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DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, CA 94538

(510) 657-2635

To Our Shareholders:

You are cordially invited to attend the annual nmegbdf the shareholders of Digital Power Corponatio be held at 10:00 a.m. PST, on
November 17, 2005, at our corporate offices locate#lL920 Christy Street, Fremont, California 94

At the meeting, you will be asked to (i) elect fi{g) directors to the board, (ii) approve an amealinto increase the authorized number of
shares of common stock from 10,000,000 to 30,0@0,0i) to approval the issuance of our commorcktim a potential financing in order to
meet the requirements of the American Stock Excbaand (iv) approve other matters that properly etefore the meeting, including
adjournment of the meeting.

We hope you will attend the shareholders' meetitigvever, in order that we may be assured of a qnpwe urge you to sign and return the
enclosed proxy in the postage-paid envelope providepromptly as possible, whether or not you faattend the meeting in person.

/'s/ Jonat han Wax

Jonat han Wax
Chi ef Executive O ficer

Cct ober 17, 2005



DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, CA 94538

(510) 657-2635

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BEHELD ON NOVEMBER 17, 2005

NOTICE IS HEREBY GIVEN that the annual meeting b&eeholders of DigitePower Corporation (the "Company"), a California
corporation, will be held at our corporate headtgray located at 41920 Christy Street, Fremontf@ala 94538, on Thursday, November
17, 2005, at 10:00 a.m. (PST), for the purposeoabitlering and acting on the following:

1. To elect five (5) directors to the board to hoffice until the next annual meeting of sharehodd® until their successors are elected and
qualified;

2. To approve an amendment to increase the audabnzmber of shares from 10,000,000 to 30,000,86afks;

3. To approve the potential issuance of our shaireemmon stock in a number equal to or more tha#b &f our outstanding shares in a
potential financing in order to meet the requiretaari the American Stock Exchange; and

4. To transact such other business as may propentye before the meeting or any adjournment thereof.

Only shareholders of record at the close of busimesOctober 28, 2005, are entitled to receivecaadf and to vote at the meeting.
Shareholders are invited to attend the meetingisgn.

Please sign and date the accompanying proxy cardednrn it promptly in the enclosed postage-pandetope whether or not you plan to
attend the meeting in person. If you attend thetimgeyou may vote in person if you wish, evenainpreviously have returned your proxy
card. The proxy may be revoked at any time pridtst@xercise.

By Order of the Board of Directors

/sl Leo Yen

Leo Yen
Secretary
Cct ober 17, 2005

YOUR VOTE ISIMPORTANT

IN ORDER TO ASSURE YOUR REPRESENTATION AT THE MEBNG, YOU ARE REQUESTED TO COMPLETE, SIGN AND DATE
THE ENCLOSED PROXY CARD AS PROMPTLY AS POSSIBLE ANRETURN IT IN THE ENCLOSED ENVELOPE



DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, CA 94538

(510) 657-2635

PROXY STATEMENT

We are furnishing this proxy statement to you inreection with our annual meeting to be held on $tay, November 17, 2005 at 10:00 ¢
(PST) at our corporate headquarters, located & Christy Street, Fremont, California 94538 andrat adjournment thereof. The matter
be considered and acted upon are (i) the elecfifimen(5) directors to the board to hold officetilthe next annual meeting of shareholder
until their successors are elected and qualifigdio(approve an amendment to our articles of ipooation to increase in the number of
authorized shares from 10,000,000 to 30,000,00Dtdiapprove the potential issuance of our shafesmmon stock in a number equal to or
more than 20% of our outstanding shares for a piatdinancing in order to meet the requirementshaf American Stock Exchange
("AMEX") and (iv) such other business as may prbpeome before the meeting.

The enclosed proxy is solicited on behalf of ouarloof directors and is revocable by you at antprior to the voting of such proxy. All
properly executed proxies delivered pursuant t® gbliicitation will be voted at the meeting ancgatordance with your instructions, if any.

Our annual report for the fiscal year 2004, inaggdiinancial statements, is included in this mailiBuch report and financial statements are
not a part of this proxy statement.

This proxy statement was first mailed to sharehsld® October 17, 2005.
ABOUT THE MEETING
What is the purpose of the Annual Meeting?

The purpose of the annual meeting is to allow youate on the matters outlined in the accompaniatice of Annual Meeting of
Shareholders, including the election of the directmd an amendment to our articles of incorpamnatio

Who is entitled to vote?

Only shareholders of record at the close of busioasthe record date, October 28, 2005 (the "ReDatd"), are entitled to vote at the annual
meeting, or any postponements or adjournmentseofrtbeting.

What are the Board's recommendations on the prigibsa

The Board recommends a vote FOR each of the nomarsd FOR the amendment to increase the numbeittudriced common stock.



How do | vote?

Sign and date each proxy card you receive andrréttur the postage-prepaid envelope enclosed yatlr proxy materials. If you are a
registered shareholder and attend the meetingmayudeliver your completed proxy card(s) in person.

If your shares are held by your broker or banKsineet name," you will receive a form from youoker or bank seeking instructions as to
how your shares should be voted. If you do noturcstyour broker or bank how to vote, your brokebank will vote your shares if it has
discretionary power to vote on a particular matter.

