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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington D.C. 20549
SCHEDULE 14A

PROXY STATEMENT PURSUANT TO SECTION 14(a) OF THE SECURITIES
EXCHANGE ACT OF 1934 (Amendment No. )

Filed by the Registrant p

Filed by a Party other than the Registrant o

Check the appropriate box:

o Preliminary Proxy Statement

o Confidential, for Use of the Commission Only (as permitted by Rule 14a-6(e)(2))
p Definitive Proxy Statement

o Definitive Additional Materials

o Soliciting Material Under Rule14a-12

PECO II, INC.
(Name of Registrant as Specified in its Charter)

(Name of Person(s) Filing Proxy Statement, if other than the Registrant)
Payment of Filing Fee (Check the appropriate box):
o No fee required.
o Fee computed on table below per Exchange Act Rules 14a-6(i)(1) and 0-11.
(1) Title of each class of securities to which transaction applies:
Common shares, without par value, of PECO II, Inc. ( Common Shares )
(2) Aggregate number of securities to which transaction applies:

2,859,826 Common Shares

(3) Per unit price or other underlying value of transaction computed pursuant to Exchange Act Rule 0-11 (set

forth the amount on which the filing fee is calculated and state how it was determined):

The filing fee was based upon the sum of 2,859,826 Common Shares multiplied by $5.86 per share. The preceding
sentence assumes that a maximum of 360 Common Shares will be issued under the Company s 2000 Employee Stock
Purchase Plan prior to the closing of the transaction. The Company does not expect any options to be exercised prior
to closing of the transaction because the exercise prices per share of such options are greater than the merger
consideration. In accordance with Section 14(g) of the Exchange Act of 1934, as amended, the filing fee was

determined by multiplying 0.0000713 by the amount calculated in the first sentence of this paragraph.
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(4) Proposed maximum aggregate value of transaction:

$16,758,580.36
(5) Total fee paid:

$1,194.89

p Fee paid previously with preliminary materials.

o Check box if any part of the fee is offset as provided by Exchange Act Rule 0-11(a)(2) and identify the filing for
which the offsetting fee was paid previously. Identify the previous filing by registration statement number, or the

Form or Schedule and the date of its filing.

(1) Amount Previously Paid:

(2) Form, Schedule or Registration Statement No:

(3) Filing Party:

(4) Date Filed:
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PECO II, INC.
1376 STATE ROUTE 598
GALION, OHIO 44833

March 18, 2010
To PECO II, Inc. Shareholders:

The board of directors of PECO II, Inc. (PECO II) has unanimously approved our acquisition by Lineage Power
Holdings, Inc. (Lineage), the parent company of Lineage Power Ohio Merger Sub, Inc. (Merger Sub). If the merger is
completed, each PECO II common share issued and outstanding at the effective time of the merger (other than shares
held by PECO II, Lineage, Merger Sub or a shareholder who is entitled to and who properly demands and perfects
statutory appraisal rights in compliance with all of the required procedures of Ohio law) will be converted into the
right to receive $5.86 in cash, without interest and less any applicable withholding tax.

We will hold a special meeting of PECO II shareholders at St. Joseph s Activity Center, 135 North Liberty Street,
Galion, Ohio, on Thursday, April 15, 2010, at 9:00 a.m. local time. At the special meeting, we will ask you to adopt
the merger agreement and the merger, and approve a proposal to adjourn the special meeting, if necessary or
appropriate, to solicit additional proxies in the event there are not sufficient votes at the time of the special meeting to
adopt the merger agreement and the merger.

Completion of the merger and the other transactions contemplated by the merger agreement is subject to a number of
conditions, including approval and adoption at the special meeting by our shareholders of the merger agreement and
the merger.

Your vote is very important. We cannot complete the merger and the other transactions contemplated by the merger
agreement unless this proposal is approved. The obligations of PECO II and Lineage to complete the merger are also
subject to the satisfaction or waiver of various other conditions to the merger. More detailed information about the
merger agreement and the merger is contained in this proxy statement.

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 merger, the
merger agreement and the proposals which require your favorable vote.

