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Subject to Completion, dated January 20, 2006

PECO II, INC.
1376 State Route 598

Galion, Ohio 44833

Dear Shareholder:

On October 13, 2005, we entered into a definitive asset purchase agreement (the Asset Purchase Agreement ) with Delta Products Corporation

( Delta ) to acquire certain exclusive rights to certain business supply agreements and related inventory and to assume certain liabilities associated
therewith of Delta s U.S. and Canadian service provider business. In exchange, we will issue 4,740,375 shares of our common stock without par
value (the Primary Shares ) to Delta and a warrant (the Warrant ) to purchase up to approximately 12.9 million shares of our common stock, or
such other number of shares that, when aggregated with the Primary Shares, will represent 45% of our issued and outstanding shares of capital
stock measured as of five business days before the exercise of the Warrant (the Warrant Shares ), at an exercise price of $2.00 per share,
exercisable immediately upon issuance and for a period of 30 months thereafter.

We will hold a Special Meeting of Shareholders of PECO II, Inc. ( PECOII orthe Company ) at [®] on [®] at [®] local time. At the special
meeting, we will ask you to approve the issuance of both the Primary Shares, and the issuance of the Warrant and the Warrant Shares to be
issued in connection with the exercise of the Warrant. In addition, we will ask you to vote on an amendment to our Amended and Restated Code
of Regulations to opt out of the Ohio Control Share Acquisition Act and a proposal to allow us to adjourn the special meeting, if necessary, to
solicit additional proxies to gain approval of all the proposals.

You are not being asked to approve the Asset Purchase Agreement. Our Board of Directors has approved the Asset Purchase Agreement and the
transactions contemplated thereby. You are only being asked to approve: (i) an amendment to our Amended and Restated Code of Regulations to
opt out of the Ohio Control Share Acquisition Act, (ii) the issuance of the Primary Shares, (iii) the issuance of the Warrant and the underlying
Warrant Shares, and (iv) a proposal allowing us to adjourn the special meeting, if necessary, to solicit additional proxies to gain approval of all
the proposals.

Completion of the transactions contemplated by the Asset Purchase Agreement is subject to a number of conditions, including approval at the
special meeting by our shareholders of: (i) the amendment to our Amended and Restated Code of Regulations, (ii) the issuance of the Primary
Shares, and (iii) the issuance of the Warrant and the underlying Warrant Shares. Approval of the amendment to our Amended and Restated Code
of Regulations requires the affirmative vote of a majority of the outstanding shares of our common stock. Approval of the other proposals
requires the affirmative vote of a majority of the shares of our common stock voting in person or by proxy at the special meeting.

Your vote is important. We cannot complete the transactions contemplated by the Asset Purchase Agreement unless these proposals are
approved. Whether or not you plan to attend the special meeting in person, please submit your proxy without delay. We encourage you to read
the accompanying proxy statement carefully because it explains the proposed purchase of assets and assumption of liabilities, the documents
related to the Asset Purchase Agreement and the proposals which require your favorable vote.
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Our Board of Directors has carefully reviewed and considered the terms of the Asset Purchase Agreement and has determined that the Asset

Purchase Agreement and the transactions contemplated thereby are in the best interests of PECO II and our shareholders. Accordingly, the

Board has unanimously approved the Asset Purchase Agreement and the various transactions contemplated in such agreement and
unanimously recommends that you vote FOR the amendment to the Amended and Restated Code of Regulations to opt out of the Ohio
Control Share Acquisition Act, FOR the issuance of the Primary Shares, FOR the issuance of the Warrant and the underlying Warrant
Shares, and FOR the proposal allowing us to adjourn the special meeting, if necessary, to solicit additional proxies.

This proxy statement is dated [®] and is first being mailed to shareholders on or about [¢] 2006.

Sincerely,

James L. Green
Chairman of the Board
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PECO I, INC.

1376 STATE ROUTE 598

GALION, OHIO 44833

NOTICE OF SPECIAL MEETING OF SHAREHOLDERS

To Be Held On [e]

NOTICE IS HEREBY GIVEN THAT a Special Meeting of Shareholders of PECO II, Inc. ( PECOII orthe Company ) will be held at [®] on [e]
at [#] local time, for the following purposes:

5.

To consider and vote on a proposal to approve and adopt an amendment to the PECO II Amended and Restated Code of Regulations
providing that the Ohio Control Share Acquisition Act shall not apply to acquisitions of the Company s equity securities.

To consider and vote on a proposal to approve the issuance of 4,740,375 shares of PECO II common stock without par value (the
Primary Shares ) to Delta Products Corporation ( Delta ), pursuant to an asset purchase agreement between PECO II and Delta, dated

October 13, 2005 (the Asset Purchase Agreement ), whereby PECO II will acquire certain exclusive rights and certain business

supply agreements and related inventory and will assume certain liabilities associated therewith of Delta s U.S. and Canadian service

provider business.

To consider and vote on a proposal to issue a warrant (the Warrant ) to permit Delta to purchase approximately 12.9 million shares of
PECO II common stock without par value or such other number of shares that, when aggregated with the Primary Shares, will
represent 45% of the issued and outstanding shares of PECO II capital stock, measured as of the date five business days prior to the
exercise of the Warrant at an exercise price of $2.00 per share, exercisable immediately upon issuance and until the date that is 30
months following the closing date of the transactions contemplated by the Asset Purchase Agreement.

To consider and vote on a proposal to allow the Board of Directors to adjourn the special meeting, if necessary, to solicit additional
proxies in the event that there are not sufficient votes at the time of the special meeting to approve and adopt the proposals.

To transact any other business that may properly come before the special meeting or any adjournment or postponement thereof.

Only shareholders who held shares of record as of the close of business on [®] are entitled to receive notice of and to vote at the special meeting
or any adjournment or postponement of the meeting.

By order of the Board of Directors

James L. Green
Chairman of the Board
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Questions and Answers About the Special Meeting

What am I being asked to vote on?

You are being asked to vote on four proposals:

1.  To approve and adopt an amendment to our Amended and Restated Code of Regulations providing that the Ohio Control Share
Acquisition Act will not apply to acquisitions of our equity securities.

2. To approve the issuance of 4,740,375 shares of our common stock without par value (the Primary Shares ) to Delta Products
Corporation ( Delta ), pursuant to an asset purchase agreement between PECO 11, Inc. ( PECO Il or the Company ) and Delta, dated
October 13, 2005 (the Asset Purchase Agreement ), pursuant to which PECO II will acquire certain exclusive rights to certain
business supply agreements and related inventory and will assume certain liabilities associated therewith of Delta s U.S. and
Canadian service provider business.

3. To approve the issuance of a warrant (the Warrant ) to permit Delta to purchase approximately 12.9 million shares of our common
stock without par value or such other number of shares that, when aggregated with the Primary Shares, will represent 45% of our
outstanding capital stock measured of the date that is five business days from the date of exercise of the Warrant (the Warrant
Shares ), at an exercise price of $2.00 per share, exercisable immediately upon issuance and until the date that is 30 months following
the closing date of the transactions contemplated by the Asset Purchase Agreement.

4.  To approve a proposal allowing the Board of Directors to adjourn the special meeting, if necessary, to solicit additional proxies in the
event that there are not sufficient votes at the time of the special meeting to approve and adopt the proposals.

Why has PECO II entered into the Asset Purchase Agreement?

We have entered into the Asset Purchase Agreement because we believe that the transactions contemplated thereby will provide us with
access to Delta s manufacturing capabilities and supply agreements, which are expected to reduce our cost of goods sold. Also, we will gain
access to new customers and new markets with existing customers. We will be able to improve our future product development

capabilities. We will obtain standardized components for manufacturing. Finally, we will be able to streamline manufacturing toward
standardized products, which is also expected to lower our cost of goods sold.

Do the transactions contemplated by the Asset Purchase Agreement constitute a change of control of PECO II?