Can | change my vote after | return my proxy card?

Yes. You have the right to revoke your proxy at eime before the meeting by notifying the Compai8gsretary at Digital Power
Corporation, 41920 Christy Street, Fremont, Catif@94538, in writing, voting in person or returgia proxy card with a later date.

Who will count the vote?

The Secretary will count the votes and act asnthpdctor of election. Our transfer agent, ComphteesTransfer & Trust is the transfer agent
for the Company's common stock. Computershare TeafsTrust will tally the proxies and provide thisformation at the time of the
meeting.

What shares are included on the proxy card(s)?
The shares on your proxy card(s) represent ALLoafryshares.
What does it mean if | get more than one proxy 2ard

If your shares are registered differently and armore than one account, you will receive more thras proxy card. Sign and return all proxy
cards to ensure that all your shares are votedeMgeurage you to have all accounts registereckiséime name and address whenever
possible. You can accomplish this by contactingtoamsfer agent, Computershare Transfer & Trusgtkd at 350 Indiana Street, Suite 800,
Golden, Colorado 80401, phone (303) 986-5400, 3@8) 986-2444, or, if your shares are held by ywoker or bank in "street name," by
contacting the broker or bank who holds your shares

How many shares can vote?

Only shares of common stock may vote. As of theoREDate of October 28, 2005, 6,136,859 sharesmiton stock were issued and
outstanding.

Each share of common stock is entitled to one &bthe annual meeting, except with respect to libetien of directors. In elections of
directors, California law provides that a sharebolar his or her proxy, may cumulate votes; teageach shareholder has that number of 1
equal to the number of shares owned, multiplietheynumber of directors to be elected, and theesizdder may cumulate such votes for a
single candidate, or distribute such votes amongasy candidates as he or she deems appropriateudo, a shareholder may cumulate
votes only for a candidate or candidates whose sdraee been properly placed in nomination prigdh&ovoting, and only if the shareholder
has given notice at the meeting, prior to the \gtof his or her intention to cumulate votes far tandidates in nomination. The Company's
designated proxy holders (the "Proxy Holders") hdigeretionary authority to cumulate votes représgivy the proxies received in the
election of directors.



The Proxy Holders intend to vote all proxies reediby them in such manner as will assure the elect as many of the nominees described
under "Election of Directors" as possible.

What is a "quorum"?

A "quorum" is a majority of the outstanding shaeestled to vote. A quorum may be present in pei@orepresented by proxy to transact
business at the shareholders' meeting. For theopeaspof determining a quorum, shares held by bsakenominees for which we receive a
signed proxy will be treated as present even ittfodeer or nominee does not have discretionary péaveote on a particular matter or if
instructions were never received from the bendfmiamer. These shares are called "broker non-vofdsstentions will be counted as present
for quorum purposes.

What is required to approve each proposal?

For the election of the directors, once a quoruslieen established, the nominees for director wbeive the most votes will become our
directors. Holders owning a majority of the shavatstanding must approve the amendment to outtestaf incorporation. Holders owning a
majority of the shares votes cast at the meetingt mpprove the potential issuance of 20% or mothebutstanding shares in order to met
the requirements of the American Stock Exchange.

If a broker indicates on its proxy that it does have discretionary authority to vote on a particuhatter, the affected shares will be treate
not present and not entitled to vote with respethat matter, even though the same shares magrisdered present for quorum purposes
and may be entitled to vote on other matters.

What happens if | abstain?

Proxies marked "abstain" will be counted as shpresent for the purpose of determining the preseheequorum, but for purposes of
determining the outcome of a proposal, shares septed by such proxies will not be treated asm#tive votes.

How will we solicit proxies?

We will distribute the proxy materials and soliedttes. The cost of soliciting proxies will be botmeus. These costs will include the expense
of preparing and mailing proxy solicitation matésitor the meeting and reimbursements paid to begefirms and others for their
reasonable out-of-pocket expenses for forwardingypsolicitation materials to shareholders. Proxies/ also be solicited in person, by
telephone or by facsimile by our directors, offcand employees without additional compensation.
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STOCK OWNERSHIP

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 nominees and
the executive officers, directors and nominees@®ap. As of September 20, there were 6,161,888shof common stock outstanding. All
information is as of September 20, 2005. Unlesiatdd otherwise, the address of all shareholdgesllis Digital Power Corporation, 41920
Christy Street, Fremont, California 94538.

Shares Beneficially

Owned(1)
Name & Address of Beneficial Owner N umber Percent
Telkoor Power Ltd. 2, 661,261 43.2%
5 Giborei Israel
Netanya 42293
Israel
Ben-Zion Diamant 3, 028,765(2) 47.6%
David Amitai 2, 861,261(3) 45.0%
Yeheskel Manea 20,000(4) *
Youval Menipaz 20,000(4) *
Amos Kohn 20,000(4) *
Digital Power ESOP 167,504 2.7%
Barry W. Blank 450,800 7.3%
P.O. Box 32056
Phoenix, AZ 85064
All directors and executive officers as a group 3, 363,765(5) 50.2%

(6 persons)

Footnotesto 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 wheggligable.

