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DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, CA 94538

(510) 657-2635

To the Shareholders of Digital Power Corporation:

You are cordially invited to attend the Annual Megt(the "Meeting") of the Shareholders of DigiRdwer Corporation ("Digital") which wi
be held on Wednesday, May 20, 1998, at 10:00 &atific Time), at the Newark-Fremont Hilton Hotetated at 39900 Balentine Drive,
Newark, California 9456(

The accompanying Notice of the Annual Meeting @& 8hareholders and Proxy Statement contain theeraatt be considered and acted
upon, and you should read such material carefully.

The Proxy Statement contains important informatoncerning the following two matters: (i) the elentof the Board of Directors of Digite
and (ii) the adoption of the Digital Power Corpaat1998 Stock Option Plan. In addition, sharehdeay transact such other business as
may properly come before the Meeting or any adjoant thereof. | urge you to give these matters ytnse attention.

We hope you will be able to attend the Meeting, Bytou cannot do so, it is important that youas#s be represented. Accordingly, we urge
you to mark, sign, date, and return the enclosegyppromptly. You may, of course, revoke your prafkyou attend the meeting and chot
to vote in person.

Sincerely,
Robert O. Smith President

April 24, 1998



DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, California 94538
(510) 657-2635

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON WEDNESDAY, MAY 20, 1998

NOTICE IS HEREBY GIVEN that the Annual Meeting ¢ifet Shareholders of Digital Power Corporation, d@f@alia corporation ("Digital’
or the "Company"), will be held on Wednesday, M@y 2998, at 10:00 a.m. (Pacific Time), at the Néwremont Hilton Hotel located at
39900 Balentine Drive, Newark, California 94560, tiee following purposes, all of which are more qdetely discussed in the accompan
Proxy Statement:

1. To elect five (5) directors to serve one-yeamteor until their successors have been electedjaalified;
2. To adopt the Digital Power Corporation 1998 &t@ption Plan; and
3. To transact such other business as may propenhe before the meeting or any adjournments thereof

All of the above-matters are more fully describedhie accompanying Proxy Statement. Only sharel®loferecord at the close of business
on April 3, 1998, are entitled to notice of andstie at the Annual Meeting of the Shareholders.

BY ORDER OF THE BOARD OF DIRECTORS

PHILIP G. SWANY,
Secretary

Fremont, California
April 24, 1998

YOU ARE CORDIALLY INVITED TO ATTEND DIGITAL'S ANNUAL MEETING OF SHAREHOLDERS. IT IS IMPORTANT THAT
YOUR SHARES BE REPRESENTED REGARDLESS OF THE NUMBERQU OWN. EVEN IF YOU PLAN TO BE PRESENT AT THE
ANNUAL MEETING, YOU ARE URGED TO COMPLETE, SIGN, DRE, AND RETURN THE ENCLOSED PROXY PROMPTLY IN
THE ENVELOPE PROVIDED. IF YOU ATTEND THE MEETING, ¥U MAY VOTE EITHER IN PERSON OR BY PROXY. ANY
PROXY GIVEN MAY BE REVOKED BY YOU IN WRITING OR INPERSON AT ANY TIME PRIOR TO THE EXERCISE THEREC



PROXY STATEMENT OF
DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, CA 94538
(510) 657-2635

INFORMATION CONCERNING THE SOLICITATION

This Proxy Statement is furnished to the sharemsld&Digital Power Corporation ("Digital” or th€bmpany") in connection with the
solicitation of proxies on behalf of Digital's Boanf Directors for use at Digital's Annual Meetiofthe Shareholders (the "Meeting”) to be
held on Wednesday, May 20, 1998, at 10:00 a.m.f{fdéme), at the Newark-Fremont Hilton Hotel, lted at 39900 Balentine Drive,
Newark, California 94560, and at any and all adjougnts thereof. Only shareholders of record onlApr1998, will be entitled to notice
and to vote at the Meeting.

The proxy solicited hereby, if properly signed aatlirned to Digital and not revoked prior to ite uwill be voted at the Meeting in
accordance with the instructions contained thetémo contrary instructions are given, each prosgeived will be voted "FOR" each of the
five nominees for the Board of Directors, "FOR" #igproval of Proposal No. 2, and, at the proxy édddiscretion, on such other matters, if
any, which may come before the Meeting (including proposal to adjourn the Meeting). Any sharehotfeing a proxy has the power to
revoke it at any time before it is exercised byfi(ing with Digital written notice of its revocain addressed to Philip G. Swany, Corporate
Secretary, Digital Power Corporation, 41920 Christseet, Fremont, California 94538; (ii) submittiagluly executed proxy bearing a later
date; or (iii) appearing at the Meeting and givihg Corporate Secretary notice of his or her im@rto vote in person.

