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OF 1934
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OR
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incorporation or organization) Identification No.)

1943 Landings Drive, Mountain View, California 94043
(Address of principal executive offices) (Zip Code)

(650) 417-7900

(Registrant�s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, $0.001 par value per share NASDAQ GLOBAL MARKET

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ¨    No  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange Act.    Yes  ¨    No  x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be
submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the
registrant was required to submit and post such files).    Yes  x    No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best of
registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form
10-K.    ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See
definitions of �large accelerated filer,� �accelerated filer,� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer x
Non-accelerated filer ¨  (Do not check if a smaller reporting  company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

As of June 30, 2012, the aggregate market value of the registrant�s common stock held by non-affiliates of the registrant was $270,613,000 based on the closing
sale price as reported on the National Association of Securities Dealers Automated Quotation System National Market System on June 29, 2012. Shares of
common stock held by each officer, director, and holder of 5% or more of the outstanding common stock of the Registrant have been excluded from this
calculation in that such persons may be deemed to be affiliates. This determination of affiliate status is not necessarily a conclusive determination for other
purposes.

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Class Outstanding at March 7, 2013
Common Stock, $0.001 par value per share 22,186,371 shares
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant�s definitive Proxy Statement for its Annual Meeting of Stockholders to be held on June 11, 2013 (the �2013 Proxy Statement�) are
incorporated by reference into Item 5 of Part II and Items 10, 11, 12, 13, and 14 of Part III.
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FORWARD-LOOKING STATEMENTS AND INDUSTRY DATA

This Annual Report contains forward-looking statements that involve risks and uncertainties, as well as assumptions that if they materialize or
prove incorrect, could cause the results of CEVA to differ materially from those expressed or implied by such forward-looking statements and
assumptions. All statements other than statements of historical fact are statements that could be deemed forward-looking statements.
Forward-looking statements are generally written in the future tense and/or are preceded by words such as �will,� �may,� �should,� �could,� �expect,�
�suggest,� �believe,� �anticipate,� �intend,� �plan,� or other similar words. Forward-looking statements include the following:

� We believe the adoption of our DSP cores and technologies in the handset and mobile broadband markets continues to progress;

� Our belief that the emergence of merchant 3G cellular chips from companies such as Broadcom, Intel and Spreadtrum, all of whom
are our customers, are strong positive drivers for our future market share expansion;

� Our belief that we are well positioned to leverage the growth in the 3G enabled phones in developing countries, especially China,
and the broad adoption of 4G LTE-based advanced smartphones in developed counties progresses;

� Our belief that the following represent key growth drivers for us: (1) CEVA being firmly established in the largest space in the
semiconductor industry � baseband for mobile handset�as well as the other evolving cellular markets, such as mobile computing and
machine to machine, with our competitive edge in software-defined radio technology, (2) our proven track record in baseband
technologies, (3) the spectral efficiency of LTE enabling additional and very interesting new opportunities for DSP-related products,
and (4) the market potential for image enhancement and vision analytics, including in cameras and cars, thereby offering new growth
segments for the company;

� Our belief that there is a growing demand for high performance and low power DSP and application-specific platforms incorporating
DSP cores and all the necessary hardware and software for target applications, and that we are well positioned to take full advantage
of this industry shift;

� Our anticipation that our 2013 annual research and development costs would be higher;

� Our anticipation that our current cash on hand, short-term deposits and marketable securities, along with cash from operations, will
provide sufficient capital to fund our operations for at least the next 12 months;

� Our belief that changes in interest rates within our investment portfolio will not have a material effect on our financial position on an
annual or quarterly basis; and

� Market data prepared by third parties, including ABI Research, Gartner Research and Strategy Analytics.
Forward-looking statements are not guarantees of future performance and involve risks and uncertainties. The forward-looking statements
contained in this report are based on information that is currently available to us and expectations and assumptions that we deem reasonable at
the time the statements were made. We do not undertake any obligation to update any forward-looking statements in this report or in any of our
other communications, except as required by law. All such forward-looking statements should be read as of the time the statements were made
and with the recognition that these forward-looking statements may not be complete or accurate at a later date.
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Many factors may cause actual results to differ materially from those expressed or implied by the forward-looking statements contained in this
report. These factors include, but are not limited to, those risks set forth in Item 1A: Risk Factors.

This report contains market data prepared by third party research firms. Actual market results may differ from their projections. This report
includes trademarks and registered trademarks of CEVA. Products or service names of other companies mentioned in this Annual Report on
Form 10-K may be trademarks or registered trademarks of their respective owners.
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PART I

ITEM 1. BUSINESS
Company Overview

Headquartered in Mountain View, California, CEVA is the world�s leading licensor of silicon intellectual property (SIP) DSP cores and
DSP-based platforms for the mobile, portable, consumer and automotive markets. CEVA�s IP portfolio includes comprehensive technology
offerings for wireless communications (2G/3G/LTE/LTE-A/802.11ac), image enhancement and computer vision (super resolution, high dynamic
range, video stabilizer, gesture recognition and computational photography), advanced audio and voice processing, Bluetooth, Serial Attached
SCSI (SAS) and Serial ATA (SATA).

Our technology is licensed to leading semiconductor and OEM companies throughout the world. These companies incorporate our IP into
application-specific integrated circuits (�ASICs�) and application-specific standard products (�ASSPs�) that they manufacture, market and sell to
consumer electronics companies. Our IP is primarily deployed in high volume markets, including wireless handsets, mobile computing (tablets
and notebooks), machine-to-machine modules, home entertainment (smart TVs, DVDs, set-top boxes and game consoles), telecommunication
(small cells, broadband modems and VoIP), and storage (enterprise and servers). Our state-of-the-art technology has shipped in more than 4
billion chips to date for a wide range of diverse end markets. In 2012 alone, our licensees shipped more than 1 billion CEVA-powered products.

Our revenue mix comprises of primarily IP licensing fees, royalties and other revenues. Other revenues include revenues from support, training
and sale of development systems. As post contract support, training and sale of development systems are directly associated with licensing
revenue and none of them separately is significant in relation to our total revenue, starting in the first quarter of 2013, we intend to consolidate
licensing revenue and other revenue into one revenue line titled �licensing and related revenue� for the sake of simplicity.

We have built a strong network of licensing customers who rely on our technologies to deploy their silicon solutions. Our comprehensive
customer base includes many of the world�s leading semiconductor and consumer electronics companies. Broadcom, Icom, Intel, Intersil,
Marvell, Mediatek, Mindspeed, MStar, NEC, NXP, PMC-Sierra, Renesas, Samsung, Sharp, Solomon Systech, Sony, Spreadtrum, ST Ericsson,
Sunplus, Toshiba, VIA Telecom and Xincomm all leverage CEVA�s industry-leading platform solutions and DSP cores.

CEVA was created through the combination of the DSP IP licensing division of DSP Group, Inc. and Parthus Technologies plc (�Parthus�) in
November 2002. We have over 190 employees worldwide, with research and development facilities in Israel, Ireland and the United Kingdom,
and sales and support offices throughout Asia Pacific (APAC), Japan, Sweden, Israel and the United States.

CEVA is traded on the NASDAQ Global Market (CEVA).

Industry Background

DSP Cores

Digital signal processing is a key technology that is powering many of today�s fastest growing electronics markets. Digital signal processors
(DSPs) are specialized high-speed processors that are optimized for performing repetitive arithmetic calculations on an array of data. DSPs
provide the foundation supporting a vast majority of today�s electronic products that are connected devices and offer multimedia capabilities (e.g.
video, audio, imaging and vision).
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Design Gap

The demand for advanced smartphones, mobile computing and home entertainment equipment continues to grow. As consumers demand
electronic products with more connectivity, portability and capability, semiconductor manufacturers face ever growing pressures to make
smaller, feature-rich integrated circuits that are more reliable, less expensive and have greater performance, all in the face of decreasing product
lifecycles and constrained battery power. The advent of wireless technologies like LTE-Advanced and Wi-Fi 802.11ac, advanced image
enhancement, computer vision, and voice and audio pre- and post-processing have further increased these pressures. While semiconductor
manufacturing processes have advanced significantly to allow a substantial increase in the number of circuits placed on a single chip, resources
for design capabilities have not kept pace with the advances in manufacturing processes, resulting in a growing �design gap� between the
increasing manufacturing potential and the constrained design capabilities.