The board of directors has carefully reviewed and considered the terms of the merger agreement, has consulted with
its legal and financial advisors and has determined that the merger agreement, the merger and the transactions
contemplated thereby are in the best interests of PECO II and its shareholders. Accordingly, the Board has
unanimously approved the merger agreement, the merger and the various transactions contemplated in such
agreement and unanimously recommends that you vote FOR the adoption of the merger agreement and the
merger, and FOR the proposal allowing us to adjourn the special meeting, if necessary, to solicit additional
proxies.

This proxy statement is dated March 16, 2010, and is first being mailed to shareholders on or about March 18, 2010.

On behalf of the directors and management of PECO II, I would like to thank you for your continued support and
confidence.

Sincerely yours,
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John G. Heindel
Chairman of the Board, President,

Chief Executive Officer, Chief Financial Officer and
Treasurer
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PECO II, INC.
1376 STATE ROUTE 598
GALION, OHIO 44833

NOTICE OF SPECIAL MEETING OF SHAREHOLDERS

Notice is Hereby Given that a Special Meeting of Shareholders of PECO II, Inc. ( PECO II ) will be held at St. Joseph s
Activity Center, 135 North Liberty Street, Galion, Ohio, on Thursday, April 15, 2010, at 9:00 a.m. local time, for the
following purposes:

1. To consider and vote upon a proposal to adopt the Agreement and Plan of Merger, dated as of February 18, 2010,
by and among PECO II, Lineage Power Holdings, Inc., a Delaware corporation, and Lineage Power Ohio Merger Sub,
Inc., an Ohio corporation and a wholly-owned subsidiary of Lineage, and the merger.

2. To consider and vote on a proposal to adjourn the special meeting, if necessary or appropriate, to solicit additional
proxies in the event that there are not sufficient votes at the time of the special meeting to adopt the merger agreement
and the merger.

3. To consider and act upon any other matters which may properly come before the special meeting or any
adjournment or postponement thereof.

Holders of common shares of record at the close of business on March 16, 2010 are entitled to receive notice of and to
vote at the special meeting. Shareholders may obtain directions to the annual meeting by visiting our website:

WWW.peco2.com.

Your vote is important. The affirmative vote of the holders of a majority of the outstanding PECO II common
shares is required to adopt the merger agreement and the merger. Even if you do not plan to attend the special
meeting in person, we request that you complete, sign, date and return the enclosed proxy and thus ensure that
your shares will be voted at the special meeting if you are unable to attend. You may vote over the Internet, by
telephone or by submitting your proxy by mail. For specific instructions, please refer to The Special Meeting
Required Vote beginning on page 17 of the proxy statement and instructions on your proxy card. If you sign, date and
mail your proxy card without indicating how you wish to vote, your proxy will be voted in favor of the adoption of the
merger agreement and the merger and the proposal to adjourn the meeting, if necessary or appropriate, to solicit
additional proxies. If you fail to return your proxy card or vote by phone or Internet, the effect will be that your shares
will not be counted for purposes of determining whether a quorum is present at the special meeting and, if a quorum is
present, will have the same effect as a vote against the adoption of the merger agreement and the merger. If you are a
shareholder of record and you attend the special meeting and wish to vote in person, you may withdraw your proxy
and vote in person. Please note, however, if your shares are held of record by a broker, bank or other nominee and you
wish to vote at the meeting, you must obtain from the record holder a proxy issued in your name.

The PECO II board of directors unanimously recommends that shareholders vote FOR the adoption of the merger
agreement and the merger at the special meeting and FOR the proposal to adjourn the meeting, if necessary or
appropriate, to solicit additional proxies.