(2) Mr. Diamant serves as a director of Telkoor Bolatd. Includes options to purchase 200,000 shareed by Mr. Diamant and 2,661,261
shares beneficially owned by Telkoor Power Ltd.jochmay also be deemed beneficially owned by Marnmant.

(3) Mr. Amitai serves as a director of Telkoor Powtl. Includes options to purchase 200,000 shanased by Mr. Amitai and 2,661,261
shares beneficially owned by Telkoor Power Ltd.jolilmay also be deemed beneficially owned by Mr.itaim

(4) Includes options to purchase 20,000 sharecisadie within 60 days.

(5) Includes 2,661,261 shares owned by Telkoor Pk, which may be deemed beneficially owned by Biamant and Mr. Amitai,
options to purchase 460,000 shares owned by diggaptions to purchase 75,000 shares owned by\x and 167,504 shares owned by
Digital Power ESOP of which Mr. Wax and Mr. Diamanmé trustees and may be deemed beneficial owners.
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SECTION 16 TRANSACTIONS

Section 16(a) of the Exchange Act requires our atkee officers and directors to file reports of awship and changes in ownership of our
common stock with the SEC. Executive officers amdaors are required by SEC regulations to furnistwith copies of all Section 16(a)
forms they file. Based solely upon a review of FeiBn4 and 5 delivered to the Securities and Exga&@ommission (“Commission") during
fiscal year 2004, all current directors and officef the Company timely filed all required repgutgsuant to Section 16(a) of the Securities
Exchange Act of 1934.

PROPOSAL 1--ELECTION OF DIRECTORS

Our bylaws presently provide that the authorizechiber of directors may be fixed by resolution of Beard from time to time, with a
minimum of five (5) directors and a maximum of n{{9¢ directors. The Board has fixed the authorizechber of directors at five (5). The
term of office for the directors elected at thisatieg will expire at the next annual meeting ofrsf@lders to be held in 2005 or until a
director's earlier death, resignation or removalt Qurrent directors consist of Messrs. Ben-Zioarbant, David Amitai, Yeheskel Manea,
Youval Menipaz, and Amos Kohn.

Unless otherwise instructed, the proxyholders wille the proxies received by them for the fiver{8jninees named below. If any nominee of
the Company is unable or declines to serve aseatdirat the time of the annual meeting, the proxidl be voted for any nominee designe
by the present Board of Directors to fill the vaoarEach nominee has agreed to serve as diretedected.

The Board has formed a nominating committee andhbasgnated the following nominees for directors:dgles. Ben-Zion Diamant, Yeheskel
Manea, Youval Menipaz, Amos Kohn and Jonathan Wag.following indicates the age, principal occupator employment for at least the
last five years and affiliation with the Comparfyamy, for each nominee as director.

Ben-Zion Diamant Director since 2001

Mr. Ben-Zion Diamant, age 55, has been the Chairofidhe Board of the Company since November 20@&Lhéks also been Chairman of the
Board of Telkoor Power Ltd. since 1994. From 19984, Mr. Diamant was a partner and business der@apmanager of Phascom. From
1989 to 1992, Mr. Diamant was a partner and manafgieotel Communication. He earned his BA in PcétiScience from Bar-llan
University.

Amos Kohn Director since 2003

Mr. Amos Kohn, age 45, became a Director of the Gamy in 2003. Mr. Kohn is the Vice President of Watk Modeling of ICTV Inc., a
High Tech company located in Los Gatos, Califormihich is developing a centralized software platfdhat enables cable operators to
deliver revenue-generating new services with fulltimedia and real-time interactivity to any digis®t-top. In year 2003, Mr. Kohn was
Vice President of System Engineering & Businessdbmment of AVIVA Communications, Inc., a High Tecbmpany located in Cupertir
California, which is developing a transport solatfor Video On Demand systems. From 2000 to 2003 Kdhn was the Chief Architect of
Liberate Technologies, a software company speaiglin telecommunications located in San Carlodif@aia. From 1997 to 2000, Mr.
Kohn was the Vice President of Engineering & Tedbgy for Golden Channel, the largest Cable Oper@t80) in Israel. Mr. Kohn holds a
Bachelors of Science in Electronics from ORT Tedbgigal College, Israel.
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Y eheskel Manea Director since 2002

Mr. Yeheskel Manea, age 61, 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.

Youval Menipaz Director since 2002

Mr. Youval Menipaz, age 55, has served as a Diraftthe Company since 2002. Mr. Menipaz has beerManaging Director of Foriland
Investments since 2000, a privately owned comphatihvests in and manages several companies. $8¥& he has held several executive
positions in leading companies within the Isragdirket. Among others, he served as the Operatioralylemof Osem Industries Ltd, Vice
President of Elite Industries Ltd, President of &ghuk Greenberg Ltd. Mr. Menipaz holds a BachaddScience in Industrial Engineering
from the Technion, the Israeli Institute of Teclowyl.

