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PROSPECTUS Subject to Completion November 9, 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 Anaeristock Exchange ("AMEX") under the symbol DPW. @gtober , 2000, the average
the high and low quotation for one share of comstock was $ , as reported on the AMEX. Theavasrare 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 November __, 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 futuranitial performance. In some cases, you can igefotifvard-looking statements by
terminology such as "may," "will," "should," "exgs¢' "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," "ugyr," 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 isolatedpuitvoltages, and by regulating and
maintaining such output voltages within a narrongeof values.

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 offices are located at 41920 ChrBtseet, 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 readifiismation in conjunction with those financial &ments, and notes thereto, along with the
section entitled "Management's Discussion and Asigslgf Financial Condition."

Six months
Year E nded December 31, ended June 30,
1;) 98 1999 1999 2000
Consolidated Statement of Ope-r—ations Data: - o (Ur—1-a—ljdited)m(-Unaudited)
Revenue $18,733 /470 $15,354,018 $ 7,549,411 $ 8,525,708
Income (Loss) from operations (576 ,570) 320,665 41,405 282,086
Net Income (Loss) (570 588) 27,191 (95,035) 107,373
Net Income (Loss) per Share
Basic $ 021) $ 001 $ (0.03)$ 0.04
Diluted $ 021) $ 001$ (003)$ 003
Consolidated Balance Sheet Data:
Working Capital $ 5,001 ,316 $5,367,917 $ 4,919,002 $ 5,476,763
Total Assets 12,990 ,819 11,160,833 12,022,113 11,483,539
Long-term debt 69 443 - 40,986 -
Total Liabilities 5,472 ,048 3,508,626 4,722,053 3,884,214

Shareholders' Equity $7,518 771 $7,652,207 $ 7,300,060 $ 7,599,326



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
uncertainties. Our actual results may differ matirifrom the results discussed in the forward-iogkstatements. 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 six months endede 30, 2000, and year ended December 31, 199puticbase of products from our
manufacturer located in China accounts for appraséfy 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 $2.09 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&imsumon 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 six months ended June 30, 1999 and 2000.

Years Ended December 31 Years Ended June 30

1998 19 99 1999 2000
Revenues 100.00% 10 0.00% 100.00% 100.00%
Cost of goods sold 78.89 7 3.45 76.34 70.56
Gross margin 21.11 2 6.55 23.66 29.44
Selling, general and 16.73 1 8.26 17.40 19.67
administrative
Research and development 7.46 6.20 5.71 6.45
Total operating expense 24.19 2 4.46 23.11 26.12
Operating income (loss) (3.08) 2.09 0.55 3.32
Net interest expense 1.14 1.07 1.21 0.48
Translation loss .20 .04 0.08 0.05
Income (Loss) before (4.42) .98 (0.74) 2.79
income taxes
Provision (Benefit) for (1.37) .80 0.52 1.52
income taxes
Net Income (Loss) (3.05)% .18% (1.26)% 1.27%

The following discussion and analysis should bel iesaconnection with the our consolidated finansi@ltements and the notes thereto and
other financial information included elsewherehistreport.



Six Months Ended June 30, 2000, Compared to June 30999
Revenues

For the six months ended June 30, 2000, revengesaised by 12.9% to $8,525,708 from $7,549,411hfsix months ended June 30, 1999.
The increase in revenues during the six monthsdeddee 30, 2000, can be attributed primarily taificant increases in units shipped to five
large United States OEM customers. For the six anhded June 30, 2000, Digital Power Ltd. conteith$2,743,132 to our revenues
compared to $3,106,478 for the six months ended 30n1999.

Gross Margins

Gross margins were 29.4% for the six months ended 30, 2000, compared to 23.7% for the six moetited June 30, 1999. The increase
in gross margins can primarily be attributed taéased OEM business and manufacturing in Chinagtesl above.

Selling, General and Administrative

Selling, general and administrative expenses weréga of revenues for the six months ended Jun2@), compared to 17.4% for the six
months ended June 30, 1999. Increased sellingralearad administrative expenses can be attributieagpily to an increased marketing staff,
increased commissions paid and increased investians expenses.

Engineering and Product Development

Engineering and product development expenses wg% 6f revenues for the six months ended June @ID),Zompared to 5.7% for the six
months ended June 30, 1999. The increases in ergigeand product development expenses reflect@utinuing commitment to new
product development.

Interest Expense

Interest expense, net of interest income, was 241f& the six months ended June 30, 2000, compar$€1,380 for the six months ended
June 30, 1999. The decrease in interest expemsinarily due to reduced borrowing on our line ofdit, which was reduced from
$1,465,000 at the end of June 1999, to $940,0€@@and of June 2000, and replacement of Digitald?d.td. receivables financing with a
bank line of credit with a more favorable intenege.

Income (loss) Before Income Taxes

For the six months ended June 30, 2000, we hadnadmefore income taxes of $237,373 compared tesadb$56,235 for the six months
ended June 30, 1999.

Income Tax

The provision for income tax increased from $38,8iGhe six months ended June 30, 1999, to $180@0the six months ended June 30,
2000.



Net Income (Loss)

Net income for the six months ended June 30, 28@8,$107,373, compared to a net loss of $95,03théosix months ended June 30, 1¢
The increase in net income for the six month peisatdlie to increased revenues for the six montioggprimarily related to our United Sta
operations. Year Ended December 31, 1999, Comparédar Ended December 31, 1998

Revenues

Revenues for the fiscal year ended December 31, 188re $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 revenuésdes 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 efmusmbmber 31, 1998 and 1999,
respectively. The decrease in revenues was duaphyno a reduction in sales and marketing effartsl 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 DeeeBih 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 inititels including headcount reductions in
the U.S. and Mexico, and a 10% salary and wagectieauwhich affected all of our U.S. employees.

Selling, General and Administrative

Total selling, general and administrative expentgseased by $330,628 to $2,803,493 for the yededeDecember 31, 1999, from
$3,134,121 for the fiscal year ended December 398 1primarily due to reduced U.S. payroll relagagenses 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, vatiited increased travel, trade show expense arattiing.

Research and Development

Research and development expenses were $952,68&fpear ended December 31, 1999, as compared38%816 for the year ended
December 31, 1998. Of the $445,126 decrease, $25380ibuted to Digital Power Ltd. The other gdutial decrease can be primarily
attributed to the 1998 settlement of litigationaiwing KDK Electronics, with no comparable expeins&999.

Interest Expense

Net interest expense was $147,408 for the yeardceDdeember 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 wasueed from $1,590,000 at the end of 1998,
to $940,000 at the end of 1999, paid by cash sa\firogn the 1996 IPC



Translation Loss

The primary currency of the our subsidiary, Podmgitl, is the Mexican peso and for Digital Powedl, the United Kingdom pound. During
1999, we experienced a translation loss of $6,2B6apily 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. conttibdi $314,003 income before income taxes in 1999 $287,603 income before income
taxes in 1998. This increase was due primarilh&improvement in gross margins which resulted ftoencost containment initiatives, as
discussed in the gross margin section.

Income Tax

For the year ended December 31, 1999, we had ammtax expense of $123,000 compared to a tax iben&258,000 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$24191 in 1999 from a net loss of $(570,588)998.

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

Liquidity And Capital Resources

On June 30, 2000, we had cash of $605,8 53 and working capital of
$5,476,763. This compares with cash of $1,090,2 92 and working capital of

$4,919,002 at June 30, 1999. The increase in wyrk@pital was due to an increase in accounts rabkgdyinventory, and prepaid expenses,
and decrease of notes payable and accounts payetited by a decrease in other receivables angase in accrued liabilities and income
taxes payable, resulting in a decrease in casltastuequivalents. Cash provided by operating dietiviotaled $69,531 and $1,178,705 for
the six months ended June 30, 2000 and 1999.

Cash used in investing activities was $106,12Hersix months ended June 30, 2000, compared t@%87or the six months ended June 30,
1999. Net cash provided by (used in) financingvétats was $61,621 for the six months ended Jun@@00, compared to ($742,848).

Through June 30, 2000, we funded our operatiomsgyiily through revenues generated from operatiand,bank borrowing. As of Deceml
31, 1999, we had cash and cash equivalents of $824nd working capital of $5,367,917. This compavéh cash and cash equivalents of
$867,607 and working capital of $5,001,316 at Ddwem31, 1998. The increase in working capital fer year ended December 31, 1999, is
primarily due to our income and reduction of d&kdsh provided by ot



operating activities totaled $1,728,208 and $10f@66he year ended December 31, 1999 and 1998césely. Cash used in investing
activities of $161,896 during 1999 consisted priiyaf expenditures for the purchase of productmm testing equipment. During 1998, ¢
used in investing activities amounted to $3,500 B@®arily for the purchase of the assets of Dighawer Ltd. For the year ended December
31, 1999, cash used in financing activities incthgayments of $1,524,302 on borrowing. During tearyended December 31, 1998, cash
provided by financing activities included proceéusn borrowing of $2,366,846 and proceeds of $98 f86m the exercise of warrants and
stock options, offset by payments of $307,814 amdvang.

