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PART 1. FINANCIAL INFORMATION
- - -----------------------------ITEM 1. FINANCIAL STATEMENTS
DSP GROUP, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share amounts)
March 31,
1996
_________

December 31,
1995
__________

ASSETS
(Unaudited)
CURRENT ASSETS
Cash and cash equivalents
Marketable securities
Accounts receivable, net
Inventories
Deferred income taxes
Prepaid expenses and other

$14,651
18,669
5,376
7,951
784
1,167
----------48,598

Total current assets
PROPERTY AND EQUIPMENT
Accumulated depreciation and amortization
EQUITY INVESTMENT, net
OTHER ASSETS, net
DEFERRED TAXES
TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Accounts and notes payable
Other current liabilities
Total

current liabilities

6,847
(2,965)
-----------3,882
2,211
547
1,389
----------$56,627
======

$4,350
3,688
---------8,038

(Note)
$14,679
19,149
8,129
3,000
784
876
----------46,617
6,688
(2,591)
----------4,097
2,244
507
1,389
---------$54,854
======

$2,437
4,876
--------7,313

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY
Preferred Stock, par value $0.001 per share:
Authorized- 5,000 shares; None issued
and outstanding
Common Stock, par value $0.001 per share:
Authorized - 20,000 shares; Issued and
outstanding- 9,473 shares at March 31 and
9,439 shares at December 31
Additional paid-in capital
Stockholders' notes receivable
Accumulated deficit

TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY

--

9
66,449
(122)
(17,747)
-----------48,589
-----------$56,627
======

Note: The balance sheet at December 31, 1995 has been derived from the
audited financial statements at that date. See notes to condensed
consolidated financial statements.
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--

9
66,287
(434)
(18,321)
----------47,541
----------$54,854
======

DSP GROUP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)
(In thousands, except per share amounts)
Three Months Ended
March 31,
___________________
1996
1995
_______
______
Revenues:
Product sales
Royalties, licensing and other
Total revenues
Cost of revenues:
Cost of product sales
Cost of royalties, licensing and other
Total cost of revenues
Gross profit
Operating expenses:
Research and development
Sales and marketing
General and administrative
Total operating expenses
Operating income
Other income (expense):
Interest and other income
Interest expense
Other expenses
Gain on sale of stock in affiliate
Income before income taxes
Provision for income taxes

$ 7,655
3,542
-------11,197

$ 9,534
2,350
-------11,884

5,200
230
-------5,430
-------5,767

5,458
238
------5,696
------6,188

2,544
1,368
1,563
-------5,475
-------292

1,935
1,263
1,854
-------5,052
-------1,136

458
(3)
(109)
-------638

316
(5)
(91)
666
--------2,022

64
--------$ 574
=====

Net income
Net income per share
Number of shares used in
per share computation

$.06
=====

$.18
=====

9,535
======

9,547
=====

See notes to condensed consolidated financial statements.
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309
--------$1,713
=====

DSP GROUP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(In thousands)

Three Months Ended March 31,
1996
1995
---------------------CASH USED IN OPERATING ACTIVITIES
INVESTING ACTIVITIES:
Purchase of available-for-sale marketable securities
Sale of available-for-sale marketable securities
Purchases of equipment
Sale of stock in affiliated company
Capitalized software development costs

FINANCING ACTIVITIES:
Repayment of stockholders' notes receivable
Sale of Common Stock for cash upon
exercise of options and warrants

DECREASE IN CASH AND CASH EQUIVALENTS

See notes to condensed consolidated financial statements.
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$( 751)

$(2,014)

