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FORWARD-LOOKI NG STATEMENTS AND IN DUSTRY DATA

This Annual Report contains forwaldoking statements that involve risks and uncertainties, as well as assumptions 1
they materialie or prove incorrect, could cause the results of CEVA to differ materially from those expressed or implied by ¢
forward-looking statements and assumptioidl. statements other than statements of historical fact are statements that could |
deemed fawvard-looking statements. Forwatdoking statements are generally written in the future tense and/or are preceded
words such as fAwill, o fimay, 6 Ashould, 06 Acoul d, 0 # elarpverds!
Forwardlooking statements include the following:

A Our belief that there is an industry shift towards licensing DSP technology from third party IP providers as opposec
developing it inhouse

A Ou belief that the growing demand foighly integrated, licensable application platforms incorporating DSP cores an
the necessary hardware and softwailedrive demand for our technology

A Our belief thathe handsets market, including the penetration of handsets in rural sitessncbhina, the increasing
market share of Smartphones and the trend towards 3G/3G+ capabilities in handsets, presents significant growth
opportunities for CEVA

A Our belief thathe full scale migration to our DSP cores and technologies inahésets markétas not been fully realizec
and continues to progress

A Our belief thafTexas Instrumenés a n n o uaf its @terd o exit the merchant baseband market, hiséoricallybeing
the largest player in this space, is a strongtpesdriver for ou future market share expansion;

A Our belief that our research and development expenses may increase in the future to keep pace with new trends il
industry;

A Our belief that ounew mobile multimedia platformend CEVA-HD-Audio technology mayncrease our future royalty
potential

A Our anticipation that our current cash on hafyrttermdeposits and marketable securities, along with cash from
operations, will provide sufficient capital to fund our openadifor at least the next 12 months; and

A Our belief that changes in interest rates within our investment portfolio will not have a material affect on our
position on an annual or quarterly basis.

Forwardlooking statements are not guared of future performance and involve risks and uncertainflége forward
looking statements contained in this report are based on information that is currently available to us and expectasum@itha
that we deem reasonable at the time theestanhts were madewWe do not undertake any obligation to update any fori@oiling
statements in this report or in any of our other communications, except as required b&lllauch forwardlooking statements
should be read as of the time the statemevdre made and with the recognition that these forleoking statements may not be
complete or accurate at a later date.

Many factors may cause actual results to differ materially from those expressed or implied by theltmkagdstatements
contaired in this report. These factors include, but are not limited to, those risks set forth in Iltem 1A: Risk Factors.

This report contains market data prepared by third parties, including Gartner|nfocma Telecoms & MediaABI

ResearchandiSupply. Actual market results may differ from the projections of such organizations. This report includes trademark
and registered trademarks of CEVA. Products or service names of other companies mentioned in this Annual Report g0 Form 1

may be trademarks orgistered trademarks of their respective owners.



PART |

ITEM 1. BUSINESS
Company Overview

Headquartered in San Jose, California, CEVA is a leading licenssitiaan intellectual property $IP) primarily for the
handsets, portable multimedia and consuehectronics marketsFor morethan fifteen yearsCEVA has been licensing portfolio of
DSP cores, subsystems and platforms to leading, semicondunctoriginal equipment manufacturer (OEM) companies worldwide.
These technologies include:

1 a family of programmable Digital Signal Processor (DSfreswith a range of cost, powefficiency and
performance points

1 DSPbased subsystems (the essential hardware components integrated with the DSP core to formaam-&yspem
(SoC) design)and

1 aportfolio of applicationspecificplatforms, including video, audi®joice over Internet Protocols (VolPBluetooth
andSerial Advanced Technology AttachméBATA).

In 2008, analyst firmGar t ner | nc. reported DSEmakétatl®mhare of the | ice

Our technology islicensedto leading semiconductoand OEM companies throughout the worldThese companies
incorporate our IP into applicatesmipeci fi ¢ i ntegrated cispeicti $§i cNASh@say dampd o
they manufacture, mket and sell toconsumerelectronic companies Our IP is primarily deployed in high volume markets,
including handset¢e.g. GSM/GPRS/EDGE/WCDMA/LTE/WiMax, CDMA and TI3SCDMA), portable multimedia (e.g. portable
video playersMobileTVs, personal navigan devicesand MP3/MP4 players home entertainment (e.BVD/blu-ray playersset
top boxes and digital TYsgame consoles (portable and home systestejage (e.g. hard disk drivesid Solid Storage Devices
(SSD) and telecommunication devicgsg.residential gateways, femtocells, VolP phoaed network infrastructuye

Our revenue mix containgrimarily IP licensing feesper unitand prepaidoyalties andother revenues Other revenues
include revenues from support, training and sale of developsgstems.We have built a strong network of licensiogstomeravho
rely on our technoldgst o depl oy their silicon solutions. Qur technol o
consumer electronicand semiconductorcompanis, including Broadcom,Ericsson, Freescale,Infineon, InterDigital, Intersil,
Marvell, Mediatek, MindspeedNXP, RadioFrame NetworksRenesas, Samsung, Shagmlomon SystechSony, SpreadtrunmST
Wireless,STMicroelectronicsSunplus,Thomson VIA Telecomand Zoran.

INn208B,CEV A6 s | shippedB03 railkos CEVA-powered chipsetargeted fora wide range of diverse end markets, an
increase oB6% over2007shipments o227 million chipsets. To date, oveonebillion CEVA-powered chipsets have been dgpld
by the worl dds top cons uASeS Anmi @asidDelh Fujitst, Haidr, inate, dengvo, LG Eldctorids,n g
Nintendo, NokiaPalm, Panasonic, Philips, Pioneer, Samsung, Sharp, Sony, Sony Ericsson, diodHAiba.

CEVA was create through the combination of the DSP IP licensing division of B3Po u p , Il nc. (ADSPG
Technol ogies pl c (AP aWethave evélB0empioyedsaveriewide emth res€ai?2and development facilities
in Israel, Ireland and the Wed Kingdom, and sales and support offices throughout Asia Pacific (ABAGan, Swedensrael and
the United States.

CEVA is traded on botNASDAQ Global Marke{CEVA) and the London Stock Exchange (CVA).
Industry Background
Digital Signal ProcessofDSP) Cores

Digital Signal Processsrcontinue to be one of the fastegbwing sectors of the semiconductor industry. DSP is
fundamental to albroadbanccommunication (wirelesandwired), as well adigital multimedia processing(g. voiceaudio, video
andimage). DSP converts an analog sigfsalch as the human voicg music)into digital form Suchdigital form then permits
features such as voice, video, audio and data compression (a mandatory feature for saving memory space and allowisgamore us
share the scarce frequency band in wireless or wired communication), as well as audio and video enhancements for devices
DVDs, digital TVs and MP3 players



Design Gap

The demand fohigh end and ultréow-cost (ULC) handsets, mobile multimedia dms and home entertainment equipments
has grown substantially in recent yeafss consumers demand electronic products with more connectivity, portability and capability,
semiconductor manufacturers face ever growing presson@ake smaller, featunméch integrated circuits that are more reliable, less
expensive and have greater performance, all in the face of decreasing product lifecycles and constrained batteky/hilewer.
semiconductomanufacturing processes have advanced significantly to allelsdastial increase in the number of circuits placed on
a single chip, resourcder design capabilities have not kept pace with the advancesamufacturing processegesulting in a
gowi ng fidesi gn ingreaping mhnefaciuring poteritidi ahe constrained design capabilities.

CEVA Business

CEVA addresses the requirements of the hasdpettablemultimedia and home entertainment markets by designing and
licensing programmable DSP cores, Dis#sed subsystems, applicatigpecific platformsandarange of software components which
enable the rapid design of D®Rsecchipsetor applicationspecific solutions for developing a wide variety of applications.

Given the fdesi ghe copplexityand thes unique skill sed required t@vélop a DSP core, many
semiconductor design and manufacturing companies increasingly cholicenseproven intellectual property, such as processor
cores €.g. DSPs)and memory and applicatieapecific platformsfrom silicon intellectual property $IP) companiedike CEVA
rather than develop thosechnologies irhouse. In addition, ith more complex designs and stesrtime to marketit is no longer
cost efficient and becomg progressively more difficult for most semiconductor compatoedevelopthe software, such as video,
audio and VolP, required for their D&fased applications. As a result, in addition to licensing DSP cores, companies increasingly
seek to license applicatiespecific software and hardware from third parties such as CE\&Ahord-party community of developers,
such as CEVAnepartyneBerd. Ad6s t hird

Our IP Business Model

Our objective idor our CEVA DSP core$o become the DSBf-choice in the embedded DSP market. To enable this goal,
we havelicensedand continue tdicense on a worldwide basis semiconductor and OEM companies that design, manufacture and
source CEVAbased solutionthat arecombined with their own differentiating technology. We believe our business model offers us
some key advantage®y not foctsing on manufacturing or selling silicon products, we are free to widely license our technology and
free to focus most of our resources on research and develophig®P technologies. By choosing to license the programmable DSP
core, manufacturers cantaeve the advantage of creating their own differentiated solutions and develop their own unique produc
roadmaps. Through our licensimdforts we have established a worldwide community developing ClB®#ed solutions, and
therefore we can leverage thetrengths, customer relationships, proprietary technology advantages and existing sales and marketi
infrastructure. In addition, as our intellectual property is widely licensed and deployed, system OEM companies can obtain CEVA
basedchipsetdrom a wide range of suppliers, thus reducing dependence on any one sapghiestering price competitigrboth of
which helpto contain tle cost of CEVAbased products.

We operate a licensing amper unitroyalty business model. We typically charge a liceresefér access to our technology
and a royalty fee for each unit of silicon which incorporates our technology. License fees are invoiced in accordagceedith
upon contractualerms. Royalties are reported and invoiced one quarter in arrears andllgearetbased ora fixed unit rateor a
percentage of the sgeicefor the CEVAbased silicon product.

Strategy

We believe there is a growing demand for high performance and low power DSP and apgmetiio platforms
incorporating DSP cores and #le necessary hardware and software for target applications. We believe the growth in the demand ft
these platforms will drive demand for our technology. As CEVA offers expertise developing these complete solutions ém afnumb
key growth marketsnicluding handsets, video, audio, Bluetoatid storage, we believe we are well positioned to take full advantage
of this industry shift. To capitalize on this industry shifiye intend to:

1 continue to develop and enhance our range of DSP cores and &skeualeasystemd we seek to enhance our existing
family of DSP cores and DSIFased subsystems with additional features, performance and capabilities;

1 continue to develop and enhance our range of complete and highly integrated platform sblutienistendto continue
developing our integrated IP solutions which combine applicapmtific software and dedicated logisuch as video,
audio and VolR built around our DSP cores, and delivered to our licensing partners as a complete and verified syste
soluion;



1 capitalize on our relationships and leadershipve seek to expand our worldwide community of semiconductor and
OEM licensees who are developing CEdAsed solutions; and

1 capitalize on our IP licensing and royalty business méda&le seek to maximizéhe advantages of our IP model which
we believe is the best vehicle for a pervasive adoption of our techraabgllows us téocus our resources on research
and development of new licensable technologies and applications.

Products

We are the leadingdéensor ofSIP platform solutions anddSP coredo the semiconductor industry. We offer a family of
programmable DSP cores, associated subsystems and a portfolio of appfipatidicplatforms including multimedia, audio, VolP,
Bluetooth and SATA

CEVADSP Cores

We market a family of synthesizablerogrammable DSP cores, each delivering a different balance of performance, power
dissipation and costherebyallowing customers to select a DSP core ideally suitedheir target application. The abjlito match
processing power to the applicationaiscrucialconsideration when designers select a DSP supplier. Our famihSBfcores is
largely software compatible, meaning that software from one core can be applied to apotharhich significantly reduces
investment in code development, tools and desiggineetraining.

We deliver our DSP cores in the form of a hardware description language definition (known as a soft core or a synthesiza
core). All CEVA DSP cores can be manufactured on amycpss using any physical library, and all are accompanied by a complete
set of tools and an integrated development environmAntextensive thireparty network supports CEVA DSP cores with a wide
range of complementing software and platforms. In amfuitive provide development platformsgftware development kitand
software debug tools, which facilitate system design, debug and software development.

CEVA DSPhased Subsystems

Designers today face escalating design costs and shrinking design timélimdarther reduce the cost, complexity and
associated rislof bringing products to market, CEVA has developed a range oflizSPd subsystems which combine selected
hardware peripheralsvhich are essential to designers deploying CEVA DSP covitls sotware modules and chip design®ur
subsystems contain a collection of peripherals, such ashipndata and program memory controllehggh performanceDMA
controller, Buffered Time Division Multiplexing Port (BTDMP), highroughput Host Processor Irfiece (HPI) and power
management uni{lPMU). These hardware subsystems are designeelsdy integratento existing SoCs, providing standard
protocols and interfaces, such as AHB and APB bridges forBISB efficient communications.

CEVA ApplicatiorSpecific Platforms

CEVA applicationspecific platforms are a family of complete system solutions for a range of applicatibhsse
applicationspecific platforms fundamentally reduce the complexity, cost of ownership andotimarket for products develed
utilizing the platforms. Platforms typically integrate a CEVA DSP core, hardware subsystem and applgidit (e.g. video
processing) softwareOur family of platforms spans multimedia (audio, videwimage)andvoice (VolP) We also offer @tforms
solution forBluetooth and higlspeed serial communications (SATA

Customers

We have licensed our DSP cores, D&R3ed subsystems and applicatspecific platformso leading semiconductand
OEM companies throughout the worldlhese companiemcorporate our IP into applicatiespecific chipsetsor customdesigned
chipsetsthat they manufacture, market and sellcansumerelectronic companies We also license our DSP cores, Digésed
subsystems and applicatigpecific platformsto OEMs diretly. Included among our licensees are the following customers
Broadcom EricssonFreescalelnfineon, InterDigital, Intersil,Marvell, Mediatek, Mindspeed\XP, RadioFrame Networkfenesas,
Samsung, ShargSolomon SystechSony, SpreadtrumST Wireless, STMicroelectronics,Sunplus, Thomson VIA Telecom and
Zoran The majority of our licenses have royalty components, of wRitltustomersvere shippingproducts incorporating our
technologiesat the end o008 Of these 2¢tustomers21 were under peunit royalty arrangements arsik were under prepaid
royalty arrangements.One customer accounted f&0% of our total revenue$or 2008. The identity of our greateahan10%
customers varies from period to peri@hdwe do not believe that we are redally dependent on any one specific customer or any
specific small number of licensees



International Sales and Operations

Customers based in EME (Europed Middle East) and APAC (Asia Pacific) accountied 87% of our total revenues for
2008, 79% for Q07 and64% for2006 Although all of our sales to foreign customers are denominated in United States dollars, we
are subject to risks of conducting business internationally. These risks include fluctuations in exchange rates, wiepgeddd
regubtory requirements, delays resulting from difficulty in obtaining export licenses for certain technology, tariffs, otbes éadr
restrictions and the burden of complying with a variety of foreign lalmgormation on the geographic breakdown of cewvenues
and location of our londjved assets isontained irNote 10to our consolidated financial statements, which appear elsewhere in this
annual report.

Moreover, part of our expenses in Israel and Europe are paid in Israeli currency (NE)rgnahich subjects us to the
risks of foreign currency fluctuations and economic pressiarésose regions Our primary expenses paid in NIS and Euro are
employee salaries. As a result, an increase in the vaNESaind Euro in comparison to the U.S. doltauld increase the cost of our
technology development, research and development expenses and general and administrative ekpemseect against the
increase in value of forecasted foreign currency cash flow resultingdatamies paidn NIS and Ero, we instituted in the second
guarter of 200ya foreign currency cash flow hedging prograwfe hedgeportions of the anticipated payroll ofir Israeliand Irish
employeesienominated in NI@nd Eurofor a period of one to twelve months with forwaartl put optionsontracts There are no
assurances théture hedging transactiomdll successfully mitigate losses caused by currency fluctuations.

Sales and Marketing

We license our technology through a direct sales for8e.of December 312008 we had 20 employees in sales and
marketing. We have sales offices and representatiofisia Pacific (APAQ region Japan, Swedeitsrael and the United States

Maintaining close relationships with our customers and strengthening these relationshipsrardocent strategy. We
typically launch each new DSP core, platform or solution upgrade with a signed license agreement witheactistomer, which
signifies to the market that we are focused on viable applications that meet broad industry negdg. cl®se to our customers
allows us to create a roadmap for the future development of existing cores and application platforms, and helps uatéotla@ticip
next potential applications for the market. We seek to use our customer relationshipseioreeli products in a faster time to
market.

We use a variety of marketing initiatives to stimulate demand and brand awareness in our target frfaeketsnarketing
efforts include contacts with industry analysts, presenting at key industry trade sttbeagnferences and posting information on our
website. Our marketing group runs competitive benchmark analyses to help us maintain our competitive position.

Technical Support

We offer technical support services through our offices in Israel, Ireland PAsific Japan Swederand the United States.
Our technical support services include:

9 assistance with implementation, responding to custapecific inquiries, training and, when and if they become
available, distributing updates and upgrades of ouwlymts;

1 application support, consisting of providing general hardware and software design examplety-usadgoftware
modules and guidelines to our licensees to assist them in using our technology; and

9 design services, consisting of creating custespecific implementations of our DSP cores and application platforms.

We believe that our technical support servicedlaeneango enableour licensees to embed our cores and platforms in their
designs and products. Our technology is highly complex, aimbisophisticated DSP core architecture, integrated circuit designs
and development tools. Effectieeistomer support in helping our customers to implement our solgiatsdeshemto shorten the
time to market for their applications. Our support aigation is made up of experienced engineers and professional support
personnel. We conduct technical training for our licensees and their custparsismeet with therfrom time to timeto track the
implementation of our technology.

Research and Developmnt
Our research and development team is focused on improving and enhancing our existing, podttsis developing new

products to broaden our offeringand market opportunitiesThese efforts are largely driven by current and anticipated customer
needs.



Our research and development and customer technical support teasising of 128 engineersas of December 31, 2008,
work in five development centers located in Israel, Ireland and the United Kingddnis. team consists of engineers who possess
significant experience in developing DSP cores and solutions. In addition, we engage third party contractors with spkitiakzed
required to support our research and developm&r research and development expenses, net of related research wgeaats
approximately $9 million in both 2006 and 2007 af@0 million in 2008

We encourage our research and development personnel to maintain active roles in various international organizations
develop and maintain standards in the electronics @lated industries. This involvement allows us to influence the development of
new standards; keeps us informed as to important new developments regarding standards; and allows us to demonstréiée our exy
to existing and potential customers who alsdipipate in these standardstting bodies.

Competition

The markets in which we operate are intensely competitive. They are subject to rapid change and are significantly affec
by new product introductions. We compete with other suppliers of licdbS&dcores and solutions. We believe that the principal
competitive elements in our field are processor performance, overall system cost, power consumption, flexibility, reltdtoire
availability, design cycle time, ease of implementation, cust@upport, financial strengtthame recognitiomnd reputation.We
believe that we compete effectively in each of these areas, but can offer no assurance that we will have the finaweisl resour
technical expertise, and marketing or support capabitiiesmpete successfully in the future.

The market in which we competare dominated by largefully -integratedsemiconductor companies that have significant
brand recognition, a large installed base and a large network of support and field appliggitierrenWe face direct and indirect
competition from:

1 IP vendors that offer programmable DSP cores;
91 IP vendors of general purpose processors with DSP extensions;

91 internal design groups of large chip companies that develop proprietary DSP solutioes fowthapplicatiorspecific
chipsetsand

I semiconductor companies that offer-tfé-shelf programmable DS¢hipsets

We face direct competition in the DSP core area mainly fiémnisilicon that license DSP cores in addition its
semiconductor business.

In recent years, we also have faced competition from companies that offer microcontroller/microprocessor intellectu
property. These ¢ omp acompetsg fungtionand variotis sapplicatienssucts asdin nfiobile and home
entertainmenproducts These applicationgypically alsoincorporate a programmable DSP that is responsible for communication and
video/audio/voice compression. Recentiyicroprocessorcompanies such as ARC, ARM Holdings, MIPS Technologies and
Tensilica have added@SP extension and make use of it to provide platform solutions in the areas of video and audio.

With respect to certain large potential customers, we also compete with internal engineering teams, which may desi
programmable DSP core productshiouse. Companies such as NXBTMicroelectronicsand Zoran license our designs for some
applications and use their own proprietary cores for other applications. These companies also may choose to liceomgethejr pr
DSP cores to third parties and, as aite®ecome direct competitors.

We also compete indirectly with seveigéneral purposeemiconductor companies, such as Analog Devices and Texas
Instruments. OEMs may prefer to baif-the-shelf general purposehipsetsor DSRbasedapplicationspecific chipsetsfrom these
large, established semiconductor companies rather than punttipsetsrom our licensees.

Aside from the irhouse research and development groups, we do not compete with any individual company across the rar
of our market offerings Within particular market segments, however, we do face competition to a greater or lesser extent from oth
industry participants. For example, in the following specific areas we compete with the companies indicated:

1 in the multimedia markét ARC, Chps & Medig Hantro(acquired by On2)imagination Technologies and Tensilica;

1 inthe serial storage technology afeARM Holdings,Gennum Silicon Image and Synopsys;

1 in VoIP applicationd§ ARM Holdings,MIPS Technologieand Verisilicon and



1 inaudio apficationsi ARC, ARM Holdings,Tensilicaand Verisilicon
Proprietary Rights

Our success and ability to compete are dependent on our ability to develop and maintain the proprietary aspects of
intellectual property and to operate without infringing pineprietary rights of others. We rely on a combination of patent, trademark,
trade secret and copyright laws and contractual restrictions to protect the proprietary aspects of our technology. alThese I
protections afford only limited protection of otgchnology. We also seek to limit disclosure of our intellectual property and trade
secrets by requiring employees and consultants with access to our proprietary information to execute confidentialitysagittemen
us and by restricting access to ouur®@ code and other intellectual property. Due to rapid technological change, we believe that
factors such as the technological and creative skills of our personnel, new product developments and enhancements to exi
products are more important tharesilic legal protections of our technology in establishing and maintaining a technology leadership
position.

We have an active program to protect our proprietary technology thtbedting of patents.Our patents relate to our DSP
cores, DSPhased substems and applicatiespecific platform technologiesAs of December 312008 we hold40 patents in the
United States andevenpatents in theEME (Europeand Middle East) region with expiration dates between 2013 and 2022. In
addition,as of DecembeB1, 2008 we havell patent applications pending in the United State® pending patent application in
Canada, eightending patent applications in tB8E region andhreependingpatent applications in Asia Pacific (APAC).

