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a currently valid OMB number.  also be affected by the outcome of the current competition between cellular phone
operators and fixed-line operators for the provision of residential communication. Our revenues are currently
primarily generated from sales of chipsets used in cordless phones that are based on fixed-line telephony. Another
market trend that could affect the results of our operations is the potential shift in the U.S. digital telephony market
towards DECT products. The U.S. market is currently the dominant market for our customers. An increase in demand
for DECT 6.0 products in the U.S. in lieu of our 2.4GHz and 5.8GHz products, and our inability to successfully
develop and market new DECT 6.0 products to address this market may have a material adverse effect on our profits
and results of operations.

We recognize the competitive landscape and are actively engaged in addressing these market challenges and trends. We penetrated and continue
to expand our presence in the DECT market to grow our business. Our investment in DECT technologies continued with the Acquisition.
Revenues derived from the sale of DECT products represented 26% of our total revenues for the first nine months of 2007. In addition to DECT
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technologies, we invested in developing CoIP technologies in house. Sales of our CoIP products, which we also consider to be a key product line
for future revenues, increased significantly to 6% of our total revenues for the first nine months of 2007 and exceeded our total revenues for
CoIP products for all of 2006. We believe that our DECT and CoIP products will increase as a percentage of total revenues in 2007 in
comparison to 2006. We also are penetrating additional markets, including China, Korea, South America and the domestic Japanese market, with
our existing products. We believe our future growth will depend on our success in expanding our presence in the European DECT market, and
the general market deployment and acceptance of our DECT and CoIP products. However, our success in introducing new products and
penetrating new markets may not occur and may require us to substantially increase our operating expenses. As a result, our past operating
results should not be relied upon as an indication of future performance.

In addition to penetrating new markets and introducing new products to expand our business, our strategic focus is to launch next generation
products to capitalize on the transition underway in the residential communications market with the move from wireless voice communication to
voice communication over IP networks and ultimately the convergence of voice, video and data communication. As an initial step, we have
introduced products to facilitate the deployment of residential broadband services. Our long term goal is to leverage the Wi-Fi technology
acquired in 2004 from Bermai Inc. to develop and offer products for home communication that integrate voice, data and video with broadband
offerings.

As of September 30, 2007, our principal source of liquidity consisted of cash and cash equivalents of approximately $38.2 million, short term
investments of approximately $1.6 million and marketable securities of approximately $119.3 million, totaling to $159.0 million. Our cash,
investments and securities were materially decreased in the third quarter of 2007 to finance the Acquisition.
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RESULTS OF OPERATIONS

Total Revenues. Our total revenues were $61.9 million for the third quarter of 2007 as compared to $63.9 million for the same period in 2006.
Our revenues were $163.6 million for the first nine months of 2007 as compared to $176.6 million for the same period in 2006. Our revenues for
the third quarter and for the nine months ended September 30, 2007 included revenues of the CIPT Business acquired on September 4, 2007.
This decrease of 3% and 7% for the three and the nine months ended September 30, 2007, respectively, as compared to the same periods in
2006, was primarily as a result of a decrease in the sales of our 2.4GHz and 5.8GHz products, partially offset by increased sales of our CoIP and
DECT products. Sales of DECT products were $25.1 million and $43.1 million for the third quarter and the first nine months of 2007,
respectively, representing 41% and 26% of total revenues, respectively. Sales of DECT product for the third quarter and first nine months of
2006 were $11.9 million and $29.6 million, respectively, representing 19% and 17% of revenues respectively. The increase in sales of DECT
products for the third quarter and the first nine months ended September 30, 2007 as compared to the same periods in 2006 was mainly
attributable to the consolidation of the results of the CIPT Business beginning on September 4, 2007, the date of completion of the Acquisition.
Sales of 5.8GHz products for the third quarter of 2007 and 2006 were $13.8 million and $18.4 million, respectively, representing approximately
22% and 29% of our total revenues, respectively, and a decrease of 25% in absolute dollars comparing sales for the third quarter of 2007 to the
third quarter of 2006. Sales of 5.8GHz products for the first nine months of 2007 and 2006 were $51.0 million and $58.8 million, respectively,
representing approximately 31% and 33% of our total revenues, respectively, and a decrease of 13% in absolute dollars comparing sales for the
first nine months of 2007 to the first nine months of 2006. Sales of 2.4GHz products for the third quarter of 2007 and 2006 were $11.6 million
and $21.7 million, respectively, representing approximately 19% and 34% of our total revenues, respectively, and a decrease of 47% in absolute
dollars comparing sales for the third quarter of 2007 to the third quarter of 2006. Revenues from 2.4GHz products for the first nine months of
2007 and 2006 were $34.4 million and $54.7 million, respectively, representing approximately 21% and 31% of our total revenues, respectively,
and a decrease of 37% in absolute dollars comparing sales for the first nine months of 2007 to the first nine months of 2006. Revenues from
CoIP products for the third quarter of 2007 and 2006 were $3 million and $0.6 million, respectively, representing approximately 5% and 1% of
our total revenues, respectively. Revenues from CoIP products for the first nine months of 2007 and 2006 were $9.9 million and $0.6 million,
respectively, representing approximately 6% and 0% of our total revenues, respectively.

The following table shows the breakdown of revenues for the periods indicated by geographic location (in thousands):

Three months ended

September 30,

Nine months ended

September 30,
2007 2006 2007 2006

United States $ 331 $ 94 $ 566 $ 541
Japan 29,838 44,503 99,549 119,678
Europe 3,835 135 4,046 934
Hong-Kong 25,311 16,751 53,100 47,095
Other 2,551 2,392 6,329 8,317

Total revenues $ 61,866 $ 63,875 $ 163,590 $ 176,565
As our products are generally incorporated into consumer products sold by our OEM customers, our revenues are affected by seasonal buying
patterns of consumer products sold by our OEM customers that incorporate our products. The fourth quarter in any given year is usually the
strongest quarter of sales for our OEM customers and, as a result, the third quarter in any given year is usually the strongest quarter for our
revenues as our OEM customers request increased shipments of our products in anticipation of the fourth quarter holiday season. This trend can
be generally observed from reviewing our quarterly information and results of operations. The magnitude of this trend varies annually.
Notwithstanding the general trend, our actual results showed a decrease in sales in the third quarter of 2007 as compared to the second quarter
2007 if the revenues in the third quarter derived from the CIPT Business were deducted.
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Significant Customers. The Japanese market and the OEMs that operate in that market are among the largest suppliers for residential wireless
products with significant market share in the U.S. market. Revenues derived from sales through one distributor, Tomen Electronics Corporation
(�Tomen Electronics�), accounted for 40% and 70% of our total revenues for the three months ended September 30, 2007 and 2006, respectively.
Additionally, Tomen Electronics accounted for 46% and 68% of our total revenues for the nine months ended September 30, 2007 and 2006,
respectively. The decrease in 2007 as compared to 2006 was primarily due to a shift from sales to one of our significant customers through
Tomen Electronics for most of 2006 to direct sales to that customer in 2007, as well as an absolute decrease in sales to Tomen Electronics in
2007 as compared to 2006. In addition, the revenues for the third quarter of 2007 included the results of the CIPT Business, the products of
which are not sold through Tomen Electronics.

Tomen Electronics sells our products to a limited number of customers. One customer, Panasonic Communications Co., Ltd. (�Panasonic�), has
continually accounted for a majority of the sales through Tomen Electronics. Sales to Panasonic through Tomen Electronics generated
approximately 24% and 29% of our revenues for the three and nine months ended September 30, 2007, respectively. Sales to Panasonic through
Tomen Electronics generated approximately 40% and 43% of our revenues for the three and nine months ended September 30, 2006. Sales to
Uniden through Tomen Electronics or directly to Uniden represented 9% and 13% of our total revenues for the three months ended
September 30, 2007 and 2006, respectively. Sales to Uniden represented 16% and 13% of our total revenues for the nine months ended
September 30, 2007 and 2006. The loss of Tomen Electronics as a distributor and our inability to obtain a satisfactory replacement in a timely
manner would harm our sales and results of operations. Additionally, the loss of Panasonic and Tomen Electronics� inability to thereafter
effectively market our products would also harm our sales and results of operations.

Other significant customers of the company include various Hong Kong-based OEMs. Sales to CCT Telecom represented 14% and 16% of our
total revenues for the three months ended September 30, 2007 and 2006, respectively. Sales to CCT Telecom represented 14% and 16% of our
total revenues for the nine months ended September 30, 2007 and 2006, respectively. Sales to SunCorp represented 7% and 10% of our total
revenues for the three months ended September 30, 2007 and 2006. Sales to SunCorp represented 10% of our total revenues for both the nine
months ended September 30, 2007 and 2006, respectively. Sales to VTech represented 13% and 0% of our total revenues for the three months
ended September 30, 2007 and 2006. Sales to VTech represented 5% and 0% of our total revenues for the nine months ended September 30,
2007 and 2006, respectively.

