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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 heréne following discussion may contain forwardkiom 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 ¢ipes that the power supply industry, in genenak experienced an economic down turn
and our dependence on our manufacturing subcoatsaict Mexico and China, all of which factors ae¢ forth 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, uraieras 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 designs, develops, manufactures, atarland sells switching power supplies to telecanmioations, data communications, test
and measurement equipment, office and factory aatiomand instrumentation equipment manufactuk&esare a California corporation
originally formed in 1969. Our corporate office, ialn contains our administrative, sales, and engingdunctions, is located in Fremont,
California. In addition the Company has a whollyrmsl subsidiary located in Salisbury, England whiebkigns, manufactures and sells
products for the European market place includinggraconversion products for naval and military &mtlons and DC/AC inverters for the
telecommunications industry under the label GresRamer Electronics.

We primarily sell our switching power supplies be ttelecommunications, data communication, testa@aisurement equipment, office and
factory automation and instrumentation equipmentuffecturers. Both in North America and Europe, ¢hieslustries have experienced
reductions in sales that have adversely affectesdperations and financial condition. As a resuk,incurred an operating loss during the
year ended December 31, 2003. Further, prior téeSaper 30, 2002, almost all of our manufacturing wenducted at a 16,000 square
facility operated by our wholly owned subsidiarpd@r Digital, S.A. de C.V., located in Guadalaja&xico. On September 30, 2002, we
sold Poder Digital to a third-party Mexican subcantor. This sale was part of our overall cost otidm strategy allowing us to reduce unit
costs in Mexico while shifting more production thiGa. Going forward, the Company has the optiopwthasing products from the
Mexican subcontractor, who purchased Poder Digataleduced unit prices, but with no related firggenses. Alternatively if volumes are
higher and longer lead times are acceptable bgubmer, products can be purchased from the Ghmdscontractor at even lower prices.
We purchase the raw material and ship to our fértly Mexican manufacturer who manufactures oudpets according to our
specifications.

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 a&idithe electronic components and subsystemsnequitection from the harmful surges
and drops in electrical power that commonly ocatergpower lines.



Power supplies satisfy these issues of allocatimhpaiotection by (i) converting alternating curréC) electricity into DC; (ii) by dividing a
single input voltage into distinct and 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 §apg Products which convert one
level of DC voltage into a higher or lower levelE€ voltage are generally referred to as "DC/DCventers." "Switching" power supplies i
distinguished from "linear" power supplies by tharmer and efficiency with which the power supptigeps down" voltage levels. A linear
power supply converts an unregulated DC voltageltwer regulated voltage by "throwing away" thiedtence between the two voltages as
heat. Consequently, the linear power supply isrieidy inefficient-typically only 45% efficient faa 5V output regulator. By contrast, a
switching power supply converts an unregulated Diage to a lower regulated voltage by storingdifference in a magnetic field. When
the magnetic field grows to a pdetermined level, the unregulated DC is switchda@nfl the output power is provided by the energyest ir
the magnetic field. When the field is sufficientlgpleted, the unregulated DC is switched on agadfeliver power to the output while the
excess voltage is again stored in the magnetid. fid a result, the switching power supply is meffecient-typically 75% efficient for a 5V
output regulator.

One of the great advantages of switching power Isegpn addition to the high efficiency, is theigh power density, or power-to-volume
ratio. This density is the result of the reductiothe size of the various components. Our swiighiawer supply products have a high power
density making them smaller than many of our cortgst

Another advantage of our power supply productkésflexibility of design. We have designed the baselel power supply products so that
they can be quickly and inexpensively modified addpted to the specific power supply needs of @yl OThis "flexibility" approach has
allowed us to provide samples of modified powergigg to OEM customers in only a few days aftetiahiconsultation, 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 cuegtofor NRE related to tailoring
a power supply to a customer's specific requiremeélttis gives us an advantage over our competitoaisy of whom do charge their
customers for NRE expenses. Our marketing stragetgyexploit this combination of high power degsidesign flexibility, and short time-to-
market to win an increasing share of the power lsup@arket.

In addition to the line of proprietary productsestfd, and in response to requests from OEMSs, veepatsride "value-added services." The
term "value-added services" refers to our incorfponsof an OEM's selected electronic componentslosares, and cable assemblies with our
power supply products to produce a power subassetimdl is compatible with the OEM's own equipmeamd apecifically tailored to meet the
OEM's needs. We purchase parts and componenthéh@®EM itself would otherwise attach to or intagraith our power supply, and we
provide the OEM with that integration and instatiatservice, thus saving the OEM time and money.baéleve that this value-added service
is well-suited to those OEMs who wish to reduceértiiendor base and minimize their investment in ufacturing which leads to increased
fixed costs. Based on the value-added service$DHEMs do not need to build assembly facilities tnufacture 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 coliafian with Telkoor Telecom, Ltd. we ha
been an awarded an initial $1.6 million contragbtovide sophisticated mil-spec power suppliesafarilitary avionics application. The
majority of this revenue will be recognized in 2004

Telkoor Telecom Ltd.

On November 20, 2001, we completed a securitieshase agreement with Telkoor Telecom. Under theriess purchase agreement,
Telkoor Telecom



acquired (i) 1,250,000 shares of common stoclka(Warrant to purchase an additional 900,000 slairesmmon stock at $1.25 per share; and
(iii) a warrant to purchase an additional 1,000,808res of common stock at $1.50 per share foadheegate purchase price of $1,250,000.
On April 3, 2003, we issued 900,000 shares of Comatock in consideration of $600,000. As part ef ttansaction Telkoor Telecom Ltd.'s
warrant to purchase 900,000 shares was cancekdkbdr Telecom's investment of 2,150,000 shareesemts approximately 40% of the
outstanding shares as of December 31, 2003.

On January 12, 2004 we entered into a SecuritieshBee Agreement with Telkoor Telecom Ltd. to 280,023 shares of common stock for
the aggregate consideration of $250,000 at a pfi§®.862 per share. Additionally, under the SemsiPurchase Agreement, Telkoor may
purchase additional shares of common stock foigamegate consideration of $250,000 prior to oruameJ30, 2004 at the price equal to the
average closing price of Digital Power's commorlsif the twenty (20) trading days prior to elentto purchase the additional shares.
Telkoor's warrant to purchase 1,000,000 sharesexkpin December 31, 2003.

Telkoor Telecom is primarily engaged in developimgrketing and selling power supplies and powetesys for the telecommunication
equipment industry. Consistent with our total gestuction efforts, and taking advantage of Tell®sitong engineering team, we have and
will continue to engage Telkoor to assist us in peaduct development. Further, during the year didlecember 31, 2003, we made prog
in penetrating the United States and European rteavkith Telkoor Telecom's products. This effort geated sales of approximately 13.38%
of our revenues for 2003. We intend to continuseib Telkoor Telecom's products in the future tpgament our line of products.

Digital Power Limited

Digital Power Limited, headquartered in SalisblEpgland, designs, manufactures, and distributeteling power supplies, uninterruptible
power supplies, and power conversion and distiiougiquipment frequency converters for the commikeagid military markets under the
name Gresham Power Electronics. Uninterruptibleggaupplies (UPS) are devices that are inserteddaet a primary power source and the
primary power input of the electronic equipmenbéoprotected 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 trickt&arged by rectified AC from an incoming power lifre
the event of a power interruption, the battery safeeer without the loss of even a fraction of aleye the AC output of the UPS. Frequency
converters manufactured by Digital Power Ltd. eseduto convert a warship's generated 60 cyclerigtsupply to 400 cycles. This 400
cycle supply is used to power critical equipmerdtsas the ship's gyro, compass and weapons sysBrasham also designs and
manufactures Transformer Rectifiers for Naval dsgically these provide battery supported back-amxcfitical dc systems such as
machinery and communications. In addition highexgorectifiers are used for helicopters on navabeds. The Gresham Power Electronics
add diversity to our product line, provided greatecess to the United Kingdom and European maraetsstrengthened our engineering and
technical resources. For the year ended Decemh@0B83B, Digital Power Limited contributed approxielst 53% to our gross revenues.

The Market

Geographically, we primarily serve the North Amariqgpower electronics market with individual AC/D@wer supplies and DC/DC
converters ranging from 50 watts to 600 watts tdltoutput power. Digital Power Ltd. serves thetddiKingdom and the European
marketplace with AC/DC power supplies, uninterrbiatipower supplies, and frequency inverters. Bothroercial and government (Ministry
of Defense) markets are served by Digital Power Ltd

Customers

Our products are sold domestically and in North Aozethrough a network of manufacturers' represmsiand distributors. Our customers
can generally



be grouped into three broad industries, consisifrthe telecommunication, data communication andsueement equipment manufacturers.
We have a current base of approximately 150 actistomers, some of which are sold through ouribigtrs.

Gresham Power's products are sold primarily initKeand to a lesser extent in Europe. The Compagsyblean particularly successful in
securing an export market in Spain for its defgreelucts. In the UK our main customers includeUiteMinistry of Defense, BAE Systems,
Bacock Defense and Marshalls plc. In Mainland Earape sell directly to IZAR in Spain and Emersorsineden. We sell power supplies
through European distributors with our greategrggth in Germany and Scandinavia.

Strategy

Our strategy is to be the supplier of choice to GEBYuiring high-quality power solutions where siapid modification, and time-to-market
are critical to business success. Target markebssts include telecommunications, data communicat&st and measurement equipment
manufacturers. While many of these segment woulcheacterized as computer-related, we do notgiaaite in the personal computer (PC)
power supply market because of the low marginsnarisut of the high volume and extremely competithature of that market

We intend to continue our sales primarily to exigtcustomers while simultaneously targeting salesiv customers. We believe that our
"flexibility” concept allows customers a more etige choice between our products and products edfféry other power supply competitors.
Our "flexibility" series is designed around a starttized power platform, but allows the customesgecify output voltages tailored to its
exact requirements within specific parameters.Harrhore, OEMs are seeking power supplies with grgaawer density and higher
efficiency. Digital Power's strategy in respondioghis demand has been to offer increasingly smalbwer supply units or packages. OEMs
have typically had to settle for a standard powpdy product with output voltages and other feasupredetermined by the manufacturer.
Alternatively, if the OEM's product required a difént set of power supply parameters, the OEM waedl to design this modification in-
house, or pay a power supply manufacturer for toouproduct. Since custom-designed power suppliesl@velopmenintensive and requil
a great deal of time to design, develop, and mantuife, typically only OEMs with significant voluntequirements could economically just
the expense and delay associated with their pramudturthermore, since virtually every power camsien product intended for use in
commercial applications requires certain indepehdafety agency testing at considerable expensh,asiby Underwriters Laboratories, an
additional barrier is presented to the smaller OBW offering OEM customers a new choice with DigRawer's "flexibility" series, we
believe we have an advantage over our competitors.

Product Strategy and Products

We have ten series of base designs from which #rmissof individual models can be produced. Eadeséas its own printed circuit board
(PCB) layout that is common to all models withie series regardless of the number of output vadtéiypically one to four) or the rating of
the individual output voltages. A broad range dfpoi ratings, from 2.0 volts to 48 volts, can bedarced by simply changing the power
transformer construction and a small number of eiuitpmponents. Designers of electronic systemsletarmine their total power
requirements only after they have designed thesystelectronic circuitry and selected the comptsnbe used in the system. Because the
designer has a finite amount of space for the systed may be under competitive pressure to furdmhuce 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 elecyoptac components, and a sheet metal chassisafder lcomponents are typically
installed on the PCB by means of pin-through-hgkeably where the components are inserted intalyilied holes and soldered to electri
circuits on the PCB. Other components can be atththithe PCB by surface mount interconnectionrteldtyy (SMT) which allows for a
reduction in board size because the holes areredied and components can be placed on both sidee bbard. Our US100 series is an
example of a product using this manufacturing tetdgy.



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

Four of our new product offerings resulting fronr strategic relationship with Telkoor are the eF18%306, CPCI AC-3U-200 and CPCI
AC-6U-400. The last two products address the Comg2icmarket place. The eF175 is a power factorembed switching power supply,
offering the smallest footprint in the industry&tx 3.3" x 1.5". Also with the industry's smalldgbtprint is the eF306, which delivers up to
300 watts in a form factor of 6.8" x 3.8" x 1.4".

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 ingallbws 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\iBguits. 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 offémith one to four outputs, a universal inputddtem 90 to 264 VAC and is only slightly
larger than the US50 series. The US70 seriesfsreiftiated from competitive offerings by virtueisf smaller size, providing up to four
outputs while competitors typically are limitedttoee outputs. Flexibility options include coveower good signal, an isolated V4 output,
and UL544 (2nd Ed.) medical safety approval. Th& @B the same as the US70 except the input io#8 BC. We also offer 24VDC input
on this series where the model series change®M.dr his type of product is ideal for low profilgstems, with the power supply measuring
3.2"x5"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. The28@8VAC universal input allows them
to be used worldwide. This product is ideal in aggilons where OEMs have upgraded their systemsjniag an additional 30-40 watts of
output power but being unable to accommodate @&tamgit. The US100 fits in the same form factor dods not require any tooling or
mechanical changes by the OEM. Flexibility optiomdude a cover and adjustable post regulators ®and/or V4 outputs and UL2601-1
(2nd Ed.) medical safety approval. Fully customigeatiels are also available. All US100 series 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, highieffiry, 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/inhibitd 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 wodd. On-board EMI filtering is a
standard feature. Flexibility options include a egypower fail/power good signal, and an isolated @utput. This product can be used in
network switching systems or other electronic gystevhere a lot of single output current, such &@524, or 48 volt current might be
required.