4,405
(3,925)
(159)
(73)
--------248
---------

(8,068)
7,109
(654)
666
(117)
--------(1,064)
---------

313
161
-------474
-------$
(29)
======

44
484
-------528
-------$(2,550)
=====

DSP GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 1996
(UNAUDITED)
NOTE A - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES
The accompanying unaudited condensed consolidated financial statements have been
prepared in accordance with generally accepted accounting principles for interim
financial information and with the instructions to Form 10-Q and Article 10 of
Regulation S-X. Accordingly, they do not include all of the information and
footnotes required by generally accepted accounting principles for complete
financial statements. In the opinion of management, all adjustments (consisting
only of normal recurring accruals) considered necessary for a fair presentation
have been included. Operating results for the three months ended March 31,
1996, are not necessarily indicative of the results that may be expected for the
year ended December 31, 1996. For further information, reference is made to the
consolidated financial statements and footnotes thereto included in the
Company's Annual Report on Form 10-K for the year ended December 31, 1995.
NOTE B - INVENTORIES
Inventory is valued at the lower of cost (first-in, first-out method) or market.
The components of inventory consist of the following (in thousands):
March 31,
1996
--------------$
4
7,947
--------$7,951
=====

Raw materials
Work-in-process
Finished goods

NOTE C - NET INCOME

December 31,
1995
---------------$
2
28
2,970
-------$3,000
=====

PER SHARE

Net income per share is computed using the weighted average number of shares of
Common Stock and dilutive common equivalent shares from stock options and
warrants (using the treasury stock method). Dual presentation of primary and
fully diluted net income per share is not shown on the face of the income
statement because the differences are not significant.
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DSP GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
NOTE D - INVESTMENTS
The following is a summary of the cost of available-for-sale securities (in
thousands):

Obligations of states and
political subdivisions
Tax free auction rate preferred
and municipal mutual fund
Other

Amounts included in
marketable securities
Amounts included in
cash and cash equivalents

March 31,
1996
-----------

December 31,
1995
-----------

$13,469

$14,753

5,200
1,367
---------$20,036
======

4,400
636
---------$19,789
======

$18,669

$19,149

1,367
--------$20,036
======

640
---------$19,789
======

At March 31, 1996, the cost of securities approximated their fair value and the
amount of unrealized gain was not significant. Gross realized gains or losses
for the three months ended March 31, 1996 and 1995 were not significant. The
amortized cost of available-for-sale debt and marketable equity securities at
March 31, 1996, by contractual maturities, are shown below (in thousands):
Cost
---------$17,368
2,668
---------$20,036
======