We were a guarantor of a $500,000 term loan gramotedr employee stock ownership plan ("ESOP"). Baknce outstanding of $184,919
related to this term loan is included in the ta@alount of our bank borrowing as of December 318198e loan was paid during 1999, and
bore interest at 8.5% per annum. Proceeds frortotlrewere used to acquire Digital Power's commonksby the ESOP. Principal and
interest on the loan was paid by the ESOP throoglributions made by Digital Power to the ESOPhi@ 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 Stadsllo. 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 measursdhiestruments 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 mdlve a material impact on assets, liabilitieequity. We have not yet determined the
impact of FASB133 on the income statement or thgaichon 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 arrangemestsexielivery has occurred or services t
been rendered, the seller's price to the buyaxesi for determinable, and collectibility is reasblyaassured. 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 after December 139 9'he Company does not believe that the
adoption of SAB 101 will have a material effectitsnfinancial position or result of 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, maetidiring, and sales facility in Salisbury, Englae design, develop, manufacture, and
sell 50 watt to 750 watt switching power suppliad ®C/DC converters to OEMs of computers and odtextronic 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@/BC inverters primarily for the telecommunicatidngustry in Europe under the label
Gresham Power Electronics. Power supplies arearitomponents of electronic equipment that supgdpyert, 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 ieteleal power that commonly occur over power lir



Power supplies satisfy these issues of allocatimhpaiotection by (i) converting alternating curréC) electricity into DC; (ii) by dividing a
single input voltage into distinct and isolatedmuitvoltages; and (iii) by regulating and maintaghsuch 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 levelE€ 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 suppleps down" voltage levels. A linear
power supply converts an unregulated DC voltageltwer regulated voltage by "throwing away" thiettence 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 Diage to a lower regulated voltage by storingdifference in a magnetic field. When
the magnetic field grows to a pdetermined level, the unregulated DC is switchddofl 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. fid a result, the switching power supply is meffecient-typically 75% efficient for a 5V
output regulator.

One of the great advantages of switching power Isegpn 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 swiighiawer supply products have a high power
density and are generally smaller than those ofpatitors. For example, to the best of our knowledigeUS100 series of power supplies, on
a 3"x 5" printed circuit board, is the smallest 1@t off-line (AC input) power supply availabletime industry.

Another advantage of our power supply producthésextreme flexibility of design. We have desigtteal base model power supply products
so that they can be quickly and inexpensively mediaind adapted to the specific power supply neéday OEM. This "flexibility"

approach has allowed us to provide samples of neadifower supplies to OEM customers in only a fewsdafter initial consultation, an
important capability given the emphasis placed BBM3 on "time to market." This "flexibility" approbalso results in very low namecurring
engineering (NRE) expenses. Because of reduceddyBénses, we do not charge our OEM customers fé& f¢Rited 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 supmpdyket.

In addition to the line of proprietary productsestd, and in response to requests from OEMSs, veepatsride "value-added services." The
term "value-added services" refers to our incorpponsof 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 componenthéh@®EM itself would otherwise attach to or intagraith our power supply, and we
provide the OEM with that integration and instadiatservice, thus saving the OEM time and money.baéleve 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
subassemblies and thus are not required to pur@hdisélual parts from many vendol



We are a California corporation originally formedli969 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 PoRectronics. 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 distribattching power supplies, uninterruptible powgpdies, and frequency converters for
the commercial and military markets under the n&@resham Power Electronics. Uninterruptible powepdies (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@resham Power Electronics has diversified oodpct line, provided greater acces
the United Kingdom and European markets, and sthengd our engineering and technical resources.

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 elextsindustry. 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 aidlae and digital telephones continue to becompeupar 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 pswpplies for use in their own products. The rerimg 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 incréaskie, in part, to the fact that power suppliestarcoming an increasingly complex
component in the eyes of OEMs, with constantly diramrequirements such as power factor correct®¥) and filtering specifications to
minimize electromagnetic interference (EMI).

The power supply market can also be divided betWweestom" and "standard" power supplies. Customegyaupplies are those that are
customized in design and manufactured with a sjgesfplication in mind, whereas standard power Bappre sold off-the-shelf to
customers whos



electronic equipment can operate from standardubwipltages such as 5, 12, or 24 volts. Power $eppi the captive market that are
designed and manufactured by an OEM for use iovits equipment are an example of a custom desigheasroduct is not intended for
resale. However, custom power supplies are alsaremmin the merchant market, as certain OEMs contvith power supply manufacturers
to design a product that meets the form, fit, amtfion requirements of that OEM's specific appita A subset of the standard segment of
the market has evolved, commonly known as "modisieshdard" segment, comprising power supply pradihzt have the performance
characteristics of a standard power supply, butiregcertain, usually minor, modifications. Thesedifications typically involve an
adjustment to one of the standard output voltagash as from 5 volts to 7 volts, or from 15 votisl 8.5 volts.

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

With no industry standards for power suppliess itéry difficult to design out an existing powepply component, which prevents large
companies from quickly gaining market share. Thetkebeing a profitable manufacturer is to havegkberm expertise in power electronics
and to be able to provide products needed by cugtoriVe have targeted and serve the industriabfieé automation, industrial and
portable computing, and networking applicationdiag of the merchant market. We believe that owd@n high-efficiency, high-density,
design-flexible power supplies is ideally suitedtte rapid growth opportunities existing in thisrket 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 iterst 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 grougedtinee broad industries, consisting of the cormpuélecommunication, 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 Seime



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 thesenseigts would be characterized as computer-relatedioanot participate in the personal
computer (PC) power supply market because of tiwartiargins arising out of the high volume and exebntompetitive nature of that
market.

We intend to continue our sales primarily to erigtcustomers while simultaneously targeting salestv customers. We believe that our
"flexibility" concept allows customers a unique @®between our products and products offered bgrqiower supply competitors. OEMs
have typically had to settle for a standard powpdy product with output voltages and other feasupredetermined by the manufacturer.
Alternatively, if the OEM's product required a difént set of power supply parameters, the OEM wiaedl to design this modification in-
house, or pay a power supply manufacturer for toouproduct. Since custom-designed power suppliesl@velopmenintensive and requil
a great deal of time to design, develop, and mantuifa, only OEMs with significant volume requirent&nan economically justify the
expense and delay associated with their produdtorthermore, since virtually every power convemgiwoduct 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 competidus!'flexibility" series is designed around a starttized power platform, but allows the
customer to specify output voltages tailored teiact requirements within specific parameterstifemmore, OEMs are seeking power
supplies with greater power density. Digital Powsttategy in responding to this demand has beefid@pbincreasingly smaller power supply
units or packages.

Product Strategy and Products

We have nine series of base designs from whichstimms of individual models can be produced. Eadbsskas its own printed circuit board
(PCB) layout that is common to all models withie series 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 wutpmponents. Designers of electronic systemsletarmine their total power
requirements only after they have designed theesystelectronic circuitry and selected the comptanbe used in the system. Since the
designer has a finite amount of space for the systed may be under competitive pressure to furdeuice 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 transformer and other elecgastac components, and a sheet metal chassisafderlcomponents 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 sidée dfdard. 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. miroon printed circuit board is shared by
each model in a particular family, resulting i



reduction in parts inventory while allowing for rdpnodifiability into thousands of output combirais. The following is a description of our
products.

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\Meoutput, and UL544 (medical) safety
approval. All US50 series units are also availébl&2VVDC, 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 offgrith one to four outputs, a universal inputddtem 90 to 264 VAC, and is only slightly
larger than the US50 series. The US70 seriesfreiftiated from competitive offerings by virtueitsf smaller size, providing up to four
outputs while competitors typically are limitedttoee outputs. Flexibility options include coveower good signal, an isolated V4 output,
and UL544 (medical) safety approval. The DP70 éssame as the US70 except the input is 48 volts\idalso offer 12 & 24VDC DC inp
on this series where the model series changes t& DIN. This type of product is ideal for low prodilsystems, with the power supply
measuring 3.2" x 5" x 1.5".

The US100/DP100 is the industry's smallest 100 switicher. Measuring only 5" x 3.3" x 1.5", thigiss delivers up to 100 watts of
continuous 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 where OEMs havgragded their systems, requiring an additiona#8QGwatts of output power but being une
to accommodate a larger unit. The US100 fits instio@e form factor and does not require any toamigechanical changes by the OEM.
Flexibility options include a cover and adjustaptest regulators on V3 and/or V4 outputs. Fully ooszed models are also available. All
US100 series units are also available with 12VDG/R2C, or 48 VDC inputs. This optional DC input uf@P100) maintains the same pin-
out, size, and mounting as the US100 series.

