due employees or agents of
DISTRIBUTOR, advertising, bad debt expense, inventory losses, commissions,
licensing fees, regulatory fees, and taxes. In no event shall RSM be liable for
any expenses incurred by DISTRIBUTOR unless RSM has agreed in writing to
pay such expense.

Proprietary Rights. DISTRIBUTOR shall report promptly to RSM: (i) any
infringement of the patents, trademarks, or other intellectual property rights of
RSM or its affiliated companies of which DISTRIBUTOR may learn, but
DISTRIBUTOR shall not initiate any protective action with respect to such
infringement without RSM's prior written authorization; and (ii) receipt of any
notice or service of legal action against DISTRIBUTOR and/or RSM or its
affiliated companies claiming any infringement, misappropriation or breach of
any intellectual property right, including but not limited to patent, copyright,
trademark, or frade name infringement, and RSM shall have full rights and
responsibility to manage and control the defense of DISTRIBUTOR and RSM
in any such action, including the right to settle on behalf of either or both, and
DISTRIBUTOR agrees to cooperate to the fullest extent necessary to enable
RSM 1o conduct such defense,

Business Review, DISTRIBUTOR hereby gives RSM the right, upon
reasonable advance notice, to conduct business reviews involving an
examination, either directly or through a designee, of DISTRIBUTOR'S
inventory of Products, quality systems, copies of promotional materials, and
business records, including financial and sales records relating to the business
performed pursuant to this Agreement, in order to ensure DISTRIBUTOR's
compliance with the terms of this Agreement.

Product Materials.  DISTRIBUTOR shall sell Product in the same containers
and with the same labeling and packaging as provided by RSM or otherwise
approved by RSM, and in all other respects in the same condition as when
delivered o DISTRIBUTOR by RSM. DISTRIBUTOR will not use any
promotional materials with respeet to Product other than those provided by
RSM or approved by RSM under Section 4.4.

4’;}&:;...% 737?}? D




4. RSM's OBLIGATIONS

4.1

42

4.3

4.4

Quality Conirol. RSM agrees to maintain ongoing quality assurance and testing
procedures sufficient to satisfy applicable regulatory requirements.

Assistance. RSM shall provide DISTRIBUTOR with reasonable access to its
technical and marketing personnel at no charge to DISTRIBUTOR, except as
otherwise agreed.

Training, RSM will provide DISTRIBUTOR with technical training seminars
as RSM and DISTRIBUTOR agree is needed in the English language for
DISTRIBUTOR s emplovees directly engaged in distributing the Products.
Travel and living expenses for DISTRIBUTOR s employees connected with
attendance at such training seminars shall be paid by DISTRIBUTOR.
DISTRIBUTOR agrees that each of DISTRIBUTOR's employees directly
engaged in distributing the Products who has not previously attended a RSM
technical training seminar will attend such a seminar or will be trained by
DISTRIBUTOR in a program approved by RSM within a reasonable period of
time after the commencement of their involvement in the sale of the Products.

Advertising, RSM will furnish at no cost to DISTRIBUTOR reasonable
quantities of promotional materials in the English language where available,
such as sales literature, technical data, instruction manuals, and technical journal
reprints. At the request of RSM, DISTRIBUTOR shall return all such literature
or data in DISTRIBUTOR's custody or contral at the time of such request.
DISTRIBUTOR may print literature or brochures in other languages at its own
cost; however, prior to the printing or distribution of any such translated Product
literature, DISTRIBUTOR agrees to subimit the translation for RSM's review
and written approval. The copyright rights to any such translations shall be
deemed assigned to RSM or its affiliated companies, and all translations shall
have adequate copyright notices evidencing such rights.

=Y WARRANTIES AND INDEMNIFICATION

al

Product Warranty. The Products are warranted to be free of defects in
waorkmanship and material according to the written waranty contained in the
literature that accompanies the Produets, which warranty may be changed from
time to time by RSM upon written notice to DISTRIBUTOR. RSM's obligation
under this warranty shall be limited to the repair or replacement of any Products
that RSM determines were defective when delivered to INSTRIBUTOR. The
foregoing is the only express warranty made by RSM related to Product
delivered under this Agreement. RSM EXPRESSLY DISCLAIMS ALL
OTHER EXPRESS WARRANTIES AND ANY AND ALL IMFLIED
WARRANTIES, INCLUDING  IMPLIED  WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE.
DISTRIBUTOR shall not add to or otherwise alter or modify any applicable
warranty, nor make any false representation regarding RSM or the Products or
any other representation that is not included in the Product labeling in promoting
sales of the Products, including any misrepresentation regarding the permissible
uses of the Products. DISTRIBUTOR will hold RSM, its officers, directors and
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employees harmless from and indemnify all of them against any lability that
may arise out of or result from any such unauthorized warranty or
representation,

5.2 Limitations. IN NO EVENT WILL RSM BE LIABLE FOR
CONSEQUENTIAL, INCIDENTAL OR SPECIAL DAMAGES ARISING
OUT OF THIS AGREEMENT OR OTHERWISE RELATED TO
PRODUCT, INCLUDING ANY LOSS OF PROFITS, EVEN [F RSM HAS
BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES.

IN NO EVENT SHALL RSM'S LIABILITY TO DISTRIBUTOR EXCEED
AN AMOUNT EQUAL TO THE AGGREGATE PRICES PAID BY
DISTRIBUTOR TO RSM FOR PRODUCTS DURING THE LAST
CALENDAR QUARTER PRECEDING THE DATE IN WHICH THE
CLAIM IS MADE, except that this liability limitation shall not apply to
RSM's indemnity obligation under Sections 5.2 and 5.3.

52 Intellectual Property Infringement. Subject to the following sentence, RSM will
defend DISTRIBUTOR against any action, proceeding, or claim by any third
party for RSM's infringement of any intellectual property rights (including
patent, copyright, trademark, and trade name rights) of any third party., RSM
shall at all times during the term of this Agreement and thereafter indemnify,
defend, and hold DISTRIBUTOR harmless against any and all costs (including
but not limited to reasonable attorneys' fees), expenses, loss, damages, or
liability to any third party as a result of any such action, proceeding, or claim
referred to in the preceding sentence, provided that DISTRIBUTOR promptly
notifies RSM in writing of such action, proceeding, or claim, allows RSM to
control defense of such claim, cooperates at RSM’s request and expense in such
defense and does not settle any such claim without RSM’'s prior written
approval.

53 Indemnification. DISTRIBUTOR and RSM shall each defend, indemnify, and
hold harmless the other party, its officers, directors, agents, insurers, employees,
shareholders, and affiliated companies from and against any claim, loss, suit,
liability, or expense (including but not limited to attorneys' fees and other costs
associated with the handling of or defense of any such action or claim) arising
out of or based upon a breach by the indemnifying party of any of the warranties
in this Section 5 or other failure by the indemnifying party to comply with any
material provision of this Agreement, provided that the indemnified pary
provides prompt written notice to the indemnifying party of such action,
proceeding, or claim, allows the indemnifying party to control defense of such
claim, cooperates at the indemmifying party’s request and expense in such
defense and does not settle any such elaim without the indemnifying party’s
prior written approval,

B, TERM AND TERMINATION

9
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6.1 Tenm. This Agreement shall commence on the Effective Date, and, unless
otherwise terminated earlier as provided below, shall remain in effect until the
Expiration Date listed on Schedule A, at which time it shall expire
automatically. Notwithstanding the number of renewals, this Agreement shall
always be construed as a fixed-term contract. This Agreement is subject to
DISTRIBUTOR's cooperation with and satisfactory completion of a due
diligence background check. If, within RSM's sole discretion, the results of the
background check are unsatisfactory, RSM may suspend this Agreement upon
immediate notice to DISTRIBUTOR.

6.2 Termination. Either party shall have the right to terminate this Agreement
without liability therefore, afier written notice to the other party, (i) effective
immediately in the event of a breach by the other party of any of its obligations
hereunder, which breach (if curable) is not cured within 10 days of written
notice of such breach, or (i) without cause upon 180 days” advanee wrilten
notice to the other party.

6.3 Effect of Termination or Expiration. Upon termination or expiration of this
Agreement, all amounts due by DISTRIBUTOR to RSM will become due and

payable at the time of termination or expiration. The parties agree that neither
party shall be liable to the other for damages or otherwise by reason of the
nonrenewal of this Agreement or its termination as provided in this Section 6,
provided that such nonrenewal or termination shall not operate to discharge or
release either party of obligations assumed by it prior to such nonrenewal or
termination and the foregoing is not intended to limit a party’s liability for
breach of this Agreement. Acceptance of orders from DISTRIBUTOR by RSM
after termination will not constitute a renewal of this Agreement or a waiver of
the right of RSM fo freat this Agreement as terminated. The granting of any
notice of nonrenewal or termination of this Agreement by RSM shall entitle
RSM, before shipment of any pending or new orders, to require advance
payment, or other security for payment, of all previously cwtstanding balances
(whether or not otherwise due) plus the amount of the new order. Upon
expiration or termination of this Agreement, DISTRIBUTOR shall return to
R3M all technical and commercial materials, customer lists, price lists, and
other materials that are RSM's property.

6.4  Inventory Repurchase. Upon termination of this Agreement for any reason,
RSM may, at its sole option, elect to purchase back from DISTRIBUTOR, and
by doing so require DISTRIBUTOR to sell to RSM, any unsold inventory of
Products in DISTRIBUTOR's possession or control, provided that such
Products are unopened and in saleable condition, the expiration date of sterility
of such Products is at least 365 days beyond the effective date of repurchase,
and such products are currently marketed by RSM and not obsolete. The price
to be paid by RSM for the purchase of such inventory shall be the purchase price
actually paid by DISTRIBUTOR for the Products, increased by transportation
and customs duties, if any, paid by DISTRIBUTOR for the transportation of the
Products into the Territory.  Any Products designated for return by
DISTRIBUTOR (and related storage and handling records) will be inspected by
RSM or an authorized representative of RSM in order to determine if the
Products to be purchased by RSM fulfill the conditions mentioned above, Upon

e
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6.5

issuance of a return autherization to DISTRIBUTOR by RSM, DISTRIBUTOR
shall ship the Products to RSM or to any entity or individual designated by
RSM, freight prepaid.

The Sections 3.4.4, 5, 6, and 7 and the last sentence of Sections 1.4 shall survive
termination or expiration of this Agreement.

7. GENERAL TERMS

7.1

7.2

7.3

74

1.3

Confidential Information. DISTRIBUTOR agrees that it shall keep confidential
and shall not publish or otherwise divulge or use for its own benefit or for the
benefit of any third party any information of a proprietary nature furnished to it
by or on behalf of RSM or its affiliated companies without the prior written
approval of the communicating party, except (i) as required by court order, or
(ii) as reasonably neeessary to perform its sales-related obligations under this
Agreement and in the case of any disclosure under clause (ii) subject to the
obligations of confidentiality and restrictions on use at least as stringent as those
set forth in this Agreement. Information of a proprietary nature shall include,
but not be limited to, information concerning RSM's or its affiliated companies'
products, proposed products, marketing plans, manufacturing processes,
proprietary software, financial information, or any other marketing information
or materials in whatever form not generally known to the public.

Force Majeure. In the event that a delay or failure of a party to comply with
any obligation created by this Agreement is cauvsed by a force majeure
condition, that obligation shall be suspended during the continuanes of the force
majeure condition. For the purposes of this Agreement, the term "force
majeure” shall mean any event beyond the control of the parties, including,
without limitation, fire, flood, riots, strikes, epidemics, war (declared or
undeelared and including the continuance, expansion or new outbreak of any
war or conflict now in existence), embargoes, and governmental actions or
decrees,

Assipnment. This Agreement shall not be assignable by DISTRIBUTOR
without the prior written consent of RSM, but this Agreement or any portion
hereof is assignable by RSM without the consent of DISTRIBUTOR.

Mon-Waiver. The waiver or failure of either party to exercise in any respect any
right provided for herein shall not be deemed a waiver of any further right
hereunder.

Maotices. Any notice or request given under this Agreement shall be in writing
and in the English language and may be delivered by hand or may be sent by
telefax or certified or registered mail or commercial carrier (return receipt or
confirmation of delivery requested) addressed to the other party at the address
shown on the first page of this Agreement, or at such other address designated
in writing to the other party. Any notices sent by telefax must be followed by a
confirmation copy by airmail or other reliable means.

1
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1.6

1.7

7.8

7.9

Arbitration. Any and every dispute, controversy or claim between the parties
and/or their valid and lawful assignees and successors, including, but not limited
to (i) any and every dispute, controversy or claim arising out of or relating to
this Agreement andfor its amendments, and (ii) any and every dispute,
controversy or claim not arising out of or not relating to this Agreement and/or
its amendments, shall be finally settled by arbitration in Orange County, U.S.A.
in accordance with the International Arbitration Rules of the International
Centre for Dispute Resolution (“ICDR™). Judgment on the award rendered by
the arbitrator(s) may be entered in any court having jurisdiction thereof. A sole
arbitrator shall be chosen at the mutual agreement of the parties from a list of
ICDR proposed arbitrators under the ICDRs arbiteation rules, If the parties fail
to mutually agree on the choice of an arbitrator within 30 days of receipt of
claimant's request for arbitration by the other party, the sole arbitrator shall be
appointed by the ICDR in accordance with its International Arbitration Rules,
The language of the arbitration proceedings shall be English and the law applied
to the dispute shall be solely and exclusively the laws of the California. The
award shall state with specificity the reasons upon which the Award is based,
and shall contain the arbitrator’s findings of fact. Except as required by law,
neither party nor the arbitrator may disclose to a third party the existence,
content, or results of any arbitration hereunder without the prior written consent
of both parties. MNotwithstanding the above, RSM shall, at its sole discretion,
have the right to initiate in any court sitting in California, USA or in the
Territory a non-jury collection lawsuit against DISTRIBUTOR in an effort to
colleet from DISTRIBUTOR any and all moneys charged by RSM 1o
DISTRIBUTOR for the Products sold by RSM 1o DISTRIBUTOR or to obtain
temporary injunctive relief. All other issues, without exception, must be
arbitrated.

Entire Agreement. The terms and provisions contained in this Agreement and
the attached Schedules constitute the entire Agreement between the parties and
supersede all previous communications, representations, agreements, and
understandings, whether oral or written, between the parties with respect to the
subject matter hereof. Except as this Agreement specifically authorizes RSM
to modify certain provisions of this Agreement or the attached Schedules upon
written notice to DISTRIBUTOR, no agreement or understanding extending
this Agreement or varying its terms (including any inconsistent terms in any
purchase order, acknowledgment, or similar form) shall be binding upon either
party unless it is in a writing specifically referring to this Agreement and signed
by the duly authorized representatives of the respective parties.

Severability. Should any provision of this Agreement be determined to be
unenforceable or prohibited by applicable law, such provision shall be
ineffective only to the extent of such unenforeeability or prohibition without
invalidating the remainder of such provision or the remaining provisions of this
Agreement.

Captions. The captions of provisions in this Agreement are for convenience

only and shall not control or affect the meaning or construction of any of the
provisions of this Agreement.

12
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700 Counterparts. This Agreement may be executed in any manner of counterparts,
each of which shall be deemed to be an original as against any parly whose
signature appears thereon, and all of wiich shall together constitute one and the
same instrument. This Agreement shall become binding when one or more
counterparts hereof, individually or taken together, shall bear the signature of
all of the parties reflected hereon as the signatories.

701  Governing Law. This Agreement shall be governed and construed in
pccordance with the laws of the California, United Siates of America, to the
exclusion of both its rules or confliets of laws and the provisions of the United
Mations Convention on Coentracts for the International Sale of Goods.

712  Relenpse, In exchange for the agreement by RSM to enter into this Agrecment
with DISTRIBUTOR, DISTRIBUTOR hereby releases RSM and its affiliated
companics from and waives any claims it may have had against REM and its
affiliated companies related to any previous distribution agreement or business
dealings between DISTRIBUTOR and RSM or its affiliated companies.

TN WITHNESS WHEREOF, the parties have caused this Agreement to be executed as
of the Effective Date.

ReShape Medical Ine.

N il St a7 sl

Michael J. Mangano g Abdulrahman Ramadan
President 5-"'1" ]301'1 Exceutive Director for and on behalf of
Al Zahrawi Medical

@

Al Zahrwed Modizal Supplios [LLC)
0. Bor 597, Dutal - UAE.
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Schedule A
Distributor and Term
Distributor Information
Corporate Name:

Al Zahrawi Medical a Company incorporated under the laws of United Arab Emirates
("UAE"), having its registered office at Caterpillar building, Salahudinne St, Diera,
Dubai, hereinafter referred to as the "Distributor”,

4’%@% 7%};;» :
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Schedule B

Products and Pricing

The following indicates the product line(s) to be included as Products under this Agreement as

well as the pricing of such Products. Prices guoted do not include the cost of any handling,

shipping, and insurance (to be borne by DISTRIBUTOR pursuant to Section 2.6).

CATALOG UNIT PRICE

ary HUMBEE: DESCRIPTION usn

REMI0 Integrated Dual Balloon Assembly, US 51,500.00

Balloon Valve Sealant Assembly (ond package included

RSMI00 with each balloon arder) HiC

RSMI10 Removal Catheter Assembly 5200.00

REMI00 Tech Device Guidewdre (if desired) 550.00

KIP-11-R5 ReShape Infiltration Pump 55, 000. 00

ITS-10-R% Reshape Pump Tubing (pack of 10) 5100.00

ﬁgzﬁ_ ,% %F»
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Schedule C

Territory

The customers and or geographical arca subject to this Agreement shall be
specifically and exclusively limited to the United Arab Emirates.
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Schedule Id

Minimom Purchase Quotas

Reshape Forecast

2017
Country Distributar a1 oz a3 0204
UAE A&l Zahrawi Medical o 20 0 30
2018
Country Distributor al a2 a3 04
UAE Al Zahraw! Medical a0 a5 25 30
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Schedule £

Payment Terms

The first two orders for the ReShape Dual Balloon will be cash pay up front. After
successfully executing these orders, future orders may be extended via the credit terms

below.

Payment for Products is due within 60 days after date of invoice on open account as
long as DISTRIBUTOR's credit remains good, payments to RSM are made on time, and
the total amount owed by DISTRIBUTOR to RSM is within the credit limits determined
by RSM from time to time. DISTRIBUTOR's credit limit as of the cffective date of this
Agreement shall be US. cwrency although RSM reserves the right to require
DISTRIBUTOR to provide adequate security for the amount of such credit limit as a
condition to making sales on open account terms. RSM shall have the right to adjust
DISTRIBUTOR's payment terms and ceedil limits from time to time.

OR

DISTRIBUTOR. shall pay RSM for Products in advance of delivery by cash or
irrevocable letter of credit with order.