Significant Products. Revenues from our DECT products represented 41% and 26% of total revenues for the third quarter and first nine months
of 2007, respectively. Revenues from our CoIP products represented 5% and 6% of revenues for the third quarter and first nine months of 2007,
respectively. Revenues from our 5.8GHz and 2.4GHz digital products represented 22% and 19%, respectively, of total revenues for the third
quarter of 2007, and represented 31% and 21%, respectively, of total revenues for the first nine months of 2007. We believe that sales of 5.8GHz
digital products and to a lesser extent 2.4GHz digital products will continue to represent a substantial percentage of our revenues for the
remainder of 2007 and in future periods. However, we believe that U.S. sales of our 2.4GHz and 5.8GHz products will decrease for the reminder
of 2007 with a sharper decrease in sales of our 2.4GHz products and increased pricing pressures for our 5.8GHz products. For the long-term, we
believe that the rapid deployment of new communication access methods, as well as the projected lack of growth in fixed-line telephony, will
reduce our total revenues derived from, and unit sales of, cordless telephony products, including future sales of our DECT, 2.4GHz and 5.8GHz
products. Also, price competition, resulting in a shift in sales from digital-based products to analog-based products, could harm our revenues for
2.4GHz and 5.8GHz products.

Gross Profit. Gross profit as a percentage of revenues was 40% for the third quarter of 2007 and 41% for the third quarter of 2006. Gross profit
as a percentage of revenues was 40% for the first nine months of 2007 and 41% for the first nine months of 2006. The decrease in our gross
profit for the third quarter and the first nine months of 2007 as compared to the same periods in 2006 was primarily due to the continued decline
in the average selling prices of our products, the decline in total revenues and the increased sale of DECT products with lower average selling
prices on account of 5.8GHz products with higher average selling prices. Additional factor that decreased our gross profit in 2007 was the
amortization of adjustment to market values of certain inventories acquired in the Acquisition in the amount of $0.6 million.
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Our gross profit may decrease further in the future due to a variety of factors, including the continued decline in the average selling prices of our
products and our failure to achieve the corresponding cost reductions, roll-out of new products in any given period, our failure to introduce new
engineering processes, �over-capacity� problems (shortage of capacity to meet our fabrication, testing and assembly needs), increases in raw
materials and silicon wafer costs and increases in production, assembly or testing costs. We cannot guarantee that our ongoing efforts in cost
reduction and yield improvements will be successful or that they will keep pace with the anticipated continuing decline in average selling prices
of our products. One approach we are using to offset the expected decrease in gross profit is offering our customers �bare-die� chips that eliminate
assembly and testing services in return for lower selling prices to our customers. Other steps we are taking include the implementation of cost
improvement plans to reduce testing costs and offer our customers more cost effective products. However, we can provide no assurance that any
alternative solutions we provide to our customers will be acceptable to them or that these steps will help us to offset the expected decrease in
gross margins.

As gross profit reflects the sale of chips and chipsets that have different margins, changes in the mix of products sold also have impacted and
will continue to impact our gross profit in future periods.

Cost of goods sold consists primarily of costs of wafer manufacturing and fabrication, assembly and testing of integrated circuit devices and
related overhead costs, and compensation and associated expenses relating to manufacturing and testing support and logistics personnel.

Research and Development Expenses. Our research and development expenses increased to $13.9 million for the third quarter of 2007 from
$12.2 million for the third quarter of 2006. Research and development expenses increased to $39.1 million for the first nine months of 2007 from
$35.6 million for the first nine months of 2006. The increase for the third quarter and the first nine months of 2007 was mainly attributed to
(i) an increase in research and development expenses in the amount of $1.7 million as a result of the inclusion of the expenses of the CIPT
Business in the combined results, (ii) an increase in expenses related to equity-based compensation resulting from the adoption of SFAS 123(R)
during the nine months period ended September 30, 2007, and (iii) an increase in salary and labor expenses for the third quarter and the nine
months ended September 30, 2007 as compared to the same periods in 2006. Equity-based compensation expenses amounted to $1.5 million and
$5.5 million for the third quarter and the first nine months of 2007, respectively, compared to $1.7 million and $4.6 million for the third quarter
and the first nine months of 2006, respectively. The above-referenced increases were partially offset by a decrease in other project-related
expenses in 2007 as compared to the same periods in 2006.

Our research and development expenses as a percentage of total revenues were 22% and 19% for the three months ended September 30, 2007
and 2006, respectively, and 24% and 20% for the nine months ended September 30, 2007 and 2006, respectively. The increase in research and
development expenses as a percentage of total revenues was due to the decrease in total revenues along with the increase in absolute dollars of
research and development expenses.

As our research and development staff is currently working on various projects simultaneously, we may need to incur additional expenses and
hire additional research and development staff and contractors related to the development of new products and to support the development of
existing products and technologies. In addition, the research and development expenses for the fourth quarter of 2007 will include all the
research and development expenses attributable to the CIPT Business whereas such expenses were prorated from September 4, 2007, the date of
completion of the Acquisition, in our third quarter 2007 results. As a result, our research and development expenses in absolute dollars are
expected to increase for the last quarter of 2007 and in 2008.

Research and development expenses consist mainly of payroll expenses to employees involved in research and development activities, expenses
related to tape-out and mask work, subcontracting, labor contractors and engineering expenses, depreciation and maintenance fees related to
equipment and software tools used in research and development, and facilities expenses associated with and allocated to research and
development activities.

Sales and Marketing Expenses. Our sales and marketing expenses were $4.7 and $4.4 million for the third quarter of 2007 and 2006,
respectively. For the nine months ended September 30, 2007, sales and marketing expenses
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were $13.0 million, as compared to $12.2 million for the same period in 2006. The increase was attributed mainly to higher levels of salary and
labor expenses, mainly due to a greater number of sales and marketing employees and contractors. The increase also was a result of expenses
related to equity-based compensation resulting from the adoption of SFAS 123(R) during the nine months period ended September 30, 2007.
Equity-based compensation expenses amounted to $0.3 million and $1.2 million for the three and the nine months ended September 30, 2007,
respectively, compared to $0.3 million and $1.0 million for the three and the nine months ended September 30, 2006, respectively. In addition,
the increase in sales and marketing expenses was a result of the inclusion of the expenses of the CIPT Business in the amount of $0.4 million in
the combined results. The increase in our sales and marketing expenses was partially offset by a decrease in commission paid to our sales
representatives due to a lower level of revenues for the third quarter and the first nine months ended September 30, 2007, and a decrease in the
average commission paid to our distributors and sales representatives.

Our sales and marketing expenses as a percentage of total revenues were 8% and 7% for the three months ended September 30, 2007 and 2006,
respectively. Our sales and marketing expenses as a percentage of total revenues also were 8% and 7% for the nine months ended September 30,
2007 and 2006, respectively.

Sales and marketing expenses consist mainly of sales commissions to our representatives and distributors, payroll expenses to direct sales and
marketing employees, travel, trade show expenses, and facilities expenses associated with and allocated to sales and marketing activities.

General and Administrative Expenses. Our general and administrative expenses were $3.3 million for the three months ended September 30,
2007, as compared to $2.8 million for the three months ended September 30, 2006. For the first nine months of 2007, general and administrative
expenses were $10.2 million as compared to $8.5 million for the same period in 2006. The increase in general and administration expenses was a
result of the inclusion of the expenses of the CIPT Business in the amount of $0.3 million in the combined results. The increase is also
attributable to an increase in equity-based compensation expenses related to the adoption of SFAS 123(R) that amounted to $1.0 and $3.6
million for the three and the nine months ended September 30, 2007, respectively, compared to $0.9 and $3 million for the three and nine
months ended September 30, 2006, respectively. One additional factor that increased general and administrative expenses was higher accounting
expenses for the third quarter and the first nine months of 2007, as compared to 2006.

General and administrative expenses as percentage of total revenues were 5% and 4% for the third quarter of 2007 and 2006, respectively.
General and administrative expenses as percentage of total revenues were 6% and 5% for the first nine months of 2007 and 2006, respectively.
The increase in general and administrative expenses as a percentage of total revenues for both comparable periods was a result of the increase in
absolute dollar amount of general and administrative expenses, along with the decrease in revenues.

General and administrative expenses consist mainly of payroll for management and administrative employees, accounting and legal fees,
expenses related to investor relations as well as facilities expenses associated with general and administrative activities.

Interest and Other Income, net. Interest and other income, net, for the three months ended September 30, 2007 decrease to $2.6 million from
$3.4 million for the three months ended September 30, 2006 and decreased to $9.2 million for the nine months ended September 30, 2007 from
$9.8 million for the nine months ended September 30, 2006. The decrease in the third quarter and in the nine months ended September 30, 2007
was due to a loss of $1.5 million derived from the sale of certain marketable securities, which were sold to finance the Acquisition. This loss was
recognized in the second and third quarters of 2007. Another factor for the decreased interest income was the payment of approximately $200
million in cash as partial consideration for the Acquisition, which resulted in less investment balance held and less interest income. The
decreases were offset partially by the overall higher yields on our investments during the three and the nine months ended September 30, 2007,
as compared to the same periods in 2006.

