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With the exception of historical facts stated heréne following discussion may contain forwardkiom statements regarding events and
financial trends, which may affect Digital Powetlture operating results and financial positionclsatatements are subject to risks and
uncertainties that could cause Digital Power'sala®sults and financial position to differ mat#yidrom those anticipated in such forward-
looking statements. Factors that could cause aptsalts to differ materially include, in addititmother factors identified in this report, the
fact that we have experienced losses from our ¢ipes that the power supply industry, in gendnak experienced an economic down turn
and our dependence on our manufacturing subcoatsaict Mexico and China, all of which factors ae¢ frth in more detail in the sections
entitled "Certain Considerations" and "Managemebiggussion and Analysis or Plan of Operation” mer@eaders of this report are
cautioned not to put undue reliance on "forwarciog" statements which are, by their nature, uraieras reliable indicators of future
performance. Digital Power disclaims any intenbbligation to publicly update these "forward loolirstatements, whether as a result of
information, future events, or otherwise.

As used in this annual report, the terms "we,""'Usur," the "Company," or "Digital Power" mean [ty Power Corporation and its
subsidiaries unless otherwise indicated.

PART I.
Item 1. Description of Business
General

Digital Power designs, develops, manufactures, ataylkand sells switching power supplies to thectatenunications, datacom, test and
measurements equipment manufacturers. We are f@@ali corporation originally formed in 1969. Owrporate office, which contain our
administrative, selling, and engineering functiaedpcated in Fremont, California. In additiongidal Power has a wholly-owned subsidiary
located in Salisbury, England, named Digital Polierited, which designs, manufactures and sells petslfor the European marketplace,
including power conversion products for naval arilitany applications and DC/AC inverters for thdeigsommunications industry under the
label Gresham Power Electronics.

We primarily sell our switching power supplies be ttelecommunications, datacom, test and measutemguipment manufacturers. Both in
North America and Europe, these industries havemasipced reductions in sales that have adverstdgtafl our operations and financ
condition. As a result, we incurred an operatirgslduring the year ended December 31, 2002. Fugher to September 30, 2002, almos
of our manufacturing was conducted at a 16,000reqgia®t facility operated by our wholly owned suhary, Poder Digital, S.A. de C.V.
("Poder Digital"), located in Guadalajara, Mexitm September 30, 2002, we sold Poder Digital toitaltparty Mexican subcontractor. This
sale was part of our overall cost reduction styatdpwing us to reduce unit costs in Mexico wtlslgfting more production to China. Going
forward, Digital Power has the option of purchagimgducts from the Mexican subcontractor at reduggtprices, but with no related fixed
expenses. Alternatively, if volumes are higher bomgjer lead times are acceptable by the customedupts can be purchased from Chinese
subcontractors at even lower prices.

Power supplies are critical components of electreqguipment that supply, convert, distribute arglitate electrical power. The various
subsystems within



electronic equipment require a steady supply adaicurrent (DC) electrical power, usually at diéiet voltage levels from the other
subsystems within the equipment. In addition, fleeteonic components and subsystems require protefrtbm the harmful surges and drops
in electrical power that commonly occur over poviges.

Power supplies satisfy these issues of allocatimhpaiotection by (i) converting alternating curréC) electricity into DC; (ii) by dividing a
single input voltage into distinct and isolatedpuitvoltages; and (iii) by regulating and maintaghsuch output voltages within a narrow
range of values.

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

One of the great advantages of switching power Isegpn addition to the high efficiency, is theigh power density, or power-to-volume
ratio. This density is the result of the reductiothe size of the various components. Our swiighiawer supply products have a high power
density and are generally smaller than those ofpetitors.

Another advantage of our power supply productkésflexibility of design. We have designed the baselel power supply products so that
they can be quickly and inexpensively modified addpted to the specific power supply needs of @yl Orhis "flexibility" approach has
allowed us to provide samples of modified powengdigg to OEM customers in only a few days aftetiahconsultation, an important
capability given the emphasis placed by OEMs anétto market.” This "flexibility" approach also wdts in very low non-recurring
engineering (NRE) expenses. Because of reduceddyBénses, we do not generally charge our OEM cugtofor NRE related to tailoring
a power supply to a customer's specific requiremélttis gives us a distinct advantage over our atitgps, many of whom do charge their
customers for NRE expenses. Our marketing stratetgyexploit this combination of high power degsiesign flexibility and short time-to-
market to win an increasing share of the power lsup@arket.

In addition to the line of proprietary productsestfd, and in response to requests from OEMSs, veepatsride "value-added services." The
term "value-added services" refers to our incorfionsof an OEM's selected electronic componentslosares and cable assemblies with our
power supply products to produce a power subassetimdl is compatible with the OEM's own equipmeamd apecifically tailored to meet the
OEM's needs. We purchase parts and componenthéh@®EM itself would otherwise attach to or intagraith our power supply, and we
provide the OEM with that integration and instatiatservice, thus saving the OEM time and money.béleve that this value-added service
is well-suited to those OEMs who wish to reducérthendor base and minimize their investment in nfacturing which leads to increased
fixed costs.



Based on the value-added services, the OEMs doe®at to build assembly facilities to manufactuedrtbwn power subassemblies and thus
are not required to purchase individual parts froemy vendors.

Telkoor Telecom Ltd.

On November 20, 2001, we completed a securitieshaise agreement with Telkoor Telecom Ltd. ("Telkbelecom™). Under the securities
purchase agreement, Telkoor Telecom acquiredZ90Q000 shares of common stock (ii) a warrant teipase an additional 900,000 share
common stock at $1.25 per share; and (iii) a wat@purchase an additional 1,000,000 shares ofmamstock at $1.50 per share for the
aggregate purchase price of $1,250,000. Telkoacbeh's initial investment of 1,250,000 shares rggmts approximately 28% of the
outstanding shares, with the right to increase thwhership to 49% assuming all of the warrantsexercised. The 900,000 share warrant
expire sixty (60) days after Digital Power filesstirorm 10-KSB for the year ending December 31 2288d the 1,000,000 share warrant will
expire on December 31, 2003.

Digital Power is currently negotiating with Telkobelecom to purchase additional shares of comnumkstin lieu of exercising its warrant
for 900,000 shares of common stock to provide &mtuit working capital. There are no assurancesttigasale will occur.

Telkoor Telecom is primarily engaged in developimgrketing and selling power supplies and powetesys for the telecommunication
equipment industry. Consistent with our total aestuction efforts, and taking advantage of Telkbelecom's strong engineering team, we
have and will continue to engage Telkoor Telecorassist us in new product development. Furtheinduhe year ended December 31,
2002, we began promoting and distributing Telkoele€om's products in the United States and Europeakets. This effort generated sales
of approximately 3% of our revenues for 2002. Wechase Telkoor Telecom's products to be resoldahsonable mark-up. We intend to
continue to sell Telkoor Telecom's products infiitare to supplement our line of products.

Digital Power Limited

In 1998, we acquired the assets of Gresham PoweetrBhics. Headquartered in Salisbury, Englandit@li§ower Limited designs,
manufactures and distributes switching power segplininterruptible power supplies and frequenaweders for the commercial and
military markets under the name Gresham Power igleicts. Uninterruptible power supplies (UPS) areicks that are inserted between a
primary power source and the primary power inpuhefelectronic equipment to be protected for tingppse of eliminating the effects of
transient anomalies or temporary outages. A UPSistmof an inverter that is powered by a battkay ts kept trickle-charged by rectified
AC from an incoming power line. In the event of@yer interruption, the battery takes over withdwg boss of even a fraction of a cycle in
AC output of the UPS. The battery also providegqution against transients. A frequency convegemi electronic unit for speed control of a
phase induction motor. The frequency convertersufzatured by Digital Power Limited are used to cema warship's generated 60 cycle
electricity supply to 400 cycles. This 400 cycl@ply is used to power critical equipment such asstip's gyro, compass and weapons
systems. The acquisition of Gresham Power Eleatsomas diversified our product line, provided geeaiccess to the United Kingdom and
European markets and strengthens our engineerthteahnical resources. For the year ended Decegih@002, Digital Power Limited
contributed approximately 50% to our gross revenues

The Market

Geographically, we primarily serve the North Amariqgpower electronics market with AC/DC power suggkind DC/DC converters ranging
from 50 watts to 750 watts of total output poweigifal Power Limited serves the United Kingdom
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and the European marketplace with AC/DC power sapplninterruptible power supplies and frequemexiters. Both commercial and
government (Ministry of Defense) markets are sefwe®igital Power Limited.

Customers

Our products are sold domestically and in Canadautfh a network of manufacturers' representatinelsdistributors. Our customers can
generally be grouped into three broad industriessisting of the telecommunication, datacom andsm&snent equipment manufacturers.
We have a current base of over 150 active customelsgding Dot Hill, Salmon Falls, Harmonics, Lu¢érechnology and Symetrix, Inc.

Digital Power Limited's products are sold primaiitythe UK and to a lesser extent in Europe. Didgitawer has been particularly successful
in securing an export market in Spain for its deéeproducts. In the UK, our main customers inclindeUK Ministry of Defense, BAE
Systems, Vosper Thornycroft, Bacock Defense, Ukelgpsr and Commonwealth Office Siemens and Marspé#dldn Mainland Europe, we
sell directly to IZAR in Spain and Emerson in Swedé/e sell power supplies through a network of fpeen distributors with our greatest
strength in Germany and Scandinavia.

Strategy

Our strategy is to be the supplier of choice to GERyuiring a high-quality power solution wheressirapid modification and time-to-market
are critical to business success. Target markehsets include telecommunications, datacom, teshagsurement equipment manufactul
while many of these segments would be charactedgembmputer-related, we do not participate inpgrsonal computer (PC) power supply
market because of the low margins arising out efigh volume and extremely competitive natureéhat tarket.

We intend to continue our sales primarily to erigtcustomers while simultaneously targeting salestv customers. We believe that our
"flexibility" concept allows customers a unique @®between our products and products offered bgrqtower supply competitors. OEMs
have typically had to settle for a standard powpdy product with output voltages and other feasupredetermined by the manufacturer.
Alternatively, if the OEM's product required a difént set of power supply parameters, the OEM waedl to design this modification in-
house, or pay a power supply manufacturer for soouproduct. Custom-designed power supplies areldpment-intensive and require a
great deal of time to design, develop and manufactherefore, only OEMs with significant volum&uérements can economically justify -
expense and delay associated with their produdtiorthermore, because virtually every power congarproduct intended for use in
commercial applications requires certain indepehdafety agency testing at considerable expensh,asiby Underwriters Laboratories, an
additional barrier is presented to the smaller OBW offering OEM customers a new choice with DigRawer's "flexibility" series, we
believe we have an advantage over our competidus!'flexibility" series is designed around a starttized power platform, but allows the
customer to specify output voltages tailored te@iact requirements within specific parameterstifemmore, OEMs are seeking power
supplies with greater power density and highecidficy. Digital Power's strategy in respondinghis iemand has been to offer increasingly
smaller power supply units or packages.



Product Strategy and Products

We have ten series of base designs from which #maissof individual models can be produced. Eadeséas its own printed circuit board
(PCB) layout that is common to all models withie series regardless of the number of output vadtéiypically one to four) or the rating of
the individual output voltages. A broad range dfpoti ratings, from 2.0 volts to 48 volts, can bedarced by simply changing the power
transformer construction and a small number of wutpmponents. Designers of electronic systemsletarmine their total power
requirements only after they have designed theeeystelectronic circuitry and selected the comptmenbe used in the system. Given that
the designer has a finite amount of space forysm and may be under competitive pressure thdureduce its size, a burden is placed on
the power supply manufacturer to maximize the pasessity of the power supply. A typical power syppbnsists of a PCB, electronic
components, a power transformer and other elecgaptac components, and a sheet metal chassisafderlcomponents are typically
installed on the PCB by means of pin-through-hskeably where the components are inserted intalyilied holes and soldered to electri
circuits on the PCB. Other components can be athththe PCB by surface mount interconnectionrteldgy (SMT) which allows for a
reduction in board size because the holes areredien and components can be placed on both sidke bbard. Our US100 series is an
example of a product using this manufacturing tetdgy.

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

The US50 series of power supplies consists of catmpaonomical, high efficiency, open frame switshthat deliver up to 50 watts of
continuous power or 60 watts of peak power, frora tmfour outputs. The 90-264 VAC universal inpllavas them to be used worldwide
without jumper selection. Flexibility options inde power good signal, an isolated V4 output, an844L(2nd Ed.) safety approval. All US
series units are also available in 24VDC, or 48ViBguts. The optional DC input unit (DP50 series)ntains the same pin-out, size and
mounting as the US50 series.