This solicitation of proxies is being made by Dadjg Board of Directors. Digital will bear the emticost of preparing, assembling, printing,
and mailing proxy materials furnished by the Boaf®irectors to shareholders. In addition to thkc#ation of proxies by use of the mail,
some of the officers, directors, employees, andhtagef Digital may, without additional compensatisnlicit proxies by telephone or perso
interview, the cost of which Digital will also bedbigital will reimburse banks, brokerage housesl ather custodians, nominees, and
fiduciaries for their reasonable expenses in fodivay these proxy materials to shareholders whaszk $h Digital is held of record by such
entities. In addition, Digital may use the servioéidividuals or companies it does not regulahgploy in connection with this solicitation
of proxies if management determines it to be adhesa

A copy of Digital's Annual Report on Form 10-KSH fbe year ended December 31, 1997, accompang&Ptbky Statement.
This Proxy Statement and form of proxy were firgiiled to shareholders on or about April 24, 1998.
RECORD DATE AND VOTING RIGHTS

Digital is authorized to issue up to 5,000,000 shaf Common Stock, no par value. As of April 39892,700,685 shares of Common Stock
were issued and outstanding. No shares of prefstomtk are outstanding. Each share of Common Stioak be entitled to one vote on all
matters submitted fc



shareholder approval. The record date for detertioimaf shareholders entitled to notice of and atevat the Meeting is April 3, 1998.

The five nominees receiving the highest numberodés shall be elected as directors. The affirmatote of a majority of the Common Stock
represented and voting at the Meeting is necessapprove Proposal No. 2.

All properly executed proxies delivered pursuarthie solicitation and not revoked will be votedla@ Annual Meeting in accordance with
the directions given. Regarding the election oéctiors, shareholders may vote in favor of all naas) or withhold their votes as to all
nominees, or withhold their votes as to specifimirees, by following the instructions on the enebbgroxy card. With respect to the
adoption of the Digital Power Corporation 1998 &tQption Plan, shareholders may vote in favor cdgainst the proposal, or may abstain
from voting, by specifying their choice as indighten the enclosed proxy card. If no specific inginns are given with respect to any matter
to be voted on, the shares represented by a sfgoasgl will be voted FOR the election of the Boamtsninees and FOR the adoption of the
Digital Power Corporation 1998 Stock Option PlaireBtors will be elected from nominees receiving ttighest number of affirmative votes
cast by the holders of Digital's Common Stock,nv@iin person or by proxy at the Annual Meeting, addption of the Digital Power
Corporation 1998 Stock Option Plan will require #ffirmative vote of the holders of a majority bktshares of Common Stock of Digital
voting on such adoption in person or by proxy atAmnual Meeting. Thus abstentions, because thitp&counted in determining whether a
quorum is present for the vote on both matterd,hae no effect on the election of directors, Wwilt have the effect of a no vote for the
adoption of the Digital Power Corporation 1998 Kt@ption Plan. Similarly, broker non-votes are atsonted towards a quorum but are not
counted for any purpose in determining whether tianaas been approved, and will have the sameteffean abstention.

On any matter submitted to the vote of the shadshslother than the election of directors, eactddrabf Common Stock will be entitled to
one vote, in person or by proxy, for each shat@a@mhmon Stock held of record on Digital's books fathe record date. In connection with 1
election of directors, shares may be voted cumudhtj but only for persons whose names have besreglin nomination prior to the voting
for election of directors and only if the sharetasltiolding such shares has given notice at the Alnvieeting, prior to such voting, of his or
her intention to vote cumulatively. (Notice of int®n to vote cumulatively may not be given by siynmarking and returning a proxy.) If a
Company shareholder gives such notice, then ateslotders eligible to vote will be entitled to culete their votes in voting for election of
directors. Cumulative voting allows a shareholdecdst a number of votes equal to the number akshzeld in his or her name as of the
record date, multiplied by the number of directorbe elected. All of these votes may be castrfigrane nominee, or they may be distributed
among as many nominees as the shareholder seBsdihominees receiving the highest number ofrafftive votes, up to the number of
directors to be elected, shall be elected.

If one of Digital's shareholders gives notice démtion to vote cumulatively, the persons holdimg proxies solicited by the Board of
Directors will exercise their cumulative voting kg, at their discretion, to vote the shares thagl m such a way as to ensure the election of
as many of the Board's nominees as they deem pmsEhis discretion and authority of the proxy testelmay be withheld by checking the
box on the proxy card marked "withhold from all riages." Such an instruction, however, will alsoyddre proxyholders the authority to
vote for any or all of the nominees of the BoardDakctors, even if cumulative voting is not calked at the Annual Meeting, although it will
not prevent the proxyholders from voting, at thtigcretion, for any other person whose name mayrdgerly placed in nomination at the
Annual Meeting



A shareholder may choose to withhold from the phmtglers the authority to vote for any of the indiv&l candidates for the Board of
Directors by marking the appropriate box on thexproard and striking out the names of the disfast@@&ndidates as they appear on the p
card. In that event, the proxyholders will not casy of the shareholder's votes for candidates &hames have been crossed out, whether or
not cumulative voting is called for at the Annuagéding, but they will retain the authority to vébe the candidates nominated by the Board
of Directors whose names have not been struckaogt for any other candidates who may be propentyinated at the Annual Meeting. If a
shareholder wishes to specify the manner in whislohher votes are allocated in the event of catiué voting, he or she must appear and
vote in person at the Annual Meeting. Ballots w#l available at the Annual Meeting for personsrdesio vote in person.