Due in one year or less
Due after one year to eighteen months
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DSP GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
NOTE E - INCOME TAXES
The effective tax rate used in computing the provision for income taxes is based
on projected fiscal year income before taxes, including estimated income by tax
jurisdiction. The difference between the effective tax rate and the statutory
rate is due primarily to the utilization of tax loss carry forwards and the
recognition of certain other deferred tax assets.
NOTE F - SIGNIFICANT CUSTOMERS
License fees from one customer accounted for 14% revenues for the three months
ended March 31, 1996. Sales to two distributors accounted for 15% and 12% of
revenues for the three months ended March 31, 1995. The loss of one or more
major distributors could have an adverse effect on the Company's business,
financial condition and results of operations.
NOTE G - OTHER INVESTMENT
The Company sold 73,000 shares of DSP Communications, Inc. ("DSPC"), the
successor of a former subsidiary, DSP Telecommunications Ltd., in DSPC's March
1995 initial public offering. As the Company's basis in the investment had no
book value, the sale resulted in a pre tax gain of approximately $666,000 in the
first quarter of 1995. DSPC is a Delaware corporation primarily engaged in the
development and marketing of integrated circuits based on digital signal
processing ("DSP") technology for the wireless communications market. In
addition, the Company recorded $47,000 and $145,000 of revenues in the three
months ended March 31, 1996 and 1995, respectively, for engineering services
performed for DSPC.
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DSP GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
NOTE H - SALE OF NOGATECH
Pursuant to a Stock Purchase Agreement, the Company on August 11, 1995 sold its
equity interest in Nogatech to two purchasers for $1.5 million in cash.
Nogatech's revenues for the first quarter of 1995 were $183,000, and Nogatech's
operating loss for this period was $446,000.
NOTE I - CONTINGENCIES
The Company has been and may from time to time be notified of claims that it may
be infringing patents or intellectual property rights owned by third parties.
The Company is unable to state the extent to which these matters will be pursued
by the claimants or to predict with certainty the eventual outcome. However,
the Company believes that the ultimate resolution of these matters will not have
a material adverse effect on its financial position, results of operations or
cash flows.
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ITEM 2.
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS
RESULTS OF OPERATIONS
TOTAL REVENUES. Total revenues decreased 6% to $11.2 million in the first
quarter of 1996 from $11.9 million in the first quarter of 1995 due to lower
revenues from the Company's telephone answering device ("TAD") speech
processors. This decrease was primarily due to declining average selling prices
and reduced shipments of the TAD speech processors resulting from a softness in
the TAD market caused by weak economic conditions during the 1995 Christmas
period. Licensing, royalties, and other revenues, however, increased 51% in the
first quarter of 1996 from the first quarter of 1995 primarily due to increased
licensing of the Company's DSP cores design products.
Export sales, primarily consisting of TAD speech processors shipped to
manufacturers in Europe and Asia, represented 89% and 62% of total revenues for
the Company in the first quarter of 1996 and 1995, respectively. All export
sales are denominated in U.S. dollars.
Revenues from one customer, NEC, accounted for 14% of total revenues in the
first quarter of 1996. Two distributors, Tomen Electronics and RTI Industries,
accounted for 15% and 12%, respectively, of total revenues in the first quarter
of 1995.
GROSS PROFIT. Gross profit as a percentage of total revenues was 52% in the
first quarter of 1996 and 1995. Product gross profit as a percentage of product
sales decreased to 32% in the first quarter of 1996 compared to 43% in the first
quarter of 1995, due primarily to decreases in sales prices of the Company's TAD
products due to competitive market pricing pressures. This decline was offset
by the increase in licensing revenues, which have a higher gross margin than
product sales, realized in the first quarter of 1996.
RESEARCH AND DEVELOPMENT EXPENSES. Research and development expenses increased
to $2.5 million in the first quarter of 1996 from $1.9 million in the first
quarter of 1995. The increase was primarily due to the cost of materials
associated with the Company's development of new speech processors for TAD
products and personal computer telephony applications. As a result, research
and development expenses as a percentage of total revenues increased to 23% in
the first quarter of 1996 from 16% in the first quarter of 1995.
SALES AND MARKETING EXPENSES. Sales and marketing expenses increased to $1.4
million in the first quarter of 1996 from $1.3 million in the first quarter of
1995 primarily due to increased spending on trade shows. Sales and marketing
expenses as a percentage of total revenues increased to 12% in the first quarter
of 1996 from 11% in the first quarter of 1995.
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GENERAL AND ADMINISTRATIVE EXPENSES. General and administrative expenses
decreased to $1.6 million in the first quarter of 1996 from $1.9 million in the
first quarter of 1995. The decrease was primarily due to a reduction in legal
expenses. As a result, general and administrative expenses as a percentage of
total revenues declined to 14% in the first quarter of 1996 from 16% in the
first quarter of 1995.
OTHER INCOME (EXPENSE). Interest and other income was $458,000 in the first
quarter of 1996, compared to $316,000 in the first quarter of 1995. The
increase was due primarily to higher levels of investments.
GAIN ON SALE OF STOCK IN AFFILIATE. In the first quarter of 1995, the Company
sold a portion of its equity interest in DSP Communications, Inc. ("DSPC"), in
DSPC's initial public offering. DSPC is the successor of a former subsidiary of
the Company, DSP Telecommunications Ltd.
The equity interest, which had no
book value, was sold for $666,000 of cash.
PROVISION FOR INCOME TAXES. In 1996 and 1995 the Company benefited for federal
and state from the utilization of its net operating loss carryforwards as well
as the recognition of certain other deferred tax assets in 1995.
LIQUIDITY AND CAPITAL RESOURCES
OPERATING ACTIVITIES. In the three months ended March 31, 1996, net cash used
in operations was $751,000, primarily due to a $5.0 million increase in
inventories to take advantage of available capacity at independent foundries
coupled with a weak market for TAD products. This was offset by (i) $574,000 of
net income, which included $489,000 of depreciation and amortization, (ii) a
$2.8 million decrease in accounts receivable, and (iii) a $1.9 million increase
in accounts payable.
INVESTING ACTIVITIES. The Company purchased $4.4 million and sold $3.9 million
of investments classified as marketable securities in the first three months of
1996. Capital equipment additions in the first three months of 1996 were
$159,000, primarily for computer hardware and software used in engineering
development, engineering test equipment, and furniture and fixtures. In the
first three months of 1996, the Company capitalized $73,000 of software
development costs.
FINANCING ACTIVITIES. During the first three months of 1996, the Company
received $161,000 upon the exercise of employee stock options, and $313,000 upon
the repayment of stockholders' notes receivable.
At March 31, 1996, the Company's principal source of liquidity consisted of cash
