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Sl ERNST& YOUNG

The Board of Directors
Digital Power Corporation

We have reviewed the accompanying codatdid balance sheet of Digital Power Corporatitime(‘Company”and its subsidiaries as
September 30, 2006, and the related consolidad¢ehsénts of operations for the nine-month and threeth periods ended September 30,
2006 and 2005 and changes in

Re: Review of unaudited interim consolidated finansi@tements for the nine-month period ended Septembe
30, 200¢€

shareholders’ equity for the nine-month period eh8eptember 30, 2006 and cash flows for the ninetimperiods ended September 30,
2006 and 2005. These financial statements areefponsibility 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 consistanmipally of applying analytical procedures and iingkinquiries 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/e/bich is the expression of an opinion regardimg financial statements taken as a
whole. Accordingly, we do not express such an @pini

Based on oueview, we are not aware of any material modifiagi that should be made to the consolidated inti@niamcial statemen
referred to above for them to be in conformity watttounting principles generally accepted in théddinStates.

Tel-Aviv, Israel KOST FORER GABBAY & KASIEREFR
November 14, 200 A Member of Ernst & Young Glob:




CONSOLIDATED BALANCE SHEET

DIGITAL POWER CORPORATION

U.S. dollars in thousands

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Restricted cash

Trade receivables, net of allowance for doubtfcamts of $124 at September 30, 2!

Prepaid expenses and other current assets

Inventories (Note 3)
Total current assets
PROPERTY AND EQUIPMENT, NET

Totalassets

The accompanying notes are an integral part of¢imsolidated financial statements.
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September 30,
2006

Unaudited

$ 1,921

16€

$ 6,267




DIGITAL POWER CORPORATION

CONSOLIDATED BALANCE SHEET

U.S. dollars in thousands, except share data

LIABILITIES AND SHAREHOLDERS EQUITY
CURRENT LIABILITIES:
Accounts payable
Related party — trade payables account
Deferred revenue
Other current liabilities

Total current liabilities

SHAREHOLDERS'’ EQUITY:
Share capital -
Series A Redeemable, Convertible Preferred shaittsw par value 500,000 shares authorized, 0 shares issued andmditsy at September {
2006
Preferred shares with no par value - 1,500,000eshauthorized, 0 shares issued and outstandingpati8ber 30, 2006
Common shares with no par val- 30,000,000 shares authorized; 6,610,708 sharesdssud outstanding at September30, 2
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive inca

Totalshareholders’ equity

Totalliabilities and shareholde’ equity

The accompanying notes are an integral part o€disolidated financial statements.
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September 30,
2006

Unaudited

$ 854
1,421

49C

2,89¢

13,74¢
(10,465)
88

3,36¢

$ 6,267




CONSOLIDATED STATEMENTS OF OPERATIONS

DIGITAL POWER CORPORATION

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

Revenues
Cost of revenues

Gross profit

Operating expenses:
Engineering and product developm:
Selling and marketing
General and administrative

Total operating expenses

Operating income (loss)
Financial income (expenses), |

Net income (loss
Basic net earnings (loss) per share

Diluted net earnings (loss) per share

Nine months ended

Three months ended

September 30, September 30,
2006 2005 2006 2005
Unaudited

9,44¢ 7,187 $ 3,40¢ 2,96¢

6,89 5,09( 2,49¢ 2,12(

2,551 2,097 90¢ 84¢
482 374 172 151
90¢ 99¢ 292 31¢

1,017 797 367 26€

2,40¢ 2,17(C 831 73€
143 (73) 77 111
(14) (87) 2 1
12¢ 160 $ 75 112

0.02( (0.05) $ 0.011 0.0z

0.01¢ (0.05) $ 0.011 0.0z

The accompanying notes are an integral part oftmsolidated financial statements.
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STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

