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DIGITAL POWER CORPORATION
48430 Lakeview Blvd
Fremont, CA 94538

(510) 657-2635

November 16, 2016

Dear Shareholder:

You are cordially invited to attend the 2016 Annual Meeting of Shareholders of Digital Power Corporation to be held
at 10:00 a.m., Pacific Time, on Wednesday, December 28, 2016 at our corporate offices located at 48430 Lakeview
Blvd, Fremont, California 94538.

Details of the business to be conducted at the annual meeting are given in the attached Notice of Annual Meeting of
Shareholders and the attached Proxy Statement.

Your vote is important. Whether or not you plan to attend the annual meeting, please vote as soon as possible by either
(1) mailing your completed and signed proxy card(s) to Digital Power Corporation, 48430 Lakeview Blvd, Fremont,
CA 94538, Attention: Corporate Secretary, (2) calling the toll-free number printed on your proxy card(s) and
following the recorded instructions or (3) visiting the website indicated on your proxy card(s) and following the
on-line instructions to ensure your shares will be represented. Your vote by written or electronic proxy will ensure
your representation at the annual meeting regardless of whether or not you attend in person.

We look forward to seeing you at the annual meeting.

[s/ Amos Kohn

Amos Kohn

President and Chief Executive Officer
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Fremont, California
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DIGITAL POWER CORPORATION
48430 Lakeview Blvd
Fremont, CA 94538

(510) 657-2635

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

To Be Held On December 28, 2016

NOTICE IS HEREBY GIVEN that the 2016 Annual Meeting of Shareholders of Digital Power Corporation, a
California corporation, will be held at our corporate headquarters, located at 48430 Lakeview Blvd, Fremont,
California 94538, on Wednesday , December 28, 2016 at 10:00 a.m., Pacific Time, for the purpose of considering and
acting on the following:

To elect our Board of Directors, consisting of five directors, each to hold office until the next annual meeting of
“shareholders or until their respective successors are elected and qualified;

2.To hold an advisory vote on executive compensation as disclosed in the proxy statement;
3.To approve the Digital Power Corporation 2016 Stock Incentive Plan; and

To act upon such other matters as may properly come before the annual meeting or any adjournments or
"postponements thereof.

The foregoing items of business are more fully described in the Proxy Statement accompanying this Notice. The
record date for determining those shareholders who will be entitled to notice of, and to vote at, the meeting and at any
adjournments or postponements thereof is November 8, 2016. The stock transfer books will not be closed between the
record date and the date of the meeting. A list of shareholders entitled to vote at the meeting will be available for
inspection at our principal executive offices for a period of ten days before the meeting.

Your vote is important. Whether or not you plan to attend the annual meeting, please vote as soon as possible by either
(1) mailing your completed and signed proxy card(s) to Digital Power Corporation, 48430 Lakeview Blvd, Fremont,
CA 94538, Attention: Corporate Secretary, (2) calling the toll-free number printed on your proxy card(s) and
following the recorded instructions or (3) visiting the website indicated on your proxy card(s) and following the
on-line instructions. You may revoke a previously submitted proxy at any time prior to the annual meeting. If you
decide to attend the annual meeting and wish to change your proxy vote, you may do so automatically by voting in
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person at the annual meeting.

By Order of the Board of Directors

[s/ Amos Kohn

Amos Kohn

President and Chief Executive Officer

November 16, 2016

Fremont, California
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DIGITAL POWER CORPORATION
48430 Lakeview Blvd
Fremont, CA 94538

(510) 657-2635

PROXY STATEMENT

FOR THE 2016 ANNUAL MEETING OF SHAREHOLDERS

We are furnishing this Proxy Statement to you in connection with our 2016 Annual Meeting of Shareholders to be
held on Wednesday, December 28, 2016 at 10:00 a.m., Pacific Time, at our corporate headquarters located at 48430
Lakeview Blvd, Fremont, California 94538 and at any adjournments or postponements thereof. The matters to be
considered and acted upon are (i) the election of our Board of Directors (“Board”), consisting of five directors, to hold
office until the next annual meeting of shareholders or until their respective successors are elected and qualified; (ii) to
hold an advisory vote on executive compensation as disclosed in the proxy statement; (iii) to approve the Digital
Power Corporation 2016 Stock Incentive Plan; and (iv) such other business as may properly come before the annual
meeting.

9 ¢

We use several abbreviations in this Proxy Statement. All references in this Proxy Statement to “we,” “us,” “our,” “Digital
Power” or “the Company” shall mean Digital Power Corporation. The enclosed proxy is solicited on behalf of the Board
of Digital Power and is revocable by you at any time prior to the voting of such proxy. All properly executed proxies
delivered pursuant to this solicitation will be voted at the meeting and in accordance with your instructions, if any.

Our Annual Report on Form 10-K for the fiscal year ended December 31, 2015, including audited financial

statements, is included herewith. Such Annual Report and financial statements are not a part of this Proxy Statement.

This Proxy Statement was first sent or given to shareholders on November 17, 2016.

QUESTIONS AND ANSWERS ABOUT THE MEETING

What is the purpose of the 2016 Annual Meeting of Shareholders?
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The purpose of the annual meeting is to allow you to vote on the matters outlined in the accompanying Notice of
Annual Meeting of Shareholders, including the election of the Board, to hold an advisory vote on executive
compensation, and to approve the 2016 Stock Incentive Plan.

Who is entitled to vote?

Only shareholders of record at the close of business on the record date, November 8, 2016 (the “Record Date”), are
entitled to vote at the annual meeting, or at any adjournments or postponements of the annual meeting.

What are the Board’s recommendations on the proposals?

The Board recommends a vote FOR each of the proposals.

How do I vote?

Either (1) mail your completed and signed proxy card(s) to Digital Power Corporation, 48430 Lakeview Blvd,
Fremont, CA 94538, Attention: Corporate Secretary, (2) call the toll-free number printed on your proxy card(s) and
follow the recorded instructions or (3) visit the website indicated on your proxy card(s) and follow the on-line
instructions. If you are a registered shareholder and attend the meeting, then you may deliver your completed proxy
card(s) or vote in person. If your shares are held by your broker or bank, in “street name”, then you will receive a form
from your broker or bank seeking instructions as to how your shares should be voted. If you do not instruct your
broker or bank how to vote, then your broker or bank will vote your shares if it has discretionary power to vote on a
particular matter.
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Can I change my vote after I return my proxy card?

Yes. You have the right to revoke your proxy at any time before the annual meeting by notifying our Corporate
Secretary in writing at Digital Power Corporation, 48430 Lakeview Blvd, Fremont, California 94538, voting in
person, or returning a proxy card with a later date. Those voting by internet or by telephone may also revoke their
proxy either by voting in person at the annual meeting or by voting and submitting their proxy at a later time by
internet or by telephone. If you have instructed a broker to vote your shares, you must follow your broker’s directions
in order to change those instructions.

Who will count the vote?

Our Corporate Secretary will count the votes and act as the inspector of election. Computershare Transfer & Trust is
our transfer agent for our common stock. Computershare Transfer & Trust will tally the proxies and provide this
information at the time of the annual meeting.

What shares are included on the proxy card(s)?

The shares on your proxy card(s) represent ALL of your shares.

What does it mean if I get more than one proxy card?

If your shares are registered differently and are in more than one account, then you will receive more than one proxy
card. Complete, sign and return all proxy cards, or electronically transmit all proxy cards, to ensure that all your shares
are voted. We encourage you to have all accounts registered under the same name and address whenever possible.

You can accomplish this by contacting our transfer agent, Computershare Trust Company, located at 250 Royall

Street Canton, MA 02021, phone (800) 962-4284, or, if your shares are held by your broker or bank in “street name”, by
contacting the broker or bank who holds your shares.

How many shares can vote?
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Only shares of common stock may vote. As of the Record Date, there were 6,775,971 shares of common stock issued
and outstanding.

