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DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, CA 94538

(510) 657-2635

Tothe Shareholders of Digital Power Cor poration:

You are cordially invited to attend the annual nmeg{the "Meeting") of the shareholders of Digidwer Corporation ("Digital") which will
be held on Tuesday, June 26, 2001, at 10:00 aawif{®Time), at Digital's corporate offices locdtat 41920 Christy Street, Fremont,
California 94538.

The accompanying notice of the annual meeting @&tiareholders and proxy statement contain theersdtt be considered and acted upon,
and you should read such material carefully.

The proxy statement contains important informationcerning the election of the board of directdrBigital.

| urge you to give this matter your close attent@siit is of great significance to Digital andstsareholders. The board of directors strongly
recommends your approval of the nominees.

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

Sincerely,

/sl Robert O. Smith

Robert O. Smith
President

Date: May 25, 2001



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

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
ToBeHeld On Tuesday, June 26, 2001

NOTICE IS HEREBY GIVEN that the annual meeting loé shareholders of Digital Power Corporation, a@f@alia corporation ("Digital” ol
the "Company"), will be held on Tuesday, June 2812 at 10:00 a.m. (Pacific Time), at Digital'sicdk located at 41920 Christy Street,
Fremont, California 94538 for the following purpssall of which are more completely discussed éabcompanying proxy statement:

1. To elect five directors to hold office until thext annual meeting of shareholders or until teeacessors are elected and qualified; and
2. To transact such other business as may propentg before the Meeting or any adjournments thereof

All of the abovematters are more fully described in the accompangnoxy statement. Only shareholders of recorti@ttose of business
May 23, 2001, are entitled to notice of and to \aitthe annual meeting of the shareholders.

By Order of the Board of Directors

/sl Phi lip G. Swany, Secretary

Fremont, California
May 25, 2001

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



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

INFORMATION CONCERNING THE SOLICITATION

This proxy statement is furnished to the sharehsldéDigital Power Corporation ("Digital" or th€bmpany") in connection with the
solicitation of proxies on behalf of Digital's bdawf directors for use at Digital's annual meetifighe shareholders (the "Meeting") to be held
on Tuesday, June 26, 2001, at 10:00 a.m. (Padiine) at Digital's offices located at 41920 ChriStyeet, Fremont, California 94538, and at
any and all adjournments thereof. Only shareholdérecord on May 23, 2001, will be entitled to icetof and to vote at the Meeting.

The proxy solicited hereby, if properly signed aatlirned to Digital and not revoked prior to ite uwill be voted at the Meeting in
accordance with the instructions contained thetéimo contrary instructions are given, each proageived will be voted "FOR" approval of
the five nominees for the board of directors, aidhe proxy holders' discretion, on such othertenstif any, which may come before the
Meeting (including any proposal to adjourn the Niagt Any shareholder giving a proxy has the poteerevoke it at any time before it is
exercised by: (i) filing with Digital written notecof its revocation addressed to Philip G. SwarmypGrate Secretary, Digital Power
Corporation, 41920 Christy Street, Fremont, Catif@94538; (ii) submitting a duly executed proxybeg a later date; or (iii) appearing at
the Meeting and giving the Corporate Secretaryceati his or her intention to vote in person.

This solicitation of proxies is being made by Dadjg board of directors. Digital will bear the eatcost of preparing, assembling, printing,
mailing proxy materials furnished by the board ivéctors to shareholders. In addition to the stat@n of proxies by use of the mail, some
the officers, directors, employees, and agentsigit&d) may, without additional compensation, sdljmioxies by telephone or personal
interview, the cost of which Digital will also bedbigital will reimburse banks, brokerage housesl ather custodians, nominees, and
fiduciaries for their reasonable expenses in fodivay these proxy materials to shareholders whaszk $h Digital is held of record by such
entities. In addition, Digital may use the servioéindividuals or companies it does not regulagploy in connection with this solicitation
of proxies if management determines it to be adhesa

A copy of Digital's annual report on Form 10-KSB foe year ended December 31, 2000, accompang&prbxy statement.

This proxy statement and form of proxy were firgiled to shareholders on or about May 25, 2!



Record Date and Voting Rights

Digital is authorized to issue up to 10,000,000rsb®f no par value common stock. As of May 23,12@0ere were 3,260,680 shares of
common stock issued and outstanding. No shareetdrped stock are outstanding. Each share of camstark shall be entitled to one vote
on all matters submitted for shareholder approMaé record date for determination of shareholdetitled to notice of and to vote at the
Meeting is May 23, 2001. A majority of the outstargishares of common stock present in person g@rayy at the Meeting is necessary fi
quorum.