Jonathan Wax Officer since 2004

Mr. Jonathan Wax, age 48, became our CEO and rasidJanuary 2004. Mr. Wax held Vice Presidersitins with Artesyn
Technologies, Inc. and was stationed both domdistiaad in the Far East, in addition to holding @lewvariety of sales positions, including
global account responsibilities with some of Artedyechnologies, 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 Custofapport and Quality for
Computer Products. Mr. Wax holds a Bachelor's degr&usiness from the University of Nebraska.

RECOMMENDATION OF THE BOARD

THE BOARD OF DIRECTORSRECOMMENDS SHAREHOLDERSVOTE "FOR" THE NOMINEES
LISTED ABOVE.
How are directors compensated?

Prior to January 1, 2005, all directors who wereemployees of the Company were paid $10,000 paurarpaid quarterly. Effective January
1, 2005, each dependent director will receive $10@fer annum paid quarterly. However, the direatoo is designated as the Audit
Committee financial expert is paid $15,000 per ammaid quarterly. Upon joining the Board, all di@s who are not related parties, are
granted options to purchase 10,000 shares of constook vesting upon completion of one year of servOn February 28, 2005 all directors
who are not related parties were granted optiomsitohase 10,000 shares of common stock.

How often did the Board meet during fiscal 2004?

The Board of Directors met 11 times during fisda02. Each director attended at least 75% of thed tmtmber of meetings of the Board and
Committees on which he served.

Family Relationships

Mr. Manea's two children are married to Mr. Dian®mivo children. Mr. Menipaz is the son of Mr. Aaii¢ cousin. There are no other family
relationships between any of the officers or diest



Committees of the Board of Directors
Audit Committee

The Board of Directors of the Company has an AGdilnmittee. The members of the Audit Committee i@L®ere Messrs. Mark Thum,
Amos Kohn, Yeheskel Manea and Youval Menipaz. M resigned in 2004. The current members of thditATommittee are Messrs.
Kohn, Manea and Menipaz. All Audit Committee mensbare independent directors.

The Audit Committee of the Board of Directors makesommendations regarding the retention of indépenhauditors, reviews the scope of
the annual audit undertaken by our independent@sdind the progress and results of their wordd,ramiews our financial statements,
internal accounting and auditing procedures angarate programs to ensure compliance with applkckbls. The Audit Committee reviews
the services performed by the independent auditalsdetermines whether they are compatible witthtaaiing the independent auditor's
independence. The Audit Committee has a Chartachak reviewed annually and as may be requiredtdwhanges in industry accounting
practices or the promulgation of new rules or gn@adocuments. The members of the Audit Commitie2004 were Messrs. Mark Thum,
Amos Kohn, Yeheskel Manea and Youval Menipaz. Tureenit members of the Audit Committee are: Medsobin, Manea and Menipaz. /
Audit Committee members are independent direclidrs. Audit Committee met four times during fiscaD20

The Board of Directors determined that Mr. Maneaquialified as an Audit Committee Financial Expbft. Manea is independent as
determined by the AMEX listing standards.

Compensation Committee

The Compensation Committee of the Board of Directeviews and approves executive compensationi@elind practices, reviews salaries
and bonuses for our officers, administers the CampgeStock Option Plan and other benefit plans,@riders other matters as may, from
time to time, be referred to them by the Board wéEtors. The members of the Compensation Commiitt@804 were Messrs. Thum, Kohn,
Manea and Menipaz. The current members of the Coagien Committee are Messrs. Kohn, Manea and Menill Compensation
Committee members are independent directors.

Compensation Committee Interlocks and Insider Participation

Messrs. Kohn, Manea and Menipaz serve on the Cosapien Committee. There are no compensation comenititerlocks or insider
participation on our compensation committee.

Nominating Committee

Our directors take a critical role in guiding otnasegic direction and oversee the managemento€ttimpany. Board candidates are
considered based upon various criteria, such askitwad-based business and professional skillseapériences, a global business and social
perspective, concern for the long-term interesthefshareholders and personal integrity and judgnie addition, directors must have time
available to devote to Board activities and to emeaheir knowledge of the power supply industrgcérdingly, we seek to attract and retain
highly qualified directors who have sufficient tirteeattend to their substantial duties and resgditgs to the Company.

The Board of Directors has formed a nominating catben consisting of Messrs. Kohn, Manea and Menipha are independent as defined
in the AMEX listing standards. The nominating cortte® recommends a slate of directors for

7



election at the annual meeting. In accordance MEX rules, the slate of nominees is approved loyagority of the independent directors.
The nominating committee does not have a charter.

In carrying out its responsibilities, the nomingticommittee will consider candidates suggestechyeholders. If a shareholder wishes to
formally place a candidate's name in nominationyéner, he or she must do so in accordance witipitngsions of the Company's Bylaws.
Suggestions for candidates to be evaluated by dla@dBmust be sent to Leo Yen, Corporate Secrdiagytal Power Corporation, 41920
Christy Street, Fremont, California 94538.

In accordance with Securities Exchange Commissgulations, the following is the Audit Committee®e. Such report is not deemed to
be filed with the Securities Exchange Commission.

