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INFORMATION CONTAINED HEREIN IS SUBJECT TO COMPLEDIN OR AMENDMENT. A REGISTRATION STATEMENT
RELATING TO THESE SECURITIES HAS BEEN FILED WITH THSECURITIES AND EXCHANGE COMMISSION. THESE
SECURITIES MAY NOT BE SOLD NOR

MAY OFFERS TO BUY BE ACCEPTED PRIOR TO THE TIME THREGISTRATION STATEMENT BECOMES EFFECTIVE. THIS
PROSPECTUS SHALL NOT CONSTITUTE AN OFFER TO SELL ORE SOLICITATION OF AN OFFER TO BUY NOR SHALL
THERE BE ANY SALE OF THESE SECURITIES IN ANY STATE WHICH SUCH OFFER, SOLICITATION OR SALE WOULD BE
UNLAWFUL PRIOR TO REGISTRATION OR QUALIFICATION UNER THE SECURITIES LAWS OF ANY SUCH STATE.

PROSPECTUS LOGO SUBJECT TO COMPLETION
OCTOBER 16, 1996

1,000,000 SHARES OF COMMON STOCK
NO PAR VALUE

500,000 REDEEMABLE COMMON STOCK PURCHASE WARRANTS

Of the 1,000,000 shares of common stock, no parev@iiCommon Stock™)
offered, 750,000 shares are

being sold by Digital Power Corporation ("DigitabWer" or the "Company") and 250,000 shares aregosiid by certain selling stockholde
of the Company (the "Selling Stockholders"). Iniéidd, the Company is selling 500,000 redeemablaroon stock purchase warrants
("Warrants") entitling the holders thereof to puashk during a three-year period from the date sfRnospectus ("Exercise Period") one share
of Common Stock at an exercise price of $5.00 pares subject to adjustment. See "Principal antih§ebtockholders and Warrantholders."
The Company will not receive any proceeds fromshle of shares by the Selling Stockholders or fileensale of Warrants by certain
warrantholders. Under certain conditions, the Camyshall have the right upon 30 days notice to eatlh Warrant for redemption at $.125
per Warrant. See "Description of Securities." Fertthe Company is registering 500,000 shares airf@on Stock that will be issued upon
exercise of the Warrants. See "Management," "Gemeansactions,” and "Description Of SecuritiesivPto this offering, there has been no
public market for the Common Stock or Warrantshef Company. It is currently estimated that thaahfublic offering price per share of
Common Stock will be $4.00, and that the initiablpeioffering price per Warrant will be $.125. S&énderwriting” for the factors to be
considered in determining the initial public offegiprice.

SEE "RISK FACTORS" COMMENCING ON PAGE 8 FOR CERTAIN CONSIDERATIONS RELEVANT
TO AN INVESTMENT IN THE COMMON STOCK AND WARRANTS.

Application has been made for the listing of ther(pany's Common Stock under the symbol "DPWR" andrélvigs under the symbol
"DPWRW" on the NASDAQ SmallCap Market.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSION NOR H AS THE SECURITIES AND EXCHANGE COMMISSION
OR ANY STATE SECURITIES COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OF FENSE.

UNDERWRIT ING
DISCOUN TS PROCEEDS TO PROCEEDS TO SELLING
PRICE TO PUBLIC AND COMMISSI ONS(1) COMPANY(2) STOCKHOLDERS(3)
Per Share.......... $4.00 $0.40 $3.60 $3.60
Per Warrant........ $0.125 $0.012 5 $0.1125 $-0-
Total(4)........... $4,062,500 $406,25 0 $2,756,250 $900,000

(1) The Company has agreed to indemnify the Und&gragainst certain liabilities, including liakigés under the Securities Act of 1933. !
"Underwriting."



(2) Before deducting estimated expenses of $23(0a9able by the Company, and additional compensatide received by the
Underwriters in the form of a naaecountable expense allowance equal to three pgaR%) of the proceeds from the offering of the Goom
Stock and Warrants, or a total of $121,875 ($14®jiLthe Underwriters' over-allotment is exercisedull).

(3) Before expenses related to the Offering attéuo the Selling Stockholders on a prorata basis.

(4) The Company has granted the Underwriters aiomjfor 45 days to purchase up to an additional Q@D shares at the initial public
offering price per share, and up to additional @8,Warrants at $.125 per Warrant solely to cover@allotments, if any. If such option is
exercised in full, the total initial public offegrprice, underwriting discount, and proceeds to gamy will be $4,671,875, $467,188, and
$3,304,687, respectively.

The shares and Warrants offered hereby are offeydkde Underwriters, as specified herein, subjeceteipt and acceptance by them and
subject to their right to reject any order in whoten part. It is expected that certificates foe shares of Common Stock and Warrants will be
ready for delivery in Boca Raton, Florida on or ah01996, against payment therefor in immediagéeigilable funds.

WERBEL-ROTH SECURITIES, INC.

THE DATE OF THIS PROSPECTUS IS, 1996.



[Pictures of Power Supplies]

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER®AY OVER-ALLOT OR EFFECT TRANSACTIONS THAT
STABILIZE OR MAINTAIN THE MARKET PRICE OF THE COMMM STOCK OR WARRANTS OF THE COMPANY AT A LEVEL
ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPE MARKET. SUCH TRANSACTIONS MAY BE EFFECTED ON
THE NASDAQ SMALLCAP STOCK MARKET OR OTHERWISE. SUCHTABILIZING, IF COMMENCED, MAY BE DISCONTINUEL
AT ANY TIME.

The Company intends to furnish its stockholdersuahreports containing consolidated financial stegets audited by its independent
auditors and quarterly reports containing unauditmtsolidated financial information for the firetr¢e quarters of each fiscal ye



PROSPECTUS SUMMARY

The following summary is qualified in its entirdty the more detailed information and consolidatedrfcial statements, including the notes
thereto, appearing elsewhere in this Prospectugsdmtherwise indicated, all information in thi@$pectus assumes that the Underwriters'
over-allotment option, Representative's Warramid, @utstanding options and Warrants will not bereised. See "Description of Securities"
and "Underwriting."

THE COMPANY

Digital Power Corporation designs, develops, mactufas, and markets switching power supplies fla ®amanufacturers of computers and
other electronic equipment. Switching power suppéiee critical components of all computers androgtectronic equipment. The electronic
circuitry in computers and other electronic equipbrequires a steady and isolated supply of doeatent (DC) electrical power. In addition,
the various components and subassemblies withipuaters and other electronic equipment often reddifferent voltage levels of electrical
power. The power supply products of the Compangfgahese two requirements by converting the afieng current (AC) electricity from a
primary source, such as a wall outlet, into thedticurrent required for the proper functioningtefctronic circuits, and by dividing the single
electrical current into as many as four discretipoiuvoltages. The Company's power supply prodaisis monitor and regulate the DC output
voltages being delivered to protect the electreggipment from harmful surges and drops in vollagels. Because the Company's products
have a high "power-density" (measured in wattsgoic inch), the power supply products of the Conypare generally smaller than those of
competitors. Furthermore, the Company's power supducts are extremely "flexible" in design. THigxibility" approach allows the
Company to modify quickly and inexpensively its éaesign products to satisfy an OEM's specific pasu@ply needs, thereby enabling the
Company to keep to a minimum its expenses for eon+ring engineering ("NRE") of its base-designdueis. As a result of the Company's
"flexibility" approach, it has provided samplesnobdified power supplies to OEM customers in askjyias a few days, an important
capability given the increasing emphasis place@Bs on "time-to-market". Digital Power's strategljective is to exploit this

combination of power density, flexibility, and shime-to-market to win an increasing share ofgh@wing power supply market. Unless the
context otherwise indicates, the reference to "aid?ower" or the "Company" herein shall mean Rigiower Corporation and its wholly
owned subsidiary Poder Digital, S.A. de C.V.

Micro-Tech Consultants of Santa Rosa, Californjzores that the worldwide market for power supplies about $15 billion in 1995, with
average projected sales growth of approximatelye&Ser the next five years. This market is higlmpgimented among power supply
manufacturers. The Company believes that therexase400 different manufacturers competing in tagdous market segments. The major
segments of the switching power supply marketyreally characterized as either the "captive mirkethe "merchant market". The capt
market represents those original equipment manufact (OEMs) who design and manufacture their ommgy supplies for use as a
component in their own electronic products, whetbasmerchant market represents those OEMs whdnasectheir power supplies from
third-party manufacturers who specialize in theadepment and production of power supplies. The Campbelieves the merchant market is
growing faster than any other segment of the eptisger supply market as OEMs increasingly buy theiwer supplies from companies such
as Digital Power rather than manufacturing theing@wer supplies "in-house".

For the years ended December 31, 1994 and 199& dimpany had revenues and income before incoms t#%6,249,333 and $144,976,
and $10,037,502 and $826,484, respectively. Fosithmonths ended June 30, 1996, the Company atues and income before income
taxes of $6,553,376 and $637,208.

RISK FACTORS
For a discussion of considerations relevant tsmaastment in the Common Stock and Warrants, sesk'fRactors."
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THE OFFERING

Common Stock Offered:
Offering(L)....cccvveeeeriieeeeeiiee e 750,000 shares
Selling Stockholders............ccceeeiinnnenn. 250,000 shares

Total....cocoveveieeeene . 1,000,000 shares
Common Stock to be outstanding after the

Offering.....ccoevvieieiiiiieee e 2,353,275 shares
WarrantS(1)......ccoeveeeeeniiieeeeiiiieeeeaas Exercisable until December , 1999,

with each Warrant exercisable for one
share of Common Stock at a price of
$5.00, subject to adjustment. See
"Description of Securities."

Use of Proceeds.........ccccveveeveieeeeennnnnnnn. Repayment of approximately $1 million of
indebtedness and general corporate
purposes, including product development,
advertising, and working capital. See
"Use of Proceeds."

Proposed NASDAQ SmallCap Market Symbol

-- CommoN StoCK........ccoovvveveiiiiiieiinns DPWR
Proposed NASDAQ SmallCap Market Symbol
- Warrants.......ccceevveeeeeeeeeee DPWRW

(1) Assumes that the Underwriters have not exedcaseoverallotment option to purchase up to an addition&l,@80 shares and up to 75,(
Warrants.



SUMMARY CONSOLIDATED FINANCIAL DATA

The unaudited summary consolidated financial degagnted below should be read in conjunction viithrhore detailed financial statements
of the Company and notes thereto along with thé@eentitled "Management's Discussion and AnalgéiBinancial Condition and Results
of Operations."

Y EARS ENDED SIX MONTHS ENDED
D ECEMBER 31 JUNE 30
1994 1995 1995 1996
Statement of Operations Data:
REVENUES......oeieeieeeeieen $6,249,3 33 $10,037,502 $4,947,952 $6,553,376
Income from operations................. 257,9 35 1,027,772 332,928 689,612
Income before Income Taxes............. 1449 76 826,484 270,511 637,208
Provision (Benefit) for Income Taxes... 23,2 53 (277,400) 28,000 294,000
Net Income........cccceevieeenn. 121,7 23 1,103,884 242,511 343,208
Net Income per share
Primary......ccccooeviiiiiiiennnns 0. 02 0.80 0.16 0.24
Fully Diluted..........ccccccounes $ 0. 02 $ 066 $ 015 $ 0.20
Shares used in per share
calculation.............ccccoeee 1,226,2 08 1,258,858 1,242,395 1,276,778
AS AT

JUNE 30, 1996

ACTUAL AS ADJUSTED(1)

Balance Sheet Data:

Working Capital........coceevveevvivevieeeeees e, $2,426,022 $4,003,494
Total ASSEetS....covvviviiieiiieeeeeee e, 5,443,277 6,877,652
Long-termdebt.....ccoveveeiviiiiiieee 1,471,361 614,458
Stockholders' equity......cccoocvevcveevcees $1,533,759 $3,968,134

(1) Adjusted to give effect to the estimated netcpeds of this offering to be received by the Camgzased upon an assumed public offering
price of $4.00 per share and $.125 per Warrant.



THE COMPANY

Digital Power provides switching power supplie®tminal equipment manufacturers (OEMs). The Conypdesigns, develops,

manufactures, and markets 50 watt to 750 watt pewpplies. Power supplies are complex subassentslim®dules integral to virtually

every electronic product. They can have numeroffierdit features, but the most important functioha power supply are to receive
alternating current (AC) electricity from a primasgurce, such as a wall electrical outlet, contret AC current into direct current (DC),
reduce the voltage of an output to the desired level regulate and filter the DC output voltageguired for the operation of the various
electronic circuits. The Company believes thapawaer supply products are superior to those afatapetitors because the Company's
products combine high power-density (measured ittsweer cubic inch) with a high degree of desigxibility, allowing the Company to
modify its power supplies in order to satisfy tipeaific and unique needs of its OEM customers. Campany has increased its revenues and
income before income taxes from $6,249,333 and $¥44in fiscal year 1994, to $10,037,502 and $826j4 fiscal year 1995. For the six
months ended June 30, 1996, revenues and net inoefoe income taxes were $6,553,376 and $637,208.

According to independent market surveys conducselllisro-Tech, the total world market for electromiower supplies is in excess of $15
billion, with approximately 50% of this market bgithe "captive market" and the balance being therémant market". Growing at an aver
annual rate of 13%, the merchant market is the$agtrowing segment of the power supply marke©QBEMs continue to outsource their
power supply requirements. This merchant markeigkly fragmented according to the power levelhtedogy, packaging, and applicatior
a particular power supply. One segment of the naarcharket involves industrial and office automatimdustrial and portable computing,
and networking applications. This is the markegé¢sed and served by Digital Power. The Companyetes that its focus on high-efficiency,
high-density, design-flexible power supplies isaltie suited to the rapid growth opportunities eixigtin this market segment.

Digital Power's products are sold domestically em@anada through a network of 13 manufacturepsesentatives. Digital Power also has
28 stocking distributors in the United States andoge. In addition, the Company has formed strategjationships with three of its
customers to private label its products. Digitaiiéds customers can generally be grouped into twed industries, consisting of the
computer, telecommunication, and instrument indestiThe Company has a current base of over 15@anistomers, including companies
such as Ascend Communications, AT&T, Westingholiségx, Storage Dimensions, Motorola, Retix, Stathfbelecommunications, 3Com,
and Centillion Business Unit, a wholly-owned sulig of Bay Networks. See "Business-Breakdown afdect Market".

The Company's strategy is to continue the treritsafales and profit growth by making increasedsé#b existing customers, while
simultaneously targeting sales to new customers.démpany believes that its "flexibility" concefibas customers a unique choice
between its products and products offered by giberer supply competitors. OEMs have typically hagéttle for a standard power supply
product with output voltages and other featuresigtermined by the manufacturer. Alternativelyhig¢ OEM's product required a different set
of power supply parameters, the OEM was forcecetgh this modification in-house, or pay a powegapdy manufacturer for a custom
product. Since custom-designed power supplies ereldpment-intensive and require a great deahud tio design, develop, and
manufacture, only OEMs with significant volume regments can economically justify the expense aldydassociated with their
production. Furthermore, since virtually every powenversion product intended for use in commeiggdlications requires certain
independent safety agency testing, (e.g. by UndemsrLaboratories) at considerable expense, aitiawlal barrier is presented to the smaller
OEM. By offering the OEM customer a new choice with Digital Power "flexibility" series, the Compabelieves it has gained a
competitive advantage. The Company's "flexibilisgties is designed around a standardized powdompiatbut allows the customer to
specify output voltages tailored to its exact regents within specific parameters. FurthermorelM®B&re seeking power supplies with
greater power density (measured in watts per dablt). Digital Power's strategy in responding tis themand has been to offer increasingly
smaller power supply units or packages. For exantipleCompany believes that its US100 series alywts, mounted on a 3" x 5" printed
circuit board, is the industry's smallest 100 weéftine (A/C input) power supply.
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In addition to the line of proprietary productsestfd, and in response to requests from OEMs, tihep@oy has recently begun providing
"value-added services" along with its products. Ten "value-added services" refers to the Comgangorporation of an OEM's selected
electronic components, enclosures, and cable asissmbith the Company's power supply products tidpce a power subassembly that is
compatible with the OEM's own equipment and is Bjpadly tailored to meet the OEM's needs. The Camppurchases the parts and
components that the OEM itself would otherwiseditt or integrate with the Company's power supgihyg the Company provides the OEM
with that integration and installation service tisasing the OEM time and money. The Company bedid¢ivat this value-added service is
well-suited to those OEMs who wish to reduce threindor base and minimize their investment in figedts since the OEMs are not required
to manufacture their own power subassemblies amldhe not required to purchase individual pagsfmany vendors or build assembly
facilities.

Currently, almost all of the Company's manufacirincluding its value-added services, is done H,800 square foot facility operated by
the Company's wholly-owned subsidiary, Poder DigiaA. de C.V., located in Guadalajara, Mexicowdwer, the Company has recently
entered into an agreement with a manufacturer in&fo manufacture the Company's products. Imit&al phase, the Company believes that
the facility in China will complement its manufadhg facility in Guadalajara, Mexico since the fagiin China will allow the Company to
produce power supplies with sufficient lead timéoater costs, while the Guadalajara facility wiirdinue to manufacture power supplies:
need a quick turnaround or modification.

Through its predecessor, Digital Power was origyrf@rmed in 1969. The Company's executive offiaeslocated at 41920 Christy Street,
Fremont, California 94538-3158, and the Compamyéphone number is 510-657-2635.

7



RISK FACTORS

In addition to the other information presentedhiis Prospectus, the following risk factors showdcbnsidered carefully in evaluating the
Company and its business before purchasing the Gon8tock and Warrants offered hereby. This Prosgemintains forward-looking
statements that involve risks and uncertaintiee. Chmpany's actual results may differ materiakiyrfrthe results discussed in the forward-
looking statements. Factors that might cause sulifie@ence include, but are not limited to, thaligcussed in "Risk Factors" and elsewhere
in this Prospectus.

CUSTOMER CONCENTRATION

For the six months ended June 30, 1996, one OERuated for 26.4% of the Company's total revenued far the fiscal year ended
December 31, 1995, three OEMs accounted for 18f#temggregate of total revenues. The one OEM ateuhich accounted for 26.4% of
the Company's total revenues for the six monthe@ddne 30, 1996 substantially contributed to the@any's increase in revenues for such
period. Recently, due to a decrease in market dérfwarits products, this OEM has decreased the murabpower supplies it has purchased
from the Company. In light of such decrease in dani is unlikely that this OEM will continue taipchase power supplies from the
Company at the same rate that it had done durirst six months of 1996. In addition during 19980 distributors accounted for 37% of
revenues, and during 1994, one distributor accalfme16% of revenues. See "Risk FactorBependence on Computer and Other Electt
Equipment Industries; Customers' Product Obsolescéihe loss of any one of these OEM customerddvoave an adverse effect on the
Company's revenues. See "Business" and "Manageniiatussion and Analysis of Financial Conditiod &gsults of Operations.”

DEPENDENCE ON COMPUTER AND OTHER ELECTRONIC EQUIPME NT INDUSTRIES; CUSTOMERS' PRODUCT
OBSOLESCENCE

Substantially all of the Company's existing custmsrage in the computer and other electronic equipimelustries and produce products
which are subject to rapid technological changeptdscence, and large fluctuations in product deim@ihese industries are characterized by
intense competition and a demand on OEMSs serviesetimarkets for increased product performanceamer Iproduct prices. Given this
industry environment in which they operate, OEM%ensimilar demands on their suppliers, such aftrmapany, for increased product
performance and lower product prices. Thus, inorad®e successful, the Company must properly asimselopments in the computer and
other electronic equipment industries and idergifyduct groups and customers with the potentiatémtinued and future growth. Factors
affecting the computer and other electronic equipmedustries, in general, or any of the Compamgagor customers or their products, in
particular, could have a material adverse effedhenCompany's results of operations. In additibe,computer industry is inherently volati
Recently, certain segments of the computer and efetronic industries have experienced a softgimirdemand for their products. Althou
this has not materially affected the Company'sarusts, in the event that it affects all segmenthefcomputer and other electronic
industries, the growth of the Company could be eshig affected.

