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CFR 230.425)

|1 Soliciting material pursuant to Rule 14a-2 under the Exchange Act (17 CFR
240.14a-2)
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Section 1 - Registrant's Business and Operations
Item 1.01 Entry into a Material Definitive Agreement.

On March 22, 2005, the Registrant's Audit Committee and its full Board of
Directors authorized the Registrant's Databit, Inc. subsidiary to enter into a
loan agreement with Shlomie Morgenstern (the "Lender"), providing for Databit to
request advances of up to $500,000 on or before July 31, 2005. The advances
would be used to enable Databit to finance the purchase of inventory for sale to
customers. The agreement contemplates an initial advance of $250,000, which was
drawn down on March 22, 2005. Additional drawdowns are subject to the consent of



Edgar Filing: DATA SYSTEMS & SOFTWARE INC - Form 8-K

the Lender at the time of the drawdown request. Databit's obligation to pay the
principal of and interest on any and all advances is evidenced by a revolving
note payable to Shlomie Morgenstern.

Advances bear interest at a floating rate equal to the prime rate as
published in The Wall Street Journal, plus 3%. Interest is payable with the
repayment of the principal of the advance. Advances are due 30 days after
drawdown, which due date may be extended, at the option of Databit for up to an
additional 60 days. All principal of and interest on any advances must be repaid
on or before the final maturity date of August 31, 2005. Databit's obligations
under the note are secured by a security interest on Databit's accounts
receivable and inventory and a guarantee by Data Systems & Software Inc.

Shlomie Morgenstern is the President of Databit and is Vice President
—-Operations of the Registrant. Shlomie Morgenstern is the son of George
Morgenstern, Chairman, President and Chief Executive Officer of the Registrant.
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