The UP300 series consists of economical, highieffiy, open frame switchers that deliver up to @@fts of continuous, or 325 watts of
peak power, from one to two outputs. The 115/230\6AM-selectable input allows them to be used wodd. 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&s and 230VAC and provides the OEM an even racomomical solution. This prodt
can be used in network switching systems or otleetr@nic systems where a lot of single outputentrsuch 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/inhiaitd an isolated V3 output. All US250 series uaitsalso available with 12VDC, 24VDC,
or 48VDC inputs. This optional DC input unit (DP25%0aintains the same [-out, size, and mounting as the US250 se



The US350 series is a full-featured unit that heive power factor correction and was designedetéidid-configurable by our international
and domestic sales channels. This feature allogstticking distributor to lower its inventory cobtg still maintain the required stock to
rapidly provide power supplies with the unique camakion 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-bektidfilter 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 €68ss The UPF 150 is an open-frame switcher talets up to 150watts of continuous
power from one to four outputs. The UPF 150 is evetbwith 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 addisdn 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 fdiétect 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 matefith 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 whichea@ily 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 manufacturé@fand DC power conversion equipment which is idehfor naval and other
applications where arduous duties demand qualiyralebility. Products include transformer reifunits to 15KVA and Static Frequency
Converters to 5SKVA.

Commercial Component Power Supplies. Distributiod service of all Digital Power's product linesimr-American markets



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

Telecommunications Inverters. Design and manufeafiDC to AC sine-wave inverters. Rugged equipnregended for use in remote areas
for the support of mobile telecommunications idatans. 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. Vf&tlv exceptions, the competitive nature of the posugply industry has placed continual
downward pressure on selling prices. In order toea® low cost manufacturing with a labor-intengiveduct, manufacturers have the option
of automating much of the labor out of their praglee producing their product in a low labor cosvigonment. Given the high fixed costs of
automation and the resistance this places on makajgr product changes, we believe that our flexinanufacturing 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 asseafditest functions for the majority of
our power supply products. Currently, almost albof manufacturing, including our value-added smyj is done at a 16,000 square foot
facility operated by our wholly-owned subsidiargpder Digital, S.A. de C.V., located in Guadalajav&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 purchadergrand the agreement may be terminated upona20mbtice. We are manufacturing
approximately 20% of our product requirements tgioBortron/Source and expect to increase theseiptiod levels due to cost advantages
achieved through Chinese procurement. We belieatettie facility in China complements our manufactyifacility in Guadalajara, Mexico
since the facility in China allows us to producevpo supplies with sufficient lead time at lower tosvhile the Guadalajara facility will
continue to manufacture power supplies that neguick 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 nekngadrthirteen domestic and one Canadian indeperndenufacturers' representatives. Each
representative organization is responsible for rgengpsales in a particular geographic territoryn@ally, the representative has exclusive
access to all potential customers in the assigereidary 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 agresismwith 23 stocking distributors who buy and Hemer products. For the fiscal years ended
December 31, 1999 and 1998, distributor sales adedufor 31.6% and 29.1%, respectively, of ourlteédes. Over this same period, one
distributor accounted for 11.5% and 13.1%, respelytj of total sales. In addition, internationalesathrough stockin



distributors accounted for less than 5% of oursdtegeneral, the agreements with stocking distafs are subject to annual renewal and
be terminated upon 90 days' written notice. AltHotltese agreements may be terminated by either ipaitie event a stocking distributor

decides to terminate its agreement with us, wesbelthat we would be able to continue the salauopooducts through direct sales to the

customers of the stocking distributor. Further, angeneral, stocking distributors are eligibleéturn 25% of their previous sixonths' sale
for stock rotation. For the past three years, stotktions have not exceeded one percent of tatess

We have also entered into agreements with thre@teriabel customers who buy and resell our praduibtder these agreements, we sell our
products to the private label company who thenlieetige products with its label to its customerse Bélieve that these private label
agreements expand our market by offering the cust@nsecond source for our products. The privdiel 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 produratalog, 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 dxtshipment. No significant warranty
returns were experienced in either 1999 or 199&fAkine 30, 2000, and December 31, 1999, our wigrraserve was $211,643 and
$272,782, respectively.

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 PowerOnete&yn 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 tsuccessful 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 manufaicttemnally the power supplies needed for their pigid. 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 cafpebrably on the basis of value by providing athesd 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 ma



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, stcRRBC and improved EMI filtering.
Internal research is supplemented through thezatitin of consultants who specialize in variougayéncluding component and materials
engineering and electromagnetic design enhancerteemgprove efficiency, while reducing the cost aiwk of our products. Product
development is performed at our headquarters ifid@aila by three engineers who are supported asidtaesl by five technicians. Our total
expenditures for research and development were,$529$952,690 and $1,397,816 for the six montldeédune 30, 2000, and years ended
December 31, 1999 and 1998, respectively, andsepted 6.45%, 6.20% and 7.46% of our total revefarake corresponding periods.

Employees

As of December 31, 1999, we had approximately 28&ifne employees, with 210 of these employeduatwholly-owned subsidiary Poder
Digital located in Guadalajara, Mexico, and 50 emgpt by Digital Power Ltd. The employees of Digkalwer'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 Guadalajfaxico. The products are then delivered
to Fremont, California for testing and distributidie believe that we have a good working relatigmglith our employees in Guadalajara,
Mexico and have recently signed a five-year comtnaih the union representing the employees. In719& entered into a "turnkey"
manufacturing contract with a manufacturer locate@hina to produce our products in an attempethuce 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 todare products quickly. However, if our revenuesigas anticipated, we intend to
manufacture more of our products utilizing the @sim 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 lailityato deliver our products and may
adversely affect our financial operations.

Further, the Guadalajara, Mexico facility condutddinancial operations using the Mexican peso @nesham Power conducts its financial
operation using the United Kingdom pound. Therefdree to financial conditions beyond our controd are subject to monetary fluctuations
between the U.S. dollar, Mexican peso, and Unitedjfom 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 denedopspace in Fremont, California. We
pay $6,653 per month, subject to adjustment, aa



lease expires on January 31, 2001. We plan towetiis lease prior to expiration; however, giverrkea conditions, we expect that the rent
will be substantially higher. Our manufacturingifidg is located in 16,000 square feet of leasealcgpin Guadalajara, Mexico. We pay
approximately $4,583 per month, subject to adjustirend the lease expires in February 2001. Grestamer leases approximately 25,000
square feet for its location in Salisbury, Engla@desham Power pays rent of approximately (poun8fyper quarter, and the lease will
expire September 26, 2009. We believe that outiegifacilities are adequate for the foreseeakigréuand 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 agesitons held, and duration as such, are as follows

Name

Robert O. Smith

Chris Schofield

Thomas W. O'Neil, Jr. 70 Director since 1991.

Directors, Executive
Age Background For thePas
55 Chief Executive Offic
and President since
variously served as
Controller of Power C
Manager of Compower D
Boschert subsidiary,
manufacturer of power
industrial automatio
Business Administrati
completed course work
State University.

43 Managing Director o
since January 1998.
Manager of Gresham P
From 1988 to 1995, D
Operations of the Oxf

and Partner since 199
O'Neil, CPAs. Retired
1991, of KPMG Peat Ma
Exposition and State
Credit Association; D
Technology Resources,
College and member of
of Regents.

Officers and
t Five Years
er and Director since 1989
May 1996. From 1980 to 1989
Vice President/Group
onversion Group, General
ivision, and President of
of Computer Products, Inc.,
conversion products and
n systems. Received B.S. in
on from Ohio University and
in M.B.A. program at Kent

f Digital Power Limited
Director and General

ower Group from 1995 to 1998.

irector of United Kingdom

ord Instruments Group.

Certified Public Accountant
1 of Schultze, Wallace and
as Partner, from 1955 to
rwick. Director of California
Fair; Director of Regional
irector of Alternative

Inc. Graduate of St. Mary's
the St. Mary's College Board



Name

Scott C. McDonald

Directors, Executive
Age Background For thePas
46 Director since May 19

Administrative Office
since December 1999.
Incorporated since Ap
Technologies, Inc. si
1996 to May 1998, dir
a communications and
From October 1993 to
President, Chief Oper
of CIDCO. From March
President, Chief Oper
of PSI Integration, |
February 1993, Chief
President, Finance of
System, Inc. Receive
University of Akron a
University.

Robert J. Boschert 63 Director since 1998.

Philip G. Swany

high-growth technolog
1990 of Hytek Microsy
until June 1998, serv
Technology. Founder
a member of the board
Received B.S. in Elec
University of Missour

50 Mr. Swany joined us a
February 1992, he lef
Controller for Crysta
graphics software dev
September 1995, Mr. S
was made Vice Preside
was named Chief Finan
Digital Power. Mr. S
in Business Administr
College, and attended
administration at the

Officers and
t Five Years
98. Chief Financial and
r of Conxion Corporation
Director of Castelle
ril 1999. Director of Octant
nce April 1998. From November
ector of CIDCO Incorporated,
information delivery company.
January 1997, Executive Vice
ating and Financial Officer
1993 to September 1993,
ating and Financial Officer
nc. From February 1989 to
Financial Officer and Vice
Administration of Integrated
d B.S. in Accounting from The
nd M.B.A. from Golden Gate

Business consultant for small
y companies. Director since
stems, Inc. From June 1986
ed as consultant to Union

of Boschert, Inc. Retired as
of directors in 1984.

trical Engineering from

i

s our Controller in 1981. In

t us to serve as the

| Graphics, Inc., a 3-D
elopment company. In

wany returned to us and he
nt-Finance. In May 1996, he
cial Officer and Secretary of
wany received a B.S. degree
ation - Accounting from Menlo
graduate courses in business
University of Colorado.

