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Sl ERNST& YOUNG

The Board of Directors
Digital Power Corporation

Re: Review of unaudited interim consolidated finansi@tements for the three-month period ended Matc¢h 3
2006

We have reviewed the accompanying codatdd balance sheet of Digital Power Corporatitime(Company”and its subsidiaries as
March 31, 2006, and the related consolidated setesrof operations and cash flows for the threetmperiods ended March 31, 2006 and
2005, and the statement of changes in shareholeguy for the thre@ronth period ended March 31, 2006. These finastééments are t
responsibility of the Company’s management.

We conducted our review in accordancé wie standards of the Public Company Accountingr€ight Board (United States). A
review of interim financial information consistsnmipally of applying analytical procedures and imgkinquiries of persons responsible for
financial and accounting matters. It is substalytialss in scope than an audit conducted in acomelavith the standards of the Public
Company Accounting Oversight Board, the objectif/a/bich is the expression of an opinion regardimg financial statements taken as a
whole. Accordingly, we do not express such an @pini

Based on our review, we are not awar@ngfmaterial modifications that should be madédedonsolidated interim financial statemt
referred to above for them to be in conformity witts. generally accepted accounting principles.

Tel-Aviv, Israel KOST FORER GABBAY & KASIEREFR
May 10, 200¢€ A Member of Ernst & Young Glob:




DIGITAL POWER CORPORATION

CONSOLIDATED BALANCE SHEET

U.S. dollars in thousands

ASSETS
CURRENT ASSETS:
Cash and cash equivalel
Restricted cash
Trade receivables, net of allowance for doubtfoamts of $52 at March 31, 2006
Prepaid expenses and other current a:
Inventories (Note 3)

Total current assets
PROPERTY AND EQUIPMENT, NET

Total assets

The accompanying notes are an integral part oftimsolidated financial statements.
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March 31,
2006

Unaudited

$ 1,41¢
28C

1,81:

184

1,621

5,32¢
17€

$ 5,501




DIGITAL POWER CORPORATION

CONSOLIDATED BALANCE SHEET

U.S. dollars in thousands, except share da

LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES:

Accounts payabl

Related party — trade payables account

Deferred revenues

Convertible note (Note ¢

Other current liabilities

Total current liabilities

SHAREHOLDERS' EQUITY:
Share capital -
Series A Redeemable, Convertible Preferred shaittsw par value: 500,000 shares authorized, Oeshiasued and outstanding at March 31, Z
Preferred shares with no par value: 1,500,000 shewthorized, O shares issued and outstanding e84, 2006
Common shares with no par value: 30,000,000 strartrized; 6,361,859 shares issued and outstaadikgrch 31, 2006
Additional paid-in capital
Accumulated defici
Accumulated other comprehensive loss

Total shareholde’ equity

Total liabilities and shareholders’ equity

The accompanying notes are an integral part o€dimsolidated financial statements.
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March 31,
2006

Unaudited

$ 1,19¢
701
15¢
25C
364

2,67C




DIGITAL POWER CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

U.S.DOLLARS IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA

Three months ended

March 31,
2006 2005

Unaudited
Revenue! $ 2,706 $ 1,93t
Cost of revenues 1,92¢ 1,32¢
Gross profit 782 60¢

Operating expenses:

Engineering and product development 13¢ 12&
Selling and marketin 302 35¢
General and administrative 304 301
Total operating expenses 744 781
Operating income (loss) 38 172
Financial expenses, net 1 11
Net income (loss $ 37 % (1893
Basic and diluted net earnings (loss) per s $ 0.00¢ $ (0.03)

The accompanying notes are an integral part oftimsolidated financial statements.
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DIGITAL POWER CORPORATION

STATEMENT OF CHANGES IN SHAREHOLDERS ' EQUITY

U.S.DOLLARS IN THOUSANDS, EXCEPT SHARE DATA

Common shares Accumulated
Additional other Total other Total
paid-in Accumulated comprehensive comprehensive shareholders’
Number Amount capital deficit loss income equity
Balance as of January 1, 2006 6,161,85' $ — % 13,27 $ (10,599 $ (57) $ 2,62
Exercise of options of a direct 200,00( — 14C — — 14C
Stock compensation related to options
granted to Telkoor’'s employees — — 8 — — 8
Stock compensation related to options
granted to employees — — 2 — — 2
Comprehensive income:
Net income — — — 37 — % 37 37
Foreign currency translation
adjustments — — — — 20 20 20
Total other comprehensive incor $ 57
I
Balance as of March 31, 2006 (unaudit 6,361,85' $ — 3% 13,42F $ (10,557 $ (37) $ 2,831
I L’ ;] I

