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CALCULATION OF REGISTRATION FEE

Proposed
Title of each Proposed maximum
class of maximum aggregate A mount of
securities to be Amount to be offering price(1) offering regi stration
registered registered price fee
Common Stock 1,150,000 $4.00 $4,600,000 $1 ,393.94
Common Stock Purchase Warrants 775,000 $.125 $96,875 29.36
Common Stock Underlying Warrants 775,000 $5.00 $3,875,000 $1 ,174.24
Total $2 ,597.54

(1) Estimated solely for the purpose of computimg itegistration fee pursuant to Rule 457 of theuStes Act of 1933.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STAMENT ON SUCH DATE OR DATES AS MAY BE
NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REISTRANT SHALL FILE A FURTHER AMENDMENT WHICH
SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENSHALL THEREAFTER BECOME EFFECTIVE IN
ACCORDANCE WITH SECTION 8(A) OF THE SECURITIES AGDF 1933 OR UNTIL THE REGISTRATION STATEMENT SHALL
BECOME EFFECTIVE ON SUCH DATE AS THE COMMISSION, AGNG PURSUANT TO SAID SECTION 8(A), MAY DETERMINE
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1,000,000 SHARES OF COMMON STOCK
NO PAR VALUE

700,000 REDEEMABLE COMMON STOCK PURCHASE WARRANTS

Of the 1,000,000 shares of common stock, no parev@iCommon Stock™) offered, 750,000 shares anegogold by Digital Power
Corporation ("Digital Power" or the "Company") a280,000 shares are being sold by certain sellingkbblders of the Company (the
"Selling Stockholders"). In addition, the Compasyselling 500,000 redeemable common stock purovasants ("Warrants"), and certain
warrantholders may sell up to 200,000 Warrantstliegt the holders thereof to purchase, duringradhyear period from the date of this
Prospectus ("Exercise Period"), one share of Com&took at an exercise price of $5.00 per shargesutn adjustment. See "Principal and
Selling Stockholders and Warrantholders." The Camypaill not receive any proceeds from the salehafres by the Selling Stockholders or
from the sale of Warrants by certain warrantholdereder certain conditions, the Company shall Haeeright upon 30 days notice to call
each Warrant for redemption at $.125 per Warragg.'®escription of Securities." Further, the Compasregistering 700,000 shares of
Common Stock that will be issued upon the exeraighe Warrants. See "Management," "Certain Tratimas," and "Description Of
Securities." Prior to this offering, there has baerpublic market for the Common Stock or Warrarftthhe Company. It is currently estimated
that the initial public offering price per share@dmmon Stock will be $4.00, and that the initiabfic offering price per Warrant will be
$.125. See "Underwriting" for the factors to be sidered in determining the initial public offeripgce.

SEE "RISK FACTORS" COMMENCING ON PAGE 7 FOR CERTAIN CONSIDERATIONS
RELEVANT TO AN INVESTMENT IN THE COMMON STOCK AND W ARRANTS.

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

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPRED BY THE SECURITIES AND EXCHANGE COMMISSION
OR ANY STATE SECURITIES COMMISSION NOR HAS THE SE®RUTIES AND EXCHANGE COMMISSION OR ANY STATE
SECURITIES COMMISSION PASSED UPON THE ACCURACY OPEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION
TO THE CONTRARY IS A CRIMINAL OFFENSE.

Price to Public  Underwritin g Discounts Proceedsto  Proceeds to Selling
and Commiss ions(1) Company(2)  Stockholders(3)
Per Share $4.00 $0.40 $3.60 $3.60
Per Warrant. . . . . $0.125 $0.0125 $0.1125 $0.1125
Total{(4)} $4,087,500 $408,750 $2,756,250 $922,500

(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 nagecountable expense allowance equal to three pgdR%i) of the proceeds from the offering of the Goom
Stock and Warrants, or a total of $122,625 ($140j9the Underwriters' over-allotment is exercisedull).

(3) Before expenses related to the Offering attebuo the Selling Stockholder 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,W/arrants at $.125 per Warrant solely to cover@llotments, if any. If such option is
exercised in full, the total initial public offegrprice, underwriting discount, and proceeds to Gamy will be $4,696,875, $469,688, 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 whotdn part. It is expected that certificates foe shares of Common Stock and Warrants will be
ready for delivery in Boca Raton, Florida on or ato , 1996, against payment thereforediately available funds.

WERBEL-ROTH SECURITIES, INC.
The date of this Prospectus is , 1996.

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 stegsts audited by its independent
auditors and quarterly reports containing unauditmtsolidated financial information for the firetr¢e quarters of each fiscal ye



Information contained herein is subject to completbr amendment. A registration statement relatintyese securities has been filed with
Securities and Exchange Commission. These secunités not be sold nor may offers to buy be acceptied to the time the registration
statement becomes effective. This prospectus sbationstitute an offer to sell or the solicitatminan offer to buy nor shall there be any sale
of these securities in any State in which suchrpffelicitation, or sale would be unlawful priorregistration or qualification under the

securities laws of any such State.

[Pictures of Power Supplie



PROSPECTUS SUMMARY

THE FOLLOWING SUMMARY IS QUALIFIED IN ITS ENTIRETYBY THE MORE DETAILED INFORMATION AND
CONSOLIDATED FINANCIAL STATEMENTS, INCLUDING THE NOES THERETO, APPEARING ELSEWHERE IN THIS
PROSPECTUS. UNLESS OTHERWISE INDICATED, ALL INFORMAON IN THIS PROSPECTUS ASSUMES THAT THE
UNDERWRITERS' OVER-ALLOTMENT OPTION, REPRESENTATNE WARRANTS, AND OUTSTANDING OPTIONS AND
WARRANTS WILL NOT BE EXERCISED. SEE "DESCRIPTION GFECURITIES" AND "UNDERWRITING."

THE COMPANY

Digital Power Corporation designs, develops, mactufgs, and markets switching power supplies fla ®amanufacturers of computers and
other electronic equipment. Switching power suppdiee critical components of all computers androglectronic equipment. The electronic
circuitry in computers and other electronic equiptrequires a steady and isolated supply of doeatent (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 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 "powemensity" (measured in watts per cubic inch), tbegr supply products of the Company are generatigller than those
competitors. Furthermore, the Company's power supducts are extremely "flexible" in design. THigxibility" approach allows the
Company to modify quickly and inexpensively its é@aesign 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 samplesmbdified 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 "Rid?ower" or the "Company" herein shall mean Rigitower Corporation and its wholly
owned subsidiary Poder Digital, S.A. de C.V.

Micro-Tech Consultants of Santa Rosa, Californores 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 tagous market segments. The major
segments of the switching power supply marketyrieally characterized as either the "captive méirkethe "merchant market". The capt
market represents those original equipment manufact (OEMs) who design and manufacture their oamgy 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 theallepment and production of power supplies. The Combelieves 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 theingewer 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 wadues and income before income
taxes of $6,553,376 and $637,2



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

Common Stock Offered:

Offering(L).ccccveeeeiiiiiee e 750,000 shares
Selling Stockholders.......cccocoveveeeeveneeneees L 250,000 shares
Total.ooooiiiiii 1,000,000 shares
Common Stock to be outstanding after the Offering.. ....2,353,275 shares
Warrants(1) . . . .. Exercisable until DecembB999, with each Warrant exercisable for one shaamon Stock at a price of $5.00,

subject to adjustment.

See "Description of Securities."

Use of Proceeds . .. Repayment of approximately $ 1 million of indebtedness
and general corporate purpo ses, including product
development, advertising, an d working capital.

See "Use of Proceeds."

Proposed NASDAQ SmallCap Market Symbol - Commorcista.......... DPWR Proposed NASDAQ SmallCap Mafkgmbol -

(1) Assumes that the Underwriters have not exalcseoverallotment option to purchase up to an addition&l,@60 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 1 995 1995 1996
Statement of Operations Data:
Revenues $6,249,333 $ 10,037,502 $4,947,952 $6,553,376
Income from operations 257,935 1,027,772 332,928 689,612
Income before Income
Taxes 144,976 826,484 270,511 637,208
Provision (Benefit) for 23,253 (277,400) 28,000 294,000
Income
Taxes 121,723 1,103,884 242,511 343,208
Net Income 0.02 0.80 0.16 0.24
Net Income per share $ 0.02 $ 0.66 $ 015 % 0.20
Primary
Fully Diluted 1,226,208 1,258,858 1,242,395 1,276,778
Shares used in per share
calculation
As at
Ju NE 30, 1996
ACTUAL AS ADJUSTED(1)
Balance Sheet Data:
Working Capital $2,426,022 $4,003,494
Total Assets 5,443,277 6,877,652
Long-term debt 1,471,361 614,458
Stockholders' equity $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 Comnypdesigns, develops,

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

every electronic product. They can have numeroffisrdnt 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 afdtapetitors because the Company's
products combine high power- density (measuredatisiper cubic inch) with a high degree of deslgrilbbility, 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 incefoe 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 $15
billion, with approximately 50% of this market bgithe "captive market" and the balance being therémant market". Growing at an aver
annual rate of 13%, the merchant market is the$agfrowing segment of the power supply marke©QBMIs continue to outsource their
power supply requirements. This merchant markiighkly 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 markeg¢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. Digitahieds 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, Westingholiséex, Storage Dimensions, Motorola, Retix, Stathfbelecommunications, 3Com,
and Centillion Business Unit, a wholly-owned sulmig 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 -house, or pay a power supply manufacturer for toou



product. Since custom- designed power supplies@velopment-intensive and require a great deairf to 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 commesaggdlication requires certain
independent safety agency testing, (e.g. by UndemsrLaboratories) at considerable expense, aitiawia barrier is presented to the smaller
OEM. By offering the OEM customer a new choice witha Digital Power "flexibility" series, the Compahelieves 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 reguients within specific parameters. FurthermoreM®Ere seeking power supplies with
greater power density (measured in watts per dabtt). Digital Power's strategy in responding tis tlemand 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 veéfiine (A/C input) power supply.

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. Tren "value-added services" refers to the Comgangorporation of an OEM's selected
electronic components, enclosures, and cable adissmlith the Company's power supply products tmpce a power subassembly that is
compatible with the OEM's own equipment and is Bjmadly 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 theimdor 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 manufacigrincluding 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, Mexicowdeer, 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 origynf@rmed in 1969. The Company's executive offiaes located at 41920 Christy Street,
Fremont, California 94538-3158, and the Compamyéphone number is 510-657-2635.

RISK FACTORS

In addition to the other information presentedhis Prospectus, the following risk factors showdcbnsidered carefully in evaluating the
Company and its business before purchasing the Qon8tock and Warrants offered hereby. This Prosgamintains forward-looking
statements that involve risks and uncertaintiee. Cbmpany's actual results may differ materiakiyrfrthe results discussed in the forward-
looking statements. Factors that might cause sulifiemence include, but are not limited to, thaliscussed 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 a¢aeuhich 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 mumbpower supplies it has purchased
from the Company. In light of such decrease in deind is unlikely that this OEM will continue taipchase power supplies from the
Company at the same rate that it had done duri@rst six months of 1996. In addition during 19880 distributors accounted for 37% of
revenues, and during 1994, one distributor accaufmel6% of revenues. See "Risk Factors - Deperelen Computer and Other Electronic
Equipment Industries; Customers' Product Obsolescéihe loss of any one of these OEM customerddvoave an adverse effect on the
Company's revenues. See "Business" and "Manageni@atussion 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 equipiimelustries and produce products
which are subject to rapid technological changspt#scence, and large fluctuations in product deim@nese 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&kensimilar demands on their suppliers, such a£tmapany, for increased product
performance and lower product prices. Thus, inom®de successful, the Company must properly asg®gelopments 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 additibae,computer industry is inherently volati
Recently, certain segments of the computer and elketronic industries have experienced a softemrdemand 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 esblg affected



COMPETITION

The design, manufacture, and sale of power supigli@a$ighly competitive industry. The Company'sigetition includes approximately 400
companies located throughout the world, some ofrwhave advantages over the Company in terms of kimb 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 greaseafiand marketing resources and
geographic presence than does the Company. In@ddit 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 Compamyinues to be successful in
increasing its revenues, other competitors maycaa@nd increase competition for the Company's ouete. The Company also faces
competition from current and prospective custormdre may decide to design and manufacture intertialypower supplies needed for their
products. To remain competitive, management bedi¢ivat the Company must continue to compete falpmabthe basis of value by
providing advanced manufacturing technology, offgrsuperior customer service and design enginesengces, continuously improving
quality and reliability levels, and offering flexéand reliable delivery schedules. There can bassarance that the Company will continu
compete successfully in this market.

DILUTION

The initial public offering price is greater thdretbook value per outstanding share of Common Stextordingly, 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 distributiotheTCompany believes that it has a good workindicglship 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 furchase of products from the manufacturer lacgt€hina is minimal and requires
advance scheduling which affects the Company'&yabil produce products quickly. However, if ther@umany'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€be manufacturer, such disruption may have arrseledfect on the Company's ability to
deliver its products and may adversely affect tbenBany's financial operations.

Further, the Guadalajara, Mexico, facility condutddinancial operations using the Mexican pedeergfore, 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 revm\dredit facility. As of June 30, 1996, the amoouistanding 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 Queny's assets. Therefore, in the event the Comigamable to repay the credit facility, the
bank will hold a first-priority security interest in the Company's assgisn default. See "Use of Proceeds" and "Managesrneiscussion ar
Analysis of Financial Condition and Results of Cgiems."

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 Representatives'
Warrants) have been registered with the Commis3iba.Company will be required, from time to timefite post-effective amendments to
its registration statement in order to maintainuaent prospectus covering the issuance of suaeshgon exercise of the Warrants. The
Company has undertaken to make such filings andaibest efforts to cause such post-effective amemts to become effective. If for any
reason a required post- effective amendment igiledt it does not become effective or is not maiiméd, the holders of the Warrants may be
prevented from exercising their Warrants. Holddrthe Warrants have the right to exercise the Wasranly if the underlying Shares of
Common Stock are qualified, registered or exengrhfregistration 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 Rob@erSmith or Claude Adkins, could
have a material adverse effect on the Companyliaérss financial condition, and operating resulitee Company has "key person” |



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 presentéctiors, executive officers, and stockholders ogmiore than 5% of the outstanding
Common Stock and their respective affiliates wihbficially own approximately 28.49% of the outslisng Common Stock of the Company
(27.02% of the outstanding Common Stock if the Unaditers' over-allotment option is exercised in¥uRs 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 absee 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 Underwritersapen several factors. The trading
price of the Company's Common Stock or Warrant$dcbe subject to wide fluctuations in responseuartgrly variations in operating
results, announcements of technological innovataymsew products by the Company or its competitohanges in financial estimates by
securities analysts, the operating and stock jpecéormance of other companies that investors negyndcomparable to the Company, and
other events or factors. Moreover, in some futwartgr the Company's operating results may fabllwehe expectations of securities analysts
and investors. In such event, the market prich®fQGompany'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 haeeeffect 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 Securities Act ("Affiliatestyhich shares will be subject to the resale
limitations of Rule 144 adopted under the Secuwifiet. The remaining 1,353,275 shares will be Yretstd securities" as that term is defined
under Rule 144 ("Restricted Shares"). Restrictemr&hmay be sold in the public market only if resgisd or if they qualify for an exemption
from registration under Rule 144 promulgated uriderSecurities Act, which rule is summarized belédw a result of the contractual
restrictions described below and the provisionRule 144, additional shares will be available falesn the public market as follows: (i)
1,272,458 currently outstanding shares will beilelégfor sale upon expiration of lock-up agreemeirtsnonths after the date of this
Prospectus; (ii) 1,459,900 additional shares véligsuable upon the exercise of stock options aadaits, to the extent exercisable as of
such date; and (iii) 80,817 currently outstandingres will be eligible for sale from time to tinteeteafter pursuant to Rule 144. See "Shares
Eligible for Future Sale."

Certain stockholders of the Company have enteredack-up agreements with Werbel-Roth Securities, providing that, with certain
limited exceptions, such stockholders will not offeell, contract to sell, grant an option to pas#, make a short sale, or otherwise dispo
or engage in any hedging or other transactionish@¢signed or reasonably expected to lead toposition of any shares of Common Stock
for a period of 12 months after the date of thisspectus without the prior written consent of thelerwriters. Other than the (i) 1,000,000
shares being offered hereby, (ii) 1,459,900 shsubgect to options and Warrants, and

(iii) 80,817 shares subject to Rule 144, as ofddke of this Prospectus, no shares of Common Stitle Company will be eligible for
immediate sale in the public market until the eafin of the 12 month lock-up agreements with gpresentative of the Underwriters. The
Underwriters may, in their sole discretion andrat &me without notice, release all or any portafrthe securities subject to lock-up
agreements.

Prior to the offerings, there has been no publiceiafor the Common Stock of the Company, and realigtions can be made as to the effect,
if any, that the sale or availability for sale bfses of additional Common Stock will have on tiaeling price 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 anadl@¢@mpair the Company's future ability to rais@ital through an offering of its equity
securities. See "Description of Securitie



DEPENDENCE ON SUPPLIERS

In order to reduce dependence on any one supgiECompany attempts to obtain two suppliers fcheamponent 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 bscits 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 sharesrohon stock will be outstanding,
including 700,000 shares underlying the Warrari®,d00 shares underlying the Representatives' Wareand 609,900 shares underlying the
options issued to employees of the Company. Holaessich options and Warrants will be able to pasghshares 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 hawketrimental impact on the terms under which themm@any may obtain financing throug
sale of its Common Stock in the future. For thessons, any evaluation of the favorability of madanditions for a subsequent stock
offering by the Company must take into account@mgtanding options or Warrants. See "Dilution,"dfMigement-Stock Plans" and
"Description of Securities."

REDEEMABLE WARRANTS AND IMPACT ON INVESTORS

Provided that the closing bid price of the Commtuck has been at least $6.00 per share for tH8Ay ¢onsecutive trading days, the Warri
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 wishald the Warrants for possible additional apgtan, or to accept the redemption price.
Holders who do not exercise their Warrants priareiemption 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 foreseckitlire, the Company intends to reinvest earniigee 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;j 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 ushdanet 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 ofGoeenpany's line of credit. Rather, the
Company intends to use the remaining net proceeagply for general corporate purposes, includimgduct 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 registereceamio 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 requirekerelealer, prior to a transaction in a penny stockatioerwise exempt from the ruli

to deliver a standardized risk disclosure docuntteattprovides information about penny stocks arednditure and level of risks in the per



stock market. The broker-dealer also must provigecustomer 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 theket 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 effectingeghransaction and must be given to the customeritmg before or with the customer's
confirmation. In addition, the penny stock ruleguige that prior to a transaction in a penny steckotherwise exempt from such rules, the
broker-dealer must make a special written detertimindhat the penny stock is a suitable investnfienthe purchaser and receive the
purchaser's written agreement to the transactibasé disclosure requirements may have the effeetdoicing the level of trading activity in
the secondary market for a stock that becomes cLiibj¢éhe penny stock rules. While the shares ah@on Stock offered hereunder will not
initially be subject to penny stock regulation siley virtue of the fact that such registered séiesrivill be quoted on the NASDAQ SmallC
Market, there can be no assurance that the Compgirye able to continuously meet the NASDAQ SmalfCMarket maintenance criteria.
See "Risk Factor-Maintenance Criteria for NASDAQ $ies."

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 SmallCaprkid, a company must maintain
$2,000,000 in total assets, a $200,000 market \afltiee public float and $1,000,000 in total calétad surplus. In addition, continued
inclusion requires two market-makers and a minintmignprice of $1.00 per share, provided howevet, fteacompany 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, aadling, if any, in the Common Stock of the Compatuld thereafter be conducted in the
over-the-counter market in the so-called "pink sfi¢@r the NASD's OTC Bulletin Board. Consequendly investor may find it more
difficult to dispose of, or to obtain accurate catans as to the price of, the Company's securities

If the Company's securities were subject to thaletmpns on penny stocks, the market liquiditytftte Company's securities could be severely
and adversely affected by limiting the ability abker-dealers to sell the Company's securitiest@ability of purchasers in this offering to
sell their securities in the secondary markettaha and price acceptable to the



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 Representatives' 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



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.

Jun e 30, 1996
ACTUAL AS ADJUSTED
Current portion of long-term debt  $ 143,097 $ -0-
Long-term debt, less current portion 1,471,361 614,458

Stockholders' Equity
Series A Preferred stock, no par value;

500,000 shares authorized; no shares

issued and outstanding - -
Common stock, no par value 5,000,00

shares authorized; 1,603,275 shares

issued and outstanding; 2,353,275

shares issued and outstanding as

adjusted(1) $5,539,115 $7,973,490
Accumulated deficit (3,505,356 ) (3,505,356)
Unearned ESOP plan shares (500,000 ) (500,000)
Total stockholders' equity 1,533,759 3,968,134
Total capitalization $3,148,217 $4,582,592

(1) The above calculations do not include 609,90r&ss of Common Stock issuable upon the exercistook options. Of such 609,900
options, (i) 96,900 are immediately exercisablaraexercise price of $0.50, (i) 178,125 are imratly exercisable at an exercise price of
$1.80, (iii) 59,375 are exercisable in May 199amexercise price of $1.80, and (iv) 275,500 arr@sable in May 1998 at an exercise price
of $1.80.



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 $4.00
Net tangible book value per share at June 30, 1996 $0.96
Increase per share attributable to new investors .73

Pro forma net tangible book value per share after
the offering 1.69

Net tangible book value dilution per share to new
investors $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 pfi$e&0 per share, and outstanding options to @selb13,000 shares of Common Stock
at an exercise price of $1.80 per share (of whatioas 178,125 are immediately exercisable and8&3are 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 PURCHASED TOTAL CONSIDERATION
Average Price
NUMBER PERCENT NUMBER PERCENT PER SHARE
Existing 1,603,275 68.13% $5,539,115 64.87% $ 3.45
shareholders
New investors 750,000 31.87% $3,000,000 35.13% $ 4.00

Total 2,353,275 100.00% $8,539,115 100.00% $ 3.63



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.

YEARS ENDED DECEMBE R 31 SIX MONTHS ENDED J UNE 30
1994 1995 1995 1996

Statement of Operations Data:
Revenues: $6,249,333 $10,037,502 $4,947,952 $6,553,376
Cost and expenses:

Cost of sales 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 1,328,274 1,515,303 729,149 888,207
Income from operations 257,935 1,027,772 332,928 689,612
Interest expense, net 102,509 116,030 55,566 52,198
Translation loss (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 121,723 1,103,884 242,511 343,208
Net income per share:

Primary 0.02 0.80 0.16 0.24

Fully diluted $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



Balance Sheet Data:

Working capital $2,426,022
Total assets 5,443,277
Long-term debt 1,471,361
Stockholders' equity $1,533,759

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

RESULTS OF OPERATION

The following discussion and analysis should bel ieaconnection with the Company's Consolidatedfiaial Statements and the notes
thereto and other financial information includesesthere in the 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 fontimeosiths ended June 30, 1996 and 1995
and the years ended December 31, 1995 and 1994.

YEARS ENDED DECEMB ER 31 SIX MONTHS ENDED JUNE 30
1994 1 995 1995 1996
Revenues 100% 100% 100% 100%
Cost of goods sold 74.62 7 4.66 78.54 75.92
Gross margin 25.38 2 5.34 21.46 24.08
Selling, general and
administrative 14.71 1 0.30 9.82 8.75
Engineering and product
development 6.54 4.8 491 4.8
Total operating expense 21.25 15.1 14.73 13.55
Operating income 4.13 1 0.24 6.73 10.53
Net interest expense 1.64 1.16 1.12 .8
Translation loss 17 .85 .14 .0
Income before income taxes 2.32 8.23 5.47 9.73
Provision (Benefit) for .37 ( 2.76) .57 4.49
Income taxes
Net Income 1.95% 1 0.99% 4.9% 5.24%

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

Revenues for the six months ended June 30, 1996ased by $1,605,424, or 32.45% over the six maathded 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 prtalhave slowed which in turn has affected the safitlse Company's power supplies to
OEM. In light of such decrease in purchases, it lmalunlikely 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 momtkded June 30, 1995. The
improvement in gross margins can primarily be latiied to greater capacity utilization as fixed ¢nvead costs declined on a per unit basis.

SELLING, GENERAL AND ADMINISTRATIVE

Selling, general and administrative expenses iseay $87,447, from $486,101 for the six monttdednJune 30, 1995, to $573,548 for the
six months ended June 30, 1996. The increase piymelated to on-time bonuses to certain employees which increasgidoyee



compensation expense. As a percentage of reveimosyer, 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 administragixgenses.

ENGINEERING AND PRODUCT DEVELOPMENT

Engineering and product development expenses wdé8#lof revenues for the six months ended Jun&é@®5, and 4.91% of revenues for
the six months ended June 30, 1995. This slightedse as a percentage of revenues was due totargneacase 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 percengaig reduction in interest rate of the line oédit 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 operationsaisiiexican 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 $270,5%thdsame 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 vesdior the six months ended June 30, 1996 and®db fevenues for the six months
ended June 30, 1995. Through December 31, 199% dhgany had net operating loss tax carry-forwéd3L s) 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 salesredgopisly discussed, during the fourth
quarter of 1995, the Company recognized a oneimdenefit 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.

YEAR ENDED DECEMBER 31, 1995 COMPARED TO YEAR ENDED DECEMBER 31,
1994

REVENUES

Revenues in 1995 increased by $3,788,169, or 60.62%majority of this increase, $1,957,293 (51.pVi#as due to increased sales through
the Company's stocking distributors who resellGoepany's products to OEMs. 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 bg thepany's three private label
customers.

GROSS MARGINS

Gross margins were 25.34% of revenues during 18852&.38% of revenues during 1994. This slight éase in gross margins was due to
increased costs to the Company. These increaseslgramarily 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 managegmeesdnnel to strengthen the operations of thalitiacrhese 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 terminatedtationship with its manufacturer's
representative in the Northern California territanyd to manage sales directly, resulting in a desarén commissions to 1.42% of revenues in
1995 from 3.87% of revenues in 1994,

ENGINEERING AND PRODUCT DEVELOPMENT

Engineering and product development expenses waé&slof revenues in 1995, and 6.54% of revenué994. During 1994, the Company
had entered into several custom product developounitacts which were engineerimgensive but did not result in the expected reesnilr
1995, the Company directed its engineering ressuicea 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 expextates primarily to a line of credit
and two equipment term loans with San Jose NatiBaak. The two term loans in the aggregate prin@pzount of $170,000, and the line of
credit, are secured by the Company's accountsvagdes and the Company's assets. Proceeds frotwadherm 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 revenuegsadedrin 1995. In addition, the interest rate erlitie of credit loan decreased by one
percentage point in September 1995.

TRANSLATION LOSS

The primary currency of the Company's subsidiande? Digital, is the Mexican peso. During the fisgear 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 exgmeed a translation loss of $10,450.

INCOME BEFORE INCOME TAXES

Income before income taxes increased by $681,508 $144,976 during 1994 to $826,484 in 1995. Thsstantial 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 gguped an income tax benefit of $277,400 as congpra tax provision of $23,253
during 1994. The recognition of the tax benefitidgrl 995 is due to the Company's utilization ofjiter 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 incrigaset income was due tc
substantial increase in sales without a correspanidicrease in expenses related to such salesluentb 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 @oy'pworking capital was $2,426,022 and $2,211,B&$ectively. For the past two
fiscal years and the six months ended June 30,,188&ompany has relied on cash flows from opamatsupplemented by bank borrowings
to finance working capital and capital improvemeiitse Company's bank borrowings consist of a $1XDg@yomissory note bearing interest
at 10% per annum and due December 8, 1998, a $b0r0tnissory note bearing interest at 10.5% peuanand due May, 1999, and a $1.5
million line of credit bearing interest at primaupl1% and due October 15, 1997. Proceeds fromrtimigsory notes were used to acquire
equipment, and the line of credit is used to supple the Company's working capital. The promissatgs and line of credit are secured by
substantially all of the Company's assets. The Gomploes not anticipate any material capital experes during 1997. As of June 30, 1996
and December 31, 1995, the Company's bank borrevwatglled $1,614,458 and $1,054,145, respectiBgy. Note 6 of Notes to
Consolidated Financial Statements. Part of thegwds raised hereby will be used to reduce the Coygoborrowings by approximately $1
million.

In addition, the Company is a guarantor of a $500f&rm loan granted to the Company's employeé stavnership plan ("ESOP"). The
$500,000 term loan is included in the total amafrthe Company's bank borrowings as of June 306 3&&ed in the preceding paragraph.
The $500,000 is due in June 2001 and bears intardt5% per annum. Proceeds from the loan were tesacquire the Company's Comr
Stock by the ESOP. Principal and interest on the Will be paid by the ESOP through contributioresda by the Company to the ESOP in
the amount of approximately $10,750 per month. @hi®unt will be a monthly deduction against revenieough June 200



NEW FINANCIAL ACCOUNTING PRONOUNCEMENTS

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

FAS 123 encourages, but does not require, comptmiesognize compensation expense based on fai Y@ grants of stock, stock optiol
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 fireratatements. The Company currently does not dntermdopt the fair value accounting

prescribed by FAS 123 and will be subject onlytte disclosure requirements prescribed by FAS



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"x Hitpd 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.

THE MARKET

According to Micro-Tech, the worldwide market fdeetronic power supplies was estimated to be $llidmin 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 captgenent 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 suppliesaie to OEMs. Micro-Tech forecasts that the mantisegment 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 increstc@mnplex component to the OEMs, with
constantly changing requirements such as poweoifactrection (PFC) and filtering specificationaminimize 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 @wdual volts multiplied by amperes). Although éfectricity reaches a switching power
supply in a smooth harmonic wave form, the switghpower 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 sharteturation than the wave frequency. The amoumtosier drawn off the line by tr



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 switchpuyver supplies without the special feal
known as "power factor correction" have an appr@tampower factor of only .60.

The reason why power factor of less than one camdignificant problem relates to the power thatdsdrawn 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 powent a line without power factor
correction will result in: (i) a significant uncorapsated loss of electrical power (in the form aithéo the electrical utility companys; (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 ofrapimately .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 standatttuout also because of regulatory requiremestiahdished in the European Union, suc
European Normatives EN61000-3-2 and EN61000-3-8s&Hwo normative standards, known more fully asiis For Harmonic Current
Emissions," and "Limitation Of Voltage FluctuatioAad Flicker On Low Voltage Supply Systems For Fooént With Rated Current <16A
[less than 16 amperes]," respectively, upgradédimer generic standard IEC555.2 and place pressureanufacturers of power supplies to
develop products with PFC at lower and lower poleeels.

ELECTROMAGNETIC INTERFERENCE (EMI). EMI is univerbaundesirable because it potentially interferathwhe operation of other
electronic equipment. In the United States, theeFlddCommunications 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 directivasstore conformity with safety and
quality standards and to assess product compliancaghout its jurisdiction. One of these requiratsanvolves 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 cedtiiim. However, since it is one of the
major noise generators within an OEM system, tieeegrowing 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 further segmenteuda®m custom and standard power supplies. Powgtisaglesigned and manufactured
by an OEM for use in its own equipment are an exarapa custom design, as the product is not irgdrfdr resale. However, custom power
supplies are also common in the merchant markeg@ain OEMs contract with power supply manufaatsito design a product that meets
the form, fit, and function requirements of thgiesific 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, comnkaolwn 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/p@ver supplies represent the largest part of thelmaat 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 teleconations, 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 fach 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 &dorange of output ratings, from 3.3 volts to 48syacan be produced by simply changing
power transformer construction and a small numbeutput components. Designers of electronic systeam determine their total power
requirements only after they have designed thesystelectronic circuitry and selected the comptntnbe used in the system. Since the
designer has a finite amount of space for the systed may be under competitive pressure to furdmhuce its size, a burden is placed on the
power supply manufacturer to maximize the powersitgrof the power supply. A typical power supplynsists of a PCB, electronic
components, a power transformer and other elecyoptic components, and a sheet metal chassisafder lcomponents are typically
installed on the PCB by means of pin-through-hskeably where the components are inserted intalyilied holes and soldered to electri
circuits on the PCB. Other components can be aththithe PCB by surface mount interconnectionrteldyy (SMT) which allows for a
reduction in board size since the holes are elitathand components can be placed on both sidég didard. The Company's US100 seri
an example of a product using this manufacturicgrelogy.

PRODUCTS

Digital Power's "flexibility" concept applies tol &f 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 descriptafithe Company's products.

US50/DP50 SERIES

The US50 series of power supplies are compact,cesimal, high efficiency, open frame switchers ttieliver 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 wwaitle without jumper selectio
Flexibility options include chassis and cover, pogeod signal, an isolated V4 output, and UL544dical) safety approval. All US50 series
units are also available in 12VDC, 24VDC, or 48Vid@uts. This optional DC input unit (DP50 serieggintains the same pin-out, size, and
mounting as the US50 series.

US70/DP70 SERIES

The US70 series of power supplies is similar toll®s0 series, a compact, economical, highly effigiepen frame switcher that delivers up
to 65 watts with a 70 watt peak. This unit is offiwith one to four outputs, a universal inputdatem 90 to 264 VAC, and is only slightly
larger than the US50 series. The US70 seriesfsreiftiated from competitive offerings by virtueitsf smaller size, providing up to four
outputs while competitors typically are limitedttoee outputs. Flexibility options include coveower good signal, an isolated V4 output,
and UL544 (medical) safety approval. The DP70 ésghme as the US70 except the input is 48 voltsTh€.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 swaiicher. 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 thientve 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 teestorm factor and does not require any toolingnechanical changes by the OEM.
Flexibility options include a cover and adjustaptest regulators on V3 and/or V4 outputs. Fully oastnodels are also available. All US100
series units are also available with 12VDC, 24VDB€48 VDC inputs. This optional DC input unit (DR)(naintains 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 wattsasftinuous, 325 watt, peak power from
one to two outputs. The 115/230VAC auto-selectatpat allows them to be used worldwide. On-boardl ENering is a standard feature.
Flexibility options include a cover, power fail/pewgood signal, and an isolated 2nd output. TheOOR8also available as the SP300 series,
which is jumper selectable between 115 and 230VA€@ovides the OEM an even more economical salufitiis product can be used in
network switching systems or other electronic gystevhere a lot of single output current, such a524, 48 volt current might be required.

US250/DP250 SERIES

The US250 series are economical, high efficienpgnoframe switchers that deliver up to 250 wattsawitinuous or 300 watts of peak power
from one to four outputs. The 115/230VAC auto-siakle input allows them to be used worldwide. ity options include cover, power
fail/power good signal, enable/inhibit, and anasetl V3 output. All US250 series units are alsalakke with 12VDC, 24VDC, or 48VDC
inputs. This optional DC input unit (DP250) maimsthe same pin-out, size, and mounting as the US@5es.

US350 SERIES



The US350 series is a fully-featured unit that &etd/e power factor correction and was designdeketéield-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 byO&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 Comizatime 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 éeinmany 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 $afe during the first quarter of 1997.

The Company also produces two products designatéteakD 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 Electromiglt be granted a stock option to purchase 100 &itdres of Digital's Common Stock for
$3.50 per share with Digital paying the exercidegrDue to changing market conditions, the KDesei$ 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 regsmu 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.

Electrical (control and monitoring): AC power fdiétect signal, DC output(s) OK signal, inhibit, jpuit voltage margining, and digital control
interface.

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

These services incorporate one of the Companyss ffraslucts along with additional enclosures, cabkemblies, and other electronic
components to arrive at a power subassembly. Tiategy 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 withitiigal design stage and continues through thepcton processes to the end product. To
execute this strategy, the Company utilizes sojghigtd 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 technicuesrl 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 exastdblished international safety standards incutlinderwriters Laboratory Incorporat
(UL) in the United States; Canadian Standards Aatioos (CSA) in Canada, or the UL equivalent (clAnd 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 tbiaited Kingdom. The Company plans to achieve 18019certification, a European
model for quality assurance, by the second quaft&897.

SUPPLIERS

Other than certain fabricated parts such as pricitedit boards and sheet metal chassis whichea@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 tramsifcrare designed into three of the
Company's products, which products accounted fpragimately 10% of the Company's sales in 1¢



MANUFACTURING STRATEGY

Consistent with its product flexibility strategiet Company aims to maintain a high degree of fléfibn 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.rifeonto achieve low cost manufacturing with a laimbensive product, manufacturers have
the option of automating much of the labor outhsit 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 assembleritslpcts. This manufacturing facility performs mé&tkr management, sub-assembly, final
assembly, and test functions for the majority & @ompany's power supply products. In additionjtBidias 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 agreemagrte terminated upon 120 days notice. AlthoughQbmpany has just recently begun
to manufacture its products through Fortron/Soutteee Company believes that it will be able to proalhigh volume power supplies through
Fortron/Source at a cost lower than at its GuadedaMexico, facility.

SALES, MARKETING AND CUSTOMERS

Digital Power markets its products domesticallytigh a network of 13 independent manufactureresegmtatives. 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 salesthé product is shipped, received, and
paid for by the customer. Typically, either the Guamy or the representative organization may tertaittee agreement with 30 days written
notice.

In certain territories, the Company has enteren agreements with 28 stocking distributors who ang resell the Company's products. For
the six months ended June 30, 1996, and for thes yaled December 31, 1995 and 1994, distributes s&counted for 38.9%, 39.7%, and
32.4%, respectively, of the Company's total salegr this same period, one distributor accounte@301%, 27%, and 16%, respectively, of
total sales. In addition, international sales tiglostocking distributors accounted for less thandd%e Company's sales. In general, the
agreements with stocking distributors are subjeetrinual renewal and may be terminated upon 98 @aitten notice. Although these
agreements may be terminated by either party ietWeat a stocking distributor decides to termirst@greement with the Company, the
Company believes that it would be able to contitih@esale of its products through direct sales ¢octistomers of the stocking distributor.
Further, and in general, stocking distributorsedigible to return 25% of their previous six-mostkales for stock rotation. For the past three
years, stock rotations have not exceeded one pestéotal sales

The Company has also entered into agreements lwitk private label customers who buy and reselCimapany'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 agreensxmiand its market by offering the customer arsgcource 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 yearsiddeeember 31, 1995 and 1994, private
label sales accounted for 8.4%, 10.2%, and 7.88pesdively, of total sales.

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

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

BREAKDOWN OF PRODUCT MARKET

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

PRODUCT OR MARKET SERVED BY CUSTOMER  PERCENTA®& OF REVENUES REPRESENTATIVE CUSTOMERS
Communications 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 6% Elma
Sigma/Trimm
Broadcast Equipment 5% Leitch Video
Office Automation 4% Quartet Ovonics
Patapsco
Medical Equipment 3% OEC Diasonics
Test Equipment 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 spetifigantity of a model to be delivered on a spetifibipment 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 industhyigbly fragmented and serviced by approximatel9 d6mpetitors worldwide. Many of
the Company's competitors are located in low cogirenments where they may have advantages in teftador and component costs. In
addition, they may offer products comparable inlitgito those of Digital Power and have signifidgrgreater financial and marketing
resources. Representative examples of the Compamygetitors are Computer Products, Inc., ASTEC Acae Zytec Corporation, and
Lambda Electronics. The Company believes it hasnapetitive position with its targeted customers wieed a higlguality, compact produ
which can be readily modified to meet the custosnamique requirements. To remain competitive, thm@any must continue to offer
innovative products at competitive prices while destrating flexibility in meeting the customer'sjugements for rapid time-to-market.

RESEARCH AND DEVELOPMENT

The Company's research and development effortgramarily directed toward the development of neansiard 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 wpedsalize in various areas, including
component and materials engineering, and electroetagdesign enhancements to improve efficiencylenducing the cost and size of the
Company's products. Product development is perfdran®igital Power's headquarters in Californiatimge 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, epbsented 6.54%, 4.8%, and 4.8%
the Company's total revenues for the correspongémipds.

EMPLOYEES

As of June 30, 1996, the Company had approxim&#byfull- time employees with 300 of these emplogieds 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 approsdyr®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 thatdistiag 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.

MANAGEMENT



EXECUTIVE OFFICERS AND DIRECTORS

The names and ages of the Executive Officers aretirs of the Company as of September 30, 19%b6¢artain information about such
persons, are set forth below. The Company's Byfaasgide 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 electeédeatinnual meeting of shareholders of the
Company and serves until the next annual meetitigauth person's successor is elected and gqulifieuntil such person's earlier death,
resignation, or removal.

As part of the Underwriting Agreement, the Undetans shall have the option to designate a memhthet8oard of Directors, or, at the
Underwriters' option, designate an individual tieiad the Board's meetings for a period of five geAt this time, the Underwriters have not
indicated whether they intend to exercise suchtrigbae "Underwriting."

Executive Officers are appointed by, and serveatiscretion of, the Board of Directors. Exceptissussed below, the Company has no
employment agreements with any of its Executivad®ft or Directors. The Company has not paid aeg & other remuneration to the
Directors for their services as Directors. The Bioes do, however, receive stock options and Wésriiom the Company for their services.
In August of 1996, each Director received Warraotgurchase 20,000 shares of Common Stock at $06hare 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 betwaan of the Officers or Directors.

Name Age Positio n
Edward L. Lammerding 66 Chairma n of the Board
Philip M. Lee 72 Directo r
Thomas W. O'Neil, Jr. 67 Directo r
Robert O. Smith 52 Directo r, Chief Executive
Officer , and President
Claude Adkins 54 Directo r, Executive Vice President,
and Vic e President-Engineering
Philip G. Swany 46 Chief F inancial Officer and
Vice Pr esident-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 servedrasr@an of the Board of 3Net Systems, and sinc® h@ghas served as Chairmar

the Board of Sierra Resources Corporation, a vergapital investment firm. Currently, Mr. Lammergliis 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 iMauCorps Historical Foundation. Mr. Lammerdingai®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, leestate management and investment company. MrisLaleo a director of Sierra Resources
Corporation. He received a certificate in managerfrem American River College.

THOMAS W. O'NEIL, JR. Mr. O'Neil has served as adsior of the Company since 1991. He is a certifiedlic accountant and has been a
partner of Schultze, Wallace and O'Neil, CPAs, sih@891. Mr. O'Neil is a retired partner of KPMG Piglarwick. 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.

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¥&e President/Group Controller of the
Power Conversion Group, General Manager of the @avep Division, and President of the Boschert subsj)l. From 1978 to 1980, Mr.
Smith was Cost Accounting Manager at Harris Comp8yestems. Mr. Smith received a B.S. in Businesmifsgstration from the Ohio
University and completed numerous courses in tHg.M.program at Kent State University.

CLAUDE ADKINS. Mr. Adkins was the Company's Presiléom September 1987 to May 1996, and Executiie Yresident and Vice
President of Engineering from May 1996 to the pmesér. 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 EI Camino Junior College, and &.Rlegree in Industrial Technology and Electrofics) 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., -D graphics software development company. In Septerh®95, Mr. Swany returned to the Comp



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 Administratidncounting from Menlo College, and attended graeleaurses in business administration
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. iCaNd 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 Compd®@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 Compensation Awards Payout S
Securities All Other
Name and Other Annual Restricted Underlying LTIP Compensation
Principal Position Year Salary ($) Compen sation ($)  Stock Options (#)  Payou ts
Award(s) (6]
(%)
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 receivecea year option to acquire 104,922 shares of Com@took at $.50 per share. During fiscal
year 1996, Mr. Smith exercised his option to aa8i022 shares of Common Sto

The Company and Mr. Smith entered into an employroentract which terminates on December 31, 199@ldd the terms of Mr. Smith's
employment contract, Mr. Smith shall serve as piediand 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 additiomgoant 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, m¢lent there is a change in control, Mr.
Smith shall be granted a five year consulting aweitat $200,000 per year.

LIMITATION OF LIABILITY AND INDEMNIFICATION
MATTERS

Sections 204 and 317 of the California General Ga@fon Law permit indemnification of directorsfioérs, and employees of corporations
under certain conditions subject to certain linitas. Article V of the Company's Amended and Restarticles of Incorporation states that
the Company may provide indemnification of its ageimcluding its officers and directors, for breax duty to the Company in excess of the
indemnification otherwise permitted by Section 8fThe Corporations Code, subject to the limitsfesgh 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, eéttements, and other amounts actually
and reasonably incurred in connection with any gediing arising by reason of the fact that any g@bkon 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(@ian an action by or in the right of the Conypnprocure a judgment in its favor) by
reason of the fact that such person is or was ficeaofdirector, employee, or other agent of thenpany or its subsidiaries, against expenses,
judgments, fines, settlements, and other amoundsic and reasonably incurred in connection withtsproceeding, if such person acte:
good faith and in a manner such person reasonafivied to be in the best interests of the Compardy in the case of a criminal proceed
the Company has no reasonable cause to beliewmtiukict of such person was unlawful. In addititve, Company may indemnify, subject to
certain exceptions, any person who was or is & jpauis threatened to be made a party to any thneal, pending, or completed action by «
the right of the Company to procure a judgmentdriavor by reason of the fact that such persam i8as an officer, director, employee, or
other agent of the Company or its subsidiariesinag@axpenses 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 persbevieel to be in the best interest of the
Company and its shareholders. The Company may agwpenses incurred in defending any proceeding forfinal disposition upon
receipt of an undertaking by the agent, officerectior, or employee to repay that amount if it khaldetermined that the agent is not entitled
to indemnification as authorized by Section 317addition, the Company is permitted to indemnifyagents in excess of Section 317.