EXECUTIVE COMPENSATION
Non-employee directors receive $10,000 per annum gpaddterly 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 an



Chief Executive Officer during the past three ye#ls other officer received annual compensatioexicess of $100,000 during the 1999
fiscal year.

SUMMARY COMPENSATION TABLE

Long Term Compensation

Annual Compensation Awards Payouts
Name and Other Annual Restricted Securities LTIP AllO ther
Principal Compensation Stock  Underlying Payouts Compe nsa-
Position Year Salary %) Award(s)($) Options (#) %) tio n
Robert O. Smith 1999 $134,038 $0 $0 100,000(1) $0 $0
Presidentand 1998 $141,912 $0 $0 100,000(2) $0 $0
CEO 1997 $150,000 $0 $0 100,000(3) $0 $0

(1) Represents options to acquire 100,000 sharesmimon stock at $1.875 per share.

(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 arcise price of $2.31 per share.

(3) Pursuant to his employment contract, in Jan@88y7, Mr. Smith received options to acquire 100,80ares 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 contrilr. Smith shall serve as President
and Chief Executive Officer and his salary shal860,000 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 @fital Power, Mr. Smith shall be entitled to
receive in one payment, the sum of six (6) timasamnual base salary. If Mr. Smith's employmen¢@grent 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 grantedir. Smith during the past fiscal ye.



OPTION GRANTS IN LAST FISCAL YEAR
Individual Grants

Number of % of Total Options Exercise

Securities  Granted to Base Price Expiration
Name Underlying  Employees in ($/Sh) Date

Options Fiscal Year

Granted (#)

Robert O. Smith 100,000 54.98% $1.875 January 2009

The following table sets forth Mr. Smith's fisc&ar end option values. No options were exercisellibysmith during 1999.

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

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

Shares Acquired on Exercisable/ Exercisable/
Name Exercise (#) Value Realize d ($) Unexercisable Unexercisable

Robert O. Smith None None 386,900 Exercisable $81,469 Exercisable

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

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

of December 31, 1999, the ESOP owns, in the agtget)ei7,504 shares of our Common Stock. In Juné,iB® ESOP entered into a
$500,000 loan with San Jose National bank to finghe purchase of shares. We guaranteed the repaypfitbe 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 ESOB8uisject to vesting over a six-year period. Thaehaf 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 estallidie 1998 and 1996 Stock Option Plans (the "Plafnke 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 advandbeir employment by or service to Digital Pow&itotal of 753,000 options are
authorized to be issued under the Plans, all oflwhave been issued. The Pl



provide for the grant of either incentive or noatstory stock options. The exercise price of amgittive stock option granted under the Plans
may not be less than 100% of the fair market vafitbe Common Stock on the date of grant. Therfeirket value for which an optionee n

be granted incentive stock options in any calegdar may not exceed $100,000. Shares subject imnspinder the Plans may be purchased
for cash. Unless otherwise provided by the Boandyption granted under the Plans is exercisabléefoyears. The Plans are administered by
the Compensation Committee which has discretiatetermine optionees, the number of shares to bered\by each option, the exercise
schedule, and other terms of the options. The Rtasbe amended, suspended, or terminated by thelBait no such action may impair
rights under a previously granted option. Eachntige stock option is exercisable in accordancé vt term, during the lifetime of the
optionee, only so long as the optionee remains @yepl by us. No option is transferrable by the op®other than by will or the laws of
descent and distribution. 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 shaeseToptions were granted to employees in May 1883ee now fully vested.

401(k) Plan

We have adopted a tax-qualified employee savindgeatirement 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 pesnbut does not require, additional
matching or contributions by us on behalf of Plantipipants. We match contributions at the rat8.86 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 qualifiad are deductible when made and neither theibatibns nor the income earned on
those contributions is taxable to Plan participamtisl withdrawn. All 401(k) Plan contributions aceedited to separate accounts maintaine
trust. Limitation of Liability and IndemnificatioNlatters

Sections 204 and 317 of the California CorporatiGnge ("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 stat¢hat the we may provide indemnification of iteatg, 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 Corpamas Code. Article VI of the Bylaws provides thhetwe shall, to the maximum extent and in
the manner permitted in the Corporations Code,nmd&y each of its agents, including its officergatirectors, 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 age



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 anrabtjoor in the right of the company to procure dgjment in its favor) by reason of the fact
that such person is or was an officer, directopleyee, or other agent of ours or our subsidiaagsjnst expenses, judgments, 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 ibastrinterests and, in the case of a criminalggding, has no reasonable cause to believe
the conduct of such person was unlawful. In addjtige may indemnify, subject to certain excepti@mg; 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 incugredidh 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 enttbeddemnification 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 SBearAct 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 folieggersons have or will have a direct or indimaetterial interest.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth, as of SeptemberZB@O0, certain information with respect to the Hiemd ownership of shares of common
stock by all shareholders known by us to be theefieinl owners of more than five percent of thestarnnding shares of such common stock,
all directors and executive officers individualiynd all directors and all executive officers obagroup. As of September 30, 2000, there were
3,255,570 shares of Common Stock outstanding.

No. o f Shares
Name Commo n Stock(1) Percent
Rhodora Finance Corporation Limited 18 3,464 6.54%
80 Broad Street
Monrovia, Liberia
Digital Power - ESOP 16 7,504 5.97%

41920 Christy Street
Fremont, CA 94538



No. o f Shares

Name Commo n Stock(1) Percent
Thomas W. O'Neil, Jr., 5 5,600(2) 2.65%
Director
Robert O. Smith, 40 6,504(3) 13.34%
Director and Chief Executive Officer
Chris Schofield, 4 7,000(4) 1.6%
Managing Director, Digital Power Limited
Philip G. Swany, 4 2,250(5) 1.5%
Chief Financial Officer
Scott C. McDonald, 1 0,000(6) *
Director
Robert J. Boschert, 1 0,000(6) *
Director

All directors and executive officers as a
group 57 0,854(7) 18.0%
(6 persons)

* Less than one percent.

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

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

(7) Includes 357,750 shares subject to optionsnaardants and exercisable within 60 days. Also ideBi167,504 shares owned by the Digital
Power ESOP of which Mr. Smith is a trustee and bmgeemed a beneficial owner.

SELLING STOCKHOLDER

The common stock registered hereby will be resglthe selling stockholders listed below. On Decenilfg 1996, in connection with our
initial public offering , we entered into an undeiting agreement. Subject to the terms and conalitiof the underwriting agreement, we
issued to Werbel-Roth Securities, Inc., an undéewsi warrant to purchase shares of common stogkc@mmon 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 share



common stock at $4.80 per share and up to a maxiof,000 stock purchase warrants at 15(centjvaerant, each of which entitled
Werbel-Roth to purchase a single share of commmokstt $5.00 per share. Subsequent to the offettiegl)nderwriter's Warrants were
transferred to the selling stockholders listed el®he resale of the shares issuable upon exestitbe Underwriting Warrant are included in
this prospectus.

In addition, we have issued 5,000 shares of comstmek and warrants to purchase 30,000 shares afhoonstock at $3.88 per share to
Donner Corp. International; warrants to purchas@@®Dshares of common stock at $3.88 per share@dd. 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 Digital.

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 ownedhbyselling 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 stadktanding as of September 30, 2000, was 3,2855i selling stockholders may
sell some, all or none of their common stock.

Shares Beneficially Shares to Shares Beneficialln&d Prior to Offering be Offered Owned After Offey

Name of Stockholder Number Percentage Numbe r  Number Percentage
Howard Roth 115,000 3.4% 115,0 00 0 0

Carol Cohen 15,000 * 15,0 00 0 0
Laurence Feirstein 15,000 * 15,0 00 0 0

Myron Sayer 5,000 * 5,0 00 0 0

Donner Corp.

International 35,000 1.1% 35,0 00 0 0

C.C.R.l. Corporation 30,000 * 30,0 00 0 0
Research Wo 15,000 * 15,0 00 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 fixedgzrihat may be changed, at market prices prevailitige time of sale, at prices related to !
market prices or at negotiated prices. The shdresromon stock may be sold by the selling stockéoldy one or more of the following
methods, without limitatior



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

o purchases by broker or dealer as principal apaleey 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 transactions;

o market sales (both long and short to the extemhjited 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 brokedealers to participate. Brokers or
dealers may receive commissions or discounts frenselling shareholder (or, if any such broélealer acts as agent for the purchaser of
shares, from such purchaser) in amounts to be ia¢gdtand which are not expected to exceed thastermary in the types of transactions
involved. Broker-dealers may agree with the selhgreholder to sell a specified number of sucheshaf common stock at a stipulated price
per share, and, to the extent such bralealer is unable to do so acting as agent forehieg shareholder, to purchase as principal arspld
shares of common stock at the price required fdlfile broker-dealer commitment to the sellingastholders. Broker-dealers who acquire
shares of common stock as principal may thereedtall those shares of common stock from timene iin transactions (which may involve
block transactions and sales to and through ottukelo-dealers, including transactions of the natiegcribed above) on the American Stock
Exchange or otherwise at prices and on terms therajing at the time of sale, at prices then egldb the then-current market price or in
negotiated transactions and, in connection witlihgesales, may pay to or receive from the purckasesuch shares of common stock
commissions as described above.