By Order of the Board of Directors,

Eugene Peden
Senior Vice President, Operations and Secretary

Table of Contents 6
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Please fill in and sign the enclosed proxy and
return the proxy in the enclosed envelope.
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CAUTIONARY STATEMENT CONCERNING FORWARD LOOKING STATEMENTS

This proxy statement contains or incorporates by reference a number of statements that involve risks and uncertainties

and that constitute 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, including, but not limited to, statements concerning the

ability of PECO II to successfully complete the merger. These statements relate to expectations concerning matters

that are not historical facts. Forward-looking statements often, although not always, include words or phrases like will
likely result, expect, will continue, anticipate, estimate, intend, plan, project, outlook, believe or si
These forward-looking statements are subject to various risks, uncertainties and assumptions 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. Other risks and
uncertainties to which we are subject are discussed in our reports filed with the SEC under the caption Risk Factors

and elsewhere, including, without limitation, our Annual Report on Form 10-K for the year ended December 31, 2008
(filed March 31, 2009); and our Quarterly Reports on Forms 10-Q for the fiscal quarter ended March 31, 2009 (filed

May 15, 2009); for the fiscal quarter ended June 30, 2009 (filed August 14, 2009); and for the fiscal quarter ended
September 30, 2009 (filed November 13, 2009), and the following:

risk associated with the closing of the merger, including the possibility that the merger may not occur due to
the failure of the parties to satisfy the conditions in the merger agreement;

the failure of PECO II to obtain the required shareholder approval;

the occurrence of events that would have a material adverse effect of PECO II as described in the merger
agreement; and

the effect of the announcement of the merger on our customer and supplier relationships, operating results, and
business generally, including our ability to retain key employees.

Our shareholders are cautioned not to put undue reliance on any forward-looking statements. The statements made in
the proxy statement represent our views as of the date of this proxy statement, and it should not be assumed that the
statements made herein remain accurate as of any future date. Except as otherwise required by law, we do not assume
any obligation to update any forward-looking statements.

Table of Contents 11
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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, including the
merger agreement which is attached as Appendix A and incorporated by reference in this proxy statement. Items in
this summary include page references directing you to more complete descriptions of such items. All information
contained in this proxy statement was prepared and supplied by PECO II, except for descriptions of the business of
Lineage Power Holdings, Inc. ( Lineage ) and Lineage Power Ohio Merger Sub, Inc. ( Merger Sub ) contained in
the summary below under the heading Parties to the Merger, which descriptions were supplied by Lineage. In this
proxy statement, the terms PECO I, PECO, Company, we, our, ours, and us referto PECO I,
Inc. and its subsidiaries. You may obtain the information incorporated by reference into this proxy statement without
charge from PECO II by following the instructions in the section entitled Where You Can Find More Information
beginning on page 57.

The Merger (page 18)

The proposed transaction is the acquisition of PECO II by Lineage Power Holdings, Inc., a Delaware
corporation, pursuant to an Agreement and Plan of Merger, dated as of February 18, 2010, among PECO II,
Lineage and Merger Sub. Once the merger agreement and the merger have been adopted by our shareholders
and the other closing conditions under the merger agreement have been satisfied or waived, Merger Sub, a
wholly-owned subsidiary of Lineage, will merge with and into PECO II. PECO II will be the surviving
corporation in the merger and will become a wholly-owned subsidiary of Lineage.

Upon completion of the merger, you will be entitled to receive $5.86 in cash, without interest and less any
applicable withholding tax, for each common share that you own (unless you properly demand and perfect
statutory appraisal rights in compliance with all of the procedures under Ohio law).

The merger agreement is attached as Appendix A to this proxy statement. You are encouraged to carefully read
the merger agreement in its entirety because it is the legal document that governs the merger.

The Parties to the Merger (page 15)

PECO1I, Inc.
1376 State Route 598
Galion, Ohio 44833

We are an Ohio corporation headquartered in Galion, Ohio that provides engineering and on-site installation
services and that designs, manufactures, and markets communications power systems and power distribution
equipment. Additional information about us is included in documents incorporated by reference in this proxy
statement. See Where You Can Find More Information on page 57.

Lineage Power Holdings, Inc.