COMPETITION

The design, manufacture, and sale of power supiglia$ighly competitive industry. The Company'sgetition includes approximately 400
companies located throughout the world, some ofrwhave advantages over the Company in terms of kb component costs, and some
of whom may offer products comparable in qualitgitose of the Company. Certain of the Company'spatitors, including Computer
Products, Inc., ASTEC America, Zytec Corporatiod aambda Electronics, have substantially greassafiand marketing resources and
geographic presence than does the Company. In@udit light of the Company's limited revenuesamparison to the total power supply
market, many competitors may be unaware or indiffeto the Company and its products. If the Compamytinues to be successful in
increasing its revenues, other competitors maycaa@nd increase competition for the Company's ouste. The Company also faces
competition from current and prospective custommdrs may decide to design and manufacture interléypower supplies needed for their
products. To remain competitive, management



believes that the Company must continue to comfpetarably on the basis of value by providing adwahmanufacturing technology,
offering superior customer service and design exaging services, continuously improving quality aeliability levels, and offering flexible
and reliable delivery schedules. There can be soraace that the Company will continue to competeassfully in this market.

DILUTION

The initial public offering price is greater thdretbook value per outstanding share of Common Staatordingly, purchasers in the offering
will suffer an immediate and substantial dilutidr$@.31 in the net tangible book value per sharnefCommon Stock from the initial public
offering price. Additional dilution will occur upoexercise of outstanding options granted by the @om. See "Dilution.”

DEPENDENCE ON GUADALAJARA, MEXICO FACILITY; FOREIGN CURRENCY FLUCTUATIONS

The Company produces substantially all of its potslat its facility located in Guadalajara, Mexi@te products are then delivered to
Fremont, California for testing and distributiorhéefCompany believes that it has a good workindiogiship with its employees in
Guadalajara, Mexico and has recently signed ayfeas-contract with the union representing the eyg#s. Recently, the Company has
entered into a "turnkey" manufacturing contractwetmanufacturer located in China to produce ibglpcts in an attempt to reduce its
dependence on its Mexican facility. At this time fhurchase of products from the manufacturer lacgt€hina is minimal and requires
advance scheduling which affects the Company'syabil produce products quickly. However, if ther@many's revenues grow as anticipa
the Company intends to manufacture more of its yctsdutilizing the Chinese manufacturer. In thengwbat there is an unforeseen disrup
at the Guadalajara production plant or with then€ébe manufacturer, such disruption may have arrseledfect on the Company's ability to
deliver its products and may adversely affect tbenGany's financial operations.

Further, the Guadalajara, Mexico, facility condutddinancial operations using the Mexican pedweréfore, due to financial conditions
beyond the control of the Company, the Companuligext to monetary fluctuations between the U.Hadand Mexican peso. During fiscal
1995, the Mexican peso was devalued against theddl&r resulting in an approximate $85,000 lasthe Company. See "Management's
Discussion and Analysis and Results of Operations."

SECURITY INTEREST IN THE COMPANY'S ASSETS

The Company has entered into a $1.5 million revihredit facility. As of June 30, 1996, the amooutstanding under the credit facility &
other loans was $1,614,458. Although the Compatenifs to use part of the proceeds raised heretgdtae the credit facility, the credit
facility is secured by substantially all of the Gueny's assets. Therefore, in the event the Comigamable to repay the credit facility, the
bank will hold a first-priority security interest the Company's assets upon default. See "Useoo€Pds" and "Management's Discussion and
Analysis of Financial Condition and Results of Ggiems."

NECESSITY TO MAINTAIN CURRENT PROSPECTUS; STATE BLU E SKY REGISTRATION REQUIRED TO EXERCISE
WARRANTS

The shares of Common Stock issuable on exercieediVarrants (except the Warrants issuable uporciseeof the Representative's
Warrants) have been registered with the Commis3iba.Company will be required, from time to time fite post-effective amendments to
its registration statement in order to maintaiuaent prospectus covering the issuance of suateshgon exercise of the Warrants. The
Company has undertaken to make such filings andsaibest efforts to cause such post-effective amemts to become effective. If for any
reason a required post-effective amendment isilea, it does not become effective or is not maired, the holders of the Warrants may be
prevented from exercising their Warrants. Holddrhe Warrants have the right to exercise the Wasranly if the underlying Shares of
Common Stock are qualified, registered or exengohfregistration under applicable securities lawthefstate in which the various holder.
the Warrants reside. The Company cannot issuesb&f@ommon Stock to holders of the Warrants itestavhere such shares are not
qualified, registered or exempt. See "DescriptibBecurities."



DEPENDENCE UPON KEY PERSONNEL; NEED TO ATTRACT AND RETAIN ADDITIONAL PERSONNEL

The Company's performance is substantially depdratethe performance of its executive officers &ag personnel, and on its ability to
retain and motivate such personnel. The loss ofoditlye Company's key personnel, particularly Ro@erSmith or Claude Adkins, could
have a material adverse effect on the Companyiadsss financial condition, and operating resdltee Company has "key person" life
insurance policies on Mr. Smith in the aggregatewmh of $2 million. The Company also has an empleynagreement with Mr. Smith.

The Company's future success also depends omitsaimg ability to identify, hire, train, and rétaother highly-qualified creative, technical,
and managerial personnel. Competition for highlgldjied personnel is intense. There can be no asserthat the Company will be
successful in attracting, assimilating, and retajrsuch personnel, and the failure to do so coale fa material adverse effect on the
Company's business, financial condition, and opegaesults. Moreover, in the event of the losamf such personnel, there can be no
assurance that the Company would be able to préentnauthorized disclosure or use of its progrietechnology, practices, procedures, or
customer lists.

CONCENTRATION OF STOCK OWNERSHIP

Upon the completion of the offering, the presentctiors, executive officers, and stockholders ogmirore than 5% of the outstanding
Common Stock and their respective affiliates wihbficially own approximately 19.81% of the outslisng Common Stock of the Company
(18.76% of the outstanding Common Stock if the Unaditers' over-allotment option is exercised in¥uls a result of their ownership, the
directors, executive officers, and more than 5%ildiolders and their respective affiliates colleelypwill have substantial control of all
matters requiring stockholder approval, includihg élection of directors and approval of significeorporate transactions. Under California
law, however, shareholders are entitled to cumedatdting. Such concentration of ownership may abee the effect of delaying or
preventing a change in control of the Company."®e@cipal Stockholders" and "Description of Setigs."

NO PRIOR PUBLIC MARKET; POSSIBLE VOLATILITY OF SECU RITIES PRICES

Prior to the offering, there has been no publickegfor the Company's Common Stock or Warrants,thace can be no assurance that an
active public market for the Company's Common StacWarrants will develop or be sustained afterdfiering. The initial offering price

will be determined by negotiations between the Camypand the Representative of the Underwriterscoapen several factors. The trading
price of the Company's Common Stock or Warrantsdcbe subject to wide fluctuations in responseuartgrly variations in operating
results, announcements of technological innovatamsew products by the Company or its competitohanges in financial estimates by
securities analysts, the operating and stock pecéormance of other companies that investors negyndcomparable to the Company, and
other events or factors. Moreover, in some futwartgr the Company's operating results may fablleehe expectations of securities analysts
and investors. In such event, the market prick®fQompany's Common Stock or Warrants would likelynaterially and adversely affected.
In addition, the stock market in general, and tlzek®t prices for high-tech related companies inigaar, have experienced extreme
volatility that often has been unrelated to therapieg performance of such companies. These braalenand industry fluctuations may
adversely affect the trading price of the Compa@gmmon Stock or Warrants, regardless of the Coplpaperating performance. See
"Underwriting."

SHARES ELIGIBLE FOR FUTURE SALES; NO PRIOR TRADING MARKET; REGISTRATION RIGHTS

Sales of a substantial number of shares of the @agip Common Stock in the public market could hHaeeeffect of depressing the prevalil
market price of its Common Stock. Upon the compledf the offering, the Company will have outstamdp,353,275 shares of Common
Stock (assuming no exercise of outstanding optaomsWarrants of 1,459,900). Of these shares, 8@01000 shares sold in the offering will
be freely transferable without restriction or fugtitegistration under the Securities Act of 193& (tSecurities Act") unless purchased by
"affiliates" of the Company as that term is definedRule 144 of the
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Securities Act ("Affiliates"), which shares will Izeibject to the resale limitations of Rule 144 addpnder the Securities Act. The remaining
1,353,275 shares will be "restricted securitiesthas term is defined under Rule 144 ("Restrictbdr8s"). Restricted Shares may be sold in
the public market only if registered or if they tfyafor an exemption from registration under R4 promulgated under the Securities Act,
which rule is summarized below. As a result of ¢tbatractual restrictions described below and tlwwipions of Rule 144, additional shares
will be available for sale in the public marketfakbows: (i) 1,272,458 currently outstanding shanek be eligible for sale upon expiration of
lock-up agreements 12 months after the date oftospectus; (ii) 1,459,900 additional shares élissuable upon the exercise of stock
options and Warrants, to the extent exercisabtd agch date; and (iii) 80,817 currently outstagdshares will be eligible for sale from time
to time thereafter pursuant to Rule 144. See "Shaligible for Future Sale."

Certain stockholders of the Company have enteredack-up agreements with Werbel-Roth Securities, (the "Representative™) providing
that, with certain limited exceptions, such stodikes will not offer, sell, contract to sell, graart option to purchase, make a short sale, or
otherwise dispose of or engage in any hedgingl@rdtansaction that is designed or reasonablyat@géo lead to a disposition of any she

of Common Stock for a period of 12 months afterdhte of this Prospectus without the prior writtemsent of the Representative. Other
the (i) 1,000,000 shares being offered hereby,

(i) 1,459,900 shares subject to options and Wéasramd (iii) 80,817 shares subject to Rule 144fdke date of this Prospectus, no shares of
Common Stock of the Company will be eligible fomradiate sale in the public market until the exporabf the 12 month lock-up
agreements with the Representative of the UndexgriThe Representative may, in its sole discretimhat any time without notice, release
all or any portion of the securities subject toklap agreements.

Prior to the offerings, there has been no publickeiafor the Common Stock of the Company, and raligtions can be made as to the effect,
if any, that the sale or availability for sale bfses of additional Common Stock will have on tiagling price of the Common Stock.
Nevertheless, sales of substantial amounts of shiates in the public market, or the perceptionshah sales could occur, could adver:
affect the trading price of the Common Stock anadl@@mpair the Company's future ability to raisgital through an offering of its equity
securities. See "Description of Securities."

DEPENDENCE ON SUPPLIERS

In order to reduce dependence on any one suptileeCompany attempts to obtain two suppliers feheamponent of its products.
However, for two line transformers in three ofpt®ducts, the Company is dependent on single sergplCurrently, these products account
for approximately 10% of the Company's total safdthough the Company will seek to find other maauitirers of transformers for these
three products, unanticipated shortages or detatigeise parts may have an adverse effect on thep&uoyts results of operations.

NO PATENTS

The Company's products are not subject to any &f.fareign patents. The Company believes that texés products are being continually
updated and revised, obtaining patents would ndtemeficial. Therefore, there can be no assurdrateother competitors or former
employees will not obtain the Company's proprietafgrmation and develop it.

POSSIBLE DILUTION FROM WARRANTS AND OPTIONS

On completion of this Offering, options and Wargattt purchase an aggregate of 1,459,900 sharesohon stock will be outstanding,
including 700,000 shares underlying the Warrari§,d00 shares underlying the Representative's \Wareand 609,900 shares underlying the
options issued to employees of the Company. Holofessich options and Warrants will be able to pasehshares of Common Stock at a |
less than the offering price of the Common Stodkairesulting dilution of the interests to theesthtockholders. Because of this potential
dilutive effect, the options and Warrants may hawetrimental impact on the terms under which them@any may obtain financing throug
sale of its Common Stock in

11



the future. For these reasons, any evaluationeofatorability of market conditions for a subsedusinck offering by the Company must take
into account any outstanding options or Warrargég '®ilution,” "Management-Stock Plans" and "Dgstioin of Securities."

REDEEMABLE WARRANTS AND IMPACT ON INVESTORS

Provided that the closing bid price of the Commewck has been at least $6.00 per share for tt80y ¢onsecutive trading days, the Warr:
are subject to redemption by the Company. The Cogip&xercise of this right would force the holdéthe Warrants to exercise the
Warrants and pay the exercise price at a time threay be disadvantageous for the holder to dacssell the Warrants at the then current
market price when the holder might otherwise wishdald the Warrants for possible additional apgten, or to accept the redemption price.
Holders who do not exercise their Warrants priareemption by the Company will forfeit their rigiot purchase the Shares of Common
Stock underlying the Warrants. See "DescriptioBecurities.”

NO DIVIDENDS

The Company has not paid cash dividends on its GamBtock since its inception and does not antieipaty cash dividends on the Common
Stock in the foreseeable future. For the foresechitlire, the Company intends to reinvest earnirfigse Company, if any, on the
development and expansion of its business. Sead®id Policy."

AUTHORIZATION OF PREFERRED STOCK; POSSIBLE ANTI-TAK EOVER EFFECTS

The Board of Directors is authorized to issue shafgreferred stock and to determine the dividéigdjdation, conversion, redemption and
other rights, preferences, and limitation of suchres without further vote or action of the stodkkes. Accordingly, the Board of Directors
empowered, without stockholder approval, to issedgpred stock with dividend, liquidation, convers; or other rights which could
adversely effect the voting power or the rightshaf holders of the Common Stock. In the event ohsssuance, the preferred stock could be
utilized, under certain circumstances, as a metfialiscouraging and delaying or preventing a changmntrol of the Company. The
Company has no present intention to issue any sludiies preferred stock, although there can bassurance that the Company will not d

in the future. See "Description of Securities."

SUBSTANTIAL FLEXIBILITY IN USE OF PROCEEDS

The Company has not designated any specific ughdéanet proceeds from the sale by the Companyeo€ommon Stock offered hereby,
except for the application of approximately $1.0lioni of such net proceeds for the repayment ofGoenpany's line of credit. Rather, the
Company intends to use the remaining net proceeagply for general corporate purposes, includimmgduct development, advertising and
working capital. Accordingly, management will haignificant flexibility in applying the net procegdf the offering. See "Use of Proceeds."

PENNY STOCK REGULATION

The Commission has adopted rules that regulatecbiddaler practices in connection with transactiorfpenny stocks." Penny stocks
generally are equity securities with a price oflégan $5.00 (other than securities registereceaio national securities exchanges or quoted
on the NASDAQ system, provided that current pried ®olume information with respect to transactionsuch securities is provided by the
exchange or system). The penny stock rules requirekereealer, prior to a transaction in a penny stockatioérwise exempt from the ruls

to deliver a standardized risk disclosure docurntteattprovides information about penny stocks aredifiture and level of risks in the penny
stock market. The broker-dealer also must prowigecustomer with current bid and offer quotatiamstfie penny stock, the compensation of
the broker-dealer and its salesperson in the tcéinsa and monthly account statements showing thket value of each penny stock held in
the customer's account. The bid and offer quotatiand the broker-dealer and salesperson compemsafibrmation, must be given to the
customer orally or in writing prior to effecting
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the transaction and must be given to the customeriting before or with the customer's confirmatién addition, the penny stock rules
require that prior to a transaction in a pennylstoat otherwise exempt from such rules, the bralealer must make a special written
determination that the penny stock is a suitablestment for the purchaser and receive the purcbagstten agreement to the transaction.
These disclosure requirements may have the effeetlocing the level of trading activity in the sedary market for a stock that becomes
subject to the penny stock rules. While the shafésommon Stock offered hereunder will not inityaltle subject to penny stock regulation
rules by virtue of the fact that such registerezliséies will be quoted on the NASDAQ SmallCap Metrkthere can be no assurance that the
Company will be able to continuously meet the NASDPAmallCap Market maintenance criteria. See "Re#tér -- Maintenance Criteria for
NASDAQ Securities.'

MAINTENANCE CRITERIA FOR NASDAQ SECURITIES

The National Association of Securities Dealers, (ttee "NASD"), which administers the NASDAQ SmallCMarket, maintains criteria for
continued eligibility on the NASDAQ SmallCap Markét order to be included in the NASDAQ SmallCapridd, a company must maintain
$2,000,000 in total assets, a $200,000 market \@ltiee public float and $1,000,000 in total calpétad surplus. In addition, continued
inclusion requires two market-makers and a minintugnprice of $1.00 per share, provided howevet, ifteacompany falls below such
minimum bid price, it will remain eligible for canued inclusion on the NASDAQ SmallCap Market i¢ tmarket value of the public float is
at least $1,000,000 and the company has $2,0000&pital and surplus. The failure to meet thesiienance criteria in the future may
result in the discontinuance of the inclusion & @ompany's securities on the NASDAQ SmallCap Matkesuch event, the Company's
securities will be subject to being delisted, amdling, if any, in the Common Stock of the Comparyld thereafter be conducted in the
over-the-counter market in the so-called "pink $fi¢@r the NASD's OTC Bulletin Board. Consequendly investor may find it more
difficult to dispose of, or to obtain accurate at@mns as to the price of, the Company's securities

If the Company's securities were subject to thelegpns on penny stocks, the market liquidity ttee Company's securities could be severely
and adversely affected by limiting the ability abker-dealers to sell the Company's securitiest@aability of purchasers in this offering to
sell their securities in the secondary markettaha and price acceptable to them.
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USE OF PROCEEDS

The net proceeds to the Company from the saleeo? 59,000 shares of Common Stock and 500,000 Waro#fiered by the Company here
are estimated to be approximately $2,434,375 (8483 if the Underwriters' over-allotment optioreigercised in full) at an assumed initial
public offering price of $4.00 per share and $.p26Warrant and after deducting the estimated wwritérg discount and offering expenses.

The Company intends to use approximately $1 milibsuch net proceeds for the repayment of the Gaylp revolving credit facility with
San Jose National Bank, which bears interest atepplus 1% and is due in October, 1997. Proceeds tine revolving credit facility were
used for working capital. In addition, the Compavilf use the net proceeds for general corporatpgaes including product development,
product advertising, and working capital. The amswamd timing of the Company's actual expendituidsiepend upon numerous factors,
including the status of the Company's product dgyakent efforts, competition, and marketing andssatdivities. Pending use of the net
proceeds of the sale of the shares of Common ZtodRVarrants offered hereby, the Company intendsvest such funds in short term,
interest bearing, investment grade obligations. Adgitional proceeds received upon the exerciseeofVarrants, the Underwriters' over-
allotment option or the Representative's Warragsyell as income from investments, if any, willdsled to working capital.

As a forward looking statement based on its curopetrations, the Company believes that the processisd hereby will be sufficient to meet
the Company's financial needs for at least tweleatims following the date of the offering, and thatadditional financing will be required in
the near future.

The Company will not receive any proceeds fromstle of shares by the Selling Shareholders or tagafits by certain Warrantholders.
DIVIDEND POLICY

The Company has not declared or paid any cashatidisl since its inception. The Company currentlgrids to retain future earnings for use
in the operation and expansion of the business Cidmpany does not intend to pay any cash dividentdee foreseeable future. The
declaration of dividends in the future will be lagtdiscretion of the Board of Directors and wilpdad upon the earnings, capital
requirements, and financial position of the Company

On May 31, 1996, the Company issued a stock dididenhe form of Common Stock valued at $1.80 pers on the cumulative accrued but
unpaid dividends on the Series A Preferred StorlceSsuch stock dividend, all of the Series A Preig Stock has been converted into
Common Stock.
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CAPITALIZATION

The following table sets forth the capitalizatidittee Company at June 30, 1996, as adjusted toaffeet to the sale of 750,000 shares of
Common Stock and 500,000 Warrants offered by thmgamy hereby assuming an initial public offeringceper share of $4.00 and per
Warrant price of $.125 and net proceeds of apprateiy $2,434,375, and the application of the neteeds therefrom.

JUNE 30, 1996

................. $ 143,097 $ -0-

Current portion of long-term debt..................