We actively pursue foreign fent protection in countries where we feel it is prudent to do so. Our policy is to apply for
patents or for other appropriate statutory protection when we develop valuable new or improved technology. The statis of pat
involves complex legal and fael questions, and the breadth of claims allowed is uncertain. Accordingly, there are no assurance
that any patent application filed by us will result in a patent being issued, or that our issued patents, and any tpaisyntsetiesued
in the futurewill afford usadequate protection against competitors with similar technology; nor can we be assured that patents issu
to us will not be infringed or that others will not design around our technolimggddition, the laws of certain countries in whigur
products are or may be developed, manufactured or sold may not protect our products and intellectual property rightago the s
extent as the laws of the United Stat&8e can provide no assurance that our pending patent applications or anyafylications
will be approved or will not be challenged by third parties, that any issued patents will effectively protect our teclondiuagy,
patents held by third parties will not have an adverse effect on our ability to do business.

The semiconductoindustry is characterized by frequent litigation regarding patent and other intellectual property rights.
Questions of infringement in the semiconductor field involve highly technical and subjective analiigasion may in the future be
necessarya enforce our patents and other intellectual property rights, to protect our trade secrets, to determine the validity and sc
of the proprietary rights of others, or to defend against claims of infringement or invalMdéycannot assure you that weuwia be
able to prevail in any such litigation, or be able to devote the financial resources required to bring such litigaticccesséub
conclusion.

In any potential dispute involving our patents or other intellectual property, our licensees collé@me the targets of
litigation. We are generally bound to indemnify licensees under the terms of our license agreétibatggh our indemnification
obligations are generally subject to a maximum amount, these obligations could neverthelesa sesidtantial expensesin
addition to the time and expense required for wus t oproduats e mr
embodying our solutions could be severely disrupted or shut down as a result of litigation.

We also rely on trademark, copyright and trade secret laws to protect our intellectual propertgave applied for the
registration in the United States of our trademark in the name CEVA and the related CEVA logo, and currently market a@sDSP ¢
and oher technology offerings under this trademark

Employees

The table below presents the number of employees of CEVA as of DecemB@08ly function and geographic location.

Number
Total employees 187
Function
Research and development 128



Salesand marketing

20
Technical support 15
Administration 24
Location
Israel 126
Ireland 30
United Kingdom 7
United States 9
Elsewhere 15

Subsequent to ye@nd 2008, we restructured our SATA business activities in Ireland. Aslagksuch restructuring, the
number of Irish employees was reduced to A8.of March 1, 2009, we had a total of 175 employees.

Our employees are not represented by any collective bargaining agreements, and we have never experienced a v
stoppage.We believe our employee relations are good.

A number of our employees are located in Isra@értain provisions of Israeli law and the collective bargaining agreements
between the Histadrut (General Federation of Labor in Israel) and the Coordination BuEsmanomic Organizations (the Israeli
federation of employersé organizations) apply to our | srae

In 2004, we finalized and adopted a new Code of Business Conduct and Ethics regarding the standards of conduct of
directors, officers and erfgyees, and the Code is available on our website at wwwatgwvaom.

Corporate History

Our company was incorporated in Delaware on November 22, 1999 under the name DSP Cores, Inc. We changed our n
to ParthusCeva, Inc. in November 2002 and to CEVA,imBecember 2003

Available Information

Our annual reports on Form-K) quarterly reports on Form 1Q, current reports on Formk and amendments to reports
pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amendediabte,dweé of charge, on our website at
www.cevadsp.com, as soon as reasonably practicable after such reports are electronically filed with the Securities and Excha
Commission and are also availabletoh e S E C06 swww.eeb.gov t e a't

Our website and the information contained therein or connected thereto are not intended to be incorporated into this Ann
Report on Form 1.

ITEM 1A. RISK FACTORS

We caution you that the following important factors, among otherdd @awse our actual future results to differ materially
from those expressed in forwalabking statements made by or on behalf of us in filings with the Securities and Exchange
Commission, press releases, communications with investors and oral stateAmnts. all of our forwardlooking statements in this
annual report, and in any other public statements we make, may turn out to be witmy. can be affected by inaccurate
assumptions we might make or by known or unknown risks and uncertaMtegfactors mentioned in the discussion below will be
important in determining future result&Ve undertake no obligation to publicly update any forwlaaking statements, whether as a
result of new information, future events or otherwidu are advisediowever, to consult any further disclosures we make in our
reports filed with the Securities and Exchange Commission.


http://www.sec.gov/

The markets in which we operate are highly competitive, and as a result we could experience a loss of sales, lower prices and
lower revenue.

The marketdor the products in which our technology is incorporated are highly competitive. Aggressive competition could
result in substantial declines in the prices that we are able to charge for our intellectual property. Many of our rsoampstiteing
to increase their share of the growing DSP market and are reducing their licensing and royalty fees to attract custemers.
following factors may have a significant impact on our competitiveness:

1 microprocessor IP providers, such as ARRM Holdings MIPS Technologies and Tensilica, are offering DSP
extensions to their [P

91 our video solution is softwaseased and competes with hardware implementation offered by companies such as
Hantro (acquired by On2yand companies offeringther software autions, such aslmagination Technologies
Tensilicaand ARC,;

1 ARC is offering a licensing model based on royalty payments specifically for Chinese customers thatitisdive
licensee fees; and

1 SATA IP market is highly standardized with several vendfferiag similar products, leading to pricingressure
for both licensing and royalty revenue.

In addition, we may face increased competition from smaller, niche semiconductor design companies in thedime ref
our customers also may decide to $attheir needs through thouse design. We compete on the basis of processor performance,
overall system cost, power consumption, flexibility, reliability, software availability, design cycle time, ease of imaliement
customer support, name recognitioeputatiorand financial strengthOur inability to compete effectively on these bases could have
a material adverse effect on our business, results of operations and financial condition.

Our quarterly operating results fluctuate from quarter to quarter due to a variety of factors, including our lengthy sales cycle,
and may not be a meaningful indicator of future performance.

In some quarters our operating results could be below the expectations of securities analysts and investors, whicle could c:
our stock price to fall.Factors that may affect our quarterly results of operations in the future include, among other things:

1 the timing of the introduction of new or enhanced technologies by us and our competitors, as well as the mark
acceptance of shdechnologies;

9 the timing and volume of orders and production by our customers, as well as fluctuations in royalty revenue

resulting from fluctuations in unit shipments by our licensaed shifts by our customers from prepaid royalty

arrangements to penit royalty arrangements

the mix of revenues among licensing revenues, per unit and prepaid royalties and service;revenues

our lengthy sales cycle and specifically in the third quarter of any fiscal year during which summer vacations slo\

down decisiormaking processes of our customers in executing contracts;

1 the gain or loss of significant licensegartly due to our dependence on a limited number of customers generating a
significant amount of quarterly revenyes

= =

1 any delay in execution of any antieied licensing arrangement during a particular quarter;

1 delays in the commercialization of end products that incorporate our technology;

9 currency fluctuations of the Euro and NIS versus the U.S. dollar;

91 increased operating expenses and gross margin ftisrisaassociated with the introduction of new or enhanced
technologies;

1 changes in our pricing policies and those of our competitors;

1 restructuring, asseand goodwill impairment and related chargeas well as other accounting changes or

adjustments; and
1 general economic conditions, including tharent globakeconomicslowdown, and its effect on the semiconductor
industry and sales of consumer products into which our technologies are incorporated.

Each of the above factors is difficult to forecast andld harm our business, financial condition and results of operations.

Also, we license our technology to OEM customers for incorporation into their end products for consumer markets, inolligktg ha
and consumer electronics products. The royaltiegemerate are reported by our customers and invoiced by us one quarter in arrears
As a result, our royalty revenues are affected by seasonal buying patterns of consumer products sold by our OEM customers
incorporate our technology and the marketeptance of such ends products supplied by our OEM customers. The fourth quarter in
any given year is usually the strongest quarter for sales by our OEM customers in the consumer markets, and thusatter finst g
any given year is usually the strosgeuarter for royalty revenues as our royalties are reported and invoiced one quarter in arrear:
By contrast, the second quarter in any given year is usually the weakest quarter for us in relation to royalty ndeeveses, this
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general quarterly @ictuation may be impacted by the current global economic slowdown. Specifically, given the decrease in sales
consumer electronics products during Christmas 2008, we can provide no assurance that the first quarter of 2009 widhigeshe s
quarter br our royalty revenues.

We rely significantly on revenue derived from a limited number of customers.

We expect that a limited number of customers, varying in identity from ptripdriod, will account for a substantial
portion of our revenues in any ped. Our five largest customers, varying in identity from petmgeriod, accounted fo49% of
total revenues 2008 53% in 2007and42% in 2006 Our five largest customers paying per unit royalties, varying in identity from
periodto-period, accourtd for 79% of total royalty revenues iR008 68% in 2007and75% in 2006 Moreover, license agreements
for our DSP cores have not historically provided for substantial ongoing license payrS@msicant portions of our anticipated
future revenue, thefore, will likely depend upon our success in attracting new customers or expanding our relationships with existin
customers.Our ability to succeed in these efforts will depend on a variety of factors, including the performance, quality, breadth ar
depth of our current and future products, as well as our sales and marketing Iskdiddition, some of our licensees may decide to
satisfy their needs through-house design and productio®@ur failure to obtain future customer licenses would impedéeuure
revenue growth and could materially harm our business.

We depend on market acceptance of thirgbarty semiconductor intellectual property.

The semiconductor intellectual property (SIP) industry is a relatswgll and emergingndustry Our futue growth will
depend on the level oharketacceptance of our thirgarty licensable intellectual property model, the variety of intellectual property
offerings available on the market, andtift in customer preference away from in house developmeptopftietary DSPs towards
licensing open DSP cores. These trends that would enable our growdhgahe beyond our controlSemiconductor customensay
also choose to adopt a muithip, off-the-shelf chip solution versus licensing or usihighly-integrated chipsetsthat embed our
technologies If the above referencedharket shiftsdo not materialize othird-party SIPdoes not achieve market acceptarmar
business, results of operations and financial condition could be materially harmed.

Because our IP solutions are components of end products, if semiconductor companies and electronic equipment
manufacturers do not incorporate our solutions into their end products or if the end products of our customers do not achieve
market acceptance, we may not bable to generate adequate sales of our products.

We do not sell our IP solutions directly to emsers; we license our technology primarily to semiconductor companies
andelectronic equipment manufacturers, who then incorporate our technology into dinetprihey sell.As a result, we rely on our
customers to incorporate our technology into their end products at the design stagea dongwanyi ncor por at es a
technology into its end product, it becomes significantly more difficult foo sell our technology to thabmpanybecause changing
suppliers involves significant cost, time, effort and risk fordbmpany As a result, we may incur significant expenditures on the
development of a new technology without any assurance thaexiating or potentialcustomes will select our technology for
incorporation intotheir o wn pr oduct and without this Adesign win, o it
Moreover, even aftea customer agrees to incorporate our techgplmto its end products, the design cycle is long and may be
delayed due to factors beyond our contwdhich may result in the end product incorporating our technology notinggitie market
unt il |l ong after t bBuehcustomet. Fromlinitidl praelscti dgsigim w ivalutne prodiction, many factors could
impact the timing and/or amount of sales actually realized from the diesigrhese factors include, but are not limited to, changes in
the competitive position of our technologyy®o cust omersé6 financi al stability, and
customer sMoselbhoeadul, et he current gl obal economi c -thakwqprogessn m
and design cycle.

Further, because we do nmintrol the business practices of our customers, we do not influence the degree to which the
promote our technology or set the prices at which they sell products incorporating our techlgannot assure you that our
customers will devote satisfacyoefforts to promote our IP solutiongn addition, our unit royalties from licenses are dependent upon
the success of our customers in introducing products incorporating our technology and the success of those products in
marketplace. The primary astomers for our products are semiconductor design and manufacturing companies, system OEMs al
electronic equipment manufacturers, particularly in the telecommunications Tiekse industries are highly cyclical and have been
subject to significant ecmmic downturns at various times, particularly in recent perioaduding the current global economic
downturn These downturns are characterized by production overcapacity and reduced revenues, which at times may encoul
semiconductor companies oeetronic product manufacturers to reduce their expenditure on our techndlegy.do not retain our
current customers and continue to attract new customers, our business may be harmed.
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We depend on a limited number of key personnel who would be diffictto replace.

Our success depends to a significant extent upon certain of our key employees and senior marthgdosnbfwhich
could materially harm our busines€ompetition for skilled employees in our field is inten¥¥e cannot assure you thatthe future
we will be successful in attracting and retaining the required personnel

The sales cycle for our IP solutions is lengthy, which makes forecasting of our customer orders and revenues difficult.

The sales cycle for our IP solutions is lengtbjten lasting thredo nine months. Our customers generally conduct
significant technical evaluations, including customer trials, of our technology as well as competing technologies pkirgta ma
purchasing decision. In addition, purchasing decssional s o may be del ayed because of .a ¢
Furthermore, given the current mar ket conditions, w ée arida v e
potential unexpected delays in such a cyckecause of the lengthy sales cyated potential delays, our dependence on a limited
number of customers to generate a significant amount of revenues for a particularapdribeé size of customer orders, if orders
forecasted for a specific customar fa particular period do not occur in that period, our revenues and operating results for tha
particular quarter could suffer. Moreover, a portion of our expenses related to an anticipated order is fixed antbdiffiiide or
change, which may fuwrer impact our operating results for a particular period.

We may dispose of or discontinue existing product lines and technology developments, which may adversely impact our future
results.

On an ongoing basis, we evaluate our various product offeringteelndology developments in order to determine whether
any should be discontinued or, to the extent possible, divested. For example, in connection with our reorganizaticuctumohgest
plans in 2003 and 2005, we ceased manufacturing of our harddBgsand certain nestrategic technology areas. In June 2006,
we divested our GPS technology and related businesBecember 2008, weestructureb ur SATA acti vities
operating expense levels to its overall revenue contributida.cannot guarantee that we have correctly forecasted, or will correctly
forecast in the future, the right product lines and technology developments to dispose or discontinue or that our disigiea tf
or discontinue various investments, produictes and technology developments is prudent if market conditions change. In addition,
there are no assurances that the discontinuance of various product lines will reduce our operating expenses or wilisnot icguse
material charges associatedtiwsuch decision. Furthermore, the discontinuance of existing product lines entails various risks
including the risk that we will not be able to find a purchaser for a product line or the purchase price obtained wibpnat toeat
least the book vak of the net assets for the product line. Other risks include managing the expectations of, and maintaining go
relations with, our customers who previously purchased products from our disposed or discontinued product lines, which col
prevent us fronselling other products to them in the future. We may also incur other significant liabilities and costs associated wit
our disposal or discontinuance of product lines, including employee severance costs and excess facilities costs.

Because our IP solutios are complex, the detection of errors in our products may be delayed, and if we deliver products with
defects, our credibility will be harmed, the sales and market acceptance of our products may decrease and product liability
claims may be made againsts

Our IP solutions are complex and may contain errors, defects and bugs when introduced. If we deliver products with errc
defects or bugs, our credibility and the market acceptance and sales of our products could be significantly harmedoré;tindherm
nature of our products may also delay the detection of any such error or defaatproducts contain errors, defects and bugs, then
we may be required to expend significant capital and resources to alleviate these problems. This couldhedtitaérsion of
technical and other resources from our other development efforts. Any actual or perceived problems or delays may eligo adver
affect our ability to attract or retain customers. Furthermore, the existence of any defects, errone dn failuproducts could lead
to product liability claims or lawsuits against us or against our customers. A successful product liability claim cdtuld resu
substanti al cost and divert management 6 spaatbroeardinancialrconditiordand e s
results of operations.

Our operating results may fluctuate significantly due to the cyclicality of the semiconductor industry or global economy
slowdown, which could adversely affect the market price of our stock.

Our primary operationgre in the semiconductor industry, which is cyclical and subject to rapid technological change anc
evolving industry standards. From time to time, the semiconductor industry has experienced significant downturns suoh ae the
expeaienced during the 2000 and 2001 periotfs.addition, the current general worldwide economic downtuas materially
adversely impaetd the semiconductor industryDownturns in the semiconductor industry are characterized by diminished product
demand, esess customer inventories, accelerated erosion of prices and excess production capacity. These factors could c:
substantial fluctuations in our revenues and in our results of operations. The downturn we experienced during the ROQ0 and 2
periods was and the current downturnn the semiconductor industry may be, severe and prolonged. Also, the failure of the
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semiconductor industry to fully recovéiom the current downturn any future downturns could seriously impact our revenue and
harm our busiess, financial condition and results of operations, which could cause our stock price to decline.

Moreover, the current general worldwide economic downtdue to the credit conditions impacted by the subprime
mortgage turmoil and other factorisas resukd in slower economic activity, concerns about inflation and deflation, decreased
consumer confidence, reduced corporate profits and capital spending, adverse business conditions and liquidity Thaserns
conditions make it extremely difficult for owustomers, our vendors and us to accurately forecast and plan future business activities
andcould causeeducedspending on our products and servicBsrthermore, a significant portion of our technologies is incorporated
in consumer electronics procts. The current general worldwide economic downturndeaseaséc onsumer el ectr o
demandfor productsor resulted ina build up of theircurrentinventory, both of which may causeir customers to slow down their
product shipments, whicim turn would adversely impact our royalty revenuesuriBy challenging economic timesur customers
also may facelonger product design cycles aigbueswith gaining timely access to sufficient credit, which could result in an
impairment of their abity to make timely payments to usf that were to occur, we may be required to increase our allowance for
doubtful accounts and our days sales outstanding would be negatively impabtreéfore, the worldwide economiownturnand
specifically the volality in the semiconductoand consumer electroniésdustry could seriously impact our revenue and harm our
business, financial coittbn and results of operations, which could cause our stock price to decline.

Our success will depend on our ability to sccessfully manage our geographically dispersed operations.

Most of our employees are located in Israel and Irelgkmtordingly, our ability to compete successfully will depend in part
on the ability of a limited number of key executives located in gpbigally dispersed offices to integrate management, address the
needs of our customers and respond to changes in our matkets. are unable to effectively manage and integrate our remote
operations, our business may be materially harmed.

Our operationsin Israel may be adversely affected by instability in the Middle East region.

One of our principal research and development facilities is located in, and our executive officers and some of our directc
are residents of, IsraeAlthough substantially bbf our sales currently are being made to customers outside Israel, we are nonetheles:
directly influenced by the political, economic and military conditions affecting Israel. Any major hostilities invohdabirsriuding
the current conflict with Haas in the West Bankpuld significantly harm our business, operating results and financial condition.

In addition, certain of our officers and employees are currently obligated to perform annual reserve duty in the Isszel Defer
Forces and are subjeat being called to active military duty at any timélthough we have operated effectively under these
requirements since our inception, we cannot predict the effect of these obligations on the company in theuutperations could
be disrupted byhe absence, for a significant period, of one or more of our key officers or key employees due to military service.

Our research and development expenses may increase if the grants we currently receive from the lIsraeli and Irish
governments are reduced or \ithheld.

We currently receive research grants from programs of the Chief Scientist of Israel and under the funding programs
Enterprise Ireland and Invest Northern Irelandle received an aggregate cd5®000 $319000 and 876000 in2008 2007 and
2006, respectively. To be eligible for these grants, we must meet certain development conditions and comply with periodic reportin
obligations. Although we have met such conditions in the past, should we fail to meet such conditions in the futurarciur rese
grants may be repayable, reduced or withheld. The repayment or reduction of such research grants may increase oadresearc
development expenses which in turn may reduce our operating income.

We are exposed to fluctuations in currency exchange ras.

A significant portion of our business is conducted outside the United States. Although most of our revenue is transactec
U.S.dollars, we may be exposed to currency exchange fluctuations in the future as business practices evolve and wetare force
transact business in local currencies. Moreoter,bulkof our expenses in Israel and Europe are paid in Israeli currency (NIS) and
Euro, which subjects us to the risks of foreign currency fluctuations. Our primary expenses paid in NIS and Eomplayree
salaries. Increases in the volatility of the exchange rates of the Euro and the NIS versus the U.S. dollar could have an adverse ef
on the expenses and liabilities that we incur in Euro and NIS when remeasured into U.S. dollars for feportiad purposes. For
example, thedevaluationof the U.S. dollar against the Euro and NIS during the past year had a margin impact on increasing ot
operating expenses for the year 2008 which was offset by other cost saving med3unieg the secod quarter of 2007, we
instituted a foreign cash flow hedging program to minimize the effects of currency fluctuations. However, hedging tramsagtio
not successfully mitigate losses caused by currency fluctuations, and our hedging positions migl be past not exist at all in the
future  We review our monthly expected nthS.dollar denominated expenditure and look to hold equivalertth&ndollar cash
balances to mitigate currency fluctuations. This approach has resulted in a foreign eXosangf $134,000 in 2008, fareign
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exchangeayain of $38,000 in 200@&nda foreign exchange loss of $150,000 in 20@ée expect t@ontinue to experience the effect of
exchange rate currency fluctuatiams an annuahnd quarterly basi

Because we havsignificant international operations, we may be subject to political, economic and other conditions relating to
our international operations that could increase our operating expenses and disrupt our revenues and business.

Approximately 87% of our totalevenues in 200879% in 2007 and 64% in 20Q@ere derived from customers located
outside of the United StatedVe expect that international customers will continue to account for a significant portion of our revenue
for the foreseeable future. As a rdstihe occurrence of any negative international political, economic or geographic events could
result in significant revenue shortfalls. These shortfalls could cause our business, financial condition and resudtsoof dpdre
harmed. Some of thesks of doing business internationally include:

unexpected changes in regulatory requirements;
fluctuations in the exchange rate for th&Slollar;
imposition of tariffs and other barriers and restrictions;
burdens of complying with a variety of foreigans;
political and economic instability; and

changes in diplomatic and trade relationships.

=A =8 =8 -8 -8 -9

If we are unable to meet the changing needs of our enders or to address evolving market demands, our business may be
harmed.

The markets for programmable DSPre&® and application IP are characterized by rapidly changing technology, emerging
markets and new and developing arsr needsand requiring significant expenditure for research and developm@ére. cannot
assure you that we will be able to introducetays and solutions that reflect prevailing industry standards on a timelyrbasisthe
specific technical requirements of our eumgkrs or avoid significant losses due to rapid decreases in market prices of our products, an
our failure to do so may deusly harm our business.

We may seek to expand our business through acquisitions that could result in diversion of resources and extra expenses.

We may pursue acquisitions of businesses, products and technologies, or establish joint venture arrangemdutisré
that could expand our business. We are unable to predict whether or when any other prospective acquisition will be cohegpleted
process of negotiating potential acquisitions or joint ventures, as well as the integration of acquirety atejodtoped businesses,
technologies or products may be prolonged due to unforeseen difficulties and may require a disproportionate amourdwtesir res
and management 6s attention. We cannot a s dtable acqusitiom candidatds, w e
complete acquisitions or integrate acquired businesses or joint ventures with our operations. If we were to make togsacquisi
enter into a joint venture, we may not receive the intended benefits of the acquisjtdrm senture or such an acquisition or joint
venture may not achieve comparable levels of revenues, profitability or productivity as our existing business or othnfemmisaspe
expected. The occurrence of any of these events could harm our busimassiaficondition or results of operations. Future
acquisitions or joint venture may require substantial capital resources, which may require us to seek additional deit or eq
financing.