The UPF150/DP150 series is an ofiemme switcher that delivers up to 150 watts oftcwous power from one to four outputs. In respdo:
market condition for more functionality, the 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 @misvo outputs and also includes power factorexiion and measures 8" x 4.5" x 2".
Gresham Products
Gresham designs and manufactures a wide rangeadfigts for Naval applications. These include:

Static Frequency Converters - typically convertipStsupply from 50/60Hz to 400Hz for gyros and p@ss 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 Hald 5kVA provide dc power to enable the ship totstad service helicopters. Gresham's
TRUs are in service with a number of Navies inahgdihe Royal Navy and are designated by Westladiddfers in support of Super Lynx.

Inverters - 1kVA to 3.6 kVA typically convert DC #10V 3phase 60 Hz for communications and emergsenyices.

Circuit breaker monitoring and controls - modulgstem of controls for main circuit breakers baspdrudigital circuitry. Modules available
include over current, short circuit, low voltagegoand under frequency and an indicator modulenae used in submarine service.

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

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

In addition to Digital Power and Telkoor produdgesham distributes a wide range of commercial téninptible 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 genegafor the support of substantial institutional syss, power ratings can extend to 300kVA."

Manufacturing Strategy

Consistent with our product flexibility strategyewim 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 posupply industry has also placed
continual downward pressure on selling prices.rifento achieve our low cost manufacturing goath \@bor intensive product, we also plan
on continually increasing our supply base throdghuse of contract manufacturers in the Far Edgirésent we have two principle sources
in the Far East: Winco Power Technology and Fof8ounrce.



On September 30, 2002, the Company sold its Mexsaasidiary, Poder Digital, S.A. de C.V. to a cantrmanufacturer located in
Guadalajara, Mexico, in consideration of $20,008 aAresult of this transaction the Company recoedealpital gain of $280,463. Subsequent
to this transaction, the Company and the purchgigaed a subcontractor agreement.

In addition, we have contract manufacturing relatips with Fortron/Source Corp. and with Winco BoWwechnology to manufacture our
products at facilities located in China on a tugnkasis. Purchases from Fortron/Source and Wineonaide pursuant to purchase orders. For
the year ended December 31, 2003, Digital Poweshased approximately 32% of its power suppliesireqents through Fortron/Source
Corp. and Winco Power Technology. Our productsnageting the certification standards according ttependent safety agency
requirements.

Digital Power Limited Manufacturing

Digital Power Limited operates from a 25,000 sdedtsed 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 neknairindependent manufacturer's representativesh Egpresentative organization is
responsible for managing sales in a particular gaaiyc territory. Generally, the representative éadusive access to all potential customers
in the assigned territory and is compensated byntissions at 5% of net sales after the productifgpshl, received, and paid for by the
customer. Typically, either we or the represengatixganization may terminate the agreement witde80s written notice.

In certain territories, we have entered into agressmiwith distributors who buy and resell our prtgduFor the fiscal years ended December
31, 2003 and 2002, domestic distributor sales atteolufor 38.60% and 29.54%, respectively, of otaltsales. Over this same period, one
distributor accounted for 17.90%, and 13.87%, retpaly, of total sales. In general, the agreemaitis 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 contitngesiale of our products through direct s

to the customers of the distributor. Further, disiiors are eligible to return up to 25% of thaieyious six-months purchases as a stock
rotation. In such an event the distributor is reggito place offsetting new orders equal to theealf the returned products. For the past three
years, stock rotations have not exceeded one pestéotal sales

Our promotional efforts to date have included paidiata sheets, trade shows and Internet Web 6itesuture 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, 2003 and 2002,
our warranty reserve was $111,000 and $107,00pecéisely. No significant warranty returns were esipnced in either 2003 or 2002.



Competition

The merchant power supply manufacturing industhyigbly fragmented and characterized by intensepatition. Our competition includes
hundreds of companies located throughout the wedde of whom have advantages over us in termabof land component costs, and st
of who may offer products comparable in qualityptos. Many of our competitors, including Power Ofgesyn Technologies, Inc., ASTEC
America, Lambda Electronics, and Meanwell Powerpliap have substantially greater fiscal and mankgetesources 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 manufactimenally 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 thM®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 gower supply market.

Engineering and Product Development

Our engineering and product development effortgparearily directed toward modification of our stiaxd 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 consultaaatsl contract engineering for the majority of itsvigroduct developments, supported by the
internal engineering staff for product engineerifige Company intends to continue this strategydeearch and development. Further, as a
result of the strategic relationship with Telko@idcom, the Company engaged Telkoor's Telecom eagirg team in Israel, to assist it in
new product development. If Digital Power identfie potential new product for development, it wilbperate with Telkoor Telecom to
design and develop the product.

Employees

As of December 31, 2003, we had 41 employees lddatthe United States and the United Kingdom. Wielve that our employee relations
are good.

Foreign Currency Fluctuations

Gresham Power conducts its financial operationgugie United Kingdom pound sterling. Therefore,ame subject to monetary fluctuations
between the U.S. dollar and United Kingdom pouedisig. For the years ended December 31, 2003 868 ®e experienced foreign
currency translation adjustments of $146,000 arGDFEDO respectively.

Raw Materials

The raw materials for power supplies principallysist of electronic components. These materials@adable from a variety of sources and
we are not dependent on any one supplier. We gilgnptaichase components based on orders receividarast to minimize our risk of
unusable inventory. To the extent necessary weardgr materials prior to orders to obtain shoredl times and achieve quantity discounts
following a risk assessment.

Intellectual Property

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

We applied for trademark protection for the marlP"Digital Power - Powering our technologies." Thisrao assurance that the USPTO will
grant this trademark.

ITEM 2. DESCRIPTION OF PROPERTY.

Our headquarters are located in approximately 9ssp@re feet of leased office, research and derwlopspace in Fremont, California. For
the year ended December 31, 2003 until Octobe20®3, we paid $8,550 per month for rent. On OctdBe2003, we amended our lease
agreement. Our revised payment of rent is as falldctober 1, 2003 to September 30, 2005, $8,56fhpath; October 1, 2005 to
September 30, 2006, $9,025 per month; and Octql60b to September 30, 2007, $9,500 per monthnB@002, we issued to the landlord
warrants to purchase 10,000 shares of Common &Gtosok exercise price of $1.00 per shares expirirgeiptember 2013.

Gresham Power leases approximately 25,000 squetréofeits location in Salisbury, England. GreshHaawer pays rent of approximate



$10,000 per month, and the lease expires on Septe2h 2008. We believe that our existing faciéitege adequate for the foreseeable 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. in the state tofiPennsylvania, specifically, the
Court of Common Pleas of Bucks County, as CaseOB02116-24-1. Tek-Tron Enterprises, Inc is seekiagnages of approximately
$300,000. This case is a complaint for breakingauitract and conversion of parts and infrastructuvaed by Tek-Tron Enterprises, Inc.
located in the Company's former subsidiary, Podgit& S.A's, Mexico manufacturing plant. The Compas currently in settlement
negotiations with Tek-Tron Enterprises Inc. and &erued $102,000 in expenses related to the lawsui

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

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

Quarter Ended High L ow
12/31/2003 $0.99 $0 .69
9/30/2003 1.05 0 71
6/30/2003 1.02 0 .55
3/31/2003 0.65 0 .51



12/31/2002 $0.86 $0 .38
9/30/2002 0.72 0 .40
6/30/2002 0.78 0 .56
3/31/2002 1.34 0 .65

(b) Holders

As of March 3, 2004, there were 5,700,703 sharesiptommon stock outstanding, held by approxinye8&lregistered holders, not
including holders whose shares of common stockaele in street name.

(c) Dividends

We have not declared or paid any cash dividenaegnr 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

On January 12, 2004, the Company sold 290,023 slodiommon stock for $0.862 per share to Telkadedom Ltd. Under the terms of the
stock purchase agreement, Telkoor may invest aiti@aa $250,000 on or before June 30, 2004. Thelmse price per share for the
additional investment is the average closing poicthe Company's common stock twenty (20) tradiagsdprior to notice of intent to invest.
There was no broker or placement agent in thisaetion.

The sales and issuance of common stock was mads ioyreliance upon the exemptions from registrafimvided under Section 4(2) and 4
(6) of the Securities Act of 1933, as amended,Rnle 506 of Regulation D, promulgated by the SE@euriederal securities laws and
comparable exemptions for sales to "accrediteddstors under state securities laws. The offerssales were made to accredited investol
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 natfteged or sold absent registration or pursuamin@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
telecommunications, data communication , test aedsurement equipment, office and factory automati@hinstrumentation equipment
manufacturers. Revenues are generated from satksttibutors, OEMSs in the telecommunication, dadenmunication, test and
measurements equipment, office and factory autematnd instrumentation equipment manufacturersartiNAmerica, Europe, and the
United Kingdom.

During the year ended December 31, 2003, we costino experience a slow down in customer ordeb®th the United States and Europe
due to the softening in the telecomm and networkiragkets, which we serve. In addition, where thenBany has been successful in
designed-in products, sales have been slower thisipated. We have continued our promotional ééféo increase sales to existing and new
customers, and have continued new product develofmédntil revenues increase to a sufficient ameamtffset our expenses, we anticipate
that we will continue to experience net lossedliernear future. We believe that our cash will bi§icent to fund those losses.



Results of Operations

The table below sets forth certain statements efatpns data as a percentage of revenues foretrs gnded December 31, 2003 and 2002:

Years Ended December 31,

2003 2002
Revenues 100.00% 100.00%
Cost of Revenues 72.93 7191
Gross profit 27.07 28.09
Engineering and product development 7.57 8.54
Sales and marketing 14.93 11.56
General and administrative 19.03 13.99
Total operating expenses 41.53 34.09
Operating loss (14.46) (6.00)
Capital Gain from disposal of a subsidiary - 3.19
Financial income and other income 0.34 0.07
Loss before tax benefit (14.12) (2.74)
Tax benefit 1.05 6.04
Net income (loss) (13.07) % 3.30%

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

Year Ended December 31, 2003, Compared to Year End®ecember 31, 2002
Revenues
For the year ended December 31, 2003, revenuesatext by 16.02% to $7,369,000 from $8,775,00thfoyear ended December 31, 2002.

Revenues from the domestic operation of DPC deedk2$.41% to $3,417,000 for the year ended DeceBhe2003, from $4,348,000 for
the year ended December 31, 2002. Revenues fro@dimpany's European operations of DPL decreas@®%0to $3,952,000 for the year
ended December 31, 2003, from $4,427,000 for the geded December 31, 2002.

The decrease in revenues for the year ended Dec&dhp2003 from December 2002 is due to continudohess in the Company's markets.

In addition, where the Company has been succeisstidsigned-in products, sales have been slowerahtcipated. The Company is
focusing on enhanced sales efforts in order tees® our revenues.



Gross Margins

Gross margins were 27.07% for the year ended DeeeBih 2003, compared to 28.09% for the year edm@mber 31, 2002. The decrease
in our gross margins can be primarily attributedixed cost, decrease in revenue and one time tovemrite-offs in the total amount of
$46,000 related to DPL.

Engineering and Product Development

Engineering and product development expenses werée/of revenues for the year ended December 33, 2dmpared to 8.54% for the
year ended December 31, 2002. Actual dollar experesi were decreased by $191,000 from 2003 to Zl@2decrease in engineering ¢
product development expenses was mainly due taceglisalary expenses. The Company is not expedtintterially decrease engineering
expenses in the near future.

Selling and Marketing

Selling and marketing expenses were 14.93% of ie®&for the year ended December 31, 2003, compareti56% for the year ended
December 31, 2002. Actual dollar expenditures vimceease by $86,000 from 2003 to 2002. The increasales and marketing was
primarily due to the hiring of sales person angét@xpenses in DPL as part of our efforts to inseesales.

General and Administrative

General and administrative expenses were 19.03%vehues for the year ended December 31, 2003, ar@mpo 13.99% for the year ended
December 31, 2002. The increase of $174,000 inrgeand administrative expenses from 2002 to 2808ainly due to additional accrued
litigation expenses of $102,000 and increase owalhce for bad debts of $72,000.

Capital Gain from the Disposal of Poder Digital
The Company had a one time capital gain for the geded December 31, 2002, of $280,000 resultiom fthe disposal of Poder Digital.
Financial Income and Other Expenses

Interest income, net of interest expense, was $25@r the year ended December 31, 2003, comparad income of $6,000 for the year
ended December 31, 2002. The increase in the siter@ome from 2002 to 2003 is from the Companyligddl Kingdom's operations of DF

Loss before Tax benefit

For the year ended December 31, 2003, we had &d&dese tax benefit of $1,040,000 compared to a t§s$240,000 for the year ended
December 31, 2002. The loss increase is mainlytaltiee decrease in revenues in the year ended Dexedt, 2003 and one time capital ¢
of $280,000 recorded in the year ended Decembe2®X2 as a result of the disposal of the Mexicdissliary, Poder Digital, S.A. de C.V.



Tax Benefit

For the year ended December 31, 2003, the Compehs tax benefit of $77,000 compared to a tax liteofe$530,000 for the year ended
December 31, 2002. The tax benefit for the yeaB28@rom the UK operations. The tax benefit foz frear 2002 was comprised of a tax
refund of $649,000, for the Company's US operatioffset by a tax expense of $119,0000 for the \pKrations, which was profitable for 1
year ended December 31, 20

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

The Company has actually received $649,000 ofréiisnd during the year ended December 31, 200®f Aecember 31, 2003, the
Company has available tax carryforward of approxatya$4,500,000.

