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PROSPECTUS Subject to Completion December ___, 2000
DIGITAL POWER CORPORATION
Common Stock

Certain stockholders of Digital Power CorporatidRifital Power" or "we") are offering up to 225,088ares of our common stock, includ
220,000 shares of common stock that they will aggupon the exercise of warrants. Warrants to @sei50,000 shares of common stock
were issued to the selling stockholders in conoaatiith our initial public offering in December 1®%nd warrants to purchase 75,000 shares
of common stock were issued for financial consglservices. For more complete information, pleaserto the sections entitled "The
Offering" and "Selling Stockholders."

We will not receive any proceeds from the resalshafres of common stock by the selling stockholddosvever, we will receive proceeds
upon the exercise of any warrants by the sellingkstolder. Expenses of this offering will be paidus.

Our common stock is listed and traded on the Amaeristock Exchange ("AMEX") under the symbol DPW. @etember , 2000, the average
of the high and low quotation for one share of camrtock was $ , as reported on the AMEX. Tagamts are not quoted or traded on
any exchange or quotation system.

Investing in our common stock involves a high degoérisk. You should invest in the common stockyahyou can afford to lose your enti
investment. See "Risk Factors" beginning on pag&tbis prospectus.

Neither the Securities and Exchange Commissiorangistate securities commission has approved appisved these securities
determined if this prospectus is truthful or contlé\ny representation to the contrary is a crirhaféense.

The date of this prospectus is December __, 2



Please read this prospectus carefully. You shaljdanly on the information contained in this presfus. We have not authorized anyone to
provide you with different information. You shoutdt assume that the information provided by thespeatus is accurate as of any date other
than the date on the front of this prospectus.
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FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statemexgghat term is defined in the Private Securltitgation Reform Act of 1995. These
statements relate to future events or our futuraritial performance. In some cases, you can igefotifvard-looking statements by
terminology such as "may," "will," "should," "exge¢' "plans," "anticipates,” "believes," "estimateé'predicts,” "potential” or "continue" or
the negative of these terms or other comparahteinetogy. These statements are only predictionsiavalve known and unknown risks,
uncertainties and other factors, including thegiskthe section entitled "Risk Factors," that mayse our or our industry's actual results,
levels of activity, performance or achievementbaanaterially different from any future resultsyéés of activity, performance or
achievements expressed or implied by these fonlearking statements.

Although we believe that the expectations refledteithe forwardlooking statements are reasonable, we cannot giearéurture results, leve
of activity, performance or achievements. Excepeasiired by applicable law, including the secastiaws of the United States, we do not
intend to update any of the forward-looking statetee¢o conform these statements to actual results.

As used in this prospectus, the terms "we," "ugir," and "Digital Power" mean Digital Power Coration and its subsidiaries, unless
otherwise indicatec



PROSPECTUS SUMMARY

The following summary is qualified in its entirdty the more detailed information and consolidatedrfcial statements and notes thereto
appearing elsewhere in this prospectus. This sugpnimanrot complete and does not contain all of terimation you should consider before
investing in the common stock. You should readdtiire prospectus carefully, including the "Rislkcteas" section.

Digital Power

We design, develop, manufacture, and sell poweplgsgpto original equipment manufacturers (OEMstafputers and other electronic
equipment. Power supplies are critical componeh&deztronic equipment that supply, convert, disite, and regulate electrical power of the
various subsystems within electronic equipmentctEdmic components and subsystems require protefrtion harmful surges and drops in
electrical power that commonly occur over poweesinPower supplies achieve such protection by e¢tingealternating current (AC)
electricity into direct current (DC) by dividingsangle input voltage into distinct and isolatedmuitvoltages, and by regulating and maintain
ing such output voltages within a narrow rangeaties.

In addition, through our operations in the Uniteidgdom, we design, manufacture and sell uninteitoigppower supplies, power conversion
and distribution equipment for naval and militapplcations and DC/AC inverters primarily for treddcommunications industry in Europe
under the label Gresham Power Electronics. Ourddritingdom operations also allows us to marketpmyver supplies designed in the
United States to customers located in Europe.

Our objective is to be the supplier of choice toMRHN the telecommunications, networking and switghindustries. Our strategy for
achieving this objective includes:

o focusing on designing power supplies with higveodensity or high power-to-volume ratio;

o designing base model products that can be quarkdyinexpensively modified and adapted to theifipgower supply need of any OEM,;
and

o offering "value-added services" which incorpor@teOEM's electronic components, enclosures anl@ easemblies into our power supply
products to produce a power assembly tailored &pezific need.

Our principal office is located at 41920 Christye®t, Fremont, California 945-3158 and our telephone number is 510-2635.



Risk Factors

For a discussion of considerations relevant tan@astment in the common stock, see the sectiotleshtRISK FACTORS" beginning on
page 5.

The Offering

The selling stockholders listed in the prospectay nesell some, all, or none of their common stddie selling stockholders will obtain their
common stock through the exercise of warrants tbgueonnection with our initial public offering December 1996 and warrants issued for
consulting services. Although we will receive preds upon the exercise of warrants, we will notikecany proceeds from the sale of
common stock by the selling stockholders.

Summary Consolidated Financial Data

This summary of consolidated financial data haslmeived from our annual and interim consoliddiedncial statements included
elsewhere in this prospectus. You should readifiisma tion in conjunction with those financiaht#ments, and notes thereto, along witt
section entitled "Management's Discussion and Asigslgf Financial Condition."

Nine months
Year Ended December 31, ended September 30,
1 998 1999 1999 2000
Consolidated Statement of Operations Data: (Unaudited) (Unaudited)
Revenue $18, 733,470 $15,354,018 $11,974,087 $13,644,120
Income (Loss) from operations ( 576,570) 320,665 238,128 498,973
Net Income (Loss) ( 570,588) 27,191 2,288 221,275
Net Income (Loss) per Share
Basic $ (0.21) $ 001 $ 0 0.08
Diluted $ (0.21) $ o0.01 $ 0 0.06
Consolidated Balance Sheet Data:
Working Capital $5 ,001,316 $5,367,917 $5,274,473 $ 6,434,302
Total Assets 12 ,990,819 11,160,833 11,509,144 12,654,490
Long-term debt 69,443 - 25,000 0
Total Liabilities 5 472,048 3,508,626 3,881,477 4,198,825

Shareholders' Equity $7 ,518,771 $ 7,652,207 $ 7,627,667 $ 8,455,665



RISK FACTORS

In addition to the other information presentedhiis prospectus, the following risk factors shoutdconsidered carefully in evaluating us and
our business before purchasing the common stoekeaffhereby. This prospectus contains forward-tapkiatements that involve risks and

uncertain ties. Our actual results may differ miatlgrfrom the results discussed in the forwardkiog statements. Factors that might cause
such a difference include, but are not limitedthose Risk Factors discussed below and elsewhéhésiprospectus.

We are dependent on a limited number of customers.

Traditionally, we have relied on a limited numbécostomers for growth in sales. For the year eridecember 31, 1999, one OEM custol
accounted for 11.0% of our total revenue. We caasstire you that we will be able to retain curperstomers, and the loss of any major
OEM customer may have an adverse effect on ountege

We have entered into a $3 million credit facilithieh is secured by all our assets.

We have a $3,000,000 line of credit pursuant tooagssory note agreement. This promissory notedsi®d by all of our assets. In the event
we default under the promissory note, the bank h@ase the right to attach all of our assets whichild@dversely affect our operations.

We are dependant on computer and other electrguipmment industries

Substantially all of our existing customers ar¢hi@ computer and other electronic equipment intessand manufacture products which are
subject to rapid technological change, obsolescemmtlarge fluctuations in demand. These industie further characterized by intense
competition. The OEMs serving these markets arsspired for increased product performance and lpvestuct prices. OEMs, in turn, make
similar demands on their suppliers, such as usntweased product performance and lower prices.cimputer industry is inherently
volatile. Recently, certain segments of the compaitel other electronic industries have experiercedftening in product demand. Such
lower demand may affect our customers, in whicte¢he demand for our products may decline, our gr@ould be adversely affected.

We are dependent on the performance of our fadgilituadalajara, Mexico and manufacturer in Chifagign currency risks

Substantially all of our products sold by Digitalvifer in the United States are produced at ourifadiicated in Guadalajara, Mexico. We ¢
have a "turnkey" manufacturing contract with a nfanturer located in China to produce our productan attempt to reduce our dependence
on our Mexican facility. For the nine months en&sgbtember 30, 2000, and year ended December 39, tt@purchase of products from
our manufacturer located in China accounts for @aprately [20%] of our revenues.

We are dependant upon key personnel

Our performance is substantially dependent on ¢énopnance of its executive officers and key pensbnand on its ability to retain and
motivate such personnel. The loss of any of ourgexgonnel, particularly Robert !



Smith, Chief Executive Officer, could have a matksidverse effect on the our business, financiatlition and operating results. We have
"key person" life insurance policies on Mr. Smiththe aggregate amount of $2 million.

We are dependant on suppliers

We rely on, and will continue to rely on, outsiderties to manufacture parts, components and equipMé& cannot assure you that these
suppliers will be able to meet our needs in a fatisry and timely manner or that we will be aldeobtain additional suppliers when and if
necessary. A significant price increase, a qualitytrol problem, an interruption in supply or otléficulties with third party manufacturers
could have a material and adverse effect on olityatn successfully provide our proposed servi¢agther, the failure of third parties to
deliver the products, components, necessary pagguipment on schedule, or the failure of thirdipa to perform at expected levels, could
dely our delivery of power supply products. Recgnile have experience lengthening lead time amdations of certain components,
including tantalum capacitors and cores, and athgface mount technology parts.

Our products are not patentable

Our products are not subject to any U.S. or forgigtents. We believe that because our productscarténually updated and revised, obtair
patents would be costly and not beneficial. Theeefwe cannot guarantee that other competitorerandr employees will make use of and
develop proprietary information on which we rely.

Our common stock price is volatile

Our common stock is listed on the American StockHaxge and is thinly traded. In the past, our traghrice has fluctuated widely,
depending on many factors that may have littledavith our operations or business prospects.

The exercise of outstanding options may adverdébgtaour stock price and your percentage of owmiers

As of September 30, 2000, options to purchase 931s6ares of common stock, with a weighted aveeagecise price of $2.36 exercisabl
prices ranging from $0.50 to $6.25 per share watstanding. The exercise of these options may hawadverse effect on the price of our
common stock price and will dilute existing shareleo percentage ownership in |



USE OF PROCEEDS

We will not receive any proceeds from the resalshafres of common stock by the selling stockhoM&r will receive proceeds upon the
exercise of any warrants held by Werbel-Roth Sé&esriDonner Corp. International and C.C.R.I. Coaion We intend to use the proceeds
from the exercise of warrants for working capitadlather general corporate purposes.

DIVIDEND POLICY

We have not declared or paid any cash dividenaenr inception. We currently intend to retain adgitional future earnings, for use in
operation and expansion of our business. We dintestd to pay any cash dividends on our commorkstothe foreseeable future. The
declaration of dividends in the future will be la¢ tdiscretion of the Board of directors and wilpded upon the earnings, capital requirements
and our financial position.

PRICE RANGE OF COMMON STOCK

The following table sets forth the high and lowsguoted for our common stock during each quactethie past two fiscal years and for the
nine months ended September 30, 2000, as quotdtdkmerican Stock Exchange.

Common Stock

Quarter Ended High Low
September 30, 2000 14.94 2.25
June 30, 2000 3.63 2.00
March 31, 2000 4.81 1.69
December 31, 1999 1.94 1.25
September 30, 1999 2.06 1.50
June 30, 1999 2.06 1.38
March 31, 1999 2.38 1.31
December 31, 1998 2.94 1.38
September 30, 1998 5.44 1.63
June 30, 1998 6.69 4.25
March 31, 1998 7.00 5.75

These quotations reflect inter-dealer prices, withretail markup, mark-down or commission, and mayrepresent actual transactions.

As of September 30, 2000, we had 3,255,570 sh&msmumon stock outstanding and approximately 1&5edolders of record. The number
of shareholders does not include those who holdecurities in street nam



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

General

We are engaged in the business of designing, dewglomanufacturing, and marketing electronic postgplies for use in electronic
circuitry. Revenues are generated from the sateippower supplies to distributors, OEMs in the paer and other electronic equipment
industries, and the defense industry in the Uritedjdom.

Results of Operations

The table below sets forth certain statements efatpns data as a percentage of revenues foretrs gnded December 31, 1998 and 1999,
and nine months ended September 30, 1999 and 2000.

Years Ended Nine Months Ended

1998 1999 1999 2000

Revenues 100.00% 100.00%  100.00% 100.00%
Cost of goods sold 78.89 73.45 75.25 71.11
Gross margin 21.11 26.55 24.76 28.89
Selling, general and administrative 16.73 18.26 16.42 18.87
Research and development 7.46 6.20 6.35 6.37

Total operating expense 24.19 24.46 22.77 25.24
Operating income (loss) (3.08) 2.09 1.99 3.66

Net interest expense 1.14 1.07 1.07 0.48
Translation loss .20 .04 0.08 0.04
Income (Loss) before income taxes (4.42) .98 0.85 3.20
Provision (Benefit) for income taxes (1.37) .80 0.83 1.58

Net Income (Loss) (3.05)% .18% 0.02% 1.63%

The following discussion and analysis should bel ieaconnection with the our consolidated finansiatements and the notes thereto and
other financial information included elsewherehistreport.



Nine Months Ended September 30, 2000, Compared t@ftember 30, 1999
Revenues

For the nine months ended September 30, 2000, uegdncreased by 13.95% to $13,644,120 from $110874or the nine months ended
September 30, 1999. The increase in revenues dilméngine months ended September 30, 2000, catirtieiged primarily to significant
increases in units shipped to five large UnitedeSt®EM customers. For the nine months ended Sépted®, 2000, Digital Power Ltd.
contributed $4,255,702 to our revenues compar&d {851,050 for the nine months ended Septembel®.

Gross Margins

Gross margins were 28.9% for the nine months eSagdember 30, 2000, compared to 24.8% for themimths ended September 30, 1999.
The increase in gross margins can primarily bébatied to increased OEM business and manufactimi@hina, as noted above.

Selling, General and Administrative

Selling, general and administrative expenses w&r@%4 of revenues for the nine months ended Septedih000, compared to 16.4% for
the nine months ended September 30, 1999. Incresaflédy, general and administrative expenses esattnibuted primarily to an increased
marketing staff, increased commissions paid anceased investor relations expenses.

Engineering and Product Development

Engineering and product development expenses wébé 6f revenues for the nine months ended SepteBh&000, compared to 6.4% for
the nine months ended September 30, 1999. Theaisesdn engineering and product development expeafiect our continuing
commitment to new product development.

Interest Expense

Interest expense, net of interest income, was 865@& the nine months ended September 30, 2000pared to $127,722 for the nine
months ended September 30, 1999. The decreaseinshexpense is primarily due to reduced borrgwim our line of credit, which was
$940,000 at the end of September 2000, and repkeof Digital Power Ltd. receivables financing lwé bank line of credit with a more
favorable interest rate.

Income (loss) Before Income Taxes

For the nine months ended September 30, 2000, d&bame before income taxes of $436,675 compar&d®1,188 for the nine months
ended September 30, 19¢



Income Tax

The provision for income tax increased from $98,88Ghe nine months ended September 30, 199915,400 for the nine months ended
September 30, 2000.