REPORT OF THE AUDIT COMMITTEE

The Audit Committee oversees the financial repgrpirocess for the Company on behalf of the Boardiadctors. In fulfilling its oversight
responsibilities, the Audit Committee reviews thenpany's internal accounting procedures, consuttsand reviews the services provided
by the Company's independent auditors and makesnreendations to the Board of Directors regardimgstslection of independent auditors.
Management is responsible for the financial statémand the reporting process, including the systeimternal controls. The independent
auditors are responsible for expressing an opiaiothe conformity of those audited financial statets with generally accepted accounting
principles.

In accordance with Statements on Accounting Stalsdg8AS) No. 61, discussions were held with mana&g¢mnd the independent auditors
regarding the acceptability and the quality ofélseounting principles used in the reports. Theseudisions included the clarity of the
disclosures made therein, the underlying estimatesassumptions used in the financial reporting,tha reasonableness of the significant
judgments and management decisions made in dewgltipé financial statements. In addition, the A@bimmittee has discussed with -
independent auditors their independence from thagamy and its management and the independent eaiditovided the written disclosures
and the letter required by Independence StandavdsdBStandard No. 1.

The Audit Committee has also met and discussedtvéfCompany's management, and its independenbeasidssues related to the overall
scope and objectives of the audits conducted ntieenal controls used by the Company and the seteof the Company's independent
auditors. In addition, the Audit Committee discubagth the independent auditors, with and withoainagement present, the specific results
of audit investigations and examinations and ttditads judgments regarding any and all of the &bisgues.

Pursuant to the reviews and discussions describedeathe Audit Committee recommended to the Bo&mirectors that the audited
financial statements be included in the Annual Repo Form 10-KSB for the fiscal year ended Decen®ie 2004, for filing with the
Securities and Exchange Commission.



Respectfully submitted,

DIGITAL POWER CORPORATION
AUDIT COMMITTEE

Amos Kohn
Yeheskel Manea
Youval Menipaz

Executive Officers
The following is a description of the business lggokind of the Company's officers:
Ben-Zion Diamant
See Description of Directors above.
Jonathan Wax
See Description of Directors above.
Leo Yen

Mr. Leo Yen became our Chief Financial Officer andary 2005. Mr. Yen is the President of Sagentddgament, a financial, accounting and
tax consulting firm. From 2002 to 2004, Mr. Yen foled and managed Crystal Compass, which was adduir8agent Management in 20
From 1999 to 2002, he was a Senior Associate witte®Raterhousecoopers LLP and from 1997 to 199%dwsea Senior Tax Consultant with
Ernst & Young LLP. Mr. Yen holds a BS in FinanceedREstate and Law and a BS in Accounting fromfGuatdia State Polytechnic
University Pomona.

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/CodeofEthics.doc. The Companvill report any amendment or wavier to the cofletbics on our website within
five (5) days.

EXECUTIVE COMPENSATION AND OTHER TRANSACTIONS

This table lists the aggregate compensation patiddrpast three years for all services of the Chiefcutive Officer. No other persons earned
over $100,000 during the last fiscal year.



SUMMARY COMPENSATION TABLE

Long Term Compensation

Annual Compe nsation Awards Payouts

Restricted  Securities

Oth er Annual Stock Underlying LTIP
Name and Salary Com pensation Award(s) Options Payouts All Other
Principal Position ~ Year (%) ($) (%) #) ($) Compensation
Jonathan Wax, Chief 2004 $153,066 $ 12,541 $0 $150,000 $0 $0

Executive Officer

Options Granted in Last Fiscal Year

Individual Grants

Number of Percent of Total
Securities  Options Granted

Underlying to Employeesin E xercise Base Expiration
Name Options Granted Fiscal Year Pr ice ($/share) Date
Jonathan Wax 150,000 39.6% $0.99 1/2014

Aggregated Option Exercises in Last Fiscal Yearkisdal Year-End Option Values

The following table sets forth executive officertiops exercised and option values for fiscal yewrtesl December 31, 2004, for all executive
officers at the end of the year.

Value of Unexercised

Options
N umber of Options at In-the-Money
December 31, 2004 at December 31, 2004
Shares Acquired (Exercisable/ (Exercisable/
Name or Exercised Value Realized Unexercisable) Unexercisable)(1)
Jonathan Wax 0 0 37,500/112,500 $9,750/$29,250

Footnotesto Table
(1) Market price at December 31, 2004 for a shimmmon stock was $1.25.
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 thienreannual compensation is $165,000. In the ewéatchange in control or early
termination without cause, we will be required &y Mr. Wax one year compensation. As a part oktheloyment contract, Mr. Wax was
granted options to purchase 150,000 shares, 38/H@s vested immediately and the remainder veststioree years.
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Ten-Year Options/SAR Repricings
There were no repricings during the year ended Deee 31, 2004
Equity Compensation Plan I nformation

The following table provides aggregate informatinof the end of the fiscal year ended Decembe2@14 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) (c)
Equity compensation plans 1,550,425 1.37 522 ,480

approved by security holders

Equity compensation plans - - -
not approved by security
holders

Total 1,550,425 1.37 522 ,480

Benefit Plans

Equity Compensation Plans Not Approved by Security Holders

Subsequent to the year end, on January 17, 2088adard granted 150,000 options that are not gadmpensation plans approved by the
security holders. There are options to purchasgdDB0shares of common stock granted in the fisg@#2o the Company's Chief Executive
Officer and President at an exercise price of $0629 25% annual beginning January 17, 2004.