Late Pavments: DISTRIBUTOR. will pay a late foc on all past due amounts at the rate of
ohe percent per month or the highest rate permissible by law, whichever is lower, until
paid in Tull,

Taxes. All amounts payable to RSM under this Agreement are exclusive of any income,
sales, use, property, ad valorem, value added or other taxes, levies, imposts, duties,
charges or withholdings of any nature (collectively, "Taxes™), arising out of any
transaction contemplated by this Apreement and imposed against DISTRIBUTOR or the
Products by any taxing authority in the Territory (excluding, however, any Taxes an, or
measured solely by, the net income of RSM and Taxes imposed on RSM in the United
States). DISTRIBUTOR shall pay all applicable Taxes or provide RSM with a certificate
of exemption acceptable o the relevant taxing authority, Tn the event that any payments
to RSM under this Agreement are subject ta any withholding taxes, DISTRIBUTOR shall
promptly provide all tax certificates, applications and related documents to RSM., If RSM
is required to pay any Taxes in the Territory (excluding, however, any Taxes on, or
measured solely by, the net income of RSM and Taxes imposed on RSM in the United
States), DISTRIBUTOR. shall promptly reimburse RSM upon written request therefore.
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A)

B)

&)

ANNEX A— Quality Requirements

Sto f Products: [f applicable Distributor is required to store products in
accordance with product labeling statements and within an environment that
prevents any of their characteristics from being altered until delivered to the
customer. The minimum storage requirements for RSM products include the
following:

= If applicable, Distributor must establish a secure storage location and limit
access to this location to only those personnel authorized by Distributor.
Products must be stored within this location to prevent Products from being
contaminated or tampered with in any way. Additionally, Products must be
kept in a clean area, free of insects, rodents and any pests.

«  Distributor shall have a process to prevent expired, rejected and/or quarantined
Products from being sent to final customers. ReShape Medical

*  RSM reserves the right to provide other instructions to Distributor regarding
such Product, and Distributor agrees to comply with such instructions.

Traceability: Distributor is required to maintain records to ensure the traceability
of ReShape Medical products in accordance with applicable regulatory
requirements, and to provide ReShape Medical or its authorized agenis or
representatives with reasonable access to such records. The minimum traceability
requirements for ReShape Medical Products include the following:

«  Distributor is required to maintain a complete and current list of all customers
who have purchased ReShape Medical products from Distributor, the dates of
such purchases, the quantity, and the lot numbers, UPMs, serial numbers and/or
model numbers of the units purchased (as applicable) as identified on the
product label.

+  Distributor must ensure the traceability of all ReShape Medical products at
UPN, lot level including the model and serial number where applicable. The
final users for all products must be identified (units sold directly to hospitals,
units sold directly to doctors, units sold directly to patients).

+ If ReShape Medical products are consigned, the batches consumed at the
account must be reconciled.

+  The traceability of multi-pack boxes must be maintained and single units
ariginally from multi-packs must never be re-boxed.

Complaint Reporting and Handling: Distributor is required to promptly forward

all complaints concerning the products, cooperate fully with ReShape Medical in
dealing with customer complaints, and take such action 1o resolve such complaints
as may be reasonably requested by ReShape Medical. The complaint reporting
requirements for ReShape Medical products include the following:
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All customer complaints involving or contributing to serious adverse events
(including patient death or serious injury) must be reported to ReShape Medical
within 24 hours of Distributor’s becoming aware. Complaints invelving non-
serious events ineluding comments regarding produet dissatisfaction, potential
malfunctions, non-serious patient injury, or unanticipated medical or surgical
intervention shall be reported to ReShape Medical within 48 hours.

A Complaint Notification Form will be provided to Distributor by ReShape
Medical and must be completed in full to document each complaint.
Additionally, any ancillary documentation that may facilitate the complaint
investigation process should also be attached, particularly if the product is not
available for return. In cases where additional information is required from the
customer, at least three (3) due diligent attempts must be performed by
Distributor to try to collect this additional complaint information, if requested
by ReShape Medical. Should requested information not be available,
Distributor shall document the reason(s) it is not available and/or the 3 attempts.

Products subject to complaints should be returned to ReShape Medical.
Returned products must either, as directed by ReShape Medical, be

« accompanied by a disinfection certificate, even if the products have not
been used;

+ or be returned in bichazard controlled packaging and under safe
handling controls,

In cases where the customer has indicated that the complaint produet is
available to be retuned but it has not been received, at least three (3) due
diligent attempts must be made by Distributor to retrieve the product.
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) Recalls and Other Field Actions: If ReShape Medical initiates a recall or other
field action for any products, Distributor is requived to implement such recall or
other field action (including location and retrieval of the recalled product) with
respect to Distributor’s customers in accordance with the instructions provided by
ReShape Medical. The minimum requirements for managing recalls and other field
actions affecting ReShape Medical Produets include the following:

*  Recalls and other field actions must be acted upon immediately by Distributor
after receiving the notification packet from ReShape Medical. An
acknowledgement of the receipt of the field action notice must be promptly sent
to ReShape Medical,

= Distributor must follow the instructions contained in the notification packet and
ensure that actions are carried out in accordance with the timeframe specilied,

*  Where directed in the notice, Distributor must retrieve products from the
following applicable locations:

= Dyistributor warchouse(s) inventories
+ In-transit from ReShape Medical to Distributor
Customer locations: whether sold, consigned or samples

+ At least three (3) due diligent attempis must be performed and documented to
try to retrieve products from customers.

«  Onee all produet retrieval actions have been completed, the recalled stock must
be reported to ReShape Medical using the Verification Form contained in the
notification packet. (Note: the quantities documented on the verification forms
imust match the units physically returned to ReShape Medical.)

*  The units must be returned to ReShape Medical following the instructions
contained in the notification packet.

»  ReShape Medical agrees at its option either to refund the purchase price, or to
replace recalled products within a ressonable time at its expense unless the
recall is attributable to Distributor's actions.
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E)

G)

Record Retention Time: All product related records (e.g. Traceability records,

Complaints records, Recalls data, etc.) must be retained by the Distributor in
accordance with the following requirements:

Type of Product Record Retention Timeframe
1. Implantable Device Indefinitely
2. Equipment 2 years beyond dated removal from

distribution or as otherwise
indicated by ReShape Medical
3. All Other Products At least Produet lifetime/expiry + 2

years or as otherwise indicated by
ReShape Medical.

At termination of this agreement, Distributor shall deliver all records required under
this section to ReShape Medical and shall dirvect future inquiries from customers to
ReShape Medical.

Demonstration Units: Demonsteation Units (non-sterile, not for human use) are
to be used by Distributor for demonstration purposes only and shall not be given to
final customers. All provisions in this Annex are applicable to Demonstration
Lnits.

Literature and Label Control: All Product literature, labeling and the use of

ReShape Medical logos, templates or trademarks is subject to ReShape Medical
review and approval. Any “Internal Use™ training materials provided by ReShape
Medical cannot be given to the customers.
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Date: 23/05/2017

Michael J. Mangano

President

ReShape Medical Inc.

1001 Calle Amanecer

San Clemente, CA 92672

Tel.: 949-429-6680, ext. 102

Mab.: 617-538-8788

Email: mmangano@reshapemedical.com
Website: www_ReShapeReady.com

Sub: International Distributorship Agreameant
Dear Ayman,

Please find the enclosed two original copies of International Distributorship Agreement between Al
Zahrawi Medical Supplies and ReShape Medical Inc., for initializing, signature and stamping from your
sice,

Kindly arrange to send us back one duly signed and stamped copy on the below address:
Al Zahrawi Medical Supplies LLC,
P.O. Box: 5973, Dubai, UAE

Tel: +971 262 2728
Fax: +971 262 5506

Thanking you and looking forward to continue our successful business cooperation.

Best Regards,
-
* Huda Waleed Q
Senior Supervisor Al Zahrawd Medical Supplies (LLGC.)
Administration P.O. Box 5973, Dubal - UAE

Al Zalwaws Medical Supplies LLC ool Ayl Ciljyacill gl )8
PO.Box: 5073 OINF a0
Db, Unilescl Araly Emmirales dasiol dppe oy
Tal: +971 4 2622738, Fax: #8071 4 2625506 HAVLE P00 e sl A TWE MWW il
Ermail; info@zahrawimadical. com o ahrieinmos Bl GOHT o iS00 A g0
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EXHIBIT 10.43

INTERNATIONAL DISTRIBUTORSHIF AGREEMENT

THIS INTERNATIONAL DISTRIBUTORSHIP AGREEMENT ("Agreement") is
entered into effective as of the Effective Date contained in Schedule A, between ReShape
Medical Inc., having its principal place of business at 1001 Calle Amanacer, San Clemente,
USA {"RSM"™) and the company identified in Schedule A ("DISTRIBUTOR").

WITNESSETH

WHEREAS, RSM is in the business of selling various medical devices primarily used to
perform medical procedures; and

WIEREAS, DISTRIBUTOR desires (o actively and diligently promote the sale, on its
own behalf and for its own account, of centain of RSM's products; and

WHEREAS, RSM and DISTRIBUTOR desire to enter into a non-exclusive
distributorship agreement covering certain ReShape Medical product lines under the terms and
conditians sel out below.

NMOW, THEREFORE, in consideration of the premises and the mutual covenanls
contained herein, the parfies aprec as follows:

1. DISTRIBUTIOMN

L.l Producis. The products that ave subject to this Agreement (the "Products™) shall
be those products identified on Schedule B hereto, together with such other
produets as may from time to time be included thereon by mulual writlen
agreement of the parties, DISTRIBUTOR acknowledges that Schedule B will
not necessarily include all products sold by RSM, and that Products are subjoect
to maodification or discontinuance by RSM upon notice to DISTRIBUTOR, and,
upon DISTRIBUTOR's receipt of such notice, Schedule B will be deemed
amended accordingly.

1.2 Appoinimenl.

1.2.1 Effcctive as of the Effective Date of this Agreement, RSM hereby
appoinis  DISTRIBUTOR, and DISTRIBUTOR  accepls  such
appointiment, as a nonexclusive distributor of Products in the
geographical area deseribed on Schedule C hereto (the "Territory”),
subject to the terms and conditions set forth in this Agreement.

1.2.2  DISTRIBUTOR shall nol direcily or indirectly deliver or promote the
sale of the Products outside the Terrtory or locate or utilize an oflice,
branch, or distribution depot for the sale or distribution of the Products
oulside the Territory. DISTRIBUTOR shall immediately notify RSM
if it becomes aware that any DISTRIBUTOR custormer expocts or sells
or plans o export or sell any of the Products outside the Territory.

1.3 Nencompetition, DISTRIBUTOR represents that as of the Effective Date there

are no agreements in effect providing for the marketing, sale or distribution by

«Distributornames
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DISTRIBUTOR of products that compele wilh the Producis covered herehy and
that DISTRIBUTOR is not preciuded by any contractual obligation or any other
reason [rom entering into or performing under this Agreement. DISTRIBUTOR
agrees that during the term of this Agreement DISTRIBUTOR will not, directly
or indirectly, sell, promote or distribute any products thal compete with the
Products covered hereby.

1.4 Sub-Distributors. DISTRIBUTOR agrees that it will not establish any sub-
distributors withoul the prior written consent of RSM. 11 is understood thal such
appointment  shall be made only in the name and for the account of
DISTRIBUTOR and shall be for a lerm no greater than the term of this
Agreement. DISTRIBUTOR shall not grant to any sub-distributor any rights
greuter than those which are granted by RSM to DISTRIBUTOR under this
Agreement. DISTRIBUTOR shall also impose on any sub-distributor the same
obligations as RSM has imposed on DISTRIBUTOR under this Agreement for
the purpose of protecting the goodwill of RSM and the Products.
DISTRIBUTOR shall insure that all its sub-distributors comply with any
regulatory requirements with respect o the Products, DISTRIBUTOR shall
defend, indemnify, and hold RSM harmless against any claim, loss, liability, or
expense (including allormey's fees and count cosls) arising out of or based upon
any claim made by any of DISTRIBUTOR's sub-distributors, sales
represenlalives, or employees against RSM.

1.5  Manufacturer's Representative. RSM or its affiliated companies shall have the
right, at their option and expense, to maintain representatives in or supporting
the Temitory from time to time to participate in the marketing, sale, and after-
sale support of the Products, 1f REM or its affiliated companics elect to maintain
such representatives, DISTRIBUTOR shall share information and cooperate in
good faith in connection with all material contacts and activitics with customers
and potential customers, DISTRIBUTOR agrees thal during the term of ihis
Agreement and for a period of one year thereafter it will not, without RSM’s
consent, induce or solicit any such ReShape Medical personnel Lo terminalc
their employment with ReShape Medical in order to become employed by, or
olherwise affiliated with, DISTRIBUTOR.

1.6 MNom-Agency. The parties acknowledge that DISTRIBUTOR is an independent
contractor, and that neither the making of this Agreement nor the performance
of any of the provisions hereof shall be construed to constitute DISTRIBUTOR
or any of ils agents acting hereunder an agent or legal representative of RSM
for any purpose, nor shall this Agreement be deemed to establish a joint venture,
parinership, [ranchise, agency, or employer-employee  relationship.
DISTRIBUTOR is not granted, and shall not exereise, the right or authority to
assume or create any obligation or responsibility on behalf of or in the name of
REM on its affiliated companies.

1.7 Remuneration. Except as otherwise provided herein, DISTRIBUTOR shall not
be entitled to any remuneration of any nature whatsoever olher than the prolit it

makes on the delivery of Products to its customers in the Territory.

2. PURCHASE OF PRODUCTS AND TERMS OF SALE
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2.1

Quotis.

2.1.1

2.1.2

2.3 Orders,

2.4

232

Prices.

The parties agree to the guota levels set forth in Schedule D hercto (or
as it may be amended [rom time to time by mutual agreement of the
partics) as the minimum requirements for DISTRIBUTOR purchascs of
Products from RSM, and DISTRIBUTOR shall purchase Products in no
less than such amounts in the applicable calendar quarters.

DISTRIBUTOR aprees that the minimun purchase requirements
appearing on Schedule D hereto are reasonable in view of the markct
potential for Products in the Territory and acknowledges that all such
requirements have been established as the result of a mutual examination
of market potential and negoliations between the parties.

It is further agreed that in the event additional Products are added to
Schedule B hereto, the minimum purchase requirements for such
Products will be determined by RSM after consuliation with
DISTRIBUTOR, and such new minimum purchase requirements will be
incorporated in and be made subject to the terms of this Agreement.

DISTRIBUTOR shall purchase from RSM, and RSM shall sell 1o
DISTRIBUTOR, such quantities of Products as DISTRIBUTOR may
order from time 1o lime pursuant o the terms of this Agreement. Orders
shall be placed by written purchase order and submitted by e-mail or
(acsimile, or by other means agreed upon by the partics. Mo order shall
e binding upon RSM until the same shall have been accepted in writing
by BSM, In case of conflict between the standard printed terms of
purchase/sale of DISTRIBUTOR and RSM, the terms of purchase/sale
ol RSM shall prevail, but in no event shall either parly's standard terms
override any provisions of this Agreement.

Motwithstanding any other provision hereof, it is agreed that the
obligation of RSM o sell any Product to DISTRIBUTOR is subject to
the availability of such Product, RSM shall make reasonable efforts lo
fill each order that is accepted, but RSM shall not be liable for damages
caused by Tilure (o ship or delay in shipment resulting from product
shortage of any kind or conditions beyond the control of RSM,
including, but not limited lo, the unavailability of such Products because
of the inability to obtain materials and supplics or to produce sufficient
Products to meet sales demands, 1FRSM believes that it will not be able
to satisfy DISTRIBUTOR's requirements for the Products, it shall
promptly nolify DISTRIBUTOR, specilying the reasons for the
expected delay and its anticipated duration.




2.5

26

2.4.1 Prices for the Products as of the ElTective Date of this Agreement
shall be as sct forth on Schedule B hereto

Payments. All payments due to RSM pursuant to this Agreement shall be paid
according o the payment terms sel [orth on Schedule E herelo. All payments
to RSM pursuant to this Agreement shall be made in United States dollars,
wilhout sel-olT or counterclaim and without deduction lor any other charges,
RSM shall retain a security interest in the Products until full payment is made,
and DISTRIBUTOR shall assist RSM in any local recording of such sceurily
interest. If DISTRIBUTOR fails to make any payment when due, RSM shall
hiave the right to take whatever action il deems appropriale or necessary,
including, but not limited to, requiring immediate retum of unsold Products,
refusal of further orders, requiring payment in full before shipment, or
termination of this Agreement pursuant 1o Section 6.2 hereof.

Shipping Except as set forth below, all fees for shipping to the DISTRIBUTOR
will be paid by the DISTRIBUTOR. Products shall be shipped 1o
DISTRIBUTOR at the address (es) specified by DISTRIBUTOR from time to
time. Risk of loss and title to the Products will pass to DISTRIBUTOR at port
of entry al the foreign airport destination in the Tervitory, DISTRIBUTOR shall
bear the cost of any handling, shipping, and insurance, within the designated
territory. DISTRIBUTOR shall be responsible (or clearing the Products through
customs unless RSM notifies DISTRIBUTOR otherwise.  DISTRIBUTOR
shall be responsible for paying any and all dutics and taxes due in conngclion
with the importation of the Products. DISTRIBUTOR will be responsible for
inspecting Product upon reeeipt in the Territory,  DISTRIBUTOR shall submit
to RSM all claims for non-delivery, shortages i shipment or defects reasonably
discoverable on carelul inspection in writing within 10 days ol receipt of such
shipment by DISTRIBUTOR. IfISTRIBUTOR does not provide such written
notice to RSM within the specificd timeframe, RSM will be discharged [rom
liability for any such non-delivery, short delivery or defect. RSM shall
promptly file a notice of claim against the freight handler in the event that
DISTRIBUTOR provides written notice to RSM that any of the Products arrive
other than in external good order and condition.

3 OBLIGATIONS OF DISTRIBUTOR

kN

3.2

Distribution of Products. DISTRIBUTOR agrees to devote DISTRIBUTOR s
best efforis 1o (i) develop and promote the use and sale of the Products in the
Territory, and (i) fumish such service of sccounts as will enable
DISTRIBUTOR adequately to develop and maintain the goodwill of cusiomers
and  prospective  customers  and  their  aceeptance  of the Produets.
DISTRIBUTOR also agrees to abide by RSM's recommendations regarding the
usc of the Products, and plan orders adequately 1o meet customer delivery
requIremenls.