The US70 series of power supplies is similar toll®®0 series, a compact, economical, highly effigiepen frame switcher that delivers up
to 65 watts with a 70 watt peak. This unit is offgrith one to four outputs, a universal inputddtem 90 to 264 VAC, and is only slightly
larger than the US50 series. The US70 seriesfreiftiated from competitive offerings by virtueitsf smaller size, providing up to four
outputs while competitors typically are limitedttoee outputs. Flexibility options include coveower good signal, an isolated V4 output and
UL544 (2nd Ed.) medical safety approval. The DRs7/the same as the US70 except the input is 48 B@tsThis type of product is ideal for
low profile systems, with the power supply measy@mR" x 5" x 1.5".

The US100/DP100 was the industry's smallest 100 swatcher when originally introduced. Measurindyo®" x 3.3" x 1.5", this series
delivers up to 100 watts of continuous power or W2@ peak power, from one to four outputs. The28@VAC universal input allows them
to be used worldwide. This product is ideal in &glons where OEMs have upgraded their systemsiiniag an additional 30-40 watts of
output power but being unable to accommodate @&tamgit. The US100 fits in the same form factor dods not require any tooling or
mechanical changes by the OEM. Flexibility optiomdude a cover and adjustable post regulators ®and/or V4 outputs and UL2601-1
(2nd Ed.) medical safety approval. Fully customigeatiels are also



available. All US100 series units are also avadahbith 12VDC, 24VDC, or 48 VDC inputs. This optidfzC input unit (DP100) maintains
the same pin-out, size, and mounting as the US&68ss

The US250 series consists of economical, highiefiwy, open frame switchers that deliver up to @afts of continuous power or 300 watts
of peak power, from one to four outputs. The 116X28C auto-selectable input allows them to be useddwide. Flexibility options include

cover, power fail/power good signal, enable/inhiaitd an isolated V3 output. All US250 series uaitsalso available with 12VDC, 24VDC
or 48VDC inputs. This optional DC input unit (DP25%0aintains the same pin-out, size, and mountinhes)S250 series.

The UP300 series consists of economical, highieffiy, open frame switchers that deliver up to @@#ts of continuous, or 325 watts of
peak power, from one or two outputs. The 115/230\&A-selectable input allows them to be used wodd. On-board EMI filtering is a
standard feature. Flexibility options include aeg\power fail/power good signal, and an isolated @utput. This product can be used in
network switching systems or other electronic gystevhere a lot of single output current, such &@524 or 48 volt current might be
required.

The UPF150/DP150 series is an ofiemme switcher that delivers up to 150 watts oftcwous power from one to four outputs. In respdo:
market condition for more functionality, the UPFO15as both power factor correction and a Class B fittdr as standard features. All
UPF150 series units are available with 24VDC or B8nputs. This optional DC input unit (DP150) ntains the same pin-out, size, and
mounting as the UPF150 series.

The UPF 300 watts delivers up to 300 watts from @msvo outputs and also includes power factorexion and measures 8" x 4.5" x 2".

Four of our new product offerings resulting fronr strategic relationship with Telkoor Telecom dre €F175, eF306, CPCIl AC-3U-200 and
CPCI AC-6U-400. The last two products address thm@actPCl market place. The eF175 is a power facioected switching power
supply, offering the smallest footprint in the isthy at 5" x 3.3" x 1.5". Also with the industrngmallest footprint is the eF306, which deliv
up to 300 watts in a form factor of 6.8" x 3.8" X'l

The new 1.8KW Strongbox(R) is a single output frentl with 12C databus. It features 3 x 600 watseties. The Strongbox is available in
24V, and 48V outputs with active power factor cotien.

Gresham Products
Gresham designs and manufactures a wide rang®addigts for Naval applications. These include:

Static Frequency Converters - typically convertgpStsupply from 50/60Hz to 400Hz for gyros and p@as systems. Power range from
1kVA to 35kVA.

DC Systems - converts main Ship's supply to 24VDiaase systems normally supported by battery bagiroyide the vessel's emergency
DC supplies for machinery, communications and o#fssential services.

Transformer Rectifiers 28V to 400A. Ratings of 1@l d5kVA provide DC

7



power to enable the ship to start and service tygliers. Gresham's TRUs are in service with a numblavies, including the Royal Navy
and are designated by Westland Helicopters in stjgb&uper Lynx.

Inverters - 1kVA to 3.6 kVA typically convert DC @40V 3phase 60 Hz for communications and emergsenyices.

Circuit breaker monitoring and controls - modulgstem of controls for main circuit breakers baspdrudigital circuitry. Modules available
include over current, short circuit, low voltagegoand under frequency and an indicator modulenae used in submarine service.
Features include, intelligent switchmode DC/DC posugpplies in support of inboard submarine sonléey fboxes for secure communicatic
and navigation and signal panels - for the corgmal dimming of ship's external navigation lights.

Gresham also manufactures a range of commerciaiteng of its own design for telecoms applicatidreted at 250VA, 500VA and 1kVA
these convert either 24V or 48V DC to AC.

In addition to Digital Power and Telkoor Teleconogucts, Gresham distributes a wide range of comialddninterruptible power supplies.
Power ratings range from 500VA to 6kVA in a moduanfigurable range. Digital Power also specialiresirnkey high power solutions for
major business users. Typically configured withegators for the support of substantial instituticsystems, power ratings can extend to
300kVA.

Manufacturing Strategy

Consistent with our product flexibility strategyewim to maintain a high degree of flexibility inrananufacturing processes in order to
respond to rapidly changing market conditions. Tbmpetitive nature of the power supply industry piased continual downward pressure
on selling prices. In order to achieve low cost ofanturing with a labormtensive product, manufacturers have the opticaubdmating muc
of the labor out of their product or producing th@ioduct in a low labor cost environment. Givea tigh fixed costs of automation and the
resistance this places on making major product@dsinve believe that our flexible manufacturingtetgy is best achieved through a highly
variable cost of operation. In 1986, we establish@tholly owned subsidiary in Guadalajara, Mexie@$semble our products.

During the year 2000, our operating costs at thadalajara, Mexico manufacturing facility exceededmvenues. As a result we took steps
to reduce these operating costs, including thentpgif of a number of workers. On September 3022@0gital Power sold its Mexican
subsidiary, Poder Digital to a contract manufactioeated in Guadalajara, Mexico, in consideratd$20,000. As a result of this transaction
Digital Power recorded a capital gain of $280,483bsequent to this transaction, Digital Power &edourchaser signed a subcontractor
agreement. Under the agreement, Digital Power béméhe purchaser $ 50,000 to be paid in 24 mgritistallments, commencing January
1, 2003. The subcontracting agreement betweenatiep provides for manufacturing services to lmvioled by the purchaser at agreed upon
terms.

In addition, we have a vendor relationship withtRm/Source Corp. to manufacture our productsfacitity located in China on a turnkey
basis. Purchases from Fortron/Source are madegnirgupurchase orders. For the year ended Dece3db@002, Digital Power purchased
approximately 47% of its power supplies requireraghtough Fortron/SourceCorp.
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Digital Power Limited Manufacturing

Digital Power Limited is ISO9001-1 certified andevptes from a 25,000 sq. ft leased facility locate8alisbury U.K. The equipment
designed and manufactured in Salisbury is diffefiemh the power supplies produced in Mexico andn@hFull assembly, test and quality
assurance takes place in-house.

Sales and service support staff for the Europeamank of distributors for Digital Power Limited pdacts are located within the building
together with other functions such as Engineerimdj Administration.

Sales, Marketing and Customers

Digital Power markets its products through a neknairindependent manufacturer's representativesh Egpresentative organization is
responsible for managing sales in a particular gaagc territory. Generally, the representative éadusive access to all potential customers
in the assigned territory and is compensated bynuissions at 5% of net sales after the productifgpgldl, received and paid for by the
customer. Typically, either we or the represengativganization may terminate the agreement witde8& written notice.

In certain territories, we have entered into agressmwith distributors who buy and resell our prtgduFor the fiscal years ended December
31, 2002 and 2001, domestic distributor sales ageolufor 29.54% and 16.15%, respectively, of otaltsales. Over this same period, one
distributor accounted for 13.87%, and 12.62%, retyaly, of total sales. In general, the agreemaeuitis distributors are subject to annual
renewal and may be terminated upon 90 days wriitgice. Although these agreements may be termirategither party, in the event a
distributor decides to terminate its agreement wighwe believe that we would be able to contitngesiale of our products through direct s
to the customers of the distributor. Further, distiors are eligible to return up to 25% of thaieyous six-months purchases as a stock
rotation. In such an event, the distributor is ieglito place offsetting new orders equal to tHee/af the returned products. For the past t
years, stock rotations have not exceeded one pestéotal sales

Our promotional efforts to date have included paidiata sheets, feature articles in trade peritgjit@de shows and Internet Web sites. Our
future promotional activities will likely includgpace advertising in industry-specific publicatioagull-line product catalog, application no
and direct mail to an industry-specific mail list.

Our products are warranted to be free of defecta feeriod ranging from one to two years from ddtshipment. As of December 31, 2002
and 2001, our warranty reserve was $107,000 andl,$20, respectively. No significant warranty retumere experienced in either 2002 or
2001.

Competition

The merchant power supply manufacturing industhyigbly fragmented and characterized by intensepatition. Our competition includes
hundreds of companies located throughout the weddhe of whom have advantages over us in termebof land component costs and some
of who may offer products comparable in qualitptos. Many of our competitors, including PowerOfgesyn
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Technologies, Inc., ASTEC America, Lambda Electterdnd American Power Conversion have substangedigiter fiscal and marketing
resources and geographic presence than we do.dfeveuccessful in increasing our revenues, cotopetnay notice and increase
competition for our customers. We also face contipetirom current and prospective customers who degide to design and manufacture
internally the power supplies needed for their piais. Furthermore, certain larger OEMs tend toraattonly with larger power supply
manufacturers. This factor could become more probte to us if consolidation trends in the elecitsrindustry continue and some of the
OEMs to whom we sell our products are acquiredalogdr OEMs. To remain competitive, management besi¢hat we must continue to
compete favorably on the basis of value by progdidvanced manufacturing technology, offering siopeustomer service and design
engineering services, continuously improving gyaind reliability levels, and offering flexible aneliable delivery schedules. We believe
have a competitive position with our targeted consts who need a high-quality, compact product whah be readily modified to meet the
customer's unique requirements. However, therdearo assurance that we will continue to competeessfully in the power supply mark

Engineering and Product Development

Our research and development efforts are primdiilycted toward modification of our standard poaepply to provide a broad array of
individual models. Improvements are constantly $ug power density, modifiability and efficienayhile we attempt to anticipate changing
market demands for increased functionality, sucRES and improved EMI filtering.

Historically, Digital Power has utilized consultar#nd contract engineering for the majority ohiésv product developments, supported by
internal engineering staff for product engineeripgital Power intends to continue this strategyrissearch and development. Further, as a
result of the strategic relationship with Telko@idcom, Digital Power intends to engage Telkooe@ein's engineering team in Israel, to
assist it in new product development. If DigitamMRw identifies a potential new product for devel@om it will cooperate with Telkoor
Telecom to design and develop the product at Telketecom's cost. Digital Power will then purchése product from Telkoor Telecom and
resell it with a reasonable mark-up.

Employees

As of December 31, 2002, we had 41 employees lddatthe United States and the United Kingdom. Wlkelre that our employee relations
are good.

Foreign Currency Fluctuations

Gresham Power conducts its financial operationgugie United Kingdom pound sterling. Therefore,ame subject to monetary fluctuations
between the U.S. dollar and United Kingdom pousedisig. For the years ended December 31, 2002 @ail,2he fluctuations were not
material.

RISK FACTORS

In addition to the other information presentedhiis report, the following should be considered ftdlein evaluating us and our business.
This report contains various forward-looking stagers that involve risks and
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uncertainties. Our actual results may differ matirifrom the results discussed in the forward-iogkstatements. Factors that might cause
such a difference include, but are not limitedthose discussed below and elsewhere in this report.

We experienced an operating loss during the yedeeDecember 31, 2002, and anticipate that losskesontinue in the near future.

For the year ended December 31, 2002, we incuneparating loss of $526,000. Although we havevattitaken steps to reduce our costs,
we will incur losses until we increase revenuesufh the sale of current products and new produader development.

We are dependent on a limited number of customers.