Each share of common stock is entitled to one vote. However, with respect to the election of directors, California law
provides that a shareholder, or his or her proxy, may cumulate votes; that is, each shareholder has that number of votes
equal to the number of shares owned, multiplied by the number of directors to be elected, and the shareholder may
cumulate such votes for a single candidate or distribute such votes among as many candidates as he or she deems
appropriate. A shareholder may cumulate votes only for a candidate or candidates whose name(s) has/have been
properly placed in nomination prior to the voting, and only if the shareholder has given notice at the meeting, prior to
the voting, of his or her intention to cumulate votes for the candidates in nomination. Our designated proxy holders
have discretionary authority to cumulate votes represented by the proxies received in the election of directors. These
proxy holders intend to vote all proxies received by them in such manner that will assure the election of as many of
the nominees described under “Proposal No. 1 - Election of Board of Directors” as possible.

What is a “quorum’?

A “quorum” is a majority of the outstanding shares entitled to vote. A quorum may be present in person or represented
by proxy to transact business at the annual meeting. For the purposes of determining a quorum, shares held by brokers
or nominees for whom we receive a signed or electronically transmitted proxy will be treated as present even if the
broker or nominee does not have discretionary power to vote on a particular matter, or if instructions were never
received from the beneficial owner. These shares are called “broker non-votes.” Abstentions will be counted as present
for quorum purposes.

10
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What is required to approve each proposal?

For the election of the Board, once a quorum has been established, the nominees for director who have received the
most votes will become directors. Holders owning a majority of the shares present or represented and entitled to vote
at the annual meeting must approve the advisory vote on executive compensation and 2016 Stock Incentive Plan.

If a broker indicates on its proxy that it does not have discretionary authority to vote on a particular matter, then the
affected shares will be treated as not present and not entitled to vote with respect to that matter, even though the same
shares may be considered present for quorum purposes and may be entitled to vote on other matters.

How will we solicit proxies?

We will distribute the proxy materials and solicit votes. We will also bear the cost of soliciting proxies. These costs
will include the expense of preparing and mailing proxy solicitation materials for the meeting, and reimbursements
paid to brokerage firms and others for their reasonable out-of-pocket expenses for forwarding proxy solicitation
materials to shareholders. Proxies may also be solicited by our directors, officers, and employees, without additional
compensation, in person, by telephone, by facsimile or by internet.

11
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PROPOSAL NO. 1

ELECTION OF BOARD OF DIRECTORS

General

Our bylaws permit our Board to fix by resolution the number of authorized directors, with a minimum of five directors
and a maximum of nine directors. As of the date of this Proxy Statement, our directors are Amos Kohn, Robert O.
Smith, Moti Rosenberg, Kristine Ault, and William Horne.

Our Board has approved the nomination of Amos Kohn, Robert Smith, Moti Rosenberg, Kristine Ault and William
Horne for election as directors at the 2016 Annual Meeting, each to serve until the 2017 Annual Meeting or until his
earlier death, resignation or removal. Amos Kohn, Robert Smith, Moti Rosenberg, Kristine Ault, and William Horne
are currently serving as directors. Below is information concerning such nominees, including information as to their
age and business experience as of the Record Date. Unless otherwise instructed, our designated proxy holders will
vote the proxies received by them for the five nominees named below. If any of our nominees are unable or decline to
serve as a director at the time of the annual meeting, the proxies will be voted for any nominee designated by the
present Board to fill the vacancy. Each nominee has agreed to serve as a director, if elected.

Nominees for the Board of Directors

Amos Kohn

Amos Kohn has served as a member of our Board since 2003, and as our President and Chief Executive Officer since
2008. From March 2011 until August 2013 Mr. Kohn also served as interim Chief Financial Officer. Mr. Kohn has
more than 20 years of successful global executive management experience, including multiple C-level roles across
private and established, publicly-traded companies. Mr. Kohn has successfully managed cross-functional teams,
driven corporations to high profitability, built customer loyalty and led businesses through expansion and sustained
growth. His areas of expertise include operations, technology innovation, manufacturing, strategic analysis and
planning and M&A. Mr. Kohn was Vice President of Business Development at Scopus Video Networks, Inc., a
Princeton, New Jersey company that develops and markets digital video networking products (2006-2007); Vice

12
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President of Solutions Engineering at ICTV Inc., a leading provider of network-based streaming media technology
solutions for digital video and web-driven programming, located in Los Gatos, California (2003-2006); Chief
Architect at Liberate Technologies, a leading company in the development of a full range of digital media processing
for telecom and cable TV industries, located in San Carlos, California (2000-2003); and Executive Vice President of
Engineering and Technology at Golden Channel & Co., the largest cable television multiple-systems operator (MSO)
in Israel, where he had executive responsibility for developing and implementing the entire nationwide cable TV
system (1989-2000). Mr. Kohn holds a degree in electrical and electronics engineering and is named as an inventor on
several United States and international patents. We believe that Mr. Kohn’s extensive executive-level management
experience in diversified industries, including, but not limited to, power electronics, telecommunications, cable
television, broadcast and wireless, as well as his service as a director on our board since 2003, give him the
qualifications and skills to serve as one of our directors.

Robert O. Smith

Robert Smith served as a member of our Board from November 2010 until May 2015, and served as a member of our
Advisory Board from 2002 until 2015. He is currently a C-level executive consultant working with Bay Area
high-tech firms on various strategic initiatives in all aspects of their business. From 2004 to 2007, he served on the
Board of Directors of Castelle Corporation. From 1990 to 2002, he was our President, Chief Executive Officer and
Chairman of the Board. From 1980 to 1990, he held several management positions with Computer Products, Inc., the
most recent being President of their Compower/Boschert Division. From 1970 to 1980, he held managerial accounting
positions with Ametek/Lamb Electric and with the JM Smucker Company. Mr. Smith received his BBA degree in
Accounting from Ohio University. We believe that Mr. Smith’s executive-level experience, including his previous
service as our President, Chief Executive Officer and Chairman of the Board, his extensive experience in the
accounting industry, and his service on our Board from November 2010 until May 2015, give him the qualifications
and skills to serve as one of our directors.

13



Edgar Filing: DIGITAL POWER CORP - Form DEF 14A

Moti Rosenberg

Moti Rosenberg has served as member of our Board since June 2015. Mr. Rosenberg has served as an independent
consultant to various companies in the design and implementation of homeland security systems in Europe and Africa
since 2010. From 2004 to 2009, he served as a special consultant to Bullet Plate Ltd., a manufacturer of armor
protection systems, and Novldea Ltd., a manufacturer of perimeter and border security systems. From 2000 to 2003,
Mr. Rosenberg was the general manager of ZIV U.P.V.C Products Ltd.'s doors and window factory. Mr. Rosenberg is
an active reserve officer and a retired colonel from the Israeli Defense Force (IDF), where he served for 26 years and
was involved in the development of weapon systems. In the IDF, Mr. Rosenberg served in various capacities,
including platoon, company, battalion, and brigade commander, head of the training center for all IDF infantry, and
head of the Air Force's Special Forces. Mr. Rosenberg received a B.A in History from the University of Tel Aviv and
a Master of Arts in Political Science from the University of Haifa in Israel. We believe that Mr. Rosenberg’s business
background give him the qualifications to serve as one of our directors.

Kristine Ault

Kristine Ault is a seasoned business woman who has served as the managing member of a private holding company
that make equity investments in other operating businesses since 2011 and has served as a member of our Board since
October 2016. Prior to that, she worked in the finance department of Strome Securities, L.P. in Santa Monica,
California. Ms. Ault was appointed as Trustee for a private trust in 1997 and currently administers four private trusts.
Her work experience ranges from ABC Cable Networks to the vineyards of Sonoma and Napa Valley. Ms. Ault holds
a B.A degree in Radio-Television-Film and minor in Business Administration from California State University
Northridge. She also received an A.A in Natural Sciences and Mathematics from Napa Valley College. We believe
that Ms. Ault's experiences, attributes and abilities in business administration and accounting with equity investments
give her the qualifications and skill set to serve as one of our directors.