CEVA Business

CEVA addresses the requirements of the handsets, portable and home electronics markets by designing and licensing programmable DSP cores,
application-specific platforms and a range of software components which enable the rapid design of DSP-based chipsets or application-specific
solutions for developing a wide variety of applications.

Given the �design gap,� as well as the increasing complexity and the unique skill set required to develop a DSP platform, many semiconductor
design and manufacturing companies increasingly choose to license proven intellectual property, such as processor cores (e.g. DSPs), memory
and application-specific platforms, from silicon intellectual property (SIP) companies like CEVA rather than develop those technologies
in-house. In addition, with more complex designs and shorter time to market, it is no longer cost efficient and becoming progressively more
difficult for most semiconductor companies to develop the DSP and software for baseband, image enhancement, and vision, audio and voice
applications. As a result, companies increasingly seek to license application-specific DSP platforms and associated software from CEVA or a
third-party community of developers, such as CEVAnet, CEVA�s third-party network.

Our IP Business Model

Our objective is for our CEVA DSP cores and platforms to become the de facto technology in the embedded DSP market. To enable this goal,
we license our technologies on a worldwide basis to semiconductor and OEM companies that design and manufacture products that combine
CEVA-based solutions with their own differentiating technology. We believe our business model offers us some key advantages. By not
focusing on manufacturing or selling silicon products, we are free to widely license our technology and free to focus most of our resources on
research and development of DSP technologies. By choosing to license our DSP cores and platforms, manufacturers can achieve the advantage
of creating their own differentiated solutions and develop their own unique product roadmaps. Through our licensing efforts, we have
established a worldwide community developing CEVA-based solutions, and therefore we can leverage their strengths, customer relationships,
proprietary technology advantages, and existing sales and marketing infrastructure. As an example, our CEVA-XCnet partner program focuses
on various technology and solution providers in the Software-Defined-Radio (SDR) space with complimentary offerings for our CEVA-XC
communication processor addressing wireless, infrastructure, smart grid Wi-Fi and digital TV markets. In addition, as our intellectual property is
widely licensed and deployed, system OEM companies can obtain CEVA-based chipsets from a wide range of suppliers, thus reducing
dependence on any one supplier and fostering price competition, both of which help to contain the cost of CEVA-based products.

We operate a licensing and royalty business model. We typically charge a license fee for access to our technology and a royalty fee for each unit
of silicon which incorporates our technology. License fees are invoiced in accordance with agreed-upon contractual terms. Royalties are reported
and invoiced one quarter in arrears and generally are based on a fixed unit rate or a percentage of the sale price for the CEVA- based silicon
product.
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Strategy

We believe there is a growing demand for high performance and low power DSP and application-specific platforms incorporating DSP cores and
all the necessary hardware and software for target applications. We believe the growth in the demand for these platforms will drive demand for
our technology. As CEVA offers expertise developing these complete solutions in a number of key growth markets, including handsets, mobile
broadband, wireless infrastructure, image enhancement, and vision, audio and voice applications, Bluetooth and storage, we believe we are well
positioned to take full advantage of this industry shift. To capitalize on this industry shift, we intend to:

� continue to develop and enhance our range of DSP cores with additional features, performance and capabilities;

� continue to develop and enhance our range of complete and highly integrated platform solutions to deliver to our licensing partners a
complete and verified system solution;

� continue to develop an ecosystem of third party partners developing software and solutions based on our DSPs;

� capitalize on our relationships and leadership within our worldwide community of semiconductor and OEM licensees who are
developing CEVA-based solutions;

� capitalize on our technology leadership in the development of advanced DSP technologies to create and develop new, strategic
relationships with OEMs and semiconductor companies to replace their internal DSPs or incumbent DSP suppliers with
CEVA-based solutions; and

� capitalize on our IP licensing and royalty business model which we believe is the best vehicle for a pervasive adoption of our
technology and allows us to focus our resources on research and development of new licensable technologies and applications.

Products

We are the leading licensor of SIP platform solutions and DSP cores to the semiconductor industry. We offer a family of programmable DSP
cores and a portfolio of application-specific platforms, including wireless baseband (terminal and infrastructure), multimedia (HD audio, HD
video, imaging and gesture), voice (VoIP), Bluetooth and serial storage technology (SATA and SAS).

CEVA DSP Cores

We market a family of synthesizable, programmable DSP cores, each delivering a different balance of performance, power dissipation and cost,
thereby allowing customers to select a DSP core ideally suited for their target application. The ability to match processing power to the
application is a crucial consideration when designers select a DSP supplier. Our DSP cores are families of architectures, each largely software
compatible, meaning that software from one core within the same architecture can be applied to another core, which significantly reduces
investment in code development, tools and design engineer training.

We deliver our DSP cores in the form of a hardware description language definition (known as a soft core or a synthesizable core). All CEVA
DSP cores can be manufactured on any process using any physical library, and all are accompanied by a complete set of tools and an integrated
development environment. An extensive third-party network supports CEVA DSP cores with a wide range of complementing software and
platforms. In addition, we provide development platforms, software development kits and software debug tools, which facilitate system design,
debug and software development.

CEVA Platforms & Solutions
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In order to reduce the cost, complexity, and risk in bringing products to market, CEVA has developed a suite of system platforms and solutions.
These platforms and solutions combine the hardware and software elements that are essential for designers deploying CEVA�s state-of-the-art
DSP and IP cores. Platforms typically
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integrate a CEVA DSP core, hardware subsystem and application-specific (e.g. LTE, Wi-Fi, vision or audio) software. Our family of DSP-based
platforms is targeted for cellular, Wi-Fi and satellite baseband, advanced audio and voice, DTV demodulation, image enhancement and
computer vision. We also offer platform solutions for Bluetooth and serial storage technology (SATA and SAS).

Customers

We have licensed our DSP cores and application-specific platforms to leading semiconductor and OEM companies throughout the world. These
companies incorporate our IP into application-specific chipsets or custom-designed chipsets that they manufacture, market and sell to consumer
electronics companies. We also license our DSP cores and application-specific platforms to OEMs directly. Included among our licensees are
the following customers: Broadcom, Icom, Intel, Intersil, Marvell, Mediatek, Mindspeed, MStar, NEC, NXP, PMC-Sierra, Renesas, Samsung,
Sharp, Solomon Systech, Sony, Spreadtrum, ST Ericsson, Sunplus, Toshiba, VIA Telecom and Xincomm. As of the end of 2012, we had 27
licensees shipping products incorporating our technologies, pursuant to 35 licensing agreements. Three customers accounted for 24%, 13% and
12% of our total revenues for 2012.

We derive a significant amount of revenues from a limited number of customers. Three customers separately accounted for 24%, 13% and 12%
of our total revenues for 2012. One customer accounted for 24%, 17% and 18% of our total revenues for 2012, 2011 and 2010,
respectively. Generally, the identity of our customers representing 10% or more of our total revenues varies from period to period, especially
with respect to our licensing customers as we generate licensing revenues generally from new customers on a quarterly and annual basis. With
respect to our royalty revenues, four royalty paying customers each represented 10% or more of our total royalty revenues for 2012 and 2011,
and collectively represented 74% and 66% of our total royalty revenues for 2012 and 2011, respectively. However, two of the four 10% or more
royalty paying customers in 2012 and 2011 did not exceed 10% of our total royalty revenues for 2010. We expect that a significant portion of
our future revenue will continue to be generated by a limited number of customers. The loss of any significant royalty paying customer could
adversely affect our near-term future operating results.

International Sales and Operations

Customers based in EME (Europe and Middle East) and APAC (Asia Pacific) accounted for 79% of our total revenues for 2012, 76% for 2011
and 79% for 2010. Customers in each of Germany, China and Japan accounted for greater than 10% of our total revenues for 2012. Customers in
each of Germany, Switzerland and China accounted for greater than 10% of our total revenues for both 2011 and 2010. Although the majority of
our sales to foreign customers are denominated in United States dollars, we are subject to risks of conducting business internationally. These
risks include fluctuations in exchange rates, unexpected changes in regulatory requirements, delays resulting from difficulty in obtaining export
licenses for certain technologies, tariffs, other barriers and restrictions and the burden of complying with a variety of foreign laws. Information
on the geographic breakdown of our revenues and location of our long-lived assets is contained in Note 10 to our consolidated financial
statements, which appear elsewhere in this annual report.