Net Income

Net income for the nine months ended Septembe2(M), was $221,275, compared to a net income @B8Xor the nine months end
September 30, 1999. The increase in net incomtéonine month period is due to increased revefardbe nine month period, primarily
related to our United States operations.

Year Ended December 31, 1999, Compared to Year End®ecember 31, 1998
Revenues

Revenues for the fiscal year ended December 31, 18&e $15,354,018, which represented a decrd&® 379,452, or approximately 18%,
from revenues of $18,733,470 for the year endeceBer 31, 1998. This decrease in total revenudsdes an 8% decrease in revenues of
$532,424 from Digital Power Ltd. with revenues @f®2,041 and $6,469,617 for the fiscal years efmusmmber 31, 1998 and 1999,
respectively. The decrease in revenues was duaplyno a reduction in sales and marketing effarigl a re-allocation of these resources to
new product development initiatives in the U.S.

Gross Margin

Gross margins were 26.55% for the year ended Deee81h 1999, compared to 21.11% for the fiscal yealed December 31, 1998. This
increase in gross margins can be primarily attatub aggressive cost containment measures imititels including headcount reductions in
the U.S. and Mexico, and a 10% salary and wagectituwhich affected all of our U.S. employees.

Selling, General and Administrative

Total selling, general and administrative expemszseased by $330,628 to $2,803,493 for the yadedeDecember 31, 1999, from
$3,134,121 for the fiscal year ended December 338 1primarily due to reduced U.S. payroll relagegenses and sales with a commission.
Digital Power Ltd. selling, general and administratexpenses increased $349,015 from $1,289,00898 to $1,638,021 for the fiscal year
ended December 31, 1999, primarily due to the fiaha full time sales manager responsible forstiles and distribution of Digital Power
designs and products in the U.K. and Europe, velhited increased travel, trade show expense areftesing.

Research and Development

Research and development expenses were $952,68&fpear ended December 31, 1999, as compareld36%816 for the year ended
December 31, 1998. Of the $445,126 decrease, $25380ibuted to Digital Power Ltd. The other gduial decrease can be primarily
attributed to the 1998 settlement of litigationahwing KDK Electronics, with no comparable expeins&999.



Interest Expense

Net interest expense was $147,408 for the yeardeDdeember 31, 1999, compared to $220,894 for ¢lae gnded December 31, 1998. 1
decrease in interest expense is primarily duedaaed borrowing on our line of credit which wasuegd from $1,590,000 at the end of 1998,
to $940,000 at the end of 1999, paid by cash savign the 1996 IPO.

Translation Loss

The primary currency of the our subsidiary, PodmgitBl, is the Mexican peso and for Digital Powedl, the United Kingdom pound. During
1999, we experienced a translation loss of $6,2B6aily related to Poder Digital's operations gsMexican pesos, compared with a
translation loss of $37,771 in 1998.

Income (Loss) Before Income Taxes

Our income before income taxes increased $978@a%t50,191 income before income taxes during @88 a loss before income taxes
$(828,588) during 1998. Digital Power Ltd. contiid $314,003 income before income taxes in 1999 $287,603 income before income
taxes in 1998. This increase was due primarih&improvement in gross margins which resulted ftoencost contain ment initiatives, as
discussed in the gross margin section.

Income Tax (Benefit)

For the year ended December 31, 1999, we had ammtax expense of $123,000 compared to a tax ibend58,000 due to its 1998 net
loss for the year ended December 31, 1998.

Net Income (Loss)
Our net income increased $597,779 to a net incdr@191 in 1999 from a net loss of $(570,588)998.

We do not believe that our business is season#televent inflation increases, this may have atieg effect on our sales or gross margin
since we may be required to increase the costomducts.

Liquidity And Capital Resources

On September 30, 2000, we had cash of $1,249,8bWarking capital of $6,434,302. This compares wiish of $527,977 and working
capital of $5,274,473 at September 30, 1999. Toree@se in working capital was due to an increase@ounts receivable, inventory, and
prepaid expenses, and decrease of notes payabscenuants payables, offset by a decrease in atlceivables and increase in accrued
liabilities and income taxes payable, resultingiimcrease in cash and cash equivalents. Cashderbtly operating activities totaled $107,
and $1,220,412 for the nine months ended Septe&ther999 and 200!



Cash used in investing activities was $(59,582fHernine months ended September 30, 2000, compaf{d23,893) for the nine months
ended September 30, 1999. Net cash provided bd {oy&nancing activities was $704,316 for theenmonths ended September 30, 2000,
compared to $(1,416,426).

Through September 30, 2000, we funded our opemfiamarily through revenues generated from opamatiand bank borrowing. As of
December 31, 1999, we had cash and cash equivale$®24,708 and working capital of $5,367,917.sTéompares with cash and cash
equivalents of $867,607 and working capital of $3,8316 at December 31, 1998. The increase in workapital for the year ended
December 31, 1999, is primarily due to our incomeé eeduction of debt. Cash provided by our opegadictivities totaled $1,728,208 and
$10,066 for the year ended December 31, 1999 a88, 18spectively. Cash used in investing activitie$161,896 during 1999 consisted
primarily of expendi tures for the purchase of prctibn and testing equipment. During 1998, cashl irsénvesting activities amounted to
$3,500,586 primarily for the purchase of the assEBigital Power Ltd. For the year ended Decengfer1999, cash used in financing
activities included payments of $1,524,302 on being. During the year ended December 31, 1998, pestided by financing activities
included proceeds from borrowing of $2,366,846 prateeds of $95,350 from the exercise of warramtsstock options, offset by payments
of $307,814 on borrowing.

We were a guarantor of a $500,000 term loan graotedr employee stock ownership plan ("ESOP"). Baknce outstanding of $184,919
related to this term loan is included in the ta@@aount of our bank borrowing as of December 318138%e loan was paid during 1999, and
bore interest at 8.5% per annum. Proceeds frorfotirewere used to acquire Digital Power's commooksby the ESOP. Principal and
interest on the loan was paid by the ESOP throwogitributions made by Digital Power to the ESOPhim amount of approximately $8,852
per month. This amount has been a monthly chargggense.

Impact of Recently Issued Standards

In June 1998, the Financial Accounting Standardsr@dssued Statement of Financial Accounting Stadslilo. 133 "Accounting for
Derivative Instruments and Hedging Activities," (6B133). FASB133 requires that an entity recognikdeaivatives as assets or liabilities
the statement of financial position and measuredhostruments at fair value. This statement wasnaled by Statement of Financial
Accounting Standards No. 137, issued in June 18998 that it is effective for our financial statertsefor the year ending December 31,
2001. We do not believe the adoption of FASB133 lndlve a material impact on assets, liabilitieequity. We have not yet determined the
impact of FASB133 on the income statement or thgaithon comprehensive income.

In December 1999, the Securities and Exchange Cssioni (SEC) released Staff Accounting Bulletin {BAB 101) "Revenue Recognition
in Financial Statements." SAB 101 establishes dimég in applying generally accepted accounting@ples to the recognition of revenue in
financial statements based on the following foiteda: persuasive evidence that an arrangemestsxielivery has occurred or services f
been rendered, the seller's price to the buyexeslfor determinable, and collectibility is reasbiyeassured. SAB 101, as amended by SAB
101A and SAB 101B, is effective no later than therth fiscal quarter of the fiscal years beginrafigr December 15, 1999, except that
registrants with fiscal years that begin betweenddeber 16, 1999 and March 15, 2000, may reportesylting change in accounting
principle no later than their second fiscal quadtethe fiscal year beginning aft



December 15, 1999. The company does not believetteadoption of SAB 101 will have a material effen its financial position or result
operations.

DESCRIPTION OF BUSINESS
General

We are a California corporation originally formedli969. Our corporate office is located in Frem@dlifornia. We have a manufacturing
facility in Guadalajara, Mexico, and a design, nfanuuring, and sales facility in Salisbury, EnglalVe design, develop, manufacture, and
sell 50 watt to 750 watt switching power suppliad ®C/DC converters to OEMs of computers and o#textronic equipment. Through our
subsidiary Digital Power Limited, we also desigramafacture and sell uninterruptible power suppli@syer conversion and distribution
equipment for naval and military applications an@d/BC inverters primarily for the telecommunicatiandustry in Europe under the label
Gresham Power Electronics. Power supplies arearitomponents of electronic equipment that supmdpyert, distribute, and regulate
electrical power. The various subsystems withictetmic equipment require a steady supply of diceetent (DC) electrical power, usually
different voltage levels from the other subsysteritkin the equipment. In addition, the electroniemponents and subsystems require
protection from the harmful surges and drops icteleal power that commonly occur over power lines.

Power supplies satisfy these issues of allocatmmhpaiotection by (i) converting alternating curréi€) electricity into DC; (ii) by dividing a
single input voltage into distinct and isolatedmuitvoltages; and (iii) by regulating and maintagisuch output voltages within a narrow
range of values.

Products which convert AC from a primary power seunto DC are generally referred to as "power §apg Products which convert one
level of DC voltage into a higher or lower level@E€ voltage are generally referred to as "DC/DCventers." "Switching" power supplies i
distinguished from "linear" power supplies by tharmer and efficiency with which the power supphteps down" voltage levels. A linear
power supply converts an unregulated DC voltageltwer regulated voltage by "throwing away" thiedtence between the two voltages as
heat. Consequently, the linear power supply isrieidy inefficient-typically only 45% efficient faa 5V output regulator. By contrast, a
switching power supply converts an unregulated Ditage to a lower regulated voltage by storingdifierence in a magnetic field. When
the magnetic field grows to a pdetermined level, the unregulated DC is switchdd@nfl the output power is provided by the energyest ir
the magnetic field. When the field is sufficientlgpleted, the unregulated DC is switched on agadfeliver power to the output while the
excess voltage is again stored in the magnetid. f&$ a result, the switching power supply is meffecient-typically 75% efficient for a 5V
output regulator.

One of the great advantages of switching powerIggpn addition to the high efficiency, is theigh power density, or power-to-volume
ratio. This density is the result of the reductiothe size of the various components. Our swighiower supply products have a high power
density and are generally smaller than those ofpetitors. For example, to the best of our knowledigeUS 100 series of power supplies, on
a 3"x 5" printed circuit board, is the smallest @&t off-line (AC input) power supply availabletime industry.

Another advantage of our power supply producthésextreme flexibility of design. We have desigtteel base model power supply products
so that the)



can be quickly and inexpensively modified and addpb the specific power supply needs of any OEMSs Tflexibility" approach has
allowed us to provide samples of modified powersigg to OEM customers in only a few days aftetiahiconsultation, an important
capability given the emphasis placed by OEMs anétto market." This "flexibility" approach also udts in very low non-recurring
engineering (NRE) expenses. Because of reduceddxBénses, we do not charge our OEM customers f& iRited to tailoring a power
supply to a customer's specific requirements. ghiss us a distinct advantage over our competitoes)y of whom do charge their custom
for NRE expenses. Our marketing strategy is toakthis combination of high power density, desflgxibility, and short time-to-market to
win an increasing share of the growing power suppdyket.

In addition to the line of proprietary productsestd, and in response to requests from OEMs, veoepatsvide "value-added services." The
term "value-added services" refers to our incorponaof an OEM's selected electronic componentslosares, and cable assemblies with our
power supply products to produce a power subassetimdl is compatible with the OEM's own equipmeamd apecifically tailored to meet the
OEM's needs. We purchase parts and componentheh@EM itself would otherwise attach to or integraith our power supply, and we
provide the OEM with that integration and instadiatservice, thus saving the OEM time and money.béleeve that this value-added service
is well-suited to those OEMs who wish to reduceértiiendor base and minimize their investment in ufacturing which leads to increased
fixed costs. Based on the value-added serviceDHEMs do not need to build assembly facilities tnufacture their own power subassem
blies and thus are not required to purchase indaligarts from many vendors.

We are a California corporation originally formedl969 through a predecessor. Unless the conteidaites otherwise, any reference to
"Digital Power" herein includes our wholly-owned ¥ean subsidiary, Poder Digital S.A. de C.V. and wholly-owned United Kingdom
subsidiary, Digital Power Limited, dba Gresham PoRlectronics. Further, unless otherwise indicateterence to dollars in this prospectus
shall mean United States dollars.

Digital Power Limited

In 1998, we acquired the assets of Gresham PoweetrBhics. Our wholly-owned subsidiary, headquadeén Salisbury, England, Digital
Power Limited designs, manufactures, and distribettching power supplies, uninterruptible powgpdies, and frequency converters for
the commercial and military markets under the n@resham Power Electronics. Uninterruptible powgpsias (UPS) are devices that are
inserted between a primary power source and timegpyi power input of the electronic equipment tgobetected for the purpose of
eliminating the effects of transient anomaliesesnporary outages. A UPS consists of an invertarishaowered by a battery that is kept
trickle-charged by rectified AC from an incomingvper line. In the event of a power interruption, Hegtery takes over without the loss of
even a fraction of a cycle in the AC output of thieS. The battery also provides protection agarasisients. A frequency converter is an
electronic unit for speed control of a phase induciotor. The frequency converters manufacture®igjtal Power Ltd. are used to convert
a warship's generated 60 cycle electricity suppQ0 cycles. This 400 cycle supply is used to pasitical equipment such as the ship's
gyro, compass and weapons systems. The acquisiti@nesham Power Electronics has diversified oodpct line, provided greater acces
the United Kingdom and European markets, and stinengd our engineering and technical resou



The Market

Since all electronic equipment requires power seppthe overall market for power supplies is Marge. The growth of the power supply
industry has paralleled that of the general el@dtsindustry. Since 1994, growth has escalateah &ven faster pace, fueled by the demand
for networking communications equipment and commuéquipment and its peripherals. Future growtxjgected to come from the same
markets, as internet and intranet networking atidlee and digital telephones continue to becompypar around the world.

The electronic power supply market is typicallyitsipito "captive” and "merchant" market segmentse Taptive segment of the market is
represented by OEMs who design and manufacture psupplies for use in their own products. The retimg power supply market is serv
by merchant power supply manufacturers, such agaDRower, that design and manufacture power seppbr sale to OEMs.

We believe that the merchant market is the fagtesting segment of the power supply market, as OEdfdinue to outsource their power
supply requirements. We believe that this increésskie, in part, to the fact that power suppliests@coming an increasingly complex
component in the eyes of OEMs, with constantly diranrequirements such as power factor correc®¥() and filtering specifications to
minimize electromagnetic interference (EMI).

The power supply market can also be divided betweestom" and "standard" power supplies. Customgyaupplies are those that are
customized in design and manufactured with a sjgeaifplication in mind, whereas standard power Beg@re sold off-the-shelf to
customers whose electronic equipment can operate $tandard output voltages such as 5, 12, or Rd. \Rower supplies in the captive
market that are designed and manufactured by an €@ERWNEe in its own equipment are an example afstam design, as the product is not
intended for resale. However, custom power suppliesalso common in the merchant market, as cedtgids contract with power supply
manufacturers to design a product that meets time, fiit, and function requirements of that OEM'g@ific application. A subset of the
standard segment of the market has evolved, conynkoiolwvn as "modified standard" segment, comprigiagyer supply products that have
the performance characteris tics of a standard pewgply, but require certain, usually minor, magfions. These modifications typically
involve an adjustment to one of the standard outpliages, such as from 5 volts to 7 volts, or frodvolts to 18.5 volts.

The power supply industry is highly fragmented. fEhare approximately 300 domestic merchant powgplgLcompetitors in the United
States, with over 200 that generate less than $®min revenues. No one manufacturer holds mbeatfive percent of the total market. The
merchant market segment is also highly fragmentedrding to the power level, technology, packagorgapplication of a merchant's
particular power supply. Most merchant manufactioemcentrate on niche markets, whether power samgmdustry segments.