William B. Horne

William B. Horne has served as the Chief Financial Officer of Targeted Medical Pharma, Inc. (OTCBB: TRGM) since
August 2013 and has served as a member of our Board since October 2016. Mr. Horne previously held the position of
Chief Financial Officer in various companies in the healthcare and high-tech field, including OptimisCorp, from
January 2008 to May 2013, a privately held, diversified healthcare technology company located in Los Angeles,
California. Mr. Horne served as the Chief Financial Officer of Patient Safety Technologies, Inc. (OTCBB: PSTX), a
medical device company located in Irvine, California, from June 2005 to October 2008 and as the interim Chief
Executive Officer from January 2007 to April 2008. In his dual role at Patient Safety Technologies, Mr. Horne was
directly responsible for structuring the divestiture of non-core assets, capital financings and debt restructuring. Mr.
Horne held the position of Managing Member & Chief Financial Officer of Alaska Wireless Communications, LLC, a
privately held, advanced cellular communications company, from its inception in May 2002 until November 2007.

14
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Mr. Horne was responsible for negotiating the sale of Alaska Wireless to General Communication Inc. (NASDAQ:
GNCMA). From November 1996 to December 2001, Mr. Horne held the position of Chief Financial Officer of The
Phoenix Partners, a venture capital limited partnership located in Seattle, Washington. Mr. Horne has also held
supervisory positions at Price Waterhouse, LLP and has a Bachelor of Arts Magna Cum Laude in Accounting from
Seattle University. We believe that Mr. Horne's extensive financial and accounting experience in diversified industries
and with companies involving complex transactions give him the qualifications and skills to serve as one of our
directors.

15
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Vote Required and Recommendation of the Board

Directors are elected by the affirmative vote of the holders of a plurality of shares present or represented and entitled
to vote thereon at the annual meeting.

The Board recommends that shareholders vote FOR each of the nominees listed above.

Board Meetings and Committees

As of the date of this Proxy Statement, our Board is composed of five members and maintains the following three
standing committees: (1) the Audit Committee; (2) the Compensation Committee; and (3) the Nomination and
Governance Committee. The membership and the function of each of the committees are described below. Our Board
may from time to time establish a new committee or dissolve an existing committee depending on the circumstances.
Current copies of the charters for the Audit Committee, Compensation Committee, and Nomination and Governance
Committee can be found on our website at www.digipwr.com.

During the year ended December 31, 2015, our Board held eight meetings, the Audit Committee held five meetings,
the Compensation Committee held three meetings, and the Nomination and Governance Committee held three
meetings (not including actions taken by unanimous written consent). During the year ended December 31, 2015, all
of the directors attended at least 75% of the meetings of the Board held during their tenure and 75% of the meetings, if
any, of the Board committees upon which they served and held during their tenure. We encourage, but do not require,
our Board members to attend the annual meeting of shareholders. Two of our directors attended our 2015 Annual
Meeting of Shareholders.

Audit Committee

Messrs. Smith, Rosenberg, and Horne currently comprise the Audit Committee of our Board, with Mr. Horne serving
as chairman. Our Board has determined that each of the current and nominated members of the Audit Committee
satisfies the requirements for independence and financial literacy under the standards of the SEC and the NYSE MKT
(where our shares are currently listed). Our Board has also determined that each of Mr. Horne and Mr. Smith qualifies
as an “audit committee financial expert” as defined in SEC regulations and satisfies the financial sophistication
requirements set forth in the NYSE MKT Rules.

16
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The Audit Committee is responsible for, among other things, selecting and hiring our independent auditors, approving
the audit and pre-approving any non-audit services to be performed by our independent auditors; reviewing the scope
of the annual audit undertaken by our independent auditors and the progress and results of their work; reviewing our
financial statements, internal accounting and auditing procedures, and corporate programs to ensure compliance with
applicable laws; and reviewing the services performed by our independent auditors to determine if the services
rendered are compatible with maintaining the independent auditors’ impartial opinion.

Compensation Committee

Messrs. Smith, Rosenberg, and Horne currently comprise the Compensation Committee of our Board, with Mr. Smith
serving as chairman. Our Board has determined that each of the current and nominated members of the Compensation
Committee meets the requirements for independence under the standards of the SEC and the NYSE MKT.

The Compensation Committee is responsible for, among other things, reviewing and approving executive
compensation policies and practices; reviewing and approving salaries, bonuses and other benefits paid to our officers,
including our Chief Executive Officer and Chief Financial Officer; and administering our stock option plans and other
benefit plans.

17
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Nomination and Governance Committee

Messrs. Smith, Rosenberg, and Horne currently comprise the Nominating and Governance Committee of our Board,
with Mr. Rosenberg serving as chairman. Our Board has determined that each of the current and nominated members
of the Nominating and Governance Committee meets the requirements for independence under the standards of the
SEC and the NYSE MKT.

The Nominating and Governance Committee is responsible for, among other things, assisting our Board in identifying
prospective director nominees and recommending nominees for each annual meeting of shareholders to the Board;
developing and recommending governance principles applicable to our Board; overseeing the evaluation of our Board
and management; and recommending potential members for each Board committee to our Board.

While the Nominating and Governance Committee does not have a formal policy on diversity for members of the
Board, it considers diversity when identifying Board candidates. In particular, it considers such criteria as a
candidate’s broad-based business and professional skills, experiences and global business and social perspective.

In addition, the Committee seeks directors who exhibit personal integrity and a concern for the long-term interests of
shareholders, as well as those who have time available to devote to Board activities and to enhancing their knowledge
of the power-supply industry. Accordingly, we seek to attract and retain highly qualified directors who have sufficient
time to attend to their substantial duties and responsibilities.

Consideration of Director Nominees

You may propose director candidates for consideration by the Company. Any such recommendations must comply
with our bylaws and should include the nominee’s name and qualifications for Board membership. The
recommendation should be directed to the Corporate Secretary, c/o Digital Power Corporation, 48430 Lakeview Blvd,
Fremont, California 94538.

Code of Ethics

We have adopted a Code of Ethical Conduct that applies to our directors and employees, including our principal
executive officer, principal financial officer, principal accounting officer, controller or persons performing similar
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functions. The Code of Ethical Conduct is designed to deter wrongdoing and to promote honest and ethical conduct
and compliance with applicable laws and regulations. The full text of our Code of Ethical Conduct is published on
our website at www.digipwr.com. We will disclose any substantive amendments to the Code of Ethical Conduct or
any waivers, explicit or implicit, from a provision of the Code on our website or in a Current Report on Form 8-K.

Board Leadership Structure and Role in Risk Oversight

Our Board as a whole is responsible for our risk oversight. Our executive officers address and discuss with our Board
our risks and the manner in which we manage or mitigate such risks. While our Board has the ultimate responsibility
for our risk oversight, our Board works in conjunction with its committees on certain aspects of its risk oversight
responsibilities. In particular, our Audit Committee focuses on financial reporting risks and related controls and
procedures; our Compensation Committee evaluates the risks associated with our compensation philosophy and
programs and strives to create compensation practices that do not encourage excessive levels of risk taking that would
be inconsistent with our strategies and objectives; and our Nomination and Governance Committee oversees risks
associated with our Code of Ethical Conduct.

Director Independence

Our Board has undertaken a review of the independence of each director and director nominee and has determined that
Messrs. Smith, Rosenberg, and Horne are independent, and that each director who serves on or is nominated for each
of its committees is independent, as such term is defined by standards of the SEC and the NYSE MKT.
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Director Compensation

During 2015, independent directors received $10,000 annually for serving on our Board. Directors are paid quarterly
in arrears for their services. For 2016, the Company intends to pay each independent director $20,000 annually, other
than Mr. Smith, who will receive $30,000 annually due to anticipated additional services to be provided by Mr. Smith
as a lead independent director.