Future acquisitions or joint venture by us could result in thieviing, any of which could seriously harm our results of
operations or the price of our stock:

T i ssuance of equity securities that would dilute our

1 large onetime write-offs;

9 incurrence of debt and contingdiatbilities;

9 difficulties in the assimilation and integration of operations, personnel, technologies, products and informatiol
systems of the acquired companies;

T diversion of managementdéds attention from other busi

9 contractual disputes;

1 risksof entering geographic and business markets in which we have no or only limited prior experience; and

1 potential loss of key employees of acquired organizations.

We may not be able to adequately protect our intellectual property.

Our success and abilitp tompete depend in large part upon the protection of our proprietary technoldégerely on a
combination of patent, copyright, trademark, trade secret, mask work and other intellectual property rights, confideotedityes
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and licensing arrangeants to establish and protect our proprietary rigfiteese agreements and measures may not be sufficient to
protect our technology from thigarty infringement or to protect us from the claims of othés.a result, we face risks associated
with our patent position, including the potential need to engage in significant legal proceedings to enforce our patents, thg possibi
that the validity or enforceability of our patents may be denied, the possibility that third parties will be able to egapstes
without infringing our patents and the possibility that our products may infringe patent rights of third parties.

Our trade names or trademarks may be registered or utilized by third parties in countries other than those in which we h:
registeredhem, impairing our ability to enter and compete in these markiatgee were forced to change any of our brand names, we
could lose a significant amount of our brand identity.

Our business will suffer if we are sued for infringement of the intellectuaproperty rights of third parties or if we cannot
obtain licenses to these rights on commercially acceptable terms.

We are subject to the risk of adverse claims and litigation alleging infringement of the intellectual property rights.of othe
Thereare alarge number of patents held by others, including our competitors, pertaining to the broad areas in which we are acti
We have not, and cannot reasonably, investigate all such paterds time to time, we have become aware of patents in our
technolgy areas and have sought legal counsel regarding the validity of such patents and their impact on how we operate
business, and we will continue to seek such counsel when appropriate in the foftingement claimsnay require us to enter into
license arrangements or result in protracted and costly litigation, regardless of the merits of theseAtigingzessary licenses may
not be available or, if available, may not be obtainable on commercially reasonable fenrascannot obtain necessaigdnses on
commercially reasonable terms, we may be forced to stop licensing our technology, and our business would be seriously harmed.

Our business depends on our customers and their suppliers obtaining required complementary components.

Some of the rawnaterials, components and subassemblies included in the products manufactured by our OEM customers
obtained from a limited group of supplierSupply disruptions, shortages or termination of any of these sources could have an advers
effect on our busess and results of operations due to the delay or discontinuance of orders for products containing our IP, especi
our DSP cores, until those necessary components are available.

The future growth of our business depends in part on our ability to licese to system OEMs and smatio-medium-sized
semiconductor companies directly and to expand our sales geographically.

Historically, a substantial portion of our licensing revenues has been derived givenyperiod from a relatively small
number of licenses. Because of the substantial license fees we charge, our customers tend to be large semiconductor companie
vertically integrated system OEM$art of our current growth strategy is to broaden the adoption of our products basthaiid
size compnies by offering different versions of our products targeted at these compHnies.are unable to develop and market
effectively our intellectual property through these models, our revenues will continue to be dependent on a smaller number
licenses and a less geographically dispersed pattern of licensees, which could materially harm our business and resultsof operatic

The Israeli tax benefits that we currently receive and the government programs in which we participate require us to meet
certain conditions and may be terminated or reduced in the future, which could increase our tax expenses.

We enjoy certain tax benefits in | sraednd ptare i fcBid rae fliyt
status of our facilities andrpgrams. To maintain our eligibility for these tax benefits, we must continue to meet certain conditions,
relating principally to adherence to the investment program filed with the Investment Center of the Israeli Ministrytiof amdus
Trade and to péavdic reporting obligations. Should we fail to meet such conditions in the future, however, these benefits would b
cancelled and we would be subject to corporate tax in Israel at the standaothterate 0f27% in 2008 and 26% in 200&nd could
be reqiired to refund tax benefits already received. In addition, we cannot assure you that these tax benefits will be cattinued i
future at their current levels or otherwis€he tax benefits under our current investment programs are scheduled tolgrexjiat
The termination or reduction of certain programs and tax benefits (particularly benefits available to us as a resuppfdhed
Enterpriséeand t he A Be n e $tatus efcour Eacilities am proggams) or a requirement to refamdenefits already
received may seriously harm our business, operating results and financial condition.

Our corporate tax rate may increase, which could adversely impact our cash flow, financial condition and results of
operations.

We have significant opations in Israel and the Republic of Ireland and a substantial portion of our taxable income
historically has been generated there. Currently, some of our Israeli and Irish subsidiaries are taxed at rates ysltstantieh
the U.Stax rates. Ahough there is na@urrentexpectation of any changes to Israeli and Irish taxslafmour Israeli and Irish
subsidiaries were no longer to qualify for these lower tax rates or if the applicable tax laws were rescinded or chaypgedtiogr
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results cold be materially adversely affected. In addition, because our Israeli and Irish operations are owned by subsdaliaries of
U.S. parent corporationdistributions to thelU.S. parent corporationand in certain circumstances undistributed income of the
sutsidiaries, may be subject to U.S. éax Moreover, if U.S. or other authorities were to change applicable tax laws or successfully
chall enge the manner iin which our subsidiaries6 prondous a
business, cash flow, financial condition and results of operations could be materially adversely affecteslir taxes on the Irish
interest income may be double taxed both in Ireland and in the U.S. due to U.S. tax regulations and Irisicttarges NOLs to
off-set interest income.

Our cash and cash equivalents and investment portfolio could be adversely affected by the current downturn in the financial
and credit markets.

We invest our cash and cash equivalents in highly liquid invedsnweth original maturities of generally 12 months or less
at the time of purchase and maintain them with reputable major financial institutions. Nonetheless, deposits with shexseskank
the Feder al Deposit | nsur aimisersi@itarlimits m éoteignojumnisdittidns, Dolth@ éxient sushs ur a n
deposits are even insured in such foreign jurisdictions. While we monitor on a systematic basis the cash and castbelaunvatent
in the operating accounts and adjust the balancap@spriate, these balances could be impacted if one or more of the financial
institutions with which we deposit fails or is subject to other adverse conditions in the financial or credit markete. weohdae
experienced no loss of principal or laakaccess to our invested cash or cash equivalents; however, we can provide no assurance the
access to our invested cash and cash equivalents will not be affected if the financial institutions in which we holdodiceash
equivalents fail or the fencial and credit markets continue to worsen. Furthermore, we hold an investment portfolio consisting
principally of corporate bonds and securities and U.S. government and agency secW#iegend, and have the ability, to hold such
investments untitecovery of temporary declines in market value or maturity; however, we can provide no assurance that we will
recover declines in the market value of our investments.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES
Our headquarters are locdte San Jose, California and we have principal offices in Herzeliya, Israel and Dublin, Ireland.
We lease land and buildings for our executive officasd engineering, sales, marketing, administrative and support

operations and design centers. The feitg table summarizes information with respect to the principal facilities leased by us as of
Decembe31, 2008

Area
Location Term Expiration  (Sq. Feet) Principal Activities
San Jose, CA, U.S. 3years 2010 5,250 Headquarters; sales and marketing; suistration
Herzeliya, Israel 4years 2010 27,300 Research and development; administration
Dublin, Ireland 1lyear 2009 2,270 Research and development; administration

Cork, Ireland(*) 25 years 2025 10,000 Research and development

Limerick, Ireland 10 years 2010 4,000 Research and development

Belfast,UK (**) 15years 2019 2,600 Research and development

(*) Break clause in the lease exercisable in 2010
(**) Break clause in the lease exercisable in 2009
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ITEM 3. LEGAL PROCEE DINGS

From time to time, we are involved in litigation relating to claims arising out of our operations in the normal course o
business. We ar e not a party to any |l egal proceedings, the adyv
mateial adverse effect on our results of operations or financial position

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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EXECUTIVE OFFICERS O F THE REGISTRANT

Below are the names, ages and principal recent business experience of ouegengtive officers. All such persons have
been appointed by our board of directors to serve until their successors are elected and qualified or until theirigrzatienres
removal.

Gideon Wertheizerage 52, has served as our Chief Executive Offisince May 2005. Mr. Wertheizer hag years of
experience in the semiconductor and Silicon Intellectual Property (SIP) industries. He previously served as the Exezutive V
President and General Manager of the DSP business unit at CEK@. to joiring CEVA in November 2002, Mr. Wertheizer held
various executive positions at D&Poup, Inc., including such roles as Executive VBtrategic Business Development, Vice
President for Marketing andice Presidenof VLSI design. Mr. Wertheizer holds a @dor electrical engineering froen Gurion
University in Israel and executive MBi#om Bradford University in the United Kingdom.

Yaniv Arieli age40, has served as our Chief Financial Officer since May 20PBor to his current positiorir. Arieli
served as President of U.S. Operations and Director of Investor Relations @8fbeginning inAugust 2002andVice President
of Finance, Chief Financial Officer and Secretaf\DSPGr o s [PS® Cores Licensing Division prior to that timBeforejoining
DSP Group in 1997, Mr. Arieli served as an account manager and certified public accountant at Kesselman & Kesselman, a men
of PricewaterhouseCoopers, a leading accounting fikin. Arieli is a CPA and holds a B.A. in Accounting and Economics from
Haifa University in Israel and an M.B.A. from Newport University and is also a member of the National Investor Relatige. Instit

Issachar Ohanaage43, has served as our Vice President, Worldwide Salase November 2002 and our Executive Vice
Presidety Worldwide Salessince July 2006. Prior to joining CEVA in November 2002, Mr. Ohana was with@8&p beginning
in August 1994 as a VLSI design engineer. He was appointed Project Manager &ffDBRip 6 s research and
1995, Directorof Core Licensing in August 1998, and Vice PresideBtles of the Core Licensing Division in May 200@r. Ohana
holds a B.Sc. in Electrical and Computer Engineering from Ben Gurion University in Israel and an MBBr&dfiord University in
the United Khgdom
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PART Il

ITEM5. MARKET FOR REGI STRANT6S COMMON EQUI TY, RELATED STOCKH
PURCHASES OF EQUITY SECURITIES

Our common stock began trading on THW&SDAQ GlobalMarket and the London Stock Exchange on November 1, 2002.
Our common sickcurrently trades wunder the ticker symbol ACEVAO
London Stock ExchangeAs of March6, 2009, there were approximately 8,000 holders of record, which we believe represents
approximately 12,650 benefitinolders. The closing price of our common stock on The NASDAQ Global Market on Mar2b09
was $5.23 per share. The following table sets forth, for the periods indicated, the range of high and low closing gheesqferur
common stock, as reged onThe NASDAQ Global Market.

Price Range of
Common Stock

High Low

2008

First Quarter $12.04 $ 7.44

Second Quarter $ 995 $ 7.87

Third Quarter $10.44 $ 7.49

Fourth Quarter $ 873 $ 5.46
2007

First Quarter $ 811 $ 6.49

Seond Quarter $ 858 $ 7.11

Third Quarter $ 941 $ 781

Fourth Quarter $1322 $ 8.63

We have never paid any cash dividendlge intend to retain future earnings, if any, to fund the development and growth of
our business and currently do natiaipate paying cash dividends in the foreseeable future.

Information as of December 32008regarding options granted under our option plans and remaining available for issuance
under those plansill be contained in the definitiv@009Proxy Statemerfor the 2009 annual meeting of stockholders to be held on
June2, 2009and incorporated herein by reference.

Unregistered Sales of Equity Securities and Use of Proceeds

The tablebelow sets forth the information with respect to repurchases of our comoukdsring the three months ended
DecembeRl, 2008

(c) Total Number of (d) Maximum Number of
Shares Purchased as Part ~ Shares that May YetBe
(a) Total Number of (b) Average Price Paid of Publicly Announced Purchased Under the Plans

Period Shares Purchased per Share Plans or Programs or Programs (1)
Month #1 (October 12008 to
October 312008) 475,730 $7.75 475,730 325,500
Month # (Novemberd, 2008 to
November30, 2008) 78,263 $6.31 78,263 247,237

Month #3 (Decembetl, 2008 to
Decembel, 2008) - - - -
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TOTAL 553,993 $7.55 553,993 247,237(2)

(1) On August4, 2008,our board of directors approved a share repurchase program forlu@ rrwllion shares of common stock
On September 3, 2008, our board appra¥vedadoption of share repurcisa plan in accordance with Rule 16b®f the United
States Securities Exchange Act of 1934, as amefded e -1fi 1RI|pfrthe jepurchasef up to 500,000 of the 1.0 million
shares of common stock authorized by the board for repurcinaee the reprechase programWe have fully utilized the shares
available for repurchase under the 1db®lan. Ourrepurchase program is being affected from time to time, depending on
market conditions and other factors, through open market purchases and privgtalgtee transactions. The repurchase
program has no set expiration or termination date

(2) The number represents the number of shares of our common stock that remain available for the repurchase pursuant to
Boards authorizations as @fecembef1, 2008.

Subsequent to 2008 yeand, we repurchased an additional 47,143 shares of our common stoekeajtded average price per
share of $.44through open market purchases and privately negotiated transaatiaosordance with Rul&0b-18 of the Unied
States Securities Exchange Act of 1934, as amendésb subsequent to 2008 yesmd,our board of directors approved the adoption
of another 10b8 Plan in February 2009 authorizing the repurchas@0&f064 shares of our common stqckepresenting th
remaining shares available for repurchase pursuant to our-botirdrized share repurchase prografis of March6, 2009,50,000
shares of our common stock were repurchased pursuant to thd F0&5 at a weighted averagrice per share of $5.49

20 Annual Meeting of Stockholders

We anticipate that the009annual meeting of our stockholders will be heldJane2, 2009in New York, NY.
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Stock Performance Graph

Not withstanding anything to the cont rueefilyngssredrthé Secutities Act n
of 1933, as amended, or the Securities Exchange Act of 1934, as amended, that might incorporate this proxy statement or fu
filings made by the Company under those statutes, the below Stock Performance Grapht fleatieemed filed with the United
States Securities and Exchange Commission and shall not be deemed incorporated by reference into any of those priotdilings o
any future filings made by the Company under those statutes.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Ceva, Inc, The NASDAQ Composite Index
And Specialized Semiconductor Index

$160 1
$140
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$40 4
$20
$0
12/03 12/04 12/05 12/06 12007 12/08
—fF— Ceva, Inc — &= = NASDAO Composite «==g=«~ Specialized Semiconductor
*$100 invested on 12/31/03 in stock & index-including reinvestment of dividends
Fiscal yearending December 31
12/31/8 12/31/Gt 12/31/% 12/31/® 12/31/a 12/31/38
CEVA, Inc 100.00 87.48 60.13 62.15 11729 67.24
NASDAQ Composite 100.00 11008 11288 12651 13813 8047
Specialized Semiconductor 100.00 84.28 88.76 97.89 13071 6541

The stock performance graph above compares the pageeohange in cumulative stockholder return on the common stock
of our company for the period frodecember3l, 20, through December 32008 with the cumulative total return on The
NASDAQ Global Marke{U.S.) and the Hemscott Specialized Semicondustoup Index.

This graph assumes the investment of $100.00 in our common stock (at the closing price of our commorDstoeinbear
31, 20@), the NASDAQ GlobaMarket (U.S.) and the Hemscott Specialized Semiconductor Group Indegaambe1, 20, and
assumes dividends, if any, are reinvested.

Comparisons in the graph above are based upon historical data and are not indicative of, nor intended to forecast, fu
performance of our common stock.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected fiancial data should be read in conjunction with, and are qualified by reference to, our consolidate
financi al statements and the related notes, as well esudts our
of Operationdor the iscal year ended Deceml#t, 2008) bot h appearing el sewhere in this

Year Ended December 31,

2004 2005 006 2007 2008

(in thousands)

Consolidated Statemers of Operations Data:

Revenues:
Licensing $ 26237 $ 23935 $ 22160 $ 19499 $ 21,701
Royalties 6,034 6,820 6,324 9,095 14,349
Other revenue 5,402 4,881 4,021 4617 4315
Total revenues 37,673 35,636 32,505 33211 40,365
Cost of revenues 5,178 4,217 4,035 3,851 4,668
Gross profit 32,495 31,419 28,470 29,360 35,697

Operating expenses:

Research and development, net 17,276 20,153 18,769 19,136 20,172
Sales and marketing 6,965 6,577 6,268 6,253 7,088
General and administrative 5,863 5,742 5,882 5,721 6,637
Amortization of intangible assets 892 823 414 148 53
Reorganization, restructuring and severance ct 5 3,207 5 5 4,121
Impairment of assets ) 510 3 5 d
Total operating expenses 30,996 37,012 31,333 31,258 38,071
Operating income (loss) 1,499 (5,593) (2,863) (1,898) (2,374
Financial income, net 796 1,820 2,620 3,211 2,729
Other incomenet 5 1,507 57 425 12,011
Income (loss) before taxes on income 2,295 (2,266) (186) 1,738 12,366
Income tax expense (income) 645 5 (88) 247 3.801
Net income (loss) $ 1650 $ (2.266) $ 98) $ 1,291 $ 8,565
Basic net income (loss) per share $ 009 $ (0.12) $ (0.01) $ 007 $ 043
Diluted net income (loss) per share $ 0.09 $ (0.12) $ (0.01) $ 0.06 $ 042
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December 31,

2004

N
o
o
[&]

006 2007 2008

(in thousands)

Consolidated Balance Sheet Data

Working capital $ 57,960 $ 61,240 $ 65001 $ 77,312 $ 83,886
Total assets 119,163 115,749 121,080 128,989 137,586
Total long-termliabilities 2626 4,295 4,216 4647 3,788

Total stockholdersodo equi g 1902519 ¢ 102233 $ 106,143 $ 114388 $ 121659

QUARTERLY FINANCIAL INFORMATION

Three months ended
March 31, June 30, September 3CDecember 31 March 31, June 30, September 3C December 31

2007 2008
Revenues:
Licensing $ 4639 $ 5534 $ 5314 $ 4012 $ 5088 $ 6026 $ 5974 $ 4,613
Royalties 1957 1,918 2,178 3,042 3733 3038 3296 4282
Other revenue 1,130 1,063 1237 1187 1246 _ 1,019 936 1,114

Total revenues 7,726 8515 8729 8241 10,067 10,083 10,206 _ 10,009

Cost of revenues 1,007 918 _ 1,001 925 _ 1470 _ 1,268 _ 1,05 _ 1,125

Gross profit 6,719 7,597 7,728 7,316 8897 8815 9101 8,884
Operating expenses:

Research and development, net 4,700 4,610 4,705 5121 5120 5235 4778 5039
Sales and marketing 1,555 1,619 1,471 1,608 1,773 1,806 1,822 1,687
General and administrative 1,246 1373 1515 1587 1590 1696 1705 1646
Amortization of other intangible ass: 42 a1 a1 24 21 20 12 K
Reorganization, restructuring and
severance @rge 3 3 3 3 3,537 3 3 584
Total operating expenses 7,543 7,643 7,732 8340 12041 8757 8317 8956
Operatingincome (0s9 (824) (46) (4) (1,024) (3,149 58 784 (72
Financial income, net 824 626 745 1,016 808 522 645 754
Other incomenet 3 3 425 d 10,869 24 358 760
Income(loss)before taxes on income
(loss) 5 580 1,166 (8) 8,533 604 1,787 1,442
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Three months ended
March 31, June 30, September 30 December 31 March 31, June 30, September 3C December 31

2007 2008
Income taxes expense (income) 5 150 54 243 3,022 (87) 384 482
Net income (loss) $ d $ 430 $ 1,112 $ (251) $ 5511 $ 691 $ 1403 $ 960

Basic netincome (loss) pershare ¢ 399 g 002 $ 006 $ (0.01) $ 027 $ 003 $ 007 $ 0.5
Diluted netincome (loss) pershare ¢ 500 § 002 $ 005 $ (001) $ 027 $ 003 $ 007 $ 0.5

Weighted average number of shares o
Common Stock used in computatior
net income (loss) per share (in

thousands):
Basic 19420 19473 19,647 19873 20095 20140 20157 19647
Diluted 19,420 19,776 20287 19,873 20724 20804 20799 19977

24



ITEM7. MANAGEMENTO6S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CON
OPERATIONS

You should read the following discussion together with the consolidated firastaééments and related notes appearing
elsewhere in this annual reportThis discussion contains forwatdoking statements that involve risks and uncertainti@stual
results may differ materially from those included in such forWaaoking statemest Factors that could cause actual results to differ
materially include t hos aas wel &s thbse othehwisaidisdussed imitlis seckion &nd elsewhers in this
annualreport.See fiFApbpw&rdg Statements and I ndustry Data. o

BUSINESS OVERVIEW

The following discussion and analysis is intended to provide an investor with a narrative of our financial results and ¢
evaluation of our financial condition and results of operations. The discussion should be read in conjunctionagitsadidated
financial statements and notes thereto for the year ended DecemB@68,1hoth appearing elsewhere in this annual report

CEVA is the leading licensor of DSP core®ur t echnol ogies are widely | imgnse
semiconductor and original equipment manufacturer (OEM) comparie2008, our licensees shipped ov807 million CEVA-
powered chipats an increase d36% over2007 shipments o227 million chipsets In 2008, analyst firm Gartner Inc. reportedr
share of the licensable DSP market at 61%.

Given the technological complexity of D&Rsed applications, there are increased requirements to supplement the basic DS
core IP with additional technologies in the form of integrated applicapecific hardwae peripherals and software components.
Therefore, we believéhereis an industry shiffrom developing DSRechnologes inhouse to licensing them from third party IP
providersdue to the design cycle time constantly shortening and the cost of owreandhipaintenance of such architectures.

During the pastwo years our businesfias showrsignificant progress asresult ofthe wide deploymentf our DS cores
with leading handset suppliers suchla3, Nokia, PanasonicSamsung, Sony Ericss@amdZTE, & well as witha major USbased
SmartPhone manufacturemhis positivetrendis evident from our royalty revenues which increalg®8%in 2008 from 2007 and
increasedl27%whencompaimg 2008 to)2006. CEVAG6s wor | d wi dleasebaad chigot harsldeshatencompdrae our
technologies representegbproximately 13% of the wondde handsetvolumein 2008 based on internal dadad accounted for
approximately 51% oboth our total annual royalty revenuasd total annual revenués 2008. We believe the full scale migration
to our DSP cores and technologies in liamdsets markdtas not been fully realized and continues to progréexas Instrumenés
announcementf its intent to exit the merchant baseband market, hfttorically being te largest player in this space, is a strong
positive driver for our future market share expansion.