Employee Stock Owner ship Plan

We adopted an Employee Stock Ownership Plan ("E3@Rbnformity with ERISA requirements. As of Dadeer 31, 2004, the ESOP
owns, in the aggregate, 167,504 shares of our canstoxk. 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. Wax and Mr. Diamant are the two trustéeheESOP.

2002, 1998 and 1996 Stock Option Plans

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 sertd us. The Plans provide for the grant of
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either incentive or nostatutory stock options. The exercise price of stogk option granted under the Plans may not tsetlem 100% of th
fair market value of our common stock on the dditgrant. The fair market value for which an optiemeay be granted incentive stock
options in any calendar year may not exceed $100G@nerally, the Company's stock option agreenreqjsire all stock to be purchase by
cash or check. Unless otherwise provided by thedd@a option granted under the Plans is exeradablten years. The Plans are
administered by the Compensation Committee, whahdiscretion to determine optionees, the numbehafes to be covered by each op
the exercise schedule and other terms of the aptiime Plans may be amended, suspended, or teediibgthe Board but no such action
may impair rights under a previously granted optieach incentive stock option is exercisable, dythe lifetime of the optionee, only so
long as the optionee remains employed by us. lle@mo option is transferable by the optione@iothan by will or the laws of descent and
distribution.

As of December 31, 2004, a total of 2,272,000 aystiare authorized to be issued under the 2002, 4998996 Plans and options to purcl
1,140,425 shares of common stock were outstanding.

401(K) Plan

We adopted a tax-qualified employee savings anieneent plan (the "401(k) Plan™), which generalbywers all of our full-time employees.
Pursuant to the 401(k) Plan, employees may makentanly contributions to the 401(k) Plan up to a iimasm of six percent of eligible
compensation. The 401(k) Plan permits, but doeseptire, additional matching and Company contidng on behalf of Plan participants.
We match contributions at the rate of $0.25 fohe®it.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 InteRewenue Code of 1986, as amended.
Contributions to such a qualified plan are dediletib the Company when made and neither the caniitts 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

CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS.

On March 31, 2003, we entered into an agreemeselt®00,000 shares of common stock to Telkoor Pdauek ("Telkoor") in consideration
of $600,000. As a part of the transaction, Tellowaarrant to purchase 900,000 shares was candéledvarrant to purchase 900,000 shares
would have expired on May 23, 2003. Our Chairman,Dlamant owns 42.45% and our Director, Mr. Amiains 39.98% of the
outstanding shares of Telkoor Power Ltd.

On January 12, 2004, we entered into a securitieshpse agreement with Telkoor. Under the secantigchase agreement, Telkoor acqu
290,023 shares of common stock for the aggregathpse price of $250,000. Additionally, under tgesement, Telkoor had the right to
invest an additional $250,000 on or before June2804. The purchase price per share for the additiovestment was agreed to be the
average closing price of the Company's common digehty (20) trading days prior to notice of intéminvest. On June 14, 2004, Telkoor
gave notice of its intent to invest $250,000 arelghrties entered into a definitive agreement ore 16, 2004. Telkoor purchased 221,238
shares at $1.13 per share.

On February 3, 2005, Telkoor loaned the Companp&E® through a Convertible Note. Under the terfrih® Convertible Note, Telkoor
loaned $250,000 interest free until the tenth essrday after the Company announces its finaresalts for fiscal 2005. Telkoor has the
right to convert the debt to common stock at $@6share. The loan will automatically convert &0 per share if the Company meets its
set budget for the fiscal year 2005.
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There is currently a dispute between certain slwglens and managers of Telkoor, which is subjedtigmtion in Israel. Two of the members
of our Board of Directors and the two members toanprise the Board of Directors of Digital Powemiited are involved in this dispute.
Although, the Company does not believe the dishateseriously effected the day-to-day operationk@fCompany, it has an impact on
certain decision making on the Company or with ohiés suppliers (Telkoor).

PROPOSAL NO. 2

APPROVAL OF AMENDMENT TO THE ARTICLES OF INCORPORATION INCREASING
THE NUMBER OF AUTHORIZED SHARES OF COMMON STOCK

The Company's authorized capital stock currenthsiis of 10,000,000 shares of common stock ar@D1)B0 shares of preferred stock. As
of the record date of September 22, 2005, there @dr36,859 shares of common stock outstandinghanmteferred stock outstanding. The
Board of Directors has proposed the Company inergasuthorized common stock from 10,000,000 shanel 30,000,000 shares.

The amendment will allow the Company to issue aalditl shares of common stock as may be necessargén to provide potential growth
to the Company through financings, additional reseand development activities, and to provide gguaicentives to employees, officers, |
directors. Future issuances of additional shareswimon stock would have the effect of diluting ¥aéing rights and could have the effec
diluting earnings per share and book value peresbfexisting stockholders. The availability fosusnce of additional shares of Common
Stock could discourage or make more difficult é8dp obtain control of the Company. As of the datthis proxy statement, the Company
has no understandings or agreements to issueatdishares of common stock.