Long-term debt, less current portion...............
Stockholders' Equity

Series A Preferred stock, no par value; 500,000 s hares authorized;

no shares issued and outstanding............. e - -
Common stock, no par value 5,000,000 shares autho rized; 1,603,275

shares issued and outstanding; 2,353,275 share s issued and

outstanding as adjusted(1)....................
Accumulated deficit...........ocovveirninnnn.
Unearned ESOP plan shares..............ccceeeeen.

................. $5,539,115 $ 7,973,490
................. (3,505,356) (3,505,356)
................. (500,000)  (500,000)

Total stockholders' equity................ccueeee

Total capitalization..........ccccoeveeevceeeeee. $ 3,148,217 $ 4,582,592

(1) The above calculations do not include 609,90rass of Common Stock issuable upon the exercistook options. Of such 609,900
options, (i) 96,900 are immediately exercisablaraéxercise price of $0.50, (i) 178,125 are imrataly exercisable at an exercise price of

$1.80, (iii) 59,375 are exercisable in May 199amexercise price of $1.80, and (iv) 275,500 asr@sable in May 1998 at an exercise price
of $1.80.
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DILUTION

At June 30, 1996, the net tangible book value ef@lompany was $1,533,759, or $0.96 per share.aNgittle book value per share is
determined by dividing the net tangible book vdiamgible assets less liabilities) of the Companjuae 30, 1996, by the number of share
Common Stock outstanding. Without taking into acdany changes in net tangible book value aftee By 1996, other than to give effect
to the sale of the Company of 750,000 shares ofrf@@mStock offered hereby at an assumed initialipuiffering price of $4.00 per share
and 500,000 Warrants at an assumed initial pulfiering price of $0.125 per Warrant, and after detthg underwriting discounts and
commissions and estimated offering expenses payaltfie Company, the pro forma net tangible bodkevat June 30, 1996 would have
been approximately $3,968,134, or $1.69 per sfdns.amount represents an immediate dilution to maestors of $2.31 per share and an

immediate increase in net tangible book value paresto existing stockholders of $0.73 per shahe. fdllowing table illustrates this dilution
per share:

Assumed public offering price per share............. L $4.00
Net tangible book value per share at June 30, 199 [T $0.96
Increase per share attributable to new investors. . 73

Pro forma net tangible book value per share after t he offering....... 1.69

Net tangible book value dilution per share to new i nvestors.......... $2.31

The foregoing information assumes no exercise tdtanding stock options. At June 30, 1996, thenewetstanding options to purchase
96,900 shares of Common Stock at an exercise pfieb0 per share, and outstanding options to @sel»13,000 shares of Common Stock

at an exercise price of $1.80 per share (of whiatfoas 178,125 are immediately exercisable and&®are subject to vesting). To the ex
outstanding options are exercised, there will wthér dilution to new investors.

The following table sets forth, as of the datehis Prospectus, the number of shares of Commork $uarchased, the percentage of shares of
Common Stock purchased, the total gross considerptid, the percentage of total consideration,@id the average price per share pai
the existing shareholders and by the investorshasiog shares of Common Stock in this offering:

SHARES PURCHASE D TOTAL CONSIDERATION
---------------- === =memeemeee—————- AVERAGE PRICE
NUMBER PERC ENT NUMBER PERCENT PER SHARE
Existing shareholders 1,603,275 68 13%  $5,539,115 64.87% $3.45
New investors.............. .. 750,000 31 .87% $3,000,000 35.13% $4.00

00% $8,539,115 100.00% $3.63
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SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated statement of operatiatsspiesented below for the years ended Decembh@®95 and 1994, are derived from
should be read in conjunction with the more detifieancial statements of the Company and the rtbreto, which have been audited by
Hein + Associates LLP, independent auditors, whiepert is included elsewhere in this Prospectus. §¢lected consolidated statements of
operations data for the six months ended June®H and 1995 and consolidated balance sheet dafaJase 30, 1996 are derived from the
unaudited consolidated financial statements ofdbmpany. In the opinion of the Company, such urtaddionsolidated financial statements
include all necessary adjustments, consisting tf oarmal recurring adjustments, necessary folirgpi@sentation of results for such periods.
The selected consolidated financial data presdratmv should be read along with the section entitManagement's Discussion and
Analysis of Financial Condition and Results of Ggems" which follows this section.

SIX MONTHS ENDED JUNE

YE ARS ENDED DECEMBER 31, 30,
1994 1995 1995 1996
STATEMENT OF OPERATIONS DATA:
REVENUES:.....ccveeireieeiienieeee e $6 ,249,333 $10,037,502 $4,947,952 $6,553,376
Cost and expenses:
Cost of sales........cccvvevevrieneenn. 4 ,663,124 7,494,427 3,885,875 4,975,557

Engineering and product development.......... 408,966 481,475 243,048 314,659
Sales and marketing............. 500,338 452,654 234,066 240,621
General and administrative... 418,970 581,174 252,035 332,927

Total operating expenses....... o1 328,274 1,515,303 729,149 888,207
Income from operations.............cccccueeee. 257,935 1,027,772 332,928 689,612
Interest expense, Net......ccccceeeevevennnnns 102,509 116,030 55,566 52,198
Translation l0SsS.............cceueeee . (10,450) (85,258) (6,851) (206)
Income before income taxes 144,976 826,484 270,511 637,208
Provision (Benefit) for income taxes........... 23,253  (277,400) 28,000 294,000
Net inCome........cccveervrieeiiiieeee 121,723 1,103,884 242,511 343,208
Net income per share:

Primary.......cccccoviiiiiis 0.02 0.80 0.16 0.24

Fully diluted..........ccooeeiiiiienees $0.02 $0.66 $0.15 $0.20
Shares used in per share calculations.......... 1 ,226,208 1,258,858 1,242,395 1,276,778

AS OF JUNE 30,

1996
BALANCE SHEET DATA:
Working capital.......cccoovvveiviiniiieees e $2,426,022
Total @SSetS...uvviieiiiiiiec e e 5,443,277

Long-term debt.....coovvveeeiiiiiiiieee s 1,471,361
Stockholders' EqUILY.....cccoevvveccieccieeeee s $1,533,759

17



MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

RESULTS OF OPERATION

The following discussion and analysis should bel imaconnection with the Company's consolidatedritial statements and the notes thereto
and other financial information included elsewhiaréhe Prospectus.

OVERVIEW

The Company designs, develops, manufactures, arkktaalectronic power supplies for use in conumgrelectric power into a form suitable
for the operation of electronic circuitry. Revenags generated from the sale of the Company's pswaglies to OEMs in the computer and
other electronic equipment industries.

RESULTS OF OPERATIONS

The table below sets forth certain statements efatpns data as a percentage of revenues fotimeosiths ended June 30, 1996 and 1995
and the years ended December 31, 1995 and 1994.

YEARS ENDED SIX MONTHS
DECEMBER 31, ENDED JUNE 30,

1994 1995 1995 1996

REVENUES......cviiiieiiiiiieicse e . 100%  100% 100%  100%
Cost of goods sold.........cccoecveeeeiniiineenn. . 7462 7466 7854 75.92
GroSS MarginN......cccoveveevecnvneieiieneeeeeeenn . 2538 2534 21.46 24.08
Selling, general and administrative................ . 1471 1030 9.82 8.75
Engineering and product development................ . 6.54 48 491 4.8

Total operating eXpense.......cccccveveeeeeeneennns . 2125 151 1473 1355
Operating iNCOME.........coccueeieiiiiiieeeinnis . 413 1024 6.73 10.53

Net interest expense.... . 164 116 1.12 .8
Translation 10SS.........cccovcvvveeiiiiienenns R .85 .14 .0

Income before income taxes...........cccceeeeenes . 232 823 547 9.73
Provision (Benefit) for Income taxes............... . .37 (2.76) 57 4.49

Net INCOME......ovvviiiiieceee e . 1.95% 10.99% 4.9% 5.24%

SIX MONTHS ENDED JUNE 30, 1996 COMPARED TO JUNE 30,1995.
REVENUES

Revenues for the six months ended June 30, 199€ased by $1,605,424, or 32.45% over the six magmded June 30, 1995. This increase
in revenues was due primarily to substantially éased sales to a single OEM and, to a lesser extantreased sales to the Company's 28
stocking distributors.

Due to market conditions, sales of the OEM's prtglhave slowed which in turn has affected the safidise Company's power supplies to
OEM. In light of such decrease in purchases, it lmélunlikely that the OEM will purchase the sameniber of power supplies it purchased
during the first six months of the year. See "Risktors -- Customer Concentration."

GROSS MARGINS

Gross margins were 24.08% for the six months edded 30, 1996 compared to 21.46% for the six mostkded June 30, 1995. The
improvement in gross margins can primarily be lattied to greater capacity utilization as fixed ¢ne&d costs declined on a per unit basis.
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SELLING, GENERAL AND ADMINISTRATIVE

Selling, general and administrative expenses isedy $87,447, from $486,101 for the six monttdednJune 30, 1995, to $573,548 for the
six months ended June 30, 1996. The increase plymelated to one-time bonuses to certain empleyekich increased employee
compensation expense. As a percentage of revemosyer, selling, general and administrative expsmigcreased from 9.82% for the six
months ended June 30, 1995 to 8.75% for the sixtimsaeanded June 30, 1996 since the increase inueseaturing this period was greater t
the increase in selling, general and administraixgenses.

ENGINEERING AND PRODUCT DEVELOPMENT

Engineering and product development expenses wad&alof revenues for the six months ended Juné&5, and 4.91% of revenues for
the six months ended June 30, 1995. This slightedse as a percentage of revenues was due totargneaecase in revenues than the incr
in engineering and product development expenses.

INTEREST EXPENSE

Interest expense was 0.8% of revenues for the sitims ended June 30, 1996 and 1.12% of revenudélse@ix months ended June 30, 1995.
This decrease was primarily due to a one percentaig reduction in interest rate of the line oddit loan which took place in September
1995.

TRANSLATION LOSS

The primary currency of the Company's subsidiaode? Digital, is the Mexican peso. During 1995, khexican peso was devalued against
the United States dollar. As a result of such deatadn, the Company experienced a translationd6$6,851 for the six months ended June
30, 1995 related to Poder Digital's operationsgisilexican pesos. The Company did not experienémitas loss for the six months ended
June 30, 1996.

INCOME BEFORE INCOME TAXES

Income before income taxes for the six months eddeé 30, 1996 was $637,208 compared to $270,5thdsame period during 1995.
This increase of $366,697 was primarily due todhiestantial increase in revenues over expenseasgdiimé six months ended June 30, 1996.

INCOME TAX

The Company's income tax expense was 4.49% of vesdor the six months ended June 30, 1996 and®ds fevenues for the six months
ended June 30, 1995. Through December 31, 199% dhwany had net operating loss tax carry-forw@d3Ls) which resulted in minimal

federal tax liability for the Company in 1995. Thgh June 30, 1996, the Company began providingdar-end tax liability at an estimated
average annual rate of approximately 40%.

NET INCOME

Net income was $343,208 for the six months ended 30, 1996 and $242,511 for the six months ended 30, 1995. The increase in
income was due to increased revenues and a dedreasteof goods sold as a percentage of salesteAgopisly discussed, during the fourth
quarter of 1995, the Company recognized a one-émdenefit of $277,400 due to its prior net opamtosses. Because of the tax benefit
recognized during the fourth quarter of 1995, itidikely that the Company's net income for 1998 @xceed the Company's 1995 net
income.
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YEAR ENDED DECEMBER 31, 1995 COMPARED TO YEAR ENDED DECEMBER 31, 1994
REVENUES

Revenues in 1995 increased by $3,788,169, or 60.82%majority of this increase, $1,957,293 (51.5¥¢4s due to increased sales through
the Company's stocking distributors who resell@oepany's products to OEMSs. Direct sales by the fizom to OEMs accounted for
$1,294,886 (34.18%) of the increase in sales amddtance of $535,990 (14.15%) was generated bgthgpany's three private label
customers.

GROSS MARGINS

Gross margins were 25.34% of revenues during 18838.38% of revenues during 1994. This slight ei@se in gross margins was due to
increased costs to the Company. These increas&dmanarily resulted from increased sheet metatsand increased costs associated with
certain Japanese-sourced materials, such as aagadipanese-sourced materials became more expéesiause of the weakening of the
Japanese yen against the dollar. In addition, tragany's administrative costs of its Mexican fagilhcreased due to the appointment of a
new plant manager and several other key managepeesannel to strengthen the operations of thalitiaclhese increases in costs were
offset by an approximate 5% increase in sellinggwiinstituted during 1995.

SELLING, GENERAL AND ADMINISTRATIVE

Selling, general and administrative expenses werg0% of revenues in 1995 and 14.71% of revenu&8%. Selling, general and
administrative expenses declined during 1995 piilgndue to the Company's decision to terminateetationship with its manufacturer's
representative in the Northern California territanyd to manage sales directly, resulting in a dgesarén commissions to 1.42% of revenues in
1995 from 3.87% of revenues in 1994.

ENGINEERING AND PRODUCT DEVELOPMENT

Engineering and product development expenses wad8alof revenues in 1995, and 6.54% of revenud9%94. During 1994, the Company
had entered into several custom product developowitacts which were engineeriimgensive but did not result in the expected reesnir
1995, the Company directed its engineering ressuiea greater degree on the development of mbtkfistandard products with a resulting
decline in engineering expenses as a percentageefues.

INTEREST EXPENSE

Interest expense was 1.16% of revenues during 4883..64% of revenues during 1994. Interest expestates primarily to a line of credit
and two equipment term loans with San Jose NatiBaak. The two term loans in the aggregate prin@psount of $170,000, and the line of
credit, are secured by the Company's accountsviaues and the Company's assets. Proceeds frotwdhterm loans were used to acquire
equipment, and proceeds from the line of creditewesed for working capital. Because the Comparorotvings did not increase in 1995,
interest expense, as a percentage of revenuegadedrin 1995. In addition, the interest rate eritie of credit loan decreased by one
percentage point in September 1995.

TRANSLATION LOSS

The primary currency of the Company's subsidiaode? Digital, is the Mexican peso. During the fisgsar ended 1995, the Mexican peso
was devalued against the United States dollar. iesualt of the devaluation, the Company incurré&8%,258 translation loss related to Poder
Digital's operations. During 1994, the Company eigreed a translation loss of $10,450.
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INCOME BEFORE INCOME TAXES

Income before income taxes increased by $681,508 $144,976 during 1994 to $826,484 in 1995. Thisstantial increase was primarily
due to the increase in revenues from the saleeo€ttmpany's power supplies.

INCOME TAX

During the fourth quarter of 1995, the Company ggiped an income tax benefit of $277,400 as contptara tax provision of $23,253
during 1994. The recognition of the tax benefitidgrl 995 is due to the Company's utilization ofpit®r net operating loss carryforward.

NET INCOME

Net income was $1,103,884 in 1995 and $121,723%4 1an increase of $982,161, or 807%. The incrieaset income was due tc
substantial increase in sales without a correspanidicrease in expenses related to such salesjusntb a $277,400 tax benefit.

The Company does not believe that its businessaisanal.
LIQUIDITY AND CAPITAL RESOURCES

As of June 30, 1996 and December 31, 1995, the @oygpworking capital was $2,426,022 and $2,211 B5$ectively. For the past two
fiscal years and the six months ended June 30,,188& ompany has relied on cash flows from opematsupplemented by bank borrowings
to finance working capital and capital improvemeiitse Company's bank borrowings consist of a $1EDFomissory note bearing interest
at 10% per annum and due December 8, 1998, a $6010tnissory note bearing interest at 10.5% peuanand due May, 1999, and a $1.5
million line of credit bearing interest at primeupl1% and due October 15, 1997. Proceeds fromrtmeigsory notes were used to acquire
equipment, and the line of credit is used to supple the Company's working capital. The promissates and line of credit are secured by
substantially all of the Company's assets. The Gomloes not anticipate any material capital experes during 1997. As of June 30, 1996
and December 31, 1995, the Company's bank borrewotglled $1,614,458 and $1,054,145, respectiB#e. Note 6 of Notes to
Consolidated Financial Statements. Part of theqeds raised hereby will be used to reduce the Coytgphorrowings by approximately $1
million.

In addition, the Company is a guarantor of a $500@rm loan granted to the Company's employe& staoership plan ("'ESOP"). The
$500,000 term loan is included in the total amafrihe Company's bank borrowings as of June 306 $8ted in the preceding paragraph.
The $500,000 is due in June 2001 and bears int@rdft5% per annum. Proceeds from the loan were tesacquire the Company's Comr
Stock by the ESOP. Principal and interest on the Wwill be paid by the ESOP through contributioresda by the Company to the ESOP in
the amount of approximately $10,750 per month. Bmeunt will be a monthly deduction against revertheough June 2001.

NEW FINANCIAL ACCOUNTING PRONOUNCEMENTS

The requirements of the Statement of Financial Aating Standards No. 121, "Accounting for the Innpegint of Long-Lived Assets," issued
in March 1995 ("FAS 121") and the Statement of Raial Accounting Standards No. 123, "Accounting $tock-Based Compensation,”
issued in October 1995 ("FAS 123"), are effectimefinancial statements for years that begin december 15, 1995. The Company ado
FAS 121 effective January 1, 1996. The adoptionrwdffect on the Company's financial position.

FAS 123 encourages, but does not require, comptmiegognize compensation expense based on faie Y@ grants of stock, stock optio
and other equity instruments granted to employ@empanies that do not adopt the fair value accogntiles must disclose the impact of

adopting the new method in the notes to the firerstatements. The Company currently does not dntemdopt the fair value accounting

prescribed by FAS 123 and will be subject onlyhte disclosure requirements prescribed by FAS 123.
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BUSINESS
OVERVIEW

Digital Power Corporation designs, develops, mactufgs, and markets switching power supplies fla ®amanufacturers of computers and
other electronic equipment. Switching power suppéiee critical components of all computers androgtectronic equipment. The electronic
circuitry in computers and other electronic equipbrequires a steady and isolated supply of doentent (DC) electrical power. In addition,
the various components and subassemblies withipuaters and other electronic equipment often redlifferent voltage levels of electrical
power. The power supply products of the Compangfgahese two requirements by converting the alieng current (AC) electricity from a
primary source, such as a wall outlet, into theaicurrent required for the proper functioningelctronic circuits, and by dividing the single
electrical current into as many as four discretipoivoltages. The Company's power supply prodaisits monitor and regulate the DC output
voltages being delivered to protect the electreggipment from harmful surges and drops in vollagels. Because the Company's products
have a high "power-density" (measured in wattsgoic inch), the power supply products of the Conypare generally smaller than those of
competitors. For example, the Company believesith&tS100 series of power supplies, on a 3" xritpd circuit board, is the smallest 100
watt off-line (AC input) power supply availabletime industry. Furthermore, the Company's power lsymoducts are extremely "flexible" in
design. This "flexibility" approach allows the Coamy to modify quickly and inexpensively its baseida products to satisfy an OEM's
specific power supply needs, thereby enabling the@any to keep to a minimum its expenses for nonfrang engineering ("NRE") of its
basedesign products. Because of this reduced NRE erpeteted to the "flexibility” line of switching peer supplies, the Company does
charge its customers for its NRE expenses incurrégiloring a power supply to a customer's speciiquirements. However, many
competitors of the Company do charge their custerfi@rNRE expenses. As a result of the Companiggitility" approach, it has provided
samples of modified power supplies to OEM custonrees quickly as a few days, an important capgigliven the increasing emphasis
placed by OEMs on "time-to-market". Digital Powestgategic objective is to exploit this combinatafpower density, flexibility, and short
time-to-market to win an increasing share of theeagng power supply market.