From time to time, the selling stockholder may gledts shares of common stock under the marginigioms of customer agreements. Upon
default by the selling stockholder, the broker roffgr and sell the pledged shares of common stark time to time. Upon sales of the
shares of common stock, the selling stockholdemniditto comply with the prospectus delivery requigats, under the Securities Act, by
delivering a prospectus to each purchaser in #reséction. We intend to file any amendments orratkeessary 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 tramsar



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 #edling 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 sha@smohon stock outstanding and no shares of prefstoedk 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 votésglvmeans each share shall have the number of eqigal to the number of directors to
be elected and all of whiclotes may be cast for any one nominee. Subjectdb greferences as may apply to any preferred stotstanding

at the time, the holders of outstanding share®wifroon 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 sisakot entitled to preemptive rights
and is not subject to conversion or redemption.riJghe liquidation, dissolution, or winding up oetbompany, 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 mefnces with respect to any outstanding prefetmak 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 preventh 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 sharesnofnom stock subject to outstanding options with eiserprices ranging from $.50 to
$6.25 per shart



Warrants

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

EXPERTS

The consolidated balance sheet as of Decembei939, &nd the related consolidated statements ohtpes, 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 accountimgl auditing.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special reports, pretatements and other information with the Seiasriind 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 refeeeroom at 450 Fifth Street, N.W., Washington, 20549, Seven World Trade Center,
13th Floor, New York, New York 10048 and 500 Westdéson 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 registraticatestnent on form SB-2 under the Securities Act wetpect to the securities offered under
this prospectus. This prospectus, which constitatgart 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 contmaother documents are not necessarily completien 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 schedulestohé&er further information regarding Digital Powaard the securities offered under this
prospectus, we refer you to the registration statérand such exhibits and schedules which may tanad from the Commission at its
principal office in Washington, D.C. upon paymehthe 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

ASSE
CURRENT ASSETS:

Cash and cash equivalents

Accounts receivable - trade, net of allowance f
doubtful accounts of $210,485 and $210,454
(unaudited)

Income tax refund receivable

Other receivables

Inventories, net

Prepaid expenses and deposits

Deferred income taxes

Total current assets

PROPERTY AND EQUIPMENT, net

EXCESS OF PURCHASE PRICE OVER NET ASSETS ACQUIRED, net of

accumulated amortization of $289,926 and $432,4
DEPOSITS

TOTAL ASSETS

LIABILITIES AND STO

CURRENT LIABILITIES:
Notes payable
Current portion of capital lease obligations
Accounts payable
Accrued liabilities

Total current liabilities

CAPITAL LEASE OBLIGATIONS, less current portion
OTHER LONG-TERM LIABILITIES
DEFERRED INCOME TAXES

Total liabilities

COMMITMENTS AND CONTINGENCIES (Notes 7 and 12)

STOCKHOLDERS' EQUITY:

Preferred stock issuable in series, no par valu
2,000,000 shares authorized, no shares issu
outstanding.

Common stock, no par value, 10,000,000 shares a
2,771,435 and 2,812,435 (unaudited) shares
outstanding, respectively

Additional paid-in capital

Accumulated deficit

Note receivable - stockholder

Accumulated other comprehensive income (loss)

Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

DECEMBER 31, JUNE 30,
1999 2000
(unaudited)
TS
$ 824,708 $ 605,853
or
2,813,080 3,211,352
70,988 19,556
99,875 125,534
4,531,261 4,836,375
61,326 129,280
360,136 360,136
8,761,374 9,288,086
1,223,137 1,161,782
28 (unaudited) 1,162,264 1,019,762
14,058 13,909
$ 11,160,833 $ 11,483,539
CKHOLDERS' EQUITY
$ 940,000 $ 940,000
43,646 43,877
1,196,170 1,456,549
1,213,641 1,370,897
3,393,457 3,811,323
80,825 63,546
25,000 -
9,344 9,344
3,508,626 3,884,213
e,
ed and - -
uthorized,
issued and
9,012,679 9,091,348
331,310 279,110
(1,832,337) (1,724,964)
(52,200) -
192,755 (46,168)
7,652,207 7,599,326
$ 11,160,833 $ 11,483,539




DIGITAL POWER CORPORATION AND SU BSIDIARIES

CONSOLIDATED STATEMENTS OF OP ERATIONS
F OR THE YEARS ENDED FOR THE SIX MONTHS ENDED
DECEMBER 31, JUNE 30,
19 98 1999 1999 2000
(unaudited) (un audited)
REVENUES $ 18,7 33,470 $ 15,354,018 $ 7,549,411 8,525,708
COST OF GOODS SOLD 14,7 78,103 11,277,170 5,763,266 6,016,381
Gross margin 3,9 55,367 4,076,848 1,786,145 2,509,327
OPERATING EXPENSES:
Research and development 1,3 97,816 952,690 431,282 549,912
Marketing and selling 15 61,803 1,159,323 597,984 703,642
General and administrative 15 72,318 1,644,170 715,474 973,687
Total operating expenses 45 31,937 3,756,183 1,744,740 2,227,241
INCOME (LOSS) FROM OPERATIONS 5 76,570) 320,665 41,405 282,086
OTHER INCOME (EXPENSE):
Interest income 16,074 30,935 7,508 9,460
Interest expense (2 36,968) (178,343) (98,888) (50,784)
Translation loss 37,771) (6,236) (6,260) (4,957)
Gain (loss) on disposal of assets 6,647 (16,830) - 1,568
Other income (expense) (2 52,018) (170,474) (97,640) (44,713)
INCOME (LOSS) BEFORE INCOME TAXES 8 28,588) 150,191 (56,235) 237,373
PROVISION FOR INCOME TAX (BENEFIT)
EXPENSE (2 58,000) 123,000 38,800 130,000
NET INCOME (LOSS) $ (5 70,588) $ 27,191 (95,035) 107,373
NET INCOME (LOSS) PER COMMON SHARE:
Basic net income (loss) per share $ (.21) 01 $ (0.03) $ 0.04
Diluted net income (loss) per $ (.21) 01 $ (0.03) $ 0.03
share

See accompanying notes to these consolidated falatatements



DIGITAL POWER CORPORATI ON AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 1998 and 1999 and FOR THE SIX MONTHS ENDED JUNE 30, 2000 (unaudited)
ACCUMULATED
COMMON STOCK ADDITIONAL NOTE OTHER TOTAL
--------------------- PAID-IN ACCUMULATED ESOP RECEIVALBE- C OMPREHENSIVE STOCKHOLDERS'
SHARES AMOUNT CAPITAL  DEFICIT SHARES STOCKHOLDER | NCOME (LOSS) EQUITY
BALANCES, January 1, 1998 2,694,485 $8,856,489 $233,762 $(1,288,940) $(325,423) $ - $ 196,828 $7,672,716
Exercise of stock options 35,750 64,350 - - - - - 64,350
Exercise of warrants 6,200 31,684 (684) - - - - 31,000
Stock issued for legal
settlement 35,000 60,156 - - - - - 60,156
Contribution to ESOP - - - - 140,504 - - 140,504
Compensation recognized
upon issuance of
warrants - - 46,032 - - - - 46,032
Comprehensive loss:
Net loss - - - (570,588) - - - -
Income tax benefit
arising from
the exercise of employee
options stock - - - - - - 38,366 -
Foreign currency
translation adjustment - - - - - - 36,234 -
Total comprehensive loss - - - - - - - (495,988)
BALANCES, December 31, 1998 2,771,435 9,012,679 279,110 (1,859,528) (184,919) - 271,428 7,518,770
Contribution to ESOP - - - - 184,919 - - 184,919

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

(Continued)



DIGITAL POWER CORPORAT

CONSOLIDATED STATEMENT O

FOR THE YEARS ENDED DECEMBER 31, 1998 and 1999 and

(Continued)

COMMON STOCK

Comprehensive income:
Net income -8 -
Foreign currency
translation adjustment - -
Total comprehensive loss - -

BALANCES, December 31, 1999 2,771,435 9,012,679

Exercise of stock
options (unaudited) 41,000 78,669

Comprehensive loss:
Net income (unaudited) - -
Foreign currency
translation adjustment
(unaudited) - -
Total comprehensive loss
(unaudited) - -
BALANCES, June 30, 2000
(unaudited) 2,812,435 $9,091,348

See accompanying notes to these conso

ION AND SUBSIDIARIES

F STOCKHOLDERS' EQUITY

FOR THE SIX MONTHS ENDED JUNE 30, 2000(unaudited)

ADDITIONAL NOTE

PAID-IN ACCUMULATED ESOP RECEIVALBE- C

CAPITAL  DEFICIT SHARES STOCKHOLDER |

$- $ 27191 $ - $ - $
331,310 (1,832,337) -  (52,200)
(52,200) - - 52,200
- 107,373 - -
-
$279,110 $(1,724,964) $ - $ - $

lidated financial statements.