Traditionally, we have relied on a limited numbécastomers for growth in sales. It cannot be as$tinat we will be able to retain current
customers and the loss of any major OEM customgrhmse an adverse effect on our revenues.

We are dependant on Telecommunication and othetretéc equipment industries.

Substantially all of our existing customers ar¢hi@ telecommunication and other electronic equigrimetustries and they manufacture
products that are subject to rapid technologicahge, obsolescence and large fluctuations in denTdrese industries are further
characterized by intense competition. The OEMsisgrthese markets are pressured for increased grpéuformance and lower product
prices. OEMs, in turn, make similar demands ornrth@ppliers, such as us, for increased producbpeegnce and lower prices. The
telecommunication industry is inherently volatiRkecently, certain segments of the telecommunicati@hother electronic industries have
experienced a significant softening in product deth&uch lower demand may affect our customenshich case the demand for our
products may decline, and our growth could be axbhgraffected.

We are dependent on the performance of our sutamintranufacturers in Mexico and China.

Since we do not own our manufacturing facilitieg, nvust relay on our subcontractors' abilities tchase components, staff their operation,
maintain high volume and high quality processed,r@main financially solvent.

Conditions in Israel may limit our ability to regeiand sell products. This could decrease our reag&n

Telkoor Telecom's principal offices, research aadebpment and manufacturing facilities are locételdrael. Political, economic and
military conditions in Israel directly affect ouperations. We could be adversely affected by anpmistilities involving Israel, the
interruption or curtailment of trade between Isaad its trading partners, a significant increasiaflation, or a significant downturn in the
economic or financial condition of Israel. Resixietlaws or policies directed towards Israel oaédir businesses could adversely affect us.

11



We are dependant upon key personnel

Our performance is substantially dependent on émopnance of its executive officers and key pensbnand on our ability to retain and
motivate such personnel. The loss of any of ourgergonnel could have a material adverse effecuousiness, financial condition and
operating results.

We are dependant on suppliers

We rely on, and will continue to rely on, outsidertes to manufacture parts, components and equipMé& cannot assure you that these

suppliers will be able to meet our needs in a fatiery and timely manner or that we will be aldebtain additional suppliers when and if
necessary. A significant price increase, a qualitytrol problem, an interruption in supply or otléficulties with third party manufacturers
could have a material and adverse effect on olityatn successfully provide our products. Furthtee failure of third parties to deliver the

products, components, necessary parts or equiponesthedule, or the failure of third parties tofpen at expected levels, could delay our
delivery of power supply products.

Our products are not patentable

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

Our common stock price is volatile

Our common stock is listed on the American StockHaxge and is thinly traded. In the past, our trgghrice has fluctuated widely,
depending on many factors that may have littledavith our operations or business prospects. Fyrthe exercise of outstanding options
warrants may adversely affect our stock price anat percentage of ownership. As of December 312 2D@gital Power has employees
options to purchase 1,190,255 shares of commok,stoth a weighted average exercise price of $£:8&cisable at prices ranging from
$0.48 to $2.375 per share, consultants and sepv@aders options to purchase 120,000 shares ofremmstock, with a weighted average
exercise price of $2.67 exercisable at prices rapfiom $1.00 to $3.00 were outstanding. In addjtise have warrants to purchase 1,950
shares of common stock at exercise prices rangamy $1.00 to $1.50 per share. The exercise of thpens and warrants may have an
adverse effect on the price of our common stoakepaind will dilute existing shareholder percentag@ership in Digital Power.

Substantial Ownership by Telkoor Telecom

Telkoor Telecom currently owns approximately 28%haf outstanding shares of Common Stock of Digttaler with the right to purchase
additional shares of Common Stock pursuant to antéhg Warrants. If Telkoor Telecom exercises ignants, it could increase its
ownership to 49% making it difficult for other skaplders to propose changes or change the Boddaxtors.
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Item 2. Description of Properties.

Our headquarters are located in approximately 9ss0@re feet of leased office, research and derslapspace in Fremont, California. Until
September 2002, we paid $11,875 per month for @miNovember 14, 2002, we amended our lease agnte@er revised payment of rent
is as follows: October 1, 2002 to September 303268,550 per month; October 1, 2003 to Septem®@084, $15,675 per month; and
October 1, 2004 to September 30, 2005, $16,15@npeath. In addition, we issued to the landlord watsdo purchase 10,000 shares of
Common Stock at an exercise price of $1.00 perestesting immediately.

Gresham Power leases approximately 25,000 squetréofeits location in Salisbury, England. Gresh@ower pays rent of approximately
$32,000 per quarter, and the lease expires on @bpte26, 2006. We believe that our existing faetitare adequate for the foreseeable future
and have no plans to expand them.

Item 3. Legal Proceedings.

From time to time Digital Power is subject to exypi@sto legal proceedings and claims which arigéénordinary course of business. In the
opinion of management, the amount of ultimate ligbivith respect to any such current actions wik materially affect the financial positit
or results of operations of Digital Power.

Item 4. Submission of Matters to a Vote of Securityolders.

At the annual meeting of the shareholders heldapte®nber 23, 2002 and adjourned to October 17,,206Zhareholders elected the
following persons as directors of Digital Power apgroved the 2002 Stock Option Plan:

Name For Withheld

Benzion Diamant 2,234,198 Togen T T
David Amitai 2,230,348 ceeas TS T
Josef Berger 2,233,736 Taaco T T
Mark Thum 2,235,186 oone TS T
Yeheskel Manea 2,234,198 oo T T
Youval Menipaz 2,234,198 Togen TS T
Proposal For Wi TCL T
2002 Stock Option Plan 2,088,596 eeoy TTTCL T
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PART Il
Item 5. Market for Common Equity and related Stockiolder Matters.
(a) Comparative Market Prices

Our common stock is listed and traded on the Anaeristock Exchange ("AMEX") under the symbol DPWe Tallowing tables set forth the
high and low closing sale prices, as reported byEA\ifor our common stock for the prior two fiscaays.

Quarter Ended High Low
12/31/2002 $0.86 $0.38
9/30/2002 0.72 0.40
6/30/2002 0.78 0.56
3/31/2002 1.34 0.65
12/31/2001 $3.63 $1.25
9/30/2001 1.70 0.88
6/30/2001 121 0.59
3/31/2001 0.90 0.56

(b) Holders

As of March 15, 2003, there were 4,510,680 shafresiocommon stock outstanding, held by approxityat@1 holders of record, not
including holders whose shares of common stockale in street name.

(c) Dividends

We have not declared or paid any cash dividenadenr inception and we do not intend to pay arsh elvidends in the foreseeable future.
The declaration of dividends in the future, if amyl] be at the discretion of the Board of Direct@nd will depend upon our earnings, capital
requirements, and financial position.

Item 6. Management's Discussion and Analysis or Pheof Operation.
General

We are engaged in the business of designing, dewglomanufacturing, marketing and selling switchpower supplies to
telecommunications, datacom, test and measuremaigreent manufacturers. Revenues are generatedsfiten to distributors, OEMs in t
Telecommunication, datacom, test and measuremeguipreent manufacturers in North America and Europe.

During the year ended December 31, 2002, we costiino experience a slow down in customer ordetisérUnited States due to the
softening in the telecomm and networking marketsctvwe serve. In response to the decrease in uegemwe have focused on both fixed
variable cost reduction efforts,
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which includes staff reduction, salary reductiosstccontrol and the sale of our Mexican subsidRoger Digital on September 30, 2002.
Simultaneously, we have continued our promotiofffaks to increase sales to existing and new custeprand have continued new product
developments. Until revenues increase to a suffi@eount to offset our expenses, we anticipateviikawill continue to experience net

losses for the near future.

Results of Operations

The table below sets forth certain statements efatpns data as a percentage of revenues foretrs gnded December 31, 2002 and 2001:

Ye

20
Revenues B 100
Cost of Revenues 71
Gross profit (loss) B 28
Engineering and product development 8
Sales and marketing 11
General and administrative 13
Impairment of goodwill -
Total operating expenses 34
Operating loss B 6
Capital Gain from disposal of a subsidiary 3

Financial income (expense) and other income 0

Loss before tax benefit (income tax expenses) (2

Taxes benefit (income tax expenses) 6

Net Income (loss)

ars Ended December 31,

.54
.56

.99

.09
.00)
19
07
74)
04

.30%

(15.59)
10.32

8.36

The following discussion and analysis should bel ieaconnection with the consolidated financiatestaents and the notes thereto and other
financial information included elsewhere in thipoet. We prepared the financial statements in atzowe with generally accepted accounting
principles which require management to make esémand assumptions that affect the amounts repiortbé financial statements and

accompanying notes. Actual results could diffenfrihose estimates.
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Year Ended December 31, 2002, Compared to Year End®ecember 31, 200
Revenues

For the year ended December 31, 2002, revenuesatett by 15.05% to $8,775,000 from $10,330,00thtoyear ended December 31, 2(
The decrease in revenues during the year endechibece81, 2002, is primarily due to the impact afititued weakness in the electronics
industry.

Gross Margins

Gross margins were 28.09% for the year ended DeeeBih 2002, compared to negative 15.59% for tlae gaded December 31, 2001. The
negative gross margin for the year ended Decemhe2®1, was primarily a result of Digital Powevliexican manufacturing operations that
operated at a loss and significant charges takesefgerance pay and obsolescence of inventorynBtinie year ended December 31, 2002,
we have focused on variable cost reduction eftbis included laying off employees, salary reducticost control and the sale of our
Mexican subsidiary Poder Digital on September 3022

Engineering and Product Development

Engineering and product development expenses wg4&@®of revenues for the year ended December 3, 2®mpared to 10.32% for the
year ended December 31, 2001. The decrease ineamigig and product development expenses of $317,06602002 to 2001 resulted fra
the lay off of employees and salary expenses raxuct

Sales and Marketing

Sales and marketing expenses were 11.56% of regdauthe year ended December 31, 2002, compar@®&86 for the year ended
December 31, 2001. The increase in sales and nraglestpense of $150,000 from 2002 to 2001 was piiyndue to the hiring of a
marketing person and an increase in advertisingraitié show expenses as part of our efforts teas® sales.

General and Administrative

General and administrative expenses were 13.99%vehues for the year ended December 31, 2002, ar@mpo 21.07% for the year ended
December 31, 2001. The decrease of $949,000 irrgleared administrative expenses from 2002 to 28Qfimarily due to severance pay
accruals related to the Mexican subsidiary durirgytear ended December 31, 2001. In addition, stdfictions and salary expenses
reductions were implemented throughout 2002 inarse to the reduced revenues.

Impairment of Goodwill

During the year ended December 31, 2001, we rezedran impairment charge of $946,000 for goodwgitiaziated with the purchase of the
assets of Gresham Power due to their general @gdlibusiness and profitability.

Capital Gain from the Disposal of Poder Digital
Capital gain for the year ended December 31, 26@2,$280,000 resulting from the disposal of Podgit#l.
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Interest Expense and Other Income

Interest income, net of interest expense, was $6@0the year ended December 31, 2002, comparerpense of $51,000 for the year ended
December 31, 2001.

Income Before Income Taxes

For the year ended December 31, 2002, we had &édese income taxes of $240,000 compared to 16$6,341,000 for the year ended
December 31, 2001.

Income Tax

For the year ended December 31, 2002, Digital Pdwdra net tax benefit of $530,000 on a consolilb#sis. This is comprised of a tax
refund of $649,000 for Digital Power's US operatiooffset by a tax expense of $119,0000 for thedgKrations, which was profitable for 1
year ended December 31, 20

The $649,000 tax refund resulted from a tax lawnglea Prior to this change, US tax payers had thieropf carrying forward net operating
loses (NOL's) to reduce future income tax paymentarrying back those loses to prior profitablargg(up to a maximum of two years) and
file for a refund of taxes paid. The tax law chaimgreased the carryback period to five years foiLl$ incurred in 2001 and 2002, which
allowed Digital Power to claim additional refunas faxes paid in 1996 and 1997.

Digital Power has actually received $342,000 of tiefund and expects to receive the balance ififtéhalf of 2003, and in accordance with
FAS109, has recorded the entire $649,000 as ddftares.

After this transaction, Digital Power has availaRI®L carryforware of approximately $4,000,0000.
Net Loss and Net Income

Net income for the year ended December 31, 2002 ,$280,000 compared to a net loss of $7,040,00théyear ended December 31, 2C
The net income primarily resulted from the benfgiitincome tax which includes a tax refund of $&0®, and capital gain of $280,000 as a
result of the disposal of the Mexican subsidiagdé& Digital, S.A. de C.V.