All properly executed proxies delivered pursuarthie solicitation and not revoked will be votedta¢ Meeting in accordance with the
directions given. A majority of the shares of conmstock must be represented at the Meeting eithpeiison or by proxy to constitute a
qguorum for the transaction of business. Regardiegetection of directors, shareholders may vofavor of all nominees, or withhold their
votes as to all nominees, or withhold their votesoaspecific nominees by following the instrucam the enclosed proxy card. If no specific
instructions are given with respect to any mattdve voted on, the shares represented by a sigogd will be voted "FOR" proposal 1.
Directors will be elected from nominees receivihg highest number of affirmative votes cast byhblelers of Digital's common stock,
voting in person or by proxy, at the Meeting. Thbstentions, because they will be counted in detémgwhether a quorum is present for
vote on all matters, will have no effect on thecttan of directors. Similarly, broker non-votes ateo counted towards a quorum but are not
counted for any purpose in determining whether tianaas been approved, and will have the sameteftean abstention.

Further, in connection with the election of direstashares may be voted cumulatively, but onlypfensons whose names have been placed in
nomination prior to the voting for the electiondifectors and only if the shareholder holding ssicres has given notice at the Meeting, |

to such voting, of his or her intention to vote audatively. Notice of intention to vote cumulativatyay not be given by simply marking and
returning a proxy. If any Company shareholder gsugsh notice, then all shareholders eligible teweill be entitled to cumulate their votes

in voting for the election of directors. Cumulativeting allows a shareholder to cast a number téssequal to the number of shares held in
his or her name as of the record date, multipligthle number of directors to be elected. All ofsth@otes may be cast for any one nominee,
or they may be distributed among as many nomingéseashareholder sees fit. The nominees recetlimfighest number of affirmative
votes, up to the number of directors to be eledbdll be elected.

If one of Digital's shareholders gives notice & fMeeting of his intention to vote cumulativelyethersons holding the proxies solicited by
board of directors will exercise their cumulativeting rights, at their discretion, to vote the gsathey hold in such a way as to ensure the
election of as many of the board's nominees asdbleyn possible. This discretion and authority efghoxy holders may be withheld by
checking the box on the proxy card marked "withifodan all nominees." Such an instruction, howewel, also deny the proxyholders the
authority to vote for any or all of the nomineestod board of directors, even if cumulative votisgot called for at the Meeting, although it
will not prevent the proxyholders from voting, heir discretion, for any other person whose namg Imegproperly placed in nomination at
Meeting.

A shareholder may choose to withhold from the phmtglers the authority to vote for any of the indiv&l candidates for the board of
directors by marking the appropriate box on thexprmard and striking out the names of the disfag@@&ndidates as they appear on the proxy
card. In that event, tr



proxyholders will not cast any of the shareholdeotes for candidates whose names have been crossaghether or not cumulative voting
is called for at the Meeting, but they will retdive authority to vote for the candidates nomindgthe board of directors whose nhames have
not been struck out and for any other candidatesmway be properly nominated at the Meeting. Ifarsholder wishes to specify the manner
in which his or her votes are allocated in the ¢wérrumulative voting, he or she must appear astd in person at the Meeting. Ballots will
be available at the Meeting for persons desiringote in person.

PRINCIPAL SHAREHOLDERS

The following table sets forth, as of May 23, 200drtain information with respect to the beneficainership of shares of Digital common
stock by all shareholders known by Digital to be beneficial owners of more than five percent efditstanding shares of such common
stock, all directors and executive officers of Bagindividually, and all directors and all exemetiofficers of Digital as a group. As of May
23, 2001, there were 3,260,680 shares of commak statstanding.

No. of Shares
Name Common Stock(1) Percent

Digital Power - ESOP 167,504 5.14%
41920 Christy Street
Fremont, CA 94538

Thomas W. O'Neil, Jr., 55,600(2) 1.68%
Director

Robert O. Smith, 379,004(3) 10.95%
Director and Chief Executive Officer

Chris Schofield, 47,000(4) 1.42%
Managing Director, Digital Power Limited

Philip G. Swany, 42,250(5) 1.28%
Chief Financial Officer

Scott C. McDonald, 20,000(6) *
Director

Robert J. Boschert, 20,000(6) *
Director

All directors and executive officers
as a group (6 persons) 563,854(7) 15.51%

* Less than one percent.

(1) Except as indicated in the footnotes to thidetathe persons named in the table have solegatid investment power with respect to all
shares of common stock shown as beneficially oviryetthem, subject to community property laws wheagliaable.

(2) Includes 40,000 shares subject to options ésadrte within 60 day:



(3) Includes 211,500 shares subject to optionscésadsle within 60 days. Also includes 167,504 owhgdhe Digital Power ESOP of which
Mr. Smith is a trustee.

(4) Includes 40,000 shares subject to options ésadste within 60 days.
(5) Includes 42,250 shares subject to options ek within 60 days.
(6) Includes 20,000 shares subject to options ésadste within 60 days.