DIGITAL POWER CORPORATION

U.S. dollars in thousands, except share data

Common shares

Accumulated

Additional other Total other Total
paid-in Accumulated comprehensiv comprehensiv shareholders’
Number Amount capital deficit e income (loss) e income equity
Balance as of January 1, 2006 6,161,85! $ 13,27F % (10,599 $ (57) $ 2,62
Exercise of options granted tc
director and employees 213,00( 162 — — 162
Conversion of convertible not 235,84¢ 25C — — 25C
Stock compensation related to
options granted to
Telkoor’s employees — 40 — — 40
Stock compensation related t
options granted to
employees and consultan — 18 — — 18
Comprehensive income:
Net income — — 12¢ — $ 12¢ 12¢
Foreign currency
translation
adjustmentt — — — 14& 14& 14&
Total other comprehensive
income $ 274
L]
Balance as of September 30, 2006
(unaudited) 6,610,70: $ 13,748  $ (10,465 $ 88 $ 3,36¢
I I I L] I

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

DIGITAL POWER CORPORATION

U.S. dollars in thousands

Nine months ended

Cash flows from operating activities:

Net income (loss)

Adjustments required to reconcile net income (I¢ss)et cash provided by (used in) operating aixisi
Depreciation
Stock compensation related to options granted fol@yses
Stock compensation related to options granted thobe's employees and consulta
Increase in trade receivables, net
Increase (decrease) in prepaid expenses and@thent assets
Increase in inventorie
Increase in accounts payable and related parties
Increase in deferred revenues and other currdbitifies

Net cash provided by (used in) operating activi

Cash flows from investing activities:
Restricted cas
Purchase of property and equipment

Net cash provided by (used in) investing actigi

Cash flows from financing activities:
Exercise of options granted to a director and eygss
Proceeds from a convertible n¢

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

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at the beginning ofdéhieg

Cash and cash equivalents at the end of the period

Supplemental disclosure of n@ash financing activities:
Conversion of a convertible note

The accompanying notes are an integral part of¢imsolidated financial statements.
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September 30,
2006 2005
Unaudited
$ 12¢ 3 (160)
57 64
18 5
40 —
(17€) (52
(26) 25
(231) (795)
31¢€ 53¢
3 46
132 (329
18C (50)
(19 (23)
161 (72)
162 —
— 25C
162 25C
57 (26)
512 176)
1,40¢ 1,32
$ 1,921 $ 1,147
$ 25C % —




DIGITAL POWER CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands

NOTE 1:- GENERAL

Digital Power Corporation (“the Company” or “DPGAijas incorporated in 1969, under the General Cotipordaw of the
State of California. The Company has a wholly-owseldsidiary, Digital Power Limited (“DPL"), located the United
Kingdom. The Company and its subsidiary are culyarigaged in the design, manufacture, sale ariddison of switching
power supplies and converters. The Company hasdpartable geographic segmentdorth America (sales through DPC) &
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 finanta#éments as of September 30, 2006 and for themoregh and
three-month periods ended September 30, 2006 0l &@ unaudited and reflect all adjustments (sting only of
normal recurring adjustments) which are, in thenagri of management, necessary for a fair presentati the financial
position and operating results for the interim pési. The condensed consolidated financial statesvsaiuld be read in
conjunction with the consolidated financial statetseand notes thereto, together with managemeistsission and
analysis of the financial condition and result®pérations, contained in the Company Annual Repofform 10-KSB
for the fiscal year ended December 31, 2005. Thelt®of operations for the nine months ended Seapte 30, 2006 are
not necessarily indicative of the results for thére fiscal year ending December 31, 2C

b. Accounting for stoc-based compensatio

On December 31, 2005, the Company has several-basad employee compensation plans, which areidedanore
fully in Note 5. Prior to December 15, 2005, then@pany accounted for those plans under the recogratind
measurement provisions of APB Opinion No. 25, “Aacting for Stock Issued to Employees” (“APB 25" darelated
Interpretations, as permitted by FASB StatementI28, “Accounting for Stock-Based Compensation”HAS 123").
Stock-based employee compensation cost in the anod®® and $2 was recognized in the statemenpefations for
the nine months and three months ended Septemb20@9, respectively only for those options withexercise price
lower than the market value of the underlying Comratock on the date of grant. Effective Januar30Dg, the
Company adopted the fair value recognition provisiof FASB Statement No. 123(R), “Share-Based Payn{éSFAS
123(R™), using the modifie-prospectiv-transition method

