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

With the exception of historical facts stated heréie following discussion may contain forwarddow statements regarding events and
financial trends, which may affect Digital Powddgure operating results and financial positionclsatatements are subject to risks and
uncertainties that could cause Digital Power'saatsults and financial position to differ matéyidrom those anticipated in such forward-
looking statements. Factors that could cause actgalts to differ materially include, in additibmother factors identified in this report, the
fact that we have experienced losses from our ¢tipes that the power supply industry, in gendnak experienced an economic down turn
and our dependence on our manufacturing subcoatrpdmarily in China, all of which factors are $etth 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 "forwardiog" statements which are, by their nature, urateras reliable indicators of future
performance. Digital Power disclaims any intenbbligation to publicly update these "forward loojirstatements, whether as a result of
information, future events, or otherwise.

PART I.
ITEM 1. DESCRIPTION OF BUSINESS
General

Digital Power Corporation designs, develops, mactufgs, markets, and sells switching power suppdiésdustrial, telecommunication, data
communication, medical and military industries. We a California corporation originally formed i860. Our corporate office, which
contains our administrative, sales, and enginedtingtions, is located in Fremont, California. bidéion, the Company has a wholly-owned
subsidiary, Digital Power Limited ("DPL"), locaténl Salisbury, England which designs, manufacturessells products for the European
market place including power conversion productsfoval and military applications and DC/AC investéor the telecommunications
industry under the label Gresham Power Electronics.

We primarily sell our switching power supplies naluistrial, telecommunication, data communicatioadital and military industries both in
North America and Europe. These industries havemspced pricing pressure that has adversely afflestir operations and financ
condition. As a result, we incurred an operatirgslduring the year ended December 31, 2004. Thep&@uwyrhas the option of purchasing
products from a Mexican subcontractor or from an€hée subcontractor at lower prices with longer tead. For the products produced in
Mexico, we purchase the raw material and ship taliud party manufacturer who manufactures oudpots according to our specifications.
Subsequent to the balance sheet date, we have endeglationship with the Mexican contract mantdiaer.

Power supplies are critical components of electrequipment that supply, convert, distribute, agglitate electrical power. The various
subsystems within electronic equipment requireeadst supply of direct current (DC) electrical powesually at different voltage levels from
the other subsystems within the equipment. In &idithe electronic components and subsystemsneguitection from the harmful surges
and drops in electrical power that commonly ocatergpower lines.

Power supplies satisfy these issues of allocatmmhpaiotection by (i) converting alternating curré€) electricity into DC; (ii) by dividing a
single input voltage into distinct and isolatedmuitvoltages; and (iii) by regulating and maintagisuch output voltages within a narrow
range of values.

Products which convert AC from a primary power seunto DC are generally referred to as "power Bagp Products which convert one
level of DC voltage into a higher or lower levelE€ voltage are generally referred to as "DC/DC
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converters". "Switching" power supplies are distiistped from "linear" power supplies by the manmet afficiency with which the power
supplies "steps down" voltage levels. A linear posgply converts an unregulated DC voltage toagetaegulated voltage by "throwing
away" the difference between the two voltages as. li@onsequently, the linear power supply is inhégyanefficient-typically only 45%
efficient for a 5V output regulator. By contrasswitching power supply converts an unregulatedvdlfage to a lower regulated voltage by
storing the difference in a magnetic field. Whea thagnetic field grows to a pre-determined leva, unregulated DC is switched off and the
output power is provided by the energy stored @rttagnetic field. When the field is sufficientlyplieted, the unregulated DC is switched on
again to deliver power to the output while the esceoltage is again stored in the magnetic fieklaAesult, the switching power supply is
more efficient-typically 75% efficient for a 5V quit 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 making them smaller than those many ofcoumpetitors.

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 @y 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 requiremdrttis gives us an advantage over our competitoaigsy of whom do charge their
customers for NRE expenses. Our marketing stratetgyexploit this combination of high power degsidesign flexibility, and short time-to-
market to win an increasing share of the power lsuparket.

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 incorfponaof an OEM's selected electronic componentslosares, and cable assemblies with our
power supply products to produce a power subassetimél 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 instadlatservice, thus saving the OEM time and money.baéleve 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 serviceQHEMs do not need to build assembly facilities tnefacture their own power
subassemblies and thus are not required to pur@hdiséual parts from many vendors.

We made progress in penetrating the domestic myilgactor and, as a result of our strategic coliatban with Telkoor Power Ltd.
("Telkoor") we have been an awarded an initial $thilion contract to provide sophisticated mil-sgeEmwer supplies for a military avionics
application. The majority of this revenue will lezognized in 2005.

Telkoor Power Ltd.

Telkoor is primarily engaged in developing, markgtand selling power supplies and power systemthételecommunication equipment
industry and military. Consistent with our totaktoeduction efforts, and taking advantage of Tetlsostrong engineering team, we have and
will continue to utilize Telkoor to assist us inm@roduct development. Further, during the yearedndecember 31, 2004, we made progress
in penetrating the United States and European rtsavkiéh Telkoor's products. This effort generatakbs of approximately 30.72% of our
revenues for 2004. We intend to continue to sdkda's products in the future to supplement one lof products.
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Digital Power Limited

Digital Power Limited, headquartered in SalisblEpgland, designs, manufactures, and distributeteling power supplies, uninterruptible
power supplies, and power conversion and distidiougiquipment frequency converters for the commkacid military markets under the
name Gresham Power Electronics. Uninterruptiblegrgaupplies (UPS) are devices that are inserteddaet a primary power source and the
primary power input of the electronic equipmenb#oprotected for the purpose of eliminating the&§ of transient anomalies or temporary
outages. A UPS consists of an inverter that is ped/by a battery that is kept tricktarged by rectified AC from an incoming power lile
the event of a power interruption, the battery sateer without the loss of even a fraction of aleyo the AC output of the UPS. Frequency
converters manufactured by DPL are used to comvemdrship's generated 60 cycle electricity suppiQaO cycles. This 400 cycle supply is
used to power critical equipment such as the shig's, compass and weapons systems. DPL also desighmanufactures Transformer
Rectifiers for Naval use. Typically these providstbry supported back-up for critical DC systemshsas machinery and communications. In
addition higher power rectifiers are used for feghters on naval vessels. DPL and the Gresham Peletronics products adds diversity to
our product line, provides greater access to thgediiKingdom and European markets and strengthensrggineering and technical
resources. For the year ended December 31, 2004c®Rributed approximately 56% to our gross revenu

The Market

Geographically, we primarily serve the North Amarigpower electronics market with individual AC/D@wer supplies and DC/DC
converters ranging from 50 watts to 800 watts tdltoutput power. DPL serves the United Kingdom #reEuropean marketplace with
AC/DC power supplies, uninterruptible power suppli@nd frequency inverters.

Customers

Our products are sold domestically and in North Aogethrough a network of manufacturers' represemtm and distributors. Our customers
can generally be grouped into five broad industgessisting of the industrial, telecommunicatidata communication, medical and military.
We have a current base of approximately 400 aciitomers, some of which are sold through ouritdigiors.

Gresham Power Electronic products are sold primarithe UK and in Europe. The Company has beeticpéarly successful in securing an
export market in Spain for its defense productsh&hUK, our main customers include the UK MinistfyDefense, BAE Systems, Bacock
Defense and Marshalls plc. In Mainland Europe, aledsrectly to IZAR in Spain and Emerson in Swedéfe sell power supplies through
European distributors with our greatest strengt@énmany and Scandinavia.

Strategy

Our strategy is to be the supplier of choice to GERYuiring high-quality power solutions where siapid modification, and time-to-market
are critical to business success. Target markehsets include the industrial, telecommunicationadmmmunication, medical and military
industries. While many of these segments wouldhagacterized as computer-related, we do not ppatieiin the personal computer (PC)
power supply market because of the low marginsnarisut of the high volume and extremely compedithature of that market.

We intend to continue our sales primarily to erigtcustomers while simultaneously targeting salestv customers. We believe that our
"flexibility" concept allows customers a more efige choice between our products and products edféry other power supply competitors.
Our "flexibility" series is designed around a starttized power platform, but
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allows the customer to specify output voltage®tai to its exact requirements within specific paeters. Furthermore, OEMs are seeking
power supplies with greater power density and higffiiciency. Digital Power's strategy in resporgiito this demand has been to offer
increasingly smaller power supply units or packagdsMs have typically had to settle for a standasaier supply product with output
voltages and other features predetermined by thmufaeturer. Alternatively, if the OEM's product tegd a different set of power supply
parameters, the OEM was forced to design this rioadibn in-house, or pay a power supply manufactimea custom product. Because
custom-designed power supplies are developimegsive and require a great deal of time to desigvelop, and manufacture, typically o
OEMs with significant volume requirements can ecoimally justify the expense and delay associatet thieir production. Furthermore,
since virtually every power conversion product imited for use in commercial applications requiretage independent safety agency testing
at considerable expense, such as by Underwritdyeratories, an additional barrier is presentedhéosimaller OEM. By offering OEM
customers a new choice with Digital Power's "fléikid' series, we believe we have an advantage ouercompetitors.

Product Strategy and Products

We have ten series of base designs from which #gmmissof individual models can be produced. Eadleséas its own printed circuit board
(PCB) layout that is common to all models withie #eries regardless of the number of output vadtéiypically one to four) or the rating of
the individual output voltages. A broad range dfpoi ratings, from 2.0 volts to 48 volts, can bedarced by simply changing the power
transformer construction and a small number of sutpmponents. Designers of electronic systemsletarmine their total power
requirements only after they have designed theesystelectronic circuitry and selected the comptmenbe used in the system. Because the
designer has a finite amount of space for the systed may be under competitive pressure to furdhuice its size, a burden is placed on the
power supply manufacturer to maximize the powersigrof the power supply. A typical power supplynsists of a PCB, electronic
components, a power transformer and other elecgastac components, and a sheet metal chassisafder lcomponents are typically
installed on the PCB by means of pin-through-hskeably where the components are inserted intaliited holes and soldered to electri
circuits on the PCB. Other components can be aththithe PCB by surface mount interconnectionrteldtyy (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 irealuiction in parts inventory while allowing for rdphodifiability into thousands of output
combinations. The following is a description of guimary products.