No. The issuance of the Primary Shares will result in Delta owning approximately 18% of our outstanding capital stock as of the closing. If
Delta exercises all of its rights to acquire the Warrant Shares from the date of issuance for a period of 30 months thereafter, Delta will own
45% of our outstanding capital stock. Although such ownership will permit Delta to exercise significant influence over PECO 11, our
Board of Directors has determined that the ownership by Delta does not constitute a change of control of PECO II.

What shareholder approvals are needed?

The affirmative vote of the holders of a majority of our outstanding shares of common stock is required to approve the amendment
to our Amended and Restated Code of Regulations to opt out of the Ohio Control Share Acquisition Act. Approval of the other
proposals requires the affirmative vote of the holders of a majority of the shares of our common stock voting in person or by proxy
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at the special meeting.

Q. What is the recommendation of the PECO II Board of Directors as to the four proposals described in this proxy statement?

A.  Atits meetings held on September 30, 2005 and October 13, 2005, our Board of Directors considered all of the facts and circumstances
important to recommending whether to vote in favor of or against the four proposals. At its meeting held on December 13, 2005, our Board
of Directors considered whether the approval of the four proposals remained in the best interests of the Company and its shareholders after
taking into account the recent
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increase in the price at which the Company s common stock had been trading and other new facts and circumstances about the assets being
acquired from Delta. After discussion with the Company s legal counsel concerning its fiduciary duties under Ohio law and consideration
of such recent developments, our Board of Directors established a special committee to coordinate with the Company s financial adviser,
GBQ Consulting, LLC ( GBQ ), to consider the impact of these recent developments to the value of the ranges set forth in GBQ s fairness
opinion dated October 13, 2005. On January 17, 2006, the special committee reviewed the updated fairness opinion and recommended that
our Board of Directors also review it. On January 17, 2006, our Board of Directors reviewed the updated fairness opinion, which stated

that the consideration to be received as a result of the consummation of the transactions contemplated by the Asset Purchase Agreement
was fair, from a financial point of view, to our shareholders. After carefully considering this information and the advice of its counsel, and
after extensive discussion, our Board of Directors concluded that it would unanimously recommend that the PECO II shareholders vote in
favor of the proposals set forth in this proxy statement.

What do I need to do now?

After carefully reading and considering the information contained in this proxy statement, please respond by completing, signing and
dating your proxy card and returning it in the enclosed postage paid envelope.

What if I do not vote?

If you fail to respond, your shares will not count toward a quorum necessary to conduct the vote at the special meeting, and will not
be counted as either a vote for or against any of the four proposals. Because the proposal to amend our Amended and Restated Code
of Regulations requires that affirmative vote of the holders of a majority of the outstanding shares of our common stock, your failure
to vote will have the effect of voting against this proposal.

If you respond and do not indicate how you want to vote, your proxy will be counted as a vote in favor of each of the four proposals.

Can I change my vote after I have delivered my proxy?

Yes. You can change your vote at any time before your proxy is voted at the special meeting. You can do this by revoking your
proxy or submitting a new proxy. If you choose either of these two methods and you are a shareholder of record, you must submit
your notice of revocation or your new proxy to the Secretary of PECO II before the special meeting. If your shares are held in an
account at a brokerage firm or bank, you should contact your brokerage firm or bank to change your vote.

If you are a shareholder of record, you can also attend the special meeting and vote in person, which will automatically revoke any previously
submitted proxy.

When do you expect the transactions contemplated by the Asset Purchase Agreement to close and the Primary Shares and
Warrant to be issued?

We are working to close the transactions contemplated by the Asset Purchase Agreement, including the issuance to Delta of the Primary
Shares and the Warrant, as soon as possible after our special meeting. We expect to close the transactions by [e].

Who can help answer my questions?
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A. If you have any questions about the transactions contemplated by the Asset Purchase Agreement or any of the proposals, or how to submit
your proxy, or if you need additional copies of the proxy statement or the enclosed proxy card or voting instructions, you should contact:

PECO I, Inc.

Attn: Investor Relations
1376 State Route 598
Galion, Ohio 44833

(419) 468-7600

Table of Contents 14



Edgar Filing: PECO Il INC - Form PRER14A

Table of Conten

Additional Information

This document incorporates important business and financial information about PECO II from documents that are not included in or delivered
with this document. You can obtain documents incorporated by reference in this document by requesting them in writing or by telephone from
PECO I, Inc., Attn: Lisa Green, 1376 State Route 598, Galion, Ohio 44833, telephone: (419) 468-7600.

You will not be charged for any of these documents that you request. If you wish to request documents, you should do so by [®] in order to
receive them before the Special Meeting. See  Where You Can Find More Information on page
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Summary

This summary highlights selected information from this proxy statement about the proposals and may not contain all of the information that is
important to you as a PECO II shareholder. Accordingly, we encourage you to read carefully this entire document, including the appendices,
and the other documents to which we refer you.

Ohio Control Share Acquisition Act Opt Out (page )

Our Board of Directors has unanimously approved a resolution to amend our Amended and Restated Code of Regulations, which, if
adopted, would make an Ohio anti-takeover statute, referred to herein as the Ohio Control Share Acquisition Act, inapplicable to the
acquisition of our equity securities. The full text of the proposed amendment is contained in Article X of the Company s proposed
Second Amended and Restated Code of Regulations, attached hereto as Appendix A. The various sections of the Ohio Revised Code
comprising the Ohio Control Share Acquisition Act are attached hereto as Appendix B.

Simultaneous with the execution of the Asset Purchase Agreement, Messrs. Matthew P. Smith and James L. Green, and their
respective affiliates, executed a support agreement and irrevocable proxy (the Support Agreement ), under which each such person
agreed, severally and not jointly, to vote all of the shares of our common stock beneficially owned by such persons at any PECO II
shareholders meeting or by any consensual action:

in favor of the proposal to opt out of the Ohio Control Share Acquisition Act,

in favor of the issuance of the Primary Shares (as defined below) and the Warrant (as defined below),

in favor of the other transactions contemplated by the Asset Purchase Agreement and in favor of any other matter that could
reasonably be expected to facilitate consummation of the transactions contemplated by the Asset Purchase Agreement,

against any change in a majority of the members of our Board of Directors, and

against any other action that would impede, interfere with, delay, postpone or materially adversely affect the closing of the
transactions contemplated by the Asset Purchase Agreement.

In addition, Messrs. Smith and Green, and their respective affiliates, granted an irrevocable proxy to two of Delta s designees to vote all of the
shares of our common stock beneficially owned by such persons in accordance with the five bullet points above.

Currently, the Ohio Control Share Acquisition Act is applicable to the acquisition of our equity securities, and, therefore, the shares
beneficially owned by Mr. Green (because he is an officer of our Company) are deemed to be interested shares under the Ohio Control
Share Acquisition Act and ineligible for purposes of voting in favor of the proposals at the special meeting. The proposed amendment

to our Amended and Restated Code of Regulations will permit the voting of the shares of our common stock beneficially owned by

Mr. Green, and his affiliates, in favor of approving the proposals to be included in the vote to be held at the special meeting.
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Although shareholder rights advocates often express the view that state takeover statutes, such as the Ohio Control Share Acquisition
Act, are contrary to shareholder interests, there may be reasons why shareholders may not want to opt out the Ohio Control Share
Acquisition Act, including the fact such act requires shareholder approval prior to certain large acquisitions of our securities. See the
discussion under the heading Proposal 1 Amendment to the Amended and Restated Code of Regulations of PECO II, Inc. to Opt-Out
of the Ohio Control Share Acquisition Act Potential Benefits of the Ohio Control Share Acquisition Act on page  for more
information.
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Our Board of Directors Unanimously Recommends that Shareholders Vote FOR the Amendment to the Amended and Restated Code of
Regulations (page )

Our Board of Directors has determined, by unanimous vote, that the proposed amendment to our Amended and Restated Code of
Regulations to opt out of the Ohio Control Share Acquisition Act is in the best interest of PECO II and its shareholders. Our Board of
Directors unanimously recommends that you vote FOR the proposed amendment to our Amended and Restated Code of Regulations.