Net Loss and Net Income

Net loss for the year ended December 31, 2003 $&63,000 compared to a net income of $290,00thfoear ended December 31, 2C
The net loss can be attributed mainly due to tloeedese in revenue.

Critical Accounting Policies

The preparation of financial statements in confeymiith 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 moisective and complex judgments, often employireguse of estimates about the effect of
matters that are inherently uncertain. The follayéme considered our most critical accounting jedi¢hat, under different conditions or
using different assumption or estimates, could shmaerially different results on our financial cam@h and results of operations.

Revenue Recognition

The Company's revenue recognition policy for pradlaeenues is that revenue is recognized whenigke and rewards of ownership pass,
which is primarily upon delivery of goods to custns (see Note 2i to the Consolidated FinanciakStants).

Inventory Obsolescence Accruals

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

Deferred Income Taxes

Significant management judgment is required in mheit@ng the provision for income taxes, deferreddasets and any valuation allowance
recorded against net deferred tax assets. Duectertaimties related to the Company's ability ttiagisome portion of the deferred tax assets,
a valuation allowance of approximately $1,765,088 been recorded as of December 31, 2003.



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 Compliifiyture experience differs from these
estimates, operating results in future periods e impacted.

Liquidity and Capital Resources

On December 31, 2003, we had cash, cash equivaedteestricted cash of $1,346,000 and workingtabpf $2,686,000. This compares to
$1,216,000 and working capital of $2,832,000 atdbelger 31, 2002. The decrease in working capitalmaisly due to a decrease in our
trade receivable resulting from our decrease iemees.

Net cash used in operating activities was $197f00the year ended December 31, 2003, compareasto provided by operating activities
$516,000 for the year ended December 31, 2002.

Net cash provided by investing activities was $264,for the year ended December 31, 2003, comgareaish used in investing activities
$699,000 for the year ended December 31, 2002chdt provided by financing activities was $331,@0the year ended December 31,
2003, compared to net cash used in financing &iesvof $423,000 for the year ended December 31220

The Company has available a line of credit witlic8it Valley Bank ("SVB"). The Company can borrowtogb1,200,000 against eligible
account receivable and other financial covenantsoding to this covenant the available line ofidréor utilization as of December 31, 20
is $353,000. The rate for this line of credit woblklat Silicon Valley Bank's prime rate plus 1.7&4rrently 5.75%). As of December 31,
2003, the Company has not utilized its line of dred

The Company's subsidiary has a $534,000 line afittveth Lloyds TSB Bank. Borrowing under this liné credit bears interest of 1.75% per
annum over the bank's base rate (totaling 5.5%eae®ber 31, 2003). Interest only, is payable mgnthith outstanding principal due on
demand. If no demand is made, the outstandingipahand accrued interest is due on March 31, 2004.

We do not believe that our sales are seasonahé&ime do not believe that inflation will advessaffect our operations.

The Company believes it has adequate resourchsdinhe to continue its promotional efforts torease sales in the electronic industry
market. However, if the Company does not meet tigosds, it may have to raise money through debiejaity, which may dilute
shareholder's equity.

Management

There is currently a dispute between certain slwdglens and managers of Telkoor Telecom, which ligest to litigation in Israel. Two of the
members of our Board of Director are involved iis tispute. Although, the Company does not belteeedispute has effected the dayetny
operations of the Company, it may have an advenpadt on certain decision making in the future.

RISK FACTORS

In addition to the other information presentedhiis report, the following should be considered fidlein evaluating us and our business.
This report contains various forward-looking stadems that involve risks and uncertainties. Our@atesults may differ materially from the
results discussed in the forward-looking stateméfastors that might cause such a difference imglbdt are not limited to, those discussed
below and elsewhere in this report.



We experienced an operating loss during the yedeeDecember 31, 2003, and anticipate that losskesontinue in the near future.

For the year ended December 31, 2003, we incunmeparating loss of $1,091,000. Although we hau#&ely taken steps to reduce our
costs, we will incur losses until we increase rexemthrough the sale of current products and neduats under development.

We are dependent on a limited number of customers.

Traditionally, we have relied on a limited numbércostomers for growth in sales. It cannot be asstiat we will be able to retain current
customers, and the loss of any major OEM custonasr Imve 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 dénidrese industries are further
characterized by intense competition. The OEMsisgrthese markets are pressured for increased grpduformance 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 axblgraffected.

We are dependent on the performance of our thieeosiract manufacturers.

Since we do not own our manufacturing facilitieg, mwust rely on our subcontractor's abilities tachase components, staff their operation,
maintain high volume and high quality processed,r@main financially solvent.

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

Telkoor's principal offices, research and developnaad manufacturing facilities are located in ér&olitical, economic and military
conditions in Israel directly affect our operatioki¢ée could be adversely affected by any major htiss involving Israel, the interruption or
curtailment of trade between Israel and its tragiagners, a significant increase in inflationaaignificant downturn in the economic or
financial condition of Israel. Restrictive lawspmmwlicies directed towards Israel or Israeli busgesscould adversely affect us.

We are dependant upon key personnel.

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

We are dependant on suppliers.

We rely on, and will continue to rely on, outsideties to manufacture parts, components and equipMé& cannot assure you that these
suppliers will be able to meet our needs in a fatiery and timely manner or that we will be



able to obtain additional suppliers when and ifessary. A significant price increase, a qualitytoarproblem, an interruption in supply or
other difficulties with third party manufacturersutd have a material and adverse effect on ouityabil successfully provide our products.
Further, the failure of third parties to deliveetproducts, components, necessary parts or equipmesthedule, or the failure of third parties
to perform at expected levels, could delay ounaeli of power supply products.

Our products are not protected by patents.

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

Our common stock price is volatile.

Our common stock is listed on the American Stockhaxge and is thinly traded. In the past, our trgghrice has fluctuated widely,
depending on many factors that may have littledavith our operations or business prospects. Fyrthe exercise of outstanding options
warrants may adversely affect our stock price and percentage of ownership. As of December 313200& Company has employees
options to purchase 972,460 shares of common sidttka weighted average exercise price of $1.¥¥@sable at prices ranging from $0.48
to $2.375 per share and consultants and servisédens options to purchase 220,000 shares of constomk, with a weighted average
exercise price of $2.818 exercisable at pricesingngom $1.00 to $3.00 were outstanding. In additiwe have 40,000 warrants to purchase
shares of common stock at an exercise price o0$Tle exercise of these options and warrants raag hn adverse effect on the price of
common stock and will dilute existing shareholdergentage ownership in the Company.

Substantial Ownership by Telkoor Telecom

As of December 31, 2003, Telkoor Telecom owns axiprately 40% of the outstanding shares of commooksbf the Company. On Janus
12, 2004, Telkoor Telecom purchased an additioB@|@3 shares of common stock which increased Belkelecom ownership to
approximately 43% of the outstanding shares of comstock. Also, Telkoor Telecom may purchase aalditi shares of common stock for
an aggregate consideration of $250,000 prior tonadune 30, 2004 at the price equal to the averlageng price of Digital Power's common
stock of the twenty trading days prior to electiorpurchase the additional shares. Telkoor Telesamership makes it difficult for other
shareholders to propose changes or change the BbBidectors. Currently, certain shareholders arahagers of Telkoor Telecom are in a
dispute. This dispute may divert limited resouraethe Company from its business. See "managensection above.

Intellectual Property

While Digital Power Corp. owns the intellectual pesty rights on its legacy products (the US, UP dRd Series), Telkoor Telecom
designed and developed the newer products (the (G@hgbox, and eF Series) at its expense and theristellectual property rights.
Further, all of these new products sold by Digialver to date were manufactured by Telkoor Teleitolsrael and shipped to Digital Power
at a transfer price which allowed for some grossgina to be earned by Telkoor. This exposes Digitaker to potentially lower gross
margins on these products. Digital Power and TelKadecom plan to enter into an agreement to matwifa these products in a lower cost
environment allowing for improved gross marginswéweer, no assurances can be given that such aaragne will be formalized, which
could result in continued lower margins.

ITEM 7. FINANCIAL STATEMENTS.

The financial statements of the Company, includirgnotes thereto and report of the independeritaasdhereon, are attached hereto as
exhibits as page numbers F-1 through F-24.
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REPORT OF INDEPENDENT AUDITORS
To the Shareholders of
DIGITAL POWER CORPORATION

We have audited the accompanying consolidated balsimeet of Digital Power Corporation ("the Compamayd its subsidiaries as of
December 31, 2003 and the related consolidateenséatts of operations, changes in shareholderdyeapd cash flows for each of the two
years in the period ended December 31, 2003. Tiremecial statements are the responsibility of@mnpany’'s management. C
responsibility is to express an opinion on thesarftial statements based on our audit.

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

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the consolidated financial posi
of the Company and its subsidiaries as of Decer®bgP003 and the consolidated results of their atprs and cash flows for the two years
in the period ended December 31, 2003, in confgrmith accounting principles generally acceptethia United States.

s/ KOST FORER GABBAY & KASI ERER
Tel - Aviv, Israel KOST FORER GABBAY & KASI ERER
March 9, 2004 A Menber of Ernst & Young d obal
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CONSOLIDATED BALANCE SHEETS
U.S. dollars in thousands

December 31,

2003
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 1,050
Restricted cash 296
Trade receivables, net of allowance for doubtful accounts
of $107 at December 31, 2003 1,625
Prepaid expenses and other current assets 136
Inventories (Note 3) 1,693
Total current assets 4,800
LEASE DEPOSITS 18
PROPERTY AND EQUIPMENT, NET (Note 4) 318
Total assets $ 5,136

The accompanying notes are an integral part o€dimsolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

U.S. dollars in thousands, except share data

December 31,
2003

LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIENCY)

CURRENT LIABILITIES:

Accounts payable

$ 1,074
Other current liabilities (Note 6) 1,040
Total current liabilities 2,114

COMMITMENTS AND CONTINGENT LIABILITIES (Note 7)

SHAREHOLDERS' EQUITY (Note 8):
Series A redeemable, convertible Preferred shares
500,000 shares authorized, 0 shares issued and o
of December 31, 2003
Preferred shares, no par value: 1,500,000 shares
shares issued and outstanding as of December 31,
Common shares, no par value: 10,000,000 shares aut

horized;
5,410,680 shares issued and outstanding as of Dec ember 31, 2003 11,036
Additional paid-in capital

1,437
Accumulated deficit

no par value:
utstanding as

authorized, 0
2003

(9,445)

Accumulated other comprehensive loss (6)
Total shareholders' equity 3,022
Total liabilities and shareholders' equity $5,136

The accompanying notes are an integral part o€dimsolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

U.S. dollars in thousands, except share data and pe r share data
Year ended December 31,
2003 2002
Revenues (Note 12) $ 7, 369 $ 8,775
Cost of revenues (Note 10) 5, 374 6,310
Gross profit 1, 995 2,465
Operating expenses:
Engineering and product development 558 749
Selling and marketing 1, 100 1,014
General and administrative 1, 402 1,228
Total operating expenses 3, 060 2,991
Operating loss (1, 065) (526)
Capital gain from disposal of a subsidiary (Note 1b) - 280
Financial income, net 25 6
Loss before tax benefit (1, 040) (240)
Tax benefit (Note 9) 77 530
Net income (loss) $ 963) $ 290
Basic earnings (loss) per share $ ( 019) $ 0.06
Diluted net earnings (loss) per share $ ( 019) $ 0.06
Weighted average Number of shares used in computi ng basic net earnings
(loss) per share 5,185, 680 4,510,680
Weighted average number of shares used in computi ng diluted net earnings
(loss) per share 5,185, 680 4,545,982

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

U.S. dollars in thousands, except share data

Common share

Balance as of January 1, 2002 4,510,680 $11

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

Total comprehensive loss

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

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

Total other comprehensive loss -

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

Accumulated
s Additional other  Total
---- paid-in Accumulated comprehensive compreh
ount capital deficit Loss  income(

036 $ 733 $ (8772)$% (312

,036 837  (8,482) (152)

- 600 - -

,036 $ 1,437 $ (9,445) % (6)

The accompanying notes are an integral part o€dimsolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
U.S. dollars in thousands

Year end ed December 31,
2003 2002
Cash flows from operating activities:
Net income (loss) $ (963) $ 290
Adjustments required to reconcile net income (lo ss) to net cash provided by
(used in) operating activities:
Depreciation 131 298
Capital gain from disposal of a subsidiary - (280)
Compensation related to options granted to con sultants and service providers - 90
Decrease (increase) in deferred income taxes 649 (649)
Decrease in trade receivables 437 358
Decrease in prepaid expenses and other current assets 2 40
Decrease (increase) in inventories (179) 634
Increase (decrease) in long-term loan and lea se deposits 2) 6
Decrease in accounts payables (316) (242)
Increase (decrease) in other current liabiliti es 44 (15)
Other - (14)
Net cash provided by (used in) operating activities (197) 516
Cash flows from investing activities:
Increase (decrease) in restricted cash 304 (600)
Purchase of property and equipment (67) (37)
Proceeds from disposal of a subsidiary - (12)
Investment in long term loan 25 (50)
Net cash provided by (used in) investing activities 262 (699)
Cash flows from financing activities:
Proceeds from short term bank credit - 250
Payments made on short-term bank credit (250) (652)
Principal payments on capital lease obligations (19) (21)
Issuance of shares pursuant to an investment by Telkoor Telecom Ltd. 600 -
Net cash provided by (used in) financing activities 331 (423)
Effect of exchange rate changes on cash and cash eq uivalents 38 (21)
Increase (decrease) in cash and cash equivalents 434 (627)
Cash and cash equivalents at the beginning of the y ear 616 1,243
Cash and cash equivalents at the end of the year $ 1,050 $ 616
Supplemental disclosure of cash flows activities:
Cash paid during the year for interest $ 9 $ 26

The accompanying notes are an integral part oftimsolidated financial statements.
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NOTE 1:- GENERAL

a. Digital Power Corporation ("the Company" or "DP@as incorporated in 1969, under the General @arpon 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 desiguelop, manufacture, market and sale of switchimger supplies and converters. The
Company has two reportable geographic segmentsth Manerica (sales through DPC) and Europe (salesigh DPL).

b. On September 30, 2002, the Company sold itslydoeined Mexican subsidiary, Poder Digital, S.A.@¢&/. ("PD"), in consideration of $
20. Upon the transfer of all risk and title to fhechaser, the Company recorded a capital gain280$ Historically, the Company
manufactured its products through PD. As PD is phat larger cash-flovgenerating group, and on its own is hot a compoogkah entity, th
terms describes in Statement of Financial AccognBtandard No. 144 "Accounting for the Impairmenbgposal of Long-Lived

Assets" ("SFAS No. 144") for reporting in discontid operations of PD have not been met. The resutiperations of PD for the nine
months ended September 30, 2002, were includdtei@bmpany's statements of operations for thegmeded December 31, 2002. The
disposal of PD on September 30, 2002, allowed thragany to expand its use of subcontractors in #reElast manufacturing of its power
supplies.