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

U.S. dollars in thousands

Cash flows from operating activitic:
Net income (loss)
Adjustments required to reconcile net income (lésg)et cash used in operating activities:

Depreciation
Stock compensation related to options granted fol@yses
Stock compensation related to options granted tkobe's employees
Decrease in trade receivables, net
Decrease (increase) in prepaid expenses and athent asset
Increase in inventories
Decrease in accounts payable and related party
Decrease in deferred revenues and other currdailities

Net cash used in operating activit

Cash flows from investing activitie:
Restricted cash
Purchase of property and equipment

Net cash used in investing activiti

Cash flows from financing activities
Proceeds from issuance of convertible |
Exercise of options of a director

Net cash provided by financing activiti
Effect of exchange rate changes on cash and casvadents

Increase (decrease) in cash and cash equiv:
Cash and cash equivalents at the beginning ofdéheg

Cash and cash equivalents at the end of the period

The accompanying notes are an integral part oftimsolidated financial statements.
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Three months ended

March 31,
2006 2005
Unaudited
37 % (183
20 22
2 2
8 —
95 192
(37) 84
(12¢) (367)
(44) (21€)
(89) (12¢)
(132 (593
(1) (7
@) @
(©) (11)
— 25C
14C —
14C 25C
5 (8)
10 (362)
1,40¢ 1,37:
1,41¢ $ 1,011




DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands

NOTE 1:- GENERAL

Digital Power Corporation (“the Company” or “DPGAjas incorporated in 1969, under the General Cotjpordaw of the stal
of California. The Company has a wholly-owned sdiasy, Digital Power Limited (“DPL"), located in ¢hUnited Kingdom.
The Company and its subsidiary are currently engjayéhe design, manufacture, sale and distributioswitching power
supplies and converters. The Company has two r@pergeographic segments - North America (salesigir DPC) and
Europe (sales through DPI

NOTE 2:-  SIGNIFICANT ACCOUNTING POLICIES

a. The significant accounting policies applied in #mual financial statements of the Company as ceBer 31, 2005,
are applied consistently in these financial statésmdn addition, the following accounting policyapplied

The accompanying unaudited consolidated finant@#éments as of March 31, 2006 and for the thremstinsoended
March 31, 2006 and 2005 are unaudiated and refleatljustments (consisting only of normal recugradjustments)
which are, in the opinion of management, necedsarg fair presentation of the financial positiardaoperating results
for the interim periods. The condensed consolidéitedhcial statements should be read in conjunatiih the
consolidated financial statements and notes thet@gether with management’s discussion and arsabfghe financial
condition and results of operations, containedhex@ompany Annual Report on Form 10-KSB for thedigear ended
December 31, 2005. The results of operations ®thhee months ended March 31, 2006 are not nedgdadicative of
the results for the entire fiscal year ending Dewen81, 2006

b. Accounting for stoc-based compensatio

At December 31, 2005, the Company has several d4taskd employee compensation plans, which areidedanore
fully in Note 5. Prior to January 1, 2006, the Ca@myp accounted for those plans under the recogrétishmeasurement
provisions of APB Opinion No. 25, “Accounting fotdgk Issued to Employees” (“APB 25'and related Interpretatior
as permitted by FASB Statement No. 123, “AccounforgStock-Based Compensation” (“SFAS 123"). Stbeased
employee compensation cost in the amount of $2raasynized in the statement of operations for fiheet months
ended March 31, 2005 only for those options witlesercise price lower than the market value ofuthéerlying
Common stock on the date of grant. Effective Jan@af006, the Company adopted the fair value reitiog provision:
of FASB Statement No. 123(R), “Share-Based Paym@8FAS 123(R)"), using the modified-prospectivartsition
method.
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands

NOTE 2:-

NOTE 3:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Under that transition method, compensation costgeized in the first quarter of 2006 includes congagion cost for all share-
based payments granted subsequent to January@,,(285ed on the grant-date fair value estimated¢dordance with the
provisions of SFAS 123(R). On December 31, 2006 Gbmpany accelerated all of its unvested outstgnelinployees’ stock
options, and therefore, no compensation costs inehaded for share-based payments granted pridatoiary 1, 2006 in the
first quarter of 2006. Results for prior periodsyéaot been restate