With no industry standards for power suppliess iery difficult to design out an existing powepply component, which prevents large
companies from quickly gaining market share. Thetkebeing a profitable manufacturer is to haveglderm expertise in power electronics
and to be able to provide products needed by cugtridVe have targeted and serve the industriab8ié automation, industrial and
portable computing, and networking applicationda&of the merchant market. We believe that owsan higl-



efficiency, high-density, design-flexible power glips is ideally suited to the rapid growth oppaities existing in this market segment.

Geographically, we primarily serve the North Amariqgpower electronics market with AC/DC power suggkind DC/DC converters ranging
from 50 watts to 750 watts of total output poweigifal Power Ltd. serves the United Kingdom markate with AC/DC power supplies,
uninterruptible power supplies, and frequency itersr Both commercial and government (Ministry @f€nse) markets are served by Digital
Power Ltd.

Customers

Our products are sold domestically and in Canadaugh a network of 14 manufacturers' representsitivée also have 23 stocking
distributors in the United States and Europe. lditazh, we have formed strategic relationships wittee of our customers to private label
products. Our customers can generally be grougedtimee broad industries, consisting of the compuélecommuni cation, and instrument
industries. We have a current base of over 150&ctistomers, including companies such as Ascenagh@mications, Telex, Dot Hill,
Motorola, Stanford Telecommunications, Extreme Ne#s, Foundry Networks, JDS Uniphase, EricssortjdriTelecom and Lucent.

Gresham Power Electronic products are sold primarithe United Kingdom and to a lesser extentumdpe. Our customers in Europe
include the United Kingdom Ministry of Defense, pes Thorney Croft, Emerson and Seimens.

Strategy

Our strategy is to be the supplier of choice to GE®Yuiring a high-quality power solution wheressirapid modification, and time-toarket
are critical to business success. Target markebssts include telecommunications, networking, dwitg, mass storage, and industrial and
office automation products. While many of thesensegts would be characterized as computer-relatedioanot participate in the personal
computer (PC) power supply market because of thendargins arising out of the high volume and exentompetitive nature of that
market.

We intend to continue our sales primarily to erigtcustomers while simultaneously targeting salesetv customers. We believe that our
"flexibility” concept allows customers a unique @®wbetween our products and products offered bgrgiower supply competitors. OEMs
have typically had to settle for a standard powgpdy product with output voltages and other feadysredetermined by the manufacturer.
Alternatively, if the OEM's product required a difént set of power supply parameters, the OEM waedl to design this modification in-
house, or pay a power supply manufac turer forstotn product. Since custom-designed power supaiieslevelopment-intensive and
require a great deal of time to design, develod,raanufacture, only OEMs with significant volumegu&e ments can economically justify
the expense and delay associated with their pramudturthermore, since virtually every power carsien product intended for use in
commercial applications requires certain indepehdafety agency testing at considerable expensh,asiby Underwriters Laboratories, an
additional barrier is presented to the smaller OBW offering OEM customers a new choice with DigRawer "flexibility" series, we
believe we have an advantage over our competius.'flexibil ity" series is designed around a stardized power platform, but allows the
customer to specify output voltages tailored teiact requirements within speci



parameters. Furthermore, OEMs are seeking powglisswith greater power density. Digital Powettsitegy in responding to this demand
has been to offer increasingly smaller power suppiys or packages.

Product Strategy and Products

We have nine series of base designs from whichstimads of individual models can be produced. Eadbsskas its own printed circuit board
(PCB) layout that is common to all models withie #eries regardless of the number of output vadtéiypically one to four) or the rating of
the individual output voltages. A broad range dfpoi ratings, from 3.3 volts to 48 volts, can bedarced by simply changing the power
transformer construction and a small number of eiutpmponents. Designers of electronic systemsletarmine their total power
requirements only after they have designed theesystelectronic circuitry and selected the comptenbe used in the system. Since the
designer has a finite amount of space for the systed may be under competitive pressure to furdhuice its size, a burden is placed on the
power supply manufacturer to maximize the powersigrof the power supply. A typical power supplynsists of a PCB, electronic
components, a power trans former and other eleetgoetic components, and a sheet metal chassidafjes components are typically
installed on the PCB by means of pin-through-hskeably where the components are inserted intaliited 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. Our US100 series is an
example of a product using this manufacturing tetdgy.

Digital Power's "flexibility" concept applies tol &f our US, UP/SP, DP and UPF product series. mroon printed circuit board is shared by
each model in a particular family, resulting inealuiction in parts inventory while allowing for rdphodifiability into thousands of output
combina tions. The following is a description of guoducts.

The US50 series of power supplies consists of catmpaonomical, high efficiency, open frame switshthat deliver up to 50 watts of
continuous power, or 60 watts of peak power, frora t four outputs. The 90-264 VAC universal inplidbws them to be used worldwide
without jumper selection. Flexibility options incle chassis and cover, power good signal, an isb\Aeoutput, and UL544 (medical) safety
approval. All US50 series units are also availabl&2VDC, 24VDC, or 48VDC inputs. This optional Di@put unit (DP50 series) maintains
the same pin-out, size, and mounting as the USi€sse

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

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 power, or 120 watt peak power, from ton@ur outputs. The 90-264VAC universal input altothem to be used worldwide. This
product is ideal in applications whe



OEMs have upgraded their systems, requiring artiaddi 30-40 watts of output power but being unablaccommodate a larger unit. The
US100 fits in the same form factor and does natirecany tooling or mechanical changes by the OENXibility options include a cover a
adjustable post regulators on V3 and/or V4 outgdedly customized models are also available. Al10S8 series units are also available with
12VDC, 24VDC, or 48 VDC inputs. This optional DGirt unit (DP100) maintains the same pin-out, sarel mounting as the US100 series.

The UP300 series consists of economical, highieffiy, open frame switchers that deliver up to @@#ts of continuous, or 325 watts of
peak power, from one to two outputs. The 115/230\6M-selectable input allows them to be used wadd. On-board EMI filtering is a
standard feature. Flexibility options include aeg\power fail/power good signal, and an isolated @utput. The UP300 is also available as
the SP300 series, which is jumper selectable betd&d and 230VAC and provides the OEM an even racomomical solution. This prodt
can be used in network switching systems or otle@tr®nic systems where a lot of single outputentyrsuch as 5, 12, 24, or 48 volt current
might be required.

The US250 series consists of economical, highieffiy, open frame switchers that deliver up to @afits of continuous power, or 300 watts
of peak power, from one to four outputs. The 116X28C auto-selectable input allows them to be useddwide. Flexibility options include
cover, power fail/power good signal, enable/inhibitd an isolated V3 output. All US250 series uaitsalso available with 12VDC, 24VDC,
or 48VDC inputs. This optional DC input unit (DP2530aintains the same pin-out, size, and mountintpes)S250 series.

The US350 series is a full-featured unit that heve power factor correction and was designedetéidid-configurable by our international
and domestic sales channels. This feature alloavstthcking distributor to lower its inventory cobtg still maintain the required stock to
rapidly provide power supplies with the unique camaktion of output voltages required by an OEM. Tumst delivers 350 watts from one to
four output modules and meets the total harmorstodion spec IEC 555.2. The US350 has an on-béktidfilter and operates from 90-264
VAC input. This unit measures 9" x 5" x 2.5". Itncaperate without any minimum loads and has aropatiinternal fan and power fail/power
good signal.

The newest product developed by us is the UPF é86ss The UPF 150 is an open-frame switcher tbktets up to 150watts of continuous
power from one to four outputs. The UPF 150 is ev&tbwith power factor correction and a Class B Hill#r, making the series particularly
well-suited for those customers selling into theiinational market place.

We offer our customers various types of value-adsgdices, which may include the following addisdo its standard product offerings:

Electrical (power): Paralleled power supplies fd#1) 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 faigtect signal, DC output(s) OK signal, inhibit, puit voltage margining, and digital control
interface.



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

These services incorporate one of our base prodiartg with additional enclosures, cable assemldied other electronic components to
arrive at a power subassembly. This strategy matelith those OEMS wishing to reduce their vendaehas the turnkey sub-assembly
allows customers to eliminate other vendors.

Other than certain fabricated parts such as pricitedit boards and sheet metal chassis whicheadily available from many suppliers, we
use no custom components. Typically, two suppbeesqualified for every component, with the exaaptbeing one line transformer
manufactured by Spitznagel. This transformer isgihesl into one of our products, which accounteddes than 10% of our total sales in
1999.

Gresham Power Electronics' primary product linetuide the following:

Military Power Supplies. Design and manufacturéd@fand DC power conversion equipment which is idezhfor naval and other
applications where arduous duties demand qualiiyralebility. Products include transformer reifunits to 15KVA and Static Frequency
Converters to 5KVA.

Commercial Component Power Supplies. Distributind service of all Digital Power's product linesntim-American markets.

Uninterruptible Power Supplies. Distribution andvéee of uninterruptible power supplies mainly ke tUnited Kingdom telecommunications
industry. Products offered range from 250VA to 18@but main market is up to 10KVA.

Telecommunications Inverters. Design and manufeafiDC to AC sine-wave inverters. Rugged equipnr@ended for use in remote areas
for the support of mobile telecommunications ifatains.

Manufacturing Strategy

Consistent with its product flexibility strategyevaim to maintain a high degree of flexibility inrananufacturing processes in order to
respond to rapidly changing market conditions. Viétlv exceptions, the competitive nature of the posugply industry has placed continual
downward pressure on selling prices. In order toea® low cost manufacturing with a lahbiatensive product, manufactur ers have the o}
of automating much of the labor out of their praglue producing their product in a low labor costvigonment. Given the high fixed costs of
automation and the resistance this places on makajgr product changes, we believe that our flexihbnufacturing strategy is best
achieved through a highly variable cost of operatla 1986, we established a wholly-owned subsydiaiGuadalajara, Mexico to assemble
our products. This manufacturing facility performaterials management, sub-assembly, final asseaiditest functions for the majority of
our power supply products. Currently, almost albof manufacturing, including our value-added smsj is done at a 16,000 square foot
facility operated by our wholly-owned subsidiarypder Digital, S.A. de C.V., located in Guadalaja&xico. In addition, we have entered
into an agreement with Fortron/Source Corp. to rfesture our products at a facility located in Chamaa turnkey basis. Purchases from
Fortron/Source will be made pursuant to purchadersrand th



agreement may be terminated upon 120 days notieear®/manufacturing approximately 20% of our prodeguirements through
Fortron/Source and expect to increase these priodueivels due to cost advantages achieved thr@ighese procurement. We believe that
the facility in China complements our manufacturiagility in Guadalajara, Mexico since the facilityChina allows us to produce power
supplies with sufficient lead time at lower costhjle the Guadalajara facility will continue to mdacture power supplies that need a quick
turnaround or modification.

Sales, Marketing and Customers

During 1999, we had revenues of $15,354,018 anthoetne of $27,191 compared to revenues of $184783and a net loss of $(570,588)
during fiscal year 1998.

Digital Power markets its products through a neknadrthirteen domestic and one Canadian independantufacturers' representatives. Each
representative organization is responsible for magasales in a particular geographic territoryn&ally, the representative has exclusive
access to all potential customers in the assigemeidary and is compensated by commissions at 5%ebfales after the product is shipped,
received, and paid for by the customer. Typicalther we or the representative organization mayiteate the agreement with 30 days'
written notice.

In certain territories, we have entered into agre@smwith 23 stocking distributors who buy and Hemér products. For the fiscal years ended
December 31, 1999 and 1998, distributor sales adediufor 31.6% and 29.1%, respectively, of ourlteédes. Over this same period, one
distributor accounted for 11.5% and 13.1%, respeltj of total sales. In addition, internationalesathrough stocking distributors accounted
for less than 5% of our sales. In general, theaagemts with stocking distributors are subject touah renewal and may be terminated upon
90 days' written notice. Although these agreemerag be terminated by either party in the evenbaksg distributor decides to terminate
agreement with us, we believe that we would be ttbt®ntinue the sale of our products through disates to the customers of the stocking
distributor. Further, and in general, stockingritisttors are eligible to return 25% of their pravéosixmonths' sales for stock rotation. For
past three years, stock rotations have not excemuegercent of total sales.

We have also entered into agreements with thre@teriabel customers who buy and resell our pradubtder these agreements, we sell our
products to the private label company who thenlieetige products with its label to its customerse Wélieve that these private label
agreements expand our market by offering the cust@nsecond source for our products. The privéiel agreements may be terminated by
either party. Further, the private label agreemeqtiires that any product subject to a privatellbbeavailable for five years. For the years
ended December 31, 1999 and 1998, private labed saicounted for 3.7% and 8.2%, respectively,taf gales.

Our promotional efforts to date have included paidiata sheets, feature articles in trade peritgliead trade shows. Our future promotional
activities will likely include space advertisingimdustry-specific publications, a full-line produwatalog, application notes, and direct mail to
an industry-specific mail list.

Our products are warranted to be free of defecta feeriod ranging from one to two years from ddtshipment. No significant warranty
returns were experienced in either 1999 or 199&fAeptember 30, 2000, and December 31, 1999yauanty reserve was $211,266 and
$272,782, respectivel



Competition

The merchant power supply manufacturing industhyigbly fragmented and characterized by intensepatition. Our competition includes
over 500 companies located throughout the worlthesof whom have advantages over us in terms of lahoé component costs, and some of
whom may offer products comparable in quality tesoiany of our competitors, including PowerOneteAyn Technologies, Inc. (now
merged with Zytec Corporation), ASTEC America, LataliElectronics, Westinghouse, Belix and AmericawétdConversion have
substantially greater fiscal and marketing resaisred geographic presence than we. If we contmbe successful in increasing our
revenues, competitors may notice and increase ditiopdor our customers. We also face competifimm current and prospective
customers who may decide to design and manufacttgaally the power supplies needed for their pidgl. Furthermore, certain larger
OEMs tend to contract only with larger power supmignufacturers. This factor could become more problic to us if consolidation trends
in the electronics industry continue and some ef@tMs to whom we sell our products are acquirethiger OEMs. To remain competitive,
management believes that we must continue to canfpebrably on the basis of value by providing athexd manufacturing technology,
offering superior customer service and design exgging services, continuously improving quality aeliability levels, and offering flexible
and reliable delivery schedules. We believe we lragempetitive position with our targeted custonvein® need a high-quality, compact
product which can be readily modified to meet thstomer's unique requirements. However, there eamtassurance that we will continue
to compete successfully in the power supply market.

Research and Development

Our research and development efforts are primdiilycted toward the development of new standardep®wpply platforms which may be
readily modified to provide a broad array of indival models. Improvements are constantly soughower density, modifiability, and
efficiency, while we attempt to anticipate changmgrket demands for increased functionality, sicRRC and improved EMI filtering.
Internal research is supplemented through thezatitin of consultants who specialize in variougayéncluding component and materials
engineering and electromagnetic design enhancerteemprove efficiency, while reducing the cost @ik of our products. Product
development is performed at our headquarters iffid@aila by three engineers who are supported asidtesl by five technicians. Our total
expenditures for research and development were, $888$952,690 and $1,397,816 for the nine montkde@ September 30, 2000, and y«
ended December 31, 1999 and 1998, respectivelyregamdsented 6.37%, 6.20% and 7.46% of our tov@mees for the correspond ing
periods.