Insofar as indemnification for liabilities arisimmder the Securities Act may be permitted to dinesstofficers, and controlling persons of the
Company pursuant to the foregoing provisions, bentise, the Company has been advised that ingiméon of the Commission such
indemnification is against public policy as expezbi the Securities Act and is therefore unenfainte

STOCK PLANS

EMPLOYEE STOCK PURCHASE PLAN. The Company adopted&aployee 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@aynmon Stock. In June 1996,
ESOP entered into a $500,000 loan with San Joserddbank to finance the purchase of shares. Tdregany has guaranteed the repayr
of the loan, and it is intended that Company cbations to the ESOP will be used to pay off thenlddee "Management's Discussion and
Analysis." The Company intends to make a monthhytigbution of approximately $10,750 per month te ESOP. All employees of the
Company participate in the ESOP on the basis @& lef.compensation and length of service. Partiaypan the ESOP is subject to vesting
over a six-year period. The shares of the Compa&@wyemon Stock owned by the ESOP are voted by tli@FEBustees. Mr. Smith, President
and Chief Executive Officer of the Company, is oféwo trustees of the ESO



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, officers directors of the Company to give them a greagesonal interest in the success of the
business and to provide an added incentive to moatio advance in their employment by or servighéoCompany. 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 Compatgied 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. Unlessvate 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

401(k) Plan, employees may make voluntary contidimstto the 401(k) Plan up to a maximum of six pat®f eligible compensation. These
deferred amounts are contributed to the 401(k).Plae 401(k) Plan permits, but does not requirdjtamhal matching and Company
contributions on behalf of Plan participants. Trerpany matches contributions at the rate of $.28éch $1.00 contributed. The Company
can also make discretionary contributions. The

401(k) Plan is intended to qualify under SectioB%(k) and 401(a) of the Internal Revenue Code 8618s amended. Contributions to sut
qualified plan are deductible to the Company whewmlenand neither the contributions nor the incomeezhon those contributions is taxable
to Plan participants until withdrawn. All 401(k)a®l contributions are credited to separate accanaistained in trust.

CERTAIN TRANSACTIONS
SIERRA RESOURCES CORPORATION

Sierra Resources Corporation is a venture capitapany registered as a business development conypaley the Securities Act of 1933.
Edward L. Lammerding, Chairman of the Companyhésfounder of Sierra Resources Corporation andesif®@83, has served as its chairr
of the board. Sierra Resources Corporation isrcipdl shareholder of the Company. Previously nmitwithin the past two fiscal years,
Sierra Resources has assisted the Company in fingatitough 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.

PRINCIPAL AND SELLING STOCKHOLDERS AND
WARRANTHOLDERS

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€iimmon 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 Companyvm deneficially five percent (5%) or mc
of the outstanding shares of the Company's ComnimckSand (iv) all other Selling Stockholders.

Shares Benefic ially Owned Shares Beneficially O wned
Prior To Off ering(1) After Offering(2)
Name of Selling Shareholder Number P ercent Shares To Be Number Percent
Sold

Edward L. Lammerding
629 J Street

Sacramento, CA 95814 422,131(3) 24.4 40,136 381,995 15.3
Philip M. Lee

41920 Christy Street

Fremont, CA 94538 410,178(4) 23.7 6,000 404,178 15.0

Thomas W. O'Neil, Jr.
455 Capitol Mall
Sacramento, CA 95814 63,100(5) 3.9 14,600 48,500 2.0

Robert O. Smith
41920 Christy Street
Fremont, CA 94538 154,400(6) 8.8 10,000 144,400 5.8



Claude Adkins

41920 Christy Street
Fremont, CA 94538
Alaric Corporation
Callopy, Christine N.
Castillo, Joaquin

Davis, Devere J. & Lois M.

Flores, Louis

Gong, Sherman

Greenslate, Norman C. & Dolores

Harris, Patricia A.
Haug, Bruce

Kai, Jimmy T.

136,500(7)

10,500
2,000

4,000

9,700

48,700

3,000

2,000
1,500

6,500

Lammerding Assoceights (A & S
Part) 27,766(8)

Lammerding, Claire M.
Lammerding, Jerome C.
Lammerding, Joseph E.
Lammerding, Mary C.
Lee Family Trust
Lucas, David

Marquez, Jose

Moore, Elizabeth

Muir, Sharon

Mulhern, Iva Trust
Mulhern, James M.

Old Timers, Ltd.

Retzer, William K. & Mary J.

Rushford Hintz, Florence
Catherine

Rushford, Daniel Lee
Rushford, James William
Rushford, Michael Dennis
Sierra Resources Corp.
Skinner, Marjorie V.
Takehara, Kenji

Takehara, Rusby F.

Taricco, Richard P. & Peggy L. T. 5,700

2,000(8)
2,000(8)
2,000(8)

2,000(8)

86,266
8,000
72,200
63,366
2,700

17,933

17,933
18,700
62,500

750

750
750
750
180,412
7,200
6,300

6,300

Officers and Directors as a group
(6 persons) 904,897(9)

Footnotes to table:

* Less than 1%.

(1) The persons named in the table have sole vatntginvestment power with respect to all of thenGwn Stock shown as beneficia

6,300

5.7

51

5.0

3.7

1.0

1.0

11

3.7

45.0

15,000
5,500
600
2,000
1,000
20,000
1,000
2,000
500
1,500

1,900

9,366
600
600
600
600
30,266
3,000
10,000
20,366
2,700
6,933
6,933
6,000
16,500

750

750
750
750
1,800
2,200
3,000
3,000

800

117,802

121,500
5,000 *
1,400 *
2,000 *
8,700 *

28,700
2,000 *
4,300 *
1,500 *

0 0

4,600 *

18,400
1,400 *
1,400 *
1,400 *
1,400 *

56,000

5,000 *

62,200

43,000

11,000
11,000
12,700

46,000

0 0

0 0

0 0
178,612
5,000
3,300

3,300

4,900 *

787,095

5.0

1.2

2.3

2.5

1.8

1.9

7.3

28.5



owned by them, subject to community property lahere applicable and the information contained enftotnotes to the table.
(2) Assuming no exercise of the Underwriters' oaidstment option.

(3) Includes 27,500 shares subject to options andaits exercisable within 60 days. Also includ®8,412 shares and 100,000 shares
subject to Warrants exercisable within 60 days ameSierra Resources Corporation of which Mr. Laeraing is president and chairmar
the board and has dispositive and voting power.

(4) Includes 27,500 shares subject to options anddkts exercisable within 60 days. Also include@286 shares held by a family trust for
which Mr. Lee serves as a trustee and 180,412 slaaek 100,000 shares subject to Warrants exereigatilin 60 days held by Sierra
Resources Corporation for which Mr. Lee serves disegtor and has dispositive and voting power.

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

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

(9) Includes a total of 409,400 shares subjecptidns and Warrants exercisable within 60 days.

The following table sets forth certain informatioith respect to the beneficial ownership of the @amy's Warrants as of September 30,
1996, and as adjusted to reflect the sale of theatits offered by the Company and the Selling Stolders, for each director and all other
selling Warrantholders. The selling Warrantholdeesy sell all or none of their Warrants.

Warrants Beneficially Owned Warrants Beneficiallwi@d Prior to Offering(1) After Offering(2)

Warrants
Name of Warrantholder Number Percent to be Sold Number Percent
Edward L. Lammerding
629 J Street
Sacramento, CA 95814 120,000(3) 60.0 20,000 100,000 0
Philip M. Lee
41920 Christy Street
Fremont, CA 94538 120,000(3) 60.0 20,000 100,000 0
Thomas W. O'Neil
455 Capitol Mall
Sacramento, CA 95814 20,000 10.0 20,000 0 0
Robert O. Smith
41920 Christy Street
Fremont, CA 94538 20,000 10.0 20,000 0 0
Claude Adkins
41920 Christy Street
Fremont, CA 94538 20,000 10.0 20,000 0 0
Sierra Resources Corp. 100,000 50.0 100,000 0 0

Footnotes to table:

(1) The persons named in the table have sole vatmtginvestment power with respect to all of thenGwn Stock shown as beneficially
owned by them, subject to community property lahere applicable and the information contained enftiotnotes to the table.

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

DESCRIPTION OF SECURITIES

The Company's authorized capital stock consisifdi00,000 shares of Common Stock, no par valuk24d100,000 shares of Preferred
Stock, no par value. As of June 30, 1996, therewatstanding 1,603,275 shares of Common Stockdfektord by stockholders and



shares of Preferred Stock outstanding.
COMMON STOCK

Each stockholder is entitled to one vote for edwres of Common Stock held on all matters submitbesl vote of stockholders. Each holde
Common Stock has the right to cumulate his votédclivmeans each share shall have the number of egigal 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 receivigledids 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 PreferrediStutstanding at that time would be entitled tarsfratably in all assets remaining after
the payment of liabilities and the payment of dagyibation preferences with respect to any outstanBreferred Stock. Each outstanding
share of Common Stock now is, and all shares ofif@omStock that will be outstanding after completidithe offering will be, fully paid

and non-assessable.

PREFERRED STOCK

The Board of Directors is authorized, subject tp @mitations 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 studreach 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. Bloard 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 prevanth change in control of the Company. The Comgesyno current plans to issue any sh

of Preferred Stock.

WARRANTS

The Company is offering 500,000 Warrants at a pofcg. 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) dayit@n 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 offerealitih this offering.

In addition, the Underwriters shall receive WarsafiRepresentatives' Warrants") which shall entitkeholder to purchase an aggregate of
100,000 shares of Common Stock and 50,000 Warrsintdar but not identical to, the Warrants. ThepRsentatives' 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 Stdgk.&D per share. The options expire in 2003 ane vesued 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@gimmon Stock and Warrants is American Securitiesmdfer, 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 hHaeeeffect of depressing the prevail
market price of its Common Stock. Upon the comptetf the offerings, the Company will have outsiagd,353,275 shares of Common
Stock. Of these shares, the 1,000,000 sharesrstihe 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 is defined in Rule 144 of the
Securities Act ("Affiliates™), which shares will lsibject to the resale limitations of Rule 144 addmunder the Securities Act. Of the ot



shares outstanding upon the completion of the iofferl,353,275 shares will be "restricted secuwsities that term is defined under Rule 144
("Restricted Shares"). Restricted Shares may lzkisdghe public market only if registered or if yhgualify for an exemption from registrati
under Rule 144 promulgated under the Securitieswaich rule is summarized below. As a result & tontractual restrictions described
below, and the provisions of Rule 144, additiorreres will be available and eligible for sale ie ffublic market as follows: (i) 1,272,458
currently outstanding shares upon expiration ofdop agreements 12 months after the date of tlusgerctus, (ii) 1,459,900 additional shares
issuable upon the exercise of stock options andakits, to the extent exercisable as of such datk(i&) 80,817 currently outstanding shares
from time to time thereafter pursuant to Rule 144.

Certain stockholders of the Company have entetedack-up agreements with the representative ®fthderwriters 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 t@imsathat is designed or reasonably expectedan e 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 Werbel-Roth Securities, Inc.
Other than

(i) the 1,000,000 shares being offered hereby(#59,900 shares subject to stock options andaiferand (iii) 80,817 shares owned by
holders owning 5,000 or less shares of Common Sieai the date of this Prospectus, no shares win@m Stock of the Company will be
eligible for immediate sale in the public marketiutie expiration of the 12 month lock-up agreemsith the representative of the
Underwriters. Werbel- Roth Securities, Inc., mawit$ sole discretion and at any time without igtielease all or any portion of the
securities subject to 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 entitledelbis 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 Securitie



UNDERWRITING

Subject to the terms and conditions of the UndeingiAgreement, the Underwriters named below (thederwriters"), through their
representative, Werbel-Roth Securities, Inc., feexeerally agreed to purchase from the Companylam&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 this Prospectus:
UNDERWRITERS NUMBER OF SHARES NUMBER OF WARRANTS
Werbel-Roth Securities, Inc.

Total 1,000,000 500,000

The Underwriting Agreement provides that the olllmyzs 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 bdeised by the representative of the Underwriteas the Underwriters propose to offer
the shares of Common Stock and Warrants to thegabthe initial public offering prices set fortim the cover page of this Prospectus and to
certain dealers at such price less a concessioin eatess of $ per share and $ peravtair he Underwriters may allow, and
such dealers may re-allow, a concession not inssxae$ per share and $ per Warraeirtain other dealers. After the initial
public offering, the public offering price and otrezlling terms may be changed by the represeptafithe Underwriters. Further, the
Company has agreed to reimburse the Underwriteesrmm-accountable basis for their expenses iar@unt of 3% of the gross proceeds
from the offering.

At the closing of the sale of Shares being offdreteby, the Company will sell to the UnderwriteepResentatives' Warrants, for nominal
consideration, entitling the Underwriters to puisdan aggregate of 100,000 shares of Common Shack@000 Warrants, similar but not
identical to, the Warrants. The Representativestralvits shall be non- exercisable and tramsferable (other than a transfer to affiliatethe
Underwriters or members of the selling group) faeaiod of twelve months following the date of tRiospectus. The Representatives'
Warrants and the underlying securities shall cortfaé usual anti-dilution provisions and shall hetredeemable. The Representatives'
Warrants will be exercisable after twelve monttmfrthe effective date of this Prospectus and foeréod of four years thereafter; and if the
Representatives' Warrants are not exercised dthiagerm, they shall, by their own terms, autogwly expire. The exercise price of each of
the Representatives' Warrants shall be 120% ofbéic offering price per Share and price per Wattrtn addition, the Company has grar

to the Underwriters a single demand registratightrand unlimited piggy back registration rightdated to the Common Stock and Warrants
underlying the Representatives' Warrants.

The Underwriters may designate that the RepreseasatWarrants be issued in varying amounts diydotkheir officers, directors,
shareholders, employees, and other proper persahsat to the Underwriters; however, such desigmatiill only be made by the
Underwriters if they determine and represent toGbenpany that such issuance would not violateritexpretation of the Board of Governors
of the NASD relating to the review of corporatediiting arrangements and would not require regisiraif the Representatives' Warrants or
underlying securities.

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

exercise of the Representatives' 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 Representatives' Warrants and/or the underleegrities. The filing shall be made within six®0) days of such notice, and the Comp

agrees to use its best efforts to cause the aliingtb become effective. All expenses of suchisggtion or qualification, including, but not
limited to, legal, accounting, printing, and magjifees, will be borne by the Company.

In addition to the above, the Company understandsagrees that if, at any time during the termhefRepresentatives' 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 Companipothe account of any other person, the Companigs own expense, will offer to said
holder(s) the opportunity to register or qualife tRepresentatives' Warrants and the underlyingisiesufor public offering. The Company
shall give such holder(s) notice by registered ragliéast thirty (30) days prior to filing any suglyistration statement with the Commission.

In addition, the Company has granted to the Und&wgran over-allotment option, exercisable narigihan 45 days after the date of this
Prospectus, to purchase up to 150,000 additiormaiestof Common Stock and 75,000 Warrants at thialipublic offering price less the
underwriting discounts and commissions set fortthencover page of this Prospectus. To the extenitthe 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 sudioopnly to cover over- allotments made
in connection with the sale of Common Stock andafas hereby. If purchased, the Underwriters wiktiosuch additional shares on the
same terms as those on which the 1,000,000 shar&simg offered.

The Company and the Selling Stockholder have ageedlemnify the Underwriters against certain ilitibs, including liabilities under th



Securities Act.

Stockholder's of the Company owning more than 58l0es 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 Undiéevs. See "Shares Eligible for Future Sale."

The representative of the Underwriters has adwisedCompany and the Selling Stockholders that theéedwriters do not intend to confirm
sales to any accounts over which they exerciseatisaary 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 sli@Ve 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 Registrati@te®tent of which this Prospectus is a part.

Prior to this offering, there has been no publicketfor the Common Stock or Warrants of the Comyp&vonsequently, 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 fectmnsidered in such negotiations were the piiegaiharket conditions, the results of
operations of the Company in recent periods, th&ketaapitalization, the stage of development beEotompanies which the Company and
the representative of the Underwriters believdset@omparable to the Company, estimates of thebssipotential of the Company, the
present state of the Company's development, ared tabtors deemed relevant.

LEGAL MATTERS

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

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 artants, appearing elsewhere herein and in thesRatjpn Statement, and upon the
authority of such firm as experts in accounting auaditing.

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 wisdand approved by the
Company's Board of Directors in June 1996. Durimgrelationship between the Company and VillanuPuacell & Co., there were no
disagreements regarding any matters with respestdounting principles or practices, financialesta¢nt disclosure, or audit scope or
procedure, which disagreements, if not resolveti¢csatisfaction of the former accountants, woaldehcaused Villanueva, Purcell & Co. to
make reference to the subject matter of the digmgeat in connection with its report. The formeraotants' 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 figation of modifications as to uncertainty, ausiiftope or accounting principles. Prior to
retaining Hein + Associates LLP, the Company harcnasulted with Hein + Associates LLP regardingaamting 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 omtiain 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, 199¢



DIGITAL POWER CORPORATION AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS

CURRENT ASSETS:
Cash
Temporary investment
Accounts receivable - trade, net of allowance fo
doubtful accounts of $120,000 and $120,000 (un
Other receivables
Inventory, net
Prepaid expenses and deposits
Deferred income taxes
Total current assets
PROPERTY AND EQUIPMENT, net
DEPOSITS
DEFERRED OFFERING COSTS
DEFERRED INCOME TAXES
TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQ

CURRENT LIABILITIES:

Current portion of long-term debt

Current portion of capital lease obligations

Debenture payable

Accounts payable

Accrued liabilities

Total current liabilities

LONG-TERM DEBT, less current portion

OBLIGATIONS UNDER CAPITAL LEASE, less current

portion
Total liabilities

COMMITMENTS AND CONTINGENCIES (Notes 6, 7 and 9)

STOCKHOLDERS' EQUITY:
Series A cumulative redeemable convertible
preferred stock, no par value, 1,000,000 shares
authorized, 415,302 and 0 (unaudited) shares iss
outstanding (Aggregate liquidation preference
$1,100,000)
Common stock, no par value, 5,000,000 shares
authorized, 963,722 and 1,603,275 (unaudited)
shares issued and outstanding
Accumulated deficit
Unearned employee stock ownership plan shares
Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

SEE ACCOMPANYING NOTES TO THESE CONSOLIDATED FINANC IAL STATEMENTS.

December 31,
1995

ASSETS

$ 202,917
100,000
r
audited) 1,616,497
57,858
1,557,226
27,792
240,856
3,803,146
357,680
18,364

139,000
$ 4,318,190
uITy

$ 46,014
11,925
5,000
1,131,586
397,263
1,591,788
1,008,131
31,690

2,631,609

ued and 747,569
of

4,398,322
(3,459,310)

1,686,581
$ 4,318,190

June 30,
1996
(UNAUDITE

$ 84,61
107,17

2,249,45

52,26
2,142,45

62,48

139,00
4,837,44

546,01

30,64

29,18

$5,443,27

$ 143,09
12,47

1,486,38
769,46
2,411,41
1,471,36

26,73

3,909,51

5,539,11
(3,505,35
(500,00
1,533,75
$5,443,27

D)
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DIGITAL POWER CORPORATION AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF INCOME

FOR THE YEARS END
DECEMBER 31,

1994
REVENUES $ 6,249,333
COST OF GOODS SOLD 4,663,124
Gross Margin 1,586,209

OPERATING EXPENSES:
Engineering and product

development 408,966
Marketing and selling 500,338
General and 418,970
administrative
Total operating 1,328,274
expenses
INCOME FROM OPERATIONS 257,935
OTHER INCOME (EXPENSE):
Interest income 523
Interest expense (103,032)
Translation loss (10,450)
Other income (112,959)
(expense)
INCOME BEFORE INCOME TAXES 144,976
PROVISION (BENEFIT) FOR INCOME
TAXES 23,253
NET INCOME $121,723
NET INCOME APPLICABLE TO
COMMON SHAREHOLDERS $ 30,357
NET INCOME PER COMMON
SHARE:
Primary $ 0.02
Fully diluted $ 0.02
WEIGHTED AVERAGE NUMBER OF
SHARES OUTSTANDING 1,226,208

SEE ACCOMPANYING NOTES TO THESE CONSOLIDATED FINANC IAL STATEMENTS.

ED FOR THE SIX MONTHS ENDED
JUNE 30,
1995 1995 1996
(unaudited) (unaudite
$ 10,037,502 $ 4,947,952 $6,553,3
7,494,427 3,885,875 4,975,5
2,543,075 1,062,077 1,577,8
481,475 243,048 314,6
452,654 234,066 240,6
581,174 252,035 332,9
1,515,303 729,149 888,2
1,027,772 332,928 689,6
3,116 2,967 7,3
(119,146) (58,533) (59,5
(85,258) (6,851) 2
(201,288) (62,417) (52,4
826,484 270,511 637,2
(277,400) 28,000 294,0
$1,103,884 $ 242,511 $343,2
$1,012,518 $ 196,828 $305,1
$ 0.80 $ 0.16 $ 0.
$ 0.66 $ 0.15 $ 0.
1,258,858 1,242,395 1,276,7

d)
76
57

59
27
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12
39
37)
06)
04)
08

00
39
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20

78



DIGITAL POWER CORPORATION AND SUBSIDIARY

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

PREFERRED
SHARES
BALANCES, January 1, 1994 415,302
Net income -
BALANCES, December 31, 199 415,302
Net income -
BALANCES, December 31, 199 415,302

Net income (unaudited) -
Dividend on preferred stock -
(unaudited)
Conversion of preferred stock  (415,302)
(unaudited)
Exercise of stock options -
(unaudited)
ESOP loan and share purchases -
(unaudited)
BALANCES, June 30, 1996 -
(unaudited)

STOCK COMMON STOCK ACCUMULATED
AMOUNT SHARES AMOUNT DEFICIT
$ 747,569 963,722 $4,398,322 $ (4,684,91
- - - 121,72
747,569 963,722 4,398,322  (4,563,19
- - - 1,103,88
747,569 963,722 4,398,322 (3,459,310)
- - 343,208

- 216,229 389,213  (389,254)
(747,569) 415,302 747,569 -
- 8,022 4,011 -

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

SEE ACCOMPANYING NOTES TO THESE CONSOLIDATED FINANC IAL STATEMENTS.

7)
3
4)
4

UNEARNED
EMPLOYEE
STOCK TOTAL
OWNERSHIP STOCKHOLDERS'
PLAN SHARES EQUITY
$ - $ 460,974

- 121,723

- 582,697

- 1,103,884

- 1,686,581

- 343,208

- (41)

- 4,011
(500,000) (500,000)

$ (500,000) $ 1,533,759



DIGITAL POWER CORPORATION AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS
DECEMBER
1994

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 121,723
Adjustments to reconcile
net income to net cash
provided by (used in)
operating activities:

Depreciation and

amortization 60,334
Deferred income taxes -
Warranty expense 15,000
Inventory reserve 140,000
Bad debt expense 17,521

Interest income -
Foreign currency translation

adjustment
10,450
Changes in operating assets
and liabilities:
Accounts receivable (622,302)
Other receivables (9,895)
Inventory (475,396)
Prepaid expenses 6,620
Other assets -
Accounts payable 344,826
Other accrued liabilities
6,452
Net adjustments (506,390)

Net cash provided by (used
in) operating activities
(384,667)
CASH FLOWS FROM INVESTING
ACTIVITIES:
Purchases of property and
equipment (71,682)
Purchase of temporary
investment (100,000)
Net cash used in investing
activities (171,682)
CASH FLOWS FROM FINANCING ACTIVITIES:
Deferred offering costs -
Proceeds from exercise of
stock options -
Payments of preferred stock dividend -
Proceeds from notes payable 1,762,768
Principal payments on notes

payable (1,620,750)
Principal payments on capital
lease obligations (4,478)

Payment of debenture -
Proceeds from line of credit 4,039,000
Principal payments on line of

credit (3,801,750)

Net cash provided by

financing 374,790
activities

EFFECT OF EXCHANGE RATE

CHANGES ON CASH (10,450)

NET INCREASE (DECREASE) IN CASH  (192,009)
CASH AND CASH EQUIVALENTS,

beginning of period 228,145
CASH AND CASH EQUIVALENTS,
end of period $ 36,136
SUPPLEMENTAL CASH FLOW
INFORMATION:
Cash payments for:
Interest $ 105,634
Income taxes $ 31,498

Non-cash investing and

financing transactions:

Property and equipment

acquired with capital lease $ 46,368
Conversion of preferred stock

to common stock $-

ENDED
31,
1995

$1,103,884

70,140
(374,689)
30,000
195,000
55,000

85,258

(465,047)
(39,855)
(594,983)
(17,879)
266,721
5,485
(784,849)

319,035

(254,530)

(254,530)
120,000
(1,276)
(9,054)
9,422,788
(9,344,924)
187,534
(85,258)
166,781
36,136

$ 202,917

$121,931
$ 55,803

$ 10,779

$-

FOR THE SIX MONTHS ENDED

JUNE 30,
1995 1996
(unaudited) (unau
$242,511 $343
5,077 44
- 240
- 89
260,000 240
15,000
- (7
6,851
(340,388) (632
(101,036) 5
(242,599) (825
(6,987) (34
(1,316) a2
241,826 354
12,562 283
(151,010) (254
91,501 8
(52,301) (23
(52,301) 2
- (
(1,276) (
(4,035)
4,509,788 57
(4,492,310) (5.7
12,167
(6,851)
44,516 (¢
36,136 2
$ 80,652 $
$ 57,880 $
$ 10,000 $
$ 2,814 $
$- $

dited)

,208

2,571)

32,571)
29,181)
4,011
(41)
50,000
17,552)
(4,402)
(5,000)
95,000
67,135)
25,700
(206)
18,303)
02,917

84,614

58,383
69,500

747,569



Preferred stock dividend of

common stock $- $- $- $ 389,213
Notes payable for unearned

employee stock ownership plan

shares $- $- $- $ 500,000

SEE ACCOMPANYING NOTES TO THESE CONSOLIDATED FINANC IAL STATEMENTS.
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® engaged in the design, manufacture and saleitwhing power supplies.

2. SIGNIFICANT ACCOUNTING POLICIES:

PRINCIPLES OF CONSOLIDATION - The consolidated ficéal statements include the accounts of the Compad its subsidiary. All
significant intercompany accounts and transacti@we been eliminated in consolidation.

STATEMENT OF CASH FLOWS - For purposes of the staats of cash flows, the Company considers allliitiguid debt instruments
purchased with an original maturity of three mordh#ess to be cash equivalents.
INVENTORY - Inventory is stated at the lower of t¢frst-in, first-out) or market.

PROPERTY AND EQUIPMENT - Property and equipmentsteged at cost. Depreciation of equipment andtiunais calculated using the
straight-line method over the estimated usefulsliganging from 5 to 10 years) of the respectisets Leasehold improvements are
amortized over the shorter of the estimated udééubr the term of the lease. The cost of normalntenance and repairs is charged to
operating expense as incurred. Material expenditwt@ch increase the life of an asset are capédland depreciated over the estimated
remaining useful life of the asset. The cost oéfixassets sold, or otherwise disposed of, ancetated accumulated depreciation or
amortization are removed from the accounts, ancgamys or losses are reflected in current operation

DEFERRED OFFERING COSTS - Direct costs incurredi®yCompany in connection with its proposed ingiablic offering of common
stock have been deferred, and will be charged ag#ia proceeds of the offering when completedu&htine offering not be completed such
costs will be expensed.

INCOME TAXES - The Company accounts for income tauader 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 fiahatatements and tax bases of assets and
liabilities using enacted tax rates in effect foe yyear in which the differences are expectedverse.

REVENUE RECOGNITION - Sales revenue is recognizégmvthe products are shipped to customers, indudistributors. Customers
receive a one or two year product warranty andsdalelistributors are subject to a right of retdrhe Company provides a reserve for
estimated warranty costs and a reserve for estihateluct returns.

FOREIGN CURRENCY TRANSLATION - Gains and lossesnirthe effects of exchange rate fluctuations onsaations denominated in
foreign currencies are included in results of oplens. Assets and liabilities of the Company's iignesubsidiary are translated into U.S.
dollars at period-end exchange rates, and the@mess and expenses are translated at average geatades for the period. Translation
adjustments are accumulated in a separate compohstuickholders' equity until such time as thesfon subsidiary is sold or substantially
liquidated. Deferred taxes have not been allocat¢de cumulative foreign currency translation atijuent included in stockholders' equity
because there is no intent to repatriate earnifitteedoreign subsidiary.

NET INCOME PER COMMON SHARE- Net income per common share is calculated uppmaoeme applicable to common shareholders,
which represents net income adjusted for cumulgtreéerred dividends applicable to the period.

The weighted average common shares is based uptad aommon stock and common stock equivalentsanding. Additionally, common
stock equivalents issued during the prior yeaess than the $4.00 proposed initial public offefnige have been included for all periods
presented in the computation using the "treasugksinethod" and the anticipated public offeringeri

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

ACCOUNTING ESTIMATES - The preparation of financ&htements in conformity generally accepted aciogiprinciples requires
management to make estimates and assumptiondfizitthe amounts reported in the financial stateisiand the accompanying notes. The
actual results could differ from those estimates.

The Company's financial statements are based upaméaer of significant estimates, including th@atnce for doubtful accounts,
technological obsolescence of inventories, thenegd useful lives selected for property and eqaipnrealizability of deferred tax asse



allowance for sales returns, and warranty reséue.to the uncertainties inherent in the estimapi@cess, 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 Januafly 1996, the Company adopted Financial Accourfitagndards Board
Statement 121 (FAS 121) entitled "Accounting fopaitment of Long-Lived Assets."

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

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

effect on the unaudited June 30, 1996 financiaéstants.

STOCK-BASED COMPENSATION - In October 1995, the d&ficial Accounting Standards Board issued a newrstatt titled "Accounting
for Stock-Based Compensation” (FAS 123) which tben@any adopted January 1, 1996. FAS 123 encouragedpes not require,
companies to recognize compensation expense fotsgod stock, stock options and other equity insents to employees based on fair va
Companies that do not adopt the fair value accogntiles must disclose the impact of adopting #& method in the notes to the financial
statements. Transactions in equity instruments math-employees for goods or services must be ateddar on the fair value method. The
Company has elected not to adopt the fair valuewrding prescribed by FAS 123 for employees, bsulgect to the disclosure requirements
prescribed by FAS 123.

ACCRUED WARRANTY COSTS - Estimated warranty costs provided for at the time of sale of the warrdmeoduct. The Company
generally extends warranty coverage for one yean fihe time of sale.

CONCENTRATIONS OF CREDIT RISK - Credit Risk reprasethe accounting loss that would be recognizédeateporting date if
counterparties failed completely to perform as mied. Concentrations of credit risk (whether oofébalance sheet) that arise from
financial instruments exist for groups of custonmrgroups counterparties when they have similanemic characteristics that would cause
their ability to meet contractual obligations todimilarly effected by changes in economic or ottmnditions described below. In accordance
with FASB Statement No. 105, DISCLOSURE OF INFORMA@N ABOUT FINANCIAL INSTRUMENTS WITH OFF-BALANCE-

SHEET RISK AND FINANCIAL INSTRUMENTS WITH CONCENTRAIONS OF CREDIT RISK, the credit risk amounts shasanot

take into account the value of any collateral @usigy.

FAIR VALUE OF FINANCIAL INSTRUMENTS - The estimatefair values for financial instruments under SFA& 07, DISCLOSURES
ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS, are detenined at discrete points in time based on relewaarket information.
These estimated involve uncertainties and canndebsrmined with precision. The estimated fair ealof the Company's financial
instruments, which includes all cash, accountsivabées, accounts payable, long- term debt, andratbbt, approximates the carrying value
in the consolidated financial statements at Decer@bg1995.

INTERIM FINANCIAL INFORMATION - The June 30, 1995na 1996 financial statements have been prepardidebgompany without
audit. In the opinion of management, the accompanyhaudited financial statements contain all adjesats (consisting of only normal
recurring accruals) necessary for a fair presemtadf the Company's financial position as of Jubel®96, and the results of their operations
and cash flows for the six month periods ended 30nd995 and 1996. The results of operationshferstx month periods ended June 30,
1995 and 1996 are not necessarily indicative asettbat will be obtained for the entire fiscal y¢



DIGITAL POWER CORPORATION AND SUBSIDIARY

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

3. INVENTORY:

Inventory consists of the following:

December 31 , 1995 JUNE 30, 1996
Raw Materials $ 110,3 18 $ 114,260
Work-in-process 1,718,9 52 2,573,864
Finished goods 127,9 56 94,826
Allowance for obsolescence (400,0 00) (640,496)

$ 1,557,2 26 $2,142,454

4. PROPERTY AND EQUIPMENT:

Property and equipment consists of the following:

December 31 , 1995 JUNE 30, 1996
Machinery and equipment $ 1,004, 955 $1,182,785
Office equipment and furniture 272, 614 314,663
Leasehold improvements 23, 409 11,177
1,300, 978 1,508,625
Accumulated Depreciation (943, 298) (962,612)
$ 357, 680 $ 546,013

5. ACCRUED LIABILITIES:

Accrued liabilities consists of the following:

December 3 1, 1995 JUNE 30, 1996
Accrued payroll and benefits $ 87, 712 $ 292,875
Accrued commissions and royalties 58, 665 68,000
Accrued warranty expense 60, 000 149,125
Accrued income taxes 46, 000 50,500
Other 144, 886 208,966

$ 397, 263 $ 769,466

6. LONG-TERM DEBT:
Long-term debt consists of the following:

December 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 $ 9 24,145 $ 952,010

Unsecured note payable, due on demand,

interest at 12% 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 1 20,000 152,448
Employee stock ownership plan loan
See Note 11 - 500,000
1,05 4,145 1,614,458
Less current portion (46, 014) (143,097)
$ 1,00 8,131 $1,471,361

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



YEARS ENDING

DECEMBER 31, AMOUNT
1996 $ 46,014
1997 964,020
1998 44,111

$ 1,054,145

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 Decembef335. Following is a schedule of future minimurade payments under capital leases at
December 31, 1995:

YEARS ENDING

DECEMBER 31, AMOUNT

1996 $ 16,787
1997 16,696
1998 14,689
1999 5,375
Total future minimum lease payments 53,547
Less, amount representing interest (9,932)
Present value of net minimum lease payments 43,615
Less current portion (11,925)

$ 31,690
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 authoriwedreate new series of preferred stock and fixitiraber 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 votetch share of common stock into which the Sétiean be converted, and vote together
with the common shareholders as a single classd&ids on Series A are at an annual rate of $.28h@e 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 werecappately $483,000 at December 31, 1995.

Shares of Series A are convertible into commonksa@ny time at the option of the holder at a cdtene 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 edtitbereceive 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 betweeaxbeeise price and the fair market value of theéentying 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
year vesting plan. The exercise price of $1.80spare approximated the fair market value at the dagrant

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 peelt2¥5,500 shares of its common stock
at $1.80 per share. Such options become 100% vegtegkars 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

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 342,422 $.50-%$1.80
ISSUED 275,500 $1.80
EXERCISED (8,022) $ .50
BALANCE, JUNE 30, 1996 609,900 $.50-%$1.80

AT DECEMBER 31, 1995 AND JUNE 30, 1996 OPTIONS TORCHASE 223,672 AND 275,025 SHARES RESPECTIVELY RRICES
RANGING FROM $.50 TO $1.80 PER SHARE WERE EXERCISAB

9. COMMITMENTS:

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

YEARS ENDING

DECEMBER 31, AMOUN T

1996 $ 118,423
1997 105,640
1998 108,880
1999 109,174
2000 112,579
Thereafter 10,378

$ 565,074

Lease payments on the manufacturing facility in Meyare to be made in Mexican Pesos. The abovalatshe/as 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. Additionaasle payments on the facility in Mexico will incsean an annual basis in proportion to the
increase in the minimum wage in the Guadalajaraiddearea.

Rent expense was $116,337 and $116,699 for 1994 %01 respectively.

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

5% of first $20,000,000 in sales of these proddétsof next $25,000,000 in sales of these produdi®Bnext $33,333,333 in sales of these
products 2% of next $50,000,000 in sales of thesdyzts 1% of next $100,000,000 in sales of thesdycts

As of December 31, 1995, the Company had sold appedely $13,630,000 of product subject to thiseggnent.

If the Company sells an additional $6,370,000 esthproducts after December 31, 1995, the Compsamguired to grant 100,000 shares of
common stock to the third party in the royalty &gnent. Due to changing market demand, the Compargrisigement currently expects to
replace these products with products it is in tfeeess of designing, and Company's managemenvesltae Company will therefore not
have to grant the 100,000 shares 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 182fpectively. The Company has an employment aonwith its President/CEO which
terminates on December 31, 1999. Under the terrtteeadmployment contract, he shall serve as presatel chief executive officer of the
Company and his salary shall be $150,000 per areffentive January 1, 1997, increasing in an ambube determined by the employee .
the Board such that he shall receive $200,000 peura by January 1, 1999. His current salary for61i8%110,000. In addition, pursuant to
the contract, he shall have the right to receivéherfirst day of each January during the termisfcntract options to acquire 100,000 shares
of Common Stock at the market value as of such éatally, pursuant to the employment contracthie event there is a change in control,
the employee shall be granted a five year conguttantract at $200,000 per year.

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

Sales to unaffiliated customers which represenientioain 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 sagmthe manufacture and sale of switching powppkes. 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. A&cBPmber 31, 1995, approximately
$1,053,000 or 65% of the Company's net accountsvale were due from five customers.

As of December 31, 1995, the Company maintaineld icea bank that was approximately $352,000 in sx@é the federally insured limit.
11. EMPLOYEE BENEFIT PLANS:

The Company has a 401(k) profit sharing plan (fPlari") covering substantially all employees of DEGgible 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 Comparmglenmatching contributions to the
Plan of $5,593 and $9,594 for 1994 and 1995, résdy The Board of Directors of DPC elected rmhiake a discretionary contribution to
the Plan for 1994 or 1995.

The Company also has an employee stock ownersaip(giie "ESOP") covering substantially all emplayeEDPC. 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 elettiadake no contributions to the ESOP for 19949951

Effective June 13, 1996, the ESOP obtained a $500d@an guaranteed by the Company for the purpbaequiring 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 theliog of the loan, the ESOP purchased approximafefy000 shares of the Company's
common stock from existing shareholders.

In accordance with the AICPA Statements of Posi@igf6 entitled "Employers Accounting for Employgeck Ownership Plans”, the
Company has recorded the $500,000 loan as a detst books with a corresponding charge to stockéwddequity.

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

FOR YEARS ENDED DECEMBER 31,

1994 1995
Federal $ - $ (351,150)
State 23,253 73,750
Foreign - -

$ 23,253 $ (277,400)

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

Net book value of fixed assets $ (3,695)
Net operating loss carryforward 383,551
Total deferred tax asset $ 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 $ 49,292 $ 281,005
the U.S. statutory rate
State income taxes 23,253 73,750
Effect of income taxable in 27,197 (14,857)
Mexico
Utilization of temporary (76,489) (261,135)
difference
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 BCommon stock at $4.00 per share.
Of the 1,000,000 shares, 750,000 are being sotidoZompany and 250,000 shares are being soldrtaircexisting shareholders.

On May 31, 1996, all of the 415,302 issued andtanting shares of Series A preferred stock wergexted 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 216,229 shares of commok tetdwolders of Series A preferred stock effectimenediately prior to such 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 prefaaekdfsom 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 oasesbf common stock at $5.(
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UNTIL , 1996 (25 DAYS AFTER THE DATE OHIS PROSPECTUS), ALL DEALERS EFFECTING TRANSACTIGNN
THE REGISTERED SECURITIES, WHETHER OR NOT PARTICIPING IN THIS DISTRIBUTION, MAY BE REQUIRED TO
DELIVER A PROSPECTUS. THIS IS IN ADDITION TO THE QBGATION OF DEALERS TO DELIVER A PROSPECTUS WHEN
ACTING AS UNDERWRITERS AND WITH RESPECT TO THEIR WBOLD ALLOTMENTS OR SUBSCRIPTIONS.

NO PERSON HAS BEEN AUTHORIZED IN CONNECTION WITH THOFFERING MADE HEREBY TO GIVE ANY INFORMATION
OR TO MAKE ANY REPRESENTATION NOT CONTAINED IN THI®ROSPECTUS 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.

Digital Power Corporation 1,000,000 shares of Comi&tock No Par Value 700,000 Redeemable Commork Rtochase Warrants
Werbel-Roth Securities, Inc.

, 1996

INFORMATION NOT REQUIRED IN PROSPECTUS
Item 24. Indemnification of Directors and Officers

Sections 204 and 317 of the California CorporatiGode ("Corporations Code") permit indemnificatafrdirectors, officers, and employees
of corporations under certain conditions subjecatddain limitations. Article IV of the Company'stended and Restated Articles of
Incorporation ("Articles") provides that the liabyjl of the directors for monetary damages shakliminated to the fullest extent permissible
under California Law. Article V of the Company'stistes states that the Company may provide inddoatibn of its agents, including its
officers and directors, for breach of duty to thenpany in excess of the indemnification otherwisamptted by Section 317 of the
Corporations Code, subject to the limits set famntBection 204 of the Corporations Code. Articleo¥the Bylaws provides that the Company
shall, to the maximum extent and in the manner figdhin the Corporations Code, indemnify eacht®figents, including its officers and
directors, against expenses, judgments, finedes®hts, and other amounts actually and reasommadbyred in connection with any
proceeding arising by reason of the fact any swhagn is or was an agent of the Company.

Pursuant to Section 317 of the Corporations CddeCompany is empowered to indemnify any personwdmor is a party or is threatened
to be made a party to any proceeding (other thaacton by or in the right of the Company to prezarjudgment in its favor) by reason of
fact that such person is or was an officer, dine@mployee, or other agent of the Company onibsiliaries, against expenses, judgments,
fines, settlements, and other amounts actuallyraasbnably incurred in connection with such prooagdf such person acted in good faith
and in a manner such person reasonably believied ito the best interests of the Company and, icéise of a criminal proceeding, has no
reasonable cause to believe the conduct of sugopevas unlawful. In addition, the Company may md#y, subject to certain exceptions,
any person who was or is a party or is threateodxk tmade a party to any threatened, pending,roplated action by or in the right of the
Company to procure a judgment in its favor by reasfothe fact that such person is or was an offideector, employee, or other agent of the
Company or its subsidiaries, against expenseslcaral reasonably incurred by such person in cotiore with the defense or settlement



such action if such person acted in good faithiaralmanner such person believed to be in theibesest of the Company and its
shareholders. The Company may advance expensessdén defending any proceeding prior to finalpaisition upon receipt of an
undertaking by the agent to repay that amountsifill be determined that the agent is not enttdeddemnification as authorized by
Section 317. In addition, the Company is permittethdemnify its agents in excess of Section 317.

Item 25. Other Expenses of Issuance and Distributio

The following table sets forth the costs and expsmmyable by the Company in connection with theaace and distribution of the securities
being registered hereunder. No expenses shalline by the Selling Stockholders except for commissiand expenses related to the sale of
their shares. All of the amounts shown are estimatecept for the SEC and NASD registration fees.

SEC registration fee $2,59 7.54
NASD registration fee $1,35 7.19
Printing and engraving expenses *$_ -
Accounting fees and expenses *$ -
Legal fees and expenses *$ -
Transfer agent and registrar fees *$_ -

Fees and expenses for qualification
under state securities laws $ -
Miscellaneous *$ .
TOTAL $ .

*estimated
Item 26. Recent Sales of Unregistered Securities.

(a) On May 21, 1996, the board approved the issiahstock options to acquire 275,500 shares of f@omStock at $1.80 per share to
employees and directors pursuant to a stock oplam The stock option plan was approved by theettedders on August 19, 1996. The
Company believes that the issuance of the stodkmpts exempt from registration pursuant to secti(?) of the Securities Act and
Regulation D promulgated thereunder.

(b) On May 31, 1996, the Company sold 8,022 shafr€ommon Stock at $.50 per share to one emplopea the exercise of an outstanding
option. The Company believes that the issuanceoafr@on Stock is exempt from registration pursuarsetction 4(2) of the Securities Act.

(c) On August 19, 1996, the board granted Warranésquire 200,000 shares of Common Stock at $ie®8hare to the directors and an
affiliate of the Company. The Company believes thatissuance of the Warrants is exempt from negiseh pursuant to section 4(2) of the
Securities Act.

Iltem 27. Exhibits.