Critical Accounting Policies

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States require manageme
make estimates and assumptions that affect thetegpassets, liabilities, sales and expenses indbempanying financial statements. Crit
accounting policies are those that require the misfective and complex judgments. Often employireguse of estimates about the effect of
matters that are inherently uncertain. The follayéme considered our most critical accounting jedi¢hat, under different conditions or
using different assumption or estimates, could shmaterially different results on our financial cam@h and results of operations.
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Revenue Recognitior

Digital Power's revenue recognition policy for puatirevenues, such that revenue is recognized wigenisks and rewards of ownership p
which is primarily upon delivery of goods to custns (see Note 2h to the Consolidated FinanciakBtants).

Inventory Obsolescence Accruals

Digital Power writes down its inventory for estiradtobsolescence or unmarketable inventory to thmated net realizable value based upon
assumptions about future demand and market conditlbactual market conditions are less favoraidas those projected by management,
additional inventory write-downs may be required.

Deferred Income Taxes

Significant management judgment is required in mheit@ng the provision for income taxes, deferreddasets and any valuation allowance
recorded against net deferred tax assets. Duectertaimties related to Digital Power's ability tiine some portion of the deferred tax assets,
a valuation allowance of $1,572,000 has been recbad of December 31, 2002.

Other Accrued Liabilities

Digital Power also maintains other accrued lialeidit These accruals are based on a variety ofrfaictoluding past experience and various
actuarial assumptions and, in many cases, regsiimates of events not yet reported to Digital Powfduture experience differs from these
estimates, operating results in future periods dde impacted.

Liquidity and Capital Resources

On December 31, 2002, we had cash, cash equivaedtshort-term bank deposits of $1,216,000 andiwgcapital of $2,832,000. This
compares with cash and cash equivalent of $1,2083060 working capital of $1,868,000 at December2BD1. The increase in working
capital was mainly due to an increase in deferagdhtsets of $649,000, and a decrease in accallities and notes payable of $402,000,
partially offset by a decrease in inventory of $80® and trade receivable of $222,000. Cash prdvideed in) operating activities totaled
$516,000 and $(828,000) for the year ended DeceBhe2002 and 2001.

Cash used in investing activities was $699,00@Heryear ended December 31, 2002, compared to (12 ¥or the year ended December 31,
2001. Net cash provided by (used in) financingvét@es was $(423,000) for the year ended DecemibePB302, compared to $1,457,000 for
the year ended December 31, 2001.

A $750,000 line of credit with San Jose NationahB&'SJIJNB") terminated on June 2002 due to a chambesiness direction at SINB.
Digital Power opened a new line of credit with &ln Valley Bank ("SVB") on May 31, 2002. Digital Wer can borrow up to $600,000 at
Silicon Valley Bank's prime rate (currently 4.258&)long as Digital Power maintains a balance oD%8I in a certificate of deposit ("CD").
Also, Digital Power can borrow up to $400,000 ifriaintains certain ratios and is in compliance witier covenants. The rate for this line
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of credit would be at Silicon Valley Bank's prinse plus 2.0%. Silicon Valley Bank was granted ararat to purchase up to 40,000 share
common stock. Those options are vested immediatedy exercise price of $1.00 per share. The wiisaxercisable for ten years from the
date of issuance.

Digital Power also has a $483,000 line of credthviiloyds TSB Bank in the UK bearing interest 6f3% per annum over the bank's base
rate (currently 5.75%).

We do not believe that our sales are seasonahé&ume do not believe that inflation will advessaffect our operations.
Impact of Recently Issued Standards

In April 2002, the FASB issued Statement of Finahgiccounting Standard No. 145, "Rescission of FARBtements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and TechnicaieéCtions" ("SFAS No. 145"), which rescinds SFAS. M, "Reporting Gains and
Losses from Extinguishment of Debt" and an amendmkthat Statement, and SFAS No. 64, "Extinguishts@f Debt Made to Satisfy
Sinking-Fund Requirements." SFAS No. 145 also relcS5FAS No. 44, "Accounting for Intangible AsdetsMotor Carriers." SFAS No.
145 amends SFAS No. 13, "Accounting for Leasesglitninate an inconsistency between the requiredatting for sale-leaseback
transactions and the required accounting for aetégise modifications that have economic effeasdhne similar to sale-leaseback
transactions. SFAS No. 145 also amends other egistithoritative pronouncements to make variousrieal corrections, clarify meanings,
or describe their applicability under changed ctads. SFAS No. 145 is effective for fiscal yeaeginning after May 15, 2002. Digital
Power does not expect the adoption of SFAS Nowlilhave a material impact on its results of opieras or financial position.

In June 2002, the FASB issued Statement of FinbAcieounting Standard No. 146, "Accounting for GoBksociated with Exit or Disposal
Activities" ("SFAS No. 146"), which addresses sfiggaint issues regarding the recognition, measur¢naeid reporting of costs associated
with exit and disposal activities, including restiuring activities. SFAS No. 146 requires that s@gsociated with exit or disposal activities
be recognized when they are incurred rather thémeadate of a commitment to an exit or disposahpSFAS No. 146 is effective for all exit
or disposal activities initiated after December 3102. Digital Power does not expect the adoptioBFAS No. 146 to have a material impact
on its results of operations or financial position.

In November 2002, the FASB issued FASB Interpretabio. 45, "Guarantor's Accounting and DisclosuegiRrements for Guarantees,
Including Indirect Guarantees of Indebtedness be@t, an interpretation of FASB Statements No.75a8d 107 and Rescission of FASB
Interpretation No. 34" ("FIN No. 45"). FIN No. 4faborates on the disclosures to be made by a gwaiarits interim and annual financial
statements about its obligations under certainaniaes that it has issued. It also clarifies thguarantor is required to recognize, at the
inception of a guarantee, a liability for the fe@lue of the obligation undertaken in issuing thargntee. FIN No. 45 does not prescribe a
specific approach for subsequently measuring tlaeagor's recognized liability over the term of tekated guarantee. It also incorporates,
without change, the guidance in FASB Interpretabin 34, "Disclosure of Indirect Guarantees of Intéeness of Others," which is being
superseded. The disclosure provisions of FIN Naa5effective for financial statements of intebmannual periods that end after December
15, 2002, and the provisions for initial recognitiand measurement are effective on a prospectsie fix guarantees that are issued or
modified after December 31, 2002, irrespective of a
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guarantor's year-end. Digital Power does not exiecadoption of FIN No. 45 to have a material iotgm its results of operations or
financial position.

Iltem 7. Financial Statements.

The financial statements of Digital Power, incluglthe notes thereto and report of the independstitas thereon, are attached hereto as
exhibits as page numbers F-1 through F-21.

Item 8. Changes in and Disagreements with Account&on Accounting and Financial Disclosure.
None.
PART Il

Item 9. Directors, Executive Officers, Promoters ad Control Persons; Compliance with Section 16(a) dhe Exchange Act of the
Registrant.

We intend to file a definitive proxy statement tbe 2003 Annual Meeting of Shareholders with theuies and Exchange Commission
within 120 days of December 31, 2002. Informatiegarding our directors will appear under the capt®Blection of Directors" in the proxy
statement and is incorporated herein by referdné@mation regarding compliance with Section 16ffjhe Securities Exchange Act of
1934, as amended, and executive officers will appeder the captions "Executive CompensatiorBeetion 16(a) Principal Shareholders
Share Ownership of Management and Directors iptbry statement and is incorporated herein by egiee

Item 10. Executive Compensation.

Information regarding executive compensation wpibear under the captions "Compensation of DirecttiExecutive Compensation” in the
proxy statement and is incorporated herein by egfiez.

Item 11. Security Ownership of Certain Beneficial @vners and Management.

Information regarding security ownership of certbéneficial owners and management will appear utigdecaption "Principal Shareholders
and Share Ownership of Management and Directorigrproxy statement and is incorporated hereirefgrence.

Item 12. Certain Relationships and Related Transaans.

Information regarding Certain Relationships andael Transactions will appear under the captiont&ieRelationships and Related
Transactions" in the proxy statement and is incai@al herein by reference.
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Item 13. Exhibits and Reports on Form K.

(a) Exhibits

10.7
21.1
231
23.2
99.1

(0
@

©)
4
®)
Q)

(b)

Amended and Restated Articles of Inco
Corporation(1)

Amendment to Articles of Incorporation(1)

Bylaws of Digital Power Corporation(1)

Specimen Common Stock Certificate(2)

Specimen Warrant(1)

Representative's Warrant(1)

1996 Stock Option Plan(1)

Gresham Power Asset Purchase Agreement(3)

1998 Stock Option Plan(4)

Loan Commitment and Letter Agreement(4)

Promissory Note(4)

Securities Purchase Agreement Between the
Telkoor Telecom, Ltd(5)

2002 Stock Option Plan(6)

Agreement for the Purchase and Sell of Pod

Digital Power's sole subsidiary is Digital
corporation formed under the laws of the U

Consent of Ernst & Young

Consent of Hein + Associates LLP

Certification of Digital Power's CEO and C

Previously filed with the Commission on
Power's Registration Statement on Form SB-

Previously filed with the Commission on
Power's Pre-Effective Amendment No. 1 to R
SB-2.

Previously filed with the Commission on
Power's Form 8-K.

Previously filed with the Commission with
ended December 31, 1998.

Previously filed with the Commission with
21, 2001.

Previously filed with the Commission on Di
for the meeting on September 23, 2002.

Reports on Form 8-K

Date of Report Date of Event

October 18, 2002 October 17, 2002

Iltem 14. Controls and Procedures

rporation of Digital Power

Digital Power Corporation and

er Digital [translation]

Power Limited, a corporation
nited Kingdom.

FO.

October 16, 1996, to Digital
2.

December 3, 1996, to Digita
egistration Statement on Form

February 2, 1998, to Digital
its Form 10-KSB for the year
its Form 8-K filed November

gital Power's Proxy Statement

Item Reported

Results of the Annual
Meeting of Shareholders

Within the 90 days prior to the date of this ForBAKISB, Digital Power carried out an evaluation, enthe supervision and with the
participation of Digital Power's management, inahgdDigital Power's Chief Executive Officer alongthivDigital Power's Chief Financial
Officer, of the effectiveness of the design andrapien of Digital Power's disclosure controls amdgedures pursuant to Exchange Act Rule
13a-14. Based upon that evaluation, Digital Pow@nief Executive Officer along with Digital PoweChief Financial Officer concluded that
the Digital Power's disclosure controls and proceslare effective in timely alerting them to matkemformation relating to Digital Power
required to be included in this Form 10-KSB.

There have been no significant changes in Digitavét's internal controls or in other factors whechuld significantly affect internal controls
subsequent to the date Digital Power carried sugluation.
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SIGNATURES

In accordance with Section 13 or 15(d) of the ExgfeeAct, the registrant caused this report to geexd on its behalf by the undersigned,
thereunto duly authorized.

Dat ed: March 20, 2003 DI G TAL PONER CORPORATI ON,
a California Corporation

/'s/ David Anmita

David Anmitai,
Chi ef Executive Oficer
(Principal Executive Oficer)

In accordance with the Exchange Act, this repostiieen signed below by the following persons oraleth the registrant and in the
capacities and on the dates indicated.

Si gnat ures Dat e

/'s/ Ben Zion Di amant March 20, 2003

Ben Zion Di amant, Chairnman of the Board and Director

/s/ David Amtai March 20, 2003

David Amitai, Chief Executive Oficer and Director
(Principal Executive Oficer)

/sl Haim Yatim March 20, 2003

Hai m Yatim Chief Financial O ficer
(Principal Accounting and
Fi nancial Officer)

/sl Josef Berger March 20, 2003

Josef Berger, Director

/s/ Mark L. Thum March 20, 2003

Mark L. Thum Director

/sl Yeheskel Manea March 20, 2003

Yeheskel Manea, Director

/sl Youval Menipza March 20, 2003

Youval Menipaz, Director
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CERTIFICATION

I, David Amitai, Chief Executive Officer for Digitd?ower Corporation, certify that:
1. I have reviewed this annual report on Form 1@®K$Digital Power Corporation;

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dactmit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statememid,other financial information included in thisnaial report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this annual report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inieh this annual report is being prepared;

b) evaluated the effectiveness of the registraligdosure controls and procedures as of a datena®0 days prior to the filing date of this
annual report (the "Evaluation Date"); and

c) presented in this annual report our conclusadut the effectiveness of the disclosure containtsprocedures based on our evaluation as
of the Evaluation Date;

5. The registrant's other certifying officers artthle disclosed, based on our most recent evahyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aspas performing the equivalent function):

a) all significant deficiencies in the design oemion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data and tantified for the registrant's auditors any ena weaknesses in internal controls; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthe indicated in this annual report whether drthere were significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant defitcies and material weaknesses.