Four of our product offerings resulting from ouraségic relationship with Telkoor are the eF'sessrCPCI's series , Strong Box serial and
custom products.

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

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, frara o four outputs. The 90-264 VAC universal ingllbws 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 48\iBguts. This optional DC input unit (DP50 seriesgimains 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 offmith one to four outputs, a universal inputddtem 90 to 264 VAC and is only slightly
larger than the US50 series.



The US70 series is differentiated from competitifierings by virtue of its smaller size, providiog to four outputs while competitors
typically are limited to three outputs. Flexibilibptions include cover, power good signal, an isala/4 output, and UL544 (2nd Ed.) med|
safety approval. The DP70 is the same as the Ugatpethe input is 48 volts DC. We also offer 24ViD@ut on this series where the model
series changes to a DM. This type of product ialiftar low profile systems, with the power supplgasuring 3.2" 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, @ watt peak power, from one to four outputs. The8@8VAC universal input allows them
to be used worldwide. This product is ideal in &glons where OEMs have upgraded their systemsijniag an additional 30-40 watts of
output power, but being unable to accommodategetamit. The US100 fits in the same form factadt does 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 wani¢salso available with 12VDC, 24VDC,
or 48 VDC inputs. This optional DC input unit (DR)Gnaintains the same pin-out, size, and mountintp@ US100 series.

The US250 series consists of economical, highieffiy, 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 @@fts of continuous, or 325 watts of
peak power, from one or two outputs. The 115/230\6A-selectable input allows them to be used wadd. On-board EMI filtering is a
standard feature. Flexibility options include a eg\power fail/power good signal, and an isolated @utput. This product can be used in
network switching systems or other electronic systevhere a lot of single output current, such @524, or 48 volt current might be
required.

The UPF150/DP150 series is an ofiame switcher that delivers up to 150 watts oftcmous power from one to four outputs. In respao:
market condition for more functionality, the UPFO1Bas both power factor correction and a Class B fittdr as standard features. All
UPF150 series units are available with 24VDC, o/28 inputs. This optional DC input unit (DP150) m&iins the same pin-out, size, and
mounting as the UPF150 series.

The UPF 300 watts delivers up to 300 watts from @mivo outputs and also includes power factorexiion and measures 8" x 4.5" x 2",
Gresham Products
Gresham designs and manufactures a wide rang®ddigts for Naval applications. These include:

Static Frequency Converters - typically convertgStsupply from 50/60Hz to 400Hz for gyros and p@as systems. Power range is 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 Tald 5kVA provide DC power to enable the ship tatsiad service helicopters. Gresha
TRUs are in service with a number of Navies inahgdihe Royal Navy and are designated by Westlaniddiers in support of Super Lynx.

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

5



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.

Intelligent switchmode DC/DC power supplies in sopmf inboard submarine sonar.
Filter boxes for secure communications.
Navigation and signal pane- for the control and dimming of ship's externaligation lights.

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

In addition to Digital Power and Telkoor produdggesham distributes a wide range of commercialteninptible power supplies. Power
ratings range from 500VA to 6kVA in a modular canifiable range. The Company also provides turnkgly power solutions for major
business users. Typically configured with genegator the support of substantial institutional syss, power ratings can extend to 300kVA

Manufacturing Strategy

Consistent with our product flexibility strategyewaim to maintain a high degree of flexibility inrananufacturing strategy through the us
strategically focused contract manufactures. duisbelief that strategically focused contract nfaoturers will meet our near term cost,
delivery and quality goals while providing synetgiconcepts. In addition, we believe these retetiops will eventually give us access to
new markets and cross licensing arrangements thato@ beneficial. The competitive nature of the @osupply industry has also placed
continual downward pressure on selling prices.ritfento achieve our low cost manufacturing goath \gbor intensive product, we also plan
on continually increasing our supply base throdghuse of contract manufacturers in the Far Edagtrésent our principle source in the Far
East is Winco Power. Presently, we are in negotiatiith a second contract manufacturer in China.al§e subcontract to a contract
manufacturer located in Guadalajara, Mexico onaggegt to project basis. Subsequent to the balameetslate, we have ended our relation
with the Mexican contract manufacturer and we ekp#@rojects to cease during the second quaft2f05.

We have contract manufacturing relationships witind Power Technology to manufacture our producfadalities located in China on a
turnkey basis. Purchases from Winco are made potrsoigpurchase orders. For the year ended Dece®ibh@004, Digital Power purchased
approximately 24% of its power supply requiremehtsugh Winco Power Technology. Our products areting the certification standards
according to independent safety agency requiremeéfgsare in negotiation with a second contract rfesturer in China.

Digital Power Limited Manufacturing

Digital Power Limited operates from a 25,000 sdeédtsed facility located in Salisbury U.K. The gauént designed and manufactured in
Salisbury is different from the power supplies progid in Mexico and China. Full assembly, test amlity assurance takes place in house.

Sales and service support staff for the Europeémark of distributors for Digital Power productsedocated within the building together w
other functions such as Engineering and Administnat

Sales, Marketing and Customers

Digital Power markets its products through a neknafrindependent manufacturer's representativesh Egpresentative organization is
responsible



for managing sales in a particular geographicttayi Generally, the representative has exclusboess to all potential customers in the
assigned territory and is compensated by commissib8% of net sales after the product is shippexbived, and paid for by the customer.
Typically, either we or the representative orgatiiramay terminate the agreement with 30 day'st@rihotice.

In certain territories, we have entered into agrsiwith distributors who buy and resell our praduFor the fiscal years ended December
31, 2004 and 2003, domestic distributor sales ageolufor 20.43% and 38.60%, respectively, of otaltsales. Over this same period, one
distributor accounted for 16.85%, and 17.90%, resyaly, of total sales. In general, the agreemaeuitis distributors are subject to annual
renewal and may be terminated upon 90 days' writteice. Although these agreements may be terndragesither party, in the event a
distributor decides to terminate its agreement wighwe believe that we would be able to contiftmgesale of our products through direct s
to the customers of the distributor. Generally, @menpany does not grant a right of return. Revesubsect to certain stock rotation are
deferred until the products are sold to the endocoesr or until the rotation rights expire. Certdiatributors are allowed, in the sixth month
after the initial stock purchase, to rotate stdek has not been sold for other products. This beasepeated each sixth month thereafter fc
months, at no more than 25% of the distributorilpase during the previous six months. For the thase years, stock rotations have not
exceeded one percent of total sales.

Our promotional efforts to date have included paidiata sheets, trade shows and Internet Web €itesfuture promotional activities will
likely include space advertising in industry-spiecifublications, application notes and enhancemensir existing Web sites.

Our products are warranted to be free of defectapproximately twelve months from date of shipmést of December 31, 2004 and 2003,
our warranty reserve was $116,000 and $111,000¢ctsely.

Competition

The merchant power supply manufacturing industhyigbly fragmented and characterized by intensepatition. Our competition includes
hundreds of companies located throughout the weddie of whom have advantages over us in termebof land component costs, and st
of who may offer products comparable in qualityptos. Many of our competitors, including Power Olgesyn Technologies, Inc., ASTEC
America, Lambda Electronics, and Meanwell Powerpliap have substantially greater fiscal and manietesources and geographic
presence than we do. If we are successful in isargabur revenues, competitors may notice and asgreompetition for our customers. We
also face competition from current and prospedtivetomers who may decide to design and manufaictigenally the power supplies needed
for their products. Furthermore, certain larger GEhd to contract only with larger power supplynofacturers. This factor could become
more problematic to us if consolidation trendsha électronics industry continue and some of thiM®E whom we sell our products are
acquired by larger OEMs. To remain competitive, agggment believes that we must continue to competadbly on the basis of value by
providing reliable manufacturing, offering custonservice and design engineering services, contslyamproving quality and reliability
levels, and offering flexible and reliable delivesghedules. We believe we have a competitive positith our targeted customers who ne
high-quality, compact product which can be readilydified to meet the customer's unique requireméfassever, there can be no assurance
that we will continue to compete successfully ia fower supply market.

Engineering and Product Development

Our engineering and product development effortgaraarily directed toward modification of our stird power supply to provide a broad
array of individual models. Improvements are comtdgasought in power density, modifiability, andiefency, while we attempt to anticipate
changing market demands for increased functionalitgh as PFC and improved EMI filtering.

Historically, the Company has utilized consultaatsl contract engineering for the majority of itsvigroduct developments, supported by the
internal engineering staff for product engineerifige Company intends to continue this
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strategy for engineering and development. Furtéheg result of the strategic relationship with delk the Company utilizes Telkoor's
engineering team in Israel to assist it in new pmtdievelopment. If the Company identifies a pagmew product for development, it will
cooperate with Telkoor to design and develop tloapct.

Employees
As of December 31, 2004, we had 37 employees lddatthe United States and the United Kingdom.
Foreign Currency Fluctuations

Gresham Power conducts its financial operationgugie United Kingdom pound sterling. Therefore,axe subject to monetary fluctuations
between the U.S. dollar and United Kingdom pousedlisig. For the years ended December 31, 2004 668 @e recorded foreign currency
translation adjustments of $81,000 and $146,000ectively.

Raw Materials

The raw materials for power supplies principallysist of electronic components. These raw mateai@savailable from a variety of sources
and we are not dependent on any one supplier. \Wergty purchase components based on orders rekceiverecast to minimize our risk of

unusable inventory. To the extent necessary weardsr materials prior to orders to obtain shored|times and achieve quantity discounts
following a risk assessment.

We expect our purchase of raw material to decraasee move to turnkey contract manufacturers irFdreEast.
Intellectual Property

We rely upon a combination of trade secrets, ingiuestpertise, confidential procedures and contalgtrovisions to protect our intellectual
property. We believe that because our products@ménually updated and revised, obtaining patemsid be costly and not beneficial.

On July 8, 2004, our trademark, "DP Digital Pow@wowering our technologies," was registered withWinited States Patent and Trademark
Office.