Legal Requirgments. Except as otherwise sct forth in Section 3.4,
DISTRIBUTOR will abtain and maintain, at its expense, all licenses, approvals,
consents, and permils necessary for DISTRIBUTOR to perform its obligations
under this Agreement. DISTRIBUTOR agrees to comply with all laws, statutes,
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regulations and other legal requirements and not to place RSM in jeopardy of
not complying with any such requirements. DISTRIBUTOR understands that
the ReShape Medical Code of Conducl requires thal the Products be sold only
on the basis of quality, serviee, price and other legitimate marketing altributes,
and that the payment of bribes for any purpose has no place in
DISTRIBUTOR'S performance under this Agreement and is absolutely
prohibited. Furthermore, DISTRIBUTOR agrees to use good judgment, high
ethical standards and honesty in DISTRIBUTOR's dealings with customers,
cnd-users and cmployees, recognizing that even the appearance of unethical
actions is not acceptable, DISTRIBUTOR acknowledges and expressly agrees
that ceriain laws of the Uniled States of America and other countries, including,
without limitation, the United States Export Control Regulations, the United
States Anti-Money Laundering laws, the United States Anti-Tervorism laws and
the Foreign Corrupt Practices Act, may result in the imposition of sanctions on
RSM or its affiliaied companies in the event that, directly or indirectly, i)
Products are exported to various countries, including without limitation Cuba,
Iran, North Korea, Syria, Sudan, or any country embargoed by Exceutive order
or otherwise, or (ii) offers, promises, or payments are made to government
officials or athers for the purpose of influencing decisions favorable to RSM.
DISTRIBUTOR expressly agrees, therefore, thal in performing its obligations
under this Agreement it shall comply at all times with such laws or regulations
and refrain from making or promising (o make payment or transler of anything
of value that would have the purpose or effect of public or commercial bribery,
or acceplance of or acquicscence in extortion, kickbacks, or other unlawful or
improper means of abtaining business. DISTRIBUTOR also agrees to furmish
to RSM by affidavit or other reasonable means from time to time at RSM's
request, and to RSM's reasonable satisfaction, assurances that the appointment
of DISTRIBUTOR and DISTRIBUTOR's activities under this Agrecment, and
the payment to DISTRIBUTOR of any commissions, discounts, or any monies
or consideration contemplated in this Agreement, are proper and lawful under
said laws and regulations. DISTRIBUTOR further acknowledges that no person
employed by it is an official of any government ageney or a corporation owned
by a governmental unit within the Territory and that no part of any monies or
consideration paid pursuant to the terms and conditions of this Agreement or
any proceeds from the sale of the Products in the Territory shall accrue for the
henefit of any such official. Breach of this provision, or reasonable grounds for
RSM o believe it has been breached (in RSM’s sole discretion), will resull in
immediate termination of this Agreement. DISTRIBUTOR will not make any
perlormance or safety claims with respect to Product not contained in the label
or otherwise approved by RSM consistent with applicable laws.

Quality Requirements. RSM has, and requires of its distributors, a primary
commitment to patient salety and product quality, To this end, ISTRIBUTOR
agrees to comply with ReShape Medical's Quality requirements regarding the
Producls as specificd in Annex A herelo or as they may be further
communicated to DISTRIBUTOR from time to time. These include, without
limitation, requircments regarding appropriate storage of the Products,
maintaining traceability, prompt reporting and handling of complaints, and
implementation of recalls and other field actions. These requirements shall
survive the expiration or other termination of this Agreement.
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3.5

3.4.1 Unless prohibited by applicable law, DISTRIBUTOR will assist
RSM or ils affiliates in sccuring all registralions and approvals
pertaining to the Products and required for the sale or importation of the
Products in the Territory, and all such approvals or registrations will be
applied for and maintained in the name of RSM unless RSM agrees
otherwise in wriling.

3.4.2 RSM agrees 1o provide DISTRIBUTOR with all vequircd
documents in English upon request, DISTRIBUTOR will be respansible
fur all translation of necessary documents, and for answering any and all
questions required by local povernment agencies ReShape Medical with
the inpui and approval of RSM. RSM will assist in answering all
questions.

3.4.4 In the event that any registrations are maintained in the name of
DISTRIBUTOR, upon termination of this Agreement DISTRIBUTOR
shall cooperate in any and all procedures (including, but not limited to,
the completion of any documentation) required to transfer such
registrations v RSM or its designee and shall not oppose any new
registration lor the Produets by RSM or its designee. Copies of all
regulatory  permits shall be provided w RSM and copics of
DISTRIBUTOR's files relating 10 such permits shall be provided to
RSM on request.

3.4.5 DISTRIBUTOR shall not market or sell Product in the Territory
prior to receipt of regulatory approval.

Reports and Other Information. DISTRIBUTOR agrees that during the term of
this Agrecment it will:

3.5.1

152

Respond in writing to any reasonable requests by RSM for market and
inventory information, including information coneciing competitive
aclivily, pricing, distribution, and Territory surveys and forecasts and,
as requested by RSM, meet with RSM representatives to review these
matlers.

Prompily lorward to RSM any inquiry or other communication,
including correspondence or notices from regulatory autherities in the
Tertilory, received by DISTRIBUTOR conceming any of RSM’s
products that appropriately should be responded to by RSM. and all
inquiries relaled to the sale or distribution of Products outside the
Termritory.

If 5o requested by RSM, provide RSM reasonable financial information
on a confidential basis or provide credit relerences o assurc RSM of
DISTRIBUTOR s financial capability to conduct its ongoing business,
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Trademarks. RSM hereby grants to DISTRIBUTOR the right and license to use
ihe trademarks, service marks, trade names, and trademark registrations of RSM
and its affilisted companies for the Products in the Territory, but only in
connection with sales in the Territory of the Products purchased from RSM during
the term of this Agreement and solely in comection with trademark usage
procedures provided by RSM. All righ, title, and inerest to the trademarlks and
other imellectual property rights of RSM and its affiliated companies shall remam
with such companics, and no other license relating thereto is granted hercunder
{except the right to use such trademarks as set forth herein). DISTRIBUTOR
shall not market the Products under any tradename or trademark other than the
trademarks and tradenames approved by RSM,

Expenses, Except as otherwise specifically provided herein, DISTRIBUTOR
shall bear all costs and capenses associated with ils performance of this
Agreement, including (but not limited to) amounts due employees or agents aof
DISTRIBUTOR, advertising, bad debt cxpense, inventory losses, commissions,
licensing fees, regulatory fees, and taxes. In no event shall RSM be liable for
any expenses ineurred by DISTRIBUTOR unless RSM has agreed in writing to
pay such expense.

Proprietary Rights, DISTRIBUTOR shall report promptly to RSM: (i) any
fringement of the patents, trademarks, or other intellectual property rights of
RSM or its alfiliated companies of which DISTRIBUTOR may learn. bul
DISTRIBUTOR shall not initiate any protective action with respect to such
infringement without RSM's prior wrilten authorization; and (i) receipt of any
notice or service of legal action against DISTRIBUTOR and/or RSM or its
alTiliated companies claiming any infringement, misappropriation or breach of
any intellectual property right, including but not limited to patent, copyright.
irademark, or trade name infringement, and RSM shall have full rights and
responsibility to manage and control the defense of DISTRIBUTOR and RSM
in any such action, including the right to settle on behalf of cither or both, and
DISTRIBUTOR agrees to cooperate to the fullest extent necessary to enable
RSM to conduet such defense.

Busingss Review. DISTRIBUTOR hereby gives RSM the right, upon
reasonable  advance notice, o conducl business reviews involving an
examination, cither directly or through a designee, of DISTRIBUTOR'S
inventary of Products, quality systems, copies of promotional materials, and
business records, including financial and sales records relating to the business
performed pursuant to this Agreement, in order to ensure DISTRIBUTOR'
compliance with the terms of this Agreement.

Product Materials.  DISTRIBUTOR shall sell Product in the same containers
and with the same labeling and packaging as provided by RSM or otherwise
approved by RSM, and in all other respects in the same condition as when
delivered to DISTRIBUTOR by RSM. DISTRIBUTOR will not use any
promotional materials with respeet to Product other than those provided by
RSM or approved by KSM under Section 4.4,




4. RSM's OBLIGATIONS

4.1

4.2

4.3

4.4

Quality Control. RSM agrees to maintain engoing quality assurance and testing
procedures sufficient to satisfy applicable regulatory requirements.

Assistance. RSM shall provide DISTRIBUTOR with reasonable aceess to it
technical and marketing personnel at no charge w DISTRIBUTOR, cxcept as
otherwise apreed.

Trining. RSM will provide DISTRIBUTOR with technical training seminars
as RSM and DISTRIBUTOR agree is needed in the English language for
DISTRIBUTOR s employees directly engaged in distributing the Products.
Travel and living expenses for DISTRIBUTOR's employees connected with
attendance at such training seminars shall be paid by DISTRIBUTOR.
DISTRIBUTOR agrees that cach of DISTRIBUTOR's employees directly
engaged in distributing the Products who has not previously attended a RSM
technical iraining seminar will attend such a seminar or will be trained by
DISTRIBUTOR in a program approved by RSM within a reasonable period of
time afier the commencement of their involvement in the sale of the Products.

Advertising. RSM will furnish at no cost to DISTRIBUTOR reasonable
quantities of promotional materials in the English language where available,
such a5 sales literature, technical data, instruction manuals, and technical journal
reprints. Al the request of RSM, DISTRIBUTOR shall return all such literature
or data in DISTRIBUTORs custody or control at the lime of such request.
DISTRIBUTOR may prim literature or brochures in other languages at its own
cost; however, prior to the printing or distribution of any such translated Product
litetature, DISTRIBUTOR agrees to submit the wranslation for RSM'"s review
and written approval. The copyright rights to any such translations shall be
deemed assigned 1o RSM or ils affiliated companics, and all translations shall
liave adequate copyright notices evidencing such rights.

5. WARRANTIES AND INDEMNIFICATION

a1

Product Warranty. The Products are warranted to be free of defects in
workmanship and material according to the written warranty contained in the
literature that accompanies the Products, which warranty may be changed from
time to time by RSM upon writlen notice to DISTRIBUTOR. RSM's obligation
under this warranty shall be limited to the repair or replacement of any Products
that KSM determines were defective when delivered to DISTRIBUTOR. The
[oregoing is the only express warranty made by RSM related to Product
delivered under this Agreement. RSM EXPRESSLY DISCLAIMS ALL
OTHER EXPRESS WARRANTIES AND ANY AND ALL IMPLIED
WARRANTIES, INCLUDING  IMPLIED  WARRANTIES  OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE.
DISTRIBUTOR shall not add to or otherwise alter or modify any applicable
warranty, nor make any false representation regarding RSM or the Products or
any other representation that is not included in the Product labeling in promoting
sales of the Produets, including any misrepresentation regarding the permissible
uses of the Products. DISTRIBUTOR will hold RSM, its officers, directors and




6.

5.2

5.5

employees harmless [rom and indemnily all of them against any lability that
may arise out of or result from any such unauthorized wamanly or
representalion.

imitations 1N NO EVENT WILL RSM BE LIABLE FOR
CONSEQUENTIAL, INCIDENTAL OR SPECIAL DAMAGES ARISING
OUT OF THIS AGREEMENT OR OTHERWISE RELATED TO
PRODUCT, INCLUDING ANY LOSS OF PROFITS. EVEN IF RSM HAS
BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES.

IN NO EVENT SHALL RSM'S LIABILITY TO DISTRIBUTOR EXCEED
AN AMOUNT FQUAL TO THE AGGREGATE PRICES PAID BY
DISTRIBUTOR TO RSM FOR PRODUCTS DURING THE LAST
CALENDAR QUARTER PRECEDING THE DATE IN WHICH THE
CLATIM 15 MADE, cxcept that this liability limitation shall not apply lo
RSM's indemnity obligation under Sections 5.2 and 5.3.

Intellectual Property Infringement. Subjeet to the following sentence, RSM will
defend DISTRIBUTOR against any action, proceeding, or claim by any third
party for RSM's infringement of any intellectual property rights {including
patent, copyright, rademark, and trade name rights) of any third party. RSM
shall at all times during the term of this Agreement and thereafier indemnify,
defend, and hold DISTRIBUTOR harmless against any and all costs (including
but net limited to reasonable attomeys' fees), expenses, loss, damages, or
liability to any third party as a result of any such action, proceeding, or claim
referred to in the preceding sentence, provided that DISTRIBUTOR. promptly
nolifies RSM in writing of such aclion, proceeding, or ¢laim, allows RSM 1o
control defense of such claim, cooperates at REM s request and expense in such
defense and does not selile any such claim without RSM's prior written
approval,

Indemnification. TISTRIBUTOR and RSM shall each defend, indemnify, and
hold harmless the other party, its afficers, directors, agents, insurcrs, employees,
shareholders, and affiliated companies from and against any claim, loss, suil,
liability, or expense (including but not limited to attorneys' fees and other costs
associated with the handling of or defense of any such aclion or claim) arising
vut of or based upon a breach by the indemnifying party of any of the warranties
in this Section $ or other failure by the indemnifying party lo comply with any
material provision of this Agreement, provided that the indemnified purty
provides prompt writlen notice o the indemnifying party of such action,
procecding, or claim, allows the indemnifying party to control defense of such
claim, cooperates at the indemnifying party's request and expense in such
defense and does not settle any such claim without the indenmifying party’s
prior written approval.

TERM AND TERMINATION




6.1

6.2

6.3

fr.4

Term. This Agreement shall commence on the Effective Date, and, unless
otherwise terminated earlier as provided below, shall remain in effect until the
Expiration Date listed on Schedule A, at which fime it shall expire
automatically. Notwithstanding the number of renewals, this Agreement shall
always be construcd as a fixed-term contract.  This Agreement is subjecl to
DISTRIBUTORs cooperation with and satisfactory completion of a due
diligenee background check. [f, within RSM's sole discretion, the resulls of the
background check are unsatisfactory, RSM may suspend this Agreement upon
immediate notice 1o DISTRIBUTOR.

Terminalion. Fither party shall have the right to terminate this Agrecmenl
without lability therefore, after written notice to the other party, (i) effective
immediately in the event of & breach by the other party of any of its obligations
hereunder, which breach {if curable) is not cured within 10 days of written
notice of such breach, or (i) without cause upon 180 days’ advance wrillen
notice to the other party.

Effect of Termination or Expiration. Upon termination or expiration of this
Agreement, all amounts due by DISTRIBUTOR to RSM will become due and
payable at the lime of termination or expiration. The parties agree thal neither
party shall be liable to the other for damages or otherwise by reason of the
nonrenewal of this Agreement or its termination as provided in this Section 6,
provided that such nonrenewal or termination shall not operate to discharge or
release cither party of obligations assumed by it prior to such nonrencwal or
termination and the forcgoing is not intended to limit a party’s hability for
breach ol this Agreement. Acceplance of orders from DISTRIBUTOR by RSM
after termination will not constitute a renewal of this Agreement or a waiver of
the right of RSM 1o treat this Agreement as terminated. The granting of any
notice of nonrencwal or termination of this Agreement by RSM shall entitle
RSM, belore shipment of any pending or new orders, lo require advance
payment, or other security for payment, of all previously oulstanding balances
{whether or not otherwise due) plus the amount of the new order, Upon
expiration or termination of this Agreement, DISTRIBUTOR shall return 1o
®SM all technical and commercial materials, customer lists, price lisis, and
other materials that are RSM's property.

Inventory Repurchase. Upon termination of this Agreement for any reason.
RSM may, at its sule option, elect to purchase back from DISTRIBUTOR, and
by doing so require DISTRIBUTOR to sell to RSM, any unsold inventory of’
Products in DISTRIBUTOR's possession or control, provided that such
Products arc unopened and in saleable condition, the expiration date of sterility
of such Products is at least 365 days beyond the effective date of repurchase.
and sueh products are currently marketed by RSM and not obsolete. The price
to be paid by RSM for the purchase of such inventory shall be the purchase price
aclually paid by DISTRIBUTOR for the Products, increased by transporiation
and customs duties, if any, paid by DISTRIBUTOR for the transportation of the
Products into the Territory. Any Products designated for return by
DISTRIBUTOR {and related storage and handling recatds) will be inspected by
RSM or an authorized representative of RSM in order o determine if the
Products to be purchased by RSM fulfill the conditions mentioned above. Upon
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6.5

issuance of a return authorization to DISTRIBUTOR by RSM, DISTRIBUTOR
shall ship the Products to RSM or to any entity or individual designatcd by
RSM, freight prepaid.

The Sections 3.4.4, 5, 6, and 7 and the last sentence of Sections 1.4 shall survive
termination or expiration of this Agreement.

1. GENERAL TERMS

7.1

7.2

73

14

7.3

Confidential Information. DISTRIBUTOR agrees that it shall keep confidential
and shall not publish or atherwise divulge or use for its own benefit or lor the
benefit of any third party any information of a proprietary nature furnished to it
by or on behalf of RSM or its affiliated companies without the prior writtcn
approval of the communicating party, except (i) as required by court order, or
(ii) as reasonably necessary to perform its sales-related obligations under this
Apgreement and in the case of any disclosure under clause (ii) subject to the
obligations of confidentiality and restrictions on use at least as stringent as those
set forth in this Agreement, Tnformation of a praprietary nature shall include,
but not be limited to, information conceming RSM's or its affiliated companies’
products, proposed products, markeling plans, manufacluring  processes,
proprietary software, financial information, or any other marketing information
or materials in whatever form nol generally known to the public,

Force Majeure. In the cvent thal a delay or failure of a party to comply with
any obligation created by this Agreement is caused by a force majeure
condilion, that obligation shall be suspended during the continuance of the force
majeure condition.  For the purposes of this Agrecment, the term "force
majeurc” shall mean any cvenl beyond the control of the parties, including,
without limitation, fire, flood, riots, strikes, epidemics, war {(declared or
undeclarcd and including the continuance, expansion or new oulbreak of any
war or conflict now in existence), embargoes, and governmental actions or
decrees.

Assignment.  This Agreement shall not be assigneble by DISTRIBUTOR
without the prior written consent of RSM, but this Agreement or any portion
hereal is assignable by RSM without the consent of DISTRIBUTOR,

MNon-Waiver, The waiver or failure of either party to exercise in any respect any
right provided for herein shall not be deemed a waiver of any further right
hercunder.

Motiges. Any notice or request given under this Agreement shall be in writing
and in the English language and may be delivered by hand or may be sent by
telefux or certified or registered mail or commercial carrier (retum receipt or
confirmaltion of delivery requested) addressed o the other party at the address
shown on the first page of this Agreement, or at such other address designated
in wriling to the other party. Any nolices senl by telefax must be followed by a
confirmation copy by airmail or other reliable means.

