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U.S. SECURITIESAND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 8-K

CURRENT REPORT

Pursuant to Section 13 or 15(d) of the
Securities Exchange Act of 1934

January 26, 1998
(Date of Report)

DIGITAL POWER CORPORATION

(Exact name of registrant as specified in its @rart

CALIFORNIA 1-12711 94-1721931
(State or other jurisdiction of (Commission (I.R.S. Employer
incorporation or organization) File Number ) Identification No.)

41920 Christy Street, Fremont, California 9453881%8L0-657-2635
(Address and telephone number of principal exeeutifices)

ITEM 2. ACQUISITION OR DISPOSITION OF ASSETS.

Pursuant to an Asset Sale Agreement (the "Agreément January 26, 1998, Digital Power CorporatiiGalifornia corporation ("Digital
Power"), acquired from Gresham Lion Technology ltédj an English corporation ("Gresham Lion"), dertssets of and assumed certain
trade payables of Gresham Power Electronics ("@madhower"), formerly a division of Gresham Lion.eTéonsideration paid for the
acquisition was US$2.7 million, which amount is jgegbto adjustment depending upon the net asseé\{akccounts receivables, fixed assets
and inventory less liabilities) ("NAV") as of théosing date. Specifically, pursuant to the Agreetntitre acquisition amount shall be incree
by US$1.6284 for each United Kingdom pound thatsBaen Power's NAV exceeds UK<pound-sterling>1,10&9of the closing date, and
shall be reduced by US$1.6284 for each United Kamggound that the NAV is less than UK<pound-sterih, 100,000 as of the closing
date.

In addition to the foregoing, if the NAV as of M&ar81, 1998, equals or exceeds UK<pound-sterlingddgl 0, Gresham Lion shall be paid
an additional US$300,000 subject to a reductiod $$1.6284 for every United Kingdom pound NAYV isdélsan GB<pound-
sterling>1,606,000. Further, Digital Power shaly @resham Lion an additional US$1.15 for every EaiKingdom pound of earnings before
interest and taxes which exceeds UK<pound-sterf8§3000, up to a maximum additional payment of WEH300. Pursuant to the
Agreement, Gresham Lion or its affiliates shall cotpete with Gresham Power for a period of thBe/¢ars from the closing date.

The foregoing description of the acquisition of &ram Power is a summary of certain of its provisiand reference is made to a copy of the
Agreement, a copy of which is attached hereto dslib2.1 and incorporated herein by this referefaceaall of its terms and conditions.

Headquartered in Salisbury, England, Gresham Pde&gns, manufactures, and distributes switchinggpsupplies, uninterruptible power
supplies, and frequency converters for the comrakarid military markets. Headquartered in Frem@atifornia, Digital Power designs,
develops, manufactures, and mar}



switching power supplies for sale to manufactucdrsomputer and other electronic equipment.
ITEM 7. FINANCIAL STATEMENTSAND EXHIBITS.

(a) Financial statements of businesses acquired.

(b) Pro forma information

Financial statements of Gresham Power and pro famfoemation will be filed by amendment within 6@y of the due date of this Form 8-
K.

(b) Exhibits.
2.1 Asset Sale Agreement between Digital Power @atpn and Gresham Lion technology
SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned hereunto duly authorized.

Dated: February 6, 1998 DIGITAL POWER CORPORATION,
A CALIFORNIA CORPORATION
/'SI ROBERT O SM TH

Robert O Smith,
Chi ef Executive Oficer



EXHIBIT 2.1
DATED 1998
GRESHAM LION TECHNOLOGY LIMITED(2)
DIGITAL POWER LIMITED(2)
GRESHAM LION TECHNOLOGY GROUP LIMITED(3)

DIGITAL POWER CORPORATION (4)

ASSET SALE AGREEMENT
Relating to the sale and purchase of "GRESHAM POVEHEECTRONICS", a division of Gresham Lion Technogtddgd

Joelson Wilson & Co 70 New Cavendish Street LonddriM 8AT
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THISAGREEMENT ismadethe day of 1998

BETWEEN:

(1) GRESHAM LION TECHNOLOGY LIMITED whose registateffice is at Challoner House Clerkenwell Closeatlon EC1R ORR
(Registered No:
273299) ("the Vendor")

(2) DIGITAL POWER LIMITED whose registered office at Cliffords Inn Fetter Lane London EC4A 1AS (Régred No: 3494452) ("the
Purchaser"



(3) GRESHAM LION TECHNOLOGY GROUP LIMITED whose ristered office is at Challoner House Clerkenwets& London EC1R
ORR (Registered No:
2917664) ("the Gresham Guarantor")

(4) DIGITAL POWER CORPORATION a company incorpokhtender the laws of the State of California whosee of business is at 41920
Christy Street Fremont California USA ("the Digitauarantor")

WHEREAS:

(A) The Vendor, inter alia, designs, manufactumes distributes switching power supplies, unintetiblp power supplies, and frequency
converters for the commercial and military marketthe United Kingdom and Europe

(B) The parties have agreed for the sale by theddeto the Purchaser of the Business (as definkeadvpeipon the terms and conditions of
this Agreement

(C) The Purchaser has offered to purchase the Bssiny reference to the Statutory Accounts (aseéfbelow)

NOW IT IS HEREBY AGREED as follow-

1. DEFINITIONS

1.1 In this Agreement the following words and exsiens have the following meanings unless incoasistith the context:

1.1.1 "AGREED LIABILITIES" the aggregate amountdinding VAT) owed by the Vendor at the Transfer ®at connection with the
Business to or in respect of trade creditors b#ioge creditors set out in Schedule 3 to be assbyéte Purchaser pursuant to Clause 5 and
in addition any liabilities to be included in the@pletion Accounts in connection with the Busin@mss excluding any liabilities relating to
any other division of the Vendor and also excluding costs or liabilities in connection with théesand purchase of the Business)

1.1.2 "ASSETS" all the property assets and rightb@Vendor used in the conduct of Business #éiseaTransfer Date to be bought and sold
pursuant to Clause 2.1 below

1.1.3 "BALANCE SHEET DATE" the 31st March 1997

1.1.4 "BUSINESS" the business carried on of desiggnanufacturing and distributing switching powepplies, uninterruptible power
supplies, and frequency converters for the comrakacid military



markets in the United Kingdom and Europe by thedéerat the Property under the name of Gresham PEBieetronics, (a division of the
Vendor)

1.1.5 "CASH CONSIDERATION" the meaning given in Géa 2.2
1.1.6 "COMPLETION" completion of the sale and pwsé of the Business and the Assets in accordarbeObguse 7

1.1.7 "COMPLETION ACCOUNTS" the accounts prepameaddécordance with Schedule 8 incorporating the t&seebe acquired under
clause 2.1 and the Agreed Liabilities

1.1.8 "COMPUTER SOFTWARE LICENSES" the computettwafe licences held by Vendor as listed in Apperidiagether with the
benefit of all guarantees given to the Vendor spext thereof or relating thereto

1.1.9 "CONTRACTS" the contracts and engagementiseo¥/endor in relation to the Business and the é&2antracts

1.1.10 "DEBTS" the aggregate amount (including VAWed to the Vendor at the Transfer Date in coriopatith goods and services
supplied in the Business by or in respect of tdelgtors including (but without limitation) thosede debtors set out in Schedule 4 and in
addition any debtors in connection with the Busintesbe included in the Completion Accounts to $signed to the Purchaser pursuant to a
Deed of Assignment of Debts in the agreed terms