and cash equivalents totaling $14.7 million, marketable securities of $18.7
million and amounts available under a domestic bank line of credit of $3.2
million. The Company's working capital at March 31, 1996 was $40.6 million.
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The Company believes that its current cash and its available line of credit will
be sufficient to meet its cash requirements through at least the next twelve
months. The Company has investigated, and continues to investigate, means to
acquire greater control over wafer production, whether by joint venture,
prepayments, equity investments in or loans to wafer suppliers. There can be no
assurance that the Company will consummate any such transactions. As part of
its business strategy, the Company occasionally evaluates potential acquisitions
of businesses, products and technologies. Accordingly, a portion of its
available cash may be used for the acquisition of complementary products or
businesses. Such potential transactions may require substantial capital
resources, which may require the Company to seek additional debt or equity
financing.
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FACTORS AFFECTING FUTURE OPERATING RESULTS.
THIS FORM 10-Q CONTAINS FORWARD LOOKING STATEMENTS CONCERNING THE COMPANY'S
FUTURE PRODUCTS, EXPENSES, REVENUE, LIQUIDITY AND CASH NEEDS AS WELL AS THE
COMPANY'S PLANS AND STRATEGIES. THESE FORWARD LOOKING STATEMENTS ARE BASED ON
CURRENT EXPECTATIONS AND THE COMPANY ASSUMES NO OBLIGATION TO UPDATE THIS
INFORMATION. NUMEROUS FACTORS COULD CAUSE ACTUAL RESULTS TO DIFFER
SIGNIFICANTLY FROM THE RESULTS DESCRIBED IN THESE FORWARD LOOKING STATEMENTS,
INCLUDING THE FOLLOWING RISK FACTORS.
POTENTIAL FLUCTUATIONS IN QUARTERLY OPERATING RESULTS. The Company's revenues
are derived predominately from product sales and accordingly vary significantly
depending on the volume and timing of product orders. The Company's quarterly
operating results also depend on the timing of the recognition of license fees
and the level of per unit royalties. Through 1996, the Company expects that
revenues from its DSP core designs and TrueSpeech will be derived primarily from
license fees rather than per unit royalties. The uncertain timing of such
license fees has caused, and may continue to cause, quarterly fluctuations in
the Company's operating results. The Company's per unit royalties from licenses
are totally dependent upon the success of the original equipment manufacturer
("OEM") utilizing the Company's technology and the success of those OEM products
in the marketplace. In the fourth quarter of 1995, the first shipment of
products utilizing the Company's PineDSPCore-TM- technology occurred; however,
royalties from such shipments as well as TrueSpeech products have not been
significant to date.
The Company's quarterly operating results may also vary significantly as demand
for TADs varies during the year due to seasonal customer buying patterns, and as
a result of other factors such as the timing of new product introductions by the
Company or its customers, licensees or competitors; market acceptance of new
products and technologies; the mix of products sold; fluctuations in the level
of sales by OEMs; the ability to generate new products and other vendors of
products incorporating the Company's products; and changes in general economic
conditions. Sales of TAD products comprise a substantial portion of the
Company's product sales. Any adverse change in the digital TAD market or the
Company's ability to compete and maintain its position in that market would have
a material adverse effect on the Company's business, financial condition and
results of operations.
DECLINING AVERAGE SELLING PRICES AND GROSS MARGINS; DEPENDENCE ON DIGITAL TAD
MARKET. The Company has experienced a significant decline in the gross margin
of its TAD speech processors due to competitive market pricing pressures and
delays in its ongoing cost reduction efforts. Such cost reductions are not
expected to improve gross margins until the fourth quarter of 1996, if at all.
The Company's existing and potential competitors in each of its markets
include large and emerging domestic and foreign companies, many of which
have significantly greater financial, technical, manufacturing,
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marketing, sale and distribution resources and management expertise that the
Company. Any inability of the Company to respond to increased price
competition for its TAD speech processors and its other products through the
continuing and frequent introduction of new products or reductions of
manufacturing costs would have a material adverse effect on the Company's
business, financial condition and results of operations.
RELIANCE ON INDEPENDENT FOUNDRIES. All of the Company's integrated circuit
products are manufactured by independent foundries. While these foundries have
been able to adequately meet the demands of the Company's business, the Company
is and will continue to be dependent upon these foundries to achieve acceptable
manufacturing yields, quality levels and costs, and to allocate to the Company a
sufficient portion of foundry capacity to meet the Company's needs in a timely
manner. To meet its increased wafer requirements, the Company has contracted
with additional independent foundries to manufacture its TAD speech processors.
The Company believes that it now has sufficient foundry capacity through 1997.
Revenues could be materially and adversely affected should any of these
foundries fail to meet the Company's demand for products due to a shortage of
production capacity, process difficulties or low yield rates.
RELIANCE ON OEMS TO OBTAIN REQUIRED COMPLEMENTARY COMPONENTS. Certain of the
raw materials, components and subassemblies included in the products
manufactured by the Company's OEM customers, which also incorporate the
Company's products, are obtained from a limited group of suppliers.
Disruptions, shortages or termination of certain of these sources of supply
could occur. For example, the Company's customers for TAD speech processors
have experienced, difficulties obtaining sufficient timely supplies of audiograde random access memories ("ARAMs"), which are included in current digital
TADs. Such supply disruptions, shortages or termination could have an adverse
effect on the Company's business and results of operations, due to the
customers' possible delay or discontinuance of orders for the Company's products
until such components are available.
DEPENDENCE UPON ADOPTION OF INDUSTRY STANDARDS BASED ON TRUESPEECH.
The
Company's prospects are partially dependent upon the establishment of industry
standards for digital speech compression based on TrueSpeech algorithms in the
computer and personal computer markets. The establishment of industry standards
incorporating TrueSpeech algorithms would create an opportunity for the Company
to develop and market speech co-processors that provide TrueSpeech solutions and
enhance the performance and functionality of products incorporating these coprocessors. The failure to establish industry standards based on TrueSpeech
algorithms or to develop and market competitive speech co-processors, or the
failure of significant markets to develop for the Company's speech co-processors
would have a material adverse effect on the Company's business, financial
condition and results of operations.
INTELLECTUAL PROPERTY. As is typical in the semiconductor
industries, the Company has been and may from time to time
that it may be infringing patents or intellectual property
parties. For example, AT&T has asserted that G.723, which
of a TrueSpeech algorithm,
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and software
be notified of claims
rights owned by third
is primarily composed