Our total cash, cash equivalents and marketable securities were $159.0 million as of September 30, 2007, compared to $363.8 million as of
September 30, 2006.
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Provision for Income Taxes. Our tax provision (income) for the third quarter of 2007 and the first nine months of 2007 was $(0.3) million and
$2.0 million, respectively. Our tax provision for the third quarter of 2006 and the first nine months of 2006 was $2.1 million and $5.7 million,
respectively. The decrease in provision for income taxes in both periods was mainly a result of a decrease in income before taxes .

In 2007 and 2006, we benefited for tax purposes from foreign tax holiday and tax-exempt income in Israel. DSP Group Ltd., our Israeli
subsidiary, was granted �Approved Enterprise� status by the Israeli government with respect to six separate investment plans. Approved Enterprise
status allows our Israeli subsidiary to enjoy a tax holiday for a period of two to four years and a reduced corporate tax rate of 10%-25% for an
additional six or eight years, on each investment plan�s proportionate share of taxable income. The tax benefits under these investment plans are
scheduled to gradually expire by 2015.

On April 1, 2005, an amendment to the Israeli Investment Law came into effect. The amendment revised the criteria for investments qualified to
receive tax benefits. An eligible investment program under the amendment will qualify for benefits as a Privileged Enterprise (rather than the
previous terminology of Approved Enterprise). Among other things, the amendment provides tax benefits to both local and foreign investors and
simplified the approval process. The amendment does not apply to investment programs approved prior to December 31, 2004. The new tax
regime will apply to new investment programs only. We believe that we are currently in compliance with these requirements. However, if we
fail to meet these requirements, we would be subject to corporate tax in Israel at the regular statutory rate (29% for 2007). We could also be
required to refund tax benefits, with interest and adjustments for inflation based on the Israeli consumer price index. As of January 1, 2007, we
started to generate income under the provision of the amendment.

In connection with the Acquisition, we applied for a tax ruling with the Swiss tax authorities to determine the tax rate applicable to the taxable
income generated by our Swiss subsidiary, including the amortization period for tax purposes of goodwill and all other intangible assets acquired
in the Acquisition). As of September 30, 2007, the tax ruling process has not been finalized.

LIQUIDITY AND CAPITAL RESOURCES

Operating Activities. Our cash flows from operating activities were $23.2 million and $25.1 million for the first nine months of 2007 and 2006,
respectively. The decrease in net cash provided by operating activities in the first nine months of 2007 as compared to the same period in 2006
resulted mainly from the decrease in net income in the first nine months of 2007 as compared to the same period in 2006. In addition, the
decrease was due to an increase in accounts receivables in the amount of $21.3 million in 2007, as compared to an increase of $9.5 million in the
accounts receivables in 2006, mainly as a result of the inclusion of revenues derived from the CIPT Business in the combined results that were
not collected until September 30, 2007. The above-referenced factors were partially offset by a decrease in inventories and prepaid expenses by
approximately $10 million during the first nine months of 2007.

Investing Activities. We invest excess cash in marketable securities of varying maturity, depending on our projected cash needs for operations,
capital expenditures and other business purposes. During the first nine months of 2007, we purchased $56.7 million of marketable securities and
short term investments, as compared to $91.8 million during the first nine months of 2006. During the same periods, $95.6 million and
$59.1 million, respectively, of marketable securities and short term investments matured. In addition, during the third quarter of 2007, $147.0
million of marketable securities and short term investments were sold to finance the $201.1 cash payment made to NXP in connection with the
Acquisition.

Our capital equipment purchases for the first nine months of 2007, consisting primarily of research and development software tools and
computers, totaled $2.6 million, as compared to $6.3 million for the first nine months of 2006.
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Financing Activities. During the first nine months of 2007, we received $3.1 million upon the exercise of employee stock options, as compared
to $31.8 million during the first nine months of 2006. We cannot predict cash flows from option exercises and employee stock purchases for
future periods.

In March 1999, our board of directors authorized the repurchase of up to an aggregate of 4.0 million shares of our common stock. In July 2003,
our board authorized the repurchase of an additional 2.5 million shares of our common stock. In October 2004, our board authorized the
repurchase of an additional 2.5 million shares. In January 2007 our board authorized the repurchase of an additional 3.0 million shares. During
the second quarter of 2007, we repurchased 421,000 shares of Common Stock at an average purchase price of $18.35 per share, for a total
consideration of approximately $7.7 million. We have 3,350,377 shares of our common stock remain authorized for repurchase as of
September 30, 2007.

In September 30, 2007, we had cash and cash equivalents of approximately $38.2 million, short term investments of $1.6 million and marketable
securities of approximately $119.3 million. The cash component of the consideration for the Acquisition was financed using our existing
liquidity resources, and therefore the acquisition materially decreased our current levels of cash investments and securities.

Our working capital at September 30, 2007 was approximately $125.6 million compared to $165.0 as of September 30, 2006. The decrease was
mainly due to the sale of certain marketable securities to finance the Acquisition. As we generate most of our cash flows from our operating
activities, we believe that our current cash, cash equivalents, cash deposits and marketable securities and our forecasted positive cash flows for
future periods, will be sufficient to meet our cash requirements for both the short and long term.

In addition, as part of our business strategy, we occasionally evaluate potential acquisitions of businesses, products and technologies.
Accordingly, a portion of our available cash may be used at any time for the acquisition of complementary products or businesses. Such
potential transactions may require substantial capital resources, which may require us to seek additional debt or equity financing. We cannot
assure you that we will be able to successfully identify suitable acquisition candidates, complete acquisitions, integrate acquired businesses into
our current operations, or expand into new markets. Furthermore, we cannot assure you that additional financing will be available to us in any
required time frame and on commercially reasonable terms, if at all. See the section of the risk factors entitled �Risks Related to the Proposed
Acquisition� and the risk factor entitled �We may engage in future acquisitions that could dilute our stockholders� equity and harm our business,
results of operations and financial condition.� for more detailed information.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements, as such term is defined in recently enacted rules by the Securities and Exchange
Commission, that have or are reasonably likely to have a current or future effect on our financial condition, changes in financial condition,
revenues or expenses, results of operations, liquidity, capital expenditures or capital resources that are material to investors.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risk. It is our policy not to enter into interest rate derivative financial instruments, except for hedging of foreign currency
exposures discussed below. We do not currently have any significant interest rate exposure since we do not have any financial obligation and our
financial assets are measured on an available for sale basis. The Company has the intent to hold these investments until the recovery of fair
value.

Foreign Currency Exchange Rate Risk. As a significant part of our sales and expenses are denominated in U.S. dollars, we have experienced
only insignificant foreign exchange gains and losses to date, and do not expect to incur significant gains and losses for the remainder of 2007.
However, due to the volatility in the exchange rate of the NIS versus the U.S. dollar, we decided to hedge part of the risk of a devaluation of the
NIS, which could have an adverse effect on the expenses that we incur in the State of Israel. For example, to protect against an increase in value
of forecasted foreign currency cash flows resulting from salary payments and lease payments for our Israeli facilities denominated in NIS during
2007, we instituted a foreign currency cash flow hedging program.
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These option and forward contracts are designated as cash flow hedges, as defined by SFAS No. 133, �Accounting for Derivative Instruments and
Hedging Activities�, and are all effective as hedges of these expenses. For more information about our hedging activity, see Note G to the
attached Notes to Condensed consolidated Financial Statement for the period ended September 30, 2007.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
See �Management�s Discussion and Analysis of Financial Condition and Results of Operations�Quantitative and Qualitative Disclosures about
Market Risk.�

ITEM 4. CONTROLS AND PROCEDURES
As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with the participation of our Chief
Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures. Based
on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures are effective.

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

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.
From time to time, we may become involved in litigation relating to claims arising from our ordinary course of business activities. Also, as is
typical in the semiconductor industry, we have been and may from time to time be notified of claims that we may be infringing patents or
intellectual property rights owned by third parties. For example, in a lawsuit against Microsoft Corporation, AT&T asserted that our TrueSpeech
8.5 algorithm includes certain elements covered by a patent held by AT&T. AT&T sued Microsoft, one of our TrueSpeech 8.5 licensees, for
infringement. We were not named in AT&T�s suit against Microsoft. We currently believe that there are no claims or actions pending or
threatened against us, the ultimate disposition of which would have a material adverse effect on us.

ITEM 1A. RISK FACTORS.
This Form 10-Q contains forward-looking statements concerning our future products, expenses, revenue, liquidity and cash needs as well as our
plans and strategies. These forward-looking statements are based on current expectations and we assume no obligation to update this
information. Numerous factors could cause our actual results to differ significantly from the results described in these forward-looking
statements, including the following risk factors.

