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If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, other than securities offered only in connection with dividend or interest
reinvestment plans, check the following box. ☒

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. ☐

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. ☐

If this Form is a registration statement pursuant to General Instruction I.D. or a post-effective amendment thereto that
shall become effective upon filing with the Commission pursuant to Rule 462(e) under the Securities Act, check the
following box. ☐

If this Form is a post-effective amendment to a registration statement filed pursuant to General Instruction I.D. filed to
register additional securities or additional classes of securities pursuant to Rule 413(b) under the Securities Act, check
the following box. ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ☐Accelerated filer ☐

Non-accelerated filer ☐(Do not check if a smallerreporting company)
Smaller reporting company ☒
Emerging growth company ☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.  ☐
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CALCULATION OF REGISTRATION FEE

Title of Each Class of
Securities to be Registered

Amount
to be
registered
(1)

Proposed
Maximum
Offering
Price (2)

Proposed
maximum
aggregate
offering price
(2)

Amount of
registration
fee

Common Stock 1,275,782 $ 0.575 $733,574.65
Common Stock underlying Series D Preferred Stock 757,552 $ 0.575 $435,592.40
Common Stock underlying Series E Preferred Stock 600,000 $ 0.575 $345,000
Common Stock underlying Exchange Warrants 1,000,000 $ 0.575 $575,000
TOTAL 3,633,334 $ 0.575 $2,089,167.05 $ 260.10

(1)
Pursuant to Rule 416 under the Securities Act of 1933, as amended (the “Securities Act”), the shares of common
stock offered hereby also include an indeterminate number of additional shares of common stock as may from time
to time become issuable by reason of stock splits, stock dividends, recapitalizations or other similar transactions.

(2)
With respect to the shares of common stock offered by the selling stockholders named herein, estimated at
$0.575 per share, the average of the high and low prices as reported on the NYSE American on November 14,
2017, for the purpose of calculating the registration fee in accordance with Rule 457(c) under the Securities Act.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay
its effective date until the Registrant shall file a further amendment that specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act or
until this Registration Statement shall become effective on such date as the Commission, acting pursuant to
said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. The selling stockholders may not sell
these securities or accept an offer to buy these securities until the Securities and Exchange Commission
declares the registration statement effective. This prospectus is not an offer to sell these securities and is not
soliciting an offer to buy these securities in any state where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED NOVEMBER 20, 2017

PRELIMINARY PROSPECTUS

Digital Power Corporation

3,633,334 Shares of Common Stock

This prospectus relates to the resale or other disposition from time to time of up to 3,633,334 shares (the “Shares”) of
our common stock to be offered by the selling stockholders, including up to 1,275,782 shares of our common stock,
757,552 shares of our common stock underlying our Series D Redeemable Convertible Preferred Stock, 600,000
shares of our common stock underlying our Series E Redeemable Convertible Preferred Stock and up to 1,000,000
shares (the “Warrant Shares”) of our common stock issuable upon the exercise of outstanding previously issued
common stock purchase warrants (the “Exchange Warrants”), by the selling stockholders identified in this prospectus,
including their transferees, pledgees, donees or successors. Each share of Series D Preferred Stock converts into two
shares of common stock, each share of Series E Preferred Stock converts into 60 shares of common stock and the
Exchange Warrants have an exercise price of $1.10 per share and may be exercised for a period of three years.

The selling stockholders may, from time to time, sell, transfer, or otherwise dispose of any or all of their shares of
common stock from time to time on any stock exchange, market, or trading facility on which the shares are traded or
in private transactions. These dispositions may be at fixed prices, at prevailing market prices at the time of sale, at
prices related to the prevailing market price, at varying prices determined at the time of sale, or at negotiated prices.
See “Plan of Distribution” which begins on page 15.

We are not offering any shares of our common stock for sale under this prospectus. We will not receive any of the
proceeds from the sale of common stock by the selling stockholders. However, we will generate proceeds in the event
of a cash exercise of the Exchange Warrants by the selling stockholders. All expenses of registration incurred in
connection with this offering are being borne by us. All selling and other expenses incurred by the selling stockholders
will be borne by the selling stockholders.
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Our common stock is quoted on the NYSE American under the symbol “DPW.” On November 14, 2017, the last
reported sale price of our common stock as reported on the NYSE American was $0.56 per share.

We may amend or supplement this prospectus from time to time by filing amendments or supplements as required.
You should read the entire prospectus and any amendments or supplements carefully before you make your
investment decision.