We believe thehandset market continues topresentsignificant growth opportunities for CEVA.Based on Informa
Telecoms & Media estimations, as of Decen®@08, there were 4 billion cellular connections worldwide, which is 60% of the entire
global population. Although broader markets will likely sesl@vdown in 2009, based on ABleRearch, th 3G segmentof the
handsets market witirow from 39% of totakhipment in 2008 to more than 50% in 20y 2013, more than 67% of all handset
shipped will be 3G/3G+ capabl&Ve arewell-positioned to capitalize on this tretavards 3G/3G+ capabilitiess three of the largest
3G chip suppliers use our technologynother robust segmentithin the handsets markger ABI Research is the Smartphone
segmentwhich captured 14% of the 200Bandsetsmarket and is expected to grow despite therent challenging market
environment ABI Research projects Smartphonefi wbmprise 31% of thBandsetsnarket in 2013.Also, per iSupply, théandsets
marketin Chinais expected to grow% in 2009 with 90 million of first time subscribers.

Beyond thenandsetsnarket, in 2008we saw the production start of chips based armew mobile multimedia platforms.
These platforms enrich our licensable product offerings and increase our future royalty potsuiadluring the fourth quarterf
2008,we had a substantial royalty contribution from an OEM of a well known new p®iabsumer product that started shipments
during the quarter. This shipped product is the newest generation of an existing product that is the clear leadeuat @atpguty
and has been sold in high volumes for the past three years. The latigst @&tBis product includes advanced multimedia
capabilities for the first time, which are powered by our DSP technologies and softWareurrently haveéhree significant
customers in the mobile consumer market who are in produdiiorthermore, wexpect at least two moreistomergo start
production in the first half of 2009.

In January 2009we announced a new product named CENB-Audio which offes high definition audio solutions for the
growing home entertainme products such as bhay DVDs digital TVs, settop boxes, IPTVs andome gatewas In 2008 we
licensed our technology to a leading Asian semiconductor company that will sooshgipihg its product into thelleray market.
We believe these new business segments further higltligitotential for our royalty revenue growth.
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Notwithstanding the various growth opportunities we have outlined abovejusimess operates in a highly competitive
environment. Competition has historically increageiting pressures for our products atieicreased our average selling prices.
Some of our competitors have reduced their licensing and royalty fees to attract customers and expand their mahkeirdbate.
penetrate new markets and maintain our market share with our existing producsyweed to offer our products in the future at
lower prices which may result in lower profitén addition, arr future growth is dependent not only on the continued success of our
existing products but also the successful introduction of new producish requires the dedication of resources into research and
development which in turn may increase our operating expeivgtsve must continue to monitor and control our operating costs and
maintain our current level of gross margin in order to offsst future declines in shipment quantities of products based on our
technologies or any future declines in any-peit royalty rates.Moreover since our products are incorporated into end products of
our OEM customers, our business is very dependentuon o OEM customersd ability to achi
products in the handsets and consumer electronic markets, which are similarly very competitive.

The everchanging nature of the market absifectsour continued business growth potentiBbr example, the success of our
video and audigproducts are highly dependent on the market adoption of new services and products,Suakt@sonesnternet
video, the migration from audio players to Personal Multimedia Players (PMP), aastlelimigration toblu-ray DVDs, digital TVs,
settop boxeawith high definition audicand IPTVs In addition, our business affected by market conditions in developing markets,
such as China, India atéitin America, where the penetrationtandsets in rufaites could generate future growth potential for our
business.The maintenance of our competitive position and our future growth are dependent on our ability to adajuthianeireg
technology,short product life cycles, evolving industry standardgngng customer needand the trend towards voice, audio and
video convergence in the markets that we operate

Furthermore, the current general worldwigeonomic downturrhas resulted irslower economic activity, concerns about
inflation and deflation, écreased consumer confidence, reduced corporate profits and capital spatheinge business conditions
and liquidity concerns. We also operate primarily in the semiconductor industry, which is cycliead the recent worldwide
economic downturn hasselted in a significant downturn of the semiconductor indusfrilese downturns are characterizedaby
decrease in product demand, excess customer inventories, and accelerated erosion of R onditions make it extremely
difficult for our custoners, our vendors and us to accurately forecast and plan future business activities, and couttigaede
spending on our products and servicesaddition our royalty revenues currently are primarily generated from sales of chipsets used
in handsetaind consumer electronics equipmehe demand for which may be adversely affected by decreased consumer confidence
and spending Therefore, the worldwide economaownturnand specifically the volatilityin the semiconductoand consumer
electronicsndustries could seriously impact our revenue and harm our business, financial conditiopenating resultsAs a result,
our past operating results should not be relied upon as an indication of future performance.

CRITICAL ACCOUNTING POLICIES, ESTIMATES A ND ASSUMPTIONS

Our consolidated financial statements are prepared in accordance with generally accepted accounting principles in the Un
States (U.S. GAAP) These accounting principles require us to make certain estimates, judgments and assuwietioekeve that
the estimates, judgments and assumptions upon which we rely are reasonable based upon information available to ushatt the tim
these estimates, judgments and assumptions are rM&dse estimates, judgments and assumptions can affegbrted amounts
of assets and liabilities as of the date of the financial statements, as well as the reported amounts of revenues sutlligxgehse
periods presentedTo the extent there are material differences between these estimates, judgnasstsmptions and actual results,
our financial statements will be affected:he significant accounting policies that we believe are the most critical to aid in fully
understanding and evaluating our reported financial results include the following:

revenue recognition;
allowances for doubtful accounts;

accounting for income taxes;

equity-baseccompensation;

)l

il

)l

1 impairment of goodwill;
)l

1 reorganization, restructuring and severance chaegek;
il

accounting formarketable securities.
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In many cases, the accouritreatment of a particular transaction is specifically dictated by U.S. GAAP and does not require
management 6s |j udg melnhte rien airtes ad pml iacraetaisoni.n whi ch manageme
alternatives would not producenaterially different result.

Revenue Recognition

Significant management judgments and estimates must be made and used in connection with the recognition of revenu
any accounting periodMaterial differences in the amount of revenue in any given peniayg result if these judgments or estimates
prove to be incorrect or i f management 8ds esti mates c han
Managemer@t gpidgments and estimates have been applied consistently and have beenhist@iidally.

We generate our revenues from (1) licensing intellectual property, which in certain circumstances is modified to-custome
specific requirements, (2) royalty income and (3) other revenues, which include revenues from support, training @nd sale
developmensystems We license our IP to semiconductor companies throughout the wdHdse semiconductor companies then
manufacture, market and sell custdesignedchipsetsto original equipment manufacturers of a varietycohsumerelectronis
products. We also license our technology directly to OEMs, which are considered end users.

We account for our IP license revenwsmsd related serviceis accordance with Statement of Position@7 A Sof t w
Revenue Recognitignas amendeq fi S O 2 a QUhder the terms of SOP 9 revenues are recognized when: (1) persuasive
evidence of an arrangement exists and no further obligation exists; (2) delivery has occurred; (3) the license feeris fixed
determinable; and (43ollection is probable A license may be perpetual or time limited in its applicatiddOP 972 generally
requires revenue earned on licensing arrangements involving multiple elements to be allocated to each element badativen the re
fair value of the elementsHowever, we have agpted SOP 98 |, fiModi f i c a2, Boftware RévenGeRBcoghifion with
Respect to Certain Traastion® ( i S O P o®r8multiple element transactionsSOP 989 requires that revenue be recognized
under the fAresidual meebbdoewbenderadof N EPOEDY i af obair val
VSOE does not exist for one of the delivered elemefite VSOE of fair value of the undelivered elements (mainly technical support
and training) is determined based on flustantiverenewal rateas stated in the agreementiowever, we do not believe we have
sufficient VSOE of fair value to make such allocationscertain cases in which we undertake services for our customers
Accordingly, in multiple elements agreement ghincludes IP license and related services, and the related services are not essenti
to the functionality of the IP license, the entire arrangement fee is recognized as the services are performed basethgs qgferce
completion method.

SOP 972 specifes that extended payment terms in a licensing arrangement may indicate that the license fees are not deer
to be fixed or determinable. If the fee is not fixed or determinable, or if collection is not considered probable, seeeongaized as
paymeits become due or collected from the customer, respectively, provided all other revenue recognition criteria have been met.
Arevenue recognition policyodo determines all/l arrangemersts
recognized as each payment becomes due, provided all other revenue recognition criteria have been met.

Revenues from license fees that involve significant customization of our IP to cusio@edic specifications are recognized
in accordance with the pgiples set out in Statement of PositionB1 iAccounting for P& Typecandma n «
Certain Productoh Ty pe Contr adttgo UBSSEOH &bntract accounting on a pe
wi th the @l npanounivbé tevermue recngnized is based on the total project fees (including the license fee and tt
customization hours charged) under the agreement and the percentage of completion achieved. The percentage of completi
measured by monitoring progressing records of actual time incurred to date in the project compared to the total estimated projec
requirements, which corresponds to the costs related to earned revenues. Estimates of total project requirementsgpeidsased o
experience of customation, delivery and acceptance of the same or similar technology and are reviewed and updated regularly
management. Provisions for estimated losses on uncompleted contracts are made in the period in which such losses are
determined, in the amouaft the estimated loss on the entire contract. As of December 31, 2008, no such losses were identified.

Estimated gross profit or loss from letgym contracts may change due to changes in estimates resulting from differences
between actual performancedaoriginal forecasts. Such changes in estimated gross profit are recorded in results of operations whe
they are reasonably determinable by us, on a cumulative-gptbhsis.

We believe that the use of the percentage of completion method is appropris¢ehave the ability to make reasonably
dependable estimates of the extent of progress towards completion, contract revenues and contract costs. In additen, cont
executed include provisions that clearly specify the enforceable rights regardiltgséove provided and received by the parties to
the contracts, the consideration to be exchanged and the manner and terms of settlement. In all cases we expect tio perforr
contractual obligations, and our licensees are expected to satisfy thgatiolpls under the contract.
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When a sale of our IP is made to a third party who also supplies us with goods or services under separate agreements
evaluate each of the agreements to determine whether they are clearly separable, and independenttafrareahat reliable fair
value exists for either the sale or purchase element in order to determine the appropriate revenue recognition.

Royalties from licensing the right to use our IP are recogropeal quarterly basis in arrears as we receive qlyagieipment
reports from our licenseesWe determine such sales by receiving confirmation of sales subject to royalties from licensees. Nor
refundable payments on account of future royalties are recognized upon pégoeme dueprovided no future olgation exists.
Prepaid royalties are recognized under the licensing revenue line.

Allowances for Doubtful Accounts

We make judgments as to our ability to collect outstanding receivables and provide allowances for the portion of receivab
when collectim becomes doubtful. Provisions are made based upon a detailed review of all significant outstanding receivables.
determining the provision, we analyze our historical collection experience and current economic trends. We reasslesgathess al
eachaccounting period. Historically, our actual losses and credits have been consistent with these provisions. If actdal paym
experience with our customers is different than our estimates, adjustments to these allowances may be necessary resultir
addtional charges to our statemeiof operations.

Accounting for Income Taxes

In the ordinary courseperation of ouglobal business, there are many transactions and calculations where the ultimate ta»
outcome is uncertain. Some of these uncertaintise as a consequence of cost reimbursement arrangements among related entitie
the process of identifying items of revenue and expense that qualify for preferential tax tresggregation of foreign and domestic
income and expense to avoid double texatnd the complex issues involved in operating within multiple taxing jurisdictibos
example, v do not provide for U.S. Federal income taxes on the undistributed earnings of our international subsidiaries because s
earnings are rnvestedindefinitely and, in our opinion, will not be distributed to CEVA, Inc., the U.S. parent company. Although we
believe that our estimateslating toour worldwide income tax expersare reasonable, the final tax outcome may be different than
those reflectedni our historical income tax provisions and accruals. Such differences could have a material effecffactive tax
rate in a given financial statement pereantl therefore materially affeotr income tax provision and net income (loss) in the period
in which such determination is made.

Moreover,we may be subject to auditsnmultiple jurisdictions. These auditsan involve complex issues that may require an
extended period of time for resolutidncluding questions regarding our tax filing positgthe timing and amount of deductions and
the allocation of income among various tax jurisdictiohs evaluating the exposure associated with our various tax filing positions,
including state, foreign and local taxes, we record reserve for probalieuegp. A number of years may elapse before a particular
matter, for which we have established a reserve, is audited and fully restivesdkma nage ment 6 s opi ni on, a
income taxes have been mad€o the extent we prevail in mattefer which reserve has been established, or are required to pay
amounts in excess of the reserve, our effective tax rate in a given financial statement period could be materially Affected.
unfavorable tax settlement would require use of our cash antt ie an increase in our effective tax rate in the year of resolufion.
favorable tax settlement would be recognized as a reduction in our effective tax rate in the year of resolution.

Furthermore, dferred tax assets and liabilities are determinexgushacted tax rates for the effects of net operating losses
and temporary differences between the book and tax bases of assets and liabilities. Our accounting for deferred &tatsnoeaker
of Financi al Account i n9, SfiAdogdoalnodhse TéxésSnd Anarcipl AckoontingS3tahdardsBoard
( A F A SiBabpyetation No. 48fiAccounting for Uncertainty in Income Taxes Interpretation of SFAS Statement No. 409
involves the evaluation of a number of factors concerning the reatiyaifilour deferred tax assets. In concluding that a valuation
allowance is required, we primarily consider such factors as our history of operating losses and expected future losdes in ce
jurisdictions and the nature of our deferred tax assets.pMigde valuation allowances in respect of deferred tax assets resulting
principally from the carryforward of tax losses. We currently believe that it is more likely than not that the defergdrtdirg the
carryforward of losses and certain accruggemses will not be realized in the foreseeable future. In the event that we were to
determine that we would not be able to realize all or part of our deferred tax assets in the future, an adjustmenetethtaxef
assets would be charged to earniimgtghe period in which we make such a determination. Likewise, if we later determine that it is
more likely than not that the net deferred tax assets would be realized, we would reverse the applicable portion ajuslg previ
provided valuation allowarc In order for us to realize our deferred tax assets we must be able to generate sufficient taxable incor
in the tax jurisdictions in which the deferred tax assets are located.

Goodwill

Under SFAS No. 142, A Goodwi | | Il amchitandibte lassats withran identdiable Useful lfes s
are no longer amortized but are subject to annual impairment tests based on estimated fair value in accor& s WNivth 142
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AGoodwi |l | and Ot her I ntangi bl e eAarvalue asing Widelp &cdeed Maduationltetihigues,
including discounted cash flow and market multiple analy3éwese types of analyses reguirs to make assumptions and estimates
regarding industry economic factors and the profitability of fuhusiness strategiedt is our policy to conduct impairment testing
based on our current business strategy in light of present industry and economic conditions, as well as future expéfgations.
conduct our annual test of impairment for goodwill on ®etolst of each year. In addition we test if impairment exists periodically
whenever events or circumstances occur subsequent to our annual impairment tests that would more likely than not eéduce the
value of a reporting unit below its carrying ambuindicators we considered important which could trigger an impairment include,
but are not limited to, significant underperformance relative to historical or projected future operating results, sighéigas in

the manner of use of the acquiredets or the strategy for our overall business, significant negative industry or economic trends, :
significant decline in our stock price for a sustained period and our market capitalization relative to net book value.

In October 2008, we conducted omnaal goodwill impairment test as required by SFAS No. 142. The goodwill impairment
test compared the fair value of the company with the carrying amount, includingviipod that date. Because ounarket
capitalization exceeded the carrying valungluding goodwill,on the evaluate date, goodwill was considered not impaired.

Accountirg for EquityBased Compensation

We account for equitpased compensation in accordance with SA%81 23 (r evi se dBax®M4 )P ayms
(ASFAS 123 ( R)res the melasurerhent mrel gegagnition of compensation expense based on estimated fair values for
sharebased payment awards made to employees and dire8BAS 123(R) requires companies to estimate the fair value of equity
based payment awards on ti&te of grant using an optigricing model. The value of the portion of the award that is ultimately
expected to vest is recognized as an expense over the requisite service periods on our consolidated income\¥@ateremize
compensation expenséx the value obur awards, which have graded vesting based on the accelerated attribution method over th
requisite service period of each of the awards, net of estimated forfeitures. Estimated forfeitures are based oroecalgirkist
vesting fofeitures. Since Januar§, 2007, we havased the Mont€arlo simulation model for options granteDetermining the fair
value of equitybased awards on the grant date requires the exercise of judgment, including the amountbésegdiyvards thatear
expected to be forfeitedvhich takes into accouttte probability of termination or retirement of the option hald&te consider many
factors when estimating expected forfeitures, including types of awards, employee class, and historical expgdttenagh our
management believes that their estimates and judgments aboutlegaty compensation expense are reasonable, actual results and
future changes in estimates may differ substantially from our current estimates.

Reorganization, Restructuring aistverance Charge

We have engaged in restructuring activities historically and may engage in future restructuring activities. Historice
restructuring activities have involved the restructuring of our corporate management, overhead reduction, geagragilidation
of our activities, productivity improvements and expense reduction measures. Restructurings are accounted for under, SFAS
AEmpl oyersé Accounting for Post Empl oyment Benefit sigposa nd
Activities. 0 welsignedaa assignment agréeth@&nt with the landlord of our Harcourt lease in Dublin, Ireland tc
surrender and terminatidhelease a restructuring activity that began in 2005. In December 2008, our managepiententedthe
restructuring of our SATA activitiesOur restructuring activities require us to make significant estimates in several areas including: 1)
realizable values of assets made redundant, obsolete or excess; 2) expenses for severance andysbesepa@ition costs; 3) the
ability to generate sublease income, as well as our ability to terminate lease obligations at the amounts we haveaestidaitu:r
exit costs. The amounts we have accrued represent our best estimate of the obligaigpsctvto incur in connection with these
activities, but could be subject to change due to various factors. including market conditions and the outcome of segitiation
third parties. Should the actual amounts differ from our estimates, the amoth oéstructuring charges could be materially
impacted.

Accounting foiMarketable Securities

We account for investments in debt and equity securities in accordanceSRAB N o . 115, fiAccount. i
Investments n De bt and E ogMamagementSletermimes the apmapriate classification dahvsstments in debt and
equity securities at the time of purchase emdvaluates such determinati at each balance sheetdadteASB St af f Posit
No. 1151/1241, i The Me affhaniemporary IBpalrneent and Its Application to Certain Investsient ( i F 9/P241 1 5
10) provides gui da nananvestmant isdcensidereanmpaired, gvhethidr enpairmesthiex-thantemporary and
measurement of an impairment losk.after consideration of alivailableevidenceto evaluate the realizable valuetbéinvestment,
impairment is determined to be otbantemporary, then an impairment Ildssecognizedn earnings as realized lossgual to the
difference between the ievs t me nt 6 s ¢ o st Deaenndning whethelf tkeidecline ia faitvalue is otttemtemporary
requiresour managemedt gudgment based on the specific facts and circumstances of each investreerinvestments in debt
instruments, these judgmts primarily considetr(i) the length of time and the extent to which the fair value has been less than cost,
(i) the financial condition and neterm prospects of the issuer, and @i intent and ability to retain our investment in the issuer
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for a period of time sufficient to allow for any anticipated recovery in.c@vten current market conditionthese judgments could
prove to be wrong, and companies with relatively high credit ratings and solid financial conditions may not be abletheifulfil
obligations. In addition, a decision bgur management to no longer hold an investment until mataritgcoverymay result in the
recognition of a otherthantemporary impairment.

Recently issued accounting standards:

In December 2007, the FASBssued SFAS 141R #ABusiness Co m4R establishesn s 0
principles and requirements for how an acquirer recognizes and measures in its financial statements the identifiablpiiasdets a
the liabilities assumed, any noncontrajjimterest in the acquiree and the goodwill acquired. SENMR also establishes disclosure
requirements to enable the evaluation of the nature and financial effects of the business combination. This statentiet fsrais
beginning January, 20®. The impact of the adoption of SFAS 141R on our consolidated financial position and results of operation
will largely be dependent on the size and nature of the business combinations we complete after the adoption of this statemen

In February 2008fte FASB i ssued FASB Sz2iaffectivePateofiFASBGatenjeit NE B A FEP 7
1572 0whi ch delays the effective date of SFAS 157 #dAFair Val
nonfinancial liabilities, excepthbse that are recognized or disclosed at fair value in the financial statements on a recurring basis (
least annually). SFAS 157 establishes a framework for measuring fair value and expands disclosures about fair valuentseeasurem
FSP 1572 partially defers the effective date of SFAS7 to fiscal years beginning after Novemth8r 2008, and interim periods
within those fiscal years for items within the scope of the FSR215The adoption of SFAS 157 for all nonfinancial assets and
nonfinancial lialiities is effective for us beginning Janudry2009. We do not expect the impact of this adoption to be material.

In March2008, the FASB issued SFASNb6 1 @A Di scl osures about Derivative 1In
No.1610) , wheigcuhi rvei lilncreased disclosures about an entityods
l ocation and amounts of derivative instruments in amge®nt. i
items are acamted for under SFAS NA.33, and how derivative instruments and related hedged items affect its financial position,
financial performance, and cash flows. Certain disclosures will also be required with respect to derivative featuzag¢ditrask
related. SFAS Nal61 is effective fousbeginning on January, 2009 on a prospective bas\d/e donot expect this standard to have
a material impact onur consolidated results of operations or financial condition.

In April 2008, the FASB issued FSR123 Dfét er mi nati on of the Useful -3l0i)Thise of
guidance is intended to improve the consistency between the useful life of a recognized intangible asset urider EFoagwill
and Other Intangible Asséts ( fi S F A 8nd thd ferio)l of expected cash flows used to measure the fair value of the asset unde
SFAS141R when the underlying arrangement includes renewal or extension of terms that would require substantial costsar result
material modification to the assepon renewal or extension. Companies estimating the useful life of a recognized intangible asse
must now consider their historical experience in renewing or extending similar arrangements or, in the absence of histori
experience, must consider assumptns t hat mar ket participants would use abo
entity-specific factors. FSP 142 is effective for us beginning Janudry2009. We do not expect the impact of the adoption of FSP
142-3 to be material.