THE INDUSTRY

The market for power supplies is large, as alltebsic systems require a steady supply of low gatalectrical power. Almost all of these
systems require direct current (DC) voltages, hetalternating current (AC) voltages provided hiftytcompanies. Furthermore, the voltage
levels produced by standard power sources musgh#isantly lowered in order to allow proper fumaning of an electronic component. For
example, internal computer microprocessors, asagathemory and logic circuitry in telecommunicasigystems, generally operate on a
voltage level of 5 volts DC or less. However, malectrical outlets produce at least 115 volts ABerEfore, the incoming voltage of 115
volts AC must be both converted to DC and reduoédl\tolts. This is the function performed by a tgdipower supply. Those products wt
accept and convert alternating current from a prynp@wer source into the direct current requirectlgctronic systems are generally referred
to as "power supplies". Those products which canwee level of DC voltage into a higher or lowerdeof DC voltage as required by a
particular electronic device are generally refetieds "DC/DC converters".

Electronic systems are sensitive to variationsoitage, and therefore require protection from tlmges and drops in the AC voltage which
commonly occur over electrical lines. Power sugpperform this essential function by regulatingmaintaining the output voltages within a
narrow range of values.

Finally, power supplies divide a charge of eledlyimmto multiple lower voltage outputs. Most elaatic systems have a number of
subsystems, each of which may require a diffemadrning operating voltage. Power supplies can pewiultiple outputs of different
voltage levels. Certain voltage levels are comnmotihé electronics field. Increasingly, Digital Poviias received requests from OEMs for
"non-standard” voltage outputs. Digital Power bad®that its "flexibility" series of power suppliaege ideally suited for these non-standard
voltage applications.
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THE MARKET

According to Micro-Tech, the worldwide market fdeetronic power supplies was estimated to be $listiin 1995. The power supply
manufacturing industry is highly fragmented andifaigPower believes there are approximately 400gyasupply competitors in the world.
The electronic power supply market is typicallyitsipito captive and merchant segments. The captggnent of the market, that portion
represented by OEMs who design and manufacture pswpplies for use in their own products, is estaddo account for 50% of the total
market according to Micro-Tech. The balance ofgbeer supply market is served by merchant poweplgupanufacturers such as Digital
Power that design and manufacture power suppliesale to OEMs. Micro-Tech forecasts that the man¢isegment of the market will
experience the greatest rate of growth, increasorg 52.5% of the total market in 1996 to 62.8%haf total market in 2000. The Company
believes that the increase is due, in part, tdabethat power supplies are becoming an increfstmmplex component to the OEMs, with
constantly changing requirements such as powensrfactrection (PFC) and filtering specificationgminimize electromagnetic interference
(EMI).

POWER FACTOR CORRECTION. The alternating curreetgicity delivered by utility companies over povieies is delivered in smooth
waves, known as harmonic waves, or sine waves.sthath harmonic wave form of AC electricity thaaches a power supply is known as
"apparent power", and it is measured in watts Gweqtial volts multiplied by amperes). Although éfectricity reaches a switching power
supply in a smooth harmonic wave form, the switglpower supply does not draw on the electricitg Bmooth harmonic fashion. Rather, in
the process of "rectifying" the alternating curremb direct current form, a switching power suppijl draw current off the AC harmonic
wave form in short bursts, each of which is shdrteturation than the wave frequency. The amoumtoaier drawn off the line by the
switching power supply in these short bursts iskmas the "real input power". The real input poe@nnot be greater than the apparent
power, and in fact is almost always less than gpmeent power. Therefore, a percentage, or factorbe arithmetically determined by
dividing the real input power by the apparent pqwering a coefficient known as the "power factof'the power supply. Ideally, a switching
power supply would have a power factor of one, wtalthe apparent power is drawn off by the poswgaply, resulting in the real input
power equaling the apparent power. In practice,evaw this is not possible. In fact, most switchmgver supplies without the special fea
known as "power factor correction" have an apprat@rpower factor of only .60.

The reason why power factor of less than one camdignificant problem relates to the power thatasdrawn off the power line, or the
differential amount between one and the power fadte .60 = .40 in the example given above). Tiiferential of missing power is reflected
back onto the power line in a harmonically distd@shion, since the originally smooth harmonic &zéarm has now been disrupted by the
power that has been drawn off by the power supptlyexhibits a kind of "ripple" in the wave form. &harmonically distorted wave form
circulates as wasted heat energy in the powerdisayell as in wall sockets, electrical wiring e touilding, and in distribution transformers
along the power line. This problem of harmonicdigsbn and wasted heat energy grows as additiomiatising power supplies are connected
to and draw power from a power line. A large enongmber of switching power supplies drawing powenf a line without power factor
correction will result in; (i) a significant uncorapsated loss of electrical power (in the form ddthéo the electrical utility company; (ii)
potential damage to power lines and transformeansaxh by excessive heat; and (iii) "dirty" electrigawer for "downstream" consumers of
electricity. A low power factor is generally nopeoblem for the piece of electronic equipment ftsetved by the switching power supply.

In response to these problems, manufacturers oépsupplies have developed certain circuitry wighirver supplies known as "power fac
correction”, or PFC. With PFC, most power supptias be improved to perform at a power factor ofrapimnately .99. Historically, PFC has
only been installed in high wattage switching poaepplies because of the comparatively greater ataftharmonic distortion reflected
back onto the line by these power supplies. HoweREC is rapidly becoming critical at all powerdés; not only because it allows equiprr
designers to power more circuits from a standatteuiut also because of regulatory requiremesitahdished in the European Union, suc
European Normatives EN61000-3-2 and EN61000-3-8s&two normative standards, known more fully asiis For Harmonic Current
Emissions," and "Limitation Of Voltage FluctuatioAad Flicker On Low Voltage Supply Systems For
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Equipment With Rated Current <16A [less than 16 amag)," respectively, upgrade the former genesanddrd IEC555.2 and place pressure
on manufacturers of power supplies to develop prtedwith PFC at lower and lower power levels.

ELECTROMAGNETIC INTERFERENCE (EMI). EMI is univerbaundesirable because it potentially interferathwhe operation of other
electronic equipment. In the United States, theeFE@dCommunications Commission ("FCC") has mandegsthin EMI limits which cannot

be exceeded by OEM equipment. The European Unibh K&s issued an electromagnetic compatibility (BMiCective that applies certain
requirements to products sold in Europe beginnamdry 1, 1996. The EU created these directivasstoe conformity with safety and
quality standards and to assess product complifmeaghout its jurisdiction. One of these requiretsénvolves Conformity European

("CE") marking. OEMs may add the "CE" mark to thejuipment if it meets the requirements for radiated conducted noise emissions and
for noise susceptibility. The power supply, if paftan OEM system, does not itself need CE cedtiiam. However, since it is one of the
major noise generators within an OEM system, tieeeegrowing demand for the power supply to haeeGE mark. A pre-approved power
supply provides added assurance that the OEM veiétrthe applicable standards with little trouble.

Digital Power plans to address the market demarstsissed above for PFC and EMI features by devedogand introducing a line of power
supply products which incorporate PFC and proviltiering from EMI which meets or exceeds the regments for "CE" marking.

The power supply market can be segmented betwestomand standard power supplies. Power suppliEgred and manufactured by an
OEM for use in its own equipment are an example afistom design, as the product is not intendedegale. However, custom power
supplies are also common in the merchant markegain OEMs contract with power supply manufaatsito design a product that meets
the form, fit, and function requirements of thgesific application. Standard, "off-the-shelf" paveeipplies are intended for sale to many
customers whose electronic equipment can oper@ate fstandard" output voltages, such as 5 volts;dl® or 24 volts DC. A subset of the
standard segment of the market has evolved, comynkmiolvn as "modified”, comprising power supply puots which have the performance
characteristics of a standard power supply, bud meetain, usually minor, modifications. These nfiodtions may include slight mechanical
changes to the sheet metal chassis, but more Hypiceolve an adjustment to the output voltagesiirone of the "standard" output voltages
(e.g. 5 volts to 7 volts, or 15 volts to 18.5 vilts

Digital Power primarily serves the North Americanwer electronics market with AC/DC power suppliad ®C/DC converters ranging frc
50 watts to 750 watts of total output power. AC/pP@wer supplies represent the largest part of themaat power electronics market, with
sales in North America alone expected to grow fedraut $4.9 billion in 1996 to $6.7 billion in 200During the same period, DC/DC
converter sales in North America are forecastegtéav from $1.5 billion in 1996 to $2.1 billion ir0R0.

STRATEGY

Digital Power's strategy is to be the suppliertudice to OEMs requiring a high quality power saativhere size, rapid modification, and
time-to-market are critical to their business sgsc&arget market segments would include teleconuations, networking, switching, mass
storage, and industrial and office automation potg&luVhile many of these segments would be charaeteas computer-related, the
Company does not participate in the personal coend®C) power supply market. The power supply maikePCs is very competitive with
standard power supplies producing low margins.

PRODUCT STRATEGY

Digital Power has eight series of base designs fanch thousands of individual models can be predu&ach series has its own printed
circuit board (PCB) layout that is common to alldets within the series regardless of the numbeugbut voltages (typically one to four) or
the rating of the individual output voltages. A édorange of output ratings, from 3.3 volts to 48s/acan be produced by simply changing
power transformer construction and a small numbeutput components. Designers of electronic system
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can determine their total power requirements oftgr ahey have designed the system's electronitiitiy and selected the components to be
used in the system. Since the designer has a &nitunt of space for the system and may be undepetitive pressure to further reduce its
size, a burden is placed on the power supply maturfer to maximize the power density of the powgapdy. A typical power supply consists
of a PCB, electronic components, a power transfoand other electromagnetic components, and a sietal chassis. The larger
components are typically installed on the PCB bwmnseof pin-through-hole assembly where the comptsreme inserted into prdrilled holes
and soldered to electrical circuits on the PCB.eDttomponents can be attached to the PCB by surfacet interconnection technology
(SMT) which allows for a reduction in board sizecs the holes are eliminated and components cafabed on both sides of the board. The
Company's US100 series is an example of a produty this manufacturing technology.

PRODUCTS

Digital Power's "flexibility" concept applies tol af the Company's US, UP/SP, and DP product seAi@®mmon printed circuit board is
shared by each model in a particular family, résglin a reduction in parts inventory while allowifor rapid modifiability into thousands of
output combinations. The following is a descriptafrthe Company's products.

US50/DP50 SERIES

The US50 series of power supplies are compact,oesimal, high efficiency, open frame switchers ttiakiver up to 50 watts of continuous or
60 watts of peak power from one to four outputse 98264 VAC universal input allows them to be used wwitle without jumper selectio
Flexibility options include chassis and cover, pogeod signal, an isolated V4 output, and UL544div&l) safety approval. All US50 series
units are also available in 12VDC, 24VDC, or 48Vid@uts. This optional DC input unit (DP50 seriesgimiains the same pin-out, size, and
mounting as the US50 series.

US70/DP70 SERIES

The US70 series of power supplies is similar toll®50 series, a compact, economical, highly efficiepen frame switcher that delivers up
to 65 watts with a 70 watt peak. This unit is offgwith one to four outputs, a universal inputddtem 90 to 264 VAC, and is only slightly
larger than the US50 series. The US70 seriesferdiftiated from competitive offerings by virtueitsf smaller size, providing up to four
outputs while competitors typically are limitedttmee outputs. Flexibility options include coveower good signal, an isolated V4 output,
and UL544 (medical) safety approval. The DP70 ésshme as the US70 except the input is 48 voltsTDE.Company also offers 12 & 24
VDC DC input on this series where the model sesfenges to DN&DM. This type of product is ideal fow profile systems with the power
supply measuring 3.2" x 5" x 1.5".

US100/DP100 SERIES

The US100/DP100 is the industry's smallest 100 switicher. Measuring only 5" x 3.3" x 1.5", thigiss delivers up to 100 watts of
continuous or 120 watt peak power from one to fmutputs. The 90-264VAC universal input allows thteentve used worldwide. This product
is ideal in applications where OEMs have upgratied systems, requiring an additional 30-40 wattsutput power but being unable to
accommodate a larger unit. The US100 fits in tmeestorm factor and does not require any toolinghechanical changes by the OEM.
Flexibility options include a cover and adjustaptest regulators on V3 and/or V4 outputs. Fully oasmodels are also available. All US100
series units are also available with 12VDC, 24VB48 VDC inputs. This optional DC input unit (DR)Unaintains the same pin-out, size,
and mounting as the US100 series.

UP300 SERIES

The UP300 series are economical, high efficienpgnoframe switchers that deliver up to 300 wattsawitinuous, 325 watt, peak power from
one to two outputs. The 115/230VAC auto-selectaipat allows
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them to be used worldwide. Gard EMI filtering is a standard feature. Flextgibptions include a cover, power fail/power gaighal, anc
an isolated 2nd output. The UP300 is also availablthe SP300 series, which is jumper selectaltleslee 115 and 230VAC and provides
OEM an even more economical solution. This prodactbe used in network switching systems or otleatrenic systems where a lot of
single output current, such as 5, 12, 24, 48 uaitent might be required.

US250/DP250 SERIES

The US250 series are economical, high efficienpgnoframe switchers that deliver up to 250 wattsasftinuous or 300 watts of peak power
from one to four outputs. The 115/230VAC auto-silkele input allows them to be used worldwide. Fddity options include cover, power
fail/power good signal, enable/inhibit, and anédetl V3 output. All US250 series units are alsdlalike with 12VDC, 24VDC, or 48VDC
inputs. This optional DC input unit (DP250) maintaihe same pin-out, size, and mounting as the QJS&28es.

US350 SERIES

The US350 series is a fully-featured unit that &etdse power factor correction and was designdeetéield-configurable by the Company's
international and domestic sales channels. Thisifeallows the stocking distributor to lower itwvéntory costs but still maintain the requi
stock to rapidly provide power supplies with théque combination of output voltages required byOd&M. This unit delivers 350 watts from
one to four outputs modules and meets the totahbic distortion spec IEC 555.2. The US350 hasrabaard EMI filter and operates from
90-264 VAC input. This unit measures 9" x 5" x 2a6id can operate without any minimum loads andahasptional internal fan and power
fail/power good signal.

US750 SERIES

The newest product under development by the Comisatime US750 series. The US750 is a fully modptawer supply measuring 3" x
10.25" x 5" and delivers 750 watts from one to fpawer outputs. This product can be configured é@inmany different applications. It
comes with optional N+1 parallelability, hot swajié§y frequency synching, power good/power faihdaremote on/off. The Company
anticipates that this product will be available $afte during the first quarter of 1997.

The Company also produces two products designatétkakD series in a 150 watt and 200 watt prodlioese designs were acquired in
1987 under a licensing agreement with KDK ElecitenThey are still offered for sale but are expgétecontinue to decline as a percentage
of Digital's revenues. The licensing agreement WiilK Electronics, as amended, provides that inebhent total historical sales of KD
products reaches $20 million, then KDK Electromigt be granted a stock option to purchase 100 &itdres of Digital's Common Stock for
$3.50 per share with Digital paying the exercidgegprDue to changing market conditions, the KDesers expected to be phased out prior to
reaching the $20 million sales level. Thereforecammon stock is anticipated to be granted to KDéc&Eonics under the licensing
agreement. In addition, KDK Electronics will be ghai royalty equal to 5% on the first $20 milliontatissales of the KD series products with
the royalty decreasing on sales over that amoubtptoducts accounted for 23%, 14%, and 9% of regemu 1994, 1995, and for the six
months ended June 30, 1996, respectively. Totaltatime sales of KD products were $14,211,423 akiok 30, 1996.

VALUE-ADDED SERVICE

Digital Power offers its customers various typesalfie-added services, which may include the falhowadditions to its standard product
offerings.

Electrical (power): Paralleled power supplies fd#{) redundancy, hot swapability, output OR'ingddis, AC input receptacle with fuse,
external EMI filter, on/off switch, cabling and awectors, and battery backup with charger.
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Electrical (control and monitoring): AC power fdiétect signal, DC output(s) OK signal, inhibit, puit voltage margining, and digital control
interface.

Mechanical: Custom hot-plug chassis for (N+1) rethmt operation, locking handle, cover, and fan.

These services incorporate one of the Companyés firasiucts along with additional enclosures, cabkemblies, and other electronic
components to arrive at a power subassembly. Tiwtegy matches perfectly with those OEMS wishimgeiduce their vendor base, as the
turnkey sub-assembly allows customers to elimioéter vendors.

QUALITY MANAGEMENT METHODS

Digital Power's emphasis on quality begins withitligal design stage and continues through th@pcton processes to the end product. To
execute this strategy, the Company utilizes sojghistd design techniques including computer modedimd computer aided design combined
with advanced management methods such as jushe{tliT) manufacturing, statistical process con&®C), and total quality commitment
(TQC). The Company believes that these techniguesrl production costs while simultaneously impravproduction efficiencies and the
quality of the end-product.

SAFETY AND REGULATORY AGENCIES

All of the Company's power supplies meet or exaestdblished international safety standards inctyinderwriters Laboratory Incorporat
(UL) in the United States; Canadian Standards Aatioos (CSA) in Canada, or the UL equivalent (clnd Technischer Uberwachungs-
Verein (TUV) or Verband Deutscher ElectrotechniRéDE) in Germany. In addition the Company has bsitarapproved by the British
Approval Board for Telecommunications (BABT) in tbieited Kingdom. The Company plans to achieve 19019certification, a European
model for quality assurance, by the second quaft&97.

SUPPLIERS

Other than certain fabricated parts such as pricitedit boards and sheet metal chassis whichesa@ily available from many suppliers, the
Company uses no custom components. Typically, typplgers are qualified for every component, wite #xception being two line
transformers, one manufactured by Tamura and tenseone manufactured by Spitznagel. These tramsferare designed into three of the
Company's products, which products accounted fpragimately 10% of the Company's sales in 1995.

MANUFACTURING STRATEGY

Consistent with its product flexibility strateghet Company aims to maintain a high degree of fibtilin its manufacturing processes in
order to respond to rapidly changing market coadgi With few exceptions, the competitive naturéhefpower supply industry has placed
continual downward pressure on selling prices.rtfento achieve low cost manufacturing with a laimbensive product, manufacturers have
the option of automating much of the labor outhait product, or producing their product in a I@ldr cost environment. Given the high
fixed costs of automation and the resistance tlaisgs on making major product changes, Digital Rdveéieves that its flexible
manufacturing strategy is best achieved througiglalyhvariable cost of operation. In 1986, the Camyp established a wholly-owned
subsidiary in Guadalajara, Mexico to assembleritglpcts. This manufacturing facility performs métkr management, sub-assembly, final
assembly, and test functions for the majority @f @ompany's power supply products. In additiontBignas entered into an agreement with
Fortron/Source Corp. to manufacture Digital's peiduat a facility located in China on a turnkeyi®aBurchases from Fortron/Source will be
made pursuant to purchase orders and the agreemagrite terminated upon 120 days notice. AlthoughGbmpany has just recently begun
to manufacture its products through Fortron/Soutteee Company believes that it will be able to pralhigh volume power supplies through
Fortron/Source at a cost lower than at its GuadedaMexico, facility.
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SALES, MARKETING AND CUSTOMERS

Digital Power markets its products domesticallytigh a network of 13 independent manufacturersesgmtatives. Each representative
organization is responsible for managing salesparticular geographic territory. Generally, thpresentative has exclusive access to all
potential customers in the assigned territory antbimpensated by commissions at 5% of net sakesthé product is shipped, received, and
paid for by the customer. Typically, either the Gxamy or the representative organization may tertaitiee agreement with 30 days written
notice.

In certain territories, the Company has enterea agreements with 28 stocking distributors who ang resell the Company's products. For
the six months ended June 30, 1996, and for thesysaled December 31, 1995 and 1994, distributes s&counted for 38.9%, 39.7%, and
32.4%, respectively, of the Company's total saleer this same period, one distributor accounte@81%, 27%, and 16%, respectively, of
total sales. In addition, international sales tigtoatocking distributors accounted for less thandd%he Company's sales. In general, the
agreements with stocking distributors are subjeetinual renewal and may be terminated upon 98 @aitten notice. Although these
agreements may be terminated by either party irdeat a stocking distributor decides to termintstegreement with the Company, the
Company believes that it would be able to contitingesale of its products through direct sales ¢octiistomers of the stocking distributor.
Further, and in general, stocking distributorseligible to return 25% of their previous six- mosthkales for stock rotation. For the past three
years, stock rotations have not exceeded one pavtéstal sales

The Company has also entered into agreements lwigk private label customers who buy and reselCibiapany's products. Under these
agreements, the Company sells its products torikiatp label company who then resells the prodwitts its label to its customers. The
Company believes that these private label agreenmsxmiand its market by offering the customer amsgcource for the Company's products.
The private label agreements may be terminatedtbgreparty. Further, the private label agreemenqtires that any product subject to a
private label be available for 5 years. For thensonths ended June 30, 1996, and for the yearsiddeleember 31, 1995 and 1994, private
label sales accounted for 8.4%, 10.2%, and 7.88pexdively, of total sales.