Under that transition method, compensation cogigeized in the nine months of 2006 includes comgikémrs cost for
all share-based payments granted subsequent taryahi2006, based on the grant-date fair valuenagtd in
accordance with the provisions of SFAS 123(R). @adénber 31, 2005, the Company accelerated ab ofhitested
outstanding employees’ stock options, and therefave&compensation costs were included for shareebpayments
granted prior to January 1, 2006 in the nine mofitt006. Results for prior periods have not beetated.
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DIGITAL POWER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

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

NOTE 2:-

NOTE 3:-

NOTE 4:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

As a result of adopting SFAS 123(R) on Januan0062the Company’s net income for the nine montitstaree
months ended September 30, 2006, is $18 and $&atdeely lower than if it had continued to accofortshare-based
compensation under APB 25. Basic and diluted eganjer share for the nine months and three monithsdeSeptemb:
30, 2006 would have been the same, due to immibier

Total stockbased compensation expense resulting from stodtrgpincluded in the consolidated statement of aljens
for the nine months and three months ended SepteBh@006 was $18 and $6, respectively. This amnwas allocate
to separate line items in the consolidated statéwfesperations as required by SFAS 123,

The Company and its subsidiaries apply SFAS 123Emedrging Issues Task Force No. 96-18, “Accountimdequity
Instruments That are Issued to Other Than Emplof@escquiring, or in Conjunction with Selling, Gds or
Services” (“EITF 96-18"), with respect to optiorssiied to nommployees. SFAS 123 requires use of an option tiah
model to measure the fair value of the optiondatgrant date

INVENTORIES
September 30,
2006
Unaudited
Raw materials, parts and suppl $ 401
Work in progress 32E
Finished products 1,04¢
$ 1,77¢
I

CONVERTIBLE NOTE

In January 2005, the Company entered into a cablerote agreement with Telkoor, a major sharegmldccording to which
Telkoor extended a $250 interest-free convertibie o be paid on the tenth business day afte€tmpany announced its
financial results for 2005. The note was conveetii any time into Common shares at a rate of $ie@&hare, which is equal
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 Purchasersvas”, EITF Issue
No. 9¢-5, “Accounting for Convertible Securities with Bxfitial 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 coneerfgature since the conversion price was equile@uoted market price of
the Compan’s Common shares at the date the note was approdesigned

In April 2006, the convertible note was convertei235,849 Common shart
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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
a. Share Option Plan:

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

2. As of September 30, 2006, the Company has autlthrimeseveral Incentive Share Option Plans, thetgrh
options to officers, management, other key emplsye® others of up to 2,272,200 of the Companyim@on

shares. As of September 30, 2006, an aggregate8g880 of the Company’s options are still availdblefuture
grant.

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 cancebedore
expiration become available for future grai

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

Nine months ended September 30, 2006

Weighted
average
remaining
Weighted contractual
Amount average Aggregate
of exercise term intrinsic
options price (years) value *)
(unaudited)
Outstanding at beginning of period 1,009,22! $ 1.01
Granted 135,000 $ 1.3¢
Forfeited (20,000 $ 1.0¢
Exercised (213,000 $ 0.7€
Outstanding at end of peric 911,22t $ 1.11 6.8€ $ 330,86(
Exercisable options at end of peri 783,22 $ 1.07 6.4z $ 310,56(

*)  Calculation of aggregate intrinsic value is basedhe share price of the Company’s Common
shares as of September 30, 2006 ($1.35 per sl
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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.)