Moreover, the majority of our expenses, mainly employee salaries, are paid in currencies other than the U.S. dollar, principally the Israeli
currency, New Israeli Shekel (NIS), and to some extent the Euro and the British pound, which subjects us to the risks of foreign currency
fluctuations and economic pressures in those regions. As a result, an increase in the value of the currencies other than the U.S. dollar in
comparison to the U.S. dollar could increase the cost of our operating expenses. To protect against the increase in value of forecasted foreign
currency cash flows resulting from salaries paid in currencies other than the U.S. dollar, during the year, we instituted a foreign currency cash
flow hedging program. We hedge portions of the anticipated payroll for our Israeli, Irish and British employees denominated in the NIS, the
Euro and the British pound for a period of one to twelve months with forward and options contracts. There are no assurances that future hedging
transactions will successfully mitigate losses caused by currency fluctuations.
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Sales and Marketing

We license our technology through a direct sales force. As of December 31, 2012, we had 27 employees in sales and marketing. We have sales
offices and representation in Asia Pacific (APAC) region, Japan, Sweden, Israel and the United States.

Maintaining close relationships with our customers and strengthening these relationships are central to our strategy. We typically launch each
new DSP core, platform or solution upgrade with a signed license agreement with a tier-one customer, which signifies to the market that we are
focused on viable applications that meet broad industry needs. Staying close to our customers allows us to create a roadmap for the future
development of existing cores and application platforms, and helps us to anticipate the next potential applications for the market. We seek to use
our customer relationships to deliver new products in a faster time to market.

We use a variety of marketing initiatives to stimulate demand and brand awareness in our target markets. These marketing efforts include
contacts with industry analysts, presenting at key industry trade shows and conferences, and posting information on our website and live
technology-oriented webinars. Our marketing group runs competitive benchmark analyses to help us maintain our competitive position.

Technical Support

We offer technical support services through our offices in Israel, Ireland, Asia Pacific (APAC) region, Japan, Sweden and the United States. As
of December 31, 2012, we had 17 employees in technical support. Our technical support services include:

� assistance with implementation, responding to customer-specific inquiries, training and, when and if they become available,
distributing updates and upgrades of our products;

� application support, consisting of providing general hardware and software design examples, ready-to-use software modules and
guidelines to our licensees to assist them in using our technology; and

� design services, consisting of creating customer-specific implementations of our DSP cores and application platforms.
We believe that our technical support services are a means to assist our licensees to embed our cores and platforms in their designs and products.
Our technology is highly complex, combining sophisticated DSP core architecture, integrated circuit designs and development tools. Effective
customer support in helping our customers to implement our solutions enables them to shorten the time to market for their applications. Our
support organization is made up of experienced engineers and professional support personnel. We conduct technical training for our licensees
and their customers, and meet with them from time to time to track the implementation of our technology.

Research and Development

Our research and development team is focused on improving and enhancing our existing products, as well as developing new products to
broaden our offerings and market opportunities. These efforts are largely driven by current and anticipated customer needs.

Our research and development team, consisting of 124 engineers as of December 31, 2012, work in five development centers located in Israel,
Ireland and the United Kingdom. This team consists of engineers who possess significant experience in developing DSP cores, solutions and
application platforms, Bluetooth and serial storage technology (SATA and SAS). In addition, we engage third party contractors with specialized
skills as required to support our research and development efforts. Our research and development expenses, net of related research grants, were
approximately $18 million, $22 million and $20 million in 2010, 2011 and 2012, respectively.
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We encourage our research and development personnel to maintain active roles in various international organizations that develop and maintain
standards in the electronics and related industries. This involvement allows us to influence the development of new standards; keeps us informed
as to important new developments regarding standards; and allows us to demonstrate our expertise to existing and potential customers who also
participate in these standards-setting bodies.

Competition

The markets in which we operate are intensely competitive. They are subject to rapid change and are significantly affected by new product
introductions. We compete with other suppliers of licensed DSP cores and solutions. We believe that the principal competitive elements in our
field are DSP performance, overall chip cost, power consumption, flexibility, reliability, communication and multimedia software availability,
design cycle time, tool chain, customer support, financial strength, name recognition and reputation. We believe that we compete effectively in
each of these areas, but can offer no assurance that we will have the financial resources, technical expertise, and marketing or support
capabilities to compete successfully in the future.

The markets in which we compete are dominated by large, fully-integrated semiconductor companies that have significant brand recognition, a
large installed base and a large network of support and field application engineers. We face direct and indirect competition from:

� IP vendors that offer programmable DSP cores;

� IP vendors of general purpose processors with DSP extensions;

� IP vendors that offer hardware-based DSP implementation as opposed to software-based DSP, which is our specialization; and

� internal design groups of large chip companies or OEMs that develop proprietary DSP cores or engines for their own
application-specific chipsets.

We face direct competition in the DSP core space mainly from Verisilicon, which licenses DSP cores in addition to its semiconductor business.

In recent years, we also have faced competition from companies that offer Central Processor Unit (CPU) intellectual property. These companies�
products are used for host functions in various applications, such as in mobile and home entertainment products. These applications typically
also incorporate a programmable DSP that is responsible for communication and video/audio/voice compression. CPU companies, such as ARM
Holdings, Imagination Technologies, Synopsys and Tensilica have added DSP technology and make use of it to provide platform solutions in the
areas of baseband, video, imaging, gesture and audio.

With respect to certain large potential customers, we also compete with internal engineering teams, which may design programmable DSP core
products in-house. Companies such as Broadcom, Mediatek, Qualcomm, Samsung and ST-Ericsson license our designs for some applications
and use their own proprietary cores for other applications. These companies also may choose to license their proprietary DSP cores to third
parties and, as a result, become direct competitors.

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

� in the image enhancement & vision market�Imagination Technologies, ARM, Tensilica and Silicon Image;

� in the serial storage technology market�Gennum�s Snowbush IP Group, Silicon Image and Synopsys;
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8

Edgar Filing: CEVA INC - Form 10-K

Table of Contents 15



Table of Contents

� in audio applications market�ARM Holdings, Synopsys, Tensilica and Verisilicon.
Proprietary Rights

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

We have an active program to protect our proprietary technology through the filing of patents. Our patents relate to our DSP cores and
application-specific platform technologies. As of December 31, 2012, we hold 46 patents in the United States and 11 patents in the EME
(Europe and Middle East) region and four patents in Asia Pacific (APAC) region, totaling 61 patents, with expiration dates between 2013 and
2030. In addition, as of December 31, 2012, we have 16 patent applications pending in the United States, 11 pending patent applications in
Canada, 17 pending patent applications in the EME region and 9 pending patent applications in the APAC region, totaling 53 pending patent
applications.

We actively pursue foreign patent protection in countries where we feel it is prudent to do so. Our policy is to apply for patents or for other
appropriate statutory protection when we develop valuable new or improved technology. The status of patents involves complex legal and
factual questions, and the breadth of claims allowed is uncertain. Accordingly, there are no assurances that any patent application filed by us will
result in a patent being issued, or that our issued patents, and any patents that may be issued in the future, will afford us adequate protection
against competitors with similar technology; nor can we be assured that patents issued to us will not be infringed or that others will not design
around our technology. In addition, the laws of certain countries in which our products are or may be developed, manufactured or sold may not
protect our products and intellectual property rights to the same extent as the laws of the United States. We can provide no assurance that our
pending patent applications or any future applications will be approved or will not be challenged by third parties, that any issued patents will
effectively protect our technology, or that patents held by third parties will not have an adverse effect on our ability to do business.

The semiconductor industry is characterized by frequent litigation regarding patent and other intellectual property rights. Questions of
infringement in the semiconductor field involve highly technical and subjective analyses. In addition, patent infringement claims are
increasingly being asserted by patent holding companies (so-called patent �trolls�), which do not use technology and whose sole business is to
enforce patents against companies, such as us, for monetary gain. Because such patent holding companies do not provide services or use
technology, the assertion of our own patents by way of counter-claim may be ineffective. Litigation may in the future be necessary to enforce
our patents and other intellectual property rights, to protect our trade secrets, to determine the validity and scope of the proprietary rights of
others, or to defend against claims of infringement or invalidity. We cannot assure you that we would be able to prevail in any such litigation, or
be able to devote the financial resources required to bring such litigation to a successful conclusion.