includes certain elements covered by patents held by AT&T and has requested
that video conferencing equipment manufacturers license such technology from
AT&T. If it appears necessary or desirable, the Company may seek licenses
under such patents or intellectual property rights that it is allegedly
infringing. Although holders of such intellectual property rights commonly
offer such licenses, no assurances can be given that licenses will be offered
or that the terms of any offered licenses will be acceptable to the Company.
The failure to obtain a license for key intellectual property rights from a
third party for technology used by the Company could cause the Company to
incur substantial liabilities and to suspend the manufacture of products
utilizing the technology. Any litigation relating to patent infringement or
other intellectual property matters could have a material adverse effect on
the Company's business, financial condition and results of operations.
ONGOING LITIGATION. In November 1995, after the Company's stock price declined,
several lawsuits were filed in the United States District Court for the Northern
District of California accusing the Company, its former Chief Executive Officer,
and its former Chief Financial Officer of issuing materially false and
misleading statements in violation of the federal securities laws. These
lawsuits were consolidated into a single amended complaint in February 1996. In
the amended complaint plaintiffs are seeking unspecified damages on behalf of
all persons who purchased shares of the Company's Common Stock during the period
June 6, 1995, through November 10, 1995. The Company has filed a motion to
dismiss the complaint. The Company believes the lawsuit to be without merit and
intends to defend itself vigorously. The Company believes the ultimate
resolution of this matter will not have a material adverse effect on the
Company's financial position, results of operations, or cash flows. However,
the Company anticipates that in the near term it may incur significant legal
expenses to defend itself.
The variety and uncertainty of the factors affecting the Company's operating
results, and the fact that the Company participates in a highly dynamic
industry, may result in significant volatility in the Company's Common Stock
price.
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PART II.
ITEM 1.