ITEM 2. DESCRIPTION OF PROPERTY.

Our headquarters are located in approximately 9ss0@re feet of leased office engineering and dgveént space in Fremont, California.
For the year ended December 31, 2004, we paid $&e&bmonth for rent. On October 1, 2005 our reititimcrease to $9,025 per month till
September 30, 2006. From October 1, 2006 to Segefty 2007, our rent will be $9,500 per month.iby2002, we issued to the landlord
warrants to purchase 10,000 shares of Common &tcak exercise price of $1.00 per shares expiririggiptember 2013.

DPL leases approximately 25,000 square feet fdodtation in Salisbury, England. DPL pays rent pprximately $15,000 per month, and
the lease expires on September 26, 2008. We bdhav®ur existing facilities are adequate forfimeseeable future and have no plans to
expand them.

ITEM 3. LEGAL PROCEEDINGS.

On April 2, 2003, a claim was filed against the Qamy by Tek-Tron Enterprises Inc. ("Tek-Tron") tate court of Pennsylvania,
specifically, the



Court of Common Pleas of Bucks County, at Case0802116-24-1. TeR+ron was seeking damages of approximately $300f@0breach o
contract and conversion of parts and infrastruotwveed by Tek-Tron located in the Company's formwdrsidiary, Poder Digital S.A's,
Mexico manufacturing plant. In April 2004, the Coamy signed a settlement agreement with Tek-Trooraatg to which the Company
agreed to pay $90,000 in installments and returtaicedisputed inventory for a full release. AdD#cember 31, 2004, the Company paid the
full $90,000. The settlement agreement allows TekiTo seek arbitration limited to the sum of $80,0n case the parties do not agree on a
resolution regarding the returned inventory. Tek#Thas notified the Company it believes that tispulied inventory contains missing
labeling and inspection reports. The Company caesrto work toward reaching a resolution over #terned property for which the
Company' has a maximum liability of $50,000 under $ettlement agreement. The Company's managemeitsditigation counsel are
unable to assess the outcome of such arbitratimeepding.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
None.
PART Il
ITEM 5. MARKET FOR COMMON EQUITY AND RELATED SHAREH OLDER MATTERS.
(a) Comparative Market Prices

Our common share is listed and traded on the Araer&tock Exchange ("AMEX") under the symbol DPWe Tallowing tables set forth the
high and low closing sale prices, as reported byEXyifor our common share for the prior two fiscahys.

Quarter Ended High Low

12/31/2004 $1.25 $1.23
9/30/2004 0.82 0.76
6/30/2004 1.35 1.20
3/31/2004 1.15 1.10

12/31/2003 $0.85 $0.84
9/30/2003 0.78 0.75
6/30/2003 0.78 0.78
3/31/2003 0.57 0.55

(b)  Holders

As of March 15, 2005, there were 6,161,859 sharesiocommon shares outstanding, held by approxin&6 registered holders, not
including holders whose shares of common stockale in street name.

(c) Dividends

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

(d) Recent Sales of Unregistered Securities

In January 2005, the Company entered into a cablernote agreement with Telkoor, according to whielkoor loaned a $ 250,000 interest
free convertible



note to be paid on the tenth business day afte€tmpany announced its financial results for 200 note may be converted into Common
stock at a rate of $ 1.06 per share. Automatic emsign shall occur if the Company meets its segbuébr 2005.

The sale and issuance of the convertible note vaaterby us in reliance upon the exemptions fronmsteggion provided under Section 4(2)
and 4(6) of the Securities Act of 1933, as amendrd,Rule 506 of Regulation D, promulgated by tB€ Sinder federal securities laws and
comparable exemptions for sales to "accrediteddstus under state securities laws. The offerssates were made to accredited investo
defined in Rule 501(a) under the Securities Actganeral solicitation was made by us or any peasing on our behalf; the securities sold
were subject to transfer restrictions, and theifazates for those shares contained an appropegtend stating that they had not been
registered under the Securities Act and may natffeed or sold absent registration or pursuamtnt@xemption there from.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLA N OF OPERATION.
General

We are engaged in the business of designing, dewglomanufacturing, marketing and selling switchpower supplies to the industrial,
telecommunication, data communication, medicalaildary industries. Revenues are generated frdesda distributors, OEMs in North
America, Europe and the United Kingdom.

During the year ended December 31, 2004, the Coyaroducts were received well in the market pl&¢e have continued our
promotional efforts to increase sales to existind aew customers and continue our strategy to miwvenanufacture of our products to the
Far East. Until revenues increase to a sufficiemiant to offset our expenses, we anticipate thatvillecontinue to experience net losses. We
believe that our cash will be sufficient to fundsle losses for at least 12 months.

During 2004, the Company issued 511,261 CommoresharTelkoor in consideration of $ 493,000 nassfiance expenses at the price of
the average closing price of the Company's shaceminon stock during the twenty trading days prawethe closing date.

In June 2004, the Company issued 204,918 Commaeshaa new investor, in consideration of $ 250,80the price of the average closing
price of the Company's share of common stock duhiegwenty trading days preceding the closing.date

Results of Operations

The table below sets forth certain statements efatpns data as a percentage of revenues foretrs gnded December 31, 2004 and 2003:

Years E nded December 31,

2004 2003
Revenues 100.00% 100.00%
Cost of Revenues 76.23 72.30
Write-off of excess inventory 2.50 0.63
Gross profit 21.27 27.07
Engineering and product development 7.16 7.57
Sales and marketing 15.15 14.93
General and administrative 13.24 19.03
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Total operating expenses 35.55 41.53

Operating loss (14.28) (14.46)
Financial income and other expense 0.51 0.34
Loss before tax benefit (13.77) (14.12)
Tax benefit 0.28 1.05
Net loss (13.49)% (13.07)%

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 atzoore with generally accepted accounting
principles which require management to make estéismand assumptions that affect the amounts repiorteé financial statements and
accompanying notes. Actual results could diffenfrihose estimates.

Year Ended December 31, 2004 compared to Year Hhdedmber 31, 2003
Revenues

For the year ended December 31, 2004, revenuesaised by 18.24% to $8,713,000 from $7,369,00thimyear ended December 31, 2003.
The increase in revenue is mainly due to our n@s@ducts developed through Telkoor being receivetl w the market place.

Revenues from the domestic operation of DPC inexa?.79% to $3,854,000 for the year ended DeceBthet004, from $3,417,000 for 1
year ended December 31, 2003. Revenues from thep&uyis European operations of DPL increased 2219584,859,000 for the year enc
December 31, 2004, from $3,952,000 for the yeaedr@ecember 31, 2003. The increase in revenuebdagrear ended December 31, 2004
from December 2003 is due to our products beingived well in the market place.

Gross Margins

Gross margins were 21.27% for the year ended DeeeB1h 2004, compared to 27.07% for the year emas@mber 31, 2003. The decrease
in our gross margins can be primarily attributethi shifting in product mix and one time inventamte-offs in the total amount of $218,0
related mainly to obsolete raw material and slowimginventory in DPL.

Engineering and Product Development

Engineering and product development expenses wié8/of revenues for the year ended December 34, 2@mpared to 7.57% for the
year ended December 31, 2003. Actual dollar expereti increased by $66,000 from 2003 to 2004 pdrtyto the utilization ¢
subcontractors.

Selling and Marketing

Selling and marketing expenses were 15.15% of ie&for the year ended December 31, 2004, comparbti 93% for the year ended
December 31, 2003.
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Actual dollar expenditures increased by $220,000f2003 to 2004. The increase in sales and magketis primarily due to the hiring of a
sales person, travel and advertising expensesragfpaur efforts to increase sales.

General and Administrative

General and administrative expenses were 13.24%vehues for the year ended December 31, 2004, are@mpo 19.03% for the year ended
December 31, 2003. The decrease of $248,000 irrgleared administrative expenses from 2003 to 2804ainly due to reductions in the
personnel hours spent on administrative dutie20D8B, general and administrative expenses incladedued litigation expenses of $102,000.

Financial Income and Other Expenses

Financial income, net of interest expense, was@bfor the year ended December 31, 2004 comparad income of $25,000 for the year
ended December 31, 2003. The increase in the fimancome from 2003 to 2004 is from the Compatyrsted Kingdom's operations of
DPL

Loss before Tax benefit

For the year ended December 31, 2004, we had &ddeee tax benefit of $1,200,000 compared to a tdsb1,040,000 for the year ended
December 31, 2003. The loss increase is mainljtaloae time inventory write-offs in the total amowh $218,000 related to obsolete raw
material and slow moving inventory in DPL.

Tax Benefit

For the year ended December 31, 2004, the Compaoyded a tax benefit of $25,000 compared to &¢sefit of $77,000 for the year enc
December 31, 2003. The tax benefit for the yead20td 2003 are from the UK operations.

As of December 31, 2004, the Company had approgim&#,780,000 in federal net operating loss camyérd for income tax purposes,
which can be carried forward and offset againsaéeincome for 20 years and expire in 2022 - 2024.

Net Loss and Net Income

Net loss for the year ended December 31, 2004 $4/d5/5,000 compared to a net loss of $963,00thfoyear ended December 31, 2C
The net loss can be attributed mainly due to tleeedese in gross margins and one time inventonevafits in the amount of $218,000. We
plan on continually increasing our supply baseugtothe use of contract manufacturers in the Fat iBarder to reduce our cost.

Critical Accounting Policies

The preparation of financial statements in conftymiith 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 mulsfective and complex judgments, often employireguse of estimates about the effect of
matters that are inherently uncertain. The follayéme considered our most critical accounting pedit¢hat, under different conditions or
using different assumption or estimates, could shraterially different results on our financial caimh and results of operations.

Revenue Recognition
The Company's revenue recognition policy for pradagenue is such that
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revenue is recognized when the risks and rewardsvoérship pass, which is primarily upon delivefygoods to customers (see Note 2h to
the Consolidated Financial Statements).

Inventory Obsolescence Accruals

The Company writes down its inventory for estimatddolescence or unmarketable inventory to thenaséid net realizable value based u
assumptions about future demand and market conditlbactual market conditions are less favoraiéa those projected by management,
additional inventory write-downs may be required.