Investing in our securities involves risks. You should review carefully the risks and uncertainties described
under the heading “Risk Factors” contained herein and in our Annual Report on Form 10-K for the year ended
December 31, 2016, as well as our subsequently filed periodic and current reports, which we file with the
Securities and Exchange Commission and which are incorporated by reference into the registration statement
of which this prospectus is a part. You should read the entire prospectus carefully before you make your
investment decision.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy or accuracy of this prospectus. Any representation
to the contrary is a criminal offense.

The date of this prospectus is __, 2017.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement on Form S-3 that we filed with the Securities and Exchange
Commission (the “SEC” or the “Commission”) using a “shelf” registration or continuous offering process.

You should read this prospectus and the information and documents incorporated by reference carefully.  Such
documents contain important information you should consider when making your investment decision. See “Where
You Can Find More Information” and “Incorporation of Documents by Reference” in this prospectus.

This prospectus may be supplemented from time to time to add, to update or change information in this prospectus.
Any statement contained in this prospectus will be deemed to be modified or superseded for purposes of this
prospectus to the extent that a statement contained in such prospectus supplement modifies or supersedes such
statement. Any statement so modified will be deemed to constitute a part of this prospectus only as so modified, and
any statement so superseded will be deemed not to constitute a part of this prospectus. You should rely only on the
information contained or incorporated by reference in this prospectus, any applicable prospectus supplement or any
related free writing prospectus. We have not authorized any other person to provide you with different information. If
anyone provides you with different or inconsistent information, you should not rely on it. No dealer, salesperson or
other person is authorized to give any information or to represent anything not contained in this prospectus, any
applicable prospectus supplement or any related free writing prospectus. This prospectus is not an offer to sell
securities, and it is not soliciting an offer to buy securities, in any jurisdiction where the offer or sale is not permitted.
You should assume that the information appearing in this prospectus or any prospectus supplement, as well as
information we have filed with the SEC that is incorporated by reference, is accurate as of the date on the front of
those documents only, regardless of the time of delivery of this prospectus or any applicable prospectus supplement,
or any sale of a security. Our business, financial condition, results of operations and prospects may have changed
since those dates.

This prospectus contains summaries of certain provisions contained in some of the documents described herein, but
reference is made to the actual documents for complete information. All of the summaries are qualified in their
entirety by the actual documents. Copies of some of the documents referred to herein have been filed, will be filed or
will be incorporated by reference as exhibits to the registration statement of which this prospectus is a part, and you
may obtain copies of those documents as described below under “Where You Can Find More Information.”

Unless otherwise stated or the context requires otherwise, references to “Digital Power”, the “Company,” “we,” “us” or “our” are
to Digital Power Corporation and its subsidiaries.

1
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DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus and the documents incorporated by reference in it contain forward-looking statements regarding
future events and our future results that are subject to the safe harbors created under the Securities Act of 1933 and the
Securities Exchange Act of 1934. All statements other than statements of historical facts are statements that could be
deemed forward-looking statements. These statements are based on our expectations, beliefs, forecasts, intentions and
future strategies and are signified by the words "expects," "anticipates," "intends," "believes" or similar language. In
addition, any statements that refer to projections of our future financial performance, our anticipated growth, trends in
our business and other characterizations of future events or circumstances are forward-looking statements. These
forward-looking statements are only predictions and are subject to risks, uncertainties and assumptions that are
difficult to predict, including those identified above, under “Risk Factors” and elsewhere in this report. Therefore, actual
results may differ materially and adversely from those expressed in any forward-looking statements. All
forward-looking statements included in this prospectus are based on information available to us on the date of this
report and speak only as of the date hereof.