1.1.11 "DISCLOSURE LETTER" the letter dated theeda¢reof and written and delivered by the Venddah&Purchaser in the agreed

terms
1.1.12 "EARN-OUT" the meaning given i n Clause 2.2

1.1.13 "EQUIPMENT" the loose equipmen t comprising furniture

plant and machinery computer hardware softwardrfalesfiling systems archives and other items lilsite Appendix 2
1.1.14 "EXCLUDED ASSETS" the assets listed in Cé&Bsvhich are owned by the Vendor and excluded fitwarsale
1.1.15 "EXCLUDED EMPLOYEES" means all employeesentthan Transferring Employees

1.1.16 "GOODWILL" the goodwill of the Vendor in coection with the Business including the exclusight for the Purchaser to represent
itself as carrying on the business in successidhad/endor, and under the name "Gresham Powetr&iécs", and/or "Gresham Power" and
all other trade names of the Business but excludihgther trading name



and styles of the Vendor including (but withoutiliation) the names "Gresham", "Gresham Lion Teabgy! and "Gresham Scientific
Instruments”

1.1.17 "INFORMATION" other than the Retained Reoall stationery promotional material brochuregsalublications advertising mate
terms of business and all other written or printexterial issued solely in connection with the Basmand owned by the Vendor

1.1.18 "INTELLECTUAL PROPERTY RIGHTS" all industtiand intellectual property rights know-how andeatinformation (including
that comprised in or derived from data, disks, $apeanuals, source code, flow-charts, catalogugsnastructions) relating to or owned by the
Vendor in respect of the Business and the seryicegded in connection therewith

1.1.19 "LEASE" the Lease of the Property brief detaf which are set out in Schedule 5 Part Il

1.1.20 "LEASE CONTRACTS" those contracts and ottmtractual arrangements (including, without limida, finance leases, but exclud
leases of real property) entered into by or on elidhe Vendor in connection with the Businessl arhich remain unperformed as at the
Transfer Date pursuant to which tangible assetd bgehe Vendor in or in connection with the Busimat that date (together "the Leased
Assets") have been supplied to or are held by #wddr on hire or other rental, lease, licence, pinehase, or in other terms such that title
thereto does not pass or has not passed to theo¥end

1.1.21 "LIABILITIES" the liabilities of the Vendaon relation to the Business outstanding at the Ji@mDate save for the Agreed Liabilities

1.1.22 "MANAGEMENT ACCOUNTS" the balance sheetloé Business made up as at 30{th} November 199ttamtrading and profit ar
loss account of the Vendor for the period of 8 rhergnded on that date and the balance sheet Bifiress made up as at 31 March 1997
and the trading and profit and loss account oféedor for the period of 12 months ended on th&t da

1.1.23 "THE PROPERTY" the leasehold property owngthe Vendor in Schedule 5 Part |
1.1.24 "PURCHASE PRICE" the total sum set out iauSk 2.2 for the purchase of the Assets

1.1.25 "PURCHASER'S GROUP" the holding companyheffPurchaser and all of the subsidiaries of sutifgocompany



1.1.26 "PURCHASER'S SOLICITORS" Messrs Joelson ®il& Co of 70 New Cavendish Street London W1M 8AT

1.1.27 "RECORDS" all sale and purchase recorddistscof customers, suppliers, agents, distribusmrs prospective customers, contracts,
correspondence, data, information reports, all gltascy reports prepared for the Vendor or its @angrs, personnel, payroll and National
Insurance records, orders for services and othakand records in whatever form the same are aiagd (including computer programm

in respect of the Business as are within the pgaessession or control of the Vendor and as may buisexcluding the Retained Records
any other records the Vendor is required to rataituding (without limit) all national insurance @AY records and all records which relate
both to the Business and other operations or bsséseof the Vendor

1.1.28 "RETAINED RECORDS" the records and otheruioents of the Vendor relating to the Business requio be maintained by the
Vendor by law

1.1.29 "REVERSIONER" the person or corporationtfa time being entitled to the reversion expeatanthe term granted by the Lease and
shall include any superior landlord and the fredbobf the Property

1.1.30 "THE STATUTORY ACCOUNTS" the draft balandeest of the Vendor incorporating the Business &i st March 1997 and the
draft profit and loss account of the Vendor incogiimg the Business for the period ended on theesdely and the notes to the said balance
sheet and the said profit and loss account formarg thereof and the directors' report and dratitats’ report a copy of which is containec
the Disclosure Schedule

1.1.31 "STOCK" all unsold products and stock imé&aaw materials and components and work in pregréthe Business at the Transfer
Date

1.1.32 "THIRD PARTY RIGHTS" rights of the Vendoraigst third parties arising out of the Busineseespect of manufacturer's or
supplier's warranties guarantees and other conababligations and assurances (express or imgledlation to Stock, Equipment and
Computer Software so far as the Vendor can askgsame but excluding any claim or right by the d6erin respect of taxation or insurance

1.1.33 "TRANSFER DATE" the date hereo f

1.1.34 "TRANSFERRING EMPLOYEES" the e mployees listed in
Schedule 2

1.1.35 "VAT RECORDS" all records rela ting to the Business

referred to in Section 49 of and Schedule 11 tovthiee Added Tax 199



1.1.36 "VENDOR'S GROUP" the holding company of Ytendor and all of the subsidiaries of such holdingipany

1.1.37 "VENDOR'S SCHEME" the pension scheme knosvtha Gresham Lion Technology Group Limited PenSicheme

1.1.38 "WVENDOR'S SOLICITORS" Rooks Rider, Challoktyuse, 19 Clerkenwell Close, London, EC1R ORR

1.1.39 "WARRANTIES" the warranties representatiand undertakings given by the Vendor set out ireflate 1 to this Agreement

1.2 The Schedules and Appendices form part ofAjieement and have the same force and effecteagitssly set out in the body of this
Agreement and any reference to this Agreementdssluhe Schedules, Appendices and the recitalsohere

1.3 In this Agreement and its Schedules:
1.3.1 words and expressions defined in the Compakits 1985-1989 bear the same respective meanings

1.3.2 reference to any statute or statutory promigicludes any statute or statutory provision Wwrdmends or replaces or has amended or
replaced it or which it has replaced and includessubordinate legislation made under the relestaitite except to the extent that any
amendment or modification enacted after today's datuld extend or increase the liability of the Wenunder the Warranties

1.3.3 the paragraph headings and index are forerefe purposes only and shall not affect interficeta
1.3.4 unless otherwise stated a reference to aelauschedule is a reference to the clause odstgheo numbered in this Agreement

1.3.5 unless the context otherwise requires warg®iting one gender include the other genders amwdsnimporting the singular include the
plural and vice versa

1.3.6 reference to a document "in agreed terma'réference to a document whose form has alreagly dgreed between the parties to this
Agreement and the proposed parties to that docuarght copy of which has been initialled by thoseigs to identify it



2. SALE AND PURCHASE OF THE BUSINESS

2.1 Subject to the provisions of this Agreement\feador shall sell and the Purchaser shall purchétseeffect from the Transfer Date the
Business as a going concern and the following sasgdhe Business for the following sums:

2.1.1 the Goodwill for the sum equal to the Cashsiteration the Earn-out and the Agreed Liabilitesss the amounts calculated in
accordance with clauses 2.1.2 to clause 2.1.10

2.1.2the Leasefor the sum of $1

2.1.3 the Equipment for the sum determined in ataoce with the Completion Accounts

2.1.4 the benefit (subject to the bu rden) of the Contracts
for the sum of $1

2.1.5 the benefit (subject to the bu rden) of the Computer
Software Licences (including for the avoidance of d oubt the benefit of all
guarantees given to the Vendor in respect thereof o r relating thereto) for

the sum of $1
2.1.6 the Records for the sum of $1

2.1.7 the Stock for the sum determin ed in accordance with the
Completion Accounts

2.1.8 Third Party Rights for the sum of $1

2.1.9 the Debts for the sum determin ed in accordance with the
Completion Accounts

2.1.10 without in any way limiting th e generality of the

foregoing all other assets (if any) of the Vendbwhbatever nature employed in the Business at thasfer Date for the sum of $1

2.2 The Purchaser shall pay to the Vendor as ceratidn for the sale of the Business as a goingawnand the Assets US$2.7million on the
Transfer Date ("the Cash Consideration™) and sudinér sum as may be payable pursuant to SchedtileeBEarn-out")

3. EXCLUDED ASSETS AND LIABILITIES

There shall be excluded from the sale and purcbBe Business and retained by the Ven



3.1 all the statutory books and statutory recofdh®Vendor and the Retained Records

3.2 any amounts recoverable by the Vendor in résgfdaxation paid or payable by the Vendor in aaection with matters or events occurri
on or before the Transfer Date

3.3 cash in hand and at bank and all cheques &ed s¢curities representing the same

3.4 the rights to use, assign, licence or gratitsigver any trade or service mark of the Vendany member of the Vendor save for
"Gresham Power Electronics" and/or "Gresham Power"

3.5 all other assets, rights and benefits of thedde save for the Assets
3.6theLiabilities
4. VALUE ADDED TAX

4.1 The parties intend that Section 49 of the V&ldded Tax Act 1994 and Article 5 of the Value Addeax (Special Provisions) Order 18
shall apply to the transfer of the Business anchtréies shall use all reasonable endeavours toedtat the sale of the Business as a going
concern is treated as neither a supply of goods.smpply of services for the purposes of VAT

4.2 The consideration shall be exclusive of anyu¢ahdded Tax

4.3 In the event that VAT is chargeable on thesfeanof the whole or any part of the Business pamsto this Agreement the Purchaser shall
pay within sufficient time for the Vendor to payceVAT in due time to the Vendor (in addition tetbonsideration referred to in Clause 2.2)
an amount equal to the VAT payable in respect efttansfer following delivery by the Vendor to therchaser of tax invoices in respect of
the purchase price (or such part that attracts VAT)

4.4 The Purchaser hereby undertakes to preseriéAtiieRecords for such periods as are required tydad, upon reasonable notice but ¢
during normal business hours, to permit the Vemuats duly authorised representatives to inspedtat the Vendor's costs to make copies of
the VAT records

4.5 The Purchaser shall pay to the Vendor a suralégsuch part of the Debts paid to the Purchaseepresents value added tax ("Output
VAT") The Vendor shall pay to the Purchaser a sgoeéto such part of the Agreed Liabilities paidthg Purchaser as represents value
added tax ("Input VAT") Within seven days of thedef each calendar month the Purchaser shall dativilne Vendor an account of the
Output VAT agains



the Input VAT and any balance thereunder shallusahd payable within seven days thereafter Anyutésrelating to such account shall be
determined in accordance with clause 6.7 whichl gipglly, mutatis mutandis

5. DEBTS AND LIABILITIES
5.1 The Vendor shall assign the Debts to the Pesrhan the Transfer Date by executing a Deed oigAsgent in the agreed terms

5.2 The Vendor shall be solely responsible for iartthe ordinary course of business shall dischétigd.iabilities and notwithstanding
Completion shall be responsible for all debts péyaly and claims accruing or outstanding agairistiielation to the Business at the Transfer
Date (save for the Agreed Liabilities) In relatimnany claim made by a third party the Vendor withmptly give notice thereof to the
Purchaser and will not take any steps which migasonably be expected to damage the commercie¢stgeof the Purchaser without prior
consultation with and the approval of the Purchaséto be unreasonably withheld or delayed

5.3 The Purchaser shall be responsible for disehairthe Agreed Liabilities in accordance with thterms and for the avoidance of doubt
where it is determined in accordance with Sche8utet any listed Liability in Schedule 3 should have been An Agreed Liability then
such liability shall be deleted from the AgreedHiiies for all the purposes of this Agreement dnadtreated as a Liability

5.4 The Purchaser shall fully and effectively inafynand keep indemnified the Vendor on demandregjaill demands, claims, liabilities,
costs and expenses properly incurred by it inigxab the Agreed Liabilities

6. RISK AND LIABILITIES
6.1 The assets rights and property to be sold putdo this Agreement shall be at the sole risthefPurchaser from the Transfer Date

6.2 Save for Agreed Liabilities and the other odiligns of the Purchaser assumed hereunder the ¥haedeby undertakes to indemnify and
hold harmless the Purchaser from and against ashyalan

6.2.1 losses costs liabilities and expenses armin@f or in connection with the ownership or garg on of the Business arising or relating to
all periods up to Completion and any and all adisuits proceedings claims demands assessmentdsaaval judgements in respect thereto
and (save in respect of work in progress and wstiiil products and any steps required to be takémeldyurchaser under Clause :



6.2.2 liabilities arising under or in respect dfantractual commitments entered into by the Veridoespect of the Business (save as
provided in Clause 2.1.4 in respect of the Congdact

6.3 The Purchaser covenants with the Vendor thaitlipay, satisfy, discharge, and fulfil all costdaims, expenses, liabilities, obligations
undertakings whatsoever relating to the Businessspect of any period commencing on the Transéte nd will indemnify and hold
harmless the Vendor in respect of the same

6.4 Ater the Transfer Date the Purchaser shall mwegtischarge all claims for fulfilment of warrgstgiven by the Vendor in relation to the
Business to customers which have been disclostw:tBurchaser or are normal warranties to be givéme ordinary course of the Business
which arise after that date in respect of prodsotd or supplied or services provided by the Verukdore the Transfer Date and the Purct
shall indemnify the Vendor against all reasonablet€and liabilities incurred by the Vendor undeshswarranties

6.5 All rents, rates, gas, water, electricity agldphone charges and other outgoings relating pagable in respect of the Business up to the
Transfer Date shall be borne by the Vendor andas the Transfer Date shall be borne by the Puestesd all rents, royalties and other
periodical payments receivable in respect of theifass after that time shall belong to and be daytatthe Purchaser. Such outgoings and
payments receivable shall if necessary be appedi@ccordingly, provided that any such outgoinggayments receivable which are
referable to the extent of the use of any propermyght shall be apportioned according to the eixté such use