Issuance of the Primary Shares (page )

Subject to the terms and conditions of the Asset Purchase Agreement, we will acquire certain assets from Delta. At the closing, we
will issue to Delta 4,740,375 shares of our common stock without par value (the Primary Shares ). As a result, Delta will own
approximately 18% of the issued and outstanding shares of our common stock following the issuance of the Primary Shares. On
October 13, 2005, the date we entered into the Asset Purchase Agreement, the value of the Primary Shares to be issued to Delta at the
closing was approximately $5,498,835, based on a closing stock price of our common stock of $1.16 per share. On January 11, 2006,
the value of the Primary Shares to be issued to Delta at the closing was approximately $8,674,886, based on a closing stock price of
$1.83 per share.

Our Board of Directors Unanimously Recommends that Shareholders Vote FOR the Issuance of the Primary Shares (page )

Our Board of Directors has determined, by a unanimous vote, that the issuance of the Primary Shares as contemplated by
the Asset Purchase Agreement is in the best interest of PECO II and its shareholders. Our Board of Directors unanimously
recommends that you vote FOR the issuance of the Primary Shares to Delta at the special meeting.

Issuance of the Warrant and the Underlying Warrant Shares (page )

Subject to the terms and conditions of the Asset Purchase Agreement and a warrant to be issued to Delta at the closing of the

transactions contemplated by the Asset Purchase Agreement (the Warrant ), Delta will have the right to purchase up to approximately
12.9 million shares of our common stock, or such other number of shares that, when aggregated with the Primary Shares, will

represent 45% of the issued and outstanding shares of our capital stock measured as of five business days prior to the date of exercise

of the Warrant (the Warrant Shares ), at an exercise price of $2.00 per share, exercisable immediately upon issuance and for a period of
30 months following the closing of the transactions contemplated by the Asset Purchase Agreement. On October 13, 2005, the date we
entered into the Asset Purchase Agreement, the value of the Warrant to be issued to Delta at the closing was $2,337,228 using a
Black-Scholes valuation model. On January 11, 2006, the value of the Warrant was to be issued to Delta at the closing was
approximately $5,447,122 using the Black-Scholes valuation model.

By way of example, if on the date that is five business days prior to the exercise date, we had 26,335,418 shares of our capital stock
issued and outstanding, the number of Warrant Shares would be calculated as follows: (i) the quotient of (A) the issued and
outstanding shares (i.e., 26,335,418) minus the shares of common stock issued at closing (i.e., 4,740,375), divided by (B) 0.55, minus
(ii) the outstanding shares of Common Stock (i.e., 26,335,418) and (iii) rounded to the nearest whole number of shares. In this
example, the number of Warrant Shares would be 12,928,297 representing, when aggregated with the Primary Shares, 45% of our
issued and outstanding capital stock.

Table of Contents 18



Edgar Filing: PECO Il INC - Form PRER14A

Table of Conten

Our Board of Directors Unanimously Recommends that Shareholders Vote FOR the Issuance of the Warrant and the Underlying
Warrant Shares (page )

Our Board of Directors has determined, by unanimous vote, that the issuance of the Warrant and the issuance of the underlying
Warrant Shares are in the best interest of PECO II and its shareholders. Our Board of Directors unanimously recommends that you
vote FOR the issuance to Delta of the Warrant and the underlying Warrant Shares.

Value of the Primary Shares and Warrant

On October 13, 2005, the date we entered into the Asset Purchase Agreement, the aggregate value of the Primary Shares and the
Warrant constituting the consideration to be paid to Delta for the business assets was $7,836,063. On January 11 2006, the value of the
Primary Shares and Warrant was approximately $14,122,008.

Permission to Adjourn the Special Meeting (page )

In order to consummate the transactions contemplated by the Asset Purchase Agreement, the proposals to adopt an amendment to the
Amended and Restated Code of Regulations to opt out of the Ohio Control Share Acquisition Act, approve the issuance of the Primary
Shares, and approve the issuance of the Warrant and the underlying Warrant Shares, must first be approved by our shareholders. If
there are insufficient votes at the time of the special meeting to approve each of the proposals, our Board of Directors believes it is
appropriate and in the best interest of PECO II and its shareholders to adjourn the meeting and solicit additional proxies.

Our Board of Directors Unanimously Recommends that Shareholders Vote FOR the Proposal to Adjourn the Special Meeting (page )

Our Board of Directors unanimously recommends that you vote FOR the proposal to allow the Board of Directors to adjourn the
special meeting, if necessary, to solicit additional proxies in the event that there are not sufficient votes at the time of the special
meeting to approve the proposals.

Description of the Assets To Be Purchased (page )

The assets we will acquire from Delta under the Asset Purchase Agreement consist of rights to and under certain business supply
agreements, inventory related to such business supply agreements comprised of raw materials, work in process, and finished products
relating to Delta s U.S. and Canadian service provider business, rights to and under related business records, all rights, claims and
causes of action against third parties exclusively relating to the purchased assets, and all rights of indemnity, warranty rights, rights of
contribution, rights to refunds and other rights of recovery exclusively relating to the purchased assets. In addition, we will assume and
agree to pay, perform or discharge all liabilities and obligations under the business supply agreements arising on or after the closing
date, and certain other obligations and liabilities set forth in the Asset Purchase Agreement.

Financial Advisor Opinion (page )
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GBQ Consulting, LLC ( GBQ ), our financial adviser, has told our Board of Directors that the consideration to be received as a result of
the consummation of the transactions contemplated by the Asset Purchase Agreement is fair, from a financial standpoint, to our
shareholders.
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Conditions to the Transactions Contemplated by the Asset Purchase Agreement and Expected Timing (page )

The completion of the transactions contemplated by the Asset Purchase Agreement depends on a number of conditions being satisfied
or waived, including approval by our shareholders of the amendment of our Amended and Restated Code of Regulations to opt out of
the Ohio Control Share Acquisition Act, the issuance of the Primary Shares to Delta, the issuance of the Warrant and the underlying
Warrant Shares, the appointment of Delta s designee as a Class II member of our Board of Directors, as well as the receipt of third
party consents to the assignment and assumption of the business supply agreements.

We expect to consummate the transactions contemplated by the Asset Purchase Agreement [®], but we cannot be certain when or if the
conditions to closing will be satisfied or waived. We may adjourn the special meeting, if necessary, to solicit additional proxies in the
event there are not sufficient votes at the time of the special meeting to approve and adopt the proposals, or we may recirculate a new
proxy statement and resolicit the vote if material conditions to the consummation of the transactions contemplated by the Asset
Purchase Agreement are waived.

Our shareholders must approve EACH of Proposals 1, 2 and 3 for the transactions contemplated by the Asset Purchase
Agreement to close.

The Asset Purchase Agreement may be Terminated under Certain Circumstances (page )

The Asset Purchase Agreement provides that we or Delta may terminate the agreement before the closing of the transactions contemplated
thereby in a number of circumstances.

Either Delta or we may terminate the Asset Purchase Agreement if:

the two parties mutually agree in writing to terminate;

the closing has not occurred by March 31, 2006;

a governmental entity issues an order, decree, or ruling, or takes any other action (including failure to take a necessary action), that
permanently restrains, enjoins, or otherwise prohibits the transactions contemplated by the Asset Purchase Agreement; or

we fail to receive shareholder approval of the proposals described in this proxy statement.

In addition, we may terminate the Asset Purchase Agreement if:

Delta materially breaches any representation, warranty, or covenant contained in the Asset Purchase Agreement and such breach is not
cured;
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we receive a superior offer and, after we give notice to Delta, Delta has a reasonable opportunity to make a revised offer and has not
done so; or

Delta s financial statements to be delivered prior to the closing reflect information that was not previously made available to us and
would cause a Material Adverse Effect on the Business (as defined below).