The Company disclaims any current intention to update its “forward-looking statements,” and the estimates and
assumptions within them, at any time or for any reason. In particular, the following factors, among others, could cause
actual results to differ materially from those described in the “forward-looking statements:” (a) our continued operating
and net losses in the future; (b) our need for additional capital for our operations and to fulfill our business plans, (c)
dependency on Advice Electronics Ltd. to design and manufacture products; (d) dependency on our ability, and the
ability of our contract manufacturers, to timely procure electronic components; (e) the potential ineffectiveness of the
Company’s strategic focus on power supply solution competencies; (f) dependency on developer partners for the
development of some of our custom design products; (g) dependency on sales of our legacy products for a meaningful
portion of our revenues; (h) the possible failure of the Company’s custom product development efforts to result in
products which meet customers’ needs or such customers’ failure to accept such new products; (i) the ability of the
Company to attract, retain and motivate key personnel; (j) dependence on a few major customers; (k) dependence on
the electronic equipment industry; (l) reliance on third-party subcontract manufacturers to manufacture certain aspects
of the products sold by the Company; (m) reduced profitability as a result of increased competition, price erosion and
product obsolescence within the industry; (n) the ability of the Company to establish, maintain and expand its OEM
relationships and other distribution channels; (o) the inability of the Company to procure necessary key components
for its products, or the purchase of excess or the wrong inventory; (p) variations in operating results from quarter to
quarter; (q) dependence on international sales and the impact of certain governmental regulatory restrictions on such
international sales and operations; and other risk factors included in the Company’s most recent filings with the
Securities and Exchange Commission, including, but not limited to, the Company’s Forms 10-K, 10-Q and 8-K. All
filings are also available on the Company’s website at www.digipwr.com.

2
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ABOUT THE COMPANY

Company Overview

We are a growth company seeking to increase our revenues through acquisitions. Our strategy reflects our
management and Board’s current philosophy that occurred as a result of a change in control completed in September
2016. Our acquisition and development target strategy includes companies that have developed a “new way of doing
business” in mature, well-developed industries experiencing changes due to new technology; companies that may
become profitable or more profitable through efficiency and reduction of costs; companies that are related to our core
business in the commercial and defense industries; and companies that will enhance our overall revenues. It is our
goal to substantially increase our gross revenues in the near future.

We were originally a solution-driven organization that designs, develops, manufactures and sells high-grade
customized and flexible power system solutions for the medical, military, telecom and industrial markets. Although
we intend to seek growth through acquisitions, we will continue to focus on high-grade and custom product designs
for the commercial, medical and military/defense markets, where customers demand high density, high efficiency and
ruggedized products to meet the harshest and/or military mission critical operating conditions.

We also have operations located in Europe through our wholly-owned subsidiary, Digital Power Limited ("DPL"),
Salisbury, England, which operates under the brand name of “Gresham Power Electronics” (“Gresham”). DPL designs,
manufactures and sells power products and system solutions mainly for the European marketplace, including power
conversion, power distribution equipment, DC/AC (Direct Current/Active Current) inverters and UPS (Uninterrupted
Power Supply) products. Our European defense business is specialized in the field of naval power distribution
products. 

On November 30, 2016, Digital Power formed Digital Power Lending, LLC (“DP Lending”), a wholly-owned
subsidiaries. DP Lending is engaged in providing commercial loans to companies throughout the United States to
provide them with operating capital to finance the growth of their businesses. The loans will primarily be short-term,
ranging from six to twelve months.

More recently, on June 2, 2017, we completed the acquisition of a 56.4% majority interest in Microphase Corp
("Microphase"). Microphase is a customer-driven supplier of advanced electronic technology solutions serving
applications from DC to 100 GHz across a diverse mix of markets. Microphase designs, develops and manufactures
standard and customized state-of-the-art RF, Microwave, and Millimeter-wave components, devices, subsystems and
integrated modules for the worldwide commercial wireless infrastructure, defense & aerospace, satellite, wireless
multimedia and consumer electronics, public safety and homeland/global Security markets.
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In addition, on September 1, 2017, Coolisys Technologies, Inc. (“Coolisys”), a Delaware corporation and wholly owned
subsidiary of Digital Power Corporation (the ‘Company”), completed the acquisition of all of the Membership Interests
of Power Plus Technical Distributors LLC.  Power-Plus Technical Distributors is an industrial distributor of value
added power supply solutions, UPS systems, fans, filters, line cords, and other power-related components.  As a result
of the acquisition, Power Plus Technical Distributors has become a subsidiary of Coolisys.

On August 16, 2017, the Company approved the issuance and sale of (i) 272,727 shares of our common stock at a
purchase price equal to $0.55 per share and (ii) warrants to purchase up to 272,727 shares of our common stock at
$0.65 per share to two shareholders for an aggregate purchase price of $150,000. These shares and warrants have yet
to be issued by the Company and are subject to approval from the NYSE MKT prior to issuance. In addition, the
Company is obligated to issue to Spartan Capital 100,000 shares of our common stock for capital advisory services.