OTHER INFORMATION
LEGAL PROCEEDINGS

On February 6, 1995, the Company commenced an action in Superior Court of
Santa Clara County, California, against Rockwell International Corporation and
other parties (collectively "Rockwell").
This action is described in the
Company's Annual Report on Form 10-K for the year ended December 31, 1994. A
preliminary injunction was issued by the Court in March 1995 enjoining Rockwell
from granting royalty free licenses of its speech compression product during the
pendency of the action or until further order of the Court. Rockwell has
appealed from the issuance of the preliminary injunction. The Company filed a
cross-appeal on the ground that the preliminary injunction was too narrow.
Subsequently, the Company withdrew it cross-appeal. Rockwell's appeal remains
pending. The action is in the discovery and motion practice stage.
In November 1995, after the Company's stock price declined, several lawsuits
were filed in the United States District Court for the Northern District of
California accusing the Company, its former Chief Executive Officer, and its
former Chief Financial Officer of issuing materially false and misleading
statements in violation of the federal securities laws. These lawsuits were
consolidated into a single amended complaint in February 1996. In the amended
complaint, plaintiffs are seeking unspecified damages on behalf of all persons
who purchased shares of the Company's Common Stock during the period June 6,
1995 through November 10, 1995. The Company has filed a motion to dismiss the
complaint. The Company believes the lawsuit to be without merit and intends to
defend itself vigorously.
On April 12, 1996, Elk Industries, Inc. ("Elk") commenced an action in the
United States District Court for the Southern District of Florida against the
Company. The action alleges patent infringement by the Company in connection
with the Company's making, selling and using an audio storage and distribution
system allegedly covered under a patent held by Elk. The complaint seeks
unspecified damages and injunctive relief. The Company believes the lawsuit to
be without merit and intends to defend itself vigorously.
ITEM 2.

CHANGES IN SECURITIES

None.
ITEM 3.

DEFAULTS UPON SENIOR SECURITIES

None.
ITEM 4.

SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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ITEM 5.

OTHER INFORMATION

None.
ITEM 6.
(a)

EXHIBITS AND REPORTS ON FORM 8-K
Exhibits

10.36
Severance and Consulting Agreement between Eli Porat and the
Company dated May 6, 1996.
11.1

Statement re: Computation of Per Share Earnings
27.1

(b)

Financial Data Schedule

Reports on Form 8-K

The Company did not file any reports on Form 8-K during the three months
ended March 31, 1996.
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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)
By

/s/ John Goldsberry
-------------------John Goldsberry, Vice President of Finance and Chief Financial Officer
(Duly Authorized Officer and Principal Financial Officer)
Date