Employees

As of December 31, 1999, we had approximately 28&ifmne employees, with 210 of these employeduatwholly-owned subsidiary Poder
Digital located in Guadalajara, Mexico, and 50 esgptl by Digital Power Ltd. The employees of Digialwer's Mexican operation are
members of a national labor union, as are most@epk of Mexican companies. We have not experieaogdvork stoppages at any of our
facilities and believe that our employee relatians good



Guadalajara, Mexico Facility and Foreign Currency Huctuations

We produce substantially all of our products at b&000 square foot facility located in Guadalajafaxico. The products are then delivered
to Fremont, California for testing and distributiéie believe that we have a good working relatigmstith our employees in Guadalajara,
Mexico and have recently signed a five-year comtrnath the union representing the employees. In7198 entered into a "turnkey"
manufacturing contract with a manufacturer locate@hina to produce our products in an attempetiuce our dependence on our Mexican
facility. At this time the purchase of productsrfréhe manufacturer located in China accounts fpr@pmately 20% of revenues and requ
advance scheduling which affects our ability todace products quickly. However, if our revenuesigas anticipated, we intend to
manufacture more of our products utilizing the @sie manufacturer. In the event that there is aoreséen disruption at the Guadalajara
production plant or with the Chinese manufactusach disruption may have an adverse effect on loilityato deliver our products and may
adversely affect our financial operations.

Further, the Guadalajara, Mexico facility condutgdinancial operations using the Mexican peso @nesham Power conducts its financial
operation using the United Kingdom pound. Therefde to financial conditions beyond our controd, are subject to monetary fluctuations
between the U.S. dollar, Mexican peso, and Unitedyfom pound. During fiscal 1999, we lost $6,23@assult of currency fluctuations.

Facilities

Our headquarters are located in approximately 9s50@re feet of leased office, research and dersapspace in Fremont, California. We
pay $6,653 per month, subject to adjustment, aadeidise expires on January 31, 2001. We plan tewethis lease prior to expiration;
however, given market conditions, we expect thatrént will be substantially higher. Our manufaittgrfacility is located in 16,000 square
feet of leased space in Guadalajara, Mexico. Weapayoximately $4,583 per month, subject to adjesityand the lease expires in February
2001. Gresham Power leases approxi mately 25,08rsdeet for its location in Salisbury, Englandesham Power pays rent of approxi
mately

(pound)17,500 per quarter, and the lease will exBeptember 26, 2009. We believe that our exigtindjties are adequate for the foresee:
future and have no plans to expand them.

Legal Proceedings
We are not currently involved in any legal proceegdi
DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AND CONTRO L PERSONS

Our directors and executive officers, their agesjfons held, and duration as such, are as foll
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th technology companies. Director since 1990
Microsystems, Inc. From June 1986 until June
ved as consultant to Union Technology. Founder
rt, Inc. Retired as a member of the board of

in 1984. Received B.S. in Electrical Engineering
ersity of Missouri.

joined us as our Controller in 1981. In Febru
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de Vice President-Finance. In May 1996, he
Chief Financial Officer and Secretary of Digi

. Mr. Swany received a B.S. degree in Business
ation - Accounting from Menlo College, and
graduate courses in business administration at the
y of Colorado.

EXECUTIVE COMPENSATION

Non-employee directors receive $10,000 per annum gpagdterly and options to purchase 10,000 shar€oofmon Stock.

Executive officers are appointed by, and servaatiscretion of, the board of directors. ExceptRobert O. Smith, our President and Chief
Executive Officer, we have no employment agreemeittsany of its executive officers. The followitgble sets forth the compensation of
our President and Chief Executive Officer during tiast three years. No other officer received drcarapensation in excess of $100,000

during the 1999 fiscal year.

SUMMARY COMPENSATION TAB

Annual Compensation
Other Annual
Name and Compensation
Principal Position Year  Salary (6))]

Robert O. Smith 1999 $134,038 $0
President and 1998 $141,912 $0
CEO 1997 $150,000 $0

Long Term Compensation

Awards Payouts
Restricted Securities LTIP All Other
Stock Underlying Payouts Compensa-
Award(s) ($) Options (#) %) tion
$0 100,000(1) $0 $0
$0 100,000(2) $0 $0
$0 100,000(3) $0 $0

(1) Represents options to acquire 100,000 sharesminon stock at $1.875 per shz



(2) Pursuant to his employment contract, in Jan®888, Mr. Smith received options to acquire 100,80ares of Common Stock at $6.69
share. These options expire in January 2008. Oreidber 5, 1998, these options were repriced to arcese price of $2.31 per share.

(3) Pursuant to his employment contract, in Jand88y7, Mr. Smith received options to acquire 100,8Bares of Common Stock at $5.4375
per share. These options expire in January 200N@ember 5, 1998, these options were repriced Exarcise price of $2.31 per share.

On March 1, 2000, Digital Power and Mr. Smith eateinto an employment contract effective JanuaB0D0. The term of the employment
agreement is for one year subject to annual rendwaler the terms of Mr. Smith's employment coritrilr. Smith shall serve as President
and Chief Executive Officer and his salary shal260,000 per annum and shall be entitled to banaseletermined by the Board. In
addition, he shall have the right to receive onfitst business day of each January during the tdrhis contract options to acquire 100,000
shares of Common Stock at the lower of market vakief such date or the average closing priceni®fitst six months of each year of his
contract. Pursuant to Mr. Smith's employment cantia the event there is a change in control @fifal Power, Mr. Smith shall be entitled to
receive in one payment, the sum of six (6) timasaninual base salary. If Mr. Smith's employmen¢é@ent is not renewed or he is
terminated without cause, Mr. Smith will be entitke three times his annual base salary.

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

OPTION GRANTS IN LAST FISCAL YEAR

Individual Grants
Number of Securi- % of Total Options  Exercise or
ties Grante dto Base Price Expiration
Name Underlying Employees in Fis- ($/Sh) Date
Options cal Ye ar
Granted (#)
Robert O. Smith 100,000 54.9 8% $1.875 January 2009

The following table sets forth Mr. Smith's fisca&ar end option values. No options were exercisellbysmith during 199¢



AGGREGATED OPTION EXERCISES IN LAST FISCAL YEAR
AND FISCAL YEAR-END OPTION VALUES

Value of Unexer
Number of Unexer cised In-the-Money
cised Options at Options
FY-End (#) at FY-End ($)(2)

Exercisable/ Exercisable/
Shares Acquired on Unexercisable  Unexercisable
Name Exercise (#) Value Realiz ed ($)
Robert O. Smith None None 386,900 Exercisable $81,469 Exercisable

(1) Market price at December 31, 1999, for a slefui@mmon stock was $1.4375.
Stock Plans

Employee Stock Purchase Plan. We have adopted aiol@e Stock Ownership Plan ("ESOP") in conformiith ERISA requirements. As

of December 31, 1999, the ESOP owns, in the agtget)a7,504 shares of our Common Stock. In Juné, 8@ ESOP entered into a
$500,000 loan with San Jose National bank to fieahe purchase of shares. We guaranteed the repaypiitée loan, and our contributions
to the ESOP were used to pay off the loan by tleoéri 999. All our employees participate in the EES@h the basis of level of compensation
and length of service. Participation in the ESOS8uisject to vesting over a six-year period. Theehaf our Common Stock owned by the
ESOP are voted by the ESOP trustees. Mr. Smitlsjd&net and Chief Executive Officer, is one of twastees of the ESOP.

1998 and 1996 Stock Option Plans. We have esta&lligie 1998 and 1996 Stock Option Plans (the "Plafke purposes of the Plans are to
encourage stock ownership by employees, officerd,directors to give them a greater personal isténethe success of the business and to
provide an added incentive to continue to advandheir employment by or service to Digital Powgitotal of 753,000 options are
authorized to be issued under the Plans, all oflwhave been issued. The Plans provide for the gfaither incentive or nostatutory stocl
options. The exercise price of any incentive stotion granted under the Plans may not be less1B&% of the fair market value of the
Common Stock on the date of grant. The fair mavkéte for which an optionee may be granted incengitock options in any calendar year
may not exceed $100,000. Shares subject to optioder the Plans may be purchased for cash. Unlkesaise provided by the Board, an
option granted under the Plans is exercisablesiorears. The Plans are administered by the Corafilen<Committee which has discretior
determine optionees, the number of shares to bered\by each option, the exercise schedule, aret te#hms of the options. The Plans may
be amended, suspended, or terminated by the Bo&rbbsuch action may impair rights under a presfipgranted option. Each incentive
stock option is exercisable in accordance witheitan, during the lifetime of the optionee, onlylsng as the optionee remains employed by
us. No option is transferrable by the optionee rothan by will or the laws of descent and distribnt



Other Stock Options

As of December 31, 1999, we have outstanding ogtioracquire 92,000 shares of Common Stock at $leB8hare and options to acquire
86,900 shares of Common Stock at $.50 per shaeseTbptions were granted to employees in May 1883age now fully vested.

401(k) Plan

We have adopted a tax-qualified employee savinggetirement plan (the "401(k) Plan"), which getigreovers all of our full-time
employees. Pursuant to the 401(k) Plan, employegsmake voluntary contributions to the 401(k) Rigrto a maximum of six percent of
eligible compensation. These deferred amountsargibuted to the 401(k) Plan. The 401(k) Plan pexnbut does not require, additional
matching or contributions by us on behalf of Plartigipants. We match contribu tions at the rat8.@6 for each $1.00 contributed. We can
also make discretionary contributions. The 401(RhRs intended to qualify under Sections 401(lj 481 (a) of the Internal Revenue Cod
1986, as amended. Contributions to such a qualdfiad are deductible when made and neither theibatibns nor the income earned on
those contributions is taxable to Plan participamtsl with drawn. All 401(k) Plan contributionseacredited to separate accounts maintained
in trust.

Limitation of Liability and Indemnification Matters

Sections 204 and 317 of the California Corporati@ode ("Corporations Code") permit indemnificatafrdirectors, officers, and employees
of corporations under certain conditions subjeaddain limitations. Article IV of the our Amendeaid Restated Articles of Incorporation
("Articles") provides that the liability of the dictors for monetary damages shall be eliminatededullest extent permissible under
California Law. Article V of the our Articles statehat the we may provide indemni fication of igeats, including its officers and directors,
for breach of duty to Digital Power in excess @& thdemnification otherwise permitted by Sectio 81 the Corporations Code, subject to
the limits set forth in Section 204 of the Corpanas$ Code. Article VI of the Bylaws provides thhetwe shall, to the maximum extent and in
the manner permitted in the Corporations Code,nmidty each of its agents, including its officerdatirectors, against expenses, judgments,
fines, settlements, and other amounts actuallyreasonably incurred in connection with any proceg@irising by reason of the fact any such
person is or was our agent.

Pursuant to Section 317 of the Corporations Codeang empowered to indemnify any person who was aparty or is threatened to be
made a party to any proceeding (other than anrabtjoor in the right of the company to procure dgjnent in its favor) by reason of the fact
that such person is or was an officer, directoplegee, or other agent of ours or our subsidiaagsajnst expenses, judg ments, fines,
settlements, and other amounts actually and reboimezurred in connection with such proceedinguth person acted in good faith and
manner such person reasonably believed to be ibasirinterests and, in the case of a criminalgeding, has no reasonable cause to believe
the conduct of such person was unlawful. In addjtise may indemnify, subject to certain excepti@mg; person who was or is a party or is
threatened to be made a party to any threatenedijme or completed action by or in the right of tompany to procure a judgment in its
favor by reason of the fact that such person isas an officer, director, employee, or other agéithe Digital Power or its subsidiaries,
against expenses actually and reasonably incugratidh person in connection with the defense diese¢nt of such action if such person
acted in good faith and in a manner such persaavsal to be in the best interest of the companyi@nshareholders. We may adval



expenses incurred in defending any proceeding prifinal disposition upon receipt of an undertakby the agent to repay that amount if it
shall be determined that the agent is not entttedddemnification as authorized by

Section 317. In addition, we are permitted to ind#ynits agents in excess of

Section 317.

Insofar as indemnification for liabilities arisimmder the Securities Act may be permitted to dines;tofficers, and controlling persons of the
company pursuant to the foregoing provisions, beatise, we have been advised that in the opinidheoCommission such indemnification
is against public policy as expressed in the SaesrAct and is therefore unenforceable.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

During 1999 and 1998, we have not been a partpydransaction, proposed transaction, or seri¢sanofactions in which the amount
involved exceeds $60,000, and in which, to our Kedge any director or executive officer, nominées percent beneficial security holder,
or any member of the immediate family of the forieggersons have or will have a direct or indimeetterial interest.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth, as of September2BMO0, certain information with respect to the Hiemed ownership of shares of common
stock by all shareholders known by us to be theefieinl owners of more than five percent of thestarnding shares of such common stock,
all directors and executive officers individualind all directors and all executive officers obagroup. As of Septem ber 30, 2000, there"
3,255,570 shares of Common Stock outstanding.

No. of Shares
Name C ommon Stock(1) Percent

Rhodora Finance Corporation Limited 183,464 6.54%
80 Broad Street

Monrovia, Liberia

Digital Power - ESOP 167,504 5.97%
41920 Christy Street

Fremont, CA 94538

Thomas W. O'Neil, Jr., 55,600(2) 2.65%
Director

Robert O. Smith, 406,504(3) 13.34%
Director and Chief Executive Officer

Chris Schofield, 47,000(4) 1.6%
Managing Director, Digital Power Limited

Philip G. Swany, 42,250(5) 1.5%
Chief Financial Officer

Scott C. McDonald, 10,000(6) *

Director



No. of Shares

Name C ommon Stock(1) Percent
Robert J. Boschert, 10,000(6) *
Director
All directors and executive officers as a group
(6 persons) 570,854(7) 18.0%

* Less than one percent.

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

(2) Includes 20,000 shares subject to options aardants exercisable within 60 days.

(3) Includes 235,500 shares subject to optionsnaardants exercisable within 60 days. Also incluilé$,504 owned by the Digital Power
ESOP of which Mr. Smith is a trustee.

(4) Includes 40,000 shares subject to options ésdarke within 60 days. Does not include optionpucchase 85,000 shares that are not
exercisable within 60 days.

(5) Represents 49,250 shares subject to optionsisable within 60 days.
(6) Includes 10,000 shares subject to options aaants exercisable within 60 days.

(7) Includes 357,750 shares subject to optionsweardants and exercisable within 60 days. Also ideki167,504 shares owned by the Digital
Power ESOP of which Mr. Smith is a trustee and bemgeemed a beneficial owner.

SELLING STOCKHOLDER

The common stock registered hereby will be resglthe selling stockholders listed below. On Decenilfe 1996, in connection with our
initial public offering, we entered into an undeitimg agreement. Subject to the terms and conditafrthe underwriting agreement, we
issued to Werbel-Roth Securities, Inc., an undeewsi warrant to purchase shares of common staglcammon stock purchase warrants (the
"Underwriter's Warrant"). The Underwriter's Warrantitles Werbel-Roth to purchase at any time @mftime to time until five years from

the effective date up to 100,000 shares of comnaok st $4.80 per share and up to a maximum ofd&0sbock purchase warrants at 15(c
per warrant, each of which entitled Werbel-Rotlptiochase a single share of common stock at $5.06haee. Subsequent to the offering, the
Underwriter's Warrants were transferred to tharsgBtockhold ers listed below. The resale of theras issuable upon exercise of the
Underwriting Warrant are included in this prospsctu

In addition, we have issued 5,000 shares of comsimek and warrants to purchase 30,000 shares ahoonstock at $3.88 per share to
Donner Corp. International; warrants to purchas@@Dshares of common stock at $3.88 per shareQdrd. Corporation; and warrants to
purchase 15,000 shares of common stock at $6.78hpee to Research Works. Donner Corp. Interndti@h&.R.l. Corporation and
Research Works have provided financial and investredation services to Digite



The following table identifies the selling stockdets, as of September 15, 2000, and indicatesrcéntarmation known to us to respect to
the number of common shares beneficially ownecdhbyselling stockholder, (ii) the number of commabares to be offered for the selling
stockholders' account, and

(iii) the number of common stock and percentageutétanding common stock to be beneficially owngdhe selling stockholders after the
sale of the common stock offered by the sellingldtolders. The term "beneficially owned" means camrstock owned or that may be
acquired within 60 days. The number of common stagktanding as of September 30, 2000, was 3,285]5i selling stockhold ers may
sell some, all or none of their common stock.