601 Shiloh Road
Plano, Texas 75074

Table of Contents 12
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Lineage, a Delaware corporation and a Gores Group Company, is a provider of reliable and intelligent power
conversion solutions with energy-efficient AC-DC power supplies, DC-DC board-mounted power modules,

telecom energy systems, and custom power products backed by local field expertise in over 25 locations
worldwide.
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Lineage Power Ohio Merger Sub, Inc.
c/o The Gores Group, LLC

10877 Wilshire Blvd., 18th Floor

Los Angeles, CA 90024

Merger Sub is an Ohio corporation and a wholly owned subsidiary of Lineage. Merger Sub was organized
solely for the purpose of entering into the merger agreement with PECO II and completing the merger and has
not conducted any business operations. Merger Sub currently has no material assets or liabilities, other than its
rights and obligations under the merger agreement and the related documents, and has not generated any
revenues or incurred material expenses other than expenses related to the merger.

The Special Meeting
Date, Time, Place and Purpose of Special Meeting (page 16)

The special meeting will be held at St. Joseph s Activity Center, 135 North Liberty Street, Galion, Ohio, on
Thursday, April 15, 2010, at 9:00 a.m. local time.

You will be asked to adopt the merger agreement and the merger. The merger agreement provides that Merger
Sub will be merged with and into PECO II, and each outstanding PECO II common share (other than shares
held by PECO II, Lineage, or Merger Sub or dissenting shares) will be converted into the right to receive $5.86
in cash, without interest and less any applicable withholding tax.

You will be also be asked to approve a proposal to adjourn the special meeting, if necessary or appropriate, to
solicit additional proxies in the event there are not sufficient votes at the time of the special meeting to adopt
the merger agreement and the merger and to transact such other business as may properly come before the
special meeting, or any postponement or adjournment thereof.

Record Date and Quorum (page 16)

You are entitled to vote at the special meeting if you owned PECO II common shares at the close of business
on March 16, 2010, the record date for the special meeting. You will have one vote for each PECO II common
share that you owned on the record date. As of the record date, there were 2,859,466 PECO II common shares
outstanding and entitled to vote.

A quorum of the holders of the outstanding common shares must be present for the special meeting to be held.
A quorum is present if the holders of a majority of the outstanding PECO II common shares entitled to vote are
present at the meeting, either in person or represented by proxy. Abstentions and broker non-votes are counted
as present for the purpose of determining whether a quorum is present. A broker non-vote occurs on an item
when a broker is not permitted to vote on that item without instructions from the beneficial owner of the shares
and no instructions are given.

Required Vote (page 17)

For us to complete the merger, shareholders holding at least a majority of our common shares outstanding at
the close of business on the record date must vote  FOR adoption of the merger agreement and the merger.

Table of Contents 14
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No additional vote of Lineage s shareholders is required in connection with the merger agreement or the
consummation of the merger.

To be able to adjourn the meeting, if necessary, to solicit additional proxies in favor of the adoption of the
merger and the merger agreement, shareholders holding at least a majority of our common shares entitled to
vote thereon present in person or by proxy at the meeting must vote FOR the proposal to adjourn the meeting.

4
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Share Ownership of Directors and Executive Officers (page 55)

As of the record date, the current directors and officers of PECO II beneficially owned in the aggregate
592,717 shares (excluding options), representing approximately 20.7% of our outstanding common shares.

Voting and Proxies (page 17)

Any PECO Il registered shareholder (meaning a shareholder that holds stock in its own name) entitled to vote
may vote over the Internet, by telephone, or by submitting the enclosed proxy card by mail, or may vote in
person by appearing at the special meeting. If your shares are held in street name by your broker, you should
instruct your broker on how to vote your shares using the instructions provided by your broker.

Revocability of Proxy (page 17)

Any PECO II registered shareholder who executes and returns a proxy card may revoke the proxy at any time
before it is voted in any of three ways:

by delivering a written revocation, dated after the date of the proxy that is being revoked, to the Secretary of
PECO II at 1376 State Route 598, Galion, Ohio 44833;

by delivering a later-dated proxy relating to the same shares to the Secretary of PECO II at the above
address; or

by attending the special meeting and voting in person by ballot.
When the Merger Will be Completed (page 48)

We are working to complete the merger as soon as possible. In the event of the adoption of the merger
agreement and the merger by our shareholders, and the satisfaction or waiver of the other closing conditions
provided for in the merger agreement, we anticipate completing the merger shortly following the special
meeting and, in any case, by July 19, 2010, unless the parties agree to extend the time for closing the merger
and the other transactions contemplated by the merger agreement.