(7) Includes 373,750 shares subject to optionsweardants exercisable within 60 days. Also inclutiég,504 shares owned by the Digital
Power ESOP of which Mr. Smith is a trustee and begeemed a beneficial owner.

Proposal 1. Election of Directors

Five directors are to be elected at the Meetingh ¢a serve until the next Meeting and until his@ssor shall be elected and qualified or

his earlier death, resignation, or removal. Nonthefnominees for director were selected pursumaby arrangement or understanding other
than with the directors and officers of Digitaliagtwithin their capacities as such. There areamilfy relationships between any of the
directors and executive officers of Digital.

The nominees for director have consented to besmged as nominees in this proxy statement and fgreed to serve as director, if electe
the Meeting. In the event that any nominee is umékerve, the person named in the proxy hasatisorto vote for other persons if such
other persons are designated by the board of diecthe board of directors has no reason to kelieat any of the nominees will be
unavailable for election. The following table skfgh the persons nominated by the board of dirsdiar election as directors and certain
information with respect to those persons.

Principal Occupation a
Name Age Years

nd Background For the Past Five

Robert O. Smith 56 Robert Smith has serve
since 1989 and Preside
Chairman of the Board

d as Chief Executive Officer and director
nt since May 1996. He became the
in May, 1999. From 1980 to 1989 he

Chris Schofield

served as Vice Preside
Group, General Manager
Boschert, a subsidiary
of power conversion pr
Mr. Smith received his
Ohio University and ha
program at Kent State

44  Chris Schofield has se
Managing Director of D
and Director and Gener
from 1995 to 1998. Fr
United Kingdom Operati

nt/Group Controller of Power Conversion

of Compower Division, and President of

of Computer Products, Inc., a manufacturer
oducts and industrial automation systems.
B.S. in Business Administration from

s completed course work at the M.B.A.
University.

rved as a director since 1998. He has been
igital Power Limited since January 1998

al Manager of Gresham Power Group

om 1988 to 1995, he served as Director of
ons of the Oxford Instruments Group.



Principal Occupation a
Age Years

Thomas W. O'Neil, Jr. 71 Thomas O'Neil has bee

a Certified Public Ac
and O'Neil, CPAs. Fr
Peat Marwick. He als
Exposition and State
Credit Association; a
Resources, Inc. He i
member of the St. Mar

Scott C. McDonald 47 Scott C. McDonald has

served as the Chief F
of Conxion Corporatio
also a Director of Ca
Inc. since April 1999
November 1996 to May
of CIDCO Incorporated
delivery company. Fr
served as Executive V
Financial Officer of
1993, he served as Pr
Officer of PSI Integr
1993, he served as Ch
Finance Administratio
received a B.S. in Ac
an M.B.A. from Golden

Robert J. Boschert 64 Robert Boschert has b

business consultant f
He has been a directo
From June 1986 until
Technology. He is th
member of the board o
Electrical Engineerin

nd Background For the Past Five

n a director since 1991. He has served as
countant and Partner since 1991 of Wallace
om 1955 to 1991 he was a partner at KPMG
o served as a director of California

Fair; and serves as a director of Regional
nd Director of Alternative Technology

s a graduate of St. Mary's College and

y's College Board of Regents.

been a director since May 1998. He also
inancial Officer and Administrative Officer

n from December 1999 to May 2001. He is
stelle Incorporated and Octant Technologies,
and April 1998, respectively. From

1998, Mr. McDonald served as Director

, @ communications and information

om October 1993 to January 1997, he

ice President, Chief Operating and

CIDCO. From March 1993 to September
esident, Chief Operating and Financial
ation, Inc. From February 1989 to February
ief Financial Officer and Vice President,

n of Integrated System, Inc. Mr. McDonald
counting from the University of Akron and
Gate University.

een a Director since 1998. He works as a
or small high-growth technology companies.
r since 1990 of Hytek Microsystems, Inc.
June 1998, served as a consultant to Union
e Founder of Boschert, Inc. and retired as a
f directors in 1984. He received his B.S. in
g from University of Missouri.

The term of office for each director of Digitalage year. No director of Digital serves as a doeof any company which has a class of
securities registered under the Securities Exchaetjef 1934 except Mr. Thomas O'Neil, Jr., whaidirector of Alternative Technology
Resources, and Mr. Robert J. Boschert, who isextdir of Hyteck Microsystems, Inc.

Vote Required for the Election of Directors

Directors will be elected from the nominees reaavihe highest number of affirmative votes of thares of common stock present and
voting at the Meeting in person or by pro



The Board of Directors unanimously recommends shateholder vote for all of the five nominees foectors described in proposal No. 1.
Committees and M eetings of the Board of Directors

The board of directors of Digital held one regutseting in 2000. All directors attended 75% or mafrthe aggregate number of the board of
director and committee meetings on which each tlireserved.