The Company's promotional efforts to date haveuihet! product data sheets, feature articles in fpadedicals, and trade shows. Part of the
proceeds raised hereby will be used for future mtional activities, including space advertisingridustry-specific publications, a full line
product catalog, application notes, and direct twa#in industry-specific mail list.

The Company's products are warranted to be frelefefcts for a period ranging from one to two ydams date of shipment. No significant
warranty returns have been experienced. As of 30n&996, the Company's warranty reserve was $289,1
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BREAKDOWN OF PRODUCT MARKET

The table below sets forth the percentage of Di§itaver's revenues generated by particular magghents served by Digital Power's
customers, and indicates representative customgrmuhose market segments.

PERCENTAGE OF
PRODUCT OR MARKET SERVED BY CUSTOMER REVENUES REPRESENTATIVE CUSTOMERS
Communications................cee. 28% Westinghouse
STM Wireless

Stanford Telecommunications
Multipoint Networks
ADC
AT&T
Network Switches, Routers, Hubs...... 24% Bay Networks
Ascend Communications
Digital Link
Whitetree
3COM
Computer Peripheral/Mass Storage..... 12% Storage Dimensions
Motorola
Photography/Visual Equipment......... 9% N View
Photometrics
Optivision
Semiconductor Mfg. Equipment......... 7% Applied Materials
Asyst Technologies
Enclosures........cccccovviieennn. 6% Elma
Sigma/Trimm
Broadcast Equipment.................. 5% Leitch Video
Office Automation.................... 4% Quartet Ovonics
Patapsco
Medical Equipment.................... 3% OEC Diasonics
Test Equipment............cccvveeee 2% Analogic
Orion Instruments

BACKLOG

Digital Power typically does not build finished gisofor stock. Upon receipt of a purchase order feocustomer, a work order is issued to the
Company's production department to build a spetijieantity of a model to be delivered on a spegifibipment date. Backlog consists of
purchase orders on-hand generally having a sche:delévery date within the next six months. The @amy's backlog was $5,810,098 at
June 30, 1996, and $3,276,498 at December 31, 128&tions in the magnitude and duration of puseharders received by the Company
and customer delivery requirements may result bs&ntial fluctuations in backlog from period taipd. Although the Company may have a
binding purchase order, customers may cancel cheekile deliveries and backlog may not be a meé&uimglicator of future financial

results.

COMPETITION

The merchant power supply manufacturing industhyighly fragmented and serviced by approximatel@ d6mpetitors worldwide. Many of
the Company's competitors are located in low cogirenments where
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they may have advantages in terms of labor and ooemg costs. In addition, they may offer producisiparable in quality to those of Digi
Power and have significantly greater financial aratketing resources. Representative examples @angpany's competitors are Computer
Products, Inc., ASTEC America, Zytec Corporatiam] aambda Electronics. The Company believes itthesmpetitive position with its
targeted customers who need a high-quality, compractuct which can be readily modified to meetd¢hstomer's unique requirements. To
remain competitive, the Company must continue ferahnovative products at competitive prices whimonstrating flexibility in meeting
the customer's requirements for rapid time-to-miarke

RESEARCH AND DEVELOPMENT

The Company's research and development effortgramarily directed toward the development of neanskard power supply platforms
which may be readily modified to provide a broadhgrof individual models. Improvements are condyastught in power density,
modifiability, and efficiency, while the Companytenpts to anticipate changing market demands foeased functionality, such as PFC and
improved EMI filtering. Internal research is suppknted through the utilization of consultants wpecsalize in various areas, including
component and materials engineering, and electroetagdesign enhancements to improve efficiencyleateducing the cost and size of the
Company's products. Product development is perforat®igital Power's headquarters in Californiatmge engineers who are supported
assisted by five technicians. The Company's toaéerditures for research and development were $668$481,475, and $314,659 for the
years ended December 31, 1994, 1995, and the sithnperiod ended June 30, 1996, respectively, apesented 6.54%, 4.8%, and 4.8%
the Company's total revenues for the correspongimipds.

EMPLOYEES

As of June 30, 1996, the Company had approxim&#byfull-time employees with 300 of these emplogeis wholly-owned subsidiary
Poder Digital located in Guadalajara, Mexico. Thgpyees of Digital Power's Mexican operation agmhers of a national labor union, as
are most employees of Mexican companies. The Coynipas not experienced any work stoppages at aifties facilities and believes its
employee relations are good.

FACILITIES

The Company's headquarters are located in appreadyr@® 500 square feet of leased office, reseanchdevelopment space in Fremont,
California. The Company pays $5,890 per month,exttlip adjustment, and the lease expires on Jai31a3001. The Company's
manufacturing facility is located in 16,000 squfet of leased space in Guadalajara, Mexico. Thagamy pays approximately $3,500 per
month, subject to adjustment, and the lease expirésbruary, 2001. The Company believes thatiistiag facilities are adequate for the
foreseeable future and has no plans to expand them.

LEGAL PROCEEDINGS
The Company knows of no material litigation or wiaipending, threatened, or contemplated to whietCibmpany is or may become a party.
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MANAGEMENT
EXECUTIVE OFFICERS AND DIRECTORS

The names and ages of the Executive Officers anetiirs of the Company as of September 30, 19%b¢ariain information about such
persons, are set forth below. The Company's Bylawsgide for a Board of Directors of not less thase fnor more than nine members, with
the actual number to be set by resolution of tharBoEach of the Company's Directors is electeadeatinnual meeting of shareholders of the
Company and serves until the next annual meetitigawuth person's successor is elected and qudilifieuntil such person's earlier death,
resignation, or removal.

As part of the Underwriting Agreement, the Undetans shall have the option to designate a membtiet8oard of Directors, or, at the
Underwriters' option, designate an individual teadl the Board's meetings for a period of five geAt this time, the Underwriters have not
indicated whether they intend to exercise suchtrigbe "Underwriting."

Executive Officers are appointed by, and servaatiscretion of, the Board of Directors. Exceptissussed below, the Company has no
employment agreements with any of its Executived®fs or Directors. The Company has not paid asyg & other remuneration to the
Directors for their services as Directors. The Blioes do, however, receive stock options and Wésrtam the Company for their services.
In August of 1996, each Director received Warrantsurchase 20,000 shares of Common Stock at $08hare for services as a Director.
See "Principal and Selling Stockholders and Wahalders." The Company has agreed to register tmen@m Stock underlying such options
and Warrants. No family relationship exists betwapn of the Officers or Directors.

NAME AGE POSITION
Edward L. Lammerding................ 66 Chair man of the Board
Philip M. Lee......ccccvvvereennn. 72 Direc tor
Thomas W. O'Neil, Jr................ 67 Direc tor
Robert O. Smith................... 52 Direc tor, Chief Executive Officer, and President
Claude AdKINS..........cccvvveeeens 54 Direc tor, Executive Vice President, and Vice
Pre sident-Engineering
Philip G. Swany........ccccceeuuee 46 Chief Financial Officer and Vice
Presi dent-Finance

BACKGROUND OF EXECUTIVE OFFICERS AND DIRECTORS.

EDWARD L. LAMMERDING. Mr. Lammerding is Chairman dlie Board of the Company and has been a Direirtoe 4989. Since
November, 1995, Mr. Lammerding has also servedrasran of the Board of 3Net Systems, and sinc® H@ghas served as Chairmar

the Board of Sierra Resources Corporation, a verdapital investment firm. Currently, Mr. Lammemgliis serving as a director or trustee of
three other organizations, including Public Affdinformation, Inc., a legislative bill reportingrs&e, Unicube U.S.A., Inc., a hospital curtain
manufacturer, and Fulton Water Co., a domestic matpply company. Mr. Lammerding also serves orbtierd of the California State
Lottery Commission, St. Mary's College, and the iMaCorps Historical Foundation. Mr. Lammerdingei®ed an A.B. in Economics from
St. Mary's College.

PHILIP M. LEE. Mr. Lee has served as a Directothef Company since 1991. He has over 40 years experin supermarket management
and is a general partner of J & P Properties, laestate management and investment company. MrisL&leo a director of Sierra Resources
Corporation. He received a certificate in managdrfrem American River College.

THOMAS W. O'NEIL, JR. Mr. O'Neil has served as adator of the Company since 1991. He is a certifieldlic accountant and has been a
partner of Schultze, Wallace and O'Neil, CPAs, sib@891. Mr. O'Neil is a retired partner of KPMG Pielarwick. Mr. O'Neil is also a

director of the California Exposition and StaterF&@hairman of the Board of the Regional Creditdksation, and a director of 3Net Systems,
Inc.
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ROBERT O. SMITH. Mr. Smith joined the Company in\mnber 1989 as its Chief Executive Officer and &sractor, and in May 1996 he
was also made President of the Company. From 1880gh 1989, Mr. Smith held various executive posg with Computer Products, Inc.,
a manufacturer of power conversion products andstréhl automation systems (including position¥&® President/Group Controller of the
Power Conversion Group, General Manager of the @evep Division, and President of the Boschert suibsj). From 1978 to 1980, Mr.
Smith was Cost Accounting Manager at Harris Comp8yestems. Mr. Smith received a B.S. in Businesmifsistration from the Ohio
University and completed numerous courses in tHg.M.program at Kent State University.

CLAUDE ADKINS. Mr. Adkins was the Company's Presiléiom September 1987 to May 1996, and Executiiee Yresident and Vice
President of Engineering from May 1996 to the pnesdr. Adkins has been responsible for marketiog/@r supplies and for new product
development for the Company since the inceptioth@fpower supply line of products. From August 18y3anuary 1978, Mr. Adkins was a
technical sales representative for Richards Assesia manufacturer's representative organizati®an Jose, California. He received an
A.A. degree from El Camino Junior College, and &.RBlegree in Industrial Technology and Electrofriem California State University at
Long Beach.

PHILIP G. SWANY. Mr. Swany joined the Company as@ontroller in 1981. In February 1992, he left @@mmpany to serve as the
Controller for Crystal Graphics, Inc., a 3-D gragghsoftware development company. In September M@85wany returned to the Company
where he was made Vice President-Finance. In M&8% 18 was named Chief Financial Officer and Sacyaif the Company. Mr. Swany
received a B.S. degree in Business Administratigkceounting from Menlo College, and attended graglwaurses in business administra
at the University of Colorado.

COMMITTEES OF THE BOARD.

The Board has an Audit Committee and a Compens@tionmittee. The Audit Committee consists of Mesisesnmerding and O'Neil, and
the Compensation Committee consists of Messrs.iCiNé Lee.

The primary functions of the Audit Committee aredgiew the scope and results of audits by the Gowy'g independent auditors, the
Company's internal accounting controls, the noritagdvices performed by the independent accousitand the cost of accounting services.

The Compensation Committee administers the Compdi®@6 Stock Option Plan and approves compensaéonyneration, and incentive
arrangements for officers and employees of the Gomp

EXECUTIVE COMPENSATION.

The following table sets forth the Compensatiothef Company's president and chief executive offiteing the past three years. No other
officer received annual compensation in excess160%00.

SUMMARY COMPENSATION TABLE

LONG TERM COMPENSATION

ANNUAL COMPENSA TION AWARDS PAYOUTS
OTHER ANNUAL RESTRICTED SECURITIES LTIP  ALL OTHER
NAME AND COMPE NSA- STOCK UNDERLYING PAYOUTS COM PENSA-
PRINCIPAL POSITION YEAR SALARY($) TION ($) AWARD(S)($) OPTIONS®#) ($) T ION
Robert O. Smith 1995 $105,000 $ 0 $0 0 $0 $0
President and CEO 1994 $100,000 $ 0 $0 0 $0 $0
1993 $100,000 $ 0 $0 104,922(1) $0 $0

(1) During fiscal year 1993, Mr. Smith receivecka year option to acquire 104,922 shares of ComB&tock at $.50 per share. During fiscal
year 1996, Mr. Smith exercised his option to aa8i022 shares of Common Sto
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The Company and Mr. Smith entered into an employroentract which terminates on December 31, 19%@ldd the terms of Mr. Smith's
employment contract, Mr. Smith shall serve as plierstiand chief executive officer of the Company hisdsalary shall be $150,000 per
annum effective January 1, 1997, increasing inmaouwt to be determined by Mr. Smith and the Boahghat Mr. Smith shall receive
$200,000 per annum by January 1, 1999. Mr. Sniti'eent salary for 1996 is $110,000. In additioamgoant to Mr. Smith's contract, he sl
have the right to receive on the first businessafaach January during the term of his contratibap to acquire 100,000 shares of Common
Stock at the market value as of such date. Fingilysuant to Mr. Smith's employment contract, e élent there is a change in control, Mr.
Smith shall be granted a five year consulting axttat $200,000 per year.

LIMITATION OF LIABILITY AND INDEMNIFICATION MATTERS

Sections 204 and 317 of the California General Gafion Law permit indemnification of directorsfioérs, and employees of corporations
under certain conditions subject to certain linitas. Article V of the Company's Amended and Restatrticles of Incorporation states that
the Company may provide indemnification of its @geimcluding its officers and directors, for breaxf duty to the Company in excess of the
indemnification otherwise permitted by Section ®fthe Corporations Code, subject to the limitsfegth in Section 204 of the Corporations
Code. Article VI of the Bylaws provides that ther@many shall, to the maximum extent and in the mapeanitted in the Corporations Co
indemnify each of its agents, including its offis@nd directors, against expenses, judgments, Seétements, and other amounts actually
and reasonably incurred in connection with any @eoling arising by reason of the fact that any gerkon is or was an agent of the
Company.

Pursuant to Section 317 of the California CorporaiCode, the Company is empowered to indemnifyp@ngon who was or is a party or is
threatened to be made a party to any proceedihgr(thian an action by or in the right of the Conypanprocure a judgment in its favor) by
reason of the fact that such person is or was fiwegfdirector, employee, or other agent of thenpany or its subsidiaries, against expenses,
judgments, fines, settlements, and other amoumisyc and reasonably incurred in connection withtsproceeding, if such person acte:
good faith and in a manner such person reasonaliBvied to be in the best interests of the Compardy in the case of a criminal proceed
the Company has no reasonable cause to beliewsftiuiict of such person was unlawful. In additibie, Company may indemnify, subject to
certain exceptions, any person who was or is ¥ atis threatened to be made a party to any thneat, pending, or completed action by «
the right of the Company to procure a judgmentsrfavor by reason of the fact that such persam igas an officer, director, employee, or
other agent of the Company or its subsidiariesinag@xpenses actually and reasonably incurredibly person in connection with the
defense or settlement of such action if such peasted in good faith and in a manner such persbeveel to be in the best interest of the
Company and its shareholders. The Company may adwapenses incurred in defending any proceeding torfinal disposition upon
receipt of an undertaking by the agent, officerectior, or employee to repay that amount if it shaldetermined that the agent is not entitled
to indemnification as authorized by Section 317addition, the Company is permitted to indemni§yagents in excess of Section 317.

Insofar as indemnification for liabilities arisinmpder the Securities Act may be permitted to dines;tofficers, and controlling persons of the
Company pursuant to the foregoing provisions, bemtise, the Company has been advised that ingiméon of the Commission such
indemnification is against public policy as expezb@ the Securities Act and is therefore unentainte

STOCK PLANS

EMPLOYEE STOCK PURCHASE PLAN. The Company adoptedaployee Stock Ownership Plan ("ESOP") in conforiwith ERISA
requirements. As of September 30, 1996, the ESQ#3 0w the aggregate, 173,333 shares of the Cortgp@oynmon Stock. In June 1996,
ESOP entered into a $500,000 loan with San Josedbank to finance the purchase of shares. Tdrapany has guaranteed the repayr
of the loan, and it is intended that Company cbations to the ESOP will be used to pay off thenldéee "Management's Discussion and
Analysis." The Company intends to make a monthhytigoution of
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approximately $10,750 per month to the ESOP. Applaryees of the Company participate in the ESOFherbasis of level of compensation
and length of service. Participation in the ESOBuisject to vesting over a six-year period. Theehaf the Company's Common Stock
owned by the ESOP are voted by the ESOP trusteessiith, President and Chief Executive Officethdf Company, is one 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 tomoatio advance in their employment by or serviagléoCompany. A total of 513,000 sha

of Common Stock are authorized to be issued utdePtan, of which 275,500 shares have been issusdant to the 1996 Plan at an
exercise price of $1.80 per share. In connectidh thie issuance of the stock options, the Compéaitgied a letter from its investment
banker that the value of the stock options do Roeed $1.80 per share. The stock options to acguBeb00 shares vest after two years. The
1996 Plan provides for the grant of incentive on4statutory stock options. The exercise price gfianentive stock option granted under the
1996 Plan may not be less than 100% of the faiketaralue of the Common Stock of the Company orddtte of grant. The fair market va
for which an optionee may be granted incentivelstiations in any calendar year may not exceed $D00,Shares subject to options under
the 1996 Plan may be purchased for cash. Unlessvatte provided by the Board, an option granteceutige 1996 Plan is exercisable for ten
years. The 1996 Plan is administered by the CongtiemsCommittee which has discretion to determipgomees, the number of shares tc
covered by each option, the exercise scheduleptiest terms of the options. The 1996 Plan may benaied, suspended, or terminated by
Board, but no such action may impair rights undpreviously granted option. Each option is exetuisaduring the lifetime of the optionee,
only so long as the optionee remains employed &yCthmpany. No option is transferrable by the ogéather than by will or the laws of
descent and distribution. Pursuant to the 1996, Rmssrs. Smith, Adkins, and Swany received opttorecquire 61,500, 29,500, and 24,250
shares of Common Stock, respectively.

401(K) PLAN

The Company has adopted a tax-qualified employ@iagaand retirement plan (the "401(k) Plan"), whiinerally covers all of the
Company's full-time employees. Pursuant to the K)OR[an, employees may make voluntary contributimnhe 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, add#ianatching and Company contributions on behaPRlah participants. The Company
matches contributions at the rate of $.25 for e&lcBO contributed. The Company can also make disagry contributions. The 401(k) Plan
is intended to qualify under Sections 401(k) anti(@pof the Internal Revenue Code of 1986, as aserdontributions to such a qualified
plan are deductible to the Company when made aitidenehe contributions nor the income earned aséhcontributions is taxable to Plan
participants until withdrawn. All 401(k) Plan coilntions are credited to separate accounts magdamtrust.

CERTAIN TRANSACTIONS
SIERRA RESOURCES CORPORATION

Sierra Resources Corporation is a venture captalpany registered as a business development compaley the Securities Act of 1933.
Edward L. Lammerding, Chairman of the Companyhésfounder of Sierra Resources Corporation andesi®@83, has served as its chairr
of the board. Sierra Resources Corporation isrcipl shareholder of the Company. Previously nmitwithin the past two fiscal years,
Sierra Resources has assisted the Company in firgaticough loans. In August 1996, Sierra Resoureesived Warrants to purchase
100,000 shares of common stock at $5.00 per shamdviding certain administrative and financidlece to the Company.
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PRINCIPAL AND SELLING STOCKHOLDERS AND WARRANTHOLDE RS

The following table sets forth certain informatiaith respect to the beneficial ownership of the @amy's Common Stock as of September
30, 1996, and as adjusted to reflect the saleeo€Citmmon Stock offered by the Company and ther§e8tockholders, for (i) each director,
(i) all directors and officers of the Company agraup, (iii) each person known to the Companyvim deneficially five percent (5%) or mc
of the outstanding shares of the Company's ComnmekSand (iv) all other Selling Stockholders.