Finally, Delta may terminate the Asset Purchase Agreement if:

we materially breach any representation, warranty, or covenant contained in the Asset Purchase Agreement and such breach is not
cured; or
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any time before our shareholders approval of the proposal to issue the Primary Shares, the Warrant and the underlying Warrant Shares,
a Triggering Event with respect to us occurs. Such a Triggering Event shall be deemed to have occurred if:

our Board of Directors or any committee thereof shall for any reason have withdrawn or shall have amended or modified in a
manner adverse to Delta, its unanimous recommendation to the shareholders to vote in favor of the proposals set forth in this
proxy statement (the Recommendation ),

we shall have failed to include the Recommendation in this proxy statement,

our Board of Directors or any committee thereof shall have approved or recommended any Acquisition Proposal (as defined
below), or

a tender or exchange offer relating to our securities shall have been commenced by a person unaffiliated with us and we shall not
have timely sent to our shareholders a statement disclosing that our Board of Directors recommends rejection of such tender or
exchange offer.

We May be Obligated to Reimburse Delta for its Expenses Relating to the Asset Purchase Agreement and to Pay a Termination Fee
Under Certain Circumstances (page )

In the event that we terminate the Asset Purchase Agreement because we received a superior offer or Delta terminates the Asset
Purchase Agreement because our Board withdraws, amends or modifies its Recommendation, we must pay Delta a fee of $500,000
simultaneously with delivery of the notice to terminate.

In the event the transactions contemplated by the Asset Purchase Agreement are consummated, we must pay up to $100,000 of the

fees and expenses incurred by Delta (including attorneys fees and accountant fees) in connection with the negotiation, execution and
delivery of the Asset Purchase Agreement, plus one-half of the fees and expenses incurred by Delta (including fees incurred by Delta s
auditor) in connection with the preparation and delivery of Delta s financial statements prior to closing. These fees must be paid within
10 business days following Delta s delivery to us of a certificate setting forth the amount of such fees and expenses incurred.

Dilution to Our Shareholders; Ownership of PECO II after the Acquisition (page )

If the transactions contemplated by the Asset Purchase Agreement are consummated, you will incur immediate and substantial
dilution. Currently, 21,954,741 shares of our common stock are issued and outstanding. We will issue the Primary Shares to Delta,
representing 4,740,375 shares of common stock without par value, at the closing pursuant to the Asset Purchase Agreement. Pursuant
to the Warrant to be issued to Delta at the closing, Delta will have the right to purchase Warrant Shares, at an exercise price of $2.00
per share and exercisable immediately upon issuance and for a period of 30 months after the closing, that will allow Delta to purchase
that number of additional shares of our common stock without par value that, when aggregated with the Primary Shares, will represent
45% of our issued and outstanding capital stock measured as of five business days prior to the exercise date of the Warrant. By way of
example, assuming we had 26,335,418 shares of common stock issued and outstanding after the issuance of the Primary Shares, the
number of Warrant Shares eligible for purchase by Delta would be 12,928,297. As a result, we would have 39,263,715 issued and
outstanding shares of common stock, resulting in Delta owning 45% of our issued and outstanding capital stock.

Amendment (page )
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Subject to applicable law, the Asset Purchase Agreement may be amended by Delta and us at any time before or after approval of the
various proposals by our shareholders at the special meeting; provided,
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after any such approval by our shareholders, no amendment shall be made which by law or in accordance with the rules of any
relevant stock exchange requires further approval by our shareholders, without such further shareholder approval.

Supply Agreement (page )

As a condition to the consummation of the transactions contemplated by the Asset Purchase Agreement, at the closing, we will enter

into a supply agreement (the Supply Agreement ) with Delta Electronics, Inc. ( DEI ), an affiliate of Delta, pursuant to which DEI will
grant to us the right to purchase and incorporate DEI modules into our systems and to market, promote, sell and distribute DEI

modules, PECO II systems and/or DEI systems to our customers in the U.S. and Canadian markets. The rights described above shall

be exclusive to us for a period of 24 months from the effective date of the Supply Agreement. The term of the Supply Agreement is 30
months.

Voting Agreement; Change in Board Composition (page )

Concurrent with the execution of the Asset Purchase Agreement, we, together with certain of our Board members and executive
officers who are significant holders of our capital stock, and Delta entered into a voting agreement (the Voting Agreement ), which is
attached hereto as Appendix D, pursuant to which, effective at the closing, our Board of Directors will appoint a designee of Delta to
our Board of Directors to fill our existing Class II director vacancy. As long as Delta or an affiliate holds or has the right to acquire at
least 5% of our capital stock, Delta has the right to choose a designee for election to our Board of Directors as part of our management
slate of nominees for inclusion in our proxy materials relating to the election of directors. In addition, each significant holder agrees to
vote his or her shares of our capital stock to elect Delta s designee as a member of our Board of Directors and Delta agrees to vote all
of its shares of our capital stock to elect our designees as members of our Board of Directors. Pursuant to the terms of the Voting
Agreement, Delta has the right to designate a board observer to attend all of our Board of Directors meetings in a non-voting capacity.
The Voting Agreement terminates on the earlier of:

the written agreement of Delta and us;

the date Delta, or any of its affiliates (other than PECO II), no longer holds or has the right to acquire at least 5% of our
outstanding voting stock;

the date Delta, alone or together with any of its affiliates (other than PECO II), holds 45% or more of our issued and outstanding
voting capital stock;

the consummation of a business transaction the result of which is that our shareholders (other than Delta and its affiliates)
immediately preceding such transaction hold less than 50% of the equity interests of the surviving or resulting entity of such
transaction; or

the sale of all or substantially all of our assets.

Support Agreement and Irrevocable Proxy (page )
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Simultaneous with the execution of the Asset Purchase Agreement, Messrs. Matthew P. Smith and James L. Green, and their
respective affiliates, executed a support agreement and irrevocable proxy (the Support Agreement ), under which each such person
agreed, severally and not jointly, to vote all of the shares of our common stock beneficially owned by such persons at any PECO II
shareholders meeting or by any consensual action:

in favor of the proposal to opt out of the Ohio Control Share Acquisition Act;

in favor of the issuance of the Primary Shares and the Warrant;
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in favor of the other transactions contemplated by the Asset Purchase Agreement and in favor of any other matter that could
reasonably be expected to facilitate consummation of the transactions contemplated by the Assert Purchase Agreement;

against any change in a majority of the members of our Board of Directors; and

against any other action that would impede, interfere with, delay, postpone or materially adversely affect the closing of the
transactions contemplated by the Asset Purchase Agreement.

Messrs. Smith and Green, and their respective affiliates, also granted an irrevocable proxy to two of Delta s designees to vote all of the
shares of our common stock beneficially owned by such persons in accordance with the five bullet points above.

Interests of Certain Persons in Matters to be Voted On (page )

Our directors, except for Mr. John G. Heindel, our President and Chief Executive Officer, and certain of our executive officers may
have interests different from our shareholders resulting from them being parties to certain transactional documents in connection with
the asset purchase. Our directors may benefit from the execution of the Voting Agreement with Delta by virtue of Delta s agreement to
vote in favor of our Board of Directors designees to the management slate of nominees for election to our Board of Directors and to
not bring any proposal that would result in the removal from our Board of our Board designees without cause. Our directors have
agreed to appoint a Delta designee to fill our existing Class II director vacancy as of the closing. Our directors and executive officers
who are parties to the Voting Agreement have also agreed to vote their shares of our capital stock in favor of Delta s designee to our
Board of Directors, and we will include such designee on our management slate of nominees for election to our Board of Directors.