As a result of adopting SFAS 123(R) on January0062the Compang’ net income for the three months ended March @6,
is $2 lower than if it had continued to accountdbare-based compensation under APB 25. Basiciariddlearnings per share
for the three months ended March 31, 2006 woulchage been changed, due to immateria

Total stock-based compensation expense resultimg §tock options included in the consolidated stat# of operations was
$2 and was allocated to general and administrathpenses

The Company and its subsidiaries apply SFAS 123Emdrging Issues Task Force No. 96-18 “Accountorgquity
Instruments that are Issued to Other than Emplofarescquiring, or in Conjunction with Selling, Gds or Services” (“EITF
96-18"), with respect to options issued to non-eypés. SFAS 123 requires use of an option valuatiodel to measure the
fair value of the options at the grant d:

INVENTORIES
March 31, 2006
Raw materials, parts and suppl $ 836
Work in progress 401
Finished products 89C
$ 1,627
I
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 4:-

NOTE 5:-

CONVERTIBLE NOTE

In January 2005, the Company entered into a cablernote agreement with Telkoor, a major sharedmldccording to which
Telkoor extended a $250 interest-free convertiblie no be paid on the tenth business day afte€tmpany announced its
financial results for 2005. The note may be coregtet any time into Common shares at a rate o6}ied share, which is eqt
to the quoted market price of the Company’s Comstonk on the date the note was approved and sigmedcordance with
the guidelines of APB No. 14, “Accounting for Comtilele Debt and Debt Issued with Stock Purchasersvdas”, EITF Issue
No. 9¢-5, “Accounting for Convertible Securities with Bxitial Conversion Features or Contingently AdjbsaConversion
Instruments”, and EITF Issue No. 00-27, “Applicatiof Issue No. 98-5 to Certain Convertible Instruts® the Company has
determined that the note had no beneficial coneerigature since the conversion price was equile@uoted market price of
the Compan’s Common stock at the date the note was approwtdigned (see note ¢

ACCOUNTING FOR STOCK BASED COMPENSATION

a. Share Option Plan:

1. Under the Company’s stock option plans, options begranted to employees, officers, consultantsjcee
providers and directors of the Company or its slibsies.

2. As of March 31, 2006, the Company has authorizgddveral Incentive Share Option Plans, the grhoptions
to officers, management, other key employees amerstof up to 2,272,200 of the Company’s Commomesha
As of March 31, 2006, an aggregate of 668,680 ®@fGbmpan’s options are still available for future gra

3. The options granted generally become fully exeltesafter four years and expire no later than ldryérom the
approval date of the option plan under the terngrafit. Any options that are forfeited or cancebefore
expiration become available for future grai
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 5:- ACCOUNTING FOR STOCK BASED COMPENSATION (Cont.)

A summary of the Company’employee share option activity (except optionsatosultants and service provide
and related information is as follow

Three months ended March 31, 2006

Weighted
Weighted average
average remaining Aggregate
Amount exercise contractual intrinsic
of options price term (years) value *)
Outstanding at the beginning of the period 1,009,22! $ 1.01
Granted 165,000 $ 1.1€
Exercised (200,000 $ 0.7¢C
Outstanding at the end of the period 974,22 $ 1.0¢ 7.1z 810,05(
Exercisable options at the end of the period 809,22 $ 1.0& 6.8E 691,25(

*)  Calculation of aggregate intrinsic value is basedh& share price of the Company’s Common stoak darch 31, 2006 ($1.88 per
share).

Grants for the three months ended March 31, 200¢

Under the provisions of SFAS 123(R), the fair vabfi@ach option is estimated on the date of graimtgua Black-
Scholes option valuation model that uses the assongnoted in the following table. Because Bladh&es
option valuation models incorporate various judgtabassumptions for inputs, those assumptions iaododed.
Expected volatility is based exclusively on histafivolatility of the entity’s stock as allowed BfAS 123(R).
The entity uses historical data to estimate theeetqul term of options granted, representing thieg@f time tha
options granted are expected to be outstandinggropkercise and employee termination within thieiaton
model. The risk-free rate of period within the daotual life of the option is based on the U.S.asrey yield
curve in effect at the time of gra

Three months

ended
March 31,
2006
Expected volatility 105%
Expected dividends 0%
Expected term (in year 7
Risk free rate 4.85%
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 5:- ACCOUNTING FOR STOCK BASED COMPENSATION (Cont.)