The board of directors of Digital has a compensatiommittee and audit committee.

In accordance with Securities Exchange CommissiSBEC") regulations, the following is the Digitatempensation and audit committee
reports. Such reports are not deemed to be filéu the SEC.

Compensation Committee

The compensation committee held one meeting ddisegl year 2000. The compensation committee obtherd of directors is composed of
two non-employee, independent directors, currestlysisting of Messrs. McDonald and Boschert. Thapensation committee administers
Digital's 1996 Stock Option Plan, Digital's 199®&¢ Option Plan, Digital's 2000 Non-Qualified Std@ktion Plan and approves
compensation, remuneration, and incentive arrangenier officers and employees of Digital. The cemgation committee also makes
recommendations to the board on other personnet@mgensation matters.

Compensation Philosophy. The committee continuesrtphasize the important link between the Comparerformance, which ultimately
benefits all shareholders, and the compensatidts ekecutives. Therefore, the primary goal of@mnpany's executive compensation policy
is to closely align the interests of the sharehmsldéth the interests of the executive officersotder to achieve this goal, the Company
attempts to (i) offer compensation opportunities tittract and retain executives whose abilitiesskills are critical to the long-term success
of the Company and reward them for their efforteisuring the success of the Company and (ii) eageuexecutives to manage from the
perspective of owners with an equity stake in tben@any.

Respectfully Submitted

/sl Scott C. McDonald
/s/ Robert J. Boschert

Audit Committee

The primary functions of the audit committee areetidiew the scope and results of audits by the Gmyip independent auditors, the
Company's internal accounting controls, the nontagtvices performed by the independent accousitanid the cost of accounting services.
A copy of the audit committee's charter is attachedxhibit "A" to this proxy statemel



Audit Committee Report

The audit committee is composed of Robert J. BaschbBomas O'Neil, and Scott McDonald, each of whsimdependent in accordance
with the standards imposed by the American Stoadh&rge. The audit committee plays a critical roléhe financial reporting system by
overseeing and monitoring management's and th@émdkent auditor's participation in the financigaging process. The committee reviews
the Company's internal accounting procedures, denaith and reviews the services provided by tleenpany's independent accountants,
and makes recommendations to the board of diremgerding the selection of independent accountants

In fulfilling its oversight responsibilities, theudit committee has, with and without managemerggne reviewed and discussed the
Company's audited financial statements and hassied with the independent auditors the mattersnestjto be discussed in Statement on
Accounting Standards No. 61, as amended, "Commiimicevith audit committees.” Such matters inclulde auditor's responsibility under
Generally Accepted Accounting Standards, the sicanit accounting policies followed during the audienagement's judgments and
accounting estimates, significant audit adjustmearty disagreements between the auditors and mianesigeand difficulties encountered in
performing the audit. The committee has also daetadhthat less than fifty percent of the hours exjesl on the audit engagement were by
personnel the principal auditor leased or otheratsguired from another entity.

The committee has received from the independeritaagdas required by ISB Standard No. 1, a forwrdtten statement disclosing all
relationships between the auditor and its relatgifies and the Company and its related entitiasitinthe auditor's professional judgment |
reasonably be thought to bear on independencelyittee committee has considered whether the adgiprovision of information
technology services and other non-audit serviceenspatible with maintaining the principal accountt®independence.

Based on the review and discussions mentionedrheha audit committee recommended to the boadire€tors that the audited financial
statements be included in the Company's Annual RepmoForm 10-KSB for the last fiscal year.

Signed and adopted by the audit committee this dayhof April, 2001.

/sl Robert J. Boschert /s/ Thomas W. O'Neil /sl Scott C. McDonald

Compensation of Directors

Directors of Digital who are non-employee directm@seive $10,000 per annum paid quarterly and ogtio purchase 10,000 shares of
common stock.

Executive Officers

As of December 31, 2000, the following are the raofethe executive officers and information conaggreach of therr



Name Age Of fice and Background

Robert O. Smith, 56 Se e "Election of Directors"
President and Chief Executive Officer

Chris Schofield, 44  Se e "Election of Directors"
Managing Director,
Digital Power Limited

Philip G. Swany, 49 Ch ief Financial Officer since 1996. Mr.

Chief Financial Officer Sw any joined the Company as its Controller
in 1981. In February 1992, he left the
Co mpany to serve as the Controller for
Cr ystal Graphics, Inc., a 3-D graphics
SO ftware development company. In
Se ptember 1995, Mr. Swany returned to the
Co mpany where he was made Vice President-
Fi nance. In May 1996, he was named Chief
Fi nancial Officer and Secretary of the
Co mpany. Mr. Swany received a B.S. in
Bu siness Administration - Accounting from
Me nlo College, and attended graduate
co urses in Business Administration at the
Un iversity of Colorado

Executive Compensation.