There are no material changes to the Risk Factors described under the title �Factors That May Affect Future Performance� in our Annual Report
on Form 10-K for the fiscal year ended December 31, 2006 other than (1) the addition of the risk factor entitled �Our business and results of
operations may be affected by the acquisition of the cordless and VoIP terminals business�; (2) changes to the Risk Factor below entitled �We rely
on a primary distributor for a significant portion of our total revenues and the failure of this distributor to perform as expected would materially
reduce our future sales and revenues�; (3) changes to the Risk Factor below entitled �We rely significantly on revenue derived from a limited
number of customers�; (4) changes to the Risk Factor below entitled �We generate a significant amount of our total revenues from the sale of
digital cordless telephony products and our business and operating results may be materially adversely affected if we do not continue to succeed
in this highly competitive market or if the overall cordless digital market decreases�; (5) changes to the Risk Factor below entitled �Our gross
margins and profitability may be

27

Edgar Filing: BIOGEN IDEC INC - Form 4/A

Table of Contents 10



Table of Contents

materially adversely affected by the continued decline in average selling prices of our products and other factors, including increases in
assembly and testing expenses�; (6) changes to the Risk Factor below entitled �In order to sustain the future growth of our business, we must
penetrate new markets and our new products, such as our DECT products, must achieve widespread market acceptance�; (7) changes to the Risk
Factor below entitled �Because we have significant operations in Israel, we may be subject to political, economic and other conditions affecting
Israel that could increase our operating expenses and disrupt our business�; (8) changes to the Risk Factor below entitled �The tax benefits
available to us under Israeli law require us to meet several conditions, and may be terminated or reduced in the future, which would increase our
taxes�; (9) changes to the Risk Factor below entitled �Because the markets in which we compete are highly competitive, and many of our
competitors have greater resources than we do, we cannot be certain that our products will be accepted in the marketplace or capture market
share�; (10) changes to the Risk Factor below entitled �Because the markets in which we compete are subject to rapid changes, our products may
become obsolete or unmarketable�; (11) addition of the Risk Factor below entitled �Any reduction in workforce associated with any potential
restructuring efforts relating to the CIPT Business acquired from NXP could disrupt the operation of our business�; and (12) changes to the Risk
Factor below entitled �Because we have significant 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 business.�

We rely on a primary distributor for a significant portion of our total revenues and the failure of this distributor to perform as expected
would materially reduce our future sales and revenues.

We sell our products to customers primarily through a network of distributors and original equipment manufacturer (OEM) representatives.
Particularly, revenues derived from sales through our Japanese distributor, Tomen Electronics, accounted for 46% and 68% of our total revenues
for the nine months ended September 30, 2007 and 2006 respectively. Our future performance will depend, in part, on this distributor to continue
to successfully market and sell our products. Furthermore, Tomen Electronics sells our products to a limited number of customers. One
customer, Panasonic Communications Co., Ltd., has continually accounted for a majority of the sales through Tomen Electronics. Sales to
Panasonic through Tomen Electronics generated approximately 29% and 43% of our revenues for the nine months ended September 30, 2007
and 2006, respectively. The loss of Tomen Electronics as our distributor and our inability to obtain a satisfactory replacement in a timely manner
would materially harm our sales and results of operations. Additionally, the loss of Panasonic and Tomen Electronics� inability to thereafter
effectively market our products would also materially harm our sales and results of operations.

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

We expect that a limited number of customers, varying in identity from period-to-period, will account for a substantial portion of our revenues in
any period. Our five largest customers � Panasonic, Uniden, CCT, SunCorp and VTech� derived from sales through Tomen Electronics or directly
to the customers, accounted for 74% and 83% of total revenues for the nine months ended September 30, 2007 and 2006, respectively. In
addition to Panasonic mentioned above, sales to Uniden represented 16% and 13% of total revenues for the nine months ended September 30,
2007 and 2006, respectively; sales to Hong Kong-based CCT Telecom represented 14% and 16% of total revenues for the nine months ended
September 30, 2007 and 2006, respectively; sales to Hong Kong-based SunCorp represented 10% of total revenues for both the nine months
ended September 30, 2007 and 2006, respectively; and sales to Hong Kong-based VTech represented 5% and 0% of total revenues for the nine
months ended September 30, 2007 and 2006, respectively. Typically, our sales are made on a purchase order basis, and none of our customers
has entered into a long-term agreement requiring it to purchase our products. Moreover, we do not typically require our customers to purchase a
minimum quantity of our products, and our customers can generally cancel or significantly reduce their orders on short notice without significant
penalties. A significant amount of our revenues will continue to be derived from a limited number of large customers. The loss of or reduced
demand for products from any of our major customers could have a material adverse effect on our business, financial condition and results of
operations.

Because our products are components of end products, if OEMs do not incorporate our products into their end products or if the end
products of our OEM customers do not achieve market acceptance, we may not be able to generate adequate sales of our products.

Our products are not sold directly to the end-user; rather, they are components of end products. As a result, we rely upon OEMs to incorporate
our products into their end products at the design stage. Once an OEM designs a competitor�s product into its end product, it becomes
significantly more difficult for us to sell our products to that customer because changing suppliers involves significant cost, time, effort and risk
for the customer. As a result, we may
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incur significant expenditures on the development of a new product without any assurance that an OEM will select our product for design into its
own product and without this �design win� it becomes significantly difficult to sell our products. Moreover, even after an OEM agrees to design
our products into its end products, the design cycle is long and may be delayed due to factors beyond our control which may result in the end
product incorporating our products not to reach the market until long after the initial �design win� with the OEM. From initial product design-in to
volume production, many factors could impact the timing and/or amount of sales actually realized from the design-in. These factors include, but
are not limited to, changes in the competitive position of our technology, our customers� financial stability, and our ability to ship products
according to our customers� schedule.

Furthermore, we rely on the end products of our OEM customers that incorporate our products to achieve market acceptance. Many of our OEM
customers face intense competition in their markets. If end products that incorporate our products are not accepted in the marketplace, we may
not achieve adequate sales volume of our products, which would have a negative effect on our results of operations.

We generate a significant amount of our total revenues from the sale of digital cordless telephony products and our business and operating
results may be materially adversely affected if we do not continue to succeed in this highly competitive market or if the overall cordless
digital market decreases.

Sales of our digital cordless telephony products comprised a majority of our total revenues for the first nine months of 2007. Specifically, sales
of our 2.4GHz, 5.8GHz, DECT and CoIP products comprised 85% and 81% of our total revenues for the first nine months of 2007 and 2006,
respectively. Sales of our 5.8GHz and 2.4GHz products represented 31% and 21%, respectively, of our total revenues for the first nine months of
2007, and 33% and 31%, respectively, of our total revenues for the first nine months of 2006. We believe U.S. sales of our 2.4GHz and 5.8GHz
products will decrease in the remainder of 2007 with a sharper decrease in sales of our 2.4GHz products and increased pricing pressures for our
5.8GHz products. Any adverse change in the digital cordless market or in our ability to compete and maintain our competitive position in that
market would harm our business, financial condition and results of operations. The digital cordless telephony market is extremely competitive,
and we expect that competition will only increase. Our existing and potential competitors in each of our markets include large and emerging
domestic and foreign companies, many of which have significantly greater financial, technical, manufacturing, marketing, sale and distribution
resources and management expertise than we do. It is possible that we may one day be unable to respond to increased price competition for
digital cordless telephony processors or other products through the introduction of new products or reduction of manufacturing costs. This
inability would have a material adverse effect on our business, financial condition and results of operations. Likewise, any significant delays by
us in developing, manufacturing or shipping new or enhanced products in this market also would have a material adverse effect on our business,
financial condition and results of operations.

Moreover, due to the increased price competition in the cordless telephony market, we are currently witnessing a shift in sales from digital-based
to analog-based systems, a trend that could materially adversely affect our revenues.

In addition, we believe new developments in the home residential market may adversely affect the revenues we derive from our digital cordless
telephony products. For example, the rapid deployment of new communication access methods, including mobile, wireless broadband, cable and
other connectivity, may reduce the market for products using fixed-line telephony. This decrease in demand would reduce our revenues derived
from, and unit sales of, our digital cordless telephony products.

Our business and results of operations may be affected by the acquisition of the cordless and VoIP terminals business.

On September 4, 2007, we acquired the cordless and VoIP terminals business of NXP B.V. The acquisition could have an adverse effect on our
business in the near term if current and prospective customers and strategic partners are reluctant to enter into new agreements with us due to
uncertainty about the direction of the company after the acquisition. Also, our earnings may decrease due to the amortization of intangibles and
other assets and write-off of in-process research and development in connection with the acquisition. In addition, the process of integrating
NXP�s cordless and VoIP terminals business into our company may be prolonged due to unforeseen difficulties and may require a
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disproportionate amount of our resources and management�s attention. The diversion of management�s and employees� attention from our
day-to-day business, including implementation of strategic initiatives, may cause disruptions among our relationships with customers and
strategic partners, all of which could detract from our ability to generate revenue and implement strategic initiatives. Furthermore, we cannot
assure you that the proposed benefits of the acquisition can be achieved or achieved at the level currently anticipated. Our results of operations
after the acquisition could be below the expectations of market analysts, which could cause a decline in our stock price. Moreover, the
acquisition diluted our stockholders� equity as we issued 4,186,603 shares of our common stock to NXP as partial consideration for the
acquisition.

Because our quarterly operating results may fluctuate significantly, the price of our common stock may decline.