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

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have begraped in accordance with generally accepted acowmuptinciples in the United States
("US GAAP").

a. Use of estimates:

The preparation of the financial statements in gonfty with generally accepted accounting principdequires management to make
estimates and assumptions that affect the amoeptsted in the financial statements and accompagnyities. Actual results could differ fri
those estimates.
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)
b. Financial statements in U.S. dollars:

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

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

The financial statements of DPL whose functionatency has been determined to be its local curréaeye been translated into U.S. dollars.
All balance sheet accounts have been translated tis¢ exchange rates in effect at the balancd ghée Statement of operations amounts
have been translated using the average exchareggforahe period. The resulting translation adjlesiia are reported as a component of
accumulated other comprehensive loss in sharetlelguity.

c. Principles of consolidation:

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

d. Cash Equivalents:
Cash equivalents are short-term highly liquid inrents that are readily convertible to cash wiilyinal maturities of three months or less.
e. Restricted 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 etavklue. Inventory write-offs are provided to coxigks arising from slow-moving items or
technological obsolescence.
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Cost is determined as follows: Raw materials, pants supplies - using the "first-in, first-out" hetl. Work-in-progress - represents the cost
of manufacturing with the addition of indirect méacturing costs.

Finished products - on the basis of direct manufang costs with the addition of indirect manufagtg costs.

The Company periodically assesses its inventoaéisation in accordance with slow moving items, rexeforecasts and technological
obsolescence. When inventories on hand exceeataseeable demand or become obsolete, the vakieess inventory, which at the time
of the review was not expected to be sold, is amitff.

During 2003, the Company recorded inventories woffe in a total amount of $46.
g. Property and equipment:

Property and equipment are stated at cost, netonfnaulated depreciation. Depreciation is calcul@ethe straight-line method over the
estimated useful lives, at the following annuaésat

Computers, software and related

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

h. Impairment of long-lived assets

The Company and its subsidiary loliged assets are reviewed for impairment in acaacdavith Statement of Financial Accounting Stanc
No. 144, "Accounting for the Impairment or DisposflLonc- Lived Assets" ("SFAS No. 144"), whenever eventsltanges in circumstances
indicate that the carrying amount of an asset nudya recoverable. Recoverability of assets todde &nd used is measured by a comparison
of the carrying amount of an asset to the futumdisgounted cash flows expected to be generatelebgigsets. If such assets are considered t«
be impaired, the impairment to be recognized issueal by the amount by which the carrying amounhefassets exceeds the fair value of
the assets. Assets to be disposed of are repdrtkd wer of the carrying amount of fair valusdeosts to sell.

As of December 31, 2003, no impairment losses baea identified.
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)
i. Revenue recognition:

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

Revenues from products are recognized in accordaitheStaff Accounting Bulletin No. 104 "Revenued®gnition in Financial
Statements” ("SAB No. 104"), when the followingteria are met:

persuasive evidence of an arrangement exists,edglhas occurred, the seller's price to the busg/ékéd or determinable, no further
obligation exists and collectibility is reasonahlsured.

During 2003, the Emerging Issues Task Force is&li€l Issue No. 00-21, "Revenue Arrangements withtijdle Deliverables" ("EITF 00-
21"). The provisions of EITF 00-21 applied to remerarrangements entered into in fiscal periodsrimgg after June 15, 2003. This
consensus addresses certain aspects of accougtangemdor for arrangements under which it willfpemn multiple revenue-generating
activities, specifically, how to determine whetl@rarrangement involving multiple deliverables edmg more than one unit of accounting as
such term is defined in Issue No. 00-21. The adopiif EITF 00-21 did not have a material impactruffte Company's financial position,
cash flow or results of operations.

Revenue from certain arrangements may include phellélements within a single contract. The Compaagtounting policy complies with
the revenue determination requirements set forl i 00-21, relating to the separation of multigidiverables into individual accounting
units with determinable fair values.

Generally, the Company does not grant right ofrretGertain distributors are allowed, in the simtbnth after the initial stock purchase, to
rotate stock that has not been sold for other prtsd T his may be repeated each sixth month therefait eighteen months, at no more than
25% of distributors previous six months purchaBeszenues subject to certain stock rotation arergefeintil the products are sold to the end
customer or until the rotation rights expire.

j- Engineering and product developme
Engineering and product development are chargétketstatement of operations as incurred.
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)
k. Income taxes:

The Company and its subsidiary account for incoamed in accordance with Statement of Financial Antiog Standard No. 109,
"Accounting for Income Taxes" ("SFAS No. 109"). $t8tatement prescribes the use of the liabilitynmetvhereby deferred tax assets and
liability account balances are determined basediff@rences between financial reporting and taebasf assets and liabilities and are
measured using the enacted tax rates and lawssithae 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.

I. Warranty accrual:

The Company provides a warranty at no extra chimgapproximately twelve months. A provision iseeded for probable costs in
connection with warranties, based on the Compamgsrience. The prevision is calculated as 1.5%@®fCompany's revenues.

m. Accounting for stock-based compensation:

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

Employees" ("APB No. 25") and FASB Interpretation.M4 "Accounting for Certain Transactions Involyi&tock Compensation” ("FIN No.
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 provisionsmdifiial Accounting Standards Board Statement N8, 'Wccounting for Stock-Based
Compensation transition and disclosure” ("SFAS No. 148"), whaahended certain provisions of SFAS 123 to prowitirnative methods
transition for an entity that voluntarily changeshe fair value based method of accounting fotlsttased employee compensation, effective
as of the beginning of the fiscal year. The Compaomtinues to apply the provisions of APB No. 2baccounting for stock-based
compensation.

Pro forma information regarding the Company's nebime (loss) and net earnings (loss) per shaegjisned by SFAS No. 123 and has been
determined as if the Company had accounted faniigloyee stock options under the fair value mettredcribed by SFAS No. 123.

The fair value for options granted in 2002 and 2i308mortized over their vesting period and estadatt the date of grant using a Black-
Scholes options pricing model with the followingiglged average assumptions:
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

2003 2002
Dividend yield 0% 0%
Expected volatility 72% 33.8%
Risk-free interest 1% 1.5%
Expected life of up to 4 years 4 years

Pro forma information under SFAS No. 123, is atofes:

Year ended December 31,

2003 2002
Net income (loss) available to Ordinary shares - as reported $ 290
$ (963)
Add - stock-based employee compensation - intrinsic value - -
Deduct - stock-based employee compensation -fair va lue 89 607
Pro forma:
Net income (loss) $ (1,052) $ (317)
Earning per share:
Basic and diluted net loss, as reported $ (019 $ (0.06)
Pro forma basic and diluted net loss $ (0.20) $ (0.07)

The Company applies SFAS No. 123 and Emerging $s$ask Force ("EITF") No. 96-18 "Accounting for Eiyunstruments That Are
Issued to Other Than Employees for Acquiring, o€onjunction with Selling, Goods or Services" ("EI96-18"), with respect to options a
warrants issued to non-employees. SFAS No. 123nexjthe use of option valuation models to meathedair value of the options and
warrants at the date of grant.

n. Fair value of financial instruments:
The following methods and assumptions were usetthdCompany in estimating its fair value disclosui@ financial instruments:

The carrying amounts of cash and cash equivalezgsjcted cash, trade receivables, accounts payalold other current liabilities
approximate their fair value due to the short-tenaturity of such instruments.

0. Basic and diluted net earnings (loss) per share:

Basic net earnings (loss) per share is computeedbas the weighted average number of Common sbatetanding during each year.
Diluted net earnings per share is computed baseldeoweighted average number of Common sharesaodisg during each year, plus
dilutive potential Common shares considered outbtanduring the year, in accordance with Stateroéiinancial Accounting Standard No.
128, "Earnings per Share" ("SFAS No. 128").
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

The total number of shares related to the outstanaptions and warrants excluded from the calauhatiof diluted net earnings
(loss) per share because these securities ardiltive was 1,232,460, and 3,110,255 for the yeaded December 31, 2003 and 2002,
respectively.

p. Concentrations of credit risks:

Financial instruments that potentially subject@@npany and its subsidiary to concentrations aditrésk consist principally of cash and
cash equivalents, restricted cash, trade receisalld lease deposits.

Cash and cash equivalents and restricted cashwastéd in banks in the U.S. and in U.K. Such diégposthe United States may be in excess
of insured limits and are not insured in othergdittions. Management believes that the finanastitutions that hold the Company's and its
subsidiary's investments are financially sound aedordingly, minimal credit risk exists with resp&o these investments.

Trade receivables of the Company and its subsi@diegymainly derived from sales to customers locptedarily 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 te¢hmmounts that the Company and its subsidiary tketezmined to be doubtful of
collection.

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

NOTE 3:- INVENTORIES

December 31,

2003
Raw materials, parts and supplies $ 1,086
Work in progress 158
Finished products 449
$ 1,693
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NOTE 4:- PROPERTY AND EQUIPMENT, NET

Cost:
Computers, software and related equipment  $ 631
Office furniture and equipment 524
Leasehold improvements 382
Motor vehicles 80

1,617
Accumulated depreciation
Computers, software and related equipment 545
Office furniture and equipment 486
Leasehold improvements 198
Motor vehicles 70
1,299
Depreciated cost $ 318

As for charges see Note 7(b)(2)
NOTE 5:- SHORT TERM BANK CREDIT

a. The Company has a line of credit from Silicorl&aBank ("SVB"). The Company can borrow up to,8d0 at SVB's prime rate plus
1.75% (totaling 5.75% at December 31, 2003). Ireotd utilize the line of credit, the Company igu&ed to maintain certain ratios and be in
compliance with other covenants (see also Note.8[&g interest on the loan is payable on a morithakis. The maturity date of the line of
credit is May 29, 2004. As of December 31, 2008,@ompany did not utilize 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 obligatiansl performance of its duties towards the bank.

b. The Company's subsidiary has a $ 534 line afitvéth Lloyds TSB Bank. Borrowing under this lieé credit bears interest of 1.75% per
annum over the bank's base rate (totaling 5.5%eaember 31, 2003). Interest is payable on a momdys with outstanding principal due
demand. If no demand is made, the outstandingipahand accrued interest is due on March 31, 280{December 2003, no principal or
accrued interest was outstanding. As of Decembg2@®13, the subsidiary did not utilize its lineavédit. (See also Note 7(b)(1))
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NOTE 6:- OTHER CURRENT LIABILITIES

Dece mber 31
2003
Accrued payroll and payroll taxes $ 81
Warranty accrual 111
Government authorities 13
Accrued commissions 47
Advances from customers 387
Accrued expenses and other 401
$ 1,040

NOTE 7:- COMMITMENTS AND CONTINGENT LIABILITIES
a. Lease commitments:

The Company and its subsidiary rent their fac#ittend vehicles under various operating lease agnasmwvhich expire on various dates, the
latest of which is in 2008. Future rental committseimder non-cancelable are as follows:

Year ended
December 31,

2004 $ 246
2005 247
2006 253
2007 172
2008 143
$ 1,061

Total rent expenses for the years ended Decemh@08B and 2002, were approximately $244 and $2&pectively.
b. Charges and guarantees:
1. The Company's subsidiary has an unlimited fhgatharge on all its property and assets as aigetara line of credit from a bank.