PROPOSAL NO. 1
ELECTION OF DIRECTORS

Five (5) directors are to be elected at the Mee#agh to serve until the next Annual Meeting antil his successor shall be elected and
qualified or until his earlier death, resignationremoval. Messrs. Edward L. Lammerding, PhiliplMe, and Claude Adkins, who had each
previously served as a director of the Companyretigng, and therefore are not seeking reeledi®directors of the Company. None of the
nominees for director was selected pursuant teaarangement or understanding other than with thexttirs and officers of Digital acting
within their capacities as such. There are no fanelationships between any of the directors aratetive officers of Digital. The following
table sets forth the persons nominated by the Bofldrectors for election as director and certaiiormation with respect to those persons.

NAME AGE PRI NCIPAL OCCUPATION AND BACKGROUND FOR THE PAST FIVE
YEA RS

Robert O. Smith 53 Chi ef Executive Officer and Director since 1989 a nd
Pre sident since May 1996. From 1980 to 1989 various ly
ser ved as Vice President/Group Controller of Pow er
Con version Group, General Manager of Compower Divisio n,
and President of Boschert subsidiary, of Comput er
Pro ducts, Inc., manufacturer of power conversi on
pro ducts and industrial automation systems. Receiv ed
B.S . in Business Administration from Ohio University a nd
com pleted course work in M.B.A. program at Kent Sta te
Uni versity.

Chris Schofield 41 Man aging Director of Digital Power Limited since Janua ry
199 8. Director and General Manager of Gresham Pow er
Gro up from 1995 to 1998. From 1988 to 1995, Director of
Uni ted Kingdom Operations of the Oxford Investme nt

Gro up.



Thomas W. O'Neil, Jr. 68 Dir ector since 1991. Certified Public Accountant a nd

Par tner since 1991 of Schultze, Wallace and O'Nei I,
CPA s. Retired as Partner, from 1955 to 1991, of KP MG
Pea t Marwick. Director of California Exposition a nd
Sta te Fair; Director of Regional Credit Associatio n;
Dir ector of Alternative Technology Resources, In C.
Gra duate of St. Mary's College and member of the S t.
Mar y's College Board of Regents.

Scott C. McDonald 44 Dir ector of CIDCO Incorporated, a communications a nd
inf ormation delivery company since November 1996. Fr om
Oct ober 1993 to January 1997, Executive Vice Presiden t,
Chi ef Operating and Financial Officer of CIDCO. Fr om
Mar ch 1993 to September 1993, President, Chief Operati ng
and Financial Officer of PSI Integration, Inc. Fr om
Feb ruary 1989 to February 1993, Chief Financial Offic er
and Vice President, Finance of Administration of
Int egrated System, Inc. Received B.S. in Accounti ng
fro m The University of Akron and M.B.A. from Golden Ga te
Uni versity.

Robert J. Boschert 61 Bus iness consultant for small high-growth technolo ay
com panies. Director since 1990 of Hytek Microsystem S,
Inc . From June 1986 until June 1998, served as
con sultant to Union Technology. Founder of Boscher t,
Inc . Retired as a member of the board of directors in
198 4. Received B.S. in Electrical Engineering fr om
Uni versity of Missouri.

COMMITTEES OF THE BOARD; MEETINGS AND ATTENDANCE

The Board has an Audit Committee and a Compens@tiionmittee. The Audit Committee currently consiftdlessrs. Lammerding, O'Neil,
and Lee, and the Compensation Committee considtkes$rs. O'Neil and Lee. The Board does not haVerainating Committee. The
primary functions of the Audit Committee are toisav the scope and results of audits by the Compangtependent auditors, the Company's
internal accounting controls, the non-audit serwigerformed by the independent accountants, anclodteof accounting services. The
Compensation Committee administers the Compan@6é S8ock Option Plan

(and will administer the Company's 1998 Stock Qpfan upon its adoption)

and approves compensation, remuneration, and ireaarrangements for officers and employees ofxbmpany. It is anticipated that the
Audit Committee and the Compensation Committee eaifisist of Messrs. O'Neil, McDonald and Boschéterahe Meeting.