11
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7.7

7.8

7.9

Arbitration. Any and every dispule, controversy or claim between the parties
andior their valid and lawful assignees and successors, including, but not limited
to (i} any and every dispule, controversy or claim arising out of or relating 1o
this Agreement ancor its amendments, and (i) any and cvery dispute,
controversy or claim not arising oul of or not refating to this Agreement and/or
its amendments, shall be finally settled by arbitration in Orange County, LS AL
in accordance with the International Arbitration Rules of the Intcrnational
Centre for Dispute Resolution (*ICDR™). Judgment on the award rendered by
the arbitratons) may be entercd in any court having jurisdiction thereof. A sole
arhitrator shall be chosen at the mutual agreement of the parties from a list of
ICDR proposed arbitrators under the ICDR s arbitration rules, 17 the parties fail
to mutually agree on the choice of an arbitrator within 30 days of receipt of
claimant’s request for arbitration by the other party, the sole arbitrstor shall be
appointed by the 1CDR in accordance with its International Arbitration Rules.
The language of the arbilration proceedings shall be English and the law applied
to the dispute shall be solely and exclusively the laws of the California. The
award shall state with specificity the reasons upon which the Award is based,
and shall contain the arbitrator’s findings of fact. Except as required by law,
neither party nor the arbitrator may disclose to a third party the existence,
content, or results of any arbitration hereunder without the prior wiilten consent
of both partics. Notwithstanding the above, RSM shall, at its sole discretion,
have the right to initiate in any court sitting in California, USA or in the
Territory a non-jury collection lawsuit against DISTRIBUTOR in an effort o
collect from DISTRIBUTOR any and all moneys charged by RSM to
DISTRIBUTOR for the Products sold by RSM to DISTRIBUTOR or 1o obtain
temporary injunctive relicf. All other issucs, wilhout exceplion, must be
arhitrated.

Entire Agreement. The terms and provisions contained in this Agreenent and
the atlached Schedules constitute the enlire Agreement between the partics and
supersede all previous communications, representations, agreements, and
understandings, whether oral or wrilten, between the parlics with respeet to the
subject matter hereof, Except as this Agreement specifically authorizes RSM
to modify certain provisions of this Agreement or the attached Schedules upon
written notice to DISTRIBUTOR, no agreement or understanding extending
this Agreement or varying its terms (including any inconsistent ferms in any
purchase order, acknowledgment, or similar form) shall be binding upon cilher
party unless it is in a writing specifically referring to this Agreement and signed
by the duly authorized representatives ol the respective parties,

Severability,  Should any provision of this Agreemeni be delermined 1o be
unenforceable or prohibited by applicable law, such provision shall be
inefTective only 1o the extent of such unenforceability or prohibition withoul
invalidating the remainder of such provision or the remaining provisions of this
Agrecment.

Caplions. The captions of provisions in this Agreement are for convenienec

only and shall not control or affect the meaning or construction of any of the
provisions of this Agrecment,

12
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T.12

Counterparts. This Agreement may be executed in any manner of counterparts,
cach of which shall be deemed to be an original as against any party whose
signature appears thereon, and all of which shall logether constitlute one and the
same instrument,  This Agreement shall become binding when one or more
counterparts hereol, individually or taken together, shall bear the signature of
all of the parties reflected hereon as the signatories.

Governing Law.  This Agrecment shall be governed and construed in
accordance with the laws of the California, United Stales of America, 1o the
exclusion of both its mles or conflicts of laws and the provisions of the United
Mations Convention on Coniracts For the International Sale of Gods.

Release. In exchange [or the agreement by RSM 1o enter into this Agreement
with DISTRIBUTOR, DISTRIBUTOR hereby releases RSM and its affiliated
companies from and waives any claims it may have had against RSM and its
affiliated companies related to any previous distribution agreement or business
dealings between DISTRIBUTOR and RSM or ils affilialed companics.

IN WITNESS WIHEREOF, the parties have caused this Agreement to be executed as
ol the Effective Date.

ReShape Medical Inc.

By =
Dr. Bader Al Wiss
General Manager

13




Schedule A
Distributor and Term
Distributor Information

Corporate Name: SHIFL1 GULF FOR TRADING IN DRUGS & EQUIPMENTs AND
DEVICES COMPANY

Address: STATE OF KUWAIT, HAWALLY BLOCK 166, TOWWAR ZENAH,

STREET BIN KHALDOUN, 3%” FLOOR
I*.0. ROX 543

TR el




Schedule B

Products and Pricing

The following indicatcs the product line(s) to be included as Products under this Agreement as
well as the pricing of such Products. Prices quoted do not include the cost of any handling,

shipping, and insurance (to be borne by DISTRIBUTOR pursuant to Section 2.6).

T r 1
1 |
oy | ‘H"‘J,:.F?:' : BESCRIPTION | “"’E :n'l‘*“ i
(At b ity sricua A ER 2 o i } {
| RSMI01 | Integrated Dual Balloon Assembly, US | 51,500.00 |
| Ralloon Valve Sralanl Assernbiy (nm-: package Ihnlll;llf.-‘d. ; . |
R : with each balloon arder) Lhs |
Removal Catheter Assembly L S200.00
Tech Device Guidewira {if desined) | 55000
| BIP-1I-RS | ReShaps Infiltration Pump | 55,000.00
| 1TS-10-R5 | ReShape Pump Tubing (pack of 10} 5100.00




Schedule C

Territory

The customers and or geographical area subject to this Agreement shall be

.-\'i'n.'t.:iﬁl;;ﬂly' and exclusively limited to the State of Kuwait,
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Schedule Iy

Minimum Purchase Quotas

Country

Kuwait

Country

Kuwait

Reshape Fn-recast (in Units)

2017
Distributor al [+F3 Q3
Al Shifii TN 20 0
2018
Distributar a1 a2 a3
TAlshifl T 30 10

17

a4
20

-




Schedule E

Payment Terms

The first two orders for the ReShape Dual Balloon will be cash pay up front. After
sueeessfully exceuting these orders, future orders may be extended via the credit terms

below.

Payment for Products is due within 60 days after date of invoice on open account as long
as DISTRIBUTOR's credit remains good, payments to RSM are made on time, and the
total amount owed by DISTRIBUTOR 10 RSM is within the credit limits determined by
RSM [from time to time. DISTRIBUTOR's credit limit as of the effective date of this
Agreement shall be U.S. currency although RSM reserves the right lo require
DISTRIBUTOR 1o provide adequate security for the amount of such credil limit as a
condition to making sales on open account terms.  RSM shall have the right to adjust
DISTRIBUTOR's payment terms and credit limits from time to time,
OR

DISTRIBUTOR shall pay RSM for Products in advance of delivery by cash or

irrevocable letter of credit with order.

Late Payments: DISTRIBUTOR will pay a late fee on all past due amounts at the rate of
one percent per month or the highest rale permissible by law, whichever is lower, until
paid in full.

Taxes. All amounts payable lo RSM under this Agreement are exclusive of any income,
sales, use, property, ad valorem, value added or other taxes, levies, imposts, dulics,
charges or withholdings of any nature (collectively, "Taxes"), arising out of any
transaction contemplated by this Agreement and imposed against DISTRIBUTOR or the
Products by any taxing authority in the Territory (excluding, however, any Taxes on, or
measured solely by, the nel income of RSM and Taxes imposed on RSM in the United
States), DISTRIBUTOR shall pay all applicable Taxes or provide RSM with a certificate
of cxemption acceptable to the relevant taxing authority. In the event that any payments
to RSM under this Agreement are subject 1o any withholding taxes, DISTRIBUTOR shall
prompily provide all tax certificates, applications and related documents to RSM. If RSM
is required to pay any Taxes in the Territory (excluding, however, any Taxes on, or
measured solely by, the net income of RSM and Taxes imposed on RSM in the United
States), DISTRIBUTOR shall promptly reimburse RSM upon writien request therefore.




ANNEX A= Quality Requiremenis

A)

B)

C)

Storage of Products: If applicable Distributor is required to store products in
accordance with product labeling statements and within an environment thal
prevents any of their characteristics from being altered until delivered to the
customer. The minimum storage requirements for RSM products include the
following:

+ I applicable, Distributor must establish a secure storage location and limit
access to this location to only those personnel authorized by Distributor.
Products must be stored within this location to prevent Products from being
contaminated or tampered with in any way. Additionally, Products must be
kept in a clean area, [ree of insecls, rodents and any pests.

+  Distributor shall have a process to prevent expired, rejected and/or quarantined
Products from being sent to final customers. ReShape Medical

+  RSM reserves the right lo provide other instructions 1o Distributor regarding
such Product, and Distributor agrees to comply with such instructions.

Traceability: Distributer is required to maintain records to ensurc the traceability
of ReShape Medical products in accordance with applicable regulatory
requirements, and to provide ReShape Medical or its authorized agents or
representatives with reasonable access to such records. The minimum traceability
requirements for ReShape Medical Products include the following:

+  Distributor is required to maintain a complete and current list ol all customers
who have purchased ReShape Medical products from Distributor, the dates of
such purchases, the quantity, and the lot numbers, UPNs, serial numbers and/or
model numbers of the units purchased (as applicable) as identified on the
product label.

«  Distributor must ensure the traceability of all ReShape Medical products at
UPN, lot level including the model and serial number where applicable. The
final users for all products must be identified (units sold directly to hospitals,
units sold dircelly to doctors, unils sold directly to patients).

« If ReShape Medical products are consigned, the batches consumed at the
account must be reconciled.

»  The traceability of multi-pack boxes must be maintained and single units
originally from multi-packs must never be re-boxed.

Complaint Reporting and Handling: Distributor is required to promptly forwand
all complaints coneerning the products, cooperate fully with ReShape Medical in
dealing with customer complaints, and take such action to resolve such complaints
as may be reasonably requested by ReShape Medical. The complaint reporting
requircments for ReShape Medical products include the following:
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All customer complaints invelving or contributing to serious adverse cvents
{including patient death or serious injury) must be reported to ReShape Medical
within 24 hours of Distributor’s becoming aware. Complaints invelving non-
serious events including comments regarding product dissatisfaction, potential
malfunctions, non-serious patient injury, or unanticipated medical or surgical
intervention shall be reported to ReShape Medical within 48 hours,

A Complaint Notification Form will be provided 1o Distributor by ReShape
Medical and must be completed in full to document cach complaint.
Additionally, any ancillary decumentation that may facilitatc the complaint
investigation process should also be attached, particularly if the product is not
available for return. In cases where additional information is required from the
customer, ot least three (3) due diligent attempts must be performed by
Distributor to try to collect this additions) complaint information, if requested
by ReShape Medical. Should requested information not be available,
Distributor shall document the reasonis) it is not available and/or the 3 atiempts.

Products subject to complaints should be returned to ReShape Medical.
Retumned produeis must either, as dirceted by ReShape Medical, be

« accompanied by a disinfection certificate, even il the products have not
been used;

+ or be returned in biohazard controlled packaging and under safe
handling conirols.

In cases where the customer has indicated that the complaint product is
available to be returned but it has not been received, at least three (3) duc
diligent attempis must be made by Distributor to retrieve the product.
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Recalls and Other Field Actions: If ReShape Medical initiates a recall or other
field action for any products, Distributor is required to implement such recall or
other field action (including location and retrieval of the recalled product) with
respect to Distributor’s customers in accordance with the instructions provided by
ReShape Medical. The minimum requirements for managing recalls and other field
actions affecting ReShape Medical Products include the following:

Recalls and other field actions must be acled upon immediately by Distributor
after receiving the notification packet from ReShape Medical.  An
acknowledgement of the receipt of the field action notice must be promptly sent
to ReShape Medical,

Distributor must follow the instructions contained in the notification packet and
ensure that actions are carried out in accordance with the timeframe specified.

Where directed in the notice, Distributor must retrieve products from the
following applicable locations:

«  Distributor warchouse(s) inventorics
+  [In-transit from ReShape Medical to Distributor
«  Customer locations: whether sold, consigned or samples

At least three (3) due diligent attempls must be performed and documented to
try o retrieve products from customers.

Onee all product retrieval actions have been completed, the recalled stock must
be reported to ReShape Medical using the Verification Form contained in the
notification packet, (Note: the quantities documented on the verification forms
must match the units physically returned to ReShape Medical.)

The units must be retumed to ReShape Medical following the instructions
contained in the notification packet.

ReShape Medical agrees at its option either to refund the purchase price, or to
replace recalled products within a reasonable time at its expensc unless the
recall is attributable to Distributor's actions.
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Record Retention Time: All product related records (e.g. Traceability records,
Complaints records, Recalls data, etc.) must be retained by the Distributor in
accordance wilh the following requirements:

Type of Product Record Retention Timeframe
L. Implantable Device Indefinitcly
2, Lquipment 2 years beyond dated removal from

distribulion or as olherwise
indicated by ReShape Medical

3. All Other Products Al least Produet lifetimefexpiry + 2
years or as olherwise indicaled by
ReShape Medical.

At termination of this agreement, Distributor shall deliver all records required under
this section to ReShape Medical and shall direet future inquiries from customers to
ReShape Medical.

Demonstration Units: Demonstration Units (non-sterile, not for human usc) are

1o be used by Distributor for demonstration purposes only and shall not be given to
final customers.  All provisions in this Annex are applicable to Demonstration
Unils.

Literature and Label Control: All Product literature, labeling and the use of
ReShape Medical logos, templates or trademarks is subject to ReShape Medical
review and approval, Any “Internal Use” training materials provided by ReShape
Medical cannot be given to the customers.

[
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EXHIBIT 10.44

INTERNATIONAL DISTRIBUTORSHIP AGREEMENT

THIS INTERNATIONAL DISTRIBUTORSHIP AGREEMENT ("Agreement") is
entered into effective as of the Effective Date contained in Schedule A, between ReShape
Medical Inc., having its principal place of business at 1001 Calle Amanacer, San Clemente,
USA ("RSM™) and the company identified in Schedule A ("DISTRIBUTOR").

WITNESSETH

WHEREAS, RSM is in the business of selling various medical devices primarily used to
perform medical procedures; and

WHEREAS, DISTRIBUTOR desires to actively and diligently promote the sale, on its
own behalf and for its own account, of certain of RSM's products; and

WHEREAS, RSM and DISTRIBUTOR. desire to enter into an exclusive distributorship
agreement covering certain ReShape Medical product lines under the terms and conditions set
out below.

NOW, THEREFORE, in consideration of the premises and the mutual covenants
contained herein, the parties agree as follows:

I: DISTRIBUTION

1.1 Products. The products that are subjeet to this Agreement (the "Products™) shall
be those products identified on Schedule B hereto, together with such other
products as may from time to time be included thereon by mutual written
agreement of the parties. DISTRIBUTOR acknowledges that Schedule B will
not necessarily include all products sold by RSM, and that Products are subject
to modification or discontinuance by RSM upon notice to DISTRIBUTOR, and,
upon DISTRIBUTOR's receipt of such notice, Schedule B will be deemed
amended accordingly.

1.2 Appointment.

1.2.1  Effective as of the Effective Date of this Agreement, RSM hereby
appoints  DISTRIBUTOR, and DISTRIBUTOR accepts  such
appointment, as an exclusive distributor of Products in the
geographical area deseribed on Schedule C hereto (the "Territory™),
subjeet to the terms and conditions set forth in this Agreement.

.22 DISTRIBUTOR shall not directly or indirectly deliver or promote the
sale of the Products outside the Territory or locate or utilize an office,
branch, or distribution depot for the sale or distribution of the Products
outside the Territory. DISTRIBUTOR shall immediately notify RSM
if it becomes aware that any DISTRIBUTOR customer exports or sells
or plans to export or sell any of the Products outside the Territory.

1.3 Moncompetition. DISTRIBUTOR represents that as of the Effective Date there
are no agreemenis in effect providing for the marketing, sale or distribution by
«Distributornames

«Territorys
A782913v1




DISTRIBUTOR of products that compete with the Products covered hereby and
that DISTRIBUTOR is not preeluded by any contractual obligation or any other
reason from entering into or performing under this Agreement. DISTRIBUTOR
agrees that during the term of this Agreement DISTRIBUTOR will not, directly
or indirectly, sell, promote or distribute any products that compete with the
Products covered hereby.

1.4 Sub-Distributors. DISTRIBUTOR agrees that it will not establish any sub-
distributors without the prior written consent of RSM. [t is understood that such
appointment shall be made only in the name and for the account of
DISTRIBUTOR and shall be for a term no greater than the term of this
Agreement, DISTRIBUTOR shall not grant to any sub-distributor any rights
greater than those which are granted by RSM to DISTRIBUTOR under this
Agreement. DISTRIBUTOR shall also impose on any sub-distributor the same
abligations as RSM has imposed on DISTRIBUTOR under this Agreement for
the purpose of protecting the goodwill of RSM and the Products.
DISTRIBUTOR shall insure that all its sub-distributors comply with any
regulatory requirements with respect to the Products. DISTRIBUTOR shall
defend, indemnify, and hold RSM harmless against any claim, loss, liability, or
expense (including attorney's fees and court costs) arising out of or based upon
any claim made by any of DISTRIBUTOR's sub-distributors, sales
representatives, or employees against RSM.

1.5  Manufacturer's Representative. RSM or its affiliated companies shall have the
right, at their option and expense, to maintain representatives in or supporting
the Territory from time to time to participate in the marketing, sale, and after-
sale support of the Products. [fRSM or its affiliated companies elect to maintain
such representatives, DISTRIBUTOR shall share information and cooperate in
good faith in connection with all material contacts and activities with customers
and potential customers. DISTRIBUTOR agrees that during the term of this
Agreement and for a period of one year thereafter it will not, without RSM’s
consent, induce or solicit any such ReShape Medical personnel to terminate
their employment with ReShape Medical in order to become employed by, or
otherwise affiliated with, DISTRIBUTOR.

.6 MNon-Agency. The parties acknowledge that DISTRIBUTOR is an independent
contractor, and that neither the making of this Agreement nor the performance
of any of the provisions hereof shall be construed to constitute DISTRIBUTOR
or any of its agents acting hereunder an agent or legal representative of RSM
for any purpose, nor shall this Agreement be deemed to establish a joint venture,
parinership, franchise, agency, or employer-employee relationship.
DISTRIBUTOR is not granted, and shall not exercise, the right or authority to
assume or create any obligation or responsibility on behalf of or in the name of
RSM or its affiliated companies.

1.7 Remuneration. Except as otherwise provided herein, DISTRIBUTOR shall not
be entitled to any remuneration of any nature whatsoever other than the profit it
makes on the delivery of Products to its customers in the Territory.

2. PURCHASE OF PRODUCTS AND TERMS OF SALE




2.1

Quotas.

2.1.1

2.3 Orders.

24,

231

232

Prices.

The parties agree to the quota levels set forth in Schedule D hereto (or
as it may be amended from time to time by mutual agreement of the
parties) as the minimum requirements for DISTRIBUTOR purchases of
Products from RSM, and DISTRIBUTOR shall purchase Products in no
less than such amounts in the applicable calendar quarters.