We have entered into a Support Agreement with Delta, Messrs. Smith and Green, and certain affiliates of Messrs. Smith and Green,
pursuant to which Messrs. Smith and Green and their affiliates have granted to two of Delta s designees an irrevocable proxy to vote
for the amendment to our Amended and Restated Code of Regulation, to vote in favor of the issuance of the Primary Shares to Delta,
to vote in favor of the Warrant and the issuance of the Warrant Shares pursuant to Delta s purchase rights thereunder, and to vote in
favor of any other matter that could be reasonably expected to facilitate the consummation of the transactions contemplated by the
Asset Purchase Agreement.

In the absence of the approval by our shareholders of the proposed amendment to our Amended and Restated Code of Regulations to
opt out of the Ohio Control Share Acquisition Act, the shares of our capital stock beneficially owned by James L. Green would be
deemed interested shares under such act and would not be counted in the vote to approve the various proposals with respect to the
asset purchase set forth in this proxy statement. In such an event, it may be more difficult to obtain the necessary vote to approve the
various proposals and meet all of the various conditions to closing of the transactions contemplated by the Asset Purchase Agreement.

10
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The Companies

PECO II, Inc.
1376 State Route 598
Galion, Ohio 44833

(419) 468-7600

We are an Ohio corporation that engages in the design, manufacture, and marketing of communications power systems and equipment for the
communication industry in the United States. Our products include power systems, power distribution and measurement equipment, rectifiers,
converter plants, inverters, and ringing systems. We also provide engineering and installation, onsite repair, technical training to customer
technicians, preventative maintenance programs, refurbishes and upgrades, and transport installation. Additional information about us is
included in documents incorporated by reference in this proxy statement. See  Where You Can Find More Information on page

Delta Products Corporation
4405 Cushing Parkway
Fremont, California 94538

(510) 668-5100

Delta is a California corporation and is part of the Delta Group, one of the world s largest providers of switching power supplies and a major
source of power management solutions, components, visual displays, industrial automation, and networking products. Delta Group has sales
offices worldwide and manufacturing plants in Taiwan, Thailand, China, Mexico and Europe.

11
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Forward Looking Statements

This proxy statement contains or incorporates by reference a number of forward-looking statements within the safe harbor provisions of

Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934 with respect to our financial condition,

results of operations and business, and the expected impact of the Delta asset purchase on our financial performance. Forward-looking

statements often, although not always, include words or phrases like will likely result, expect, will continue, anticipate, estimate, intend,
project,  outlook, or similar expressions. These forward-looking statements are subject to various risks and uncertainties that could cause actual

results to differ materially from those statements and are not guarantees of future performance. Many of the important factors that will determine

these results and values are beyond our ability to control or predict. Our shareholders are cautioned not to put undue reliance on any

forward-looking statements. Except as otherwise required by law, we do not assume any obligation to update any forward-looking statements.

12
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Selected Consolidated Financial Data

PECO 1II Selected Consolidated Financial Data (Historical)

Our selected consolidated financial data is derived from our consolidated financial statements and notes to consolidated financial statements.
The following information is only a summary. The selected consolidated financial data as of and for the 12-month periods ended December 31,
2004, 2003, 2002, 2001 and 2000 is derived from audited financial statements. Our selected consolidated financial data as of and for the
nine-month period ended September 30, 2005 is derived from unaudited financial statements. You should read our selected consolidated
financial data together with the historical financial statements and related notes contained in the annual reports and other reports that we have
filed with the Securities and Exchange Commission. See Where You Can Find More Information beginning on page

PECO II, Inc.
Nine-month
Period ended
Year ended Year ended Year ended Year ended Year ended September 30,
2000 2001 2002 2003 2004 2005
in thousands, except share data
Operating revenues $156,548 $ 106,743 $ 62,060 $ 38,607 $ 31,564 $ 30,125
Income (Loss) from operations $ 20414 $ (11,676) $ (47,092) $ (36,404) $ (12,798) $ (1,930)
Income (Loss) from operations per common basic
share $ 121§ 0.54) % 219 $ 172) $ 0.60) $ (0.09)
Total assets $ 154,146 $ 160,168 $ 108,856 $ 65,524 $ 53,981 $ 50,380
Long term obligations $ 4941 $ 10433 $ 691 $ 535 $ 448 $ 378
Cash dividends declared per common share N/A N/A N/A N/A N/A N/A
Basic earnings (loss) per share, as reported $ 072 $ ©31) $ 1.94) $ 1.72) $ 0.57) $ (0.08)
Basic weighted average shares outstanding 16,908 21,579 21,506 21,220 21,488 21,579

PECO II, Inc. Financial Notes.

For the readers information, the following events were determined to have significant impact on the Income (Loss) for each specific year:

2001

Operating results were adversely affected by the downturn in the communications industry.

In August 2001, the Company entered into an adjustable industrial revenue bond for $6.5 million for the purchase of a facility located
in Denver.
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2002
The Company reviewed its physical facilities and listed its New Hampshire, Colorado, and Worthington, Ohio facilities for sale.
An asset impairment of $2.0 million was recognized for the physical facilities held for sale.
The industrial revenue bond for the Company s Colorado facility that was held for sale was moved to current debt.
The Company provided for a write-off and disposed of approximately $8.0 million in inventory.
2003

The Company added its new Galion, Ohio manufacturing and headquarters buildings to our list of facilities for sale.

Upon review of the listing of the Galion, Ohio facilities for sale, the Company also recognized a $1.1 million asset impairment.

The Company sold its Worthington, Ohio engineering facility in May and New Hampshire facility in August of 2003.

13
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The Company wrote off $8.6 million of inventory.

The Company recognized a $3.3 million machinery and equipment impairment.

The Company recognized a $5.7 million goodwill impairment.

2004

The annual assessment of goodwill resulted in a $6.0 million impairment.

Delta s Selected Financial Data (Historical) for Delta Business Assets to be Acquired

The selected financial data for the business supply agreements and related assets being acquired by the Company from Delta (the Delta Business
Assets ) as of and for the 12-month period ended December 31, 2004 is derived from audited financial statements and the selected financial data
for the Delta Business Assets as of and for the nine-month periods ended September 30, 2005 and the 12-month periods ended December 31,
2000, 2001, 2002 and 2003 are derived from unaudited financial statements, which we believe reflect all adjustments necessary for a fair
presentation of the results for the respective periods.

Delta Business Assets

Nine-month
Period ended
Year ended Year ended Yearended Yearended Yearended September 30,
2000 2001 2002 2003 2004 2005
in thousands, except share data
Operating revenues $11,536 $ 9,565 $ 20309 $ 21970 $ 10355 $ 8,352
Income (Loss) from operations $ 1927 $ 2059 $ 3444 $ 3014 $ 117  $ (116)
Income (Loss) from operations per common basic share N/A N/A N/A N/A N/A N/A
Total assets $ 4523 $ 3337 $§ 3769 $ 6592 $§ 5968 $ 6,759
Long term obligations $ $ $ $ $ $
Cash dividends declared per common share N/A N/A N/A N/A N/A N/A

Pro Forma Selected Consolidated Financial Data of PECO II and Delta Business Assets

The following tables summarize the unaudited pro forma consolidated financial data, giving effect to the purchase of the Delta Business Assets,
as if they had occurred on the date indicated (which we refer to as pro forma information). In presenting the comparative pro forma information
for certain time periods, we assumed that we had made the asset purchase throughout those periods and made certain other assumptions.
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The pro forma information, while helpful in illustrating the financial characteristics of PECO II after the asset purchase under one set of
assumptions, does not attempt to predict or suggest future results. The pro forma information also does not necessarily reflect what the historical
results of PECO II would have been had the asset purchase occurred prior to these periods. For additional information, you should refer to the
section of this document entitled Pro Forma Condensed Consolidated Financial Information below.