2. The Company's subsidiary has obtained bank gtesrs of $97 to secure up front payments receiyetiédosubsidiary's customers and as a
security for future lease payments.
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NOTE 7:- COMMITMENTS AND CONTINGENT LIABILITIES (Cont.)
c. Litigation:

On April 2, 2003, a claim was filed against the Qamy by Tek-Tron Enterprises Inc. in state couehnnsylvania, specifically, the Court of
Common Pleas of Bucks County, at Case No. 0302416-dek-Tron Enterprises Inc. is seeking damadepproximately $ 300,000. This
case is a complaint for breaking of contract amiveosion of parts and infrastructure owned by TedrRTEnterprises Inc. located in the
Company's former subsidiary, Poder Digital S.AMexico manufacturing plant. The Company is curreirtlsettiement negotiations with
Tek-Tron Enterprises Inc. and has accrued $1024/06Rpenses related to the lawsuit.

NOTE 8:- SHAREHOLDERS' EQUITY
a. Preferred shares:

The Preferred stock has one series authorized)80Ghares of Series A cumulative redeemable ctiblepreferred shares ("Series A"), ¢
an additional 1,500,000 shares of preferred sHasdeen authorized, but the rights, preferencasleges and restrictions on these shares
have not been determined. DPC's Board of Diredésoasithorized to create a new series of prefefnades and fix the number of shares as
well as the rights, preferences, privileges antticti®ns granted to or imposed upon any serigsreferred shares. As of December 31, 2003,
there were no shares issued or outstanding.

b. Common shares:

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

In September 2001, the Company executed a sesypitichase agreement with Telkoor Telecom, Ltdelg@or") for cash proceeds of $
1,250, in exchange for the purchase of 1,250 Com&iares; issuance of 900,000 warrants to purcltasenon shares at an exercise price of
$ 1.25 per share, and an additional 1,000,000 wita purchase Common Shares at an exercisegirié.50 per share. The warrants
vested immediately. On March 31, 2003, the Compamgred into an agreement to sell 900,000 shar€swimon Stock to Telkoor Telecom
Ltd. in consideration for $ 600, net. As part of thansaction, Telkoor Telecom Ltd.'s warrant techase 900,000 common shares was
cancelled (see also Note 13).

c. Stock Option Plans:

1. Under the Company's stock option plans (then"plaptions may be granted to employees, officepasultants, service providers and
directors of the Company or its subsidiary.
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NOTE 8:- SHAREHOLDERS' EQUITY (Cont.)

2. As of December 31, 2003, the company has auzimbidy several Incentive Share Option Plans, thetgf options to employees, officers,
consultants, service providers and directors ofQbmpany of up to 1,972,000 of the Company's Comshames. As of December 31, 2003,
an aggregate of 428,523 of the Company's optiomstdl available for future grant.

3. The options granted generally become fully eisafie after four years and expire no later thagedrs from the approval date of the op
plan under terms of grant. Any options which amégited or cancelled before expiration become aéd for future grants.

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

Year ended December 31,

2003 2002
Amo unt  Weighted Amount  Weighted
average average
o] f exercise of exercise
opt ions price  options  price
$ $
Outstanding at the beginning of the year 1,19 0,255 1.38 1,543,095 1.74
Granted 6 5,000 0.78 70,000 0.58
Exercised - - - -
Forfeited (28 2,795) 1.88 (422,840) 1.58
Outstanding at the end of the year 97 2,460 1.19 1,190,255 1.38
Exercisable options at the end of the year 86 0,460 1.38 771,255 1.65

All options granted during the two years in theipeéiended December 31, 2003 were at an exercise firat is equal to the fair value of the
stock at the grant date.

The options outstanding as of December 31, 2008 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 2003 life price 2003 exercisable
$ Years $ $
0.48-0.55 60,000 9.67 0.54 32,500 0.55
0.70-1.02 410,000 8.95 0.71 410,000 0.69
1.5625-1.8125 133,535 5.85 1.65 131,035 1.66
2-2.375 368,925 4.57 2.28 286,925 2.27
972,460 1.19 860,460 1.38
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NOTE 8:- SHAREHOLDERS' EQUITY (Cont.)
d. Warrants and options issued to service providedsconsultants:
1. The Company's outstanding options to consult@amisservice providers as of December 31, 2003 sfellows:

Options for Exercise

Common price per  Options Exercisable
Issuance date  shares share exercisab le  through
January 2002 100,000 $ 3 100,000 *) -
August 2002 10,000 $ 1 10,000 - __*)__ _______
November 2002 10,000 $ 1 10,000 - _:*)_j _______
January 2003 100,000 $ 3 100,000 - ::*):?:::::::

* 10 years from the date of grant.
During 2003, none of the options were exercised.

2. During 2002, the Company had accounted forpt®as to consultants and service providers unttefdir value method of SFAS No. 123,
and Emerging Issues Task Force No. 96-18 anti®0Accounting Recognition for Certain Transactibmgolving Equity Instruments Grant
to Other Than Employees" ("EITF 00-18"). The faafue for these options was estimated using a B&utieles optiorpricing model with the
following weighted-average assumptions:

risk-free interest rates of 1.5%, dividend yield®%, volatility factors of the expected marketggriof the Company's Commons shares
ranging from 55.0% to 91.5%, and a contractualdiféhe options of 10 years.

3. The Company recorded compensation expense® ah#l $ 84 during 2003 and 2002, respectivelytedlto the consultants and service
providers' options.

e. Warrants issued for financing transaction:

In connection with the line of credit received iraiv2002, the Company issued to Silicon Valley Bankarrant to purchase up to 40,000
shares of Common Stock. These options vested inatedyli The exercise price of the warrants is $1.

The Company recorded a compensation expense antbeant of $20, which was amortized ratably ovee@qa of one year. This transaction
was accounted for in accordance with Accountingdipials Board Opinion No. 14, "Accounting for Cortide Debt and Debt Issued with
Stock Purchase Warrants" ("APB No. 14").

The fair value for these warrants was determinéugues Black-Scholes pricing model assuming a rigle-finterest rate of 1.5%, dividend
yields of 0%, a volatility factor of the expectedurket price of the Company's Common shares of 9@&fd&wcontractual life of the warrants
10 years.
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NOTE 8:- SHAREHOLDERS' EQUITY (Cont.)
As of December 31, 2003, the bank did not exeiitssearrant.
f. 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 stock as retirement benefitsetparticipants. The Company did
not distribute shares ever since 1998. As of Deegr8h, 2003, the outstanding Common shares hetdebizSOT are 167,504.

g. Dividends:

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

NOTE 9:- TAXES ON INCOME
a. Taxes on income is comprised as follows:

Year ended December 31,

2003 2002
Current taxes $ 77 $ (119
Deferred tax benefit - 649

$ 7 $ 530

Domestic $ - $ 649
Foreign 77 (119)

$ 77 $ 530

b. Deferred income taxes:

Deferred income taxes reflect the net tax effettemporary differences between the carrying amoohassets and liabilities for financial
reporting purposes and the amounts used for in¢armpurposes. Significant components of the Comigadsferred tax liabilities and assets
are as follows:
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NOTE 9:- TAXES ON INCOME (Cont.)

December 31,

2003 2002

Operating loss carryforword $ 1,575 $ 2,112
Reserves and allowances 190 109
Net deferred tax asset before valuation allowance 1,765 2,221
Valuation allowance (1,765) (1,572)
Net deferred tax asset $ - $ 649
Domestic $ - $ 649
Foreign -

$ - $ 649

As of December 31, 2002, the Company recorded exrieef tax asset of $649 relating to the Compamyiyback losses of 2001 and 2002. A
valuation allowance was recorded due to the uniogytaf the tax asset's future realization. As @cBPmber 31, 2003, the Company and its
subsidiary provided a valuation allowance of $ 5,746 respect of deferred tax assets resulting sbort-term temporary differences and
depreciation charged in advance of a capital allmegaken and from carryforward losses. Durindfifwal year 2003, the Company
increased the tax valuation by $ 193.

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

c. Net operating losses carryforwards:

As of December 31, 2003 the Company had approxljn&te500 in federal net operating loss carryforgafor income tax purposes, which
can be carried forward and offset against taxatdeme for 20 years and expire in 2022 - 2024.

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

d. The main reconciling items between the statutaxyrate of the Company and the effective tax aaéethe non-recognition of tax benefits
resulted from the Company's accumulated net omgratsses carryforward due to the uncertainty efrdalization of such tax benefits.
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NOTE 9:- TAXES ON INCOME (Cont.)

e. Net loss before tax benefit consists of theofeihg:

Ye ar ended December 31,
20 03 2002
Domestic (U.S.) $ (603) $ (498)
Foreign (U.K.) (437) 258
$ ( 1,040) $  (240)

NOTE 10:- RELATED PARTY TRANSACTIONS
The balances with and the results of operations fransactions with Telkoor, a related party, wasédollows:

December 31,

2003
Balance:
Trade payables (1) $ 160
Year ended De cember 31,
2003 2002
Cost of revenues (1) $ 972 $ 406

(1) Transactions with Telkoor derive mainly fronrpliase of power supplies from Telkoor.
NOTE 11:- SEGMENTS CUSTOMERS AND GEOGRAPHICAL INFOR MATION

The Company has two reportable geographic segmesed\ote 1a for a brief description of the Comfsmbysiness. The data is presented in
accordance with Statement of Financial Accountitep®&ard No.131, "Disclosure About Segments of aerprise and Related Information
("SFAS No. 131").

The following data presents the revenues expergditand other operating data of the Company's gpbigraperating segments:
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NOTE 11:- SEGMENTS CUSTOMERS AND GEOGRAPHICAL INFORMATION (C ont.)

Year ended December 31, 2003

DPC DPL Eliminations To tal

Revenues $ 3,41 7 $ 3952 $ - $ 7,369
Intersegment revenues 67 7 - (677) -

Total revenues _____?_“_4_,(3% 4_1__ $ 3952 $ 677) $ _7_,?_,(3‘_3_“
Depreciation expense ________$ _____ 3 Z__ $ 94 $ - 8 __1_3_1____
Operatingloss $; ____(Zii_ E)__ $ (283) $ - 8 (_l_gg?)___
Financial income, net _$ ________ Eﬁ_“—
Loss before tax benefit _$ ______ (_l_(zz_l(_))_“
Tax benefit ____$; ________ - $ 7% - $ __37_____
Net loss ___35____(_7?___ ?)__ $ (164) $ - 3 _(_9_6?_)___

Expenditures for segment assets as
of December 31, 2003 $ 1 5 $ 52 % - $ 67

Identifiable assets as of December
31, 2003 $ 2,05 4 $ 3,082 $ - $ 5,136
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NOTE 12:- SEGMENTS CUSTOMERS AND GEOGRAPHICAL INFORMATION (C ont.)

Year ended December 31, 2002

DPC DPL Eliminations To tal
Revenues $ 4,34 8 $ 4,427 $ - $ 8,775
Intersegment revenues 38 3 - (383)
Total revenues _____?_“_4_,7_?: E__ $ 4427 3 (383) $ _8_,335____
Depreciation expense ________$ _____ 18 f__ $ 114 $ - $ __2_9_8____
Operating income (loss) $ (76 1) $ 235 % - 0% (526)

subsidiary $ 28 0 $ - % - 8 280

Financial income, net $ 6

Loss before tax benefit (taxes on

income) $ (240)
Tax benefit (taxes on income) $ 64 9 $ (119) $ -8 530
Net income $ 15 1 $ 139 % - $ 290

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

Identifiable assets as of December
31, 2002 $ 2,29 2 $ 2898 $ - $ 5,190

NOTE 13:- SUBSEQUENT EVENTS (UNAUDITED)
Subsequent to balance sheet date, the Company i290€023 shares of Common stock to Telkoor Telectwmin consideration of $ 250.

Additionally, under the abovementioned agreemealikdor may purchase additional shares of Commarkdtor an aggregate consideration
of $ 250 prior to or on June 30, 2004, as deterdchinghe agreement. Consequently to the above-pradi agreement with Telkoor from
2003, the 1,000,000 warrants to purchase Commaesframm 2001 expired.
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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.

PART IlI

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

DIRECTORS

Our current directors are Messrs. Ben-Zion DiamBakid Amitai, Yeheskel Manea, Youval Menipaz amiids Kohn. Mr. Mark Thum also
served as a director during fiscal year 2003 asiyned in March 2004.

Mr. Ben-Zion Diamant, age 54, has been the Chairafidhe Board of the Company since November 20@&Lhék also been Chairman of the
Board of Telkoor Telecom Ltd. since 1994. From 19924, Mr. Diamant was a partner and business dpwant manager of Phascom.
From 1989 to 1992, Mr. Diamant was a partner andager of Rotel Communication. He earned his BAadlitieal Science from Bar-llan
University.

Mr. David Amitai, age 61, has been a Director & @ompany since 2001. From November 2003 to Mad€id he was our Executive CEO.
He had served as President & CEO of the Compamy Movember 2001 to November 2003. Mr. Amitai also/es as President & CEO of
Telkoor Telecom Ltd. and its subsidiary, Telkoomeo Supplies, since 1994. Mr. Amitai was the fouraled General Manager of Tadiran's
Microelectronics Division from 1978 to 1989 and vedsvated to Director of Material and LogisticsTadiran's Military Group where he
served from 1989 to 1994. Mr. Amitai held positiam&ngineering and manufacturing at the Califobdae semiconductor companies:
Monolithic Memories (MMI) and Fairchild Semicondoct Mr. Amitai earned his engineering degree froatifGrnia State University at San
Jose, California.

Mr. Yeheskel Manea, age 60, has served as a Direttbe Company since 2002. Since 1996, he has &a&¥anch Manager of Bank
Hapoalim, one of the leading banks in Israel. Marda has been employed with Bank Hapoalim sinc2.19& holds a Bachelors of Science
in Economy and Business Administration from Fe@idlege, University of Michigan.