ACCUMULATED

OTHER TOTAL
OMPREHENSIVE STOCKHOLDERS'
NCOME (LOSS) EQUITY

(78,673) -

192,755 7,652,207

- 78,669

238,923) -

- (131,550)

(46,168)  $7,599,326




DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ (570,5
Adjustments to reconcile net
income(loss) to net cash provided
by (used in) operating activities:

Depreciation and amortization 423,6
(Gain) loss on disposal of assets (6,6
Deferred income taxes (287,9
Warranty expense 140,0
Inventory obsolescence reserve 230,0
Contribution to ESOP 140,5
Bad debt expense 50,0
Compensation cost recognized upon

issuance of warrants 46,0
Income tax benefit related to

exercise of stock options 38,3
Foreign currency translation

adjustment 37,7
Stock issued for legal settlement 60,1

Changes in operating assets and
liabilities:

Accounts receivable 614,4
Income tax refund receivable (392,6
Other receivables 173,5
Inventories 4345
Prepaid expenses and deposits 50,4
Accounts payable (1,950,5
Accrued liabilities 743,8
Other long-term liabilities 35,0

Net cash provided by operating
activities 10,0

CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisition of Gresham Power
Electronics (3,370,2
Purchase of property and equipment (156,7

Proceeds from sale of assets 26,4

Net cash used in investing
activities (3,500,5

THE YEARS ENDED FOR THE SIX MONTHS EN

DECEMBER 31, JUNE 30,
1999 1999 200

(unaudited)  (unaud

88) $ 27,191 $ (95,035) $ 107,

55 500,691 267,816 311,

47) 16,830 - 1,

27) 8,813 - -

00 (110,000) - 7,

00 30,000 - (29,

04 184,919 46,003 -

00 35,547 -

33 - - -

66 - - -

71 6,236 6,260 4,

56 - - -

53 711,411 426,025 (398,

46) 321,658 215,917 51,

07 3,167 (48,945) (25,

97 303,259 454,976 (287,

55 20,671 (87,166) (67,

62) (50,685) 314,872 260,

96 (271,457) (341,975) 186,

43 (10,043) 19,957 (25,

66 1,728,208 1,178,705 69,

93) - - -

07) (168,042) (37,234) (240,

14 6,146 - 34,

86) (161,896) (37,234) (106,

551
568)
915)

312)

(31)

957

241)

432
659)

199)
805)
380

568
000)

531

609)

482

127)



DIGITAL POWER CORPORATION AND SU BSIDIARIES

CONSOLIDATED STATEMENTS OF CA SH FLOWS
(Continued)
FOR THE YEARS ENDED FOR THE SIX MONTHS END ED
DECEMBER 31, JUNE 30,
1998 1999 1999 200 0
(unaudited)  (unaud ited)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from exercise of stock
options and warrants 95,3 50 - - 78, 669
Principal payments on long-term
debt (240,5 04) (184,919) (46,002) -
Principal payments on capital
lease obligations (7,3 10) (72,537) (19,637) (17, 048)
Proceeds from notes payable 2,366,8 46 - - -
Principal payments on notes payable  (160,0 00) (1,266,846) (677,209) -
Net cash provided by (used in)
financing activities 2,154,3 82 (1,524,302) (742,848) 61, 621
EFFECT OF EXCHANGE RATE CHANGES ON CASH 1,5 37) (84,909) (175,938) (243, 880)
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS (1,337,6 75) (42,899) 222,685 (218, 855)
CASH AND CASH EQUIVALENTS, beginning
of period 2,205,2 82 867,607 867,607 824, 708
CASH AND CASH EQUIVALENTS, end of
period $ 867,6 07 $ 824,708 $1,090,292 $ 605, 853
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash payments for:
Interest $ 233 982 $ 277935 $ 99,807 $ 50, 328
Income taxes $ 289 872 $ 117,494 $ 36997 $ -
NON-CASH INVESTING AND FINANCING ACTIVITIES:
Acquisition of equipment through
capital leases $ 166 396 $ 19,720 $ - $ -

See accompanying notes to these consolidated falastatements



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, the Company provides a reserve famasid warranty costs and a reserve for estimatedupt returns



DIGITAL POWER CORPORATION AND SUBSIDIARIES

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

Research and Development Costs - Research andgewaht costs are charged to operations in thegaraurred.

Foreign Currency Translation - Gains and lossas fitte effects of exchange rate fluctuations onstations 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 expensg dentranslated at average exchange rates preydiliring the year. The resulting
translation adjustment for DPL is recorded as apmment of accumulated other comprehensive incornepgonent 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 sharedegllilution and is computed by dividing incomesg§lpavailable to common stockholders
by the weighted average number of common sharasamaling for the period. Diluted earnings per shaflects the potential dilution that
could occur if securities or other contracts tesésssommon stock were exercised or converted irmonton stock or resulted in the issuance of
common stock that then shared in the earningseoéthity. Common stock equivalents for the yearerdecember 31, 1998 were anti-
dilutive and excluded from the earnings per shareputation.

Use of Estimates - The preparation of the Comparoyisolidated financial statements in conformitytvgenerally accepted accounting
principles requires the Company's management teeraaimates and assumptions that affect the amogymsted in these consolidated
financial statements and accompanying notes. Acasllts could differ from those estimates.

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

of deferred tax assets, allowance for sales retams warranty reserve. Due to the uncertaintibsrient in the estimation process, it is at least
reasonably possible that these estimates will ibdurevised in the near term and such revisionddcbe 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 performedatf evaluation is required, the estimated futuidisgounted cash flows associated with the
asset would be compared to the asset's carryingmtnm determine if a write-down to market valued@counted cash flow value is required.

Stock Based Compensation - The Company has elezfetlow 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 equityrimsents with non-employees for goods or servicee f@en accounted for using the fair
value method as prescribed by FASB1



Concentrations of Credit Risk - Credit risk reprasahe accounting loss that would be recognizeédeateporting 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 t@aie similar economic characteristics that woaldse their ability to meet contractual
obligations to be similarly affected by changesd@enomic or other conditions described below. koadance 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 receivaliish have no collateral or security. See Notéat3najor customers.

Fair Value of Financial Instruments - The estimdgadvalues for financial instruments under FAS. 67, "Disclosures about Fair Value of
Financial Instruments”, are determined at disgoeiats 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 thét are available to the Company for loans wiithilar terms, collateral, and maturity.
The estimated fair values of notes payable appratartheir carrying values.

Comprehensive Income - The Company has adoptééitlaacial Accounting Standards Board Statemenirmdrieial Accounting Standards
No. 130, "Reporting Comprehensive Income" (FASB18#SB130 defines comprehensive income as all agbsimgstockholders' equi
exclusive of transactions with owners, such astahjpivestments. Comprehensive income includesnteime or loss and changes in certain
assets and liabilities that are reported directlgquity, such as, translation adjustments on tnvessts in foreign subsidiaries, difference in
recognition of compensation expense for books wetaxi for employee stock options, and certain caamg 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). FASB13guies that an entity recognize all
derivatives as assets or liabilities in the stat@oéfinancial position and measure those instmiat fair value. This statement was ame
by Statement of Financial Accounting Standards M., issued in June 1999, such that it is effedveéhe Company's financial statements
for the year ending December 31, 2001. The Compgaeg not believe the adoption of FASB133 will haweaterial impact on assets,
liabilities or equity. The Company has not yet daeieed the impact of FASB133 on the income statdroethe impact on comprehensive
income.

In December 1999, the Securities and Exchange Cessioni (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 buyaxesi for determinable, and collectibility is reasblyaassured. 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 betweendbgber 16, 1999 and March 15, 2000, may reportesyiting change in accounting
principle no later than their second fiscal quadtethe fiscal year beginning after December 139 9'he Company does not believe that the
adoption of SAB 101 will have a material effectitsfinancial position or result of operatiol



DIGITAL POWER CORPORATION AND SUBSIDIARIES

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

Interim Financial Information - The June 30, 199@ 2000 financial statements have been preparédeb@ompany without audit. In the
opinion of management, the accompanying finant&ements contain all adjustments (consisting &f noormal recurring accruals)
necessary for a fair presentation of the Compdimascial position as of June 30, 2000 and theltesd operations and cash flows for the six
months ended June 30, 1999 and 2000. The resudfsenations for the six month periods ended Jun@@00 are not necessarily indicative

those that will be obtained for the entire fiscahy.
3. INVENTORIES:

Inventories consists of the following as of:

DECEMBER 31, JUNE 30,
1999 2000
Raw materials $ 4,017,991 $ 4,346,713
Work-in-process 699,490 948,226
Finished goods 485,430 195,171
Allowance for obsolescence (671,650) (653,735)
$ 4,531,261 $ 4,836,375

4. PROPERTY AND EQUIPMENT:

Property and equipment consist of the followingfs

DECEMBER 31, JUNE 30,
1999 2000
Machinery and equipment $ 1,375,563 $ 1,439,532
Office equipment and furniture 838,311 856,070
Leasehold improvements 518,586 510,054
Transportation equipment 136,655 127,729
2,869,115 2,933,385

Less: Accumulated depreciation
and amortization (1,645,978) (1,771,603)



DIGITAL POWER CORPORATION AND SUBSIDIARIES

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

5. ACCRUED LIABILITIES:

Accrued liabilities consist of the following as of:

DECEMBER 31, JUNE 30,
1999 2000
Accrued payroll and benefits $ 176,167 $ 243,994
Accrued commissions and royalties 78,383 99,130
Accrued warranty and product
return expense 272,782 211,643
Income taxes payable 207,358 190,443
Accrued legal and professional fees 168,042 213,887
Other 310,909 411,800
$ 1,213,641 $ 1,370,897

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 indgiakto the lender's prime rate (totaling 8.50%atember 31, 1999), payable monthly with
outstanding principal due on demand. If no demandade, the outstanding principal and unpaid adcnterest is due September 15, 2001.
At December 31, 1999 and June 30, 2000, the oulistguprincipal balance was $940,000. Under the sesfrthe agreement, the Company is
required to maintain certain ratios and be in caamgle with other covenants. At December 31, 19830bmpany was in compliance with all
covenants.