Shares Benef icially Owned Sharesto be Shares Beneficially
Prior to Offering Offered Owned After Offering

Name of Stockholder Number Percentage Number Number Percentage
Howard Roth 115,000 3.4% 115,000 0 0

Carol Cohen 15,000 * 15,000 0 0

Laurence Feirstein 15,000 * 15,000 0 0

Myron Sayer 5,000 * 5,000 0 0

Donner Corp. International 35,000 1.1% 35,000 0 0

C.C.R.l. Corporation 30,000 * 30,000 0 0

Research Works 15,000 * 15,000 0 0

*Less than 1%.
PLAN OF DISTRIBUTION

No underwriter will be used in connection with gae of the shares of common stock registered heldie selling stockholder may, fra
time to time, sell all or a portion of the sharés@mmon stock on any market upon which the comstook may be quoted, in privately
negotiated transactions or otherwise, at fixedgsrithat may be changed, at market prices prevaititige time of sale, at prices related to :
market prices or at negotiated prices. The shdresromon stock may be sold by the selling stockéolzy one or more of the following
methods, without limitation:

o block trades in which the broker or dealer scagieg will attempt to sell the shares of commonkstscagent but may position and resell a
portion of the block as principal to facilitate ttransaction;

o purchases by broker or dealer as principal asaleey such broker or dealer for its account pansto this prospectus;
0 an exchange distribution in accordance with thesrof such exchange;
o ordinary brokerage transactions and transactionich the broker solicits purchasers;

o privately negotiated transactiol



o market sales (both long and short to the extemhijited under the federal securities laws), and;
0 a combination of any such methods of sale.

In effecting sales, brokers and dealers engagetiebgelling shareholder may arrange for other ke dealers to participate. Brokers or
dealers may receive commissions or discounts fremselling shareholder (or, if any such broélealer acts as agent for the purchaser of
shares, from such purchaser) in amounts to be ia¢ggtand which are not expected to exceed thasemary in the types of transactions
involved. Broker-dealers may agree with the sellhgreholder to sell a specified number of sucheshaf common stock at a stipulated price
per share, and, to the extent such bro ker-desl@mable to do so acting as agent for the sellageholder, to purchase as principal any
unsold shares of common stock at the price reqaarédlfill the broker-dealer commitment to thels®j shareholders. Broker-dealers who
acquire shares of common stock as principal mag#iter resell those shares of common stock frame to time in transactions (which may
involve block transactions and sales to and thraatgkr brokemdealers, including transactions of the nature desdrabove) on the Americi
Stock Exchange or otherwise at prices and on témarsprevailing at the time of sale, at prices tredated to the then-current market price or
in negotiated transactions and, in connection witth resales, may pay to or receive from the pgerisaof such shares of common stock
commissions as described above.

From time to time, the selling stockholder may gledts shares of common stock under the marginigions of customer agreements. Upon
default by the selling stockholder, the broker roéfgr and sell the pledged shares of common stark time to time. Upon sales of the
shares of common stock, the selling stockholdenidito comply with the prospectus delivery requigata, under the Securities Act, by
delivering a prospectus to each purchaser in treséiction. We intend to file any amendments orrateeessary documents in compliance
with the Securities Act which may be required ia #vent a selling stockholder defaults under asyorner agreement with brokers.

To the extent required under the Securities Asyplemental prospectus will be filed, disclositlig, name of any brokefealers, the numb
of shares of common stock involved, the price attvthe common stock is to be sold, the commisspaig or discounts or concessions
allowed to such broker-dealers, where applicabkg, such brokedealers did not conduct any investigation to vettiiy information set out «
incorporated by reference in this prospectus, pplemented, and other facts material to the tramsac

We and the selling stockholder will be subjectpplacable provisions of the Exchange Act and tHesand regulations under it, including,
without limitation, Rule 10b-5 and, insofar as #adling stockholders are distribution participaatsl we, under certain circumstances, may be
a distribution participant, under Regulation M lo¢ tExchange Act. All of the foregoing may affea tharketability of the common stock.

DESCRIPTION OF SECURITIES

We are authorized to issue up to 10,000,000 shdresmmon stock, no par value, and 2,000,000 sharpseferred stock, no par value. As
September 30, 2000, there were 3,255,570 shammmhon stock outstanding and no shares of prefstasdk outstanding



Common Stock

Each shareholder is entitled to one vote for e&elnesof common stock held on all matters submitteal vote of shareholders. Each holder of
common stock has the right to cumulate his votésghlvmeans each share shall have the number of eqigal to the number of directors to
be elected and all of which votes may be castirigrane nominee. Subject to such preferences asapyay to any preferred stock outstanc

at the time, the holders of outstanding share®wfroon stock are entitled to receive dividends datssets legally available therefor at such
times and in such amounts as the board of direatassfrom time to time determine. The common stsakot entitled to preemptive rights
and is not subject to conversion or redemption.righe liquidation, dissolution, or winding up oethompany, the holders of common stock
and any participating preferred stock outstandintiya time would be entitled to share ratablyllraasets remaining after the payment of
liabilities and the payment of any liquidation pefnces with respect to any outstanding prefetamak sEach outstanding share of common
stock now is, and all shares of common stock thihbe outstanding will be, fully paid and non-assable.

Preferred Stock

The board of directors is authorized, subject tplamitations prescribed by California law, to pide for the issuance of shares of common
stock in one or more series, to establish from tiome the number of shares to be included ime&ach series, to fix the powers,
designations, preferences and rights of the sHaraah wholly unissued series and any qualificatidimitations, or restrictions thereon, and
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 shareholders. Aterd of directors may authorize the issuanceefepred stock with voting or conversion
rights that could adversely affect the voting poweother rights of the holders of common stocku§;hthe issuance of preferred stock may
have the effect of delaying, deterring, or prevegnth change in control of the company. We haveuncent plans to issue any shares of
preferred stock.

Options

At September 30, 2000, we have 931,605 sharesnafnom stock subject to outstanding options with eiserprices ranging from $.50 to
$6.25 per share.

Warrants

As of September 30, 2000, in addition to the undiews warrants, we had outstanding warrants tehpmse 30,000 shares of common stock
at $7.00 per share, warrants to purchase 15,008sbacommon stock at $6.75 per share, and wartargurchase 5,000 shares of common
stock at $3.38 per share.

EXPERTS

The consolidated balance sheet as of Decembe999, and the related consolidated statements ahtipes, stockholders' equity, and cash
flows for each of the two years then ended includetiis prospectus have been included hereinliarmee on the report of Hein + Associates
LLP, independent certified public accountants, mgvauthority of that firm as experts in accountamgl auditing



WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special reports, pretatements and other information with the Seiesriand Exchange Commission. Our
Commission filings are available to the public other Internet at the SEC's Website at http://wwvggav. You may also read and copy any
document we file at the Commission's public refeesroom at 450 Fifth Street, N.W., Washington, (20549, Seven World Trade Center,
13th Floor, New York, New York 10048 and 500 Westdison Street, Suite 1400, Chicago, lllinois 60664u may contact the SEC at 1-
800-SEC-0330 for further information about the pubtference room.

We have filed with the Commission a registratiatestnent on form SB-2 under the Securities Act wetpect to the securities offered under
this prospectus. This prospectus, which constitateart of the registration statement, does notatomll of the information set forth in the
registration statement, certain items of whichargtted in accordance with the rules and regulatiofithe Commission. Statements conta

in this prospectus as to the contents of any contraother documents are not necessarily completein each instance reference is made to
the copy of such contact or documents filed asxaibé to the registration statement, each suctestant being qualified in all respects by
such reference and the exhibits and schedulestthérer further information regarding Digital Powaard the securities offered under this
prospectus, we refer you to the registration stateérand such exhibits and schedules which may tanaa from the Commission at its
principal office in Washington, D.C. upon paymehtte fees prescribed by the Commissi
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INDEPENDENT AUDITOR'S REPORT
To the Stockholders and Board of Directors Digralver Corporation and subsidiaries Fremont, Caliéor

We have audited the accompanying consolidated balsineet of Digital Power Corporation and subsieaas of December 31, 1999, and
related consolidated statements of operationskistdders' equity, and cash flows for the years dridlecember 31, 1998 and 1999. 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 geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstaterdenaudit 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 consolidated financial statetagreferred to above present fairly, in all matenégpects, the financial position of Digital
Power Corporation and subsidiaries as of Decembet @9, and the results of their operations aeit ttash flows for the years ended
December 31, 1998 and 1999, in conformity with galieaccepted accounting principles.

/sIHEIN + ASSOCIATES LLP

HEIN + ASSOCIATES LLP
Certified Public Accountants

Orange, California
March 15, 2000



DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

DECEMBER 31, SEPTEMBER 30,

1999 2000
(unaudited)
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 824,708 $ 1,249,851
Accounts receivable - trade, net of allowance f or
doubtful accounts of $210,485 and $210,444 2,813,080 3,458,544
(unaudited)
Income tax refund receivable 70,988 19,556
Other receivables 99,875 145,562
Inventories, net 4,531,261 5,088,500
Prepaid expenses and deposits 61,326 279,572
Deferred income taxes 360,136 311,220
Total current assets 8,761,374 10,552,805
PROPERTY AND EQUIPMENT, net 1,223,137 1,120,617
EXCESS OF PURCHASE PRICE OVER NET ASSETS ACQUIRED, net of
accumulated amortization of $289,926 and $488,0 78 (unaudited) 1,162,264 964,112
DEPOSITS 14,058 16,956
TOTAL ASSETS $ 11,160,833 $ 12,654,490
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Notes payable $ 940,000 $ 940,000
Current portion of capital lease obligations 43,646 47,318
Accounts payable 1,196,170 1,791,262
Accrued liabilities 1,213,641 1,339,923
Total current liabilities 3,393,457 4,118,503
CAPITAL LEASE OBLIGATIONS, less current portion 80,825 70,978
OTHER LONG-TERM LIABILITIES 25,000 -
DEFERRED INCOME TAXES 9,344 9,344
Total liabilities 3,508,626 4,198,825

COMMITMENTS AND CONTINGENCIES (Notes 7 and 12)

STOCKHOLDERS' EQUITY:

Preferred stock issuable in series, no par valu e,
2,000,000 shares authorized, no shares issu ed and - -
outstanding.
Common stock, no par value, 10,000,000 shares a uthorized,
2,771,435 and 3,255,570 (unaudited) shares issued and
outstanding, respectively 9,012,679 9,766,622
Additional paid-in capital 566,504 665,388
Accumulated deficit (1,832,337) (1,611,062)
Note receivable - stockholder (52,200) -
Accumulated other comprehensive income (loss) (42,439) (365,283)
Total stockholders' equity 7,652,207 8,455,665
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 11,160,833 $ 12,654,490

See accompanying notes to these consolidated falatatements
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CONSOLIDATED STATEMENTS OF OPERATIONS

F OR THE YEARS ENDED FOR THE NINE MONTHS ENDED
DECEMBER 31, SEPTEMBER 30,
19 98 1999 1999 2000
(unaudited) (un audited)
REVENUES $ 18,7 33,470 $ 15,354,018 $ 11,974,087 $ 1 3,644,120
COST OF GOODS SOLD 14,7 78,103 11,277,170 9,009,935 9,702,442
Gross margin 3,9 55,367 4,076,848 2,964,152 3,941,678
OPERATING EXPENSES:
Research and development 1,3 97,816 952,690 760,471 868,212
Marketing and selling 1,5 61,803 1,159,323 894,253 1,064,550
General and administrative 15 72,318 1,644,170 1,071,300 1,509,943
Total operating expenses 45 31,937 3,756,183 2,726,024 3,442,705
INCOME (LOSS) FROM OPERATIONS 5 76,570) 320,665 238,128 498,973
OTHER INCOME (EXPENSE):
Interest income 16,074 30,935 12,640 9,928
Interest expense (2 36,968) (178,343) (140,362) (75,259)
Translation loss ( 37,771) (6,236) (9,218) (4,646)
Gain (loss) on disposal of assets 6,647 (16,830) - 7,679
Other income (expense) (2 52,018) (170,474) (136,940) (62,298)
INCOME (LOSS) BEFORE INCOME TAXES 8 28,588) 150,191 101,188 436,675
PROVISION FOR INCOME TAX (BENEFIT)
EXPENSE (2 58,000) 123,000 98,900 215,400
NET INCOME (LOSS) $ 6 70,588) $ 27,191 $ 2,288 $ 221,275
NET INCOME (LOSS) PER COMMON SHARE:
Basic net income (loss) per share $ (.21) $ 01 $ * $ 0.08
Diluted net income (loss) per share  $ (.21) $ 01 $ * $ 0.06

See accompnying notes to these consolidated fiabsteitements



DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 1998 and 1999 and
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2000

(unaudited)
ACCUMULATED
ADDITIONAL NOTE OTHER TOTAL
COMMON STOCK PAID-IN ACCUMULATED ESOP RECEIVABLE- COMPREHENSIVE STOCKHOLDERS'
SHARES AMOUNT CAPITAL DEFICIT SHARES STOCKHOLDER INCOME (LOSS) EQUITY

BALANCES, January 1, 1998 2,694,485 $8,856,4 89 $ 430,590 $(1,288,940) $(325,423) $ -$ -$ 7,672,716
Exercise of stock options 35,750 64,3 50 - - - - - 64,350
Exercise of warrants 6,200 31,6 84 (684) - - - - 31,000
Stock issued for legal

settlement 35,000 60,1 56 - - - - - 60,156
Contribution to ESOP - - - - 140,504 - - 140,504
Compensation recognized

upon issuance of warrants - - 46,032 - - - - 46,032
Income tax benefit arising

from the exercise of

employee stock options - - 38,366 - - - - 38,366
Comprehensive loss:

Net loss - - - (570,588) - - - -

Foreign currency

translation adjustment - - - - - - 36,234 -

Total comprehensive loss - - - - - - - (534,354)
BALANCES, December 31, 1998 2,771,435 9,012,6 79 514,304 (1,859,528) (184,919) - 36,234 7,518,770
Contribution to ESOP - - - - 184,919 - - 184,919

Note receivable for
common stock - - 52,200 - - (52,20 0) - -



DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 1998 and 1999 and
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2000