Executive officers are appointed by, and servaatiscretion of, the Board of Directors. ExceptRobert O. Smith, our President and Chief
Executive Officer, we have no employment agreemeittsany of our executive officers. The followitaple sets forth the compensation of
our President and Chief Executive Officer and mawadirector during the past three years. No otfiécer received annual compensation in
excess of $100,000 during the 2000 fiscal y



SUMMAR Y COMPENSATION TABLE
Long Term Compensation
Annual Compensati on Awards Payout

Restricted  Securities LTIP

Name and Other An nual Stock Underlying Payout
Principal Position Year Salary Compensati on ($) Award(s) ($) Options (#) %)
Robert O. Smith 2000 $200,000 $0 $0 100,000(2) $0
Presidentand CEO 1999 $134,038(1) $0 $0 100,000(2) $0

1998 $141,912(1)  $0 $0 100,000(2)  $0
Chris Schofield 2000 $105,927 $0 $0 25,000(3) $0
Managing Director, 1999 $ 95,726 $0 $0 60,000 $0
Digital Power
Limited

S

All Other
s Compensa-
tion

(1) Pursuant to Mr. Smith's employment contractirdu1999, Mr. Smith was entitled to receive $200,@er annum and during 1998, was
entitled to receive $175,000 per annum. Due tdittancial condition of the Company, Mr. Smith omgceived $134,038 and $141,912

during 1999 and 1998, respectively.

(2) Pursuant to his employment contract, Mr. Srisiténtitled to receive options to acquire 100,088res of common stock at the beginning
of each year. The exercise price is equal to thveldaf market value as of the first business dathefyear or the average closing price for the
first six months of each year of his contract. &xercise price for year 2000 was $1.5625; for 1899 exercise price was $1.875; and for
1998, the exercise price was $6.69. The optionein 1998 where repriced on November 5, 1998ntexercise price of $2.31 per share.

(3) Represents options to acquire 25,000 sharesrofmon stock at $1.5625 per share.

The following table sets forth the options grartie@igital's executive officers during the pastéibyear and the number and value of

unexercised options held by those executive offiearof the end of fiscal year 2000.
The following table sets forth the options graniedlessrs. Smith and Schofield during the pastfigear.
OPTION GRANTSIN LAST FISCAL YEAR

Individual Grants

% of Total Options
Number of Securities Granted to Exercise or
Underlying Options Empl oyees in Fiscal Base Price Expiration
Name Granted (#) Year ($/Sh) Date
Robert O. Smith 100,000 27.3% $1.5625 January 2010

Chris Schofield 25,000 6.8% $1.5625 January 2010



The following table sets forth Mr. Smith's fisca&ar end option values.

AGGREGATED OPTION EXERCISESIN LAST FISCAL YEAR
AND FISCAL YEAR-END OPTION VALUES

Number of Value of Unexercise d
Unexercised Options  In-the-Money Option s
at FY-End (#) at FY-End ($)(1)

Shares Acquired Exercisable/ Exercisable/
Name on Exercise (#) Value Reali zed ($) Unexercisable Unexercisable
Robert O. Smith 286,900 2,458, 197 200,000 Exercisable  $0 Exercisable
Chris Schofield -0- -0- 125,000 Exercisable $3,125 Exercisable

(1) Market price at December 29, 2000, for a slbai@mmon stock was $1.6875.
Employment Contracts

On March 1, 2000, Mr. Smith entered into an emplegticontract effective January 1, 2000. The terithefemployment agreement is for
year subject to annual renewal. Under the termdroSmith's employment contract, Mr. Smith shaliveeas President and Chief Execut
Officer and his salary shall be $200,000 per anramd, he shall be entitled to bonuses as deterniip¢ide Board. In addition, he shall have
the right to receive on the first business dayaufheJanuary during the term of his contract opttorecquire 100,000 shares of common stock
at the lower of market value as of such date omtherage closing price for the first six montheath year of his contract. Pursuant to Mr.
Smith's employment contract, in the event theeedhange in control of the Company, Mr. Smith shalentitled to receive in one payment,
the sum of six times his annual base salary. If $fnith's employment agreement is not renewed @ tegminated without cause, Mr. Smith
will be entitled to three times his annual basaryal

Benefit Plans

Employee Stock Purchase Plan. Digital has adoptdehaployee Stock Ownership Plan ("ESOP") in conftymwith ERISA requirements. £
of December 31, 2000, the ESOP owns, in the agtget)ei7,504 shares of the Company's common stoclurie, 1996, the ESOP entered
into a $500,000 loan with San Jose National Paflatmce the purchase of shares. The Company gea@the repayment of the loan, and
their contributions to the ESOP were used to payhefloan by the end of 1999. All employees of @mmpany participate in the ESOP on
basis of level of compensation and length of serviRarticipation in the ESOP is subject to vestingr a six-year period. The shares of the
Company's common stock owned by the ESOP are wytéloe ESOP trustees. Mr. Smith, President andf@&nxecutive Officer of the
Company, is one of two trustees of the ESOP.