1.1 Underwriting Agreement between Digital Powerg@oation and Werbel Roth Securities, Inc.
3.1 Amended and Restated Articles of IncorporafiwrDigital Power Corporation
3.2 Amendment to Articles of Incorporation

3.3 Bylaws of Digital Power Corporation

4.1 Specimen Stock Certificate*

4.2 Specimen Warrant

4.3 Representatives' Warrant

5.1 Opinion of Bartel Eng Linn & Schroder re Legli

10.1 Revolving Credit Facility with San Jose NadbBank

10.2 KDK Contract

10.3 Agreement with Fortron/Source Corp.

10.4 Employment Agreement with Robert O. Smith*

10.5 1996 Stock Option Plan

16.1 Letter on change of certifying accountant

21.1 Subsidiary of the small business issuer

23.1 Consent of Hein + Associates LLP is contaimegage 11-6

23.2 Consent of Bartel Eng Linn & Schroder is comd in Exhibit 5

23.3 Consent of Micro-Tech Consultants

24.1 Power of attorney is contained on signatugepgdo be filed by Amendment

Item 28. Undertakings

The Company hereby undertakes to provide to thesbimiters at the closing specified in the UndenngtAgreement certificates in such
denominations and registered in such names asregigoy the Underwriters to permit prompt delivesyeich purchase



Insofar as indemnification for liabilities arisimgder the Securities Act of 1933 may be permitteditectors, officers, and controlling pers

of the Company pursuant to the foregoing provision®therwise, the Company has been advisedrhheiopinion of the Commission such
indemnification is against public policy as expegb the Securities Act and is therefore unenfaiot® In the event that a claim for
indemnification against such liabilities (othernithe payment by the Company of expenses incumredid by a director, officer, or
controlling person of the Company in the succesdéfitnse of any action, suit, or proceeding) ieed by such director, officer, or
controlling person in connection with the secusitieing registered, the Company will, unless inapi@ion of its counsel the matter has been
settled by controlling precedent, submit to a cofidppropriate jurisdiction the question whethgersindemnification by it is against public
policy as expressed in the Securities Act andlvélgoverned by the final adjudication of such issue

The Company hereby undertakes that:

(1) For purposes of determining any liability unttee Securities Act, the information omitted frome form of Prospectus filed as part of this
registration statement in reliance upon Rule 4304 eontained in a form of prospectus filed by thgistrant pursuant to Rule 424(b)(1) or
or 497(h) under the Securities Act shall be deetodxk part of this registration statement as oftitne it was declared effective; and

(2) For the purpose of determining any liabilityden the Securities Act, each post-effective amemdriat contains a form of Prospectus
shall be deemed to be a new registration staterakiing to the securities offered therein, anddfiering of such securities at that time shall
be deemed to be the initial bona fide offering ¢loér

The Company undertakes that it will:
(2) File, during any period in which it offers @lls securities, a post-effective amendment torégsstration statement to:
() Include any prospectus required by section J{Bjaof the Securities Act;

(il) Reflect in the prospectus any facts or evevitich, individually or together, represent a fundsutal change in the information in the
registration statement. Notwithstanding the foragpany increase or decrease in volume of secaidfiiered (if the total dollar value of
securities offered would not exceed that which veggstered) and any deviation from the low or hégial of the estimated maximum offering
range may be reflected in the form of prospectes fivith the Commission pursuant to rule 424(binifthe aggregate, the changes in volume
and price represent no more than a 20% change im#ximum aggregate offering price set forth in"tBalculation of Registration Fee" tal

in the effective registration statement; and

(iii) Include any additional or changed materigbimation on the plan of distribution.

(2) For determining liability under the Securitikst, treat each post- effective amendment as aregigtration statement of the securities
offered, and the offering of the securities at tirae to be the initial bona fide offering.

(3) File a post-effective amendment to remove fregistration any of the securities that remain lchabthe end of the offering.
CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
Digital Power Corporation and Subsidiary:

We hereby consent to the use in this Registrattate&ient on Form SB-2 of our report dated Augustl3®6, relating to the consolidated
financial statements of Digital Power Corporation Subsidiary. We also consent to the referencaitdirm under the caption "Experts" in
the Prospectus.

HEIN + ASSOCIATES LLP
Certified Public Accountants

Orange, California
October 15, 199



SIGNATURE

In accordance with the requirements of the Seegrifict of 1933, the registrant certifies that is h@asonable grounds to believe that it meets
all of the requirements for filing on Form SB-2 amathorized this registration statement to be sigieits behalf by the undersigned,
thereunto duly authorized, in the City of Fremd@ajifornia on October 10, 1996.

DIGITAL POWER CORPORATION,
A CALIFORNIA CORPORATION

/S/ ROBERT O. SMITH
Robert O. Smith,
Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes anmrggpgRobert O. Smith
Edward L. Lammerding as his true and lawful attgrivefact and agent, with full power of substitutiand re-substitution, for him and in his
name, place, and stead, in any and all capaditiesgn any and all amendments (including posteaife amendments) to this registration
statement, and to file the same, with all exhithitreto, and other documents in connection thehewiith the Securities and Exchange
Commission, granting unto said attorneys-in-fact agent, full power and authority to do and perfe@ch and every act and thing requisite
and necessary to be done in connection therevgtfully to all intents and purposes as he mightard do in person, hereby ratifying and
confirming all that said attorney-in-fact and agenainy of them, or his substitute or substituteay lawfully do or cause to be done by virtue
hereof.

In accordance with to the requirements of the SeesirAct of 1933, this registration statement hasn signed by the following persons in
capacities and on the dates stated.

SIGNATURES DATE

/S/ ROBERT O. SMITH October 10, 1996
Robert O. Smith, Chief Executive Officer
(Principal Executive Officer)

/S/ PHILIP G. SWANY October 10, 1996
Philip G. Swany, Chief Financial Officer

(Principal Accounting and

Financial Officer)

/SI EDWARD L. LAMMERDING October 10, 1996
Edward L. Lammerding,
Chairman of the Board

/SI THOMAS W. O'NEIL October 10, 1996
Thomas W. O'Neil, Jr., Director

/S/ PHILIP M. LEE October 10, 1996
Philip M. Lee, Director

/S!/ CLAUDE ADKINS October 10, 1996
Claude Adkins, Director
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1,000,000 SHARES OF COMMON STOCK
500,000 REDEEMABLE COMMON STOCK PURCHASE WARRANTS
DIGITAL POWER CORPORATION
UNDERWRITING AGREEMENT

Boca Raton, Florida
, 1996

WERBEL-ROTH SECURITIES, INC.

As Representative of the

The Underwriters listed on Schedule A hereto 156t Palmetto Park Road
Suite 380

Boca Raton, Florida 33432

Ladies and Gentlemen:

Digital Power Corporation., a California corporatithe "Company") confirms its agreement with WédReth Securities, Inc. ("Werbel-
Roth") and each of the underwriters named in Sclee@linereto (collectively, the "Underwriters,"” whiterm shall also include any
underwriter substituted as hereinafter provide8estion 12), for whom Werbel-Roth is acting as espntative (in such capacity, Werbel-
Roth shall hereinafter be referred to as "you'her'tRepresentative"), with respect to the saleheyGompany and certain selling
securityholders of the Company named in ScheduierBin, ("Selling Securityholders™) and the purehbyg the Underwriters, acting
severally and not jointly, of an aggregate of 1,000 shares of Common Stock, no par value per sbhtike Company from the Company
and the Selling Securityholder's shares, of whish,G00 shares shall be offered by the Company &8@Q0 shall be offered by the Selling
Securityholders, (collectively the "Shares") an® 800 Redeemable Common Stock Purchase Warraotspéavhich, upon exercise, entit
the holder thereof to purchase one share of Conftack during the three years following the dateebéat a price of $5.00 per share
("Warrants"), from the Company, in the respectiseants. The Company shall have the right to calhe&arrant for redemption upon not
less than thirty (30) days written notice for agegbtion price of $.125 per Warrant provided thatdtosing bid price of the Common Stock
has been at least $6.00 per share for thirty (883ecutive days ending within three (3) tradingssafythe date on which notice of redemption
is given. The Shares and Warrants are hereinaterred to as the "Securities."

Upon your request, as provided in Section 2(bhisf Agreement, the Company shall also sell to thdddwriters acting severally and not
jointly, up to an aggregate of 150,000 shares ah@on Stock (the "Option Shares") and 75,000 Wasréhe "Option Warrants") for tf
purpose of covering over-allotments, if any. Sugiti@h Shares and Option Warrants are hereinafiéxatively referred to as the "Option
Securities."

The Company also proposes to issue and sell tawaotants (the "Representative's Warrants") purstaatiite Representative's Warrant
Agreement (the "Representative's Warrant Agreemémt'the purchase of an additional 100,000 shaf&é&&mmon Stock (the "Underlying
Shares") and 50,000 warrants (the "Underlying WHsd, similar but not identical to, the Warranttie underlying shares, underlying
warrants and Common Stock underlying the Warrastsable upon exercise of the Representative's Waraae hereinafter referred to as the
"Representative's Securities." The Securities(pgon Securities, the Representative's Warrardgtasm Representative's Securities are more
fully described in the Registration Statement dre@Rrospectus referred to below.

1. REPRESENTATIONS AND WARRANTIES OF THE COMPANY ANTHE SELLING SECURITYHOLDERS. The Company and the
Selling Securityholders represents and warrantarid,agrees with, each of the Underwriters asefitite hereof, and as of the Closing Date
(hereinafter defined) and the Option Closing Datr¢inafter defined), if any, as follows:

(&) The Company has prepared and filed with thein®teézs and Exchange Commission (the "Commissiarrggistration statement, and an
amendment or amendments thereto, on Form SB-2_(No. ), including any related preliminary pragps ("Preliminary Prospectus"),
for the registration of the Securities, the Opt®#turities, the Representative's Warrants and éipeeRentative's Securities (collectively,
hereinafter referred to as the "Securities"), uriderSecurities Act of 1933, as amended (the "Aethich registration statement and
amendment or amendments have been prepared bythpady in conformity with the requirements of thet,fand the rules and regulations
(the "Regulations") of the Commission under the. A¢te Company will promptly file a further amendrhmsaid registration statement in
the form heretofore delivered to the Underwritard will not file any other amendment thereto to evhihe Underwriters shall have objected
in writing after having been furnished with a cdpgreof. Except as the context may otherwise regaiich registration statement, as
amended, on file with the Commission at the tineerggistration statement becomes effective (inalydhe prospectus, financial statements,
schedules, exhibits and all other documents fiked part thereof or incorporated therein (includimgt not limited to those documents or
information incorporated by reference therein) atdnformation deemed to be a part thereof asuohdime pursuant to paragraph (b) of
430(A) of the Rules and Regulations), is hereimaftdled the "Registration Statement”, and the fofrprospectus in the form first filed with
the Commission pursuant to Rule 424(b) of the Rarls, is hereinafter called the "Prospectus."gtmposes hereof, "Rules and
Regulations" mean the rules and regulations addpteétle Commission under either the Act or the 8es Exchange Act of 1934, as
amended (the "Exchange Act"), as applica



(b) Neither the Commission nor any state regulatthority has issued any order preventing or sudipg the use of any Preliminary
Prospectus, the Registration Statement or Prospectany part of any thereof and no proceedings f&top order suspending the
effectiveness of the Registration Statement oradriie Company's securities have been instituted®pending or threatened. Each of the
Preliminary Prospectus, the Registration StaterapdtProspectus at the time of filing thereof comfed with the requirements of the Act and
the Rules and Regulations, and none of the PredimiRrospectus, the Registration Statement or Bobsg at the time of filing thereof
contained an untrue statement of a material faohutted to state a material fact required to lagest therein and necessary to make the
statements therein, in light of the circumstanasgen which they were made, not misleading; providiedvever, that this representation and
warranty does not apply to statements made omséaits omitted in reliance upon and in conformityhwiritten information furnished to the
Company with respect to the Underwriters by or ehdlf of the Underwriters expressly for use in sBoéliminary Prospectus, Registration
Statement or Prospectus.

(c) When the Registration Statement becomes effeatid at all times subsequent thereto up to thei@ Date (as defined herein) and each
Option Closing Date (as defined herein), if anyd daring such longer period as the Prospectus reagdpuired to be delivered in connection
with sales by the Underwriters or a dealer, theifReggion Statement and the Prospectus will coraistatements which are required to be
stated therein in accordance with the Act and thiesand Regulations, and will conform to the regmients of the Act and the Rules and
Regulations; neither the Registration Statementm®Prospectus, nor any amendment or supplemertth will contain any untrue
statement of a material fact or omit to state amayemal fact required to be stated therein or resngsto make the statements therein, in light
of the circumstances under which they were mademigleading; PROVIDED, HOWEVER, that this repretsgion and warranty does not
apply to statements made or statements omittegliamce upon and in conformity with informationtiighed to the Company in writing by or
on behalf of any Underwriter expressly for usehia Preliminary Prospectus, Registration StatemeRtaspectus or any amendment thereof
or supplement thereto.

(d) The Company has been duly organized and idlyadixisting as a corporation in good standing urtde laws of the state of its
incorporation. Except as set forth in the Prospedhie Company does not own an interest in anyocation, partnership, trust, joint venture
or other business entity. The Company is duly djedliand licensed and in good standing as a foredgporation in each jurisdiction in whi
its ownership or leasing of any properties or tharacter of its operations require such qualifaratr licensing. The Company has all
requisite power and authority (corporate and ofteat)l has obtained any and all necessary authionizagpprovals, orders, licenses,
certificates, franchises and permits of and frohg@avernmental or regulatory officials and bodi@spwn or lease its properties and conduct
its business as described in the Prospectus; theo@uy is and has been doing business in compliaitheall such authorizations, approvals,
orders, licenses, certificates, franchises and pgrand the Company has not received any notiggarfeedings relating to the revocation or
modification of any such authorization, approvatles, license, certificate, franchise, or permiiaih singly or in the aggregate, if the subject
of an unfavorable decision, ruling or finding, wduhaterially and adversely affect the conditionaficial or otherwise, or the earnings,
position, prospects, value, operation, propertiasjness or results of operations of the Compahg.disclosures in the Registration
Statement concerning the effects of federal, skata), and foreign laws, rules and regulationgr@nCompany's business as currently
conducted and as contemplated are correct in aénmbarespects and do not omit to state a mat&tilnecessary to make the statements
contained therein not misleading in light of thecgimstances in which they were made.

(e) The Company has a duly authorized, issued atslamding capitalization as set forth in the Peasips, under "Capitalization" and
"Description of Securities" and will have the ad@gscapitalization set forth therein on the Clodage based upon the assumptions set forth
therein, and the Company is not a party to or bdyndny instrument, agreement or other arrangepreniding for it to issue any capital
stock, rights, warrants, options or other secigjtéxcept for this Agreement, Representative's &idrkgreement and as described in the
Prospectus. The Securities and all other securitseged or issuable by the Company conform or, wizeh for and issued, will conform, in
respects to all statements with respect therettagwed in the Registration Statement and the PadgpeAll issued and outstanding securities
of the Company have been duly authorized and wails$lued and are fully paid and non-assessabléhaniablders thereof have no rights of
rescission with respect thereto, and are not stutjguersonal liability by reason of being suchdeo$; and none of such securities were is:

in violation of the preemptive rights of any hols@f any security of the Company or similar cortiratrights granted by the Company. The
Securities are not and will not be subject to amgemptive or other similar rights of any sharehpltave been duly authorized and, when
paid for, issued and delivered in accordance vhighterms hereof, will be validly issued, fully paidd nonassessable and will conform to the
description thereof contained in the Prospectishtiiders thereof will not be subject to any lidisolely as such holders; all corporate
action required to be taken for the authorizatissiie and sale of the Securities has been dulyalidly taken; and the certificates
representing the Securities will be in due and erdprm. Upon the issuance and delivery pursuattigderms hereof of the Securities to be
sold by the Company hereunder, the Representainthe Representative, as the case may be, williscgood and marketable title to such
Securities free and clear of any lien, chargepcl@ncumbrance, pledge, security interest, defesther restriction or equity of any kind
whatsoever.

(f) The financial statements of the Company togettith the related notes and schedules therettyded in the Registration Statement, each
Preliminary Prospectus and the Prospectus faidgqmt the financial position, income, changes &héw, changes in shareholders' equity
and the results of operations of the Company atabpective dates and for the respective periodditoch they apply and such financial
statements have been prepared in conformity witteigely accepted accounting principles and the Raied Regulations, consistently app
throughout the periods involved. There has beeadverse change or development involving a matpr@pective change in the condition,
financial or otherwise, or in the earnings, positiprospects, value, operations, properties, basjra results of operations of the Company
whether or not arising in the ordinary course ddibass, since the date of the financial stateniealsded in the Registration Statement and
the Prospectus and the outstanding debt, the pyoeth tangible and intangible, and the busineséeéhe Company conform in all respects
to the descriptions thereof contained in the Regfisin Statement and the Prospectus. Financialrirdtion set forth in the Prospectus under
the headings "Summary Financial Information," "8tdd Financial Data," "Capitalization," and "Managst's Discussion and Analysis of
Financial Condition and Results of Operations,tlygpresent, on the basis stated in the Prospetttasnformation set forth therein, and have
been derived from or compiled on a basis consistéhtthat of the audited and unaudited financiatements included in the Prospec



(9) The Company (i) has paid, accrued or otherndgserved for, all federal, state, local, and fangixes required to be paid, including, but
not limited to, withholding taxes and amounts pdgaimder Chapters 21 through 24 of the InternaldRee Code of 1986 (the "Code"), and
has furnished all information returns it is reqdite furnish pursuant to the Code, (ii) has essaleld adequate reserves for such Taxes which
are not due and payable, and (iii) does not haydandeficiency or claims outstanding, proposedssessed against it.

(h) No transfer tax, stamp duty or other similasr iapayable by or on behalf of the Representative®nnection with (i) the issuance by the
Company of the Securities, (ii) the purchase byRbhpresentatives of the Securities from the Compawaythe purchase by the Represent:
of the Representatives Warrants from the Compaiiythe consummation by the Company of any obitdigations under this Agreement, or
(iv) resales of the Securities in connection with distribution contemplated hereby.

(i) The Company has, including, but not limited general liability, product and property insuranegijch insures the Company and its
employees against such losses and risks genemallyed against by comparable businesses. The Cgnifgphas not failed to give notice or
present any insurance claim with respect to anyeanancluding but not limited to the Company'sibess, property or employees, under the
insurance policy or surety bond in a due and tinmehner, (B) has no disputes or claims againsuadgrwriter of such insurance policies or
surety bonds or has failed to pay any premiumsathaepayable thereunder, or (C) has not failed mopp with all conditions contained in
such insurance policies and surety bonds. Theraafacts or circumstances under any such insunaoléey or surety bond which would
relieve any insurer of its obligation to satisfyfil any valid claim of the Company.

()) There is no action, suit, proceeding, inquashitration, investigation, litigation or governntehproceeding, domestic or foreign, pending
or threatened against (or circumstances that mayrge to the same), or involving the propertiebusiness of, the Company which (i)
questions the validity of the capital stock of @@mpany, this Agreement or the Representative'salilbAgreement, or of any action takel
to be taken by the Company pursuant to or in caiorewith this Agreement or the Representative'srafa Agreement, (i) is required to be
disclosed in the Registration Statement which tsseaisclosed (and such proceedings as are sumzedari the Registration Statement are
accurately summarized in all respects), or (iiightimaterially and adversely affect the conditi@mancial or otherwise, or the earnings,
position, prospects, shareholders' equity, valperations, properties, business or results of djpesaof the Company.

(k) The Company has full legal right, power anchauity to authorize, issue, deliver and sell theBities, the Representative's Securities,
enter into this Agreement and the RepresentatWelsant Agreement and to consummate the transagtimvided for in such agreements;
and this Agreement, and the Representative's Waligneement have each been duly and properly aizéthrexecuted and delivered by the
Company. Each of this Agreement and the RepresegimatWarrant Agreement constitutes a legal, vatid binding agreement of the
Company enforceable against the Company in accoedaith its terms subject to bankruptcy, insolveranyd creditor's rights and the
application of equitable principles in any actiegal or equitable, and none of the Company's iaadesale of the Securities, the
Representative's Securities, execution or delieéthis Agreement or the Representative's Warragre@ment its performance hereunder and
thereunder, its consummation of the transactionsetoplated herein and therein, or the conductsdfiilsiness as described in the Registr:
Statement, the Prospectus, and any amendmentpgements thereto, conflicts with or will conflieith or results or will result in any
breach or violation of any of the terms or provisi®f, or constitutes or will constitute a defauitler, or result in the creation or impositiol
any lien, charge, claim, encumbrance, pledge, ggdaoterest, defect or other restriction or equifyany kind whatsoever upon, any property
or assets (tangible or intangible) of the Compamgpant to the terms of, (i) the articles of in@rgiion or bylaws of the Company, (ii) any
license, contract, indenture, mortgage, deed ef,tuoting trust agreement, shareholders agreemets, loan or credit agreement or any ¢
agreement or instrument to which the Company iartypr by which it is or may be bound or to whithproperties or assets (tangible or
intangible) is or may be subject, or any indebtedner (iii) any statute, judgment, decree, ordde or regulation applicable to the Company
of any arbitrator, court, regulatory body or adreirative agency or other governmental agency oy fiodluding, without limitation, those
having jurisdiction over environmental or similaatters), domestic or foreign, having jurisdictioreothe Company or any of its activities or
properties.

() Except as described in the Prospectus, no cwnapproval, authorization or order of, and nimgjlwith, any court, regulatory body,
government agency or other body, domestic or forggyrequired for the issuance of the Securitigsyant to the Prospectus and the
Registration Statement, the issuance of the Repi@bee's Warrants, the performance of this Agregraed the Representative's Warrant
Agreement and the transactions contemplated heretbyhereby, including without limitation, any waivof any preemptive, first refusal or
other rights that any entity or person may haveHerissue and/or sale of any of the Securitieh®@Representative's Warrants, except such
as have been or may be obtained under the Act phmaequired under state securities or Blue Sk liam connection with the
Representatives' purchase and distribution of dwifties, and the Representative's Warrants solieby the Company hereunder.

(m) All executed agreements, contracts or otheun@mnts or copies of executed agreements, contraother documents filed as exhibits to
the Registration Statement to which the Compamygarty or by which they may be bound or to whistassets, properties or business may
be subject have been duly and validly authorizedceted and delivered by the Company and constitetéegal, valid and binding
agreements of the Company enforceable againstahg@ny, as the case may be, in accordance witectgp terms. The descriptions in the
Registration Statement of agreements, contract®teat documents are accurate and fairly presennformation required to be shown with
respect thereto by Form SB-2, and there are ngaastor other documents which are required byAite¢o be described in the Registration
Statement or filed as exhibits to the RegistraStaement which are not described or filed as reduiand the exhibits which have been filed
are complete and correct copies of the documentshiwh they purport to be copies.

(n) Subsequent to the respective dates as of vifiichmation is set forth in the Registration Staésand Prospectus, and except as may
otherwise be indicated or contemplated herein ereih, the Company has not (i) issued any secsidtiéncurred any liability or obligation,
direct or contingent, for borrowed money, (ii) eetdinto any transaction other than in the ordir@yrse of business, or (iii) declared or
any dividend or made any other distribution onrordspect of its capital stock of any class, amddlinas not been any material change



affecting the general affairs, management, findraparations, shareholders equity or results ofajgens of the Company.

(o) No default exists in the due performance argkokance of any term, covenant or condition of mayerial license, contract, indenture,
mortgage, installment sale agreement, lease, detlegsty voting trust agreement, shareholders ageeg, partnership agreement, note, loan or
credit agreement, purchase order, or any otherriabégreement or instrument evidencing an oblayafor borrowed money, or any other
material agreement or instrument to which the Camipa a party or by which the Company may be boamid which the property or assets
(tangible or intangible) of the Company is subjecaffected.

(p) The Company has generally enjoyed a satisfaeimployer-employee relationship with its employaed is in material compliance with
all federal, state, local, and foreign laws andifations respecting employment and employment messtterms and conditions of
employment and wages and hours. There are no peimliastigations involving the Company by the WD8&partment of Labor, or any other
governmental agency responsible for the enforcewfesuich federal, state, local, or foreign laws egglilations. There is no unfair labor
practice charge or complaint against the Compangipg before the National Labor Relations Boardmy strike, picketing, boycott, dispu
slowdown or stoppage pending or threatened against/olving the Company, or any predecessor enditigl none has ever occurred. No
representation question exists respecting the graptoof the Company, and no collective bargaingrg@ment or modification thereof is
currently being negotiated by the Company. No gnee or arbitration proceeding is pending underexmyred or existing collective
bargaining agreements of the Company. No labowutkswith the employees of the Company exists,somiminent.

(q) Except as described in the Prospectus, the @oyngoes not maintain, sponsor or contribute topgogram or arrangement that is an
"employee pension benefit plan,” an "employee welfsenefit plan” or a "multi-employer plan" as stetms are defined in Sections 3(2), 3
(1) and 3(37), respectively, of the Employee Ratgat Income Security Act of 1974, as amended ("BRIS'ERISA Plans"). The Company
does not maintain or contribute, now or at any tpreviously, to a defined benefit plan, as defime8ection 3(35) of ERISA. No ERISA PI
(or any trust created thereunder) has engagedgroaibited transaction" within the meaning of

Section 406 of ERISA or Section 4975 of the Codeictv could subject the Company to any tax penaitpmhibited transactions and which
has not adequately been corrected. Each ERISAi®larcompliance with all material reporting, disslire and other requirements of the
Code and ERISA as they relate to any such ERISA.Blatermination letters have been received froerithernal Revenue Service with
respect to each ERISA Plan which is intended toptpmwith Code Section 401(a), stating that such®&RPlan and the attendant trust are
qualified thereunder. The Company has never coelyler partially withdrawn from a "multi-employetam.”

(r) The Company, nor any of its officers, directqgrartners, "affiliates" or "associates" (as thtesms are defined in Rule 405 promulgated
under the Rules and Regulations) has ever takerilldake, directly or indirectly, any action desigd to or which has constituted or which
might be expected to cause or result in, undeEttolange Act, or otherwise, stabilization or matagian of the price of any security of the
Company to facilitate the sale or resale of theuBtes or otherwise.

(s) Except as otherwise disclosed in the Prospectuse of the patents, patent applications, tradiesnaervice marks, trade names and
copyrights, and licenses and rights to the foregpiresently owned or held by the Company are ipudésso far as known by the Company or
are in any conflict with the right of any other pen or entity. The Company (i) owns or has thetrighuse, free and clear of all liens, charges,
claims, encumbrances, pledges, security interdsfscts or other restrictions or equities of amdkivhatsoever, all patents, trademarks,
service marks, trade names and copyrights, techpalod licenses and rights with respect to thegiregy, used in the conduct of its business
as now conducted or proposed to be conducted withfsinging upon or otherwise acting adverselyte right or claimed right of any

person, corporation or other entity under or wéblpect to any of the foregoing; and (ii) is notigdsied or under any liability whatsoever to
make any payment by way of royalties, fees or etfs® to any owner or licensee of, or other claintapnainy patent, trademark, service mi
trade name, copyright, know-how, technology or bthtangible asset, with respect to the use theseai connection with the conduct of its
business or otherwise.

(t) The Company owns and has the unrestricted tighse all trade secrets, know-how (including#tiler unpatented and/or unpatentable
proprietary or confidential information, systemspoocedures), inventions, designs, processes, vadr&sthorship, computer programs and
technical data and information (collectively herémtellectual property") that are material to development, manufacture, operation and
sale of all products and services sold or propéede sold by the Company free and clear of anHowit violating any right, lien, or claim of
others, including without limitation, former empkrg of its employees; provided, however, that tssibility exists that other persons or
entities, completely independently of the Compasythe case may be, or its employees or agentsl lsave developed trade secrets or items
of technical information similar or identical tooke of the Company. The Company is not aware ofank development of similar or
identical trade secrets or technical informatiorotyers.

(u) The Company has taken reasonable security mesaguprotect the secrecy, confidentiality andigalf all its intellectual property in all
material aspects.

(v) The Company has good and marketable titlertwatid and enforceable leasehold estates intaatis of real and personal property stated
in the Prospectus, to be owned or leased by itdnekclear of all liens, charges, claims, encumtganpledges, security interests, defects, or
other restrictions or equities of any kind whatsamewther than those referred to in the Prospemtddiens for taxes not yet due and payable.

(w) Hein + Associates, LLP, whose report is fileihathe Commission as a part of the Registrati@ie®hent, are independent certified pu
accountants as required by the Act and the RuleRagulations and have been retained by the Comgmityg auditors.

(x) Except as provided herein and in the Registra8tatement, the Company has caused to be dutytexklegally binding and enforceal



agreements ("Lock-up Agreements") pursuant to wtiehCompany's shareholders and holders of sezsigiichangeable or exercisable for
or convertible into shares of Common Stock haveednot to, directly or indirectly, publicly offes sell, sell, grant any option for the sale
of, assign, transfer, pledge, hypothecate or otisereancumber or dispose of any shares of Commark $tosecurities convertible into,
exercisable or exchangeable for or evidencing aht to purchase or subscribe for any shares oftl@omStock (either pursuant to Rule 144
of the Rules and Regulations or otherwise) or dispaf any beneficial interest therein for a penbdot less than twenty-four (24) months
following the effective date of the Registratiorm@ment without the prior written consent of theoRRsentative. On or before the Closing
Date, the Company shall deliver instructions toEhensfer Agent authorizing it to place appropriatgends on the certificates representing
the securities subject to the Lock-up Agreementktarplace appropriate stop transfer orders oriCihrapany's ledgers. Except for the
issuance of shares of capital stock by the Compangnnection with a dividend, recapitalizatiompmganization or similar transaction or as a
result of the exercise of warrants or outstandiptipos disclosed in the Registration StatementChmpany shall not, for a period of
TWELVE (12) months following the Closing Date, ditly or indirectly, offer, sell, issue or transtamny shares of its capital stock, or any
security exchangeable or exercisable for, or cdiblerinto, shares of the capital stock, withouwe grior written consent of the Representat
Prior to the effective date of the Registrationt&tzent, the Company will cause each of its shadehslowning more than 5,000 Shares and
private warrantholders to enter into a written agnent with the Representative that (i) such shddeh®and warrantholders will not sell or
otherwise dispose of any shares of the Companyisn@m Stock owned directly or indirectly by thembaneficially by them (as defined by
the Securities Exchange Act of 1934, as amended'Bkchange Act”) and rules promulgated thereunoletthe effective date of the
Registration Statement for a period of twelve (@nths from the effective date without the Repré&sare's prior written consent and (ii)
they will permit all certificates evidencing Sucbr@mon Stock to be stamped at closing with an apjatgprestrictive legend, and will cause
the transfer agent for the Company to note sudhictsn on the transfer books and records of toen@any.

(y) There are no claims, payments, issuances,geraants or understandings, whether oral or wrifmmservices in the nature of a finder's
origination fee with respect to the sale of theusiies hereunder or any other arrangements, agreesnunderstandings, payments or
issuances with respect to the Company, or ansadffficers, directors, shareholders, partners, eygas or affiliates that may affect the
Representatives' compensation, as determined hyatienal Association of Securities Dealers, INBLASD").

(z) Upon the effective date of the Registration&tent the Company will have the Shares and theaffsrand underlying Shares registered
on the National Association of Securities Dealeatofated Quotation System, Interdealer Quotatictesy ("NASDAQ") and will use its
best efforts to maintain such listing for not Iésan five years. The Company shall also prior todffective date of the Registration Staten
make application for a listing on an acceleratesishaf the Company's securities in Standard & Boor'

(aa) To the Company's best knowledge, no fundsseta of the Company have been used for illeggigsess; no unrecorded funds or assets
of the Company been established for any purposaroomulation or use of the Company's corporatdsun assets have been made without
being properly accounted for in the respective Isaankd records of the Company; all payments by dredvalf of the Company have been ¢
and properly recorded and accounted for in the Gayg books and records; no false or artificiahehtis been made in the books and
records of the Company for any reason; no paymanbleen made by or on behalf of Company with tlieetstanding that any part of such
payment is to be used for any purpose other thaindésscribed in the documents supporting such patanéhe Company has not made,
directly or indirectly, any illegal contributions tiny political party or candidate. The Companyterinal accounting controls are sufficient to
cause the Company to comply with the Foreign CarRupctices Act of 1977, as amended.

(bb) Except as set forth in the Prospectus, neeffidirector, shareholder or partner of the Corgpanany "affiliate" or "associate" (as these
terms are defined in Rule 405 promulgated undeRilles and Regulations) of any of the foregoingpes or entities has or has had, either
directly or indirectly, (i) an interest in any persor entity which (A) furnishes or sells servicegproducts which are furnished or sold or are
proposed to be furnished or sold by the CompanyBppurchases from or sells or furnishes to thenBany any goods or services, or (ii) a
beneficiary interest in any contract or agreementhich the Company is a party or by which it mabound or affected. Except as set forth
in the Prospectus under "Management" or "Certagm3actions,"” there are no existing material agregmnarrangements, understandings or
transactions, or proposed agreements, arrangenugatststandings or transactions, between or anf@@ompany, and any officer, director,
Principal Shareholder (as such term is definethénRrospectus) of the Company, or any partneliaa€fior associate of any of the foregoing
persons or entities.

(cc) Any certificate signed by any officer of ther@pany and delivered to the Representatives oefmddentatives' Counsel (as defined
herein) shall be deemed a representation and veprogrthe Company to the Representatives as tonthtéers covered thereby.

(dd) The minute book of the Company has been maaliéahle to the Representatives and contains a letenpummary of all meetings and
actions of the directors and shareholders of thmg2my since the time of its incorporation, andef all transactions referred to in such
minutes accurately in all respects.

(ee) Except and to the extent described in thedertas, no holders of any securities of the Compmairof any options, warrants or other
convertible or exchangeable securities of the Caompeve the right to include any securities isdoyethe Company in the Registration
Statement or any registration statement to be biethe Company or to require the Company to fitegistration statement under the Act and
no person or entity holds any anti-dilution righiith respect to any securities of the Company.

(ff) The Company has as of the effective date efRegistration Statement (i) entered into an emmpiyt agreement with Robert O. Smith in
the form filed as Exhibit 10.___ of the RegistratBtatement, and (ii) has purchased keyman lifigramee on the life of Robert O. Smith. 1
policy shall provide for coverage in the amoun$®f000,000, and the policy shall name the Comparth@sole beneficiary there:



2. REPRESENTATIONS AND WARRANTIES OF THE SELLING SERITYHOLDERS

(a) The Selling Securityholders will have on thesdhg Date, good, valid and marketable title taisgies listed on Schedule B hereto to be
sold by such Selling Securityholders to the Repriegives, free and clear of any liens, chargesmsdaencumbrances, pledges, security
interests, restrictions, equities, stockholderstaments, voting trusts or defects in title whatsoeand upon delivery of such Securities and
payment of the purchase price therefor as contdetpla this Agreement, each of the Representatisiéseceive good and marketable title
such Securities purchased by it from such Selliegu8tyholders, free and clear of any lien, chaddgm, encumbrance, pledge, security
interest, restriction, equity, shareholders' age@nvoting trust, community property right or detfen title whatsoever; and other than as
described in the Registration Statement and thepgeius or created hereby, there are no outstangingns, warrants, rights, or other
agreements or arrangements requiring such Selkegryholders at any time to transfer any Seasito be sold hereunder by such Selling
Securityholders.

(b) Such Selling Securityholders have duly autteatifif applicable), executed and delivered, inftren heretofore furnished to the
Representative, a Power of Attorney (the "Powekttdrney") with as attorney-in-fact) (Attorney-in-Fact"), and a Letter of
Transmittal and Custody Agreement (the "Custodyeggrent™) with as custodian"@listodian”); each of the
Power of Attorney and Custody Agreement constitatealid and binding obligation of such Selling Gétyholders, enforceable in
accordance with its terms subject to bankruptcgolirency and creditor's right; such Selling Seghotder's Attorney-in-Fact, acting alone, is
authorized to execute and deliver the certificteygdencing the Securities to be sold to the Regtatives on behalf of such Selling
Securityholders, to authorize the delivery of th8geurities to be sold by such Selling Securitybddinder this Agreement and to duly
endorse (in blank or otherwise) the certificateentificates representing such Securities or skgpogver or powers with respect thereto, to
accept payment therefor, and otherwise to act balbef such Selling Securityholders in connectiath this Agreement.

(c) All authorizations, approvals, consents ancegdhecessary for the execution and delivery bl 8sling Securityholders of the Power of
Attorney and the Custody Agreement, the executi@hdelivery by or on behalf of such Selling Segdmitiders of this Agreement, and the
sale and delivery of Securities to be sold by sseling Securityholders under this Agreement haaenbobtained and are in full force and
effect; such Selling Securityholders have full tighower and authority to enter into and performdtadigations under this Agreement and
such Power of Attorney and Custody Agreement armtlip transfer and deliver the Securities to Hd by such Selling Securityholders un
this Agreement.

(d) On the Closing Date, certificates in negotidblen for the Securities to be sold by such SellBggurityholders under this Agreement on
the Closing Date, together with a stock power avgxs duly endorsed in blank by such Selling Seghoiders, will have been placed in
custody with the Custodian for the purpose of dffigcdelivery hereunder and thereunder.

(e) The performance of this Agreement and the aonsation of the transactions herein contemplateduap Selling Securityholders, will r
conflict with or result in a breach of, or defauttder, (i) any license, contract, indenture, mayggaleed of trust, voting trust agreement,
shareholders' agreement, note, loan or credit aggeg the Bylaws, the Articles of Incorporationotiher agreement or instrument to which
such Selling Securityholders is a party or by whiabh Selling Securityholders is or may be bountbavhich any of her property is or may
be subject, or (ii) any statute, judgment, decoeger, rule or regulation applicable to such Sgli8ecurityholders of any arbitrator, court,
regulatory body or administrative agency or oth@regnmental agency or body, domestic or foreigrijrwgjurisdiction over such Selling
Securityholders or any of such Selling Securitylkadts activities or properties; this Agreement weeecuted and delivered by the Selling
Securityholders and, to the extent this Agreemeatbinding agreement of the Representatives, ibaest the valid and binding agreement of
such Selling Securityholders, enforceable in acaoce with its terms except as such enforceabildy be limited by applicable bankruptcy,
insolvency, moratorium or other laws of generalligggion relating to or affecting enforcement oéditors' rights and the application of
equitable principles in any action, legal or eduiligaand except as rights to indemnity or contidrutnay be limited by applicable law.

(f) Such Selling Securityholders have reviewed aredfamiliar with the Registration Statement agiodlly filed with the Commission and
amendments and supplements thereto, if any, fiigutiwve Commission prior to the date hereof, antthwie Preliminary Prospectus and the
Prospectus, as supplemented, if applicable, todite hereof, and has no knowledge of any fact,itiondr information not disclosed in the
Registration Statement and Prospectus, as so snpplied, if applicable, which has adversely affectecould adversely affect the condition,
financial or otherwise, or the earnings, positiprgspects, value, operation, properties, businesssalts of operations of the Company; and
the information relating to such Selling Securitiers and the Securities and other securitieseothmpany owned by Selling
Securityholders that is set forth in such RegistraStatement and Prospectus, as so supplememiesindt and at the Closing Date, will not
contain any untrue statement of a material factnoit to state any material fact necessary in ora@enake such information, in light of the
circumstances under which they were made, not edshg and all information furnished by or on belwdlSuch Selling Securityholders for
use in the Registration Statement, the PrelimifRaospectus, the Prospectus, or any amendment plesugnt thereto is, and, at the Closing
Date will be true and complete in all material exstg; and such Selling Securityholders are not ptedto sell the Securities to be sold by
such Selling Securityholders under this Agreemegrariy information concerning the Company whichas set forth in the Prospectus, as so
supplemented.

(9) Nothing has come to the attention of such Bgl$ecurityholders to cause such Selling Securitigre to believe that the Company's
representations and warranties contained in thieé&gent are not accurate in all material respects.

(h) There is not pending or threatened against Sating Securityholders any action, suit or pratieg (or circumstances that may give rise
to the same) which (i) questions the validity aétAgreement, the Custody Agreement, the PowerttfrAey or of any action taken or to be
taken by such Selling Securityholders pursuant o eonnection with any of the foregoing; or @ich is required to be disclosed in



Registration Statement and the Prospectus whichtigisclosed and such proceedings which are suinedain all material respects.

() No stamp duty or similar tax is payable by orliehalf of the Representatives in connection Wjtthe sale of the Securities to be sold by
such Selling Securityholders; (ii) the purchasdh®yRepresentatives of the Securities to be soklbip Selling Securityholders; (iii) the
consummation by such Selling Securityholders of @inys obligations under this Agreement, the CdgtAgreement or the Power of
Attorney; or (iv) resales of the Securities in ceation with the distribution contemplated hereby.

() Except as set forth in the Prospectus, suclingebecurityholders does not have any registratigints with respect to any securities of the
Company; and such Selling Securityholders do ne¢ lamy right of first refusal or other similar righ purchase any securities of the
Company upon the issuance or sale thereof by tinep@ny or upon the sale thereof by any other stddeh@f the Company.

(k) Such Selling Securityholders have not sincefithig of the initial Registration Statement (9ld, bid for, purchased, attempted to induce
any person to purchase, or paid anyone any comi@méar soliciting purchases of, Common Stock(igrpaid or agreed to pay to any
person any compensation for soliciting anothentalpase any securities of the Company (excephfosale of the Securities to the
Representatives under this Agreement and excegthaswise permitted by law).

() Such Selling Securityholders have not takemw, &ill not take, directly or indirectly, any actiavhich has constituted or which might
reasonably be expected to cause or result in &afiin of the price of any security of the Compamyacilitate the distribution of the
Securities.

(m) Such Selling Securityholders will review the&pectus and will comply with all agreements anfyeall conditions on its part to be
complied with or satisfied pursuant to this Agreeméhe Custody Agreement and the Power of Attolateyr prior to the Closing Date and
will advise one of its Attorneys-in-Fact prior teet Closing Date, as the case may be, if any statieimde made on behalf of such Selling
Securityholders in this Agreement contains anyumstatement of a material fact or omitted to saateaterial fact required to be stated
therein or necessary to make the statements theotimisleading if made as of such Closing Datdhasase may be.

(n) Any certificate signed by or on behalf of sig#lling Securityholders and delivered to the Regmmitives shall be deemed a represent:
and warranty by such Selling Securityholders toRkeresentatives as to the matters covered the



3. PURCHASE, SALE AND DELIVERY OF THE SECURITIES ANREPRESENTATIVE'S WARRANTS.

(a) On the basis of the representations, warrgrd@senants and agreements herein contained, bjgcstio the terms and conditions herein
set forth, the Company and the Selling Securitybiddgree to sell to each Representative, andrRefesentative, severally and not jointly,
agrees to purchase from the Company and the S&8#&egrityholders, as the case may be, at a pri$d.6D per share of Common Stock and
$.125 per Warrant, that number of Securities s#hfio Schedule A opposite the name of such Reptatiee, subject to such adjustment as
the Representative in its sole discretion shallentakeliminate any sales or purchases of fractishates of Common Stock or Warrants, plus
any additional number of Securities which such Bsentative may become obligated to purchase pursuéme provisions of Section 1
hereof.

(b) In addition, on the basis of the representativarranties, covenants and agreements, herefaiced, but subject to the terms and
conditions herein set forth, the Company herebwytgran option to the Representatives, severallynangbintly, to purchase all or any part of
the Option Shares (up to an aggregate of an additit60,000 shares of Common Stock and 75,000 Wajrat the initial offering price, less
the Representative's discount. The option granteeldy will expire 45 days after (i) the date thgReation Statement becomes effective, if
the Company has elected not to rely on Rule 430deuthe Rules and Regulations, or (ii) the datihisf Agreement if the Company has
elected to rely upon Rule 430A under the RulesR@glulations, and may be exercised in whole or ihfpam time to time only for the
purpose of covering over-allotments which may belena connection with the offering and distributiofithe Securities upon notice by the
Representative to the Company setting forth thelbrarof Option Securities as to which the severgdrBsentatives are then exercising the
option and the time and date of payment and dsfif@rany such Option Securities. Any such time date of delivery (an "Option Closing
Date") shall be determined by the Representativeshall not be later than seven full business ddtgs the exercise of said option, nor in
event prior to the Closing Date, as hereinaftemeef, unless otherwise agreed upon by the Repasentnd the Company. Nothing herein
contained shall obligate the Representatives toenaaly over-allotments. No Option Securities shaltblivered unless the Securities shall be
simultaneously delivered or shall theretofore hlamen delivered as herein provided.

(c) Payment of the purchase price for, and delieérsecurities for, the Securities shall be madbdabffices of the Representative at 150 |
Palmetto Park Road, Suite 380, Boca Raton, FI@R8%82, or at such other place as shall be agreenl lypthe Representative and the
Company. Such delivery and payment shall be mad6:80 a.m. (Florida time) on , 199@tauch other time and date as shall
be agreed upon by the Representative and the Comipainnot less than THREE (3) nor more than TEO) flll business days after the
effective date of the Registration Statement (diok and date of payment and delivery being herelled "Closing Date"). In addition, in t
event that any or all of the Option Securitiesurechased by the Representatives, payment of ttelhase price for and delivery of
certificates for, such Option Securities shall edmat the abovenentioned firm office of the Representative oswath other place as shall
agreed upon by the Representative and the CompathedOption Closing Date as specified in the motiom the Representative to the
Company. Delivery of the certificates for the Sétes and the Option Securities, if any, shall kedeto the Representatives against payment
by the Representatives, severally and not joiififhe purchase price for the Securities and thiéo@Securities, if any, by New York
Clearing House funds. In the event such optionés@sed, each of the Representatives, acting aliwand not jointly, shall purchase that
proportion of the total number of Option Securitiiesn being purchased which the number of Secsirit forth in Schedule A hereto
opposite the name of such Representative beane timtal number of Securities, subject in each tasech adjustments as the Represent

in its discretion shall make to eliminate any salepurchases of fractional shares. Certificatestfe Securities and the Option Securities, if
any, shall be in definitive, fully registered forshall bear no restrictive legends and shall b®ioh denominations and registered in such
names as the Representatives may request in waitilggst two (2) business days prior to the Cp8iate or the Option Closing Date, as the
case may be. The certificates for the Securitielsthe Option Securities, if any, shall be madelabie to the Representative at such office or
such other place as the Representative may desifpranspection, checking and packaging no ldtant9:30

a.m. on the last business day prior to the CloBiatg or the Option Closing Date, as the case may be

(d) On the Closing Date, the Company shall issuesafi to the Representative the Representativaisafts for nominal consideration, wh
warrants shall entitle the holders thereof to pasehan aggregate of 100,000 shares of Common &tack0,000 Warrants, similar but not
identical to, the Warrants. The Representative'sréltits shall be non-exercisable and non-transfer@lher than a transfer to affiliates of the
Representative or members of the selling groupafperiod of 12 months following the date of thérdéve Prospectus. The Representative's
Warrants and the underlying securities shall contaé usual anti-dilution provisions and shall betredeemable. The Representative's
Warrants will be exercisable 12 months after the déthe definitive Prospectus used in the offgiand for a period of four years thereafter;
and if the Representative's Warrants are not esestaiuring this term, they shall, by their termgpenatically expire. The exercise price of
each of the Representative's Warrants shall be 15fG#e public offering price per Share and OffeYedrrants.