(unaudited)
(Continued)
ACCUMULATED
ADDITIONAL NOTE OTHER TOTAL
COMMON STOCK PAID-IN ACCUMULATED ESOP RECEIVABLE- COMPREHENSIVE STOCKHOLDERS'
SHARES AMOUNT CAPITAL DEFICIT SHARES STOCKHOLDER INCOME (LOSS) EQUITY
Comprehensive income:
Net income -$ -$ -$ 271918 - % -$ -$ -
Foreign currency
translation adjustment - - - - - - (78,673) -
Total comprehensive loss - - - - - - - (51,482)
BALANCES, December 31, 1999 2,771,435 9,012,6 79 566,504 (1,832,337) - (52,20 0) (42,439) 7,652,207
Exercise of stock options
(unaudited) 484,135 753,9 43 (52,200) - - 52,20 0 - 753,943
Income tax benefit related
to exercise of stock options
(unaudited) - - 151,084 - - - - 151,084
Comprehensive loss:
Net income (unaudited) - - - 221,275 - - - -
Foreign currency
translation adjustment - - - - - - (322,844) -
(unaudited)
Total comprehensive loss
(unaudited) - - - - - - - (101,569)
BALANCES, September 30, 2000
(unaudited) 3,255,570 $9,766,6 22 $ 665,388 $(1,611,062)$ - $ - $ (365,283)$ 8,455,665

See accompanying notes to these consolidated falastatements



DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ (570
Adjustments to reconcile net
income(loss) to net cash provided in
operating activities:

Depreciation and amortization 423
(Gain) loss on disposal of assets 6
Deferred income taxes (287
Warranty expense 140
Inventory obsolescence reserve 230
Contribution to ESOP 140
Bad debt expense 50
Compensation cost recognized upon
issuance of warrants 46
Income tax benefit related to
exercise of stock options 38
Foreign currency translation 37
adjustment
Stock issued for legal settlement 60
Changes in operating assets and
liabilities:
Accounts receivable 614
Income tax refund receivable (392
Other receivables 173
Inventories 434
Prepaid expenses and deposits 50
Accounts payable (1,950
Accrued liabilities 743
Other long-term liabilities 35
Net cash provided by operating 10
activites ~ -meeeee-

CASH FLOWS FROM INVESTING ACTIVITIES:

Acquisition of Gresham Power (3,370
Electronics
Purchase of property and equipment (156
Proceeds from sale of assets 26
Net cash used in investing (3,500
activites ~ -memeee-

FOR THE NINE MONTHS END
SEPTEMBER 30,

THE YEARS ENDED
DECEMBER 31,

1999 1999 200

(unaudited) (unaud

,588) $ 27,191 $ 2,288 ¢ 22

655 500,691 358,381 41
,647) 16,830 : (

,927) 8,813 -

,000 (110,000) -

,000 30,000 - 2

504 184,919 117,113

,000 35,547 -

,033 - -

366 - - 15

771 6,236 9,218

156 - -

453 711,411 24,851 (64
,646) 321,658 217,189 5
507 3,167 24,924 (4
597 303,259 650,110 (57
455 20,671 (9,517) (22
,562) (50,685) 280,820 59
896 (271,457)  (444,922) 17
,043 (10,043) (10,043) 2
,066 1,728,208 1,220,412 10
,293) - -

,707) (168,042)  (123,893) @
414 6,146 - 1

,586) (161,896)  (123,893) (5

(Continued)

1,374
7,679)

1,516
1,173

1,084
4,646



DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from exercise of stock
options and warrants

Principal payments on long-term debt (

Principal payments on capital lease
obligations

Proceeds from notes payable 2,

Principal payments on notes payable (

Net cash provided by (used in)
financing activities 2,

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS (1,

CASH AND CASH EQUIVALENTS, beginning of
period 2,

CASH AND CASH EQUIVALENTS, end of period $

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash payments for:
Interest $

Income taxes $

NON-CASH INVESTING AND FINANCING ACTIVITIES:
Acquisition of equipment through
capital leases $

(Continued)

FOR THE YEARS ENDED
DECEMBER 31,

FOR THE NINE MONTHS
SEPTEMBER 30,

998 1999 1999

(unaudited)  (una

95,350 - -

140,504) (184,919)  (117,114)
(7,310) (72,537) (32,466)
366,846 -

160,000)  (1,266,846)  (1,266,846)

154,382  (1,524,302)  (1,416,426)

(1,537) (84,909) (19,723)
337,675) (42,899)  (339,630)
205,282 867,607 867,607

867,607 $ 824,708 $ 527977 $ 1

233982 $ 277935 $ 225563 $

289,872

©*

117,494 $ 98,000 $

166,396 $ 19,720 $ - $

See accompanying notes to these consolidated ferstatements

udited)

753,932

(49,616)



DIGITAL POWER CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Information Subsequent to December 31, 1999 isidited)

1. ORGANIZATION AND NATURE OF OPERATIONS:

Digital Power Corporation ("DPC"), a California paration, and its wholly owned subsidiaries, Pddigital, S.A. de C.V. ("PD"), located
Guadalajara, Mexico, and Digital Power Limited ('IDR, located in the United Kingdom, are engagethia design, manufacture and sale of
switching power supplies. DPC, PD, and DPL areectiVely referred to as the "Company".

2. SIGNIFICANT ACCOUNTING POLICIES:

Principles of Consolidation - The consolidated ficial statements include the accounts of DPC anliblly owned subsidiaries, DP and
DPL. All significant intercompany accounts and gsactions have been eliminated in consolidation.

Statements of Cash Flows - For purposes of therataits of cash flows, the Company considers afilfigguid debt instruments purchased
with an original maturity of three months or legsbe cash equivalents.

Inventories - Inventories are stated at the loweost (first-in, first-out) or market.

Property and Equipment - Property and equipmenstated at cost. Depreciation of equipment andtfunais calculated using the straight-
line method over the estimated useful lives (ragdiom 5 to 10 years) of the respective assetsseleald improvements are amortized over
the shorter of their estimated useful life or thert of the lease. The cost of normal maintenandegpairs is charged to operations as
incurred. Material expenditures that increase ifleeof an asset are capitalized and depreciatedtbeeestimated remaining useful life of the
asset. The cost of fixed assets sold, or otherdiggmsed of, and the related accumulated depreciatiamortization are removed from the
accounts, and any resulting gains or losses dextedfl in current operations.

Excess of Purchase Price Over Net Assets AcquiEeatess of purchase price over net assets acqii®eddwill") represents the purchase
price in excess of the fair value of the net assktbe acquired business and is being amortizedjuke straight-line method over its
estimated useful life of ten years.

Income Taxes - The Company accounts for incomestareer the liability method which requires recaigni 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 arerdenhed based on the differences between the fialbstatement carrying amounts of existing
assets and liabilities and their respective taxxbadeferred tax assets and liabilities are medausimg enacted tax rates expected to apply to
taxable income in the years in which those tempuadéferences are expected to be recovered oesefflhe effect on deferred tax assets and
liabilities of a change in tax rates is recognizethcome in the period that includes the enactndei.

Revenue Recognition - Sales revenue is recognitexh\the products are shipped to customers, ingudistributors. Customers receive a
one or two-year product warranty and certain s@lelistributors are subject to a limited right efurn. At the same time sales revenue is
recognized



DIGITAL POWER CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
the Company provides a reserve for estimated wiriasts and a reserve for estimated product return
Research and Development Costs - Research andbgevaht costs are charged to operations in thegharaurred.

Foreign Currency Translation - Gains and lossaw fitte effects of exchange rate fluctuations onstaations denominated in foreign
currencies are included in the results of operatidssets and liabilities of the Company's foreighsidiaries are translated into U.S. dollars
at year-end exchange rates. Income and expense dentranslated at average exchange rates prgydilring the year. The resulting
translation adjustment for DPL is recorded as apmmant of accumulated other comprehensive incoraerrgonent of stockholders equity.
Because PD operates in a country with a highlatidhary economy, any translation adjustment rdl&aePD is included in the results of
operations.

Earnings Per Share - Basic earnings per sharedesllilution and is computed by dividing incomesg¢lpavailable to common stockholders
by the weighted average number of common sharasamuating for the period. Diluted earnings per shaflects the potential dilution that
could occur if securities or other contracts taiéssommon stock were exercised or converted imanton stock or resulted in the issuance of
common stock that then shared in the earningseoéthity. Common stock equivalents for the yeaeerndecember 31, 1998 were anti-
dilutive and excluded from the earnings per shareputation.

Use of Estimates - The preparation of the Compayisolidated financial statements in conformitytvgienerally accepted accounting
principles requires the Company's management teraaimates and assumptions that affect the amoepasted in these consolidated
financial statements and accompanying notes. Acasallts could differ from those estimates.

The Company's consolidated financial statementbased upon a number of significant estimatesudict the allowance for doubtful
accounts, technological obsolescence of inventattiesestimated useful lives selected for propanty equipment and goodwill, realizability

of deferred tax assets, allowance for sales retamt warranty reserve. Due to the uncertaintieerent in the estimation process, it is at least
reasonably possible that these estimates will ibdurevised in the near term and such revisiooddcbe material.

Impairment of Long-Lived Assets - In the event tfatts and circumstances indicate that the colstngf lived assets may be impaired, an
evaluation of recoverability would be performedaif evaluation is required, the estimated futuidisgounted cash flows associated with the
asset would be compared to the asset's carryingm@tnim determine if a write-down to market valuaed@counted cash flow value is required.

Stock Based Compensation - The Company has elexfetlow Accounting Principles Board Opinion Ndb,2'Accounting for Stock Issued
to Employees” (APB25) and related interpretatianadcounting for its employee stock options. Inoadance with FASB Statement No. 123
"Accounting for Stock-Based Compensation" (FASB123¢ Company will disclose the impact of adopting fair value accounting of
employee stock options. Transactions in equityimsents with no-employees for goods or servic
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have been accounted for using the fair value metisqatescribed by
FASB123.

Concentrations of Credit Risk - Credit risk reprasehe accounting loss that would be recognizéleateporting date if counterparties failed
completely to perform as contracted. Concentrataresedit risk (whether on or off balance sheb8ttarise from financial instruments exist
for groups of customers or counterparties when Hase similar economic characteristics that wouldse their ability to meet contractual
obligations to be similarly affected by changesd@onomic or other conditions described below. kpagance with FASB Statement No. 105,
"Disclosure of Information about Financial Instrumeewith Off-Balance-Sheet Risk and Financial lmstents with Concentrations of Credit
Risk," financial instruments that subject the Compto credit risk consist of cash balances maieiin excess of federal depository
insurance limits and accounts and notes receivaliliieh have no collateral or security. See Notdéat3najor customers.

Fair Value of Financial Instruments - The estimd@dvalues for financial instruments under FAS. 67, "Disclosures about Fair Value of
Financial Instruments”, are determined at disgpeiats in time based on relevant market informatidmese estimates involve uncertainties
and cannot be determined with precision. The falue of cash is based on its demand value, whiehusl to its carrying value. The fair
values of notes payable are based on borrowing théd are available to the Company for loans wsiithilar terms, collateral, and maturity.
The estimated fair values of notes payable appratartheir carrying values.

Comprehensive Income - The Company has adoptegitlaacial Accounting Standards Board Statemenirdrieial Accounting Standards
No. 130, "Reporting Comprehensive Income" (FASB18#SB130 defines comprehensive income as all absinmgstockholders' equi
exclusive of transactions with owners, such astabipivestments. Comprehensive income includesngeime or loss and changes in certain
assets and liabilities that are reported directlgquity, such as, translation adjustments on invests in foreign subsidiaries and certain
changes in minimum pension liabilities.

Impact of Recently Issued Standards - In June 1®@8-inancial Accounting Standards Board issuatk8tent of Financial Accounting
Standards No. 133 "Accounting for Derivative Ingtents and Hedging Activities," (FASB133). FASB188uires that an entity recognize
derivatives as assets or liabilities in the stat@méfinancial position and measure those instmisat fair value. This statement was ame
by Statement of Financial Accounting Standards 7., issued in June 1999, such that it is effeddvéhe Company's financial statements
for the year ending December 31, 2001. The Compaeg not believe the adoption of FASB133 will haweaterial impact on assets,
liabilities or equity. The Company has not yet deieed the impact of FASB133 on the income statdroethe impact on comprehensive
income.

In December 1999, the Securities and Exchange Cssioni (SEC) released Staff Accounting Bulletin {BAB 101) "Revenue Recognition
in Financial Statements". SAB 101 establishes dmieg in applying generally accepted accountinggples to the recognition of revenue in
financial statements based on the following foiteda: persuasive evidence that an arrangemestsxielivery has occurred or services f
been rendered, the seller's price to the buyexesl for determinable, and collectibility is reasbiysassured. SAB 101, as amended by SAB
101A and
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SAB101B, is effective no later than the fourth éisquarter of the fiscal years beginning after Dalser 15, 1999, except that registrants with
fiscal years that begin between December 16, 188iarch 15, 2000, may report any resulting changecounting principle no later than
their second fiscal quarter of the fiscal year beigig after December 15, 1999. The Company doebelmve that the adoption of SAB101

will have a material effect on its financial positior result of operations.

Interim Financial Information - The September 3899 and 2000 financial statements have been prejbgréhe Company without audit. In
the opinion of management, the accompanying firstatements contain all adjustments (consistiranty normal recurring accruals)
necessary for a fair presentation of the Compdimascial position as of September 30, 2000 anddkalts of operations and cash flows for
the nine months ended September 30, 1999 and Zb@Q-esults of operations for the nimenth periods ended September 30, 1999 and

are not necessarily indicative of those that wélldbtained for the entire fiscal year.

3. INVENTORIES:
Inventories consists of the following as of:

DECEMBER 31,

1999
Raw materials $ 4,017,991
Work-in-process 699,490
Finished goods 485,430
Allowance for obsolescence (671,650)
$ 4,531,261

4. PROPERTY AND EQUIPMENT:
Property and equipment consist of the followingfs

DECEMBER 31,

1999
Machinery and equipment $ 1,375,563
Office equipment and furniture 838,311
Leasehold improvements 518,586
Transportation equipment 136,655
2,869,115

Less: Accumulated depreciation
and amortization (1,645,978)

SEPTEMBER 30,
2000

$ 5,230,854
291,340
216,783

SEPTEMBER 30,
2000

$ 1,439,310
857,595
503,469
123,934
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5. ACCRUED LIABILITIES:

Accrued liabilities consist of the following as of:

DECEMBER 31, SEPTEMBER 30,
1999 2000
Accrued payroll and benefits $ 176,167 $ 246,556
Accrued commissions and
royalties 78,383 159,800
Accrued warranty and product
return expense 272,782 211,266
Income taxes payable 207,358 98,163
Accrued legal and professional
fees 168,042 166,579
Other 310,909 457,559
$ 1,213,641 $ 1,339,923

6. NOTES PAYABLE:

DPC has a $3,000,000 line of credit pursuant toafssory note agreement. The line of credit agezemrovides for borrowings up to 80%
of eligible accounts receivable, plus 20% of ineeptor $500,000, whichever is less, not to excetata of $3,000,000. Borrowing under t
line of credit bears interest based upon an indgwaleto the lender's prime rate (totaling 8.50%@tember 31, 1999), payable monthly with
outstanding principal due on demand. If no demandade, the outstanding principal and unpaid adcinterest is due September 15, 2001.
At December 31, 1999 and September 30, 2000, ttetamding principal balance was $940,000. Undetdlras of the agreement, the
Company is required to maintain certain ratios l@ih compliance with other covenants. At Septer38e2000, the Company was in
compliance with all covenants.

DPL has a $800,000 line of credit pursuant to a lmgreement. Borrowing under this line of credinsanterest at 2% per annum over the
Bank's Base rate (totaling 9.5% at December 319)1 $fyable monthly with outstanding principal duedemand. If no demand is made, the
outstanding principal and accrued interest is daedk 31, 2001. The loan is collateralized by sutiithy all of the DPL's assets. At
December 31, 1999 and September 30, 2000, no painai accrued interest was outstanding. Undetettmes of the agreement, if borrowings
exist under this line of credit, the Company isuiegd to maintain certain ratios and be in compéawith other covenants.