In October 2008, the FASB issued Staff Position No.-357 A Det er mi ning the Fair Val ue
Mar ket for That (RAFSdtOYI7Ts NoIPmEAbtdisv SFAS 157 AFair Value Mea
regarding the mannein which SFASL57 should be applied in determining fair value of a financial asset when theradsveo
market for such asset ¢ime measurement dat&/e do not expect the adoption of FSP 45% have a material impact onr
consolidated financiatatements.
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RESULTS OF OPERATIONS

The following table presentme items from our statemeqwf operations as percentages of our total revenues for the periods
indicated:

2006 2007 2008

Consolidated Statemers of Operations Data:
Revenues:

Licensing 68.2% 58.7% 53.8%

Royalties 19.4% 27.4% 35.5%

Other revenue 12.4% 13.9% 10.7%

Total revenues 100.0% 100.0% 100.0%

Cost of revenues 12.4% 11.6% 11.6%
Gross profit 87.6% 88.4% 88.4%
Operating expenses:

Reseach and development, net 57.7% 57.6% 50.0%

Sales and marketing 19.3% 18.8% 17.6%

General and administrative 18.1% 17.2% 16.4%

Amortization of other intangible assets 1.3% 0.5% 0.1%

Reorganization, restructuring and severancegeha 5 5 10.2%

Total operating expenses 96.4% 94.1% 94.3%

Operating loss (8.8)% (5.7% (5.99%
Financial income, net 8.0% 9.6% 6.7%
Other income 0.2% 1.3% 29.8%
Income (loss) before taxes on income (0.6)% 5.2% 30.6%
Taxes on income (0.3)% 1.3% 9.4%
Net income (loss) (0.3)% 3.9%  21.2%

Discussion and Analysis

Below we provide information on the significant line items in our statesrdntperations for each of the past three fiscal
years, including thegrcentage changes yearyear, as well as an analysis of the principal drivers of change in these line items from
yearto-year.
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Revenues

Total Revenues

2006 007 008

Total revenues (in millions) $ 325 $ 332 $ 404

Change yeaon-year o 2.2% 21.5%

Theincreasdn total revenues fror@007to 2008principally reflects a combination diigherlicensing and royaltyevenues.
The slight increasén total revenues from 2@0to 2007 principally reflects a combination dfigher royaltiesand otherrevenues,
offset by lower licensing revenues. Revenues fronbaseband chipfor handsets thaincorporaé our technologies accounted for
approximately 51% obur total annual revenudsr 2008. The five largest customers accounted 464 of total revenes in 208,
53%in 2007 and42% in 200.

In 2008, one customer accounted for 20% of revenues, compared to three customers that accounted for 17%, 12% and 11
revenues in 2007 and one customer accounted for 16% of revenues inB8&#ise of the natuod our license agreements and the
associated large initial payments due, the identity of major customers generally varies from quarter targuargedo not believe
that we are materially dependent on any one specific customer or any specific snbalt nlilitensees

We generate royaltrevenuefrom ourcustomers based dwo models royalties paid by our customedsiringthe period in
which they ship unitef chipsets incorporating our technolggyhich we refer to afper unit royaltied and royalies which are paid
in a lump surmand in advancéo cover apre-definedfixed number of future unit shipments, which we refer téyaepaid royalties .
In either case, these royalties are -nefundable payments and are recognizdten paymentbecomes dueprovided no future
obligation exists. Prepaid royalties are recognized under our licensing revenuanritheaccountedor 3%, 16% and 18%of total
revenus in 2008, 2007 an@006 respectively Only royalty revenue &m customers who are paying as tiséyp unitsof chipsets
incorporating our technologis recognized in our royalty revenue line. These per unit royalties are invoiced and recognized on |
guarterly basis in arrears as we receive quarterly shipment reports from our licensees.

Licensing Resnues

2006 2007 2008

Licensing revenues (in millions) $ 222 $ 195 $ 217

Change yeaon-year 3 (12.0)% 11.3%

The increase in licensing revenues from 2007 to 2008 resulted mainly from licensing revenue received pursuant to ¢
agreement vth u-blox AG to resolve a license disputeatter. The decrease in licensing revenues from 2006 to 2007 principally
reflects lower revenues from our SATA IP and BlueTooth IP.

Licensing revenues accounted f8.8% of our total revenues iB008 comparedwith 58.7% and68.2% of our total
revenues irk007and 2006 respectively. The percentage decreaselicensing revenueprincipally reflects the shift in revenue mix
especially with increased in royalty revenu@s2008,we signed30 new license agreemes compared t86 and38in 2007and2006,
respectively.

RoyaltyRevenues

2006 2007 2008

Royaltyrevenues (in millions) $ 63 $ 91 $ 143

Change yeaon-year 5 43.8% 57 8%

CEVAG6s wor |l dwi dleasebaad chippt harslsehatencopdrae our technologies representagproximately
13% of the worlevide handsetvolumein 2008 based on internal daaad accounted for approximately 51% of our total annual
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royalty revenues for 2008With regards to average royalty per unityalties from other consumer electronics products incorporating
our technologies generally are higher per unit than royalties per unit from handsets incorporating our technologies.

The increase in royalty revenues from 2007 to 2008 reflected increased unitraisipme market shaexpansion in 3G and
2G handsets market This increase was mainly due to a substantial production-upniyy two of our customers irdifferent
segments of the handsets mark&he increasen royalty revenues from 2006 007 was mialy due to asubstantial production
ramp-up by one of our customers in the consumer electronics market, as well as a few of our repsttimgrs in the handsets
market The five largest customers paying per unit royalty accouioted8.9% oftotal royalty revenues i2008compared td®7.9%
and75.2% in 2007and2006 respectively.

Our per unit and prepaid royalty customers reported sal&@@dmillion chipsetsincorporating our technology iA008
comparedo 227 million in 2007and190million in 2006 The increase in units shipped in 2008 compared to 2007 reflects increased
unit shipments of our CEVASPcores by licensees in tl2#3G baseband cellular phone markéeksis increase feects market share
expansion of our technologies in the basebmarkety replacingchipsfrom Texas Instruments and Qualcomm with our technology.
The increase in 2008 was partially offset by lower shipments of chips incorporated in DVD and hard disc drive productssanainl
result ofthe recent slowdown in theonsumer electroniasiarket The increase in units shipped in 2007 compared to 2006 esflect
increased unit shipments of 0GEVA-DSP cores by licensees in the markets for 2/2.5G baseband cellular pketieg, boxes,

DVD servo products and disk drigentrollers.

Other Revenues

Other revenues include suppartd trainingfor licensees and sale of developmeygtems

2006 2007 2008
Other revenues (in millions) $ 40 $ 46 $ 43
Change yeaon-year 5 14.8% (6.5)%

The decrease in other rewees in 2008 compared to 2007 principally reflects a decrease in revenues from sales o
development systemaffset by higher support revenueBheincrease in other revenues in 2007 compared to piGipally reflects
an increase in revenues from salégevelopment systems.

Geographic Revenue Analysis

2006 2007 2008
(in millions, except percentages)

United States $ 117 359% $ 69 209% $ 53  13.1%
Europe, Middle East (EME)) (2) $ 117 359% $ 115  346% $ 22.3  55.2%
Asia Racific (APAC)(3) (4) $ 92 282% $ 148 445% $ 128  31.7%
(1) Sweden %) *) $ 38 11.3% $ 80  199%
(2) Switzerland %) *) %) *) $ 59 14.7%
(3) Japan *)  $ 44 132 $ 51  127%

(4) Taiwan %) %) $ 6.1 18.2% %) *)

*) Less than 10%

Due to the nature of our license agreements and the associated potential large individual contract amounts, the geogra
spilt of revenues both in absolute and percentage terms generally varies from year to year.
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In the Unitel Statesrevenues decreased2008 compared to 2007 in all segments of our business due to the U.S. economic
slowdown and fewer development sites for handsets OEMs. The increasennies in absolute and percentage terms in the EME
regionin 2008 compred to 200primarily reflecs higher revenues from our GPS IP, mainly as a resuwtiofhgreement with-blox
AG to resolve a license dispuytes well as higher revenues framr CEVA-DSP core family of products. The decreaseeirenues in
absolute ad percentage terms in tHd?AC regionin 2008 compared to 20qitimarily reflecs lower revenues from our CEVBSP
core family of products in that region. Revendesrease in absolute and percentage terms inlimited States from 2006 to 2007,
primarily reflectinglower revenues from our SATA IBhdCEVA-DSP core family of products in that regiofihe slight decrease in
revenues in absolute and percentage terms in the EME riegiar2006 to 200primarily reflectslower revenues fronrCEVA-DSP
core fanily of products andower revenues fronBluetooth IP licensingn that region The increase in revenues in absolute and
percentage terms in the APAC regimom 2006 to 200 primarily reflects greater revenues fra@EVA-DSP core family of products
in thatregion,partially offset by lower revenues from Bluetooth IP licensing.

Cost of Revenues

2006 2007 2008
Cost of revenues (in millions) $ 40 $ 3.9 $ 47
Change yeaon-year 5 46)% 212%

Cost of revenues accounted fdk.8% of total revenugin both 2008 an@007, compared witil2.4%6 in 2006 The absolute
and percentage increase in cost of revenues in 2008 compared to 2007 prineffeadisd (i) the execution of a larger number of
license agreements with engineersggvicerequirementsvhich increased cost of goods labor expenses during, 2808 mpared to
2007, (ii)higher royalty payback expensesg#&b the Chief Scientist dérae| and (iii) higher labofrelated costs mainly due to the
recruitment of additional employees for oupport team.Royalty payback expenses relate to royakie®unting to 3%3.5% of the
actual sales of certain of our products the development of which previously included grants from the Chief Scientikt dhisrae
absolute and percentage decreaseost of revenues in 2G0compared to 2@®principally reflects the shift in revenue mix wiém
increase in higher gross margin licensargl royalty revenue.

Cost of revenues includes related labor casis, where applicable, related overhesubcontradr, material costsroyalty
payback expenses piaio the Chief Scientist déraelandnoncashequity-basedcompensation expenses

Operating Expenses

2006 2007 2008
(in millions)
Research and development, net $ 18.8 $ 191 $ 202
Sales and marketing $ 6.2 $ 62 $ 71
General and administration $ 59 $ 57 $ 6.6
Amortization of intangible assets $ 04 $ 02 $ 01
Reorganization, restructuring and severance che $ 0 $ 0 $ 41
Total operating expenses $ 313 $ 312 $ 381
Change yeaonyear o} (0.2)% 21.8%

The increase in totalperating expensds 2008 compared to 2007 principally refle¢ifsa restructuringand reorganization
expense in the amount ofL.$ million as a result of the termination of the Harcourt property lease in Dutdland during the first
quarter of 2008(ii) expenses associated with the restructuring of SATA activ{ii@shigher salary and related costs, partially as a
result ofthe devaluation of the U.S. dollar agaitits# Euro and the Israeli NIy) higher professional services cosémd(v) higher
non-cash equitybased compensation expenses, partially offset by an increase in remsdbvelopmengrants received from the
Israeli government The slight decrease iotal operating expenses in 200@mpared to 200 principally reflectsa decrease in
investment in design toolnd lower amortization of intangible assetattially offset byhigher salary costs and marketing activities
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Research and Development Expenses, Net

2006 2007 2008
Research andevelopment expenses, net (in millions) $ 188 $ 191 $ 202
Change yeaon-year d 2.0% 5.4%

The net increasein research and development expenseg068 compared with2007 reflects higher salary and related
expensesmainly as a resulbf the devaluation of the U.S. dollar agaitise Euro and the IsragNlS and higher noitashequity
basedcompensation expense, offset by an increase in research grants received from the Israeli govétmnstight increasein
research and development erpes in2007 compared with2006 reflects highersalary and related expenses adjectrelated
expensesas well as highenon-cash equitybasedcompensation expensepartially offset by lowemresearch and development
expensein GPS activitiess a reglt of the divestment of our GPS technology and associated busimdsme 23, 2006yhich led to
a lower number of research and development perdand a decrease in investment in design to®lse average number of research
and development personrial2008was 127, compared td.36in 2007 and140in 2006 The number of research and development
personnel wad28 at December 312008 compared withL36 at yearend 2007 and 136 at yearend2006. Subsequent to year end
2008 and in connection with thestructuring of our SATA activities, the aggregate number of research and development personne
was reducedb 116.

Research and development expenses, net of related government grantd).®éref total revenues i8008 compared with
57.6% in 2007 and 57.7% in 2006 We recorded net research grants under funding programs of the Chief Scientist of Israel
Enterprise Ireland and Invest Northern Ireland %000 in2008,compared with $19,000 in2007and $£76,000 in2006 Grants
received from the ChieBcientist of IsraglEnterprise Ireland and Invest Northern Ireland may become repayable if certain criteria
under the grants are not met.

Research and development expenses consist primarily of salaries and associated gosjectrelated expensasnnected
with the development of our intellectual propertlrich are expensed as incurfeahdnon-cashequity-basedcompensation expenses
Research and development expenses are net of related government researckivgraigs: research and developmestaaprincipal
strategic investment and have continued our commitment to invest heavily in this area, which represents the largegioirfigpur on
operating expenses. We will need to continue to invest in research and development and such expenseasady theriture to
keep pace with new trends in our industry.

Sales and Marketing Expenses

2006 2007 2008
Sales and marketing expenses (in millions) $ 62 $ 62 $ 71
Change yeaon-year d (0.2% 13.4%

Theincreasan sales and marketing panses ir008compared t®2007 principally reflectshigher salary andelated costs
higher commissiorexpenseshigher marketingexpenses due to more marketiggated and corporate awarenassivities, mainly
associated withrade shows and technologynferences in Asia, Europe and the U.S., as well as highecash equity-based
compensation expensedhe slight decrease in sales and marketing expenses in 2007 compared to 2006 principally reflects low
salary costs as well as lowaon-cash stock @mpensation expensepartially offset by an increase in marketing and trade shows
activities.

Sales and marketing expenses as a percentage of total revenues/ W#ren 2008, compared with18.8% in 2007 and
19.3% in2006 The total number of sales andarketing personnel waX) at yeatend 2008, compared wittD at yearend2007and
20 atyearend2006 Sales and marketing expenses consist primarily of salaries, commissions, travel and other costs asociated \
sales and marketing activitieas wellas advertising, trade show participation, public relations and other marketinguedstsrcash
equity-basedcompensation expenses

35



General and Administrative Expenses

2006 2007 008

General and administrative expenses (in millions) $ 59 $ 57 $ 66

Change yeaon-year F) 2.7)% 16.0%

Theincreasdn general and administraBvexpenses in 2008 mpared t®007 principally reflectshigher salary and related
coss, higher professional services costsd higher noacash equittbasedcompensatio expensespartially offset bya decrease in
doubtful debt expensesThe slight decrease imeneral and administraBvexpenses in 200dompared to 20® principally reflects
lower directorfees as well as lower rent andn-cashequity-basedcompensatiorexpensespartially offset byanincrease in salary
costk andbad debt expensed he total number of general and administrative personneRwas December 312008 compared with
25 at yearend2007and27 at yearend2006 General and administrativexpenses consist primarily teesfor directors, salariefor
management and administrative employees, accounting and legal fees, expenses related to investor relations and éssétes exp
associated with general and administrative activaiednon-cashequity-basedccompensation expenses

Amortization of Other Intangible Assets

Amortization of other intangible assets (in millions) $ 04 $ 02 $ 01

Change yeaon-year 3 (643)% (64.2)%

The charges identified above werectimred in connection with the amortization of intangible assets acquired in the
combination with Parthum 2002 The decrease in amortization of other intangible assé&80i@ compared with 2006as mainly
due toa decrease in the amount of other inthlggassets, net of #@million, as a result of the divestment of our GPS technology and
associated business®onav. As of December 312008and2007, the net amount of other intangible assets wamifiibn and 9.1
million, respectively.

Reorganizabn, Restructuring and Severance Charge

2006 2007 2008

Reorganization, restructuring and severance charge (in millions) $ 5 $ 5 $

We implemented reorganization and restructuring plans in 2005, which resulted in a total charge of $8.2 Thdicharge
arose in connection with our decision to restructure our corporate management, reduce overhead and consolidate oufl hetivities
charges included severance charges and empteleted liabilities arising in connection with a heazlint eduction of employees
and a provision for future operating lease charges on idle facilities, one of which was our facilities in Dublin, Ireandakithe
Harcourt lease. The Harcourt lease provided foaggregate annual rental of approximately $hiion and expired in 2021. We
initiated exit negotiations with the Harcourt landlord to terminate the lease in SeptemberC(8B.total charge of $3.2 million in
2005, the portion of the restructuring reserve related to the Harcourt lease waldidn7 m

Throughout 2006, we continued exit negotiations with the Harcourt landlord to terminate the lease. At December 31, 20(
the provision for this undeutilized property was $3.0 million (including legal and professional fe@s)December 31, 20Q6exit
negotiations regarding the Harcourt lease had not concluded. There was no additional restructuring charge to the fstatemer
operations relating to the Harcourt lease during 2006 (approximately $760,000 was accrued as expenses under wheofliabilit
which approximately $270,000 was paid in 2006).July 2007, the Harcourt landlord initiated legal proceedings against us for full
payment of rent for the period from July 2006 to September 2007, including interest on. akMmargaid an amoungqual to
approximately $1.5 million (of which approximately $0.8 million was included in accrued expenses under restructuring an
approximately $0.7 million was included in accrued expenses under other liabilities) representing the full rent paythenssitbr
period and various associated legal fees, as well as payment of late interest charges in the amount of approximatéon$0.2 mil
Subsequently, the legal proceedings against us were dropped. During the third quarter of 2007tiatedesxitnegotiations with
the Harcourt landlord At December 31, 2007, we concluded that we had no assurance whether, and if so when, the exit negotiatic
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would result in a lease termination. Pursuant to a sublet strategy in accordance with SHAS, ids. ofDecember 31, 2007, the
portion of the restructuring reserve related to the Harcourt lease was $2.2.niiliere was no additional restructuring charge to the
statement of operations relating to the Harcourt lease during 2007 (approximately $0.2wailiaccrued as expenses under other
liabilities).

On January 18, 2008, we signed an assignment agreement with the Harcourt landlord for the surrender and termination of
Harcourt leaseIn 2008, ve paid approximately $8million for the terminatiorof the lease and related termination costs, consisting
primarily of legal and professional fee§Ve also successfully managed during the first quarter of 2008 to terminate partledse
obligation in another office in Limerick, Ireland, whese had umsed spaceWe recordedn 2008 an aggregate of $3million for
the above lease terminations as an additional reorganization expenseresult of the above lease terminatioms haveno under
utilized building operating lease obligations a®etenber31, 2008

In October 2008, oupoard of directors approvedreduction in expenses associated with our SATA activities. In December
2008, our management implemented the reduction with the termination in employment of a number efeB#etAtechnolog
engineers across our Irish offices. A dimae restructuring expense associated with the dsiwing of the SATA team in the amount
of $584,000 was recorded in 2008 in accordance with SFAS No. 146.

Financial Income, net and Other Income

2006 2007 2008
(in millions)

Financial income, net $2.62 $3.21 $2.73
of which:
Interest income and gaiasd lossefrom marketable securitieaet $2.77 $3.17 $2.86
Foreign exchange gain (loss) $(0.15) $0.04 $(0.13)
Other income, net $0.06 $0.43 $12.01
of which:
Gain on realization of investments $0.06 $0.43 $12.15
Impairment of assets $8 $8 $ (0.14)

Financial income, net, consists of interest earned on investments, gains and losses from marketable securities, arhortizatic
discountand premium on marketable securities and foreign exchange movements. The decrease in financial income, net, in 2
from 2007 reflects a combination of lower interest rates and realized losses from marketable securities in 2008 as campared
realizedgain in 2007, offset by higher combined cash and marketable securities balances held. The increase in interest and gains
marketable securities earned in 2007 from 2006 reflects a combination of higher interest rates and higher combined cash
markeable securities balances held.

We review our monthly expected nthS. dollar denominated expenditures and look to hold equivalert/ri®rdollar cash
balances to mitigate currency fluctuations. This has resulted in a foreign exchange loss of $0ri#rdillo8, a foreign exchange
gain of $0.04 million in 2007 and a foreign exchange loss of $0.15 million in 2006.

Other income, net, consists gains on realization of investmergadimpairment of assetsWe recorded a gain of $12.12
million in 2008from the divestment afur equity investment ifslonavto NXP Semiconductoror moreinformationseeNote5 to
the attached Notes to Consolidated Financial Statement for the year ended D&¥n#t¥)§. We also recorded a gain of
$0.03million, $0.43million and $0.06 million in2008,2007and2006 respectively, from the realization of a minority investment in a
private company acquired in the combination with PartHms2008, we recorded loss of $0.14 million related to the disposal of
SATA-related fixed assets in connection with the restructuring of SATA activities.
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Provision for Income Taxes

The provision for income taxes reflects income earned domestically and in certain foreign jurisdi¢tiop808, we
recorded tax expenses $8.1 million related to a capital gain from the divestmentoaf equity investment ilGlonavto NXP
Semiconductorsa tax expense of $®million related to income earned in certain foreign jurisdictions, as well as an income tax
benefit of $01 million related to domstically deferred tax assets such as accrued expenses, deferred revenue and depfidaation.
benefit of the deferred tax is expected to be realized in the fumr2007, we recordethx expenses of $0rillion related to a gain
from the disposal of a investment$0.2 million related to interest income earned in Ireland, wiviahsubject to a tax rate of 25%s
well as $0.1 millionrelated to income earned in certain foreign jurisdictiofs 2006, we recorded a tax income of $0.1 million
mainly dwe to the release of a certain tax provision as a result e€alcelation of the provision for income taxes based on approvals
received during the year from a certain tax authority in a foreign jurisdiction, offset by tax expenses on income eastedllgfome
and in certain foreign jurisdictionsWVe have significant operations in Israel and the Republic of Ireland and a substantial portion of
our taxable income is generated there. Currently, our Israeli and Irish subsidiaries are taxed at ratgallyubstanthan U.S. tax
rates.

The Irish operating subsidiary currently qualifies for a 10 percent tax rate on its trade, which under current legillation wi
remain in force until December 31, 201A8fter this date, a rate of 12.5 percent tax ratel sipgply.

The | sraeldi operating subsidiaryés production faciliti
connection witteixs e par at e i nvestment plans. Accor di wmegmptforaipdodcobtwoe f r
or four years and is subject to a reduced corporate tax ratepefrdént to 2percent (based on percentage of foreign ownership) for
an additional period of six or eight year3he tax benefit under the firssecond and thirglans have exped and are subject to
corporate tax of 2 percentin 2008 and 26 percent in 2009owever, since the Israadperating subsidiaryeceived during 2008n
approval for the erosion of the tax basis in respect &eitend and thirglans notaxable incora wereattributedto these plans.

On April 1, 2005, an amendment to thsraeli Investment Lawc ame i nto ef fect (the nAAme
changed the provisions of thavestment Law The Amendment includgrevisions to the criteria for investmis qualified to receive
tax benefits as amiApproved Enterprisé. The Amendment applies to new investment programs and investment programs
commencing after 2004, and does not apply to investment programs approved prior to December 31, 2004, andehefafore
included in any certificate of approval that was grartefibre the Amendment came into effect will remain subject to the provisions
of the Investment Lawas they were on the date of such approv@url sr ael i seventbplard(commendidn 2007) is
subject to the provisions of the AmendmenWe believe that we are currently in compliance with the requirementbe
Amendment However, if we fail to meet these requirements, we would be subject to corporate tax in Israel at theteegtdeay
rateof 27 percenfor 20088 and 26 percent for 20p9We could also be required to refund tax benefits, with interest and adjustments
for inflation based on the Israeli consumer price index.