The amendment must be approved by the holderssemtiag the majority of the outstanding sharesoofimon stock. The effective date of
the amendment will occur upon filing such amendnvétti the California Secretary of State. Assumihattthe stockholders approve the
amendment, management intends to file the amendasesdon as practicable thereafter.

If this proposal 2 is adopted by the shareholdaesfirst paragraph of
Section (a)(i) of Article 11l of the Articles of borporation will be amended to read as follows:

"Ill: (a) (i) This Corporation is authorized to isstwo classes of shares to be designated resplgdiiveferred Stock, no par value,
("Preferred") and Common Stock, no par value, ("@am"). The total number of shares of Preferred¢biporation shall have authority to
issue is 2,000,000 and the total number of sher€®mmon the Corporation shall have authority suesis 30,000,000."

RECOMMENDATION OF THE BOARD

THE BOARD OF DIRECTORS RECOMMENDS THAT SHAREHOLDER®TE "FOR" THE AMENDMENT TO INCREASE THE
NUMBER OF AUTHORIZED SHARES OF COMMON STOCK FROM 000,000 SHARES TO 30,000,000 SHARI
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PROPOSAL NO. 3

TO APPROVE THE POTENTIAL ISSUANCE OF SHARESOF COMMON STOCK IN A
NUMBER EQUAL TO OR MORE THAN 20% OF OUR OUTSTANDING SHARESIN A
POTENTIAL FINANCING IN ORDER TO MEET THE REQUIREMENTSOF THE AMERICAN
STOCK EXCHANGE

We are seeking shareholder approval to potentisdlye more than 20% of our outstanding sharesroé@umon stock in connection with a
possible financing. Under Section 713 of the AMEMes, the sale, issuance, or potential issuan@dpmpany of common stock (or
securities convertible into common stock) equ& @86 or more of presently outstanding stock for teas the greater of book or market ve
of the stock requires shareholder approval. The 2o may be seeking additional financing for wogkapital and, based on negotiations,
may be required to issue more than 20% of its antBhg shares for less than book value or markeevas of the record date, the closing
price for a share of the Company's common stock$4e36, per share.

The Company is seeking approval of the potentgleésof common stock in a number greater than 208teobutstanding shares in order to
provide it with the maximum flexibility in structing and negotiating with potential investors. Trenpany has had preliminary discussions
with potential investors to invest in the CompaHpwever, there are no agreements or understandiitigsegards to a possible financing.
This proposal is being sought to meet the listeguirements of the AMEX. If the Company enters mioagreement to issue its common
stock in a financing, this will have the effectdiluting existing shareholders of their ownershighe Company. Further, depending on
negotiations, if the Company does enter into aeegent to issue additional shares of common stoalpece less than the market price or
below book value, this may have the effect of degirgy the price of a share of common stock or dliflaé financial interest of an existing
shareholder.

Shareholders owning a majority of the votes caii@meeting are required to approve this proposal.
RECOMMENDATION OF THE BOARD

THE BOARD OF DIRECTORS RECOMMENDS THAT SHAREHOLDER®TE "FOR" THE PROPOSAL TO APPROVE THE
POTENTIAL ISSUANCE OF A NUMBER EQUAL TO OR MORE THA20% OF THE OUTSTANDING SHARES OF COMMON
STOCK IN A POTENTIAL FINANCING IN ORDER TO MEET THREQUIREMENTS OF THE AMERICAN STOCK EXCHANGE.

PRINCIPAL ACCOUNTING FEESAND SERVICES.

Kost Forer Gabbay & Kasierer, a Member of Ernst 8u¥g Global served as our independent auditor$iéoannual audit for the year ended
December 31, 2004 and 2003.

Audit Fees

The aggregate fees billed by Kost Forer Gabbay &iétar, a Member of Ernst & Young Global, for pssimnal services rendered for the
audit of the Company's financial statements forfigeal year ended December 31, 2004 was $98,00 acember 31, 2003 was $95,000.
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Audit-Related Fees

The aggregate fees billed for assurance and redateices 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, 2004 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, 2004 was $24,000 and December 31,\286%30,000.

All Other Fees

The aggregate fees billed for all other profesdisravices rendered by the Company's independeitoasi for the fiscal year ended
December 31, 2004 was $0 and December 31, 200%@vas

The Audit Committee approved 100% of the fees paithe principal accountant for audit-related, aaxl other fees in the fiscal year 2004.
The Audit Committee pre-approves all non-audit ey to be performed by the auditor in accordaritie ttve Audit Committee Charter. The
percentage of hours expended on the principal axtantis engagement to audit the Company's finastagéments for the most recent fiscal
year that were attributed to work performed by pessother than the principal accountant's-time, permanent employees was 0%.

Proposals of Shareholders

We must receive proposals intended to be presdnytstiareholders at 2006 annual meeting of sharersttb later than June 29, 2006 for
consideration for possible inclusion in the protgtement relating to that meeting. All proposalstiaeet the requirements of Rule 14a-8 of
the Exchange Act.