In any potential dispute involving our patents or other intellectual property, our licensees also could become the targets of litigation. We are
generally bound to indemnify licensees under the terms of our license agreements. Although our indemnification obligations are generally
subject to a maximum amount, these obligations could nevertheless result in substantial expenses. In addition to the time and expense required
for us to indemnify our licensees, a licensee�s development, marketing and sale of products embodying our solutions could be severely disrupted
or shut down as a result of litigation.
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We also rely on trademark, copyright and trade secret laws to protect our intellectual property. We have registered trademark in the United
States for our name CEVA and the related CEVA logo, and currently market our DSP cores and other technology offerings under this trademark.

Employees

The table below presents the number of employees of CEVA as of December 31, 2012 by function and geographic location.

Number
Total employees 193
Function
Research and development 124
Sales and marketing 27
Technical support 17
Administration 25
Location
Israel 142
Ireland 14
United States 10
United Kingdom 7
China 7
Elsewhere 13

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

A number of our employees are located in Israel. Certain provisions of Israeli law and the collective bargaining agreements between the
Histadrut (General Federation of Labor in Israel) and the Coordination Bureau of Economic Organizations (the Israeli federation of employers�
organizations) apply to our Israeli employees.

In 2004, we finalized and adopted a new Code of Business Conduct and Ethics regarding the standards of conduct of our directors, officers and
employees, and the Code is available on our website at www.ceva-dsp.com.

Corporate History

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

Available Information

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to reports pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, are available, free of charge, on our website at www.ceva-dsp.com,
as soon as reasonably practicable after such reports are electronically filed with the Securities and Exchange Commission and are also available
on the SEC�s website at www.sec.gov.

Our website and the information contained therein or connected thereto are not intended to be incorporated into this Annual Report on Form
10-K.

10
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ITEM 1A. RISK FACTORS
We caution you that the following important factors, among others, could cause our actual future results to differ materially from those
expressed in forward-looking statements made by or on behalf of us in filings with the Securities and Exchange Commission, press releases,
communications with investors and oral statements. Any or all of our forward-looking statements in this annual report, and in any other public
statements we make, may turn out to be wrong. They can be affected by inaccurate assumptions we might make or by known or unknown risks
and uncertainties. Many factors mentioned in the discussion below will be important in determining future results. We undertake no obligation
to publicly update any forward-looking statements, whether as a result of new information, future events or otherwise. You are advised,
however, to consult any further disclosures we make in our reports filed with the Securities and Exchange Commission.

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

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

� we compete directly in the DSP cores space with Verisilicon;

� we compete with CPU IP or configurable CPU IP providers, such as ARM Holdings, Imagination Technologies (resulting from its
acquisition of MIPS Technologies), Synopsys and Tensilica, who offer DSP configured CPU and/or DSP extensions to their IP;

� we compete with internal engineering teams at companies such as Broadcom, Mediatek, Qualcomm, Samsung and ST Ericsson that
may design programmable DSP core products in-house and therefore not license our technologies;

� we compete in the SATA and SAS IP markets with several vendors, such as Gennum�s Snowbush IP group, Silicon Image and
Synopsys, that offer similar products, thereby leading to pricing pressures for both licensing and royalty revenue;

� we compete in the imaging & vision market with Imagination Technologies and Silicon Image;

� we compete in the VoIP applications market with ARM Holdings, Imagination Technologies (resulting from its acquisition of MIPS
Technologies) and Verisilicon; and

� we compete in the audio applications market with ARM Holdings, Synopsys, Tensilica and Verisilicon.
In addition, we may face increased competition from smaller, niche semiconductor design companies in the future. Some of our customers also
may decide to satisfy their needs through in-house design. We compete on the basis of DSP performance, overall chip cost, power consumption,
flexibility, reliability, communication and multimedia software availability, design cycle time, tool chain, customer support, name recognition,
reputation and financial strength. Our inability to compete effectively on these bases could have a material adverse effect on our business, results
of operations and financial condition.

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

In some quarters our operating results could be below the expectations of securities analysts and investors, which could cause our stock price to
fall. Factors that may affect our quarterly results of operations in the future include, among other things:
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� the gain or loss of significant licensees, partly due to our dependence on a limited number of customers generating a significant
amount of quarterly revenues;
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� any delay in execution of any anticipated licensing arrangement during a particular quarter;

� the timing and volume of orders and production by our customers, as well as fluctuations in royalty revenues resulting from
fluctuations in unit shipments by our licensees;

� royalty pricing pressures and reduction in royalty rates due to an increase in volume shipments by customers, end-product price
erosion and competitive pressures;

� the mix of revenues among licensing and related revenues, and royalty revenues;

� the timing of the introduction of new or enhanced technologies by us and our competitors, as well as the market acceptance of such
technologies;

� our lengthy sales cycle and specifically in the third quarter of any fiscal year during which summer vacations slow down
decision-making processes of our customers in executing contracts;

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

� currency fluctuations of the Euro, the British Pound and NIS versus the U.S. dollar;

� fluctuations in operating expenses and gross margins associated with the introduction of new or enhanced technologies and
adjustments to operating expenses resulting from restructurings;

� the timing of certain R&D government grant payments;

� our ability to scale our operations in response to changes in demand for our technologies;

� entry into new markets, including China, India and Latin America;

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

� restructuring, asset and goodwill impairment and related charges, as well as other accounting changes or adjustments; and

� general economic conditions, including the current economic conditions, and its effect on the semiconductor industry and sales of
consumer products into which our technologies are incorporated.

Each of the above factors is difficult to forecast and could harm our business, financial condition and results of operations. Also, we license our
technology to OEMs and semiconductor companies for incorporation into their end products for consumer markets, including handsets and
consumer electronics products. The royalties we generate are reported by our customers and invoiced by us one quarter in arrears. As a result,
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our royalty revenues are affected by seasonal buying patterns of consumer products sold by our OEM customers that incorporate our technology
and the market acceptance of such end products supplied by our OEM customers. The second quarter in any given year is usually the weakest
quarter for us in relation to royalty revenues as this period represents lower post-Christmas first quarter handset and consumer product
shipments. However, the magnitude of this second quarter decrease varies annually and may be impacted by global economic conditions, market
share changes and the timing of introduction of new and existing handset devices powered by CEVA technology sold in any given quarter
compared to the prior quarter.

Moreover, the semiconductor and consumer electronics industries remain volatile, which makes it extremely difficult for our customers and us to
accurately forecast financial results and plan for future business activities. As a result, our past operating results should not be relied upon as an
indication of future performance.

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

We derive a significant amount of revenues from a limited number of customers. Three customers separately accounted for 24%, 13% and 12%
of our total revenues for 2012. One customer accounted for 24%, 17% and 18% of our total revenues for 2012, 2011 and 2010, respectively.
Generally, the identity of our customers representing 10% or more of our total revenues varies from period to period, especially with respect to
our licensing customers as we generate licensing revenues generally from new customers on a quarterly and
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annual basis. With respect to our royalty revenues, four royalty paying customers each represented 10% or more of our total royalty revenues for
2012 and 2011, and collectively represented 74% and 66% of our total royalty revenues for 2012 and 2011, respectively. We expect that a
significant portion of our future revenue will continue to be generated by a limited number of customers. The loss of any significant royalty
paying customer could adversely affect our near-term future operating results. Furthermore, consolidation among our customers may negatively
affect our revenue source, increase our existing customers� negotiation leverage and make us further dependent on a limited number of
customers.

Our business is dependent on licensing revenue which may vary period to period.

License agreements for our DSP cores have not historically provided for substantial ongoing license payments so past licensing revenue may not
be indicative of the amount of such revenue in any future period. Significant portions of our anticipated future revenue, therefore, will likely
depend upon our success in attracting new customers or expanding our relationships with existing customers. However, revenue recognized from
licensing arrangements vary significantly from period to period, depending on the number and size of deals closed during a quarter, and is
difficult to predict. Our ability to succeed in our licensing efforts will depend on a variety of factors, including the performance, quality, breadth
and depth of our current and future products, as well as our sales and marketing skills. In addition, some of our licensees may in the future
decide to satisfy their needs through in-house design and production. Our failure to obtain future licensing customers would impede our future
revenue growth and could materially harm our business.