6.6 Where any amounts fall to be apportioned uttdsrAgreement, the Vendor shall provide the Pusehavith full details of the
apportionments, together with supporting vouchersimilar documentation, and in the absence ofudesthe appropriate payment shall be
made by or to the Vendor forthwith. If the amouhany apportionment is in dispute, the provisioh€lause 6.7 shall apply for resolving the
dispute and the amount determined in accordandethat clause shall be paid within 14 days of thednination, together with interest
calculated on a daily basis (as well after as leefiodgment), from the Transfer Date until the datactual payment, at the rate of one per
per annum above the base rate from time to tinkaoélays Bank PLC

6.7 Any dispute with respect to the determinatibthe value of any apportionments under Clauseshal be referred for final settlement 1

firm of chartered accountants nominated jointlytty Vendor and the Purchaser or, failing such natian within 14 days after request by

either the Vendor or the Purchaser, nominatedeatefjuest of either of them by the President fertiime being of the Institute of Chartered
Accountants in England and Wales. The accounté#uati Ise entitled to call for and inspect the wotkjpapers of the Vendor's auditors and
such



other documents as they may reasonably considessawy. In making their determination, the accaustahall act as experts and not as
arbitrators, their decision shall (in the absenfcmanifest error) be final and binding on the pestand their fees shall be borne and paid b
Vendor and the Purchaser in such proportions aadbeuntants determine

6.8 The Vendor shall be granted by the Purchageright during normal business hours to inspeatasonable notice the Retained Records
and all the Records relating to the Business wihiehvendor considers necessary to consider sudbrtiguments provided that the Vendor
shall keep the same confidential and not divulgdisclose the same save as required by law

6.9 The Purchaser shall maintain all such of th@iRed Records which are delivered to it on Conigutetor a period of not less than 7 years
from the Transfer Date

7. COMPLETION

7.1 Completion of the sale and purchase of theri&ssi shall take place at 10.00am. on the Transfer & the offices of the Purchaser's
Solicitors or at such other place as the partieg agaee whereupon the transactions set out in €laisshall take place

7.2 The Vendor shall deliver or cause to be dedigep the Purchaser:
7.2.1 an assignment of the Goodwill and the Intélial Property Rights in the agreed terms duly etextby the Vendor

7.2.2 an assignment of the Debts in the agreed flulpnexecuted by the Vendor together with a latiehe agreed form the Vendor to the
Purchaser confirming the assignment is executegénow

7.2.3 the Equipment and all other of the Assetsrasapable of passing by delivery

7.2.4 such documents as shall be reasonably negessappropriate to complete the sale and purchi#ee Assets and vest title in them in
the Purchaser

7.2.5 the Records and VAT records an d copies of the PAYE and
NI records

7.2.6 the Stock



7.2.7 the Contracts which the Vendor hereby assigns to the
Purchaser

7.2.8 the Information
7.2.9 the Computer Software Licences

7.2.10 an assignment of the Lease and Reversioner's consent

relating to the Assignment of the Lease if ava#abl

7.2.11 deeds of release in respect of all chargetyages debentures and other security interesaétext by the Company or to which any of
the Assets are subject in terms satisfactory tdtirehaser

7.2.12 transfer documents in respect of motor Vesiincluded in the Leased Assets

7.2.13 a duly executed re-assignment by Alex Lawineited of all book debts relating to the Businassl confirmation that the deed of
charge has been released

7.3 The Purchaser shall not be obliged to complhetgourchase of any of the Assets unless the pseabiaall the Assets is completed in
accordance with this Agreement

7.4 The Vendor undertakes with the Purchaser tovathe Purchaser on reasonable notice accessctipis of such of the books and records
of the Business relating to the period before Catih as the Purchaser may reasonably requiredier &0 comply with any legal obligations
imposed on the Purchaser after Completion and #reldr undertakes to procure that Messrs. J. Haresd D. Weidenbaum shall give such
reasonable assistance to the Purchaser as slagjtded by the Purchaser and the Vendor after thestar Date to facilitate the transition of
the Business to the Purchaser including if requaelsyethe Purchaser attending meetings with custewfethe Business

7.5 At Completion the Purchaser shall pay the @atsideration to the Vendor's Solicitors on bebthe Vendor by electronic funds
transfer and the receipt of the Vendor's Solicisdrall be a good discharge for such payment

7.6 On or before 4th February 1998 the Purchassl gy the sum of US$600,000 ("the E®nt Security Deposit") into a US Dollar inter
bearing deposit account opened in the joint narh#seodvendor's Solicitors and the Purchaser's g8ofcwhose respective partners will be
sole parties authorised to operate such acc



7.7 The Earn-Out Security Deposit shall be appliely against the obligations of the Purchaser fotha Earn-Out The Vendor and the
Purchaser shall irrevocably instruct in writing ¥endor's Solicitors and the Purchaser's Solicitespectively to deal with the Earn-Out
Security Deposit in accordance with this clause @dadse 7.8

7.8 Any payments required to be made under Sch&dsihall be made out of the Earn-Out Security Ditosl for the avoidance of doubt all
interest that accrues on the Earn-out Security Biepball be for the benefit of the Purchaser aswbadingly the Vendor and the Purchaser
shall instruct in writing the Vendor's Solicitonscathe Purchaser's Solicitors respectively to déhl the interest accordingly

8. TITLE
8.1 The Lease shall be assigned by the Vendort®tinchaser pursuant to the terms and conditidreusén Schedule 6

8.2 The Vendor shall take all necessary steps andrglly co-operate fully with the Purchaser toueaghat it obtains the full benefit of the
Business and the Assets and shall execute suclngmtsl and take such other steps as are reasorestggsary or appropriate for vesting its
rights and interests in the Business and the Agsét® Purchaser and as requested by the Purchaser

8.3 In so far as the Assets comprise the benefii@fontracts or the Computer Software Licencestwtannot be effectively assigned to the
Purchaser without the consent of a third partyxaept by agreement or novation:-

8.3.1. the Vendor and the Purchaser shall useationable endeavours to obtain such consent intorgeocure a novation;

8.3.2 unless and until such consent is obtainethgrsuch contract is novated the Purchaser shratsfown benefit and to the extent that such
Contracts or Computer Software Licences (as the cas/ be) permit perform on behalf of the Vendat tire Vendor shall hold the relevant
Contract or Computer Software Licence as baredeufsr the Purchaser (and subject to 8.3.3) forarikideration and shall sub-contract any
work arising from the Contracts to the Purchasehéointent that the Vendor does not benefit from €ontracts

8.3.3 if and to the extent that any Contract inooages a prohibition against holding on trust of agency arrangement, pending the obtai

of such consents, the Vendor and the Purchasemalte such other arrangements between themselveayalse permissible to implement so
far as possible the effect of the transfer of thedjit and the burden of such Contracts to thetager to the intent that the Vendor does not
benefit from the Contrac



8.4 The Purchaser shall indemnify and hold harntlesd/endor against all costs, claims, liabilitse®sl expenses arising out of the Contracts
(but not in the event that the same arises fromeadh or default by the Vendor) or the Computetv@&nfe Licence after the Transfer Date

8.5 The Purchaser will in so far as it is able predhe Vendor is reimbursed as soon as possillénaamny event within 28 days the sum of
<pound-sterling>18,250 in respect of monies depddily it with Barclays Bank PLC in relation to afpemance guarantee to Bazan Naval
Shipyard

9. WARRANTIES BY THE VENDOR

9.1 The Vendor warrants to the Purchaser that sutgjamatters fairly disclosed in the Disclosurdteeand in this Agreement the Warranties
set out in Schedule 1 are true and accurate matirial respects