Our quarterly results of operations may vary significantly in the future for a variety of reasons, many of which are outside our control, including
the following:

� fluctuations in volume and timing of product orders;

� changes in demand for our products due to seasonal consumer buying patterns and other factors;

� timing of new product introductions by us, including our DECT and CoIP products, and by our customers or competitors;

� changes in the mix of products sold by us or our competitors;

� fluctuations in the level of sales by our OEM customers and other vendors of end products incorporating our products;

� timing and size of expenses, including expenses to develop new products and product improvements;

� entry into new markets, including China, Korea, South America and the domestic Japanese market;

� mergers and acquisitions by us, our competitors and our existing and potential customers; and

� general economic conditions, including the changing economic conditions in the United States and worldwide.
Each of the above factors is difficult to forecast and could harm our business, financial condition and results of operations. Also, we sell our
products to OEM customers that operate in consumer markets. As a result, our revenues are affected by seasonal buying patterns of consumer
products sold by our OEM customers that incorporate our products and the market acceptance of such 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 thus, our third
quarter in any given year is usually the strongest quarter for revenues as our OEM customers request increased shipments of our products in
anticipation of the increased activity in the fourth quarter. By contrast, the first quarter in any given year is usually the weakest quarter for us.

Our gross margins and profitability may be materially adversely affected by the continued decline in average selling prices of our products
and other factors, including increases in assembly and testing expenses.

We have experienced and will continue to experience a decrease in the average selling prices of our products. Decreasing average selling prices
could result in decreased revenues even if the volume of products sold increases. Decreasing average selling prices may also require us to sell
our products at much lower gross margin than in the past and reduce profitability. Although we have to date been able to partially offset on an
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yield percentages, there is no guarantee that our ongoing efforts will be successful or that they will keep pace with the anticipated, continued
decline in average selling prices of our products. In addition to the continued decline in the average selling prices of our products, our gross
profit may decrease in the future due to other factors, including the roll-out of new products in any given period and the penetration of new
markets which may require us to sell products at a lower margin, our failure to introduce new engineering processes, mix of products sold,
increases in the pricing of silicon wafers, and increases in other production costs, including testing and assembly. Furthermore, as we are a
fabless company, global market trends such as �over-capacity� problems so that there is a shortage of capacity to fulfill our fabrication needs also
may increase our raw material costs and thus decrease our gross margin.

Moreover, the cordless telephony market is undergoing a challenging period of transition characterized by stagnation due to the lack of new
model launches and market anticipation of next generation products. As a result, we expect the market to become more price sensitive for the
reminder of 2007.

Any reduction in workforce associated with any potential restructuring efforts relating to the CIPT Business acquired from NXP could
disrupt the operation of our business.

Pursuant to the acquisition of the CIPT Business from NXP, we increased our headcount and established new foreign subsidiaries in France,
Germany, Switzerland, Hong Kong and India. In connection with the establishment of a new organizational structure for the combined company
and the implementation of a unified synergy plan, we may implement a restructuring plan that involves a reduction in workforce and the
relocation of certain foreign operations. Workforce reductions and relocations in connection with any restructuring activity could result in an
erosion of morale, affect the focus and productivity of our remaining employees, including those directly responsible for revenue generation, and
result in work stoppages, all of which in turn may adversely affect our future revenues or cause other administrative deficiencies. Additionally,
reduction in workforce in EU countries may be protracted, require us to comply with complex foreign labor regulations and may entail
substantial severance costs. We also may face actions from employees that may be costly to defend. Furthermore, such matters could divert the
attention of our employees, including management, away from our operations, harm productivity, harm our reputation and increase our
expenses. We cannot assure you that any restructuring efforts we determine to implement will be successful or implemented in a timely manner.

Because we have significant 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 business.

Although the majority of end users of the consumer products that incorporate our products are located in the U.S., we are dependent on sales to
OEM customers, located outside of the U.S., that manufacture these consumer products. Export sales, primarily consisting of digital cordless
telephony products shipped to manufacturers in Europe and Asia, including Japan and Asia Pacific, represented 100% of our total revenues for
the first nine months of 2007. Furthermore, pursuant to the acquisition of the CIPT Business from NXP, we established new foreign subsidiaries
in France, Germany, Switzerland, Hong Kong and India and employ a number of individuals within these foreign operations. As a result, the
occurrence of any negative international political, economic or geographic events could result in significant revenue shortfalls and disrupt our
workforce within our foreign operations. These shortfalls and disruptions could cause our business, financial condition and results of operations
to be harmed. Some of the risks of doing business internationally include:

� unexpected changes in foreign government regulatory requirements;

� fluctuations in the exchange rate for the United States dollar;

� import and export license requirements;
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� imposition of tariffs and other barriers and restrictions;

� burdens of complying with a variety of foreign laws, treaties and technical standards;

� uncertainty of laws and enforcement in certain countries relating to the protection of intellectual property;

� difficulty in collecting accounts receivable and longer payment cycles for international customers than existing customers;

� difficulty in staffing and managing foreign operations and maintaining the morale and productivity of employees within foreign
operations;

� multiple and possibly overlapping tax structures and potentially adverse tax consequences;

� political and economic instability; and

� changes in diplomatic and trade relationships.
One or more of these factors may have a material adverse effect on our future operations and consequently, on our business, financial conditions
and operating results.

Because we depend on independent foundries to manufacture all of our integrated circuit products, we are subject to additional risks that
may materially disrupt our business.

All of our integrated circuit products are manufactured by independent foundries. While these foundries have been able to adequately meet the
demands of our increasing business, we are and will continue to be dependent upon these foundries to achieve acceptable manufacturing yields,
quality levels and costs, and to allocate to us a sufficient portion of their foundry capacity to meet our needs in a timely manner.

While we currently believe we have adequate capacity to support our current sales levels pursuant to our arrangement with our foundries, we
may encounter capacity shortage issues in the future. In the event of a worldwide shortage in foundry capacity, we may not be able to obtain a
sufficient allocation of foundry capacity to meet our product needs or we may incur additional costs to ensure specified quantities of products
and services. Over-capacity at the current foundries we use, or future foundries we may use, to manufacture our integrated circuit products may
lead to increased operating costs and lower gross margins. In addition, such a shortage could lengthen our products� manufacturing cycle and
cause a delay in the shipment of our products to our customers. This could ultimately lead to a loss of sales of our products, harm our reputation
and competitive position, and our revenues could be materially reduced. Our business could also be harmed if our current foundries terminate
their relationship with us and we are unable to obtain satisfactory replacements to fulfill customer orders on a timely basis and in a cost-effective
manner.

In addition, as TSMC produces a significant portion of our integrated circuit products and ASE tests and assembles them, earthquakes,
aftershocks or other natural disasters in Asia, or adverse changes in the political situation in Taiwan, could preclude us from obtaining an
adequate supply of wafers to fill customer orders. Such events could harm our reputation, business, financial condition, and results of operations.

Because the manufacture of our products is complex, the foundries on which we depend may not achieve the necessary yields or product
reliability that our business requires.

The manufacture of our products is a highly complex and precise process, requiring production in a highly controlled environment. Changes in
manufacturing processes or the inadvertent use of defective or contaminated materials by a foundry could adversely affect the foundry�s ability to
achieve acceptable manufacturing yields and product reliability.
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If the foundries we currently use do not achieve the necessary yields or product reliability, our ability to fulfill our customers� needs could suffer.
This could ultimately lead to a loss of sales of our products and have a negative effect on our gross margins and results of operations.

Furthermore, there are other significant risks associated with relying on these third-party foundries, including:

� risks due to the fact that we have reduced control over production cost, delivery schedules and product quality;

� less recourse if problems occur as the warranties on wafers or products supplied to us are limited; and

� increased exposure to potential misappropriation of our intellectual property.
As we depend on independent subcontractors, located in Asia, to assemble and test our semiconductor products, we are subject to additional
risks that may materially disrupt our business.

Independent subcontractors, located in Asia, assemble and test our semiconductor products. Because we rely on independent subcontractors to
perform these services, we cannot directly control our product delivery schedules or quality levels. Our future success also depends on the
financial viability of our independent subcontractors. If the capital structures of our independent subcontractors weaken, we may experience
product shortages, quality assurance problems, increased manufacturing costs, and/or supply chain disruption.

Moreover, the economic, market, social, and political situations in countries where some of our independent subcontractors are located are
unpredictable, can be volatile, and can have a significant impact on our business because we may not be able to obtain product in a timely
manner. Market and political conditions, including currency fluctuation, terrorism, political strife, war, labor disruption, and other factors,
including natural or man-made disasters, adverse changes in tax laws, tariff, import or export quotas, power and water shortages, or interruption
in air transportation, in areas where our independent subcontractors are located also could have a severe negative impact on our operating
capabilities.

In order to sustain the future growth of our business, we must penetrate new markets and our new products must achieve widespread market
acceptance.