Certain expenditures pursuant to Israeli law are gegthto be recognized as a tax deduction over a three year period which
has resulted deferred tax asset in&00

LIQUIDITY AND CAPITAL RESOURCES

As of December 312008 we had approximatelyl8.3 million in cash and cash equivalents arfd 8 million in deposits
and marketable securities, totalin§4$6 million compared to $6.4 million at December 312007. During 2008 we invested $6.4
million of cash in certificates of deposits and corporate bonds and securities and U.S. government and agerieg wiburit
maturities up to 29 months. In addition, certificates of deposits and corporate bonds and securities and U.S. govereacy and
securities were sold or redeemed for cash amounting to $40.9 million. During 2007, we invested $45.0 millionashdn
certificates of deposits and corporate bonds and securities and U.S. government and agency securities with matutiesnghso 3
In addition, certificates of deposits and corporate bonds and securities and U.S. government and agerey wepairgold or
redeemed for cash amounting t858 million. Tradable certificates of deposits andrporate bonds and securities and U.S.
government and agency securitisstruments are classified as marketable securifié® purchase and sale odeenption of trading
marketable securities are considered part of operating cash flow, whereas the purchase and sale or redavgitdiefor-sale
marketablesecurities are considered part of investiagh flow. Inaccordance with Statement of Fie#l Accounting Standard No.
115fAccounting for Certain Investments in Debt and Equity Secuditie i S F A B 5 aMailablefor-sale securitieare stated at
fair value, with unrealized gains and losses reported in accumulated other comprehensiee(iosgina separate component of
st o c k hemuity et of tAxesRealized gains and losses on sales of investments, as determined on a specific identification bas
are includedin the consolidatedtatemers of operations. Determining whether théecline in fair value is othghantemporary
requires management judgment based on the specific facts and circumstances of each invdstmémiestments in debt
instruments, these judgments primarily consi@@rthe length of time and the extentwtich the fair value has been less than cost,
(i) the financial condition and ne&erm prospects of the issuer, and @i intent and ability to retain our investment in the issuer
for a period of time sufficient to allow for any anticipated recovergost Given current market conditionthese judgments could
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prove to be wrong, and companies with relatively high credit ratings and solid financial conditions may not be abletheifulfil
obligations. In addition, a decision by management tolonger hold an investment until maturity recoverymay result in the
recognition of an othethantemporary impairment.

Trading securities are held for resale in anticipation of sieom market movementsUnder SFAS No. 115, marketable
securities clssified as trading securities are stated at the quoted market prices at each balance sh@aindaded losses (realized
and unrealized) related to trading securities, as well as interest on such securities, are included as financial inpemse®isex
appropriate Non-tradable éposits are shoterm bank deposits with maturities of more than three months but less than one year.
The nontradabledeposits are presented at their cost, including accrued interest, and purchases and sales aré partsafezash
flows from investing activities.

Net cash used imperating activities irc008 was 8.4 million, compared with £8.2 million of net cashprovided by
operating activities i2007and $.4 million of net cash used in operating activitie2D06. Included in the operating cash outflow in
2008 were$5.9 million cash outflowin connection with reorganizatisn mainly the termination of the Harcodease,and $34
million cash outflowin connection with taxes associated with a capital gain frendivestment of our equity investmenGionavto
NXP Semiconductors.Included in the operating cash inflow 2007 was a disposal of $21.3 million in marketable securities
Included in the operating cashitflow in 2006 was a net investment of $5.1lion in marketable securities.

Cash flows from operating activities may vary significantly from quarter to quarter depending on the timing of our receipt
and payments. Our ongoing cash outflows from operating activities principally relate to -pagitetl costs and obligations under
our property leases and design tool licenses. Our primary sources of cash inflows are receipts from our accountsamteivable
interest earned from our castiepositsand marketable securities holdings. The timing akigts of accounts receivabléfom
customers is based upon the completion of agreed milestones or agreed dates as set out in the contracts.

Net cashused ininvesting activities irr008was #9.5million, compared with $30.9 million of net cash usednivesting
activities in2007 and $3.9 million of net cash provided by investing activities in.2006had a cash outflow ofZB.5million and a
cashinflow of $24.6 million in respect of investments in marketable securities d@0@R Included in the cdsoutflow during2008
was a net investment 08%.6 millionin shorttermbank deposit.We had a cash outflow of49.0million and a caslnflow of $13.5
million in respect of investments in marketable securities during 20@3duded in the investmertash outflow in 2007 was a net
disposal of$4.0 million in shorterm bank depositincluded in the investment cash inflow in 2006 was a net disposal ofrfiich
in shortterm bank deposit. Capital equipment purchases of computer hardware and softwarkin engineering development,
furniture and fixtures amounted to approximat®®:5 million in 2008, $0.8 million in 2007 ar$D.4 million in 2006. The main
increase in capital expenditegrim 2007 was associated with tester equipment for the SATAugtdine. We had a cash outflow of
$39,000 andb0.9 million in2007 and200§ respectively, in respect of transacti@hated costassociated witlthe divestment of our
GPS technology and associated busitesslonav We had a cash inflow &16.4 milion in 2008 from thedivestment of our equity
investment irGlonavto NXP Semiconductor&nd a cash inflow of $27,000, $0.4 million &%¥,000 from the disposal of a minority
investment in a private company2008,2007and2006 respectively.

Net cashused infinancing activitiesin 2008 was $4.2 million, compared with net cgsbvided by financing activities of
$4.8million and $1.8 millionin 2007and2006 respectively.

On August4, 2008,we announced thabur board of directors approved a sharpurehase program for up th0 million
shares of common stockOn September 3, 2008, we announced the adopti@nsbiire repurchase plan in accordance with Rule
10b51 of the United States Securities Exchange Act of 1934, as aménddd e -1fi 1P| pigbrepujchase up to 500,000 of the 1.0
million shares of common stock authorized by the board for repurghiaseant to the repurchase progralm 2008 we repurchased
752,763sharef common stock at an average purchase price @fffer share, for anggregate purchase price &.& million. We
have fully utilized the shares available for repurchase under the118ién. As of DecembeB1, 2008 247,237 shares of common
stock remain authorized for repurchgsgsuant to our repurchase program

During the years 2008, 2007 and 2006, we received $1.6, $4.8 and $1.8 million, respeictinelhe issuance of shares
upon exercisef employee stock options andider our employee stock purchase plan.

We believe that our current cash on hand and markesablgities, along with cash from operations, will provide sufficient
capital to fund our operations for at least the next 12 months. We cannot assure, however, that the underlying assuofied leve
revenues and expenses will prove to be accurate.

In addifon, as part of our business strategy, we occasionally evaluate potential acquisitions of businesses, products :
technologies. Accordingly, a portion of our available cash may be used at any time for the acquisition of complememttsyoprod
businesss. Such potential transactions may require substantial capital resources, which may require us to seek additional dek
equity financing. We cannot assure that we will be able to successfully identify suitable acquisition candidates, cguigittas
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integrate acquired businesses into our current operations, or expand into new nfaukbermore, we cannot assuihat additional
financing will be available to us in any required time frame and on commercially reasonable terms, if at @RisiSEactord We

may seek to expand our business through acquisitions that could result in diversion of resources and extra fxpeansesletailed
information.

Contractual Obligations
The table below presents the principal categories of our contrattigations as of December 3008

Payments Due by Period

($ in thousands)

Less than 1 More than 5
Total year 1-3 years 3-5 years years
Operating Lease Obligatioiis_easehold properties 1987 1194 793 § )
Operating Lease ObligatioiisOther 1.881 1.313 568 & 0
Purchase Obligations 102 102 d o d
Severance Pay (*) 3.788 5 3 & o}
Total 7,758 2,609 1,361 & 0

Operating leasehold obligations principally relate to our offices in Ireland, Israel and ted Btdtes. Other operating lease
obligations relate to license agreements entered into for maintenance of design tools. Purchase obligations conalsamd capit
operating purchase order commitments.

(*) Severance pay relates to accrued severanceatibhg to our Israeli employees as required under Israeli labor laws. These
obligations are payable only upon termination, retirement or death of the respective employee. Of this amount, onlp$0.3 mil
is unfunded.

Off-Balance Sheet Arrangements

We o not have any ofbalance sheet arrangements, as such term is defined in recently enacted rules by the Securities ¢
Exchange Commission, that have or are reasonably likely to have a current or future effect on our financial conditi@ninchange
financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or capital resources thaalaiee mate
investors

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

A majority of our revenues and a portionafr expenses are transacted in U.S. dollars and our assets and liabilities togethe
with our cash holdings are predominately denominated in U.S. dollars. Howevarajiiity of our expenses are denominated in
currencies other than the U.S. dollar, piiradly the Euro and the Israeli NIS.Increases in the volatility of the exchange rates of the
Euroand the NIS versus the U.S. dollar could have an adverse effect on the expenses and liabilities that we incur when remeas
into U.S. dollars. We reviewur monthly expected ned.S.dollar denominated expenditgrand look to hold equivalent ndu.S.
dollar cash balances to mitigate currency fluctuatiohkis has resulted in a foreign excharlgss of $0.1 million in 2008a foreign
exchangeain of $004 million in 2007 and a foreign excharigss of $.2 millionin 2006.

As a result of currency fluctuations and the remeasurement e idollar denominated expenditures to U.S. dollars for
financial reporting purposes, we may experience fluctuafionsir operating results on an annual and quarterly basis going forward.
To protect against the increase in value of forecasted foreign currency cash flow resulting from salaries paid in |stae|ENIG
during the year, we instituted in the secondrtgr of 2007, a foreign currency cash flow hedging program. We hedge portions of the
anticipated payroll for our Israeli and Irish employees denominated in NIS and Euro for a period of one to twelve mdiattreawndth
and put option contracts. As of 8@mber 31, 2008, we recorded comprehensive income of $0.1 million from our forward and put
options contracts in respect to anticipated payroll for our Israeli and Irish employees expected in 2009. Such antmuresovded
in earnings in 2009 We reognized a net gain of $0.02 million in both 2008 and 2007, related to forward and put options contracts
However, hedging transactions may not successfully mitigate losses caused by currency fluctuations. We expect to continu
experience the effect eixchange rate and currency fluctuations on an annual and quarterly basis.
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We invest our cash and cash equivalents in highly liquid investments with original maturities of generally 12 months or le:
at the time of purchase and maintain them with reputaialr financial institutionsCash held by foreign subsidiaries is generally
held in shortterm time deposits denominated in the local currency and in ddlaretheless, deposits with these banks exceed the
Feder al Deposit | ns uinsurance limsorspndar lenttsiinoforeigl jtiriBdixiio@soto the extent such deposits
are even insured in such foreign jurisdictions. While we monitor on a systematic basis the cash and cash equivaleirt thedances
operating accounts and adjuse thalances as appropriate, these balances could be impacted if one or more of the financial institutiol
with which we deposit fails or is subject to other adverse conditions in the financial or credit markets. To date weehianeeaxk
no loss of prinipal or lack of access to our invested cash or cash equivalents; however, we can provide no assurance that access t
invested cash and cash equivalents will not be affected if the financial institutions in which we hold our cash andveestits il
or the financial and credit markets continue to worsen. Furthermore, we hold an investment portfolio consisting prificipally
corporate bonds and securities and U.S. government and agency secWi@stend, and have the ability, to hold such iowents
until recovery of temporary declines in market value or maturity; however, we can provide no assurance that we willedowmser d
in the market value of our investments.

Interest income and gains from marketable securiieswere $29 million in 2008 $3.2 million in 2007and .8 million in
2006 Thedecreasén interest and gains from marketable securitie2008from 2007 reflects a combination dbwer interest rate
and realized losses fromarketable securitieim 2008 as compared torealized gain in 2007, offset Hyigher combined cash and
marketable securities balances heldhe increase in interest and gains from marketable securities earned in 2007 from 2006 reflects
combination of higher interest ratand higher combined casimd marketable securities balances held.

We are exposed primarily to fluctuations in the level of U.S. and EMU (European Monetary Union) interest rates. To th
extent that interest rates rise, fixed interest investments may be adversely impacted, avbleotias in interest rates may decrease
the anticipated interest income for variable rate investmatistypically do not attempt to reduce or eliminate our market exposures
on our investment securities because the majority of our investments arg¢esmort We currently do not have any derivative
instruments but magut them in placén the future. Fluctuations in interest rates within our investment portfolio have not had, and
we do not currently anticipate such fluctuations will have, a matefedtain our financial position on an annual or quarterly basis.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
See the Index to Financial Statements and Supplementary Data on-page F

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTI NG AND FINANCIAL
DISCLOSURE

Not Applicable.
ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with tl
participationof our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of oul
disclosure controls and procedurd®ased on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded that
our dsclosure controls and procedures are effective.

There has been no change in our internal control over financial reporting that occurred during our most recent fiscal quat
that has materially affected or is reasonably likely to materially affect amadtcontrol over financial reporting.

Management 8ds Annual Report on I nternal Control Over Financ

CEVA, I nc. 6s management is responsible for establishi.]
financial reporting as difed in Rules 1345(f) and 15¢l 5 ( f ) under the Securities Exchanc
control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial eswbttiag
preparation of fiancial statements for external purposes in accordance with generally accepted accounting principles. There |
inherent limitations in the effectiveness of any internal control, including the possibility of human error and the ciionnoven
overridingof controls. Accordingly, even effective internal controls can provide only reasonable assurances with respect to financ
statement preparation. Further because of changes in conditions, the effectiveness of internal controls may vary uletttine s
the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of CEVA, | 2008 6 s
In making this assessment, management used the crig¢rfarth by the Committee of Sponsoring Organizations of the Treadway
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Commission (COSO) in Internal Contrritegrated FrameworkBased on its assessment using thoserait management believes
thatCE V A, I nc. 8s internal waseffectiveak of Deceamber 32008a nc i a l reporting

CEVA, Il nc.6s independent r
Form 10K and have issued a reparbncurring withma na g e m
reporting which appears in Item 8 of this Annual Report

i stered public accountants
t 6s asses s nemaltconiof over financiad 0 my

ITEM 9B. OTHER INFORMATION

None.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information regarding our directors required by this itemncorporated herein by referente the 2009 Proxy
Statement.Information regarding the members of the Audit Committer,code of business conduct and ethiigs,identification of
the Audit Committee Financial Expert, stockholder nominations otidire and compliance with Section 16(a) of the Securities
Exchange Act of 1934 is also incorporated herein by reference 280@8%roxy Statement.

The information regarding our executive officers required by this item is contained in Part | of thisraparta
ITEM 11. EXECUTIVE COMPENSATION
The information required by this item is incorporated herein by reference 2089 roxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCK HOLDER MATTERS

The irformation required by this item is incorporated herein by reference RO0®@Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
The information required by this item is incorporated herein by referentbe 2009Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required bhisitemis incorporated herein by reference to 2009Proxy Statement.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) The followingdocuments are filed as part of or are included in this Annual Report on Foit 10
1. Financial Statements:
1 Consolidated Balance Sheets as of Decembe2®I8and2007.
1 Consolidated Statements of Operations for the Years Hddeember 312008 2007and 2006
T Statements of Changes i n St obDedembed3d2608 2007arkl2006 t y f or t
1 Consolidated Statements of Cash Flows for the Years Ended DecembeR0B& 2007 and 2006
1 Notes to Consolidated Financial Statements
2. Financial Statement Schedules:
1 Schedule II: Valuation and Qualifying Accounts

Other financial statement schedules have been omitted since they are either not required or the information is otherw
included.

3. Exhibits:
The exhibits filed as part of thidannual Report on Form 1R are listed on the exhibit index immediately preceding such
exhibits, which exhibit index is incorporated herein by referer@eme of these documents have previously been filed as exhibits

with the Securities and Exchange Coransii on and are being incorporated herein
number under the Securities Exchange Act of 1934 isA383d2.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

CONSOLIDATED FINANCIAL STATEMENTS
AS OF DECEMBER 31,2008

Page
Report of Independent Registered Public Accounting Firm (Kost Forer Gabbay & Kasierer, a member of Ernst & Your F-2

Consolidated Balance Sheets

F-4
Consolidated Statements of Operations F-5
Consolidated Statement$éChangesitst oc khol der sdé Equi ty F-6
Consolidated Statements of Cash Flows F-7
Notes to Consolidated Financial Statements F-9
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H ’HHH HHW ML " Zll FRNST & YOUNG

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of CEVA, Inc.

Wehaveaudtd t he accompanying consolidated balance sheets of C
200/and 208, and the related consolidated statements of operat:i
three yeess in the period ended December 31, 2008. Our audits also included the financial statement schedule listed in the Index at
ltem 15(a) 2. These financial statements and schedyiste ar e
express an opinion on these consolidated financial stateamahtschedulbased on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that warpand perform the audit to obtain reasonable assurance about whether the financial statements ar
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts andiditwéosures
financial statements. audit also includes assessing the accounting principles used and significant estimates made by manageme
as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonabdeibasis fo
opinion.

In ouropinion, the financial statements referred to above present fairly, in all material respects, the consolidated fintinoialf posi
the Company and subsidiaries at December 317 208 20@, and the consolidated results of their operations and théirfloass for
each of the three years in the period ended December 31, 2008, in conformity with U.S. generally accepted accountdsg principl
Also, in our opinion, the related financial statement schedule, when considered in relation to the basicdiatemmtts taken as a
whole, presents fairly in all material respects the information set forth therein.
We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
Companys internal contsl over financial reporting as of December 31, 2008, based on criteria established in Internat Control
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
March 13, 200 expressed an unglified opinion thereon.

/sl Kost Forer Gabbay & Kasierer

KOST FORER GABBAY & KASIERER
A Member of Ernst & Young Global

Tel-Aviv, Israel

March 13, 2009
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HHH‘ (it e Zl ERNST & YOUNG

H' 'REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directs and Stockholders GEVA, Inc.

We have audited CEVA, In@ internal control over financial reporting as of December 31, 2008, baseitevia
established in Internal Contéblintegrated Framework issued by the Committee of Sponsoring OrganizatitesTobadway
Commission (the COSO criteriaCEVA Inc.6s management is responsible for maintaining effective internal control over financial
reporting, and for its assessment of the effectiveness of internal control over financial reporting inclueleddéortpanying
Management 86s Report on I nternalOuComtesplonevdi | Ftyansci alo Rep
internal control over financial reporting based on our audit.

We conducted our audit in accordance with thedstess of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whethégretibctive i
control over financial reporting was maintained in all mateespects. Our audit included obtaining an understanding of internal
control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the desigtirend o
effectiveness of internal control based on theeased risk, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A companyds internal control over dereasanableiasgslranceeegandingthen g |
reliability of financial reporting and the preparation of financial statements for external purposes in accordance &ity gener
accepted accounting principles. A odudeg those pbliesiamd precedurad thate( n t

pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions aoxsdigpbsit

assets of the company; (2) provide reasonable assurance that trassaretimcorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the dwegany are
made only in accordance with authorizations of managemerdiegalors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of wunauthhawenzed a
material effect on the financial statements.

Because of ittnherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inedaosatef
changesn conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, CEVA, Inc. maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2008, basedthe CC50 criteria

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United State
theaccompanyingonsolidated balance sheets of CEVA, Inc. and subsidiaries as of December 31, 2007 and 2008, atedl the rel
consolidated statements of operations, changes i n iclemedk hol
DecembeRl, 20080f CEVA, Inc. and our report dated March 13, 2009 exprearathqualified opinion thereon

/s/ K osTF orRERG ABBAY & K ASIERER

KOST FORER GABBAY & KASIERER

A Member of Ernst & Young Global
Tel-Aviv, Israel

March 13, 2009
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CEVA, INC.
CONSOLIDATED BALANCE SHEETS

(U.S. dollars in thousands, except share and per share data)

Decembe 31, December 31,

2007 2008
ASSETS
Current assets:
Cash and cash equivalents $ 40697 $ 13328

Shorttermbank deposits 7,130 39,423

Marketable securities\pte 2 28548 31,878

Trade receivables (net of allowance for doubtful act®oh$868in 2007and $743in 2009

2,502 5,390
Deferred tax assetdlote 12) 861 1,085

Investment in other company, nétdte 5 4,233 5
Prepaid expensesd dheraccounts receivabigNote 7) 3,295 4,921
Total current assets 87.266 96,025

Long-term assets:

Severance pay fund 3,091 3,441
Deferred tax assetblfte 12) 455 351
Property and equipment, né&ldte 4 1,626 1271

Goodwill (Note § 36,498 36,498

Other intangible assets, né&dte 6) 53 5
Totd long-termassets 41,723 41,561
Total assets $128989 $ 137586

LI ABILI'TIES AND STOCKHOLDERS®6 EQUI TY

Current liabilities:

Trade payables $ 455 3 615
Deferred revenues 727 1,034
Taxes payable 320 44
Accrued expenses and otheyphles Note 8) 8,452 10,446

Total current liabilities 9,954 12139

Long-termliabilities:

Accrued severance pay 3,141 3,788
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CEVA, INC.

Accrued liabilities Note 13)

Total long-termliabilities
Commitments and comtjjencies liabilities(Note 15)

Stockhol dersé equity:

Preferred Stock:
$0.001 par value: 5,000,000 shares authorized at Decemi20@®1and2008 none issued al
outstanding

Common Stock:

$0.001 par value: 60,000,000 shares aigkdrat December 32007, and2008 20,033897
and19,532026shares issued and outstanding at Decembe2(®/,and2008 respectively

Additional paid in capital

Treasury Stock

Accumulated other comprehewmsiincome (loss)
Accumulated deficit

Total stockholdersé equity

Tot al |l iabilities and stockhol der so

1,506 o]
4,647 3,788
o] o}
20 20
149772 153712
d (5,077)
7 (24)
(35411) (26,972
114,388 121,659
| $128989 $ 137,586

The accompanying notes are an integral part of the consolidatedifihstate ments.
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CEVA, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

(U.S. dollars in thousands, except share and per share data)

Year Ended December 31,

2006 2007 2008
Revenues:

Licensing 22,160 $ 19499 $ 21701

Royalties 6,324 9,095 14,349

Other revenus 4,021 4617 4315

Total revenues 32,505 33211 40,365

Cost of revenues 4,035 3,851 4,668
Gross profit 28,470 29,360 35,697
Operating expenses:

Research and development, net 18,769 19,136 20,172

Sales andnarketing 6,268 6,253 7,088

General and administrative 5,882 5721 6,637

Amortization of intangible assets 414 148 53

Reorganization, restructuring and severance chaigte (13) 5 5 4121

Total operating expenses 31,333 31,258 38071
Operating loss (2,863) (1,899 (2,379
Financial income, ngNote 1) 2,620 3,211 2,729
Other incomenet(Note 11) 57 425 12,011
Income (loss) before taxes on income (186) 1,738 12,366
Incometaxes expense (incap(Note 12) (88) 447 3,801
Net income (loss) (98) $ 1291 $ 8,565
Basic neincome (bsg per share (0.01) $ 007 $ 043
Diluted netincome (os9 per share (0.01) $ 006 $ 042
Weighted average number of shares of CommookSised in computation of net

income (0s9 per share (in thousands)

Basic 19,191 19606 20,009
Diluted 19,191 20,150 20,575

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTSOF CHANGES

3alance as of January 1, 200

ssuance of Common Stock upon exer:
of employee stock options (a)

ssuance of Common Stock under
employee stock purchapéan (a)

=quity-basedcompensation
\et loss
3alance as of December 31, 260

ssuance of Common Stock upon exer:
of employee stock options (a)

ssuance of Common Stock under
employee stock purchase plan (a)
—quity-basedcompensation

Jnrealized loss from availabfer-sale
securities, net

Jnrealized gain from hedging activities
net

Netincome
3alance as oDecember 31, 2007

ssuance of Common Stock upon exer:
of employee stock options (a)

ssuance of Common Stock under
employee stock purchase plan (a)

Purchase of Treasu§tock(a)

ssuance of Treasui§tockupon exercise
of employee stock options (a)

ssuance of Treasui§todk under
employee stock purchase plan (a)

—quity-basedcompensation

Jnrealized loss from availabfer-sale
securities, net

Jnrealized gain frm hedging activities,
net

sf-2645631

CEVA, INC.