DISTRIBUTOR agrees that the minimum purchase requirements
appearing on Schedule D hereto are reasonable in view of the market
potential for Products in the Territory and acknowledges that all such
requirements have been established as the result of a mutual examination
of market potential and negotiations between the parties.

It is further agreed that in the event additional Products are added 1o
Schedule B hereto, the minimum purchase requirements for such
Products will be determined by RSM after consultation with
DISTRIBUTOR, and such new minimum purchase requirements will be
incorporated in and be made subject to the terms of this Agreement.

DISTRIBUTOR shall purchase from RSM, and RSM shall sell to
DISTRIBUTOR, such quantities of Products as DISTRIBUTOR may
order from time to time pursuant to the terms of this Agreement. Orders
shall be placed by written purchase order and submitted by e-mail or
facsimile, or by other means agreed upon by the parties. No order shall
be binding upon RSM until the same shall have been accepted in writing
by RSM. In case of conflict between the standard printed terms of
purchase/sale of DISTRIBUTOR and RSM, the terms of purchase/sale
of RSM shall prevail, but in no event shall either party's standard terms
override any provisions of this Agreement.

Notwithstanding any other provision hereof, it is agreed that the
obligation of RSM to sell any Product to DISTRIBUTOR is subject to
the availability of such Product. RSM shall make reasonable efforts to
fill each order that is accepted, but RSM shall not be liable for damages
caused by failure to ship or delay in shipment resulting from product
shortage of any kind or conditions beyond the control of RSM,
including, but not limited to, the unavailability of such Products because
of the inability to obtain materials and supplies or to produce sufficient
Products to meet sales demands. [f RSM believes that it will not be able
to satisfy DISTRIBUTOR's requirements for the Products, it shall
promptly notify DISTRIBUTOR, specifying the reasons for the
expected delay and its anticipated duration.
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2.5

2.6

24.1 Prices for the Products as of the Effective Date of this Agreement
shall be as set forth on Schedule B hereto

Payments. All payments due to RSM pursuant to this Agreement shall be paid
according to the payment terms set forth on Schedule E hereto.  All payments
to RSM pursuant to this Agreement shall be made in United States dollars,
without set-off or counterclaim and without deduction for any other charges.
RSM shall retain a security interest in the Products until full payment is made,
and DISTRIBUTOR shall assist RSM in any local recording of such security
interest, [T DISTRIBUTOR fails to make any payment when due, RSM shall
have the right to take whatever action it deems appropriate or necessary,
including, but not limited to, requiring immediate return of unsold Products,
refusal of further orders, requiring payment in full before shipment, or
termination of this Agreement pursuant to Section 6.2 hereof.

Shipping, Except as set forth below, all fees for shipping to the DISTRIBUTOR
will be paid by the DISTRIBUTOR. Products shall be shipped to
DISTRIBUTOR at the address (es) specified by DISTRIBUTOR from time to
time. Risk of loss and title to the Products will pass to DISTRIBUTOR at port
of entry at the foreign airport destination in the Territory, DISTRIBUTOR shall
bear the cost of any handling, shipping, and insurance, within the designated
territory. DISTRIBUTOR shall be responsible for clearing the Produets through
customs unless RSM notifies DISTRIBUTOR otherwise. DISTRIBUTOR
shall be responsible for paying any and all duties and taxes due in connection
with the importation of the Products. DISTRIBUTOR will be responsible for
inspecting Product upon receipt in the Territory. DISTRIBUTOR shall submit
to RSM all claims for non-delivery, shortages in shipment or defects reasonably
discoverable on careful inspection in writing within 10 days of receipt of such
shipment by DISTRIBUTOR. IfDISTRIBUTOR does not provide such written
notice to RSM within the specified timeframe, RSM will be discharged from
liability for any such non-delivery, short delivery or defect. RSM shall
promptly file a notice of claim against the freight handler in the event that
DISTRIBUTOR provides written notice to RSM that any of the Produets arrive
other than in external good order and condition,

3 OBLIGATIONS OF DISTRIBUTOR

3

32

Distribution of Products. DISTRIBUTOR agrees to devote DISTRIBUTOR's
best efforts to (i) develop and promote the use and sale of the Producis in the
Territory, and (ii} furnish such service of accounts as will enable
DISTRIBUTOR adequately to develop and maintain the goodwill of customers
and prospective customers and their acceptance of the Produets.
DISTRIBUTOR. also agrees to abide by RSM’s recommendations regarding the
use of the Products, and plan orders adequately to meet customer delivery
requirements.

Legal Requirements. Except as otherwise set forth in Section 3.4,
DISTRIBUTOR will obtain and maintain, at its expense, all licenses, approvals,
consents, and permits necessary for DISTRIBUTOR to perform its obligations
under this Agreement. DISTRIBUTOR agrees to comply with all laws, statutes,

4
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regulations and other legal requirements and not to place RSM in jeopardy of
not complying with any such requirements. DISTRIBUTOR understands that
the ReShape Medical Code of Conduct requires that the Products be sold only
on the basis of quality, service, price and other legitimate marketing attributes,
and that the payment of bribes for any purpese has no place in
DISTRIBUTOR’S performance under this Agreement and is absolutely
prohibited. Furthermore, DISTRIBUTOR agrees to use good judgment, high
ethical standards and honesty in DISTRIBUTOR's dealings with customers,
end-users and employees, recognizing that even the appearance of unethical
actions is not acceptable. DISTRIBUTOR acknowledges and expressly agrees
that certain laws of the United States of America and other countries, including,
without limitation, the United States Export Control Regulations, the United
States Anti-Money Laundering laws, the United States Anti-Terrorism laws and
the Foreign Corrupt Practices Act, may result in the imposition of sanctions on
RSM or its affiliated companies in the event that, directly or indirectly, (i)
Products are exported to various countries, including without limitation Cuba,
Iran, Morth Korea, Syria, Sudan, or any country embargoed by Executive order
or otherwise, or (ii) offers, promises, or payments are made to government
officials or others for the purpose of influencing decisions Favorable to RSM.
DISTRIBUTOR expressly agrees, therefore, that in performing its obligations
under this Agreement it shall comply at all times with such laws or regulations
and refrain from making or promising to make payment or transfer of anything
of value that would have the purpose or effect of public or commercial bribery,
or acceptance of or acquiescence in extortion, kickbacks, or other unlawful or
improper means of obtaining business. DISTRIBUTOR also agrees to furnish
to RSM by affidavit or other reasonable means from time to time at RSM's
request, and to RSM's reasonable satisfaction, assurances that the appointment
of DISTRIBUTOR and DISTRIBUTOR's activities under this Agreement, and
the payment to DISTRIBUTOR of any commissions, discounts, or any monies
or consideration contemplated in this Agreement, are proper and lawful under
said laws and regulations. DISTRIBUTOR further acknowledges that no person
employed by it is an official of any government ageney or a corporation owned
by a governmental unit within the Territory and that no part of any monies or
consideration paid pursuant to the terms and conditions of this Agreement or
any proceeds from the sale of the Products in the Territory shall accrue for the
benefit of any such official. Breach of this provision, or reasonable grounds for
RSM to believe it has been breached (in RSM’s sole discretion), will result in
immediate termination of this Agreement. DISTRIBUTOR will not make any
performance or safety claims with respect to Produet not contained in the label
or otherwise approved by RSM consistent with applicable laws.

Quality Requirements. RSM has, and requires of its distributors, a primary
commitment to patient safety and product quality. To this end, DISTRIBUTOR
agrees to comply with ReShape Medical's Quality requirements regarding the
Products as specified in Annex A hereto or as they may be further
communicated to DISTRIBUTOR from time to time. These include, without
limitation, requirements regarding appropriate storage of the Products,
maintaining traceability, prompt reporting and handling of complaints, and
implementation of recalls and other field actions, These requirements shall
survive the expiration or other termination of this Agreement.
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Product Registrations

3.4.1 Unless prohibited by applicable law, DISTRIBUTOR will assist
RSM or its affiliates in securing all registrations and approvals
pertaining to the Produets and required for the sale or importation of the
Products in the Territory, and all such approvals or registrations will be
applied for and maintained in the name of RSM unless RSM agrees
otherwise in writing,

342 RSM agrees to provide DISTRIBUTOR with all required
documents in English upon request. DISTRIBUTOR will be responsible
for all translation of necessary documents, and for answering any and all
questions required by local government agencies ReShape Medical with
the input and approval of RSM. RSM will assist in answering all
questions,

3.4.4 In the event that any registrations are maintained in the name of
DISTRIBUTOR, upon termination of this Agreement DISTRIBUTOR
shall cooperate in any and all procedures (including, but not limited to,
the completion of any documentation) required to transfer such
registrations to RSM or its designee and shall not oppose any new
registration for the Products by RSM or its designee. Copies of all
regulatory permits shall be provided to RSM and copies of
DISTRIBUTOR's files relating to such permits shall be provided to
ESM on request.

345 DISTRIBUTOR shall not market or sell Produet in the Territory
prior to receipt of regulatory approval,

Reports and Other Information. DISTRIBUTOR agrees that during the term of
this Agreement it will:

3.5.1  Respond in writing to any reasonable requests by RSM for market and
inventory information, including information concerning competitive
activity, pricing, distribution, and Territory surveys and forecasts and,
as requested by RSM, meet with RSM representatives to review these
matters.

3.5.2 Promptly forward to RSM any inquiry or other communication,
including correspondence or notices from regulatory authorities in the
Territory, received by DISTRIBUTOR concerning any of RSM's
products that appropriately should be responded to by RSM, and all
inquiries related to the sale or distribution of Products outside the
Territory.

3.5.3  [Ifso requested by RSM, provide RSM reasonable financial information

on a confidential basis or provide credit references to assure RSM of
DISTRIBUTOR s financial capability to conduct its ongoing business.
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3.7
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Trademarks. RSM hereby grants to DISTRIBUTOR the right and license to use
the trademarks, service marks, trade names, and trademark registrations of RSM
and its affiliated companies for the Products in the Teritory, but only in
connection with sales in the Territory of the Products purchased from RSM during
the term of this Agreement and solely in connection with trademark usage
procedures provided by RSM. All right, title, and interest to the trademarks and
other intellectual propenty rights of RSM and its affiliated companics shall remain
with such companies, and no other license relating thereto is granted hereunder
{except the right to use such trademarks as set forth herein). DISTRIBUTOR
shall not market the Products under any tradename or trademark other than the
trademarks and tradenames approved by RSM.

Expenses, Except as otherwise specifically provided herein, DISTRIBUTOR
shall bear all costs and expenses associated with its performance of this
Agreement, including (but not limited to) amounts due employees or agents of
DISTRIBUTOR, advertising, bad debt expense, inventory losses, commissions,
licensing fees, regulatory fees, and taxes. In no event shall RSM be liable for
any expenses incurred by DISTRIBUTOR unless RSM has agreed in writing to
pay such expense.

Proprietary Righis. DISTRIBUTOR shall report promptly to RSM: (i) any
infringement of the patents, trademarks, or other intellectual property rights of
RSM or its affiliated companies of which DISTRIBUTOR may learn, but
DISTRIBUTOR. shall not initiate any protective action with respect to such
infringement without RSM's prior written authorization; and (ii) receipt of any
notice or service of legal action against DISTRIBUTOR and/or RSM or its
affiliated companies claiming any infringement, misappropriation or breach of
any intellectual property right, including but not limited to patent, copyright,
trademark, or trade name infringement, and RSM shall have full rights and
responsibility to manage and control the defense of DISTRIBUTOR and RSM
in any such action, including the right to settle on behalf of either or baoth, and
DISTRIBUTOR agrees to cooperate to the fullest extent necessary to enable
RSM to conduct such defense.

Business Review., DISTRIBUTOR hereby gives RSM the right, upon
reasonable advance notice, to conduct business reviews involving an
examination, either directly or through a designee, of DISTRIBUTOR'S
inventory of Produects, quality systems, copies of promotional materials, and
business records, including financial and sales records relating to the business
performed pursuant to this Agreement, in order to ensure DISTRIBUTOR's
compliance with the terms of this Agreement.

Product Materials.  DISTRIBUTOR shall sell Product in the same containers
and with the same labeling and packaging as provided by RSM or otherwise
approved by RSM, and in all other respects in the same condition as when
delivered to DISTRIBUTOR by RSM. DISTRIBUTOR will not use any
promotional materials with respect to Product other than those provided by
RSM or approved by RSM under Section 4.4,




4. RSM's OBLIGATIONS

4.1

4.2

4.3

4.4

Quality Control. RSM agrees to maintain ongoing quality assurance and testing
procedures sufficient to satisfy applicable regulatory requirements,

Assistance. RSM shall provide DISTRIBUTOR with reasonable access to its
technical and marketing personnel at no charge to DISTRIBUTOR, except as
otherwise agreed.

Training. REM will provide DISTRIBUTOR with technical training seminars
as RSM and DISTRIBUTOR agree is needed in the English language for
DISTRIBUTOR’s employees directly engaged in distributing the Products,
Travel and living expenses for DISTRIBUTOR s employees connected with
attendance at such training seminars shall be paid by DISTRIBUTOR.
DISTRIBUTOR agrees that each of DISTRIBUTOR's employees directly
engaged in distributing the Produets who has not previously attended a RSM
technical training seminar will attend such a seminar or will be trained by
DISTRIBUTOR in a program approved by RSM within a reasonable period of
time after the commencement of their involvement in the sale of the Products,

Advertising. RSM will furnish at no cost to DISTRIBUTOR reasonable
quantities of promotional materials in the English language where available,
such as sales literature, technical data, instruction manuals, and technical journal
reprints. At the request of RSM, DISTRIBUTOR shall return all such literature
or data in DISTRIBUTOR's custody or control at the time of such request,
DISTRIBUTOR may print literature or brochures in other languages at its own
cost; however, prior to the printing or distribution of any such translated Product
literature, DISTRIBUTOR agrees to submit the translation for RSM’s review
and written approval. The copyright rights to any such translations shall be
deemed assigned to RSM or its affiliated companies, and all wranslations shall
have adequate copyright notices evidencing such rights.

3. WARRANTIES AND INDEMNIFICATION

3l

Product Warranty., The Products are warranted to be free of defects in
workmanship and material according to the written warranty contained in the
literature that accompanies the Products, which warranty may be changed from
time to time by RSM upon written notice to DISTRIBUTOR. RSM's obligation
under this warranty shall be limited to the repair or replacement of any Products
that RSM determines were defective when delivered to DISTRIBUTOR. The
foregoing is the only express warranty made by RSM related o Product
delivered under this Agreement. RSM EXPRESSLY DISCLAIMS ALL
OTHER EXPRESS WARRANTIES AND ANY AND ALL IMPLIED
WARRANTIES, INCLUDING IMPLIED WARRANTIES OF
MERCHANTABILITY OR FITMESS FOR A PARTICULAR PURPOSE.
DISTRIBUTOR shall not add to or otherwise alter or modify any applicable
warranty, not make any false representation regarding RSM or the Products or
any other representation that is not included in the Product labeling in promoting
sales of the Products, including any misrepresentation regarding the permissible
uses of the Products. DISTRIBUTOR will hold RSM, its officers, directors and
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5.2
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employees harmless from and indemnify all of them against any liability that
may arise out of or result from any such unauthorized warranty or
representation.

Limitations, [N NO EVENT WILL RSM BE LIABLE FOR
CONSEQUENTIAL, INCIDENTAL OR SPECIAL DAMAGES ARISING
OUT OF THIS AGREEMENT OR OTHERWISE RELATED TO
PRODUCT, INCLUDING ANY LOSS OF PROFITS, EVEN IF RSM HAS
BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES.

INNO EVENT SHALL RSM'S LIABILITY TO DISTRIBUTOR EXCEED
AN AMOUNT EQUAL TO THE AGGREGATE PRICES PAID BY
DISTRIBUTOR TO RSM FOR PRODUCTS DURING THE LAST
CALENDAR QUARTER PRECEDING THE DATE IN WHICH THE
CLAIM IS MADE, except that this liability limitation shall not apply to
RSM's indemnity obligation under Sections 5.2 and 5.3.

Intellectual Property Infringement. Subject to the following sentence, RSM will
defend DISTRIBUTOR. against any action, proceeding, or claim by any third
party for RSM's infringement of any intellectual property rights (including
patent, copyright, trademark, and trade name rights) of any third party. RSM
shall at all times during the term of this Agreement and thereafter indemnify,
defend, and hold DISTRIBUTOR harmless against any and all costs (including
but not limited to reasonable attorneys’ fees), expenses, loss, damages, or
liability to any third party as a result of any such action, proceeding, or claim
referred to in the preceding sentence, provided that DISTRIBUTOR promptly
notifies RSM in writing of such action, proceeding, or claim, allows RSM to
control defense of such claim, cooperates at RSM's request and expense in such
defense and does not settle any such claim without RSM's prior written
approval,

Indemnification. DISTRIBUTOR and RSM shall each defend, indemnify, and
hold harmless the other party, its officers, directors, agents, insurers, employecs,
sharcholders, and affiliated companies from and against any claim, loss, suit,
liability, or expense (including but not limited to attorneys' fees and other costs
associated with the handling of or defense of any such action or claim) arising
out of or based upon a breach by the indemnifying party of any of the warranties
in this Section 5 or other failure by the indemnifying party to comply with any
material provision of this Agreement, provided that the indemnified party
provides prompt written notice to the indemnifying party of such action,
proceeding, or claim, allows the indemnifying party to control defense of such
claim, cooperates at the indemnifying party’s request and expense in such
defense and does not settle any such claim without the indemnifying party’s
prior written approval.

TERM AND TERMINATION




6.1

6.2

6.3

6.4

Term. This Agreement shall commence on the Effective Date, and, unless
otherwise terminated earlier as provided below, shall remain in effect until the
Expiration Date listed on Schedule A, at which time it shall expire
automatically. MNotwithstanding the number of renewals, this Agreement shall
always be construed as a fixed-term contract. This Agreement is subject to
DISTRIBUTOR's cooperation with and satisfactory completion of a due
diligence background check. If, within RSM's sole discretion, the results of the
background check are unsatisfactory, RSM may suspend this Agreement upon
immediate notice to DISTRIBUTOR.

Termination. Either party shall have the right to terminate this Agreement
without liability therefore, after written notice to the other party, (i) effective
immediately in the event of a breach by the other party of any of its obligations
hereunder, which breach (if curable) is not cured within 10 days of written
notice of such breach, or (i) without cause upon 180 days' advance written
notice to the other party.