Dat ed: 3/20/ 2003 /'s/ David Amitai
Davi d Amit ai
Chi ef Executive O ficer
(Principal Executive Oficer)



CERTIFICATION

I, Haim Yatim, Chief Financial Officer for Digit&fower Corporation, certify that:
1. I have reviewed this annual report on Form 1@®K$Digital Power Corporation;

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dactmit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statememid,other financial information included in thisnaial report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this annual report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inieh this annual report is being prepared;

b) evaluated the effectiveness of the registraligdosure controls and procedures as of a datena®0 days prior to the filing date of this
annual report (the "Evaluation Date"); and

c) presented in this annual report our conclusadut the effectiveness of the disclosure containtsprocedures based on our evaluation as
of the Evaluation Date;

5. The registrant's other certifying officers artthle disclosed, based on our most recent evahyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aspas performing the equivalent function):

a) all significant deficiencies in the design oemion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data and tantified for the registrant's auditors any ena weaknesses in internal controls; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthe indicated in this annual report whether drthere were significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant defitcies and material weaknesses.

Dated: 3/20/2003 /'s/ Haim Yatim

Hai m Yatim
Chi ef Financial Oficer
(Principal Financial and Accounting O ficer)
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ERNST & YOUNG Kost Forer & Gabbay Phone: 972-3-623%2 3 Aminadav St. Fax: 972-3-5622555
REPORT OF INDEPENDENT AUDITORS
To the Shareholders of
DIGITAL POWER CORPORATION

We have audited the accompanying consolidated balsineet of Digital Power Corporation (“the Compaaynd its subsidiaries as of
December 31, 2002, and the related consolidatéehséat of operations, changes in shareholderstyegud cash flows for the year ended
December 31, 2002. These financial statementdhareesponsibility of the Company's management.r@sponsibility is to express an
opinion on these financial statements based omodit.

We conducted our audit in accordance with audisitagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabcut whether the financial statements are fregaterial misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstatiements. An audit also includes
assessing the accounting principles used and gignifestimates made by management, as well asairgj the overall financial statement
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of the Company and its subsidiaries as of Decer@bge2002, and the consolidated results of theiratfns and cash flows for the year en
December 31, 2002, in conformity with accountingpgiples generally accepted in the United States.

/sl Kost, Forer & Gabbay
Tel - Aviv, |Israel KOST FORER & GABBAY
March 13, 2003 A Menmber of Ernst & Young @ obal



REPORT OF INDEPENDENT AUDITORS
To the Stockholders and Board of Directors Digralver Corporation and Subsidiaries Fremont, Catliéor

We have audited the accompanying consolidatednstaits of operations, stockholders' equity, and asls of Digital Power Corporation
and subsidiaries for the year ended December 3. Zthese consolidated financial statements areeiponsibility of the Company's
management. Our responsibility is to express aniopion these consolidated financial statementsdas our audit.

We conducted our audit in accordance with audisitagndards generally accepted in the United Stdtdmerica. Those standards require that
we plan and perform the audit to obtain reasonabéairance about whether the financial statemeatse of material misstatement. An ai
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstatements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the results of operations and cash
flows of Digital Power Corporation and subsidiariesthe year ended December 31, 2001, in confgrmith accounting principles generally
accepted in the United States of America.

/' s/ HEI N + ASSOCI ATES LLP

HEI N + ASSOCI ATES LLP
Certified Public Accountants

Orange, California
February 19, 2002
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DIGITAL POWER CORPORATION

CONSOLIDATED BALANCE SHEET
U.S. dollars in thousands

December 31,

2002
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 616
Restricted short-term bank deposit 600
Trade receivables, net of allowance for doubtf ul
accounts of $ 39 at December 31, 2002 1,982
Deferred income taxes (Note 10) 649
Other current assets (Note 3) 134
Inventories (Note 4) 1,451
Total current assets 5,432
LONG TERM LOAN AND LEASE DEPOSITS 43
PROPERTY AND EQUIPMENT, NET (Note 5) 364
Total assets $ 5,839

The accompanying notes are an integral part o€dimsolidated financial statements.
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DIGITAL POWER CORPORATION
CONSOLIDATED BALANCE SHEET

U.S. dollars in thousands, except share data

December 31,
2002

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:

Short-term bank credit (Note 6) $ 250
Current maturities of capital lease obligations 27
Accounts payable 1,349
Other current liabilities (Note 7) 974
Total current liabilities 2,600

COMMITMENTS AND CONTINGENT LIABILITIES (Note 8)

SHAREHOLDERS' EQUITY (Note 9):

Series A redeemable, convertible preferred shares no

par value: 500,000 shares authorized, O Shares issued

and outstanding as of December 31, 2002 -
Preferred shares, no par value: 1,500,000 shares authorized,

0 shares issued and outstanding as of December 31, 2002 -
Common shares, no par value: 10,000,000 shares au thorized;

4,510,680 shares issued and outstanding as of D ecember 31, 2002 11,036
Additional paid-in capital 837
Accumulated deficit (8,482)
Accumulated other comprehensive loss (152)

Total shareholders' equity 3,239
Total liabilities and shareholders' equity $ 5,839

The accompanying notes are an integral part oftimsolidated financial statements.
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DIGITAL POWER CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

U.S. dollars in thousands, except share and pee staa

Year ended December 31,

2002 2001

Revenues (Note 13) $ 8,775 $ 10,330
Cost of revenues (Note 11) 6,310 11,940
Gross profit (loss) 2,465 (1,610)
Operating expenses:

Engineering and product development 749 1,066

Selling and marketing 1,014 864

General and administrative 1,228 2,177

Impairment of goodwill - 946
Total operating expenses 2,991 5,053
Operating loss (526) (6,663)
Capital gain from disposal of a subsidiary (Note 1b ) 280 -
Financial income (expenses), net 6 (51)
Other expenses - 27)
Loss before tax benefit (taxes on income) (240) (6,741)
Tax benefit (taxes on income) (Note 10) 530 (299)
Net income (loss) $ 290 $ (7,040)
Basic earnings (loss) per share $ 0.06 $  (2.07)
Diluted net earnings (loss) per share $ 0.06 $  (2.07)
Number of shares used in computing basic net

earnings (loss) per share 4,510,680 3,407,930
Number of shares used in computing diluted

net earnings (loss) per share 4,545,982 3,407,930

The accompanying notes are an integral part o€disolidated financial statements.
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DIGITAL POWER CORPORATION

STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

U.S. dollars in thousands, except share data

Common shar

Number ~ Amo

Balance as of January 1, 2001 3,260,680 $ 9,

Issuance of Common shares to

Telkoor Telecom, Ltd., pursuant

to investment agreement 1,250,000 1,
Comprehensive loss:

Net loss -

Foreign currency translation

adjustments -

Balance as of December 31, 2001 4,510,680 11,

Stock compensation related to
warrants issued to bank for
financing transaction -
Stock compensation related to
options granted to consultants
and service providers -
Comprehensive income:

Net income -
Foreign currency translation
adjustments -

Total comprehensive income

Balance as of December 31, 2002 4,510,680 $ 11,

Accumulated

es  Additional other
————— paid-in  Accumulated comprehensive c
unt  capital deficit loss i

786 $ 733 $ (1,732) $ (247)

250 - - -

036 733 (8,772) (312)

- - - 160

036 $ 837 $ (8482 $ (152)

The accompanying notes are an integral part oftimsolidated financial statements.

F-7

Total Total
omprehensive shareholders'
ncome (loss) equity

$ 8,540
1,250
$ (7,040) (7,040)
(65) (65)
$ (7,105)
2,685
- 20
84
$ 290 290
160 160
$ 450
$ 3,239



DIGITAL POWER CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

U.S. dollars in thousands

Year ende d December 31,
2002 2001
Cash flows from operating activities:
Net income (loss) $ 290 $ (7,040)
Adjustments required to reconcile net income (los s) to net cash provided by
(used in) operating activities:
Depreciation and amortization 298 451
Losses from sale of property and equipment - 23
Capital gain from disposal of a subsidiary (280) -
Compensation related to options granted to cons ultants and service providers 90 -
Decrease (increase) in deferred income taxes, n et (649) 335
Decrease in trade receivables 358 1,052
Decrease in other current assets 40 271
Decrease in inventories 634 3,144
Impairment of goodwill - 946
Increase (decrease) in long-term loan and lease deposits 6 @)
Decrease in accounts payables (242) (358)
Increase (decrease) in other current liabilitie s (15) 341
Other (14) 14
Net cash provided by (used in) operating activities 516 (828)
Cash flows from investing activities:
Restricted short-term bank deposit (600) -
Purchase of property and equipment 37) (133)
Proceeds from sale of property and equipment - 6
Proceeds from disposal of a subsidiary (12) -
Investment in long term loan (50) -
Net cash used in investing activities (699) (127)
Cash flows from financing activities:
Proceeds from short term bank credit 250 252
Payments made on short-term bank credit (652) -
Principal payments on capital lease obligations (21) (45)
Issuance of shares pursuant to an investment from Telkoor Telecom Ltd. - 1,250
Net cash provided by (used in) financing activities (423) 1,457
Effect of exchange rate changes on cash (21) (65)
Increase (decrease) in cash and cash equivalents (627) 437
Cash and cash equivalents at the beginning of the y ear 1,243 806
Cash and cash equivalents at the end of the year $ 616 $ 1,243
Supplemental disclosure of cash flows activities:
Cash paid during the year for interest $ 26 $ 67
Cash paid during the year for taxes $ - $ 98

The accompanying notes are an integral part of¢imsolidated financial statements.
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data
NOTE 1:- GENERAL

a. Digital Power Corporation ("the Company" or "DP@as incorporated in 1969, under the General @aon Law of the state of
California. The Company has a wholly-owned subsjdiBigital Power Limited ("DPL"), located in therited Kingdom. The Company and
its subsidiary are currently engaged in the desiggmufacture and sale of switching power supplesanverters. The Company has two
reportable geographic segments - North Americagsdirough DPC) and Europe (sales through DPL)

b. On September 30, 2002, the Company sold itslydoeined Mexican subsidiary, Poder Digital, S.A.@4&/. ("PD"), to a contract
manufacturer ("the purchaser") located in Guadedajslexico, in consideration of $ 20. Upon the sfen of all risk and title to the purchaser,
the Company recorded a capital gain of $ 280. IHisitly, the Company manufactured its productstlgtoPD. As PD is part of a larger cash-
flow-generating group, and on its own is not a cormgnt of an entity, the terms describes in StatémieRinancial Accounting Standard No.
144 "Accounting for the Impairment or disposal afng-Lived Assets" ("SFAS No. 144"), for reportingdiscontinued operations of PD have
not been met. In October 2002, the Company anguhehaser signed a subcontractor agreement. Thestiacting agreement between the
parties provides for manufacturing services to tmwided by the purchaser at agreed upon terms. tthdeagreement, the Company loane
the purchaser $ 50 to be paid in 24 monthly insiafits, commencing January 1, 2003. The loan igeedy 24 promissory notes to be
returned upon repayment of the loan.

The results of operations of PD for the year erldedember 31, 2001 and for the nine months endet®é&er 30, 2002, were included in
Company's statements of operations for Decembe2@®1, and 2002, respectively.

The disposal of PD on September 30, 2002, allolWwvedCompany to expand its use of subcontractotseriFar East manufacturing of its
power supplies.

c. The Company depends on two major subcontradofoducing its products. If these manufactuiErsome unable or unwilling to
continue to manufacture the Company's producteduired volumes on a timely basis, any resultingufecturing delays could result in the
loss of sales, which could adversely affect opegatésults and cash position.

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have bequaped in accordance with accounting principles galyeaccepted in the United States
("US GAAP").

a. Use of estimates:

The preparation of the financial statements in gonfty with generally accepted accounting principlequires management to make
estimates and assumptions that affect the amoeptsted in the financial statements and accompgnyartes. Actual results could differ fre
those estimates.
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DIGITAL POWER CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
U.S. dollars in thousands, except share data
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)
b. Financial statements in U.S. dollars:

The revenues of the Company are generated in Qliarsl ("dollar”). In addition, the Company's cdkiw transactions and costs are incurred
in dollars. Company's management believes thaddtar is the primary currency of the economic eawiment in which the Company
operates. Thus, the functional and reporting cusrer the Company is the dollar.