I N STOCKHOLDERSS®

EQUI TY

(U.S. dollars in thousands, except share data)

Common Stock

Additional

Accumulated

other Total

paid-in comprehensive  Accumulated stockho

Shares Amount capital Treasury Stock income (loss) deficit equity
18923071 $ 19 $ 138818 $ o} $ o} $ (36,604 $ 102233
86,536 8 (%) 430 ) K} 3 430
320,537 o (* 1,374 o} o} o] 1,374
o} o} 2,204 o} o} o} 2,204
o) o) o) o) o) (98) (98)
19,330,144 $ 19 $ 142,826 $ o) $ o) $ (36,709 $ 106,143
498,043 1 3,918 o} o} o} 3,919
205,710 o (* 897 o} o} o} 897
o} o} 2,131 o} o} o} 2,131
8 3 3 3 (58) 0 (58)
o} o} o} o} 65 o} 65
o] o} o} o} o) 1,291 1,291
20,033897 $ 20 $ 149772 $ 0o $ 7 $ (35411) $ 114388
58,693 8 (%) 410 K} 3 3 410
99,631 8 (% 608 8 8 8 608
(752763) 8 (%) K} (5,821) K} 3 (5,821)
23,368 8 (" 8 192 8 (48) 144
69,200 8 (%) 8 552 8 (78) 474
o} o] 2922 o} o} o} 2922
) 8 8 8 (113) 8 (112)
0 0 o} o 80 o} 80
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CEVA, INC.

\etincome 3 3 3 3 3 8,565 8,565
3alance as of December 32008 19532026 $ 20 $ 153712 $ (5,077 $ (24) $ (26972 $ 121659
Accumulated unrealized loss from availafibe-sale securities, net $ (169)
Accumulated unrealized gain from hedging activities, net $ 145
Accumulated other comprehensive loss, net as of December 31, 2008 $ (24)

(*) Represent an amount lower than $ 1.
(a) SeeNote9 to theseconolidated financial statements.

The accompanying notes are an integral part of the consolidated financial statements.

sf-2645631 £-8



CEVA, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(U.S. dollars in thousands)

Year ended December 31,

2006 2007 2008
Cash flows from operatingctivities:
Netincome (0s9 $ (98) $ 1,291 $ 8,565
Adjustme.nts req.u.ir_ed to reconcile metome (0s9 to net cash provided by (used ir
operating activities:
Depreciation 1,422 882 673
Impairment of assets 3 d 138
Amortizationof intangible assets 414 148 53
Equity-basedcompensation 2,204 2131 2,922
Gain from sale of property and equipment 5 (3) (4)
Loss (gain) on trading marketable securities 52 (137) 5
Loss on sale of availabler-sale marketalel securities 5 4 287
Amortization of discount (premium) aavailablefor-salemarketable securitie: 5 (26) 179
Unrealized foreign exchange loss (gain) 48 (40) 223
Accrued interest oshorttermbank deposits 102 (127) (729)
Gainon realization of investmest (57) (425 (12,145

Tradingmarketable securitieset (5,115) 21.312 5

Changes in operating assets and liabilities:

Decrease (increase) in trade receivables (2,262) 5919 (2,888)

Increase in other aounts receivabland prepaid expenses (332) (712 (1,571
Increase in deferred tax assets (103) (321) (120
Increase (decrease) in trade payables 145 (283) 160
Increase (decrease) in deferred revenues (47) 391 307
Increasgdeaease)n accrued expenses and other payables 582 (1,735) 492
Increase (dcreasgin taxes payable (307) 185 (276)
Increase (decrease) in accrued severance pay, net (19) (151) 306

Net cash provided by (used in) operating activities (3.371) 28233 (3.428)

Cash flows from investing activities:
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CEVA, INC.

Purchase of property and equipment (424) (807) (456
Proceeds from sale of property and equipment 5 8 4
Investment irshorttermbank deposits (3,930) (5,000) (47,911)
Proceeds fromshorttermbank deposits 9134 1026 16.347
Investment in availablor-sale marketable securities o} (39,990 (28,485
Proceeds from maturity and sale of availafolesale marketable securities o} 13,463 24,578
Transation costrelatedto the GPS divestment (927) (39) 5
Proceeds fromealization of investment 57 425 16.378
Net cash provided by (used in) investing activities 3.910 (30,909) (19,545)
Cash flows from financing activities:
Purchase foTreasury Stock 5 5 (5,821)
Proceeds from issuance of Common Stock and Treasury Stock upon exercise of em|
stock options 430 3.919 554
Proceeds from issuance of Common Stock and Treasury Stock under employee stoc
purchase plan 1,374 897 1,082
Net cash provided bfused in)financing activities 1.804 4816 (4.185)
Effect of exchange rate movements on cash 514 589 (211)
Increasdgdecreasein cash and cash equivalents 2 857 2729 (27,369)
Cash and cash equivals at the beginning of the year 35111 37968 40697
Cash and cash equivalents at the end of the year $ 37968 $ 40697 $ 13328

The accompanying notes are an integral part of the consolidated financial statements.
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CEVA, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWSd (Continued)

(U.S. dollars in thousands)

Year ended December 31,

2006 2007 2008
Supplemental information of cadlows activities:
Cash paid during the year for:
Income and withholding taxes, net $ 652 & 889 $ 5.124
Noncashtransactions (seldote5):
Goodwill (1,900) 5 5
Intangible asset (845) 5 5
Net working capital (522) 5 5
Transaction costlatedto the GPS divestment (39) 5 5
Deferred gain related the GPS divestment (1,751) 5 5

The accompanying notes are an integral part of the consolidated financial statements.
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CEVA, INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands, except share data

NOTE 1: ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization:

CEVA, Il nc. (ACEVAO or the fiCompanyo) was iQoropanywasfoaned d
through the combination of Parthus Technologies plc sqaidPart
operations of DSP Group, Il nc. (ADSPGO) i n No v rEaileeambizaton.?2 .

CEVA licenses damily of programmable DSP cores, D8Bsed subsystems aagplicationspecific platformsncluding
video, audio,Voice over Internet Protocols (VolBluetooth, and Serial dvancedlechnologyAttachmeni{SATA).

C E V A technology is licensed to leadisgmiconductor and original equipment manufacturer (OEdhpanies in the
form of intellectual property (IP). These companies manufacture, market and sell appicatienc i f i ¢ i nt egr at ed
and applicato-s peci fi ¢ standard products (AASSPso0) based on CEVA
companies for incorporation into a wide variety of end produCt& V AlB is primarily deployed in high volume markets, including
handsets(e.g. GSM/GPRS/EDGE/WCDMA/LTE/WiMax, CDMA and TESCDMA), portable multimedia (e.g. portable video
players MobileTVs, personal navigation devicasd MP3/MP4 players home entertainment (e.@VD/blu-ray players,settop
boxes and digital TV)s game consoles (ptable and home systems}prage (e.g. hard disk drivasd solid storage devices (S$D)
and telecommunication devicgsg.residential gateways, femtocells, VolP phoaed network infrastructuje

Basis of presentation

The consolidated financial statenmts have been prepared according to United States Generally Accepted Accounting
Principles (AU.S. GAAPO) .

Use of estimates

The preparation of financial statements in conformity witls. GAAP requires management to make estimates and
assumptions that &€t the amounts reported in the financial statements and accompanying Actieal results could differ from
those estimates.

Financial statements in U.S. dollars

A majority of the revenue of the Company and its subsidiaries is generated in U.S.(ddll@o | | ar s o) . Il n
of the Company and its subsidiariesd costs are incuristeed i
primary currency of the economic environment in which the Company and its subsigiamr@gally operate. Thus, the functional
and reporting currency of the Company and its subsidiaries is the dollar.

Accordingly, monetary accounts maintained in currencies other than the dollar are remeasured into dollars in accordance \
Statement offFi nanci al Accounting Standard No. 52, AForeign Cur |
remeasurement of monetary balance sheet items are reflected in the consolidated statements of operations as finararial incor
expenses as apprage, which is included ifif i nanci al The €Campany recordet a foreign exchange loss of $150 in
2006 a foreign exchange gain 088in 2007 and doreign exchangéossof $134 in 2008. Théoreign exchange gains and losses
arose principallyon EuroandisraeliNIS liabilities as a result of the currency fluctuations of the Euro and the NIS against the dollar.
The Company reviews its monthly expected non U.S. denominated expenditdri®oks to hold equivalent nalollar cash balances
to mitigate currency fluctuationand thisapproachas resulted in a lowé@mpact ofexchangeate conversiofluctuations in the said
years.

Principles of consolidation

The consolidated financial statements incorporate the financial statements of the Zamgpal of its subsidiariesAll
significant intercompany balances and transactions have been eliminated on consolidation.
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CEVA, INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS & (Continued)
(in thousands, except share data

Cash equivalents

Cash equivalents are shaerm highly liquid investments that are readily convertible to cashanigfinal maturities of three
months or less from the date acquired.

Short-term bank deposits

Shortterm bank deposits are with maturities of more than three months from deposit day but less than one year. The depc
are in dollars and presented at their costuiiog accrued interest. The deposits bear interest at an average54dt2%fand3.68%
annuallyduring2007 and200B, respectively

Marketable securities

Marketable securities consist oértificates of deposits;orporate bonds and securities and .Lg8vernment andgency
securities. The Comparaccouns for investments in debt and equity securities in accordance with Financial Accounting Standards
No. 115, ifAccounting for Certain |Invest ment sdetermineDtieecmppropriatel E
classification of itsinvestments in debt and equity securities at the time of purchasee-endluates such determinati at each
balance sheet dateAvailablefor-sale securitiesre stated at fair value, with unrealized gaamd losses reported in accumulated
other comprehensive income (loss), a separate componsrt af ¢ k hemuity pet of tAxesRealized gains and losses on sales of
investments, as determined on a specific identification basis, are included inngwidated statemenbf operations Trading
securities are held for resale in anticipation of stemi market movementsUnder SFAS No. 115, marketable securities classified
as trading securities are stated at the quoted market prices at each bha&micdate. Gains and losses (realized and unrealized)
related to trading securities, as well as interest on such securities, are included as financial income or &x@EgamepriateOn
December 31, 2007 and 2008, the Company classified its maksehirities as availabfer-sale securities.

FASB Staff Posi t-V/1@4l, ( M FIS® 0 Me AN@lhanTerhgprary Iehpairneent and Its Application to
Certain Investmesd ( i F SR24101)5 provi des gui da n anenvestments doastderad nmparedn whethveh e n
impairment isotherthantemporary and measurement of an impairment léssinvestment is considered impaired if the fair value of
theinvestment is less than its codf, after consideration of alivailableevidenceto evaluate the realizable valuetbg&investment,
impairment is determined to be otitbantemporary, then an impairment loss should be recognized equal diffdvence between
the investment 6s FRSPB14531/124+h mlllifiestcertanf apirro vviasliuvoenn.s of Emer ging | ss
No. 031 , iThe Me a-ThamTgmpordryl @phéer ment and I|ts Applicati-ba) t whiCl
retaining the disclosure requirements of EITFI03

Property and equipmentet
Property and equipment are stated at cost, net of accumulated depredeoaciation is calculated using the strailje

method over the estimated useful lives of the assets, at the following annual rates:

%

Computers, software and equipment 1533
Office furniture and equipment 7.05
Leasehold improvements 1025

(the shorter of the lease term
useful economic life)

The Company and i-livesl assetstasdi cdriaia éntigble infangibles are reviewed for impairment in
acordance with Statement of Financi al Accounting St a-bhwdar d
Assetso (ASFAS No. 1440) whenever events or changes in ci
recoverdle. Recoverability of the carrying amount of assets to be held and used is measured by a comparison of the carrying amq
of an asset to the future undiscounted cash flows expected to be generated by the assets. If such assets are cerisigared,to b
the impairment to be recognized is measured by the amount by which the carrying amount of the assets exceeds thd fag value c
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CEVA, INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS & (Continued)
(in thousands, except share data

assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less sellingec@stmpany
recorded impairment charges of $138 during 2008 relatettheaalisposal of SATA-relatedfixed assetsn connection with the
restructur i ng SATA activhies TBednmppirmeny chasgewer e i ncl uded in fAot heawbdisnc
consolidated statements of operations for the year ended December 31, 2008

Investment in other company, net

Investments in privately held companies in which the Company does not have the ability to exercise significant influenc
over operating andrfancial policy are presented at cost. The carrying value is periodically reviewed by management for impairmen
If this review indicates that the cost is not recoverable, the carrying value is reduced to its estimated fair value.

On June 23, 2006, theoBpany divested its GPS technology and associated business telmsé&.companyzlonavinc.
( @lonaw )in return for an equity ownership of 19.9% in Glonav on a fully diluted b@d@sismore details se®ote5). The
investment inGlonavwas stated atost since the Company did not have the ability to exercise significant influence over operating anc
financial policies ofGlonav. At December 31, 2007, théompany recorded the investment on its consolidated balance sheets as
investment in other companyet. This investmentwas reviewed for impairment whenever events or changes in circumstances
indicated that the carrying amount of the investment may not be recoverable, in accordance with Accounting Principle Board Opinit
No. 18 fAThe EquddauwntMend ofdorofl nr\west ments in Common Stocko (A
1151 , i The Me aThanTgmpardry In(pairmentand s Appl i cation to Certain I nves:

In January 2008, the Company divested etgtire equity stake n Glonav following Glonaw s acquisitiol
Semiconductorgfor more details selote5).

As part of the combination with ParthimsNovember 2002CEVA acquired a minority westment in a private comparné
iPortfolio Companyo0) e orcofitial\over thedertfolio dCompany ér arg baard representation. In December
2003, the Portfolio Company commenced a round of private
investment As a result, the Company recognized mpairment and the investment was presented asTh@ Company recorded a
gain of $57, $425and £7 in 2006, 2007 and 208, respectively from the realization of this minority investment in the Portfolio
Company due to proceeds received from the Port@@impany of the same amourh 2007 and 2008, CEVA recorded tax expenses
of $85 and$12 respectively, related to a gain from the realization of this minority investment in the Portfolio Company.

Goodwill:

Goodwill represents the excess of purchase ez the fair value of the net assets of businesses acquired. Under SFAS
No.1 4 2, AGoodwi | | and Ot herl4and)a,nggd dd cewiAlsls ead su i( rieSd- AiSn Nao . b u
2001, is not amortized. As a result of the comlimatith Parthusn November 2002, the Company recorded goodwill in the amount
of $38,398. In the second quarter of 2006, there was a decrease in the amount of goodwill of $1,900 as a result wfi¢ine afives
the Companydés GPS t dushasstdlongvwSeemated). associ at ed

SFAS No. 142 requires goodwill to be tested for impairment at least annually or between annual tests in certa
circumstances and written down when impaired

The Company conducts its annual test of impairment for goodwilDctoberlst of each year. In additiothe Company
teststo seeif impairmentexistsperiodically whenever events or circumstances occur subsequent to its annual impairment test th:
would more likely than not reduce the fair value of a reporting lelibw its carrying amount. Important indicators which the
Company considers in determining whether an impairment is triggered include, but are not limited to, significant undangerform
relative to historical or projected future operating results, Bgmit changes in the manner of use of the acquired assets or the strategy
for the Companyds overall business, significant negastockv e
price for a sust ai ne dketpcapitalization reative to net look@adump any 6s mar

The goodwill impairment test, which is based on fair value, is performed on a reporting unit level. A reporting uni¢éds defi
by SFAS Nol142as an operating segment or one levabdw an operating segmenihe Company markets its products and services
in one segment and allocates goodwill to one reporting unit. Therefore, impairment is tested at the enterprise letel using
Companybs mar ket capitalizati on asirstfsteep of thig anpairraent test, Ahe cConpaniy n ¢
compares the carrying value of its assets and liabjlitietuding goodwill to its market capitalizationlf the carrying value exceeds
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CEVA, INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS & (Continued)
(in thousands, except share data

the fair value, the goodwill is potentially impaired and the Compidueyy completes the second step in order to measure the
impairment loss. If the fair value exceeds the carrying value, the second step to measure the impairment loss isdnot require

The second step of thgpodwill impairment testompareshe implied fair value oft h e r e p o gdodwill gvithauhe i t 6
carrying amount of the goodwill. To estimate the implied fair value of the goodwill, the Company allocates the fair tadue of
reporting unit among thassets and liabilitiesf the reporting unit, includg any unrecognizedntangible assetsThe excess of the
fair value of a reporting unit over the amounts assigned to its assets and liabilities is the implied fair value of goloel@itimpany
estimates the future cash flows to determine the fairevaf these assets and liabilities. These cash flows are then discounted at rate
reflecting the respective spec.itheicarryingwvalua ofthe godlwill excedtdimpbetl faic a p i
valueof that goodwill, an impament loss is recognized in the amount equal to that excess.

Should the Companyds market capitalization decline, i
required to make assumptions regarding estimated future cash flows and oty tia determine the fair value of the respective
assets. This process is subjective and requires | uortherent

related assumptions change in subsequent periods or actual cashrffoledow their estimates, an impairmérgs not previously
recorded may be required for these assets.

In October2006,2007 and2008 the Company conducted its annual goodwill impairment test as required by SFAS No. 142.
The goodwill impairment test cgpared thdair value of the Company with trerryingamount, including goodwillpn thosedates.
Because the market capitalizatiohthe Companyexceeded the carryingvaloef t he Company' s,goodwil wdsh ol
consideredhot impaired.

Other intangible assets net

Intangible assets acquired in a business combination should be amortized over their useful life using a method
amortization that reflects the pattern in which the economic benefits of the intangible assets are consumedser wikd up, in
accordance with SFAS No. 144 ,-Liihed o AB SFE A& oM alhe.cbsts pfatechinofagyn t
have been capitalized and are amortiredhe consolidated statements of operations over the period during whiefitbere
expected to accrue, currently estimated at five years.

The Company is required to test its other intangible assets for impairment whenever events or circumstances indicate that
value of the assets may be impaired in accordance with SFA$4Mo. Factors that the Company considers to be important, which
could trigger impairment include:

1 significant underperformance relative to expected historical or projected future operating results;

T significant changes in theemaogeirefl abseeCempanybs 8!
business;

1 significant negative industry or economic trends;
T significant decline in the Companybdés stock price for
T significant decline i n nrelative@Goonetpodkivgldes mar ket capital i z

Where events or circumstances are present which indicate that the carrying amount of an intangible asset may not
recoverable, the Company will recognize an impairment loss. Such impairment loss is measured by comairinglte of the
assets with their carrying value. The determination of the value of such intangible assets requires the Company tonpaéesassu
regarding future business conditions and operating results in order to estimate future cash floher dactats to determine the fair
value of the respective assetis the secondjuarter of 2006, there was a decrease in the amount of other intangible assefs, net
$845 as a result of the divest ment o fessttdBlenaGseaNptebn Fhe Conpdys t e
assessed the carrying value of the remaining intangible assets based on the future expected cash flow from thesesteysritseaind d
there was no impairment at ye@nd2006,2007and 2008 The amount of ther ntangible assetwas $0 at December 31, 2008.
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CEVA, INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS & (Continued)
(in thousands, except share data

Revenue recognition

The Company generates its revenues from (1) licensing intellectual property, which in certain circumstances isfenodified
customerspecific requirements, (2) royaltgvenuesand (3) otler revenues, which include revenues from support, trammysale
of developmensystems The Company licenses its IP to semiconductor companies throughout the world. These semiconduct
companies then manufacture, market and sell cusiEsignedchipsetsto OEMs for incorporation inta variety ofendproducts. The
Company also licenses its technology directly to OEMs, which are considered end users.

The Company accounts for its IP license revenues and related services in accordance with Stateos#timnoB72,
AfSoftware Revenue Reco@nradd)i.on, Ondasr atmesd deeduesfete Sddyniz&I0Omen:9(T)
persuasive evidence of an arrangement exists and no further obligation exists, (2) delivery has occurred, (32 flee isdixed or
determinable, and (4) collection is probable. A license may be perpetual or time limited in its application. -B@énérally
requires revenue earned on licensing arrangements involving multiple elements to be allocated to eacbaslkednen the relative
fair value of the elements. However, the Company has adopted SOP, 98 i Mo di f i c a t2] Softiwar® ReveBu® P
Recognition with Respect to Certain Tr ahreqairedthabreveelbé redognized mu |
under the Aresidual met hodod when vendor specific objseand i v e
VSOE does not exist for one of the delivered elements. The VSOE of fair value of the undelivered eleaiahtstéchnical
support and training) is determined based on the substantive renewal rate as stated in the agreement. However, thegSampany do
believe it has sufficient VSOE of fair value to make such allocationsrtain cases in which the Compamgdertakes services for its
customers Accordingly, ina multiple elements agreement which includesIP license and related services, and the related services
are not essential to the functionality of the IP license, the entire arrangement fegiézestas the services are performed based on
Apercent age methodcompl eti ono

SOP 972 specifies that extended payment terms in a licensing arrangement may indicate that the license fees are not dee
to be fixed or determinable. If the fee is noefilxor determinable, revenue is recognized as payments become due from the custome
unless collection is not considered probable, then revenue is recognized as payments are collected from the custoohei] provide
other revenue recognition criteria haveebe me t . The Companydés fArevenue recognit
become due after 12 months as fextended paymento and reve
revenue recognition criteria have been met.

Revenues from license fees that invobignificantc ust omi zat i on of custdmerspé&idicagecificafichs | |
are recognized in accordance with the principles set out in Statement of Positibon 81 Accounti ng for
Constructiod® Type and Certain ProductionT y p e Contracl&), (uWsiOlPrg 8dontract accou
compl etion method, in accordance with the Al nput Met hsed. 0
(including the license fee drthe customization hours charged) under the agreement and the percentage of completion achieved. T
percentage of completion is measured by monitoring progress using records of actual time incurred to date in the peojetttcomp
the total estimategbroject requirements, which corresponds to the costs related to earned revenues. Estimates of total proj
requirements are based on prior experience of customization, delivery and acceptance of the same or similar technaogy anc
reviewed and updateggularly by management. Provisions for estimated losses on uncompleted contracts are made in the perioc
which such losses are first determined, in the amount of the estimated loss on the entire contract. As of DecfBen@such
estimated leses were identified. The amount of revenue recognized under SOFh&tlwas unbilled was 171, $514and P at
December 312006, 2007 an@008, respectively

Estimatedgross profit or loss from longerm contracts may change due to changes in estnmasulting from differences
between actual performance and original forecasts. Such changes in estimated gross profit are recorded in resutisofyeerati
they are reasonably determinable by management, on a cumulativeipdiakis.