The Company is also registering 180,412 shareoafr@on Stock and 100,000 Warrants owned by Siersaltees Corporation. Sierra
Resources intends to distribute 178,612 shared@d@®00 Warrants to its shareholders.

SHARES BE
ow
PRIOR TO O

NAME OF SELLING SHAREHOLDER NUMBER
Edward L. Lammerding................... 422,131(3)
629 J Street
Sacramento, CA 95814
Philip M. Le€.....cccceeviiiieienns 410,178(4)
41920 Christy Street
Fremont, CA 94538
Thomas W. O'Neil, Jr. .......cccueeee.. 63,100(5)
455 Capitol Mall
Sacramento, CA 95814
Robert O. Smith...........c..oeonee 154,400(6)
41920 Christy Street
Fremont, CA 94538
Claude AdKINS...........coceevvvnnnnns 136,500(7)
41920 Christy Street
Fremont, CA 94538

Alaric Corporation...........c........ 10,500
Callopy, Christine N. .. 2,000
Castillo, Joaquin...................... 4,000

Davis, Devere J. & Lois M. ............ 9,700
Flores, LOUIS........cccueveeiinnnnn. 48,700

Gong, Sherman........cccccceeeeeen. 3,000
Greenslate, Norman C. & Dolores........ 6,300
Harris, Patricia A. ... 2,000

Haug, Bruce.........cccccoeveininnnne 1,500

Kai, Jimmy T. .o, 6,500
Lammerding Assoceights (A & S Part).... 27,766(8)
Lammerding, Claire M. ................. 2,000(8)
Lammerding, Jerome C. ................. 2,000(8)
Lammerding, Joseph E. ................. 2,000(8)
Lammerding, Mary C. ................... 2,000(8)
Lee Family Trust 86,266

41920 Christy Street
Fremont, CA 94538
Lucas, David........cccccccvereeeennn. 8,000

Marquez, Jose...... 72,200
Moore, Elizabeth... . 63,366
Muir, Sharon............ .. 2,700

Mulhern, Ilva Trust...........cccceeeees 17,933

NEFICIALLY SHARES BENEFICIALLY
NED OWNED

FFERING(1) AFTER OFFERING(2)
----------- TS V\=T=IoT) o J R —

PERCENT BE SOLD NUMBER PERCENT

24.4 40,136 381,995 15.3

23.7 6,000 404,178 15.0

3.9 14,600 48,500 2.0
8.8 10,000 144,400 5.8
5.7 15,000 121,500 5.0

* 5,500 5,000 *

* 600 1,400 *

* 2,000 2,000 *

* 1,000 8,700 *
2.9 20,000 28,700 1.2

* 1,000 2,000 *

* 2,000 4,300 *

* 500 1,500 *

* 1,500 0 0

* 1,900 4,600 *
1.6 9,366 18,400 *

* 600 1,400 *

* 600 1,400 *

* 600 1,400 *

* 600 1,400 *
5.1 30,266 56,000 2.3

* 3,000 5,000 *
4.5 10,000 62,200 2.5
3.7 20,366 43,000 1.8

* 2,700 0 0
1.0 6,933 11,000 *
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SHARES BE NEFICIALLY SHARES BENEFICIALLY

ow NED OWNED
PRIOR TO O FFERING(1) SHARES TO AFTER OFFERING(2)
NAME OF SELLING SHAREHOLDER NUMBER PERCENT BE SOLD NUMBER PERCENT

Mulhern, James M. ..... 1.0 6,933 11,000 *
Old Timers, Ltd. .....cocovvevveennn. 11 6,000 12,700 *
Retzer, William K. & Mary J. .......... 62,500 3.7 16,500 46,000 1.9
Rushford Hintz, Florence Catherine..... 750 * 750 0 0
Rushford, Daniel Lee................... 750 * 750 0 0
Rushford, James William................ 750 * 750 0 0
Rushford, Michael Dennis............... 750 * 750 0 0
Sierra Resources Corp. ................ 180,412 10.6 1,800 0(9) 0
629 J Street

Sacramento, CA 95814

Skinner, Marjory V. ......cccccconnns 7,200 * 2,200 5,000 *
Takehara, Kenji.........cccccuveeene 6,300 * 3,000 3,300 *
Takehara, Rusby F. ........ccccvvvees 6,300 * 3,000 3,300 *
Taricco, Richard P. & Peggy L. T. ..... 5,700 * 800 4,900 *
Rhodora Finance Corporation Limited.... 183,464 11.44 -- 183,464 7.8

19 Potaardestraat
B-2690 Temse, Belgium

Tipton, William, Jr. M.D............... 83,800 5.23 - 83,800 3.6
777 Sunset Ridge
Northfield, IL 60093
Officers and Directors as a group
(6 Persons).......ccceeveeveennennn. 904,897(10 ) 45.0 117,802 529,610(10) 19.8

Footnotes to table:
* | ess than 1%.

(1) The persons named in the table have sole vaigiginvestment power with respect to all of then@wn Stock shown as beneficially
owned by them, subject to community property lavinere applicable and the information contained eftotnotes to the table.

(2) Assuming no exercise of the Underwriters' oadstment option.

(3) Includes 27,500 shares subject to options aad-akts exercisable within 60 days. Also include8,412 shares and 100,000 shares
subject to Warrants exercisable within 60 days almeSierra Resources Corporation of which Mr. Laraing is president and chairmar
the board and has dispositive and voting power.

(4) Includes 27,500 shares subject to options andakits exercisable within 60 days. Also include286 shares held by a family trust for
which Mr. Lee serves as a trustee and 180,412 slaaue 100,000 shares subject to Warrants exereigatilin 60 days held by Sierra
Resources Corporation for which Mr. Lee serves diseztor and has dispositive and voting power.

(5) Includes 27,500 shares subject to options aad-akts exercisable within 60 days.
(6) Includes 154,400 shares subject to optionsVdadtants exercisable within 60 days.
(7) Includes 57,500 shares subject to options aad-akts exercisable within 60 days.

(8) Represents shares to Mr. Lammerding's adulirein and shares of a family corporation to which Mammerding disclaims beneficial
ownership.

(9) After the offer of 1,800 shares, Sierra Resesiwill own 178,612 shares which it intends tordiste to its shareholders.

(10) Includes a total of 409,400 shares subjeoptns and Warrants owned prior to the offerind arercisable within 60 days, and 319,
shares subject to options and Warrants owned thi¢éenffering and exercisable within 60 days.
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The following table sets forth certain informatimaith respect to the beneficial ownership of the @any's Warrants as of September 30,
1996, and as adjusted to reflect the sale of theakits offered by the Company and the Selling Stotders, for each director and all other
selling Warrantholders. The Company is also regiggethe 200,000 Warrants and the 200,000 shar€oofmon Stock underlying the
Warrants owned by the selling Warrantholders. Tékng Warrantholders may sell all or none of thafarrants.

WARRANTS B ENEFICIALLY WARRANTS BENEFICIALLY
ow NED WARRANTS OWNED
PRIOR TO O FFERING(1) TO AFTER OFFERING(2)
_____________________ BE e ——————
NAME OF WARRANTHOLDER NUMBER PERCENT OFFERED NUMBER  PERCENT
Edward L. Lammerding................... 120,000(3) 60.0 20,000 100,000 0

629 J Street

Sacramento, CA 95814

Philip M. Lee......cccccovvninnenns 120,000(3) 60.0 20,000 100,000 0
41920 Christy Street

Fremont, CA 94538

Thomas W. O'Neil........cccevvneeenn. 20,000 10.0 20,000 0 0
455 Capitol Mall

Sacramento, CA 95814

Robert O. Smith...........cccocueee. 20,000 10.0 20,000 0 0
41920 Christy Street

Fremont, CA 94538

Claude AdKINS..........ccocvverenne 20,000 10.0 20,000 0 0
41920 Christy Street

Fremont, CA 94538

Sierra Resources Corp. ................ 100,000 50.0 100,000(4) 0 0

Footnotes to table:

(1) The persons named in the table have sole vatngginvestment power with respect to all of therhatats shown as beneficially owned by
them, subject to community property laws where iapple and the information contained in the footsab the table.

(2) Assuming no exercise of the Underwriters' oaidstment option.

(3) Includes Warrants to acquire 100,000 sharé€3oofimon Stock owned by Sierra Resources Corpor&tiowhich Messrs. Lammerding a
Lee are directors and may have dispositive anchgqibwer.

(4) Sierra Resources intends to distribute 100\@@@rants to its shareholders.
DESCRIPTION OF SECURITIES

The Company's authorized capital stock consisifdi00,000 shares of Common Stock, no par valuk2d100,000 shares of Preferred
Stock, no par value. As of June 30, 1996, thereewatstanding 1,603,275 shares of Common Stockdielketord by stockholders and no
shares of Preferred Stock outstanding.

COMMON STOCK

Each stockholder is entitled to one vote for edwre of Common Stock held on all matters submitbesl vote of stockholders. Each holde
Common Stock has the right to cumulate his votééchvmeans each share shall have the number of eqgigal to the number of directors to
be elected and all of which votes may be castiigrane nominee. Subject to such preferences asapyay to any Preferred Stock
outstanding at the time, the holders of outstandhmayes of Common Stock are entitled to receivigleinds out of assets legally available
therefor at such times and in such amounts as dlaedBf Directors may from time to time determifibe Common Stock is not entitled to
preemptive rights and is not subject to conversioredemption. Upon the liquidation, dissolutionyending up of the Company, the holders
of Common Stock and any participating PreferrediSttstanding at that time would be entitled tarshratably in all assets remaining after
the payment of liabilities and the payment of dagyiation preferences with respect to any outstanBreferred Stock. Each outstanding
share of Common Stock now is, and all shares ofl@omStock that will be outstanding after completidithe offering will be, fully paid

and non-assessable.
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PREFERRED STOCK

The Board of Directors is authorized, subject tp imitations prescribed by California law, to prde for the issuance of shares of Preferred
Stock in one or more series, to establish from tioéme the number of shares to be included imeach series, to fix the powers,
designations, preferences, and rights of the stidreach whollyunissued series and any qualifications, limitatiamgestrictions thereon, a

to increase or decrease the number of shares dfuatyseries (but not below the number of sharesidi series then outstanding) without
any further vote or action by the stockholders. Board of Directors may authorize the issuancerefdPred Stock with voting or conversion
rights that could adversely affect the voting poaeother rights of the holders of Common Stockug;ithe issuance of Preferred Stock may
have the effect of delaying, deterring, or prevegnth change in control of the Company. The Compeasyno current plans to issue any sh

of Preferred Stock.

WARRANTS

The Company is offering 500,000 Warrants at a pofc®. 125 per Warrant entitling the holder of ed¢arrant to purchase, commencing
during a three-year period from the effective datthis Prospectus, a share of Common Stock akercise price of $5.00 per share. The
Company shall have the right to call each Warrantédemption upon not less than thirty (30) dayisten notice for a redemption price of
$.125 per Warrant provided that the closing bidgof the Common Stock has been at least $6.08haee for thirty (30) consecutive trading
days ending within three (3) trading days of theedm which notice of redemption is given.

Further, the Company has issued Warrants to puec@@,000 shares, in the aggregate, to its Direetod an affiliate of the Company. The
Warrants have the same term, exercise price, ansidnject to redemption, as the Warrants offersslitih this offering.

In addition, the Representative shall receive WHsrd'Representative's Warrants") which shall ntfie holder to purchase an aggregate of
100,000 shares of Common Stock and 50,000 Warrsintdar but not identical to, the Warrants. ThepResentative's Warrants are not
exercisable for a one year period. See "Undervgitin

STOCK OPTIONS

In addition to the stock options to purchase 276 &tares of Common Stock issued pursuant to thé B8, the Company issued options in
1993 to purchase 237,500 shares of Common Stdkk.8D per share. The options expire in 2003 an& wesued to employees and directors
of the Company. Of the options to purchase 237db@0es, options to purchase 178,125 shares arediately exercisable and the remaining
options to purchase 59,375 vest in May 1997.

In addition, Mr. Smith was issued an option in 198& expires in 2003 to acquire 104,922 shar&soofimon Stock at $0.50 per share of
which 96,900 options are currently outstanding.

TRANSFER AGENT AND REGISTRAR

The Transfer Agent and Registrar for the Compa@gisimon Stock and Warrants is American Securitiendfer, Inc., located at 1825
Lawrence Street, Suite 444, Denver, Colorado, 8aBX7, phone number (303) 298-5370.

SHARES ELIGIBLE FOR FUTURE SALE

Sales of a substantial number of shares of the @agip Common Stock in the public market could haeeeffect of depressing the prevail
market price of its Common Stock. Upon the completf the offerings, the Company will have outsiagd,353,275 shares of Common
Stock. Of these shares, the 1,000,000 sharesrsthe ioffering will be freely transferable withaesstriction or further registration under the
Securities Act of 1933 (the "Securities Act") urdgmrchased by "affiliates" of the Company as that
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term is defined in Rule 144 of the Securities Aéfffiliates"), which shares will be subject to thesale limitations of Rule 144 adopted under
the Securities Act. Of the other shares outstandpan the completion of the offering, 1,353,275rebavill be "restricted securities” as that
term is defined under Rule 144 ("Restricted Sharé&stricted Shares may be sold in the public etaskly if registered or if they qualify fi
an exemption from registration under Rule 144 prgaied under the Securities Act, which rule is swarized below. As a result of the
contractual restrictions described below, and tlowipions of Rule 144, additional shares will baitable and eligible for sale in the public
market as follows: (i) 1,272,458 currently outstagdshares upon expiration of lock-up agreement@gths after the date of this
Prospectus, (ii) 1,459,900 additional shares idsuagon the exercise of stock options and Warrdotthe extent exercisable as of such date,
and (iii) 80,817 currently outstanding shares fitome to time thereafter pursuant to Rule 144.

Certain stockholders of the Company have entetedack-up agreements with the Representative @lthderwriters providing that, with
certain limited exceptions, such stockholders wdit offer, sell, contract to sell, grant an opttorpurchase, make a short sale, or otherwise
dispose of or engage in any hedging or other timsathat is designed or reasonably expecteda te a disposition of any shares of
Common Stock for a period of 12 months after thte dé this Prospectus without the prior written sent of the Representative. Other tha
the 1,000,000 shares being offered hereby, (i§9,900 shares subject to stock options and Watranis(iii) 80,817 shares owned by
holders owning 5,000 or less shares of Common Sisai the date of this Prospectus, no shares win@m Stock of the Company will be
eligible for immediate sale in the public marketiutihe expiration of the 12 month lock-up agreemeith the Representative of the
Underwriters. The Representative may, in its s@erdtion and at any time without notice, reledseraany portion of the securities subjec
lock-up agreements.

In general, under Rule 144 as currently in effagierson (or persons whose shares are aggregdiedjas beneficially owned Restricted
Shares for at least two years will be entitledelbisa any three-month period a number of sharasdbes not exceed the greater of (i) 1% of
the then outstanding shares of the Company's Con8tawk (approximately 23,532 shares immediatelgradfte offering), or (ii) the average
weekly trading volume of the Company's Common Sindke NASDAQ SmallCap Market during the four calar weeks immediately
preceding the date on which notice of the salédd fvith the Commission. Such sales pursuant tie R44 are subject to certain requiremt
relating to manner of sale, notice, and availabdit current public information about the Compahkie Commission has recently proposed to
reduce the two year holding periods under Rulett4zhe year. If enacted, such modification will ba/material effect on the timing of wh
certain shares of Common Stock become eligibledsale.

Prior to the offerings, there has been no publidatafor the Common Stock of the Company, and maljotions can be made of the effect, if
any, that the sale or availability for sale of &sanf additional Common Stock will have on theimgcrice of the Common Stock.
Nevertheless, sales of substantial amounts of sliates in the public market, or the perceptionshah sales could occur, could adver:
affect the trading price of the Common Stock, anale impair the Company's future ability to rais@ital through an offering of its equity
securities. See "Description of Securities."
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UNDERWRITING

Subject to the terms and conditions of the UndeingiAgreement, the Underwriters named below (thederwriters"), through their
Representative, Werbel-Roth Securities, Inc., lsyerally agreed to purchase from the Companyten&elling Stockholders the following
respective numbers of shares of Common Stock andaWta at the initial public offering price lesgthinderwriting discounts and
commissions set forth on the cover page of thisrotus:

UNDERWRITERS NUMBER OF SHARES NUMBER OF WARRANTS

Werbel-Roth Securities, Inc.

The Underwriting Agreement provides that the olilyzs of the Underwriters are subject to certaindittons precedent and that the
Underwriters will purchase all shares of Commorcktand Warrants offered hereby if any of such sharéNVarrants are purchased.

The Company and the Selling Stockholders have hdeised by the Representative of the Underwriteais the Underwriters propose to of
the shares of Common Stock and Warrants to thégabthe initial public offering prices set fortim the cover page of this Prospectus and to
certain dealers at such price less a concessiom eatess of $ per share and $ per Warrant. Thebiriters may allow, and such dealers
may re-allow, a concession not in excess of $ paresand $ per Warrant to certain other dealettgrAlie initial public offering, the public
offering price and other selling terms may be cleahlgy the Representative of the Underwriters. Feurtthe Company has agreed to
reimburse the Underwriters on a non-accountablis hastheir expenses in the amount of 3% of thesgiproceeds from the offering.

At the closing of the sale of Shares being offdrerkby, the Company will sell to the RepresentétiecRepresentative's Warrants, for
nominal consideration, entitling the Representativpurchase an aggregate of 100,000 shares of @arsteck and 50,000 Warrants, sim
but not identical to, the Warrants. The RepresesgatWarrants shall be non-exercisable and narstesiable (other than a transfer to
affiliates of the Representative or members ofsitléing group) for a period of twelve months follogy the date of this Prospectus. The
Representative's Warrants and the underlying sexsighall contain the usual anti-dilution provigcand shall not be redeemable. The
Representative's Warrants will be exercisable &ftelve months from the effective date of this Pexgus and for a period of four years
thereafter; and if the Representative's Warramsat exercised during this term, they shall, ®irtbwn terms, automatically expire. The
exercise price of each of the Representative's diegrshall be 120% of the public offering price bare and price per Warrant. In addition,
the Company has granted to the Representativegkesiemand registration right and unlimited pigggkregistration rights, related to the
Common Stock and Warrants underlying the RepretesaWarrants.

The Representative may designate that the Repegsers Warrants be issued in varying amounts thirée its officers, directors,
shareholders, employees, and other proper persahisat to the Representative; however, such desiggnaill only be made by the
Representative if it determines and representsea@obmpany that such issuance would not violaténtieepretation of the Board of Govern
of the NASD relating to the review of corporatediiiting arrangements and would not require registratf the Representative's Warrants or
underlying securities.

Upon written request of the then holder(s) of aarigj of the total Representative's Warrants amduthderlying securities issued upon the

exercise of the Representative's Warrants, atiargywithin the period commencing on the date ofdégnitive Prospectus and ending five
years thereafter, the Company will file, not mdrart once, a registration statement under the Agtstering or qualifying, as the case may

the Representative's Warrants and/or the underléegrities. The filing shall be made within six®0) days of such notice, and the Comp

agrees to use its best efforts to cause the alilingtb become effective. All expenses of suchisggtion or qualification, including, but not
limited to, legal, accounting, printing, and magjifees, will be borne by the Company.
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In addition to the above, the Company understandsagrees that if, at any time during the termhefRepresentative's Warrants and for a
period of five years thereafter, it should fileegistration statement with the SEC pursuant tcSeurities Act for a public offering of
securities, either for the account of the Companipiothe account of any other person, the Companigs own expense, will offer to said
holder(s) the opportunity to register or qualife tRepresentative's Warrants and the underlyingisiesufor public offering. The Company
shall give such holder(s) notice by registered magliéast thirty (30) days prior to filing any suelyistration statement with the Commission.