The Company and the Representative agree thatdheBentative may designate that the Represersaiilaarants be issued in varying
amounts directly to its officers, directors, shaldbrs, employees, and other proper persons an tiné Representative; however, such
designation will only be made by the Representatiitedetermines and represents to the Compantystheh issuance would not violate the
interpretation of the Board of Governors of the NDA®lating to the review of corporate financingasigements and would not require
registration of the Representative's Warrants deuging securities.

4. PUBLIC OFFERING OF THE SECURITIES. As soon afteg Registration Statement becomes effective@af#presentative deems
advisable, the Representatives shall make a patiédng of the Securities (other than to resideaifter in any jurisdiction in which
qualification of the Securities is required and hasbecome effective) at the price and upon thegeset forth in the Prospectus. The
Representative may from time to time increase oradese the public offering price after distributafrthe Securities has been completed to
such extent as the Representative, in its soleadieo deems advisable. The Representatives may ieiid one or more agreements as the
Representatives, in each of their sole discretieem advisable with one or more broker-dealers stiadl act as dealers in connection with
such public offering



5. COVENANTS AND AGREEMENTS OF THE COMPANY. The Cpany covenants and agrees with each of the Repatises as
follows:

(a) The Company shall use its best efforts to ctus&egistration Statement and any amendmentstthter become effective as promptly as
practicable and will not at any time, whether befor after the effective date of the Registratitate&Snent, file any amendment to the
Registration Statement or supplement to the Progpex file any document under the Act or Exchafigebefore termination of the offering
of the Securities by the Representatives of wHiehRepresentative shall not previously have beeised and furnished with a copy, or to
which the Representative shall have objected ochwis not in compliance with the Act, the Exchaige or the Rules and Regulations.

(b) As soon as the Company is advised or obtainsviedge thereof, the Company will advise the Regmrttive and confirm the notice in
writing, (i) when the Registration Statement, agaded, becomes effective, if the provisions of RKBBA promulgated under the Act will be
relied upon, when the Prospectus has been filadéordance with said Rule 430A and when any pfisttive amendment to the Registrat
Statement becomes effective; (ii) of the issuancthe Commission of any stop order or of the itiitia, or the threatening, of any proceed
suspending the effectiveness of the RegistratiateBtent or any order preventing or suspending $keofithe Preliminary Prospectus or the
Prospectus, or any amendment or supplement theretioe institution of proceedings for that purpd@é of the issuance by the Commission
or by any state securities commission of any proicggs for the suspension of the qualification of afthe Securities for offering or sale in
any jurisdiction or of the initiation, or the thteaing, of any proceeding for that purpose; (ivjhef receipt of any comments from the
Commission; and (v) of any request by the Commisfio any amendment to the Registration Statemeahyp amendment or supplement to
the Prospectus or for additional information. & @ommission or any state securities commissiomoaity shall enter a stop order or suspend
such qualification at any time, the Company willkmavery effort to obtain promptly the lifting aich order.

(c) The Company shall file the Prospectus (in famd substance satisfactory to the Representatitearsmit the Prospectus by a means
reasonably calculated to result in filing with tBiemmission pursuant to Rule 424(b)(1) (or, if apgle and if consented to by the
Representative, pursuant to Rule 424(b)(4)) ner ldtan the Commission's close of business onahieeof (i) the second business day
following the execution and delivery of this Agreemt; and (i) the fifth business day after the efifee date of the Registration Statement.

(d) The Company will give the Representative notités intention to file or prepare any amendmerthe Registration Statement (including
any post-effective amendment) or any amendmentiolement to the Prospectus (including any revisedpectus which the Company
proposes for use by the Representatives in coramegiih the offering of the Securities which difdrom the corresponding prospectus on
file at the Commission at the time the Registraidatement becomes effective, whether or not sexised prospectus is required to be filed
pursuant to Rule 424(b) of the Rules and Regulajiand will furnish the Representative with cogésany such amendment or supplement a
reasonable amount of time prior to such propodedfor use, as the case may be, and will notdilg such prospectus to which the
Representative or Atlas, Pearlman, Trop & Bork$aA, ("Representatives' Counsel"), shall object.

(e) The Company shall endeavor in good faith, iopawation with the Representative, at or priothtime the Registration Statement
becomes effective, to qualify the Securities fdenhg and sale under the securities laws of sudkdictions as the Representative may
designate to permit the continuance of sales aatingdgs therein for as long as may be necessargrtplete the distribution, and shall make
such applications, file such documents and furaisth information; HOWEVER, the Company shall notéguired to qualify as a foreign
corporation or file a general or limited consenséovice of process in any such jurisdiction. Inhemurisdiction where such qualification shall
be effected, the Company will, unless the Represietagrees that such action is not at the tincessary or advisable, use all reasonable
efforts to file and make such statements or regdrssich times as are or may reasonably be reqoyréiue laws of such jurisdiction to
continue such qualification.

(f) During the time when a prospectus is requiedd delivered under the Act, the Company shallaliseasonable effort to comply with all
requirements imposed upon it by the Act and thehBrge Act, as now and hereafter amended and yules and Regulations, as from time
to time in force, so far as necessary to permictr@inuance of sales of or dealings in the Sdesrih accordance with the provisions hereof
and the Prospectus, or any amendments or supplenhenéto. If at any time when a prospectus rejatithe Securities or the
Representative's Securities is required to be @edil under the Act, any event shall have occursetirasult of which, in the opinion of
counsel for the Company or Representatives' CoutiseProspectus, as then amended or supplemémtidies an untrue statement of a
material fact or omits to state any material facjuired to be stated therein or necessary to niekstatements therein, in the light of the
circumstances under which they were made, not edsig, or if it is necessary at any time to améwdRrospectus to comply with the Act,
the Company will notify the Representative promgthd prepare and file with the Commission an apjeitgwamendment or supplement in
accordance with Section 10 of the Act, each suchraiment or supplement to be reasonably satisfattdRepresentatives' Counsel, and the
Company will furnish to the Representatives copiesuch amendment or supplement as soon as awadallin such quantities as the
Representatives may reasonably request.

(9) As soon as practicable, but in any event rntet ldnan 45 days after the end of themi@nth period beginning on the day after the enithe
fiscal quarter of the Company during which the effee date of the Registration Statement occursd@ in the event that the end of such
fiscal quarter is the end of the Company's fiseary, the Company shall make generally availablestsecurityholders, in the manner
specified in Rule 158(b) of the Rules and Regutatj@nd will deliver to the Representative, an isgsstatement which will be in the detalil
required by, and will otherwise comply with, thepisions of Section 11(a) of the Act and Rule 13®&fahe Rules and Regulations, which
statement need not be audited unless requiredeafxdh covering a period of at least twelve (12)secutive months after the effective dat
the Registration Statement.

(h) During a period of five (5) years after theadbereof, the Company will furnish to its shareleodd as soon as practicable, annual rej



(including financial statements audited by indepamgublic accountants) and will deliver to the Reentative:

i) Concurrently with furnishing such quarterly refsoto its shareholders, statements of incomeefdbmpany for each quarter in the form
furnished to the Company's shareholders and e=ttifiy the Company's principal financial or accauptfficer;

i) concurrently with furnishing such annual repoto its shareholders, a balance sheet of the Coyrgmaat the end of the preceding fiscal
year, together with statements of operations, $lwdders' equity, and cash flows of the Companystarh fiscal year, accompanied by a ¢
of the certificate thereon of independent certifiedblic accountants;

iii) as soon as they are available, copies ofegdbrts (financial or other) mailed to shareholders;

iv) as soon as they are available, copies of plbms and financial statements furnished to odfikéth the Commission, the NASD, NASDA
or any other securities exchange;

V) every press release and every material newsategmticle of interest to the financial commuriityrespect of the Company, or its affairs
which was released or prepared by or on behali@ftompany; and

vi) any additional information of a public naturencerning the Company or its business which theé&smtative may request.

During such five-year period, if the Company hativacsubsidiaries, the foregoing financial statetaamill be on a consolidated basis to the
extent that the accounts of the Company and itsidiany are consolidated, and will be accompanieditmilar financial statements for any
significant subsidiary which is not so consolidated

(i) The Company will maintain a Transfer Agent aifichecessary under the jurisdiction of incorparatof the Company, a Registrar (which
may be the same entity as the Transfer Agent$dCommon Stock.

(j) The Company will furnish to the Representativeon the Representative's order, without chargeyeh place as the Representative may
designate, copies of each Preliminary ProspedtesRegistration Statement and any pre-effectiaost-effective amendments thereto (two
of which copies will be signed and will include iflancial statements and exhibits), the Prospeeind all amendments and supplements
thereto, including any prospectus prepared afeeeffective date of the Registration Statemengaich case as soon as available and in such
guantities as the Representative may reasonablestq

(k) On or before the effective date of the RegigiraStatement, the Company shall provide the Respreative with true copies of duly
executed, legally binding and enforceable Lock-gpe®ments pursuant to which for a period of twdoty-(24) months from the effective
date of the Registration Statement, shareholdettseo€ompany owning shares of Common Stock anceelof securities exchangeable or
exercisable for or convertible into shares of Comr8tock (owning Warrants) agree that it or he @r\shl not directly or indirectly, publicly
issue, offer to sell, sell, grant an option for fade of, assign, transfer, pledge, hypothecatghmrwise encumber or dispose of any shares of
Common Stock or securities convertible into, exalle or exchangeable for or evidencing any rigipiurchase or subscribe for any share
Common Stock (either pursuant to Rule 144 of thieRand Regulations or otherwise) or dispose oftemeficial interest therein without t
prior written consent of the Representative. Obefpre the Closing Date, the Company shall delivstructions to the Transfer Agent
authorizing it to place appropriate legends oncintificates representing the securities subjetited_ock-up Agreements and to place
appropriate stop transfer orders on the Compaesgigelrs. Except for the issuance of shares of ¢apitek by the Company in connection
with a dividend, recapitalization, reorganizatiarsonilar transaction or as a result of the exerofswarrants or outstanding options disclosed
in the Registration Statement, the Company shaJlfopa period of twenty-four

(24) months following the Closing Date, directlyindirectly, offer, sell, issue or transfer any isaof its capital stock, or any security
exchangeable or exercisable for, or convertible, ishares of the capital stock, without the priotten consent of the Representative, except
the Company may issue options, not to exceed 12@Pdons (without the prior written consent of Representative) pursuant to the
Company's Stock Option Plan.

() The Company shall apply the net proceeds froensale of the Securities in the manner, and sutgjebe conditions, set forth under "Use
of Proceeds" in the Prospectus. No portion of #tepnoceeds will be used, directly or indirectly acquire any securities issued by the
Company.

(m) The Company shall timely file all such repoftsms or other documents as may be required (@cty but not limited to, a Form SR as
may be required pursuant to Rule 463 under the ffat) time to time, under the Act, the Exchange, &cid the Rules and Regulations, and
all such reports, forms and documents filed willhgdy as to form and substance with the applicabtpiirements under the Act, the Excha
Act, and the Rules and Regulations.

(n) The Company shall furnish to the Representats/early as practicable prior to each of the Hateof, the Closing Date and each Option
Closing Date, if any, but no later than two fullsiness days prior thereto, a copy of the latestabta unaudited interim financial statements
of the Company (which in no event shall be as d&a@ more than thirty (30) days prior to the ddtdhe Registration Statement) which have
been read by the Company's independent public ataois, as stated in their letters to be furnigheduant to Section 7(1) hereof.

(0) The Company shall cause the Common Stock anuaa to be quoted on NASDAQ and for a periodw f/ears from the date here



use its best efforts to maintain the NASDAQ listofghe Common Stock or, upon the written consétihe® Representative, quotation on a
principal stock exchange.

(p) For a period of five years from the Closing &dhe Company shall furnish to the Representatithe Company's sole expense,

(i) daily consolidated transfer sheets relatingh® Common Stock if such transfer sheets have tugrished to the Company by its transfer
agent at no additional cost, (ii) the list of haklef all of the Company's securities and (iii) lad3Sky "Trading Survey" for secondary sale
the Company's securities prepared by counsel.

(q) As soon as practicable, (i) but in no eventertbian ten business days before the effectiveafdtee Registration Statement, file a Form 8-
A with the Commission providing for the registrationder the Exchange Act of the Securities; afd(t in no event more than 30 days ft
the effective date of the Registration Statemeiki all necessary and appropriate actions to Ieded in Standard and Poor's Corporation
Descriptions and to continue such inclusion foedqd of not less than five (5) years.

(r) Until the completion of the distribution of ti8ecurities, the Company shall not without the priatten consent of the Representative and
Representatives' Counsel, issue, directly or ictlyeny press release or other communication &t oy press conference with respect tc
Company or its activities or the offering contentpthhereby, other than trade releases issued iordlreary course of the Company's busit
consistent with past practices with respect toa@bhmpany's operations.

(s) For a period equal to the lesser of (i) fivpy®ars from the date hereof, and (ii) the salda¢éopublic of the Representative's Securities, the
Company will not take any action or actions whicaynprevent or disqualify the Company's use of F8Br2 (or other appropriate form) for
the registration under the Act of the Represergati$ecurities.

(t) For a period of five (5) years after the effeetdate of the Registration Statement, the Reptatee shall have the right to designate one
individual to be elected to the Company's BoarBioéctors (the "Board") and the Company shall asdeést efforts to cause such designee to
be elected to the Board. In the event the Reprateatshall not have designated such individughatime of any meeting of the Board or
such person is unavailable to serve, then for mgpef two (2) years after the effective date af Registration Statement, the Company shall
timely notify the Representative of each meetinghefBoard and an individual selected by the Repitasive shall be permitted to attend all
meetings of the Board. In addition, the Companyi sigad to the Representative's designee all otoe other correspondence and
communications sent by Company to members of trerdBat least two (2) days before any meeting, fiagble. The Company shall
reimburse the Representative's designee for albresble expenses incurred in connection with hgeon, or attendance of, meetings of
the Board to the same extent as is provided toadtemployee members of the Board of Directors.

(u) On or before the effective date of the RegigiraStatement, the Company shall have an authibdapital stock acceptable to the
Representative including, without limitation, angck option plans of the Company.

(v) On or before the effective date of the RegtgiraStatement, the Company shall have (i) entaredan employment agreement with
Robert O. Smith in the form filed as Exhibit 10._of the Registration Statement, and (ii) has pusebl&eyman life insurance on the life of
Robert O. Smith. The policy shall provide for caage in the amount of $1,000,000, and the policyl slaane the Company as the sole
beneficiary thereof.

(w) If the transactions contemplated by this Agreatrare consummated, during the five (5) year periom the Effective Date, the
Representative and its successors will have th offfirst refusal (the "Right of First Refusatt) act (1) as underwriter, placement agent or
investment banker for any and all public or privafierings of the securities, whether equity, datba combination of equity and debt of the
Company, or any successor to or any current ordigubsidiary of the Company (collectively refertedn this Section (w) as the
"Company") by the Company (the "Subsequent Com@ifgrings") or any secondary offering (the "Secaydaffering”) of the Company's
securities by any principal shareholder of the Canyp(the "Principal Shareholders") and (2) to acth@ Company's investment banker on
such other transactions as may arise from timanrte, including without limitation, acting as finaatadvisor or intermediary in connection
with merger and acquisition opportunities introdiite the Company by Werbel-Roth. Accordingly, ifithg such period the Company
intends to make a Subsequent Company OfferingCtimpany receives notification from any of the sieimcipal Shareholders of its
securities of such holders' intention to make ao8dary Offering, or the Company proposes a mesggyyisition or disposition of assets, the
Company shall notify the Representative in writddiguch intention and of the proposed terms ofofffiering or transaction. The Company
shall thereafter promptly furnish the Represengativth such information concerning the businesadd®mn and prospects of the Company as
the Representative may reasonably request. Ifjmittirty (30) business days of the receipt of snotice of intention and statement of terms,
the Representative does not accept in writing sdifr to act as underwriter, placement agent oestment banker with respect to such
offering upon the terms proposed, the Company act ef the Principal Shareholders shall be fregetgotiate terms with other underwriters
with respect to such offering and to effect suderirig on such proposed terms within six (6) moratftsr the end of such ten (10) business
days. Before the Company and/or any of the Prih@pareholders shall accept any modified propasahfsuch other underwriter, placement
agent or investment banker, the Representativefengntial right shall be reinstated in the sanee@dure with respect to such modified
proposal as provided above shall be adopted. Theddy the Representative to exercise its Ridtist Refusal in any particular instance
shall not affect in any way such right with respecany other Subsequent Company Offering or Seaxgn@ffering.

(x) The Representative and its successors will laaReght of First Refusal for a period of five {@ars from the Effective Date to purchase
for the Representative's account or to sell foratteount of the Company's principal stockholdesssaturities sold pursuant to Rule 144
under the Act. Each of the principal stockholdeyeas to consult with the Representative with retsfpeany such sales and will offer the
Representative the exclusive opportunity to purettassell such securities on terms at least agdé®to such principal stockholders as t



can secure elsewhere. If the Representative tadsdtept in writing any such proposal for sale lghsprincipal stockholders within three (3)
business days after receipt of a notice contaisuai proposal, then the Representative shall hawtaim or right with respect to any such
sales contained in any such notice. If, thereasigch proposal is modified in any material respgath principal stockholders shall adopt the
same procedure as with respect to the originalqzalp

(y) The Company shall on the Closing Date, ent&r &nfinancial advisory agreement ("Consulting Agnent™) with the Representative for a
term of three (3) years commencing on the Effediage which will provide that the Representativel e paid a consulting fee of one
percent of the gross proceeds from the Companfgsird of Securities.

6. PAYMENT OF EXPENSES.

(a) The Company hereby agrees to pay on each @ldwng Date and the Option Closing Date (to tktere not paid as fees of
Representatives' Counsel, except as provided ibélow) incident to the performance of the obliga$ of the Company under this
Agreement and the Representative's Warrant Agregnneiuding, without limitation, (i) the fees amdpenses of accountants and counsel for
the Company, (ii) all costs and expenses incumezbinnection with the preparation, duplicationnpng, filing, delivery and mailing of the
Registration Statement and the Prospectus andraagdments and supplements thereto and the primtiading and delivery of this
Agreement, the Agreement Among RepresentativesSétected Dealer Agreements, if any, the Sellinge@gents, if any, and related
documents, including the cost of all copies thesraf of the Preliminary Prospectuses and of theg&aus and any amendments thereof or
supplements thereto supplied to the Representaivisuch dealers as the Representatives may tegugsantities as hereinabove stated,
(iii) the printing, engraving, issuance and delwef the Securities including, but not limited {&) the purchase by the Representatives of the
Securities and the purchase by the Representdtihe ®epresentative's Warrants from the Compamy (@) the consummation by the
Company of any of its obligations under this Agreetand the Representative's Warrant Agreementth@vqualification of the Securities
under state or foreign securities or "Blue Sky"daamd determination of the statues of such seesinitnder legal investment laws, including
the costs of printing and mailing the "Prelimin&ye Sky Memorandum," the "Supplemental Blue SkyrMeandum," "Legal Investments
Survey," if any, and the "Final Blue Sky Memorandwand disbursements and fees of counsel in cororettiierewith, it being agreed that
Representative's Counsel shall perform the requBage Sky" legal services for the account of thapany,(v) advertising costs and
expenses, consisting of the Company's travel ergtgpreparation expenses in connection with thad'show," information meetings and
presentations, bound volumes and prospectus meitiamtd one "tomb- stone" advertisement in The V8&keet Journal, with expenses
relating to travel, postage and torstene advertising shall not exceed $15,000 in tueemate, (vi) fees and expenses of the transtartamc
registrar,

(vii) the fees payable to the Commission and theSBAand (viii) the fees and expenses incurred imeaotion with the listing of the
Securities with NASDAQ and any other exchange.

(b) The Selling Securityholders agree that they paly all stock transfer taxes, stamp duties ahérasimilar taxes, if any, payable

(i) upon the sale, issuance or delivery of the 88es sold by such Selling Securityholders, (jjom the purchase by the Representatives of
the Securities sold by such Selling Securityhold@iiy upon resales of the Securities sold by s8elling Securityholders in connection with
the distribution contemplated hereby or (iv) in weation with the consummation by such Selling Sigdwlders of any of their obligations
under this Agreement and further authorizes thergeay of any such amount (and any amounts payabseiaat to Section 5(c) hereof) by
deduction from the proceeds of the Shares to liktgothem under this Agreement.

(c) If this Agreement is terminated by the Représtres in accordance with the provisions of Sec@mr Section 12, the Company shall
reimburse and indemnify the Representative foofalls actual out-of-pocket expenses, includingfeées and disbursements of
Representatives' Counsel, less any amounts alpsadypursuant to Section 5(d) hereof.

(d) The Company further agrees that, in additiothtbexpenses payable pursuant to subsection fajsdBection 6, it will pay to the
Representative on the Closing Date by deductiom fitee proceeds of the offering contemplated heagion-accountable expense allowance
equal to three percent (3%) of the gross procestisved by the Company from the sale of the Seesigind Option Securities, if any, of
which has been paid upon the execution of the Lefttntent between the parties hereto. The Compadsty agrees to pay certain due
diligence fees and expenses incurred by the Ramaae in connection with (i) background investiga of officers, directors and the
shareholder of the Company, pursuant to judgme@t; dnd Commission searches and (ii) due diligeneetimgs for syndicate members and
others.

7. CONDITIONS OF THE REPRESENTATIVES' OBLIGATIONShe obligations of the Representatives hereundst Isé subject to the
continuing accuracy of the representations andaméigs of the Company and Selling Securityholdergin as of the date hereof and as o
Closing Date and each Option Closing Date, if anith respect to the Company as if they had beerenoadand as of the Closing Date or
each Option Closing Date, as the case may bectheacy on and as of the Closing Date of the stamgsof the Selling Securityholders and
officers of the Company made pursuant to the prongshereof; and the performance by the Companytlam&elling Securityholder and on
and as of the Closing Date and each Option Cld3iag, if any, of its or their covenants and obligas hereunder and to the following furt
conditions:

(a) The Registration Statement shall have becofeetafe not later than 12:00 P.M., Florida time,tbe date of this Agreement or such later
date and time as shall be consented to in writinthb Representative, and, at Closing Date and @ation Closing Date, if any, no stop
order suspending the effectiveness of the Regmtr&tatement shall have been issued and no prioggeftr that purpose shall have been
instituted or shall be pending or contemplatedigy@ommission and any request on the part of tlerilesion for additional information
shall have been complied with to the reasonablsfaation of Representatives' Counsel. If the Comydaas elected to rely upon Rule 430/



the Rules and Regulations, the price of the Seesrind any price-related information previouslyitted from the effective Registration
Statement pursuant to such Rule 430A shall have traasmitted to the Commission for filing pursuemRule 424(b) of the Rules of
Regulations within the prescribed time period, pridr to Closing Date the Company shall have preglidvidence satisfactory to the
Representative of such timely filing, or a posteefive amendment providing such information shalldhbeen promptly filed and declared
effective in accordance with the requirements deRIBOA of the Rules and Regulations.

(b) The Representative shall not have advised trapgany or the Selling Securityholders that eitherRegistration Statement, or any
amendment thereto, or the Prospectus, containstameustatement of fact which, in the Represerg&iopinion, is material, or omits to state
a fact which, in the Representative's opinion, égerial and is required to be stated therein aetessary to make the statements therein, in
light of the circumstances under which they wer@epaot misleading.

(c) On or prior to the Closing Date, the Repregardashall have received from Company's Counsel,shrall have used its best efforts to
cause such counsel to deliver such opinion or opgivith respect to the organization of the Comp#mgy validity of the Securities, the
Representative's Warrants, the Registration Staterie Prospectus and other related matters ddpeesentative may request and
Representatives' Counsel shall have received sajpbrp and information as they request to enabfe thgpass upon such matters.

(d) At the Closing Date, the Representatives dialk received the favorable opinion of Bartel Emgnl& Schroder, counsel to the Compe
dated the Closing Date, addressed to the Repréisestand in form and substance reasonably sdtiisfato Representatives' Counsel, to the
effect that:

i) the Company (A) has been duly organized andiwlly existing as a corporation in good standinger the laws of its jurisdiction, (B) is
duly qualified and licensed and in good standing &sreign corporation in each jurisdiction where hature of its properties or the condur
its business requires such registration and tteréaio register or so qualify would have a matadverse effect on the Company, (C) has all
requisite corporate power and authority, and hasinéd any and all necessary authorizations, apgsperders, licenses, certificates,
franchises and permits of and from all governmenttaiegulatory officials and bodies (including, mout limitation, those having jurisdiction
over environmental or similar matters), to owneade its properties and conduct its business asiloles in the Prospectus; (D) the Company
is and has been doing business in material congdiaith all such authorizations, approvals, ordéenses, certificates, franchises and
permits and all federal, state and local laws,salled regulations; and, (E) the Company has netwed any notice of proceedings relating to
the revocation or modification of any such authatizn, approval, order, license, certificate, fisise or permit which, singly or in the
aggregate, if the subject of an unfavorable degjsigling or finding, would materially adverselyfedt the business, condition, financial or
otherwise, or the earnings, affairs, position, peass, value, operation, properties, businesssuiteeof operations of the Company. The
disclosures in the Registration Statement concgrtiia effects of federal, state and local lawgsand regulations on the Company's
business as currently conducted and as contemagecbrrect in all material respects or do nottamstate a material fact necessary to n
the statements contained therein not misleaditiglhi of the circumstances in which they were made.

i) the Company has a duly authorized, issued artstanding capitalization as set forth in the Pea$ps, and any amendment or supplement
thereto, under "Capitalization", and to our knovgedthe Company is not a party to or bound by astrument, agreement or other
arrangement providing for it to issue any capitatk, rights, warrants, options or other securjteecept for this Agreement and the
Representative's Warrant Agreement and as desdritibd Prospectus. The Securities, the RepresegitatVarrants and all other securities
issued or issuable by the Company conform in atenie respects to all statements with respecetioerontained in the Registration
Statement and the Prospectus. All issued and odlisig securities of the Company have been dulyaisd and validly issued and are fully
paid and non-assessable; the holders thereof tmaxights to rescission with respect thereto, amdnat subject to personal liability by reason
of being such holders; and none of such secusitexe issued in violation of the preemptive rightsuoy holders of any security of the
Company. The Securities and the Representativelgriies to be sold by the Company hereunder agigiuthe Representative's Warrant
Agreement are not and will not be subject to areepptive or other similar rights of any sharehqgltierve been duly authorized and, when
issued, paid for and delivered in accordance vhighterms hereof, will be validly issued, fully paidd non-assessable and conform to the
description thereof contained in the Prospectishtiiders thereof will not be subject to any lidpisolely as such holders; all corporate
action required to be taken for the authorizatissiie and sale of the Securities and the RepresergeSecurities has been duly and validly
taken; and the certificates representing the Séesiand the Representative's Warrants are in nidi@@per form. Subject to compliance with
the registration provisions of the Act and applieadtate registration and qualification provisioting Representative's Warrants constitute
valid and binding obligations of the Company taissind sell, upon exercise thereof and paymergfirethe number and type of securities
of the Company called for thereby. Upon the isseaard delivery pursuant to this Agreement of theuBtes and the Representative's
Warrants to be sold by the Company, and upon payinédull therefor the Representatives and the Begntative, respectively, will acquire
good and marketable title to the Securities and&ssmtative Warrants free and clear of any plelilge, charge, claim, encumbrance, sect
interest, or other restriction (excluding secusiti@v restrictions) or equity of any kind whatsagwexcept with respect to any actions that may
have been taken or omitted to be taken by the Reptatives or the Representative after the datohexo transfer tax is payable by or on
behalf of the Representatives in connection withtf#e issuance by the Company of the Securitiesti® purchase by the Representatives
and the Representative of the Securities and tipeeRentative's Securities, respectively, from tben@any, (C) the consummation by the
Company of any of its obligations under this Agreetor the Representative's Warrant AgreemenDprdsales of the Securities in
connection with the distribution contemplated hgreb

iii) the Registration Statement has become effeatinder the Act, and, if applicable, filing of pficing information has been timely made in
the appropriate form under Rule 430A, and no stdegrosuspending the use of the Preliminary Prospetiie Registration Statement or
Prospectus or any part of any thereof or suspentimgffectiveness of the Registration Statemesitdeen issued and no proceedings for that
purpose have been instituted or are pending ahetdest of such counsel's knowledge, threatenedraemplated under the A



iv) each of the Preliminary Prospectus, the Regfisin Statement, and the Prospectus and any ametslmestatements or supplements
thereto (other than the financial statements aadttes thereto and other financial and statistiatd included therein, as to which no opinion
need be rendered) comply as to form in all mateeisppects with the requirements of the Act andRtikes and Regulations.

V) to the best of such counsel's knowledge, (Adalaee no agreements, contracts or other documemiged by the Act to be described in
Registration Statement and the Prospectus andd#ezkhibits to the Registration Statement othem those described in the Registration
Statement (or required to be filed under the Exgkahct if upon such filing they would be incorpadf in whole or in part, by reference
therein) and the Prospectus and filed as exhibéseto, and the exhibits which have been filedcareect copies of the documents of which
they purport to be copies; (B) the descriptionthim Registration Statement and the Prospectusrandugplement or amendment thereto of
contracts and other documents to which the Commayparty or by which it is bound, including anycdment to which the Company is a
party or by which it is bound, incorporated by refece into the Prospectus and any supplement andnment thereto, are accurate and fairly
represent the information required to be shown dayyrFSB-2; or (C) there is not pending or threatemgainst the Company any action,
arbitration, suit, proceeding, inquiry, investigatj litigation, legal, statutory, regulatory, gowerental or other proceeding (including, without
limitation, those having jurisdiction over enviroantal or similar matters), domestic or foreign, gieg or threatened against, or involving
properties or business of the Company which (x¢dgiired to be disclosed in the Registration Stategrwhich is not so disclosed (and such
proceedings as are summarized in the RegistrataerB8ent are accurately summarized in all respggfsjuestions the validity of the capi
stock of the Company or this Agreement or the Reprative's Warrant Agreement, or of any actioenadr to be taken by the Company
pursuant to or in connection with any of the foriego (D) no statute or regulation or legal or gowaental proceeding required to be
described in the Prospectus is not described asreglj and (E) there is no action, suit or procegdpending or threatened, against or
affecting the Company before any court or arbitratogovernmental body, agency or official (or dasis thereof known to such counsel)
which in any manner draws into question the vafidit enforceability of this Agreement or the Repreative's Warrant Agreement;

vi) the Company has full legal right, power andhauity to enter into each of this Agreement andRiepresentative's Warrant Agreement,

to consummate the transactions provided for theesid each of this Agreement and the Represen&iiVarrant Agreement has been duly
authorized, executed and delivered by the Compaagh of this Agreement and the Representative'safMaAgreement, assuming due
authorization, execution and delivery by each offeety thereto constitutes a legal, valid and ligdigreement of the Company enforceable
against the Company in accordance with its termesefet as such enforceability may be limited by aygle bankruptcy, insolvency,
reorganization, moratorium or other laws of genamdlication relating to or affecting enforcemehtieditors’ rights and the application of
equitable principles in any action, legal or eculigaand except as rights to indemnity or contidrutmay be limited by applicable law), and
none of the Company's execution or delivery of &gseement and the Representative's Warrant Agregrite performance hereunder or
thereunder, its consummation of the transactionsetoplated herein or therein, or the conduct dbitsiness as described in the Registration
Statement, the Prospectus, and any amendmentpgements thereto, conflicts with or will conflieith or results or will result in any
breach or violation of any of the terms or provisi®f, or constitutes or will constitute a defauitler, or result in the creation or impositiol
any lien, charge, claim, encumbrance, pledge, ggdaterest, defect or other restriction or equifyany kind whatsoever upon, any property
or assets (tangible or intangible) of the Compamgpant to the terms of, (A) the articles of inargition or by-laws of the Company; (B) any
license, contract, indenture, mortgage, deed ef,tuoting trust agreement, shareholders agreemets, loan or credit agreement or any ¢
agreement or instrument to which the Company iartypr by which it is or may be bound or to wharhy of its properties or assets (tangible
or intangible) is or may be subject, or any inddhess, or (C) any statute, judgment, decree, ordlerpr regulation applicable to the
Company of any arbitrator, court, regulatory bodwadministrative agency or other governmental agemdody (including, without

limitation, those having jurisdiction over enviroantal or similar matters), domestic or foreign,ihgyurisdiction over the Company or any
of its activities or properties.

vii) no consent, approval, authorization or orded,ao filing with, any court, regulatory body, gonment agency or other body (other than
such as may be required under Blue Sky laws, aghich no opinion need be rendered) is requirecimection with the issuance of the
Securities pursuant to the Prospectus, the issuzfrtbe Representative's Warrants, and the Retistr&tatement, the performance of this
Agreement and the Representative's Warrant Agregmed the transactions contemplated hereby amdlifie

viii) the properties and business of the Compamyfaan in all material respects to the descriptioeréof contained in the Registration
Statement and the Prospectus;

ix) the Company is not in breach of, or in defauitier, any term or provision of any material licensontract, indenture, mortgage,
installment sale agreement, deed of trust, leag@g/trust agreement, shareholders' agreementgrahip agreement, note, loan or credit
agreement or any other material agreement or imgtnt evidencing an obligation for borrowed moneayarmy other material agreement or
instrument to which the Company is a party or byclwlany of the Company may be bound or to whichpitoperty or assets (tangible or
intangible) of any of the Company is subject oeaféd; and the Company is not in violation of ayrt or provision of its Articles of
Incorporation or by-laws or in violation of any fighise, license, permit, judgment, decree, ordatute, rule or regulation;

x) the statements in the Prospectus under "PROSBEGEUMMARY - THE COMPANY," "BUSINESS," "MANAGEMENT, "SELLING
SECURITYHOLDERS," "CERTAIN RELATIONSHIPS AND RELATE TRANSACTIONS," "SECURITY OWNERSHIP OF CERTAIN
BENEFICIAL OWNERS AND MANAGEMENT," "DESCRIPTION OFSECURITIES," and "SHARES ELIGIBLE FOR FUTURE SALE"
have been reviewed by such counsel, and insofdreggefer to statements of law, descriptions afudes, licenses, rules or regulations or
legal conclusions are correct in all material resge

xi) the Securities will be listed on NASDAQ uporethffective date of the Registration statem



xii) the person listed under the caption "Secu@tynership of Certain Beneficial Owners and Managgfia the Prospectus are the
respective "beneficial owners" (as such phrasefimed in Regulation 13d-3 under the Exchange Atthe securities set forth opposite their
respective names thereunder as and to the extefotrttetherein;

Xiii) except as described in the Prospectus, neguercorporation, trust, partnership, associatiootloer entity has the right to include and/or
register any securities of the Company in the Reggien Statement, require the Company to file gegjistration statement or, if filed, to
include any security in such registration statement

Xiv) except as described in the Prospectus, there@claims, payments, issuances, arrangementsderstandings for services in the nature
of a finder's or origination fee with respect te #ale of the Securities hereunder or financiasollimg arrangement or any other
arrangements, agreements, understandings, payorastasiances that may affect the Representativegdensation, as determined by the
NASD;

Xv) assuming due execution by the parties theriteraghan the Company, the Lock-up Agreements liemedegal, valid and binding
obligations of parties thereto, enforceable agdhesiparty and any subsequent holder of the seistibject thereto in accordance with its
terms (except as such enforceability may be limiteépplicable bankruptcy, insolvency, reorgan@atinoratorium or other laws of general
application relating to or affecting enforcementuodditors' rights and the application of equitgtri@ciples in any action, legal or equitable,
and except as rights to indemnity or contributicayrbe limited by applicable law);

xvi) except as described in the Prospectus, thepgaomndoes not (A) maintain, sponsor or contribatarty ERISA Plans, (B) maintain or
contribute, now or at any time previously, to aigedl benefit plan, as defined in Section 3(35) RIEA, and (C) has never completely or
partially withdrawn from a "multi-employer plan;"

xvii) except as set forth in the Prospectus, nieff director of shareholder of the Company, or ‘affiliate” or "associate" (as these terms
are defined in Rule 405 promulgated under the RaiiesRegulations) of any of the foregoing persarsntities has or has had, either directly
or indirectly, (A) an interest in the person orignivhich (x) furnishes or sells services or proguehich are furnished or sold or are proposed
to be furnished or sold by the Company, or (y) pases from or sells or furnishes to the Companygaagls or services, or (B) a beneficial
interest in any contract or agreement to whichGbepany is a party or by which they may be boundffacted. Except as set forth in the
Prospectus under "Management" or "Certain Trarmagfl there are no existing material agreementangements, understandings or
transactions, or proposed agreements, arrangenueatststandings or transactions, between or anf@@ompany, and any officer, director,
or Principal Shareholder of the Company, or aniiaté or associate of any such person or entity.

Such counsel shall state that during the coursts phrticipation in the preparation of the Regitn Statement and the Prospectus and the
amendments thereto, no facts have come to theiattasf such counsel which lead them to believe #iher the Registration Statement or
any amendment thereto, at the time such Registr&iatement or amendment became effective or #lenary Prospectus or Prospectu
amendment or supplement thereto as of the datechf@pinion contained any untrue statement of a&riztfact or omitted to state a material
fact required to be stated therein or necessanyatke the statements therein not misleading (itdoeimderstood that such counsel need ex

no opinion with respect to the financial statememd schedules and other financial and statistigt included in the Preliminary Prospectus,
the Registration Statement or Prospectus).

In rendering such opinion, such counsel may relygéto matters involving the application of lawkey than the laws of the United States
and jurisdictions in which they are admitted, te #xtent such counsel deems proper and to thetesgeaified in such opinion, if at all, upon
an opinion or opinions (in form and substance &attery to Representatives' Counsel) of other ceuasceptable to Representatives'
Counsel, familiar with the applicable laws; (B)tasnatters of fact, to the extent they deem propecertificates and written statements of
responsible officers of the Company and certifisateother written statements of officers of deperits of various jurisdictions having
custody of documents respecting the corporateendstor good standing of the Company, provideddbpies of any such statements or
certificates shall be delivered to Representati@esinsel if requested. The opinion of such coufsgahe Company shall state that the opi
of any such other counsel is in form satisfactorguch counsel and that the Representative andatiegustified in relying thereon.

(e) At the Closing Date, the Representative stalktreceived the favorable opinion of Bartel Engnl& Schroder with respect to the Selling
Securityholders dated the Closing Date, address#tetRepresentatives and in form and substaniséasabry to Representatives' Counse
the effect that:

i) The Selling Securityholders have full right, pemand authority to enter into and to perform l$gations under this Agreement, his Power
of Attorney, Custody Agreement and to sell, tranafed deliver the Securities to be sold by suclif@eSecurityholders under this
Agreement.

i) This Agreement and the Powers of Attorney hbgen duly executed and delivered by or on behali®fSelling Securityholders, and are
the valid and binding obligations of such Sellirec8rityholders, enforceable against such SellinguByholders in accordance with their
respective terms;

iii) The execution, delivery and performance obtAlgreement and the consummation of the transactiontemplated hereby, including the
issuance, sale and delivery of the Securities tedbe by the Selling Securityholders, will not ritsn a breach or violation of, or constitute a
default under, any will, license, contract indeetunortgage, voting trust agreement, shareholdgreement, deed of trust, note, loan or ¢
agreement, or other agreement or instrument tolwsiich Selling Securityholders are a party or bictwsuch Selling Securityholders are



may be bound or to which any of such Selling Seéglwiders's property are or may be subject or adglitedness, statue, judgment, decree,
order, rule or regulation applicable to such Sgli8ecurityholders of any arbitrator, court, regaptbody or administrative agency or other
governmental agency or body (including, withoutitation, those having jurisdiction over environmardr similar matters), domestic or
foreign having jurisdiction over such Selling Setydnmolders or any of their activities or properties

iv) To the best of such counsel's knowledge, nsent) approval, authorization, order, registratfimg, qualification, license or permit of or
with any court or any public, governmental or regaty agency or body having jurisdiction over s@eling Securityholders, or any of their
respective properties or assets is required foexleeution, delivery and performance of this Agreatnthe consummation of the transactions
contemplated hereby, including the issuance, saledalivery of the Securities to be sold by suclir@eSecurityholders, except the
registration under the Act of the Shareholder S&gearand such consents, approvals, authorizatanders, registrations, filings,
qualifications, licenses and permits as may beirequnder state securities or Blue Sky laws innemtion with the purchase and distribution
of the Shareholder Securities to be sold by the&emtatives; and

v) Upon delivery of the Securities set forth on &lle B hereto to be sold by such Selling Secuwltydrs, and the receipt of payment
therefor pursuant hereto, good, valid and markettithe to such Securities and, free and clealldieas, charges, encumbrances, equities,
claims, pledges, security interests, restrictishgreholders' agreements, voting trusts, commpnitgerty rights, or defects in title
whatsoever will pass to the Representatives.

(f) At each Option Closing Date, if any, the Regmstives shall have received the favorable opiofdBartel Eng Linn & Schroder, counsel
to the Company, dated the Option Closing Date, estdrd to the Representatives and in form and swdessatisfactory to Representatives'
Counsel confirming as of such Option Closing Datedtatements made by Bartel Eng Linn & Schrodehé opinion delivered on the
Closing Date with respect to the Option Securities.

(9) On or prior to each of the Closing Date and@pion Closing Date, if any, Representatives' Gelishall have been furnished such
documents, certificates and opinions as they magamably require for the purpose of enabling thenetiew or pass upon the matters
referred to in subsection (c) of this Section 6incorder to evidence the accuracy, completenesat@faction of any of the representations,
warranties or conditions of the Company, or heosintained.

(h) Prior to each of the Closing and each Optioos{lg Date, if any (1) there shall been no advehsege or development involving a
prospective change in the condition, financial treowise, prospects, shareholder's equity withbtigness activities of the Company,
whether or not in the ordinary course of busingssn the latest dates as of which such conditicseisforth in the Registration Statement and
Prospectus; (2) there shall have been no transactad in the ordinary course of business, entaredby the Company, from the latest dati

of which the financial condition of the Companysé&t forth in the Registration Statement and Prdspeghich is adverse to the Company; (3)
the Company shall not be in default under any siowi of any instrument relating to any outstandimebtedness; (4) the Company shall not
have issued any securities (other than Securitidslze Representatives Warrants) or declared drgai dividend or made any distributior
respect of its capital stock of any class and thasenot been any change in the capital stockamgdnin the debt (long or short term) or
liabilities or obligations of the Company (contimy®r otherwise); (5) no material amount of theetssf the Company shall have been
pledged or mortgaged, except as set forth in thggsRation Statement and Prospectus; (6) no acsiaih por proceeding, at law or in equity,
shall have been pending or threatened (or circurstagiving rise to same) against the Companyfectitig any of its properties or business
before or by any court or federal, state or foreigmmission, board or other administrative agenbgn&in an unfavorable decision, ruling or
finding may materially adversely affect the bussesperations, prospects or financial conditiomoome of the Company, except as set f

in the Registration Statement and Prospectus; @nio(stop order shall have been issued under thad no proceedings therefor shall h
been initiated, threatened or contemplated by tra@ission.

(i) At each of the Closing Date and each Options@ig Date, if any, the Representatives shall hageived a certificate of the Company
signed by the principal executive officer and by thief financial or chief accounting officer oktRompany, dated the Closing Date or
Option Closing Date, as the case may be, to tleeEtifiat each of such persons has carefully exahtireRegistration Statement, the
Prospectus and this Agreement, and that:

i) The representations and warranties of the Compathis Agreement are true and correct in allenat respects, as if made on and as o
Closing Date or the Option Closing Date, as the ¢aay be, and the Company has complied with alexgents and covenants and satisfied
all conditions contained in this Agreement on #stfio be performed or satisfied at or prior tols@tosing Date or Option Closing Date, as
the case may be;

ii) No stop order suspending the effectiveneshefRegistration Statement or any part thereof bas issued, and no proceedings for that
purpose have been instituted or are pending dhetdest of each of such person's knowledge, @fteinquiry are contemplated or threatened
under the Act;

iii) Each Preliminary Prospectus, the Registratitatement and the Prospectus and, if any, eachdmmesrt and each supplement thereto,
contain all statements and information requirededncluded therein; and

iv) Subsequent to the respective dates as of whfohmation is given in the Registration Statenmamd the Prospectus,

(a) the Company has not incurred up to and inctlie Closing Date or the Option Closing Date hasdase may be, other than in the
ordinary course of its business, any material liéds or obligations, direct or contingent; (bet€ompany has not paid or declared any
dividends or other distributions on its capitalchtc



(c) the Company has not entered into any transatiot in the ordinary course of business; (d)ales not been any change in the capital
stock or long-term debt or any increase in thetstesm borrowings (other than any increase in tiertsterm borrowings in the ordinary
course of business) of the Company; (e) the Compasynot sustained any material loss or damagds psaperty or assets, whether or not
insured; (f) there is no litigation which is pengliar threatened (or circumstances giving rise ejaagainst the Company or any affiliated
party of the foregoing which is required to befseth in an amended or supplemented Prospectushwiais not been set forth; and (g) there
has occurred no event required to be set fortimiaraended or supplemented Prospectus, which hd®aotset forth.

References to the Registration Statement and thepPBctus in this subsection (i) are to such doctsresiamended and supplemented at the
date of such certificate.