The Board met eleven times during 1997, and thetALmmmittee and the Compensation Committee eadrometime during 1997. Each
director attended at least seve-five percent of the meetings of the Board and efabmmittees upon which he serv



COMPENSATION OF DIRECTORS

During fiscal 1997, nommployee directors were paid $2,000 per meetinterAfayment for two meetings, this fee was terneidatnd, in liet
of fees, noremployee directors were granted options to acdud@00 shares of Common Stock at the fair markieevat the date of grant.
addition, board members are reimbursed for outemkpt expenses. For 1998, subject to board apprivvabnticipated that non-employee
directors shall receive per annum $10,000 to be gaarterly and options to purchase 10,000 shdr€smmon Stock.

VOTE REQUIRED FOR THE ELECTION OF DIRECTORS

Directors will be elected from the nominees reaegvihe highest number of affirmative votes of thares of Common Stock present and
voting at the Meeting. Each share of Common Stolkklvis represented, in person or by proxy, atMleeting will be accorded one vote on
each nominee for director, unless one or more bb#ders express an intention to exercise the ofbtimulative voting, in which case all
shares will be accorded the cumulative voting 8glagscribed under the caption "Record Date anchgdights," above.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT SHAREHOLDERS VOTE FOR
ALL OF THE FIVE (5) ABOVE-LISTED NOMINEES.

PROPOSAL NO. 2
ADOPTION OF DIGITAL POWER CORPORATION
1998 STOCK OPTION PLAN

The Board of Directors has adopted the Digital RoB@rporation 1998 Stock Option Plan (the "199&Plasubject to approval by the
Company's shareholders. The Board of Directorebed that the existence of a stock option planhwli/aluable to the Company as a means
for promoting employee loyalty and strengtheningittentity of interests of employees and sharehmsldéherefore, the Board of Directors is
recommending that shareholders approve the 1998 tia principal features of which are summarizethe paragraphs below. Under the
terms of the 1998 Plan, Mr. Schofield has beentgrhstock options to purchase 40,000 shares a¢imepany's common stock at $6.25 per
share and Mr. Swany has been granted stock optigmsrchase 20,000 shares of the Company's comtook at $6.125 per share. Further,
Messrs. Lammerding, O'Neil and Lee have been egmited option to purchase 10,000 shares of Comrtumk &t $6.25 per share. These
exercise prices for stock options granted repretbentair market value of the Company's commonkstocthe dates of grant. The stock
options already granted under the 1998 Plan aijecuio shareholder approval.

PURPOSE. The Company adopted the 1998 Plan tefttetain, and motivate officers, employees, doecand consultants of the Company
and its subsidiaries, by giving them all the oppwoitty to acquire ownership in the Company, thengisiilling in them the same goals as the
Company's other equity owners.

SHARES SUBJECT TO THE 1998 PLAN. A total of 240,&ares of the Company's common stock may be igaursdant to the 1998
Plan, subject to adjustments for changes in thefaoiyis capitalization or for



reorganization. As discussed below, the 1998 Rlan"dual plan" which provides for the grant oftbnbn-qualified stock options and
incentive stock options, as defined by the InteRevenue Code.

ELIGIBILITY. The Administrator shall determine tohem stock options may be granted. The Company'sogegs, executive officers,
directors and consultants are eligible for stoctappgrants. Directors or consultants who are nbitime officers or employees of the
Company may only receive non- statutory stock aygimot incentive stock options.

OPERATION OF THE 1998 PLAN. Subject to the oversighd review of the Board of Directors, generalhg 1998 Plan shall be
administered by the Administrator which shall cehsif a committee of the Board of Directors to@shich administration of the 1998 Plan
has been delegated. The Administrator's deternoimatith respect to whom stock options shall be grdushall be based upon the contribu
by the particular officer, director, or employeeconsultant to the successful conduct of the Coryiparperations through his or her
judgment, interest, ability, and special effortheTAdministrator shall also determine whether &ngto the fu-timed salaried officer or
employee incentive stock options or non-statuttoglsoptions. However, any stock options designasgethcentive stock options that are
subsequently determined to not qualify shall themléemed to be non- statutory stock options. Nopl@yae directors or consultants may
only be granted non-statutory stock options.

The grant date, the number of shares covered Isyoak option and the terms and conditions for égerof stock options including vesting, if
any, shall be determined by the Administrator, sabjo the 1998 Plan requirements. The Board céddirs shall determine the grant date
number of shares covered by an stock option antethes and conditions for exercise of stock optimnise granted to members of the
Administrator.

A stock option agreement setting forth any othentg conditions, and restrictions, as determindgtatliscretion of the Administrator, which
agreement shall be consistent with the terms oL €88 Plan, shall be issued upon each grant afck siption.

To the extent the right to purchase shares hasdestder a participant's stock option agreemeniprmpmay be exercised from time to time
by delivering payment therefor in cash or checgether with written notice to the Secretary of Eagidentifying the option or part thereof
being exercised and specifying the number of shfareshich payment is being tendered. Digital sldalliver to the optionee, without transfer
or issue tax to the optionee, a certificate orifiemtes for such shares dated the date the opti@ns validly exercised. The certificate(s) shall
be delivered at the principal office of Digital such other place as shall be mutually acceptatéds dption covers both incentive and non-
statutory stock options, separate stock certifcated option agreements will be issued and executed

Upon the termination of an optionee's status asffézer or employee of Digital due to DEATH or DISALITY, such optionee's
representative or estate, or such optionee, sha# the right for a period of twelve months follogiithe date of such death or disability to
exercise the option to the extent the optioneeamtiled to exercise such option on the date obiiteonee’'s death or disability, provided the
actual date of exercise is not after the expiratibthe term of the option.