Allowance for Doubtful Accounts

Our accounts receivable are derived from revenuseedrom customers located in the United Statelstlae United Kingdom. We perform
ongoing credit evaluations of our customers' fir@n@ondition and currently require no collatenalrfh our customers. An allowance for
doubtful accounts for estimated losses is mainthinanticipation of the inability or unwillingnes$ customers to make required payments.
When we become aware that a specific customerablario meet its financial obligations, such asréseilt of bankruptcy or deterioration in
the customer's operating results or financial pmsitwe record a specific allowance to reflectldneel of credit risk in the customer's
outstanding receivable balance. We are not algeadict changes in the financial condition of custros, and if the condition or
circumstances of our customers deteriorates, e#d the recoverability of trade receivables ddag materially affected and we may be
required to record additional allowances. Altenwedij, if our estimates are determined to be grehtam the actual amounts necessary, we
reverse a portion of such allowance in future msibased on actual collection experience.

Other Accrued Liabilities

The Company also maintains other accrued liakslitihese accruals are based on a variety of faictcligding past experience and various
actuarial assumptions and, in many cases, regsiimates of events not yet reported to the Complfifiyture experience differs from these
estimates, operating results in future periods e impacted.

Liquidity and Capital Resources

On December 31, 2004, we had cash, cash equivaedteestricted cash of $1,554,000 and workingtabpf $2,437,000. This compares to
cash, cash equivalents and restricted cash of 603@ and working capital of $2,686,000 at Decen3ier2003.

Net cash used in operating activities was $541{60€the year ended December 31, 2004, compareastio esed in operating activities
$197,000 for the year ended December 31, 2003.

Net cash provided by investing activities was $88,fr the year ended December 31, 2004, comparedsh provided in investing activiti
of $262,000 for the year ended December 31, 2003.

Net cash provided by financing activities was $068,for the year ended December 31, 2004, companeelt cash provided by financi
activities of $331,000 for the year ended Decenie2003.

In January 2005, the Company entered into a cablerote agreement with Telkoor, according to whielkoor loaned a $250,000 interest
free convertible note to be paid on the tenth legsrday after the Company announced its finanesailts for 2005. The note may be
converted into Common stock at a rate of $1.06share. Automatic conversion shall occur if the Campmeets its set budget for 2005.

Since May 2003, the Company has a line of credinfSilicon Valley Bank
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("SVB"). The Company can borrow up to $ 1,200,008&B's prime rate plus 1.75% (totaling 5.25% at@&uaber 31, 2004). In order to use
the line of credit, the Company is required to rtaimcertain ratios and be in compliance with ott®renants. Interest only is payable on a
monthly basis. The maturity date of the line ofdités August 30, 2005. As of December 31, 2004, @ompany had not yet utilized its line
credit.

We do not believe that our sales are seasonahé&ume do not believe that inflation at the cutr@md projected rates will have a material
adverse impact on our operations. The CompanyJadig has adequate resources at this time toraenits promotional efforts to increase
sales in the electronic industry market. Howevidhe Company does not meet those goals, it mag lavaise money through debts or
equity, which may dilute the shareholder equity.

Management

There is currently a dispute between certain slddens and managers of Telkoor, which is subjedtigation in Israel. Two of the members
of our Board of Directors and the two members toeiprise the Board of Directors of Digital Powemlitied are involved in this dispute.
Although, the Company does not believe the dishateseriously effected the day-to-day operationtk@fCompany, it may however have an
adverse impact on certain decision making in then@amy.

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 stag¢ers that involve risks and uncertainties. Our @atesults may differ materially from the
results discussed in the forward-looking statemdtastors that might cause such a difference irmglbdt are not limited to, those discussed
below and elsewhere in this report.

We experienced an operating loss during the yedeeDecember 31, 2004 and anticipate that losdesomtinue in the near future.

For the year ended December 31, 2004, we incunmreparating loss of $1,245,000. Although we haut&ely taken steps to reduce our
costs, we will incur losses until we increase rexanthrough the sale of current products and deene@nufacturing costs through a greater
utilization of Far East contract manufacturers.

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 customgrimase an adverse effect on our revenues.

We are dependant on Telecommunication and othetreféc equipment industries.

Substantially all of our existing customers ar¢hia telecommunication and other electronic equigrimefustries 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 grpeuformance and lower product
prices. OEMs, in turn, make similar demands onrtb@ppliers, such as us, for increased producbpeence and lower prices. The
telecommunication industry is inherently volatiRecently, 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 aegfected.
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We are dependent on the performance of our sutamintranufacturers.

Since we do not own significant manufacturing filie, we must rely on our subcontractors' absitie purchase components, staff their
operation, maintain high volume and high qualityqesses and remain financially solvent.

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

Telkoor's principal offices, research and developinaad manufacturing facilities are located indébr&olitical, economic and military
conditions in Israel directly affect their operatio We could be adversely affected by any majofilites involving Israel, the interruption or
curtailment of trade between Israel and its tragiagners, a significant increase in inflationaaignificant downturn in the economic or
financial conditions of Israel. Restrictive lawspmlicies directed towards Israel or Israeli busses could adversely affect us.

We are dependant upon key personnel.

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

We are dependant on suppliers.

We rely on, and will continue to rely on, outsidatpes to manufacture parts, components and equipiée cannot assure you that these

suppliers will be able to meet our needs in a fatisry and timely manner or that we will be aldeobtain additional suppliers when and if
necessary. A significant price increase, a qualitytrol problem, an interruption in supply or otkéficulties with third party manufacturers
could have a material and adverse effect on olityatn successfully provide our products. Furtitee 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 protected by patents.

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

Our common stock price is volatile.

Our common stock is listed on the American StockHaxge and is thinly traded. In the past, our traghrice has fluctuated widely,
depending on many factors that may have littlecavith our operations or business prospects. Fyrthe exercise of outstanding options
warrants may adversely affect our stock price and percentage of ownership. As of December 31420& Company has employees
options to purchase 1,290,425 shares of commoR,stoth a weighted average exercise price of $&2&cisable at prices ranging from
$0.48 to $2.375 per share and consultants andceepvoviders options and warrants to purchase P60sBares of common shares, with a
weighted average exercise price of $1.81 exera@satbprices ranging from $0.55 to $3.00 were ontitey. In January 2005, the Company
entered into a convertible note agreement with dalkaccording to which Telkoor loaned a $250,0@6rest free convertible note to be paid
on the tenth business day after the Company anedutsfinancial results for 2005. The note maygbeverted into Common stock at a rate
of $ 1.06 per share. Automatic conversion shallodcthe Company meets its set budget for 200% &kercise of these options and warrants
may have an adverse effect on the price of our comshare and will dilute existing shareholder petage ownership in the Company.
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Substantial Ownership by Telkoor

As of December 31, 2004, Telkoor owns approximad@$e of the outstanding shares of Common Stocke@fiompany. In January 2005,
the Company entered into a convertible note agraemith Telkoor, according to which Telkoor loane&250,000 interest free convertible
note to be paid on the tenth business day afte€tmpany announced its financial results for 200 note may be converted into Common
stock at a rate of $1.06 per share. Automatic ciwe shall occur if the Company meets its set lktdly 2005. Telkoor ownership makes it
difficult for other shareholders to propose changeshange the Board of Directors. Currently, darshareholders and managers of Telkoor
are in a dispute. This dispute may divert limitedaurces and disrupt our business. See "managessstitin above.

We are dependent on Telkoor's new design and &aasproduction to third party manufacturers

We are dependent on Telkoor's intellectual propanty its ability to provide prototypes, pilot pration and transfer production to third party
manufacturers in the Far East for cost reductibo® to concern over engineering resource limitatiand prioritization of those resources,
cannot be assured that Telkoor will be able to maetustomer's needs. We also depend on Telkaluitiyy to transfer manufacturing
satisfactory and timely to third party manufactufeailure to obtain new products or delay in transiig to third party low cost subcontract
manufacturers will have an adverse effect on oilityabo successfully provide our products and leenpetitive or profitable in our market
place.

Legislative actions, higher insurance cost andrmi@kenew accounting pronouncements are likelyaose our general and administrative
expenses to increase and impact our future finaposition and results of operations.

We are working diligently toward evaluating and do@nting our internal control systems in orderltlovamanagement to report on, and our
independent auditors to attest to, our internatrobver financial reporting, as required by Sect#104 of the Sarbanes-Oxley Act of 2002.
Compliance may require us to retain additional gengl and/or additional outside legal, accountind advisory services, which will increa
general and administrative expenses. There caw lbssurances that the evaluation required by Sesb@mley Section 404 will not result in
the identification of significant control deficieigs or that our auditors will be able to attestht® effectiveness of our internal control over
financial reporting.

Proposed changes in the accounting rules, includigiglative and other proposals to account forlegge stock options as a compensation
expense among others, could materially increasexpenses that we report under generally acceptaliating principles and adversely
affect our operating results.

Intellectual Property

While Digital owns the intellectual property righda its legacy products (the US, UP and UPF Seriedkoor designed and developed the
newer products (the CPCI, Strongbox and eF Seatdt) expense and owns the intellectual propégtyts. Further, all of these new products
sold by Digital to date were manufactured by Tetkimdsrael and shipped to Digital Power at a tfanprice which allowed for some gross
margins to be earned by Telkoor This exposes DiBibaver to potentially lower gross margins on thpselucts. Digital and Telkoor plan to
enter into an agreement to manufacture these pt®dua lower cost environment to allow for imprdvgross margins. However, no
assurances can be given that such an agreemetiewdkrmalized, which could result in continued é&awnargins.

ITEM 7. FINANCIAL STATEMENTS.