Grants for the nine months ended September 30,::

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 ranges of aggiams for inputs, those ranges are disclosed. &rpe
volatilities are based exclusively on historicalatiity of the entity’s stock as allowed by SFA33(R). The
entity uses historical data to estimate the expeteiam of options granted, representing the pevfdine that
options granted are expected to be outstandingpropkercise and employee termination within thielaton
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

Nine months
ended
September 30,
2006

Unaudited
Expected volatility 103%- 117%
Expected dividends 0%
Expected term (in years) 6-7
Risk free rate 4.69%- 5.03%

The weighted-average fair value of options granii@ing the nine months of 2006 was $1.29. The fatahsic
value of options exercised during the nine monft2006 was $10¢€

As of September 30, 2006, there was $107 of totedeognized compensation cost related to unvebtaes
based compensation arrangements granted undelathelpat cost is expected to be recognized ovegighted
average period of- 4 years

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 ailpls presented.
For purposes of this pro forma disclosure, theealiithe options is estimated using a Black-Schotgsn-pricing
formula and amortized to expense over the optigesting periods, with the following weighted-avezagssumption for
September 30, 2005: expected volatility of 103%k-free interest rates of 4%, dividend yield of f@ a weighted-
average expected life of the option of 7 ye
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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.)

Nine months
ended
September 30,
2005
Unaudited
Net loss available to Common sha- as reportel $ (160)
Deduct - stock-based employee compensation - gitrivalue 5
Add - stock-based employee compensation - fairezalu (99
Pro forma net los $ (2549)
I
Loss per share
Basic and diluted net loss, as reported $ (0.03)
I
Pro forma basic and diluted net loss $ (0.09)
I

C. Employee Stock Ownership Ple

The Company has an Employee Stock Ownership PBR@P”) covering eligible employees. The ESOP prewifbr
the Employee Stock Ownership Trust (“ESOT") to dligtte shares of the Company’s Common shares iasment
benefits to the participants. The Company has isttilouted shares since 1998. As of September @06,2he
outstanding Common shares held by the ESOT amour@#,504 share

NOTE 6:- TOTAL COMPREHENSIVE INCOME (LOSS)

Nine months ended Three months ended
September 30, September 30,
2006 2005 2006 2005
Unaudited
Net income (loss $ 12¢  $ (160) $ 75 % 112
Foreign currency translation adjustments 14& (89) 49 (40)
Comprehensive income (loss) $ 274 $ (24¢) $ 124 % (72)
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DIGITAL POWER CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

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

NOTE 7:- NET EARNINGS (LOSS) PER SHARE

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

1. Numerator:
Nine months ended Three months ended
September 30, September 30,
2006 2005 2006 2005
Unaudited
Net income (loss) available
Common shareholders $ 12¢ % (160) $ 75 % 112
2. Denominator
Denominator for basic net earnings
(loss) per share of weighted
average number of Common
shares 6,322,03: 6,161,85! 6,845,46! 6,161,85!
Effect of dilutive securities:
Employee stock optior 384,50¢ *) — 313,10¢ *) —
Convertible note 112,68: *) — — *) —
Denominator for diluted net earning
(loss) per Common sha 6,819,22. 6,161,85! 7,158,57 6,161,85!

*)  Anti-dilutive.

-14 -




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

The Company has two reportable geographic segnmszed\ote 1 for a brief description of the Comparyisiness. The data is
presented in accordance with Statement of FinaAciebunting Standard No. 131, “Disclosure Abouti@egts of an
Enterprise and Related Informat” (“SFAS No. 13").

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

segments
Nine months ended September 30, 2006
DPC DPL Eliminations Total
(unaudited)
Revenues $ 4378 $ 507C $ — $ 9,44¢
Intersegment revenues 40E — (405) —
Total revenues $ 4,78 $ 507C $ (405 $ 9,44t
Depreciation expense $ 13 3 4 % — $ 57
Operating income $ 12t $ 18 $ —  $ 143
Financial expenses, net (14)
Net income (loss $ 30 $ 15¢  $ — 8 12¢
Expenditures for segment assets as of Septemb&086 $ 14 3% 5 % — $ 19
Identifiable assets as of September 30, 2 $ 2,96 $ 3,30¢ $ — $ 6,267
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NOTE 8:- SEGMENTS, MAJOR CUSTOMERS AND GEOGRAPHIC INFORMATIO N (Cont.)