PECO I1/Delta Business Assets

Nine-month
Period ended
Year ended September 30,
2004 2005

in thousands, except share data

Operating revenues $ 41,919 $ 38,477
Income (Loss) from operations $ (12,602) $ (1,387)
Income (Loss) from operations per common basic share $ (048 $ (0.05)
Total assets $ 63,836 $ 60,234
Long term obligations $ 448 $ 378
Cash dividends declared per common share N/A N/A
Basic earnings (loss) per share $ (0.46) $ (0.05)
Basic weighted average shares outstanding 26,228 26,319
14
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Pro Forma Comparative Unaudited Per Share Data

The following table shows information about our income (loss) per common share, dividends per share and book value per share, and similar
information as if the asset purchase had occurred on the date indicated. In presenting the comparative pro forma information for certain time
periods, we assumed that we had acquired the Delta Business Assets prior to those periods and made certain other assumptions.

The pro forma information, while helpful in illustrating the financial characteristics of PECO II after the asset purchase under one set of
assumptions does not attempt to predict or suggest future results. The pro forma information also does not necessarily reflect what the historical
results of PECO II would have been after the purchase of the Delta Business Assets if such asset purchase had occurred prior to these periods.

Delta Business Assets Pro Forma PECO 11 Pro Forma Delta Business
PECO II Historical Historical Consolidated Assets Consolidated
Nine-month Year Year Nine-month Year Year
Period Nine-month Period
ended ended Period ended ended ended ended Nine-month ended
Period ended
September 30,December 31, September 30, December 31, September 30,December 31, September 30, December 31,
2005 2004 2005 2004 2005 2004 2005 2004
Book value per share $ 1.65 $ 1.74 N/A N/A $ 1.65 $ 1.73 N/A N/A
Cash dividends
declared per share N/A N/A N/A N/A

Basic earnings from

continuing operations

per share $ (0.09) $  (0.60) N/A N/A $ (0.05) $ (046) N/A N/A
Diluted earnings

from continuing

operations per share $(0.09) $  (0.60) N/A N/A $(0.05) $ (0.406) N/A N/A

Pro Forma Condensed Consolidated Financial Information

The following unaudited pro forma condensed consolidated financial information for PECO II gives effect to the purchase of the Delta Business
Assets using the purchase method of accounting, based on preliminary allocations of the total estimated purchase price. The final purchase price
will be determined per EITF 99-12. The historical financial information has been derived from the respective historical financial statements of
PECO II and the Delta Business Assets, and should be read in conjunction with the financial statements and related notes included elsewhere in
this proxy statement or incorporated by reference.

The unaudited pro forma condensed consolidated balance sheets have been prepared assuming the asset purchase took place as of December 31,
2004 and September 30, 2005, respectively. Allocation of the total estimated purchase price to the fair value of assets and liabilities of the Delta
Business Assets at these dates is based on preliminary valuations.

The unaudited pro forma condensed consolidated statements of operations consolidate PECO II s and Delta s historical statements of operations
of the Delta Business Assets and give effect to the asset purchase as if they occurred on January 1, 2004, the beginning of the earliest period
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presented.

The total estimated and actual purchase prices of the Delta Business Assets have been allocated on a preliminary basis to assets and liabilities
based on management s estimates of their fair values. These allocations are subject to change pending a final determination and analysis of the
total purchase prices and fair values of the assets acquired and liabilities assumed. The impact of these changes could be material.

15
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The unaudited pro forma condensed consolidated financial information is presented for illustrative purposes only and is not necessarily

indicative of operating results or financial condition that would have actually occurred if the asset purchase had been completed as of the dates
indicated, nor is it necessarily indicative of the future operating results or financial position of PECO II after the asset purchase. The pro forma
adjustments are based on the information available as of the date of this proxy statement.

PECO II, Inc.

Unaudited Pro Forma Consolidated Balance Sheet with Delta Business Assets

Current assets

Cash & equivalents
Due from owner
Accounts receivable
Inventories, net
Restricted cash
Other current assets

Total current assets

Property & equipment, at cost
Building, land and improvements
Machinery and equipment
Furniture and fixtures

Less: accumulated depreciation
Property and equipment, net
Other assets

Total assets

Current liabilities
Industrial revenue bonds

Accounts payable and other accrued expense

Total current liabilities

Long term liabilities

Table of Contents

as of September 30, 2005
Delta
Business
PECO II Assets P‘l’{’ez‘l’lﬁga
Nine-month Nine-month Nine-month
Period ended Period ended Period ended
September 30, September 30, Pro forma Note 3 September 30
2005 2005 Adjustment Ref. 2005
(In thousands)
$ 4,668 $ 4,668
$ 3,167 $ (@3.,167) A
7,200 693 (693) B 7,200
11,474 1,964 36 C 13,474
9,441 9,441
9,611 935 (935) D 9,661
42,394 6,759 (4,759) 44,394
4,854 4,854
9,159 9,159
6,096 6,096
20,109 20,109
(13,907) (13,907)
6,202 6,202
1,784 7,854 E 9,638
$ 50,380 $ 6,759 $ 3,095 $ 60,234
$ 5,630 $ 5,630
8,657 $ 1,671 $ (1,571 F 8,757
14,287 1,671 (1,571) 14,387
378 378
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Shareholders equity

Common shares 2,816 601 G 3,417
Additional paid-in capital 110,215 9,153 H 119,368
Retained (deficit) earnings (76,338) 5,088 (5,088) | (76,338)
Treasury shares (978) 978)
Total shareholders equity 35,715 5,088 4,666 45,469
Total liabilities and shareholders equity $ 50,380 $ 6,759 $ 3,095 $ 60,234

See Notes to Unaudited Pro Forma Condensed Consolidated Financial Information.
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PECO II, Inc.

Unaudited Pro Forma Condensed Consolidated Statement of Operations with Delta Business Assets

Net sales
Product
Services

Cost of goods sold
Product
Services

Gross margin
Product
Services

Operating expenses

Research, development and engineering
Selling, general and administrative
Impairment charges

Income (Loss) from continuing operations
Other (income) and expense

Income (loss) before tax
Benefit (provision) for income tax

Net income (loss)

Basic earnings from continuing operations per share
Diluted earnings from continuing operations per share

Net loss per common share

Basic

Diluted

Weighted average common shares outstanding
Basic
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For the Year Ended December 31, 2004

Delta
PECO 11,
Inc Business Assets Pro forma
Results
Year
ended Year ended Year ended
December 31, December 31, Pro forma Note 3 December 31,
2004 2004 Adjustment Ref. 2004
(In thousands, except for per share amounts)
$ 21,049 $ 10,355 $ 31,404
10,515 10,515
31,564 10,355 41,919
17,660 8,103 $ 471 J 26,234
9,801 9,801
27,461 8,103 471 36,035
3,389 2,252 471) 5,170
714 714
4,103 2,252 471) 5,884
2,956 2,956
7,958 2,135 (550) K 9,543
5,987 5,987
16,901 2,135 (550) 18,486
(12,798) 117 (79) (12,602)
(65) 280 (280) L (65)
(12,733) (163) 359 (12,537)
463 68 (68) M 463
$ (12,270) $ 95) $ 291 $ (12,074)
$ (0.60) $ (0.48)
$ (0.60) $ (0.48)
$ (0.57) $ (0.46)
$ (0.57) $ (0.46)
21,488 N 26,228
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21,488

See Notes to Unaudited Pro Forma Condensed Consolidated Financial Information.
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PECO II, Inc.