In order to increase our sales volume and expand our business, we must penetrate new markets and introduce new products. We are exploring
opportunities to expand sales of our products to China, Korea, South America and the domestic Japanese market. However, there are no
assurances that we will gain significant market share in those competitive markets. In addition, many North American, European and Japanese
OEMs are moving their manufacturing sites to Southeast Asia as a result of the cyclical nature of manufacturing capacity issues and cost of
silicon integrated circuits, the continued decline of average selling prices of chipsets and other industry-wide factors. This trend may cause the
mix of our OEM customers to change in the future, thereby further necessitating our need to penetrate new markets. Furthermore, to sustain the
future growth of our business, we need to introduce new products as sales of our older products taper off. Moreover, the penetration of new
competitive markets and introduction of new products could require us to reduce the sale prices of our products or increase the cost per product
and thus reduce our total gross profit in future periods.

Our failure to compete effectively in the U.S. DECT market could have a material adverse effect on our business.

The U.S. digital telephony market is currently our dominant market as our OEM customers have significant market share in this market.
Although the current telephony technology for the U.S. market is based on 2.4GHz and 5.8GHz products, we believe there may be a potential
shift in the U.S. market towards DECT products. In 2006, at the conclusion of negotiations between the DECT Forum and the Federal
Communications Commission (FCC), the FCC authorized the use of the DECT frequency band in the U.S. This FCC decision allows companies
and households to use the multifunctional DECT technology for various communication needs and may lead to the expansion of the U.S. DECT
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market (DECT 6.0). However, we can provide no assurance that our current OEM customers, with whom we have strong existing relationships,
will gain significant market share in the DECT 6.0 market. Moreover we can provide no assurance that our DECT 6.0 chipsets will be acceptable
to our OEM customers or that the OEM customers to whom we sale DECT 6.0 chipsets will gain significant market share. If we are unable to
develop and market DECT products to compete effectively in any emerging DECT 6.0 market against the introduction of new products by our
competitors, our profits and results of operation may be materially adversely effected. In addition, if our OEM customers do not succeed in
penetrating any emerging DECT 6.0 market or fail to incorporate our chipsets in new DECT products introduced by them for this market, our
business also could suffer.

We are dependent on a small number of OEM customers, and our business could be harmed by the loss of any of these customers or
reductions in their purchasing volumes.

We sell our products to a limited number of OEM customers through a network of distributors and OEM representatives. Moreover, many North
American, European and Japanese OEMs are moving their manufacturing sites to Southeast Asia, as a result of the cyclical nature of
manufacturing capacity issues and cost of silicon integrated circuits, the continued decline of average selling prices of chipsets and other
industry-wide factors. In addition, OEMs located in Southeast Asia are growing and gaining competitive strength. As a result, the mix of our
OEM customers may change in the future. This trend also may promote the consolidation of OEMs located in North America, Europe and Japan
with OEMs located in Southeast Asia, which may reduce the number of our potential customers and reduce the volume of chipsets the combined
OEM may purchase from us. However, as is common in our industry, we typically do not enter into long term contracts with our customers in
which they commit to purchase products from us. The loss of any of our OEM customers may have a material adverse effect on our results of
operations.

Also, with the shift of manufacturing facilities to Southeast Asia, the mix of potential OEM customers may change in the future. However, we
may not succeed in attracting new customers as these potential customers may have pre-existing relationships with our current or potential
competitors and any consolidation of the OEM industry will further reduce the number of potential customers. To attract new customers, we
may be faced with intense price competition, which may affect our revenues and gross margins.

There are several emerging market trends that may challenge our ability to continue to grow our business.

We believe new technological developments in the home residential market may adversely affect our operating results. For example, the rapid
deployment of new communication access methods, including mobile, wireless broadband, cable and other connectivity, as well as the projected
lack of growth in products using fixed-line telephony would reduce our total revenues derived from, and unit sales of, cordless telephony
products. Our ability to maintain our growth will depend on the expansion of our product lines to capitalize on the emerging access methods and
on our success in developing and selling a portfolio of �system-on-a-chip� solutions that integrate video, voice, data and communication
technologies in a wider multimedia market, as well as on our success in developing and selling DECT, CoIP and video products. We cannot
assure you that we will succeed in expanding our product lines, or develop and sell in a timely manner a portfolio of �system-on-a-chip� solutions.

Furthermore, there is a growing threat from alternative technologies accelerating the decline of the fixed-line telephony market. This competition
comes mainly from mobile telephony, including emerging dual-mode mobile Wi-Fi phones, but also from other innovative applications, such as
Skype. Given that we derive a significant amount of revenues from chipsets incorporated into fixed-line telephony products, if we are unable to
develop new technologies in the face of the decline of this market, our business could be materially adversely affected.

The possible emerging trend of our OEM customers outsourcing their production may cause our revenue to decline.

We believe there may be an emerging trend of our OEM customers outsourcing their production to third parties. We have invested substantial
resources to build relationships with our OEM customers. However the outsourcing companies whom our OEM customers may choose to
outsource production may not have prior business relationship with us or may instead have prior or ongoing relationships with our competitors.
The emergence of this trend may require us
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to expend substantial additional resources to build relationships with these outsourcing companies, which would increase our operating
expenses. Even if we do expend such resources, there are no assurances that these outsourcing companies will choose to incorporate our chipsets
rather than chipsets of our competitors. Our inability to retain an OEM customer once such customer chooses to outsource production would
have a material adverse effect on our future revenue.

Because we have significant operations in Israel, we may be subject to political, economic and other conditions affecting Israel that could
increase our operating expenses and disrupt our business.

Our principal research and development facilities are located in the State of Israel and, as a result, at September 30, 2007, 254 of our 506
employees were located in Israel, including 157 out of 304 of our research and development personnel. In addition, although we are incorporated
in Delaware, a majority of our directors and executive officers are residents of Israel. Although substantially all of our sales currently are being
made to customers outside of Israel, we are nonetheless directly influenced by the political, economic and military conditions affecting Israel.
Any major hostilities involving Israel, or the interruption or curtailment of trade between Israel and its present trading partners, could
significantly harm our business, operating results and financial condition.

Israel�s economy has been subject to numerous destabilizing factors, including a period of rampant inflation in the early to mid-1980s, low
foreign exchange reserves, fluctuations in world commodity prices, military conflicts and civil unrest. In addition, Israel and companies doing
business with Israel have been the subject of an economic boycott by the Arab countries since Israel�s establishment. Although they have not
done so to date, these restrictive laws and policies may have an adverse impact on our operating results, financial condition or expansion of our
business.

Since the establishment of the State of Israel in 1948, a state of hostility has existed, varying in degree and intensity, between Israel and the Arab
countries. Although Israel has entered into various agreements with certain Arab countries and the Palestinian Authority, and various
declarations have been signed in connection with efforts to resolve some of the economic and political problems in the Middle East, hostilities
between Israel and some of its Arab neighbors have recently escalated and intensified. We cannot predict whether or in what manner these
conflicts will be resolved. Our results of operations may be negatively affected by the obligation of key personnel to perform military service. In
addition, certain of our officers and employees are currently obligated to perform annual reserve duty in the Israel Defense Forces and are
subject to being called for active military duty at any time. Although we have operated effectively under these requirements since our inception,
we cannot predict the effect of these obligations on the company in the future. Our operations could be disrupted by the absence, for a significant
period, of one or more of our officers or key employees due to military service.

The tax benefits available to us under Israeli law require us to meet several conditions, and may be terminated or reduced in the future,
which would increase our taxes.

Our facilities in Israel have been granted Approved Enterprise status under the Law for the Encouragement of Capital Investments, 1959,
commonly referred to as the Investment Law. The Investment Law provides that capital investments in a production facility (or other eligible
assets) may be designated as an Approved Enterprise. Under that law, we receive certain tax benefits in Israel. To be eligible for tax benefits, we
must meet certain conditions, relating principally to adherence to the investment program filed with the Investment Center of the Israeli Ministry
of Industry and Trade and to periodic reporting obligations. Although we believe we have met such conditions in the past, should we fail to meet
such conditions in the future, we would be subject to corporate tax in Israel at the standard corporate tax rate (29% for 2007) and could be
required to refund tax benefits already received. We cannot assure you that such grants and tax benefits will be continued in the future at their
current levels, if at all. The tax benefits under these investment plans are scheduled to gradually expire by 2015. The termination or reduction of
certain programs and tax benefits (particularly benefits available to us as a result of the Approved Enterprise status of our facilities and
programs) or a requirement to refund tax benefits already received may have a material adverse effect on our business, operating results and
financial condition. On April 1, 2005, an amendment to the Investment Law came into effect. The amendment revised the criteria for
investments qualified to receive tax benefits. An eligible investment program under the amendment will qualify for benefits as a Privileged
Enterprise (rather than the previous terminology of Approved Enterprise). Among other things, the amendment provides tax benefits to both
local and foreign investors and simplifies the approval process. The
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amendment does not apply to investment programs approved prior to December 31, 2004. The new tax regime will apply to new investment
programs only. We believe that we are currently in compliance with these requirements. However, if we fail to meet these requirements, we
would be subject to corporate tax in Israel at the regular statutory rate (29% for 2007). We could also be required to refund tax benefits, with
interest and adjustments for inflation based on the Israeli consumer price index.