The financial statements of the Company, includivgnotes thereto and report of the independerntaadhereon, are attached hereto as
exhibits as page numbers F-1 through F-26.
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[GRAPHIC OMITTED]
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Shareholders of
DIGITAL POWER CORPORATION

We have audited the accompanying consolidated balsineet of Digital Power Corporation (“the Compaaynd its subsidiary as of
December 31, 2004, and the related consolidatéehséants of operations, changes in shareholdergyeand cash flows for each of the two
years in the period ended December 31, 2004. Tivemecial statements are the responsibility of @rmnpany's management. C
responsibility is to express an opinion on thesarftial statements based on our audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting OversightriBq@nited States). Those stande
require that we plan and perform the audit to ebtagsonable assurance about whether the finastaiaiments are free of material
misstatement. We are not engaged to perform an efifie Company's internal control over finacighorting. Our audit included
consideration of internal control over financigboeting as a basis for designing audit procedurasdre appropriate in the circumstances, but
not for the purposes of expressing an opinion ereffectiveness of the Company's internal contver dinancial reporting. Accordingly, we
express no such opinion. An audit also includesréxiag, on a test basis, evidence supporting theusts and disclosures in the financial
statements assessing the accounting principlesarskdignificant estimates made by managementeealdating the overall financial
statement presentation. We believe that our auditiges a reasonable 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 subsidiary as of Decembg2B04, and the consolidated results of their dera and cash flows for the two years in
the period ended December 31, 2004, in conformitly W.S. generally accepted accounting principles.

/'s/ KOST FORER GABBAY & KASI ERER
Tel - Aviv, Israel KOST FORER GABBAY & KASI ERER
February 10, 2005 A Menber of Ernst & Young @ obal
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CONSOLIDATED BALANCE SHEET

U.S. dollars in thousands (except share data)

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Restricted cash
Trade receivables, net of allowance for doubtful a
Prepaid expenses and other receivables
Inventories (Note 3)

Total current assets

LONG-TERM LEASE DEPOSITS
PROPERTY AND EQUIPMENT, NET (Note 4)

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:
Accounts payable
Related parties - trade payables account (Note 1
Other current liabilities (Note 6)

Total current liabilities

COMMITMENTS AND CONTINGENT LIABILITIES (Note 7)

SHAREHOLDERS' EQUITY (Note 8):

Series A redeemable, convertible Preferred share
authorized, 0 shares issued and outstanding as
Preferred shares, no par value: 1,500,000 shares
and outstanding as of December 31, 2004
Common shares, no par value: 10,000,000 shares au

issued and outstanding as of December 31, 2004

Additional paid-in capital

Deferred stock compensation

Accumulated deficit

Accumulated other comprehensive income

Total shareholders' equity

DIGITAL POWER CORPORATION

December 31,
2004

$ 1,323
ccounts of $118 1,690

0)

s, no par value: 500,000 shares
of December 31, 2004
authorized, 0 shares issued

thorized; 6,161,859 shares

11,036
2,227
(13)
(10,620)
75

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

F-2



CONSOLIDATED STATEMENTS OF OPERATIONS

U.S. dollars in thousands (except share and per sha re data)
Year e nded December 31,
2004 2003
Revenues (Note 11) $ 8, 713 $ 7,369
Cost of revenues (Note 10) 6, 642 5,328
Write-off of excess inventory 218 46
Gross profit 1, 853 1,995
Operating expenses:

Engineering and product development 624 558

Selling and marketing 1, 320 1,100

General and administrative 1, 154 1,402
Total operating expenses 3, 098 3,060
Operating loss (1, 245) (1,065)
Financial income, net 45 25
Loss before tax benefit (1, 200) (1,040)
Tax benefit (Note 9) 25 77
Net loss $ (1, 175) $  (963)
Basic and diluted net loss per share $ (0 200 $ (0.19)
Weighted average number of shares used in computin g basic and diluted

net loss per share 5,915, 403 5,185,680

The accompanying notes are an integral part o€dimsolidated financial statements.
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STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

U.S. dollars in thousands (except share data)

Common shares

Balance as of January 1, 2003 4,510,680 $11,0

Issuance of Common shares, net 900,000
Comprehensive loss:
Net loss -
Foreign currency translation -
adjustments
Total comprehensive loss -

Balance as of December 31, 2003 5,410,680 11,0

Issuance of Common shares, net 716,179
Deferred stock compensation

related to options granted

to an employee -
Amortization of deferred stock

compensation related to options

granted to an employee -
Exercise of options granted to

employees 35,000
Comprehensive loss:

Net loss -

Foreign currency translation

adjustments -

Total comprehensive loss

DIGITAL POWER CORPORATION

Other
Add'l  Deferred accumulate
-- paid-in  stock  Accumulated comprehensi
t capital compensation deficit income (los

36$ 837% - $ (8482 $ (152)
- 600 - - -

- - (963) -

- - - 146

36 1,437 - (9,445) (6)
- 743 - - -

- 25 (25) - -

- - 12 - -

- 22 - - -
B () -

- - - 81

36 $2,227$ (13) $ (10,620) $ 75

The accompanying notes are an integral part o€dimsolidated financial statements.
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d Total Total
ve comprehensive shareholders'
s) loss equity
$ 3,239
600
$ (963) (963)
146 146
$ (817) -
3,022
743
12
22
$ (1,175) (1,175)
81 81
$ (1,094)
$ 2,705



DIGITAL POWER CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

U.S. dollars in thousands

Year e nded December 31,
2004 2003
Cash flows from operating activities:
Net loss $ (1, 175) $ (963)
Adjustments required to reconcile net loss to ne t cash used in
operating activities:
Depreciation 104 131
Amortization of deferred stock compensation re lated to options
granted to an employee 12 -
Decrease in deferred income taxes, net - 649
Decrease (increase) in trade receivables (16) 437
Decrease (increase) in prepaid expenses and ot her receivables (29) 2
Decrease (increase) in inventories 259 (179)
Increase (decrease) in accounts payables 642 (316)
Increase (decrease) in other current liabiliti es ( 347) 44
Other 9 2)
Net cash used in operating activities ( 541) (197)
Cash flows from investing activities:
Restricted cash 65 304
Purchase of property and equipment 27) (67)
Repayment of long-term loan - 25
Net cash provided by investing activities 38 262
Cash flows from financing activities:
Payments made on short-term bank credit - (250)
Principal payments of capital lease obligations - (29)
Proceeds from issuance of Common shares, net 743 600
Exercise of options granted to employees 22 -
Net cash provided by financing activities 765 331
Effect of exchange rate changes on cash and cash e quivalents 11 38
Increase in cash and cash equivalents 273 434
Cash and cash equivalents at the beginning of the year 1, 050 616
Cash and cash equivalents at the end of the year $ 1, 323 $ 1,050
Supplemental disclosure of cash flows activities:
Interest paid $ - 0% 9

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENT?

U.S. dollars in thousands
NOTE 1:- GENERAL

a. Digital Power Corporation ("the Company" or "DP@as incorporated in 1969, under the General @aton 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 desigagmufacture and sale of switching power supplesanverters. The Company has two
reportable geographic segments - North America¢sdirough DPC) and Europe (sales through DPL).

b. The Company depends on Telkoor Telecom Ltd.IK8a&"), a major shareholder in the Company, anatlzer major subcontractor for
producing its products. If these manufacturers wetee unable or unwilling to continue manufactgrihe Company's products in required
volumes on a timely basis, any resulting manufaogudelays could result in the loss of sales, witichld adversely affect operating results
and cash position. The Company also depends omdrskintellectual property and ability to trangbeoduction to third party manufacturers.
Failure to obtain new products or delay in trargfigrto third party low cost subcontract manufaetarwill have an adverse effect on the
ability of the Company to successfully provide prots.

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have begraped in accordance with generally accepted acowmuptinciples in the United States
("U.S. GAAPY).

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 accompagnyities. Actual results could differ fri
those estimates.

b. Financial statements in U.S. dollars:

The financial statements of the foreign subsidiafypse functional currency has been determinee titssHocal currency, have been transl:
into U.S. dollars in accordance with Statementin&Rcial Accounting Standard No. 52 "Foreign Cucsefiranslation” ("SFAS No. 52"). All
balance sheet accounts have been translated hsimxthange rates in effect at the balance shez=tStatement of operations amounts have
been translated using the average exchange ratesf@eriod. The resulting translation adjustmamnésreported as a component of
accumulated other comprehensive income (loss)anesiolders' 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 ineents that are readily convertible to cash wiilyinal maturities of three months or less.
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS

U.S. dollars in thousands
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)
e. Restricted cash:

Restricted cash is invested in a deposit, whichunaatwithin less than three months and is useddore a letter of credit issued by the
Company's bank.

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-fir,s
first-out" method.

Work-in-progress and finished products - on theésaidirect manufacturing costs with the additafrindirect manufacturing costs.

The Company periodically assesses its inventorésation in accordance with dead and slow moviemd, revenue forecasts and
technological obsolescence. When inventories on leaneed the foreseeable demand or become obgbletealue of excess inventory,
which at the time of the review was not expectelda®old, is written off.

During 2004 and 2003, the Company recorded invergarrite-offs in a total amount of $ 218 and $ #&pectively.
g. Property and equipment:

Property and equipment are stated at cost, netonfnaulated depreciation. Depreciation is calculégethe straight-line method over the
estimated useful lives, at the

following annual rates:

Computers, software and

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

The long-lived assets of the Company and its sidogidre reviewed for impairment in accordance @tatement of Financial Accounting
Standard No. 144, "Accounting for the ImpairmenDisposal of Long-Lived Assets" ("SFAS No. 144" henever 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.

During 2003 and 2004, no impairment losses hava tmkmntified.
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS
U.S. dollars in thousands

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

h. Revenue recognition:

The Company and its subsidiary generate their iga®from the sale of their products. The Compamyi@nsubsidiary sell their products
through direct and indirect sales force. The stiesugh an indirect sales force is also considasesales to end users.

Revenues from products are recognized in accordaitbeStaff Accounting Bulletin No. 104, "Revenueddgnition in Financial
Statements" ("SAB No. 104"), when the followingteria are met: persuasive evidence of an arrangeexesis, delivery has occurred, the
seller's price to the buyer is fixed or determieablo further obligation exists and collectibilisyreasonably assured.