May 13,1996
------------

Severance and Consulting Agreement
This Severance and Consulting Agreement is entered into as of this sixth
day of May, 1996 by and between Eli Porat ("Porat") and DSP Group, Inc., a
Delaware corporation ("DSPG").
RECITALS
A. Porat has served as DSPG's Chief Executive Officer and as a Director.
B. Porat resigned his positions effective April 21, 1996 on the terms set
forth below.
AGREEMENT
NOW, THEREFORE, the parties hereto hereby agree as follows:
1. Eight (8) days after DSPG receives satisfactory evidence of the fully
executed original of this Agreement (assuming that Porat has executed this
Agreement and has not revoked acceptance within the seven (7) day period as set
forth in Section 2 (below), DSPG will cause to be delivered to Porat $234,850
plus will agree to pay for the next eighteen (18) months the COBRA health
insurance monthly premium on Porat's health benefits currently in effect at DSPG
(the "Severance Amount") plus the first check called for in the consulting
arrangement set forth in Section 2 (below), less applicable deductions required
by law, if any.
2. Provided that Porat does not revoke this Agreement prior to May 13, 1996
(seven days after the date that this letter was executed by Porat), DSPG shall
agree (a) to pay to Porat an amount equal to $12,833.33 per month for six (6)
months, subject to withholding, etc., in exchange for Porat's agreement to
consult with the new Chief Executive Officer of DSPG and with the Chairman of
the Board of DSPG and to not compete, in any way directly or indirectly, during
the six (6) months period with DSPG, and (b) to accelerate all of Porat's
unvested options to purchase shares of DSPG Common Stock and allow Porat to
exercise such options up to 90 days after the consulting agreement terminates.

3. Upon execution of this Agreement, Porat shall submit to DSPG a written
report describing in detail all on-going contacts and activities made or
performed by Porat on DSPG's behalf in order to provide a smooth transition and
Porat shall return to DSPG all DSPG property in Porat's possession and control,
including, but not limited to, all keys to DSPG offices and facilities,
equipment, all DSPG credit cards, and any cellular telephone owned by DSPG.
4. Upon execution of this Agreement, Porat shall resign as an employee of
DSPG, and confirm that he has resigned as a Director and as Chief Executive
Officer of DSPG, notwithstanding any right to revoke other terms of this
Agreement concerning the termination of his employment as set forth herein.
5. Subject to the terms and conditions of this Agreement, Porat hereby
agrees that he is entitled to no further severance or bonus from DSPG and agrees
that the Severance Amount is greater than the severance, if any, to which Porat
was entitled.
6. Porat represents that Porat has had the opportunity to thoroughly
discuss all aspects of this letter, including the general release provisions,
with his advisors; has carefully read and understood all of the provisions of
this Agreement; and, that Porat has voluntarily entered into this Agreement.
7. Porat acknowledges that this Agreement was delivered to Porat on April
22, 1996, and DSPG agreed that Porat had until the close of business on May 14,
1996 (21 days later), to consider the Agreement. Porat elected to execute this
Agreement on May 6, 1996 as a matter of Porat's choice and acknowledges that he
has been afforded sufficient time to consider the Agreement and has obtained
legal advice. DSPG acknowledges that Porat may revoke this Agreement for a
period of seven (7) days following the date the Agreement is executed by Porat,
but such revocation shall not effect the termination of Porat's status as Chief
Executive Officer and Director.
8. As a material inducement to execute this Agreement, DSPG and Porat
hereby irrevocably and unconditionally release, acquit, and forever discharge
each other (for purposes of this Section and Sections 9 and 10 (below), DSPG
shall include DSPG's predecessors, successors, assigns, agents, subsidiaries,
former subsidiaries, directors, former directors, officers, former officers,
employees, representatives, attorneys, affiliates (and agents, directors,
officers, employees, representatives, and attorneys of such affiliates and
former officers, directors, and agents thereof)), and all persons acting by,
through,