DPL has a $800,000 line of credit pursuant to a lagreement. Borrowing under this line of credansenterest 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 sutigtlly all of the DPL's assets. At
December 31, 1999 and June 30, 2000, no principat@ued interest was outstanding. Under the tefrtise agreement, if borrowings exist
under this line of credit, the Company is requit@dhaintain certain ratios and be in compliancénwither 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 with accumulated depreciation amount48{#1 and $78,245 at December 31, 1999 and Jyr#980, respectively



DIGITAL POWER CORPORATION AND SUBSIDIARIES

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

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

YEARS ENDING

DECEMBER 31, A MOUNT
2000 $ 48,732
2001 43,412
2002 27,792
2003 13,896
Total future minimum lease payments 1 33,832
Less amount representing interest (9,361)
Present value of net minimum lease payments 1 24,471
Less Current portion ( 43,646)
$ 80,825

8. PREFERRED STOCK:

The preferred stock has one series authorizedDB80Ghares of Series A cumulative redeemable ctblepreferred 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 feaized to create new series of preferred stockfixrthe number of shares as well as the
rights, preferences, privileges and restrictiorstgd to or imposed upon any series of preferimkst

9. NOTE RECEIVABLE - STOCKHOLDER:

At December 31, 1999, the Company had a note rabks\in the amount of $52,200 due from a formerlegge 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 sharedeblthe plan, the Company can
issue either incentive or non-statutory stock apidrhe price of the options granted pursuantégthan will not be less than 100% of the fair
market value of the shares on the date of grarg.cbmpensation committee of the board of direatdltslecide the vesting period of the
options, if any, and no option will be exercisaafter ten years from the date grani



DIGITAL POWER CORPORATION AND SUBSIDIARIES

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

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 accordanhehigiemployment agreement. The exercise pric&6@f375 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, thesmogtwere repriced to $2.3125, which was equaledaflr market value on that date.

During the year ended December 31, 1999, the Coyniganed 100,000 non-qualified options to purctibeegCompany'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.

During the six month period ended June 30, 20@6®mpany issued 100,000 non-qualified optionaitolpase the Company's stock to the
president of the Company, in accordance with hiplepment agreement. The exercise price of $1.5&25kpare was equal to the fair market
value on the date of grant. Such options vestedadiately 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 eigqrice 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. dhmpensation 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 Coyngraamted 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, 1883pptions 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 Compatnck under the 1996 Stock Opt
Plan to certain employees. The exercise priceserénogn $1.6875 to $2.00 per share, which was eguitle fair market value on the date of
grant. The options vest over 5 years at 25% parstegting in the second year.

During the year ended December 31, 1999, the Coyngriaamted 11,900 options to purchase the Compatntk under the 1998 Stock Opt
Plan to certain employees. The exercise pricelsea
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options ranges from $1.5625 to $1.8750 per shaneghmwvas equal to the fair market value on the dagrant. The options vest over 5 years
at 25% per year starting in the second year.

During the period ended June 30, 2000, the Compeaaryted 243,000 options to purchase the Compatogk ander the 1998 Stock Option
Plan to certain employees. The exercise price@btitions rages from $1.5625 to $2.3750 per sharehvwvas equal to the fair market value
on the date of grant. The options vest over 5 yabP$% per year starting in the second year.

The following table sets forth activity for all ops:

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 (8,295) 211
Exercise (41,000) 1.92
OUTSTANDING, June 30, 2000 1,377,335 $ 2.09

At December 31, 1999 and June 30, 2000, optiopsitchase 40,000 shares, with a weighted averageisxgrice of $6.06, were exercisa
at prices ranging from $6.00 to $6.25 per share.

At December 31, 1999 and June 30, 2000, optiopsitchase 1,043,630 and 1,337,335 shares, resggctivgre outstanding with exercise
prices ranging from $.50 to $2.31 per share, a lteitjaverage exercise price of $1.94 and $1.97aameighted average remaining
contractual life of 7.17 and 8.05 years, respebtiv@f the outstanding options at June 30, 2000, 8809 options were excisable at a weighted
average exercise price of $1.95 with the remaiding,396 unvested options exercisable as follc
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WEIGHTED
NUMBER OF AVERAGE
YEAR ENDING JUNE 30, SHARES EXERCISE PRICE

2000 39,839 $2.22
2001 140,421 2.23
2002 146,318 2.23
2003 79,630 2.18
2004 70,188 2.21
476,396 $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 JUNE 30, SHARES EXERCISE PRICE

2003 247,650 $1.40
2006 192,000 2.07
2007 106,000 2.31
2008 280,580 2.53
2009 343,105 2.34
2010 208,000 2.37
1,377,335 $2.09

Warrants 4n January 1998, the Company issued warrantsrichpae 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, June 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, DECEMB ER 31, JUNE 30, JUNE 30,
1998 19 99 1999 2000

(unaudited) (unaudited)

Net loss $(1,472,681) $ (32 6,681) $ (161,221) $ (58,727)

Net loss per common share:
Basic and diluted $(0.54) $ (0.12) $ (0.06) $(0.02)

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% eTweighted-average fair value of the options orgtlamt date for the years ended
December 31, 1998 and 1999 and the six months ehdexi30, 1999 and 2000 was $2.74, $2.09, $2.3%R8 per share, respectively.

11. NET INCOME (LOSS) PER COMMON SHARE:

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

FOR THE YEARS E NDED FOR THE SIX MONTHS ENDED
DECEMBER 3 1, JUNE 30,

1998 1999 1999 2000
BASIC
Net income (loss) applicable to
common shareholders $ (570,588) $ 27,191 $ (95,035) $ 107,373
Weighted average number of
common shares 2,726,631 2,771,435 2,771,435 2,794,550
Basic earnings (loss) per share $ (0.21) $ 001 $ (003 $ 0.04
DILUTED
Net income (loss) applicable to
common shareholders $ (570,588) $ 27,191 $ (95,035) $ 107,373

Weighted average number of
common shares 2,726,631 2,771,435 2,771,435 2,794,550

Common stock equivalent shares
representing shares issuable
upon exercise of stock options - 61,447 - 417,242

Weighted average number of
shares used in calculation of
diluted income (loss) per share 2,726,631 2,832,882 2,771,435 3,211,792

Diluted earnings (loss) per
share $ (021) $ 001 $ (0.03) $ 0.03
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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 Meare 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 ratfdotat 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 gedled December 31, 1998 and 1999, respectiveht. éxpense was $166,132 and
$160,557 for the six months ended June 30, 19928604, 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 six months ended June 30, 2000.

EMPLOYMENT AGREEMENT - The Company has an employtamtract with its President/CEO that terminatebecember 31, 2000.
The contract provides for an automatic one-yeagweth unless terminated by either the Company oethployee. 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 Janianing the term of his contract options to
acquire 100,000 shares of Common Stock at the lofverarket value per share as of such date ontbeage 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.