7. CAPITAL LEASE OBLIGATIONS:

The Company leases certain equipment and vehid@sriagreements classified as capital leases. d$tetassets under capital leases is
$181,484 and $224,925 with accumulated depreciatioounts of $48,701 and $113,130 at December 2B 48d September 30, 2000,
respectively
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(Information Subsequent to December 31, 1999 isidited)

The future minimum lease payments, as of Decembet @9, are as follows:

YEARS ENDING

DECEMBER 31, AMOUNT
2000 $ 48,732
2001 43,412
2002 27,792
2003 13,896
Total future minimum lease payments 133,832

Less amount representing interest (9,361)

Present value of net minimum lease

payments 124,471
Less Current portion (43,646)
$ 80,825

8. PREFERRED STOCK:

The preferred stock has one series authorizedp80Ghares of Series A cumulative redeemable cthhepreferred stock ("Series A"), and
an additional 1,500,000 shares of preferred staskbeen authorized, but the rights, preferencaslgges and restrictions on these shares has
not been determined. DPC's Board of Directors ie@ized to create new series of preferred stockfexthe number of shares as well as the
rights, preferences, privileges and restrictiorantgd to or imposed upon any series of prefermmzkst

9. NOTE RECEIVABLE - STOCKHOLDER:

At December 31, 1999, the Company had a note rebksin the amount of $52,200 due from a formerleyge received in consideration
the exercise of stock options. The note bearsdastet 5% and was paid in full in February 2000.

10. STOCK OPTIONS AND WARRANTS:

Stock Options - In May 1996, the Company adoptedl®96 Stock Option Plan covering 513,000 sharadetthe plan, the Company can
issue either incentive or non-statutory stock apidrhe price of the options granted pursuantégthn will not be less than 100% of the fair
market value of the shares on the date of grard.cBmpensation committee of the board of direatdltslecide the vesting period of the
options, if any, and no option will be exercisahafr ten years from the date granted.

The Company granted 100,000 non-qualified optiorsurchase the Company's stock to the presidghec€ompany in each of the years
ended December 31, 1997 and 1998, in accordanhehiwiemployment agreement. The exercise pric&6df375 and $6.6875 per share in
1997 and 1998, respectively, were equal to thenfiairket value on the dates of grant. Such opti@ssed immediately and expire in 2007 and
2008, respectively. On November 5, 1998, thesmoptwere repriced to $2.3125, which was equaledair market value on that da
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(Information Subsequent to December 31, 1999 isidited)

During the year ended December 31, 1999, the Coyniganed 100,000 non-qualified options to purctiheegCompany's stock to the
president of the Company, in accordance with hiplepment agreement. The exercise price of $1.8&&Ipare was equal to the fair market
value on the date of grant. Such options vestedediately and expire in 2009.

In January 2000, the Company issued 100,000 nolifigdaptions to purchase the Company's stocképresident of the Company, in
accordance with his employment agreement. The meeptice of $1.5625 per share was equal to therfarket value on the date of grant.
Such options vested immediately and expire in 2010.

During the years ended December 31, 1998 and 188%,ompany granted non-qualified options undel 888 plan of 60,000 and 30,000
options, respectively, to purchase the Compangtksb outside directors. The exercise prices rdraga $1.93 to $6.25 per share, which v
equal to the fair value on the date of grant. Thigons vest after one year.

In February 1998, the Company adopted the 199&Sdption Plan covering 240,000 shares. Under tha,ghe Company can issue either
incentive or non-qualified stock options. The eigg@rice of the options granted pursuant to the plill not be less than 100% of the fair
market value of the shares on the grant date. ®hmpensation committee of the Board of Directorsd @étermine the vesting period of the
options, if any, and no options will be exercisadier ten years from the date of grant.

During the year ended December 31, 1998, the Coyngiaamted 254,000 options to purchase the Compatotk under the 1996 Stock
Option Plan to certain employees. The exerciseepniange from $4.00 to $6.1250 per share, whichegaal to the fair market value on the
date of grant. The options vest over 5 years at @éf4year starting in the second year. On Noverfb&898, the options were repriced to the
current fair market value of $2.3125 per share.

During the year ended December 31, 1998, the Coyngiaamted 124,940 options to purchase the Compatotk under the 1998 Stock
Option Plan to certain employees. The exerciseemfdhe options is $6.25 per share, which was lequthe fair market value on the date of
grant. The options vest over 5 years at 25% parstasting in the second year. On November 5, 1888pptions were repriced to the current
fair market value of $2.3125 per share.

During the year ended December 31, 1999, the Coyngaamted 70,000 options to purchase the Compatntk under the 1996 Stock Opt
Plan to certain employees. The exercise priceserénogn $1.6875 to $2.00 per share, which was etguitle fair market value on the date of
grant. The options vest over 5 years at 25% parstasting in the second year.

During the year ended December 31, 1999, the Coyngaamted 11,900 options to purchase the Compatntk under the 1998 Stock Opt
Plan to certain employees. The exercise priceBeobptions ranges from $1.5625 to $1.8750 per shédnieh was equal to the fair market
value on the date of grant. The options vest owsrdss at 25% per year starting in the second
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During the period ended September 30, 2000, thepaagngranted 243,000 options to purchase the Coyrpsiock under the 1998 Stock
Option Plan to certain employees. The exerciseemfdhe options rages from $1.5625 to $2.375Ghare which was equal to the fair ma
value on the date of grant. The options vest owsrdss at 25% per year starting in the second year.

The following table sets forth activity for all ophs:

AVERAGE
NUMBER OF EXERCISE PRICE
SHARES PER SHARE
OUTSTANDING, January 1, 1998 652,900 $ 241
Granted 548,940 2.74
Forfeited (100,160) 2.85
Exercised (35,750) 1.80
OUTSTANDING, December 31, 1998 1,065,930 2.19
Granted 211,900 1.90
Forfeited (194,200) 2.42
OUTSTANDING, December 31, 1999 1,083,630 2.09
Granted 343,000 1.65
Forfeited (10,890) 2.16
Exercised (484,135) 1.55
OUTSTANDING, September 30, 2000 931,605 $ 2.36

At December 31, 1999 and September 30, 2000, aptmpurchase 40,000 shares, with a weighted agenegrcise price of $6.06, were
exercisable at prices ranging from $6.00 to $6 @5share.

At December 31, 1999 and September 30, 2000, aptmpurchase 1,043,630 and 891,605 shares, regbgctvere outstanding with
exercise prices ranging from $.50 to $2.31 perestmweighted average exercise price of $1.94 argb$and a weighted average remaining
contractual life of 7.17 and 7.85 years, respebtiv@f the outstanding options at September 3002@88,468 options were excisable at a
weighted average exercise price of $2.70 with émeaining 443,137 unvested options exercisablelsvig
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WEIGHTED
NUMBER OF AVERAGE
YEAR ENDING SEPTEMBER 30 SHARES EXERCISE PRICE
2000 75,339 2.23
2001 136,089 2.24
2002 92,709 2.20
2003 78,250 2.18
2004 60,750 2.25
443,137 $ 2.22

If not previously exercised the outstanding optjomish a weighted average contractual life of 8yg@rs will expire as follows:

WEIGHTED
NUMBER OF AVERAGE
YEAR ENDING SEPTEMBER 30 SHARES EXERCISE PRICE
2003 30,500 $ 1.80
2006 181,250 2.08
2007 105,500 231
2008 271,355 2.87
2009 135,000 1.85
2010 208,000 2.37
931,605 $ 2.36

Warrants 4n January 1998, the Company issued warrantsrchpse 30,000 shares of common stock at $7.0thpee granted, to an inves
relations firm for services provided. Compensatapense of $46,032 was recognized upon issuartbe efarrants. The warrants are
immediately exercisable and expire in January 2001.

The following represents all activity that took ggafor warrants issued:

AVERAGE
NUMBER OF EXERCISE PRICE
SHARES PER SHARE
OUTSTANDING, January 1, 1998 814,290 $ 5.02
Granted 30,000 7.00
Exercised (6,200) 5.00
OUTSTANDING, December 31, 1998 838,090 5.09
Expired (643,090) 5.00
OUTSTANDING, December 31, 1999 195,000 5.38

Expired - -

OUTSTANDING, September 30, 2000 195,000 $ 5.38
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As stated in Note 2, the Company has not adopeeéaihvalue accounting prescribed by FASB123 fapkyees. Had compensation cost for
stock options or warrants issued to employees Hetarmined based on the fair value at grant datteviards in 1998 and 1999, consistent
with the provisions of FASB123, the Company's nebime (loss) and net income

(loss) per share would have been reduced to tHferpra amounts indicated below:

DECEMBER 31, DECEMBER 31, SEPTEMBER 30, SEPTEMBER 30,
1998 1999 1999 2000
Net loss $ (1,472,681) $ (326,681) $ (263,116) $ (297,072)

Net loss per common share:
Basic and diluted $ (0.54) $ (0.12) $ (0.09) $ (0.10)

The fair value of each option or warrant was estimian the date of grant using the using the BBcheles option pricing model using the
following assumptions: average risk-free interes¢s ranging from 4.6% to 5.6%, expected life af jwars, dividend yield of 0%; and
expected volatility ranging from 55.0% to 56.8% eMeighted-average fair value of the options ongttaet date for the years ended
December 31, 1998 and 1999 and the nine monthsie®ejgtember 30, 1999 and 2000 was $2.74, $2.085 $2d $3.19 per share,

respectively.

11. NET INCOME (LOSS) PER COMMON SHARE:

The following represents the calculation of nebime (loss) per common share:

FOR THE YE ARS ENDED FOR THE NINE MONTHS ENDED
DECEMB ER 31, SEPTEMBER 30,
1998 1999 1999 2000
BASIC
Net income (loss) applicable to
common shareholders $ (570,588) $ 27,191 $ 2,288 $ 221,275
Weighted average number of
common shares 2,726,631 2,771,435 2,771,435 2,831,461
Basic earnings (loss) per share $ (0.21) $ 001 % * $ 0.08
DILUTED
Net income (loss) applicable to
common shareholders $ (570,588) $ 27,191 $ 2,288 $ 221,275

Weighted average number of

common shares 2,726,631 2,771,435 2,771,435 2,831,461
Common stock equivalent shares

representing shares issuable

upon exercise of stock options - 61,447 65,226 636,743
Weighted average number of

shares used in calculation of

diluted income (loss) per share 2,726,631 2,832,882 2,836,661 3,468,204

Diluted earnings (loss) per share $ (0.21) $ 001 % * $ 0.06

* equal less than $0.01 per sh
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12. COMMITMENTS:

LEASES - The Company leases its office space iif@ala, a manufacturing facility in Guadalajaraekico, and the facility and certain
equipment in the UK under operating leases. Thad foture minimum lease payments, as of Decembgt 349, are as follows:

YEARS ENDING DECEMBER 31,

2000 $ 275,446
2001 154,643
2002 134,284
2003 129,242
2004 128,820
Thereafter 611,895
$ 1,434,330

Lease payments on the manufacturing facility in Meyare to be made in Mexican Pesos. Lease payroartte facility and equipment in t
UK are to be made in GB pound-sterling. The ab@hedule was prepared using the conversion ratifdotat December 31, 1999. Changes
in the conversion rate will have an impact on tleenPany's required minimum payments and its opegagsults.

Rent expense was $243,154 and $253,530 for the geded December 31, 1998 and 1999, respectiveht é&kpense was $182,366 and
$190,148 for the nine months ended September 3 48d 2000, respectively.

ROYALTY AGREEMENT - The Company had a royalty agresnt with a third party on various products, ang @éerivatives from the base
design of these products.

In April 1998, the third party filed a lawsuit agat the Company related to this agreement. Thisu#éwvas settled in September 1998. In
exchange for the release of all future obligationder the royalty agreement, the Company agrepdy®150,000 and issue 35,000 shares of
common stock valued at $60,156. The shares waredsspon the close of the agreement. The $1500006 in installments through June
2000. As of December 31, 1999, the Company had$Ei8&,000 in installments with the remaining $38,06@ing included in accrued
liabilities. The remaining balance due was paitlihduring the nine months ended September 300200

EMPLOYMENT AGREEMENT - The Company has an employteantract with its President/CEO that terminateDecember 31, 2000.
The contract provides for an automatic one-yeagweth unless terminated by either the Company oethgloyee. Under the terms of the
employment contract, he shall serve as presidahthief executive officer of the Company for a salaf $200,000 per annum. In addition,
pursuant to the contract, he shall have the rigihéteive on the first business day of each Jandianing the term of his contract options to
acquire 100,000 shares of Common Stock at the lowerarket value per share as of such date ontbmge per share bid price for the first
six months beginning from the date of grant of tipsion. Also, pursuant to the employment contraxcthe event there is a change in control
of the Company, the employee shall be paid, ingaenent, the sum of six times the annual baseysidathe year preceding the
announcement of the change in control. Finallyspant to the employment contract, in the even¢hination without cause, the employee
shall receive in one lump sum an amount equalreetlimes the employees base salary for the yeaeging the terminatiol
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13. MAJOR CUSTOMERS:

The Company frequently sells large quantities g&irtory to its customers. For the year ended Deeedb, 1998, two customers accounted
for 13% and 10%, respectively, of the Company'ssakds. For the year ended December 31, 1999, ustormers each accounted for 11% of
the Company's net sales. At December 31, 1999pajppately $417,000 or 15% of the Company's net astoreceivable were due from two
customers.

14. EMPLOYEE BENEFIT PLANS:

401(K) PROFIT SHARING PLAN - The Company has a &) ofit sharing plan (the "Plan") covering subdially all employees of DPC.
Eligible employees may make voluntary contributibmshe Plan, which are matched by the Companyrateaof $.25 for each $1.00
contributed, up to a maximum of six percent ofieligg compensation. The Company can also make disoegy contributions. The Company
made matching contributions to the Plan of $17,823,400, $12,804 and $8,550 for years ended Desegih 1998 and 1999 and for the
nine months ended September 30, 1999 and 200@atésgly. The Board of Directors of DPC elected twmake a discretionary contributi
to the Plan for 1999 or 1998.

The Company's subsidiary DPL, has a group pergmraion plan covering substantially all of its eoygles. Eligible employees may make
voluntary contributions to the plan. The Compani} @antribute 7% of the employees basic annualrgdtathe plan. Contributions are
charged to operations as incurred. The Company m@nteibutions totaling $50,145, $71,400, $ 36,668 $53,550 to the plan for the years
ended December 31, 1998 and 1999 and the nine mentted September 30, 1999 and 2000, respectively.

EMPLOYEE STOCK OWNERSHIP PLAN - The Company alss ha employee stock ownership plan (the "ESOP"¢6og substantially
all employees of DPC. The Company can make disgraty contributions of cash or company stock (dmee in the ESOP plan document)
up to deductible limits prescribed by the InterRavenue Code.