In addition, the Company has granted to the Unde&wgran over-allotment option, exercisable narigihan 45 days after the date of this
Prospectus, to purchase up to 150,000 additioraestof Common Stock and 75,000 Warrants at ttialipublic offering price less the
underwriting discounts and commissions set fortlthencover page of this Prospectus. To the extetthe Underwriters exercise such
option, each of the Underwriters shall have a ftammitment to purchase approximately the same ptage thereof that the number of
shares of Common Stock and Warrants to be purchasgdhown in the above table bears to 1,000,866d,the Company will be obligated,
pursuant to the option, to sell such shares tdJtiderwriters. The Underwriters may exercise sudioamnly to cover over-allotments made
in connection with the sale of Common Stock andafas hereby. If purchased, the Underwriters wikiosuch additional shares on the
same terms as those on which the 1,000,000 shar&simg offered.

The Company and the Selling Stockholder have ageeiemnify the Underwriters against certain ilifibs, including liabilities under the
Securities Act.

Stockholder's of the Company owning more than 5830es of Common Stock not being sold in theahgublic offering have agreed not to
offer, sell, or otherwise dispose of any of sucim@wn Stock for a period of 12 months after the dathis Prospectus without the prior
written consent of the Representative of the Undésvs. See "Shares Eligible for Future Sale.”

The Representative of the Underwriters has adilseompany and the Selling Stockholders that theéeldvriters do not intend to confirm
sales to any accounts over which they exerciseatisoary authority.

As part of the Underwriting Agreement, the Undetens shall have the right to designate a memb#reoBoard of Directors, or at the
Underwriters' option, to designate one individweattend the meetings of the Company's Board afdbors for a period of five years. Furtt
for a period of five years, the Underwriters stale a right of first refusal to sell the Comparsgsurities in a public or private offering.

The preceding is a brief summary of the Underwgithgreement and is qualified in its entirety by thederwriting Agreement itself which
has been filed as an exhibit to the Registratiae®tent of which this Prospectus is a part.

Prior to this offering, there has been no publickaafor the Common Stock or Warrants of the Congp&@onsequently, the initial public
offering price for the Common Stock has been deitezthby negotiations between the Company, thergeBitockholders, and the
Representative of the Underwriters. Among the factonsidered in such negotiations were the priegaiharket conditions, the results of
operations of the Company in recent periods, theketaapitalization, the stage of development beottompanies which the Company and
the Representative of the Underwriters believdsetcomparable to the Company, estimates of theessipotential of the Company, the
present state of the Company's development, arad tabtors deemed relevant.

LEGAL MATTERS

The validity of the shares of Common Stock and \Wais offered by the Company and Common Stock affbyethe Selling Stockholders
will be passed upon by Bartel Eng Linn & Schro@®acramento, California. Certain legal matters imnaztion with this offering will be
passed upon for the Underwriters by Atlas, Pear)iamp, and Borkson, P.A., Fort Lauderdale, Florida
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EXPERTS

The audited consolidated financial statements ®Qbmpany as of December 31, 1995, and for eattiedfvo years in the period ended
December 31, 1995, have been included in this Raisp and Registration Statement in reliance upemeport of Hein + Associates LLP,
independent certified public accountants, appeaisgwhere herein and in the Registration Stateraedtupon the authority of such firm as
experts in accounting and auditing.

CHANGE IN ACCOUNTANTS

In June 1996, the Company decided to retain Hekgsociates LLP as the Company's independent acaotsrand dismissed Villanueva,
Purcell & Co., the Company's former accountantg décision to change independent accountants whsdand approved by the
Company's Board of Directors in June 1996. Durirgrelationship between the Company and VillanuPuagell & Co., there were no
disagreements regarding any matters with respestdounting principles or practices, financial esta¢nt disclosure, or audit scope or
procedure, which disagreements, if not resolvetiécsatisfaction of the former accountants, woaldehcaused Villanueva, Purcell & Co. to
make reference to the subject matter of the digageat in connection with its report. The formerasttants' reports for the years ended
December 31, 1994 and 1993 are not a part of tlaadial statements of the Company included inRingspectus. Such reports did not cor
an adverse opinion or disclaimer of opinion or gigation of modifications as to uncertainty, ausiifope or accounting principles. Prior to
retaining Hein + Associates LLP, the Company hatccnasulted with Hein + Associates LLP regardingacamting principles.

ADDITIONAL INFORMATION

A Registration Statement on Form SB-2, includingeadments thereto, relating to the shares of Comatock and Warrants offered hereby,
has been filed by the Company with the Commissimhen the Securities Act. This Prospectus does amtain all of the information set forth
in the Registration Statement and the exhibitsetioeiStatements contained in this Prospectus th& toontents of any contract or other
document referred to are not necessarily compledeia each instance, reference is made to the abgych contract or other document filed
as an exhibit to the Registration Statement, each statement being qualified in all respects lghgeference. For further information with
respect to the Company and the Common Stock andaWitaroffered hereby, reference is made to suclisRation Statement and exhibits. A
copy of the Registration Statement may be inspduayeghyone without charge at the public refereacdifies maintained by the Commission
at Room 1024, 450 Fifth Street, N.W., JudiciaryzB|aNashington, D.C. 20549, and at the region&edfof the Commission located at
Room 1228, 75 Park Place, New York 10007, and Nag#itern Atrium Center, 500 West Madison StreetteS1400, Chicago, lllinois 6066
Copies of all or any part of the Registration Staat and the exhibits thereto may be obtained ftorse offices upon the payment of certain
fees prescribed by the Commission. In addition Gbenmission maintains a Web site (http://www.seg)dbat contains reports proxy and
information statements and other information regaydssuers that file electronically with the Conssion.
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INDEPENDENT AUDITOR'S REPORT

The Stockholders and Board of Directors
Digital Power Corporation and Subsidiary Fremor#lifGrnia

We have audited the accompanying consolidated balsineet of Digital Power Corporation and Subsydéasr of December 31, 1995, and the
related consolidated statements of income, stodens| equity and cash flows for the years endectdéer 31, 1994 and 1995. These
financial statements are the responsibility of@menpany's management. Our responsibility is to@sgan opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with geneaaitepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of Digital Power
Corporation and Subsidiary as of December 31, 1888 the results of their operations and their ¢asts for the years ended December 31,
1994 and 1995 in conformity with generally accemedounting principles.

HEIN + ASSOCIATES LLP
Certified Public Accountants

Orange, California
August 31, 1996
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DIGITAL POWER CORPORATION AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assets:

Temporary investment

Accounts receivable -- trade, net of allowance fo
accounts of $120,000 and $120,000 (unaudited).

Other receivables.........cccocvveeveeeeeeeenn.

Inventory, net

Prepaid expenses and deposits...

Deferred income taxes...........ccccvvvveeeennn.

Total current assets..........cccveeeeeunen.
Property and Equipment, net...............ccc.ee.
Deposits......ccvveeeieieiieeeeinnnn .
Deferred Offering CoStS........ccceeevvieeeennnee
Deferred Income Taxes.......cccoccvveeerrivneennns

Total ASSetS......uvvvevevevieeeeennnnnn

LIABILITIES AND STOCK
Current Liabilities:
Current portion of long-term debt................
Current portion of capital lease obligations.....
Debenture payable...........c.cccoeiiiiinnins
Accounts payable..
Accrued liabilities.............ccoeveerinnnnnn.

Total current liabilities....................
Long-Term Debt, less current portion...............
Obligations Under Capital Lease, less current porti

Total liabilities............ccccvvveeeee...

Commitments and Contingencies (Notes 6, 7 and 9)
Stockholders' Equity:

Series A cumulative redeemable convertible prefer
value, 1,000,000 shares authorized, 415,302 an
shares issued and outstanding (Aggregate liqui
0f $1,100,000).......ccumeeeeiiiiieaeinne.

Common stock, no par value, 5,000,000 shares auth
and 1,603,275 (unaudited) shares issued and ou

Accumulated defiCit..........cccceevviieenenne

Unearned employee stock ownership plan shares....

Total stockholders' equity....................

Total Liabilities and Stockholders' Equit

See accompanying notes to these consolidated falastatements.

DECEMBER 31,
1995

(UNAUDITED)

$ 202,917 $ 84,614
100,000 107,173

1,616,497 2,249,457
57,858 52,262
1,557,226 2,142,454
27,792 62,480
240,856 139,000
3,803,146 4,837,440
357,680 546,013
18,364 30,643
- 29,181

.................. $4,318,190 $ 5,443,277

HOLDERS' EQUITY

.................. $ 46,014 $ 143,097
.................. 11,925 12,474

1,486,381
769,466

.................. 1,591,788 2,411,418

1,471,361
26,739
3,909,518
red stock, no par
d 0 (unaudited)
dation preference
.................. 747,569 -
orized, 963,722
tstanding......... 4,398,322 5,539,115
.................. (3,459,310) (3,505,356)
.................. - (500,000)
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DIGITAL POWER CORPORATION AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF INCOME

FORT
D
1994
REVENUES.......eeeiiieiiiieiiiee $6,249,3
Cost of Goods Sold 4,663,1
Gross Margin......ccccceeeeeeerenienne 1,586,2
Operating Expenses:
Engineering and product development....  408,9
Marketing and selling.................. 500,3
General and administrative............. 418,9
Total operating expenses....... 1,328,2
Income From Operations................... 257,9

Other Income (Expense):
Interest income...........cccccuvvenes
Interest expense...
Translation [0SS.......................

Net Income Applicable To Common
Shareholders...........cccoeevrnenen. $ 30,3

Fully diluted.............cccceennee. $ 0.

Weighted Average Number Of Shares
Outstanding..........ccoevevvvvnnnnns 1,226,2

See accompanying notes to these consolidated falastatements.

HE YEARS ENDED

ECEMBER 31, FOR THE SIX MONTHS ENDED
------------------ JUNE 30,

o) —
S —— 1995 1996

(UNAUDITED) (UNAUDITED)

33 $10,037,502 $4,947,952 $6,553,376
24 7,494,427 3,885,875 4,975,557
09 2,543,075 1,062,077 1,577,819
66 481,475 243,048 314,659
38 452,654 234,066 240,621
70 581,174 252,035 332,927
74 1515303 729,149 888,207
35 1,027,772 332,928 689,612
23 3,116 2,967 7,339
32)  (119,146)  (58,533)  (59,537)
50)  (85,258)  (6,851) (206)
59)  (201,288)  (62,417)  (52,404)
76 826,484 270,511 637,208
53 (277,400) 28,000 294,000
23 $1,03,884 $ 242,511 $ 343,208
57 $1,012,518 $ 196,828 $ 305,139
02 $ 080 $ 016 $ 0.24
02 $ 066 $ 015 $ 0.20
08 1,258,858 1,242,395 1,276,778
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DIGITAL POWER CORPORATION AND SUBSIDIARY

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

PREFERRED ST

Balances, January 1, 1994........... 415,302 $74
Netincome........ccccvvevineens -

Balances, December 31, 1994......... 415,302 74
Netincome........cccceeevvneenne -

Balances, December 31, 1995......... 415,302 74

Net income (unaudited)............ -
Dividend on preferred stock

(unaudited).........ccccveernnn -
Conversion of preferred stock
(unaudited).........ccocveeennnn (415,302) (74

Exercise of stock options
(unaudited).........ccocveeennn -
ESOP loan and share purchases

(unaudited)..........cccueennne -
Balances, June 30, 1996
(unaudited)

UNEAR

EMPLO
OCK COMMON STOCK STO
-------------------------- ACCUMULATED OWNER
UNT SHARES AMOUNT DEFICIT PLA
7,569 963,722 $4,398,322 $(4,684,917) $
-- - - 121,723
7,569 963,722 4,398,322 (4,563,194)
- 1,103,884

7,569 963,722 4,398,322 (3,459,310)
- 343,208

- 216,229 389,213  (389,254)
7,569) 415,302 747,569 -

-- 8,022 4,011 --

-- 1,603,275 $5,539,115 $(3,505,356) $(500

See accompanying notes to these consolidated falastatements.

F-5

NED
YEE

CK TOTAL

SHIP STOCKHOLDERS'
N  EQUITY

-~ $ 460,974

-~ 121,723

-~ 582,697

- 1,103,884

-~ 1,686,581

— 343,208

- (41)

—~ 4011

,000)  (500,000)

,000) $1,533,759




DIGITAL POWER CORPORATION AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows From Operating Activities:
Netincome........cccveveiiiiiciicnn,

Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Depreciation and amortization.............
Deferred income taxes...........cccc..e..
Warranty expense........
Inventory reserve...
Bad debt expense..
Interestincome..........cccccceveernnns
Foreign currency translation adjustment...
Changes in operating assets and liabilities:
Accounts receivable.......................
Other receivables
INVeNtory.......coeeveeeivieeiiiiiin,
Prepaid expenses.......ccccccceeeveennne
Other assets...........
Accounts payable
Other accrued liabilities.................

Net adjustments..........cccoccueeeernnnnns

Net cash provided by (used in) operating
ACHVItIES....vvvie i

Cash Flows From Investing Activities:
Purchases of property and equipment............
Purchase of temporary investment...............

Net cash used in investing activities........

Cash Flows From Financing Activities:
Deferred offering costs...........ccceeenne
Proceeds from exercise of stock options........
Payments of preferred stock dividend...........
Proceeds from notes payable....................
Principal payments on notes payable............
Principal payments on capital lease

obligations.................... .
Payment of debenture...........cccccceeeeeen.
Proceeds from line of credit...................
Principal payments on line of credit...........

Net cash provided by financing activities....
Effect of Exchange Rate Changes on Cash..........

Net Increase (decrease) In Cash..................

Cash and Cash Equivalents, beginning of period...

Cash and Cash Equivalents, end of period.........
Supplemental Cash Flow Information:
Cash payments for:
INterest.......cccvviiiieiieieeieeeeee

INnCome taxes........cccceeveiiieeeeeeiennnnns

Non-cash investing and financing transactions:
Property and equipment acquired with capital

Notes payable for unearned employee stock
ownership plan shares.....................

FOR THE YEARS ENDED
DECEMBER 31,

FOR THE SIX MONTHS

JUNE 30,

(UNAUDITED) (UNAU

$ 121,723 $1,103,884 $ 242511 $ 3

60,334 70,140 5,077
~  (374,689) - 2
15,000 30,000 -
140,000 195,000 260,000 2
17,521 55,000 15,000
10,450 85,258 6,851
(622,302)  (465,047) (340,388) (6
(9,895)  (39,855)  (101,036)
(475,396)  (594,983)  (242,599) (8
6,620  (17,879)  (6,987)  (
- - (1,316)  (
344,826 266,721 241,826 3
6,452 5,485 12,562 2
(506,390)  (784,849)  (151,010) (2
(384,667) 319,035 91,501
(71,682)  (254,530)  (52,301) (2
(100,000) - -
(171,682) (254,530)  (52,301) (2
- - -
1,762,768 120,000 -
(1,620,750)  (1,276)  (1,276)  (
(4,478)  (9,054)  (4,035)
4,039,000 9,422,788 4,509,788 5,7
(3,801,750) (9,344,924) (4,492,310) (5,7
374,790 187,534 12,167
(10,450)  (85,258)  (6,851)
(192,009) 166,781 44516 (1
228,145 36,136 36,136 2
$ 36,136 $ 202917 $ 80652 $
$ 105634 $ 121931 $ 57,880 $
$ 31,498 $ 55803 $ 10,000 $
$ 46,368 $ 10,779 $ 2,814 $
$ - $ - 8% - $7
$ - $ - % - $3
$ - $ - 8% - $5



See accompanying notes to these consolidated falastatements.
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DIGITAL POWER CORPORATION AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(INFORMATION SUBSEQUENT TO DECEMBER 31, 1995 IS UNWITED)

1. NATURE OF OPERATIONS:

Digital Power Corporation ("DPC"), and its whollyoed subsidiary Poder Digital, S.A. de C.V. ("P®ich is located in Guadalajara,
Mexico, (collectively referred to as the "Compangl®e engaged in the design, manufacture and saleitwhing power supplies.

2. SIGNIFICANT ACCOUNTING POLICIES:

Principles of Consolidation -- The consolidatedafinial statements include the accounts of the Cagnpad its subsidiary. All significant
intercompany accounts and transactions have baamated in consolidation.

Statement of Cash Flows -- For purposes of themiats of cash flows, the Company considers afilyigguid debt instruments purchased
with an original maturity of three months or lesde cash equivalents.

Inventory -- Inventory is stated at the lower o$t(first-in, first-out) or market.

Property and Equipment -- Property and equipmenstated at cost. Depreciation of equipment amitfue is calculated using the straight-
line method over the estimated useful lives (ragdiom 5 to 10 years) of the respective assetsséleald improvements are amortized over
the shorter of the estimated useful life or thentef the lease. The cost of normal maintenancerepairs is charged to operating expense as
incurred. Material expenditures which increaselifiesof an asset are capitalized and depreciated the estimated remaining useful life of
the asset. The cost of fixed assets sold, or otkerdisposed of, and the related accumulated diegimtor amortization are removed from
the accounts, and any gains or losses are reflactadrent operations.

Deferred Offering Costs -- Direct costs incurredtfsy Company in connection with its proposed ihjtigblic offering of common stock have
been deferred, and will be charged against thesgae of the offering when completed. Should therof§ not be completed such costs will
be expensed.

Income Taxes -- The Company accounts for incomestaxder the liability method, which requires redtign of deferred tax assets and
liabilities for the expected future tax consequanakevents that have been included in the findistaements or tax returns. Under this
method, deferred tax assets and liabilities arerdehed based on the difference between the fiabatatements and tax bases of assets and
liabilities using enacted tax rates in effect foe y/ear in which the differences are expectedverse.

Revenue Recognition -- Sales revenue is recogmideh the products are shipped to customers, inoudistributors. Customers receive a
one or two year product warranty and sales toiligiors are subject to a right of return. The Conypprovides a reserve for estimated
warranty costs and a reserve for estimated pragtuetns.

Foreign Currency Translation -- Gains and lossas fthe effects of exchange rate fluctuations onsgiations denominated in foreign
currencies are included in results of operatiorssets and liabilities of the Company's foreign &libsy are translated into U.S. dollars at
period-end exchange rates, and their revenuesxqahses are translated at average exchange ratée foeriod. Translation adjustments are
accumulated in a separate component of stockholeiguity until such time as the foreign subsidiargold or substantially liquidated.
Deferred taxes have not been allocated to the atimelforeign currency translation adjustment ideld in stockholders' equity because there
is no intent to repatriate earnings of the foresghsidiary.
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DIGITAL POWER CORPORATION AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
(INFORMATION SUBSEQUENT TO DECEMBER 31, 1995 IS UNWITED)

Net Income Per Common Shé- Net income per common share is calculated ugrincome applicable to common shareholders, which
represents net income adjusted for cumulative mededividends applicable to the period.

The weighted average common shares is based upgal aommon stock and common stock equivalentdanding. Additionally, common
stock equivalents issued during the prior yeaess than the $4.00 proposed initial public offepnige have been included for all periods
presented in the computation using the "treasugksiethod" and the anticipated public offeringpri

Fully diluted net income per common share is comguising the "if converted" method for preferreatkt

Accounting Estimates -- The preparation of finahsiatements in conformity generally accepted anting principles requires management
to make estimates and assumptions that affectntioeiats reported in the financial statements anétitempanying notes. The actual results
could differ from those estimates.

The Company's financial statements are based upaméer of significant estimates, including the@athnce for doubtful accounts,
technological obsolescence of inventories, theredgd useful lives selected for property and egaipmnrealizability of deferred tax assets,
allowance for sales returns, and warranty resédue.to the uncertainties inherent in the estimapimtess, it is at least reasonably possible
that these estimates will be further revised inrtbar term and such revisions could be material.

Impairment of Long-Lived Assets -- Effective Januar 1996, the Company adopted Financial Accourfitammdards Board Statement 121
(FAS 121) entitled "Accounting for Impairment of hg-Lived Assets."

In the event that facts and circumstances inditetethe cost of assets or other assets may bergdpan evaluation of recoverability would
be performed. If an evaluation is required, thémestied future undiscounted cash flows associatél tve asset would be compared to the

asset's carrying amount to determine if a write4uldovmarket value or discounted cash flow valuedpiired. Adoption of FAS 121 had no

effect on the unaudited June 30, 1996 financiaéstants.