If for any reason other than death or disabilityoationee ceases to be employed by or to be atdiretDigital, options held on the date of
such termination (to the extent then exercisabley be exercised, in whole or in part, at any tinitaiw three months after the date of such
termination ol



such lesser period specified in the option agreéiffrert in no event after the earlier of (i) the gapon date of the option as set forth in the
option agreement, and (ii) ten years from the gdaé).

If an optionee granted an incentive stock optiomieates employment but continues as a consuliavtsor, or in a similar capacity to
Digital, the optionee need not exercise the optvhin three months of termination of employment blnall be entitled to exercise within
three months of termination of services to Digftaie year in the event of death or disability). leoer, if the optionee does not exercise
within three months of termination of employmehg bption will not qualify as an incentive stockiop.

NONTRANSFERABILITY. Each stock option granted shadl transferable only by will or by the laws of dexst and distribution, and sh
be exercisable only by the optionee during theoogte's lifetime. The optionee shall have no rigista shareholder with respect to any shares
until the date of issuance of a stock certificatesuch shares.

ADJUSTMENT OF SHARES. The shares of common stocRigftal subject to the options shall be approglatdjusted by the Board of
Directors in the event of a reorganization, mergensolidation, recapitalization, reclassificatistgck split, stock dividend, etc. In the event
of a dissolution or liquidation of Digital, a mergeonsolidation, combination, or reorganizatiominich Digital is not the surviving
corporation, or a sale of substantially all of #ssets of Digital, any outstanding option shalldmee fully vested immediately upon Digital's
public announcement of any of the foregoing.

SUMMARY OF FEDERAL INCOME TAX CONSEQUENCES. The 1®®lan is a "dual plan" in that it provides for tirant of both non-
qualified stock options and incentive stock options

NON-QUALIFIED OPTIONS. In general, the grant of anct@ption under the 1998 Plan that is designatexramn-qualified stock option
will not result in taxable income to the optionédhe time of grant.

In general, an optionee will recognize ordinaryoime in an amount equal to the excess of the faikeb@alue of the shares at the time of
exercise over the stock option price.

The Company will be entitled to tax deductionshia same amounts and at the same times as thagantitakes amounts into income. The
Optionee's cost basis in the acquired shares wilhb same as the fair market value of the shardéiseodate they are valued to determine
taxable income.

INCENTIVE STOCK OPTIONS. The grant of an stock optunder the 1998 Plan that is designated as antine stock option will not
result in taxable income to the optionee at theetirhthe grant nor at the time of exercise if thguirements of Section 422 of the Internal
Revenue Code are met. The optionee will, howeeeqgnize taxable income in the year in which trereh purchased under the Incentive
stock option are sold or otherwise made the subjedisposition.

For federal income tax purposes, dispositions aidatl into two categories: qualifying and disgbafig. If the participant makes a
disqualifying disposition of the purchased shatiesn the Company will be entitled to an incomedaguction for the taxable year in which
such disposition occurs equal to the amount by kthe fair market value of such shares on the tii@stock option was exercised exceeded
the stock option price. The Company will not beatd a deduction with respect to the optionee'$ifgurey disposition of the purchased
shares



Upon the exercise of any stock option, Digital shale the right to require the optionee to remibigital an amount sufficient to satisfy all
federal, state, and local withholding tax requiratsegrior to the delivery of any certificate or tifizates for shares of Common Stock. Upon
the disposition of any Common Stock acquired byetkercise of a stock option, Digital shall have rilght to require the optionee to remit to
Digital an amount sufficient to satisfy all federstiate, and local withholding tax requirementa asndition to the registration of the transfer
of such Common Stock on its books. Whenever paysremet to be made by Digital, such payments shaleb®f any amounts sufficient to
satisfy all federal, state, and local withholdiag tequirements.

AMENDMENT AND TERMINATION. No amendments may be netb the 1998 Plan that materially increases timefits accruing to
participants under the 1998 Plan without sharel@geroval. In substantially all other aspects,1B88 Plan can be amended by the Boal
Directors. With certain exceptions, the Board afedtors shall have complete authority to termimatamend the 1998 Plan. If not terminated
earlier by the Board of Directors, the 1998 Plah terminate automatically in or around May, 2008e termination of the 1998 Plan shall
not alter the vesting provisions or any other temsondition of any stock option granted priortie termination of the 1998 Plan.