In October 2017, Ault & Company purchased 75,000 shares of our common stock at $0.60 per share and a warrant to
purchase up to 75,000 shares at $0.60 per share for an aggregate purchase price of $45,000. These shares and warrants
have yet to be issued by the Company and are subject to approval from the NYSE MKT prior to issuance.

Also, in October 2017, William Gordon, the Company’s Vice President, purchased 128,806 shares of our common
stock at $0.67 for cancellation of $93,000 in debt that was owed to Mr. Gordon in connection with the Company’s
acquisition of Power Plus Technical Distributors LLC. These shares and warrants were issued to Mr. Gordon under
the Company’s shelf registration statement (Reg. No. 333-215834).

Our corporate name is Digital Power Corporation for both legal and commercial purposes. We are located at 48430
Lakeview Blvd., Fremont, California, 94538-3158 (telephone number (510) 657-2635). Our website address is
www.digipwr.com. The information on our website does not constitute part of this prospectus.

3
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RISK FACTORS

An investment in our securities is speculative and involves a high degree of risk. Our business, financial condition or
results of operations could be adversely affected by any of these risks. You should carefully consider the following
factors as well as the other information contained in this prospectus, in any supplement to this prospectus and in the
other reports that we file with the SEC and that we incorporate by reference into this prospectus, before deciding to
invest in our securities. The risks and uncertainties we have described are not the only ones we face. Additional risks
and uncertainties not presently known to us or that we currently deem immaterial may also affect our operations. Past
financial performance may not be a reliable indicator of future performance, and historical trends should not be used
to anticipate results or trends in future periods. If any of these risks actually occurs, our business, business prospects,
financial condition or results of operations could be seriously harmed. This could cause the trading price of our shares
of common stock to decline, resulting in a loss of all or part of your investment. Please also read carefully the section
below entitled “Forward-Looking Statements.”

We generated operating and net losses for the six months ended June 30, 2017, and for the years ended
December 31, 2016, and 2015; we have a risk as a going concern.

We are a growth company and have experienced operating and net losses, and anticipate continuing to experience
such losses in the future. For the six months ended June 30, 2017, we had a loss from operations of approximately
$2,231,000 and a net loss of approximately $2,733,000. For the years ended December 31, 2016, and 2015, we had
losses from operations of approximately $1,219,000 and $1,003,000 and net losses of approximately $1,122,000, and
$1,096,000 respectively.

We expect to continue to incur losses for the foreseeable future and need to raise additional capital to continue
business development initiatives and to support our working capital requirements. In March 2017, we were awarded a
3-year, $50 million purchase order by MTIX Ltd. (“MTIX") to manufacture, install and service the Multiplex Laser
Surface Enhancement (“MLSE”) plasma-laser system. We believe that the MLSE purchase order will be a source of
revenue and generate significant cash flows for us. However, if we are unable to raise additional capital, we may be
required to curtail operations and take additional measures to reduce costs, including reducing our workforce,
eliminating outside consultants and reducing legal fees in order to conserve cash in amounts sufficient to sustain
operations and meet our obligations. As a result of these financing uncertainties, during the second quarter ended June
30, 2017, we recognized that our dependence on ongoing capital requirements to fund our operations raise substantial
doubt about our ability to continue as a going concern.

We have identified material weaknesses in our internal control over financial reporting, and our business and
stock price may be adversely affected if we do not adequately address those weaknesses or if we have other
material weaknesses or significant deficiencies in our internal control over financial reporting.
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We did not adequately implement certain controls over our financial reporting in connection with a transaction with
our President and CEO and certain of our obligations guaranteed by our Executive Chairman. We have therefore
identified a material weakness in our internal controls over financial reporting as of June 30, 2017.  In particular, we
had to restate our financial information for the second quarter as a result of our mistakenly recording a long-term asset
for a short-term asset and not disclosing that our Executive Chairman had guaranteed certain obligations of the
Company.  The existence of these or one or more other material weaknesses or significant deficiencies could result in
errors in our financial statements, and substantial costs and resources may be required to rectify any internal control
deficiencies. If we cannot produce reliable financial reports, investors could lose confidence in our reported financial
information, the market price of our stock could decline significantly, we may be unable to obtain additional financing
to operate and expand our business, and our business and financial condition could be harmed.

If we do not continue to satisfy the NYSE American continued listing requirements, our common stock could
be delisted from NYSE American.