Effect of Termination or Expiration. Upon termination or expiration of this
Agreement, all amounts due by DISTRIBUTOR to RSM will become due and

payable at the time of termination or expiration. The parties agree that neither
party shall be liable to the other for damages or otherwise by reason of the
nonrenewal of this Agreement or its termination as provided in this Seetion 6,
provided that such nonrenewal or termination shall not operate to discharge or
release either party of obligations assumed by it prior to such nonrenewal or
termination and the foregoing is not intended to limit a party’s liability for
breach of this Agreement. Acceptance of orders from DISTRIBUTOR. by RSM
after termination will not constitute a renewal of this Agreement or a waiver of
the right of RSM to treat this Agreement as terminated. The granting of any
notice of nonrenewal or termination of this Agreement by RSM shall entitle
RSM, before shipment of any pending or new orders, to require advance
payment, or other security for payment, of all previously outstanding balances
(whether or not otherwise dug) plus the amount of the new order. Upon
expiration or termination of this Agreement, DISTRIBUTOR shall return to
RSM all technical and commercial materials, customer lists, price lists, and
other materials that are RSM's property.

Inventory Repurchase. Upon termination of this Agreement for any reason,
RSM may, at its sole option, elect to purchase back from DISTRIBUTOR, and
by doing so require DISTRIBUTOR to sell to RSM, any unsold inventory of
Products in DISTRIBUTOR's possession or control, provided that such
Products are unopened and in saleable condition, the expiration date of sterility
of such Products is at least 365 days beyond the effective date of repurchase,
and such products are currently marketed by RSM and not obsolete. The price
to be paid by RSM for the purchase of such inventory shall be the purchase price
actually paid by DISTRIBUTOR. for the Products, increased by transportation
and customs duties, ifany, paid by DISTRIBUTOR for the transportation of the
Products into the Territory. Any Products designated for return by
DISTRIBUTOR {and related storage and handling records) will be inspected by
R5M or an authorized representative of RSM in order to determine if the
Products to be purchased by RSM fulfill the conditions mentioned above. Upon
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issuance of a return authorization to DISTRIBUTOR by RSM, DISTRIBUTOR
shall ship the Products to RSM or to any entity or individual designated by
RSM, freight prepaid.

6.5 The Sections 3.4.4, 5, 6, and 7 and the last sentence of Sections 1.4 shall survive
termination or expiration of this Agreement.

7. GENERAL TERMS

7.1 Confidential Information, DISTRIBUTOR agrees that it shall keep confidential
and shall not publish or otherwise divulge or use for its own benefit or for the
benefit of any third party any information of a proprietary nature furnished to it
by or on behalf of RSM or its affiliated companies without the prior written
approval of the communicating party, except (i) as required by court order, or
(i) as reasonably necessary to perform its sales-related obligations under this
Agreement and in the case of any disclosure under clause (ii) subject to the
obligations of confidentiality and restrictions on use at least as stringent as those
set forth in this Agreement. Information of a proprietary nature shall include,
but not be limited to, information conceming RSM's or its affiliated companies'
products, proposed products, marketing plans, manufacturing processes,
proprietary software, financial information, or any other marketing information
or materials in whatever form not generally known to the public.

72 Force Majeure. In the event that a delay or failure of a party to comply with
any obligation created by this Agreement is caused by a force majeure
condition, that obligation shall be suspended during the continuance of the force
majeure condition. For the purposes of this Agreement, the term "force
majeure” shall mean any event beyond the control of the parties, including,
without limitation, fire, flood, riots, strikes, epidemics, war (declared or
undeclared and including the continuance, expansion or new outbreak of any
war or conflict now in existence), embargoes, and governmental actions or
decrees.

7.3 Assignment. This Agreement shall not be assignable by DISTRIBUTOR
without the prior written consent of RSM, but this Agreement or any portion
hereof is assignable by RSM without the consent of DISTRIBUTOR.

74  Mon-Waiver. The waiver or failure of cither party to exercise in any respect any
right provided for herein shall not be deemed a waiver of any further right
hereunder.

7.5 Motices. Any notice or request given under this Agreement shall be in writing
and in the English language and may be delivered by hand or may be sent by
telefax or certified or registered mail or commercial carrier (return receipt or
confirmation of delivery requested) addressed to the other party at the address
shown an the first page of this Agreement, or at such other address designated
in writing to the other party. Any notices sent by telefax must be followed by a
confirmation copy by airmail or other reliable means.
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1.6

7.7

1.8

P

Avrbitration. Any and every dispute, controversy or claim between the parties
and/or their valid and lawful assignees and successors, including, but not limited
to (i) any and every dispute, controversy or claim arising out of or relating to
this Agreement andfor its amendments, and (i) any and every dispute,
controversy or ¢laim not arising out of or not relating to this Agreement and/or
its amendments, shall be finally settled by arbitration in Orange County, U.S.A,
in accordance with the International Arbitration Rules of the International
Centre for Dispute Resolution (“ICDR™). Judgment on the award rendered by
the arbitrator(s) may be entered in any court having jurisdiction thereof. A sole
arbitrator shall be chosen at the mutual agreement of the parties from a list of
ICDR proposed arbitrators under the ICDR s arbitration rules. If the parties fail
to mutually agree on the choice of an arbitrator within 30 days of receipt of
claimant's request for arbitration by the other party, the sole arbitrator shall be
appointed by the ICDR in accordance with its International Arbitration Rules.
The language of the arbitration proceedings shall be English and the law applied
to the dispute shall be solely and exclusively the laws of the California. The
award shall state with specificity the reasons upon which the Award is based,
and shall contain the arbitrator’s findings of fact. Except as required by law,
neither party nor the arbitrator may disclose to a third party the existence,
content, or results of any arbitration hereunder without the prior written consent
of both parties. MNotwithstanding the above, RSM shall, at its sole discretion,
have the right to initiate in any court sitting in California, USA or in the
Territory a non-jury collection lawsuit against DISTRIBUTOR in an effort to
collect from DISTRIBUTOR any and all moneys charged by RSM 1o
DISTRIBUTOR for the Products sold by RSM to DISTRIBUTOR or to obtain
temporary injunctive relief. All other issues, withoul exception, must be
arbitrated.

Entire Agreement. The terms and provisions contained in this Agreement and
the attached Schedules constitute the entire Agreement between the parties and
supersede all previous communications, representations, agreements, and
understandings, whether oral or written, between the parties with respect to the
subject matter hereof. Except as this Agreement specifically authorizes RSM
to modify certain provisions of this Agreement or the attached Schedules upon
written notice to DISTRIBUTOR, no agreement or understanding extending
this Agreement or varying its terms (including any inconsistent terms in any
purchase order, acknowledgment, or similar form) shall be binding upon either
party unless it is in a writing specifically referring to this Agreement and signed
by the duly authorized representatives of the respective parties.

Severability. Should any provision of this Agreement be determined to be
unenforceable or prohibited by applicable law, such provision shall be
ineffective only to the extent of such unenforceability or prohibition without
invalidating the remainder of such provision or the remaining provisions of this
Agrecment.

Captions. The captions of provisions in this Agreement are for convenience
only and shall not control or affect the meaning or construction of any of the

provisions of this Agreement.
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710 Counterparts. This Agreement may be executed in any manner of counterparts,
each of which shall be deemed to be an oviginal as against any parly whose
signature appears thereon, and all of which shall together constitute one and the
same instrument.  This Agreement shall become binding when one or more

counterparts heveof, individually or taken together, shall bear the signature of

all of the parties reflected hereon as the signatories,

701 Govemming Law. This Agreement shall be governed and construed in
accordance with the laws of the California, United States of America, o the
exclusion of both its rules or conflicts of laws and the provisions of the United
Mations Convention on Contracts for the International Sale of Goods.

712 Release, In exchange for the agreement by RSM to enter into this Agreement
with DISTRIBUTOR, DISTRIBUTOR hereby releases RSM and its affiliated
companies from and waives any claims it may have had against RSM and its
affiliated companies related to any previous distribution agreement or business
dealings between DISTRIBUTOR and RSM ar its affiliated companies.

IN WITNESS WHEREOF, the parties have caused this Agreement to be executed as
of the Effective Date,

ReShape Medical Inc.

et frgg— A

Michael J. Mangano 1"[' Omir Al Hajjaj
President 31 ] 101'7 Executive Director for and on behalf of
Al Zahrawi Medical

{s
1

%

Dar Al Ealrs nifical (L.L.G)

poabebag LRy A g R
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Schedule A
Distributor and Term
Distributor Information
Corporate Name:

Dar Al Zahrawi Medical LLC a Company incerporated under the laws of The Kinadom
Of Saudi Arabia ("KSA™), having its registered office at “al Rawdah = Riyadh®, hereinafter
referred to as the "Distributor”,

Office Address:

DAR AL ZAHBRAWT MEDICAL LLC
Al = Rewdlah |

Khurais Road Exit 26,

Opposite Al — Saclhan Marker,
Behind Al Jazira Bank

PO Box: 26669

Riveelh 11496

Kingdome of Sauedi Arabia

Tel: +966 11 2305533

Warehouse Address:

D Al Zalvrawi Medical LLC
Wearehowse # 130

Al laiv Read

Dar Al Baida Area

P.3 Box: 26669

Rivercliy 11496

Kingdome of Saudi Arabic
Tel: 966 1 12133930

ATR2913v1




Schedule B

Products and Pricing

The following indicates the product line(s) to be included as Products under this Agreement as

well as the pricing of such Products. Prices quoted do not include the cost of any handling,

shipping, and insurance (to be bome by DISTRIBUTOR pursuant to Section 2.6).

CATALOG UNIT PRICE

ary HUMBER DESCRIPTION UsD

RSM1DT Integrated Dual Balloon Assembly, US 51,500.00

Balloan Valve Secalant Assembly (one package included

REMI00 with each balloon arder] ok

RSMZI0 Remowal Catheter Assembly $200.00

REMI00 Tech Device Guidewire (if desired) 550,00

KIP:1I-R5 ReShape Infiltration Pump $5,000.00

IT5-10-R% ReShape Pump Tubing (pack of 10} £100.00

15




Schedule C

Territory

The customers and or geographical area subject to this Agreement shall be

specifically and exclusively limited to the Kingdom Of Saudi Arabia




Schedule I

Minimum Purchase Quaotas

Reshape Forecast
2017
Country Distributar Qi |Gz | 03 |04 Total
KSA Dar Al Zahrawi Medical | - - | 50 | 50 100
2018
Country Distributor Q1 |qgz2| Q3| Qs Tatal
KSA Dar Al Zahrawi Medical | 50 | 60 | 50 | &0 220
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Schedule E

Payment Terms

The first two orders for the ReShape Dual Balloon will be cash pay up front. After
successfully executing these orders, future orders may be extended via the credit terms
below,

Payment for Products is due within 60 days after date of invoice on open account as long
as DISTRIBUTOR's credit remains good, payments to RSM are made on time, and the
total amount owed by DISTRIBUTOR to RSM is within the credit limits determined by
RSM from time to time. DISTRIBUTOR's credit limit as of the effective date of this
Agreement shall be U.S, currency although RSM reserves the right to require
DISTRIBUTOR to provide adequate security for the amount of such credit limit as a
condition to making sales on open account terms. RSM shall have the right to adjust
DISTRIBUTOR's payment terms and credit limits from time to time,

OR

DISTRIBUTOR shall pay RSM for Products in advance of delivery by cash or

irrevocable letter of credit with order,

Late Payments: DISTRIBUTOR will pay a late fee on all past due amounts at the rate of
one percent per month or the highest rate permissible by law, whichever is lower, until
paid in full.

Taxes. All amounts payable to RSM under this Agreement are exclusive of any income,
sales, use, property, ad valorem, value added or other taxes, levies, imposts, duties,
charges or withholdings of any nature (collectively, "Taxes"), arising out of any
transaction contemplated by this Agreement and imposed against DISTRIBUTOR or the
Products by any taxing authority in the Territory (excluding, however, any Taxes on, or
measured solely by, the net income of RSM and Taxes imposed on RSM in the United
States). DISTRIBUTOR shall pay all applicable Taxes or provide RSM with a certificate
of exemption acceptable to the relevant taxing authority. In the event that any payments
1o RSM under this Agreement are subject to any withholding taxes, DISTRIBUTOR shall
prompily provide all tax certificates, applications and related documents to RSM. If RSM
is required to pay any Taxes in the Territory (excluding, however, any Taxes on, or
measured solely by, the net income of RSM and Taxes imposed on RSM in the United
States), DISTRIBUTOR shall promptly reimburse RSM upon writien request therefor,

18




A)

B)

ANNEX A- Quality Requirements

Storage of Producis: [ applicable Distributor is required to store products in
accordance with product labeling statements and within an environment that
prevents any of their characteristics from being altered until delivered to the
customer, The minimum storage requirements for RSM products include the
following:

= If applicable, Distributor must establish a secure storage location and limit
access to this location to only those personnel awthorized by Distributor,
Products must be stored within this location to prevent Products from being
contaminated or tampered with in any way. Additionally, Products must be
kept in a clean area, free of insects, rodents and any pests.

«  Distributor shall have a process to prevent expired, rejected and/or quarantined
Products from being sent to final customers. ReShape Medical

*  RSM reserves the right to provide other instructions to Distributor regarding
such Product, and Distributor agrees to comply with such instructions.

Traceability: Distributor is required to maintain records to ensure the traceability
of ReShape Medical products in accordance with applicable regulatory
requirements, and to provide ReShape Medical or its authorized agents or
representatives with reasonable access to such records. The minimum traceability
requirements for ReShape Medical Products include the following:

«  Distributor is required to maintain a complete and current list of all customers
who have purchased ReShape Medical products from Distributor, the dates of
such purchases, the quantity, and the lot numbers, UPMs, serial numbers and/or
model numbers of the units purchased (as applicable) as identified on the
product label,

+  Distributor must ensure the traceability of all ReShape Medical products at
UPN, lot level including the model and serial number where applicable. The
final users for all products must be identified (units sold directly to hospitals,
units sold directly to doctors, units sold directly to patients).

+ If ReShape Medical products are consigned, the batches consumed at the
account must be reconciled.

*  The traceability of multi-pack boxes must be maintained and single units
originally from multi-packs must never be re-boxed.

Complaint Reporting and Handling: Distributor is required to promptly forward
all complaints concerning the products, cooperate fully with ReShape Medical in

dealing with customer complaints, and take such action to resolve such complaints
as may be reasonably requested by ReShape Medical. The complaint reporting
requirements for ReShape Medical products include the following:

19
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All customer complaints involving or contributing to serious adverse events
{including patient death or serious injury) must be reported to ReShape Medical
within 24 hours of Distributor’s becoming aware. Complaints involving non-
serious events including comments regarding product dissatisfaction, potential
malfunctions, non-serious patient injury, or unanticipated medical or surgical
intervention shall be reported to ReShape Medical within 48 hours.

A Complaint Motification Form will be provided to Distributor by ReShape
Medical and must be completed in full to document each complaint.
Additionally, any ancillary documentation that may facilitate the complaint
investigation process should also be attached, particularly if the product is not
available for return. In cases where additional information is required from the
customer, at least three (3) due diligent attempts must be performed by
Distributor to try to collect this additional complaint information, if requested
by ReShape Medical.  Should requested information not be available,
Distributor shall document the reason(s) it is not available and/or the 3 attempts.

Products subject to complaints should be returned to ReShape Medical.
Returned products must either, as directed by ReShape Medical, be

+ accompanied by a disinfection certificate, even if the products have not
been used;

+ or be returned in biohazard controlled packaging and under safe
handling controls,

In cases where the customer has indicated that the complaint product is
available to be returned but it has not been received, at least three (3) due
diligent attempts must be made by Distributor to retrieve the product.




D)

Recalls and Other Field Actions: If ReShape Medical initiates a recall or other
field action for any products, Distributor is required to implement such recall or
other field action (including location and retrieval of the recalled product) with
respect to Distributor’s customers in accordance with the instructions provided by
ReShape Medical. The minimum requirements for managing recalls and other field
actions affecting ReShape Medical Products include the following;

Recalls and other field actions must be acted upon immediately by Distributor
after receiving the notification packet from ReShape Medical. An
acknowledgement of the receipt of the field action notice must be promptly sent
to ReShape Medical.

Distributor must follow the instructions contained in the notification packet and
ensure that actions are carried out in accordance with the timeframe specified.

Where directed in the notice, Distributor must retrieve products from the
following applicable locations:

«  Distributor warehouse(s) inventories
+  In-transit from ReShape Medical to Distributor
+  Customer locations: whether sold, consigned or samples

Al least three (3) due diligent attempts must be performed and documented to
try to retrieve products from customers.

Once all product retrieval actions have been completed, the recalled stock must
be reported to ReShape Medical using the Verification Form contained in the
notification packet. (Note: the quantities documented on the verification forms
must match the units physically returned to ReShape Medical.)

The units must be returned to ReShape Medical following the instructions
contained in the notification packet.

ReShape Medical agrees at its option either to refund the purchase price, or to
replace recalled products within a reasonable time at its expense unless the
recall is attributable to Distributor's actions.




E)

G)

Record Retention Time: All product related records (e.g. Traceability records,
Complaints records, Recalls data, etc.) must be refained by the Distributor in
accordance with the following requirements:

Type of Product Record Retention Timeframe
1. Implantable Device Indefinitely
2. Equipment 2 years beyond dated removal from

distribution or as otherwise
indicated by ReShape Medical

3. All Other Products At least Product lifetimefexpiry + 2
years or as otherwise indicated by
ReShape Medical.

At termination of this agreement, Distributor shall deliver all records required under
this section to ReShape Medical and shall direct future inquiries from customers to
ReShape Medical.

Demonstration Units: Demonstration Units (non-sterile, not for human use) are
to be used by Distributor for demonstration purposes only and shall not be given o
final customers.  All provisions in this Annex are applicable to Demonstration
Units.

Literature and Label Control: All Product literature, labeling and the use of
ReShape Medical logos, templates or trademarks is subject to ReShape Medical
review and approval.  Any “Internal Use™ training materials provided by ReShape
Medical cannot be given to the customers.
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EXHIBIT 10.45

ROYALTY AGREEMENT

This Agreement (this "Agreement”) is made as of De,c.emberl_i. 2006, by and between
Intersect Partners, LLC, a California limited Lability (“Intersect”), and Abdominis, Inc., a Delaware
corporation ("Abdominis”), (hereinafter referred to collectively as the "Parties” and individually as a
“Party™).

RECITALS

A. Intersect, pursuant to that certain Intellectual Property Assignment Agreement, by
and between Intersect and Abdominis dated September 16, 2005 (the "Assignment”), has previously
assigned its interests in the Products and the Patent Rights to Abdominis.

B.  The Parties now wish to specify in certain detail the consideration that is to be paid to
Intersect by Abdominis for the Assignment.

NOW THEREFORE, in consideration of the mutoal obligations set forth in this Agreement,
Intersect and Abdominis hereby agree as follows:

ARTICLE I
DEFINITIONS

L1  Affiliate, “Affiliate” shall mean any entity which conirols, is contralled by or is
under common control with another entity.