2000, 1998 and 1996 Stock Option Plans

We have established the 2000, 1998 and 1996 StptikrOPlans (the "Plans”). The purposes of thed$#a to encourage stock ownershij
our employees, officers, and directors to give tlzegneater personal interest in the success dfubmess and to provide an added incentive
to continue tc



advance in their employment or service to us. Altof 1,253,000 options are authorized to be issuetkr the Plans, of which 1,033,220
options have been issued. The Plans provide fogitiiet of either incentive or non-statutory stoplti@ns. The exercise price of any incentive
stock option granted under the Plans may not tstles 100% of the fair market value of our comrstmtk on the date of grant. The fair
market value for which an optionee may be gramedrtive stock options in any calendar year mayeroeed $100,000. Shares subject to
options under the Plans may be purchased for thdhss otherwise provided by the Board, an optiamigd under the Plans is exercisable
for ten years. The Plans are administered by thgpensation committee which has discretion to daterroptionees, the number of shares to
be covered by each option, the exercise schedutegther terms of the options. The Plans may bendet suspended, or terminated by the
Board but no such action may impair rights undpreviously granted option. Each incentive stockampis exercisable, during the lifetime
the optionee, only so long as the optionee rensimzloyed by us. No option is transferrable by thgamee other than by will or the laws of
descent and distribution. If proposal number 2isptied, the options under the 2000 stock option plidl be assumed by the 2001 stock
option plan.

Other Stock Options

The Company, as of December 31, 2000, has outsiguaghtions to acquire 30,500 shares of common sto8k.80 per share. These options
were granted to employees in May 1993 and are mtiw\fested.

401(k) Plan. The Company has adopted a tax-quéldiaployee savings and retirement plan (the "40R[@)"), which generally covers all of
the Company's full-time employees. Pursuant ta10iHk) Plan, employees may make voluntary contidimstto the 401(k) Plan up to a
maximum of six percent of eligible compensatione 01 (k) Plan permits, but does not require, aaltkii matching and Company
contributions on behalf of Plan participants. Dagihatches contributions at the rate of $.25 fahekl.00 contributed. Digital can also make
discretionary contributions. The 401(k) Plan i®irded to qualify under Sections 401(k) and 401{#)eInternal Revenue Code of 1986, as
amended. Contributions to such a qualified plardachuctible to the Company when made and neitlgecahntributions nor the income eart
on those contributions is taxable to Plan participaintil withdrawn. All 401(k) Plan contributiomse credited to separate accounts
maintained in trust. The amount contributed to $tnith for 2000 was $2,168. No amount was contrithtweMr. Schofield in 2000.

COMPLIANCE WITH SECTION 16(A) OF THE SECURITIESEXCHANGE ACT OF 1934

Section 16(a) of the Securities Exchange Act of41@Rjuires Digital's directors, executive officeaad persons who own more than 10% of
Digital's outstanding common stock to file repat®wnership and changes in ownership with the JBif&ctors, executive officers, and
shareholders of more the 10% of Digital's commaslstre required by SEC regulations to furnish faigivith copies of the Section 16(a)
forms they file.

Based solely on a review of the copies of such fofumnished to Digital, or written representatitinat such filings were not required, Digital
believes that it complied with all Section 16(dinfj requirements applicable to its directors affiters except for Mr. Schofield who
inadvertently was late filing one report reportfiogr transactions



OTHER MATTERS

Hein & Associates served as Digital's independeatantants for the fiscal year ended December 320 2and during the course of that fit
year they were also engaged by Digital to provieldain tax and other services. During the year émacember 31, 2000, the following fe
were paid for services provided by Hein & Assodgate

Audit fees. The aggregate fees paid for the anawdit and/or the review of Digital's financial statents included in Digital's Form 10-KSB
for the year ended December, 31, 2000, amountagdgoximately $62,000.

Financial Information Systems Design and Implemigoia-ees. During the year ended December 31, 20i@@al paid no fees to Hein &
Associates related to the design or implementaifanhardware or software system to compile sodata underlying Digital's financial
statements or generate information significant igitBl's financial statements.

All Other Fees. The aggregate fees paid for otberaudit services, including fees for tax related/es, rendered by Hein & Associates
during Digital's most recent fiscal year ended Datwer 31, 2000, amounted to approximately $98,000.