The listing of our common stock on the NYSE American is contingent on our compliance with the NYSE American’s
conditions for continued listing. On December 18, 2015, we were notified by the NYSE American that we were no
longer in compliance with the NYSE American continued listing standards because our reported stockholders' equity
was below continued listing standards. The NYSE American requires that a listed company's stockholders' equity be
$4.0 million or more if it has reported losses from continuing operations and/or net losses in three of its four most
recent fiscal years. Subsequently, the NYSE American informed us that we are required to attain stockholders’ equity
of $6.0 million or more because we experienced a loss for the year ended December 31, 2016.

Following submission of our compliance plan demonstrating how we intend to regain compliance with the continued
listing standards, we were notified on March 9, 2016, that the NYSE American granted us a listing extension on the
basis of our plan until June 19, 2017. We are subject to periodic review by NYSE American staff during the extension
period. Failure to make progress consistent with the plan or to regain compliance with the continued listing standards
by the end of the extension period could result in our common stock being delisted from the NYSE American.

On June 19, 2017, we filed a Form 8-K report with the Securities and Exchange Commission, (the “SEC”) announcing
that our Stockholders' Equity was approximately $6,409,000 on a pro-forma basis. In a letter dated June 20, 2017, the
NYSE American notified us that we had successfully regained compliance with the NYSE American continued listing
standards. Notwithstanding the foregoing, in light of our continue losses, there is no assurance that we will be able to
continue to meet the NYSE American continued listing standard. Failure to meet the NYSE American listing
requirement, we may be subject to delisting by the NYSE American. In the event our common stock is no longer
listed for trading on the NYSE American, our trading volume and share price may decrease and we may experience
further difficulties in raising capital which could materially affect our operations and financial results.

4
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We will need to raise additional capital to increase our stockholders’ equity and to fund our operations in
furtherance of our business plan.

Until we are profitable, we will need to quickly raise additional capital in order to increase our stockholders’ equity in
order to continue to meet NYSE American continued listing standards and fund our operations in furtherance of our
business plan. The proposed financing may include shares of common stock, shares of preferred stock, warrants to
purchase shares of common stock or preferred stock, debt securities, units consisting of the foregoing securities,
equity investments from strategic development partners or some combination of each. Any additional equity
financings may be financially dilutive to, and will be dilutive from an ownership perspective to our stockholders, and
such dilution may be significant based upon the size of such financing. Additionally, we cannot assure that such
funding will be available on a timely basis, in needed quantities, or on terms favorable to us, if at all.

Our growth strategy is risky.

Our growth strategy through acquisitions is risky. Some of the companies that we have identified to acquire or make a
significant investment in may not have a developed business or are experiencing inefficiencies and incurring losses.
Therefore, we may lose our investment in the event that these companies’ businesses do not develop as planned or that
we are unable to achieve the cost efficiencies or reduction of losses as anticipated.

Further, in order to implement our growth plan, we have hired additional staff and consultants to review potential
investments and implement our plan. As a result, we have substantially increased our infrastructure and costs. If we
fail to quickly find new companies that provide revenue to offset our costs, we will continue to experience losses. No
assurance can be given that our product development and investments will produce sufficient revenues to offset these
increases in expenditures.

Our inability to successfully integrate new acquisitions could adversely affect our combined business; our
operations are widely disbursed.

As stated above, our growth strategy through acquisitions is risky. On June 2, 2017, we acquired a majority interest in
Microphase Corp. Our strategy and business plan is dependent on our ability to successfully integrate Microphase’s
and our other acquisition’s operations. In addition, while we are based in Fremont, CA, Microphase’s operations are
located in Shelton, Connecticut and Digital Power Limited’s (doing business as Gresham Power) operations are located
in Salisbury, England. These distant locations will stretch our resources and management time. Further, failure to
quickly and adequately integrate all of these operations and personnel could adversely affect our combined business
and our ability to achieve our objectives and strategy. No assurance can be given that we will realize synergies in the
areas we currently operate.
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A  principal stockholder has significant influence over us.

Philou Ventures, LLC ("Philou Ventures"), owns approximately 31.1% of our currently outstanding Common Stock
on a fully diluted basis. As a result, it will be able to exert a significant degree of influence over our management and
affairs and over matters requiring stockholder approval, including the election of directors, any merger, consolidation
or sale of all or substantially all of our assets, and any other significant corporate transaction. Its interests may not
always coincide with those of our other stockholders.