(j) At the Closing Date, if any, the Representathall have received a certificate of an AttorneyFact for the Selling Securityholders, dated
as of such date, to the effect that (i) the repriegmns and warranties of such Selling Securityérd, contained herein are true and correct
with the same force and effect as though expresslye at and as of such Closing Date, (ii) suchrige8ecurityholders have reviewed the
Prospectus, and any supplements thereto, andfdreniation relating to such Selling Securityholdersl such Selling Securityholders's shi

of Common Stock and other securities of the Compmamyed by such Selling Securityholders that idath in the Prospectus, and any
supplements thereto, does not contain any untatersent of a material fact or omit to state anyemal fact necessary to make such
information not misleading, and all of the informoat furnished by or on behalf of such Selling Séghplders for use in the Prospectus is
true, correct and complete in all respects.

(k) The Representative shall have the obligatiosatisfy the requirements set forth by the ruled mgulations of the NASD as to the amount
of compensation allowable or payable by the Reptesge and, accordingly, by the Closing Date, Representatives will have received
clearance from the NASD as to the amount of comga@ms allowable or payable to the Representati@ssiescribed in the Registration
Statement.

() At the time this Agreement is executed, the iRepntatives shall have received a letter, datel date, addressed to the Representatives ir
form and substance satisfactory (including the material nature of the changes or decreases jfrefgrred to in clause (iii) below) in all
respects to the Representatives and Represent&livessel, from :

i) confirming that they are independent certifiatblic accountants with respect to the Company withe meaning of the Act and the
applicable Rules and Regulations;

i) stating that it is their opinion that the findal statements and supporting schedules of thep@agnincluded in the Registration Statement
comply as to form in all material respects with #pplicable accounting requirements of the Act #redRules and Regulations thereunder
that the Representative may rely upon the opinfddein + Associates, LLP, with respect to the fioiahstatements and supporting schedules
included in the Registration Statement;

i) stating that, on the basis of a limited reviewich included a reading of the latest availablaudited interim financial statements of the
Company (with an indication of the date of the $atvailable unaudited interim financial statemgrgseading of the latest available minutes
of the shareholders and board of directors angdheus committees of the boards of directors ef@@mpany, consultations with officers
and other employees of the Company responsiblgnfancial and accounting matters and other spetgi@cedures and inquiries, nothing
come to its attention which would lead it to beédhat (A) the unaudited financial statements ammbsrting schedules of the Company
included in the Registration Statement do not cgmaglto form in all material respects with the &glle accounting requirements of the Act
and the Rules and Regulations or are not fairlggmeed in conformity with generally accepted actiogrprinciples applied on a basis
substantially consistent with that of the auditedficial statements of the Company included inRbgistration Statement, or (B) at a
specified date not more than five days prior todfiective date of the Registration Statement,alers been any change in the capital stor
long-term debt of the Company, or any decreaskdrshareholder's equity or net assets of the Coyrgrmnompared with amounts shown in
the June 30, 1996 balance sheet included in thesiRaipn Statement, other than as set forth icomtemplated by the Registration Staten
or, if there was any change or decrease, settitly fioe amount of such change or decrease; andui@)g the period from June 30, 1996, to a
specified date not more than five

(5) days prior to the effective date of the Regisbn Statement, there was any decrease in natuesgenet earnings or increase in net
earnings per common share of the Company, as ceahpéth the corresponding period beginning Junel996, other than as set forth in or
contemplated by the Registration Statement, dhgeife was any such decrease, setting forth the minodsuch decrease; setting forth, at a
date not later than five (5) days prior to the ddtthe Registration Statement, the amount of liizds of the Company (including a break-
down of commercial paper and notes payable to Banks

iv) stating that they have compared specific dadiaounts, numbers of shares, percentages of rev@amaeearnings, statements and other
financial information pertaining to the Company feth in the Prospectus in each case to the extehsuch amounts, numbers, percentages
statements and information may be derived fromgtiveeral accounting records, including work shesdtthe Company and excluding any
guestions requiring an interpretation by legal calnwith the results obtained from the applicattbspecified readings, inquiries and other
appropriate procedures (which procedures do ndttitate an examination in accordance with genematlyepted auditing standards) set forth
in the letter and found them to be in agreement;

V) stating that they have not during the immedjafgkceding five-year period brought to the atmmbf any of the Company's management
any "weakness," as defined in Statement of AudiBtandard No. 60 "Communication of Internal Con8blucture Related Matters Noted in
an Audit," in any of the Company's internal corgr



vi) statements as to such other matters incidetite¢dransaction contemplated hereby as the Repisgs® may reasonably request.

(m) At Closing Date and each Option Closing Ddtanly, the Representatives shall have received Bantel Eng Linn & Schroder, a letter,
dated as of the Closing Date or the Option CloSiatg, as the case may be, to the effect that #edffinm those statements made in the letter
furnished pursuant to SUBSECTION (]) of this Seatiexcept that the specified date referred to sfealh date not more than five days pric
Closing Date or the Option Closing Date, as the ¢aay be, and, if the Company has elected to relRue 430A of the Rules and
Regulations, to the further effect that they haaied out procedures as specified in subsectjoof this Section with respect to certain
amounts, percentages and financial informatiorpasified by the Representative and deemed to laetaopthe Registration Statement
pursuant to Rule 430A(b) and have found such ansppercentages and financial information to begire@ment with the records specified in
such subsection ().

(n) On each of Closing Date and Option Closing Difiteny, there shall have been duly tendered éodRbpresentative for the several
Representatives' accounts the appropriate numtgeafrities.

(o) No order suspending the sale of the Secuiitiegy jurisdiction, which in the judgment of thefiResentative is material to Closing of the
transaction, designated by the Representative pot$a subsection (e) of Section 4 hereof shalehaeen issued on either the Closing Da
the Option Closing Date, if any, and no proceediiogshat purpose shall have been instituted oll fleacontemplated.

(p) On or before the Closing Date, the Companyl $teale executed and delivered to the Representdtjwbe Representative's Warrant
Agreement substantially in the form filed as Exhibi __ to the Registration Statement in final f@nd substance satisfactory to the
Representative, and (ii) the Representative's Witgiia such denominations and to such designesisadishave been provided to the
Company.

(q) Upon the effective date of the Registrationt@teent, the Securities shall have been duly apprésequotation on NASDAQ, subject to
official notice of issuance.

(r) On or before Closing Date, there shall havenlddivered to the Representative all of the LopkAgreements, in form and substance
reasonably satisfactory to Representatives' Counsel

(s) On or before the Closing Date, the Companyl $laale executed and delivered to the Representtites€onsulting Agreement
substantially in the form filed as Exhibit .

If any condition to the Representatives' obligadiblereunder to be fulfilled prior to or at the @hgsDate or the relevant Option Closing Date,
as the case may be, is not so fulfilled, the Regriedive may terminate this Agreement or, if th@fReentative so elects, it may waive any
such conditions which have not been fulfilled oteexd the time for their fulfillment.

8. INDEMNIFICATION.

(a) The Company and the Selling Securityholdenrgsdly but not jointly agrees to indemnify and ¢hblarmless each of the Representatives
(for purposes of this Section 8 "Representativelllshclude the officers, directors, partners, eoyples, agents and counsel of the
Representative, including specifically each persbo may be substituted for an Representative agded in Section 12 hereof), and each
person, if any, who controls the Representativer{tiolling person™) within the meaning of Sectidhdf the Act or Section 20(a) of the
Exchange Act, from and against any and all losdasns, damages, expenses or liabilities, joirdeveral (and actions in respect thereof),
whatsoever (including but not limited to any anideapenses whatsoever reasonably incurred in ilgastg, preparing or defending against
any litigation, commenced or threatened, or aniyrclahatsoever), as such are incurred, to whictRbpresentative or such controlling pel
may become subject under the Act, the ExchangeAahy other statute or at common law or otheneisender the laws of foreign
countries, arising out of or based upon any ungtatement or alleged untrue statement of a mafagatontained (i) in any Preliminary
Prospectus, the Registration Statement or the Bctisp (as from time to time amended and supplegn(id in any post-effective
amendment or amendments or any new registratio@nséat and prospectus in which is included seeusritif the Company issued or issuable
upon exercise of the Securities; or (iii) in anypkgation or other document or written communicat{ this

Section 8 collectively called "application") exeetditby the Company or based upon written informdhimnished by the Company in any
jurisdiction in order to qualify the Securities wndhe securities laws thereof or filed with then@nission, any state securities commissio
agency, NASDAQ or any other securities exchangéh®@omission or alleged omission therefrom of @emial fact required to be stated
therein or necessary to make the statements theogimisleading (in the case of the Prospectutharlight of the circumstances under which
they were made), unless such statement or omissasrmade in reliance upon and in conformity witlitten information furnished to the
Company with respect to any Representative by dyatralf of such Representative expressly for usminPreliminary Prospectus, the
Registration Statement or Prospectus, or any amentithereof or supplement thereto, or in any appba, as the case may be.

The indemnity agreement in this subsection (a)l $teain addition to any liability which the Compaaythe Selling Securityholders may h
at common law or otherwise.

(b) Each of the Representatives agree severaltypdtjointly, to indemnify and hold harmless ther@pany, each of its directors, proposed
directors, each of its officers who has signedRkgistration Statement, counsel for the CompargySeiling Securityholders, and each other
person, if any, who controls the Company within tineaning of the Act, to the same extent as thegfing indemnity from the Company a



the Selling Securityholders to the Representatiugnly with respect to statements or omissidreny, made in any Preliminary Prospec
the Registration Statement or Prospectus or anyydment thereof or supplement thereto or in anyiegjibn made in reliance upon, and in
strict conformity with, written information furnigid to the Company with respect to any Preliminanspectus, the Registration Statement or
Prospectus or any amendment thereof or supplerergto or in any such application, provided thahsaritten information or omissions

only pertain to disclosures in the Preliminary Pexgus, the Registration Statement or Prospectastlji relating to the transactions effected
by the Representatives in connection with this @ife The Company acknowledges that the statenvathisrespect to the public offering of
the Securities set forth under the heading "Undéngt' and the stabilization legend in the Prospsdiave been furnished by the
Representatives expressly for use therein anditutesthe only information furnished in writing oy on behalf of the Representatives for
inclusion in the Prospectus.

(c) Promptly after receipt by an indemnified paurtyder this

Section 8 of notice of the commencement of anyactuit or proceeding, such indemnified party Islifeh claim in respect thereof is to be
made against one or more indemnifying parties utfderSection 8, notify each party against whoneindification is to be sought in writing
of the commencement thereof (but the failure soatify an indemnifying party shall not relieve ibfn any liability which it may have under
this

Section 8 except to the extent that it has begugiced in any material respect by such failurérom any liability which it may have
otherwise). In case any such action is broughtresgainy indemnified party, and it notifies an ineéfying party or parties of the
commencement thereof, the indemnifying party otipawill be entitled to participate therein, andhe extent it may elect by written notice
delivered to the indemnified party promptly afteceiving the aforesaid notice from such indemnifiady, to assume the defense thereof
with counsel reasonably satisfactory to such indéethparty. Notwithstanding the foregoing, the @manified party or parties shall have the
right to employ its or their own counsel in anylswase but the fees and expenses of such courdiebstat the expense of such indemnified
party or parties unless (i) the employment of stminsel shall have been authorized in writing leyittdemnifying parties in connection with
the defense of such action at the expense of teminifying party, (ii) the indemnifying parties dh@ot have employed counsel reasonably
satisfactory to such indemnified party to have ghaof the defense of such action within a reas@n@ile after notice of commencement of
the action, or (iii) such indemnified party or pestshall have reasonably concluded, based upopiaion of counsel, that there may be
defenses available to it or them which are diffefesm or additional to those available to one lbofthe indemnifying parties (in which case
the indemnifying parties shall not have the rightlirect the defense of such action on behalf efitidemnified party or parties), in any of
which events such fees and expenses of one adalitonnsel shall be borne by the indemnifying partin no event shall the indemnifying
parties be liable for fees and expenses of moire dha counsel, in addition to any local counsqlasate from their own counsel for all
indemnified parties in connection with any one@ttdr separate but similar or related actions énsime jurisdiction arising out of the same
general allegations or circumstances. Anythindnia Section 7 to the contrary notwithstanding,rademnifying party shall not be liable for
any settlement effected without its written consendvided, however, that such consent was notasoreably withheld.

(d) In order to provide for just and equitable eidmition in any case in which (i) an indemnified{yamakes claim for indemnification
pursuant to this Section 8, but it is judiciallytelenined (by the entry of a final judgment or decby a court of competent jurisdiction and the
expiration of time to appeal or the denial of thstlright of appeal) that such indemnification maybe enforced in such case,
notwithstanding the fact that the express provisiofthis Section 8 provides for indemnificatiorsimch case or (ii) contribution under the
may be required on the part of any indemnifiedypdhten each indemnifying party shall contributéhte amount paid as a result of such
losses, claims, damages, expenses or liabilitieagiions in respect thereof) (A) in such propartis is appropriate to reflect the relative
benefits received by each of the contributing parton the one hand, and the party to be inderdrofiethe other hand, from the offering of
the Securities or (B) if the allocation provideddisuse (A) above is not permitted by applicable, lim such proportion as is appropriate to
reflect not only the relative benefits referredri@lause (i) above but also the relative fauleath of the contributing parties, on the one h
and the party to be indemnified on the other hantbnnection with the statements or omissionsremtlted in such losses, claims, damages,
expenses or liabilities, as well as any other @equitable considerations. In any case where efihe Company or the Selling
Securityholders are contributing parties and thprBsentatives are the indemnified party, the reddbienefits received by the Company or
Selling Securityholders on the one hand, and theédentatives, on the other, shall be deemed ito thee same proportion as the total net
proceeds from the offering of the Securities (befdeducting expenses) bear to the total undergrdiscounts received by the
Representatives hereunder, in each case as geirfahie table on the Cover Page of the ProspeRigtive fault shall be determined by
reference to, among other things, whether the erdrwalleged untrue statement of a material fatth@womission or alleged omission to sta
material fact relates to information supplied bg @ompany, the Selling Securityholders, or by tepri@sentatives, and the parties' relative
intent, knowledge, access to information and opity to correct or prevent such untrue statemewohassion. The amount paid or payable
by an indemnified party as a result of the lossksims, damages, expenses or liabilities (or astinnmespect thereof) referred to above in this
subdivision (d) shall be deemed to include anyllegather expenses reasonably incurred by sucnimdfied party in connection with
investigating or defending any such action or cladiftatwithstanding the provisions of this subdivisi@), the Representatives shall not be
required to contribute any amount in excess olitgerwriting discount applicable to the Securipeschased by the Representatives
hereunder. No person guilty of fraudulent misrepnéstion (within the meaning of

Section 11(f) of the Act) shall be entitled to aimiition from any person who was not guilty of sdicdudulent misrepresentation. For
purposes of this Section 8, each person, if any, @dntrols the Company within the meaning of the¢, Aach officer of the Company who t
signed the Registration Statement, and each dire€the Company shall have the same rights tordmrtton as the Company, subject in e
case to this subparagraph (d). Any party entitbedontribution will, promptly after receipt of noé of commencement of any action, suit or
proceeding against such party in respect to whiclaian for contribution may be made against anoffaety or parties under this subparagi
(d), notify such party or parties from whom contitibn may be sought, but the omission so to natifgh party or parties shall not relieve the
party or parties from whom contribution may be daufgom any obligation it or they may have hereunaleotherwise than under this
subparagraph (d), except to the extent that suxtl paparties were adversely affected by such simis The contribution agreement set forth
above shall be in addition to any liabilities whighy indemnifying party may have at common law thieowise.

9. REPRESENTATIONS AND AGREEMENTS TO SURVIVE DELNR . All representations, warranties and agreememrsained in thi



Agreement or contained in certificates of officefshe Company submitted pursuant hereto, shalldeamed to be representations, warranties
and agreements at the Closing Date and the Optmsing Date, as the case may be, and such repagisaist warranties and agreements of
the Company and the indemnity agreements contamgdction 7 hereof, shall remain operative aniiiforce and effect regardless of any
investigation made by or on behalf of any Represter, the Company, Selling Securityholders, amytiadling person of any Representative
or the Company, and shall survive termination & fkgreement or the issuance and delivery of thmifies to the Representatives and the
Representative, as the case may be.

10. EFFECTIVE DATE. This Agreement shall becomeetfre at 10:00

a.m., Florida time, on the next full business daiofving the date hereof, or at such earlier tirfterahe Registration Statement becomes
effective as the Representative, in its discretatmall release the Securities for the sale to thmiqy provided, however, that the provisions of
Sections 6, 8 and 11 of this Agreement shall airalts be effective. For purposes of this Sectidnttie Securities to be purchased hereunder
shall be deemed to have been so released upoarifer ef dispatch by the Representative of telewrdo securities dealers releasing such
shares for offering or the release by the Reprasigatfor publication of the first newspaper adigainent which is subsequently published
relating to the Securities.

11. TERMINATION.

(a) Subject to subsection (b) of this Section hé&,Representative shall have the right to termitraseAgreement, (i) if any domestic or
international event or act or occurrence has diedjor in the Representative's opinion will in tmenediate future disrupt the financial
markets, AND SUCH EVENTS HAVE A MATERIAL AND ADVERE IMPACT ON THE MARKET FOR THE SECURITIES; or (igny
material adverse change in the financial marked#l Blave occurred; or (iii) if trading on the Nevoik Stock Exchange, the American Stock
Exchange, or the over-the-counter market shall lhe@em suspended, or minimum or maximum priceséaling shall have been fixed, or
maximum ranges for prices for securities shall Haeen required on the over-the-counter market 8Y\NVASD or by order of the Commission
or any other government authority having jurisdiatior (iv) if the United States shall have becanwelved in a war or major hostilities, or if
there shall have been an escalation in an existargor major hostilities or a national emergencglishave been declared in the United Ste
or (v) if a banking moratorium has been declared Isyate or federal authority; or (VI) if the Comgahall have sustained a loss material or
substantial to the Company by fire, flood, accidéntricane, earthquake, theft, sabotage or othlantdty or malicious act which, whether or
not such loss shall have been insured, will, inRke@resentative's opinion, make it inadvisablerte@ed with the delivery of the Securities
(V) if there shall have been such a material ageehange in the conditions or prospects of thagamy as in the Representative's judgn
would make it inadvisable to proceed with the dffgr sale and/or delivery of the Securities; orl(MIF THERE SHALL HAVE BEEN A
material adverse change in the general marketjgadlor economic conditions, in the United Stateglsewhere, THAT HAVE A

MATERIAL AND ADVERSE IMPACT ON THE SECURITIES MARKHE GENERALLY

(b) If this Agreement is terminated by the Repréastre in accordance with the provisions of Sectidfa), the Company shall promptly
reimburse and indemnify the Representative foofalis actual and reasonable outpafeket expenses, including the fees and disburstsmé
counsel for the Representatives (less amountsqarslyi paid pursuant to

Section 6(c) above). Notwithstanding any contraxwision contained in this Agreement, if this Agmeent shall not be carried out within the
time specified herein, or any extension thereohtgd to the Representative, by reason of any faiburthe part of the Company to perform
any undertaking or satisfy any condition of thisrégment by it to be performed or satisfied (inahggiwithout limitation, pursuant to Section
7 or Section 13) then, the Company shall prommisnburse and indemnify the Representative forfatlscactual out-of-pocket expenses,
including the fees and disbursements of counsehfoRepresentatives (less amounts previouslypaisliant to Section 6(d) above). In
addition, the Company shall remain liable for athsonable Blue Sky counsel fees and expenses aadSRY filing fees. Notwithstanding a
contrary provision contained in this Agreement, atection hereunder or any termination of this Agnent (including, without limitation,
pursuant to Sections 7, 11, 12 and 13 hereof)wdrather or not this Agreement is otherwise cardet] the provisions of Section 6 and
Section 8 shall not be in any way affected by sleltion or termination or failure to carry out tieems of this Agreement or any part hereof.

12. SUBSTITUTION OF THE REPRESENTATIVES. If onempore of the Representatives shall fail (otherwigmtfor a reason sufficient
justify the termination of this Agreement under grevisions of Section 6, Section 10 or Sectiorh&&of) to purchase the Securities whic
or they are obligated to purchase on such dateruhizeAgreement (the "Defaulted Securities"), Bepresentative shall have the right, wil
24 hours thereafter, to make arrangement for omease of the non-defaulting Representatives, orahgr underwriters, to purchase all, but
not less than all, of the Defaulted Securitiesualrsamounts as may be agreed upon and upon the bemein set forth; if, however, the
Representative shall not have completed such araegt within such 24-hour period, then:

(a) if the number of Defaulted Securities doesenaeed 10% of the total number of Securities tpurehased on such date, the non-
defaulting Representatives shall be obligated tolpse the full amount thereof in the proportidreg their respective underwriting
obligations hereunder bear to the underwritinggailons of all non-defaulting Representatives, or

(b) if the number of Defaulted Securities excee@® Df the total number of Securities, this Agreetrsdrall terminate without liability on the
part of any non-defaulting Representatives, oiGbmpany.

No action taken pursuant to this Section shalexgliany defaulting Representative from liability@spect of any default by su
Representative under this Agreement.

In the event of any such default which does natltés a termination of this Agreement, the Repréative shall have the right to postpone
the Closing Date for a period not exceeding seways ¢h order to effect any required changes irRégistration Statement or Prospectus ¢



any other documents or arrangements.

13. DEFAULT BY THE COMPANY AND/ OR SELLING SECURITMOLDERS. If the Company or Selling Securityholdfis at the
Closing Date or the Company shall fail at any Optzlosing Date, to sell and deliver the number@fiBities which it or they are obligatec
sell hereunder on such date, then this Agreemetittsihminate (or, if such default shall occur wispect to any Option Securities to be
purchased on an Option Closing Date, the Repretbezganay at the Representative's option, by ndtiom the Representative to the
Company, terminate the Representatives' obligatiggurchase Option Securities from the Companyuah slate) without any liability on the
part of any non-defaulting party other than pursuan

Section 5, Section 7 and Section 10 hereof. N@adtken pursuant to this Section shall relieveGbmpany or Selling Securityholders from
liability, if any, in respect of such default.

14. NOTICES. All notices and communications hereundxcept as herein otherwise specifically prodjddall be in writing and shall be
deemed to have been duly given if mailed or tratteghby any standard form of telecommunication.idést to the Representatives shall be
directed to the Representative at Werbel-Roth Expjitnc., 150 East Palmetto Park Road, Suite B86a Raton, Florida 33432, Attention:
Howard Roth, with a copy to Atlas, Pearlman, TroB&rkson, P.A., New River Center, Suite 1900, 2@8tEas Olas Boulevard, Fort
Lauderdale, Florida 33301, Attention: Joel D. Mapdm, Esq. Notices to the Company shall be diretttd¢kde Company at c/o Sierra
Resources Corporation, 629 J. Street, SacrameAt®5814 Attention: Mr. Edward Lammerding, 41920 Sty Street, Fremont, CA 94538-
3158 with a copy to Bartel Eng Linn & Schroder, 30@pitol Mall, Suite 1100, Sacramento, CA 95814¢eAtion:

Daniel B. Eng , Esq.

15. PARTIES. This Agreement shall inure solelyhte benefit of and shall be binding upon, the Reprigives, the Company, Selling
Securityholders and the controlling persons, diecand officers referred to in Section 7 herenf| their respective successors, legal
representatives and assigns, and no other peradirhakie or be construed to have any legal or aflgtright, remedy or claim under or in
respect of or by virtue of this Agreement or angvgions herein contained. No purchaser of Seesrftiom any Representative shall be
deemed to be a successor by reason merely of suchgse.

16. CONSTRUCTION. This Agreement shall be goverog@nd construed and enforced in accordance watheths of the State of Florida
without giving effect to the choice of law or cadnflof laws principles. The parties hereto agres #ny action, proceeding or claim against it
arising out of or in any way related to this Agresrnshall be brought and enforced in the courth@fState of Florida or the United States of
America for the Southern District of Florida angkirocably submit to such exclusive jurisdictiond drereby irrevocably waive any objection
to such exclusive jurisdiction or inconvenient fioru

17. COUNTERPARTS. This Agreement may be executehinnumber of counterparts, each of which shatldemed to be an original, and
all of which taken together shall be deemed torxeand the same instrument.

18. ENTIRE AGREEMENT; AMENDMENTS. This Agreementdithe Representative's Warrant Agreement constitgtentire agreement
of the parties hereto and supersede all priorevritir oral agreements, understandings and neguoisatvith respect to the subject matter
hereof. This Agreement may not be amended exceptiriting, signed by the Representative and the@my.

If the foregoing correctly sets forth the undersiag between the Representatives and the Comp#gseso indicate in the space provided
below for that purpose, whereupon this letter sbatistitute a binding agreement among us.

Very truly yours,

DIGITAL POWER CORPORATION

BY:
Mr. Edward La mmerding,
Chairman of t he Board

Confirmed and accepted as of
the date first above written. By:
for Selling S ecurityholders

WERBEL-ROTH SECURITIES, INC.

For itself and as Representative
of the several Representatives named
in Schedule A hereto.

By:
Howard Roth, Presidel




SCHEDULE A

Number of Shares
NAMES OF REPRESENTATIVES TO BE PURCHASED

Werbel-Roth Securities Corp. 1,000,000
Total 1,000,000

Number of Warrants
TO BE PURCHASED

500,000
500,000



SCHEDULE B



AMENDED AND RESTATED ARTICLES OF INCORPORATION
OF
DIGITAL POWER CORPORATION
Claude Adkins and Robert Smith certify that:
1. They are the President and Secretary, respigtofeDigital Power Corporation, a California comation.
2. The Articles of Incorporation of this corporatiare amended and restated to read as follows:
l.
The name of this corporation is Digital Power Cagtion.
Il.

The purpose of this corporation is to engage inlamjul act or activity for which a corporation mhg organized under the General
Corporation Law of California other than the bamkbusiness, the trust company business or theigeaufta profession permitted to be
incorporated by the California Corporation Code.

(A) () This corporation is authorized to issue telasses of shares to be designated respectivefgriRed Stock ("Preferred”) and Common
Stock ("Common"). The total number of shares ofétred this corporation shall have authority taiss 1,000,000 and the total number of
shares of Common the corporation shall have adshtarissue is 5,000,000.

The corporation shall from time to time in accorclamwith the laws of the State of California increeéise authorized amount of its Common if
at any time the number of Common shares remaimiigsued and available for issuance shall not bicirit to permit conversion of the
Preferred.

(I The Preferred authorized by these Article$rmforporation shall be issued in one or more sefibs first series of Preferred shall be
designated Series A Preferred Stock (the "SeriPseferred") and shall consist of Five Hundred Tlamals(500,000) shares with the rights,
preferences, privileges and restrictions set firiharagraph (B) below. The Board of Directorsutharized to fix the number of shares of
other series, and to determine the designatiomy&ach series. The Board of Directors is also@igbd to determine or alter the rights,
preferences, privileges and restrictions granteat imposed upon any such series of Preferred,\sitioin the limitations and restrictions
stated in any resolution or resolutions of the Bla&ErDirectors originally fixing the number of slearconstituting any such series, to increase
or decrease (but not below the number of shareadf series then outstanding) the number of sliai@@sy such series subsequent to the i

of shares of that series.

(B) The relative rights, preferences, privileged asstrictions granted to or imposed upon the r@8meclasses and series of the shares of
capital stock or the holders thereof are as follows

SECTION 1. GENERAL DEFINITIONS. For purposes ofgHirticle the following definitions shall apply:
A. 'JUNIOR SHARES' shall mean all Common and amebtshares of this corporation other than the Pexde

B. 'SUBSIDIARY" shall mean any corporation at |e88%, of whose outstanding voting shares shaliatitne be owned by the corporation
and/or one or more of such subsidiaries.

SECTION 2. DIVIDEND RIGHTS OF PREFERRED. The hoklef the Series A Preferred shall be entitled teiree, out of any funds

legally available therefor, cash dividends on eaatstanding share of Series A Preferred, payahpeaference and priority to any payment of
any dividend on Junior Shares at the rate of TwéntyCents ($.22) per Share (as appropriately &eljufor any stock dividends, stock splits
recapitalization, consolidation or the like, wittspect to such shares) per annum out of any fegadly available therefor. Such dividends
shall be payable only when and as declared by tieedBof Directors. The right to such dividends loa &eries A Preferred shall be
cumulative, whether or not declared.

In the event that the corporation shall have ded@nd unpaid dividends outstanding immediatelyrid, and in the event of, a conversiol
Preferred (as provided in Section 5 hereof, thea@tion shall pay in cash to the holder(s) of$leeies A Preferred subject to such
conversion the full amount of any such divider



SECTION 3. LIQUIDATION PREFERENCE.

(A) In the event of any liquidation, dissolutionwinding up of the corporation, either voluntaryimvoluntary, the holders of the Preferred
shall be entitled to receive, prior and in prefeeeto any distribution of any of the assets or lsisrfunds of the corporation to the holders of
the Junior Shares by reason of their ownershigtifethe amount of (One Dollar and Eighty Cents&8) per share for each share of Seri
Preferred (as appropriately adjusted for any sthieklends, stock splits, recapitalization consdiiola or the like with respect to such shares)
then held by them, and, in addition an amount etjuall cumulative but unpaid dividends (whethenot declared) on such Series A
Preferred. If, upon the occurrence of such evéetassets and funds thus distributed among thetsotd the Preferred shall be insufficient to
permit the payment of the full preferential amotmsuch holders, then the entire assets and furitie corporation legally available for
distribution shall be distributed ratably among tiwdders of the Preferred in proportion to the eetipe preferential amounts fixed for such
series upon a liquidation, dissolution or windingaf the corporation. After payment has been madbe holders of the Preferred of the full
amounts to which they shall be entitled as afoteghe holders of Junior Shares shall be entite@teive all remaining assets of the
corporation.

(B) For purposes of this Section 3, a merger osobidation of the corporation with or into any atleerporations or sale of all or substanti
all of the assets of the Corporation, shall notrbated as a liquidation, dissolution or winding up

(C) For purposes of this Section 3, if the disttitws or consideration received by the shareholdétise Corporation is other than cash, its
value will be deemed to be its fair market valuele®rmined in good faith by the Board of Directofshe Corporation, and the holders of
Preferred will receive the same type of distribatéy consideration. In the case of publicly tradedurities listed on an exchange, fair market
value shall mean the average last closing sale psaeported by such exchange or by a consolid@eskaction reporting system for the five-
day period immediately preceding the date of sustridution. In the case of publicly traded sedastnot listed on an exchange, fair market
value shall mean the average last closing bid @réceeported by the National Association of SeimgiDealers Automatic Quotation System,
Inc. or such successor or similar organizationttierfive-day period immediately preceding the ddtsuch distribution.

SECTION 4. REDEMPTION.

(A) The corporation may, at any time it may lawyutlo so and at the option of the Board of Directoedeem the Series A Preferred in whole
or in part, by paying in cash for each share todoeemed the price of One Dollar Eighty Cents (§l&r share (as appropriately adjusted for
any stock dividends, stock splits, recapitalizatiortonsolidation of Series A Preferred), togethigh an amount equal to any accrued and
unpaid dividends on Series A Preferred to the fiatel for redemption. Such amount is the "RedenmpBoice.” Any partial redemption shall
be pro-rata among the holders of the Series A Rezfe

(B) At least thirty (30) days prior to the datedikfor any redemption of Preferred (the "Redempibarte”), written notice shall be mailed,
postage prepaid, to each holder of record of Pieddeio be redeemed, at the post office addresshastn on the records of the corporation,
notifying such holder of the election of the comgtawn to redeem such shares, specifying the Redemptate, the applicable Redemption
Price and the date on which such holder's ConueRights (as defined in Section 5) as to such shameinate, and calling upon such holder
to surrender to the corporation, in the manneratrile place designated, the certificate or cediéis representing the shares to be redeemed
(such notice is the "Redemption Notice"). On oeafhe Redemption Date, each holder of Preferrda tcedeemed shall surrender the
certificate or certificates representing such shéwehe corporation, in the manner and at theeplasignated in the Redemption Notice, and
thereupon the Redemption Price of such sharestshalhyable to the order of the person whose n@mpesas on such certificate or
certificates as the owner of such shares, and @actbndered certificate shall be canceled. Fromadtied the Redemption Date, all rights of
the holders of Preferred designated for redemptidthe Redemption Notice as holders of Preferretth@fcorporation shall cease and
terminate with respect to such shares (exceptigi to receive the Redemption Price without inkergon surrender of their certificate or
certificates), and such shares shall not subselyusmtransferred on the books of the corporatioheodeemed to be outstanding for any
purpose whatsoever.

(C) On or prior to the Redemption Date, the corporeshall deposit the Redemption Price of all skaf Preferred designated for redemg

in the Redemption Notice and not yet redeemed aitank or trust company having aggregate capithkarplus in excess of One Hundred
Million Dollars ($100,000,000) as a trust fund the benefit of the respective holders of such shdogether with irrevocable instructions
authority to the bank or trust company to pay tlee&mnption Price for such shares to their respebtiNgers on or after the Redemption Date
upon receipt of notification from the corporatidrat such holder has surrendered his share cetifioahe corporation pursuant to Section 4
(b). Such instructions shall also provide that amds deposited by the corporation hereunder ford¢ldemption of shares which are
subsequently converted into shares of Common (putdo Section 5 no later than the fifth (5th) gagceding the Redemption Date) shall be
returned to the corporation forthwith upon suchwaaeion. The balance of any funds deposited bytigoration pursuant to this Section ¢
remaining unclaimed at the expiration of one (1gnfellowing the Redemption Date shall be returtethe corporation.

SECTION 5. CONVERSION. The holders of Preferredidia/e conversion rights as follows (the "ConvensRights"):

(A) RIGHT TO CONVERT. Each share of Preferred,hat v ption of its holder, at the office of the cagdon or any transfer agent for the
Preferred, at any time after the date of issuafiseich share or on or prior to the fifth (5th) less day prior to the Redemption Date with
respect to such share pursuant to Section 4 abba#,be convertible into such number of fully paiti nonassessable shares of Common as
is determined by dividing $1.80 for each share efi& A Preferred by the Conversion Price in eféedhe time of the conversion. The initial
Conversion Price shall be $1.80 for each shareedéS A Preferred per share of Common. Such int@iversion Price shall be subject to
adjustment as hereinafter provided. In the evenietiffery of a Redemption Notice pursuant to Sectiabove, the Conversion Rights sl



terminate as to the number of shares designataédemption at the close of business on the fth)(day preceding the Redemption Date,
unless default is made in payment of the Redem|Rrire, in which case the Conversion Rights fohssttares shall continue.

(B) AUTOMATIC CONVERSION. Each share of Preferragd@mnatically shall be converted into shares of Camrat its then effective
Conversion Price on the effective date of a firrmodtment underwritten public offering pursuant toedfective registration statement under
the Securities Act of 1933, as amended, providatittie aggregate gross proceeds to the Compar$},@88€,000 or more.

(C) MECHANICS OF CONVERSION. No fractional sharéds<Gmmmon shall be issued upon conversion of Prefein lieu of any fractional
shares to which the holder would otherwise beledtitafter aggregating all shares into which shafdareferred held by such holder could be
converted), the corporation shall pay cash equslith fraction multiplied by the then fair marketue of the Common, as determined by the
Board of Directors. Before any holder of Prefersédll be entitled to convert the same into fullresaof Common, he shall surrender the
certificate or certificates therefor, duly endorsatthe office of the corporation or of any tramsdigent for the Preferred, and shall give wr
notice to the corporation at such office that ezt to convert the same. The corporation shafipas as practicable thereafter, issue and
deliver at such office to such holder of Preferreedertificate or certificates for the number cdusts of Common to which he shall be entitled,
together with a check payable to the holder inaim®unt of any cash amounts payable as the resaltofiversion into fractional shares of
Common. Such conversion shall be deemed to haverhade immediately prior to the close of businesthe date of such surrender of the
shares of Preferred to be converted, or in the abaatomatic conversion, on the effective datéhefoffering or merger or consolidation as
provided in Section 5(b) above, and the persoressgns entitled to receive the shares of Commamids upon such conversion shall be
treated for all purposes as the record holder tatens of such shares of Common on such date.

(D) ADJUSTMENT FOR STOCK SPLITS AND COMBINATIONSE the corporation at any time or from time to tieféects a subdivision
of the outstanding Common, the Conversion Prica theffect immediately before that subdivisionlsha proportionately decreased, and
conversely, if the corporation at any time or frime to time combines the outstanding shares ofi@om the Conversion Price then in eff
immediately before the combination shall be prapoetely increased. Any adjustment under this $acdi(d) shall become effective at the
close of business on the date the subdivision mbaation becomes effective.

(E) ADJUSTMENT FOR CERTAIN DIVIDENDS AND DISTRIBUTDNS. In the event the corporation at any time onfitime to time
makes, or fixes a record date for the determinasfdmlders of Common entitled to receive, a dinid®r other distribution payable in
additional shares of Common, then and in each sueht the Conversion Price then in effect shalléereased as of the time of such issu
or, in the event such a record date is fixed gh@tlose of business on such record date, by piyitig the Conversion Price then in effect by
a fraction (I) the numerator of which is the tataimber of shares of Common issued and outstandintgediately prior to the time of such
issuance on the close business on such recordattet€?) the denominator of which shall be thel tatember of shares of Common issued
outstanding immediately prior to the time of susfuiance on the close of business on such recardplas the number of shares of Common
issuable in payment of such dividend or distribnitiprovided, however, that if such record datexsd and such dividend is not fully paid or
if such distribution is not fully made on the déted therefor, the Conversion Price shall be regotad accordingly as of the close of
business on such record date and thereafter thee@ian Price shall be adjusted pursuant to thitsi@e5(e) as of the time of actual paym

of such dividends or distributions.

(F) ADJUSTMENTS FOR OTHER DIVIDENDS AND DISTRIBUTINS. In the event the corporation at any time omfitone to time

makes, or fixes a record date for the determinaifdmlders of Common entitled to receive, a dinid®r other distribution payable in
securities of the corporation other than shargsashmon, then and in each such event provision bleathade so that the holders of the
Preferred shall receive upon conversion theredgditition to the number of shares of Common retdé&thereupon, the amount of securities
of the corporation which they would have receivad their Preferred been converted into Common eré#te of such event and had they
thereafter, during the period from the date of sexdnt to and including the date of conversiorginetd such securities receivable by them as
aforesaid during such period, subject to all ottdjustments called for during such period, undisr $rection 5(f) with respect to the rights of
the holders of Preferred.

(G) ADJUSTMENTS FOR RECLASSIFICATION, EXCHANGE ANBUBSTITUTION. If the Common issuable upon the cosian of the
Preferred is changed into the same or a differamtber of shares of any class or classes of stde&ther by recapitalization, reclassification
or otherwise (other than a subdivision or comboratf shares or a stock dividend or a reorganimativerger, consolidation or sale of assets,
as provided for elsewhere in this Section 5), tied in such event each holder of Preferred sha# ktze right thereafter to convert such st
into the kind and amount of stock and other selesraind properly receivable upon such reorganiaatexlassification or other change, by
holders of the number of shares of Common into tvBiech shares of Preferred might have been comvientaediately prior to such
reorganization, reclassification or change, alljscioto further adjustment as provided herein.

(H) REORGANIZATION OR SALES OF ASSETS. If at anyni or from time to time there is capital reorgatiaraof the Common (other
than a consolidation, recapitalization, subdivisiommbination, reclassification or exchange of shgrovided for elsewhere in this

Section 5), or the sale of all or substantiallyadiithe corporation’s properties and assets tao#mr person, then, as a part of such
reorganization or sale, provision shall be mad#abthe holders of the Preferred thereafter siebntitled to receive upon conversion of the
Preferred, the number of shares of stock or otheursties or property of the corporation, or of @ugcessor corporation resulting from such
sale, to which holder of Common would have beeitledton such capital reorganization or sale, detble upon conversion. In any such
case, appropriate adjustment shall be made ingplcation of the provisions of this Section 5 witspect to the rights of the holders of the
Preferred after the reorganization or sale to titetbat the provisions of this Section 5 (includadjustment of the Conversion Price then in
effect and number of shares purchasable upon ceinvenof the Preferred) shall be applicable aftat #vent and be as nearly equivalent tc
provisions hereof as may be practicable. This sed{h) shall apply to successive reorganizationssales



(I) CERTIFICATE AS TO ADJUSTMENTS. Upon the occumee of each adjustment or readjustment of the GsiorePrice pursuant to tr
Section 5, the corporation at its expense pronghthll compute such adjustment or readjustmentéordance with the terms hereof and
furnish to each holder of Preferred a certificattisg forth such adjustment or readjustment amavifg in detail the facts upon which such
adjustment or readjustment is based. The corporatiall, upon the written request at any time of laolder of Preferred, furnish or cause to
be furnished to such holder a like certificateisgtforth (1) such adjustments and readjustmeiifstie Conversion Price at the time in effect,
and (I11) the number of shares of Common and thewart) if any, of other property which at the timewld be received upon the conversion
of Preferred.

(J) NOTICES OF RECORD DATE. In the event that tbgporation shall propose at any time:

(I) to, declare any dividend or distribution up&s €Common, whether in cash, property, stock oteeusties, whether or not a regular cash
dividend and whether or not out of earnings or edrsurplus;

(I to offer for subscription pro rata to the hetd of any class or series of its stock any adtilishares of stock of any class or series or
rights.

(1) to effect any reclassification or recapitation of its outstanding Common involving a chaimgthe Common; or
(IV) to merge or consolidate with or into any otlserporation, or sell, lease or convey all or sabsally all of its property or business, or to
liquidate, dissolve or wind up;

then, in connection with each such event, the gatjmn shall send to the holders of the Preferred:

(1) at least ten (10) days' prior written noticela date on which a record shall be taken for sliddend. Distribution or subscription rights
and a description thereof (and specifying the datevhich the holders of Common shall be entitlezteto) or for determining rights to vote
respect of the matters referred to in (lll) and)(@&bove; and

(2) in the case of the matters referred to in @hy (IV) above, at least ten (10) days' priorteritnotice of the date when the same shall take
place (and specifying the date on which the holdéSommon shall be entitled to exchange their Comfior securities or other property
deliverable upon the occurrence of such event).

Each such written notice shall be given by firstssl mail, postage prepaid, addressed to the halfiersferred at the address for each such
holder as shown on the books of the corporation.

SECTION 6. VOTING RIGHTS. Except as otherwise regdiby law, each share of Common issued and odiisigushall have one vote and
each share of Series A Preferred issued and odistashall have the number of votes equal to threbr of whole Common shares into
which the Preferred is convertible, as adjustethftione to time pursuant to Section 5 hereof. TheeSe\ Preferred Stock shall have the ri
to cumulate the votes in the election of directors.

SECTION 7. CONSENT FOR CERTAIN REPURCHASES OF COMNMISGTOCK DEEMED TO DISTRIBUTIONS. Each holder of an
outstanding share of Preferred shall be deemedue bonsented, for purposes of Section 502, 50%a6af the General Corporation Law
distributions made by the corporation in connectigith the repurchase of shares of Common issued eld by employees or consultants
upon termination of their employment or servicesspant to agreements providing for the right oflsapurchase between the corporation
and such persons.

SECTION 8. RESIDUAL RIGHTS. All rights accruing tbe outstanding shares of the corporation not esbyerovided for to the contrary
herein shall be vested in the Comm



\A

The liability of the directors of this corporatiéor monetary damage shall be eliminated to theftilextent permissible under California law.

V.

This corporation is authorized to provide indenwafion of agents (as defined in Section 317 ofQbgporations Code) for breach of duty to
the corporation and its stockholders through bylpresisions or through agreements with the agemtbpth, in excess of the indemnification
otherwise permitted by Section 317 of the CorporatiCode, subject to the limits on such excessmnndeation set forth in section 204 of
the Corporations Code.

3. The foregoing amendment of Articles of Incorpiarahas been duly approved by the Board of Dinecto

4. The foregoing amendment of Articles of Incorgimma has been duly approved by the required vothafeholders in accordance with
Section 902 of the Corporations Code. The total memof outstanding shares of this corporation 3,820 shares of Common Stock. The
number of shares voting in favor of the amendmaudtthe restatement equalled or exceeded the votired. The percentage vote required
was more than fifty percent (50%) of the outstagdihares of Common Stock.

/SI CLAUDE ADKINS
CLAUDE ADKINS, PRESIDENT

/SI ROBERT SMITH
ROBERT SMITH, SECRETARY

The undersigned declares under penalty of perhaithe matters set forth in the foregoing cedifécare true of his own knowledge.
Executed at Fremont, California on 9/29 , 1992.

/SI CLAUDE ADKINS
CLAUDE ADKINS

/SI ROBERT SMITH
ROBERT SMITH



CERTIFICATE OF AMENDMENT
OF
ARTICLES OF INCORPORATION
Robert O. Smith, and Philip G. Swany, certify that:
1. They are the president and secretary, respégctiveDigital Power Corporation, a California comation.
2. The first paragraph of Section (a)(i) of Arti¢leof the Articles of Incorporation of this corpation is amended to read as follows:

"lll: (a) (i) This corporation is authorized to igstwo classes of shares to be designated resplgdveferred Stock, no par value,
("Preferred") and Common Stock, no par value, ("@mm"). The total number of shares of Preferred¢biporation shall have authority to
issue is 2,000,000 and the total number of shdr€ommon the corporation shall have authority smésis 10,000,000."

3. The foregoing Amendment of Articles of Incorpigya has been duly approved by the board of dirscto

4. The foregoing Amendment of Articles of Incorpitwa has been duly approved by the required vothafeholders in accordance with
Section 902 of the Corporations Code. The totallmemof outstanding shares of Common stock as o8ug9, 1996 of the corporation is
1,700,175. At present there are no outstandingestafrPreferred Stock. The number of shares vatiigvor of the amendment equaled or
exceeded the vote required. The percentage votéreeqvas more than fifty percent (50%).

We further declare under penalty of perjury untierlaws of the State of California that the matsatsforth in this certificate are true and
correct of our own knowledge.