Accordingly, monetary accounts maintained in cucies other than the dollar are remeasured into dbfars in accordance with Statement
of Financial Accounting Standard No. 52 "Foreigm@ncy Translation" ("SFAS No. 52"). All transagt®gains and losses of the
remeasurement of monetary balance sheet itemefigeted in the statements of operations as fimhmtome or expenses, as appropriate.

The financial statements of a foreign subsidiarpseéhfunctional currency has been determined ttstedal currency, have been translated
into U.S. dollars. All balance sheet accounts Hzeen translated using the exchange rates in effébe balance sheet date. Statement of
operations amounts have been translated using/érage exchange rate for the period. The resultangslation adjustments are reported as a
component of accumulated other comprehensive indtoes) in shareholders' equity.

c. Principles of consolidation:

The consolidated financial statements include to®ants of the Company and its wholly-owned subsydilntercompany transactions and
balances have been eliminated upon consolidation.

D. Cash equivalents:
Cash equivalents are short-term highly liquid inrents that are readily convertible to cash wiilyinal maturities of three months or less.
e. Restricted short-term bank deposit:

The bank deposit with maturities of more than thmemths but less than one year is included in sieonh bank deposits. The restricted
deposit is in U.S. dollar and bears interest o#®a& of December 31, 2002. The restricted sham-tenk deposit is presented at its cost (see
also Note 8(b)(1)).

f. Inventories:

Inventories are stated at the lower of cost or miavklue. Inventory write-offs are provided to coxisks arising from slow-moving items or
technological obsolescence.

Cost is determined as follows:
Raw materials, parts and supplies - using thet-firsfirst-out" method.
Work-in-progress - represents the cost of manufangu
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Finished products - on the basis of direct manuféug costs with the addition of all cable indiretanufacturing costs.

As of December 31, 2002, the Company and its sigrgitiad a provision for slow-moving or obsoletedantory amounting to $ 932.
g. Property and equipment:

Property and equipment are stated at cost, netonfnaulated depreciation. Depreciation is calculéethe straight-line method over the
estimated useful lives, at the following annuaé¢sat

Leasehold improvements Over the term of the lease
Computers, software and related equipment 20-33
Office furniture and equipment 10 - 20
Motor vehicles 20 -33

The Company and its subsidiary's long-lived assedseviewed for impairment in accordance with&taint of Financial Accounting
Standard No. 144, "Accounting for the ImpairmenDisposal of Long- Lived Assets" ("SFAS No. 144khenever events or changes in
circumstances indicate that the carrying amouincdisset may not be recoverable. Recoverabiliaggeéts to be held and used is measur

a comparison of the carrying amount of an asstteduture undiscounted cash flows expected todmegted by the assets. If such assets are
considered to be impaired, the impairment to begeized is measured by the amount by which the/iceyamount of the assets exceeds the
fair value of the assets. Assets to be disposedeofeported at the lower of the carrying amourfafvalue less costs to sell.

As of December 31, 2002, no impairment losses baea identified.
h. Revenue recognition:

The Company and its subsidiary generate their iga®ifrom the sale of their products. The Companmyisnsubsidiary sell their products
through direct and indirect sales force. The stiesugh indirect sales force also considered asgalend users.

Revenues from sales of products are recognizeddordance with Staff Accounting Bulletin No. 10Revenue Recognition in Financial
Statements” ("SAB No. 101") when the following eria are met: persuasive evidence of an agreemsts edelivery has occurred, the
vendor's fee is fixed or determinable, collecttiils probable and no further obligations exists.
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DIGITAL POWER CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
U.S. dollars in thousands, except share data
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Generally, the Company does not grant right ofrretRevenues subject to certain stock rotatiordaferred until the products are sold to the
end customer or until the rotation rights expiree Histributors are allowed, in the sixth montteafhe initial stock purchase, to rotate stock
that has not been sold for other products. This beasepeated each sixth month thereafter for edgghteonths, at no more than 25% of
distributors previous six months purchases.

i. Research and development costs:
Research and development costs are charged ttateengnt of operations as incurred.
j. Income taxes

The Company and its subsidiary account for incasmes in accordance with Statement of Financial Aoting Standard No. 109,
"Accounting for Income Taxes" ("SFAS No. 109"). $t8tatement prescribes the use of the liabilitynmetvhereby deferred tax assets and
liability account balances are determined basediff@érences between financial reporting and ta>ebasf assets and liabilities and are
measured using the enacted tax rates and lawsithae in effect when the differences are expedteteverse. The Company and its
subsidiary provide a valuation allowance, if neaegsto reduce deferred tax assets to their estihnegalizable value.

k. Warranty accrual:

The Company and its subsidiary provide a warrahtyogextra charge for twelve to twenty four monthgrovision is recorded for probable
costs in connection with warranties, based on th@@any's experience. The provision is calculatetl 3% of the Company's revenues.

I. Accounting for stock-based compensation:

The Company and its subsidiary has elected tofolacounting Principles Board Opinion No. 25 "Acating for Stock Issued to
Employees" ("APB No. 25") in accounting for its dioyee stock option plans. Under APB No. 25, whendRercise price of the Company's
share options is less than the market price ofittaerlying shares on the date of grant, compensatipense is recognized.

The Company and its subsidiary apply SFAS No. I#BEmerging Issues Task Force No. 96-18 "Accourfindequity Instruments that are
Issued to Other than Employees for Acquiring, o€amjunction with Selling, Goods or Services" ("EI¥6-18") with respect to options
issued to non employees. SFAS No. 123 requiresfuse option valuation model to measure the falu@af the options at the grant date.
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Under Statement of Financial Accounting Standard I3 "Accounting for Stock Based compensation ASMo. 123") SFAS No. 123,
pro-forma information regarding net earnings (Iaasj net earnings (loss) per share is requirechasdeen determined as if the Company
had accounted for its employee options under tinevédue method of that statement. The fair valuetfiese options was estimated at the date
of grant using a Black-Scholes Option Valuation Miavith the following weighted-average assumptifors2002 and 2001. Expected
volatility of 33.8%, and ranging from 55.0%-125.9&spectively, risk-free interest rates of 1.5% earying from 4.23% to 5.6%,

respectively, dividend yield of 0% for each year) @ weighted-average expected life of the optioh years for each year. Stock
compensation, for pro-forma purposes, is amortaeat the vesting period.

Pro forma information under SFAS No. 123:

Year ended December 31,

2002 2001
Net income (loss) as reported $290 $ (7,040)
Pro forma net loss $(317) $(7,414)
Pro forma basic net loss per share $(0.07) $(2.18)
Pro forma diluted net loss per share $(0.07) $(2.18)

m. Fair value of financial instruments:

The following methods and assumptions were usettidyompany and its subsidiary in estimating itsvalue disclosures for financial
instruments:

The carrying amounts of cash and cash equivalesgsjcted short-term bank deposit, trade receastshort-term bank credit, and accounts
payables approximate their fair value due to thatsterm maturity of such instruments.

The carrying amounts of the long-term loan appratanits fair value.
n. Basic and diluted net earnings (loss) per share:

Basic net earnings (loss) per share is computeedbas the weighted average number of Common sbatetanding during each year.
Diluted net earnings per share is computed baseldeoweighted average number of Common sharesaodisg during each year, plus
dilutive potential Common shares considered outBtanduring the year, in accordance with Stateneéfiinancial Accounting Standard No.
128, "Earnings per Share" ("SFAS No. 128").

The total number of shares related to the outstanaptions and warrants excluded from the calauhatiof diluted net earnings
(loss) per share because these securities ardinive was 3,110,255 and 3,458,095 for the yeaded December 31, 2002 and 2001,
respectively.

F-13



DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)
0. Concentrations of credit risks:

Financial instruments that potentially subject @@mmpany and its subsidiary to concentrations aditrésk consist principally of cash and
cash equivalents, restricted short-term bank degoasile receivables, long-term loan and lease sitppo

Cash and cash equivalents, and skemts bank deposit are invested in banks in the &h8.in U.K. Such deposits in the United States be
in excess of insured limits and are not insuredtirer jurisdictions. Management believes that tharicial institutions that hold the
Company's and its subsidiary's investments aredialy sound and, accordingly, minimal credit reskists with respect to these investments.

Trade receivables of the Company and its subsi@diegymainly derived from sales to customers locptedarily in the U.S. and the U.K. The
Company performs ongoing credit evaluations ofitstomers and to date has not experienced anyialdtasses. An allowance for doubtful
accounts is determined with respect to those amsdhat the Company and its subsidiary have deteuirtio be doubtful of collection.

The Company has provided a long-term loan to threh@mser of the Mexican subsidiary, amounting t® $™e loan is secured by 24
promissory notes of the purchaser.

The Company and its subsidiary has no off-balamegsconcentration of credit risk such as foreigrthange contracts, option contracts or
other foreign hedging arrangements.

p. Reclassification:

Certain amounts from prior period referring to cflelv from operating activities have been reclassito conform to the current period's
presentation

g. Impact of recently issued accounting standards:

In April 2002, the FASB issued Statement of Finahgiccounting Standard No. 145, "Rescission of FARBtements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and TechnicatéCtions" ("SFAS No. 145"), which rescinds SFAS. M, "Reporting Gains and
Losses from Extinguishment of Debt" and an amendmkthat Statement, and SFAS No. 64, "Extinguishts@f Debt Made to Satisfy
Sinking-Fund Requirements." SFAS No. 145 also relc5FAS No. 44, "Accounting for Intangible AsdetsMotor Carriers." SFAS No.
145 amends SFAS No. 13, "Accounting for Leasesélitninate an inconsistency between the requiredatting for sale-leaseback
transactions and the required accounting for aetégise modifications that have economic effeasdhne similar to sale-leaseback
transactions. SFAS No. 145 also amends other egistithoritative pronouncements to make variousrieal corrections, clarify meanings,
or describe their applicability under changed ctads. SFAS No. 145 is effective for fiscal yeaeginning after May 15, 2002. The
Company does not expect the adoption of SFAS Nb.wi#t have a material impact on its results of igtens or financial position.
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

In June 2002, the FASB issues Statement of FinbAcizounting Standard No. 146, "Accounting for Go8ssociated with Exit or Disposal
Activities" ("SFAS No. 146"), which addresses sfigrant issue regarding the recognition, measurenasrt reporting of costs associated v
exit and disposal activities, including restruatgriactivities. SFAS No. 146 requires that costseiased with exit or disposal activities be
recognized when they are incurred rather thaneatitie of a commitment to an exit or disposal pBAS No. 146 is effective for all exit or
disposal activities initiated after December 31020The Company does not expect the adoption ofSSNé. 146 to have a material impac
its results of operations or financial position.

In November 2002, the FASB issued FASB Interpretallo. 45, "Guarantor's Accounting and Disclosuegttrements for Guarantees,
Including Indirect Guarantees of Indebtedness bke@t, an interpretation of FASB Statements No75a8d 107 and Rescission of FASB
Interpretation No. 34" ("FIN No. 45"). FIN No. 4faborates on the disclosures to be made by a gwauiants interim and annual financial
statements about its obligations under certainantaes that it has issued. It also clarifies thguarantor is required to recognize, at the
inception of a guarantee, a liability for the fa&lue of the obligation undertaken in issuing thargntee. FIN No. 45 does not prescribe a
specific approach for subsequently measuring tlaeagtor's recognized liability over the term of telated guarantee. It also incorporates,
without change, the guidance in FASB Interpretablmn 34, "Disclosure of Indirect Guarantees of Ingelness of Others," which is being
superseded. The disclosure provisions of FIN Naa45effective for financial statements of inteomannual periods that end after December
15, 2002, and the provisions for initial recogmtiand measurement are effective on a prospectisis fix guarantees that are issued or
modified after December 31, 2002, irrespective gbiarantor's year-end. The Company does not expeedoption of FIN No. 45 to have a
material impact on its results of operations oaficial position.