Nine months ended September 30, 2005

DPC DPL Eliminations Total
(unaudited)

Revenues $ 3,37 $ 3812 $ — $ 7,181
Intersegment revenues 62¢ — (629) —

Total revenue $ 4,002 $ 3812 $ 629 $ 7,187
Depreciation expens $ 16 $ 48 $ — $ 64
Operating los: $ (101 $ 28 $ —  $ (73)
Financial expenses, n (87)
Net loss $ 92 $ 68 $ — 8 (16C)
Expenditures for segment assets as of Septemb&088, $ 19 3 2 3 — $ 21
Identifiable assets as of September 30, 2005 $ 2,14C $ 3,56 $ — $ 5,70¢

Three months ended September 30, 2006

DPC DPL Eliminations Total
(unaudited)

Revenues $ 1512 $ 1,89C $ — $ 3,40¢
Intersegment revenu: 87 — 87) —

Total revenues $ 1,601 $ 1,89C $ 87 $ 3,40¢
Depreciation expenses $ 4 % 14 $ — 8 18
Operating income $ 1 3 76 $ — 8 77
Financial expenses, net $ 2)
Net income $ 1 3 74 $ — 3 75
Expenditures for segment assets as of Septemb&0886, $ 12 3 3 3 — $ 5
Identifiable assets as of September 30, 2006 $ 2,96 $ 3,30¢ $ — $ 6,267
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NOTE 8- SEGMENTS, MAJOR CUSTOMERS AND GEOGRAPHIC INFORMATIO N (Cont.)

Three months ended September 30, 2005

DPC DPL Eliminations Total
(unaudited)

Revenues $ 1,27: % 1,697 $ — $ 2,96¢
Intersegment revenues 431 — (431) —

Total revenue $ 1,70 $ 1,697 $ 431) $ 2,96¢
Depreciation expenst $ 5 $ 16 $ — $ 21
Operating income (los! $ 100 $ 121 $ — $ 111
Financial expenses, n 1
Net income (loss $ ® $ 118 $ — 8 112
Expenditures for segment assets as of Septemb&086, $ 11 % —  $ — 8 11
Identifiable assets as of September 30, 2005 $ 2,14C $ 3,56 $ — $ 5,70¢




ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OR PL AN 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 frparations 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 DecembgePB05. 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.

The Company’s corporate office, which contains administrative, sales, and engineering functionfgéated in Fremont, California. In
addition the Company has a wholly-owned subsidiBigijtal Power Limited (“DPL"), located in SalisbyrEngland.

THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006, COMRED TO SEPTEMBER 30, 2005
REVENUES

Total revenues increased by 14.7% to $3,404,00théothree months ended September 30, 2006, froa6$200 for the three months ended
September 30, 2005.

Revenues from the domestic operations of DPC ised9.0% to $1,514,000 for the third quarter erigatember 30, 2006, from
$1,272,000 for the third quarter ended Septembg2@05. Revenues from the Company’s European bpesaof DPL increased 11.4% to
$1,890,000 for the third quarter ended Septembge2@06, from $1,697,000 for the third quarter en8edtember 30, 2005. The revenue
increase in the third quarter of 2006 is mainly tuancrease in sales of new products.

For the nine months ended September 30, 2006, uesdncreased by 31.4% to $9,445,000 from $7,187/@0the nine months ended
September 30, 2005. Revenues attributed to theesliieroperations of DPC increased by 29.7% to $4(®0 from $3,373,000 for the nine
months ended September 30, 2005. Revenues fro@adimpany’s European operations of DPL increased2#98 to $5,070,000 from
$3,814,000 for the nine months ended Septembe2®h. The increase in is mainly due to higher salesir new products.

GROSS MARGINS

Gross margins were 26.7% for the three months eBéptember 30, 2006, compared to 28.6% for the timenths ended September 30,
2005. Gross margins were 27.0% for the nine moatlaed September 30, 2006 compared to 29.2 %édaritie months ended Septembel
2005. The decrease in gross margins is mainlguatref the product mix.