Effects of the Merger (page 18)

If the merger agreement and the merger are adopted by our shareholders and the other conditions to closing are
satisfied, Merger Sub will be merged with and into PECO II, with PECO II being the surviving corporation.
Upon completion of the merger, PECO II common shares will be converted into the right to receive $5.86 per
share, without interest and less any applicable withholding tax. Following completion of the merger, our
common shares will no longer be traded on the NASDAQ Capital Market ( NASDAQ ), will be deregistered
under the Securities Exchange Act of 1934, as amended (the Securities Exchange Act ), and will no longer be
publicly traded. PECO II will be a wholly-owned subsidiary of Lineage, and our current shareholders will
cease to have any ownership interest in PECO II and will not have any ownership rights in Lineage. Therefore,
you will not participate in any future earnings or growth of PECO II and will not benefit from any appreciation
in value of PECO II.

Board Recommendation (page 22)

Table of Contents 16
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After careful consideration, our board of directors has determined, by unanimous vote, that the proposed
merger of Merger Sub, a wholly-owned subsidiary of Lineage, with and into PECO II, wherein each
outstanding common share, except for shares owned by PECO II, Lineage, Merger Sub or dissenting shares,
will be converted into the right to receive $5.86 in cash, without interest and less any applicable withholding
tax, is in the best interest of PECO II and its shareholders. Our board of directors unanimously recommends
that you vote  FOR the adoption of the merger agreement and the merger.

5
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Our board of directors unanimously recommends that you vote FOR the proposal allowing our board of
directors to adjourn the special meeting, if necessary or appropriate, to solicit additional proxies in the event
that there are not sufficient votes at the time of the special meeting to adopt the merger agreement and the
merger.

Permission to Adjourn the Special Meeting (page 56)

In order to consummate the merger and the other transactions contemplated by the merger agreement, the
proposal to adopt the merger agreement and the merger must first be approved by our shareholders. If there are
insufficient votes at the time of the special meeting to approve such proposal, 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.

Financial Advisor Opinion (page 24 and Appendix B)

Western Reserve Partners, LLC ( Western Reserve ), our financial advisor, delivered its opinion to our board of
directors to the effect that, as of February 18, 2010, and based upon and subject to the assumptions, limitations,
and qualifications contained in its written opinion, the merger consideration of $5.86 per share to be received

by our shareholders pursuant to the merger agreement is fair, from a financial standpoint, to our shareholders.

The full text of the written opinion of Western Reserve, which sets forth the assumptions made, procedures
followed, matters considered, and qualifications and limitations on the review undertaken by Western Reserve
in rendering its opinion, is attached as Appendix B to this proxy statement and incorporated herein by
reference. Holders of PECO II common shares are urged to, and should, read the opinion carefully and in its
entirety. Western Reserve provided its opinion for the information and assistance of PECO II s board of
directors in connection with its consideration of the merger. The Western Reserve opinion addresses only the
fairness, from a financial point of view, of the merger consideration to be received by the holders of PECO II
common shares. The Western Reserve opinion does not address PECO Il s underlying business decision to
enter into the merger agreement or any other aspect of the proposed merger and does not constitute a
recommendation as to how any holder of PECO II common shares should vote or act with respect to the merger
agreement and the merger or any other matter.

Treatment of Stock Options (page 39)
All outstanding PECO II stock options, as of immediately prior to the effective time of the merger, shall
terminate and thereafter represent the right to receive an amount in cash, if any, less applicable tax

withholding, equal to the product of:

the number of our common shares previously subject to each option as of immediately prior to the
effective time of the merger, multiplied by

the excess, if any, of $5.86 over the exercise price per common share previously subject to such option.
No holder of an outstanding PECO II stock option that has an exercise price that is equal to or greater than

$5.86 shall be entitled to any payment with respect to the terminated stock option before or after the effective
time of the merger.
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As of the date of this proxy statement, there are no outstanding PECO II stock options with an exercise price
less than $5.86 per share and, thus, we do not expect to make payments to any holder of outstanding PECO II
stock options upon termination of such options upon or following the merger.