1.2 Net Proceeds. “Met Proceeds” shell mean the total proceeds received from the sale

of either the Patent Rights, or the sale of Products by Abdominis, to a Third Party, less all
reasonahle costs incurred by Abdominis in completing such sale, including but not limited to,
attorneys® fees, accountants' fees, appraisers’ fees and any commissions.

1.3 Net Sales. "MNet Sales” shall mean the total amount invoiced 1o Third Parties by
Abdominis or its Affiliates in connection with the sale, lease or use of a Product, less, to the extant
actually incurred:

(a) allowances and adjustments credited or payable, including credit for
damaged, cutdated and returned products; i

(k) trade, cost or quantity discounts eamed or granted;

{€) trangportation charges (including insurance costs), sales taxes, excise taxes
and duties, and other similar charges;

(dy  wholesaler chargebacks; and
(e}  taxes on sale, transportation or use paid by Abdominis.
Net Sales shall be calculated in accordance with Abdominis® standard internal policies and

procedures. Net Sales shall not include sales by Abdominis to its Affiliates for resale, provided that
if Abdominiz sells Product to an Affiliate for resale, Net Sales shall include the amounts invoiced by
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guch Affiliate to Third Parties on the resale of such Product. A "sale” shall also include & transfer or
other disposition for consideration other than cash, in which case such consideration shall be valued
at the fair market value thereof.

1.4  Patent Rights. “Patent Rights” shall mean any of the patent applications listed in
Exhibit A attached to this Agreement; any continuing applications thereof including divisions; but
excluding continuations-in-part except to the extent of claims entitled to the priority date of the
parent case; any patents issuing on these applications including reissues and reexaminations; and
any corresponding foreign patents or patent applications; all of which will be automatically
incorporated in and added to Exhibit A and made a part of this Agreement

1.5 Product. "Product” shall mean any article, composition, apparatus, substance, or any
other material whose manufacture, use or sale would constitute an infringement of any claim within
Patent Rights, or any service, article, composition, apparatus, substance, or any other material made,
used, or sold by or utilizing or practicing a method which would infringe & claim within the Patent
Rights.

1.6 Third Party. “Third Party” shall mean any individual, corporation, partership, trust
or other business organization or entity, and any other recognized organization other than the parties
hereto and their Affiliates.

ARTICLE I
DISCLAIMER OF OWNERSHIP

Intersect irevocably disclaims any ownership or other interest in
or to the Products and the Patent Rights and acknowledges that its sole rights with respect to the
Products and the Patent Rights is the right to receive the payments set forth in Article 11T below.

ARTICLE HI
CONSIDERATION TO BE RECEIVED BY INTERSECT

31 Royalties. On all sales of Producis by Abdominis in territories where the Patent
Rights exist, Abdominis shall pay Intersect a royalty of two and one-half percent (2 1/2%) of Net
Sales. If any Product is manufactured and sold to a Third Party under license from Abdominis,
Abdominis shall pay Intersect two and one-half percent (2 1/2%) of Net Sales of Products by such
licensee, but not more than twenty-five percent (25%) of the amount actually received by
Abdominis from such licensee. If any Product is sold in a series of transactions covered by more
than one license or sublicense hereunder, only one royalty shall be payable, based upon the Net
Sales for the first transaction in such serics of ransactions.

3.2  Reports spd Payment. Abdominis shall, and shall cause its Affiliates and
sublicensees, to keep complete and accurate records of Net Sales of all sales of Products with
respect Lo which royalties are payable pursuant to this Agreement for a period of three (3) years
following the year in which the sales were made. Forty five (45) days following the close of each
fiscal quarter, Abdominis shall submir 1o Intersect a written report setting forth its sales of Products,
the Net Sales of such Products and the calculation of the amount of royalties due and payable to
Intersect for the fiscal quarter just ended. Bach report shall be accompanied by payment of the
amount of royalty shown by the report to be due in accordance with the provisions of Article TII
hereof; provided, however, Abdominis shall accrue such payment of royalties until such time as one

DOCSOC 1961 B6v201 6455-0002 3




of the patent applications set forth on Exhibit A has had a patent issued by the U3, Patent and
Trademark Office containing a claim covering a Product at which time such accrued royalties shall
be paid to Intersect.

In the event Abdominis has not collected on an account after 180 days following
delivery of an invoice therefor, Abdominis shall include in its next sales report to Intersect a
staternent of such failure to collect from such account and shall reduce the amount of royalties
otherwise payable under such report by (i) the amount of royalties, if any, paid on account of such
customer sales which have yet to be paid by such customer and (i) on account of any sales lo such
customer since the most recent sales report. Abdominis shall pay all royalties due on such
customer's sccount once such customer has paid Abdominis.

33  Diligepce. Abdominis shall have control over the development, manufacture and sale
of the Product and Intersect shall have no claim against Abdominis for any failure of Abdominis to
achieve any Net Sales or Net Proceeds.

34 Sale of the Rights to the Patents. If at any time during the term of this Agreement
Abdominis sells its rights in one or more of the Patents to a Third Party, Abdominis, shall have the

Third Party assume Abdominis's obligations hereunder, and such Third Party shall continue paying
royalties to Intersect in accordance with Section 3.1 of this Agreement

3.5 Sale of Abdominls. If at any time during the term of this Agreement Abdominis
shall be acquired by a Third Party (whether by purchase of stock, purchase of substantially all
assets, merger or consolidation), Abdominis shall have the surviving entity assume Abdominis's
obligations hereunder, and such entity shall continue to pay royalties to Intersect in accordance with
Section 3.1 of this Agreement.

3.6 Taxes. Any and all taxes levied by a proper taxing authority and paid by Abdominis,
or its Affilistes or sublicensees, on account of royalties aceruing to Intersect under this Agreement,
remittable from a country in which provision is made in the law or by regulation for withholding of
taxes, will be deducted from royalties paid by Abdominis, provided that proof of payment is secured
and promptly sent to Intersect as evidence of such payment.

37 Governmental Rovalty Limitations. If the royalty rate specified herein should
exceed the permissible rate established in any country which requires govemment approval for
royalty remittance, the royalty rate for sales in such country shall be adjusted 1o the highest legally
permissible or governmentally approved rate.

38 Pavable in United States Funds. All royalty payments shall be made in United
States funds. When Products are sold for currency other than United States dollars, the royalties
will first be determined in the foreign currency of the country in which those Products were sold and
converted into equivalent United Seates funds. Abdominis shall use the exchange rate set out in the
Wall Smreet Journal or similar publication on the last day of the calendar quarter.
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ARTICLE IV
RECORDS AND REPORTS

4.1 Records Abdominis shall keep complete and accurate records with respect to which
the royalties are determined pursuant to this Agreement for a period of three (3) years following the
year in which such payments were made.

42  Accountants Review. Intersect shall have the right to nominate an independent
accountant reasonably acceptable to Abdominis, to have access to the records of Abdominis during
reasonable business hours, not more than one time per year for the purpose of verifying, at
Intersect’s expense (unless Abdominis’ payment accountings are more than five percent (5%) at
variance with Abdominis’ records then Abdominis shall pay}, the payments due to Intersect.
Abdominis may request that such accountant hold all information received in confidence except as
provided in the following sentence, incleding requiring the execution of a Confidentiality
Agreement. Such accountant shall disclose to Intersect only information relating to the accuracy of
the payment reports and payments made according to this Agreement,

ARTICLEV
DURATION AND TERMINATION

51  Duration of Agreement. Unless otherwise terminated by operation of law or by acts
of the Parties in accordance with the terms of this Agresment, this Agreement is in force from the
date first mentioned above and remains in effect for the life of the last-to-expire patent in the Patent
Rights.

ARTICLE Y1
CONFIDENTIALITY

6.1 Confidentisl Information. Confidential information shall consist of any
information designated as confidential and relating to the Patent Rights and the Products, including
the Reports and the payments made hereunder. Intersect shall not use any such confidential
information other than to exercise its rights hereunder, or disclose confidential information to any
third party without the prior written consent of Abdominis.

6.2 Exceptions. The restrictions set forth in Section 6.1 shall not apply to confidential
information that (i) becomes generally known to the public subsequent to the date hereof through no
wrongful act or omission of Intersect, (i) is disclosed by Intersact pursuant to the order or
requirement of a court, administrative agency or governmental body, provided, however, tha
Intersect shall provide prompt notice thercof to Abdominis wo enable Abdominis o seck a protective
order or otherwise prevent such disclosure, or (iii) has been approved for release in writing by

6.3 Remedies. Any breach of the restrictions contained in this Article VI is a breach of
this Agreement which may cause irreparable harm to Abdominis entitling Abdominis to injunctive
relief in addition to all legal remedies.
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ARTICLE VIl
MISCELLANEOUS

7.1 Entire Agreement. This Agreement sets forth the entire agreement and
understanding of the Parties relating to the subject matler contained herein and merges all prior
discussions between them. Mo claimed oral agreement in respect hereto shall be considered as any
part thereof. No modification or claimed waiver of any of the provision hereof shall be valid unless
in writing and signed by authorized representatives of the Party against whom such modification or
waiver is sought to be enforced.

7.2 Seversbility. Should any pan or provision of this Agreement be held unenforceable
or in conflict with the law of any jurisdiction, the validity of the remaining parts or provisions shall
not be affected by such holding.

7.3 Assignability. Intersect shall not assign this Agreement or its rights hereunder
without the prior written consent of Abdominis. Abdominis shall have the nght to assign this
Agreement subject to the terms of Section 3.4 and 3.5 herein.

74 Governing Law. This Agreement shall be interpreted and construed and the legal
relations created herein shall be determined in accordance with the laws of the State of California,
without reference to choice of laws principles, but the scope and validity of any patent or patent
application will be governed by the applicable laws of the country of the patent or patent

lication.
w 7.5 Gepera] Assurances. The Parties agree to execute, acknowledge, and deliver all
such further instruments, and do all such other acts, as may be necessary or appropriate from time to
time in order (o carry out the intent and perpose of this Agreement.

7.6 Disputes. If Intersect objects to Abdominis’ determinations relating to payments,
Intersect shall cause to be delivered to Abdominis, within thirty (30) days of Abdominis'
determination, written notice of such objection and its intent to submit the matter to an independent
accountant as otherwise provided in Section 4.2 herein. Imersect shall select an independent
accountant with at least 10 years experience within thirty (30) days of receipt of delivery of the
quarterly statements provided in Section 3.2 herein by Abdominis. The accountant shall undertake
its review of all such records within sixty (60) days of commencement of such sccountant’s review.
The accountant shall deliver its decision to Intersect and Abdominis. The decision rendered by the
accountant as to the determination in question shall be binding on the Parties. Intersect shall bear all
costs associated with the accounting, unless the accountant determines that Abdominis underpaid
the payment in question by more than five percent (5%), in which case Abdominis shall bear the
expenses of the accountant.

7.7 Arbitration. Any controversy, dispute or claim arising out of or in connection with
or relating to this Agreement (other than payment determinations covered in Section 7.6 above) will
be submitted by the Parties to arbitration by the American Arbitration Association in Orange
County, California in accordance with the commercial rules then in effect for that Association
before a single arbitrator. The award rendered by the arbitrator shall include costs of arbitration,
reasonable attorneys' fees and reasonable costs for expert and other witnesses, and judgment upon
such award may be entered in any court having jurisdiction thereof,
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7.8 MNotices and Sigtements. Any notice, sialement, or report permitted or required to be
given under the provision of this Agreement shall be in writng signed by the Party giving such
notice, statement or report and shall be sent to the appropriale address given below:

If to Intersect: Intersect Pariners
26429 Rancho Parkway South, Unit 140
Lake Forest, California 91730
Anention: Manager

With a copy to: Stradling Yocca Carlson & Rauth.
660 Newport Center Drive
Newport Beach, California 92660,
Atention: Bruce Feochter
Fax: (949) 823-5123

If to Abdominis: Abdominis, Tnc.
26429 Rancho Parkway South, Unit 140
Lake Forest, California 91730
Attention: Chief Executive Officer

Any of the above addresses can be changed upon ten (10) days written notice 1o the other
parties. Any such notice, statement or report that is dispaiched by prepaid registered or centified mail
shall be deemed to have been duly given upon mailing thereof. )

7.9  Waiver of Default. No waiver by a party of any provision of this Agreement shall
be deemed a waiver of any other provision hereof or of any subsequent breach by a party of the
same or any other provision. A Party’s consent to, or approval of, any act shall not be deemed to
render unnecessary the obtaining of a Party’s consent to, or approval of, any subsequent act by the
other Party. No remedy or election as provided for in this Agreement shall be deemed exclusive but
shall, wherever possible, be cumulative with all other remedies at law or in equity.

7.10 Binding Effect. This Agreement shall be binding on and inure to the benefit of the
Parties hereto and their respective heirs, successors and permitted the assignees.

7.11 Counterparts. This Agreement may be executed in several counterparts and such
counterparts together shall constitute but one and the same instrument.

7.12 Hesdings. The headings of the several sections are inserted for convenience of
reference only and are not intended to be a part of, or (o affect the meaning or interpretation of, this
Agreement.

7.03 Mg Agepcy. Intersect's and Abdominis' activities hereunder shall be conducted as
independent contractors and no agency relationship shall exist berween the Parties.

114 Modification. This Agreement shall not be modified except by a writing signed on
behalf of each of the parties hercto.

[Signature Page Follows]
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IN WITNESS WHEREOF, the parties have executed this Royalty Agreement as of the day

and vear first above written.

DOCSOC/ [96186v21016495-0002

INTERSECT FARTNERS, LLC

By: A\) \’JJJ“X

George Wallace, Manager

ABDOMINIS, INC.

By: /\ O

Divid Milhe, Director —*




EXHIBIT A

Patent Rights
Issued United States Patent Applications
117263302 Ll
11/262,614 ) Intragastmic Space Filler 10431/05
11/315,925 Intragastric Space Filler 12/22/05
11/452,670 Intragastric Space Filler 61406
i PCT for Europe (waiting for
confirmation of seral number) For all of the above 10/3/06 filed per patent attormney
END EXHIBIT A
A-1
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AMENDMENT NO. 1
o
ROYALTY AGREEMENT

This Amendment No. 1, dated as of April 16, 2013 (the "Effective Date"), is made and
entered into by and between ReShape Medical, Inc. (formerly known as Abdominis, Inc.), a
Delaware corporation ("ReShape”) and Intersect Partners, LLC, a California limited liability

company ("Intersect").
RECITALS

Al ReShape and Intersect (individually, a "Party"; collectively, the "Parties")
previously entered into a Royalty Agreement, effective as of December 18, 2006 (the "Original
Royalty Agreement").

B. The Parties desire to amend the Original Royalty Agreement as set forth in this
Amendment No. 1. Capitalized termi(s) used but not defined in this Amendment No. 1 have the
meanings assigned to such term(s) in the Original Royalty Agreement.

AGREEMENT
The Parties therefore agree as follows:

1. Patent Rights. Section 1.4 of the Original Royalty Agreement is hereby amended
to read in its entirety as follows:

"1.4  Patent Rights. "Patent Rights" shall mean any United States and foreign
patents and applications listed in Amended Exhibit A, including continuations,

continuations-in-part, divisions, re-examinations, patents by addition, patent term
extensions, renewals, reissues, and extensions thereof."

2. Reports and Payments. Section 3.2 of the Original Royalty Agreement is herchy

amended to read in its entirety as follows:

"3.2  Reports and Payments. Abdominis shall, and shall cause its Affiliates and
sublicensees, to keep complete and accurate records of Net Sales of all sales of Products
with respect to which royalties are payable pursuant to this Agreement for a period of
three (3) years following the year in which the sales were made. Forty five (45) days
following the close of each fiscal quarter, Abdominis shall submit to Intersect a written
report setting forth its sales of Products, the Net Sales of such Products and the
calculation of the amount of royalties due and payable to Intersect for the fiscal quarter
just ended. Each report shall be accompanied by payment of the amount of royalty shown
by the report to be due in accordance with the provisions of Article 11T hereof; provided,
however, Abdominis shall accrue such payment of royalties until such time as one of the
U.S. or foreign patent applications set forth in Amended Exhibit A or Patents Rights as
defined herein in Paragraph 1.4 is issued by the respective Patent Office and contains a
claim covering a Product, at which time such accrued royalties shall be paid to Intersect.”
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3. Exhibit A. Exhibit A ol the Original Royalty Agreement is hereby amended and
replaced in its entirety with the Amended Exhibit A attached to this Amendment No. 1

4. Effective Dates. The amendments set forth in Paragraphs 1-3 of this Amendment
No. 1 shall be effective as of December 18, 2006, the effective date of the Original Royalty
Agreement. All other amendments set forth in this Amendment No. 1 will be effective as of the
Effective Date set forth above.

5. Full Force and Effect. The Original Royalty Agreement, as amended by this
Amendment No. 1, remains in full force and effect. This Amendment No. | sels forth the entire
agreemnent, and supersedes any prior agreements, arrangements, or understandings relating to the
subject matter hereof. In the event of any inconsistency between any provision of this
Amendment No. 1 and any provision of the Original Royalty Agreement, the provision of this
Amendment No. 1 shall govern,

6. Acknowledgement. For the avoidance of doubt, the Parties acknowledge that the
only Parties to the Original Royalty Agreement are ReShape (formerly known as Abdominis,
Inc.) and Intersect.