We may engage in future acquisitions that could dilute our stockholders� equity and harm our business, results of operations and financial
condition.

We have pursued, and will continue to pursue, growth opportunities through internal development and acquisition of complementary businesses,
products and technologies. We are unable to predict whether or when any other prospective acquisition will be completed. The process of
integrating an acquired business may be prolonged due to unforeseen difficulties and may require a disproportionate amount of our resources
and management�s attention. We cannot assure you that we will be able to successfully identify suitable acquisition candidates, complete
acquisitions, integrate acquired businesses into our operations, or expand into new markets. Further, once integrated, acquisitions may not
achieve comparable levels of revenues, profitability or productivity as our existing business or otherwise perform as expected. The occurrence of
any of these events could harm our business, financial condition or results of operations. Future acquisitions may require substantial capital
resources, which may require us to seek additional debt or equity financing.

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

� issuance of equity securities that would dilute our current stockholders� percentages of ownership;

� large one-time write-offs;

� the incurrence of debt and contingent liabilities;

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

� diversion of management�s attention from other business concerns;

� contractual disputes;

� risks of entering geographic and business markets in which we have no or only limited prior experience; and

� potential loss of key employees of acquired organizations.
Third party claims of infringement or other claims against us could adversely affect our ability to market our products, require us to redesign
our products or seek licenses from third parties, and seriously harm our operating results and disrupt our business.

As is typical in the semiconductor industry, we have been and may from time to time be notified of claims that we may be infringing patents or
intellectual property rights owned by third parties. For example, in a lawsuit against Microsoft Corporation, AT&T asserted that our TrueSpeech
8.5 algorithm includes certain elements covered by a patent held by AT&T. AT&T sued Microsoft, one of our TrueSpeech 8.5 licensees, for
infringement. We were not named in AT&T�s suit against Microsoft. If litigation becomes necessary to determine the validity of any third party
claims, it could result in significant expense to us and could divert the efforts of our technical and management personnel, whether or not the
litigation is determined in our favor.
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If it appears necessary or desirable, we may try to obtain licenses for those patents or intellectual property rights that we are allegedly infringing.
Although holders of these types of intellectual property rights commonly offer these licenses, we cannot assure you that licenses will be offered
or that the terms of any offered licenses will be acceptable to us. Our failure to obtain a license for key intellectual property rights from a third
party for technology used by us could cause us to incur substantial liabilities and to suspend the manufacturing of products utilizing the
technology.

Alternatively, we could be required to expend significant resources to develop non-infringing technology. We cannot assure you that we would
be successful in developing non-infringing technology.

We may not be able to adequately protect or enforce our intellectual property rights, which could harm our competitive position.

Our success and ability to compete is in part dependent upon our internally-developed technology and other proprietary rights, which we protect
through a combination of copyright, trademark and trade secret laws, as well as through confidentiality agreements and licensing arrangements
with our customers, suppliers, employees and consultants. In addition, we have filed a number of patents in the United States and in other
foreign countries with respect to new or improved technology that we have developed. However, the status of any patent involves complex legal
and factual questions, and the breadth of claims allowed is uncertain. Accordingly, we cannot assure you that any patent application filed by us
will result in a patent being issued, or that the patents issued to us will not be infringed by others. Also, our competitors and potential
competitors may develop products with similar technology or functionality as our products, or they may attempt to copy or reverse engineer
aspects of our product line or to obtain and use information that we regard as proprietary. Moreover, the laws of certain countries in which our
products are or may be developed, manufactured or sold, including Hong Kong, Japan and Taiwan, may not protect our products and intellectual
property rights to the same extent as the laws of the United States. Policing the unauthorized use of our products is difficult and may result in
significant expense to us and could divert the efforts of our technical and management personnel. Even if we spend significant resources and
efforts to protect our intellectual property, we cannot assure you that we will be able to prevent misappropriation of our technology. Use by
others of our proprietary rights could materially harm our business and expensive litigation may be necessary in the future to enforce our
intellectual property rights.

Because our products 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 against
us.

Our products are complex and may contain errors, defects and bugs when introduced. If we deliver products with errors, defects or bugs, our
credibility and the market acceptance and sales of our products could be significantly harmed. Furthermore, the nature of our products may also
delay the detection of any such error or defect. If our products contain errors, defects and bugs, then we may be required to expend significant
capital and resources to alleviate these problems. This could result in the diversion of technical and other resources from our other development
efforts. Any actual or perceived problems or delays may also adversely affect our ability to attract or retain customers. Furthermore, the
existence of any defects, errors or failures in our products could lead to product liability claims or lawsuits against us or against our customers.
We generally provide our customers with a standard warranty for our products, generally lasting one year from the date of purchase. Although
we attempt to limit our liability for product defects to product replacements, we may not be successful, and customers may sue us or claim
liability for the defective products. A successful product liability claim could result in substantial cost and divert management�s attention and
resources, which would have a negative impact on our financial condition and results of operations.

We are exposed to the credit risk of our customers and to credit exposures in weakened markets, which could result in material losses.

Most of our sales are on an open credit basis. We expect demand for enhanced open credit terms, for example, longer payment terms, to continue
and believe that such arrangements are a competitive factor in obtaining business. Although we monitor and attempt to mitigate credit risks,
including through insurance coverage from time to time, there can be no assurance that our efforts will be effective. Moreover, even if we
attempt to mitigate credit risks through
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insurance coverage, such coverage may not be sufficient to cover all of our losses and we would be subject to a deductible under any insurance
coverage. Although any losses to date relating to credit exposure of our customers have not been material, future losses, if incurred, could harm
our business and have a material adverse effect on our operating results and financial condition.

Our executive officers and key personnel are critical to our business, and because there is significant competition for personnel in our
industry, we may not be able to attract and retain such qualified personnel.

Our success depends to a significant degree upon the continued contributions of our executive management team, and our technical, marketing,
sales customer support and product development personnel. The loss of significant numbers of such personnel could significantly harm our
business, financial condition and results of operations. We do not have any life insurance or other insurance covering the loss of any of our key
employees. Because our products are specialized and complex, our success depends upon our ability to attract, train and retain qualified
personnel, including qualified technical, marketing and sales personnel. However, the competition for personnel is intense and we may have
difficulty attracting and retaining such personnel.

We are exposed to fluctuations in currency exchange rates.

A significant portion of our business is conducted outside the United States. Export sales to manufacturers in Europe and Asia, including Japan
and Asia Pacific, represented 100% of our total revenues for the first nine months of 2007. Although most of our revenue and expenses are
transacted in U.S. dollars, we may be exposed to currency exchange fluctuations in the future as business practices evolve and we are forced to
transact business in local currencies. Moreover, part of our expenses in Israel are paid in Israeli currency, which subjects us to the risks of
foreign currency fluctuations between the U.S. dollar and the New Israeli Shekel (NIS) and to economic pressures resulting from Israel�s general
rate of inflation. Our primary expenses paid in NIS are employee salaries and lease payments on our Israeli facilities. As a result, an increase in
the value of Israeli currency in comparison to the U.S. dollar could increase the cost of our technology development, research and development
expenses and general and administrative expenses. From time to time, we use derivative instruments in order to minimize the effects of currency
fluctuations, but our hedging positions may be partial, may not exist at all in the future or may not succeed in minimizing our foreign currency
fluctuation risks. Furthermore, due to the acquisition of the CIPT Business, a portion of our expenses for our European operations are paid in
Euro and Swiss Franc, which subjects us to the risks of foreign currency fluctuations between the U.S. dollar and the Euro and Swiss Franc. Our
primary expenses paid in Euro and Swiss Franc are employee salaries, lease and operational payments on our European facilities. As a result, an
increase in the value of the Euro and Swiss Franc in comparison to the U.S. dollar could increase the cost of our technology development,
research and development expenses and general and administrative expenses.

Because the markets in which we compete are subject to rapid changes, our products may become obsolete or unmarketable.

The markets for our products and services are characterized by rapidly changing technology, short product life cycles, evolving industry
standards, changes in customer needs, demand for higher levels of integration, growing competition and new product introductions. Our future
growth is dependent not only on the continued success of our existing products but also successful introduction of new products as some of our
existing products, such as 900MHz, 2.4GHz and 5.8GHz, experienced decreased sales. Our ability to adapt to changing technology and
anticipate future standards, and the rate of adoption and acceptance of those standards, will be a significant factor in maintaining or improving
our competitive position and prospects for growth. If new industry standards emerge, our products or our customers� products could become
unmarketable or obsolete, and we could lose market share. We may also have to incur substantial unanticipated costs to comply with these new
standards. If our product development and improvements take longer than planned, the availability of our products would be delayed. Any such
delay may render our products obsolete or unmarketable, which would have a negative impact on our ability to sell our products and our results
of operations.
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Because of changing customer requirements and emerging industry standards, we may not be able to achieve broad market acceptance of our
products. Our success is dependent, in part, on our ability to:

� successfully develop, introduce and market new and enhanced products at competitive prices and in a timely manner in order to meet
changing customer needs;

� convince leading OEMs to select our new and enhanced products for design into their own new products;

� respond effectively to new technological changes or new product announcements by others;

� effectively use and offer leading technologies; and

� maintain close working relationships with our key customers.
We cannot be sure that we will be successful in these pursuits, that the growth in demand will continue or that our products will achieve market
acceptance. Our failure to develop and introduce new products that are compatible with industry standards and that satisfy customer
requirements, and the failure of our products to achieve broad market acceptance, could have a negative impact on our ability to sell our
products and our results of operations.