The fair value of options granted during the fasarter of 2006 was $1.00. The total intrinsic eabd options
exercised during the first quarter of 2006 was $00Q.

As of March 31, 2006, there was $130,000 of totebaognized compensation cost related to unvesiges
based compensation arrangements granted undelathelTpat cost is expected to be recognized oypariad of ¢
years.

b. Prc-forma information under SFAS 123(R) for periodptd fiscal 2006

The following table illustrates the effect on netéme and earnings per share if the Company hdakdppe fair value
recognition provisions of SFAS 123 to options geaininder the Company’s stock option plans in ailogls presented
prior to the adoption of SFAS 123(R). For purposithis pro forma disclosure, the value of the opsi is estimated
using a Black-Scholes-option-pricing formula andoatized to expense over the options’ vesting periedth the
following weighted-average assumption for March 3105: expected volatility of 103%, risk-free irdgst rates of 4%,
dividend yield of 0% and a weighi-average expected life of the option of 7 ye

Three months

ended
March 31,
2005
Unaudited
Net loss available to Common sha- as reported $ (183
Deduct - stock-based employee compensation - gitrivalue 2
Add - stocl-based employee compensat-fair value (32
Pro forma net loss $ (213
I
Loss per share:

Basic and diluted net loss, as repoi $ (0.03)
L]
Pro forma basic and diluted net Ic $ (0.09)
L]

C. Employee Stock Ownership Ple

The Company has an Employee Stock Ownership PBER@P”) covering eligible employees. The ESOP prewifbr
the Employee Stock Ownership Trust (“ESOT?”) to wliatte shares of the Company’s Common shares iasment
benefits to the participants. The Company has isttilbuted shares since 1998. As of March 31, 2@®6 putstanding

Common shares held by the ESOT amount to 167,504s.

-13 -




DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 6:- NET EARNINGS (LOSS) PER SHARE

The following table sets forth the computationiwé basic and diluted net earnings (loss) per s

1. Numerator:
Three months ended
March 31,
2006 2005
Net income (loss) available to Common stockholc $ 37 % (183
I I
2. Denominator
Three months ended
March 31,
2006 2005
Denominator for basic net earnings (loss) per shbveeighted average number of Common stock 6,261,85! 6,161,85!
Effect of dilutive securities
Employee stock options 192,91: *) —
Convertible note 235,84¢ *) —
Denominator for diluted net earnings (loss) pershed Common stock 6,690,62! 6,161,85!

¥  Anti-dilutive.

NOTE 7:- COMMITMENTS

On May 3, 2005, the Company received a writtencedliom the American Stock Exchange (“the AMEX'@yvising that the
Company was not in compliance with the AMEX listirggjuirements. In order to maintain its AMEX ligtithe Company
submitted on June 3, 2005, a recovery plan which acaepted by AMEX, and the Company will be abledntinue its listing
during the plan period, subject to AMEX’s periodéwiews. If the Company is not in compliance whik tisting standards at
the end of such 18 months period or fails the plciceviews, the AMEX will initiate delisting proedings. As of March 31,
2006, the Company believes that it meets its sat plibmitted and approved by AME

NOTE 8:- SEGMENTS, MAJOR CUSTOMERS AND GEOGRAPHIC INFORMATIO N

The Company has two reportable geographic segnssgd\ote 1 for a brief description of the Comparsiness. The data is
presented in accordance with Statement of FinaAciebunting Standard No.131Dfsclosure About Segments of an Enterp
and Related Informati” (“SFAS No. 13").

The following data presents the revenues, expemditand other operating data of the Company’s ggiig operating
segments

-14 -




DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

Revenues
Intersegment revenu:

Total revenues
Depreciation expense
Operating income
Financial expenses, net

Net income
Expenditures for segment assets as of March 35 200

Identifiable assets as of March 31, 2006

-15-

Three months ended March 31, 2006 (Unaudited)

DPC DPL Eliminations Total
$ 142  $ 1,288  $ — $ 2,70¢
21¢ — (210) _

$ 163 $ 1,288 $ (210) $ 2,70¢

$ 5 % 15 % — $ 20

$ 9 3 29 % — $ 38
IS S EE——

@

$ 12 3 25 % — $ 37

—EEas———" S I EE—

$ — 3 2 $ — 3 2

$ 2,45¢ $ 3,04z $ — $ 5,501

—EEas———" S I EE—




DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 8:-

Revenue!