Unaudited Pro Forma Condensed Consolidated Statement of Operations with Delta Business Assets

For the Nine Months Ended September 30, 2005

Net sales
Product
Services

Cost of goods sold
Product
Services

Gross margin
Product
Services

Operating expenses

Research, development and engineering
Selling, general and administrative
Impairment charges

Income (Loss) from continuing operations
Other (income) and expense

Income (loss) before tax
Benefit (provision) for income tax

Net income (loss)

Basic earnings from continuing operations per share
Diluted earnings from continuing operations per share
Net loss per common share

Table of Contents

Delta Business

PECO 11, Inc. Assets
Period Pro forma
Results
Period ended
Period
ended September
September 30, 30, ended
Pro forma Note 3 September 30,
2005 2005 Adjustment Ref. 2005
(In thousands, except for per share amounts)
$21,523 $ 8,352 $ 29,875
8,602 8,602
30,125 8,352 38,477
15,817 6,267 354 J 22,438
7,735 7,735
23,552 6,267 354 30,173
5,706 2,085 (354) 7,437
867 867
6,573 2,085 (354) 8,304
2,189 2,189
5,884 2,202 (1,013) K 7,073
430 430
8,503 2,202 (1,013) 9,692
(1,930) (117) 659 (1,388)
135 (133) 133 L 135
(1,795) (250) 792 (1,253)
54 103 (103) M 54
(1,741) (147) 689 (1,199)
$ (0.09) $ (0.05)
$ (0.09) $ (0.05)
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Basic $ (0.08) $ (0.05)

Diluted $ (0.08) $ (0.05)

Weighted average common shares outstanding

Basic 21,579 N 26,319

Diluted 21,579 26,319
18
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PECO II, Inc.
Note to Unaudited Pro Forma Condensed Consolidated Financial Information

With Delta Business Assets

1.  Description of Transaction and Basis of Presentation

On October 13, 2005, the Company entered into an Asset Purchase Agreement with Delta to acquire certain business supply agreements, the

related inventory, comprised of raw materials, work in process and finished products (the Inventory ), and the business records of Delta s U.S. and
Canadian service provider business (the Delta Business Assets ). The Company will also assume the associated liabilities of the Delta Business
Assets after the closing. In consideration of the purchase of the Delta Business Assets, at closing the Company will issue 4,740,375 shares of
common stock (the Primary shares ) to Delta. Also at closing, the Company will issue to Delta a warrant to purchase up to approximately

12.9 million shares of its common stock (the Warrant Shares ) at an exercise price of $2.00 per share (the Warrant ). The Warrant is immediately
exercisable upon issuance and for a period of 30 months thereafter. As a result of the issuance of the Primary Shares and the exercise of the

purchase rights under the Warrant for the Warrant Shares, Delta will have the right to acquire, when aggregated with the Primary Shares, up to

45% of the issued and outstanding capital stock of the Company measured as of the date that is five business days prior to the date of exercise.

2.  Purchase Price

The reader should be advised that the pro forma information is preliminary and unaudited. The transaction cost is determined by PECO II s
market value per share, and the final price will not be determined until shareholder approval of the issuance of the Primary Shares, the Warrant
and the underlying Warrant Shares. Due to market uncertainty, the transactions reflected in the pro forma balance sheet and statement of
operations will change based on changes in market value.

A preliminary estimate of the purchase price is as follows (table in thousands):

Estimated market value of Primary Shares issued $ 6,874
Estimated fair value of Warrant issued 2,880
Subtotal 9,754
Estimated transaction costs incurred per agreement 100
Estimated purchase price $9,854

For pro forma purposes, the fair value of the shares used in determining the purchase price was $1.45 which was based on the average closing
price of PECO II common stock for the seven business days prior to the filing of the proxy. The fair value of the Warrant was also determined
using the Black-Scholes option pricing model with the following assumption: stock price of $1.45; volatility of 60%; risk-free interest rate of

3.96%; and an expected life of 2.5 years.

For pro forma purposes, the estimated purchase price has been allocated per the Asset Purchase Agreement (table in thousands):
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Goodwill

Total other assets

Total assets
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$ 2,000

6,283
1,571

$7,854

$9,854

The allocation of the purchase price is preliminary. The final determination of the purchase price allocation will be based on the fair value of the

Delta Business Assets, including the fair value of business supply agreements, other identifiable intangibles and the fair values of liabilities
assumed as of the date that the asset purchase is consummated. The final determination of the purchase price allocation is expected to be

completed as soon as practicable after completion of the asset purchase. The final amounts allocated to assets and liabilities acquired could differ

significantly from the amounts presented in the unaudited pro forma condensed consolidated financial statements.

Table of Contents
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We have concluded that the proposed acquisition of certain assets of Delta Products Corporation represents the acquisition of a business based
on guidance in Rule 11-01 (d) of Regulation S-X and EITF 98-3. As a result, there will be intangible assets and possible goodwill depending on
the purchase price allocation. The allocation will be performed upon the approval and completion of the purchase transaction.

3.  Pro Forma Adjustments (in thousands)

Balance Sheet

Nine-month
Period ended
September 30,
2005
A. $ (3,167)
B. (693)
C. $ (1,964)
2,000
36
D. $ (935)
E. $ 7,854
F. $ (1,671)
100
(1,571)
G. $ 601
H. $ 6,272
2,881
9,153
I $ (5,088)

Statement of Operations

Nine-month
Period ended
September 30,

2005

Table of Contents

Year

ended
December 31,

2004

Year

ended
December 31,

2004

To eliminate Delta s due from owner account.
To eliminate Delta s accounts receivable accounts.

To eliminate Delta s inventory accounts.
Acquisition of inventory per the Asset Purchase Agreement.

Total pro forma adjustment.
To eliminate Delta s other current assets.

To record the estimated fair value of the intangible assets acquired in the asset
purchase, see note 2.

To eliminate Delta s accounts payable and other accrued accounts.
To record the agreed upon legal/accounting expenses in the Asset Purchase
Agreement.

Total pro forma accrued expense adjustment.

To record the issuance of 4,740,375 Primary Shares at a stated value of
$.126857 per share.

To record the additional paid-in capital at market price less stated value times
issuance of 4,740,375 Primary Shares.
To record the cost of the Warrant, see note 2.

Total pro forma additional paid-in capital adjustment.
To eliminate Delta s retained earnings accounts.
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J. $ (354) $ 471 To record the amortization of the Supply Agreement over the estimated remaining useful life.
K. $ (2,202) $ (2,135) To eliminate Delta s corporate administration and selling expenses.

600 800 To record the estimated additional selling expenses to be incurred by PECO II.

589 785 To record the amortization of the remaining intangible assets over their estimated remaining

useful life.

(1,013) (550) Total pro forma operating expense adjustments.
L. $ (133) $ (280) To remove non-operating income and expense accounts.
M. $ (103) $ (68) To remove tax provision.
N. To record the following adjustment:
Year ended

Weighted average basic common shares, pre acquisition
Primary Shares issued per Asset Purchase Agreement

Weighted average basic common shares, post acquisition

Table of Contents

December 31, 2004

21,488
4,740

26,228

20

Nine months ended
September 30, 2005

21,579
4,740

26,319
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Delta Business Assets

Delta Management s Discussion and Analysis Financial Results of Delta Business Assets

The Delta Business Assets to be acquired by PECO II from Delta relate to Delta s Telecom Power Division, which is one segment of Delta s
business. Delta is a sales and distribution channel for operations in the Americas of its parent, Delta Group. Sales orders are taken by Delta
through customer requests and existing supply arrangements with various parties, and such orders are communicated to various manufacturing
plants of Delta Group that are located worldwide. The Telecom Power Division of Delta coordinates customer orders and supply contracts and
manages the inventory relating to such orders with respect to telecommunications power products for Delta. The Telecom Power Division of
Delta does not maintain a separate bank account or operate as a financially distinct entity from Delta as a whole. Accordingly, specific
discussions on liquidity and capital resources are not applicable to this business unit, or to the Delta Business Assets being acquired. However,
to the extent relevant, the following is a discussion of trends that affected the overall results of operations of the Telecom Power Division of
Delta and certain events and economic changes in the market during recent years that affected the market pertaining to the Delta Business Assets
being acquired.