9.2 Subject to the provisions of Schedule 7 thetsigind remedies of the Purchaser in respect obaach of the Warranties shall not be
affected by Completion, by the Purchaser failingsxtercise or delaying the exercise of any of gbts or remedies or by any other event or
matter whatsoever

9.3 Where any Warranty refers to the awareness@wledge information and belief of the Vendor thendor undertakes that it has made
reasonable and proper enquiry into the subjectemattthat Warranty save where otherwise stated

9.4 If the Vendor pays to the Purchaser an amaurgspect of a breach of the Warranties and then@ser subsequently recovers from a
party a sum which is in respect of that breachPthiehaser shall forthwith pay to the Vendor so mofctihe amount paid by the Vendor as
does not exceed the sum recovered from the thitgt fgess all reasonable costs charges and exparaesed by the Purchaser in recovering
that sum from the third party and any applicable ta

9.5 The liability of the Vendor in respect of theaanties shall be subject to the provisions ofeScle 7

9.6 The Purchaser confirms it is not aware of @ty 6r matter relating to the Business which waridble it to bring a claim for breach of
warranty

10. EMPLOYEES

10.1 The parties declare that it is their intentioait the contracts of employment of the TrangfigriEmployees shall be transferred to the
Purchaser pursuant to the Transfer of UndertakiRgstection of Employment) Regulations 1981 (“tregBations™) with effect from
Completion



10.2 All salaries and other emoluments includingiamal insurance payments relating to the TransfgrEmployees shall be borne by the
Vendor up to Completion and by the Purchaser tfitereand all necessary apportionments shall be made

10.3 The Vendor shall indemnify the Purchaser ajaach and every cost claim liability expenseamand which relates to or arises out of
any act or omission by the Vendor or any other ewenccurrence prior to the date of Completion aith the Purchaser may incur in
relation to any contract of employment and colieztigreements concerning the Transferring Emplogeesiant to the operation of
Regulations including without limitation any suclatter relating to or arising out of:

10.3.1 the Vendor's rights powers duties and/dilitees under or in connection with any such cantrof employment and any such collect
agreements (which rights powers duties and/orliiags are or will be transferred to the Purchaeseaccordance with the Regulations)

10.3.2 anything done or omitted before the dat€ahpletion by or in relation to the Vendor in restpef any contract of employment or any
such collective agreements or any person emplayétki Business which is deemed to have been doomitted by or in relation to the
Purchaser in accordance with the Regulations

10.3.3 the Vendor's failure to pay to any TrangfigrEmployee any sums due in respect of the pgmimt to the Transfer Date

10.3.4 any claim by any trade union staff assamiatir staff body recognised by the Vendor or Tramsfg Employees in respect of all or any
of the Transferring Employees arising out of thentfer's failure to comply with its legal obligatiottssuch trade unions or staff associations
or bodies or Transferring Employees

10.3.5 any claim by any of the Excluded Employeaesny other former existing or future employeeha Vendor (other than Transferring
Employees) against the Purchaser concerning dingle any matter whatever

10.4 The Vendor will instruct the pension schemmiadstrator to note the name of the new employahefTransferring Employees and the
Vendor shall cease to make any contributions froenTtransfer Date

10.5 The Purchaser shall indemnify the Vendor agjaach and every cost claim liability expenseamand arising from any fact or event in
relation to a Transferring Employee occurring after date of Completion and against any claim éolundancy payments or protective
awards and any liability for wrongful dismissalwnrfair dismissal o



otherwise in connection with the transfer of thepayment of the Transferring Employees to the Pasehn
11. VENDOR'S UNDERTAKINGS

For the purpose of assuring to the Purchaser thbdoefit of the Business the Vendor covenantéwie Purchaser that the Vendor shall not
and the Vendor shall procure that each companydn/endor's Group shall not:-

11.1 use in any way, for their own account or tbeoant of any other party, nor disclose to anydtipiarty, Confidential Information relating
to the Business or any clients or customers oBlliginess or any Assets or information which arestitgect of this Agreement save as may
be required by law or which enters the public don{dirough no fault of the Vendor)

11.2 publish any technical descriptions of Conftédrinformation beyond those published and auseatifor disclosure by the Purchaser ¢
as may be required by law or which enters the puddimain (through no fault of the Vendor)

11.3 for three (3) years following the Transfer &adither on its own account or through any otleesgn anywhere within the United
Kingdom or Europe, unless otherwise authorisechkyRurchaser in writing

11.3.1 solicit interfere with or endeavour to eatiway from the Purchaser any person who is ndvasiduring the last two (2) years
preceding the Transfer Date been a client or custamemployee of the Vendor in relation to the iBess

11.3.2 participate in the ownership, managemergraijfon, or control of, or have any financial ietstrin or be connected with, or engage i
aid or knowingly assist anyone else, in the condfieiny business activities involving the desigevelopment, manufacture, or distributior
switching power supplies, uninterruptible powerigs, or frequency converters for the commerciahditary markets

12. GUARANTEES

12.1 In consideration of the Purchaser entering tinis Agreement the Gresham Guarantor hereby gtesrsithe due and full performance by
the Vendor of its duties obligations and undertgkionder this Agreement and hereby undertake®tBdinchaser that if the Vendor shall fail

in any respect to fulfil or shall be in breach of/af its duties obligations warranties represéaiat covenants or undertakings the Purchaser
shall be at liberty to act and the Gresham Guarattall be liable as if it were the party princlgddlound thereb



12.2 In consideration as aforesaid the Greshamaatmrhereby covenants with the Purchaser thatlitndemnify and at all times hereafter
keep the Purchaser fully indemnified against alb&s damages costs and expenses which may besthousuffered by it by reason of any
default on the part of the Vendor in making therpagts and in performing and observing the agreesyamd conditions on its part herein
contained

12.3 The Gresham Guarantor hereby agrees thatuyytligation covenant warranty agreement or utadkéng expressed in this Agreement
or in the Schedules to be a duty obligation coveneamranty agreement or undertaking of the Ventiati$e and be construed as a duty
obligations covenant warranty agreement and urklagaf the Gresham Guarantor and the Vendor jpiatid severally

12.4 The guarantee herein contained shall be @acamg security and shall not be affected by ametior indulgence granted by the Purch.
to the Vendor

12.5 Each reference herein to the Gresham Guarsinétirbe deemed to include its successors allhaimvshall be bound by the provision
hereof

12.6 In consideration of the Vendor entering ittis tAgreement the Digital Guarantor hereby guaesithe due and full performance by the
Purchaser of its duties obligations and undertakingder this Agreement and hereby undertakes tgehdor that if the Purchaser shall fail
in any respect to fulfil or shall be in breach of/af its duties obligations representations comgmar undertakings the Vendor shall be at
liberty to act and the Digital Guarantor shall iadle as if it were the party principally bound ribiey

12.7 In consideration as aforesaid the Digital @otor hereby covenants with the Vendor that it imilemnify and at all times hereafter keep
the Vendor fully indemnified against all losses @da@s costs and expenses which may be incurredferesiiby it by reason of any default
the part of the Purchaser in making the paymerdsraperforming and observing the agreements anditions on its part herein contained