NOTE 3:- OTHER CURRENT ASSETS

December 31,

2002
Prepaid expenses $ 81
Current maturities of long-term loan to the
purchaser of a subsidiary (see also Note 1b) 25
Other 28
$ 134
NOTE 4:- INVENTORIES
Raw materials, parts and supplies $ 1,088
Work in progress 206
Finished products 157
$ 1,451




DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data

NOTE 5:- PROPERTY AND EQUIPMENT

December 31,

2002
Cost:
Computers, software and related equipment $ 518
Office furniture and equipment 438
Leasehold improvements 417
Motor vehicles 102

1,475
Accumulated depreciation 1,111
Depreciated cost $ 364

Depreciation expenses for the years ended Decedib@002 and 2001 were $ 298 and $ 379, respegtivel
As for charges see Note 8(b)(2).
NOTE 6:- SHORT TERM BANK CREDIT

a. The Company has a $ 1,000 line of credit sinag RD02, from Silicon Valley Bank ("SVB"). The Coampy can borrow up to $ 600 at
SVB's prime rate (totaling 4.25% at December 302@&nd up to another $ 400 at SVB's prime rate p. Interest only is payable on a
monthly basis. The maturity date of the line ofditrés May 29, 2003. As of December 31, 2002, tlhen@any has unutilized credit line
amounting $ 750.

Under the terms of the agreement, the Companygisiner] to maintain certain ratios and be in commaéwith other covenants in order to use
the $ 400 line of credit (see also Notes 8(b)(1))@) and 9(e)).

b. The Company's subsidiary has a $ 483 bank ca#fdcility pursuant to a loan agreement. Borrgyvimder this line of credit bears inter
of 1.75% per annum over the bank's base rateiftgtal75% at December 31, 2002). Interest onlpaigable monthly with outstanding
principal due on demand. If no demand is madeothstanding principal and accrued interest is du#arch 31, 2003. At December 2002,
no principal or accrued interest was outstandieg @so Note 8(b)(2)).
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data

NOTE 7:- OTHER CURRENT LIABILITIES

December 31,

2002
Accrued payroll and payroll taxes $ 47
Warranty accrual 107
Government authorities 127
Accrued expenses 464
Accrued commissions 98
Deferred revenues 75
Other 56

$974

NOTE 8:- COMMITMENTS AND CONTINGENT LIABILITIES

a. Lease commitments:

The Company and its subsidiary rent their facittend vehicles under various operating lease agnasmwvhich expire on various dates, the
latest of which is in 2006. Future rental commitisaimder non-cancelable are as follows:

Year ended
December 31,

2003 $ 279

2004 318

2005 274

2006 129
$ 1,000

Total rent expenses for the years ended Decemh@0B2 and 2001, were approximately $ 282, and(® @Spectively.
b. Charges and guarantees:
1. The bank pledged the Company's short-term bapksit on account of the Company's line of credit.

2. The Company and its subsidiary have an unlinfiteting charge on all their property and asseta aecurity for a line of credit from their
respective banks.

3. The Company's subsidiary has obtained bank gteszs of $ 87 to secure up front payments recdiyatie subsidiary's customers and as a
security for future lease payments.
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data
NOTE 9:- SHAREHOLDERS' EQUITY
a. Preferred shares:

The Preferred stock has one series authorized)80Ghares of Series A cumulative redeemable ctiblepreferred shares ("Series A"), ¢
an additional 1,500,000 shares of preferred sHasdeen authorized, but the rights, preferencesleges and restrictions on these shares
have not been determined. DPC's Board of Dired¢soasithorized to create a new series of prefefades and determine the number of st
as well as the rights, preferences, privilegesrastfictions granted to or imposed upon any sefigseferred shares. As of December 31,
2002, there were no shares issued or outstanding.

b. Common shares:

Common shares confer upon the holders the rigiedeive notice to participate and vote in the Gandieeting of Shareholders of the
Company, the right to receive dividends, if and wheclared, and the right to participate in a ttigtion of surplus of assets upon liquidation
of the Company.

In September 2001, the Company executed a sesypitichase agreement with Telkoor Telecom, Ltdelk@or") for cash proceeds of $
1,250, in exchange for the purchase of 1,250,00@r@on shares; issuance of 900,000 warrants to pseciammon shares at an exercise
price of $ 1.25 per share, and an additional 1@@warrants to purchase Common shares at an sggnice of $ 1.50 per share. The
warrants vested immediately. The 900,000 warraiitexpire sixty days after the Company files itsrf 10KSB for the year ended
December 31, 2002, and the 1,000,000 warrantsewilire on December 31, 2003.

c. Stock Option Plans:

1. Under the Company's stock option plans (thenfleoptions may be granted to employees, officaasultants, service providers and
directors of the Company or its subsidiary.

2. As of December 31, 2002, the Company has audiy several Incentive Share Option Plans, taetgif options to officers,
management, other key employees and others of {209,500 of the Company's Common shares. As oéDeer 31, 2002, an aggregate of
310,728 of the Company's options are still avaddbl future grant.

3. The options granted generally become fully esafile after four years and expire no later thageldrs from the approval date of the op
plan under terms of grant. Any options which améefited or cancelled before expiration become av#d for future grants.
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DIGITAL POWER CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
U.S. dollars in thousands, except share data

NOTE 9:- SHAREHOLDERS' EQUITY (Cont.)

A summary of the Company's employees share optitivitg, (except options to consultants and seryicgviders) and related information is
as follows:

Year ended December 31,

2002 2001
Weighted Weighted
Amo unt average  Amount average
o] f exercise of exercise
opti ons price options price
$ $
Outstanding at the beginning of the year 1,543, 095 1.74 938,720 2.39
Granted 70, 000 0.58 691,000 0.90
Exercised - - - -
Forfeited (422, 840) 1.58 (86,625) 2.10
Outstanding at the end of the year 1,190, 255 1.38 1,543,095 1.74
Exercisable options at the end of the
year 771,2 55 1.65 769,296 2.26

All options granted during the two years in theipgiended December 31, 2002 were at an exercise hrat is equal to the fair value of the
stock at the grant date.

The options outstanding as of December 31, 200& haen classified by exercise price, as follows:

Options Weighted Options Weighted
outstanding average Weighted exercisable average
of as remaining average as of exercise pric e
Exercise December 31, contractual exercise December 31, of options
price 2002 life price 2002 exercisable
$ Years $ $
0.48-0.55 60,000 9.67 0.54 - -
0.70-1.02 527,000 8.95 0.71 234,250 0.69
1.5625-1.8125 183,915 5.85 1.65 163,570 1.66
2-2.375 419,340 4.57 2.28 365,935 2.27
1,190,255 1.38 771,255 1.65




DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data

NOTE 9:- SHAREHOLDERS' EQUITY (Cont.)

d. Warrants and options issued to service providedsconsultants:

1. The Company's outstanding options to consuli@mdsservice providers as of December 31, 2002asfellows:

Options for Exercise

Common price per  Opti ons Exercisable
Issuance date  shares share exerc isable through
January 2002 100,000 $ 3 100 OOO ----- 5 ) -----
August 2002 10,000 $1 10 ,000 *) -
November 2002 10,000 $1 10 ,000 *) -

*) 10 years from the date of grant.
During 2002, none of the options were exercised.

2. The Company had accounted for its options t@glbants and service providers under the fair vate¢hod of SFAS No. 123, EITF 96-18
and Emerging Issues Task Force No. 00-18, "AccaogriRecognition for certain Transactions Involvinguiy Instruments Granted to Other
Than Employees" ("EITF 00-18"). The fair value these options was estimated using a Black-Schqlgsmpricing model with the
following weighted-average assumptions: risk-figteriest rates of 1.5%, dividend yields of 0%, ibtatfactors of the expected market price
of the Company's Commons shares ranging from 5%50094.5%, and a contractual life of the optionsygproximately 10 years.

3. The Company recorded compensation expense84€ti#iring 2002 related to the consultants and semioviders' options.
e. Warrants issued for financing transaction:

In connection with the line of credit received irai2002, the Company issued to Silicon Valley Bankarrant to purchase up to 40,000
shares of Common Stock. These options vested inatedgli The exercise price of the warrants is $ 1.

The Company recorded a compensation expense antbent of $ 20, which was amortized ratably ovpeaod of one year out of which $
12 was recorded as financial expenses and $ &aaidrexpenses. This transaction was accounted &mcordance with Accounting
Principals Board Opinion No. 14, "Accounting forr@ertible Debt and Issued with Stock Purchase Witstq"APB No. 14").
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data
NOTE 9:- SHAREHOLDERS' EQUITY (Cont.)

The fair value for this warrants was determineahgsi Black-Scholes pricing model assuming a risk-interest rate of 1.5%, dividend yields
of 0%, a volatility factor of the expected markecp of the Company's Common shares of 90.7% anttaciual life of the warrants of 10
years.

f. Employee Stock Ownership Plan:

The Company has an Employee Stock Ownership PEB@P") covering eligible employees. The ESOP pewidr the Employee Stock
Ownership Trust ("ESOT") to distribute shares & @ompany's Common stock as retirement benefttsetparticipants. The Company did
not distribute shares ever since 1998. As of Deegr@lh, 2002, the outstanding Common shares hetlebigSOT are 167,504.

g. Dividends:

In the event that cash dividends are declareddriuture, such dividends will be paid in US dollaree Company does not intend to pay cash
dividends in the foreseeable future.

NOTE 10:- TAXES ON INCOME

a. Taxes on income is comprised as follows:

Year ended December 31,
2002 2001
Current taxes $ (119) $ 36
Benefit (deferred income) taxes 649 (335)
$ 530 $(299)
Domestic $ 649 $ (351)
Foreign (119) 52
$ 530 $(299)

b. Deferred in come taxes:

Deferred income taxes reflect the net tax effettemporary differences between the carrying anmohissets and liabilities for financial
reporting purposes and the amounts used for in¢arpurposes. Significant components of the Comgaigferred tax liabilities and assets
are as follows:
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data

NOTE 10:- TAXES ON INCOME (Cont.)

December 31,

2002 2001

Operating loss and capital loss carryforward $2,112 $1,936
Goodwill - 505
Reserves and allowances 109 131
Net deferred tax asset before valuation allowance 2,221 2,572
Valuation allowance (1,572) (2,572)
Net deferred tax asset $ 649 $
Domestic $ 649 $ -
Foreign - -

$ 649 $

As of December 31, 2002, the Company recorded erdef tax asset of $ 649, relating to the Comparariyback losses of 2001 and 200:
valuation allowance was recorded due to the uniogytaf the tax asset's future realization. As @cBPmber 31, 2002, the Company and its
subsidiary provided a valuation allowance of $ 2,57 respect of deferred tax assets resulting sbort-term temporary differences and
depreciation charged in advance of a capital allmeaaken and from carryforward losses. Duringafigear 2002, the Company realized
certain deferred tax assets and reduced the vafualiowance by $ 1,000, to $ 1,572.

Management currently believes that since the Compad its subsidiary have a history of lossesih@se likely than not that the deferred
assets regarding the remainder of the loss camygials and other temporary differences will notéaized in the foreseeable future.

c. Net operating losses carryforwards:

As of December 31, 2002, the Company had approgim&t4,000 in federal net operating loss carryfmds for income tax purposes, which
can be carried forward and offset against taxaiderme for 20 years and expire in 2020-2022.

Utilization of U.S. net operating losses may bejecttto substantial annual limitation, due to thednge in ownership” provisions of the
Internal Revenue Code of 1986 and similar stateigians. The annual limitation may result in the@ieation of net operating losses before
utilization.

d. The main reconciling item from the statutory tate of the Company to the effective tax ratdésrecognition of tax benefits related to the
Company's carryback losses of 2001 and 2002.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data
NOTE 10:- TAXES ON INCOME (Cont.)

e. Net loss before tax benefit (taxes on incomeyists of the following:

Year ended De cember 31,
2002 2001
Domestic (U.S.) $ (498) $ (6,483)
Foreign (U.K.) 258 (258)
$ (240) $ (6,741)

NOTE 11:- RELATED PARTY TRANSACTIONS
The balances with and the results of operations transactions with Telkoor, a related party, wasdollows:

December 31,

2002
Balance:
Intercompany account *) $ 280
Year e nded December 31,
20 02 2001
Purchases of products from -'I—'-e-l-l;;)or $ 4 06 ----- $ ;

*) Transactions with Telkoor derive mainly form phases of power supplies from Telkoor.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
U.S. dollars in thousands, except share data
NOTE 12:- SEGMENTS, MAJOR CUSTOMERS AND GEOGRAPHICAL INFORMATION

The Company has two reportable geographic segnmesgote 1a for a brief description of the Comfsabysiness. The data is presented in
accordance with Statement of Financial Accountitejm&ard No.131, "Disclosure About Segments of aefprise and Related Information
("SFAS No. 131").