6
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Interests of PECO II s Directors and Executive Officers in the Merger (page 30)

Our directors and executive officers may have interests in the merger that are different from, or in addition to,
yours, including the following:

The merger agreement provides for indemnification of our current and former directors and officers for six
years following the effective time of the merger, as well as the purchase of an endorsement under PECO

IT s current directors and officers insurance coverage covering his or her service to PECO II as a director or
officer with tail coverage for six years following the effective time of the merger.

All outstanding PECO 1I stock options held by our directors and officers will vest and be accelerated in
connection with the merger; however, we do not expect to make any cash payments upon termination of
such options as of immediately prior to the effective time of the merger because no such options have an
exercise price that is less than $5.86 per share.

If, within six months following the merger, our chief executive officer, Mr. Heindel, terminates his
employment for any reason or the surviving corporation terminates his employment for any reason other
than for cause, Mr. Heindel is entitled to receive two times the sum of: (1) his annual salary in effect on
the date of termination, (2) the cash value of the annual restricted stock grant to Mr. Heindel, measured as
of the grant date, and (3) the annual or incentive bonus earned by Mr. Heindel in the most recently
completed fiscal year. In addition, upon any such termination, Mr. Heindel is entitled to the continuing
payment of his family COBRA health insurance coverage for a maximum of 18 months from the date of
termination, and his stock options will immediately vest 100% and may be exercised for a period of

12 months from the termination date.

If, within six months following the merger, our Senior Vice President, Operations and Secretary, Eugene
Peden, terminates his employment for good reason (as defined in his amended employment letter
agreement), or if within twelve months following the merger, the surviving corporation terminates his
employment, Mr. Peden is entitled to receive cash compensation equivalent to one year s base pay, and his
stock options and restricted stock will immediately vest 100% and may be exercised for a period of

90 days from the termination date.

Two members of our board of directors, James L. Green and Matthew P. Smith (or entities or trusts
controlled by them), are obligated under a voting agreement to vote their shares in favor of the merger.

Our directors were aware of these interests and considered them, among other matters, in making their
unanimous recommendation with respect to the merger agreement and the merger.

Voting Agreement (page 51)

The Green Family Trust U/A/D 03/16/1995, the Green Charitable Trust U/A/D 05/09/01, Matthew P. Smith,
Linda H. Smith, Ashwood I, LLC, and Ashwood II, LLC, all of which are shareholders and beneficial owners
of our common shares, have entered into a voting agreement dated February 18, 2010, a copy of which is
attached as Appendix C to this proxy statement.

Pursuant to the voting agreement, each such shareholder has agreed, among other things, to vote his, her or its

shares in favor of the merger, the merger agreement, and the transactions contemplated by the merger
agreement, and against any other transactions or proposals that would frustrate or impede the merger.
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These shareholders owned in the aggregate 481,926 PECO II common shares as of the record date for the
special meeting, representing approximately 16.9% of the votes entitled to be cast at the special meeting.
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Material United States Federal Income Tax Consequences (page 33)

If you are a U.S. holder of our common shares, the merger will be a taxable transaction to you. For United
States federal income tax purposes, you will recognize a gain or loss measured by the difference, if any,
between the cash you receive in the merger and your adjusted tax basis in your common shares. If you are a
non-U.S. holder of our common stock, the merger generally will not be a taxable transaction to you under
United States federal income tax laws unless you have certain connections to the United States. You should
consult your own tax advisor for a full understanding of the specific tax consequences of the merger to you in
light of your particular circumstances.

Regulatory Approvals (page 35)

We are unaware of any material federal, state or foreign regulatory requirements or approvals required for the
execution of the merger agreement or completion of the merger.