SEGMENTS, MAJOR CUSTOMERS AND GEOGRAPHIC INFORMATIO N (Cont.)

Intersegment revenues

Total revenues

Depreciation expense

Operating loss

Financial expenses, net

Net loss

Expenditures for segment assets as of March 35 200

Identifiable assets as of March 31, 2005

NOTE 9:-

SUBSEQUENT EVENTS

Three months ended March 31, 2005 (Unaudited)

DPC DPL Eliminations Total

97C 96& — 1,93¢

74 — (74) —
1,042 96E (74) 1,93¢
5 17 — 22
(24) (149 — 172
(11
(29) (162) — (183)
4 — — 4
1,87 2,96¢ — 4,841

In April 2006, the convertible note (see note 4swanverted into 235,849 Common shares of the Coyn|
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PAN OF OPERATION

With the exception of historical facts stated heréie matters discussed in this report are “fodvl@oking” statements that involve risks and
uncertainties that could cause actual resultsfferdnaterially from projected results. Such “f@md looking” statements include, but are not
necessarily limited to, statements regarding gdieid levels of future revenues and earnings frpaerations of the Company. Factors that
could cause actual results to differ materiallyiude, in addition to other factors identified instheport, dependence on the electronic
equipment industry, competition in the power supptustry, dependence on manufacturers in Chinao#met risks factors detailed in the
Company’s Form 10-KSB for the year ended DecemgePB05. Readers of this report are cautionedaptit undue reliance on “forward
looking” statements which are, by their nature,artain as reliable indicators of future performan@@e Company disclaims any intent or
obligation to publicly update these “forward loogfrstatements, whether as a result of new inforomatiuture events, or otherwise.

GENERAL

We are engaged in the business of designing, dewglomanufacturing, marketing, selling and dstting switching power supplies to the
industrial, telecommunication, data communicatimegdical and military industries. Revenues are gead from sales to distributors and
OEMs in North America and Europe.

We have continued our efforts to increase salesxisting and new customers, and continue our gfyate manufacture our products in the
East. While we believe our revenues have incretsadsufficient amount to offset our expenses, vag bre subject to net losses in an
individual quarter. We believe that our cash wél sufficient to fund those losses for at least titins.

Our corporate office, which contains our adminibieg sales, and engineering functions, is locatderemont, California (“DPC”). In
addition the Company has a wholly-owned subsidiBigijtal Power Limited (“DPL"), located in SalisbyrEngland.

THREE MONTHS ENDED MARCH 31, 2006, COMPARED TO MARICG31, 2005
REVENUES

Total revenues increased by 39.9% to $2,708,00théfirst quarter ended March 31, 2006, from $8,080 for the first quarter ended Mal
31, 2005. The increase in revenue is mainly duedease sales of our newer products developedghr Telkoor being received well in the
market place.

Revenues from the domestic operation of DPC ineay 46.7% to $1,423,000 for the first quarterezhiflarch 31, 2006, from $970,000
the first quarter ended March 31, 2005. Revenuma fhe Company’s European operations of DPL iner@&3s2% to $1,285,000 for the first
guarter ended March 31, 2006, from $965,000 foffitsequarter ended March 31, 2005.
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GROSS MARGINS

Gross margins were 28.9% for the three months ehtéedh 31, 2006, compared to 31.5% for the threathwended March 31, 2005. The
decrease in gross margins is mainly a result optbduct mix and supply channel disruptions assediwith the implementation of the RoHs
(lead free) initiatives, which are required for mpsoduct lines by July Ist , 2006.

ENGINEERING AND PRODUCT DEVELOPMENT

Engineering and product development expenses wikbé 6f revenues for the three months ended Marc2@®16, and 6.5 % for the three
months ended March 31, 2005. Actual dollar expenes increased by $13,000.