DATE: 9/9/96
/S/ ROBERT O. SMITH
Robert O. Smith, President
/S/ PHILIP G. SWANY

Philip G. Swany, Secretary



BY-LAWS OF
DIGITAL POWER CORPORATION
ARTICLE |
CORPORATE OFFICES
1.1 PRINCIPAL OFFICE.

The board of directors shall fix the location o thrincipal executive office of the corporatioraal place within or outside the State of
California. If the principal executive office isdated outside such state, and the corporationt@siomore business offices in such state, the
board of directors shall fix and designate a ppatbusiness office in the State of California.

1.2 OTHER OFFICES.

The board of directors may at any time establisinth or subordinate offices at any place or pladesre the corporation is qualified to do
business.

ARTICLE Il
MEETINGS OF SHAREHOLDERS
2.1 PLACE OF MEETINGS.

Meetings of shareholders shall be held at any phdttén or outside the State of California desigrthby the board of directors. In the abse
of any such destination, shareholders' meetingslsh&eld at the principal executive office of tmrporation.

2.2 ANNUAL MEETING.

The annual meetings of shareholders shall be hetdesecond Friday in May of each year at 10:60,ar such other date or such other 1

as may be fixed by the board of directors; provjdenvever, that should said day fall upon a legdidlay, then any such annual meeting of
shareholders shall be held at the same time aneé piathe next date thereafter ensuing which iaregal holiday; provided, further, that if
the board of directors wishes to set an annualingedate by resolution, then such resolution mespéssed by the board of directors not less
than eighty

(80) days prior to the date adopted in the resmiutAt such meetings, directors shall be electepionts of the affairs of the corporation shall
be considered, and any other business may be ttadsahich is within the powers of the shareholders

At an annual meeting of the shareholders, only fudiness shall be conducted as shall have beeenydrought before the meeting. To be
properly brought before an annual meeting businmasst be (a) specified in the notice of meetingafoy supplement thereto) given by or at
the direction of the board of directors, or (bpthmerwise properly brought before the meeting bgtdhe direction of the board of directors

(c) otherwise properly brought before the meetipgtshareholder. For business to be properly bitdogfiore an annual meeting by a
shareholder, the shareholder must have given timatige thereof in writing to the Secretary of tweporation. To be timely, a shareholder's
notice must be delivered or mailed and receivateprincipal executive offices of the corporationt less than 40 days nor more than 60
days prior to the meeting; provided, however, thdhe event that less than 50 days' notice or idblic disclosure of the date of the mee

is given or made to shareholders, notice by thestimdder to be timely must be so received not ldian the close of business of the 10th day
following the day on which such notice of the dafi¢he annual meeting was mailed or such publicldssire was made. A shareholder's
notice to the Secretary shall set forth as to @aatier the shareholder proposes to bring beforartheial meeting (a) a brief description of the
business desired to be brought before the annuatimgeand the reasons for conducting such busetgtd& annual meeting, (b) the name and
address, as they appear on the corporation's bobl#tee shareholder proposing such business, écltiss and number of the shares of the
corporation which are beneficially owned by thershalder, and (d) any material interest of the shalder in such business. Notwithstanc
anything in the by-laws to the contrary, no busingsall be conducted at any annual meeting exnegatdordance with the procedures set
forth in this Article 2.2. The Chairman of the amhmeeting shall, if the facts warrant, determind declare to the meeting that business was
not properly brought before the meeting in accocdanith the provisions of this Article 2.2, anch# should so determine, he shall so declare
to the meeting and any such business not propeslyght before the meeting shall not be transacted.

2.3 SPECIAL MEETING.

A special meeting of the shareholders may be calleshytime by the board of directors, or by thaighan of the board, or by the president,
or by one or more shareholders holding sharesdragfyregate entitled to cast not less than terepe(t0%) of the votes at that meeting.

If a special meeting is called by any person ospes other than the board of directors, the recglest be in writing, specifying the time of
such meeting and the general nature of the buspreg®sed to be transacted, and shall be deliyazesbnally or sent by registered mail ol



telegraphic or other facsimile transmission todhairman of the board, the president, any viceigeas or the secretary of the corporation.
The officer receiving the request shall cause edticbhe promptly given to the shareholders entiibegbte, in accordance with the provisions
of Sections 2.4 and 2.5 of these by-laws, that etimg will be held at the time requested by thesparor persons calling the meeting, not less
than thirty-five (35) nor more than sixty (60) dafter the receipt of the request. If the noticeasgiven within twenty (20) days after receipt
of the request, the person or persons requestinm#eting may give the notice. Nothing containethis paragraph of this Section 2.3 shall
be construed as limiting, fixing or affecting tlwé¢ when a meeting of shareholders called by aatfdhe board of directors may be held.

2.4 NOTICE OF SHAREHOLDERS' MEETINGS.

All notices of meetings of shareholders shall b# se otherwise given in accordance with Sectidhd.these by-laws not less than ten
(10) nor more than sixty (60) days before the dathe meeting to each shareholder entitled to ttteeat. The notice shall specify the place,
date, and hour of the meeting.

In the case of a special meeting the notice speltify the general nature of the business to msaeted and no other business may be
transacted at said meeting.

In the case of the annual meeting the notice sipaitify those matters which the board of directatrrghe time of the mailing of the notice,
intends to present for action by the shareholdmrsany proper matter may be presented at the ngedthe notice shall also state the general
nature of the business or proposal to be considaradted upon at such meeting before action maghk®n at such meeting for approval of
(i) any transaction governed by Section 310 ofGh&fornia Corporations Code including a proposatmter into a contract or other
transaction between the corporation and one or wofoite directors, or between the corporation amg @rporation, firm, or association in
which one or more of the corporation's directors &anaterial financial interest or in which onerarre of its directors are directors; or (ii) a
proposal to amend the articles of incorporatioarny manner other than may be accomplished by tasdlaf directors alone as permitted by
subsections

(b) through (d) of Section 902 of that Code; aj @iproposal to reorganize the corporation unamtiSn 1201 of that Code; or (iv) a proposal
to wind up and dissolve the corporation under $acti900 of that Code; or (v) if the corporatiomnighe process of winding up and has both
preferred and common shares outstanding, a profarsalplan of distribution of the shares, obligas, or security of any other corporation,
domestic or foreign, or assets other than moneyglwisi not in accordance with the liquidation rightshe preferred shares as specified in the
articles of incorporation of this corporation.

The notice of any meeting at which directors arbd@lected shall include the name of any candidatended at the time of the notice to be
presented by the board of directors for electidrar8holders who intend to present their own slataodidates must give notice to the board
of directors of the name(s), address(es), andtelenumber(s) of such candidate(s) not less tiaensy (70) days prior to the meeting date
as set forth in these bgws or by resolution of the board. Notice shalbleemed submitted to the board if it is delive@the Secretary of tl
corporation personally or by firstass mail, by telegraph, facsimile, or other fahwritten communication, charges prepaid, addick$sehe
corporation's principal executive office. Noticealibe deemed to have been given at the time delivpersonally, deposited in the mail,
delivered to a common carrier for transmissiorhtriecipient, or actually transmitted by facsinaiteslectronic means to the recipient by the
person giving the notice.

2.5 MANNER OF GIVING NOTICE; AFFIDAVIT OF NOTICE.

Notice of any meeting of shareholders shall bergiither personally or by fii-class mail or telegraphic or other written comneation,
charges prepaid, addressed to the shareholdex atlttress of that shareholder appearing on theskafctke corporation or given by the
shareholder to the corporation for the purposeotite. If no such address appears on the corpatatimoks or is given, notice shall be
deemed to have been given if sent to that sharehbidfirst-class mail or telegraphic or other wenit communication to the corporation's
principal executive office, or if published at leasce in a newspaper of general circulation indtienty where that office is located. Notice
shall be deemed to have been given at the time wakrered personally or deposited in the mailantdy telegram or other means of wri
communication.

If any notice addressed to a shareholder at theeadaf that shareholder appearing on the boottseaforporation is returned to the
corporation by the United States Postal Servicekathto indicate that the United States Postal Serigi unable to deliver the notice to the
shareholder at that address, all future noticesorts shall be deemed to have been duly givemowitfurther mailing if the same shall be
available to the shareholder on written demandefshareholder at the principal executive officéhefcorporation for a period of one (1)
year from the date of the giving of the noti

An affidavit of the mailing or other means of gigiany notice of any shareholders' meeting, exedwydtie secretary, assistant secretary or
any transfer agent of the corporation giving theaeo shall be PRIMA FACIE evidence of the givinigsoch notice.

2.6 QUORUM.

The presence in person or by proxy of the holdéesrmajority of the shares entitled to vote theratstitutes a quorum for the transaction of
business at all meetings of shareholders. The Bblaters present at a duly called or held meetinghéth a quorum is present may continue
to do business until adjournment, notwithstandhewithdrawal of enough shareholders to leavethems a quorum, if any action taken (ot
than adjournment) is approved by at least a mgjofithe shares required to constitute a quol



2.7 ADJOURNED MEETING; NOTICE.

Any shareholders' meeting, annual or special, wdrethnot a quorum is present, may be adjourned frme to time by the vote of the
majority of the shares represented at that meetitiger in person or by proxy, but in the abserfcg gquorum, no other business may be
transacted at that meeting, except as provide@dati@ 2.6 of these by-laws.

When any meeting of shareholders, either annuspecial, is adjourned to another time or placecaateed not be given of the adjourned
meeting if the time and place are announced ateting at which the adjournment is taken, unlessvarecord date for the adjourned
meeting is fixed, or unless the adjournment istiare than forty-five

(45) days from the date set for the original megtin which case notice of the adjourned meetirajl &fe given. Notice of any such adjourr
meeting shall be given to each shareholder of ceentitled to vote at the adjourned meeting in edt@oce with the provisions of Sections 2.4
and 2.5 of these by-laws. At any adjourned medtiegcorporation may transact any business whiclitiigve been transacted at the original
meeting.

2.8 VOTING.

The shareholders entitled to vote at any meetirghafeholders shall be determined in accordandetiagt provisions of Section 2.11 of these
by-laws, subject to the provisions of. Sections #0204, inclusive, of the Code (relating to votsitares held by a fiduciary, in the name of a
corporation or in joint ownership).

The shareholders' vote may be by voice vote orabipt) provided, however, that any election foreditors must be by ballot if demanded by
any shareholder before the voting has begun.

On any matter other than the election of directany, shareholder may vote part of the shares iorfai/the proposal and refrain from voting
the remaining shares or vote them against the gadpbut, if the shareholder fails to specify thwnber of shares which the shareholder is
voting affirmatively, it will be conclusively preswed that the shareholder's approving vote is vesipect to all shares which the shareholc
entitled to vote.

If a quorum is present, the affirmative vote of thejority of the shares represented and votingdathg-held meeting (which shares voting
affirmatively also constitute at least a majorifittee required quorum) shall be the act of the eshalders, unless the vote of a greater number
or voting by classes, is required by the Code athleyarticles of incorporation.

At a shareholders' meeting at which directors afgetelected, no shareholder shall be entitleditoutate votes (i.e. cast for any candidate a
number of votes greater than the number of votashwduch shareholder normally is entitled to castgss the candidates' names have been
placed in nomination prior to commencement of tbeéng and a shareholder has given notice priootarnencement of the voting of the
shareholder's intention to cumulate votes. If dmyrsholder has given such a notice, then evergbblter entitled to vote may cumulate
votes for candidates placed in nomination and give candidate a number of votes equal to the nuofldirectors to be elected multiplied
the number of votes to which that shareholder'seshare entitled, or distribute the shareholdetes/on the same principle among any or all
of the candidates, as the shareholder thinks i Gandidates receiving the highest number of yofe$o the number of directors to be
elected, shall be elected.

2.9 VALIDATION OF MEETINGS: WAIVER OF NOTICE; CONSHT.

The transactions of any meeting of shareholdettseleannual or special, however called and notiaad,wherever held, shall be as valid as
though had at a meeting duly held after reguldraozal notice, if a quorum be present either in e by proxy, and if, either before or after
the meeting, each person entitled to vote, whoveapresent in person or by proxy, signs a writtaiver of notice or a consent to the
holding of the meeting or an approval of the misutesreof. The waiver of notice or consent needspetify either the business to be
transacted or the purpose of any annual or speating of shareholders, except that if actiomkeh or proposed to be taken for approval of
any of those matters specified in Section 2.4 e$¢hby-laws, the waiver of notice or consent Statke the general nature of the proposal. All
such waivers, consents and approvals shall beilddthe corporate records or made a part of theutas of the meeting.

Attendance by a person at a meeting shall alsctibatesa waiver of notice of that meeting, excepiew the person objects, at the beginnin
the meeting, to the transaction of any businesauserthe meeting is not lawfully called or conversel except that attendance at a meeting
is not a waiver of any right to object to the calesation of a matter not included in the noticéhef meeting, if that objection is expressly
made at the meeting

2.10 SHAREHOLDER ACTION BY WRITTEN CONSENT WITHOUA MEETING.

Any action which may be taken at any annual or ispp@teeting of shareholders may be taken withaueeting and without prior notice, if a
consent in writing, setting forth the action soetakis signed by the holders of outstanding shaagsg not less than the minimum number of
votes that would be necessary to authorize orttakieaction at a meeting at which all shares eutitb vote on that action were present and
voted.

In the case of election of directors, such a consleall be effective only if signed by the holdefsll outstanding shares entitled to vote



the election of directors.

All such consents shall be maintained in the cafgorecords. Any shareholder giving a written cahser the shareholder's proxy holders, or
a transferee of the shares, or a personal repegsendf the shareholder, or their respective proalders, may revoke the consent by a wri
received by the secretary of the corporation befaitten consents of the number of shares requoedithorize the proposed action have |
filed with the secretary.

If the consents of all shareholders entitled tevmve not been solicited in writing, and if theimous written consent of all such
shareholders shall not have been received, thetaegishall give prompt notice of the corporatécacapproved by the shareholders witho
meeting. Such notice shall be given in the manpecified in Section 2.5 of these by-laws. In theecaf approval of (i) a contract or
transaction in which a director has a direct oirixt financial interest, pursuant to Section 3i.¢he Code, (ii) indemnification of a corporate
"agent”, pursuant to Section 317 of the Code, iiiporganization of the corporation, pursuantdotisn 1201 of the Code, and (iv) a
distribution in dissolution other than in accordamdth the rights of outstanding preferred shapessuant to Section 2007 of the Code, the
notice shall be given at least ten (10) days befeeconsummation of any action authorized by dpgtroval.

2.11 RECORD DATE FOR SHAREHOLDER NOTICE, VOTING ANBIVING CONSENTS.

For purposes of determining the shareholders edttt notice of any meeting or to vote thereatntitled to give consent to corporate action
without a meeting, the board of directors may ifixadvance, a record date, which shall not be rti@e sixty (60) days nor less than ten (10)
days before the date of any such meeting nor niane $ixty (60) days before any such action witleomeeting, and in such event only
shareholders of record on the date so fixed afieghto notice and to vote or to give consentshascase may be, notwithstanding any
transfer of any shares on the books of the corjmoratfter the record date, except as otherwiseigeavin the Code.

If the board of directors does not so fix a recdate:

(a) the record date for determining shareholdetifiehto notice of or to vote at a meeting of gaiders shall be at the close of business on
the business day next preceding the day on whithenis given or, if notice is waived, at the clafédusiness on the business day next
preceding the day on which the meeting is held; and

(b) the record date for determining shareholdetitleth to give consent to corporate action in wgtiwithout a meeting, (i) when no prior
action by the board has been taken, shall be thewavhich the first written consent is given ay {hen prior action by the board has been
taken, shall be the day on which the board addgtsesolution relating to that action, or the sittti(60th) day before the date of such other
action, whichever is later.

The record date for any other purpose shall be@sded in Article VIII of these by-laws.
2.12 PROXIES.

Every person entitled to vote for directors, oramy other matter, shall have the right to do doeeiin person or by one or more agents
authorized by a written proxy signed by the peraod filed with the secretary of the corporatiorpraxy shall be deemed signed if the
shareholder's name is placed on the proxy whetherdnual signature, typewriting, telegraphic traissmon or otherwise) by the shareholder
or the shareholder's attorneyin-fact. A validly exted proxy which does not state that it is irrealde shall continue in full force and effect
unless

(i) revoked by the person executing it, beforevtbe pursuant to that proxy, by a writing delivetedhe corporation stating that the proxy is
revoked, or by a subsequent proxy executed byehsop executing the prior proxy and presenteddartbeting, or as to any meeting by
attendance at such meeting and voting in persahéperson executing the proxy or (ii) written netof the death or incapacity of the maker
of that proxy is received by the corporation befibre vote pursuant to that proxy is counted; pregichowever, that no proxy shall be valid
after the expiration of eleven (11) months fromdlage of the proxy, unless otherwise provided @gloxy. The revocability of a proxy that
states on its face that it is irrevocable shaljbeerned by the provisions of Sections 705(e) @(fy of the Code.

2.13 INSPECTORS OF ELECTION.

Before any meeting of shareholders, the boardretthrs may appoint an inspector or inspectordedition to act at the meeting or its
adjournment. If no inspector of election is so dpfeal, the chairman of the meeting may, and onr¢heest of any shareholder or a
shareholder's proxy shall, appoint an inspectangpectors of election to act at the meeting. Timalmer of inspectors shall be either one (1)
or three (3). If inspectors are appointed at a mggtursuant to the request of one (1) or moreadtwders or proxies, the holders of a maj
of shares or their proxies present at the meetial determine whether one

(1) or three (3) inspectors are to be appointednif person appointed as inspector fails to appetails or refuses to act, the chairman of the
meeting may, and upon the request of any sharehoideshareholder's proxy shall, appoint a petsditl that vacancy.

Such inspectors shall:

(a) Determine the number of shares outstandingtamgoting power of each of the number of sharpeesented at the meeting, the existence
of a quorum, and the authenticity, validity anceeffof proxies



(b) Receive votes, ballots or consents;

(c) Hear and determine all challenges and questioasy way arising in connection with the rightviate;

(d) Count and tabulate all votes or consents;

(e) Determine when the polls shall close;

(f) Determine the result; and

(9) Do any other acts that may be proper to conthéecelection or vote with fairness to all shareleos.
ARTICLE 1l
DIRECTORS

3.1 POWERS.

Subject to the provisions of the Code and any &tiahs in the articles of incorporation and thegédaws relating to action required to be
approved by the shareholders or by the outstarghages, the business and affairs of the corporahiati be managed and all corporate
powers shall be exercised by or under the direafdhe board of directors.

Any director may resign effective on giving writtaptice to the chairman of the board, the presidbetsecretary or the board of directors,
unless the notice specifies a later time for thatgnation to become effective. If the resignatiba director is effective at a future time, the
board of directors may elect a successor to tafkeeofvhen the resignation becomes effective.

No reduction of the authorized number of direcsirall have the effect of removing any director befihat director's term of office expire
3.2 NUMBER AND QUALIFICATION OF DIRECTORS.

The authorized number of directors shall be nat than five (5) not more than nine (9) with theaxaumber of directors to be fixed, within
the limited specified, by approval of the boardtm shareholders in the manner provided in thealsland section 204(a) of the California
Corporations Code.

3.3 ELECTION AND TERM OF OFFICE OF DIRECTORS.

Directors shall be elected at each annual meefishareholders to hold office until the next suanw@al meeting. Each director, including a
director elected to fill a vacancy, shall hold offiuntil the expiration of the term for which elstiand until a successor has been elected and
qualified.

3.4 VACANCIES.

Vacancies in the board of directors may be fillgcabmajority of the remaining directors, thoughslésan a quorum, or by a sole remaining
director, except that a vacancy created by the vairaf a director by the vote or written consenthaf shareholders or by court order may be
filled only by the vote of a majority of the outstiing shares entitled to vote thereon represertadialy held meeting at which a quorum is
present, or by the unanimous written consent dftares entitled to vote thereon. Each direct@lacted shall hold office until the next
annual meeting of the shareholders and until acssor has been elected and qualified.

A vacancy or vacancies in the board of directoedl dfe deemed to exist in the event of the deasignation or removal of any director, or if
the board of directors by resolution declares vattanoffice of a director who has been declaredrsfound mind by an order of court or
convicted of a felony, or if the authorized numbgédirectors is increased, or if the shareholdails &t any meeting of shareholders at which
any director or directors are elected, to electtim@ber of directors to be elected at that meeting.

The shareholders may elect a director or direcbesy time to fill any vacancy or vacancies nitedi by the directors, but any such election
other than to fill a vacancy created by removalbyifwritten consent, shall require the consenhefhiolders of a majority of the outstanding
shares entitled to vote thereon.

3.5 PLACE OF MEETINGS; MEETINGS BY TELEPHONE.

Regular meetings of the board of directors maydid at any place within or outside the State offGalia that has been designated from t
to time by resolution of the board. In the absesfcguch a designation regular meetings shall bé &ethe principal executive office of the
corporation. Special meetings of the board maydbe at any place within or outside the State offGalia that has been designated in



notice of the meeting or, if not stated in the o®tbr if there is no notice, at the principal exaauoffice of the corporation.

Any meeting, regular or special, may be held byfemnce telephone or similar communication equigiremlong as all directors
participating in the meeting can hear one anotid;all such directors shall be deemed to be présg@erson at the meeting.

3.6 REGULAR MEETINGS.
Regular meetings of the board of directors mayddd tithout notice if the times of such meetings fixed by the board of directors.
3.7 SPECIAL MEETINGS.

Special meetings of the board of directors for pagpose or purposes may be called at any timedyghhirman of the board, the president,
any vice president, the secretary or any two dirsct

Notice of the time and place of special meetingdldie delivered personally or by telephone to ediofctor or sent by fir-class mail or
telegram, charges prepaid, addressed to eachatiadhat director's address as it is shown omeberds of the corporation. If the notice is
mailed, it shall be deposited in the United Stated at least four (4) days before the time oftioéding of the meeting. If the notice is
delivered personally, or by telephone or telegriaishall be delivered personally or by telephonéoaihe telegraph company at least forty-
eight

(48) hours before the time of the holding of theetiveg. Any oral notice given personally or by tédlepe may be communicated either to the
director or to a person at the office of the dioeetho the person giving the notice has reasoreliede will promptly communicate it to the
director. The notice need not specify the purpasb@place of the meeting, if the meeting is thbkl at the principal executive office of the
corporation.

3.8 QUORUM.

A majority of the authorized number of directoralsleonstitute a quorum for the transaction of hass, except to adjourn as provided in
Section 3.10 of these by-laws. Every act or degisione or made by a majority of the directors preaéa duly held meeting at which a
qguorum is present shall be regarded as the abediaard of directors, subject to the provisionSection 310 of the Code (as to approval of
contracts or transactions in which a director hdgect or indirect material financial interestgcion 311 of the Code (as to appointment of
committees) and Section 317(e) of the Code (asdemnification of directors).

A meeting at which a quorum is initially presentynt@ntinue to transact business notwithstandinguitiedrawal of directors, if any action
taken is approved by at least a majority of theimegl quorum for that meeting.

3.9 WAIVER OF NOTICE.

The transactions of any meeting of the board afalars, however called and noticed or wherever, tshidll be as valid as though had at a
meeting duly held after regular call and notica juorum is present and if, either before or aftermeeting, each of the directors not present
signs a written waiver of notice, a consent to gdhe meeting or an approval of the minutes thferehe waiver of notice or consent need
not specify the purpose of the meeting. All suclivess, consents and approvals shall be filed viiéhdorporate records or made a part of the
minutes of the meeting. Notice of a meeting shialh e deemed given to any director who attendsideting without protesting, before ot

its commencement, the lack of notice to that dect

3.10 ADJOURNMENT.
A majority of the directors present, whether or omstituting a quorum, may adjourn any meetingrtother time and place.
3.11 NOTICE OF ADJOURNMENT.

Notice of the time and place of holding an adjodrmeeting need not be given, unless the meetiadj@mirned for more than twel-four
(24) hours, in which case notice of the time aratelshall be given before the time of the adjoumedting, in the manner specified in
Section 3.7 of these by-laws, to the directors wieee not present at the time of the adjournment.

3.12 ACTION WITHOUT MEETING.

Any action required or permitted to be taken bylibard of directors may be taken without a meeiingl| members of the board shall
individually or collectively consent in writing tihat action. Such action by written consent shallehthe same force and effect as a unani
vote of the board of directors. Such written consenl any counterparts thereof shall be filed whih minutes of the proceedings of the ba

3.13 FEES AND COMPENSATION OF DIRECTOR



Directors and members of committees may receive sampensation, if any, for their services, anchgeimbursement of expenses, as may
be fixed or determined by resolution of the bodrdirectors. This Section 3.13 shall not be coresirto preclude any director from serving
the corporation in any other capacity as an offiagent, employee or otherwise, and receiving cosggon for those services.

ARTICLE IV
COMMITTEES
4.1 COMMITTEES OF DIRECTORS.

The board of directors may, by resolution adopted majority of the authorized number of directatssignate one (1) or more committees,
each consisting of two or more directors, to setvihe pleasure of the board. The board may detsigmee (1) or more directors as alternate
members of any committee, who may replace any alnsember at any meeting of the committee. The ayppwint of members or alternate
members of a committee requires the vote of a ritgjof the authorized number of directors. Any coitte®, to the extent provided in the
resolution of the board, shall have all the autigaf the board, except with respect to:

(a) the approval of any action which, under the & adso requires shareholders' approval or appaithke outstanding shares;

(b) the filling of vacancies in the board of dires or in any committee;

(c) the fixing of compensation of the directors $erving on the board or any committee;

(d) the amendment or repeal of these by-laws oatloption of new by-laws;

(e) the amendment or repeal of any resolution @fibard of directors which by its express termmisso amendable or repealable;

(f) a distribution to the shareholders of the cogpion, except at a rate or in a periodic amounwitiiin a price range determined by the board
of directors; or

(9) the appointment of any other committees oftibard of directors or the members of such comnsittee
4.2 MEETINGS AND ACTION OF COMMITTEES.

Meetings and actions of committees shall be gowkhye and held and taken in accordance with, tbeigions of Article Il of these byaws,

Section 3.5 (place of meetings), Section 3.6 (@guleetings), Section

3.7 (special meetings and notice), Section 3.8r{gad, Section 3.9 (waiver of notice), Section 3(a0journment), Section 3.11 (notice of
adjournment) and Section 3.12 (action without rmegfiwith such changes in the context of thosedwslas are necessary to substitute the
committee and its members for the board of direcémd its members, except that the time of regu&atings of committees may be
determined either by resolution of the board oécliors or by resolution of the committee; speciaktings of committees may also be called
by resolution of the board of directors; and noti€special meetings of committees shall also bergio all alternate members, who shall
have the right to attend all meetings of the cor@writThe board of directors may adopt rules forgitnernment of any committee not
inconsistent with the provisions of these by-laws.

ARTICLE V
OFFICERS
5.1 OFFICERS.

The officers of the corporation shall be a presidarsecretary, and a chief financial officer. Thgporation may also have, at the discretio
the board of directors, a chairman of the boare, @nmore vice presidents, one or more assistantétsgies, one or more assistant treasurers,
and such other officers as may be appointed inrdaoae with the provisions of Section 5.3 of thegdaws. Any number of offices may be
held by the same person.

5.2 ELECTION OF OFFICERS.

The officers of the corporation, except such offices may be appointed in accordance with the gians of Section 5.3 or Section 5.5 of
these by-laws, shall be chosen by the board, sutai¢he rights, if any, of an officer under anyntract of employment.

5.3 SUBORDINATE OFFICERS



The board of directors may appoint, or may empadiverpresident to appoint, such other officers asilsiness of the corporation may
require, each of whom shall hold office for suchige, have such authority and perform such dutieara provided in these by-laws or as the
board of directors may from time to time determine.

5.4 REMOVAL AND RESIGNATION OF OFFICERS.

Subject to the rights, if any, of an officer undery contract of employment, any officer may be reeah either with or without cause, by the
board of directors at any regular or special mgedithe board or, except in case of an officerseimoby the board of directors, by any officer
upon whom such power of removal may be conferrethbyooard of directors.

Any officer may resign at any time by giving writt@otice to the corporation. Any resignation skeltle effect at the date of the receipt of-
notice or at any later time specified in that ngtiand, unless otherwise specified in that nottoe acceptance of the resignation shall not be
necessary to make it effective. Any resignatiowithout prejudice to the rights, if any, of the poration under any contact to which the
officer is a party.

5.5 VACANCIES IN OFFICES.

A vacancy in any office because of death, resignatiemoval, disqualification or any other causalldbe filled in the manner prescribed in
these by-laws for regular appointments to thaceffi

5.6 CHAIRMAN OF THE BOARD.

The chairman of the board, if such an officer eetld, shall, if present, preside at meetings@btbard of directors and exercise and perform
such other powers and duties as may be from tinienassigned to him by the board of directorprescribed by these by-laws. If there is
no president, the chairman of the board shall bésthe chief executive officer of the corporatiowl &hall have the powers and duties
prescribed in Section 5.7 of these by-laws.

5.7 PRESIDENT.

Subject to such supervisory powers, if any, as bwegiven by the board of directors to the chairmftie board, if there be such an officer,
the president shall be the chief executive offafethe corporation and shall, subject to the cdrifaehe board of directors, have general
supervision, direction and control of the businasd the officers of the corporation. He shall piesat all meetings of the shareholders an
the absence of the chairman of the board, or iethe none, at all meetings of the board of dimsctde shall have the general powers and
duties of management usually vested in the offfqeresident of a corporation, and shall have subbrgpowers and duties as may be
prescribed by the board of directors or these lsla

5.8 VICE PRESIDENTS.

In the absence or disability of the presidentvite presidents, if any, in order of their ranlfiaed by the board of directors or, if not ranked,
a vice president designated by the board of directhall perform all the duties of the president hen so acting shall have all the powers
of, and be subject to all the restrictions upon,ghesident. The vice presidents shall have suwdr giowers and perform such other duties as
from time to time may be prescribed for them retipely by the board of directors, these by-laws finesident or the chairman of the board.

5.9 SECRETARY.

The secretary shall keep or cause to be kepteatrincipal executive office of the corporation,soich other place as the board of directors
may direct, a book of minutes of all meetings actibas of directors, committees of directors, andreholders, with the time and place of
holding, whether regular or special (and, if spetiaw authorized and the notice given), the naof¢hose present at directors' meetings or
committee meetings, the number of shares preseerpoesented at shareholders' meetings, and toequaings thereof.

The secretary shall keep, or cause to be keptegtrincipal executive office of the corporationabthe office of the corporation's transfer
agent or registrar, as determined by resoluticth@fboard of directors, a share register, or aicael share register, showing the names of all
shareholders and their addresses, the number asgksl of shares held by each, the number andfdzgdificates evidencing such shares,
the number and date of cancellation of every Geatié surrendered for cancellation.

The secretary shall give, or cause to be givencaaff all meetings of the shareholders and obiterd of directors required by these by-laws
or by law to be given, and he shall keep the sktileocorporation, if one be adopted, in safe astnd shall have such other powers and
perform such other duties as may be prescribetidpdard of directors or by these by-laws.

5.10 CHIEF FINANCIAL OFFICER.

The chief financial officer shall keep and maintaincause to be kept and maintained, adequateanect books and records of accounts of
the properties and business transactions of thgocation, including accounts of its assets, lisib#i, receipts, disbursements, gains, los



capital, retained earnings, and shares. The bdoksocount shall at all reasonable times be opémsfzection by any director.

The chief financial officer shall deposit all monayd other valuables in the name and to the coédlite corporation with such depositaries as
may be designated by the board of directors. Hi dishurse the funds of the corporation as maypidgered by the board of directors, shall
render to the president and directors, wheneverrnguest it, an account of all of his transactiasghief financial officer and of the financ
condition of the corporation, and shall have suttieopowers and perform such other duties as maydseribed by the board of directors or
these by-laws.

ARTICLE VI

INDEMNIFICATION OF DIRECTORS, AND OFFICERS, EMPLOYE ES
AND OTHER AGENTS

The corporation shall, to the maximum extent anghénmanner permitted by the Code, indemnify edéts @agents against
expenses,judgments, fines, settlements and otheuramactually and reasonably incurred in connectiith any proceeding arising by rea
of the fact any such person is or was an agemiteoforporation. For purposes of this Article VI,"agent" of the corporation includes any
person who is or was a director, officer, emplogeether agent of the corporation, or is or wasisgrat the request of the corporation as a
director, officer, employee or agent of anothempecoation, partnership, joint venture, trust or otheterprise, or was a director, officer,
employee or agent of a corporation which was agmessor corporation of the corporation or of anotiéerprise at the request of such
predecessor corporation.

ARTICLE VII
RECORDS AND REPORTS
7.1 MAINTENANCE AND INSPECTION OF SHARE REGISTER.

The corporation shall keep at its principal exeaitiffice, or at the office of its transfer agentegistrar, if either be appointed and as
determined by resolution of the board of directarsgcord of its shareholders, giving the namesaaitilesses of all shareholders and the
number and class of shares held by each shareholder

A shareholder or shareholders of the corporatiddihg at least five percent (5%) in the aggregdtihe outstanding voting shares of the
corporation or who holds at least one percent (@®s)ich voting shares and has filed a SchedulevilitBthe Securities and Exchange
Commission relating to the election of directorsynfi) inspect and copy the records of shareholdarses and addresses and shareholdings
during usual business hours on five (5) days' puidgiten demand on the corporation, (ii) obtaimfrthe transfer agent of the corporation, on
written demand and on the tender of such trangfentts usual charges for such list, a list of thmeés and addresses of the shareholders who
are entitled to vote for the election of direct@msd their shareholdings, as of the most recentrdetate for which that list has been compiled
or as of a date specified by the shareholder #ftedate of demand. Such list shall be made avaitatany such shareholder by the transfer
agent on or before the later of five

(5) days after the demand is received or five @)sdafter the date specified in the demand asateeas of which the list is to be compiled.

The record of shareholders shall also be opensfaeiction on the written demand of any shareholdéotwer of a voting trust certificate, at
any time during usual business hours, for a purpessonably related to the holder's interestssimeeholder or as the holder of a voting trust
certificate.

Any inspection and copying under this Section 7dlyine made in person or by an agent or attornélyeo§hareholder or holder of a voting
trust certificate making the demand.

7.2 MAINTENANCE AND INSPECTION OF BY-LAWS.

The corporation shall keep at its principal exeaitffice, or if its principal executive office it in the State of California, at its principal
business office in such state, the original or gyoaf these by-laws as amended to date, which Wwg-&hall be open to inspection by the
shareholders at all reasonable times during offagrs. If the principal executive office of the poration is outside the State of California
the corporation has no principal business officelioh state, the secretary shall, upon the wrtgnest of any shareholder, furnish to that
shareholder a copy of these by-laws as amendeal¢o d

7.3 MAINTENANCE AND INSPECTION OF OTHER CORPORATHER ORDS.

The accounting books and records, and the mindteooeedings of the shareholders and the boaditeftors and any committee or
committees of the board of directors, shall be ledsiich place or places designated by the boatdtesftors or, in absence of such
designation, at the principal executive officetwd torporation. The minutes shall be kept in wrifim and the accounting books and rec
shall be kept either in written form or in any atli@rm capable of being converted into written fo



The minutes and accounting books and records saalpen to inspection upon the written demand gfstwareholder or holder of a voting
trust certificate, at any reasonable time duringalibusiness hours, for a purpose reasonably defatthe holder's interests as a sharehold
as the holder of a voting trust certificate. Thepiection may be made in person or by an agentamnat/, and shall include the right to copy
and make extracts. Such rights of inspection shadéind to the records of each subsidiary corparaifahe corporation.

7.4 INSPECTION BY DIRECTORS.

Every director shall have the absolute right at m@asonable time to inspect all books, recordsdmediments of every kind and the physical
properties of the corporation and each of its gligi corporations. Such inspection by a directayne made in person or by an agent or
attorney, and the right of inspection includesrigbt to copy and make extracts of documents.

7.5 ANNUAL REPORT TO SHAREHOLDERS; WAIVER.

The board of directors shall cause an annual repd¢ sent to the shareholders not later tharhandred twenty (120) days after the close of
the fiscal year adopted by the corporation. Supbnteshall be sent at least fifteen (15) days keetbe annual meeting of shareholders to be
held during the next fiscal year and in the marspercified in Section 2.5 of these by-laws for givirotice to shareholders of the corporation.

The annual report shall contain a balance sheeft the end of the fiscal year and an income stat¢med statement of changes in financial
position for the fiscal year, accompanied by arporeof independent accountants or, if there isunch report, the certificate of an authorized
officer of the corporation that the statements weepared without audit from the books and recofdhe corporation.

The foregoing requirement of an annual report dimalvaived so long as the shares of the corporatieield by less than one hundred (100)
holders of record.

7.6 FINANCIAL STATEMENTS.

A copy of any annual financial statement and amptine statement of the corporation for each quargetiod of each fiscal year, and any
accompanying balance sheet of the corporation #seafnd of each such period, that has been piparéhe corporation shall be kept on

in the principal executive office of the corporatifor twelve (12) months; and each such statentait se exhibited at all reasonable times to
any shareholder demanding an examination of anly siatement or a copy shall be mailed to any shakesiolder.

If a shareholder or shareholders holding at laastgercent (5%) of the outstanding shares of daysoof stock of the corporation makes a
written request to the corporation for an inconag¢eshent of the corporation for the three-month;nsonth or nine-month period of the then
current fiscal year ended more than thirty (30)sdlagfore the date of the request, and for a balsimeet of the corporation as of the end of
that period, the chief financial officer shall caubat statement to be prepared, if not alreadyapesl, and shall deliver personally or mail that
statement or statements to the person making thees¢ within thirty

(30) days after the receipt of the request. Ifdbgporation has not sent to the shareholders itaameport for the last fiscal year, such report
shall likewise be delivered or mailed to the shatdéér or shareholders within thirty (30) days after request.

The corporation shall also, on the written requéstny shareholder, mail to the shareholder a adplie last annual, semi-annual or quarterly
income statement which it has prepared, and a talsimeet as of the end of that period.

The quarterly income statements and balance stefetsed to in this section shall be accompaniethkyreport, if any, of any independent
accountants engaged by the corporation or theficaté of an authorized officer of the corporattbat the financial statements were prepared
without audit from the books and records of thepooation.

ARTICLE VIII
GENERAL MATTERS
8.1 RECORD DATE FOR PURPOSES OTHER THAN NOTICE ANDTING.

For purposes of determining the shareholders edtith receive payment of any dividend or otherritlistion or allotment of any rights or
entitled to exercise any rights in respect of atiepolawful action (other than action by sharehmdd®y written consent without a meeting),
board of directors may fix, in advance, a recor@dahich shall not be more than sixty (60) day®keeany such action, and in that case only
shareholders of record at the close of busineshedate so fixed are entitled to receive the érd distribution or allotment of rights, or to
exercise such rights, as the case may be, notaittistg any transfer of any shares on the bookiseoforporation after the record date so
fixed, except as otherwise provided in the Code.

If the board of directors does not so fix a reatate, the record date for determining shareholiderany such purpose shall be at the close of
business on the day on which the board adoptsppléecable resolution or the sixtieth (60th) daydrefthe date of that action, whichever is
later.



8.2 CHECKS, DRAFTS, EVIDENCES OF INDEBTEDNESS.

All checks, drafts, or other orders for paymentaiey, notes, or other evidences of indebtednessed in the name of or payable to the
corporation, shall be signed or endorsed by sucsopeor persons and in such manner as, from tintienty shall be determined by resolution
of the board of directors.

8.3 CORPORATE CONTRACTS AND INSTRUMENTS: HOW EXECHD.

The board of directors, except as otherwise pravidghese by-laws, may authorize any officer dicefs, or agent or agents, to enter into
any contract or execute any instrument in the nafh@ad on behalf of the corporation, and such aitthmay be general or confined to
specific instances; and, unless so authorizedtifiechby the board of directors or within the aggmower of an officer, no officer, agent or
employee shall have any power or authority to blivedcorporation by any contract or engagement ptetdge its credit or to render it liable
for any purpose or for any amount.

8.4 CERTIFICATES FOR SHARES.

A certificate or certificates for shares of thegmmation shall be issued to each shareholder whgmfsuch shares are fully paid, and the
board of directors may authorize the issuance wificates or shares as partly paid provided thasé certificates shall state the amount of the
consideration to be paid for them and the amouick gdl certificates shall be signed in the nametlaf corporation by the chairman of the
board or vice chairman of the board or the pregidea vice president and by the chief financidicef or an assistant treasurer or the
secretary or an assistant secretary, certifyingittraber of shares and the class or series of sbhamesd by the shareholder. Any or all of the
signatures on the certificate may be facsimile.

In case any officer, transfer agent or registrao Wwas signed or whose facsimile signature has pleaeed on a certificate shall have ceased to
be that officer, transfer agent or registrar befoet certificate is issued, it may be issued leydbrporation with the same effect as if that
person were an officer, transfer agent or registraéine date of issue.

8.5 LOST CERTIFICATES.

Except as provided in this Section 8.5, no newifezates for shares shall be issued to replacesgipusly issued certificate unless the latter is
surrendered to the corporation and cancelled atdahee time. The board of directors may, in caseshaye certificate or certificate for any
other security is lost, stolen or destroyed, autleathe issuance of replacement certificates oh srens and conditions as the board may
require, including provision for indemnification thfe corporation secured by a bond or other adegeaturity sufficient to protect the
corporation against any claim that may be madenagéi including any expense or liability, on agobof the alleged loss, theft or destruct

of the certificate or the issuance of the replaggmertificate.

8.6 CONSTRUCTION AND DEFINITIONS.

Unless the context requires otherwise, the gempecaisions, rules of construction and definitionghie Code shall govern the construction of
these by-laws. Without limiting the generality bfg provision, the singular number includes theal|ithe plural number includes the
singular, and the term "person"” includes both gpa@tion and a natural person.

ARTICLE IX
AMENDMENTS
9.1 AMENDMENT BY SHAREHOLDERS.

New by-laws may be adopted or these by-laws may be amemdepealed by the vote or written consent oflad of a majority of the
outstanding shares entitled to vote; provided, hanehat if the articles of incorporation of thergoration set forth the number of authorized
directors of the corporation, the authorized nunddeatirectors may be changed only by an amendnergquired by applicable law.

9.2 AMENDMENT BY DIRECTORS.

Subject to the rights of the shareholders as pealvid Section 9.1 of these by-laws, by-laws, othan a by-law or an amendment of a by-law
changing the authorized number of directors (extefik the authorized number of directors pursuard by-law providing for a variable
number of directors), may be adopted, amendedpmaled by the board of directc



Certificate Number Number of Warrants

DIGITAL POWER CORPORATION
VOID AFTER 5:00 P.M. FREMONT, CALIFORNIA TIME
ON NOVEMBER __, 1999
OR EARLIER AS PROVIDED HEREIN

REDEEMABLE COMMON STOCK PURCHASE WARRANTS TO PURCHA SE
SHARES OF COMMON STOCK OF DIGITAL POWER CORPORATION

THIS CERTIFIES THAT, for value received,

or registered assigns, is the registered holder oftimeber of Redeemable
Common Stock Purchase Warrants (the "Warrants'fpsiit above. Each Warrant entitles the holderebgto purchase from Digital Power
Corporation (the "Company"), subject to the termd eonditions set forth hereinafter and in the \&fatrAgreement hereinafter referred to,
one share of the Company's common stock, no pae\#tie "Common Stock"), upon presentation andesder of this Warrant Certificate.
However, Warrants shall not be exercisable by tilddr in any state where such exercise would bawiul.

Unless sooner required in accordance with the téwensof, this Warrant Certificate must be preseatetisurrendered to American Securities
Transfer, Inc. (the "Warrant Agent"), along wittketRurchase Price, at or prior to 5:00

p.m., Denver, Colorado time, on November __, 189%he corporate offices of the Warrant Agent; oilige the Warrants represented by this
Warrant Certificate shall become null and void.

Payment of the Purchase Price and any applicakds taust accompany the surrender of this WarraritfiCate. The purchase price per sk
of the Common Stock is $5.00 (the "Purchase Price")

The Warrants represented by this Warrant Certiieaie subject to redemption by the Company upopdfienent to the holder of $0.125 per
Warrant. The Warrants may be redeemed only invkatehat the Common Stock of the Company has dratier above a price of $6.00 per
share at closing for a minimum of thirty (30) conigtéve trading days ending within three days ofdage on which notice of redemption is
given. In order to redeem the Warrants, the Companst provide each registered holder of the Wannatht at least thirty (30) days written
notice of the Company's intention to redeem. Unilkesholder exercises his right to purchase theeshaf Common Stock covered by this
Warrant Certificate on or prior to the close ofibess on such redemption date, the holder shdditdris right to do so and shall be entitled
only to the redemption price.

This Warrant Certificate is subject to all of tleenhs, provisions, and conditions of the Warrante®gnent dated as of November __, 1996
"Warrant Agreement”), to all of which terms, prawiss, and conditions the registered holder of Warant Certificate consents by
acceptance hereof. The Warrant Agreement is hanelayporated herein by reference and made a pegbhand to which Warrant
Agreement reference is hereby made for a full digison of the rights, limitations of rights, obligans, duties, and immunities hereunder of
the holders of the Warrant Certificates. CopiethefWarrant Agreement are available for inspecdibtie corporate offices of the Company
and the Warrant Agent.

This Warrant Certificate upon surrender at the oate offices of the Warrant Agent may be excharigednother Warrant Certificate or
Certificates evidencing in the aggregate the sameber of Warrants as the Warrant Certificate ottiGeates so surrendered. If the Warrants
evidenced by this Warrant Certificate shall be eised in part, the holder hereof shall be entittececeive upon surrender hereof another
Warrant Certificate or Certificates evidencing thember of Warrants not so exercised. Referencegento the further provisions of the
Warrant set forth on the reverse hereof and suthduprovisions shall for all purposes have theeaffect as if fully set forth at this place.