VOTE REQUIRED FOR ADOPTION OF 1998 PLAN
The affirmative vote of the majority of shares aim@mon Stock represented and voting at the Meesimgquired to approve Proposal No. 2.
THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOT E FOR THE APPROVAL OF
THE DIGITAL POWER CORPORATION 1998 STOCK OPTION PLA N.
COMPLIANCE WITH SECTION 16(A) OF THE SECURITIES EXC HANGE ACT OF 1934

Section 16(a) of the Securities Exchange Act ofA1@Rjuires Digital's directors, executive officeaad persons who own more than 10% of
Digital's outstanding Common Stock to file repat®wnership and changes in ownership with the JBifectors, executive officers, and
shareholders of more the 10% of Digital's CommatiSare required by SEC regulations to furnish @igiith copies of the Section 16(a)
forms they file.

Based solely on a review of the copies of such fofumnished to Digital, or written representatitimat such filings were not required, Digital
believes that, during the calendar year 1997, edtiSn 16(a) filing requirements applicable todisectors and officers were complied wi



EXECUTIVE OFFICERS

NAME AGE
Robert O. Smith, 53
President and Chief Executive Officer

Chris Schofield, 41
Managing Director,
Digital Power Limited

Philip G. Swany, 48
Chief Financial Officer

The name, age and description of the executiveafiof Digital and its subsidiaries are listecblel

OFFICE AND BACKGROUND
See "Election of Directors"

See "Election of Directors"
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in 1981. In February 1992, he le
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EXECUTIVE COMPENSATION.

Executive officers are appointed by, and servlatliscretion of, the Board of Directors. ExceptRobert O. Smith, the Company's
President and Chief Executive Officer, the Complaay no employment agreements with any of its ekexofficers. The following table se
forth the compensation of the Company's PresidethiChief Executive Officer during the past threarge No other officer received annual
compensation in excess of $100,000 during the fi88al year.

SUMMARY COMPENSATI ON TABLE
Long Term Com pensation
Annual Awards Payouts
Compensation
Restricted Securities LTIP  All Other
Name and Other Annual Stock  Underlying Payouts Compensa-
Principal Year Salary Compensa tion ($) Award(s) ($) Options (#) ($) tion
Position
Robert O. Smith 1997 $150,000 $ 0 $0 100,000{(1)} $0 $0
President and CEO 1996 $110,000 $ 0 $0 61,500{(2)} $0 $0
1995 $105,000 $ 0 $0 0 $0 $0

(1) Pursuant to his employment contract, in Jand88y7, Mr. Smith received options to acquire 100,8Bares of Common Stock at $5.4375
per share. These options expire in January 2007.

(2) In August 1996, Mr. Smith received options tojaire 61,500 shares of Common Stock at $1.80hmrespursuant to the 1996 Stock
Option Plan. The options are subject to a-year vesting perioc



Effective October 1, 1996, the Company and Mr. Sraiitered into an employment contract which terteman December 31, 1999. Under
the terms of Mr. Smith's employment contract, Mmith shall serve as President and Chief Executiffie€ of the Company and his salary
shall be $175,000 per annum effective on Januat®48, and increasing to $200,000 per annum byaksriy 1999. Mr. Smith's salary for
1997 was $150,000. In addition, pursuant to Mr.tBmicontract, he shall have the right to receivéhe first business day of each January
during the term of his contract options to acqui®®,000 shares of Common Stock at the lower of atar&lue as of such date or the average
closing price for the first six months of each yefhis contract. Finally, pursuant to Mr. Smitetaployment contract, in the event there is a
change in control of the Company, Mr. Smith shallgbanted a five year consulting contract at $200fer year.

The following table sets forth the options grartedir. Smith during the past fiscal year.

OPTION GRANTS IN LAST FISCAL YEAR

| ndividual Grants

% of Total Options
Number of Securities Granted to Exercise or
Underlying Options Em ployees in Fiscal Base Price Expiration
Name Granted (#) Year ($/Sh) Date
Robert O. Smith 100,000 72.46% $5.4375 January 2007

The following table sets forth Mr. Smith's fiscaar end option values. No options were exercisellibysmith during 1997.

AGGREGATED OPTION EXERCISES IN L AST FISCAL YEAR
AND FISCAL YEAR-END OPTIO N VALUES
Number of Unexercised Value of Unexercised In-
Options at FY-End (#)  the- Money Options
atF Y-End ($){(1)}
Shares Acquired on Exercisable/ Ex ercisable/
Name Exercise (#) Valu e Realized ($) Unexercisable un exercisable

Robert O. Smith None None 298,400 Exercisable/ $1, 189,000/

0 Unexercisable $0

(1) Market price at December 31, 1997, for a slkui@mmmon stock was $6.625.

