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• Repurchase of 6% of our common stock for a total 
consideration of $9 million.

• Acquisition of BoneTone communications for a total 
consideration of $9 million.

• Capital expenditures of $2 million. 
• Cash use for operations in the amount of $1 million.

In light of the unprecedented decline in revenues from our 
cordless telephony products, we promptly implemented 
a restructuring plan aimed at reducing our annual 
non-GAAP operating expenses to a run rate of 
approximately $18 million per quarter, down from $19.6 
million in 2010. Our objective is to resume positive 
operating cash flows in 2012,* and we will continue to 
closely monitor market trends and implement additional 
cost cutting measures whenever necessary to ensure we 
achieve this objective.

Also, on a positive note, at year end our backlog was up 
30% from the prior quarter, indicating that the slowdown 
in bookings we experienced from July 2011 is behind us 
as the inventory depletion cycle appears to have bottomed 
at year end.* We view this as a positive sign of improving 
market conditions, which makes us cautiously optimistic 
about our business. 

Finally, we would like to thank our stockholders, business 
partners, customers and employees for their continued 
outstanding support, cooperation and loyalty during 2011.  

We believe that with your support, our arsenal of innovative 
technologies, the loyalty of our customers and the 
dedication of our employees, we are well positioned to 
meet market challenges in 2012 and take advantage of 
future opportunities.

* These statements qualify as “forward-looking statements” under the Private Securities 
Litigation Reform Act of 1995. These statements are based on current expectations 
and DSP Group assumes no obligation to update this information. In addition, the 
events described in these forward-looking statements may not actually arise as a 
result of various factors which are discussed under “RISK FACTORS” in DSP Group’s 
Form 10 K for �scal 2011 which is available on DSP Group’s Web site (www.dspg.com) 
under Investor Relations.

**See DSP Group’s Current Report on Form 8-K �led with the Securities and Exchange 
Commission on February 1, 2012 for a reconciliation of these non-GAAP �gures to 
GAAP �gures.

2011 was a year in which we saw our investments in 
research and development focused on new technologies 
begin to bear fruit while allowing us to plant the seeds for 
revenue growth in 2012. Our efforts in 2011 were aimed 
at strengthening our market share in new market verticals 
based on new technologies and in our primary cordless 
telephony products. We achieved this goal and by year 
end had built an exciting strong pipeline of design wins. 
These design wins coupled with our current product mix 
demonstrate a successful penetration into new market 
verticals such as home, business and cellular, as well as 
key design wins in cordless telephony products, all of 
which will begin mass shipments throughout 2012. 
Notwithstanding these positive developments, 2011 was 
also a challenging year.  The consumer electronics market 
faced a difficult second half in 2011, a period characterized 
by lackluster consumer spending in Europe and the U.S. 
amid macroeconomic headwinds, anticipating a global 
slowdown and a mounting ongoing debt crisis in Europe.

In 2011, we experienced a 24% annual growth rate from 
our promising line of products for new market verticals, 
which generated approximately $20 million in revenues in 
2011, as compared to $16 million in 2010.

Moreover, during 2011, several leading OEM and ODM 
customers began mass production of products based on 
our XpandR, VoIP, DECT/CAT-iq and DECT ULE products.  
These products are targeting new market verticals such 
as broadband gateways, home automation and security 
in the home vertical, and HD video phones, SIP IP phones 
and Analog Terminal Adaptors (ATA) for the small business 
and enterprise verticals.

In December 2011, we completed our acquisition of 
BoneTone Communications, a provider of innovative voice 
processing technology for intelligent voice enhancement 
and noise reduction that redefines audio quality and voice 
intelligibility in mobile devices and headsets, enabling us to 
enter new markets.  Starting in 2012, we expect that our 
BoneTone products will begin to generate revenues from 
sales of its HD Mobile Audio products in the mobile vertical.*

This technology addresses a significant market that was 
previously untapped by DSP Group and expands the field 
of addressable products for DSP Group, including 
Bluetooth headsets, mobile handsets and head-phones 
for surround sound systems.  The feedback from leading 
brands in this industry is overwhelming and design-in 
activities have already begun with several leading 
manufacturers. We believe that this unique technology 
should prove extremely valuable for DSP Group.

As noted above, spending on consumer electronics in 
2011 softened due to macroeconomic conditions and the 
uncertainty around the European debt crisis. This market 
environment negatively impacted the demand in many 
consumer electronics segments and in particular, cordless 
telephony products. During the second half of 2011, we 
experienced a slowdown in bookings from our cordless 
telephony customers driven by reduced demand for 
consumer electronics and cordless telephony products. 
In addition, demand for our products was further 
depressed as our supply chain exercised more caution. 
Our customers and our customers’ customers adjusted 
their inventory policies to better cope with uncertain 
macroeconomic conditions by implementing measures 
to minimize working capital exposure and holding lower 
levels of inventory.

As a result, our 2011 revenues from cordless telephony 
products suffered a decline of 17% to approximately $174 
million from $209 million in 2010. Additional 2011 financial 
metrics are as follows:

• We ended 2011 with revenues of $194 million, a decline  
of 14% year over year as compared to revenues of $225 
million in 2010.

• Our non-GAAP gross margins** were 36.4%,
as compared to 38.2% in 2010 

• We reduced our non-GAAP operating expenses** 
to $76.8 million from $78.3 million in 2010. 

• Our non-GAAP operating loss** was $6.3 million during  
2011 vs. a profit of $7.8 million in 2010.

• Our non-GAAP net loss** for the year was $4.2 million 
vs. a profit of $9.5 million in 2010.

• Our non-GAAP diluted loss** per share was $0.18 
vs. earnings of $0.40 per share in 2010.

At year end, our cash and marketable securities position 
was approximately $118 million as compared to 
approximately $140 million at the end of 2010. The decline 
in our cash position was attributed to four main factors:
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