This Warrant Certificate shall not be valid unlessintersigned by the Warrant Agent.

IN WITNESS WHEREOF, the Company has caused thigficate to be executed by the facsimile signatufeiss duly authorized officers
and a facsimile of its corporate seal to be prirtecton.

Digital Power Corporation.

By: Dated: Corporate Seal
President
Attest: Dated:

Secretary



Countersigned:

AMERICAN SECURITIES TRANSFER, INC.
DENVER, COLORADO as Warrant Agent

By: Dated:

Authorized Signature
DIGITAL POWER CORPORATION

The holder may exercise this Warrant, in wholengpart, by surrendering this Warrant Certificatéhwhe "Form Of Election To Purchase",
properly completed and executed, together with gatrof the Purchase Price, in cash or by officaikbor cashier's check, at the office of
the Warrant Agent, American Securities Transfet,,IDenver, Colorado. Upon the exercise of the Afas; if the number of Warrants
exercised shall be less than all Warrants repreddgreby, the Warrant Agent shall deliver to tbkelér or his assignee a new Warrant
Certificate representing the number of Warrantsaxetcised. No adjustment shall be made for anly dasdends on shares issuable upon
exercise of Warrants. No certificate for fractioshbres shall be issued, nor shall the CompartyeoWtarrant Agent be required to make any
cash payments in lieu thereof upon exercise offaerant. The holder hereby waives any right to irecé&actional shares.

The Company and the Warrant Agent may deem antlttreaegistered holder(s) hereof as the absoluteer(s) of this Warrant Certificate
(notwithstanding any notation of ownership or othveiting hereon made by anyone) for the purposamyfexercise hereof, or any distribut
to the holder(s) hereof, and for all other purppses neither the Company nor the Warrant Agernit beaaffected or bound by any notice to
the contrary. In the event of certain contingenpies/ided in the Warrant Agreement, the Purchags Pr the number of shares of Common
Stock subject to purchase upon the exercise of B&hant represented hereby are subject to modditar adjustment. This Warrant
Certificate shall be governed by and construed utigelaws of the State of California.

FORM OF ASSIGNMENT

(To Be Executed By The Registered Holder If SuclideioDesires To Transfer Warrants Evidenced By Tiésrant Certificate)

FOR VALUE RECEIVED, hereby sells, assigns, andgfars unto whose address is
Wésrevidenced by this Warrant Certificate, andsduereby irrevocabl
constitute and appoint ratgrto transfer the said Warrants evidenced ts/\Werrant Certificate on the books

the Company, with full power of substitution.
Dated:

NOTICE X

(Signature)

THE SIGNATURE(S) TO THIS ASSIGNMENT MUST CORRESPONRITH THE NAME(S) AS WRITTEN UPON THE FACE OF THE
CERTIFICATE IN EVERY PARTICULAR, WITHOUT ALTERATIONOR ENLARGEMENT OR ANY CHANGE WHATEVER.

X

(Signature)

THE SIGNATURE(S) SHOULD BE GUARANTEED BY AN ELIGIBE GUARANTOR INSTITUTION AS DEFINED IN RULE 17 Ad5
UNDER THE SECURITIES EXCHANGE ACT OF 1934, AS AMENED:

SIGNATURE(S) GUARANTEED BY:



FORM OF ELECTION TO PURCHASE
(To Be Executed If Holder Desires To Exercise Watsd&videnced By This Warrant Certificate)
To Digital Power Corporation:

The undersigned hereby irrevocably elects to egerdfarrants evidenced by this Warrant Certificateurchase full shares of Common St
issuable upon exercise of said Warrants, and heratikes payment in full of the Purchase Price ohsl@ares and any applicable taxes. The
undersigned requests that certificates for sucheshae issued in the name of:

PLEASE INSERT SOCIAL SECURITY OR TAX
IDENTIFICATION NUMBER

(Please print name and address)

and if said number of Warrants shall be less thiathe Warrants evidenced by this Warrant Certiigcaiequests that a new Warrant Certifii
evidencing the Warrants not so exercised be issutgt name of and delivered to:

(Please print name and address)

Dated:

NOTICE X

(Signature)

THE SIGNATURE(S) TO THIS ASSIGNMENT MUST CORRESPONBITH THE NAME(S) AS WRITTEN UPON THE FACE OF THE
CERTIFICATE IN EVERY PARTICULAR, WITHOUT ALTERATIONOR ENLARGEMENT OR ANY CHANGE WHATEVER.

X

(Signature)

THE SIGNATURE(S) SHOULD BE GUARANTEED BY AN ELIGIBE GUARANTOR INSTITUTION AS DEFINED IN RULE 17 Ad5
UNDER THE SECURITIES EXCHANGE ACT OF 1934, AS AMENHD:

SIGNATURE(S) GUARANTEED BY:



DIGITAL POWER CORPORATION
(A CALIFORNIA CORPORATION)

UNDERWRITER'S WARRANT TO PURCHASE
SHARES OF COMMON STOCK AND
COMMON STOCK PURCHASE WARRANTS

NEITHER THIS UNDERWRITER'S WARRANT NOR THE SHARESROSTOCK PURCHASE WARRANTS ISSUABLE UPON 11
EXERCISE HAVE BEEN REGISTERED UNDER EITHER THE SERITIES ACT OF 1933 AS AMENDED (THE "SECURITIES ACY™
OR THE SECURITIES LAWS OF ANY STATE AND MAY NOT BBOLD, OFFERED FOR SALE, TRANSFERRED, ASSIGNED,
PLEDGED, OR HYPOTHECATED IN THE ABSENCE OF AN EFFEIVE REGISTRATION STATEMENT WITH RESPECT TO THE
SECURITIES UNDER THE SECURITIES ACT AND ANY APPLILE STATE SECURITIES LAWS OR AN OPINION OF COUNSEL
SATISFACTORY TO THE COMPANY THAT SUCH REGISTRATIONs NOT REQUIRED.

THIS CERTIFIES THAT, for value received, WERBEL-RBTSECURITIES, INC. or its registered assigns (tbaderwriter"), is entitled to
purchase at any time or from time to time during Exercise Period (as defined in Subsection 1.@Weli) up to a maximum of One
Hundred Thousand (100,000) shares of fully paidraomtassessable common stock of DIGITAL POWER CORRTON, a California
corporation (the "Company"), no par value (the 'f8g4and/or the "Common Stock”, as applicable); @hdp to a maximum of Fifty
Thousand (50,000) stock purchase warrants, eaafnich entitles the holder thereof to purchase glsishare of the Common Stock of the
Company, or Fifty Thousand Shares in the aggre@ate'Stock Purchase Warrants"). The Shares an8ttiek Purchase Warrants shall be
purchased at the per Share purchase price aneti&tqck Purchase Warrant purchase price setifoSlibsection 1.1 below, subject to the
further provisions of this Underwriter's Warranhelterm "Underwriter's Warrant" as used hereinlshahn this Warrant instrument and the
various rights into which the rights granted unithés Underwriter's Warrant are subsequently dividéde term "Stock Purchase Warrant" as
used herein shall mean that form of warrant inseninattached hereto as Exhibit "A" and the varidgists granted thereunder.

1. EXERCISE OF WARRANT.

The terms and conditions under which this Undeex¥stWarrant may be exercised and the Common Sidajlect hereto may be purchased
are as follows:

1.1 SHARE AND WARRANT PURCHASE PRICES. The Sharegbase price shall be equal to 120% of the pereSpalblic offering price

of the Common Stock offered for sale by the Compgaror around November 1996, subject to adjustrasmnirovided in Section 4, below,
and this Section 1 (the "Share Purchase Price'§.Sthck Purchase Warrant purchase price shall b &m120% of the per Warrant public
offering price of the Stock Purchase Warrants effdior sale by the Company in or around Novemb@618ubject to adjustment as provided
in Section 4, below, and this

Section 1 (the "Warrant Purchase Price").

1.2 METHOD OF EXERCISE. The holder of this Undeters Warrant, on or after the date hereof showheaend of this instrument (the
"Effective Date"), and from time to time until fo(#) years from the Effective Date (the "Exercigei®d"), may exercise in whole or in part
the purchase rights evidenced by this Underwritfgsrant, provided that the holder exercises thehmse rights evidenced by this
Underwriter's Warrant with respect to at least @heusand (1,000) Shares of Common Stock and/orf@nasand (1,000) Stock Purchase
Warrants, unless the remaining balance of sucheStarStock Purchase Warrants is less than Onesahdy(1,000). Such exercise shall be
effected by:

(a) the surrender of the Underwriter's Warrantetbgr with a duly executed copy of the form of Quipgion attached hereto, to the Secretary
of the Company at its principal offices;

(b) the payment to the Company in U.S. funds, bitifeed check or bank draft payable to its orddran amount equal to the aggregate Share
Purchase Price and Warrant Purchase Price forutmbder of Shares and Stock Purchase Warrants fatwvthe purchase rights hereunder are
being exercised; and

(c) the delivery to the Company, if necessary stsuae compliance with federal and state secultdigs, of an instrument executed by the
holder certifying that the Shares and Stock PurehEarrants are being acquired for the sole acowiuthie holder and not with a view to any
resale or distribution prior to the filing of a isgation statement.

1.3 SATISFACTION WITH REQUIREMENTS OF SECURITIES AGOF 1933. Notwithstanding the provisions of Sulisecl.2(c) and
Section 7, each and every exercise of this Und&rsiWarrant is contingent upon the Company'sfsation that the issuance of Common
Stock and Stock Purchase Warrants upon the exasoisempt from the requirements of the Securhietsand all applicable state securities
laws at the relevant time(s). The holder of thisibinvriter's Warrant agrees to execute any andoalliishents deemed necessary by the
Company to effect the exercise of this Underwstévarrant, including, without limitation, a form 8tock Purchase Warrant attached hereto
as Exhibit "A".

1.4 ISSUANCE OF SHARES AND NEW UNDERWRITER'S WARRANINn the event the purchase rights evidenced isyithderwriter's
Warrant are exercised in whole or in part, one oraxcertificates for the purchased Shares andtmkSRurchase Warrants shall be issued as
soon as practicable thereafter to the person estegcsuch rights. Such holder shall also be isstiestdich time a new Underwriter's Warr



representing the number of Shares and/or StockhBsecWarrants (if any) for which the purchase ggimder this Underwriter's Warrant
remain unexercised and continuing in force andceffe

1.5 DESIGNATION OF RECIPIENTS OF UNDERWRITER'S WARRT. The Underwriter may designate that the Undées’s Warrant

be issued in varying amounts directly to its off&salirectors, shareholders, employees, and aédiand not to the Underwriter; however,
such designation will only be made by the Undeewiit it determines and represents to the Comphatyguch issuance would not violate the
interpretation of the Board of Governors of theibladl Association of Securities Dealers relatingh®e review of corporate financing
arrangements and would not require registratiath@fUnderwriter's Warrant or underlying securities.

1.6 REGISTRATION RIGHTS. Upon the written requekttee then holder(s) owning a majority of the Undeter's Warrant and the
underlying securities issued upon the exercisé@tinderwriter's Warrant (i.e., owning in aggregatéeast 75,001 Shares or Stock Purchase
Warrants combined, or holding the right to purchesg combination thereof in excess of 75,001), metdeytime within the Exercise Perii
the Company will file, not more than once, a regisbn statement under the Securities Act, regiggesr qualifying, as the case may be, the
securities underlying the Underwriter's Warrante ?Tompany agrees to use its best efforts to chesatiove filing to become effective. The
registration statement must be filed within six@) days of such written request. All expenseauchgegistration or qualification, including,
but not limited to, legal, accounting, printingdamailing fees, will be borne by the Company. Iditidn to the above, the Company
understands and agrees that if, at any time dahi@dexercise Period and for a period of five (Srgethereafter, it should file a registration
statement with the Securities Exchange Commissien“SEC") pursuant to the Act for a public offeyiof securities, either for the accoun
the Company or for the account of any other pe(sanept for a Form S-8 or Form S-4 registratiotesteent), the Company, at its own
expense, will offer to said holder(s) the opportytd register or qualify for public offering theaurities underlying this Underwriter's
Warrant. In connection with this paragraph, the @any shall give such holder(s) notice by registenadl at least thirty (30) days prior to
filing any such registration statement with the SECaddition to the rights above provided, the @amy will cooperate with the then holder
(s) of the Underwriter's Warrant and the securigesed upon the exercise of the Underwriter's Whiin preparing and signing any
registration statements or notification, in additto the registration statements and notificatidissussed above, required in order to sell or
transfer the securities underlying the UnderwstgYarrant and will supply all information requirggbrefor, but such additional registration
statement or notification shall be at the cost expense of the then holder(s).

2. TRANSFERS.

2.1 TRANSFERS. Subject to Section 7 hereof, thidétwriter's Warrant and all rights hereunder aaadferable in whole or in part by the
holder with the same effect as with a negotiabé¢rimment. To transfer rights, the transfer fornotemust be completed. The transfer sha
recorded on the books of the Company upon the rsdereof this Underwriter's Warrant, properly enédrsto the Secretary of the Compan
its principal offices and the payment to the Conypafall transfer taxes and other governmental gbsiimposed on such transfer. In the
event of a partial transfer, the Company shallagsuthe several holders one or more appropriatefoens of Underwriter's Warrant.

2.2 LOCK-UP. Except as provided in Subsection kEbf, the holder covenants and agrees to a rastrion the exercise, sale, transfer,
assignment, or hypothecation of the Underwriteraaht for a period of twelve (12) months from #ffective date of a registration staten
registering the Common Stock issuable upon thecesepof the Underwriter's Warrant.

2.3 REGISTERED HOLDER. Each holder agrees that sath time as any transfer pursuant to Subsegtibis recorded on the books of
Company, the Company may treat the registered hofdhis Underwriter's Warrant as the absolute envprovided that nothing herein
affects any requirement that the transfer of argr&lof Common Stock or Stock Purchase Warrantdssuessuable upon the exercise hereof
be subject to securities law compliance.

2.3 FORM OF NEW UNDERWRITER'S WARRANT. All new fosrof Underwriter's Warrant issued in connectiorhwiinsfers of this
Underwriter's Warrant shall bear the same datbiagJnderwriter's Warrant and shall be substagtidintical in form and provision to this
Underwriter's Warrant except for the number of 8kand Stock Purchase Warrants purchasable thereund

3. FRACTIONAL SHARES OR FRACTIONAL STOCK PURCHASEARRANTS.

Notwithstanding that the number of Shares or SRuichase Warrants purchasable upon the exercteesdinderwriter's Warrant may ha
been adjusted pursuant to the terms hereof, thep@oynshall nonetheless not be required to isswtidres of Shares or fractions of Stock
Purchase Warrants upon the exercise of this UnétengrWarrant or to distribute certificates thaidence fractional Shares or fractional
Stock Purchase Warrants nor shall the Companydgéresl to make any cash payments in lieu thereohwgxercise of this Underwriter's
Warrant. Holder hereby waives any right to recdiaetional Shares or fractional Stock Purchase Whus:

4. ANTI-DILUTION PROVISIONS.

4.1 STOCK SPLITS AND COMBINATIONS. If the Compankadl at any time subdivide or combine its outstagdshares of Common
Stock, this Underwriter's Warrant shall, after thalbdivision or combination, evidence the righptwchase the number of Shares of Common
Stock and Stock Purchase Warrants that would hage [ssuable as a result of that change with respéite Shares of Common Stock and
Stock Purchase Warrants that were purchasable timdddnderwriter's Warrant immediately before thabdivision or combination. If the
Company shall at any time subdivide the outstandimayes of Common Stock, the Stock Purchase Pit&\&arrant Purchase Price then in
effect immediately before that subdivision shallgoeportionately decreased, and, if the Companil ahany time combine the outstanding
shares of Common Stock, the Stock Purchase Prit&\@mrant Purchase Price then in effect immedidiefpre that combination shall



proportionately increased. Any adjustment undes 8gction shall become effective at the close sirtmss on the date the subdivision or
combination becomes effective.

4.2 RECLASSIFICATION, EXCHANGE, AND SUBSTITUTIONfthe Common Stock issuable upon exercise of timdadwriter's Warrar
shall be changed into the same or a different nurobghares of any other class or classes of steokther by capital reorganization,
reclassification, or otherwise (other than a suisthin or combination of shares provided for aboWed, holder of this Underwriter's Warrant
shall, on its exercise, be entitled to purchase¢lifersame aggregate consideration, in lieu of th@@on Stock and Stock Purchase Warrants
that the holder would have become entitled to pasetbut for such change, a number of shares ofatheh class or classes of stock
equivalent to the number of shares of Common SémckStock Purchase Warrants that would have bdgeciio purchase by the holder on
exercise of this Underwriter's Warrant immediate#fjore that change.

4.3 REORGANIZATIONS, MERGERS, CONSOLIDATIONS, OR BB OF ASSETS. If at any time there shall be a edpé&organization «
the Company's Common Stock (other than a subdivisitmck split, combination, reclassification, exebe, or substitution of shares provit
for elsewhere above) or merger or consolidatiothefCompany with or into another corporation, @ s$hle of substantially all of the
Company's properties and assets as, or substamtialan entirety to any other person, then, aataop such reorganization, merger,
consolidation, or sale, lawful provision shall bade so that the holder of this Underwriter's Warsduall thereafter be entitled to receive
upon exercise of this Underwriter's Warrant, duting period specified in this Underwriter's Warrand upon payment of the Stock Purchase
Price and Warrant Purchase Price then in effeetntimber of shares of Common Stock and Stock PsecWéarrants or other securities or
property of the Company, or of the successor catpmr resulting from such merger or consolidattonwhich a holder of the Common Stock
deliverable upon exercise of this Underwriter's k&ar would have been entitled in such capital reoization, merger, consolidation, or sale
if this Underwriter's Warrant had been exercisethadiately before that capital reorganization, megrgensolidation, or sale. In any such
case, appropriate adjustment (as determined in fgotbdby the Company's Board of Directors) sheallhbade in the application of the
provisions of this Underwriter's Warrant with respi the rights and interests of the holder o thhderwriter's Warrant after the
reorganization, merger, consolidation, or saldednd that the provisions of this Underwriter'sriéfat (including adjustment of the Stock
Purchase Price and Warrant Purchase Price thdfett and number of Shares purchasable upon exeofithis Underwriter's Warrant) shall
be applicable after that event, as near as realsomay be, in relation to any Shares or Stock PasehWVarrants or other property deliverable
after that event upon exercise of this Underwst@arrant. The Company shall, within thirty

(30) days after making such adjustment, give writtetice (by first class mail, postage prepaidh®registered holder of this Underwriter's
Warrant at the address of that holder shown ori€tirepany's books. That notice shall set forth, asomable detail, the event requiring the
adjustment and the method by which the adjustmastealculated and specify the Stock Purchase BnidéVarrant Purchase Price then in
effect after the adjustment and the increased aredsed number of Shares and Stock Purchase Wapanchasable upon exercise of this
Underwriter's Warrant. When appropriate, that moti@y be given in advance and include as parteofthice required under other provisic
of this Underwriter's Warrant.

4.4 COMMON STOCK DIVIDENDS; DISTRIBUTIONS. In thevent the Company should at any time prior to thgiraxion of this
Underwriter's Warrant fix a record date for theedetination of the holders of Common Stock entitiedeceive a dividend or other
distribution (excluding a cash dividend or disttibn) payable in additional shares of Common Stmic&ther securities or rights convertible
into or entitling the holder thereof to receiveiedtly or indirectly, additional shares of Commdonc (hereinafter referred to as the "Comi
Stock Equivalents") without payment of any considien by such holder for the additional shares @in@on Stock or Common Stock
Equivalents (including the additional shares of @win Stock issuable upon conversion or exercisedfgrthen, as of such record date (or
the date of such distribution, split, or subdivisibno record date is fixed), the Stock PurchaseePshall be appropriately decreased and the
number of shares of Common Stock issuable uporceeecof the Underwriter's Warrant shall be appiatety increased in proportion to such
increase of outstanding shares.

4.5 ADJUSTMENTS OF OTHER DISTRIBUTIONS. In the etéime Company shall declare a distribution payabkecurities of other
persons, evidences of indebtedness issued by @&ty or other persons, assets (excluding castiadids), or options or rights not referred
to in Subsection 4.4, then, in each such casééptirpose of this Subsection 4.5, upon exercisei®fJnderwriter's Warrant, the holder
hereof shall be entitled to a proportionate shéiang such distribution as though such holder vaashiolder of the number of Shares of
Common Stock of the Company into which this Undé&ex's Warrant may be exercised as of the recotel fileed for the determination of t
holders of Common Stock of the Company entitleceteeive such distribution.

4.6 CERTIFICATE AS TO ADJUSTMENTS. In the case ath adjustment or readjustment of the Stock PuecRaise pursuant to this
Section 4, the Company will promptly compute sudjustment or readjustment in accordance with thedeéhereof and cause a certificate
setting forth such adjustment or readjustment &odving in detail the facts upon which such adjustioe readjustment is based, to be
delivered to the holder of this Underwriter's Watrd he Company will, upon the written requestrat ime of the holder of this
Underwriter's Warrant, furnish or cause to be fsined to such holder a certificate setting forth:

(&) Such adjustments and readjustments;
(b) The Stock Purchase Price and Warrant Purchése & the time in effect; and

(c) The number of Shares of Common Stock and Starkhase Warrants issuable upon exercise of therdmiter's Warrant and the amot
if any, of other property at the time receivabl®niphe exercise of the Underwriter's Warrant.

4.7 RESERVATION OF STOCK ISSUABLE UPON EXERCISE.ef@ompany shall at all times reserve and keepablailout of its



authorized but unissued shares of Common Stockydolethe purpose of effecting the exercise oftbinderwriter's Warrant such number of
its shares of Common Stock as shall from timen@tbe sufficient to effect the exercise of this Bneriter's Warrant and the underlying
Stock Purchase Warrants, and if at any time thelbeurof authorized but unissued shares of CommockSteall not be sufficient to effect t
exercise of this Underwriter's Warrant and StockcRase Warrants, in addition to such other remeaieshall be available to the holder of
this Underwriter's Warrant, the Company will useliest efforts to take such corporate action as mdkie opinion of its counsel, be
necessary to increase its authorized but unissher@s of Common Stock to such number of sharelsadisbe sufficient for such purposes.

5. RIGHTS PRIOR TO EXERCISE OF UNDERWRITER'S WARRAN

This Underwriter's Warrant does not entitle thedleolto any of the rights of a stockholder of therpany, including, without limitation, the
right to receive dividends or other distributiottsexercise any preemptive rights, to vote, oransent or to receive notice as a stockholder of
the Company. If, however, at any time prior to éxpiration of this Underwriter's Warrant and prioiits exercise, any of the following eve
shall occur:

(a) the Company shall declare any dividend paymbéay securities upon its shares of Common Stockake any distribution (other than a
regular cash dividend) to the holders of its shafégSommon Stock; or

(b) the Company shall offer to the holders of itares of Common Stock any additional shares of Com8&tock or securities convertible into
or exchangeable for shares of Common Stock orighy to subscribe for or purchase any thereof; or

(c) a dissolution, liquidation, or winding up oktiCompany (other than in connection with a constilish, merger, sale, transfer, or lease ¢
or substantially all of its property, assets, anditess as an entirety) shall be proposed andndayithe Company with respect thereto has
been approved by the Company's Board of Directors,

then in any one or more of said events the Compghali} give notice in writing of such event to th@der at his last address as it shall appear
on the Company's records at least twenty (20) degs to the date fixed as a record date or the déatlosing the transfer books for the
determination of the stockholders entitled to sdiefidends, distribution, or subscription rights,for the determination of stockholders
entitled to vote on such proposed dissolution,itigtion, or winding up. Such notice shall specifigls record date or the date of closing the
transfer books, as the case may be. Failure taghybhail, or receive such notice or any defecteimeor in the publication or mailing thereof
shall not affect the validity of any action tak@ncionnection with such dividend, distribution, abscription rights, or such proposed
dissolution, liquidation, or winding up. Each parsn whose name any certificate for shares of ComBimck is to be issued shall for all
purposes be deemed to have become the holderatiretsuch shares on the date on which this imstni was surrendered and payment of
the Stock Purchase Price was made, irrespectitteeafate of delivery of such stock certificate,eptahat, if the date of such surrender and
payment is a date when the stock transfer bookiseo€ompany are closed, such person shall be detenfede become the holder of such
shares of Common Stock at the close of businesiseonext succeeding date on which the stock trahsfeks are open.

6. NO RIGHT TO REDEEM WARRANTS.

The Company shall not have the right to redeenuthderwriter's Warrant or underlying Stock Purché&earants at any time during the
Exercise Period.

7. RESTRICTED SECURITIES.

In order to enable the Company to comply with teeuBities Act and applicable state laws, the Compaay require the holder as a condi
of the transfer or exercise of this Underwriter'arvéint to give written assurances satisfactorpéo@ompany that the Underwriter's Warrant
is being acquired, or in the case of an exercisedfigthat the Shares and Stock Purchase Warrabjscs to this Underwriter's Warrant are
being acquired, for its own account, for investmamly, with no view to the distribution of the sanamd that any disposition of all or any
portion of this Underwriter's Warrant or the ShaseStock Purchase Warrants issuable upon the xireise of this Underwriter's Warrant
shall not be made, unless and until:

(a) There is then in effect a registration statene@der the Securities Act covering such propossplogition and such disposition is made in
accordance with such registration statement; or

(b)() The holder has notified the Company of thegwsed disposition and shall have furnished thmgany with a detailed statement of the
circumstances surrounding the proposed dispositiod (i) the holder has furnished the Company wittopinion of counsel, reasonably
satisfactory to the Company, that such dispositidhnot require registration of such securitieslenthe Securities Act and applicable state
law.

The holder acknowledges that this Underwriter's Mfaris, and each of the shares of Common StoclSamtk Purchase Warrants issuable
upon the due exercise hereof will be, restrictedigtes, that it understands the provisions ofeRl44 of the Securities and Exchange
Commission, and that the certificate or certifisag@idencing such shares of Common Stock and Rtoothase Warrants will bear a legend
substantially similar to the following:

"The Shares (or Stock Purchase Warrants) reprasentthis certificate have not been registered uttte Securities Act of 1933,



amended, or under the securities laws of any staty may not be sold, transferred, or otherwispased of in the absence of an effective
registration statement covering these securitiekeuthe said Act or laws, or an opinion of courssgisfactory to the Company and its counsel
that registration is not required thereunder."

8. SUCCESSORS AND ASSIGNS.

The terms and provisions of this Underwriter's Viatishall inure to the benefit of, and be bindipgn, the Company and the holder thereof
and their respective successors and permittedressig

9. LOSS OR MUTILATION.

Upon receipt by the Company of satisfactory evideoicthe ownership of and the loss, theft, desiwacbr mutilation of any Underwriter's
Warrant, and (i) in the case of loss, theft, otidesion, upon receipt by the Company of indemstgisfactory to it, or (ii) in the case of
mutilation, upon receipt of such Underwriter's Véatrand upon surrender and cancellation of suctetwriter's Warrant, the Company shall
execute and deliver in lieu thereof a new UndemwstWarrant representing the right to purchasecgal number of shares of Common
Stock.

10. NOTICES.

All notices, requests, demands, and other commtiaisaunder this Underwriter's Warrant shall b&viiting and shall be deemed to have
been duly given on the date of service if servadgally on the party to whom natice is to be givanon the date of mailing if mailed to the
party to whom notice is to be given, by first clasail, registered or certified, postage prepaidi properly addressed as follows: if to the
holder, at his address as shown in the Companydsgcand if to the Company, at its principal offigey party may change its address for
purposes of this

Section by giving the other party written noticettoé new address in the manner set forth above.

11. GOVERNING LAW.

This Underwriter's Warrant and any dispute, disaigrent, or issue of construction or interpretatinsirrg hereunder whether relating to its
execution, its validity, the obligations provideer&in, or performance, shall be governed or in&tggh according to the internal laws of the
State of California without regard to conflictslafv.

DATED: November __, 1996.

DIGITAL POWER CORPORATION

Robert O. Smith, President



SUBSCRIPTION

Mr. Philip G. Swany

Corporate Secretary

DIGITAL POWER CORPORATION
41920 Christy Street

Fremont, California 94538

Dear Mr. Swany:

WERBEL-ROTH SECURITIES, INC., for itself or for tHeenefit of one or more of its officers, directshareholders, employees, or other
related persons, hereby elects to purchase, pursutre provisions of the foregoing Underwritaarrant held by the undersigned,
( ) shares @dhenon Stock of Digital Power Corporation ("Didiljaand
( ) StoahBse Warrant:

Payment of the total Stock Purchase Price and \WaParchase Price required under such Underwriféagant accompanies this
Subscription.

DATED: , 1996.

By: Its:
WERBEL-ROTH SECURITIES, INC.

150 East Palmetto Park Road

Suite 380

Boca Raton, FL 3343




TRANSFER OF UNDERWRITER'S WARRANT

Mr. Philip G. Swany

Corporate Secretary

DIGITAL POWER CORPORATION
41920 Christy Street

Fremont, California 94538

Dear Mr. Swany:

For value received, WERBEL-ROTH SECURITIES, INC: ¢me of its officers, directors, shareholders, lyges, or related persons, as

applicable), hereby assigns this Underwriter's \Afatrto senduddress is
DATED: , 1996.
By: Its:

WERBEL-ROTH SECURITIES, INC.
150 East Palmetto Park Road

Suite 380

Boca Raton, FL 3343



EXHIBIT "A"

DIGITAL POWER CORPORATION
(A CALIFORNIA CORPORATION)

WARRANT TO PURCHASE
SHARES OF COMMON STOCK

NEITHER THIS WARRANT NOR THE SHARES ISSUABLE UPON'$ EXERCISE HAVE BEEN REGISTERED UNDER EITHER Tt
SECURITIES ACT OF 1933 AS AMENDED (THE "SECURITIEECT") OR THE SECURITIES LAWS OF ANY STATE AND MAY
NOT BE SOLD, OFFERED FOR SALE, TRANSFERRED, ASSIGNEPLEDGED, OR HYPOTHECATED IN THE ABSENCE OF A
EFFECTIVE REGISTRATION STATEMENT WITH RESPECT TO BSECURITIES UNDER THE SECURITIES ACT AND ANY
APPLICABLE STATE SECURITIES LAWS OR AN OPINION OF@JNSEL SATISFACTORY TO THE COMPANY THAT SUCH
REGISTRATION IS NOT REQUIRED.

THIS CERTIFIES THAT, for value received, WERBEL-RBTSECURITIES, INC. or its registered assigns (tbaderwriter"), is entitled to
purchase at any time or from time to time during Exercise Period (as defined in Subsection 1. @Weli) up to a maximum of Fifty
Thousand (50,000) shares of fully paid and nonsssd#e common stock of DIGITAL POWER CORPORATIONGalifornia corporation
(the "Company"), no par value (the "Shares" antlifer'Common Stock, as applicable). The Shares bbgturchased at the per Share
purchase price set forth in Subsection 1.1 belowjext to the further provisions of this Warrantidhat certain "Underwriter's Warrant To
Purchase Shares Of Common Stock And Common Stowh®&e Warrants" to which this form of WarrantrnsExhibit. The term "Warrant"
as used herein shall mean this Warrant instrumehttze rights granted hereunder.

1. EXERCISE OF WARRANT.
The terms and conditions under which this Warraay tme exercised and the Common Stock subject heraydbe purchased are as follows:

1.1 SHARE PURCHASE PRICE. The Share purchase pha# be equal to 120% of the per Share publicrioifeprice of the Common Sto
offered for sale by the Company in or around Noveni996, subject to adjustment as provided in 8eetj below, and this Section 1 (the
"Purchase Price").

1.2 METHOD OF EXERCISE. The holder of this Warramt,or after the date hereof shown at the endisfitistrument (the "Effective

Date") and from time to time until four (4) yearsrh the Effective Date (the "Exercise Period"), neaigrcise in whole or in part the purchase
rights evidenced by this Warrant, provided thaththkler exercises the purchase rights evidenceatisyarrant with respect to at least One
Thousand (1,000) Shares of Common Stock, unlesethaining balance of such Shares is less thanf@aasand (1,000). Such exercise
shall be effected by:

(a) the surrender of the Warrant, together withulg éxecuted copy of the form of Subscription gttt hereto, to the Secretary of the
Company at its principal offices;

(b) the payment to the Company in U.S. funds, bitifeed check or bank draft payable to its orddran amount equal to the aggregate
Purchase Price for the number of Shares for wiietpurchase rights hereunder are being exercised; a

(c) the delivery to the Company, if necessary stsuae compliance with federal and state secultdigs, of an instrument executed by the
holder certifying that the Shares are being acquioe the sole account of the holder and not withesv to any resale or distribution prior to
the filing of a registration statement.

1.3 SATISFACTION WITH REQUIREMENTS OF SECURITIES AGF 1933. Notwithstanding the provisions of Sultisecl.2(c) and
Section 7, each and every exercise of this Warsazdntingent upon the Company's satisfactionttimissuance of Common Stock upon the
exercise is exempt from the requirements of thaeuStgzs Act and all applicable state securitiesdatthe relevant time(s). The holder of this
Warrant agrees to execute any and all documentaetbaecessary by the Company to effect the exeotiges Warrant.

1.4 ISSUANCE OF SHARES AND NEW WARRANT. In the etd¢he purchase rights evidenced by this Warraneaeecised in whole or i
part, one or more certificates for the purchaseat&hshall be issued as soon as practicable thmréathe person exercising such rights.
Such holder shall also be issued at such time aWawant representing the number of Shares forlwthie purchase rights under this
Warrant remain unexercised and continuing in fanoe effect.

2. TRANSFERS.

2.1 TRANSFERS. Subject to Section 7 hereof, thigrfda and all rights hereunder are transferabighiole or in part by the holder with the
same effect as with a negotiable instrument. Tiosfiex rights, the transfer form below must be catgal. The transfer shall be recorded on
the books of the Company upon the surrender oltasrant, properly endorsed, to the Secretary ®Qbmpany at its principal offices and
the payment to the Company of all transfer taxesaiher governmental charges imposed on such &arsfthe event of a partial transfer,

the Company shall issue to the several holdersoon®ore appropriate new forms of Warre



2.2 REGISTERED HOLDER. Each holder agrees that sath time as any transfer pursuant to Subsegtibis recorded on the books of
Company, the Company may treat the registered hofdhis Warrant as the absolute owner; provided hothing herein affects any
requirement that the transfer of any Share of ComBtock issued or issuable upon the exercise hbeesiibject to securities law
compliance.

2.3 FORM OF NEW WARRANT. All new forms of Warrarstsued in connection with transfers of this Warsdratll bear the same date as
this Warrant and shall be substantially identioaiorm and provision to this Warrant except for thenber of Shares and Warrants
purchasable thereunder.

3. FRACTIONAL SHARES.

Notwithstanding that the number of Shares purcHasgion the exercise of this Warrant may have laefusted pursuant to the terms her
the Company shall nonetheless not be requiredst®ifractions of Shares upon the exercise of thasr&iit or to distribute certificates that
evidence fractional Shares nor shall the Compamggeired to make any cash payments in lieu tharpof exercise of this Warrant. Holder
hereby waives any right to receive fractional Skare

4. ANTI-DILUTION PROVISIONS.

4.1 STOCK SPLITS AND COMBINATIONS. If the Compankadl at any time subdivide or combine its outstagdshares of Common
Stock, this Warrant shall, after that subdivisisrcombination, evidence the right to purchase tmalver of Shares of Common Stock that
would have been issuable as a result of that chaitbeespect to the Shares of Common Stock tha¢ warchasable under this Warrant
immediately before that subdivision or combinatitithe Company shall at any time subdivide thestanding shares of Common Stock, the
Purchase Price then in effect immediately befoat siabdivision shall be proportionately decreased, if the Company shall at any time
combine the outstanding shares of Common Stoclk®tinehase Price then in effect immediately befoa¢ ¢ombination shall be
proportionately increased. Any adjustment undes 8ection shall become effective at the close sirfass on the date the subdivision or
combination becomes effective.

4.2 RECLASSIFICATION, EXCHANGE, AND SUBSTITUTIONSfthe Common Stock issuable upon exercise of thagrént shall be
changed into the same or a different number ofeshaf any other class or classes of stock, whétheapital reorganization, reclassification,
or otherwise (other than a subdivision or comboratf shares provided for above), the holder of Warrant shall, on its exercise, be enti
to purchase for the same aggregate consideratidiepi of the Common Stock that the holder wouldehbecome entitled to purchase but for
such change, a number of shares of such otheralasasses of stock equivalent to the number afeshof Common Stock that would have
been subject to purchase by the holder on exeofiges Warrant immediately before that change.

4.3 REORGANIZATIONS, MERGERS, CONSOLIDATIONS, OR BB OF ASSETS. If at any time there shall be a edpé&organization «
the Company's Common Stock (other than a subdivisitmck split, combination, reclassification, exebe, or substitution of shares provit
for elsewhere above) or merger or consolidatiothefCompany with or into another corporation, @ shle of the Company's properties and
assets as, or substantially as, an entirety ta#mr person, then, as a part of such reorganizatierger, consolidation, or sale, lawful
provision shall be made so that the holder of fiiegarant shall thereafter be entitled to receiveruprercise of this Warrant, during the period
specified in this Warrant and upon payment of thecRase Price then in effect, the number of shair€mmon Stock or other securities or
property of the Company, or of the successor caitpmr resulting from such merger or consolidattonwhich a holder of the Common Stock
deliverable upon exercise of this Warrant wouldenbgen entitled in such capital reorganization gaerconsolidation, or sale if this Warrant
had been exercised immediately before that cagitaanization, merger, consolidation, or salariyp such case, appropriate adjustment (as
determined in good faith by the Company's BoarDioéctors) shall be made in the application of phevisions of this Warrant with respect
to the rights and interests of the holder of thiari&nt after the reorganization, merger, consabidaor sale to the end that the provisions of
this Warrant (including adjustment of the Purch@gee then in effect and number of Shares purchasaion exercise of this Warrant) shall
be applicable after that event, as near as reaomaly be, in relation to any Shares or other prigpdeliverable after that event upon
exercise of this Warrant. The Company shall, withirty (30) days after making such adjustmentegiritten notice (by first class mail,
postage prepaid) to the registered holder of thisrdnt at the address of that holder shown on timagany's books. That notice shall set
forth, in reasonable detail, the event requiring ddjustment and the method by which the adjustmaatcalculated and specify the Purchase
Price then in effect after the adjustment and ticesiased or decreased number of Shares purchagaineexercise of this Warrant. When
appropriate, that notice may be given in advanckiraciude as part of the notice required undermpinevisions of this Warrant.

4.4 COMMON STOCK DIVIDENDS; DISTRIBUTIONS. In thevent the Company should at any time prior to tharation of this Warrant

fix a record date for the determination of the leotdof Common Stock entitled to receive a dividendther distribution (excluding a cash
dividend or distribution) payable in additional stsof Common Stock or other securities or rigbtsvertible into or entitling the holder
thereof to receive, directly or indirectly, addited shares of Common Stock (hereinafter referreabtthe "Common Stock Equivalents™)
without payment of any consideration by such hofdethe additional shares of Common Stock or Comi@twck Equivalents (including the
additional shares of Common Stock issuable uponarsion or exercise thereof), then, as of suchrtedate (or the date of such distribution,
split, or subdivision if no record date is fixetye Purchase Price shall be appropriately decresastthe number of shares of Common Stock
issuable upon exercise of the Warrant shall beagiately increased in proportion to such increafsgutstanding shares.

4.5 ADJUSTMENTS OF OTHER DISTRIBUTIONS. In the etéime Company shall declare a distribution payabkecurities of other
persons, evidences of indebtedness issued by timp&uy or other persons, assets (excluding castiafidis), or options or rights not referred
to in Subsection 4.4, then, in each such caséd®ptirpose of this Subsection 4.5, upon exercisei®iVarrant, the holder hereof shall



entitled to a proportionate share of any suchidistion as though such holder was the holder ohtlmaber of Shares of Common Stock of
Company into which this Warrant may be exercisedfdke record date fixed for the determinatiorih& holders of Common Stock of the
Company entitled to receive such distribution.

4.6 CERTIFICATE AS TO ADJUSTMENTS. In the case ath adjustment or readjustment of the Stock PuecRase pursuant to this
Section 4, the Company will promptly compute sudjustment or readjustment in accordance with thedéhereof and cause a certificate
setting forth such adjustment or readjustment &odving in detail the facts upon which such adjustie readjustment is based, to be
delivered to the holder of this Warrant. The Compuaiil, upon the written request at any time of ti@der of this Warrant, furnish or cause
to be furnished to such holder a certificate sgttarth:

(a) Such adjustments and readjustments;
(b) The Purchase Price at the time in effect; and

(c) The number of Shares of Common Stock issugtba exercise of the Warrant and the amount, if ahgther property at the time
receivable upon the exercise of the Warrant.

4.7 RESERVATION OF STOCK ISSUABLE UPON EXERCISE.ef@ompany shall at all times reserve and keepablailbut of its
authorized but unissued shares of Common Stockydolethe purpose of effecting the exercise oftWarrant such number of its shares of
Common Stock as shall from time to time be suffitite effect the exercise of this Warrant, and #émay time the number of authorized but
unissued shares of Common Stock shall not be giitito effect the exercise of this Warrant, inifidd to such other remedies as shall be
available to the holder of this Warrant, the Comypaiil use its best efforts to take such corpoiton as may, in the opinion of its counsel,
be necessary to increase its authorized but urdssheres of Common Stock to such number of sharebadl be sufficient for such purposes.

5. RIGHTS PRIOR TO EXERCISE OF WARRANT.

This Warrant does not entitle the holder to anthefrights of a stockholder of the Company, inahggiwithout limitation, the right to receive
dividends or other distributions, to exercise argemptive rights, to vote, or to consent or to iex@otice as a stockholder of the Company.
If, however, at any time prior to the expirationtlis Warrant and prior to its exercise, any offtiiowing events shall occur:

(a) the Company shall declare any dividend payabdany securities upon its shares of Common Stockake any distribution (other than a
regular cash dividend) to the holders of its shafégSommon Stock; or

(b) the Company shall offer to the holders of liares of Common Stock any additional shares of Com&tock or securities convertible into
or exchangeable for shares of Common Stock orighy to subscribe for or purchase any thereof; or

(c) a dissolution, liquidation, or winding up oetlCompany (other than in connection with a conatilish, merger, sale, transfer, or lease ¢
or substantially all of its property, assets, andibess as an entirety) shall be proposed andnaayithe Company with respect thereto has
been approved by the Company's Board of Directors,

then in any one or more of said events the Comphai} give notice in writing of such event to th@der at his last address as it shall appear
on the Company's records at least twenty (20) geigs to the date fixed as a record date or the datlosing the transfer books for the
determination of the stockholders entitled to sdisfidends, distribution, or subscription rights,for the determination of stockholders
entitled to vote on such proposed dissolution,itigtion, or winding up. Such notice shall specifigis record date or the date of closing the
transfer books, as the case may be. Failure taghyhail, or receive such notice or any defectdimeor in the publication or mailing thereof
shall not affect the validity of any action take@nconnection with such dividend, distribution, abscription rights, or such proposed
dissolution, liquidation, or winding up. Each parsn whose name any certificate for Shares of ComBiock is to be issued shall for all
purposes be deemed to have become the holderarfireEsuch shares on the date on which this insnt was surrendered and payment of
the Purchase Price was made, irrespective of tteeadalelivery of such stock certificate, excepttthf the date of such surrender and payi

is a date when the stock transfer books of the Gamare closed, such person shall be deemed tobleaeene the holder of such shares of
Common Stock at the close of business on the nexegding date on which the stock transfer book®pen.

6. COMPANY'S RIGHT TO REDEEM WARRANTS.
The Company shall not have the right to redeenWherant at any time during the Exercise Period.
7. RESTRICTED SECURITIES.

In order to enable the Company to comply with theuities Act and applicable state laws, the Comppaay require the holder as a condi
of the transfer or exercise of this Warrant to giréten assurances satisfactory to the CompanytiieaWarrant is being acquired, or in the
case of an exercise hereof, that the Shares subj#ds Warrant are being acquired, for its owocamt, for investment only, with no view to
the distribution of the same, and that any dispmsibf all or any portion of this Warrant or thegBbs issuable upon the due exercise of this
Warrant shall not be made, unless and u



(a) There is then in effect a registration statenue@der the Securities Act covering such propossplagition and such disposition is made in
accordance with such registration statement; or

(b) () The holder has notified the Company of ineposed disposition and shall have furnished thegany with a detailed statement of the
circumstances surrounding the proposed dispositiod (i) the holder has furnished the Company wittopinion of counsel, reasonably
satisfactory to the Company, that such dispositidhnot require registration of such securitieslanthe Securities Act and applicable state
law.

The holder acknowledges that this Warrant is, awh @f the Shares of Common Stock issuable upodubexercise hereof will be,
restricted securities, that it understands theipions of Rule 144 of the Securities and Exchangem@ission, and that the certificate or
certificates evidencing such shares of Common Staltbear a legend substantially similar to thédwing:

"The Shares represented by this certificate havéeen registered under the Securities Act of 188&mended, or under the securities laws
of any state. They may not be sold, transferredtloerwise disposed of in the absence of an effectgistration statement covering these
securities under the said Act or laws, or an opiribcounsel satisfactory to the Company and itsisel that registration is not required
thereunder."

8. SUCCESSORS AND ASSIGNS.

The terms and provisions of this Warrant shall éntar the benefit of, and be binding upon, the Camwgnd the holder hereof and their
respective successors and permitted assigns.