ENGINEERING AND PRODUCT DEVELOPMENT

Engineering and product development expenses wi#é &f revenues for the three months ended Septed®h@006, and for the three
months ended September 30, 2005. Engineering ranldigt development expenses were 5.1% of revermudbd nine months ended
September 30, 2006, compared to 5.2% of revenugldmine months ended September 30, 2005. Adbllr expenditures increased by
$108,000 mainly due to safety expenditures.

-18 -




SELLING AND MARKETING

Selling and marketing expenses were 8.6% of revefarghe three months ended September 30, 20@ha&ed to 10.7% for the three
months ended September 30, 2005. Selling and niagkexpenses were 9.6% of revenues for the ninglmanded September 30, 2006,
compared to 13.9% for the nine months ended Semiefth) 2005. Actual dollar expenditures decreage®d,000 mainly due to headcount
reduction

GENERAL AND ADMINISTRATIVE

General and administrative expenses were 10.8%vehues for the three months ended September 86, 20mpared to 9.0% for the three
months ended September 30, 2005. In actual dolfzgraitures increased by $99,000 mainly due todadedt reserve of $82,000 related to
one customer that filed for bankruptcy protectiGeneral and administrative expenses were 10.8%vehues for the nine months ended
September 30, 2006, compared to 11.1% for themimths ended September 30, 2005. Actual dollarrekpees increased by $220,000
mainly due to bad debt reserve, legal expensesamtdact services.

FINANCIAL EXPENSES

Financial expense net was $2,000 for the three Inscerided September 30, 2006, compared to finainciaine net of $1,000 for the three
months ended September 30, 2005. Financial expereres$14,000 for the nine months ended Septenthe2®6, compared to financial
expenses of $87,000 for the nine months ended ®bpte30, 2005. Financial expense and income rekoitenly from the exchange rate
fluctuation.

NET INCOME (LOSS)

For the three months ended September 30, 2006€dhmpany had net income of $75,000 compared to moeimne of $112,000 for the three
months ended September 2005. Net income for themionths ended September 30, 2006 was $129,000acedip net loss of $160,000 for
the nine months ended September 30, 2005. Net imé®mainly from the increase in revenues.

EQUITY-BASED COMPENSATION EXPENSE

January 1, 2006, we adopted Statement of FinaAciedunting Standards No. 123 (revised 2004), “Sigased Payment,” (“SFAS 123(R)")
which requires the measurement and recognitiomwipensation expense for all equity-based paymeatdsimade to our employees and
directors including employee stock options on eated fair value. Equitypased compensation expense recognized under SFHR)1f2r the
nine months ended September 30, 2006 was $1800r to January 1, 2006, the Company accountedrfgloyees equity based
compensation plans under the recognition and measnt provisions of APB Opinion No. 25, “Accountiftg Stock Issued to

Employees” (“APB 25"), and related Interpretatioas,permitted by FASB Statement No. 123, “Accoupfor Stock-Based
Compensation” (“SFAS 123").
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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 higtal volatility of the entity’s stock as allowed IBFAS 123(R).

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

LIQUIDITY AND CAPITAL RESOURCES

On September 30, 2006, the Company had cash, qaslakents $1,921,000 and working capital of $3,200. This compares with cash and
cash equivalents of $1,147,000 and working capit&2,252,000 at September 30, 2005. The increaserking capital is mainly due to
increase in cash and cash equivalent and tradeabte, offset partially by decrease in inventongan deferred revenue.

Cash provided by operating activities for the Comypitaled $132,000 for the nine months ended &apte 30, 2006, compared to cash

in operating activities of $329,000 for the ninentits ended September 30, 2005. Cash provideaMesgting activities was $161,000 for the
nine months ended September 30, 2006, compareabstoused in investing activities of $71,000 for e months ended September 30,
2005. The cash provided by investing activities weasnly due to release of restricted cash of $18@,Cash provided by financing activities
of $162,000 for the nine month ended Septembe2@06 compared to cash provided of $250,000 fonthe months ended September 30,
2005.