The Companybelieves that the use of the percentage of completion method is appropriate as the Company has pr
experience and the ability to make reasonably dependable estimates of the extent of progress towards completion, exarggact rev
and contract costs. buddition, contracts executed include provisions that clearly specify the enforceable rights regarding services
be provided and received by the parties to the contracts, the consideration to be exchanged and the manner and éenerst dhsettl
all cases the Company expects to perform its contractual obligations, and its licensees are expected to satisfy their ofdigations u
the contract
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Royalties from licensing the rianatquatedy basis g artetrseas Lampgnya n y ¢
receives quarterly shipment reports from its licens@dge Company determines such sales by receiving confirmation of sales subject
to royalties from licenseesNon-refundable payments on account of future royalties are recognized upon pdgoeming dug
provided no future obligation exists. Prepaid royalties are recognized under the licensing revenue line.

In addition to license fees, contracts with customers generally contain an agreement to provide support and training, wh
consists ofan identified customer contact at the Company and telephonenail ssupport. Fees for post contract support, which
takes place after delivery to the customer, are specified in the contract and are generally mandatory for the first yeare After t
manatory period, the customer may extend the support agreement on similar terms on an annual basis. The Company recogt
revenue for post contract support on a straligiet basis over the period for which technical supf®dontractually agreetb be
provided tothe licensee Revenue from training is recognized as the training is performed.

Revenue fronthe sale of developmertystemss recognized when title to the product passes to the custamdeall other
revenue recognition criteria have been.met

The Company usually does not provide rights of retutiihen rights of return are included in the license agreements,
revenue is deferred until rights of return expire.

When a sale of the Companyds | P i s ma dwith goais oa setvites under p a
separate agreements, the Company evaluates each of the agreements to determine whether they are clearly separabldeand indej
of one another and that reliable fair value exists for either the sale or purchase elermgert io determine the appropriate revenue
recognition in accordance with EITF Issue No:D& Accounting for Consideration Given

Resell er of t he Vendorodés Product s

Deferred revenues include unearned amounts recaivéer license agreements, unearned technical sugpatriaining fees
and amountpaid bycustomers not yet recognized as revenues.

Cost of revenue

Cost of revenue includes the costs of products and servidest of product revenue includes shippingndling, materials
and the portion of development costs associated with product development arrang€oshtd. service revenue includes the salary
costs for personnel engagedservicesfraining and customer support, and telephone and other supgtst c

Income taxes

The Company accounts for income taxes in accordance v
No.1090) . This statement prescribes the use of the | arabil
determined based on differences between the book and tax bases of assets and liabilities and are measured usingatheatsacted t
and laws that will be in effect when the differences are expected to be reversed. The Company and its subsiierievaluation
allowance, as necessary, to reduce deferred tax assets to their estimated realizable value.

Deferred tax assets and liabilities are determined using enacted statutory tax rates for the effects of net operatimdy losses
temporary differaces between the book and tax bases of assets and liabilities. Accounting for deferred taxes under 8FAS No.
involves the evaluation of a number of factors congdngthata ng
valuaton allowance is required, the Company primarily considers such factors as its history of operating losses and expected fu
losses in certain jurisdictions and the nature of its deferred tax assets. The Company provides valuation allowareetsdn resp
deferred tax assets resulting principally from the carryforward of tax losses. Management currently believes thatlikétynioae
not that the deferred tax regarding the carryforward of losses and certain accrued expenses will not be réedifeckseeable
future. In the event that the Company is to determine that it would not be able to realize all or part of its defessedstéx the
future, an adjustment to the deferred tax assets will be charged to earnings in the period in malas isuch a determination.
Likewise, if the Company later determines that it is more likely than not that the net deferred tax assets will betneaipedpany
will reverse the applicable portion of the previously provided valuation allowancedénfor the Company to realize its deferred tax
assets, it must be able to generate sufficient taxable income in the tax jurisdictions in which the deferred tax asattd.are |
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I n June 2006, the Financi al A c c o uB Intérpregatio® Naa #8fAacouwhting f&o a r
Uncertainty in Income Taxean Interpretation of SFAS Statement No. AQ9A F4 8o ) . 48 coRtdind a two step approach to
recognizing and measuring uncertain tax positions accounted for in accordance with Sfeh%®&t No. 109. The first step is to
evaluate the tax position for recognition by determining if the weight of available evidence indicates it is more likaby thanthe
position will be sustained on audit, including resolution of related appedisgation processes, if any. The second step is to
measure the tax benefit as the largest amount which is more than 50% likely of being realized upon ultimate settled@ntas-IN
effective for the Company at the beginning of fiscal 2007. The afopt FIN 48 by the Company did not have any material impact
on its consolidated financial statements.

The Company does not have a provision for U.S. Federal income taxes on the undistributed earnings of its internatio
subsidiaries because such eargiage reinvested and, in the opinion of management, will not be distributed to CEVA, Inc., the U.S.
parent company, and will continue to beimeested indefinitely. In addition, the Company operates within multiple taxing
jurisdictions involving compleissues, and it has provisions for tax liabilities on investment activities as appropriate.

Research and development
Research and development costs are charged to the consolidated statements of operations as incurred.
Government grants

Government granteceived by the Company relating to categories of operating expenditures are credited to the consolidats
statements of operations in the period in which the expenditure to which they relate is chargedyaltpbearing grants from the
Government of Isael for funding certain approved research and development projects are recognized at the time when the Compan
entitled to such grants, on the basis of the related costs incurred, and included as a deduction from research andtdestopmen

The Conpany and its subsidiaries recorded grants in the amounts of $276, $319 and $959 for the years ended December
2006, 2007 and 2008, respectively. The Israeli subsidiary is obligated to pay royalties amounting 566386 the sales of certain
productswhich received grants from the Chief Scientist of Israel in previous years. The obligation to pay these royaititesiesd
on actual sales of the products. Grants received from Enterprise |relaadt Northern Irelanéind Government of Israefnay
become repayable if certain criteria under the grants are not met.

Employee benefit plan

Certain of the Companyos empl oyees are eligible to p
Participants in the plan may elect to defer aiporof their pretax earnings into the plan, which is run by an independent party. The
Company makes pension contributions at rates varyingplanp t
are recorded as an expense in thesotidated statements of operations.

The Companyobs U. S. operations maintain a retirement p |
under Section 401(K) of the Internal Revenue Code. Participants in the U.S. Plan may eliectagdrtion of their preax earnings,
up to the I nternal Revenue Service annual contributimptma |l in

maxi mum of 6% of the participant 0 so 15% ofbasgremuneratiort &ontribupoasrta thisc i
plan are recorded in the year contributed as an expense in the consolidated statements of operations.

Total contributions for the years ended December 31, 2006, 2007 and 2008 were $520, $400 and 838&lyesp

Accrued severance pay

The liability of CEVA®ds I sraeli subsidiary for sisnagir an
employees, based on the most recent salary of each employee multiplied by the humberobfeyeplsyment for that employee as
of the balance sheet date. The I sraeli subsidiar yowds,| i al

insurance policies and an accrual.
The deposited funds include profigd lossesccumubted up to the balance sheet date. The deposited funds may be

withdrawn only upon the fulfillment of the obligation pursuant to Israeli severance pay laws or labor agreements. TDfi¢heslee
policies is recorded as tdbalansesskeets.on t he Companyés consolid
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In light of recentmarkets conditionghe Company recorded in 2008 losses of approximately $200 to reflect the reduction in
the fair value of the severance pay funds.

Severance pay expenses, net of related incim¢he years endedd2ember 31, 2006, 2007 and 2008, were approximately
$740, $663 an81,156, respectively.

Accounting for equitybased compensation

On Januaryl, 2006, the Company adopted Statement of Financial Accounting Standarti2Nd. (r evi sed 20
Based Paymnt 6 (ASFAS 123(R)06) which requires the measurement a
values for allequity-based payment awards made to employees and directors. SFAS 123(R) supersedes Accounting Principles Bc
OpinionNo.2 5, fAccounting for Stock |Issued to Employeeso (AAPB

Prior to Januaryt, 2006, the Company applied the intrinsic value method of accounting for stock options as prescribed b
APB 25, whereby compensation experis equal to the excess, if any, of the quoted market price of the stock over the exercise prici
onthe grant date of the award.

The Company adoptethe fair value recognition provision FAS 123(R) using the modified prospective transition
method, effective Januaryl, 2006. Under that transition method, compensation cost recognized in theeryged December 31,
2006 2007 and 2008ncludes: (a) compensation cost foretduity-based payments granted prior bait not yet vested as afanuary
1, 20, based on the grant date fair value estimated in accordance with the original provisions of Statement 123, and
compensation cost for atiquity-based payments granted subsequent to January 1, 2006, based on tHatgrtait value estimated
in accadance with the provisions of Statement (3 Results for prior periods have not been restated.

SFAS123(R) requires companies to estimate the fair value of efaggd payment awards on the date of grant using an
option-pricing model. The value of ¢hportion of the award that is ultimately expected to vest is recognized as an expense over th
requi site service peri odtatemenis of opecatioBThen@ompanydrecogeizencsnopknisaticn expahses
for the value of its awards, wtti have graded vesting based on the accelerated attribution method over the requisite service period
each of the awards, net of estimated forfeitures. Estimated forfeitures are based on actual histeesthgrerfeitures.

The Company used the &lk-Scholes optiopricing model through December 31, 2006 and the M@ado simulation
model for options granted thereaftefhe Black-Scholesoptionpricing model requires a number of assumptions, of which the most
significant arethe expected stockrje volatility and option term. Expected volatility was calculated based upon actual historical
stock price movements over the most recent periods ending on the grant date, equal to the expected option term. Toptexpected
term represents the pedio t hat t he Companyés stock options are expected
experience of similar options, giving consideration to the contractual terms of the stock options. The Company hdsy historica
paid dividends anthas no foreseeable plans to issue dividends. Thdraskinterest rate is based on the yield from U.S. Treasury
zerocoupon bonds with an equivalent terifihe MonteCarlo model considers characteristics of fair value option pricing that are not
available under the Blacischoles model.Similar to the BlackScholes model, the Montgarlo model takes into account variables
such as volatility, dividend yield rate and risk free interest reft@wever, the Monté&Carlo model also considers the contracteat
of the option, the probability that the option will be exercised prior to the end of its contractual life, and the praifabilhination
or retirement of the option holder in computing the value of the opfonthese reasons, the Company helgethat the Mont€arlo
model provides a fair value that is more representative of actual experience and future expected experience thanttthtisisgula
the BlackScholes model.
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assumptions:

In the BlackScholes option pricing model for the year:

Expected dividend yield
Expected volatility

Risk-free interest rate
Expected option term
Expectedorfeiture(employees)
Expectedorfeiture(executives)

In the MonteCarlo simulation model for the year

Expected dividend yield

Expected volatility

Risk-free interest rate
Expectedorfeiture(employees)
Expectedorfeiture(executives)
Contractual term of up to

Suboptimal exercise multiplemployees)
Suboptimal exercise multiplexecutives)

2006
0%
40%
5%

4 years
10%
10%

2007 2008
0% 0%
30%-46% 37%64%
3.99%5.1% 1.4%3.8%
20% 15%
10% 10%

7 years 7 years
1.6 1.6
1.6 1.2

The fair value for rigts to purchaseshares of common stodkn d e r

estimated on the date of grant using the same assumptions set forth aboveytarsiemded2008, 2007 and 2006 except the
expected life, which was assumed to bets 24 monthsandexceptthe expected volatility, which wasssumed to be in a raamgf
21%-42% in2007.

the Companyds

C o mp a optidnsgrargted doceknployees ardirectorswas estimated using the following

empl oye

During the yeas ended December 32006, 2007and 2008 the Company recognizestjuity-basedcompensation expense
related to employee stock optianshe amount 0$2,204, $2,131 and $2,922spectivelyas follows:

Cost of revenue

Research and development, net
Sales and marketing

General and administrative

Total equity-basedcompensation expense

Year ended December 31,

2006 2007 2008
$ 53 $ 83 $ 112
656 935 1,088
449 334 531
1,046 779 1,191
$ 2,204 $ 2131 $ 2922

Net income for the year ended December 31, 2007 was $277 lower than had the Company continued to account for eqt
basedcompeasation expensesing the BlackScholes option pricing model. Basic net income per share for the year ended Decembe
31, 2007 was $0.02 lower than had the Company continued to account forteEpdticompensation expensssing the Black
Scholes option jixing model. Diluted net income per share for the year ended December 31, 2007 was $0.01 lower than had 1

Company continued to account for eqtligsedcompensation expenssing the BlackScholes option pricing model

As of December 31, 200@007and2008 there were balances of $1,2%3,530and $2,422respectively, of unrecognized
compensation expense related to unvested awards.
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Fair value of financial instruments

The carrying amount of cash, cash equivalents, bank deposits receivables, ath accounts receivable, trade payables and
other accounts payable approximates fair value due to thetshmrimaturities of these instruments. The fair value of marketable
securities (classified a@vailablefor-salg is based on quoted market pricesy@ar endThe fair value of derivative instruments is
estimated by obtaining quotes frdranks.

Comprehensivericome (loss)

The Company accounts for comprehensive incdloes)i n accordance with SFAS No. 1.
I n c o nkigstatment establishes standards for the reporting and display of comprehensive (losshaad its components in a
full set of general purpose financial statemef@emprehensive incomgoss)gener al ly represents all c

during the period except those resulting from investments by, or distributions to, stockholdersCompany determined that its
items of other comprehensive incoifiess) relateto unrealized gains and losses on hedging derivative instruments and unrealized
gains and losses awvailablefor-salesecurities.

Concentration of credit risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash, ca
equivalents, bank deposits, marketable securitiésti@te receivables. The Company invests its surplus cash in cash deposits anc
marketable securities in financial institutions and has established guidelines relating to the diversification and thatunidéstain
safety and liquidity.

The Companyinvests its cash and cash equivalents in highly liquid investments with original maturities of generally 12
months or less at the time of purchase and maintains them with reputable major financial insti@asindield by foreign
subsidiaries is generallyeld in shorterm time deposits denominated in the local currency and in ddllargetheless, deposits with
these banks exceed the Feder al Deposit l nsurance Coionpg,dor at i
the extent gch deposits are even insured in such foreign jurisdictions. While the Company monitors on a systematic basis the ¢
and cash equivalent balances in the operating accounts and adjust the balances as appropriate, these balances cedlif baémpact
or more of the financial institutions with which the Company deposit fails or is subject to other adverse conditionsé@mdred &r
credit markets. To date the Company have experienced no loss of principal or lack of access to its invested lcasjumatass;
however, the Company can provide no assurance that access to its invested cash and cash equivalents will not behaffected
financial institutions in which the Company hold its cash and cash equivalents fail or the financial and anesit ontinue to
worsen. Furthermore, the Company holds an investment portfolio consisting principatlypofate bonds and securities and U.S.
government and agency securitiéhe Company intends, and has the ability, to hold such investmentsematilery of temporary
declines in market value or maturity; however, the Company can provide no assurance that it will recover declines ietti ueark
of its investments.

Interest income was $2,822 in 2006, $3,014 in 2007 and $3,329 in ZB@8Compay is exposed primarily to fluctuations
in the level of U.S. and EMU interest rates. To the extent that interest rates rise, fixed interest investments magebe adver
impacted, whereas a decline in interest rates may decrease the anticipated intaresfanvariable rate investments.

The Company is exposed to financial market risks, including changes in interest rates. The Company typically does 1
attempt to reduce or eliminate its market exposures on its investment securities because thehitjdnipgstments are shedrm.

The Companfs trade receivables are geographically dieensd are derived from sales t©EMs, mainly in the United
States, Europe and AsiaConcentration of credit risk with respect to trade receivables is limited-daljt dimits, ongoing credit
evaluation and account monitoring procedurghe Company performs ongoing credit evaluations of its customers and to date has
not experienced any material losses. The Company makes judgments on its ability to collediogtstarivables and provides
allowances for the portion of receivables for which collection becomes doubtful. Provisions are made based upon evépeaific r
all significant outstanding receivables. In determining the provision, the Company cerikildistorical collection experience and
current economic trendsAllowance for doubtful accounts amounted to $868d ¥43 as of Decembe3l, 2007 and 2(&)
respectively

The Company has no dffalancesheet concentration of credit risk
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Derivative andhedging activities

St at ement of Financi al Accounting Standard No. 133 fA
(ASFAS No. 1330), as amended, requires the Companyatvesthat e c o
are not hedges must be adjusted to fair value through income. If the derivative is a hedge, depending on the natadgef the h
changes in the fair value of derivatives are either offset against the change in fair value of the hedgddlaksess,or firm
commitments through earnings or recognized in other comprehensive income (loss) until the hedged item is recognizeg.in earni
The ineffective portion of a derivativeb6s change in fair v

To protect against the increase in value of forecasted foreign currency cash flow resulting from salaries paid in Israeli N
and Euro during the year, the Company instituted in the second quarter of 2007, a foreign currency cash flow hedgingTegram.
Company hedges portions of the anticipated payroll of its Israeli employees denominated in NIS and for its Irish employe
denominated in Euro for a period of one to twelve months with forward and put option contracts.

During 2007 and 2008, the Company netsml accumulated other comprehensive income of $65 and $80, respectively, from
its forward and put option contracts in respect to anticipated payroll for its laraklirish employees . Such amounts will be
recorded in the consolidated statements ofatpensin the following year

The Company recognized a net gain of $ard $20 duringhe yeas ended Decembedl, 2007and 2008 respectively,
related to forwardnd put optionsontracts.

The Companymeasured the fair value of the contracts in accareavith Statement of Financial Accounting Standard No.
157AFair Val ue (deMote®)r ement so

Advertising expenses

Advertising expenses are charged to consolidated statements of operations as incurred. Advertising expenses for the y
ended Decendr 31,2006 2007and2008were £18 $44and ¥20, respectively.

Treasury stock

The Company repurchases its common stock from time to time pursuant to sabthemdzed share repurchase program
through open market purchases, privately negotiated stosa and repurchase plans in accordance with Rule-1@§3he United
States Securities Exchange Act of 1934, as amended. The repurchased common stock is held as treasury stock. The Con
presents the cost of the repurchased treasury stock as & fieduen i n i t equitg. tUpoa feissadnat efrsisades of treasury
stock, the Company charges the excess of the repurchase costeisgaance price usinghe weightedaverage method to
accumulated deficit, in accordance withcounting Principles Bard Opinion No6 iAStAztcwaundfi ng Research

Net income (loss) per share of common stock

Basic net income (loss) per share is computed based on the weagbtage number of shares of common stock outstanding
during each year. Dilutedet income per share is computed based on the weigktedge number of shares of common stock
outstanding during each year, plus dilutive potential shares of common stock coneigtstadding during the year, in accordance
with SFAS No.Per28ShdrEama.rimi ngs

(in thousands except per share data) Year ended December 31,

2006 2007 2008
Numerator:
Numerator for basic and diluted net income (loss) per share $ ©8) $ 1291 $ 8565

Denominator:

Denominator for basic net inconfless)per $are 19,101 19,606 20,009

sf-2645631 F-22



CEVA, INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS & (Continued)
(in thousands, except share data

(in thousands except per share data) Year ended December 31,

2006 2007 2008
Effect of employee stock options 5 544 566
Denominator for diluted net incongss)per share 19,191 20,150 20575
Basic net income (loss) per share $ (001) $ 007 $ 043
Diluted net income (losg)er share $ (0.0) $ 006 $ 042

The weighted average number of shares related to the outstanding options excluded from the calculation of diluted |
income (loss) per share, since their effect was-dihtiive, were4,717,761, 1,902560 and 1,442%691 sharesfor the years ended
DecembeB1, 2006 2007and2008 respectively.

Recently issued accounting standards

I n December 2007, the Financi al Accounting Standards
Standards (MBEASHEsILAICRmMbi nat i onldiR establiShEsfpincidled 4nk equirementS forth&w an
acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assanehteoijng
interest in theacquiree and the goodwill acquired. SFAELR also establishes disclosure requirements to enable the evaluation of the
nature and financial effects of the business combination. This statement is effective for the Company beginnint, 280%aryf he
impact of the adoption of SFAS 141R on the Companyébés cons
dependent on the size and nature of the business combinations it completes after the adoption of this statement.

In February 2008, he FASB i ssued FASB -3ftffeftite Dateoos HASHE StatementiNe. &Y cA)F SIP5 7
1572 0ywhi ch delays the effective date of SFAS 157 #dAFair Val
nonfinancial liabilities, excephose that are recognized or disclosed at fair value in the financial statements on a recurring basis (
least annually). SFAS 157 establishes a framework for measuring fair value and expands disclosures about fair valuentgeasurerr
FSP 1572 partialy defers the effective date of SFAS7 to fiscal years beginning after Novemh8&r 2008, and interim periods
within those fiscal years for items within the scope of the FSP215The adoption of SFAS 157 for all nonfinancial assets and
nonfinancial labilities is effective for the Company beginning Janudar009. The Company does not expect the impact of this
adoption to be material.

In March2008, the FASB issued SFASNb6 1 @A Di scl osures about Derivative |In
No.16106), which wildl require increased disclosures abothet ar
| ocation and amounts of derivative instruments i n édedgeegnt i
items are accounted for under SFAS 0183, and how derivative instruments and related hedged items affect its financial position,
financial performance, and cash flows. Certain disclosures will also be required with respect to derivativeHaaanmesredit risk
related. SFAS Ndal61 is effective fothe Companybeginning on Januard, 2009 on a prospective basithe Company doesot
expect this standard to have a material impaétssonsolidated results of operations or financial ctonli

In April 2008, the FASB issued FSP 182Dféet er mi nati on of the Usef ul -3LiThie of
guidance is intended to improve the consistency between the useful life of a recognized intangible asset urider Eohgwill
and Other Intangible Asseis ( iSFAS 1420) , and the period of expected cas
SFAS141R when the underlying arrangement includes renewal or extension of terms that would require substantial casits ar resul
material modification to the asset upon renewal or extension. Companies estimating the useful life of a recognizeel assetgibl
must now consider their historical experience in renewing or extending similar arrangements or, in the absestogcaf hi
experience, mu st consider assumptions that mar ket par si ci
entity-specific factors. FSP 142is effective for the Company beginning Januhr2009. The Company doeasot expectthe impact
of the adoption of FSP 142to be material.

In October 2008, the FASB issue@&PNo. 1543, @A Det er mining the Fair Value of a
That Asset (IfsFNBHY) Act-FEgrdmhds SFAS 150Urekaint sYadl teo® Megvi de
the manner in which SFAS:7 should be applied in determining fair value of a financial asset when there is no active market for sucl
asset at the measurement date. The Company does not thepiegpact othe adgtion of FSP 158 tobe material.
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