12.8 The Digital Guarantor hereby agrees that arny dbligation covenant warranty agreement or utadkérg expressed in this Agreement or
in the Schedules to be a duty obligation covengréement or undertaking of the Purchaser shalhbdéba construed as a duty obligations
covenant warranty agreement and undertaking dbth#al Guarantor and the Purchaser jointly ancesaly

12.9 The guarantee herein contained shall be ancimg security and shall not be affected by amyetior indulgence granted by the Vendc
the Purchaser

12.10 Each reference herein to the Digital Guarastiall be deemed to include its successors allhafm shall be bound by the provision
hereof



13. GENERALLY

13.1.1 Except as required by law no announcemédrntederms of this Agreement shall be made byayy without the consent of the
others and pending any agreed announcement eagtshall use its best endeavours to keep the sanfaential

13.1.2 The exercise of or the failure to exercisgrégght (including a right of rescission) confatren any party by this Agreement shall not
constitute a waiver of that or any other right@medy available to that party

13.1.3 If any provision of this Agreement is helddny competent authority to be invalid or unenéadale in whole or in part this Agreement
shall continue to be valid as to its other provisiand the remainder of the affected provision

13.1.4 This Agreement shall be governed by andtooed in accordance with English law and the paiitievocably submit to the exclusive
jurisdiction of the English Courts and waive anyeation to proceedings in such courts on groundgeafie or on the grounds tt
proceedings have been brought in an inconvenigatrfo

13.2 All obligations which remain to be performdtbathe date of Completion shall continue in folice and effect notwithstanding
Completion and shall not merge in the assurantieet®urchaser

13.3 This Agreement shall be binding upon and efarrthe benefit of the successors of the partigshall not be assignable, save that the
Purchaser may at any time assign all or any patiefssets

13.4 This Agreement, together with any documerfesied to in it, constitutes the whole agreemeitvben the parties relating to its subject
matter and supersedes and extinguishes any pefisdagreements, undertakings, representatiorsamges, assurances and arrangements o
any nature, whether in writing or oral, relatingstech subject matter

13.5 The Purchaser acknowledges that it has natindeced to enter into this Agreement by any regméation, warranty, promise or
assurance by the Vendor or any other person sathdse contained in this Agreement. The Purchageres that (except in respect of fraud)
it shall have no right or remedy in respect of sgfyresentation, warranty, promise or assurancefsawieose contained in this Agreement

13.6 No variation of this Agreement shall be effezunless made in writing and signed by each efgdrties



13.7 Each party shall bear its own costs arisirtgpbor in connection with the preparation, negidia and implementation of this Agreement
14. NOTICES

Any notice, request, instruction or other docunrequired to be given hereunder by any party hesletdl be in writing and shall be deeme
have been given upon the earlier of (a) receighbyparty entitled to such notice, or (b) five déglowing deposit in the U.S. mail, certified
or registered mail, postage prepaid:

(a) If to Vendor, addressed as follows:

Daniel Weidenbaum

Gresham Lion Technology Limited, Challoner House,
Clerkenwell Close,

London, EC1R ORR

with a copy to:

Chris Cooke,

Rooks Rider,

Challoner House,

19 Clerkenwell Close,
London, EC1R ORR, U.K.

(b) If to Purchaser, addressed as follows:

Robert Smith,

Digital Power Corporation,
41920 Christy Street,
Fremont,

California, 94538-3158, U.S.A.

with copies to:

Daniel B. Eng,

Bartel Eng Linn & Schroder,
300 Capitol Mall,

Suite 1100,

Sacramento,

California, 95814, U.S.A



Sheldon A. Cordell,
Joelson Wilson & Co.,

70 New Cavendish Street,
London, W1M 8AT, U.K.

(c) if to the Gresham Guarantor, addressed asasllo

Gresham Lion Technology Group Limited, Challoneusie,
Clerkenwell Close,
London, EC1R ORR

if to the Digital Guarantor, addressed as follows:

(d) Robert Smith, Digital Power Corporation, 4192risty Street, Fremont, California, 94538-31585 4.

or to such other individual or address as any pagtgto may designate for itself following the giyiof prior written notice as provided her
15. PROCESS AGENT

The Digital Guarantor appoints Joelson Wilson &@@0 New Cavendish Street London W1M 8AT as itscpss agent to receive on its
behalf service of process in any proceedings indmgService upon the process agent shall be gawits upon the Digital Guarantor
whether or not it is forwarded to and receivedhmy Digital Guarantor if for any reason the procagsnt ceases to be able to act as process
agent, or no longer has an address in England itfisDGuarantor irrevocably agrees to appoint lassitute process agent with an address in
England acceptable to the Vendor and to delivénéo/endor a copy of the substitute process agattsptance of that appointment withir
days In the event that the Digital Guarantor faileppoint a substitute process agent it shalfffeetéese service for the Vendor to serve the
process upon the last known address in Englanigeofist known process agent for the Digital Guarambtified to the Vendor,
notwithstanding that such process agent is no lofaymd at such address or has ceased to act

AS WITNESS the hands of the Parties the day andfirshabove writter



SCHEDULE 8

EARN-OUT and NAV ADJUSTMENT

1.1  In this Schedule the following words and ph
next to them:

rases have the meanings

"Accountants" The Purch aser's Accountants and the
Vendor's Accountants

"Additional Consideration" Any sums payable under paragraph
12 of thi s Schedule

"Completion NAV" The sum ¢ alculated in accordance with
paragraph 2.3 of this Schedule

"Earn-out” Any sum p ayable as Additional
Considera tion under paragraph 12 of
this Sche dule

"Earn-out Period" The twelv e month period commencing on
1 April 1 997 and ending on 31 March
1998

"EBIT" The aggre gate of the unaudited profit
of the Bu siness before Vendor Group
Charges, interest and taxation for the
period fr om 1 April 1997 to Completion
("Complet ion EBIT") extracted from the
Completio n Accounts and the unaudited
profit be fore Purchaser Group Charges,
interest and taxation for the period
from Comp letion to 31 March 1998
("Post-Co mpletion EBIT") extracted
from the Post Completion Accounts of
the Busin ess

"Group Charges" All direc tors fees and emoluments and
all relat ed costs (other than any
chargesi n respect of Chris Schofield
and any o ther executive manager or
employee of the Business) management
or admini stration charges and any
other cos ts not directly related to

the Busin

ess whether normal or



exception
the Vendo
Group.