Subject to Board approval, upon joining our Board and following commencement of the fiscal year, independent
directors may also receive a grant of an option under our 2012 Stock Option Plan to purchase 10,000 shares of our
common stock. In addition, subject to Board approval, each independent director may be granted, from time to time,
an option to purchase an additional 10,000 shares of our common stock. Options vest over a four-year period, 25% per
year. Each option has an exercise price equal to the fair market value of our common stock on the grant date and a
maximum term of ten years, subject to earlier termination upon the cessation of service as a director.

Former Chairman of the Board, Mr. Ben-Zion Diamant, will continue to receive a monthly consulting fee of $7,500
with no equity compensation until December 13, 2018, the expiration date of his consulting services agreement.

The table below sets forth, for each non-employee director, the total amount of compensation related to his service
during the year ended December 31, 2015:

Fees Non-Equity Nongqualified

Earned Stock  Option Incentive Deferred All Other Total
Name or Paid Awards Awards Plan Compensation Compensation

in $) $) Compensation Earnings $) $)

Cash

$) $)

$)
Ben-Zion Diamant (1) $- - $50,037 - - $ 72,000 $122,037
Robert Smith (2) $5,000 - $1,100 - - - $6,100
Aaron Ben-Ze’ev (3)  $5,000 - $1,185 - - - $6,185
Benjamin Kiryati (4) $3,334 - $- - - - $3,334
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Haim Yatim (5) $8,333 - $833 - - - $9,166
Israel Levi (6) $5,000 - $1,208 - - - $6,208
Moti Rosenberg (7) $5,000 - $416 - - - $5,416

On September 12, 2011, our Board approved the payment of monthly consulting fees of $6,000 to Ben-Zion
Diamant, our prior Chairman of the. These fees were first paid on October 5, 2011 and have continued to be paid
on a monthly basis since such date. The Board’s decision to approve these fees was based on a recommendation by
the Compensation Committee, in consideration for Mr. Diamant’s services to us, including manufacturing advisory
and corporate advisory services. Our obligation to pay the fees may be terminated at any time by further decision

(1)of the Board and will terminate upon a strategic transaction. On March 21, 2016, the Compensation Committee and
Board approved an increase to the monthly consulting fee to Mr. Diamant to $7,500 effective as of March 21,
2016. The increase was approved in light of Mr. Diamant's increased capital raising and business development
efforts on behalf of the Company. The Agreement provides that the consulting services currently provided by Mr.
Ben-Zion Diamant to the Company will continue for a period of 18 months from the date of the Agreement for a
monthly consideration of $7,500. Mr. Diamant resigned from the Board on September 22, 2016.

Mr. Smith joined the Board on November 16, 2010 and resigned on June 30, 2015. Mr. Smith re-joined the Board
on September 22, 2016.

(2
(3)Mr. Ben Zeev joined the Board on July 24, 2014 and resigned on June 30, 2015.
(4)Mr. Kiryati joined the Board on October 30, 2014 and resigned on February 26, 2015.

Mr. Yatim resigned as director on November 13, 2014 and was reappointed on March 3, 2015. Mr. Yatim resigned

(S)as a director on September 22, 2016.

(6)Mr. Levi joined the Board on June 30, 2015 and resigned on September 22, 2016.

(7)Mr. Rosenberg joined the Board on June 30, 2015.
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Communications with the Board of Directors

If you wish to communicate with our Board or any Board committee or any member of the Board, please send a letter
using the contact information provided below. Our Corporate Secretary will review each such communication and
forward it to the appropriate Board member or members as he deems appropriate.

Write to the Board of Directors at:

Digital Power Corporation
48430 Lakeview Blvd
Fremont, CA 94538

Attention: Corporate Secretary

Fees and Services

The following table shows the aggregate fees billed to us for professional services by Kost Forer Gabbay & Kasierer,
a member of Ernst & Young Global Limited for the years ended December 31, 2015 and 2014:

2015 2014
Audit Fees $100,000 $112,000
Audit-Related Fees $- $-
Tax Fees $- $-
All Other Fees $- $-
Total $100,000 $112,000

Audit Fees. This category includes the aggregate fees billed for professional services rendered for the audits of our
financial statements for the years ended December 31, 2015 and 2014, for the reviews of the financial statements
included in our quarterly reports on Form 10-Q during 2015 and 2014, and for other services that are normally
provided by the independent auditors in connection with statutory and regulatory filings or engagements for the

relevant years.
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Audit-Related Fees. This category includes the aggregate fees billed in each of the last two years for assurance and
related services by the independent auditors that are reasonably related to the performance of the audits or reviews of
the financial statements and are not reported above under "Audit Fees," and generally consist of fees for other
engagements under professional auditing standards, accounting and reporting consultations, internal control-related
matters, and audits of employee benefit plans.

Tax Fees. This category includes the aggregate fees billed in each of the last two years for professional services
rendered by the independent auditors for tax compliance, tax planning and tax advice.

All Other Fees. This category includes the aggregate fees billed in each of the last two years for products and services
provided by the independent auditors that are not reported above under "Audit Fees," "Audit-Related Fees," or "Tax
Fees."

The Audit Committee’s policy is to pre-approve all services provided by our independent auditors. These services may
include audit services, audit-related services, tax services and other services. The Audit Committee may also
pre-approve particular services on a case-by-case basis. Our independent auditors are required to report periodically to
the Audit Committee regarding the extent of services they provide in accordance with such pre-approval.

10
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REPORT OF THE AUDIT COMMITTEE

In accordance with Securities and Exchange Commission regulations, this Audit Committee report is not
deemed to be filed with the SEC.

The Audit Committee oversees the financial reporting process for Digital Power on behalf of the Board. In fulfilling
its oversight responsibilities, the Audit Committee reviews Digital Power’s internal accounting procedures, consults
with, and reviews the services provided by, Digital Power’s independent auditors, and makes recommendations to the
Board regarding the appointment of independent auditors. Management is responsible for the financial statements and
the reporting process, including the system of internal controls. The independent auditors are responsible for
expressing an opinion on the conformity of those audited financial statements with generally accepted accounting
principles.

In accordance with Statements on Accounting Standards (SAS) No. 61, discussions were held with management and
the independent auditors regarding the acceptability and the quality of the accounting principles used in the reports.
These discussions included the clarity of the disclosures made therein, the underlying estimates and assumptions used
in the financial reporting, and the reasonableness of the significant judgments and management decisions made in
developing the financial statements. In addition, the Audit Committee has discussed with the independent auditors
their independence from Digital Power and its management. The independent auditors provided the written
disclosures and the letter required by Independence Standards Board Standard No. 1.

The Audit Committee has also met and discussed with Digital Power’s management, and with its independent auditors,
issues related to the overall scope and objectives of the audits conducted, the internal controls used by Digital Power,
and the selection of Digital Power’s independent auditors. In addition, the Audit Committee discussed with the
independent auditors, with and without management present, the specific results of audit investigations and
examinations and the auditors’ judgments regarding any and all of the above issues.

Pursuant to the reviews and discussions described above, the Audit Committee recommended to the Board that the
audited financial statements be included in the Annual Report on Form 10-K for the fiscal year ended December 31,
2015, for filing with the Securities and Exchange Commission.

Respectfully submitted,

Audit Committee of the Board of Directors of
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Digital Power Corporation

Robert O. Smith
Moti Rosenberg

William Horne

PROPOSAL NO. 2

Adyvisory vote on executive compensation (''SAY-ON-PAY'"')

We are seeking an advisory vote from our shareholders to approve the compensation paid to our named executive
officers, as disclosed in this proxy statement pursuant to the compensation disclosure rules of the SEC.