5
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A  principal stockholder has certain rights to maintain its ownership interest in us

In connection with entering into a Series B Preferred Stock purchase agreement on March 9, 2017 with Philou
Ventures, we granted Philou Ventures the right to participate in future offerings under substantially the same terms of
such offerings in order to allow Philou Ventures to maintain its ownership interest. If exercised by Philou Ventures,
this contractual right has the effect of allowing Philou Ventures to maintain its interest in us and further dilute existing
shareholders’ ownership interests in the event that we issue equity securities in such future offerings.

Our success is dependent on key management.

Our success depends substantially on the performance of certain key officers and personnel, in particular their ability
to identify, acquire and operate new businesses and opportunities. The loss of the services of either Messrs. Ault or
Kohn would have a material adverse effect on our business, results of operations, financial condition and prospects.
We have not obtained key person insurance for these individuals.

We have pledged all of our assets.

We have issued a 12% Secured Convertible Note with a face value of $530,000 due October 20, 2019, which is
secured by all of our assets. The 12% Secured Convertible Note includes standard events of default. If we default
under the 12% Secured Convertible Note, the holder may accelerate the due date of our repayment obligation. At such
time, we may not have enough available cash to repay the 12% Secured Convertible Note and the holder could take
control of and sell our pledged assets. An event of default could significantly harm our financial condition, operating
results, business, and prospects and cause the price of our common stock to decline.

Microphase Corp. is in technical default of a $450,000 loan.

In connection with our acquisition of a controlling interest in Microphase Corp., Microphase delivered a promissory
note in the principal face amount of $450,000 to an unsecured creditor for Microphase’s prior legal work. The
promissory note is secured by 10,000 shares of our Series E preferred stock. Subject to shareholder approval, each
share of Series E preferred stock is convertible into 60 shares of our common stock. Under the terms of the promissory
note, we were required to obtain shareholder approval of the conversion of the Series E preferred stock by August 1,
2017, which has not yet occurred. We are initiating action to hold a shareholders’ meeting as soon as practicable to,
among other things, seek approval of the conversion of the Series E preferred stock. The holder of the Microphase
promissory note has not initiated any action to notice an event of default and we have had some limited discussion
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with the holder as to this issue. No assurance can be given that the holder will not notice an event of default under the
Microphase promissory note and seek immediate collection. In the event the holder does initiate collection action
under the promissory note, this could have an adverse effect on Microphase’s operations, and, in turn, our investment
in Microphase.

We depend on Advice Electronics Ltd. (“Advice”) to maintain the technology used to manufacture our products
and to manufacture some of our products. We also depend on the right to manufacture certain products
subject to royalty payments with Advice.

In January 2016, Telkoor, a prior affiliate, sold its entire commercial assets to Advice which included without
limitation product IP, manufacturing rights, customer base, inventory, staff and technological capabilities. Following
such transaction, we entered into a manufacturing and distribution agreement with Advice. This agreement allows us
to manufacture certain Advice products (formerly owned by Telkoor) through August 2017 against royalty payments.
From August 2017 through December 2020, subject to Advice's consent, we will be allowed to continue distributing
and selling certain Advice products while keeping product branding under our brand, after which we will be entitled to
distribute the products under Digital Power Corporation brand until December 2020.

We depend on Advice to design and retain product technology up to date and for manufacturing capabilities for
certain of the products that we sell. If Advice is unable or unwilling to continue designing or manufacturing our
products in required volumes and with a certain level of quality on a timely basis, that could lead to loss of sales and
adversely affect our operating results and cash position. We also depend on Advice's intellectual property and ability
to transfer production to third-party manufacturers. Failure to obtain new products in a timely manner or delay in
delivery of products to customers will have an adverse effect on our ability to meet our customers’ expectations. In
addition, we operate in highly competitive markets where our ability to sell Advice’s products could be adversely
affected by Advice's agreements with third parties, long lead-times and the high cost of Advice’s products.
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Also, in 2012, Telkoor’s products manufacturing lead-times increased, which hindered our ability to respond to our
customers’ needs in timely manner. Advice's principal offices, research and development and manufacturing facilities
are located in Israel. Political, economic and military conditions in Israel directly affect Advice operations. We are
also dependent upon Advice’s terms and conditions with its contract manufacturers for some of our products, which
terms and conditions may not always be in our best interest. In 2010, we purchased certain IP from Telkoor in order to
reduce our dependency on Telkoor with respect to a certain line of products. We also entered into a Manufacturing
Rights Agreement with Advice in 2016, pursuant to which we were granted the non-exclusive right to directly place
purchase orders for certain products from a third-party manufacturer in consideration for payment of royalties to
Advice. This agreement currently accounts for a significant portion of our sales. In the event this agreement is
terminated for any reason, it would materially affect our financial position.