Mr. Youval Menipaz, age 54, has served as a Diraaftthe Company since 2002. Mr. Menipaz has bbeerianaging Director of Foriland
Investments since 2000, a privately owned compamgiwinvests in and manages several companiese 3®i£7, he has held several
executive positions in leading companies withinl8raeli market. Among others, he served as tha&@ipe Manager of Osem Industries Ltd,
Vice President of Elite Industries Ltd, PresidehSapershuk Greenberg Ltd. Mr. Menipaz holds a B&mis of Science in Industrial
Engineering from the Technion, the Israeli Insétat Technology.



Mr. Amos Kohn, age 44, became a director in 2008.Khn is the Vice President of System Enginee&irgusiness Development of
AVIVA Communications, Inc., a high technology calbééevision and broadcast service company locaté&lipertino, California, from 2003
to the present. From 2000 to 2003, Mr. Kohn wasGhief Architect & Head of System Solutions of Liage Technologies, a software
company specializing in telecommunications locateSan Carlos, California. From 1997 to 2000, Mohid was the Vice President of
Engineering & Technology for Golden Channel, adetemunications company located in Israel. Mr. Kbbifds a Bachelors of Science in
Electronics from ORT Technological College, Israel.

Mr. Manea's daughter is married to Mr. Diamantis. 8dr. Menipaz is the son of Mr. Amitai's cousirheTBoard believes Mr. Manea and Mr.
Menipaz are independent and will be Independeragdbars under AMEX Rules. There are no other famglgtionships between any of the
officers or directors.

EXECUTIVE OFFICERS
See "Directors" for the biography of Mr. Diamant.

Mr. Jonathan Wax, age 46, became our CEO and RresidJanuary 2004. Mr. Wax has held Vice Pregigenitions with Artesyn
Technologies, Inc. and was stationed both domdistiaad in the Far East, in addition to holding @levwvariety of sales positions including
global account responsibilities with some of Arte§yechnologies, Inc.'s largest accounts. From 189498, prior to the merger with Zytec
and Computer Products, which formed Artesyn Teabgiek, Inc., Mr. Wax was Vice President of Custo®gpport and Quality for
Computer Products. Mr. Wax holds a Bachelor's degréusiness from the University of Nebraska. kerrinformation is on the attached
press release.

Mr. Haim Yatim, age 40, was appointed as the Comgabhief Financial Officer in August 2002. From0Bto 2002, he was a partner at
Ernst & Young. From 1995 until 2000, he was an trdvith Ernst & Young. From 1992 to 1994, he wasfauditor at Almagor. Mr. Yatim
is a certified public accountant. Mr. Yatim recahe B.A. degree in Accounting and Economics frohiAav University.

AUDIT COMMITTEE FINANCIAL EXPERT

The Board of Directors determined that Mr. Manemeanber of the Audit Committee, is qualified asfanlit Committee Financial Expert.
All of the members of the Audit Committee are inélegent as determined by the AMEX rules.

COMPLIANCE WITH SECTION 16 OF THE SECURITIES EXCHAN GE ACT OF 1934

Based solely upon a review of Forms 3, 4 and 5/eedd to the Company as filed with the Securities Bxchange Commission
("Commission"), directors and officers of the Compand persons who own more than 10% of the Companymon stock timely filed all
required reports pursuant to Section 16(a) of #neuBties Exchange Act of 1934.



CODE OF ETHICS

We have adopted a code of ethics that appliesitprincipal executive officer, principal financiafficer, principal accounting officer,
controller and other persons performing similarctions. A copy of our code of ethics can be foundar website at
http://www.digipwr.com/forms/Code%200f%20Ethics%f@0620Financial%20Managers%20(00027128).DOC. The@my will report
any amendment or wavier to the code of ethics am@bsite within five (5) days.

ITEM 10. EXECUTIVE COMPENSATION.
SUMMARY COMPENSATION TABLE

Long Term Compensation

Annual Compen sation Awards Payouts
Restricted ~ Securities LTIP All Other

Name and Other Annual Stock Underlying Payouts Compensation
Principal Position ~ Year Salary =~ Compe nsation ($)  Award(s) ($) Options (#) ($)

David Amitai, 2003 $ O $180, 961 $0 0 $0 $0

Former Executive CEO, 2002 $ O $166, 850(1) $0 0 $0 $0
Presidentand CEO 2001 $ 0O(1) $ 14, 428(1) $0 200,000(2) $0 $0

Robert O. Smith, 2003 $ O $100, 000 $0 100,000 $0 $0

Consultant and Former 2002 $ 0 $100, 000 $0 100,000(3) $0 $0
President and Chief 2001 $125,851 $ O $0 100,000(4) $0 $0

Executive Officer

(1) For the years ended December 31, 2003 and #0®Zompany did not pay Mr. Amitai a salary, bigtitimburse him for certain
expenses related to living in the United Stateshasdervices to the Company, including rent, tetere, car and other expenses. Such
reimbursements also included Mr. Amitai's federal atate taxes related to the expenses. For theepdad December 31, 2002, Mr. Amitai's
reimbursement was $166,850 including $54,400 tlzst reimbursed in 2003.

(2) Represents options to purchase 200,000 shaoesromon stock at $0.70 per share.

(3) Pursuant to Mr. Smith's consulting agreemeatistentitled to receive options to purchase 1@Ddares at $3.00 per share on the first
business day of the year in 2002, 2003 and 2004.

(4) Pursuant to Mr. Smith's former employment cacttrhe was entitled to receive options to purci&§€2000 shares of common stock each
year. The exercise price for year 2001 was $



OPTIONS GRANTED IN LAST FISCAL YEAR
Individual Grants

The information below concerns the individual gsaot stock options to executive officers and formeecutive officers made during the last
fiscal year.

Number of Percent of Total

Securities Options Gr anted to Exercise Base

Underlying Options Employees in Fiscal Price ($/share) Expiration Date
Name Granted Year
David Amitai 0 0 %
Robert O. Smith 100,000 60. 6% $3.00 1/2012

AGGREGATED OPTION EXERCISES IN LAST FISCAL YEAR AND FISCAL YEAR-END OPTION VALUES

The following table sets forth executive officertiops exercised and option values for fiscal yewrteel December 31, 2003 for all executive
officers at the end of the year.

Value of Unex ercised Options
Number of Options at In-th e-Money
December 31, 2003 at Decemb er 31, 2003
Shares Acquired (Exercisable/ (Exercisable/ Unexercisable)
Name Or Exercised Value Re alized Unexercisable)
David Amitai 0 0 200,000 200,000
Robert O. Smith 0 0 511,500 0

DIRECTOR'S COMPENSATION

The financial expert director of the Company isdgsl5,000 per annum; all other directors who ateemployees of the Company are paid
$10,000 per annum paid quarterly and granted optiopurchase 10,000 shares of common stock upmingathe Board, vesting upon
completion of one year of service.



EMPLOYMENT AGREEMENTS

In January 2004, we entered into an employmenteageat with Mr. Jonathan Wax, our President and {hiecutive Officer. The agreeme
has a term of one year with annual renewals themea@nnual compensation is $165,000. In the ewéatchange in control or early
termination without cause, we will be required &y pr. Wax one year's compensation. Mr. Wax widlgige an incentive bonus of $20,000,
if the Company earns over $5,500,000 in revenu¢h®twelve-month period ended December 31, 2062uding revenue earned from
military contracts or Digital Power Limited. As anp of the employment contract, Mr. Wax was grarmptions to purchase 150,000 shares,
37,500 shares vests immediately and the rest tsgesver three years. In the event that the Comfaifs to raise additional $250,000 from
the sale of its equity securities by June 30, 2004 Wax has the option to terminate his employnant receive a severance of one year of
base salary from the Company.

Consulting Agreement

On November 16, 2001, the Company and Mr. RobeitiSentered into a consulting agreement for a pkoicthree years. Under the
Consulting Agreement, Mr. Smith is paid $100,000ysar and granted options to purchase 100,00@sldircommon stock each year.

Aggregated Option Exercises in Last Fiscal YearBeatYear Options/SAR Repricings

There was no re-pricing of options for the fiscahyended December 31, 2003.

Compensation Committee Interlocks and Insider Parttipation

Directors Amos Kohn, Yeheskel Manea and Youval Maniserve on the Compensation Committee.

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

Equity Compensation Plan Information
Compensation Plan Table

The following table provides aggregate informatésnof the end of the fiscal year ended Decembe2@13 with respect to all compensation
plans (including individual compensation arrangetseander which equity securities are authorizedssuance.



Plan category Number of securities to be Weighted-average exercise ~ Number of securities

issued upon exercis e of price of outstanding remaining a vailable for
outstanding optio ns, options, warrants and rights  future iss uance under
warrants and righ ts equity compe nsation plans
(excluding securities
reflected in column (a))
(@) (b) (©)
Equity compensation plans 1,232,460 1.474 428 ,523
approved by security holders
Equity compensation plans 0 0 0
not approved by security
holders
Total 1,232,460 1.474 428, 523

Benefit Plans
Employee Stock Ownership Plan

We adopted an Employee Stock Ownership Plan ("E3@Rbnformity with ERISA requirements. As of Daedeer 31, 2003, the ESOP
owns, in the aggregate, 167,504 shares of our canstozk. All eligible employees of the Company jgguate in the ESOP on the basis of
level of compensation and length of service. Pigditton in the ESOP is subject to vesting overxaysiar period. The shares of our common
stock owned by the ESOP are voted by the ESORe&rsisMr. Amitai is one of two trustees of the ESOP.

2002, 1998 and 1996 Stock Option Plans and 1993 &®ption Agreements

We have established the 2002, 1998 and 1996 StptikrOPlans (the "Plans”). The purposes of thed$#a to encourage stock ownershij
our employees, officers, and directors to give tlzegneater personal interest in the success dfubmess and to provide an added incentive
to continue to advance in their employment or ertd us. The Plans provide for the grant of eitheentive or non-statutory stock options.
The exercise price of any incentive stock opticenged under the Plans may not be less than 10QBe dhir market value of our common
stock on the date of grant. The fair market vatwreafhich an optionee may be granted incentive stgtlons in any calendar year may not
exceed $100,000. Shares subject to options undé?ltims may be purchased with cash. Unless otteprizvided by the Board, an option
granted under the Plans is exercisable for tersyddae Plans are administered by the Compensatiom@ttee, which has discretion to
determine optionees, the number of shares to bered\by each option, the exercise schedule and wtims of the options. The Plans ma;
amended, suspended, or terminated by the Boanddostich action may impair rights under a previogsanted option. Each incentive stock
option is exercisable, during the lifetime of thetionee, only so long as the optionee remains eyepldy us. No option is transferable by the
optionee other than by will or the laws of desaamd distribution.



As of December 31, 2003, a total of 1,972,000 aystiare authorized to be issued under the 1996, 4882002 Plans and options to purcl
972,460 shares of common stock were outstanding.

401(k) Plan

We adopted a tax-qualified employee savings arneneént plan (the "401(k) Plan™), which generalbvers all of our full-time employees.
Pursuant to the 401(k) Plan, employees may maketenly contributions to the 401(k) Plan up to a mmam of six percent of eligible
compensation. The 401(k) Plan permits, but doesetptire, additional matching and Company contidng on behalf of Plan participants.
We match contributions at the rate of $0.25 fohe®t.00 contributed up to 6% of the base salary céfealso make discretionary
contributions. The 401(k) Plan is intended to dyalnder Sections 401(k) and 401(a) of the InteRe¥enue Code of 1986, as amended.
Contributions to such a qualified plan are dedletib the Company when made and neither the cartitifis nor the income earned on those
contributions is taxable to Plan participants untthdrawn. All 401(k) Plan contributions are criedi to separate accounts maintained in t
No amount was contributed on behalf of Mr. AmitaiMr. Smith in 2003

Principal Shareholders

The following table shows the amount of our shafesommon stock (AMEX Symbol: DPW) beneficially omaeh (unless otherwise indicated)
by each shareholder known by us to be the benkfigiaer of more than 5% of our common stock, byheafoour directors and directors and
executive officers as a group. As of March 3, 2af@dre were 5,700,703 shares of common stock olistg. All information is as of March
3, 2004. Unless indicated otherwise, the addresdl shareholders listed is Digital Power Corpamati41920 Christy Street, Fremont,
California 94538.

Shares Beneficially

Owned(1)
Name & Address of Beneficial Owner Number Percent
Telkoor Telecom Ltd. 2, 440,023 42.8%
5 Giborei Israel
Netanya 42293
Israel
Ben-Zion Diamant 2, 807,523(2) 47.6%
David Amitai 2, 807,523(3) 47.6%
Yeheskel Manea 10,000(4) *
Youval Menipaz 10,000(4) *
Amos Kohn 0 *
Digital Power ESOP 167,504 2.9%

Robert O. Smith 511,500(5) 8.2%



Barry W. Blank 450,800 7.9%
P.O. Box 32056

Phoenix, AZ 85064

All directors and executive officers as a group 3, 497,523(6) 56.7%
(7 persons)

Footnotes to Table
* Less than one percent.

(1) Except as indicated in the footnotes to thidetathe persons named in the table have solegatidl investment power with respect to all
shares of common stock shown as beneficially ovinyeithem, subject to community property laws wheagligable.