11

25



Edgar Filing: DIGITAL POWER CORP - Form DEF 14A

You have the opportunity to vote “for” or “against” or to “abstain” from voting on the following non-binding resolution
relating to executive compensation:

“RESOLVED, that the shareholders approve, on an advisory basis, the compensation paid to the Company’s
named executive officers as disclosed in Digital Power Corporation's proxy statement for the 2016 Annual Meeting
of Shareholders pursuant to the compensation disclosure rules of the SEC, including the compensation tables and
narrative discussion of this proxy statement.”

In deciding how to vote on this proposal, you are encouraged to review the compensation tables and narrative
discussion in this proxy statement regarding the Company's named executive officers, Amos Kohn, who currently
serves as the Company's President and Chief Executive Officer, and Uri Friedlander who currently serves as the Vice
President of Finance, Chief Accounting Office (since October 2015). Our executive compensation program utilizes
elements including base salary, management bonus, grants of ordinary shares, and health and other benefits to achieve
the following goals:

attracting, retaining, motivating, and rewarding highly talented, entrepreneurial, and creative executives;

aligning and strengthening the mutuality of interests between our executives and our shareholders; and

providing total compensation to executives that is internally equitable, competitive with peer companies, and driven
by individual, departmental, and corporate performance.

While your vote on this proposal is advisory and will not be binding on the Compensation Committee, the Board or
the Company, the Compensation Committee values the opinions of the Company’s shareholders on executive
compensation matters and will take the results of this advisory vote into consideration when making future decisions
regarding the Company’s executive compensation program.

Vote Required and Recommendation of the Board

The affirmative vote of a majority of the shares voting is required to approve the advisory vote on executive
compensation. This proposal is not binding.

The Board recommends that shareholders vote FOR approval of the advisory vote on executive compensation.
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PROPOSAL NO. 3

APPROVAL OF DIGITAL POWER CORPORATION 2016 STOCK INCENTIVE PLAN

The authorization and approval of the Company’s 2016 Stock Incentive Plan (the “2016 Stock Incentive Plan”) which
provides for the issuance of 4,000,000 shares of the Company’s Common Stock.

Background

You are being asked to approve the adoption of our 2016 Stock Incentive Plan, (the “2016 Stock Incentive Plan”). Under
the 2016 Stock Incentive Plan options to acquire up to 4,000,000 shares of common stock may be granted to the
Company's directors, officers, employees and consultants. The Board believes that stock options are an important
component of our overall compensation and incentive strategy for employees, directors, officers and consultants. We

are committed to broad-based participation in the stock option program by employees at all levels and by directors,
officers and consultants. We believe that the stock option program is important in order to maintain our culture,
employee motivation and continued success.

In August 2013, the Company’s shareholders approved the Company’s 2012 Stock Option Plan, as amended (the “2012
Plan”), which provided for the issuance of a maximum of 1,372,630 shares of the Company’s Common Stock to be
offered to the Company’s directors, officers, employees, and consultants. On November 3, 2016, subject to shareholder
approval, the Company’s Board approved the 2016 Stock Incentive Plan, which is in addition to the 2012 Plan. As of
November 4, 2016, 560,000 options, net of cancellations, to purchase shares of Common Stock were granted under

the Plan. If the 2016 Stock Incentive Plan is approved by the Company’s Shareholders, then 4,812,630 options shall be
available for future issuance under the 2012 Plan and the 2016 Stock Incentive Plan (collectively, the “Plans’). Because
of the reduced availability of Common Stock and options for issuance under the Plan and the additional shares needed
as incentive to the Company’s directors, officers, employees, and consultants, the Board believes that it needs the
flexibility to issue additional shares of Common Stock and options.

12
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The Company is requesting shareholder approval of the 2016 Stock Incentive Plan, which is included as Appendix A
to this proxy statement. The 2016 Stock Incentive Plan will increase the number of shares that may be issued by
4,000,000 shares of Common Stock. The 2012 Plan, as adopted by the Company’s shareholders in August 2013,
provides for the issuance of 1,372,630 shares of Common Stock. In aggregate, the Plans will make available
5,372,630 shares of Common Stock for issuance under the Plans. However, as described above, 560,000 options, net
of cancellations, have already been issued under the Plan. Thus, 4,812,630 shares of Common Stock would be
available to the Company for issuance under the Plans.

The purpose of the Plans is to advance the interests of the Company by providing to key employees of the Company
and its affiliates, collectively referred to herein as Eligible Persons, who have substantial responsibility for the
direction and management of the Company, as well as certain directors and consultants of the Company, additional
incentives, to the extent permitted by law, to exert their best efforts on behalf of the Company, to increase their
proprietary interest in the success of the Company, to reward outstanding performance and to provide a means to
attract and retain persons of outstanding ability to the service of the Company. It is recognized that the Company
cannot attract or retain these individuals without this compensation. Options granted under the 2016 Stock Incentive
Plan may qualify as incentive stock options (“ISOs”), as defined in Section 422 of the Internal Revenue Code of 1986,
as amended (the “Code”). Our Board believes the Company needs the flexibility both to have an ongoing reserve of
Common Stock available for future equity-based awards, and to make future awards in a variety of forms.

Upon the approval of Proposal 3, the Board will be authorized to issue the 4,000,000 shares of Common Stock
provided for in the 2016 Stock Incentive Plan in the form of stock options, stock appreciation rights, or SARs,
restricted stock or units, unrestricted stock, deferred share units, and performance awards to participants in accordance
with the terms of the 2016 Stock Incentive Plan. The Company has not yet determined the amount of any stock
options, stock appreciation rights, or SARs, restricted stock or units, unrestricted stock, deferred share units, and
performance awards to be offered to any officers, employees, non-officer directors or consultants under the 2016
Stock Incentive Plan.

The Compensation Committee will determine the amount and features of future equity-based awards to be awarded to
participants. The Compensation Committee evaluates a number of criteria, including the service of each such
participant to the Company, the present and potential contributions of such participant to the success of the Company,
and such other factors as the Compensation Committee shall deem relevant in connection with accomplishing the
purposes of the 2016 Stock Incentive Plan, including the recipient’s current stock holdings, position with the Company,
and other factors. The Compensation Committee does not apply a formula assigning specific weights to any of these
factors when making its determination. The Compensation Committee awards stock options, warrants and restricted
stock on a subjective basis and such awards depend in each case on the performance of the officer, employee or
consultant under consideration, and in the case of new hires, their potential performance.

Purpose of the Proposal; Need for Shareholder Approval
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The purpose of Proposal 3 is to advance the interests of the Company and its subsidiary by providing to key
employees of the Company and its subsidiary who have substantial responsibility for the direction and management of
the Company, as well as certain directors and consultants of the Company and its subsidiary, additional incentives, to
the extent permitted by law, to exert their best efforts on behalf of the Company, to increase their proprietary interest
in the success of the Company, to reward outstanding performance and to provide a means to attract and retain
persons of outstanding ability to the service of the Company.

The Board believes that the Company’s future success depends on its ability to maintain a competitive position in
attracting, retaining, and motivating key executive officers, employees, non-officer directors and consultants through
the use of incentive compensation. Shareholder approval of the 2016 Stock Incentive Plan enables the Company to
satisfy stock exchange listing requirements, and to make awards that qualify as performance-based compensation that
is exempt from the deduction limitation set forth under Section 162(m) of the Internal Revenue Code of 1986, as
amended, referred to herein as the Code. Subject to certain exceptions, Section 162(m) generally limits the corporate
income tax deductions to $1,000,000 annually for compensation paid to each of the Chief Executive Officer and the
other four highest paid executive officers of the Company. The Company intends to cause the shares of Common
Stock that will become available for issuance to be registered on a Form S-8 registration statement to be filed with the
SEC at the Company’s expense. Accordingly, shareholders are being asked to separately approve the adoption of the
2016 Stock Incentive Plan at the Annual Meeting.