Generally, participants in the telecommunications power supply industry, including the Telecom Power Division, experience increased activity
and realize higher revenues during spring through late fall of each year due to the ability of their customers to access and install
telecommunications power sites during these periods, particularly with respect to mountainous regions and other areas subject to extreme winter
conditions. This period is referred to in the industry as the build season. Consistent with the rest of the industry, the Delta Business Assets being
acquired are subject to the build season trend of higher revenues during the second and third quarters of each year, and a corresponding decrease

in revenues during the first and fourth quarters of each year. The fiscal year 2003 Delta Business Assets quarterly results are indicative of this
seasonality.

In fiscal 2004, two factors led to a reduction in the overall revenues associated with the Delta Business Assets. The first was an erosion of the
Telecom Power Division s market share resulting from inroads made by new market entrants like Valere Power, Inc., and the other was a change
in the purchasing activities of certain of Delta s key customers. These trends had a negative affect on the financial performance of the Delta
Business Assets.

In addition, one of Delta s large customers purchased significantly less inventory than the amount anticipated by Delta, resulting in decreased
revenues and management s decision to increase the amount of inventory reserve from $1.1 million to $2.02 million beginning the second quarter
of 2004. The decrease in revenues led to a loss in income for the Delta Business Assets during the last quarter of 2004 and increased inventory in
2005.

The following condensed financial information for the Delta Business Assets for the 12-month period ended December 31, 2004 is derived from
audited financial statements and the condensed financial information for the Delta Business Assets as of and for the nine-month period ended
September 30, 2005, as well as for the 12-month periods ended December 31, 2002 and 2003 is derived from unaudited financial statements, all
of which we believe reflect all adjustments necessary for a fair presentation of the results for the respective periods.
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Delta Business Assets Financial Statements

Current Assets

Due from Owner
Accounts Receivable
Inventory

Inventory

Inventory Reserve

Inventory, Net
Deferred Income Tax asset

Total Assets

Current Liabilities
Accounts payable
Other accrued expense

Total Current Liabilities
Long term liabilities
Owner s Equity

Owner s equity in division

Total owner s equity

Total liabilities and owners
equity

Table of Contents

Delta Business Assets

Quarterly Balance Sheets

Quarters Ended
Sept. 30,
Mar. 31, June 30, Sept.30, Dec.31, Mar.31, June30, Sept.30, Dec.31, Mar.31, June 30,
2003 2003 2003 2003 2004 2004 2004 2004 2005 2005 2005
(In thousands)

2,267 2,630 1,913 2,326 1,982 2,383 4,530 3,331 3,643 4,716 3,167

1,375 1,683 753 609 429 500 355 460 611 589 693

2,389 3,949 6,009 5,252 5,537 4,637 3,174 3,353 3,599 3,479 4,057
(1,050) (1,100)  (1,100) (1,925) (1,925) (2,020) (2,020) (2,093) (2,093) (2,093) (2,093)

1,339 2,849 4,909 3,327 3,612 2,617 1,154 1,260 1,506 1,459 1,964

330 917 935

4,980 7,162 7,576 6,592 6,023 5,500 6,040 5,968 5,760 6,691 6,759

1,141 2,785 2,359 1,119 527 (31 369 586 429 1,270 1,523

58 90 111 142 60 94 115 148 77 120 149

1,199 2,875 2,470 1,261 587 63 484 734 506 1,390 1,672

3,781 4,287 5,106 5,331 5,436 5,437 5,556 5,234 5,254 5,301 5,087

3,781 4,287 5,106 5,331 5,436 5,437 5,556 5,234 5,254 5,301 8,913

4,980 7,162 7,576 6,592 6,023 5,500 6,040 5,968 5,760 6,691 6,759
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Net Sales
Product
Services

Cost of Goods Sold
Product
Services

Gross Margin
Product
Services

Operating Expenses
Research, development and
engineering

Selling, general and
administrative

Impairment charges

Income (loss) from continuing
operations
Other (income) and expense

Income (loss) before tax
Benefit (provision) for income
tax

Net Income (loss)

Table of Contents

Delta Business Assets

Quarterly Statements of Operations

Quarters Ended
Mar. 31, June 30, Sept.30, Dec.31, Mar.31, June30, Sept.30, Dec.31, Mar.31, June30, Sept.30,
2003 2003 2003 2003 2004 2004 2004 2004 2005 2005 2005
(In thousands)
3,920 6,119 7,585 4,347 2,815 2,693 2,677 2,169 2,523 2,902 2,928
3,920 6,119 7,585 4,347 2,815 2,693 2,677 2,169 2,523 2,902 2,928
3,135 4,630 5,513 3,294 2,088 2,145 1,933 1,937 1,822 2,169 2,276
3,135 4,630 5,513 3,294 2,088 2,145 1,933 1,937 1,822 2,169 2,276
785 1,489 2,072 1,053 727 548 744 232 701 733 652
785 1,489 2,072 1,053 727 548 744 232 701 733 652
596 597 595 596 468 468 486 713 618 618 966
596 597 595 596 468 468 486 713 618 618 966
189 892 1,477 457 259 80 258 (481) 83 114 314)
56 48 112 82 83 77 61 59 49 38 46
133 844 1,365 375 176 3 197 (540) 34 76 (360)
53 338 546 150 70 2 79 (218) 14 31 (148)
80 506 819 225 106 1 118 (322) 20 46 (212)
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Net Sales
Product
Services

Cost of Goods Sold
Product
Services

Gross Margin
Product
Services

Operating Expenses

Research, development and engineering
Selling, general and administrative
Impairment charges

Income (loss) from continuing operations
Other (income) and expense

Income (loss) before tax
Benefit (Provision) for income tax

Net Income (loss)
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Delta Business Assets

Annual Statements of Operations

24

Years ended December 31,

Period ended
September 30,
2002 2003 2004 2005
(In thousands)

20,309 21,970 10,355 8,353
20,309 21,970 10,355 8,353
15,021 16,572 8,103 6,267
15,021 16,572 8,103 6,267
5,288 5,398 2,252 2,086
5,288 5,398 2,252 2,086
1,844 2,383 2,135 2,202
1,844 2,383 2,135 2,202
3,444 3,015 117 (116)
574 299 280 133
2,870 2,716 (163) (249)
(1,148) (1,086) 67 103
1,722 1,630 (96) (146)
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Cash flow from operating activities:

Net income (loss)

Change in assets & liabilities
Accounts receivable
Inventory

Accounts payable

Accrued expenses

Deferred income tax benefit
Due from owner

Net cash provided by operating activities

Delta Business Assets

Annual Statements of Cash Flows

Years ended December 31,

Cash & cash equivalents at beginning of year

Cash & cash equivalents at end of year

Table of Contents

Period ended
September 30,
2002 2003 2004 2005
(In thousands)

1,722 1,630 (96) (147)
919) 1,070 149 (233)
707 (1,457) 2,067 (704)

(243) 1,188 (533) 937

5 5 5 1
(330) (587) (18)

(1,272) (2,106) (1,005) 164
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The Special Meeting

The Proposals

This proxy statement is being furnished to our shareholders in connection with the solicitation of proxies by our Board of Directors for use at a
Special Meeting of Shareholders to be held at [®], on [®] at [#] local time. The purpose of the special meeting is for you to consider and vote
upon the following proposals:

1. To consider and vote on a proposal to approve and adopt an amendment to our Amended and Restated Code of Regulations
providing that the Ohio Control Share Acquisition Act shall not apply to acquisitions of PECO II s equity securities.

2. To consider and vote on a proposal to approve the issuance of 4,740,375 shares of PECO II common stock without par value (the
Primary Shares ) to Delta Products Corporation ( Delta ), pursuant to an asset purchase agreement between PECO II and Delta, dated
October 13, 2005 (the Asset Purchase Agreement ), whereby PECO II will acquire certain exclusive rights to certain business supply
agreements and related inventory and will assume certain liabilities associated therewith of Delta s U.S. and Canadian service
provider business.

3. To consider 