Because the markets in which we compete are highly competitive, and many of our competitors have greater resources than we do, we
cannot be certain that our products will be accepted in the marketplace or capture market share.

The markets in which we operate are extremely competitive and characterized by rapid technological change, evolving standards, short product
life cycles and price erosion. We expect competition to intensify as current competitors expand their product offerings and new competitors
enter the market. Given the highly competitive environment in which we operate, we cannot be sure that any competitive advantages enjoyed by
our current products would be sufficient to establish and sustain our new products in the market. Any increase in price or competition could
result in the erosion of our market share, to the extent we have obtained market share, and would have a negative impact on our financial
condition and results of operations.

In each of our business activities, we face current and potential competition from competitors that have significantly greater financial, technical,
manufacturing, marketing, sales and distribution resources and management expertise than we do. These competitors may also have pre-existing
relationships with our customers or potential customers. Further, in the event of a manufacturing capacity shortage, these competitors may be
able to manufacture products when we are unable to do so. Our principal competitors in the cordless market include SiTel (formerly the DECT
division of National Semiconductor), Oki Electronic, Micro Linear and Infineon. Our principal competitors in the VoIP market include
Broadcom, AudioCodes, Texas Instruments, Infineon and new Taiwanese IC vendors.

As discussed above, various new developments in the home residential market may require us to enter into new markets with competitors that
have more established presence, and significantly greater financial, technical, manufacturing, marketing, sales and distribution resources and
management expertise than we do. The expenditure of greater resources to expand our current product lines and develop a portfolio of
�system-on-a-chip� solutions that integrate video, voice, data and communication technologies in a wider multimedia market may increase our
operating expenses and reduce our gross profit. We cannot assure you that we will succeed in developing and introducing new products that are
responsive to market demands.

An unfavorable government review of our federal income tax returns or changes in our effective tax rates could adversely affect our
operating results.

Our future effective tax rates could be adversely affected by earnings being lower than anticipated in countries where we have lower statutory
rates and higher than anticipated in countries where we have higher statutory rates, by changes in the valuation of our deferred tax assets and
liabilities, or by changes in tax laws, regulations, accounting principles or interpretations thereof.
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In addition, we are subject to the periodic examination of our income tax returns by the IRS and other tax authorities. We regularly assess the
likelihood of adverse outcomes resulting from these examinations to determine the adequacy of our provision for income taxes. The outcomes
from these examinations may have an adverse effect on our operating results and financial condition. Our U.S. Federal income tax returns for
2003 and 2004 have been selected for audit by the Internal Revenue Service. While we believe that we have made adequate provisions related to
the audits of these tax returns, the final determination of our obligations may exceed the amounts provided for by us in the accompanying
Consolidated Financial Statements. Specifically, we may receive assessments related to the audits and/or reviews of our U.S. income tax returns
that exceed amounts provided for by us. In the event we are unsuccessful in reducing the amount of such assessments, our business, financial
condition or results of operations could be adversely affected. Further, if additional taxes and/or penalties are assessed as a result of these audits,
there could be a material effect on our income tax provision, operating expenses and net income in the period or periods for which that
determination is made.

In connection with the acquisition of the CIPT Business of NXP, we applied for a tax ruling with the Swiss tax authorities to determine the tax
rate applicable to the taxable income generated by our Swiss subsidiary, including the amortization period for tax purposes of goodwill and all
other intangible assets acquired in the acquisition). As of September 30, 2007 and the filing date of this periodic report, the tax ruling process
has not been finalized. In the event we do not receive a favorable tax ruling, there could be a material effect on our income tax provision for the
taxable income generated by our Swiss subsidiary.

We may experience difficulties in transitioning to smaller geometry process technologies or in achieving higher levels of design integration,
which may result in reduced manufacturing yields, delays in product deliveries and increased expenses.

A growing trend in our industry is the integration of greater semiconductor content into a single chip to achieve higher levels of functionality. In
order to remain competitive, we must achieve higher levels of design integration and deliver new integrated products on a timely basis. This will
require us to expend greater research and development resources, and may require us to modify the manufacturing processes for some of our
products, to achieve greater integration. We periodically evaluate the benefits, on a product-by-product basis, of migrating to smaller geometry
process technologies to reduce our costs. Although this migration to smaller geometry process technologies has helped us to offset the declining
average selling prices of our IDT products, this effort may not continue to be successful. Also, because we are a fabless semiconductor company,
we depend on our foundries to transition to smaller geometry processes successfully. We cannot assure you that our foundries will be able to
effectively manage the transition. In case our foundries or we experience significant delays in this transition or fail to efficiently implement this
transition, our business, financial condition and results of operations could be materially and adversely affected.

Our certificate of incorporation and bylaws contain anti-takeover provisions that could prevent or discourage a third party from acquiring
us.

Our certificate of incorporation and bylaws contain provisions that may prevent or discourage a third party from acquiring us, even if the
acquisition would be beneficial to our stockholders. We have a staggered board, which means it will generally take two years to change the
composition of our board. Our board of directors also has the authority to fix the rights and preferences of shares of our preferred stock and to
issue such shares without a stockholder vote. We also have a rights plan in place. It is possible that these provisions may prevent or discourage
third parties from acquiring us, even if the acquisition would be beneficial to our stockholders. In addition, these factors may also adversely
affect the market price of our common stock, and the voting and other rights of the holders of our common stock.

Our stock price may be volatile so you may not be able to resell your shares of our common stock at or above the price you paid for them.

Announcements of developments related to our business, announcements by competitors, quarterly fluctuations in our financial results, changes
in the general conditions of the highly dynamic industry in which we compete or the national economies in which we do business, and other
factors could cause the price of our common stock to fluctuate,
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perhaps substantially. In addition, in recent years, the stock market has experienced extreme price fluctuations, which have often been unrelated
to the operating performance of affected companies. These factors and fluctuations could have a material adverse effect on the market price of
our common stock.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
There were no repurchases of our common stock during the three months ended September 30, 2007. We have 3,350,377 shares of our common
stock remain authorized for repurchase as of September 30, 2007.

ITEM 6. EXHIBITS.

Exhibit 2.1 Share and Business Sale Agreement, dated September 3, 2007, by and among DSP Group, Inc., DSP Group Ltd. and NXP,
B.V. (confidential treatment has been granted for portions of this exhibit) (incorporated herein by reference to Exhibit 2.1
filed by the Company on the Current Report on Form 8-K filed with the Securities and Exchange Commission on
September 7, 2007).

Exhibit 3.3 Amended and Restated Bylaws of DSP Group, Inc., effective as of October 31, 2007 (incorporated herein by reference to
Exhibit 3.1 filed by the Company on the Current Report on Form 8-K filed with the Securities and Exchange Commission on
November 6, 2007).

Exhibit 10.38 Manufacturing Services Collaboration Agreement, dated September 4, 2007, by and among DSP Group, Inc., DSP Group
Ltd. and NXP, B.V. (confidential treatment has been requested for portions of this exhibit).

Exhibit 10.39 Intellectual Property Transfer and License Agreement, dated September 4, 2007, by and among DSP Group, Inc., DSP Group
Ltd. and NXP, B.V. (confidential treatment has been requested for portions of this exhibit).

Exhibit 10.40 Intellectual Property Library Services and R&D Agreement, dated September 4, 2007, by and among DSP Group, Inc., DSP
Group Ltd. and NXP, B.V. (confidential treatment has been requested for portions of this exhibit).

Exhibit 10.41 Umbrella Transitional Services Agreement, dated September 4, 2007, by and among DSP Group, Inc., DSP Group Ltd. and
NXP, B.V. (confidential treatment has been requested for portions of this exhibit).

Exhibit 10.42 Stockholders Agreement, effective September 4, 2007, by and between DSP Group, Inc. and NXP, B.V. (incorporated herein
by reference to Exhibit 10.1 filed by the Company on the Current Report on Form 8-K filed with the Securities and Exchange
Commission on September 7, 2007).

Exhibit 10.43 Employment Agreement by and between Brian Robertson and DSP Group Switzerland AG, effective September 1, 2007
(incorporated herein by reference to Exhibit 10.1 filed by the Company on the Current Report on Form 8-K filed with the
Securities and Exchange Commission on November 6, 2007).

Exhibit 31.1 Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Exhibit 31.2 Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Exhibit 32.1 Certification of the Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Exhibit 32.2 Certification of the Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

DSP GROUP, INC.
(Registrant)

Date: November 9, 2007 By: /s/ Dror Levy
Dror Levy, Vice President of Finance, Chief Financial
Officer and Secretary
(Principal Financial Officer and Principal Accounting
Officer)
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