Royalty rates could decrease for existing and future license agreements which could materially adversely affect our operating results.

Royalty payments to us under existing and future license agreements could be lower than currently anticipated for a variety of reasons. Average
selling prices for semiconductor products generally decrease over time during the lifespan of a product. In addition, there is increasing
downward pricing pressures in the semiconductor industry on end products incorporating our technology, especially end products for the
handsets and consumer electronics markets. As a result, notwithstanding the existence of a license agreement, our customers may demand that
royalty rates for our products be lower than our historic royalty rates. We have in the past and may be pressured in the future to renegotiate
existing license agreements with our customers. In addition, certain of our license agreements provide that royalty rates may decrease in
connection with the sale of larger quantities of products incorporating our technology. Furthermore, our competitors may lower the royalty rates
for their comparable products to win market share which may force us to lower our royalty rates as well. As a consequence of the above
referenced factors, as well as unforeseen factors in the future, the royalty rates we receive for use of our technology could decrease, thereby
decreasing future anticipated revenue and cash flow. Royalty revenues were approximately 60%, 60% and 51% of our total revenues for 2012,
2011 and 2010, respectively. Therefore, a significant e:1.0pt;"> 
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$

24

$

27

License fees

1,351

1,247

3,945

3,487

1,356

1,256

3,969

3,514
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Cost of revenue:

Product royalty fees

6

5

18

13
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Gross profit

1,350

1,251

3,951

3,501

Operating expenses:
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Research and development

2,635

837

6,553

2,960

General and administrative

1,796

1,478

4,647

7,884

Sales and marketing

315
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754

52

Restructuring

�

�

�

(3

)

4,746

2,327

11,954

10,893
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Loss from operations

(3,396

)

(1,076

)

(8,003

)

(7,392

)
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Interest income, net

14

35

20

118

Net loss

$

(3,382

)

$

(1,041

)
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(7,983

)

$

(7,274

)

Net loss per share�basic and diluted

$

(0.08

)

$

(0.03

)

$

(0.21

)

$
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(0.23

)

Weighted average common shares outstanding�basic and diluted

40,155

34,932

38,293

31,902

The accompanying notes are an integral part of these condensed consolidated financial statements.
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EXACT SCIENCES CORPORATION

Condensed Consolidated Statements of Cash Flows

(Amounts in thousands - unaudited)

Nine Months Ended September 30,
2010 2009

Cash flows from operating activities:
Net loss $ (7,983) $ (7,274)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation of property and equipment 167 44
Amortization and write-offs of patents � 95
Stock-based compensation 1,675 1,958
Amortization of deferred license fees (3,944) (3,487)
Warrant licensing expense 80 1,753
Changes in assets and liabilities:
Prepaid expenses and other current assets 145 (215)
Accounts payable 224 (480)
Accrued expenses 370 (308)
Accrued interest 15 �
Third party royalty obligation � (1,485)
Net cash used in operating activities (9,251) (9,399)

Cash flows from investing activities:
Purchases of marketable securities (18,740) (17,634)
Maturities of marketable securities 7,098 13,474
Purchases of property and equipment (502) (88)
Net cash used in investing activities (12,144) (4,248)

Cash flows from financing activities:
Proceeds from Genzyme Collaboration, License and Purchase Agreement 1,896 16,650
Proceeds from sale of common stock to Genzyme � 6,000
Proceeds from sale of common stock, net of issuance costs 17,597 8,062
Proceeds from exercise of common stock options and stock purchase plan 293 727
Decrease in restricted cash 500 100
Payment for repurchase of stock options � (50)
Net cash provided by financing activities 20,286 31,489

Net increase (decrease) in cash and cash equivalents (1,109) 17,842
Cash and cash equivalents, beginning of period 21,924 4,937
Cash and cash equivalents, end of period $ 20,815 $ 22,779

Supplemental disclosure of non-cash investing and financing activities:
Unrealized gain (loss) on available-for-sale investments $ (20) $ 5
Issuance of 15,460 and 24,430 shares of common stock to fund the Company�s 401(k)
matching contribution for 2009 and 2008, respectively $ 65 $ 32

The accompanying notes are an integral part of these condensed consolidated financial statements.
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EXACT SCIENCES CORPORATION

Notes to Condensed Consolidated Financial Statements

(Unaudited)

(1) ORGANIZATION AND BASIS OF PRESENTATION

Organization

Exact Sciences Corporation (�Exact,� �we,� �us� or the �Company�) was incorporated in February 1995. Exact is a molecular diagnostics company
focused on the early detection and prevention of colorectal cancer. The Company�s non-invasive stool-based DNA (sDNA) screening technology
includes proprietary and patented methods that isolate and analyze human DNA present in stool to screen for the presence of colorectal
pre-cancer and cancer.

Basis of Presentation

The accompanying condensed consolidated financial statements of the Company are unaudited and have been prepared on a basis substantially
consistent with the Company�s audited financial statements and notes as of and for the year ended December 31, 2009 included in the Company�s
Annual Report on Form 10-K. These condensed consolidated financial statements are prepared in conformity with accounting principles
generally accepted in the United States of America (�GAAP�) and follow the requirements of the Securities and Exchange Commission (�SEC�) for
interim reporting. In the opinion of management, all adjustments (consisting only of adjustments of a normal and recurring nature) considered
necessary for a fair presentation of the results of operations have been included. The results of the Company�s operations for any interim period
are not necessarily indicative of the results of the Company�s operations for any other interim period or for a full fiscal year. The statements
should be read in conjunction with the audited financial statements and related notes included in our Annual Report on Form 10-K for the year
ended December 31, 2009 (the �2009 Form 10-K�).

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The accompanying condensed consolidated financial statements include the accounts of the Company�s wholly-owned subsidiary, Exact Sciences
Securities Corporation, a Massachusetts securities corporation.  All significant intercompany transactions and balances have been eliminated in
consolidation. On September 16, 2009 the Company dissolved Exact Sciences Securities Corporation and all intercompany transactions and
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balances were permanently eliminated.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period.  Actual results could differ from those estimates.

Cash and Cash Equivalents

The Company considers all highly-liquid investments with maturities of 90 days or less at the time of acquisition to be cash equivalents.

Marketable Securities

Management determines the appropriate classification of debt securities at the time of purchase and re-evaluates such designation as of each
balance sheet date. Debt securities are classified as held-to-maturity when the Company has the positive intent and ability to hold the securities
to maturity. Marketable equity securities and debt securities not classified as held-to-maturity are classified as available-for-sale.
Available-for-sale securities are carried at fair value, with the unrealized gains and losses, net of tax, reported in other comprehensive income.
The amortized cost of debt securities in this category is adjusted for amortization of premiums and accretion of discounts to maturity computed
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under the effective interest method. Such amortization is included in investment income. Realized gains and losses and declines in value judged
to be other-than-temporary on available-for-sale securities are included in investment income. The cost of securities sold is based on the specific
identification method. Interest and dividends on securities classified as available-for-sale are included in investment income.

At September 30, 2010 and December 31, 2009, the Company�s investments were comprised of marketable debt securities and mutual funds and
all were deemed available-for-sale.  The objectives of the Company�s investment strategy are to provide liquidity and safety of principal while
striving to achieve the highest rate of return consistent with these two objectives.  The Company�s investment policy limits investments to certain
types of instruments issued by institutions with investment grade credit ratings and places restrictions on maturities and concentration by type
and issuer. Realized losses for the three and nine months ended September 30, 2010 were $3,792. Realized gains for the three and nine months
ended September 30, 2009 were $5,464. Unrealized gains or losses on investments are recorded in other comprehensive income.

Net Loss Per Share

Basic net loss per common share was determined by dividing net loss applicable to common stockholders by the weighted average common
shares outstanding during the period.  Basic and diluted net loss per share are the same because all outstanding common stock equivalents have
been excluded, as they are anti-dilutive.