The following data presents the revenues expergditand other operating data of the Company's gpbigraperating segments:

Year ended December 31, 2002

DPC DPL Eliminations To tal
Revenues $ 4,34 8 $ 4,427 $ - $ 8,775
Intersegment revenues 38 3 - (383)
Total revenues $ 4,73 1 $ 4,427  $ (383) $ 8,775
Depreciation expense $ 18 4 $ 114  $ - % 298
Operating income (loss) $ (76 1) $ 235 % - 0% (526)

subsidiary ____$ _____ 2_ 8___ (3__ $ -3 -3 __2_8_0____
Financial income, net _SB______ ___6 _____
Income (loss) before income taxes _$ _______ (_2_4_0_)___
Tax benefit (taxes on inc_o_nlti)_““i“ 64 ?__ $ (119) $ -8 __5:'*3_0____
Net income $ 15 1 8 139 % - $ 290

Expenditures for segment assets as
of December 31, 2002 $ 1 3 $ 24 % - $ 37

Identifiable assets as of
December 31, 2002 $ 2,2 92 $ 2,808 % - 8 5,190




DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share data

NOTE 12:- SEGMENTS CUSTOMERS AND GEOGRAPHICAL INFOR MATION (Cont.)

DPC
Revenues $ 6,476
Intersegment revenues 600
Total revenues _____?__“7_,97_6_
Depreciation and amortization $ 336

Operating loss

Financial expenses, net

Loss before tax benefit (taxes on

income)
Tax benefit (taxes on income) $ 362
Net income (loss) $ (6,768

Expenditures for segment assets
as of December 31, 2002 $ 110

Identifiable assets as of
December 31, 2002 $ 3,951

Year ended December 31, 2001

DPL Eliminations Tota
$ 3,854 $ - $ 1
(600)
$ 3,854 $ (600) $ 1
$ 115 % - $
$
$
$
$ 63) $ - %
) $ 272) $ -8 (
$ 23 $ $
$ 2562 % -8




Exhibit 10.8

TRANSLATION

SHARES BUY-SELL AGREEMENT

In the city of Guadalajara, Jalisco, this 30th dageptember 2002, and before
the witnesses undersigning at the end appeared:
I.- On one hand DIGITAL POWER CORPORATION, reprasenn this act by DAVID
AMITAI hereinafter and for the purposes of this tract referred to as SELLER.
[I.- On the other LOGANMEX, S.A. DE C.V. throughetin attorney OMAR OSORIO
HERNANDEZ hereinafter referred to and during thastract referred to as the
BUYER.
Persons known by the witnesses whom | acknow!ealgtel know as well as their
legal capacity to contract and be bound in the $ewfrthis contract and who
declared their legal will to execute this SHARES'BBELL AGREEMENT which will
be in accordance with the following representatiand clauses:

REPRESENTATIONS
I.- The SELLER through their attorney represengg:th
1.- In public indenture No. 29,887 dated August 4986, given by Carlos de
Pablo Serna, Notary Public No. 137 of Mexico Cityich is duly registered
under register number 56-57 of volume 243, Boddt fif the registry of
Commerce of this Judicial District, there was acomporation of the
corporation called "PODER DIGITAL" SOCIEDAD ANONIMAE CAPITAL VARIABLE, which
has a capital stock structure as follows:

FACE VALUE $1,000.00
STOCKHOLDER SHARES AMOUNT

SERIES A SERIES B



Digital Power Corporation 49 150

David Amitai

2.- That the share certificates were made later.

3.- That his principal owns 49 common nominal skarfecapital stock series A
and 150 common nominal shares of capital stockes&iwith a face value of
$1,000.00 Pesos each.

4.- That they are presently registered and receghiiz the Book of Registry of
Shares as owners of the shares described above.

5.- That the shares which are the subject mattdri®fcontract are not

subject to any limitation in their voting rights, accordance with the General
Trade Corporations Act (Ley General de Sociedadecshtiles) and the Corporate
Indenture.

6.- That in accordance with the provisions of &tit of the by laws, they

have previously obtained the authorization to th&lir shares since none of

the stockholders showed interest to buy the shargigect matter of this
operation, so they are free to execute this contrac

Il.- The BUYER through their attorney, represents:

1.- That his principal is a trade corporation immmated in accordance with

the laws of Mexico in public No. 3,127 dated JuRt2, 2000 given by Francisco
Castellanos Guzman, Public Notary No. 20 registardulisiness file 5430 of the
Book first of the registry of commerce of this joidi district and that their
corporate objective includes the execution of amis like this one.

2.- That he has the widest capacity to bind hisgipial, which have not been

revoked, limited or restricted in any manner.

$199,000.00

$1,000.00

$200,000.00



3.- That he knows the financial, accounting andiastmative situation of the
corporation called PODER DIGITAL SOCIEDAD ANONIMAB CAPITAL VARIABLE which he
accepts and approves in full.
4.- That they are interested in acquiring the shafe¢he SELLER at their face
value, which he considers fare and in accordanttetive assets of the company
that the shares of this contract belong to.
5.- That they have the legal and financial capaoitiace the liabilities of
this contract. Having said the above, the partigee@on the following:
CLAUSES
FIRST.- OBJECTIVE OF THE CONTRACT
The corporation called DIGITAL POWER CORPORATIONresented by DAVID AMITAI
SELLS to the corporation called LOGANMEX SOCIEDAIN®NIMA DE CAPITAL VARIABLE,
through OMAR OSORIO FERNANDEZ who BUYS all the sbsiowned by the former which
are described in number 3 of Representation lisfitistrument.
As a consequence of the previously described blgy-$e capital stock of the
corporation called PODER DIGITAL, SOCIEDAD ANONIMEBE CAPITAL VARIABLE, will be

as follows

FACE VALUE $1,000.00

STOCKHOLDER SHARE S AMOUNT
SERIES A SERIES B

Loganmex S.A. de C.V. 49 150 $199,000.00

David Amitai 1 $1,000.00

TOTAL 50 150 $200,000.00



SECOND- PRICE OF THE OPERATION

The sales price is the amount of USD $19,900.00ttieaBUYER shall pay with 12
checks for the amount of USD $1,658.33 each, whiietl be collected on the 5th
day of each calendar month counted from the 5thanfiary 2003 to finish on
December 5th, 2003.

THIRD.- ENDORSEMENT AND DELIVERY OF THE CERTIFICATE S.

The SELLER shall, at the time of executing thistcact, endorse the property

of the shares to the BUYER since they are traredieirr this contract.

FOURTH.- REGISTRATION OF THE TRANSFER.

The BUYER shall transact before the relevant etitif the corporation their
registration in the book of registry of stockhoklep that the corporation may
recognize them as such.

FIFTH.- METHOD FOR THE TRANSFER The sale is undes toncept that the sold
shares are fully released by the corporation, éfeeny encumbrance or
ownership limitation, so the SELLER shall remediatease of eviction, as of

the moment in which the shares transferred herewrédully paid for.

SIXTH.- TERMS OF THE OPERATION

1- The BUYER shall pay all tax, legal,lease and katlyilities before any
authorities that the corporation may have up ta&aper 30, 2002 for up to an
amount of USD $85,000.00 in the understandingdhstdebt or set of debts that
exceed the above amount shall be paid by the SELtbERe BUYER immediately in
order for the former to pay them at once.

Any liability not mentioned in the above paragrabiall be paid for by the

BUYER.



2.- The SELLER assumes labor liability for 3 of #i2employees that work at

the company presently, their names are Oliver Jan€todriguez who has quit,
Josue Ivan Duran Santibanez and Salvador Viurqreza@o who will be terminated
due to this operation, the rest of the workers @ottinue working for the

company under the liability of the BUYER.

3.- The SELLER hereby transfers the debt that PBigital Sociedad Anonima de
Capital Variable has with them for the amount ofDJ%L,147,000.00 or the one
obtained from the books of PODER DIGITAL up to Sepber 30th, 2002 to the BUYER
which is subrogated as creditor and will be ableandle the accounting of

that waiver as they deem convenient.

4.- It is hereby noted that Poder Digital Sociedadnima de Capital Variable

has approximately USD $1,300,000.00 of tax losdesimshall be certified by a
letter from their accountants and auditors of thiegany.

5.- The SELLER shall also deliver the tax opinionthe fiscal year of 2001

and the financial statements up to September 80thjs year, documents that
have so far duly delivered to the BUYER.

6.- It is also hereby certified that within the ifdies of Poder Digital

Sociedad Anonima de Capital Variable there is gdamount of materials and
finished components that entered the country irl200ich fire duly legalized

as described in attachment C hereof, which mugrbicted and stored by the
BUYER and the SELLER shall have the right to mdven, take them out or dispose
off them as considered pertinent and must instheeBUYER in due time to
cooperate in the management of this material.

7.- Presently the company called Poder Digital &d&il Anonima de Capital
Variable filed before the Ministry of the TreasBecretaria de Hacienda y

Credito Publico) an application for the return loé /alue Added Tax (Inpuesto



al Lavo Agregado) for the amount described in theuthent issued by the office

called KPMG dated October 2nd of this year, Attaehtr?.

8.- Lastly the SELLER shall be liable for the payrhef any claim of any nature

due to liabilities incurred up to September 30102 and the BUYER shall

deliver all the documents and information in a fynmaanner so that any claim

may be handled timely, it is hereby provided thatase the BUYER fails to

deliver the necessary information or to notify hd@r to face this liability,

the SELLER shall be relieved of the liability.

SEVENTH.- EXPENSES.

Expenses, fees and taxes generated by the saldsipalid by the party that

is liable for them.

EIGHT.- COURTS AND JURISDICTION.

For the interpretation and enforcement of this i@mif the parties are

expressly subject to the jurisdiction of the cowftthis city of Guadalajara,

Jalisco and thus waive any other jurisdiction thay may be entitled to due

to their present or future address.

NINTH.- HEADINGS OF THE CLAUSES.

The headings of the clauses of this contract alefoneasy reading and have

no content of liability.

Having read the contract, the parties expressaedabgeeement with the

content, ratified and signed together with the egises in the date hereof.
SELLER
(SIGNED)

DIGITAL POWER CORPORATION

Represented by



DAVID AMITAI
BUYER
(SIGNED)
LOGANMEX S.A. DE C.V.
Represented by
OMAR OSORIO HERNANDEZ
WITNESS WITNESS
END OF TRANSLATION

I, MARIA ESTHER ZATARAIN MARTINEZ, Official ExpertTranslator duly Authorized with Reg. Number: ZMMB&®-144, by the
Supreme Tribunal of Justice and the General Cowficie Judicial Power, both of the State of Jaliddexico, CERTIFY:

That this is a true and correct translation intglish, to the best of my knowledge, of the enclodedument in Spanish.
Guadalajara, Jalisco, Mexico, October 17th, 2002.

LIC. MA. ESTHER ZATARAIN MARTINEZ



Exhibit 23.1

CONSENT OF KOST FORER & GABBAY, A MEMBER OF ERNST & YOUNG GLOBAL,
INDEPENDENT AUDITORS

We consent to the incorporation by reference inRbgistration Statement on (Form S-8 Nos. 333-2bp6&aining to the Director and
Employee Stock Options and 1996 Stock Option Pfddigital Power Corporation of our report dated ktarl3, 2003, with respect to the
consolidated financial statements of Digital Po@erporation included in the Annual Report Form 18B<for the year ended December 31,
2002.

/sl Kost Forer & Gabbay

March 24, 2003 Kost Forer & Gabbay,
A Menmber OF Ernst & Young @ obal



Exhibit 23.2
CONSENT OF HEIN + ASSOCIATES LLP, INDEPENDENT AUDIT ORS

We consent to the incorporation by reference inRbgistration Statement (Form S-8 Nos. 333-25068pming to the Director and
Employee Stock Options and 1996 Stock Option Ptathia the related Prospectuses of our report dagdduary 19, 2002, with respect to the

financial statements and schedule of Digital Po@eiporation included in the Annual Report (FormKI®B) for the year ended December
31, 2002.

/sl Hein + Associates LLP

March 19, 2003 Hein + Associates LLP



Exhibit 99.1
CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report of Digital RevCorporation (the "Company") on Form K&B for the period ending December 31, 2
as filed with the Securities and Exchange Commiseinthe date hereof (the "Report"), We, David AmiChief Executive Officer and Haim
Yatim, Chief Financial Officer, of the Company, tifg, pursuant to 18 U.S.C. Section 1350, as adbptesuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that, to the best ofkmowledge and belief:

(1) the Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) the information contained in the Report faphesents, in all material respects, the finan@alition and result of operations of the
Company.

Dat ed: 3/20/2003 /'s/ David Anitai
David Anmitai,
Chi ef Executive O ficer
(Principal Executive Oficer)

/s/ Haim Yatim

Hai m Yatim

Chi ef Financial Oficer
(Principal Financial and

Accounting O ficer)