We are dependent upon our ability, and our contract manufacturers’ ability, to timely procure electronic
components.

Because of the global economy, many raw material vendors have reduced capacities, closed production lines and, in
some cases, even discontinued their operations. As a result, there is a global shortage of certain electronic
components, which has extended our production lead-time and our production costs. Some materials are no longer
available to support some of our products, thereby requiring us to search for cross materials or, even worse, redesign
some of our products to support currently-available materials. Such redesign efforts may require certain regulatory and
safety agency re-submittals, which may cause further production delays. While we have initiated actions that we
believe will limit our exposure to such problems, the dynamic business conditions in many of our markets may
challenge the solutions that have been put in place, and issues may recur in the future.

In addition, some of our products are manufactured, assembled and tested by third-party subcontractors and contract
manufacturers located in Asia. While we have had relationships with many of these third parties in the past, we cannot
predict how or whether these relationships will continue in the future. In addition, changes in management, financial
viability, manufacturing demand or capacity, or other factors, at these third parties could hurt our ability to
manufacture our products.

Our strategic focus on our custom power supply solution competencies and concurrent cost reduction plans
may be ineffective or may limit our ability to compete.

As a result of our strategic focus on custom power supply solutions, we will continue to devote significant resources
to developing and manufacturing custom power supply solutions for a large number of customers, where each product
represents a uniquely tailored solution for a specific customer’s requirements. Failure to meet these customer product
requirements or a failure to meet production schedules and/or product quality standards may put us at risk with one or
more of these customers. Moreover, changes in market conditions and strategic changes at the direction of our
customers may affect their decision to continue to purchase from us. The loss of one or more of our significant custom
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power supply solution customers could have a material adverse impact on our revenues, business or financial
condition.

We have also implemented a series of initiatives designed to increase efficiency and reduce costs. While we believe
that these actions will reduce costs, they may not be sufficient to achieve the required operational efficiencies that will
enable us to respond more quickly to changes in the market or result in the improvements in our business that we
anticipate. In such event, we may be forced to take additional cost-reducing initiatives, including those involving our
personnel, which may negatively impact quarterly earnings and profitability as we account for severance and other
related costs. In addition, there is the risk that such measures could have long-term adverse effects on our business by
reducing our pool of talent, decreasing or slowing improvements in our products or services, making it more difficult
for us to respond to customers, limiting our ability to increase production quickly if and when the demand for our
solutions increases and limiting our ability to hire and retain key personnel. These circumstances could cause our
earnings to be lower than they otherwise might be.

7
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We are dependent upon our ability to attract, retain and motivate our key personnel.

Our success depends on our ability to attract, retain and motivate our key management personnel, including, but not
limited to, our President and Chief Executive Officer, our Vice President of Finance, marketing and sales personnel,
and key engineers necessary to implement our business plan and to grow our business. Competition for certain
specific technical and management skill sets is intense. If we are unable to identify and hire the personnel that we need
to succeed, or if one or more of our present key employees were to cease to be associated with us, our future results
could be adversely affected.

We depend upon a few major customers for a majority of our revenues, and the loss of any of these customers,
or the substantial reduction in the quantity of products that they purchase from us, would significantly reduce
our revenues and net income.

We currently depend upon a few major OEMs and other customers for a significant portion of our revenues. If our
major OEM customers will reduce or cancel their orders scaling back some of their activities, our revenues and net
income would be significantly reduced. Furthermore, diversions in the capital spending of certain of these customers
to new network elements have and could continue to lead to their reduced demand for our products, which could, in
turn, have a material adverse effect on our business and results of operations. If the financial condition of one or more
of our major customers should deteriorate, or if they have difficulty acquiring investment capital due to any of these or
other factors, a substantial decrease in our revenues would likely result.

We are dependent on the electronic equipment industry, and accordingly will be affected by the impact on that
industry of current economic conditions.

Substantially all of our existing customers are in the electronic equipment industry, and they manufacture products
that are subject to rapid technological change, obsolescence and large fluctuations in demand. This industry is further
characterized by intense competition and volatility. The OEMs serving this industry are pressured for increased
product performance and lower product prices. OEMs, in turn, make similar demands on their suppliers, such as us,
for increased product performance and lower prices. Such demands may adversely affect our ability to successfully
compete in certain markets or our ability to sustain our gross margins.