The following potentially issuable common shares were not included in the computation of diluted net loss per share because they would have an
anti-dilutive effect due to net losses for each period:

September 30,
(In thousands) 2010 2009
Shares issuable upon exercise of stock options 6,241 5,870
Shares issuable upon exercise of outstanding warrants 825 1,250
Shares issuable upon the release of restricted stock awards 157 401

7,223 7,521

Revenue Recognition

License fees.  License fees for the licensing of product rights are recorded as deferred revenue upon receipt of cash and recognized as revenue
on a straight-line basis over the license period. On June 27, 2007, the Company entered into an amendment to its exclusive license agreement
with LabCorp (the �Second Amendment�) that, among other modifications to the terms of the license, extended the exclusive license period from
August 2008 to December 2010, subject to carve-outs for certain named organizations. Accordingly, the Company amortizes the remaining
deferred revenue balance resulting from its license agreement with LabCorp at the time of the Second Amendment ($4.7 million) on a
straight-line basis over the remaining exclusive license period, which ends in December 2010.

As more fully described in the Company�s Annual Report on Form 10-K for the year ended December 31, 2009, in connection with our strategic
transaction with Genzyme, Genzyme agreed to pay us a total of $18.5 million, of which $16.65 million was paid on January 27, 2009 and
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$1.85 million was subject to a holdback by Genzyme to satisfy certain potential indemnification obligations in exchange for the assignment and
licensing of certain intellectual property to Genzyme. The Company�s on-going performance obligations to Genzyme under the Collaboration,
License and Purchase Agreement (the �CLP Agreement�), including its obligation to deliver certain intellectual property improvements to
Genzyme during the initial five-year collaboration period, were deemed to be undelivered elements of the CLP Agreement on the date of
closing. Accordingly, the Company deferred the initial $16.65 million in cash received at closing and is amortizing that up-front payment on a
straight-line basis into revenue over the initial five-year collaboration period ending in January 2014. The Company received the first holdback
amount of $962,000, which included accrued interest due, from Genzyme during the first quarter of 2010. The Company received the second
holdback amount of $934,250, which included accrued interest due, from Genyzme during the third quarter of 2010.  The amounts were deferred
and are being amortized on a straight-line basis into revenue over the remaining term of the collaboration at the time of receipt.
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In addition, Genzyme paid $2.00 per share for the 3,000,000 shares of common stock purchased from the Company on January 27, 2009,
representing a premium of $0.51 per share above the closing price of the Company�s common stock on that date of $1.49 per share. The
aggregate premium paid by Genzyme over the closing price of the Company�s common stock on the date of the transaction of $1.53 million is
deemed to be a part of the total consideration for the CLP Agreement. Accordingly, the Company deferred the aggregate $1.53 million premium
and is amortizing that amount on a straight-line basis into revenue over the initial five-year collaboration period ending in January 2014.

The Company recognized approximately $1.4 million and $3.9 million, respectively, in license fee revenue in connection with the amortization
of the up-front payments from Genzyme and LabCorp during the three and nine months ended September 30, 2010.  The Company recognized
$1.2 million and $3.5 million, respectively, in license fee revenue in connection with the amortization of the up-front payments from Genzyme
and LabCorp during the three and nine months ended September 30, 2009.

Critical Accounting Estimate�Third Party Royalty Obligation

Pursuant to the terms of the agreement the Company has with LabCorp, we agreed to reimburse LabCorp up to $3.5 million for certain third
party royalty payments.  As of September 30, 2010 we have paid $2.5 million to LabCorp.  We will be required to pay at a maximum the
remaining $1.0 million balance in January of 2011.  Based on anticipated sales volumes of ColoSure, as of September 30, 2010, we accrued a
total of $988,000 related to the total potential remaining $1.0 million obligation to LabCorp. Charges to record or adjust the obligation were
recorded under the caption �Product royalty fees� in our consolidated statements of operations.  No charges were recorded during the nine months
ended September 30, 2010 and 2009.  Future increases or decreases in this obligation, to the extent necessary, will continue to be recorded as
charges to the product royalty revenue line item of our condensed consolidated statements of operations.

Comprehensive Loss

Comprehensive loss consists of net loss and the change in unrealized gains and losses on marketable securities.   Comprehensive loss for the
three and nine months ended September 30, 2010 and 2009 was as follows:

Three Months Ended September 30, Nine Months Ended September 30,
(In thousands) 2010 2009 2010 2009
Net loss $ (3,382) $ (1,041) $ (7,983) $ (7,274)
Unrealized gain (loss) on marketable
securities (18) (33) (20) 5
Comprehensive loss $ (3,400) $ (1,074) $ (8,003) $ (7,269)

(3) MAYO LICENSING AGREEMENT

Overview
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On June 11, 2009, the Company entered into a license agreement (the �License Agreement�) with MAYO Foundation for Medical Education and
Research (�MAYO�). Under the License Agreement, MAYO granted the Company an exclusive, worldwide license within the field (the �Field�) of
stool or blood based cancer diagnostics and screening (excluding a specified proteomic target) (the �Proteomic Target�) with regard to certain
MAYO patents, and a non-exclusive worldwide license within the Field with regard to certain MAYO know-how. The License Agreement
grants the Company an option to include the Proteomic Target within the Field upon written notice by the Company to MAYO during the first
year of the term. The licensed patents cover advances in sample processing, analytical testing and data analysis associated with non-invasive,
stool-based DNA screening for colorectal cancer. Under the License Agreement, the Company assumes the obligation and expense of
prosecuting and maintaining the licensed patents and is obligated to make commercially reasonable efforts to bring products covered by the
licenses to market. Pursuant to the License Agreement, the Company granted MAYO two common stock purchase warrants with an exercise
price of $1.90 per share covering 1,000,000 and 250,000 shares of common stock, respectively. The Company will also make payments to
MAYO for up-front fees, fees once certain milestones are reached by the Company, and other payments as outlined in the agreement. In addition
to the license to
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intellectual property owned by MAYO, the Company will receive product development and research and development efforts from MAYO
personnel. The Company determined that the payments made for intellectual property should not be capitalized as the future economic benefit
derived from the transactions is uncertain. The Company is also liable to make royalty payments to MAYO on potential future net sales of any
products developed from the licensed technology.

Warrants

The warrants granted to MAYO were valued based on a Black-Scholes pricing model at the date of the grant. The warrants were granted with an
exercise price of $1.90 per share of common stock. The grant to purchase 1,000,000 unregistered shares was immediately exercisable and the
grant to purchase 250,000 unregistered shares vests and becomes exercisable over a four year period. The total value of the warrants was
calculated to be $2.1 million and a non-cash charge of $1.7 million was recognized as research and development expense in the second quarter
of 2009 and the remaining $0.4 million non-cash charge is being recognized straight-line over the four year vesting period.  The assumptions for
the Black-Scholes pricing model are represented in the table below.

Assumptions for Black-Scholes Pricing Model:

Exercise price $ 1.90
Stock price $ 1.99
Volatility 86.30%
Life of warrant (in years) 10
Treasury rate 3.88%
Dividend yield 0%
Fair value per warrant $ 1.72

In March of 2010, MAYO partially exercised its warrant covering 1,000,000 shares by utilizing the cashless exercise provision contained in the
agreement.  As a result of this exercise for a gross amount of 200,000 shares, in lieu of paying a cash exercise price, MAYO forfeited its rights
with respect to 86,569 shares leaving it with a net amount of 113,404 shares.

In September of 2010, MAYO partially exercised its warrant covering the remaining 800,000 shares by utilizing the cashless exercise provision
contained in the agreement.  As a result of this exercise for a gross amount of 300,000 shares, (1) in lieu of paying a cash exercise price, MAYO
forfeited its rights with respect to 97,853 shares leaving it with a net amount of 202,147 shares, and (2) the warrant now covers a total of 500,000
shares.

Royalty Payments
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The Company will make royalty payments to MAYO based on a percentage of net sales of products developed from the licensed technology
starting in the third year of the agreement.  Minimum royalty payments will be $10,000 in 2012 and $25,000 per year thereafter through 2029,
the year the last patent expires.