"Independent Accountant” A firm of

"NAV"

"Operation Premises"

"Post Completion NAV"

"Vendor Operation”

agreed by
Purchaser
within 21
requestin
on the ap
(followin
the Presi
the Insti
Accountan

In relati
value of
Business
Debts and
the Agree
the Compl
relation
assets an
nature th
Post Comp
may be

The Prope
which any
carried o
are trans
premises
Purchaser
Kingdom

The sum ¢
paragraph

The Busin
Purchaser
Operation

(A) for the avoidance of doubt EBIT and
excludes (without limit);

1.2.1 interest payable or receivable in r
other costs or returns on capital e
similar nature but excluding any im
leasing equipment;

al levied on the Business by
r's Group or the Purchaser's

independent accountants
the Vendor and the

or in default of agreement
days of either party

g an appointment appointed
plication of either party

g notice to the other) by
dent for the time being of
tute of Chartered

ts in England and Wales

on to the Completion NAV the
the fixed assets of the

as at the Transfer Date, the
the Stock less the value of

d Liabilities extracted from
etion Accounts, or in

to Post Completion NAV

d liabilities similar in

ereto as extracted from the
letion Accounts as the case

rty and any premises to
activity is presently

n at or from the Property
ferred and any other

of the Purchaser or the

's Group within the United

alculated in accordance with
5 of this Schedule

ess as transferred to the
conducted at and from the
Premises prior to Completion

(where appropriate) NAV
elation to the Business or

mployed and any payment of a
puted interest on hiring and



1.2.2 any tax levied or measured by profi
and any provision for deferred taxa
additional or substitute tax on any

1.2.3 emoluments and all related costs an
nominee of any member of the Purcha
the Purchaser;

1.2.4 any expenses arising out of or in ¢
calculations and reports to be prod
Schedule;

12.5 Group Charges;

1.2.6 any charges or expenses relating to
Business by the Purchaser including
or expenses of solicitors or accoun
costs which would not have been inc
been sold; and

1.2 (B) The amounts set out in the Schedule
Messrs. Moores Rowland and annexed
from the Completion Accounts and fr
quantum thereof for the purpose of
Accounts and EBIT shall be subject
Accountants in order to comply with
accounting principles and failing a
determined by the Independent Accou
provisions in Clauses 4 to 11 below

ts (including corporation tax
tion and any similar or
capital gains);

d expenses payable to any
ser's Group to the board of

onnection with the
uced pursuant to this

the acquisition of the

(but without limit) charges
tants and any professional
urred had the Business not

of Adjustment prepared by
hereto shall be excluded
om EBIT save that the

the Post Completion

to agreement between the
generally accepted UK
greement as shall be
ntants (applying the

)

1.3 It shall be an overriding principle in relatitmthe calculation of NAV and EBIT that the caktibn shall be on a fair and equitable basis
representing a fair and equitable apportionmeimi@ime and costs incurred in relation to the Ver@peration prior to Completion and the
Purchase Operation thereafter and having regattketbenefit reasonably expected to be derived ftmmmatter in respect of which the
income is earned and the expenditure as charg#uebyendor Operation and the Purchaser Operatitimeilzarn-Out Period.

2.1 The Vendor shall procure that unaudited accoard prepared for the Business incorporatingdhelts of the Business for the period
commencing 1 April 1997 and ending at midnight @January 1998 and a balance sheet of the Busimzading a statement of Agreed
Liabilities and Debtors at that date ("the CompletAccounts"). The Completion Accounts will be paegd in accordance with generally
accepted UK accounting principles and on the samséstand utilizing consistent with the same pai@dopted by the Management Accounts
and passed to the Purchaser within 30 days of Gaplfor approval by the Purchas



2.2 For the purposes of the preparation of the Gefiop Accounts and the Post Completion Accoungsvilue of Stock shall be ascertained
in accordance with the provisions of this paragraph

2.2.1 The Vendor and the Purchaser shall cause a f ull stocktaking of
the Stock to be made on the first working da y following
Completion and within 3 working days followi ng 31 March 1998;

2.2.2 Unless otherwise agreed by the parties such stocktaking shall
consist of a physical check of the amount, q uality and condition
of Stock situated at the Operation Premises at Completion or

31 March 1998 (as the case may be);

2.2.3 Stock shall be valued on the same basis as u sed in the Statutory
Accounts.

2.3 Completion NAV shall consist of the sum of tadue of the fixed assets of the Business as afthiesfer Date the Debts and the Stock
less the value of the Agreed Liabilities.

3.1 As soon as the Completion Accounts shall haenlprepared the Vendor shall send a copy to theh®ser together with all such worki
papers used in connection with the preparatioh@tame as it is necessary or appropriate to uaderand agree the Completion Accounts
and shall in addition, and at the same time, seride Purchaser its calculation of the CompletigxVN

3.2 Unless the Purchaser shall within 30 days adip of the Completion accounts serve a noticgriting on the Vendor that it objects to
Completion Accounts (identifying the reason for afpjection and the amount(s) or item(s) in the Cletign accounts and/or calculation
which is/are in dispute) (such natification beifay, the purposes of this Paragraph, an “Objectiotdd') the Purchaser shall be deemed to
have agreed to the Completion Accounts and the déndalculation of the Completion NAV for all pages of this Agreement.

3.3 If, within the period referred to in paragrapB, the Purchaser shall give the Vendor an Olgjedtiotice then the Purchaser and the
Vendor shall use their best endeavors to reacteagget upon adjustments to the draft Completion Aot®and the value of the Completion
NAV.

3.4 In the event that the Vendor and the Purcteseunable to reach agreement within 30 days fatigwervice of the Object Notice, either
the Vendor or the Purchaser shall be entitledfer the matter or matters in dispute to an Indepahédccountant. Suc



Independent Accountant shall act as expert nohaslatrator and shall determine the matter or engtin dispute and certify the Completion
NAV accordingly and whose decision shall, savehimevent of fraud or manifest error be binding. €bst of the Independent Account:
shall be borne equally by the Vendor and the Pseha

3.5 If the Purchaser accepts, or is deemed to §dbap the said draft complies with Paragraphe?\tendor shall sign a report to the effect
that the Completion Accounts comply with Paragrapir (if Paragraph 3.4 shall apply) the final daffthe Completion Accounts as
determined by the Independent Accountant shalhe&Completion Accounts for the purposes of thiseggnent and shall be final and binding
on the parties.

3.6 When the Completion Accounts have become bindire Cash Consideration shall forthwith:
3.6.1 be increased by US$1.6284 for each poundhbafompletion NAV exceeds GB<pound-sterling>1,000; or (as the case may be)
3.6.2 be reduced by US$1.6284 for each pound tlea€ompletion NAV is less than GB<pound-sterlind#0,000.

3.7 Any increase or reduction in the Cash Constaerahall be paid by the Purchaser or the Vendsmappropriate) within 7 days after the
Completion Accounts have become binding as afademadl any amount not paid when due shall carryastdaccrued daily) at the rate of
cent above the lease rate of Barclays Bank plc fioma to time.

4 The Purchaser shall procure that the unauditeduts for the Business for the period from Comfeto 31 March 1998 and a balance
sheet of the Business at that date ("the Post GaiiaplAccounts") are prepared and passed to theldfemithin 30 days of the end of that
period. The Post Completion Accounts shall appbelsaand policies of accounting consistent to tlhpgdied in the Completion Accounts ¢
shall disregard any items of an extraordinary etioapl or unusual nature.

5 The Purchaser will procure that the PurchasarsbéAntants will review the Completion Accounts &éimel Post Completion Accounts and
calculate the EBIT and the Post Completion NAV ée@dance with this Schedule and issue a cerii¢dhe Certificate") within 30 days of
receipt of the Post Completion Accounts.

6 For the purpose of calculating the Post Compieid\V:



10

11

6.1 all consideration and costs, expenses
in respect of the acquisition of the B
back for the purposes of calculating t

6.2 any reduction in the Post Completion N
any of the provisions of paragraph 14
be added back to the Post Completion N

The Vendor may be notice to the Purchaser d
of receipt by the Vendor of the Certificate
calculation of the EBIT and/or the Post Com
(including the Post Completion Accounts on
based) be reviewed by the Vendor's Accounta

The Purchaser's and Vendor's Accountants sh
any matters relating to the Certificate not
within 56 days of the Vendor's Accountants

If the Purchaser's and Vendor's Accountants
matter referred to in paragraph 6 of this S
specified in it the matter in dispute shall
Independent Accountant (acting as expert) f
decision of the Independent Accountant's on
them shall (except in the case of manifest
binding on the accountants and the parties.
Independent Accountants shall be borne equa
and the Purchaser.