Our reliance on subcontract manufacturers to manufacture certain aspects of our products involves risks,
including delays in product shipments and reduced control over product quality.
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Since we do not own significant manufacturing facilities, we must rely on, and will continue to rely on, a limited
number of subcontract manufacturers to manufacture our power supply products. Our reliance upon such subcontract
manufacturers involves several risks, including reduced control over manufacturing costs, delivery times, reliability
and quality of components, unfavorable currency exchange fluctuations and continued inflationary pressures on many
of the raw materials used in the manufacturing of our power supply products. If we were to encounter a shortage of
key manufacturing components from limited sources of supply, or experience manufacturing delays caused by
reduced manufacturing capacity, inability of our subcontract manufacturers to procure raw materials, the loss of key
assembly subcontractors, difficulties associated with the transition to our new subcontract manufacturers or other
factors, we could experience lost revenues, increased costs, and delays in, or cancellations or rescheduling of, orders
or shipments, any of which would materially harm our business.

We outsource, and are dependent upon developer partners for, the development of some of our custom design
products.

We made an operational decision to outsource some of our custom design products to numerous developer partners.
This business structure will remain in place until the custom design volume justifies expanding our in-house
capabilities. Incomplete product designs that do not fully comply with the customer specifications and requirements
might affect our ability to transition to a volume production stage of the custom designed product where the revenue
goals are dependent on the high volume of custom product production. Furthermore, we rely on the design partners’
ability to provide high quality prototypes of the designed product for our customer approval as a critical stage to
approve production.

8
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We face intense industry competition, price erosion and product obsolescence, which, in turn, could reduce our
profitability.

We operate in an industry that is generally characterized by intense competition. We believe that the principal bases of
competition in our markets are breadth of product line, quality of products, stability, reliability and reputation of the
provider, along with cost. Quantity discounts, price erosion and rapid product obsolescence due to technological
improvements are therefore common in our industry as competitors strive to retain or expand market share. Product
obsolescence can lead to increases in unsaleable inventory that may need to be written off and, therefore, could reduce
our profitability. Similarly, price erosion can reduce our profitability by decreasing our revenues and our gross
margins. In fact, we have seen price erosion over the last several years on most of the products we sell, and we expect
additional price erosion in the future.

Our future results are dependent on our ability to establish, maintain and expand our manufacturers’
representative OEM relationships and our other relationships.

We market and sell our products through domestic and international OEM relationships and other distribution
channels, such as manufacturers’ representatives and distributors. Our future results are dependent on our ability to
establish, maintain and expand our relationships with OEMs as well as with manufacturers’ representatives and
distributors to sell our products. If, however, the third parties with whom we have entered into such OEM and other
arrangements should fail to meet their contractual obligations, cease doing, or reduce the amount of their business
with us or otherwise fail to meet their own performance objectives, customer demand for our products could be
adversely affected, which would have an adverse effect on our revenues.

We may not be able to procure necessary key components for our products, or we may purchase too much
inventory or the wrong inventory.

The power supply industry, and the electronics industry as a whole, can be subject to business cycles. During periods
of growth and high demand for our products, we may not have adequate supplies of inventory on hand to satisfy our
customers' needs. Furthermore, during these periods of growth, our suppliers may also experience high demand and,
therefore, may not have adequate levels of the components and other materials that we require to build products so
that we can meet our customers' needs. Our inability to secure sufficient components to build products for our
customers could negatively impact our sales and operating results. We may choose to mitigate this risk by increasing
the levels of inventory for certain key components. Increased inventory levels can increase the potential risk for excess
and obsolescence should our forecasts fail to materialize or if there are negative factors impacting our customers’ end
markets. If we purchase too much inventory or the wrong inventory, we may have to record additional inventory
reserves or write-off the inventory, which could have a material adverse effect on our gross margins and on our results
of operations.
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Although we depend on sales of our legacy products for a meaningful portion of our revenues, these products
are mature and their sales will decline.

A relatively large portion of our sales have historically been attributable to our legacy products. We expect that these
products may continue to account for a meaningful percentage of our revenues for the foreseeable future. However,
these sales are declining. Although we are unable to predict future prices for our legacy products, we expect that
prices for these prod
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