(2) Mr. Diamant serves as a director of Telkooretem Ltd. Includes options to purchase 200,000eshawned by Mr. Diamant and
2,440,023 shares beneficially owned by Telkoor date, which may also be deemed beneficially ownethyDiamant.

(3) Mr. Amitai serves as a director of Telkoor Tagle Ltd. Includes (i) options to purchase 200,088as owned by Mr. Amitai, (ii)
2,440,023 shares beneficially owned by Telkoor date, which may also be deemed beneficially ownetMbyAmitai, and (iii) 167,504
shares owned by Digital Power ESOP of which Mr. fairhnd Mr. Diamant are trustees and may be dedraeeficial owners.

(4) Includes options to purchase 10,000 sharecisadie within 60 days.
(5) Represents options to purchase 511,500 sheeesigable within 60 days.

(6) Includes options to purchase 420,000 sharegdwg directors, 12,500 options to purchase slawegd by Haim Yatim, 37,500 options
to purchase shares owned by Jonathan Wax.

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.

On March 31, 2003, we entered into an agreemeselt®00,000 shares of common stock to TelkoordatelLtd. ("Telkoor") in
consideration of $600,000. As a part of the tratisacTelkoor's warrant to purchase 900,000 sharescanceled. The 900,000 warrant wi
have expired on May 23, 2003. Our Chairman, Mrnidat owns 42.45% and our President and Chief ExecQtfficer, Mr. Amitai owns
39.98% of the outstanding shares of Telkoor Telettin

Subsequent to the year end, on January 12, 200dnigead into a securities purchase agreementheittoor. Under the securities purchase
agreement, Telkoor acquired 290,023 shares of canstuzk for the aggregate purchase price of $280A0ditionally, Telkoor may invest

an additional $250,000 on or before June 30, 2004.purchase price per share for the additionastment is the average closing price of
the Company's common stock twenty (20) trading g¢haigs to notice of intent to invest. After the phase, Telkoor owns 2,440,023 shares or
42.8% of the outstanding common stock.

ITEM 13. EXHIBITS AND REPORTS ON FORM 8-K.
(a) Exhibits

3.1 Amended and Restated Articles of IncorporatibBigital Power Corporation(1)
3.2 Amendment to Articles of Incorporation(1)

3.3 Bylaws of Digital Power Corporation(1)

4.1 Specimen Common Stock Certificate(2)

4.2 Specimen Warrant(1)

4.3 Representative's Warrant(1)

10.1 Revolving Credit Facility with San Jose Na#@bBank(1)



(1) Previously filed with the Commission on Octolié; 1996, to the Company's Registration Stateimeftorm SB-2.

(2) Previously filed with the Commission on Decem®g1996, to the Company's Pre-Effective AmendniNmtl to Registration Statement

on Form SB-2.

10.2 KDK Contract(1)

10.3  Agreement with Fortron/Source Corp.(1)

10.4 Employment Agreement With Robert O. Smith(

10.5 1996 Stock Option Plan(1)

10.6  Gresham Power Asset Purchase Agreement(3)

10.7 1998 Stock Option Plan(4)

10.8 Technology Transfer Agreement with KDK Ele

10.9 Loan Commitment and Letter Agreement(5)

10.10 Promissory Note(5)

10.11 Employment Agreement with Robert O. Smith

10.12 Securities Purchase Agreement between the
Ltd. (7)

10.11 Securities Purchase Agreement between the
Ltd. (8)

10.12 Employment Letter with David Amitai

10.13 Employment Agreement with Jonathan Wax

21.1 The Company's sole subsidiary is Digital P
formed under the laws of the United Kingdo

23.2 Consent of Ernst & Young

31.1 Certification of Chief Executive Officer p
Sarbanes-Oxley Act

31.2 Certification of Chief Financial Officer p
Sarbanes-Oxley Act

32 Certification of Chief Executive Officer a
pursuant to Section 906 of the Sarbanes-Ox

2)

ctronics(4)
(6)
Company and Telkoor Telecom,

Company and Telkoor Telecom,

ower Limited, a corporation
m.

ursuant to Section 302 of the
ursuant to Section 302 of the

nd Chief Financial Officer
ley Act

(3) Previously filed with the Commission on Febguar 1998, to the Company's Form 8-K.

(4) Previously filed with the Commission with iteffn 10-QSB for the quarter ended September 30,.1998

(5) Previously filed with the Commission with iteff 10-KSB for the year ended December 31, 1998.

(6) Previously filed with the Commission with iteffn 10-KSB for the year ended December 31, 1999.

(7) Previously filed with the Commission with iteff 8-K filed on November 21, 2001.

(8) Previously filed with the Commission with iterffn 8-K filed on January 14, 2004.

(b) Reports on Form 8-K

The following reports on Form 8-K were filed duritige last quarter of the period covered by thi®rep

Date of Event Reported Item Reported

January 12, 2004

November 14, 2004
Corporation

Investment by Telkoor

Change in Management

Telecom Ltd.

of Digital Power



Item 14. Principal Accounting Fees and Service:
Relationship with Independent Auditors

On September 10, 2002, we changed our independditbes from Hein + Associates LLP to Kost ForetbBay & Kasierer, a Member of
Ernst & Young Global served as our independenttatsli

Audit Fees

The aggregate fees billed to Kost Forer Gabbay &i&tar, a Member of Ernst & Young Global for pr&fiemal services rendered for the a
of the Company's annual financial statements omF@d-KSB and the review of the financial statemémttuded in the Company's third
quarter report on Form 10-QSB for the fiscal yaatezl December 31, 2002 was $82,000 and Decemb&032,was $95,000.

Audit-Related Fees

The aggregate fees billed for assurance and resateices by the principal accountant that arearasly related to the performance of the
audit or review of the Company's financial statetador the year ended December 31, 2002 was $@andmber 31, 2003 was $0.

Tax Fees

The aggregate fees billed for tax compliance, thsice and tax planning rendered by our independeditors for the fiscal year ended
December 31, 2002 was $50,000 and December 31,2893%0. The services comprising these fees indldeonsulting and submitting tax
return.

All Other Fees

The aggregate fees billed for all other profesdisravices rendered by the Company's independaeitoasi for the fiscal year ended
December 31, 2002 was $0 and December 31, 200$0vas

The Audit Committee approved 100% of the fees paithe principal accountant for audit-related, aaxl other fees. The Audit Committee
pre-approves all non-audit services to be perfortmethe auditor in accordance with the Audit Conte@tCharter. The percentage of hours
expended on the principal accountant's engagemenidit the Company's financial statements fomtlost recent fiscal year that were
attributed to work performed by persons other tthenprincipal accountant's full-time, permanent Eyges was 0%.



SIGNATURES

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

Dat ed: March 16, 2004 DI G TAL POAER CORPORATI ON,
a California Corporation

/'s/ Jonat han Wax

Jonat han Wax,
Presi dent and Chi ef Executive O ficer

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

/'s/ Ben Zion Di amant March 16, 2004

Ben Zion Di amant, Chairnman

/'s/ Jonat han Wax March 16, 2004

Jonat han Wax, President and Chief Executive O ficer
(Principal Executive Oficer)

/s/ David Amtai March 16, 2004

David Amtai, Director

/sl Ampbs Kohn March 16, 2004

Anps Kohn, Director

/sl Yeheskel Manea March 16, 2004

Yeheskel Manea, Director

/sl Youval Menipaz March 16, 2004

Youval Menipaz, Director

/s/ Haim Yatim March 16, 2004

Haim Yatim Chief Financial Oficer
(Principal Accounting and Financial Oficer)



DIGITAL POWER CORPORATION

EMPLOYMENT AGREEMENT
for
JONATHAN WAX

DIGITAL POWER CORPORATION ("Employer"), and JONATHWWAX ("Employee"), agree as follows:

1. Employment. Employer employs Employee and Emgeagccepts employment with Employer on the terrdscanditions set forth in this
Employment Agreement ("Agreement").

2. Term. This Agreement shall be for an initiahtérom January 5, 2004 until January 4, 2005, &edeafter for an automatically renewable
term of one year, unless terminated earlier asigea\for herein. If this Agreement is not renewgdtte Employer for the subsequent year
pursuant to a written notice from the Employer toftoyee delivered prior to December 1st of the igpple year, such non-renewal will be
deemed to be a "Termination without Cause" and Bygad shall be entitled to the amounts set fortBdntion 6.2 hereof.

3. Position; Scope of Employment. Employee shalehte position of Chief Executive Officer and Radest for Employer, and shall have
duties and authority set forth below, and as datfaiin the position description attached as ExYit which duties and authority may be
modified from time to time by Employer. As Chief &utive Officer and President, Employee shall regwectly to Employer's Board of
Directors.

3.1. Entire Time and Effort. Employee shall deviétaployee's full working time, attention, abilitieskill, labor and efforts to the performar

of his employment. Employee shall not, directlyiratirectly, alone or as a member of a partnershigtioer organizational entity, or as an
officer of any corporation (other than any whick awned by or affiliated with Employer) (i) be stdstially engaged in or concerned with
any other commercial duties or pursuits, (ii) eregagany other business activity that will integfavith the performance of Employee's duties
under this Agreement, except with the prior writtemsent of Employer, or (iii) join the board ofetitors of any other corporation; provided,
however, that Employee may join the board of doexbf no more than two unaffiliated corporationd@ng as such corporations are not
competitive, at the sole determination of Employerthe current or future operations of Employet #ose corporations offer some
synergistic prospects or other support for Emplsygoals.

3.2. Rules and Regulations. Employee agrees tawbsad comply with Employer's rules and regulatias provided by Employer and as
may be amended from time to time by Employer arlboairy out and perform faithfully such ordersteditions and policies of Employer. To
the extent any provision of this Agreement is carntito an Employer rule or regulation, as such m&aamended from time to time, the terms
of this Agreement shall control.

4. Compensation. Employer shall pay to or provideapgensation to Employee as set forth in this seeticAll compensation of every
description shall be



subject to the customary withholding tax and otraployment taxes as required with respect to cosgiem paid to an employee.

4.1 Base Salary. Employer shall pay Employee a salsey of One Hundred Sixty-Five Thousand Dol(&¥55,000) per year commencing
on January 5, 2004 ("Base Salary"). Employee's Basary shall be payable in accordance with Emplsyegular pay schedule, but not less
frequently than twice per month.

4.2. Annual Review. On the date of Employer's ahmeeting of stockholders and on each subsequenizhmeeting of stockholders during
the term of this Agreement, or at such other tiséha Employer may establish in its discretion, Exygr shall review the previous year's
performance of Employee for the purpose of makéaagonable increases to Employee's Base Salaryidptbthat Employer shall not be
required to increase Employee's Base Salary, bytdoao at its discretion.

4.3. Bonuses. In addition to the Base Salary pexvidr in sections 4.1 and 4.2, Employee is el@tblreceive bonuses, paid through issu

of stock or grant of options, based on Employefgserance and Employee's attainment of objectivemgdieally established by the
Compensation Committee of the Board of Directorapyee will receive an incentive bonus of Twenhotisand Dollars ($20,000), if
Employer earns over Five Million Five Hundred Thand Dollars ($5,500,000) in revenue for the twaiventh period ended December 31,
2004, excluding revenue earned from military cactgar Digital Power Limited. This one time bonbsi be payable immediately after it is
earned. Annual bonuses to be provided to Emplolyakt sot exceed thirty-five percent (35%) of Empels Base Salary then in effect in any
given year.

4.4. Stock Option Grants. In addition to Base Sapaovided for in sections 4.1 and 4.2, Employeeligible to receive, in addition to any
cash bonus provided for in section 4.3, an awarstafk options as may be determined from timente by Employer's Compensation. At the
inception of this Agreement, and subject to plagureements, Employee shall be granted, subjecoerdapproval, an initial option to

acquire 150,000 shares at the fair market valudemate of grant, vesting twenty-five percent (25% January 5, 2004, and twenty-five
percent (25%) on each anniversary date theredttés.stock option shall terminate ninety (90) dafter Employee ceases to be an employee
of the Employer, except for death or disabilitydagined in the Plan. If the Employee ceases tonbenaployee due to termination without
cause or due to a change in control, this stociolthall terminate after one hundred eighty (1&D)s.

If Employee's employment is terminated by the Emgipother than due to cause as defined in se6tibrall options granted under this
section 4.4 shall fully vested on the date of teatidn. If there is a change of control in the Eoygl, all outstanding options granted under
this section 4.4 shall fully vest immediately ugbe Employer's public announcement of such a chakhgehange of control" shall mean an
event involving one transaction or a related sesfdsansactions, excluding any transaction wittkder Telecom Ltd., in which (i) the
Employer issues securities equal to 50% or mota@Employer's issued and outstanding voting séesyidetermined as a single class, to
any individual, firm, partnership, limited liabiittompany, or other entity, including a "group" it the meaning of SEC Exchange Act Rule
13d-3, (ii) the Employer issues voting securitigaa to 50% or more of the issued and outstandatimg stock of the Employer in
connection with a merger,



consolidation other business combination, (iii) Eraployer is acquired in a merger or other busigessbination transaction in which the
Employer is not the surviving company, or (iv) @llsubstantially all of the Employer's assets atd er transferred. A change in control of
any shareholder of the Employer is not a chang®introl of the Employer.