under, or in concert with any of them (collectively "Releasees"), or any of
them, from any and all charges, complaints, claims, liabilities, obligations,
promises, agreements, controversies, damages, actions, causes of actions, suits,
rights, demands, costs, losses, debts, and expenses (including attorneys' fees
and costs actually incurred), of any nature whatsoever, known or unknown
("Claim" or "Claims") which each now has, owns, or holds, or claims to have,
own, or hold, or which each at any time heretofore had, owned, or held, or
claimed to have, own, or hold, against each other or any of each other's
Releasees.
9. DSPG and Porat expressly waive and relinquish all rights and benefits
afforded by Section 1542 of the Civil Code of the State of California and do so
understanding and acknowledging the significance and consequence of such
specific waiver of Section 1542. Section 1542 of the Civil Code of the State of
California states as follows:
"A general release does not extend to claims which the creditor does
not know or suspect to exist in his favor at the time of executing the release,
which if known by him must have materially affected his settlement with the
debtor."
Thus, notwithstanding the provisions of Section 1542, and for the purpose
of implementing a full and complete release and dis-charge of the Releasees,
DSPG and Porat expressly acknowledge that this Agreement is intended to include
in its effect, without limitation, all Claims which either DSPG or Porat may
have against the other, up to and through the last date of execution of this
document, even though one or the other is not currently aware of or suspects
such claim to exist in his or its favor at the time of execution hereof, and
that this letter contemplates the extinguishment of any such Claim or Claims.
Notwithstanding anything in the foregoing to the contrary, this release shall
not be effective in the event that there was fraud, material mistake of fact, or
any material mutual mistake in the inducement.
10. Without limiting the generality of the foregoing, DSPG and Porat, each
hereby agree that in the event that any party hereto should bring any action,
suit, or other proceedings against any other party hereto, concerning the claims
released by this Release, or contesting the validity of this Release, or
attempting to rescind, negate, modify or reform this Release or any of its terms
or provisions, or to remedy, prevent or obtain relief from a breach of this
Release, the prevailing party to such an action, suit or proceeding, shall be

entitled to the attorneys' fees reasonably incurred in each and every such
action, suit, or other proceeding, including any and all appeals or petitions
therefrom.
11. DSPG and Porat represent and acknowledge that in executing this letter
neither has relied upon any representation or statement made by any of the
Releasees or by any of the Releasees' agents, representatives, or attorneys with
regard to the subject matter, basis, or effect of this letter, or otherwise.
12. This Agreement shall be binding upon the parties hereto and their
heirs, administrators, representatives, executors, successors and assigns, and
shall inure to the benefit of DSPG and Porat, our respective Releasees and each
of them, and to our heirs, administrators, representatives, executors,
successors, and assigns.
13. This Agreement is made and entered into in the State of California, and
shall in all respects be interpreted, enforced, and governed under the laws of
said State.
14. This Agreement constitutes the entire agreement and understanding
between the parties with respect to the subject matters herein, and supersedes
and replaces any prior agreements and understandings, whether oral or written
between them with respect to such matters. The provisions of this Agreement may
be waived, altered, amended or repealed in whole or in part only upon the
written consent of both parties to this Agreement.
DSP GROUP, INC.
By /S/ John P. Goldsberry
/S/ Eli Porat
-------------------------------------------------John P. Goldsberry III, Chief Financial
Eli Porat
Officer

Exhibit 11.1
DSP GROUP, INC.
STATEMENT RE COMPUTATION OF PER SHARE EARNINGS
(in thousands, except per share data)
Three Months
Ended
March 31,
------------------------1996
1995
--------------------Net income

$ 574
=====

PRIMARY:
Computation of weighted average
common and common equivalent
shares outstanding:
Weighted average common shares
outstanding
Common equivalent shares from
stock options and warrants
Shares used in per share computation
Net income per share

$1,713
=====

9,459

9,230

76
-------9,535
=====
$.06
=====

317
--------9,547
=====
$.18
=====

9,459

9,230

113
-----9,572
=====
$.06
=====

394
-------9,624
=====
$.18
=====

FULLY DILUTED:
Computation of weighted average
common and common equivalent
shares outstanding:
Weighted average common shares
outstanding
Common equivalent shares from
stock options and warrants
Shares used in per share computation
Net income per share

19

5
This schedule contains summary financial information extracted from the
financial statements in the Quarterly Report on Form 10-Q of DSP Group,
Inc. for the quarter ended March 31, 1996 and is qualified in its entirety
by reference to such financial statements.
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DSP GROUP, INC.
1,000
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DEC-31-1996
JAN-01-1996
MAR-31-1996
14,651
18,669
5,376
0
7,951
48,598
6,847
(2,965)
56,627
8,038
0
0
0
9
48,580
56,627
7,655
11,197
5,200
5,430
0
0
(3)
638
64
0
0
0
0
574
0.06
0.06