13
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The Board has already approved the 2016 Stock Incentive Plan and, assuming the approval of Proposal 3 at the
Annual Meeting, the 2016 Stock Incentive Plan would be adopted and become effective as soon as practicable after
the Annual Meeting. If Proposal 3 is approved, the 2016 Stock Incentive Plan will be implemented and maintained in
accordance with applicable law.

Description of the 2016 Stock Incentive Plan

The following is a brief description of the material features of the 2016 Stock Incentive Plan. Such description is
qualified in its entirety by reference to the full text of the 2016 Stock Incentive Plan, which is attached to this proxy
statement as Appendix A.

Purpose

The purpose of the 2016 Stock Incentive Plan is to attract, retain and motivate select Eligible Persons, and to provide
incentives and rewards for superior performance.

Shares Subject to the 2016 Stock Incentive Plan

The 2016 Stock Incentive Plan provides that no more than 4,000,000 shares of Common Stock may be issued pursuant
to Awards under the 2016 Stock Incentive Plan. These shares shall be authorized but unissued shares, or shares that
the Company otherwise holds in treasury or in trust. The number of shares available for Awards, as well as the terms
of outstanding Awards, are subject to adjustment as provided in the 2016 Stock Incentive Plan for stock splits, stock
dividends, recapitalizations and other similar events. Shares of Common Stock that are subject to any Award that
expires, or is forfeited, cancelled or otherwise terminated without the issuance of some or all of the shares that are
subject to the Award will again be available for subsequent Awards unless such shares are used as payment in
connection with any Award or used to satisfy tax obligations with respect to an Award.

Administration

Either the Company’s Compensation Committee of the Board or another committee appointed by the Company’s Board
will administer the 2016 Stock Incentive Plan. The Compensation Committee of the Company’s Board and any other
committee exercising discretion under the 2016 Stock Incentive Plan from time to time are referred to herein as the
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“Committee.” It is expected that the Compensation Committee of the Board will act as the Committee for purposes of
the 2016 Stock Incentive Plan. To the extent permitted by law, the Committee may authorize one or more persons who
are reporting persons for purposes of Rule 16b-3 under the Exchange Act (or other officers) to make Awards to
eligible persons who are not reporting persons for purposes of Rule 16b-3 under the Exchange Act (or other officers
whom the Company has specifically authorized to make Awards). With respect to decisions involving an Award
intended to satisfy the requirements of Section 162(m) of the Code, the Committee is to consist of two or more
directors who are “outside directors” for purposes of that Code section. The Committee may delegate administrative
functions to individuals who are reporting persons for purposes of Rule 16b-3 of the Exchange Act, officers or
employees of the Company or its affiliates.

Subject to the terms of the 2016 Stock Incentive Plan, the Committee has express authority to determine the Eligible
Persons who will receive Awards, the number of shares of Common Stock, units or dollars to be covered by each
Award, and the terms and conditions of Awards. The Committee has broad discretion to prescribe, amend, and rescind
rules relating to the 2016 Stock Incentive Plan and its administration, to interpret and construe the terms of the 2016
Stock Incentive Plan and the terms of all Award agreements, and to take all actions necessary or advisable to
administer the 2016 Stock Incentive Plan. Within the limits of the 2016 Stock Incentive Plan, the Committee may
accelerate the vesting of any Award, allow the exercise of unvested Awards, and may modify, replace, cancel or
renew them.

14
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The 2016 Stock Incentive Plan provides that the Company will indemnify members of the Committee and their
delegates against any claims, liabilities or costs arising from the good faith performance of their duties under the 2016
Stock Incentive Plan. The 2016 Stock Incentive Plan releases these individuals from liability for good faith actions
associated with the 2016 Stock Incentive Plan’s administration.

Eligibility

The Committee may grant options that are intended to qualify as incentive stock options, or ISOs, only to employees
of the Company or its affiliates, and may grant all other Awards to Eligible Persons. The 2016 Stock Incentive Plan
and the discussion below use the term “Participant” to refer to an Eligible Person who has received an Award.

Types of Awards

Options. Options granted under the 2016 Stock Incentive Plan provide Participants with the right to purchase shares of
common stock at a predetermined exercise price. The Committee may grant options that are intended to qualify as
ISOs or options that are not intended to so qualify, referred to herein as Non-ISOs. The 2016 Stock Incentive Plan also
provides that ISO treatment may not be available for options that become first exercisable in any calendar year to the
extent the value of the underlying shares that are the subject of the option exceeds $100,000 (based upon the fair
market value of the shares of common stock on the option grant date).

Share Appreciation Rights (SARs). A share appreciation right generally permits a Participant who receives it to
receive, upon exercise, cash and/or shares of common stock equal in value to an amount determined by multiplying
(a) the excess of the fair market value, on the date of exercise, of the shares of common stock with respect to which
the SAR is being exercised, over the exercise price of the SAR for such shares by (b) the number of shares with
respect to which the SARs are being exercised. The Committee may grant SARs in tandem with options or
independently of them. SARs that are independent of options may limit the value payable on its exercise to a
percentage, not exceeding 100%, of the excess value.

Exercise Price for Options and SARs. The exercise price of ISOs, Non-ISOs, and SARs may not be less than 100% of
the fair market value on the grant date of the shares of common stock subject to the Award (110% of fair market value
for ISOs granted to employees who, on the grant date, own stock representing more than 10% of the combined voting
power of all classes of stock of the Company).
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Exercise of Options and SARs. To the extent exercisable in accordance with the agreement granting them, an option
or SAR may be exercised in whole or in part, and from time to time during its term, subject to earlier termination
relating to a holder’s termination of employment or service. With respect to options, the Committee has the discretion
to accept payment of the exercise price in any of several forms (or combination of them), including: cash or check in
U.S. dollars, certain shares of common stock, and cashless exercise under a program the Committee approves. The
term over which Participants may exercise options and SARs may not exceed ten years from the date of grant (five
years in the case of ISOs granted to employees who, on the grant date, own more than 10% of the combined voting
power of all classes of stock of the Company).

Subject to the terms of the agreement evidencing an option grant, options and SARs may be exercised during the
six-month period after the optionee retires, during the one-year period after the optionee’s termination of service due to
death or permanent disability, and during the 90-day period after the optionee’s termination of employment without
cause (but in no case later than the termination date of the option). Each option or SAR that remains unexercisable at
the time of termination shall be terminated at the time of termination. The agreements evidencing the grant of an
option may, in the discretion of the Committee, set forth additional or different terms and conditions applicable to

such option upon a termination or change in status of the employment or service of the option holder. All SARs may
be settled in cash or shares of the Company’s stock and shall be counted against the number of shares available for
award under the 2016 Stock Incentive Plan only to the extent shares are issued upon settlement of the SARs.

Restricted Shares, Restricted Share Units, Unrestricted Shares, and Deferred Share Units. Under the 2016 Stock
Incentive Plan, the Committee may grant restricted shares that are forfeitable until certain vesting requirements are
met, may grant restricted share units which represent the right to receive shares of common stock after certain vesting
requirements are met, and may grant unrestricted shares as to which the Participant’s interest is immediately vested.
For restricted Awards, the 2016 Stock Incentive Plan provides the Committee with discretion to determine the terms
and conditions under which a Participant’s interests in such Awards becomes vested. The 2016 Stock Incentive Plan
provides for deferred share units in order to permit certain directors, consultants, members of a select group of
management or highly compensated employees to defer their receipt of compensation payable in cash or shares of
common stock (including shares that would otherwise be issued upon the vesting of restricted shares and restricted
share units). Deferred share units represent a future right to receive shares of common stock.
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Whenever shares of common stock are delivered pursuant to these Awards, the Participant will be entitled to receive
additional shares of common stock equal to the sum of (i) any stock dividends that the Company’s shareholders
received between the grant date of the Award and issuance or release of the shares of common stock and (ii) a number
of additional shares of common stock equal to the shares of common stock that the Participant could have purchased
at Fair Market Value on the payment date of any cash dividends for shares of common stock if the Participant had
received such cash dividends between its grant date and its settlement date.