Other Payments

Other payments under the MAYO agreement include an upfront payment of $80,000, a milestone payment of $250,000 on the commencement
of patient enrollment in a clinical trial in support of the Company�s efforts to obtain FDA clearance for its sDNA colorectal cancer screening
product, and a $500,000 payment upon FDA approval of such product. The upfront payment of $80,000 was made in the third quarter of 2009
and expensed to research and development in the second quarter of 2009. It is uncertain as to when the FDA trial will begin and when the FDA
will clear the Company�s cancer screening test. Therefore, the $250,000 and $500,000 milestone payments have not been recorded as liabilities.
The Company will periodically evaluate the status of the FDA trial.
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In addition, the Company is paying MAYO for research and development efforts. Through September 30, 2010, as part of the agreement, the
Company has incurred charges of $1.4 million and has made payments of $0.9 million and at September 30, 2010 the Company has recorded an
estimated liability in the amount of $0.5 million for research and development efforts.  During the three months ended September 30, 2010, as
part of the agreement, the Company has incurred charges of $0.3 million and has made payments of $0.2 million.

(4) RESTRUCTURING

2008 Restructuring

In July 2008, we took actions to reduce our cost structure to help preserve our cash resources, which we refer to as the 2008 Restructuring. 
These actions included suspending the clinical validation study of our Version 2 technology, eliminating eight positions, or 67 percent of our
staff, and seeking the re-negotiation of certain fixed commitments.  The remaining amounts in the 2008 Restructuring accrual were paid out in
cash in July 2010.  These amounts were recorded under the caption �Accrued expenses� in the Company�s condensed consolidated balance sheets. 
The following table summarizes changes made to the restructuring accrual during the nine months ended September 30, 2010 relating to the
2008 Restructuring.  Amounts included in the table are in thousands.

Balance, Balance,
December 31, Cash September 30,

Type of Liability 2009 Charges Payments 2010
Employee separation costs $ � $ � $ � $ �
Facility consolidation costs 73 � (73) �
Total $ 73 $ � $ (73) $ �

The following table summarizes changes made to the restructuring accrual during the nine months ended September 30, 2009, related to the
2008 Restructuring.  Amounts included in the table are in thousands.

Balance, Balance,
December 31, Cash September 30,

Type of Liability 2008 Charges Payments 2009
Employee separation costs $ 16 $ (2) $ (14) $ �
Facility consolidation costs 165 (1) (74) 90
Total $ 181 $ (3) $ (88) $ 90

2007 Restructuring

During the third quarter of 2007, in connection with the Third Amendment to the LabCorp agreement, the Company notified six employees of
their termination from the Company (the �2007 Restructuring�).  The 2007 Restructuring was principally designed to eliminate the Company�s
sales and marketing functions to reduce costs and help preserve the Company�s cash resources.  The remaining amounts in the 2007
Restructuring accrual were paid out in cash in July 2010.  These amounts were recorded under the caption �Accrued expenses� in the Company�s
condensed consolidated balance sheets.  The following table summarizes the 2007 Restructuring activities during the nine months ended
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Balance, Balance,
December 31, Cash September 30,

Type of Liability 2009 Charges Payments 2010
Employee separation costs $ � $ � $ � $ �
Facility consolidation costs 67 � (67) �
Total $ 67 $ � $ (67) $ �

The following table summarizes changes made to the restructuring accrual during the nine months ended September 30, 2009, related to the
2007 Restructuring.  Amounts included in the table are in thousands.

Balance, Balance,
December 31, Cash September 30,

Type of Liability 2008 Charges Payments 2009
Employee separation costs $ � $ � $ � $ �
Facility consolidation costs 161 � (69) 92
Total $ 161 $ � $ (69) $ 92

(5) STOCK-BASED COMPENSATION

Stock-Based Compensation Plans

The Company maintains the 2010 Omnibus Long-Term Incentive Plan, the 2010 Employee Stock Purchase Plan, 1995 Stock Option Plan, the
2000 Stock Option and Incentive Plan and the 2000 Employee Stock Purchase Plan (collectively, the �Stock Plans�).

Stock-Based Compensation Expense

The Company recorded $0.6 million and $1.6 million, respectively, in stock-based compensation expense during the three and nine months
ended September 30, 2010 in connection with the vesting of restricted common stock awards and stock options granted to employees,
non-employee directors and non-employee consultants.   The Company recorded $0.6 million and $2.0 million, respectively, in stock-based
compensation expense during the three and nine months ended September 30, 2009 in connection with the vesting of awards of common stock,
restricted common stock and stock options granted to employees, non-employee directors and non-employee consultants and certain stock option
modifications.

Determining Fair Value

Valuation and Recognition - The fair value of each option award is estimated on the date of grant using the Black-Scholes option pricing model
based on the assumptions in the table below.  The estimated fair value of employee stock options is amortized to expense using the straight-line
method over the vesting period.
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Expected Term - The Company uses the simplified calculation of expected life as the Company does not currently have sufficient historical
exercise data on which to base an estimate of expected term.  Using this method, the expected term is determined using the average of the
vesting period and the contractual life of the stock options granted.

Expected Volatility - Expected volatility is based on the Company�s historical stock volatility data over the expected term of the awards.

Risk-Free Interest Rate - The Company bases the risk-free interest rate used in the Black-Scholes option pricing model on the implied yield
currently available on U.S. Treasury zero-coupon issues with an equivalent expected term.
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Forfeitures - The Company records stock-based compensation expense only for those awards that are expected to vest.  No forfeiture rate was
utilized for awards granted prior to 2009 due to the monthly vesting terms of the options granted in that timeframe.  Because of the vesting
terms, the Company was, in effect, recording stock-based compensation only for those awards that were vesting and expected to vest and a
forfeiture rate was not necessary.  Awards granted in the nine months ended September 30, 2010 that vest annually are all expected to vest and
no forfeiture rate was utilized.

The fair value of each restricted stock award is determined on the date of grant using the closing stock price on that day.

The fair value of each option award is estimated on the date of grant using the Black-Scholes option pricing model based on the assumptions in
the following table.

Three Months Ended Nine Months Ended
September 30, September 30,

2010 2009 2010 2009

Option Plan Shares
Risk-free interest rates 1.60% - 1.70% 2.31% 1.60% - 2.69% 1.76% - 2.54%
Expected term (in years) 6 6 6 6
Expected volatility 92% 92% 91% - 92% 85% - 92%
Dividend yield 0% 0% 0% 0%
Weighted average fair value per share of
options granted during the period $ 3.02 $ 2.08 $ 2.99 $ 0.80

ESPP Shares
Risk-free interest rates (1) (1) 0.17% - 0.38% (1)
Expected term (in years) (1) (1) 0.5 - 1 (1)
Expected volatility (1) (1) 53% - 127% (1)
Dividend yield (1) (1) 0% (1)
Weighted average fair value per share of stock
purchase rights granted during the period (1) (1) $ 1.07 (1)

(1) The Company did not issue stock purchase rights under its 2000 Employee Stock Purchase Plan or its 2010 Employee Stock Purchase
Plan during the period indicated.

Stock Option and Restricted Stock Activity

A summary of stock option activity under the Stock Plans during the nine months ended September 30, 2010 is as follows:

Weighted
Weighted Average
Average Remaining Aggregate
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Exercise Contractual Intrinsic
Options Shares Price Term (Years) Value (1)
(Aggregate intrinsic value in thousands)

Outstanding, January 1, 2010 5,912,019 $ 1.76 8.6
Granted 500,066 $ 3.92
Exercised (171,329) $ 1.71
Forfeited � �
Outstanding, September 30, 2010 6,240,756 $ 1.93 8.1 $ 34,038

Exercisable, September 30, 2010 2,562,564 $ 2.39 7.3 $ 13,350

Vested and expected to vest, September 30, 2010 6,240,756 $ 1.93 8.1 $ 34,038
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(1) The aggregate intrinsic value of options outstanding, exercisable and vested and expected to vest is calculated as the difference between
the exercise price of the underlying options and the market price of the Company�s common stock for options that had exercise prices that were
lower than the $7.24 market price of the Company�s common stock at September 30, 2010.

As of September 30, 2010, there was $4.7 million of total unrecognized compensation cost related to non-vested share-based compensation
arrangements granted under all equity compensation plans.  Total unrecognized compensation cost will be adjusted for future changes in
forfeitures.  The Company expects to recognize that cost over a weighted average period of 2.83 years.