The Company believes it has adequate resourchsdine to continue its promotional efforts torease sales in the electronic industry
market. However, if the Company does not meetahymals, it may have to raise money through debésjoity, which may dilute
shareholder’s equity.

AMEX LISTING

On June 13, 2006, the Company received a writtéisenérom the American Stock Exchange (the “AMEXtifying the Company it has
evidenced compliance with the requirements necg$sacontinued listing on the AMEX.

Previously, on May 3, 2005, the Company had annediticat it was subject to delisting because dffireholders’ equity of less than
$4,000,000, losses from continuing operations, @t losses in three out of its four most redsctl years. In order to maintain its AMEX
listing, the Company submitted a recovery planuumeJ3, 2005, advising the AMEX of actions it hakkta or would take to bring the
Company into compliance with the continued liststgndards within a maximum of 18 months. On June&@85, the AMEX approved the
Company’s recovery plan and allowed uninterruptadihg of the Company’s common stock
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ITEM 3. CONTROLS AND PROCEDURES

The Company’s management with the participatiothefCompany’s principal executive and financialagffs evaluated the effectiveness of
the Company’s disclosure controls and proceduresl¢fined Rule 13a-15(e) of the Exchange Act) @b®fnd of the period covered by this
report. The Company’s disclosure controls and gdaces are designed to ensure that informatiorinetjto be disclosed by the Company in
the reports it files or submits under the Exchafigeare recorded, processed, summarized and rebonta timely basis. Based upon their
evaluation, the Company’s principal executive andricial officers concluded that the Company’s ldisare controls and procedures are
effective to accumulate and communicate to the Gowis management as appropriate to allow timelysitats regarding disclosure.

PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

The Company has submitted a claim for an unpaid afe$82,799.63 for products sold to Zultys Teclugdés. Zultys Technologies filed for
bankruptcy protection following its failure to péyr the goods the Company had delivered. The Comfsarepresented by counsel in the
bankruptcy proceedings. Except for these procgsdihe Company is not currently involved in argaleproceeding

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 AND REPORTS ON FORM 8-K

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: November 15, 20( /s/ Jonathan Wa

Jonathan Wax
Chief Executive Office
(Principal Executive Officer

Date: November 15, 20( /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 regmrtForm 10-QSB of Digital Power Corporation;

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

3. Based on my knowledge, the finansiatements, and other financial information inctidethis 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 certifyingioffr(s) and | are responsible for establishing ma¢htaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti(as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andénav

(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 cougyelis report based on such evaluation;
and

(d) Disclosed in this reporyatange in the registrant’s internal control ofeancial 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 certifyingioéfr(s) and | have disclosed, based on our mosntassaluation 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

/s/ Jonathan Wa

Dated: November 15, 2006
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 regmrtForm 10-QSB of Digital Power Corporation;

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

3. Based on my knowledge, the finansiatements, and other financial information inctidethis 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 certifyingioffr(s) and | are responsible for establishing ma¢htaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti(as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andénav

(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 cougyelis report based on such evaluation;
and

(d) Disclosed in this reporyatange in the registrant’s internal control ofeancial 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 certifyingioéfr(s) and | have disclosed, based on our mosntassaluation 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

/sl Leo Yer

Dated: November 15, 2006
Leo Yen,
Chief Financial Office
(Principal Financial and
Accounting Officer)




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 quasteeport of Digital Power Corporation (the “Comy”) on Form 10-QSB for the period ending
September 30, 2006 as filed with the Securitied &xchange Commission on the date hereof “Rbport”), we, Jonathan Wax, Chief
Executive Officer and Leo Yen, Chief Finand@dficer, of the Company, certify, pursuant to 18\C. Section 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 2@06at, to the best 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 Reedairly presents, in all material respects, timaficial condition and result of operations of the
Company.

/s/ Jonathan Wa
Dated: November 15, 2006

Jonathan Wax
Chief Executive Office
(Principal Executive Officer

/sl Leo Yer

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