STOCK PLANS

EMPLOYEE STOCK PURCHASE PLAN. The Company has add@n Employee Stock Ownership Plan ("ESOP") irfaromity with

ERISA requirements. As of December 31, 1997, th@ESwns, in the aggregate, 173,000 shares of thgp@ay's Common Stock. In June
1996, the ESOP entered into a $500,000 loan withJ8ae National bank to finance the purchase aesh@ahe Company has guaranteed the
repayment of the loan, and it is intended that Camycontributions to the ESOP will be used to piiyhe loan. All employees ¢



the Company participate in the ESOP on the badisvef of compensation and length of service. Bigiition in the ESOP is subject to
vesting over a six- year period. The shares ofbepany's Common Stock owned by the ESOP are \ngtéioe ESOP trustees. Mr. Smith,
President and Chief Executive Officer of the Conmypasmone of two trustees of the ESOP.

1996 STOCK OPTION PLAN. The Company has establigh#896 Stock Option Plan (the "1996 Plan"). Thippse of the 1996 Plan is to
encourage stock ownership by employees, officerd,directors of the Company to give them a greagesonal interest in the success of the
business and to provide an added incentive to moatio advance in their employment by or serviagléoCompany. A total of 513,000
options are authorized to be issued under the Bfamhich 483,500 options have already been isstlied.1996 Plan provides for the grant of
either incentive or non-statutory stock optionse Bixercise price of any incentive stock option tgdmunder the 1996 Plan may not be less
than 100% of the fair market value of the Commarckbf the Company on the date of grant. The fairkat value for which an optionee
may be granted incentive stock options in any cdegear may not exceed $100,000. Shares subjegtitms under the 1996 Plan may be
purchased for cash. Unless otherwise provided &Bthard, an option granted under the 1996 Plardrc&sable for ten years. The 1996 Plan
is administered by the Compensation Committee whashdiscretion to determine optionees, the numbsiares to be covered by each
option, the exercise schedule, and other termieobptions. The 1996 Plan may be amended, suspendiedminated by the Board but no
such action may impair rights under a previoushnged option. Each incentive stock option is exsataiie, during the lifetime of the optionee,
only so long as the optionee remains employed éyCthmpany. No option is transferrable by the ogeather than by will or the laws of
descent and distribution.

OTHER STOCK OPTIONS

The Company, as of December 31, 1997, has outsiguaghtions to acquire 179,500 shares of Commork&tb$1.80 per share and option
acquire 86,900 shares of Common Stock at $.50i@eesThese options were granted to employees in1983 and are now fully vested.

401(K) PLAN

The Company has adopted a tax-qualified employ@iagaand retirement plan (the "401(k) Plan"), whiiznerally covers all of the
Company's full-time employees. Pursuant to the KiOR[an, employees may make voluntary contributionthe 401(k) Plan up to a
maximum of six percent of eligible compensatione3é deferred amounts are contributed to the 4®1ék). The

401(k) Plan permits, but does not require, additionatching and Company contributions on behaRlah participants. The Company
matches contributions at the rate of $.25 for eé&lcBO0 contributed. The Company can also make disoary contributions. The 401(k) Plan
is intended to qualify under Sections 401(k) anti(dpof the Internal Revenue Code of 1986, as aetgkrdontributions to such a qualified
plan are deductible to the Company when made aitidenghe contributions nor the income earned as¢hcontributions is taxable to Plan
participants until withdrawn. All 401(k) Plan coilntions are credited to separate accounts magdamtrust.

PRINCIPAL SHAREHOLDERS

The following table sets forth, as of April 3, 19@@rtain information with respect to the benefiolnership of shares of Digital Common
Stock by all shareholders known by Digital to be beneficial owners of more than five percent efdltstanding shares of such Common
Stock, all directors an



executive officers of Digital individually, and alirectors and all executive officers of Digitalagroup. As of April 3, 1998, there were
2,700,685 shares of Common Stock outstanding.

No. of S hares

Name Common Sto ck{(1)} Percent
Rhodora Finance Corporation Limited 183,4 64 6.79%
80 Broad Street
Monrovia, Liberia
Digital Power - ESOP 173,3 33 6.42%
41920 Christy Street
Fremont, CA 94538
Edward L. Lammerding, 95,7 40{(2)} 3.50%
Chairman of the Board
Philip M. Lee, 142,2 66{(3)} 5.19%
Director
Thomas W. O'Neil, Jr., 75,6 00{(4)} 2.76%
Director
Robert O. Smith, 491,7 33{(5)} 16.29%

Director and Chief Executive Officer

Claude Adkins, 163,5 00{(6)} 5.84%
Director and Vice President

Chris Schofield, 40,0 00{(7)} *
Managing Director, Digital Power Limited

Philip G. Swany, 44, 250{(8)} 1.61%
Chief Financial Officer

Scott C. McDonald, 10, 000 *
Nominee for Director

Robert J. Boschert, 0 0%
Nominee for Director

All directors and executive officers 1,026, 573{(9)} 30.91%
as a group (7 persons)

* Less than one percent.

(1) Except as indicated in the footnotes to thidetathe persons named in the table have solegatid investment power with respect to all
shares of Common Stock shown as beneficially ownyeithem, subject to community property laws wheagligable.