Procedure for Receiving Merger Consideration (page 38)

As soon as practicable after the effective time of the merger, a paying agent will mail a letter of transmittal and
instructions to each registered PECO II shareholder. The letter of transmittal and instructions will tell such
shareholders how to surrender their stock certificates or book-entry shares in exchange for the merger
consideration. Such shareholders should not return their stock certificates with the enclosed proxy card, and
should not forward their stock certificates to the paying agent without first receiving a letter of transmittal. If
your shares are held in street name by your broker, you will not receive a letter of transmittal, but will receive
instructions from your broker as to how to receive the merger consideration in exchange for your PECO II
common shares through your broker, unless you have properly demanded and perfected your appraisal rights.

No Solicitation of Transactions (page 44)

The merger agreement restricts our ability to solicit or engage in discussions or negotiations with third parties
regarding specified transactions involving PECO II. Notwithstanding these restrictions, under certain limited
circumstances required for our board of directors to comply with its fiduciary duties, our board of directors
may respond to a written proposal for a favorable third party proposal, change its recommendation of the
merger, and terminate the merger agreement and enter into an agreement with respect to a favorable third party
proposal after paying a $1,100,000 termination fee to Lineage.

Conditions to the Merger (page 48)

The consummation of the merger and the completion of the other transactions contemplated by the merger
agreement depends on a number of conditions being satisfied or waived, including adoption by our
shareholders of the merger agreement and the merger, no governmental entity having enacted, issued,
promulgated, enforced or entered any order or applicable law that has the effect of making the merger illegal or
otherwise challenging, restricting or prohibiting the consummation of the merger, and the satisfaction (or
waiver) of certain obligations of each of the parties to the merger agreement.

We expect to consummate the merger and the other transactions contemplated by the merger agreement during
the second quarter of 2010, 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 or appropriate, 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
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may re-circulate a new proxy statement and re-solicit the vote if material conditions to the consummation of
the merger and the other transactions contemplated by the merger agreement are waived.

Our shareholders must approve the proposal to adopt the merger agreement and merger for the merger
and the other transactions contemplated by the merger agreement to close.

8
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Termination of the Merger Agreement (page 49)

The merger agreement provides that we or Lineage may terminate the merger agreement before the closing of the
merger and the other transactions contemplated thereby in a number of circumstances.

Either we or Lineage may terminate the merger agreement if:
the parties mutually agree to terminate;
the closing has not occurred by July 19, 2010;
if consummation of the merger would violate any final, non-appealable order of a governmental entity; or
we fail to obtain shareholder approval of the proposals described in this proxy statement.
In addition, we may terminate the merger agreement if:
Lineage or Merger Sub materially breaches any representation, warranty, or covenant contained in the merge

agreement and such breach is not capable of being cured or is not cured within 10 days of notice of such
breach;

r

we give notice to Lineage of our intention to accept a superior proposal (as defined in the section entitled The

Merger Agreement Board Recommendation; No Solicitation of Alternative Proposals below); or
if certain other closing conditions are not satisfied or waived.
Finally, Lineage or Merger Sub may terminate the merger agreement if:
we materially breach any representation, warranty, or covenant contained in the merger agreement and such
breach is not capable of being cured or is not cured within 20 business days of notice of such breach (in the
case of a breach of representation or warranty) or 10 calendar days of notice of such breach (in the case of a
breach of covenant); or
any of the following shall have occurred:
our board of directors shall for any reason withdraw or shall have modified in a manner adverse to
Lineage, its approval or recommendation of the merger or the matters to be considered at the special
meeting;
our board of directors shall have approved or recommended a different acquisition proposal; or
our board of directors fails to timely affirm (publicly if so requested) its recommendation to our
shareholders to vote in favor of the adoption of the merger agreement and the merger within 10 business

days after Lineage requests in writing that such recommendation be affirmed.

Termination Fees and Expenses (page 49)
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Under the terms of the merger agreement, PECO II must pay a termination fee of $1,100,000 to Lineage under
certain circumstances, including, but not limited to:

if our board of directors has determined to recommend to our shareholders that they approve a different
acquisition proposal; or

in certain situations, if PECO II enters into a definitive agreement to consummate an acquisition proposal
within 12 months after the termination of the merger agreement.

Market Price of PECO II s Common Shares (page 53)
Our common shares are traded on the NASDAQ Capital Market under the symbol PIIl. On February 17, 2010,
which was the last trading day before we ann