Generally, the Company does not grant a right imfrne Revenues subject to certain stock rotatiendaferred until the products are sold to
the end customer or until the rotation rights expertain distributors are allowed, in the sixtbntt after the initial stock purchase, to rotate
stock that has not been sold for other productss fitay be repeated each sixth month thereaftet§anonths, at no more than 25% of the
distributor's purchase during the previous six ment

Service revenues are deferred and recognized waighg-line basis over the term of the servicesagrent.
i. Engineering and product development:

Engineering and product development costs are edamthe statement of operations as incurred.

j. Income taxes

The Company and its subsidiary account for incoamed in accordance with Statement of Financial Anting Standard No. 109,
"Accounting for Income Taxes" ("SFAS No. 109"). $t8tatement prescribes the use of the liabilityhmetvhereby deferred tax assets and
liability account balances are determined basediff@rences between financial reporting and taebasf 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 estinegalizable value.
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS

U.S. dollars in thousands
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)
k. Warranty costs:

The Company offers a 12 month warranty period foofats products. The Company estimates the cthetsmay be incurred under its
warranty and records a liability in the amount w€ls costs at the time product revenue is recognizactors that affect the Company's
warranty liability include the number of units, fugcal rates of warranty claims and cost per clalime Company periodically assesses the
adequacy of its recorded warranty liabilities adflists the amounts as necessary.

Changes in the Company's warranty allowance duhiag

period are as follows:

Year ended
Decem ber 31

2 004
Balance at the beginning of the year $ 111
Warranties issued during the year 131
Settlements made during the year (85)

Changes in liability for pre-existing
warranties during the year,
including expirations (41)

I. Accounting for stock-based compensation:

The Company has elected to follow Accounting Pples Board Statement No. 25, "Accounting for St@gkions Issued to

Employees" ("APB No. 25") and FASB Interpretation.M4, "Accounting for Certain Transactions InvalyiStock Compensation" ("FIN N
44") in accounting for its employee stock optioand. Under APB No. 25, when the exercise pricenafraployee stock option is equivalent
to or above the market price of the underlying lstmic the date of grant, no compensation expenszdgnized.

The Company adopted the disclosure provisionsmdifgial Accounting Standards Board Statement N8, "lccounting for Stock-Based
Compensation - Transition and Disclosure" ("SFAS MNB"), which amended certain provisions of SFAS b provide alternative methods
of transition for an entity that voluntarily chasg® the fair value based method of accountingfiock-based employee compensation,
effective as of the beginning of the prior fiscahy. The Company continues to apply the provistdsPB No. 25, in accounting for stock-
based compensation.

Pro forma information regarding the Company's as$ land net loss per share is required by SFAS2®and has been determined as if the
Company had accounted for its employee stock optimrer the fair value method prescribed by SFAS128.
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS
U.S. dollars in thousands
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

The fair value for options granted in 2004 and 2i308mortized over their vesting period and estadatt the date of grant using a Black-
Scholes options pricing model with the followingigl#ed average assumptions:

2004 2003
Dividend yield 0% 0%
Expected volatility 107% - 111% 72%
Risk-free interest 3% - 3.5% 1%
Expected life of up to 5-7 years 4 years
Pro forma information under SFAS No. 123 is as foll ows:
Year ended December 31,
2004 2003
Net loss available to Ordinary shares - as reporte d $ (1,175) $  (963)
Deduct - stock-based employee compensation - intri nsic value 12 -
Add - stock-based employee compensation - fair val ue (184) 89
Pro forma:
Net loss $ (1,347) $ (1,052)
Net loss per share:
Basic and diluted net loss, as reported $ (0200 $ (0.19)
Pro forma basic and diluted net loss $ (023) $ (0.20)

m. Fair value of financial instruments:
The following methods and assumptions were usetthdCompany in estimating its fair value disclosuia financial instruments:

The carrying amounts of cash and cash equivalezggjcted cash, trade receivables, accounts payadd other current liabilities approxim
their fair value due to the short-term maturitysath instruments.

n. Basic and diluted net loss per share:

Basic net loss per share is computed based ondlghted average number of Common shares outstaddimgg each year. Diluted net
earnings per share is computed based on the wdighiswage number of Common shares outstandinggladoh year, plus dilutive potential
Common shares considered outstanding during the iyeaccordance with Statement of Financial Ac¢ognStandard No. 128, "Earnings
per Share" ("SFAS No. 128").

The total number of shares related to the outstanalptions and warrants excluded from the calauhatiof diluted net loss per share because
these securities are anti-dilutive was 1,550,488,15232,460 for the years ended December 31, @0842003, respectively.
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS

U.S. dollars in thousands
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 cash and trade rddeisa

Cash and cash equivalents and restricted cashwastéd in banks in the U.S. and in the U.K. Sugodits in the United States may be in
excess of insured limits and are not insured irofrisdictions. Management believes that therfaia institutions that hold the Company's
and its subsidiary's investments are financiallyrgband, accordingly, minimal credit risk existshwiespect to these investments.

Trade receivables of the Company and its subsi@diegymainly derived from sales to customers locptadarily in the U.S and in Europe.
The Company performs ongoing credit evaluationssafustomers and to date has not experienced atgrial losses. An allowance for
doubtful accounts is determined with respect t@¢hamounts that the Company and its subsidiary tietezmined to be doubtful of
collection.

The Company and its subsidiary have no off-balasteet concentration of credit risk such as foregrhange contracts, option contracts or
other foreign hedging arrangements.

p. Impact of recently issued accounting standards:

In November 2004, the FASB issued Statement ofrigiiah Accounting Standard No. 151, "Inventory Cpats Amendment of ARB No. 43,
Chapter 4." ("SAFS No. 151"). SFAS No. 151 amendsdinting Research Bulletin ("ARB") No. 43, Chapteto clarify that abnormal
amounts of idle facility expense, freight handlgasts and wasted materials (spoilage) should gréred as current-period charges. In
addition, SFAS No. 151 requires that allocatioffixdd production overheads to the costs of conearbe based on normal capacity of the
production facilities. SAFS No. 151 is effective foventory costs incurred during fiscal years begig after June 15, 2005. The Company
does not expect that the adoption of SFAS No. 1filhave a material effect on its financial positior results of operations.

In December 2004, the Financial Accounting Stansi&uoiard (FASB) issued Statement of Financial ActiogrStandard No.

123 (revised 2004) ("SFAS No. 123(R)"), "Share-BBBayment", which is a revision of SFAS No. 123ASHo. 123(R) supersedes APB
No. 25, and amends FASB Statement No. 95, "Stateai€dash Flows". Generally, the approach in SFAS N3(R) is similar to th
approach described in SFAS No. 123. However, SFASIR3(R) requires all share-based payments to@mes, including grants of
employee stock options, to be recognized in therire statement based on their fair values. Pro falis@osure is no longer an alternative.
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS

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

SFAS No. 123(R) must be adopted no later than ¢igénbing of the first annual period beginning afiecember 15, 2005. The Company
expects to adopt SFAS No. 123(R) on January 1,.2006

SFAS No. 123 (R) permits public companies to adtspequirements using one of two methods:

1. A "modified prospective" method in which compatisn is recognized beginning with the effectivéed@) based on the requirements of
SFAS No. 123(R) for all share-based payments gdaatter the effective date and (b) based on theireipents of SFAS No. 123 for all
awards granted to employees prior to the effectate of SFAS No. 123(R) that remain unvested oreffetive date.

2. A "modified retrospective" method which includbe requirements of the modified prospective me:tthescribed above, but also permits
entities to restate based on the amounts previsasbgnized under SFAS No. 123 for purposes ofgmma disclosures either (a) all prior
periods presented or (b) prior interim periodshaf year of adoption.

The Company plans to adopt SFAS No. 123(R) usiagrbdified-prospective method.

As permitted by SFAS No. 123, the Company curreatigounts for share-based payments to employeeg ABIB No. 25's intrinsic value
method and, as such, generally recognizes no casapen cost for employee stock options. Accordintilg adoption of SFAS No. 123 (R)'s
fair value method will have a significant impactthe result of operations, although it will haveimgpact on the overall financial position.
The impact of adoption of SFAS No. 123(R) cannoptesicted at this time because it will dependenrels of share-based payments granted
in the future. However, had the Company adoptedSSRA. 123(R) in prior periods, the impact of th&tr8lard would have approximated the
impact of SFAS No. 123 as described in the discksi pro forma

net loss and loss per shar e above in note 2to our
consolidated financial statemen ts.

NOTE 3:- INVENTORIES

December 31,

2004
Raw materials, parts and supplies $ 360
Work in progress 388
Finished products 734
$ 1,482
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS

U.S. dollars in thousands
NOTE 4:- PROPERTY AND EQUIPMENT

December 31,

2004
Cost:
Computers, software and related eq uipment $ 675
Office furniture and equipment 509
Motor vehicles 74
Leasehold improvements 417
1,675
Accumulated depreciation
Computers, software and related eq uipment 620
Office furniture and equipment 488
Motor vehicles 74
Leasehold improvements 243
1,425
Depreciated cost $ 250

NOTE 5:- SHORT-TERM BANK CREDIT

Since May 2003, the Company has a line of credmfSilicon Valley Bank ("SVB"). The Company can tmw up to $ 1,200 at SVB's prime
rate plus 1.75% (totaling 5.25% at December 314200 order to use the line of credit, the Compamequired to maintain certain ratios .
be in compliance with other covenants. Interesy anmpayable on a monthly basis. The maturity d@étie line of credit is August 30, 2005.
As of December 31, 2004, the Company had not ygtad its line of credit.

If the Company exercises its line of credit, thar@any must in return grant the bank a continuiraysty interest in all presently existing ¢
later acquired collateral to secure all obligatians performance of its duties towards the bank.