SELLING AND MARKETING

Selling and marketing expenses were 11.2% of reaefar the three months ended March 31, 2006, cardpa 18.3% for the three months
ended March 31, 2005. Actual dollar expenditureseksed by $53,000 mainly due to headcount reductio

GENERAL AND ADMINISTRATIVE

General and administrative expenses were 11.2%vehues for the three months ended March 31, 260pared to 15.6% for the three
months ended March 31, 2005. In actual dollar, gersd administrative remained approximately atsame level.

FINANCIAL EXPENSES

Net financial expenses was $1,000 for the threethsoended March 31, 2006, compared to net finaesjpénse of $11,000 for the thi
months ended March 31, 2005.

NET INCOME (LOSS)

Net income for the three months ended March 31626@s 37,000 compared to net loss of $183,00thtothree months ended March
2005. Net income is mainly from the increase ireraies.

EQUITY-BASED COMPENSATION EXPENSE

January 1, 2006, we adopted Statement of FinaAciadunting Standards No. 123 (revised 2004), “Sigased Payment,” (“SFAS 123(R)")
which requires the measurement and recognitiomwipensation expense for all equity-based paymeatdsamade to our employees and
directors including employee stock options on eated fair value. Equitypased compensation expense recognized under SFHR)1f2r the
three months ended March 31, 2006 was $2,000r fritanuary 1, 2006, the Company accounted fol@maps equity based compensation
plans under the recognition and measurement pomdof APB Opinion No. 25, “Accounting for Stoclsled to Employees” (“APB 25"),
and related Interpretations, as permitted by FA&Bethent No. 123, “Accounting for Stock-Based Congagion” (“SFAS 123"). Stock-
based employee compensation expense in the amb$r#,000 was recognized in the statement of ofmerafor the three months ended
March 31, 2005 only for those options with an eigrrice lower than the market value of the uryilegl Common stock on the date of gri
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The use of Black-Scholes model requires varioughjuehtal assumptions, including estimating stockepviolatility, forfeiture rates and
exercise behavior.

Expected volatility is based exclusively on histafivolatility of the entity’s stock as allowed BfAS 123(R).

If any of the assumptions used in the Black-Schaoiedel change significantly, stotdlased compensation expense may differ materiallye
future from that recorded in the current perioce Siete 5 to the Consolidated Financial Statememtadditional information.

LIQUIDITY AND CAPITAL RESOURCES

On March 31, 2006, the Company had cash, cash&eguaivand a short-term bank deposit of $1,419,0@0weorking capital of $2,653,000.
This compares with cash and cash equivalent ofl31000 and working capital of $2,251,000 at MarthZ)05. The increase in working
capital is mainly due to increase in cash and egglivalent and trade receivable, offset partiajhyjricrease in accounts payable and related
party — trade payables account.

Cash used in operating activities for the Compatgléd $132,000 for the three months ended Mar¢l2@16, compared to cash used of
$593,000 for the three months ended March 31, 2085h used in investing activities was $3,000lerthree months ended March 31, 20086,
compared to cash used of $11,000 for the threelmatded March 31, 2005. Net cash provided byimg activities was $140,000 for the
three months ended March 31, 2006, compared togheash provided of $250,000 for the three moettded March 31, 2005.

The Company has available a line of credit witlic8it Valley Bank (“SVB”). The Company can borrow to $1,200,000 against eligible
accounts receivable and other financial covenafite rate for this line of credit would be at SilicValley Bank’s prime rate plus 1.75%. In
order to utilize the line of credit, the Companyeasguired to maintain certain ratios and be in clianpe with other covenants. As of March
31, 2006, the Company has not utilized its lineredit.

In January 2005, the Company entered into a cablerote agreement with Telkoor, a major sharedgldccording to which Telkoor
extended a $ 250,000 interest-free convertible.rint@pril 2006, the convertible note was converig 235,849 Common shares of the
Company at a rate of $ 1.06 per share, which islequthe quoted market price of the Company’s Cemstock on the date the note was
approved and signed. There is no amount due onatgeafter the conversion
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AMEX LISTING

On May 3, 2005, the Company received a writtenaediiom the American Stock Exchange (“AMEX&xlvising that the Company was no
compliance with the AMEXS listing requirements. In order to maintain ifg|BX listing, the Company submitted on June 3, 2@Egcoven
plan which was accepted by AMEX, and the Comparlbeiable to continue its listing during the plagriod, subject to AMEX’s periodic
reviews. If the Company is not in compliance whk tisting standards at the end of such 18 morghisg or fails the periodic reviews, the
AMEX will initiate delisting proceedings. As of Meh 31, 2006, the Company believes that it mestsat plan submitted and approved by
AMEX.