Performance Awards. The 2016 Stock Incentive Plan authorizes the Committee to grant performance-based awards in
the form of Performance Units that the Committee may or may not designate as “Performance Compensation Awards”
that are intended to be exempt from Code section 162(m) limitations. In either case, Performance

Awards vest and become payable based upon the achievement, within the specified period of time, of performance
objectives applicable to the individual, the Company or any affiliate. Performance Awards are payable in shares of
common stock, cash or some combination of the two; subject to an individual Participant limit of, during any period of
three calendar years, no more than ten percent (10%) of the total number of shares reserved for Awards under the

2016 Stock Incentive Plan as of the first day of such three-year period (or, for Performance Units to be settled in cash,
U.S. $6,000,000). The Committee decides the length of performance periods, but the periods may not be less than one
fiscal year of the Company.

With respect to Performance Compensation Awards, the 2016 Stock Incentive Plan requires that the Committee
specify in writing the performance period to which the Award relates, and an objective formula by which to measure
whether and the extent to which the Award is earned on the basis of the level of performance achieved with respect to
one or more performance measures. Once established for a performance period, the performance measures and
performance formula applicable to the Award may not be amended or modified in a manner that would cause the
compensation payable under the Award to fail to constitute performance-based compensation under Code section
162(m).

Under the 2016 Stock Incentive Plan, the possible performance measures for Performance Compensation Awards
include, but are not limited to: basic, diluted or adjusted earnings per share; sales or revenue; earnings before interest,
taxes and other adjustments (in total or on a per share basis); basic or adjusted net income; return on equity, assets,
capital, operating revenue or similar measure; economic value added; working capital; total shareholder return; and
new product introductions or market share improvement; research; licensing; litigation; human resources; information
services; strategic mergers or acquisitions; and sales of assets of affiliates or business units. Each measure will be, to
the extent applicable, determined in accordance with generally accepted accounting principles as consistently applied
by the Company (or such other standard applied by the Committee) and, if so determined by the Committee, and in
the case of a Performance Compensation Award, to the extent permitted under Code section 162(m), adjusted to omit
the effects of extraordinary items, gain or loss on the disposal of a business segment, unusual or infrequently
occurring events and transactions and cumulative effects of changes in accounting principles. Performance measures
may vary from performance period to performance period, and from Participant to Participant, and may be established
on a stand-alone basis, in tandem or in the alternative.
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Forfeiture

Unless otherwise provided in an agreement granting an Award, the Company has the following recourse against a
Participant who does not comply with certain employment-related covenants, either during or after employment: the
Company may terminate any outstanding, unexercised, unexpired, unpaid, or deferred Awards, rescind any exercise,
payment or delivery pursuant to the Award, or recapture any common stock (whether restricted or unrestricted) or
proceeds from the Participant’s sale of shares issued pursuant to the Award. Essentially the same recoupment rights are
available to the Company with respect to Awards that are granted, vested, or settled during certain periods affected by
a Participant’s fraud or misconduct, or a financial restatement.
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Income Tax Withholding

As a condition for the issuance of shares pursuant to Awards, the 2016 Stock Incentive Plan requires satisfaction of
any applicable federal, state, local, or foreign withholding tax obligations that may arise in connection with the award
or the issuance of shares.

Transferability

Awards may not be sold, pledged, assigned, hypothecated, transferred or disposed of other than by will or the laws of
descent and distribution, except to the extent the Committee permits lifetime transfers in the form of Non-ISOs,
Share-settled SARs, Restricted Shares, or Performance Shares to charitable institutions, certain family members or
related trusts, or as otherwise approved by the Committee.

Term of the 2016 Stock Incentive Plan; Amendments or Termination

The term of the 2016 Stock Incentive Plan is ten years from the date of adoption by the Board. The Board may from
time to time, amend, alter, suspend, discontinue or terminate the 2016 Stock Incentive Plan; provided that no
amendment, suspension or termination of the 2016 Stock Incentive Plan shall materially and adversely affect Awards
already granted. Furthermore, neither the Company nor the Committee shall, without shareholder approval, allow for a
repricing within the meaning of the federal securities laws applicable to proxy statement disclosures. In addition, the
Committee may not cancel an outstanding Option whose exercise price is greater than Fair Market Value at the time
of cancellation for the purpose of reissuing the Option to the participant at a lower exercise price or granting a
replacement award of a different type. Notwithstanding the foregoing, the Committee may amend the 2016 Stock
Incentive Plan to comply with changes in tax or securities laws or regulations, or in the interpretation thereof.

Expected Tax Consequences

The following is a brief summary of certain tax consequences of certain transactions under the 2016 Stock Incentive
Plan. This summary is not intended to be complete and does not describe state or local tax consequences.

U.S. Federal Income Tax Consequences
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Under the United States Internal Revenue Code, the Company will generally be entitled to a deduction for federal
income tax purposes at the same time and in the same amount as the ordinary income that Participants recognize
pursuant to Awards (subject to the Participant’s overall compensation being reasonable, and to the discussion below
with respect to Code section 162(m)). For Participants, the expected U.S. federal income tax consequences of Awards
are as follows:

Non-ISOs. A Participant will not recognize income at the time a Non-ISO is granted. At the time a Non-ISO is
exercised, the Participant will recognize ordinary income in an amount equal to the excess of (a) the fair market value
of the shares of common stock issued to the Participant on the exercise date, over (b) the exercise price paid for the
shares. At the time of sale of shares acquired pursuant to the exercise of a Non-ISO, the appreciation (or depreciation)
in value of the shares after the date of exercise will be treated either as short-term or long-term capital gain (or loss)
depending on how long the shares have been held.

ISOs. A Participant will not recognize income upon the grant of an ISO. There are generally no tax consequences to
the Participant upon exercise of an ISO (except the amount by which the fair market value of the shares at the time of
exercise exceeds the option exercise price is a tax preference item possibly giving rise to an alternative minimum tax).
If the shares of common stock are not disposed of within two years from the date the ISO was granted or within one
year after the ISO was exercised, any gain realized upon the subsequent disposition of the shares will be characterized
as long-term capital gain and any loss will be characterized as long-term capital loss. If both of these holding period
requirements are not met, then a “disqualifying disposition” occurs and (a) the Participant recognizes ordinary income
gain in the amount by which the fair market value of the shares at the time of exercise exceeded the exercise price for
the ISO and (b) any remaining amount realized on disposition (except for certain “wash” sales, gifts or sales to related
persons) will be characterized as capital gain or loss.
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Share Appreciation Rights. A Participant to whom a SAR is granted will not recognize income at the time of grant of
the SAR. Upon exercise of a SAR, the Participant must recognize taxable compensation income in an amount equal to
the value of any cash or shares of common stock that the Participant receives.

Restricted Shares, Restricted Share Units, Defined Share Units, and Performance Awards. In general, a Participant
will not recognize income at the time of grant of restricted shares, restricted share units, defined share units or
Performance Awards, unless the Participant elects with respect to restricted shares or restricted share units to
accelerate income taxation to the date of the Award. In this event, a Participant would recognize ordinary income
equal to the excess of the market value of the restricted shares over any amount the Participant pays for them (in
which case subsequent gain or loss would be capital in nature). In the absence of an election to accelerate income
taxation to the date of an Award, a Participant must recognize taxable compensation income equal to the value of any
cash or shares of common stock that the Participant receives when the Award vests. The same tax consequences apply
to Performance Awards.