NOTE 6:- OTHER CURRENT LIABILITIES

December 31,

2004

Accrued payroll and payroll taxes $ 91
Warranty costs 116
Advances from customers 33
Deferred revenues 242
Government authorities 39
Accrued expenses 166
Other 14

$ 701
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DIGITAL POWER CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
U.S. dollars in thousands (except share and pee stma)
NOTE 7:- COMMITMENTS AND CONTINGENT LIABILITIES
a. Lease commitments:

The Company and its subsidiary rent their fac8itismder various operating lease agreements, whkjgheeon various dates, the latest of
which is in 2009. Future rental commitments und®r-nancelable leases are as follows:

Year ended
December 31,

2005 $ 304
2006 298
2007 303
2008 189
2009 189
$1,283

Total rent expenses for the years ended Decemh@08% and 2003, were approximately $298 and $2&pectively.
b. Litigation:

On April 2, 2003, a claim was filed against the Qamy by Tek-Tron Enterprises Inc. ("Tek-Tron"). TBon was seeking damages of
approximately $ 300 for breach of contract and ession of parts and infrastructure owned by TekraTlozated in the Company's former
subsidiary, Poder Digital S.A.'s Mexico manufaatgrplant. In April 2004, the Company signed a eet#nt agreement with Tek-Tron,
according to which the Company agreed to pay $90stallments and return certain disputed invenforya full release. As of December 31,
2004, the Company paid the $90 in full. The setlehagreement allows Tek-Tron to seek arbitrafimitéd to the sum of $50, in case the
parties do not agree on a resolution regardingehened inventory. Tek-Tron has notified the Compthat it believes that the disputed
inventory contains missing labeling and inspectigports. The Company continues to work toward riggca resolution over the returned
property for which the Company has a maximum ligbdf $50 under the settlement agreement. The Gmylp management and its litigat
counsel are unable to assess the outcome of shittadon proceeding.

F-14



DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS
U.S. dollars in thousands

NOTE 8:- SHAREHOLDERS' EQUITY

a. Preferred shares:

There is one authorized series of Preferred sliatbe amount of 500,000 shares of Series A curivelaedeemable convertible Preferred
shares ("Series A"), and an additional 1,500,0@dPred shares have been authorized, but the riglgferences, privileges and restrictions
on these shares have not been determined. DPQ'd BbBirectors is authorized to create a new savfePreferred shares and fix the number
of shares as well as the rights, preferences,|@ges and restrictions granted to or imposed upgrsaries of Preferred shares. As of
December 31, 2004, there were no shares issuadtsianding.

b. Common shares:

Common shares confer upon the holders the rightsceive notice to participate and vote in the galnmeeting of shareholders of the
Company, to receive dividends, if and when declased to participate in a distribution of surpldsesets upon liquidation of the Company.

On March 31, 2003, the Company entered into aneageet to sell 900,000 Common shares to Telkoaromsideration for $600, net of
issuance expenses.

During 2004, the Company issued 511,261 CommoresharTelkoor in consideration of $493, net of isge expenses at the average
closing price of the Company's Common shares duhadwenty trading days preceding the closing.date

In June 2004, the Company issued 204,918 Commaeshaa new investor, in consideration of $25@hatprice of the average closing
price of the Company's Common shares during thatiweading days preceding the closing date..

c¢. Share Option Plans:

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

2. As of December 31, 2004, the Company has audrby several Incentive Share Option Plans, thet@f options to officers,
management, other key employees and other of QR#2,500 of the Company's Common shares. As oéber 31, 2004, an aggregate of
522,480 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 that aréeited or cancelled before expiration become albsgldor future grants.
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS
U.S. dollars in thousands
NOTE 8:- SHAREHOLDERS' EQUITY (Cont.)

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

Year ended December 31,

2004 2003
W eighted Weighted
Amount a verage Amount average
of e xercise of exercise
options price options price
Outstanding at the
beginning of the year 972,460 $ 1.19 1,190,255 $ 1.38
Granted 379,000 $ 1.03 65,000 $ 0.78
Exercised (35,000) $ 0.59 - % -
Forfeited (26,035) $ 0.62 (282,795) $ 1.88
Outstanding at the end of
the year 1,290,425 $ 1.28 972,460 $ 1.19
Exercisable options at the
end of the year 925,175 $ 1.39 860,460 $ 1.38

In connection with the grant of certain share apgito an employee in 2004, the Company recordedteation of deferred share
compensation of $25, for the aggregate differebedseen the respective exercise price of optiotiseit date of grant and the fair value of
the Common shares subject to such options. Unaradrteferred stock compensation is presentededuation in shareholders' equity an
amortized ratably over the vesting period of tHatesl options.

The options outstanding as of December 31, 2004 haen classified by exercise price, as follows:

Options Weighted Options Weighted

outstanding average Weighted exercisable average

of as remaining average as of exercise price

Exercise December 31, contractual exercise December 31, of options
price 2004 life price 2004 exercisable

Years

$0.48-0.60 40,000 8.11 $ 0.57 25,000 $ 0.55
$0.70-1.05 804,000 8.07 $ 0.86 453,750 $ 0.73
$1.30-1.813 143,535 5.44 $ 1.63 143,535 $ 1.63
$2.31-2.375 302,890 3.17 $ 2.32 302,890 $ 2.32
1,290,425 6.63 $ 1.28 925,175  $ 1.39
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS

U.S. dollars in thousands
NOTE 8:- 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, 200dasfellows:

Options for Exerc ise

Common price per Options Exercisable
Issuance date shares shar e exercisable through
January 2002 100,000 $ 3 100,000 ) -
May 2002 40,000 $ 1 40,000 -
August 2002 10,000 $ 1 10,000 -
November 2002 10,000 $ 1 10,000 *) -
January 2004 100,000 $ 1.16 100,000 ) -

260,000 260,000

*) 10 years from the date of grant.
During 2004, none of the options were exercised.

2. On January 16, 2004, the Board of Directors ebexat the options to purchase 100,000 Common ski$3 per share that were granted on
January 1, 2002, and 100,000 Common shares atr&haee that were granted on January 1, 2004, whe&lCompany was obligated to grant
under the Termination and Consulting Agreement witbrmer CEO. In lieu thereof, the former CEO \geanted options to purchase
100,000 shares at $1.16 per share.

The Company evaluated the modification accordin§RAS No. 123. Since the fair value of the modifigdions were lower than the fair
value of the original options at the date of mauifion, no compensation expenses were recorded.

e. Employee Stock Ownership Plan:

The Company has an Employee Stock Ownership PE®@P") covering eligible employees. The ESOP pewitr the Employee Stock
Ownership Trust ("ESOT") to distribute shares & @ompany's Common shares as retirement benefhg fparticipants. The Company did
not distribute shares ever since 1998. As of Deegr@lh, 2004, the outstanding Common shares hetdebigSOT are 167,504.

f. Dividends:

In the event that cash dividends are declaredariuture, such dividends will be paid in U.S. dalarhe Company does not intend to pay
cash dividends in the foreseeable future.
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS

U.S. dollars in thousands

NOTE 9:- TAXES ON INCOME

a. Taxes on income are comprised of $ 25 and $§ ®teign current taxes for the years ended Decer@be2004 and 2003, respectively.
b. Deferred income taxes:

Deferred income taxes reflect the net tax effettermporary differences between the carrying amoohessets and liabilities for financial
reporting purposes and the amounts used for in¢armpurposes. Significant components of the Comgaigferred tax liabilities and assets
are as follows:

December 31,

2004 2003
Operating loss carryforward $ 2,171 $ 1,575
Reserves and allowances 739 190
Net deferred tax asset before valuation allowance 2,910 1,765
Valuation allowance (2,910) (1,765)
Net deferred tax asset $ - $

As of December 31, 2004, the Company and its sigdrgigrovided a valuation allowance of $2,910 cspect of deferred tax assets resulting
from short-term temporary differences and depramatharged in advance of a capital allowance tatehfrom carryforward losses. During
the fiscal year 2004, the Company increased thedhation by $ 1,145.

Management currently believes that since the Compad its subsidiary have a history of losses iore likely than not that the deferred
tax assets regarding the remainder of the losgfoawards and other temporary differences will hetrealized in the foreseeable future.

c. Net operating losses carryforwards:

As of December 31, 2004, the Company had approgim&t,780 in federal net operating loss carryfadsgor income tax purposes, which
can be carried forward and offset against taxaiderne for 20 years and expire in 2022 - 2024.

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 stateigpians. The annual limitation may result in the@ieation of net operating losses before
utilization.

d. The main reconciling items between the statutaxyrate of the Company and the effective tax aaéethe non-recognition of tax benefits
resulted from the Company's accumulated net opeyédisses carryforward due to the uncertainty efréalization of such tax benefits.
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS

U.S. dollars in thousands
NOTE 9:- TAXES ON INCOME (Cont.)
e. Net loss before tax benefit consists of theofwihg:

Year ended December 31,

2004 2003
Domestic (U.S.) $ (436) $ (603)
Foreign (U.K.) (764) (437)

$ (1,200) $ (1,040)

NOTE 10:- RELATED PARTY TRANSACTIONS

The results of operations from transactions witlkder, a
major shareholder, were as follows:

Year ended December 31

Purchases of products from Telkoor $ 1,942 $ 972

Transactions with Telkoor derive mainly from pursbaf power supplies from Telkoor.
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS

U.S. dollars in thousands
NOTE 11:- SEGMENTS CUSTOMERS AND GEOGRAPHICAL INFOR MATION

a. The Company has two reportable geographic setghsse Note 1a for a brief description of the Canys business. The data is presented
in accordance with Statement of Financial Accountitandard No.131, "Disclosure About Segments drerprise and Related Informat
("SFAS No. 131").

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

Year ended December 31, 2004

DPC DPL Eliminatio ns Total

Revenues $ 3,854 $ 4859 $ - $ 8,713
Intersegment revenues 749 - ( 749)
Total revenues $ 4603 $ 4859 $  ( 749) $ 87138
Depreciation expense $ 30 $ 74 $ _'___$ ____19:1 _________
Operating loss $ 655 $ 590 $ _'___$ ___1L2i5_ ________
Financial income, net _$ _____ i 5_ _______
Loss before tax benefit _$____l_’2_0_0_ ______
Tax benefit $ -8 25 8 _'___$ B
Net loss $ 643 § 532 8 s
Expenditures for segment assets as

of December 31, 2004 $ 6 $ 1 $ = ==$ ::2:7::::::::
Identifiable assets as of

December 31, 2004 $ 1,835 $ 3,328 $ - $ 5,163
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DIGITAL POWER CORPORATIO N
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands
NOTE 11:- SEGMENTS CUSTOMERS AND GEOGRAPHICAL | NFORMATION (Cont.)