A representative of Hein & Associates will be prisat the Meeting to respond to appropriate quastfoom the shareholders and will be
given the opportunity to make a statement showdgt ttesire to do so.

ADDITIONAL INFORMATION

The board of directors of Digital knows of no otieaitters that may or are likely to be presentati@aiMeeting. However, in such event, the
persons named in the enclosed form of proxy witev&ich proxy in accordance with their best judganresuch matters pursuant to
discretionary authority granted in the proxy.

Copies of the exhibits to Digital's Annual Repantfeorm 10-KSB will be provided to any requestingr&tolder, provided that such
shareholder agrees to reimburse the Company feonedle fees related to providing such exhibitar&tolders should direct their reques
Corporate Secretary, Digital Power Corporation,201@hristy Street, Fremont, California 94538.

SHAREHOLDER PROPOSALS

Shareholder proposals to be included in Digitaitxp statement and Proxy for its 2002 Meeting nmiget the requirements of Rule 14a-8
promulgated by the SEC and must be received bytdbdigo later than January 25, 20



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

BY ORDER OF THE BOARD OF DIRECTORS

/sl Ph ilip G. Swany, Secretary
DATE: May 25, 2001



DIGITAL POWER CORPORATION
Audit Committee Charter

Preamble

Digital Power Corporation ("Company"), as parttsféontinuous improvement efforts, and consisttit its requirements for continued
listing on the American Stock Exchange, desirestiiengthen its board oversight of accounting apdnting functions through this Charter
setting forth the duties and authority of the Comyaaudit committee.

Organization

The audit committee of the board of directors shaltomprised of at least three directors whoratependent of management and the
Company, and shall be considered independentyfiitage no employment or other relationship with@wmpany that might interfere with
the exercise of their independence from the Compamyanagement. All audit committee members wilfibancially literate, by experience
or otherwise, and at least one member will havewaaiing or related financial management expertise.

Statement of Policy

The audit committee shall provide assistance tditerd of Directors in fulfilling the members' resysibility to the stockholders, potential
stockholders, and the investment community relatiingorporate accounting and reporting practiceb@iCompany, and the quality and
integrity of financial reports of the Company. mdoing, it is the responsibility of the audit coittee to maintain free and open
communication between the members of the Boardirafcibrs, the independent auditors, and the Conipammincipal financial officer.
Responsibilities

In carrying out its responsibilities, the audit qaitiee believes its policies and procedures shmiukin flexible, in order to best react to
changing conditions and to ensure to the Boardifdiors and stockholders that the corporate adomyand reporting practices of the
company are in accordance with all requirementsaaadf the highest quality.

In carrying out these responsibilities, the audinmittee will;

o Obtain the full board of directors' approval liEtCharter and review and reassess this Chartmraitions dictate, but no less frequently
than annually following the review of the Comparg/sual report on Form 10-KSB.

o Review and recommend to the Board of Directogessttlection of independent auditors to audit tharfcial statements of the Company.

0 Have a clear understanding with the independaditars that the independent auditors are ultinysiebountable to the Board of Directors
and the audit committee, as the stockholders' septatives, who have the ultimate authority in dieg to engage, evaluate, and if
appropriate, terminate their services.

0 Review and concur with management's appointnemhination, or replacement of the Chief FinanC@éicer.

o Meet with the independent auditors and finantiahagement of the Company to review the scopeegbtbposed audit and timely quarte
reviews for the current year and the procedurdetatilized, the adequacy of t



independent auditor's compensation, and at thdsina thereof review such audit or review, inchglany comments or recommendations
of the independent auditors.

o Review with the independent auditors, the Com|sgoyncipal financial officer, and financial andcaunting personnel, the adequacy and
effectiveness of the accounting and financial castof the company, and elicit any recommendatfonshe improvement of such internal
controls or particular areas where new or moreil@etaontrols or procedures are desirable. Padioeinphasis should be given to the
adequacy of internal controls to expose any payspé&r@nsactions, or procedures that might be dedlfegdl or otherwise improper

o Review reports received from regulators and déwgal and regulatory matters that may have a niahteffect on the financial statements or
related company compliance policies.

o Review the internal audit function of the compamgiuding the independence and authority of itee€Rinancial Officer in meeting the
Company's reporting obligations, the proposed aquldits for the coming year, and the coordinatioaumh plans with the independent
auditors.

o Inquire of management, the internal auditor, #nedindependent auditors about significant riskexgrosures and assess the steps
management has taken to minimize such risks t€trmpany.

o Direct the independent auditors to communicatectly to each member of the audit committee watkpect to any disagreement with the
Company on any financial treatment or accountiragfice that is reflected in the quarterly reporifForm 10-QSB upon review.