Unrestricted Shares. A Participant will recognize income at the time of grant of unrestricted shares, in an amount
equal to the excess of the market value of the unrestricted shares over any amount the Participant pays for them (in
which case subsequent gain or loss would be capital in nature).

Special Tax Provisions. Under certain circumstances, the accelerated vesting, cash-out or accelerated lapse of
restrictions on Awards in connection with a change in control of the Company might be deemed an “excess parachute
payment” for purposes of the golden parachute tax provisions of Code section 280G, and the Participant may be subject
to a 20% excise tax and the Company may be denied a tax deduction. Furthermore, the Company may not be able to
deduct the aggregate compensation in excess of $1,000,000 attributable to Awards that are not “performance-based”
within the meaning of Code section 162(m) in certain circumstances.

Income Taxes and Deferred Compensation. The 2016 Stock Incentive Plan provides that participants are solely
responsible and liable for the satisfaction of all taxes and penalties that may arise in connection with Awards
(including any taxes arising under Section 409A of the Code), and that the Company will not have any obligation to
indemnify or otherwise hold any Participant harmless from any or all of such taxes. Nevertheless, the 2016 Stock
Incentive Plan authorizes the Committee to organize any deferral program, to require deferral election forms, and to
grant or to unilaterally modify any Award in a manner that (i) conforms with the requirements of Section 409A of the
Code, (ii) that voids any Participant election to the extent it would violate Section 409A of the Code, and (iii) for any
distribution election that would violate Section 409A of the Code, to make distributions pursuant to the Award at the
earliest to occur of a distribution event that is allowable under Section 409A of the Code or any distribution event that
is both allowable under Section 409A of the Code and is elected by the Participant, with the Committee’s consent, in
accordance with Section 409A.
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General Tax Law Considerations. The preceding paragraphs are intended to be merely a summary of certain important
tax law consequences concerning a grant of options under the 2016 Stock Incentive Plan and the disposition of shares
issued thereunder in existence as of the date of this Proxy Statement. Special rules may apply to the Company’s
officers, directors or greater than ten percent shareholders. Participants in the 2016 Stock Incentive Plan should review
the current tax treatment with their individual tax advisors at the time of grant, exercise or any other transaction
relating to an Award or the underlying shares.

New Plan Benefits

The Committee will grant Awards under the 2016 Stock Incentive Plan at its discretion. Consequently, it is not
possible to determine at this time the amount or dollar value of Awards to be provided under the 2016 Stock Incentive
Plan, other than to note that the Committee has not granted Awards that are contingent upon the approval of the 2016
Stock Incentive Plan.
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Vote Required

Proposal 3, which provides for the issuance of 4,000,000 shares of the Company’s Common Stock under the 2016
Stock Incentive Plan will be approved if a majority of the total votes properly cast in person or by proxy at the Annual
Meeting by the holders of Common Stock vote “FOR” the proposal. Abstentions and broker non-votes will have no
effect on the result of the vote.

Unless marked to the contrary, the shares represented by the enclosed proxy card will be voted “FOR” the 2016 Stock
Incentive Plan.

Recommendation of the Board

The Board unanimously recommends that you vote all of your shares “FOR” the approval of the 2016 Stock Incentive
Plan as described in this Proposal 3.

SECURITY OWNERSHIP

Except as otherwise indicated below, the following table sets forth certain information regarding beneficial ownership
of our common stock as of the Record Date by (1) each of our current directors and nominees; (2) each of the named
executive officers listed in the Summary Compensation Table located below in the section entitled “Executive
Compensation”; (3) each person known to us to be the beneficial owner of more than 5% of the outstanding shares of
our common stock based upon Schedules 13G or 13D filed with the Securities and Exchange Commission; and (4) all
of our directors and executive officers as a group. As of the Record Date, there were 6,775,971 shares of our common
stock outstanding.

Beneficial ownership is determined in accordance with the rules of the Securities and Exchange Commission and
includes voting or investment power with respect to the securities. Common stock subject to options or warrants that
are currently exercisable or exercisable within 60 days of the Record Date are deemed to be outstanding and to be
beneficially owned by the person or group holding such options or warrants for the purpose of computing the
percentage ownership of such person or group, but are not treated as outstanding for the purpose of computing the
percentage ownership of any other person or group. Unless otherwise indicated by footnote, to our knowledge, the
persons named in the table have sole voting and sole investment power with respect to all common stock shown as
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beneficially owned by them, subject to applicable community property laws. The table below is based upon
information supplied by officers, directors and principal shareholders, Schedules 13D and 13G and Forms 3 and 4
filed with the Securities and Exchange Commission as of the Record Date. Unless otherwise indicated below, the
address of each beneficial owner listed below is c/o Digital Power Corporation, 48430 Lakeview Blvd, Fremont,

California 94538.

Name and address of beneficial owner

Philou Ventures, LLC P.O. Box 3587
Tustin, CA 92705

Amos Kohn

Uri Friedlander

Robert Smith, 5148 Felter Rd. San Jose,
CA 95132

Moti Rosenberg, 1 Brosh Street Kfar Saba
4438240 Israel

Barry W. Blank, P.O. Box 32056,
Phoenix, AZ 85064

All directors and executive officers as a group

19

Number of Approximate

shares

percent of
beneficially
owned class

2,715,610 (1) 40.07%

424,749 2) 6.27%

5,000 (3) *
17,500 (4) *
2,500 (5) *

419,900 6.20%

449,749 (6) 6.64%
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* Less than one percent.

Philou Ventures, LLC, a Wyoming limited liability company, is a private holding company managed by Kristine L.

Ault. Ms. Ault retains sole voting and investment power on behalf of Philou Ventures.

Represents (a) options to purchase 385,000 shares of common stock that are currently exercisable or exercisable

(2) within 60 days of November 3, 2016 and (b) 39,749 shares of common stock held on behalf of Mr. Kohn by a
brokerage firm.

(3)Represents options to purchase 5,000 shares of common stock that are currently exercisable or exercisable within
60 days of November 3, 2016.

( 4)Represents options to purchase 17,500 shares of common stock that are currently exercisable or exercisable within
60 days of November 3, 2016.

( 5)Represents options to purchase 2,500 shares of common stock that are currently exercisable or exercisable within
60 days of November 3, 2016.

(6)See Notes (2) — (5) above.

ey

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires our executive officers and directors and persons who own more than ten
percent of a registered class of our equity securities to file an initial report of ownership on Form 3 and changes in
ownership on Form 4 or Form 5 with the SEC. Executive officers, directors and 10% shareholders are also required
by SEC rules to furnish us with copies of all Section 16(a) forms they file. Based solely upon our review of Forms 3,
4 and 5 received by us, or written representations from certain reporting persons, we believe that during the year
ended December 31, 2015, all such filing requirements applicable to our officers, directors and ten percent
shareholders were fulfilled apart from Mr. Uri Friedlander who was late in filing his Form 3 in October 2015 reporting
his appointment as an Officer in the Company and his Form 4 in October 2015 reporting a grant of 20,000 stock
options in the Company.:

EXECUTIVE COMPENSATION

Summary Compensation Table

The following Summary Compensation Table sets forth all compensation earned in all capacities for the fiscal years
ended December 31, 2015 and 2014 by our (i) Chief Executive Officer and (ii) executive officers, other than the Chief
Executive Officer, whose salaries for the 2015 fiscal year, as determined by Regulation S-K, Item 402, exceeded
$100,000 (the individuals falling within categories (i) and (ii) are collectively referred to as the “Named Executive
Officers”).
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SUMMARY COMPENSATION TABLE

Name and

Principal Position

Amos Kohn
Chief Executive
Officer (2)
William Hultzman
Former Vice

President of

Finance (3)

20

Salary

Year )

2015 $215,118
2014 $202,458

2015 $112,375

2014 $120,125

Bonus

&)

Stock Option

AwardsAwards

&)

C)IC))

$120,184
$75,031

$11,855

$16,