Finally, pursuant to the employment contract, i ¢élvent of termination without cause, the emplalesl receive in one lump sum an amc
equal to three times the employees base salathdoyear preceding the terminatit
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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 $17,843,400, $5,700 and $6,326 for years ended DeaeBihd 998 and 1999 and for the six
months ended June 30, 1999 and 2000, respectiMatyBoard of Directors of DPC elected not to makisaretionary contribution 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, $ 25,8A8 $35,700 to the plan for the years
ended December 31, 1998 and 1999 and the six menttexd June 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 plasuficiently cover the debt
payments. Contributions to the plan in 1998 and1Wére $165,971 and $184,919, respectively. Asexfeinber 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
1998 1999
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 areksws:

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

Total expense (benefit) computed by applying

the U.S. statutory rate
Permanent differences
State income taxes
Tax effect resulting from foreign activities
Change in valuation allowance

Change in beginning balance of deferred asset

Effect of IRS examination
Other

16. ACCUMULATED OTHER COMPREHENSIVE INCOME BALANCES

FOR THE YEARS ENDED
DECEMBER 31,

1998 1999
(34.0)% 34.0%
8 2.3
(13.5) 3.8
7.4 415
10.8 -
(8.2) -
5.4 -
6 -
(30.7%) 81.6%

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

Foreign
Currency
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 (238,923)
Balance, June 30, 2000 $(281,362)

Total
Compensation Accumulated
related to Other
exercise of  Comprehensive
stock options Income

$ 196,828 $ 196,828

38,366 74,600

235,194 271,428
- (78,673)

235,194 192,755
- (238,923)

$ 235194 $ (46,168)
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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. Segmapetrations are measured consistent with accouptifigies used in these consolidated
financial statements. Segment information is devd:

Decem ber 31, 1998
DPC PD DPL Eliminations Totals

Revenues $ 11,681,979 $ 49,450 $ 7,002,041 $ - $ 18,733,470
Intersegment
Revenues $ 94,223 $ 2,541,720 $ - $ (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) % - $ 120,983 $ - $ (258,000)
Net (loss) $ (634,896) % (52,312) $ 116,620 $ - $ (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
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December
DPC PD
Revenues $ 8,864,412 $ 19,989
Intersegment
Revenues $ 221,138 $ 2,150,000

Interest Income
$ 128,106 $ 3,806

Interest Expense
$ 130,173 $ 7,098

Depreciation and
Amortization
$ 161,489 $ 49,358

Income Tax
Expense $ (20,000) $ -

Net Income $ (67,139)$ (76,673)

31, 1999

DPL Eliminations Totals

$ 6,469,617 $ $ 15,354,018

$ - $(2,371,138) $ -

$ 12936 $ (113,913) $ 30,935

$ 154,985 $ (113,913) $ 178,343

Expenditures for
Segment Assets $ 42,281 $ 51,687

$ 289,844 $ - $ 500,691
$ 143,000 $ - $ 123,000
$ 171,003 $ - $ 27,191
$ 93794 $ - $ 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 $ 4,433,281 $ 9,652
Intersegment
Revenues $ 100,910 $ 1,040,449

Interest Income  $ 62,398 $ 1,599

Interest Expense $ 68,180 $ 3,189

Depreciation and
Amortization $ 74576 $ 10,266

Income Tax Expense
(Benefit) $ - 3% -

June 30, 1999

DPL Eliminations Totals

3,106,478 $ - $ 7,549,411

- $(1,141,359) $ -

- $ (56,489) $ 7,508

84,008 $ (56,489) $ 98,888

Net (loss) $ (95169)$ (16,224)

Expenditures for
Segment Assets $ 10,549 $ -

182,974 $ - $ 267,816
38800 $ - $ 38800
16,358 $ - $ (95,035)
26,685 $ - $ 37,234

Segment Assets $ 11,093,732 $ 574,944

4,627,027 $ (4,273,592) $ 12,022,111
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June 30, 2000

DPC PD DPL Eliminations Totals
Revenues $ 5,772,572 $ 10,004 $ 2,743,132 $ - $ 8,525,708
Intersegment
Revenues $ 266,392 $ 1,141,880 $ - $ (1,408,272) $ -
Interest Income  $ 58,923 $ 1,064 $ 6,273 $ (56,800) $ 9,460
Interest Expense $ 43,254 $ 1,256 $ 63074 $ (56,800) $ 50,784
Depreciation and
Amortization $ 79,072 $ 26,348 $ 206,131 $ - $ 311551
Income Tax Expense
(Benefit) $ 130,000 $ - $ - 0% - $ 130,000
Net income (loss) $ 191,997 $ 3,545 $ (88,169) $ - $ 107,373

Expenditures for
Segment Assets $ 97,138 $ 17,124 $ 26,347 $ - $ 140,609

Segment Assets $ 11,080,046 $ 827,699 $ 4,461,134 (4,885,340) $ 11,483,539




Part Il
INFORMATION NOT REQUIRED IN PROSPECTUS

Iltem 24. Indemnification of Directors and Officers

Sections 204 and 317 of the California Corporati@ode ("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 stateéhat the we may provide indemnification of iteatg, 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 Corpamas Code. Article VI of the Bylaws provides thhetwe shall, to the maximum extent and in
the manner permitted in the Corporations Code,nmd&y each of its agents, including its officergatirectors, 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 Coéeang empowered to indemnify any person who was @iparty or is threatened to be
made a party to any proceeding (other than anrabtjoor in the right of the company to procure dgjment in its favor) by reason of the fact
that such person is or was an officer, directomplegee, or other agent of ours or our subsidiaagajnst expenses, judgments, 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 ibastrinterests and, in the case of a criminalggding, has no reasonable cause to believe
the conduct of such person was unlawful. In addjtige may indemnify, subject to certain excepti@ms; 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 isag an officer, director, employee, or other agéihe Digital Power or its subsidiaries,
against expenses actually and reasonably incugredidh person in connection with the defense diese¢nt of such action if such person
acted in good faith and in a manner such persdavsal to be in the best interest of the companyitsnshareholders. 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 enttbeddemnification 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 SBearAct and is therefore unenforceable.

Item 25. Other Expenses of Issuance and Distributio

The following table sets forth the costs and expsmmyable in connection with the issuance andflision of the securities being registered
hereunder. No expenses shall be borne by the §&8liareholders except for commissions and expeaksed to the sale of their shares. All
of the amounts shown are estimates, except faBEH@ and NASD registration fee



*Estimated

SEC registration fee * 100
AMEX registration fee * 500

Accounting fees and expenses *

Legal fees and expenses * 10,000

Transfer agent and registrar fees
Fees and expenses for qualification
Miscellaneous * 1,000

TOTAL $ 22,100

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 armstock and warrants to purchase 60,000 shamsnaion 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 Section 4(2) of1883 Act. No commissions were paid.

Iltem 27. Exhibits

Amended and Restated Articles of Incorporat
Corporation(1)

Amendment to Articles of Incorporation(1)
Bylaws of Digital Power Corporation(1)
Specimen Common Stock Certificate(2)
Specimen Warrant(1)

Representative's Warrant(1)

Opinion of Bartel Eng Linn & Schroder re Le
Revolving Credit Facility with San Jose Nat
KDK Contract(1)

Agreement with Fortron/Source Corp.(1)
Employment Agreement With Robert O. Smith(2
1997 Stock Option Plan(1)

Gresham Power Asset Purchase Agreement(3)
1998 Stock Option Plan

Technology Transfer Agreement with KDK Elec
Loan Commitment and Letter Agreement(5)

ion of Digital Power

gality*
ional Bank(1)

tronics(4)



10.10 Promissory Note(5)
10.11 Employment Agreement with Robert O. Smith(6)

21.1 The Company's subsidiaries consist of Poder Digital S.A. de C.V., a
corporation formed under the laws of M exico, and Digital Power
Limited, a corporation formed under the law s of the United Kingdom.

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 October 16, 1996, to the
Company's Registration Statement on Form SB -2.

(2) Previously filed with the Commission on Dec ember 3, 1996, to the
Company's Pre-Effective Amendment No. 1 to Registration Statement on
Form SB-2.

(3) Previously filed with the Commission on Feb ruary 2, 1998, to the
Company's Form 8-K.

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

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

(6) Previously filed with the Commission with its Form 10-KSB for the year

ended December 31, 1999.

* To be filed by amendment.
Item 28. Undertakings
We hereby undertake that:

(1) For purposes of determining any liability unties Securities Act, the information omitted frome form of prospectus filed as part of this
registration statement in reliance upon Rule 4364 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 amemdrtiat contains a form of Prospectus
shall be deemed to be a new registration stateraiing to the securities offered therein, anddfiering of such securities at that time shall
be deemed to be the initial bona fide offering doér

We hereby undertake that we will:
(1) File, during any period in which it offers a@lis securities, a post-effective amendment tordgsstration statement to:
(i) Include any prospectus required by section Bfaof the Securities Act;

(i) Reflect in the prospectus any facts or everitich, individually or together, represent a fundstal 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 heégidl of the estimated maximum offering
range may be reflected in the form of prospectesl fivith the Commission pursuant to Rule 424(bnithe 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 distribution.

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

(3) File a pos-effective amendment to remove from registration afthe securities that remain unsold at the entti@bffering.
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In accordance with the requirements of the Seegrifict of 1933, the registrant certifies that is h@asonable grounds to believe that it meets
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by the undersigned, thereunto duly authorizedhénQity of Fremont, California on November , 2000.
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/sl Robert O. Smith October 31, 2000

Robert O. Smith, Chief Executive Officer
(Principal Executive Officer)

/s/ Philip G. Swany October 31, 2000

Philip G. Swany, Chief Financial Officer
(Principal Accounting and
Financial Officer)

/sl Robert J. Boschert October 15, 2000

Robert J. Boschert, Director

/sl Scott C. McDonald November 8, 2000

Scott C. McDonald, Director

/sl Thomas W. O'Neil, Jr. November 8, 2000

Thomas W. O'Neil, Jr., Director

/sl Chris Schofield September 12, 2000

Chris Schofield, Director



CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We hereby consent to the use in this Registrattate®ient on Form SB-2 of our report dated March2DB, relating to the consolidated
financial statements of Digital Power Corporatiom subsidiary. We also consent to the referencaitdirm under the caption "Experts" in

the Prospectus.
/sl Hein + Associates LLP

Hein + Associates LLP
Certified Public Accountants

Orange, California

November 8, 2000
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