o Receive prior to each meeting, a summary of figgifrom completed internal audits and a progregert on the proposed internal audit
plan, with explanations for any deviations from tiginal plan.

o Review the quarterly financial statements wittaficial management prior to the filing of the FAt®aQSB (or prior to the press release of
results, if possible) to determine that the indejeent auditors do not take exception to the disekand content of the financial statements,
and discuss any other matters required to be concatied to the committee by the independent audiidre chair of the committee may
represent the entire committee for purposes ofrthiew and any required discussions with the iedejent auditor.

o Review the financial statements contained iratfreual report to shareholders with managementtenahtlependent auditors to determine
that the independent auditors are satisfied wighdiisclosure and content of the financial statemnbe presented to the shareholders.
Review with financial management and the independeditors the results of their timely analysisignificant financial reporting issues and
practices, including changes in, or adoptions efpanting principles and disclosure practices, diaduss any other matters required to be
communicated to the committee by the auditors. Aés@ew with financial management and the indepatdaditors their judgments about
the quality, not just acceptability, of accountprinciples and the clarity of the financial disalos practices used or proposed to be used,
particularly, the degree of aggressiveness or ceaiem of the organization's accounting princigiesl underlying estimates, and other
significant decisions made in preparing the finahstatements. -

o Provide sufficient opportunity for the Compargfsicipal accounting officer and the independemtitmus to meet with the members of the
audit committee without members of management ptegenong the items to be discussed in these ngetire the independent auditors'
evaluation of the company's financial, accountarg] auditing personnel, and the cooperation tleaintlependent auditors received during
the course of audit:



0 Review accounting and financial human resouroéssaccession planning within the Company.

o Report the results of the annual audit to thedoéadirectors. If requested by the board, intfite independent auditors to attend the full
board of directors meeting to assist in reporthgresults of the annual audit or to answer otlrectbrs' questions (alternatively, the other
directors, particularly the other independent dvex; may be invited to attend the audit committeseting during which the results of the
annual audit are reviewed).

o On an annual basis, obtain from the independadit@as a written communication delineating allithrelationships and professional servi
as required by Independence Standards Board SthNaarl, Independence Discussions with Audit Cortgeg. In addition, review with the
independent auditors the nature and scope of @tjoded relationships or professional servicestakes, or recommend that the board of
directors take, appropriate action to ensure timimoing independence of the auditors.

o Review the report of the audit committee in thawal report to shareholders and the Annual RepoFRorm 10-KSB disclosing whether or
not the committee had reviewed and discussed wathagement and the independent auditors, as weitasssed within the committee
(without management or the independent auditorsamtg, the financial statements and the qualigagbunting principles and significant
judgments affecting the financial statements. lditgh, disclose the committee's conclusion onftigess of presentation of the financ
statements in conformity with GAAP based on thaseusbsions.

o Submit the minutes of all meetings of the audimittee to, or discuss the matters discussedcat @ammittee meeting with, the board of
directors.

o Investigate any matter brought to its attentiagtihiww the scope of its duties, with the power ttaire outside counsel for this purpose if, in its
judgment, that is approprial

o Review the Company's disclosure in the proxyestant for its annual meeting of shareholders thatidbes that the Committee has
satisfied its responsibilities under this Chartarthe prior year. In addition, include a copy littCharter in the annual report to shareholders
or the proxy statement at least triennially orykar after any significant amendment to the Cha



THISPROXY ISSOLICITED ON BEHALF OF THE BOARD OF DIRECTORS

The undersigned hereby appoints Robert O. SmithPduilip G. Swany, and each of them, as proxies thithpower to appoint his or their
successor, and hereby authorizes them to reprasdrib vote, as designated below, all the sharesrafmon stock of DIGITAL POWER
CORPORATION ("Digital"), held of record by the undigned on May 23, 2001, at the Meeting of shamdrslto be held on June 26, 2001,
at 10:00 a.m. (Pacific Time), at Digital's corperaffices located at 41920 Christy Street, Frem@atifornia 94538, and at any and all
adjournments thereof.

1. Election of Directors.

FOR all nominees listed below WITHOUT AUTHARI (except as marked to the contrary beloaWthhold vote for all
Nominees below

(INSTRUCTIONS: To withhold authority to vote forwindividual nominee, strike a line through the noeg's name in the list below.)
Robert O. Smith Chris Schofield Thomas W. O'Neil, J
Scott C. McDonald Robert J. Boschert

This proxy, when properly executed, will be votadhie manner directed herein by the undersigneatbbber. If no direction is made, this
proxy will be voted FOR the proposal listed herein.

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

Name (Print) Na me (Print) (if held jointly)
Dated: .
Signature Si gnature (if held jointly)
(Address) (A o ddress)
I will will not attend the Meeting. Numbafrpersons to attend:

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

End of Filing
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