The parties shall procure that the Purchase
Accountants and any Independent Accountants
working papers prepared by the Purchaser an
and explanations they may reasonably reques
respective functions under this Schedule.

Upon the agreement of (or determination und
matter disputed) the EBIT the parties shall
Accountants jointly sign (on the basis of a
and deliver to the Vendor and Purchaser a r
amount of EBIT.

12.1 The Purchaser shall pay to the Vendor an ad

in the sum of:

12.1.1 US$1.15 for every one pound of EBIT
sterling>250,000 up to a maximum pa

and other sums payable
usiness shall be added
he Post Completion NAV;

AV caused by a breach of
of this Schedule shall
AV.

elivered within 30 days
require that the

pletion NAV in it

which the calculation is
nts.

all endeavor to agree
agreed between them
completing their review.

fail to agree any
chedule within the time
be referred to the
or determination. The
any matter referred to
error) be final and

The costs of the
lly between the Vendor

r's and Vendor's

are given access to all
d given any information
t to carry out their

er paragraph 7 of any
procure that the

ny such determination)
eport confirming the

ditional consideration

in excess of <pound-
yment of US$300,000; and



12.1.2 US$300,000 in the event that the Post Cainpl®&AV equals or exceeds <pound-sterling>1,606,00

12.2

13

14

In the event that the Post Completion NAV i
sterling>1,606,000 any payment due under cl
reduced by US$1.6284 for each pound by whic
NAYV is less than <pound-sterling>1,606,000
under clause 12.1.2 is extinguished.

Any Additional Consideration payable to the

13.1 if the Vendor agrees the figures for
NAYV set out in the Certificate or do
under paragraph 9 of this Schedule w
delivery of the Certificate to the V

13.2 if the Vendor requires a review unde
Schedule the Purchaser shall:

13.2.1 pay the amount of such Addit
payable in accordance with t
Purchaser's Accountants of t
Completion NAV within 7 days
Vendor that a review is requ

13.2.2 pay any balance of that cons
7 days of the delivery of th
Purchaser and interest on th
sum specified in paragraph 1
of payment of that balance a
above the base rate of Barcl
time to time.

The Purchaser acknowledges that (having reg
which the Consideration for the Business ha
Vendor has a legitimate interest in ensurin
of the Business for the Earn-Out Period as
reasonably be achieved by the Purchaser (ha
Purchasers legitimate interest in establish
business for the Business in the long term)
Purchaser and the Digital Guarantor underta
with the Vendor that during the Earn Out Pe

14.1 they will use their best endeavors t
the Business;

s less than <pound-
ause 12.1 shall be

h the Post Completion
until any payment due

Vendor shall be paid:

EBIT and Post Completion
es not require a review
ithin 14 days of the
endor;

r paragraph 9 of this

ional Consideration as is
he calculation by the

he relevant EBIT and Post
of being notified by the
ired;

ideration (if any) within

e Accountants Report to the
at balance from the date the
3.2.1 above down to the date
t the rate of one percent

ays Bank plc current from

ard to the manner in

s been calculated) the

g that the EBIT and NAV
high as may fairly and
ving due regard to the
ing a stable and secure

. Accordingly, the

ke jointly and severally
riod:

0 promote the business of



14.2 they will not do anything with the intention
affecting the business or the EBIT or NAV;

14.3 they will not develop or seek to develop any
competitive with that of the Business;

14.4 they will not transfer, divert or direct the
customer or client or any potential customer
Business elsewhere or seek to do so;

14.5 they will not seek to transfer or divert or
any orders or enquiries for products or serv
from the Business;

14.6 they will use their best endeavors to mainta
of the Business in terms of fixed assets (in
plant and equipment) and financial facilitie
reasonable satisfaction of the vendor being
for the purposes of the Business than as mai
Vendor prior to Completion;

14.7 they will provide the Business will access t
management and other facilities of the Purch
basis no less beneficial to the conduct of t
that provided to any other members of the Pu

14.8 the Digital Guarantor only undertakes that i
the previous written consent of the Vendor p
of the Purchaser (save to another member of
Group). (For the purposes of this sub-parag
("Company A") shall be deemed to part with ¢
("Company B") if as a result of any transact
transactions or arrangements whether or not
transfer of shares in the relevant company o
shares in any Company A ceases (either direc
to be the holder of shares representing the
equity share capital of Company B held at co

14.9 they will not sell or procure the sale or ot
the whole or any substantial part of the Bus
current assets disposed of in the normal cou

14.10 to procure that the Purchaser does not pass
into voluntary liquidation (except if the Pu
time insolvent and a licensed insolvency pra
liquidation by reason of insolvency);

of adversely
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14.11 to procure that the Purchaser makes no mater
alteration in the nature scope or conduct of

14.12 to procure that Chris Schofield whilst so wi
employed by the Purchaser on the terms of hi
and that if the employer named in the Servic
claims to be entitled to terminate the Servi
the Vendor to take effect before the end of
it shall not do so unless agreed by the Vend

14.13 to procure that the EBIT is not adversely af
management or similar charge or by any trans
which is not or would not on the basis that
Operation were a separate undertaking to any
division of the Purchaser's Group) be a bona
transaction or arrangement on arms-length te

14.14 It will not materially alter the number of e
Business or make any increase in the emolume
of the Business (including without limitatio
contribution to pensions or in benefits prov
holiday entitlement) which would have an adv

14.15 not to procure or permit any capital expendi
the Business except:

14.15.1 as is reasonably required to compl
provisions in the legal obligation
in any of the covenants (including
any lease) of premises occupied by
as disclosed to and approved by th
approval not to be unreasonably wi

14.15.2 as is reasonably required to repla
equipment as it comes to the end o
working life and in accordance wit
adopted by the Business immediatel
Completion or as the Vendor otherw
(such agreement not to be unreason
or delayed) and not to incur capit

in excess of <pound-sterli
prior consent of the Vendor (such
be unreasonably withheld or delaye
event of such consent any costs or

ial adverse
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with such expenditure shal | be added back for the

purpose of calculating EBI T and NAV;
14.15.3 to procure that any goods or services provided
to or in respect of the Bu siness whether by any
member of the Purchaser's Group or any third party
are provided on terms no | ess beneficial to the
recipient than any similar goods or services are
provided to any other memb er of the Purchaser's
Group; and
14.15.4 to procure that the Pur chaser does not depart
from the ordinary cours e of the conduct of the
Business as conducted b y the Vendor.

12.6 To procure that all shipments and deliverie s are made no later than
their due date for shipment or delivery res pectively.

15  The Purchaser shall procure that the Vendor is given access to the
Operations Premises during the compilation of the Completion
Accounts and the Post Completion Accounts a nd participation in such
compilation and any information it may reas onably request to enable
it to understand the basis on which Post Co mpletion EBIT and Post

Completion NAV is being calculated.

16  The Vendor shall procure that the Purchaser is given any information
it may reasonably request to enable it to u nderstand the basis on
which the Completion Accounts and the Pre-C ompletion EBIT and Completion

NAV is being calculated.
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