Effective June 13, 1996, the ESOP obtained a $800d@an guaranteed by the Company for the purpbaequiring common stock of the
Company from existing stockholders. The loan baterest at 8.5% per annum and required monthly paysof principal and interest of
$8,852 through June 2001. Immediately upon theifndf the loan, the ESOP purchased approximateyaD0 shares of the Company's
common stock from existing shareholders. The Compaas required to contribute amounts to the plasufticiently cover the debt
payments. Contributions to the plan in 1998 and1W6re $165,971 and $184,919, respectively. Asaxfeinber 31, 1999, the Company has
repaid the loar
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15. INCOME TAXES:
Income tax expense (benefit) is comprised of thievidng:

FOR THE YEARS ENDED
DECEMBER 31,

1998 1 999
Current
Federal $ (32,000) $ (28,000)
State (60,000) 1,000
Foreign 121,000 143,000
29,000 116,000
Deferred
Federal (234,000) 2,000
State (53,000) 5,000
Foreign - -
(287,000) 7,000
$ (258,000) $ 123,000

The components of the net deferred tax asset ahtlitly recognized as of December 31, 1999 arebaws:
Current deferred tax assets (liabilities):

Accounts receivable, principally due to allowance

for doubtful accounts $ 84,294
Compensated absences, principally due to accrual

for financial reporting purposes 28,113
Accrued commissions 14,725
Inventory reserve 204,714
Warranty reserve 78,273
Stock rotation liability 24,084
Accrued settlement 12,845
Accrued other 10,404
Book compensation for stock options 79,038
Effect of change in tax accounting method (109,599)
UNICAP 23,896
State taxes 272

451,059
Valuation allowance (90,923)
Net current deferred tax asset $ 360,136

Long-term deferred tax assets (liabilities):

Net operating loss carryforwards 7,667
Depreciation (17,011)
Net long-term deferred tax liability $  (9,344)

Total income tax expense differed from the amountaputed by applying the U.S. federal statutoryrtdgs to pr-tax income as follows
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FOR THE YEARS ENDED
DECEMBER 31,

1998 1999

Total expense (benefit) computed

by applying the U.S. statutory

rate ( 34.0)% 34.0%
Permanent differences .8 2.3
State income taxes ( 13.5) 3.8
Tax effect resulting from foreign activities 7.4 41.5
Change in valuation allowance 10.8 -
Change in beginning balance of deferred asset (8.2) -
Effect of IRS examination 5.4
Other .6

( 30.7)% 81.6%

16. ACCUMULATED OTHER COMPREHENSIVE INCOME BALANCES

Accumulated other comprehensive income consistiseofollowing as of September 30, 2000:

Foreign Currenc y
Translation
Balance January 1, 1998 $ -
Current-period change 36,234
Balance December 31, 1998 36,234
Current-period change (78,673)
Balance December 31, 1999 (42,439)
Current period change (322,844)

Balance, September 30, 2000 $ (365,283)

17. SEGMENT REPORTING:

The Company has identified its segments based itpgeographic operations. These segments areseqezl by each of the Company's

individual legal entities: DPC, PD and DPL. Segmapgrations are measured consistent with accouptiigies used in these consolidated
financial statements. Segment information is aev:
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December 31, 1998

DPC PD DPL Eliminations Totals
Revenues $ 11,681,979 $ 49,450 $ 7,002,041 $ - $ 18,733,470
Intersegment
Revenues $ - $ 2,541,720 $ 94,223 $ (2,635,943) $ -
Interest Income  $ 114,686 $ - $ - $ (98,612) $ 16,074
Interest Expense $ 163,344 $ 3,867 $ 168,369 $ (98,612) $ 236,968

Depreciation and

Amortization $ 164,548 $ 26,780 $ 232,327 $ - $ 423,655
Income Tax

(Benefit) $ (378,983)$ - $ 120983 $ - $ (258,000)
Net (loss) $ (634,896)$ (52,312) $ 116620 $ - $ (570,588)

Expenditures for
Segment Assets $ 34,182 $ 76,185 $ 212,736 $ - $ 323,103

Segment Assets  $ 10,999,046 $ 602,425 $ 5,501,699 $ (4,112,351) $ 12,990,819

December 31, 1999

DPC PD DPL Eliminations Totals
Revenues $ 8,864,412 $ 19,989 $ 6,469,617 $ $ 15,354,018
Intersegment
Revenues $ - $ 2,150,000 $ 221,138 $ (2,371,138) $ -
Interest Income  $ 128,106 $ 3,806 $ 12,936 $ (113,913) $ 30,935
Interest Expense $ 130,173 $ 7,098 $ 154985 $ (113,913) $ 178,343
Depreciation and
Amortization $ 161,489 $ 49,358 $ 289,844 $ - $ 500,691
Income Tax
Expense $ (20,000) $ - $ 143,000 $ - $ 123,000
Net Income $ (67,139)$% (76,673) $ 171,003 $ - % 27,191

Expenditures for
Segment Assets $ 42,281 $ 51,687 $ 93,794 $ - $ 187,762

Segment Assets  $ 9,251,925 $ 829,095

©*»

4,924,991 $ (3,845,178) $ 11,160,833
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DPC PD
Revenues $ 7,172,516 $ 19,540
Intersegment
Revenues $ - $ 1,585,206

Interest Income  $ 95,289 $ 2,552

Interest Expense $ 100,841 $ 5,466

Depreciation and
Amortization $ 120,259 $ 36,274

Income Tax Expense
(Benefit) $ - 3% -

Net (loss) $ (80,845)$ (34,379)

Expenditures for
Segment Assets $ 23,472 $ 32,984

Segment Assets $ 10,249,466 $ 547,321

September 30, 2000

DPC PD
Revenues $ 9,759,354 $ 10,016
Intersegment
Revenues $ - $ 1,805,742

Interest Income  $ 89,443 $ 1,390

Interest Expense $ 67,626 $ 1,490

Depreciation and
Amortization $ 122,132 $ 26,348

Income Tax Expense
(Benefit) $ 200,000 $ -

Net income (loss) $ 354,749 $ (54,105)

Expenditures for
Segment Assets $ 41,982 $ 17,124

Segment Assets $ 11,409,455 $ 830,207

September 30, 1999

DPL Eliminations Totals

$ 4,782,031 $ - $ 11,974,087

$ 169,019 $(1,754,225) $ -

$ - $ (85,201) $ 12,640

$ 119,256 $ (85,201) $ 140,362

$ 201,848 $ - $ 358,381

$ 98,900 $ - $ 98,900

$ 117,512 $ -8 2,288

$ 67,437 $ - $ 123,893

$ 4,981,534 $ (4,269,177) $ 11,509,144
DPL Eliminations Totals

$ 3,874,750 $ - $ 13,644,120

$ 380,952 $ (2,186,694) $ -

$ 6,273 $ (87,178) $ 9,928

$ 93321 $ (87,178) $ 75,259

$ 262,894 $ - $ 411374

$ 15400 $ - $ 215,400

$ (79,369) $ - $ 221,275

$ 60,626 $ - $ 119,732

$ 4,346,934 $ (3,932,106) $ 12,654,490




Part Il
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 our Amendeahid Restated Articles of Incorporation
("Articles") provides that the liability of the dictors for monetary damages shall be eliminatededullest extent permissible under
California Law. Article V of the our Articles statehat the we may provide indemni fication of igeats, including its officers and directors,
for breach of duty to Digital Power in excess @& thdemnification otherwise permitted by Sectior 81 the Corporations Code, subject to
the limits set forth in Section 204 of the Corpanas Code. Article VI of the Bylaws provides thhetwe shall, to the maximum extent and in
the manner permitted in the Corporations Code,nmidty each of its agents, including its officerdatirectors, against expenses, judgments,
fines, settlements, and other amounts actuallyraasbnably incurred in connection with any procegdirising by reason of the fact any such
person is or was our agent.

Pursuant to Section 317 of the Corporations Coéeang empowered to indemnify any person who was @iparty or is threatened to be
made a party to any proceeding (other than anrabtyoor in the right of the company to procure dgjnent in its favor) by reason of the fact
that such person is or was an officer, directopleyee, or other agent of ours or our subsidiaagsajnst expenses, judg ments, fines,
settlements, and other amounts actually and rebgoimzurred in connection with such proceedingti€h person acted in good faith and
manner such person reasonably believed to be ibasirinterests and, in the case of a criminalgeding, has no reasonable cause to believe
the conduct of such person was unlawful. In addjtise may indemnify, subject to certain excepti@ms; person who was or is a party or is
threatened to be made a party to any threatenedjmme or completed action by or in the right of tompany to procure a judgment in its
favor by reason of the fact that such person isag an officer, director, employee, or other agéihe Digital Power or its subsidiaries,
against expenses actually and reasonably incugretidh person in connection with the defense diese¢nt of such action if such person
acted in good faith and in a manner such persaavsal to be in the best interest of the companyi@nshareholders. We may advance
expenses incurred in defending any proceeding prifinal disposition upon receipt of an undertakby the agent to repay that amount if it
shall be determined that the agent is not enttteéddemnification as authorized by

Section 317. In addition, we are permitted to ind#ynits agents in excess of

Section 317.

Insofar as indemnification for liabilities arisingpder the Securities Act may be permitted to dines;tofficers, and controlling persons of the
company pursuant to the foregoing provisions, beatise, we have been advised that in the opinidheoCommission such indemnification
is against public policy as expressed in the SaesrAct and is therefore unenforceable.

Item 25. Other Expenses of Issuance and Distributio

The following table sets forth the costs and expsmayable in connection with the issuance andtalision of the securities being registered
hereunder. No expenses shall be borne by the §&lirareholders except for commissions and expeakssd to the sale of their shares. All
of the amounts shown are estimates, except faBH@ and NASD registration fee



SEC registration fee * 100

AMEX registration fee * 500
Accounting fees and expenses * 10,000
Legal fees and expenses * 10,000
Transfer agent and registrar fees 500
Fees and expenses for qualification
Miscellaneous * 1,000

TOTAL $ 22,100

*Estimated

Item 26. Recent Sales of Unregistered Securities

On January 1, 1998, we issued warrants to purc3@&80 shares of common stock at $7.00 per shaZeGdr.I. for investment relation
services. The Company believes that C.C.R.I. isphisticated investor and the issuance was exenmpt fegistration under Section 4(2) of

the 1933 Act. No commissions were paid.

On October 25, 2000, we issued 5,000 shares of amstock and warrants to purchase 60,000 shammahon stock at $3.88 per share to
C.C.R.l. and Donner Corp. International for investrinrelation services. The Company believes th@tR:l. and Donner Corp. International

are sophisticated investors and the issuancesexerapt from registration under

Iltem 27. Exhibits
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4.3 Representative's Warrant(1)

5.1 Opinion of Bartel Eng Linn & Schroder re Le
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10.4 Employment Agreement With Robert O. Smith(2
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10.7 1998 Stock Option Plan
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tronics(4)

)

Digital S.A. de C.V., a

, and Digital Power Limited,
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23.1 Consent of Hein + Associates LLP
23.2 Consent of Bartel Eng Linn & Schroder is co ntained in Exhibit 5.1
27.1 Financial Data Schedule

(1) Previously filed with the Commission on Octoli€; 1996, to the Company's Registration Stateimeftorm SB-2.

(2) Previously filed with the Commission on Decem®g1996, to the Company's Pre-Effective AmendniNmtl to Registration Statement
on Form SB-2.

(3) Previously filed with the Commission on Febguar 1998, to the Company's Form 8-K.

(4) Previously filed with the Commission with iterfn 10-QSB for the quarter ended September 30,.1998

(5) Previously filed with the Commission with iteffn 10-KSB for the year ended December 31, 1998.

(6) Previously filed with the Commission with itef 10-KSB for the year ended December 31, 1999.

Item 28. Undertakings
We hereby undertake that:

(1) For purposes of determining any liability untiee 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 deetadst part of this registration statement as eftitme it was declared effective; and

(2) For the purpose of determining any liabilityden the Securities Act, each post-effective amemdrtihat 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

We hereby undertake that we will:
(1) File, during any period in which it offers @lls securities, a post-effective amendment torégsstration statement to:
() Include any prospectus required by section {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(binithe aggregate, the changes in volume
and price represent no more than a 20% change imé&ximum aggregate offering price set forth in"thalculation of Registration Fee" tal

in the effective registration statement; and

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



(2) For determining liability under the Securitigst, treat each post effective amendment as a egigtration statement of the securities
offered and the offering of the securities at tirak to be the initial bona fide offering.

(3) File a pos-effective amendment to remove from registration aijhe securities that remain unsold at the enth@bffering.



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 this registratistatement on Form SB-2 and authorized this magigh statement to be signed on its behalf
by the undersigned, thereunto duly authorizedhénQity of Fremont, California on December 21, 2000

DIGITAL POWER CORPORATION,
a California Corporation

/sl Robert O. Smith

Robert O. Smith,
Chief Executive Officer

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

/sl Robert O. Smith D ecember 21, 2000
Robert O. Smith, Chief Executive Officer
(Principal Executive Officer)

/sl Philip G. Swany D ecember 21, 2000
Philip G. Swany, Chief Financial Officer

(Principal Accounting and

Financial Officer)

D ecember ___, 2000
Robert J. Boschert, Director
/sl Scott C. McDonald D ecember 21, 2000
Scott C. McDonald, Director
/sl Thomas W. O'Neil D ecember 21, 2000
Thomas W. O'Neil, Jr., Director
/sl Chris Schofield D ecember 21, 2000

Chris Schofield, Director



EXHIBIT 5.1 AND 23.2
January 2, 2001

Board of Directors

Digital Power Corporation
41920 Christy Street
Fremont, California 94538

Re: Digital Power Corporation Registration on F®8+2 File No. 333-49640
Gentlemen:

We act as counsel to Digital Power Corporation (tbempany"), a California corporation, in connentigith the registration under the
Securities Act of 1933, as amended (the "Secut@¥), of 230,000 shares of the Company's CommoelS(the "Shares™) on a registration
statement on Form SB-2 ("Registration Statement").

For the purpose of rendering this opinion, we exaaioriginals or photostatic copies of such documas we deemed to be relevant. In
conducting our examination, we assumed, withoutstigation, the genuineness of all signaturesconeectness of all certificates, the
authenticity of all documents submitted to us aginals, the conformity to original documents df@cuments submitted to us as certified or
photostatic copies and the authenticity of theipalg of such copies, and the accuracy and commaesef all records made available to us
the Company. In addition, in rendering this opiniae assumed that the Shares will be offered imthener and on the terms identified or
referred to in the prospectus, including all ameedts thereto.

Our opinion is limited solely to matters set fohirein. Attorneys practicing in this firm are adesit to practice in the State of California and
we express no opinion as to the laws of any otlrégdiction other than the laws of the State ofifGaiia and the laws of the United States.

Based upon and subject to the foregoing, aftengidue regard to such issues of law as we deenmdng, and assuming that (i) the
Registration Statement becomes and remains eféeeid the prospectus which is part thereof (tmes|fectus”), and the Prospectus delivery
procedures with respect thereto, fulfill all of tlegjuirements of the Securities Act, throughoupaliods relevant to the opinion, and (ii) all
offers and sales of the Shares have been andewifidde in compliance with the securities laws efdtates, having jurisdiction thereof, we
are of the opinion that the Shares issued



and to be issued upon the exercise of warrantadequate consideration will be, validly issuedlyfphid, and nonassessable.
We hereby consent in writing to the use of our mpiras an exhibit to the Registra tion Statemedtary amendment thereto.
Very truly yours,

BARTEL ENG & SCHRODER



CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We hereby consent to the use in this Registrattate®ient on Form SB-amendment no. 1 of our report dated March 150 2@fating to the
consolidated financial statements of Digital Po@erporation and subsidiaries. We also consenteadference to our firm under the caption
"Experts" in the Prospectus.

/sl Hein + Associates LLP

Hein + Associates LLP
Certified Public Accountants

Orange, California
January 2, 2001
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