7. Counterparts. This Amendment No. 1 may be executed in counterparts, cach of
which shall be deemed to be an original, and all of which taken together shall constitute one and

the same instrument,

IN WITHNESS WHEREQF, each of the Parties has caused this Amendment No. 1 to be
made and executed by its duly authorized officer as of the Effective Daie,

ReShape Mg.lh:al_, Ine. Intersect Partners, LLC

B-(-//Z”{/ By: A \QMM
Y. -"T,f-’l-- il Y. ﬁ.t

Richard Thompson CGieorge Wallace

Chief Exccutive Officer Manager
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AMENDED EXHIBIT A

(US 11/768,152)

Delivery System and Related
Methods

SERIAL NUMBER TITLE FILING DATE
US 11/263,302 Intragastric Space Filler 10/31/05
PCT/US2006/042336 Intragastric Space Filler 10/31/06
'CA 2,640,554 Intragastric Space Filler 10/31/06
| EP 068270933 Intragastric Space Filler 10/31/06
1P 2008-538947 Intragastric Space Filler 10/31/08
P 2009-14605 Intragasiric Space Filler 10/31/08
US 11/262.614 Intragastric Space Filler 10/31/05
PCT/US2006/042711 Intragastric Space Filler 10731106
CA 2,638,989 Intragastric Space Filler 13 1/06
EP 06827314.3 Intragastric Space Filler 10/31/06
US 11/315,925 Intragastric Space Filler 1222105
PCT/US2006/042710 Intragastric Space Filler 10/31/06
CA 2,638938 Intragastric Space Filler 13 1/06
EP 06827313.5 Intragastric Space Filler 10/3 1406
US [1/452,670 Intragastric Space Filler 6/14/06
PCT/US2006/048647 Intragastric Space Filler 1220006
CA 2,638,163 Intragastric Space Filler 12720006
EP 068478478 Intragastric Space Filler 12720606
1P Patent No. 4900978 Intragastric Space Filler 12/20/06
(JP 2008-547504)
JP 2009-14632 Intragastric Space Filler 1220006
U.S. Patent No. 8,142,469 Gastric Space Filler Device, 6/25/07
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SERIAL NUMEBER

TITLE

FILING DATE

US 13/074,956

Gastric Space Filler Device,
Delivery System and Related
Methods

329711

PCT/US2008/068058

Gastric Space Filler Device,
Delivery System and Related
Methods

624108

CA 2,691,530

Gastric Space Filler Device,
Delivery System and Related
Methods

6/24/08

EP 087718425

Gastric Space Filler Device,
Delivery System and Related
Methods

6/24/08

JP2010-515040

Gastric Space Filler Device,
Delivery System and Related
Methods

U.S. Patent No. 8,226,602
(US 11/694,536)

Intragastric Balloon System and
Therapeutic Processes and
Products

330607

Us 13/556,032

Intragastric Balloon System and
Therapeutic Processes and
Products

T2iN2

PCT/US2008/058677

Intragastric Balloon System and
Therapeutic Processes and
Products

3/28/08

CA 2,680,124

Intragastric Balloon System and
Therapeutic Processes and
Products

3/28/08

EP 08732989.2

Intragastric Balloon System and
Therapeutic Processes and
Products

3/28/08

JP 2010-501261

Intragastric Balloon System and
Therapeutic Processes and
Products

3/28/08

JP 201343712

Intragastric Balloon System and
Therapeutic Processes and
Products

3/6/13
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EXHIBIT 1046

ROYALTY AGREEMENT

This Agreement (this "Agreement”) is made as of December 18, 2006, by and between
Abdominis, Inc., a Delaware corporation (“Abdominis"), and John Alverdy, M.D., an individual
("Alverdy"), (hereinafier referred o collectively as the "Parties” and individually as a "Party”).

RECITALS

A Alverdy, pursuant to that certain Consulting Agreement dated May 1, 2006, by and
between Abdominis and Alverdy (the “Consulting Agreement™), has previously assigned his interests
in the Products and the Patent Rights to Abdominis and is in the process of completing such
assignment of the patent application (the “Assignment™).

B. The Parties now wish to specify in certain detail the consideration that is to be paid to
Alverdy by Abdominis for the Assignment.

NOW THEREFORE, in consideration of the mutual obligations set forth in this Agreement,
Abdomims and Alverdy hereby agree as follows:

ARTICLE L
DEFINITIONS

1.1 Affiliate. “Affiliate” shall mean any entity which controls, is controlled by or is
under common control with another entity.

1.2 XNet Proceeds. “Net Proceeds™ shall mean the total proceeds received from the sale
of either the Patent Rights, or the sale of Products by Abdominis, to a Third Party, less all reasonable
costs incurred by Abdominis in completing such sale, including but not limited to, attorneys” fees,
accountants” fees, appraisers’ fees and any commissions.

1.3 Net Sales. “Net Sales” shall mean the total amount invoiced to Third Parties by
Abdominis or its Affiliates in connection with the sale, lease or use of a Product, less, to the extent
actually incurred:

a) allowances and adjustments credited or payable, including credit for
damaged, outdated and reumed products;

{b) trade, cost or quantity discounts earned or granted;

{ch rransponation charges (including insurance costs), sales taxes, excise @xes
and duties, and other similar charges;

id) wholesaler chargebacks; and
(e} taxes on sale, ransportation or use paid by Abdominis.
Net Sales shall be calculated in accordance with Abdominis’ standard internal policies and

procedures. Net Sales shall not include sales by Abdominis to its Atfiliates for resale, provided that
if Abdominis sells Product 1o an Affiliate for resale, Net Sales shall include the amounts invoiced by
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such Affiliate to Third Parties on the resale of such Product. A "sale" shall also include a transfer or
other disposition for consideration other than cash, in which case such consideration shall be valued
art the fair market value thersof.

1.4 Patent Rights. “Patent Rights” shall mean the patent application listed in Exhibit A
attached to this Agreement; any continuing applications thereof including divisions; but excluding
continuations-in-part except to the extent of claims entitled to the priority date of the parent case; any
patents issuing on this application including reissues and reexaminations; and any corresponding
foreign patents or patent applications; all of which will be automatically incorporated in and added to
Exhibit A and made a part of this Agreement.

1.5 Produet. “Product” shall mean any article, composition, apparatus, substance, or any
other material whose manufacture, use or sale would constitute an infringement of any material claim
within Patent Rights, or any service, article, composition, apparatus, substance, or any other material
made, used, or sold by or utilizing or practicing a method which would infringe a claim within the
Patent Rights.

1.6 Third Partv. “Third Pary” shall mean any individual, corporation, partnership, trust
or other business organization or entity, and any other recognized organization other than the parties
hereto and their Affiliates.

ARTICLE I
DISCLAIMER OF OWNERSHIP

Disclaimer of Ownership. Alverdy irrevocably disclaims any ownership or other interest in
or to the Products and the Patent Rights and acknowledges that his sole rights with respect to the
Products and the Patent Rights is the right to receive the payments set forth in Article I below.

ARTICLE III
CONSIDERATION TO BE RECEIVED BY ALVERDY

kN | Rovalties. On all sales of Products by Abdominis in territories where the Patent
Rights exist. Abdominis shall pay Alverdy a rovalty of one percent (1%) of Net Sales. Ifany
Product is manufactured and sold to a Third Party under license from Abdominis, Abdominis shall
pay Alverdy one percent (1%) of Net Sales of Products by such licensee, but not more than ten
percent (10%) of the amount actually received by Abdominis from such licensee. [f any Product is
sold in a series of ransactions covered by more than one license or sublicense hereunder, only one
royalty shall be payable, based upon the Net Sales for the first transaction in such series of
transactions.

3.2 Reports and Pavment. Abdominis shall, and shall cause its Affiliates and
sublicensees, 1o keep complete and accurate records of Net Sales of all sales of Products with respect
to which royalties are payable pursuant to this Agreement for a period of three (3) vears following
the year in which the sales were made. Forty five (45) days following the close of each fiscal
quarter, Abdominis shall submit 1o Alverdy a written report setting forth its sales of Products, the Net
Sales of such Products and the calculation of the amount of royalties due and payable to Alverdy for
the fiscal quarter just ended. Each report shall be accompanied by pavment of the amount of rovalty
shown by the repont to be due in accordance with the provisions of Anticle III hereof; provided,
however, Abdominis shall accrue such payment of royalties until such time as the patent application

-
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set forth on Exhibit A has had a patent issued by the U.S. Patent and Trademark Office containing a
claim covening a Product at which ume such accerued rovalues shall be paid to Alverdy.

In the event Abdominis has not collected on an account after 180 days following
delivery of an invoice therefor, Abdominis shall include in its next sales report to Intersect a
statement of such failure to collect from such account and shall reduce the amount of rovalties
otherwise payable under such report by (i) the amount of royalties, if any, paid on account of such
customer sales which have yet 1o be paid by such customer and (i1) on account of any sales to such
customer since the most recent sales report. Abdominis shall pay all rovalties due on such
customer’s account once such customer has paid Abdominis.

33 Diligence. Abdominis shall have control over the development, manufacture and sale
of the Product and Alverdy shall have no claim against Abdominis for any failure of Abdominis to
achieve any Net Sales or Net Proceeds.

34 Sale of the Rights to the Patents. Ifat any time during the term of this Agreement
Abdominis sells its rights in one or more of the Patents to a Third Party, Abdominis, shall have the
Third Party assume Abdominis’ obligations hereunder, and such Third Party shall continue paying
royalties to Alverdy in accordance with Section 3.1 of this Agreement

35 Sale of Abdominis. If at any time during the term of this Agreement Abdominis
shall be acquired by a Third Party (whether by purchase of stock, purchase of substantially all assets,
merger or consolidation), Abdominis shall have the surviving entity assume Abdominis” obligations
hereunder, and such entity shall continue to pay royalties to Alverdy in accordance with Section 3.1
of this Agresment.

16 Taxes. Any and all taxes levied by a proper taxing authority and paid by Abdominis,
or its Affiliates or sublicensees, on account of royalties accruing to Alverdy under this Agreement,
remittable from a country in which provision is made in the law or by regulation for withholding of
taxes, will be deducted from royalties paid by Abdominis, provided that proof of payment is secured
and promptly sent to Alverdy as evidence of such payvment.

37 Governmental Rovalty Limitations. If the rovalty rate specified herein should
exceed the permissible rate established in any country which requires government approval for
royalty remittance, the royalty rate for sales in such country shall be adjusted to the highest legally
permissibie or governmentally approved rate.

k¥ Pavable in United States Funds. All royalty payments shall be made in United
States funds. When Products are sold for currency other than United States dollars, the rovalties will
first be determined in the foreign currency of the country in which those Products were sold and
converted into equivalent United States funds. Abdominis shall use the exchange rate set out in the
Wall Street Journal or similar publication on the last day of the calendar quarter.

ARTICLE IV
RECORDS AND REPORTS

4.1 Records. Abdominis shall keep complete and accurate records with respect to which

the rovalties are determined pursuant to this Agreement for a period of three (3) vears following the
vear in which such pavments were made.
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4.2 Accountants Review. Alverdy shall have the right to nominate an independent
accountant reasonably acceptable to Abdominis, to have access to the records of Abdominis during
reasonable business hours, not more than one time per year for the purpose of verifying, at Alverdy's
expense (unless Abdominis” payment accountings are more than five percent (5%) at variance with
Abdominis’ records then Abdominis shall pay), the payments due to Alverdy. Abdominis may
request that such accountant hold all information received in confidence except as provided in the
following sentence, including requiring the execution of a Confidentiality Agreement. Such
accountant shall disclose w Alverdy only information relating to the accuracy of the payment reports
and payments made according to this Agreement.

ARTICLE V
DURATION AND TERMINATION

5.1 Duration of Agreement. Unless otherwise terminated by operation of law or by acts
of the Parties in accordance with the terms of this Agreement. this Agreement is in force from the
date first mentioned above and remains in ¢ffect for the life of the last-to-expire patent in the Patemt
Rights.

ARTICLE VI
CONFIDENTIALITY

6.1 Confidential Information. Confidential information shall consist of any
information designated as confidential and relating to the Patent Rights and the Products, including
the Reports and the payments made hereunder. Alverdy shall not use any such confidential
information other than to exercise his nghts hereunder, or disclose confidential information to any
third party without the prior written consent of Abdominis.

6.2 Exceptions. The restrictions set forth in Section 6.1 shall not apply 1o confidential
information that (i) becomes generally known to the public subsequent to the date hereof through no
wrongful act or omission of Alverdy, (ii) is disclosed by Alverdy pursuant to the order or
requirement of a court, administrative agency or governmental body, provided, however, that
Alverdy shall provide prompt notice thereof to Abdominis to enable Abdominis to seek a protective
order or otherwise prevent such disclosure, or (iii) has been approved for release in writing by
Abdominis.

6.3 Remedies. Any breach of the restrictions contained in this Article VI 1s a breach of
this Agreement which may cause irreparable harm to Abdominis entitling Abdominis to injunctive
relief in addition to all legal remedies.

ARTICLE VI
MISCELLANEOUS

71 Entire Agreement. This Agreement sets forth the entire agreement and
understanding of the Parties relating to the subject maner contained herein and merges all prior
discussions berween them. No claimed oral agreement in respect hereto shall be considered as any
part thereof. No meodification or claimed waiver of any of the provision hereof shall be valid unless
in writing and signed by authorized representatives of the Party against whom such modification or
waiver is sought 1o be enforced.
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7.2 Severabilitv. Should any part or provision of this Agreement be held unenforceable
or in conflict with the law of any jurisdiction, the validity of the remaining parts or provisions shall
not be affected by such holding.

7.3 Assignabilitv. Alverdy shall not assign this Agreement or his rights hereunder
without the prior written consent of Abdominis. Abdominis shall have the right to assign this
Agreement subject to the terms of Section 3.4 and 3.5 herein.

74 Governing Law. This Agreement shall be interpreted and construed and the legal
relations created herein shall be determined in accordance with the laws of the State of California,
without reference 1o choice of laws principles, but the scope and validity of any patent or patent
application will be governed by the applicable laws of the country of the patent or patent application.

7.5 General Assurances. The Parties agree to execute, acknowledge, and deliver all
such further instruments, and do all such other acts, as may be necessary or appropriaie from time to
time in order to carry out the intent and purpose of this Agreement.

7.6 Disputes. If Alverdy objects to Abdominis’ determinations relating to payments,
Alverdy shall cause to be delivered to Abdominis, within thirty (30) days of Abdominis’
determination, written notice of such objection and his intent to submit the matter to an independent
accountant as otherwise provided in Section 4.2 herein. Alverdy shall select an independent
accountant with at least 10 years experience within thirty (30) days of receipt of delivery of the
quarterly statements provided in Section 3.2 herein by Abdominis. The accountant shall undertake
its review of all such records within sixty (60) days of commencement of such accountant's review.
The accountant shall deliver its decision to Intersect and Abdominis. The decision rendered by the
accountant as to the determination in question shall be binding on the Parties. Alverdy shall bear all
costs associated with the accounting, unless the accountant determines that Abdominis underpaid the
payment in question by more than five percent (5%), in which case Abdominis shall bear the
expenses of the accountant.

7.7 Arbitration. Any controversy, dispute or ¢laim arising out of or in connection with
or relating to this Agreement (other than payment determinations covered in Section 7.6 above) will
be submitted by the Parties 1o arbitration by the American Arbitration Association in Orange County,
California in accordance with the commercial rules then in effect for that Association before a single
arbirrator, The award rendered by the arbitrator shall include costs of arbitration, reasonable
arorneys’ fees and reasonable costs for expert and other witnesses, and judgment upon such award
may be entered in any court having jurisdiction thereof’

7.8 Notices and Statements. Any notice, statement, or report permitted or required to be
given under the provision of this Agreement shall be in writing signed b the Party giving such
notice, statement or report and shall be sent to the appropriate address given below:

If to Abdominis: Abdominis, Inc.
264219 Rancho Parkway South, Unit 140
Lake Forest, CA 91730
Antention: Chief Execunive Officer

L
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With a copy to: Swradling Yocca Carlson & Rauth
660 Newpornt Center Drive, Suite 1600
Newport Beach, CA 92660
Anention: Bruce Feuchter
Fax: (949) 823-5123

If to Alverdy: John Alverdy, M.D.
921 Club Circle
Glenview, IL 60025

Any of the above addresses can be changed upon ten (10) days written notice to the other
parties. Any such notice, statement or report that is dispatched by prepaid registered or certified mail
shall be deemed 1o have been duly given upon mailing thereof.

7.9 Waiver of Default. No waiver by a party of any provision of this Agreement shall
be deemed a waiver of any other provision hereof or of any subsequent breach by a party of the same
or any other provision. A Party's consent to, or approval of, any act shall not be deemed to render
unnecessary the obtaining of a Party’s consent to, or approval of, any subsequent act by the other
Party. No remedy or election as provided for in this Agreement shall be deemed exclusive but shall,
wherever possible, be cumulative with all other remedies at law or in equity.

710 Binding Effect. This Agreement shall be binding on and inure to the benefit of the
Parties hereto and their respective heirs, successors and permitted the assignees.

7.11  Counterparts. This Agreement may be executed in several counterparts and such
counterparts together shall constitute but one and the same instrument.

7.12  Headings. The headings of the several sections are inserted for convenience of
reference only and are not intended to be a part of, or to affect the meaning or interpretation of, this
Agreement.

7.13  No Agencv. Abdominis’ and Alverdy's activities hereunder shall be conducted as
independent contractors and no agency relationship shall exist between the Parties.

7.14  Mudification. This Agreement shall not be modified except by a writing signed on
behalf of each of the parties hereto.

[Signature Page Follows]
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IN WITNESS WHEREOF, the parties have executed this Royalty Agreement as of the day

and vear first above written

ABDOMINIS, INC.

. . B '_ . . L ) )
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Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 333-211940, 333-196646, 333-184181,
333-176174, 333-171244, 333-159592, and 333-149662 on Form S-8, Registration Statement Nos.333-205353, 333-195855,
333-183313, 333-171944, 333-170503, 333-171052, 333-166011, 333-158516 and 333-216600 on Form S-3, and
Registration Statement Nos. 333-215590 and 333-123704 on Form S-1 of our report dated April 2, 2018, relating to the
consolidated financial statements of ReShape Lifesciences Inc. and subsidiaries, appearing in this Annual Report on
Form 10-K of the Company for the year ended December 31, 2017.

/s/ DELOITTE & TOUCHE LLP
Minneapolis, MN
April 2, 2018




EXHIBIT 31.1
CERTIFICATIONS
I, Dan W. Gladney, certify that:
1. I have reviewed this Annual Report on Form 10-K of ReShape Lifesciences 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 consolidated 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 the registrant’s board of directors (or persons
performing the equivalent functions):

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

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

/s/ _DAN W. GLADNEY
Dan W. Gladney
Chairman, President and Chief Executive Officer

Date: April 2, 2018




EXHIBIT 31.2
CERTIFICATIONS
I, Scott P. Youngstrom, certify that:
1. T have reviewed this Annual Report on Form 10-K of ReShape Lifesciences 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 consolidated 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 the registrant’s board of directors (or persons
performing the equivalent functions):

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

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

/S/ SCOTT P. YOUNGSTROM
Scott P. Youngstrom
Chief Financial Officer
and Senior Vice President, Finance

Date: April 2, 2018




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. §1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of ReShape Lifesciences Inc. (the Company) on Form 10-K for the period ended
December 31, 2017 as filed with the Securities and Exchange Commission on the date hereof (the Report), I, Dan W.
Gladney, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002, that:

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

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

/S/__DAN W. GLADNEY
Dan W. Gladney
Chairman, President and Chief Executive Officer

April 2, 2018




EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. §1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of ReShape Lifesciences (the Company) on Form 10-K for the period ended
December 31, 2017 as filed with the Securities and Exchange Commission on the date hereof (the Report), I, Scott P.
Youngstrom, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that:

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

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

/S/__SCOTT P. YOUNGSTROM
Scott P. Youngstrom
Chief Financial Officer
and Senior Vice President, Finance

April 2, 2018