For any proposal that is not submitted for inclasio next year's proxy statement (as describelérpteceding paragraph), but is instead
intended to be presented directly at next yeansiarmeeting, Rule 14a-14 of the Exchange Act psrmanagement to vote proxies in its
discretion if the Company (a) receives notice efphoposal before the close of business on Jun20®®, and advises shareholders in the next
year's proxy statement about the nature of theemattd how management intends to vote on such muait{p) does not receive notice of 1
proposal prior to the close of business on Jun@2@%4.

Notices of intention to present proposal at the&2@fnual Meeting should be addressed to Digital &o@orporation, 41920 Christy Stre
Fremont, CA 94538, Attention: Secretary. The Comypaserves the right to reject, rule out of ordetatte other appropriate action with
respect to any proposal that does not comply wiigise¢ and other applicable requirements.

Annual Report to Shareholders

The Annual Report on Form 10-KSB for the fiscaliyeaded December 31, 2004, including audited firrdstatements, was mailed to the
shareholders concurrently with this proxy statemleat such report is not incorporated in this pretgtement and is not deemed to be a part
of the proxy solicitation material. The Form 10-K&Bd all other periodic filings made with the Séties and Exchange Commission are
available on the Company's website at www.digipamc
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OTHER BUSINESS

We do not know of any business to be presenteddiion at the meeting other than those items listede notice of the meeting and referred
to herein. If any other matters properly come betbe meeting or any adjournment thereof, it isrided that the proxies will be voted in
respect thereof in accordance with the recommenniatf the Board of Directors.

By Order of the Board of Directors

/sl Leo Yen

Leo Yen,
Secretary

Cct ober 17, 2005



PROXY

DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, CA 94538

(510) 657-2635

THISPROXY ISSOLICITED ON BEHALF OF THE BOARD OF DIRECTORS

The undersigned hereby appoints Jonathan Wax amd &g as proxies, each with full power to appoutistitutes, and hereby authorizes
them or either of them to represent and to votesignated below, all the shares of common sto@kgifal Power Corporation held of
record by the undersigned as of October 28, 200BeaAnnual Meeting of Shareholders to be helth@tCompany's headquarters located at
41920 Christy Street, Fremont, CA 94538, at 10:06@ §PST), on November 17, 2005, and any adjourtsmanpostponements thereof, and
hereby ratifies all that said attorneys and proriey do by virtue hereof.

PLEASE MARK VOTE IN BRACKET IN THE FOLLOWING MANNER USING DARK INK ONLY. [X]

Proposal 1: To elect directors to serve for theugmsyear and until their successors are elected.

Nominees

Ben-Zion Diamant [ TFOR [ ]WITHHOLD AUTHORITY
Jonathan Wax [ 1JFOR [ ]WITHHOLD AUTHORITY
Yehezkel Manea [ ]FOR [ ] WITHHOLD AUTHORITY
Youval Menipaz [ ]FOR [ ] WITHHOLD AUTHORITY
Amos Kohn [ IFOR [ ]WITHHOLD AUTHORITY

Proposal 2. To approve an amendment to th e Company's Articles of

Incorporation to increase the au
common stock from 10,000,000 to 30,0

[ ] FOR [ ] AGAINST []

Proposal 3. To approve the potential issuance
common stock ina number equal
outstanding shares in a potential f
requirements of the American Stock E

[ ]FOR [ ] AGAINST []

Proposal 4: To transact such other business as
meeting and any adjournments thereof

thorized number of shares of
00,000.

WITHHOLD AUTHORITY
of the Company's shares of
to or more than 20% of its
inancing in order to meet the
xchange.

WITHHOLD AUTHORITY

may properly come before the



THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTEINITHE MANNER DIRECTED HEREIN BY THE UNDERSIGNED
SHAREHOLDER. IF NO DIRECTION IS MADE, THIS PROXY WL BE VOTED FOR PROPOSALS ONE AND TWO.

THIS PROXY ALSO DELEGATES DISCRETIONARY AUTHORITY @ VOTE WITH RESPECT TO OTHER BUSINESS WHICH
PROPERLY MAY COME BEFORE THE MEETING, OR ANY ADJOUWNMENTS OR POSTPONEMENTS THEREOF. IN THEIR
DISCRETION, THE PROXIES ARE AUTHORIZED TO VOTE UPOBUCH OTHER BUSINESS AS MAY PROPERLY COME BEFO
THE MEETING.

PLEASE READ, SIGN, DATE AND RETURN THISPROXY PROMPTLY USING THE ENCLOSED ENVELOPE.

THE UNDERSIGNED HEREBY ACKNOWLEDGES RECEIPT OF THE NOTICE OF ANNUAL MEETING AND PROXY
STATEMENT FURNISHED IN CONNECTION THEREWITH.

Dated: , 2005

Signature

Signature
Common Stock

Please sign exactly as name appears at left. Whaesare held by joint tenants or more than omsopeall owners should sign. When
signing as attorney, as executor, administratostée, or guardian, please give full title as sifch.corporation, please sign in full corporate
name by President or other authorized officer.pfetnership, please sign in partnership name byoaiged person.
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