(2) Includes 38,440 shares subject to options aadants exercisable within 60 days.

(3) Includes 59,750 shares held by a family trdistltich Mr. Lee is a trustee and 40,000 sharesestilbp options and warrants exercisable
within 60 days.

(4) Includes 40,000 shares subject to options aaants exercisable within 60 da



(5) Includes 318,400 shares subject to optionsreaardants exercisable within 60 days. Also inclutié3,333 owned by the Digital Power
ESOP of which Mr. Smith is a trustee.

(6) Includes 99,500 shares subject to options aants exercisable within 60 days.
(7) Represents 40,000 shares subject to optionsisable within 60 days.
(8) Represents 44,250 shares subject to optionsisable within 60 days.

(9) Includes 580,590 shares subject to optionsweardants and exercisable within 60 days. Also ideki173,333 shares owned by the Digital
Power ESOP of which Mr. Smith is a trustee and begeemed a beneficial owner.

APPOINTMENT OF INDEPENDENT AUDITORS

The Board of Directors retained the firm of Heir\ssociates, LLP as independent auditor for Digitad its subsidiaries for the year 1998. A
representative of Hein + Associates, LLP will behet Meeting to respond to appropriate questions.

OTHER MATTERS AND ADDITIONAL INFORMATION

The Board of Directors of Digital knows of no othmatters that may or are likely to be presentedti@iMeeting. However, in such event, the
persons named in the enclosed form of proxy witev&ich proxy in accordance with their best judgarresuch matters pursuant to
discretionary authority granted in the proxy.

Shareholders should direct any requests for additimformation to Digital Power Corporation, 419@risty Street, Fremont, California
94538.

SHAREHOLDER PROPOSALS

Shareholder proposals to be included in Digitalesxi? Statement and Proxy for its 1998 Annual Megtimust meet the requirements of Rule
14a-8 promulgated by the SEC and must be receiy&idital no later than Friday, December 4, 1998.

ALL SHAREHOLDERS ARE URGED TO EXECUTE THE ACCOMPANNG PROXY AND TO RETURN IT PROMPTLY IN THE
ACCOMPANYING ENVELOPE. SHAREHOLDERS MAY REVOKE THRPROXY IF THEY DESIRE AT ANY TIME BEFORE IT IS
VOTED.

BY ORDER OF THE BOARD OF DIRECTORS

PHILIP G. SWANY,
Corporate Secretary

April 24, 1998



DIGITAL POWER CORPORATION
41920 CHRISTY STREET, FREMONT, CA 94538

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF D IRECTORS

The undersigned hereby appoints Robert O. SmitrPilip G. Swany, and each of them, as proxies Wighpower to appoint his or their
successor, and hereby authorizes them to reprasdrb vote, as designated below, all the shar€oofmon Stock of DIGITAL POWER
CORPORATION ("Digital"), held of record by the undiggned on April 3, 1998, at the Annual MeetingStfareholders to be held on May
1998, at 10:00 a.m. (Pacific Time), at the Newar&nrfont Hilton Hotel located at 39900 Balentine @rilewark, California 94560, and at
any and all adjournments thereof.

1. Election of Directors.

FOR all nominees listed below WIT HOUT AUTHORITY
(except as marked to the contrary below) (to vote for all Nominees
be low)

(INSTRUCTIONS: TO WITHHOLD AUTHORITY TO VOTE FOR AN INDIVIDUAL NOMINEE,
STRIKE A LINE THROUGH THE NOMINEE'S NAME IN THE LIS T BELOW.)

Robert O. Smith Chris Schofield Thomas W. O'Neil Stott C. McDonald Robert J. Boschert
1. Adoption of the Digital Power Corporation 199%®¢k Option Plan.
FOR AGAINST ABSTAIN
3. In their discretion, the proxies are authoriesiote upon such other business as may propemedmefore the Meeting.

THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTEINITHE MANNER DIRECTED HEREIN BY THE UNDERSIGNED
SHAREHOLDER. IF NO DIRECTION IS MADE, THIS PROXY

WILL BE VOTED FOR THE FIVE ABOVE-LISTED DIRECTOR N®IINEES AND FOR PROPOSAL NO. 2.

Please sign exactly as name appears on the shifieates. When shares are held by joint tengmath should sign. When signing as
attorney, executor, administrator, trustee, or diaar, please give full title as such. If a corpmmat please sign in full corporate name by
president or other authorized officer. If a parsidgp, please sign in partnership name by authopzeson.

Name (Print) Nam e (Print) (if held jointly)
Dated:
Signature Sig nature (if held jointly)
(Address) (Ad dress)
Iwill ___ willnot ___ attend the Meeting.

Number of persons to attend:

PLEASE MARK, SIGN, DATE, AND RETURN THE PROXY PROMP TLY USING THE ENCLOSED ENVELOPE.

End of Filing
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