PART Il. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

None.

ITEM 2. CHANGES IN SECURITIES

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURYTHOLDERS
None.

ITEM 5. OTHER INFORMATION

None.

ITEM 6. EXHIBITS

Exhibits

31.1 Certification of the CEO under the Sarbe-Oxley Act

31.2 Certification of the CFO under the Sarbe-Oxley Act

32 Certification of the CEO & CFO under the Sarb«-Oxley Act
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SIGNATURES

In accordance with the requirements of the Exchakaethe registrant caused this report to be sigmeits behalf by the undersigned,
thereunto duly authorized.

DIGITAL POWER CORPORATION
(Registrant

Date: May 15, 200 /sl Jonathan Wa

Jonathan Wax
Chief Executive Office
(Principal Executive Officer

Date: May 15, 200 /sl Leo Yer

Leo Yen,
Chief Financial Officel
(Principal Financial Officer
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EXHIBIT 31.1

CERTIFICATION

I, Jonathan Wax, Chief Executive Officer of DigiRdwer Corporation, certify that:
1. I have reviewed this quarterly reportFamim 10-QSB of Digital Power Corporation;

2. Based on my knowledge, this report dagscantain any untrue statement of a material dacmit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financialestagnts, and other financial information includedhiis report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying offi®rand | are responsible for establishing and taaiimg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosuretrmds and procedures, or caused such disclosunteot® and procedures to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the metin which this report is being prepared;

(b) Omitted.;

(c) Evaluated the effectivenekthe registrant’s disclosure controls and procesd and presented in this report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyelis report based on such evaluation;
and

(d) Disclosed in this reporyatange in the registrant’s internal control ofileancial reporting that occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying offi¢€rand | have disclosed, based on our most res@htiation of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiensi@nd material weaknesses in the design or operatimternal control over financial reporting wh
are reasonably likely to adversely affect the riegig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or noaterial, that involves management or other empleyg® have a significant role in the
registrant’s internal control over financial repogt

Dated: May 15, 200 /sl Jonathan Wa

Jonathan Wax
Chief Executive Office
(Principal Executive Officer




EXHIBIT 31.2

CERTIFICATION

I, Leo Yen, Chief Financial Officer of Digital Pow€orporation, certify that:
1. I have reviewed this quarterly reportFamim 10-QSB of Digital Power Corporation;

2. Based on my knowledge, this report dagscantain any untrue statement of a material dacmit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financialestagnts, and other financial information includedhiis report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying offi®rand | are responsible for establishing and taaiimg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosuretrmds and procedures, or caused such disclosunteot® and procedures to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the metin which this report is being prepared;

(b) Omitted.;

(c) Evaluated the effectivenekthe registrant’s disclosure controls and procesd and presented in this report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyelis report based on such evaluation;
and

(d) Disclosed in this reporyatange in the registrant’s internal control ofileancial reporting that occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying offi¢€rand | have disclosed, based on our most res@htiation of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiensi@nd material weaknesses in the design or operatimternal control over financial reporting wh
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or noaterial, that involves management or other empleyg® have a significant role in the
registrant’s internal control over financial repogt

Dated: May 15, 200 /sl Leo Yer

Leo Yen,
Chief Financial Office!
(Principal Financial and Accounting Office




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 quarterly repofiDigital Power Corporation (the “Company”) oorfn 10-QSB for the period ending March
31, 2006 as filed with the Securities and ExgeaiCommission on the date hereof (the “Repom/®, Jonathan Wax, Chief Executive
Officer and Leo Yen, Chief Financial Officer,thie Company, certify, pursuant to 18 U.S.C. $ecti350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002, thathtoliest of our knowledge and belief:

(1) the Report fully complies with thequérements of section 13(a) or 15(d) of the SeimgiExchange Act of 1934; and

(2) the information contained in the Reegairly presents, in all material respects, timaficial condition and result of operations of the
Company.

Dated: May 15, 200 /sl Jonathan Wa

Jonathan Wax
Chief Executive Office
(Principal Executive Officer

/sl Leo Yer

Leo Yen,
Chief Financial Office!
(Principal Financial and Accounting Office