9. LOSS OR MUTILATION.

Upon receipt by the Company of satisfactory evigeoicthe ownership of and the loss, theft, desitwocbr mutilation of any Warrant, and (i)
in the case of loss, theft, or destruction, upaeipg by the Company of indemnity satisfactoryti@r (ii) in the case of mutilation, upon
receipt of such Warrant and upon surrender andetiation of such Warrant, the Company shall exeemig deliver in lieu thereof a new
Warrant representing the right to purchase an equaber of shares of Common Stock.

10. NOTICES.

All notices, requests, demands, and other commtioicaunder this Warrant shall be in writing andlshe deemed to have been duly given
on the date of service if served personally orpédmy to whom notice is to be given, or on the adtaailing if mailed to the party to whom
notice is to be given, by first class mail, registeor certified, postage prepaid, and properlyeskkd as follows: if to the holder, at his
address as shown in the Company records; andhBt€ompany, at its principal office. Any party nehange its address for purposes of this
Section by giving the other party written noticettoé new address in the manner set forth above.

11. GOVERNING LAW.

This Warrant and any dispute, disagreement, oeis$§eonstruction or interpretation arising hereemathether relating to its execution, its
validity, the obligations provided herein, or perfance, shall be governed or interpreted accordirige internal laws of the State of
California without regard to conflicts of law.

12. CONSTRUCTION.

This Warrant shall be governed and construed inra@erice with the terms and conditions of that aeffdnderwriter's Warrant To Purchase
Shares Of Common Stock And Common Stock Purchageavifa” (the "Underwriter's Warrant"), of which insment this Warrant is an
integral part. In the event of a conflict betweka terms of this Warrant and the terms of the Undtar's Warrant, the terms of the
Underwriter's Warrant shall govern and control.

DATED: November __, 1996.

DIGITAL POWER CORPORATION

Robert O. Smith, President



SUBSCRIPTION

Mr. Philip G. Swany

Corporate Secretary

DIGITAL POWER CORPORATION
41920 Christy Street

Fremont, California 94538

Dear Mr. Swany:

WERBEL-ROTH SECURITIES, INC., hereby elects to fhase, pursuant to the provisions of the foregoiragrént held by the undersigned,
( ) shares @dhemon Stock of Digital Power Corporatic

Payment of the total Purchase Price required usight Warrant accompanies this Subscription.

DATED: , 1996.

By: Its:
WERBEL-ROTH SECURITIES, INC.

150 East Palmetto Park Road

Suite 380

Boca Raton, FL 3343




TRANSFER OF WARRANT

Mr. Philip G. Swany

Corporate Secretary

DIGITAL POWER CORPORATION
41920 Christy Street

Fremont, California 94538

Dear Mr. Swany:

For value received, WERBEL-ROTH SECURITIES, INCeréby assigns this Warrant to
, Wwhose address

DATED: , 1996.

By: Its:

WERBEL-ROTH SECURITIES, INC.
150 East Palmetto Park Road

Suite 380

Boca Raton, FL 3343



PROMISSORY NOTE

Principal Loan Date Maturity Loan No. Call Collateral Account Officer Ini tials
$1,500,000.00 08/12/1996 10/15/1997 1071513796R 50/75 UCC 1071513796R SLS

References in the table area are for Lender's nigyeaad do not limit the applicability of this daoent to any particular loan or item.

BORROWER: DIGITAL POWER CORPORATION  (TIN: LEN DER: SAN JOSE NATIONAL BANK

94-1721931) P.O. BOX 1957
41920 CHRISTY STREET ONE NORTH MARKET STREET
FREMONT, CA 94538 SAN JOSE, CA 95113

Principal Amt: $1,500,000.00 Initial Rate: 9.250%tB of Note: 08/12/96

PROMISE TO PAY. DIGITAL POWER CORPORATION ("Borrow? promises to pay to SAN JOSE NATIONAL BANK ("Lder"), or
order, in lawful money of the United States of Amay the principal amount of One Million Five HuedrThousand & 00/100 Dollars
($1,500,000.00) or so much as may be outstandiggtier with interest on the unpaid outstandinggipal balance of each advance. Interest
shall be calculated from the date of each advantkrapayment of each advance.

PAYMENT. Borrower will pay this loan on demand,ibno demand is made, in one payment of all outtitemprincipal plus all accrued
unpaid interest on October 15, 1997. In additioorr8wver will pay regular monthly payments of acatumpaid interest beginning September
15, 1996, and all subsequent interest paymentdus®n the same day of each month after that.dsiten this Note is computed on a 365,
simple Interest basis; that is, by applying th@raf the annual interest rate over a year of 3®sdmultiplied by the outstanding principal
balance, multiplied by the actual number of dagsghincipal balance is outstanding. Borrower wéld_ender at Lender's address shown
above or at such other place as Lender may desigmairiting. Unless otherwise agreed or requirgdpplicable law, payments will be
applied first to accrued unpaid interest, thenrtngipal, and any remaining amount to any unpaitection costs and late charges.

VARIABLE INTEREST RATE. The interest rate on thioté is subject to change from time to time basedh@amges in an index which is
Lender's Prim Rate (the "Index"). This is the la@éader charges, or would charge, on 90-day unsddaems to the most creditworthy
corporate customers. This rate may or may not gdotlvest rate available from Lender at any giveretiLender will tell Borrower the curre
Index rate upon Borrower's request. Borrower urtdads that Lender may make loans based on ottesr agtwell. The interest rate change
will not occur more often than each DAY. The Indexrently is 8.250% per annum. The interest rateet@pplied to the unpaid principal
balance of this Note will be at a rate of 1.000cpatage point over the Index, resulting in anahitate of 9.250% per annum. NOTICE: Ur
no circumstances will the interest rate on thiseNm# more than the maximum rate allowed by appkcialo.

PREPAYMENT; MINIMUM INTEREST CHARGE. Borrower agreghat all loan fees and other prepaid financegdwsare earned fully as
of the date of the loan and will not be subjeatefiuind upon early payment (whether voluntary oa assult of default), except as otherwise
required by law. In any event, even upon full psapant of this Note, Borrower understands that Lerglentitled to a minimum interest
charge of $100.00. Other than Borrower's obligatipay any minimum interest charge, Borrower may without penalty all or a portion
the amount owed earlier than it is due. Early payswvill not, unless agreed to by Lender in writinglieve Borrower of Borrower's
obligation to continue to make payments of accrugghid interest. Rather, they will reduce the ppgatbalance due.

LATE CHARGE. If a payment is 10 days or more |&errower will be charged 5.000% of the regularleduled payment or $25.00,
whichever is greater. DEFAULT. Borrower will bediefault if any of the following happens: (a) Borm@wails to make any payment when
due. (b) Borrower breaks any promise Borrower hadero Lender, or Borrower fails to comply withtomperform when due any other term,
obligation, covenant, or condition contained irstNiote or any agreement related to this Note, anyother agreement or loan Borrower has
with Lender. (c) Any representation or statementienar furnished to Lender by Borrower or on Borroe/behalf is false or misleading in
any material respect either now or at the time naadarnished. (d) Borrower becomes insolvent,ceieer is appointed for any part of
Borrower's property, Borrower makes an assignmanthie benefit of creditors, or any proceedingammenced either by Borrower or
against Borrower under any bankruptcy or insolvdagys. () Any creditor tries to take any of Boreng property on or in which Lender has
a lien or security interest. This includes a gdmment of any of Borrower's accounts with LenderAffly guarantor dies or any of the other
events described in this default section occurk vaspect to any guarantor of this Note. (g) A matedverse change occurs in Borrower's
financial condition, or Lender believes the prospgg@ayment or performance of the indebtednesspaired.

If any default, other than a default in paymenttsable and if Borrower has not been given a eatica breach of the same provision of this
Note within the preceding twelve (12) months, ifyniee cured (and no event of default will have ooedy if Borrower, after receiving writte
notice from Lender demanding cure of such defdajtcures the default within fifteen (15) days{loy if the cure requires more than fifteen
(15) days, immediately initiates steps which Lerdisgms in Lender's sole discretion to be suffidemure the default and thereafter
continues and completes all reasonable and negestsas sufficient to produce compliance as soaea@sonably practical.

LENDER'S RIGHTS. Upon default, Lender may declaeéntire unpaid principal balance on this Note @hdccrued unpaid interest
immediately due, without notice, and then Borrowdl pay that amount. Upon Borrower's failure toy@dl amounts declared due pursuant to
this section, including failure to pay upon finahturity, Lender, at its option, may also, if pemadt under applicable law, do one or both of
the following: (a) increase the variable interederon this Note to 6.000 percentage points owefritiex, and (b) add any unpaid accrued
interest to principal and such sum will bear ins¢t@erefrom until paid at the rate provided irstNiote (including any increased rate). Ler



may hire or pay someone else to help collect thiteNf Borrower does not pay. Borrower also willygaender that amount. This includes,
subject to any limits under applicable law, Lerslattorneys' fees and Lender's legal expenses arhatimot there is a lawsuit, including
attorneys' fees, and legal expenses for bankryptgeedings (including efforts to modify or vacatey automatic stay or injunction), appe
and any anticipated post-judgment collection sesii®orrower also will pay any court costs, in &ddito all other sums provided by law.
This Note has been delivered to Lender and accdpteender in the State of California. If theraitawsuit, Borrower agrees upon Lender's
request to submit to the jurisdiction of the cowftSANTA CLARA County, the State of California. hder and Borrower hereby waive the
right to any jury trial in any action, proceedimg,counterclaim brought by either Lender or Borroagainst the other. This Note shall be
governed by and construed in accordance with the &f the State of California.

DISHONORED ITEM FEE. Borrower will pay a fee to Laer of $15.00 if Borrower makes a payment on Boedsvoan and the check or
preauthorized charge with which Borrower pay dierldishonored.

RIGHT OF SETOFF. Borrower grants to Lender a cantral possessory security interest in, and hersbigas, conveys, delivers, pledges,
and transfers to Lender all Borrower's right, tated interest in and to, Borrower's accounts wihder (whether checking, savings, or some
other account), including without limitation all@nts held jointly with someone else and all aot®Borrower may open in the future,
excluding however all IRA and Keogh accounts, dhttast accounts for which the grant of a secuiitgrest would be prohibited by law.
Borrower authorizes Lender, to the extent permittgadpplicable law, to charge or setoff all sumsngwnon this Note against any and all such
accounts.

COLLATERAL. This Note is secured by a SECURITY AGREENT OF EVEN DATE HEREWITH AND A UCC FILING DATEDApril
28, 1994, RECORDED AS INSTRUMENT #94106664 ON MAY, 2994, WITH THE SECRETARY OF STATE IN SACRAMENTO.

LINE OF CREDIT. This Note evidences a revolvingeliof credit. Advances under this Note, as welliesctions for payment from
Borrower's accounts, may be requested orally @rriting by Borrower or by an authorized person. denmay, but need not, require that all
oral requests be confirmed in writing. The follogiiparty or parties are authorized to request adsander the line of credit until Lender
receives from Borrower at Lender's address shownmelwritten notice of revocation of their authoriGLAUDE ADKINS, PRESIDENT;
ROBERT SMITH, CEO/SECRETARY; JOSEPHINE JACKEWICZDNTROLLER; and PHILIP G. SWANY. Borrower agreesim liable
for all sums either: (a) advanced in accordanch #i¢ instructions of an authorized person or (ejlited to any of Borrower's accounts with
Lender. The unpaid principal balance owing on Muge at any time may be evidenced by endorsementisi® Note or by Lender's internal
records, including daily computer print-outs. Lenddl have no obligation to advance funds undés thiote if: (a) Borrower or any guarantor
is in default under the terms of this Note or aggeament that Borrower or any guarantor has withdeg, including any agreement made in
connection with the signing of this Note; (b) Bamer or any guarantor ceases doing business os@vient; (c) any guarantor seeks, claims
or otherwise attempts to limit, modify or revokekguarantor's guarantee of this Note or any dtzar with Lender; or (d) Borrower has
applied funds provided pursuant to this Note famppses other than those authorized by Lender.

LETTER AGREEMENT. THIS NOTE IS SUBJECT TO, AND SHAIBE GOVERNED BY, ALL THE TERMS AND CONDITIONS OF
THE LETTER AGREEMENT DATED AUGUST 9, 1996, BETWEENHE BORROWER(S) AND SAN JOSE NATIONAL BANK,
WHICH LETTER AGREEMENT IS INCORPORATED HEREIN BY FRERENCE.

GENERAL PROVISIONS. This Note is payable on demadrritk inclusion of specific default provisions aghris of Lender shall not preclude
Lender's right to declare payment of this Notetedeémand. Lender may delay or forgo enforcing@frits rights or remedies under this Ni
without losing them. Borrower and any other peradio signs, guarantees or endorses this Note, texteat allowed by law, waive any
applicable statute of limitations, presentment, dedhfor payment, protest and notice of dishonowrJany change in the terms of this Note,
and unless otherwise expressly stated in writiogparty who signs this Note, whether as maker,antar, accommodation maker or
endorser, shall be released from liability. All symarties agree that Lender may renew or exteqeétedly and for any length of time) this
loan, or release any party or guarantor or lighiitll such parties agree that Lender may reneextend (repeatedly and for any length of
time) this loan, or release any party or guaraatarollateral; or impair, fail to realize upon aerfect Lender's security interest in the
collateral; and take any other action deemed nacgsy Lender without the consent of or noticengane. All such parties also agree that
Lender may modify this loan without the consenbtohotice to anyone other than the party with whibenmodification is made.

PRIOR TO SIGNING THIS NOTE, BORROWER READ AND UNDBROOD ALL THE PROVISIONS OF THIS NOTE, INCLUDING
THE VARIABLE INTEREST RATE PROVISIONS. BORROWER AGES TO THE TERMS OF THE NOTE AND ACKNOWLEDGES
RECEIPT OF A COMPLETED COPY OF THE NOTE.

BORROWER:
DIGITAL POWER CORPORATION

By: /S/ ROBERT SMITH By: /S/PHIL IP G. SWANY
ROBERT SMITH, CEO/PRESIDENT PHILIP G. S WANY, SECRETARY



DIGITAL POWER CORPORATION
DESIGN ACQUISITION

THIS INITIAL AGREEMENT is made and entered into®an Jose, Santa Clara County, California, this @@shof November, 1987, by and
between DIGITAL POWER, INC., (hereinafter refertedas "DIGI-POWER") whose principal place of busisiés 686 E. Gish Road, San
Jose, California 95112, and Mr. Ki Dong Kang of KEBKECTRONICS, (hereinafter referred to as Mr. Kangpose principal place of
business is 15520 Orbit Drive, Saratoga, Califo@%ar0.

For the design rights and transfer of technicaMkiow, Digital Power will compensate Ki Dong KanfjkDK Electronics as follows:
1) $10,000 upon signing of an agreement and $1080G6e 1st of each of the following nine months.
2) Royalties are as follows:

5% on First $ 20,000,000 sales.

4% on Next $ 25,000,000 sales.
3% on Next $ 33,333,333 sales.
2% on Next $ 50,000,000 sales.
1% on Next $100,000,000 sales.

At this point royalties cease.
3) Stock option:

Option on 135,000 shares of Digital Power Stock.80 per share. Optionable when the 1st $20,000r088les has been reached. Digital
Power will pay in the $472,500.00 to cover the pase of shares for Mr. Kang.

In return for the above compensation Digital Poasens all rights to the following products develogsdMr. Kang. See: Appendix "A"

Mr. Kang will give the necessary assistance taggtnology and know-how on these products intotBigtower manufacturing. On an
ongoing basis Digital Power will have access td@0rs per month of Mr. Kang's assistance, as lsiy@Royalty Agreement is in effect.
Digital Power reserves the first right of refusalany new products Mr. Kang develops in the future.

Mr. Kang promises not to sell or divulge to anyestbompany any of the technology purchased by &ligibwer. Digital Power will
compensate Mr. Kang on any new projects which regdr. Kang's assistance. The compensation witldtermined on a job by job basis
mutually agreed upon by both parties.

APPENDIX "A"

Products:

STANDARD PACKAGE (L or U Bracket)

1. 80-100W Family AC-DC 1.5 inch high 4 output
2. 150-200W Family AC-DC 1.5 inch high 4 output

3. 80-100W Family DC-DC 1.5 inch high
A. 12V input 4 outputs B. 24V input 4 outputs CMAiBput 4 outputs

4. 150-200W Family DC-DC 1.5 inch high

A. 12V input 4 outputs
B. 24V input 4 outputs
C. 48V input 4 outputs

5. Up to 500W Family-Natural progression
SLIM LINE

1. I00W 4 output 0.8 inch high £-DC



2. I00OW 4 output 0.8 inch high 12V input DC-DC Center
3. 100W 4 output 0.8 inch high 24V input DC-DC Certer
SPECIAL

1) AC input module integrated P.S.
IOOW

2) 200W

/SI KI DONG KANG

/SI CLAUDE ADKINS




SUPPLEMENTARY AGREEMENT
This is to clarify and supplement our agreemengreat on November 10, 1987.
KDK Electronics Inc. has no obligation to DigitadWer Corp. for the two products group listed below.
1) New products developed after the agreement tiateember 10, 1987.
2) Products already developed by KDK but not immated to production line of Digital Power Corpooatas of May 23, 1988.

May 23,1988 /S/ KI DONG KANG

May 23,1988 /S/ CLAUDE ADKINS




AGREEMENT
1. 5% royalty on net sales of KD100, KD150 and KD2@wer supplies and any derivatives employing lthaise design.
2. 100,000 shares stock option when net salegwf #1 reach $20,000,000 (subject to terms and tonsliof original agreement).

3. All past and future royalty payments paid ou4®%t of total DPC net sales on a monthly basis (8f/ltfe first 12 payments), the first
payment due upon signing a new agreement.

4. This agreement applies only to designs incotpdry DPC as of June 22, 1990. It is our undedstarthat KDK has in development
various features, enhancements or other prodiggqurchase of which would be the subject of a agrgement.

5. KDK agrees not to sell or license these prodtctscompeting power supply manufacturer. HoweK®K is free to manufacture these
products for sale to end customers, or to licensertanufacture of these products to an end custaimemwould employ them, not for resale,
but as a part of their product. If DPC does noieaa $3.5 million in net sales from July, 1990 thgh June, 1991, then KDK is free to sell or
license these products to a competing power sugptypany.

6. DPC is developing new designs and KDK would @t$these designs prior to this agreement to asisat¢hey are not KDK designs.

7. There will be a 1% per month penalty chargeron@ayments delayed over 10 days, plus an additidrdgper month interest charge for
balances owing beyond 30 days.

8. DPC will provide two monthly reports to KDK adllbws:

NEW ORDERS SHIPMENTS

KDK Designs $ KDK Designs $

Old DPC Designs  $ Old DPC Designs  $
New DPC Designs $ New DPC Designs $

9. If Digital Power Corporation is sold or mergég,the time of such events, unpaid royalty is due prorated stock option may be exercised
based on total accrued royalty.

10. Mutually dismiss all litigations.

Date 6/29/90 /S/ KI DONG KANG  KDK ELECTRONI CS, INC.
Ki Dong Kang, President

Date 6/29/90 /S/ ROBERT O. SMITH DIGITAL POWER CORPORATION
Robert O. Smith, CEO



[FORTRON/SOURCE LETTERHEAD]
MANUFACTURING/RESALE AGREEMENT
Between: Digital Power Corp. And Fortron/Sourceor
PURPOSE:

Fortron/Source and Digital Power wish to capitatimeeach other's strengths, which are respectitéi, volume, cost-effective
manufacturing, and development/marketing of newovrative products. Accordingly, Fortron/Source agraot to sell any Digital Power
designs (or modifications of the base design) toeantity other than Digital Power, unless specificagreed to, in advance, in writing.

INITIAL AGREEMENT:

Fortron/Source agrees (upon receipt of firm PO fiigital) to build a test run of 1000 units of arfieular model to be determined by Digital
Power, but in all likelihood, a US50-341. Thesetaimill be stocked locally and exclusively for Digi Power, and delivered, as required at a
cost of $22.00 (or less if similar power supplyRB Fremont, California. Digital Power agrees toetalelivery over a maximum of one year.
from the date originally received at Fortron/Sotlg¢aemont facility. Based upon the cost analysiwiged by this initial test run,
Fortron/Source will then provide Digital Power waHirm quote for volume production.

Digital Power agrees to allow Fortron/Source to nfaature and sell the model US155-201 (as F/S #80D23) to Standard MicroSystems,
located in N.Y. with Engineering in Mass. The dastthe first 250 kits on this product, if purchdgtrough Digital Power, will be $35.00.
Also, the Magnetic set will be available for $5&#ch. Any other kits purchased through Digital Powi#l be available at $38.00 up to a
maximum of 1000 pieces. Digital Power agrees tantaéi current safety agency requirements and nielligt Fortron/Source on the model.
All agency listing cost for this will be paid by Fmon/Source. Digital Power agrees to ~protect~rearSource at this account for the dura
of this agreement by : not quoting on this modeéBliC and not allowing another Private label comptanguote.

DESIGN OWNERSHIP:

This agreement does not constitute a transfer ofeoship of the power supply designs or their dérrea or yet to be developed products. As
such, Digital Power is authorizing only an alteenat secondary manufacturing location with respetihe appropriate safety agency
certifications. Fortron/Source is not authorizedeek their own safety agency certifications os¢haesigns



[FORTRON/SOURCE LETTERHEAD]

Digital agrees to provide all BOM's (with individusomponent prices), AVL's, artwork, test procedareny such documentation necessary
to manufacture the product. Fortron/Source undedstéhat this information is proprietary and whlige by the Nondisclosure Agreement
previously signed.

NON-COMPETITIVE STRUCTURE:

Fortron agrees not to pursue any account with @&a@bigower product without written authorization,advance, to do so. If given,
Fortron/Source will provide: Digital Power modelmber, price and volume quoted and the customer rendeddress.

Fortron agrees to an inspection of its China facBly a Digital Power representative when requesséduld any documents be needed to
assure shipments or agency compliance, they witirbeided then.

COMMISSIONS AND ROYALTIES:
Each party will be responsible for paying their osates representatives, unless otherwise agreed upo

Fortron/Source agrees to pay Digital Power $13604$5155-201 sold to Standard MicroSystems. Ormestanalysis can be provide
showing a reduction in raw material cost (prese®8§ea.), Fortron agrees to split this differendth Wigital Power. This difference is figur
from $35 to actual finished goods cost. Royaltidsaecrue and be due immediately upon payment ftioind party customers.

TERMINATION:

Either party may terminate this agreement at wffiective any time, with or without cause by writteotice given to the other party not less
than one hundred and twenty (120) days prior teeffext of such notice. At that time, each partyeag to release any and all proprietary
documents. Also, each party agrees to allow therdgthminimize losses due to excess invent
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SUMMARY:

This agreement is intended to be a start for fubnogects between Fortron/Source and Digital PoDégital Power desires to cost reduce
products, which Fortron/Source can provide. Whilgital Power can provide Fortron/Source with ananged product line. Any future
products or agreements must be done in writing. Math parties enjoy mutual profit and benefit vittks partnership.

X /S/ JACKSON WONG X IS/
PRESIDENT CEO
Date 10/7/94 Date 10/11/94
For: Fortron/Source Corp. For: Digital Pow er Corp.
2925 Bayview Dr. 41920 Chris ty St.
Fremont, CA 94538 Fremont, CA 94538

510-440-0188 510-657-263 5



1. PURPOSE; DEFINITIONS.

1.1 PURPOSE. The purpose of the Plan is to attratzin, and motivate officers, employees, conststeand directors of the Company by

giving them the opportunity to

DIGITAL POWER CORPORATION
1996 STOCK OPTION PLAN

acquire Stock owhgrsn the Company.

1.2 DEFINITIONS. For purposes of the Plan, thedaihg terms shall have the following meanings:

1.2.1 "ADMINISTRATOR" shall mean the Compensatioon@nittee referred to in Section 4 in its capacgy a

administrator of the Plan in accordance w

1.2.2 "BOARD" shall mean the Board of Dire
Company.

1.2.3 "CODE" shall mean the Internal Revenue Co
amended from time to time.

1.2.4 "COMPANY" shall mean Digital Power C
California corporation.

1.2.5 "DIRECTOR" shall mean a member of the Boa

1.2.6 "EFFECTIVE DATE" shall have the meaning
Section 2.

1.2.7 "ELIGIBLE PERSON" shall mean, in the case
of an Incentive Stock Option, all emp
Company, and in the case of a Non-qu
Option, any director (including a direct
a member of the Compensation Committee),
employee of the Company.

1.2.8 "FAIR MARKET VALUE" shall mean the value
the Administrator for purposes of gr
under the Plan.

1.2.9 "GRANT DATE" shall mean the date of
Option.

1.2.10 "INCENTIVE STOCK OPTION" shall mean an o

an option within the meaning of Section

Code, the award of which contains such

are necessary to comply with that section

1.2.11 "NON-QUALIFIED STOCK OPTION" shall mean a

is designated a Non-qualified Stock Optio

1.2.12 "OPTION" shall mean an option to purchas

under this Plan. An Option shall be des

Committee as either an Incentive Stock Op

qualified Stock Option.

1.2.13 "OPTION AGREEMENT" shall mean the wr

agreement with respect to an Option.

1.2.14 "OPTIONEE" shall mean the holder of an Op

1.2.15 "PLAN" shall mean this Digital Power Co
Stock Option Plan, as amended from time t
1.2.16 "STOCK" shall mean the Common Stock, no
the Company, and any successor entity.

1.2.17 "TAX DATE" shall mean the date defined in

1.2.18 "VESTING DATE" shall mean the date on w
becomes wholly or partially exercisable,

by the Administrator in its sole discreti

ith Section 4.

ctors of the

de of 1986, as

orporation, a

rd.

set forth in

of the grant
loyees of the
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422 of the
provisions as

n option which
n.

e Common Stock
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tion or a Non-
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rporation 1996
o time.
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Section 7.
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as determined
on.

2. EFFECTIVE DATE; TERM OF PLAN.

The Effective Date of this Plan shall be upon shalder approval of this Plan pursuant to Califor@arporation Code <section>600, which
shall occur within 12 months of the date of Bogp@raval. This Plan, but not Options already gransball terminate automatically ten ye



after its adoption by the Board, unless terminaiadier by the Board under Section
13. No Options shall be granted after terminatibthis Plan but all Options granted prior to teration shall remain in effect in accordance
with their terms.

3. NUMBER AND SOURCE OF SHARES OF STOCK SUBJECT TBE PLAN.

Subject to the provisions of Section 8, the totahber of shares of Stock with respect to which @ytimay be granted under this Plan is

[ ] shares of Stock. TheeshwrStock covered by any canceled, expired,rariteated Option or the unexercised
portion thereof shall become available again fangunder this Plan. The shares of Stock to b@@kereunder upon exercise of an Option
may consist of authorized and unissued sharegasury shares.

4. ADMINISTRATION OF THE PLAN.

This Plan shall be administered by a committed téast two members of the Board to which admiatigin of this Plan is delegated by the
Board (the "Compensation Committee"). The "Admiaisir" shall mean the "Compensation Committee"rreteto in this Section 4 in its
capacity as administrator of the Plan in accordavittethis Section 4. The Administrator may delegadndiscretionary administrative duties
to such employees of the Company as it deems prBpeh member of the Compensation Committee skadl disinterested person within
meaning of Rule 16b-3(c)(2)(i) of the SecuritiexcEange Act of 1934.

Subject to the express provisions of this Plan Atieinistrator shall have the authority to constamel interpret this Plan and any agreements
defining the rights and obligations of the Compang Optionees under this Plan; to further defimetéhms used in this Plan; to prescribe,
amend, and rescind rules and regulations relatinlge administration of this Plan; to determinedbeation and purposes of leaves of abs:
which may be granted to Optionees without congtitua termination of their employment for purposéshis Plan; and to make all other
determinations necessary or advisable for the adtration of this Plan.

Any decision or action of the Administrator in ceation with this Plan or Options granted or shafeStock purchased under this Plan shall
be final and binding. The Administrator shall netlable for any division, action, or omission resfing this Plan, or any Options granted or
shares of Stock sold under this Plan. The Boaghgtime may abolish the Compensation Committeerewneist in the Board the
administration of the Plan.

To the extent permitted by applicable law in effeo time to time, no member of the Compensatiom@ittee or the Board of Directors
shall be liable for any action or omission of atlyas member of the Compensation Committee or therdBof Directors nor for any act or
omission on the member's own part, excepting drdymhiember's own willful misconduct or gross neglicge arising out of or related to the
Plan. The Company shall pay expenses incurredraysatisfy a judgment or fine rendered or leviediast, a present or former director or
member of the Compensation Committee or Board ynaation against such person (whether or not thegamy is joined as a party
defendant) to impose liability or a penalty on speison for an act alleged to have been commitfexibh person while a director or mem
of the Compensation Committee or Board arising wapect to the Plan or administration thereofuirof membership on the Compensa
Committee or Board, or by the Company, or all or @@ambination of the preceding; provided, the dipeor Compensation Committee
member was acting in good faith, within what sugkaor or Compensation Committee member reasortadligved to have been within the
scope of his or her employment or authority, andafpurpose which he or she reasonably believéé ia the best interests of the Company
or its shareholders. Payments authorized herelindede amounts paid and expenses incurred inrggthy such action or threatened act
The provisions of this section shall apply to tetate, executor, administrator, heirs, legateedgeuisees of a director or Compensation
Committee member, and the term "person" as ustdsrsection shall include the estate, executaniaidtrator, heirs, legatees, or devisee
such person.

5. GRANT OF OPTIONS; TERMS AND CONDITIONS OF GRANT.

5.1 GRANT OF OPTIONS. One or more Options may latgd to any Eligible Person. Subject to the exppesvisions of the Plan, the
Administrator shall determine from the Eligible Bams those individuals to whom Options under tla Ptay be granted. Each Option so
granted shall be designated by the Administrataither a Non-qualified Stock Option or an Inceatitock Option.

Subject to the express provisions of this Plan Atieinistrator shall specify the Grant Date, thenfver of shares of Stock covered by the
Option, the exercise price, and the terms and tiondifor exercise of the Options. If the Admingdtr fails to specify the Grant Date, the
Grant Date shall be the date of the action taketh®yAdministrator to grant the Option. As soorpeacticable after the Grant Date, the
Company shall provide the Optionee with a writtgstion Agreement in the form approved by the Adntnai®r, which sets out the Grant
Date, the number of shares of Stock covered bpihten, the exercise price, and the terms and tiondifor exercise of the Option.

The Administrator may, in its absolute discretigrant Options under this Plan to an Eligible Pergbany time and from time to time before
the expiration of ten years from the Effective Date

5.2 GENERAL TERMS AND CONDITIONS. Except as otheswiprovided herein, the Options shall be subjetii¢dollowing terms and
conditions and such other terms and conditionsnuaminsistent with this Plan as the Administratoryrimapose.

5.3 EXERCISE OF OPTION. In order to exercise alhoy portion of any Option granted under this PEmQOptionee must remain as



officer, employee, consultant, or director of then@bany, until the Vesting Date. The Option shalklRercisable on or after each Vesting [
in accordance with the terms set forth in the OpAgreement.

5.4 OPTION TERM. Each Option and all rights or ghtions thereunder shall expire on such date dslshdetermined by the
Administrator, but not later than 10 years after ¢hant of the Option (5 years in the case of aertive Stock Option when the Optionee
owns more than 10% of the total combined voting @oef all classes of stock of the Company), andl $lgasubject to earlier termination as
hereinafter provided.

5.5 EXERCISE PRICE. The Exercise Price of any Qpsiball be determined by the Administrator, buthia case of Incentive Stock Options
shall not be less than 100% (110% in the case @@ionee who owns more than 10% of the total coebivoting power of all classes of
stock of the Company) of the Fair Market Valuelaf Stock on the date the Incentive Stock Optigrasted, and [100% of the Fair Market
Value of the Stock on the date the Non-qualifieac&tOption is granted].

5.6 METHOD OF EXERCISE. To the extent the righptochase shares of Stock has accrued, Options enaydscised, in whole or in part,
from time to time in accordance with their termsvinytten notice from the Optionee to the Compamgisy the number of shares of Stock
with respect to which the Option is being exercjsedl accompanied by payment in full of the exerpisce. Payment may be made in cash,
certified check or, at the absolute discretionhaf Administrator, by non-certified check.

5.7 RESTRICTIONS ON STOCK; OPTION AGREEMENT. At ttime it grants Options under this Plan, the Comypaay retain, for itself
or others, rights to repurchase the shares of Stogliired under the Option, or impose other regtris on such shares. The terms and
conditions of any such rights or other restrictishall be set forth in the Option Agreement evidegthe Option. No Option shall be
exercisable until after execution of the Option égment by the Company and the Optionee.

5.8 NON-ASSIGNABILITY OF OPTION RIGHTS. No Optiorhall be transferable other than by will or by thev$ of descent and
distribution. During the lifetime of an Optionealp the Optionee may exercise an Option.

5.9 EXERCISE AFTER CERTAIN EVENTS.

5.9.1 TERMINATION AS AN EMPLOYEE, DIRECTOR, OR CONRTANT. If for any reason other than permanent totdl disability or
death (as defined below) an Optionee ceases tmplged by or to be a consultant or director of@mmpany, Options held at the date of
such termination (to the extent then exercisabley be exercised, in whole or in part, at any tinitaiw three months after the date of such
termination or such lesser period specified in@ption Agreement (but in no event after the eadig(i) the expiration date of the Option as
set forth in the Option Agreement, and (ii) tenrgefaom the Grant Date).

If an Optionee granted an Incentive Stock Optiomieates employment but continues as a consularisor, or in a similar capacity to the
Company, Optionee need not exercise the Optionmititee months of termination of employment bualshe entitled to exercise within
three months of termination of services to the Canyp(one year in the event of permanent disalblitgeath). However, if Optionee does
exercise within three months of termination of eoyphent, the Option will not qualify as an Incentstck Option.

5.9.2 PERMANENT DISABILITY AND DEATH. If an Optione becomes permanently and totally disabled (wittdnmeaning of Section 22
(e)(3) of the Code), or dies while employed by @wmpany, or while acting as an officer, consultandirector of the Company,(or, if the
Optionee dies within the period that the Option aam exercisable after termination of employmerdféiliation), Options then held (to the
extent then exercisable) may be exercised by tho@ge, the Optionee's personal representativiey thhe person to whom the Option is
transferred by will or the laws of descent andritistion, in whole or in part, at any time withim@year after the disability or death or any
lesser period specified in the Option Agreement {bmo event after the earlier of (i) the expioatidate of the Option as set forth in the
Option Agreement, and

(i) ten years from the Grant Date).

5.10 COMPLIANCE WITH SECURITIES LAWS. The Companyadl not be obligated to issue any shares of Stpdn exercise of an
Option unless such shares are at that time effdgtiegistered or exempt from registration underféderal securities laws and the offer and
sale of the shares of Stock are otherwise in canpé with all applicable securities laws. Upon eisémng all or any portion of an Option, an
Optionee may be required to furnish representationsdertakings deemed appropriate by the Comfzaapable the offer and sale of the
shares of Stock or subsequent transfers of angestten such shares to comply with applicable séeardaws. Evidences of ownership of
shares of Stock acquired upon exercise of Optiba bear any legend required by, or useful foppses of compliance with, applicable
securities laws, this Plan, or the Option Agreengsdencing the Option.

6. LIMITATIONS ON GRANT OF INCENTIVE STOCK OPTIONS.

6.1 ONE HUNDRED THOUSAND DOLLARS RULE. The aggregdtair Market Value (determined as of the Granelpat the Stock for
which Incentive Stock Options may first become eisable by any Optionee during any calendar yedeuthis Plan, together with that of
Stock subject to Incentive Stock Options first eisable (other than as a result of acceleratiosyant to Section 9(a)) by such Optionee
under any other plan of the Company or any Subsid&hall not exceed $100,000.

6.2 OPTION AGREEMENTS. There shall be imposed mm@ption Agreement relating to Incentive Stock Omsi such terms and conditic



as are required in order that the Option be aretitize stock option" as that term is defined int®&c422 of the Code.

6.3 TEN PERCENT RULE. No Incentive Stock Option nieeygranted to any person who, at the time thenlinee Stock Option is granted,
owns shares of outstanding Stock possessing manelid®s of the total combined voting power of alissles of stock of the Company, unless
the exercise price of such Option is at least 1d@%e Fair Market Value of the Stock (determinecbéthe Grant Date) subject to the Opt
and such Option by its terms is not exercisabler dffte expiration of five years from the Grant Date

6.4 NON-EMPLOYEES. No Incentive Stock Option maygvanted to any person who is not an employeeeoCtbmpany.
7. PAYMENT OF TAXES.

Upon the disposition by an Optionee or other perfahares of an Option prior to satisfaction & Holding period requirements of Section
422 of the Code, or upon the exercise of a ijoalified Stock Option, the Company shall havertpkt to require such Optionee or such o
person to pay by cash, or check payable to the @agphe amount of any taxes which the Company Inearequired to withhold with
respect to such transactions. Any such payment beustade promptly when the amount of such obligatiecomes determinable (the "Tax
Date"). The Administrator may, in lieu of such cgstyment, withhold that number of Shares suffictergatisfy such withholding.

8. ADJUSTMENT FOR CHANGES IN CAPITALIZATION.

The existence of outstanding Options shall notcafffee Company's right to effect adjustments, riéghpations, reorganizations, or other
changes in its or any other corporation's capitaktfure or business, any merger or consolidatioy,issuance of bonds, debentures, prefe
or prior preference stock ahead of or affectingSteck, the dissolution or liquidation of the Comyp'a or any other corporation's assets or
business, or any other corporate act, whetherairtolthe events described above or otherwise eSuty Section 9, if the outstanding shares
of the Stock are increased or decreased in nunttdramged into or exchanged for a different nunaoedind of securities of the Company or
any other corporation by reason of a recapitatiratieclassification, stock split, combination béges, stock dividend, or other event, an
appropriate adjustment of the number and kind ofisges with respect to which Options may be gedninder this Plan, the number and |
of securities as to which outstanding Options magkercised, and the exercise price at which mudstg Options may be exercised will be
made.

9. DISSOLUTION, LIQUIDATION, MERGER.

9.1 COMPANY NOT THE SURVIVOR. In the event of a slidution or liquidation of the Company, a mergemsolidation, combination, or
reorganization in which the Company is not the sumg corporation, or a sale of substantially dltlee assets of the Company, any
outstanding Option shall become fully vested imrataly upon the Company's public announcement ofoaeyof the foregoing. The Board
of Directors shall determine, in its sole and abiotliscretion, when the Company shall be deemsdrigve for purposes of this paragraph.
If the Optionee does not exercise the entire Optiithin ninety (90) days, the Administrator, in #sle and absolute discretion, may, with
respect to the unexercised portion of the Option:

9.1.1 cancel the Option upon payment to the Op&onean amount equal to the difference betweenrlti@ng price of the stock underlying
the Option quoted the day before such liquidatibssolution, merger, consolidation, combinatiomrganization and the exercise price of the
Option; or

9.1.2 assign the Option and all rights and oblagatiunder it to the successor entity, with all stights and obligations being assumed by the
successor entity.

9.2 COMPANY IS THE SURVIVOR. In the event of a mergconsolidation, combination, or reorganizationvhich the Company is the
surviving corporation, the Board of Directors stadtermine the appropriate adjustment of the nurabdrkind of securities with respect to
which outstanding Options may be exercised, anexleecise price at which outstanding Options magxecised. The Board of Directors
shall determine, in its sole and absolute discnetichen the Company shall be deemed to survivpdgooses of this Plan.

10. CHANGE OF CONTROL.

If there is a "change of control" in the Companpatstanding Options shall fully vest immediatelyon the Company's public
announcement of such a change. A "change of corgihall mean an event involving one transactioa cglated series of transactions, in
which (i) the Company issues securities equal & 25 more of the Company's issued and outstanditigy securities, determined as a
single class, to any individual, firm, partnersHipited liability company, or other entity, inclirdy a "group” within the meaning of SEC
Exchange Act Rule 13d-3, (ii) the Company issudsigosecurities equal to 25% or more of the issard outstanding voting stock of the
Company in connection with a merger, consolidat@mther business combination, (iii) the Compangdquired in a merger or other
business combination transaction in which the hamlot the surviving company, or (iv) all or subgtally all of the Company's assets are
sold or transferred. See Section 9 with respe€ytions vesting upon the occurrence of either efehents described in

(i) or (iv) of this Section 10 and the result upthe non-exercise of the Options.

11. SUSPENSION AND TERMINATION



In the event the Board or the Administrator reabbnbelieves an Optionee has committed an act estamduct specified below, the
Administrator may suspend the Optionee's righixer@se any Option granted hereunder pending fatdrmination by the Board or the
Administrator. If the Administrator determines tlaat Optionee has committed an act of embezzlerfrant], breach of fiduciary duty, or
deliberate disregard of the Company rules resultiigss, damage, or injury to the Company, onifiGptionee makes an unauthorized
disclosure of any Company trade secret or confideimformation, engages in any conduct constiytimfair competition, induces any
Company customer to breach a contract with the Goypor induces any principal for whom the Compaatg as agent to terminate such
agency relationship, neither the Optionee nor &iate shall be entitled to exercise any Optionurader. In making such determination, the
Board or the Administrator shall act fairly andgiood faith and shall give the Optionee an oppotyuni appear and present evidence on the
Optionee's behalf. The determination of the Boarthe Administrator shall be final and conclusive.

12. NO RIGHTS AS SHAREHOLDER OR TO CONTINUED EMPLONENT.

An Optionee shall have no rights as a shareholdérraspect to any shares of Stock covered by aio@pAn Optionee shall have no right to
vote any shares of Stock, or to receive distrimgiof dividends or any assets or proceeds fronsdleof Company assets upon liquidation
until such Optionee has effectively exercised tip¢idh and fully paid for such shares of Stock. 8abjo Sections 8 and 9, no adjustment
shall be made for dividends or other rights forehhthe record date is prior to the date title ®shares of Stock has been acquired by the
Optionee. The grant of an Option shall in no waybestrued so as to confer on any Optionee thésrighcontinued employment by the
Company.

13. TERMINATION; AMENDMENT.

The Board may amend, suspend, or terminate thisd&lany time and for any reason, but no amendreaspension, or termination shall be
made which would impair the right of any personemany outstanding Options without such persomseot not unreasonably withheld.
Further, any amendment which materially increaledenefits accruing to participants under thisiBlaall be subject to the approval of the
Company's shareholders.

14. GOVERNING LAW.

This Plan and the rights of all persons underRtés shall be construed in accordance with andnagggicable provisions of the laws of the
State of California



Villanueva, Purcell & Co.

1550 The Alameda, Suite 204
San Jose, California 95126

October 4, 1996

Securities and Exchange Commission
450 5th Street, N.W.
Washington, D.C. 20549

Dear Sirs/Madams:

We have read and agree with the information coathin the section entitled "Change in Accountaintsluded in Digital Power
Corporation's Registration Statement on Form SB42etfiled with the Commission on or about Octa®et996, insofar as such comments
relate to us.

Yours truly,

/s/ Villanueva, Purcell & Co.

Exhibit 16.1



Subsidiaries of Digital Power Corporation
Poder Digital, S.A. de C.V., a Corporation incomgted under the Laws of Mexico

Exhibit 21.1



CONSENT

We have read those portions of the Form SB-2 Regiish Statement (the "Registration StatementDigital Power Corporation (the
"Company") in which our name has been cited byGbmpany, and consent to the inclusion of our namsich capacity in the Registration
Statement.

Micro-Tech Consultants

Date: October 10, 1996 /sl Mohan Ma nkikar
Mohan Mankika r

Exhibit 23.3



ARTICLE 5

This schedule contains summary financial infornragatracted from the Form SB-2 as filed with ther@aission on October 16, 1996 and

is qualified in its entirety by reference to suatahcial statements.

CIK: 0000896493

NAME: DIGITAL POWER CORPORATION

PERIOD TYPE 6 MOS YEAR
FISCAL YEAR END DEC 31 199 DEC 31 199
PERIOD END JUN 30 199 DEC 31 199
CASH 84,61 202,91°
SECURITIES 107,17 100,00(
RECEIVABLES 2,421,71! 1,794,35!
ALLOWANCES 120,00( 120,00(
INVENTORY 2,142 ,45. 1,557,22
CURRENT ASSET¢ 4,837,441 3,803,141
PP&E 1,508,62! 1,300,97:
DEPRECIATION 962,61: 943,29¢
TOTAL ASSETS 5,443,27 4,318,191
CURRENT LIABILITIES 2,411,471 1,591,78:
BONDS 0 0
PREFERRED MANDATORY 0 0
PREFERREL 0 747,56¢
COMMON 5,539,11! 4,398,32.
OTHER SE (4,005,356 (3,459,310
TOTAL LIABILITY AND EQUITY 5,443,27 4,318,191
SALES 6,553,37! 10,037,50
TOTAL REVENUES 6,553,37! 10,037,50
CGS 4,975,55 7,494,42
TOTAL COSTS 4,975,55 7,494,42
OTHER EXPENSES 888,20° 1,515,30:
LOSS PROVISION 1,28¢ 90,97¢
INTEREST EXPENSE 59,53 119,14¢
INCOME PRETAX 637,20¢ 826,48
INCOME TAX 294,00( 277,40(
INCOME CONTINUING 343,20¢ 0
DISCONTINUED 0 0
EXTRAORDINARY 0 0
CHANGES 0 0
NET INCOME 343,20¢ 1,103,88.
EPS PRIMARY 0.24 0.8C
EPS DILUTED 0.2C 0.6€
End of Filing
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