Stock-Based Compensation -- In October 1995, tharf€iial Accounting Standards Board issued a nel@ratnt titled "Accounting for
StockBased Compensation” (FAS 123) which the CompanptadioJanuary 1, 1996. FAS 123 encourages, butrddegsquire, companies
recognize compensation expense for grants of sgtekk options and other equity instruments to eyges based on fair value. Companies
that do not adopt the fair value accounting rulestdisclose the impact of adopting the new methdbe notes to the financial statements.
Transactions in equity instruments with non-empésyBr goods or services must be accounted foh@ffeir value method. The Company
has elected not to adopt the fair value accoungegcribed by FAS 123 for employees, but is suligetiie disclosure requirements prescr
by FAS 123.

Accrued Warranty Costs -- Estimated warranty castsprovided for at the time of sale of the wardniroduct. The Company generally
extends warranty coverage for one year from the tifnsale.

Concentrations of Credit Risk -- Credit Risk repms the accounting loss that would be recognitzéteareporting date if counterparties
failed completely to perform as contracted. Conegians of credit risk (whether on or off balanteet) that arise from financial instruments
exist for groups of customers or groups counteiggvrhen they have similar economic characterigtiaswould cause their ability to meet
contractual obligations to be similarly effecteddiyanges in economic or other conditions descrijedolw. In accordance with FASB
Statement No. 105, Disclosure of Information alieinaincial Instruments with OffBalance-Sheet Risk &mancial Instruments with
Concentrations of Credit Risk, the credit risk amtsulshown do not take into account the value ofanthateral or security.
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DIGITAL POWER CORPORATION AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
(INFORMATION SUBSEQUENT TO DECEMBER 31, 1995 IS UNWITED)

Fair Value of Financial InstrumentsFhe estimated fair values for financial instrunsamtder SFAS No. 107, Disclosures about Fair Vafi
Financial Instruments, are determined at discretetpin time based on relevant market informatiimese estimated involve uncertainties
and cannot be determined with precision. The esticdhtir values of the Company's financial instratsewhich includes all cash, accounts
receivables, accounts payable, long-term debtoéimer debt, approximates the carrying value inctivesolidated financial statements at
December 31, 1995.

Interim Financial Information -- The June 30, 198t 1996 financial statements have been preparéitb§ompany without audit. In the
opinion of management, the accompanying unauditeah¢ial statements contain all adjustments (ctingi®f only normal recurring
accruals) necessary for a fair presentation obepany's financial position as of June 30, 1986, the results of their operations and cash
flows for the six month periods ended June 30, 18851996. The results of operations for the sixtimgperiods ended June 30, 1995 and
1996 are not necessarily indicative of those thitbs obtained for the entire fiscal year.

3. INVENTORY:

Inventory consists of the following:

DE CEMBER 31, 1995 JUNE 30, 1996
Raw Materials.........cccccoeeiiireninene. $ 110,318 $ 114,260
WOrk-in-process........cccoevevvevevnvnennnns 1,718,952 2,573,864
Finished goods............ccooeiiiiiiiinenns 127,956 94,826
Allowance for obsolescence..................... (400,000) (640,496)

$ 1,557,226 $ 2,142,454

4. PROPERTY AND EQUIPMENT:

Property and equipment consists of the following:

DE CEMBER 31, 1995 JUNE 30, 1996
Machinery and equipment.............c.......... $ 1,004,955 $1,182,785
Office equipment and furniture................. 272,614 314,663
Leasehold improvements............cccceeeennn. 23,409 11,177
1,300,978 1,508,625
Accumulated Depreciation..............c........ (943,298) (962,612)

$ 357,680 $ 546,013

5. ACCRUED LIABILITIES:

Accrued liabilities consists of the following:

DE CEMBER 31, 1995 JUNE 30, 1996
Accrued payroll and benefits................... $ 87,712 $ 292,875
Accrued commissions and royalties.............. 58,665 68,000
Accrued warranty expense.............ccue... 60,000 149,125
Accrued inCOMe taxes..........ccveeereuvnnenn. 46,000 50,500
Other.....cciiiiiieiee e 144,886 208,966

$ 397,263 $ 769,466
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DIGITAL POWER CORPORATION AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
(INFORMATION SUBSEQUENT TO DECEMBER 31, 1995 IS UNWITED)

6. LONG-TERM DEBT:

Long-term debt consists of the following:

DE CEMBER 31, 1995 JUNE 30, 1996

$1,500,000 line of credit bearing interest at
the bank's prime rate plus one percent (total
of 9.5% at December 31, 1995), maturing
October 15, 1997, collateralized by

substantially all assets of DPC.............. $ 924,145 $ 952,010
Unsecured note payable, due on demand,
interest at 12%..........cccceeveviiineeenne 10,000 10,000

Note payable, due in monthly installments of
$3,881 including interest at 10%, due
December 1998, collateralized by

substantially all assets of DPC.............. 120,000 152,448
Employee stock ownership plan loan See Note
Lo - 500,000
1,054,145 1,614,458
Less current portion..........cccceeeecuveeenn. (46,014) (143,097)

$1,008,131 $1,471,361

Aggregate maturities of long-term debt are dueods\fis:

YEARS ENDING
DECEMBER 31, AMOUNT

7. CAPITAL LEASE OBLIGATIONS:

The Company leases certain equipment under agreemiassified as capital leases. Equipment undsetheases has a cost of $61,680 and
accumulated amortization of $15,420 at Decembef835.

Following is a schedule of future minimum leaserpaxts under capital leases at December 31, 1995:

YEARS ENDING

DECEMBER 31, AMOUNT

$ 16,787

16,696

............... 14,689

............... 5,375

Total future minimum lease payments................ .. 53,547
Less, amount representing interest.........c........ L. (9,932)
Present value of net minimum lease payments........ e 43,615
Less current portion........ccccccvvevevvennens e (11,925)
$ 31,690
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DIGITAL POWER CORPORATION AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
(INFORMATION SUBSEQUENT TO DECEMBER 31, 1995 IS UNWITED)

8. STOCKHOLDERS' EQUITY:
PREFERRED STOCK

The preferred stock has one series authorizedesSArcumulative redeemable convertible preferredks(’'Series A"), and an additional
500,000 shares of preferred stock has been audtthtimit the rights, preferences, privileges antticisns on these shares has not been
determined. DPC's Board of Directors is authorimedreate new series of preferred stock and fixitlmaber of shares as well as the rights,
preferences, privileges and restrictions granteat imposed upon any series of preferred stock.

The holders of Series A are entitled to one voteeeh share of common stock into which the Seéxiean be converted, and vote together
with the common shareholders as a single classd&nids on Series A are at an annual rate of $.28h@re and are cumulative from the date
of issuance, and shall be paid prior to dividemds@mmon stock. The Company had never declaredidedid through December 31, 1995,
and the accumulated dividends on Series A wereocappately $483,000 at December 31, 1995.

Shares of Series A are convertible into commonksab@ny time at the option of the holder at a tdtene share of common stock for each
share of Series A. The conversion rate is subjeatijustment under certain circumstances. Additigneonversion is automatic on the
effective date of a firm commitment for an undetten public offering of $1,000,000 or more.

The Company may redeem the Series A in whole paity by paying $1.80 per share plus any dividéendsrears. Partial redemptions shall
be pro-rata among all Series A holders.

In the event of a liquidation, dissolution, or wiimgl up of the Company, Series A holders are edtiibereceive a liquidation preference of
$1.80 per share of Series A plus all dividendsrieas. The liquidation preference on the Seri@ga& approximately $1,100,000 at
December 31, 1995.

Additionally, see Note 13.
STOCK OPTIONS

The Company has issued non-qualified options cogetD4,922 shares exercisable at $.50 per shaon Idpuance, the Company recorded
compensation expense for the difference betweeaxbieise price and the fair market value of théeulying common stock of $1.80 per
share. Such options expire in 2003. Subsequenetember 31, 1995, 8,022 of such option were exadcis

In May 1993 the Company issued options to purc@83e500 shares of its common stock at $1.80 peesBach options are subject to a t
year vesting plan. The exercise price of $1.80spare approximated the fair market value at the diagrant

In May 1996, the Company adopted the 1996 Stocko®glan covering 513,000 shares. Under the plenCompany can issue either
incentive or non-statutory stock options. Immediateereafter, the Company issued options to plgelt2¥5,500 shares of its common stock
at $1.80 per share. Such options become 100% vesteykars after issuance. The exercise price wasdupon a letter from its investment
banker as to the fair market value of such optlmased upon their terms, conditions and restrictions
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DIGITAL POWER CORPORATION AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
(INFORMATION SUBSEQUENT TO DECEMBER 31, 1995 IS UNWITED)

The following table sets forth activity for all ophs:

EXERCISE PRICE
NUMBER PER SHARE

Balances
January 1, 1994, December 31, 1994 and
December 31, 1995..........cccceevveeennnn. .. 342,422  $.50 - $1.80
ISSUET....vveieeiiieee e, .. 275500 $ 1.80
EXercised........ccoceiviiriiiieiie e . (8,022) $ .50
Balance, June 30, 1996.............cccceveennee. .. 609,900 $.50 - $1.80

At December 31, 1995 and June 30, 1996 optionsitchase 223,672 and 275,025 shares respectivphcas ranging from $.50 to $1.80 per
share were exercisable.

9. COMMITMENTS:

The Company leases office space in California,anthnufacturing facility in Guadalajara, Mexico enthe terms of operating leases. The
total future minimum lease payments are as follows:

YEARS ENDING

DECEMBER 31, AMOUNT
1996 .. $118,423
1997 e 105,640
1998t —— 108,880
1999 —— 109,174
2000..ciii e 112,579
Thereafter......cooovvvvviieeiiiieeeees 10,378
$565,074

Lease payments on the manufacturing facility in Medare to be made in Mexican Pesos. The abovalasheras prepared using the
conversion rate in effect at December 31, 1995n@és in the conversion rate will have an impadhenCompany's required minimum
payments and its operating results. Additionalhasle payments on the facility in Mexico will incsean an annual basis in proportion to the
increase in the minimum wage in the Guadalajarasidtearea.

Rent expense was $116,337 and $116,699 for 1994381 respectively.

The Company has a royalty agreement with a thirt/man various products, and any derivatives fromthase design of these products.
Commitments under this agreement are as follows:

5% of first $ 20,000,000 in sales of these products

4% of next $ 25,000,000 in sales of these products
3% of next $ 33,333,333 in sales of these products
2% of next $ 50,000,000 in sales of these products

1% of next $100,000,000 in sales of these products
As of December 31, 1995, the Company had sold appately $13,630,000 of product subject to thisesgnent.

If the Company sells an additional $6,370,000 etthproducts after December 31, 1995, the Compamyjuired to grant 100,000 shares of
common stock to the third party in the royalty agnent. Due to
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DIGITAL POWER CORPORATION AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
(INFORMATION SUBSEQUENT TO DECEMBER 31, 1995 IS UNWITED)

changing market demand, the Company's managemeahty expects to replace these products with yetslit is in the process of
designing, and Company's management believes thm&uy will therefore not have to grant the 100,8068res of common stock.

The Company sold approximately $1,448,000 and ®108® of these products in 1994 and 1995, respgtiand had royalty expenses of
approximately $72,400 and $72,600 for 1994 and 18Spectively.

The Company has an employment contract with itsiBe@t/CEO which terminates on December 31, 199@eUthe terms of the
employment contract, he shall serve as presidahthief executive officer of the Company and hiaisashall be $150,000 per annum
effective January 1, 1997, increasing in an amtwbe determined by the employee and the Board thatthe shall receive $200,000 per
annum by January 1, 1999. His current salary f&619 $110,000. In addition, pursuant to the camtriae shall have the right to receive on
the first day of each January during the term sfdaintract options to acquire 100,000 shares ofr@@mStock at the market value as of such
date. Finally, pursuant to the employment contiiadthe event there is a change in control, theleyge shall be granted a five year
consulting contract at $200,000 per year.

10. SIGNIFICANT CONCENTRATIONS OF CREDIT RISK, MATODCUSTOMERS AND OTHER RISKS AND UNCERTAINTIES:

Sales to unaffiliated customers which represententivein 10% of the Company's net sales for 19941888 were as follows (both customers
are distributors):

CUSTOMER 1994 1995
A 16% 27%
B -% 10%

The Company operates primarily in one industry segmthe manufacture and sale of switching powppbes. Additionally, most of the
Company's sales are to customers located in QailifoFinancial instruments that subject the Compargredit risk consist primarily of
accounts receivable. The Company frequently saifgel quantities of inventory to its customers. AcBPmber 31, 1995, approximately
$1,053,000 or 65% of the Company's net accountsvaile were due from five customers.

As of December 31, 1995, the Company maintainel itea bank that was approximately $352,000 in sxa# the federally insured limit.
11. EMPLOYEE BENEFIT PLANS:

The Company has a 401(K) profit sharing plan (flari") covering substantially all employees of DE@igible employees may make
voluntary contributions to the Plan, which are rhatt by the Company at a rate of $.25 for each $dod@ibuted, up to a maximum of six
percent of eligible compensation. The Company ¢sm make discretionary contributions. The Compamglenmatching contributions to the
Plan of $5,593 and $9,594 for 1994 and 1995, resmée The Board of Directors of DPC elected rmhtake a discretionary contribution to
the Plan for 1994 or 1995.

The Company also has an employee stock ownership(giie "ESOP") covering substantially all emplay/eEDPC. The Company can make
discretionary contributions of cash or company lst@s defined in the ESOP plan document) up to cldala limits prescribed by the Internal
Revenue Code. The Board of Directors of DPC elettiedake no contributions to the ESOP for 19949951

Effective June 13, 1996, the ESOP obtained a $800d@an guaranteed by the Company for the purpbaeguiring common stock of
Company from existing stockholders. The loan be#esest at 10.5% per annum requires monthly paysnafprinciple and interest of
$10,784 through July 2001. Immediately upon
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DIGITAL POWER CORPORATION AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
(INFORMATION SUBSEQUENT TO DECEMBER 31, 1995 IS UNWITED)

the funding of the loan, the ESOP purchased apprabely 154,000 shares of the Company's common $tockexisting shareholders.

In accordance with the AICPA Statements of Posiéi8f6 entitled "Employers Accounting for Employeeck Ownership Plans"”, the
Company has recorded the $500,000 loan as a deétst lbooks with a corresponding charge to stockérddequity.

12. INCOME TAXES:
Income tax expense is comprised of the following:

FOR YEARS ENDED
DECEMBER 31,

1994 1995
Federal........oooveiiieiiiiiiee e ... $ - $(351,150)

State.....oooviiiiiiie i, ... 23,253 73,750

$23,253  $(277,400)

The components of the net deferred tax asset atrbleer 31, 1995 are as follows:

Net book value of fixed assets.....cccccceeeeveee. $ (3,695)
Net operating loss carryforward..........cccoecee.. L. 383,551
Total deferred tax asset........cceeeee. L $379,856

As of December 31, 1995, DPC has net operatingdasyforwards for federal income tax purposesppfraximately $1,044,000 which beg
to expire in 2002. As of December 31, 1995, PDaast operating loss carryforward of approxima$sg,000 which expires in 1999.

Total income tax expense differed from the amouantaputed by applying the U.S. federal statutoryrtdgs to pre-tax income as follows:

FOR YEARS ENDED
DECEMBER 31,

1994 1995
Total expense computed by applying the U.S. statuto ry
FALE...eieeieeeee e .. $49,292 $ 281,005
State income taxes.............ccceevveeineeenns .. 23,253 73,750
Effect of income taxable in Mexico................. .. 27,197 (14,857)
Utilization of temporary difference . (76,489) (261,135)
Effect of valuation allowance...................... - (356,163)

$ 23,253 $(277,400)

13. SUBSEQUENT EVENTS:

On May 31, 1996, DPC signed a letter of intentsfqroposed public offering of 1,000,000 shares BECxommon stock at $4.00 per share.
Of the 1,000,000 shares, 750,000 are being sotdéoZompany and 250,000 shares are being soldrtajrcexisting shareholders.

On May 31, 1996, all of the 415,302 issued andtanting shares of Series A preferred stock wergeared into 415,302 shares of common
stock. Additionally, the Company declared a dividem the Series A preferred stock for all unpaidd#inds through the conversion date and
issued an aggregate of

F-14



DIGITAL POWER CORPORATION AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
(INFORMATION SUBSEQUENT TO DECEMBER 31, 1995 IS UNWITED)

216,229 shares of common stock to holders of Sérigeferred stock effective immediately prior tech conversion.

On August 19, 1996, the shareholders of the Compapyoved an amendment to the Company's articlesofporation increasing the
number of authorized shares of common stock frdd@GP00 shares to 10,000,000 shares and prefaoekdfsom 1,000,000 to 2,000,000.

In addition, on August 19, 1996, the Company iss2@@ 000 Common Stock purchase warrants to ceBtampany directors and affiliates.
Each warrant entitles the holder to purchase oageshf common stock at $5.00.
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APPENDIX - DESCRIPTION OF GRAPHICS
Inside of front cover of prospectus.
Picture of 6 Power Supplies followed by caption:
"DIGITAL POWER CORPORATION

Vital to every electronic system is a power sugpbt delivers the voltages and currents necessanyrper operation. Digital Power's
switching power supplies convert the power fronoedinary wall socket or from a battery to the vasdC voltages required by electronic
systems.

Digital Power's supplies range from 50 watt corsesrsuitable for network hubs to modular 750 wattl) redundant supplies that can power
large computer workstations."

Picture of woman gymnast bending back and graphicoman doing a hand-stand followed by the caption:
"FLEXIBILITY SERIES

With product development times becoming ever-shantel critical time-to-market windows precludingigpproduct or power supply
development times, flexibility is one of the kegscustomer satisfaction. Digital Power has desigtseegroducts with a unique flexibility
feature that allows prompt development and deliwémnodified standard supplies while retaining pineduct's safety approval status."

Inside back cover
Pictures of 3 power supplies followed by the captio
"VALUE ADDED SERVICE

Digital Power offers its customers various typesalfie-added services which may include the inputgy receptacle, on/off switch, noise
filter, cooling fan and chassis in addition toptswver supply.

DIGITAL POWER CORPORATION"



NO PERSON HAS BEEN AUTHORIZED IN CONNECTION WITH THOFFERING MADE HEREBY TO GIVE ANY INFORMATION
OR TO MAKE ANY REPRESENTATION NOT CONTAINED IN THIPROSPECTUS AND, IF GIVEN OR MADE, SUCH
INFORMATION OR REPRESENTATION MUST NOT BE RELIED WIN AS HAVING BEEN AUTHORIZED BY THE COMPANY OR
ANY UNDERWRITER. THIS PROSPECTUS DOES NOT CONSTITEAN OFFER TO SELL OR A SOLICITATION OF ANY OFFER
TO BUY ANY OF THE SECURITIES OFFERED HEREBY TO ANRERSON OR BY ANYONE IN ANY JURISDICTION IN WHICH I
IS UNLAWFUL TO MAKE SUCH OFFER OR SOLICITATION. NHIHER THE DELIVERY OF THIS PROSPECTUS NOR ANY SALE
MADE HEREUNDER SHALL, UNDER ANY CIRCUMSTANCES, CRERE ANY IMPLICATION THAT THE INFORMATION
CONTAINED HEREIN IS CORRECT AS OF ANY DATE SUBSEQUH TO THE DATE HEREOF.
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UNTIL , 1996 (25 DAYS AFTER THE DATE OF THIS PROSEBEUS), ALL DEALERS EFFECTING TRANSACTIONS IN THE
REGISTERED SECURITIES, WHETHER OR NOT PARTICIPATINS THIS DISTRIBUTION, MAY BE REQUIRED TO DELIVER A
PROSPECTUS. THIS IS IN ADDITION TO THE OBLIGATIONDEALERS TO DELIVER A PROSPECTUS WHEN ACTING AS
UNDERWRITERS AND WITH RESPECT TO THEIR UNSOLD ALLOMENTS OR SUBSCRIPTIONS.
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