4.5. Vacation and Sick Leave. Employee shall biledtto accrue up to Three (3) weeks vacation afiyuprovided, however, that vacation
time may not accrue beyond Six (6) weeks of accaregtunused time. Employee shall be entitled to Isiave in accordance with Employer's
sick leave policy, as amended from time to timeth&tend of each anniversary of this Agreementestito the limit on two weeks accrued
and unused vacation, all such unused and accrueadiea time shall be paid in cash.

4.6. Other Fringe Benefits. Employee shall partitgoin all of Employer's fringe benefit programsibstantially the same manner and to
substantially the same extent as other similar eygas of Employer, excluding only those benefijsressly modified by the terms hereof.

4.7. Expenses. Employee shall be reimbursed farcaisonable business expenses; subject to thenpatisr of evidence of such expenses in
accordance with established policies adopted byl&wep from time to time.

4.8. Compensation From Other Sources. Any procteds€Employee shall receive by virtue of qualifyiiog disability insurance, disability
benefits, or health or accident insurance shatifmgeto Employee. Employee shall not be paid Basangm any period in which he receives
benefits as determined and paid under Employerg-term disability policy. Benefits paid to Empl@&ender Employer's short-term
disability policy shall reduce, by the same amoBatse Salary payable to Employee for such period.

5. Confidential Information of Customers of Employ@uring the Employment Term and at all times #adter, the Employee agrees to keep
secret and to retain in the strictest confidenteaadfidential matters which relate to the Emplogeits "affiliate" (as that term is defined in
the Exchange Act), which are of a specific natorthe Employer's business and not generic skillsmowledge of Employer, and which may
include, but not necessarily be limited to, custolists, client lists, trade secrets, pricing lidigsiness plans, financial projections and rep
business strategies, internal operating procedarespther confidential business information frotriak the Employer derives an economic
or competitive advantage, or from which the Emptayght derive such advantage in its business, drair not labeled "secret" or
"confidential.”

6. Compensation in the Event of Termination.

6.1. Termination For Cause. The Employer resefvesight to terminate this Agreement for cause uganEmployee's willful and continued
failure to substantially perform his duties witletEmployer (other than such failure resulting floisiincapacity due to physical or mental
illness) after there is delivered to Employee by Board, acting reasonably and in good faith, #tevridemand for substantial performance
which sets forth in detail the specific respectw/irich the Board believes Employee has not perfdrhig duties, and giving Employee not
less than thirty (30) days to correct the deficiesspecified in the written notice; (b) Employeeiliful engagement in gross misconduct as
determined by the Board which is materially and destrably injurious to the Employer; or (c) Emplei'ecommission of a felony, or an act
of fraud against the Employer or its affiliates.dopgermination for cause, Employee shall not béledtto any severance benefits

6.2. Termination Without Cause; Severance. Notwaihding anything to the contrary in this Agreemdéme, Employer reserves the right to
terminate this Agreement at any time without calfdémployee is terminated without cause, then uchsdate, the Employee-Employer
relationship will cease and Employee, shall be paidployee's base salary, including any increasesse salary



previously approved by the Board of Directors,tfee next twelve (12) months following the datearhtination of Employment payable in
accordance with Employer's regular pay schedule.

6.3. Change in Control; Severance. If there ishatige in control" of the Employer, and Employed adl longer be employed by Employe!
its successor in the same capacity and pay, thelgreement shall be terminated, effective adefdate the change in control. The term
“change in control" is defined in

Section 4.4. In the event of a change in controip®yee, upon the effective date of the changeinirol, shall be paid, Employee's base
salary, including any increases in base salaryipusly approved by the Board of Directors, for tiext twelve (12) months following the
announcement of the change in control payablednraance with Employer's regular pay schedule.

6.4. Voluntary Termination by Employee. Notwithgdarg anything to the contrary in this Agreement,dfogee may terminate this
Agreement at any time with written notice to theoyer. If Employee voluntarily terminates employmeEmployee shall not be entitled to
any severance benefits, but will be entitled teiez all deferred compensation and any other bsnefquired by law, but excluding any
unvested options.

6.5. Termination Without Cause for Failure to Ra&®sgjuired Capital. As an inducement for Employeertier into this contract, Employer
covenants that it will raise capital in the minimamount of $500,000 from the sale of its equityuséies. In the event Employer fails to ra
$500,000 from the sale of its equity securitieslbge 30, 2004, such failure shall be deemed a fatiah Without Cause.

7. Trade Secrets. Employee shall not disclose yoo#mers, or take or use for Employee's own purposgurposes of any others, during the
term of this Agreement or at any time thereaftay, e Employer's trade secrets, including withamitation, confidential information,
customer lists, computer programs or computer so#vwf Employer. Employee agrees that these raeticshall also apply to (i) trade
secrets belonging to third parties in Employer'ssgssion and (ii) trade secrets conceived, origihatiscovered or developed by Employee
during the term of this Agreement. Information ehfdoyer shall not be considered a trade secretsflawfully known outside of Employer
by anyone who does not have a duty to keep suomiration confidential.



7.1 Inventions; Ownership Rights. Employee agrbasdll ideas, techniques, inventions, systemsydidas, discoveries, technical
information, programs, prototypes and similar depeilents ("Developments") developed, created, deswaly made, written or obtained by
Employee in the course of or as a result, diremtlindirectly, of performance of his duties hereanénd all related industrial property,
copyrights, patent rights, trade secrets and ddrars of protection thereof, shall be and remaaptoperty of Employer. Employee agrees to
execute or cause to be executed such assignmehépplications, registrations and other documemdista take such other action as may be
requested by Employer to enable Employer to pratecights to any such Developments. If Employsgfuires Employee's assistance under
this section 8.1 after termination of this Agreem&mployee shall be compensated for his time #igtapent in providing such assistance at
an hourly rate equivalent to the prevailing ratesiach services and as agreed upon by the parties.

8. Actions Contrary to Law. Nothing contained irstAgreement shall be construed to require the cssion of any act contrary to law, and
whenever there is any conflict between any prowigibthis Agreement and any statute, law, ordinanceegulation, contrary to which the
parties have no legal right to contract, then #ttet shall prevail; but in such event, the praisi of this Agreement so affected shall be
curtailed and limited only to the extent necessaryring it within legal requirements.

9. Miscellaneous.

9.1. Notices. All notices and demands of every lghdll be personally delivered or sent by firssslanail to the parties at the addresses
appearing below or at such other addresses as pahty may designate in writing, delivered or radiln accordance with the terms of this
Agreement. Any such notice or demand shall be #¥feémmediately upon personal delivery or three

(3) days after deposit in the United States maitha case may be.

EMPLOYER: Digital Power Corporation
41920 Christy Street
Fremont, California 94538
(510) 657-2635

EMPLOYEE: Jonathan Wax

9.2. Attorneys' Fees; Prejudgment Interest. Ifsevices of an attorney are required by any pargeture the performance hereof or
otherwise upon the breach or default of anotheygarthis Agreement, or if any judicial remedyasbitration is hecessary to enforce or
interpret any provision of this Agreement or thghts and duties of any person in relation thettéi® prevailing party shall be entitled to
reasonable attorneys' fees, costs and other expensaldition to any other relief to which suchtpanay be entitled. Any award of damages
following judicial remedy or arbitration as a retsofl the breach of this Agreement or any of itsyisimns shall include an award of
prejudgment interest from the date of the breacheatmaximum amount of interest allowed by law.

9.3. Choice of Law, Jurisdiction, Venue. This Agremt is drafted to be effective in the State ofifGaiia, and shall be construed in
accordance with California law. The exclusive jditsion and venue of any legal action by eithettypander this Agreement shall be the
County of Alameda, California.



9.4. Amendment, Waiver. No amendment or variatibtne terms of this Agreement shall be valid uni@sgle in writing and signed by
Employee and Employer. A waiver of any term or gtad of this Agreement shall not be construed geieral waiver by Employer. Failure
of either Employer or Employee to enforce any pimn or provisions of this Agreement shall not veaany enforcement of any continuing
breach of the same provision or provisions or aiath of any provision or provisions of this Agresm

9.5. Assignment; Succession. It is hereby agreadEmployee's rights and obligations under thisegnent are personal and not assignable.
This Agreement contains the entire agreement addrstanding between the parties to it and shdflim@ing on and inure to the benefit of
heirs, personal representatives, successors aigihsiss$ the parties hereto.

9.6. Independent Covenants. All provisions hereimcerning unfair competition and confidentialityalifibe deemed independent covenants
and shall be enforceable without regard to anydirésy Employer unless such breach by Employer lifuvand egregious.

9.7. Entire Agreement. This document constitutesafitire agreement between the parties, all orekeagents being merged herein, and
supersedes all prior representations. There arepresentations, agreements, arrangements, oratadéings, oral or written, between or
among the parties relating to the subject matt¢hisfAgreement that are not fully expressed herein

9.8. Severability. If any provision of this Agreemiés held by a court of competent jurisdictiorb®invalid or unenforceable, the remainder
of the Agreement which can be given effect withint invalid provision shall continue in full foresd effect and shall in no way be impai
or invalidated.

9.9. Captions. All captions of sections and parnalgsan this Agreement are for reference only aradl stot be considered in construing this
Agreement.

9.10. Nomination as Director. Upon the executiothif Agreement, Employee shall be up for consittengo be nominated and elected to
Employer's board of directors. Further, if Emploj®aominated and elected to Employer's boardrefcttirs, then, during the term of this
Agreement, at each annual or special meeting oflithesholders, Employee will be nominated by therdbor nominating committee to serve
as director.



EMPLOYER:

DIGITAL POWER CORPORATION

By:
Ben-Zion Diamant,
Chairman
By:
David Amitai,
Director
By:
Mark Thum,
Director
By:
Youval Menipaz,
Director
By:
Yeheskel Manea,
Director
By:
Amos Kohn,
Director
EMPLOYEE:
By:

Jonathan Wax, an individual



Digital Power Corporation
41920 Christy Street
Fremont, California 94538

November 11, 200
Dear David Amitai:

Digital Power Corporation, a California corporatigthe "Company"), hereby undertakes to reimbursefgo the reasonable expenses (the
"Expenses") incurred, and to be incurred in thariitby you, related to your appointment and seraigthe Company's Executive CEO
reporting to the Board.

o Sum of $8,333 (gross to the company) paid morfdtiaccommodation expenses, expenses relateditorglocation, health and dental
insurance, life insurance, disability insurancenifg trips, education, and tax expenses.

o In addition, the company will pay for reasonadt@enses for Company Car, gas and maintenancéelgghone lines, two cellular lines,
internet, and communications. These expenseslshakhid only upon the provision of receipts evidegsuch expenses, and grossgdsuct
that the net effect will be such that the Compaillypay for your federal and state taxes, relatethese expenses, if at all.

The foregoing Expenses shall be paid to you byChimpany on a monthly basis so long as you are embagh the Company, including
during the Notice Period as defined below.

In case of termination by either you or the Compding terminating party will notify the other pattyo months in advance prior to such
termination (the "Notice Period"). During this NetiPeriod you will transfer your duties to a perwat the Company appoints and assist
person during the transition. In any event of teatibn you will be entitled to another relocatioqpense amount.

This letter sets forth the terms of your proposegagement with us and supersedes any prior refied®ers or agreements, whether writte
oral. To accept this offer, please sign and rethisletter to me.

Sincerely,
Digital Power Corporation

By:
| have read and accept this offer:

David Amitai



EXHIBIT 23.1

CONSENT OF KOST FORER GABBAY & KASIERER
A MEMBER OF ERNST & YOUNG GLOBAL

We consent to the incorporation by reference inRbgistration Statement on Form S-8 (File numb&-B34941, effective May 2, 2003)
pertaining to Digital Power Corporation's 2002 &t@ption Plan and 1998 Stock Option Plan of ounregdated March 9, 2004 with respect

to the consolidated financial statements of Digtalver Corporation included in its Annual Reportramm 10-KSB for the year ended
December 31, 2003, filed with the Securities andiaxge Commission.

/'Sl Kost Forer Gabby & Kasierer

March 15, 2004 Kost Forer Gabbay & Kasierer,

A Menber of Ernst & Young G 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, nistatdisg 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 procsgorecaused such disclosure controls and procsdorge 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 proees] 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 reportthgt 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 thatauminmittee of the registrant's board of direci@spersons 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 si@gmifiole in the registrant's internal
control over financial reporting.

Dated: March 16, 2004 /'s/ Jonat han Wax

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



EXHIBIT 31.2
CERTIFICATION
I, Haim Yatim, Chief Financial Officer of Digitalder Corporation, certify that:
1. I have reviewed this annual report of Digitaiseo Corporation;

2. Based on my knowledge, this report does notaiorny 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, nistadisg 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 procsgorecaused such disclosure controls and procsdorge 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 presentiisi report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

(d) Disclosed in this report any change in thegsegnt's internal control over financial reportthgt 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 thataumnmittee of the registrant's board of direci@spersons performing the equivalent
functions):

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



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

Dated: March 16, 2004 /sl Haim Yatim
Hai m Yatim
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 Commissiothe date hereof (the "Report"). We, Jonathax MZhief Executive Officer and Ha
Yatim, Chief Financial Officer, of the Company, tifg, pursuant to 18 U.S.C. Section 1350, as adbptesuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that, to the best ofkmowledge and belief:

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

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

Dat ed: March 16, 2004 /'s/ Jonat han Wax
Jonat han Wax,
Chi ef Executive O ficer
(Principal Executive Oficer)

/'s/ Haim Yatim

Hai m Yatim

Chi ef Financial Oficer

(Principal Financial and Accounting O ficer)