Year ended December 31, 2003

DPC DPL Eliminatio ns Total
Revenues $ 3,417 $ 3952 $ - $ 7,369
Intersegment revenues 677 - ( 677) -
Total revenues $ 4,094 $ 3952 $ ( ?ZZ) 3_5___7_?53? _______
Depreciation expense $ 37 $ 94 $ _-___$ ____lf} _________
Operating loss $ (782) % (283) $ N __$ __(_l_,(l(iS_) ________
Financial income, net $ 25

Loss before tax benefit $  (1,040)
Tax benefit $ - 8 7% -0 $ 77
Net loss $ (799) $ (164) $ - % (963)

Expenditures for segment assets as
of December 31, 2003 $ 15 $ 52  $ - % 67

Identifiable assets as of December
31, 2003 $ 2,054 $ 3,082 $ - $ 5136

b. Major customers' data as percentage of totassal

Year ended December 31,
2004 20 03
Customer A 16.89% 17.90%
Customer B 10.59% -
c. Total revenues from external customers divid ed on the basis
of the Company's product lines are as follow s:
Year ended December 31,
2004 20 03
Revenues:
Commercial products $ 6,670 $ 5,914
Defense products 2,043 1,455
$ 8,713 % 7,369
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DIGITAL POWER CORPORATION NOTES TO CONSOLIDATED FANCIAL STATEMENTS
U.S. dollars in thousands
NOTE 12:- SUBSEQUENT EVENTS

In January 2005, the Company entered into a cobleriote agreement with Telkoor, according to whielkoor loaned a $250 interest free
convertible note to be paid on the tenth businegsadter the Company announced its financial redolt 2005. The note may be converted
into Common stock at a rate of $1.06 per shareomatic conversion shall occur if the Company méstset budget for 2005.
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ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.
ITEM 8A. CONTROLS AND PROCEDURES.

We carried out an evaluation, under the superviaimhwith the participation of the our managemigriuding our Chief Executive Officer
and Chief Financial Officer, about the effectivemesour disclosure controls and procedures putdoaixchange Act Rule 13a-15(e). Based
upon that evaluation, our Chief Executive Officad&hief Financial Officer concluded that our distlre controls and procedures as of the
end of the period covered by this Form 10-KSB diecéve in timely alerting them to material infoation required to be included in this
Form 10-KSB.

ITEM 8B. OTHER INFORMATION.
None.
PART IlI

ITEM 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AN D CONTROL PERSONS; COMPLIANCE WITH SECTION
16(A) OF THE EXCHANGE ACT.

The information called for in Item 9 of Part lllilscorporated by reference from the definitive prexatement of the Company to be filed v
the Securities and Exchange Commission within I8@&drom fiscal year end.

ITEM 10. EXECUTIVE COMPENSATION.

The information called for in Item 10 of Part Id incorporated by reference from the definitivexgretatement of the Company to be filed
with the Securities and Exchange Commission will@ days from fiscal year end.

ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.

The information called for in Item 11 of Part I incorporated by reference from the definitivexgretatement of the Company to be filed
with the Securities and Exchange Commission willdi@ days from fiscal year end.

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.

The information called for in Item 12 of Part I8 incorporated by reference from the definitivexgretatement of the Company to be filed
with the Securities and Exchange Commission will@ days from fiscal year end.
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ITEM 13. EXHIBITS

10.9

10.10
10.11
10.12
10.11
10.12
10.13
10.14
211

23.1
31.1

31.2

32

€0
@

®
4)
®)
©)
@)
®)
©
(10)

Exhibits

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)
Revolving Credit Facility with San Jose Na
KDK Contract(1)
Agreement with Fortron/Source Corp.(1)
Employment Agreement With Robert O. Smith(
1996 Stock Option Plan(1)
Gresham Power Asset Purchase Agreement(3)
1998 Stock Option Plan
Technology Transfer Agreement with KDK Ele
Loan Commitment and Letter Agreement(5)
Promissory Note(5)
Employment Agreement with Robert O. Smith
Securities Purchase Agreement between the
Ltd. (now Telkoor Power Ltd.) (7)
Securities Purchase Agreement between the
Ltd. (now Telkoor Power Ltd.) (8)
Employment Letter with David Amitai (9)
Employment Agreement with Jonathan Wax (9)
Convertible Note with Telkoor Power Ltd. (
The Company's sole subsidiary is Digital
formed under the laws of the United Kingdo
Consent of Ernst & Young
Certification of Chief Executive Officer p
Sarbanes-Oxley Act
Certification of Chief Financial Officer p
Sarbanes-Oxley Act
Certification of Chief Executive Officer
pursuant to Section 906 of the Sarbanes-Ox

Previously filed with the Commission
Company's Registration Statement on Form S
Previously filed with the Commission
Company's Pre-Effective Amendment No. 1
Form SB-2.

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

Previously filed with the Commission
quarter ended September 30, 1998.
Previously filed with the Commission with
ended December 31, 1998.

Previously filed with the Commission with
ended December 31, 1999.

Previously filed with the Commission
November 21, 2001.

Previously filed with the Commission with
14, 2004.

Previously filed with the Commission with
ended December 31, 2003.

Previously filed with the Commission
February 9, 2005.
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Company and Telkoor Telecom,

Company and Telkoor Telecom,

10)
Power Limited, a corporation
m.
ursuant to Section 302 of the

ursuant to Section 302 of the

and Chief Financial Officer
ley Act

on October 16, 1996, to the

E’r-lz.December 3, 1996, to the
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on February 2, 1998, to the

with its Form 10-QSB for the
its Form 10-KSB for the year
its Form 10-KSB for the year
with its Form 8-K filed on

its Form 8-K filed on January

its Form 10-KSB for the year
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Item 14. Principal Accounting Fees and Services.

The information called for in Item 14 of Part I incorporated by reference from the definitivexgretatement of the Company to be filed
with the Securities and Exchange Commission willdi@ days from fiscal year end.
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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.

DIGITAL POWER CORPORATION,
a California Corporation

Dat ed: March 28, 2005 /'s/ Jonat han Wax

Jonat han Wax,
Presi dent and Chief Executive Oficer
(Principal Executive Oficer)

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

Dat ed: March 29, 2005 /'s/ Ben Zion Di amant

Ben Zion Di amant, Chairman

Dat ed: March 28, 2005 /'s/ Jonat han Wax

Jonat han Wax, President and
Chi ef Executive Oficer
(Principal Executive Oficer)

Dated: March 27, 2005 /s/ David Amtai

David Amtai, Director

Dat ed: March 28, 2005 /'s/ Anmpbs Kohn

Anmps Kohn, Director

Dat ed: March 28, 2005 /sl Yeheskel Manea

Yeheskel Manea, Director

Dat ed: March 27, 2005 /'s/ Youval Menipaz

Youval Menipaz, Director

Dat ed: March 28, 2005 /sl Leo Yen
Leo Yen, Chief Financial Oficer
(Principal Accounting and Fi nanci al
O ficer)



EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference irRbgistration Statement on Form S-8 (File numb&B34941) pertaining to Digital Power
Corporation's 2002 Stock Option Plan and 1998 S@gtion Plan of our report dated February 28, 200@b respect to the consolidated
financial statements of Digital Power Corporatiom ds subsidiary included in its Annual ReportFarm 10-KSB for the year ended
December 31, 2004.

Tel - Aviv, Israel /'s/ KOST FI RER GABBAY & KASI ERER
March 24, 2005 KOST FORER GABBAY & KASI ERER
A Menber of Ernst & Young d obal



EXHIBIT 31.1

CERTIFICATION
I, Jonathan Wax, Chief Executive Officer of DigiRdwer Corporation, certify that:
1. I have reviewed this annual report of Digitaineo Corporation;

2. Based on my knowledge, this report does notaiomny untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

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

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedoitge designed under our supervision,
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Omitted;

(c) Evaluated the effectiveness of the registratitslosure controls and procedures and presentihisi report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportithg@t occurred during the registrant's most
recent fiscal quarter (the registrant's fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evaituat internal control over financial
reporting, to the registrant's auditors and thataummittee of the registrant's board of direcf@nspersons performing the equivalent
functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefrmeincial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sintifiole in the registrant's internal
control over financial reporting.

Dated: March 28, 2005 /'s/ Jonat han Wax

Jonat han Wax,
Chi ef Executive O ficer
(Principal Executive Oficer)



EXHIBIT 31.2

CERTIFICATION
I, Leo Yen, Chief Financial Officer of Digital Pow€orporation, certify that:
1. I have reviewed this annual report of Digitaineo Corporation;

2. Based on my knowledge, this report does notaiomny untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

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

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedoitge designed under our supervision,
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Omitted;

(c) Evaluated the effectiveness of the registratitslosure controls and procedures and presentihisi report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportithg@t occurred during the registrant's most
recent fiscal quarter (the registrant's fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evaituat internal control over financial
reporting, to the registrant's auditors and thataummittee of the registrant's board of direcf@nspersons performing the equivalent
functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefrmeincial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sintifiole in the registrant's internal
control over financial reporting.

Dated: March 28, 2005 /sl Leo Yen
Leo Yen,
Chi ef Financial Oficer
(Principal Financial and Accounting O ficer)



EXHIBIT 32
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 Commissinthe date hereof (the "Report"). We, Jonathanx MZhief Executive Officer and Leo
Yen, Chief Financial Officer, of the Company, cgrtpursuant to 18 U.S.C. Section 1350, as adoptesuant to

Section 906 of the Sarbanes-Oxley Act of 2002, tleethe best of our knowledge 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@aldition and result of operations of the
Company.

Dat ed: March 28, 2005 /'s/ Jonat han Wax
Jonat han Wax,
Chi ef Executive Oficer
(Principal Executive Oficer)

/sl Leo Yen

Leo Yen,

Chi ef Financial Oficer

(Principal Financial and Accounting O ficer)

End of Filing
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