A summary of restricted stock activity under the Stock Plans during the nine months ended September 30, 2010 is as follows:

Weighted
Restricted Average Grant
Shares Date Fair Value

Outstanding, January 1, 2010 40,000 $ 1.72
Granted 209,197 $ 3.95
Released (92,567) $ 2.97
Forfeited � �
Outstanding, September 30, 2010 156,630 $ 3.96

(6) EQUITY TRANSACTIONS

On April 19, 2010 the Company completed an underwritten public offering of 4.2 million shares of common stock at a price of $4.50 per share
to the public. The Company received approximately $17.6 million of net proceeds from the offering, after deducting $1.3 million for the
underwriting discount and other stock issuance costs paid by the Company. The Company expects to use the net proceeds from the offering for
general corporate and working capital purposes, including the funding of strategic initiatives that the Company may undertake from time to time,
for product development and the furtherance of the Company�s efforts to obtain FDA clearance of its sDNA colorectal cancer screening product.

In April of 2010, we entered into a license agreement with MAYO Foundation for Medical Education and Research (MAYO) for market
research services and rights to use certain intellectual property related to product development.  As part of the license agreement, we issued to
MAYO 11,186 shares of common stock for an initial payment under the agreement.  If Exact utilizes the licensed intellectual property in the
Company�s final product design, Exact will be required to make an additional nonrefundable payment to Mayo in the form of unregistered shares
of common stock with a fair market value of $65,000.

(7) FAIR VALUE MEASUREMENTS

The Company values its assets and liabilities using the fair value hierarchy outlined in the Accounting Standards Codification.
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The three levels of the fair value hierarchy are as follows:

Level 1 Quoted prices (unadjusted) in active markets for identical assets or liabilities that the Company has the ability to access as of the
reporting date. Active markets are those in which transactions for the asset or liability occur in sufficient frequency and volume
to provide pricing information on an ongoing basis.

Level 2 Pricing inputs other than quoted prices in active markets included in Level 1, which are either directly or indirectly observable as
of the reporting date. These include quoted prices for similar assets or liabilities in active markets and
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quoted prices for identical or similar assets or liabilities in markets that are not active.

Level 3 Unobservable inputs that reflect the Company�s assumptions about the assumptions that market participants would use in pricing
the asset or liability. Unobservable inputs shall be used to measure fair value to the extent that observable inputs are not
available.

The following table presents the Company�s fair value measurements as of September 30, 2010 along with the level within the fair value
hierarchy in which the fair value measurements in their entirety fall, segregating fair value measurements using quoted prices in active markets
for identical assets or liabilities (Level 1), significant other observable inputs (Level 2), and significant unobservable inputs (Level 3).  Amounts
in the table are in thousands.

Fair Value Measurement at September 30, 2010 Using:
Quoted Prices in Active Significant Other Significant Unobservable

Fair Value at Markets for Identical Assets Observable Inputs Inputs
Description September 30, 2010 (Level 1) (Level 2) (Level 3)
Available-for-Sale
Marketable debt securities $ 4,026 $ � $ 4,026 $ �
Mutual funds 10,000 10,000 � �
Total $ 14,026 $ 10,000 $ 4,026 $ �

The following table presents the Company�s fair value measurements as of December 31, 2009 along with the level within the fair value
hierarchy in which the fair value measurements in their entirety fall.  Amounts in the table are in thousands.

Fair Value Measurement at December 31, 2009 Using:
Quoted Prices in Active Significant Other Significant Unobservable

Fair Value at Markets for Identical Assets Observable Inputs Inputs
Description December 31, 2009 (Level 1) (Level 2) (Level 3)

Available-for-Sale
Marketable Securities $ 2,404 $ 650 $ 1,754 $ �
Total $ 2,404 $ 650 $ 1,754 $ �

(8) INCOME TAXES

The Company is subject to taxation in the U.S. and various state jurisdictions. All of the Company�s tax years are subject to examination by the
U.S. and state tax authorities due to the carryforward of unutilized net operating losses.

Under financial accounting standards, deferred tax assets or liabilities are computed based on the differences between the financial statement and
income tax bases of assets and liabilities using the enacted tax rates. Deferred income tax expense or benefit represents the change in the
deferred tax assets or liabilities from period to period.
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A valuation allowance to reduce the deferred tax assets is reported if, based on the weight of the evidence, it is more likely than not that some
portion or all of the deferred tax assets will not be realized. The Company has incurred significant losses since its inception and due to the
uncertainty of the amount and timing of future taxable income, management has
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determined that a full valuation allowance at September 30, 2010 is necessary to reduce the tax assets to the amount that is more likely than not
to be realized. Due to the existence of the valuation allowance, future changes in our unrecognized tax benefits will not impact the Company�s
effective tax rate.

In accordance with GAAP, the Company recognizes the financial statement benefit of a tax position only after determining that the relevant tax
authority would more likely than not sustain the position following an audit. For tax positions meeting the more-likely-than-not threshold, the
amount recognized in the financial statements is the largest benefit that has a greater than 50 percent likelihood of being realized upon ultimate
settlement with the relevant tax authority.  At September 30, 2010 the Company had no unrecognized tax benefits, nor are there any tax positions
where it is reasonably possible that the total amounts of unrecognized tax benefits will significantly increase or decrease within the 12 months
following September 30, 2010.

(9) RECENT ACCOUNTING PRONOUNCEMENTS

Other than those pronouncements issued and adopted during the first quarter of 2010 as discussed in the Consolidated Financial Statements
(unaudited), there were no other recently issued accounting pronouncements that are expected to impact Exact Sciences Corporation.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion of the financial condition and results of operations of Exact Sciences Corporation should be read in conjunction with
the condensed consolidated financial statements and the related notes thereto included elsewhere in this Quarterly Report on Form 10-Q and the
audited financial statements and notes thereto and Management�s Discussion and Analysis of Financial Condition and Results of Operations
included in our Annual Report on Form 10-K for the year ended December 31, 2009, which has been filed with the Securities and Exchange
Commission, or SEC.

Forward-Looking Statements

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities and Exchange Act of 1934, as amended, that are intended to be covered by the �safe harbor�
created by those sections.  Forward-looking statements, which are based on certain assumptions and describe our future plans, strategies and
expectations, can generally be identified by the use of forward-looking terms such as �believe,� �expect,� �may,� �will,� �should,� �could,�
�seek,� �intend,� �plan,� �estimate,� �anticipate� or other comparable terms.  Forward-looking statements in this Quarterly Report on Form
10-Q may address the following subjects among others: statements regarding the sufficiency of our capital resources, expected operating losses,
expected license fee revenues, expected research and development expenses, expected general and administrative expenses and our expectations
concerning our business strategy.  Forward-looking statements involve inherent risks and uncertainties which could cause actual results to
differ materially from those in the forward-looking statements, as a result of various factors including those risks and uncertainties described in
the Risk Factors and in Management�s Discussion and Analysis of Financial Condition and Results of Operations sections of this report and
our Annual Report on Form 10-K for the year ended December 31, 2009.  We urge you to consider those risks and uncertainties in evaluating
our forward-looking statements.  We caution readers not to place undue reliance upon any such forward-looking statements, which speak only
as of the date made.  Except as otherwise required by the federal securities laws, we disclaim any obligation or undertaking to publicly release
any updates or revisions to any forward-looking statement contained herein (or elsewhere) to reflect any change in our expectations with regard
thereto or any change in events, conditions or circumstances on which any such statement is based.

Overview

Exact Sciences Corporation is a molecular diagnostics company focused on the early detection and prevention of colorectal cancer. We have
exclusive intellectual property protecting our non-invasive, molecular screening technology for the detection of colorectal pre-cancer and cancer.

Our primary goal is to become the market leader for a patient-friendly diagnostic screening product for the early detection of colorectal
pre-cancer and cancer. Our strategic roadmap to achieve this goal includes the following key components:

•       develop and refine our non-invasive stool-based (sDNA) colorectal pre-cancer and cancer screening test;

•       advance our product through the U.S. Food and Drug Administration, or FDA, clinical trials;
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•       secure insurance coverage and reimbursement for our product; and

•       commercialize an FDA-cleared product that detects colorectal pre-cancer and cancer.

Our current focus is on the commercial development and seeking FDA clearance of our sDNA colorectal cancer screening product. We believe
obtaining FDA clearance is critical to building broad demand and successful commercialization for our sDNA colorectal cancer screening
technologies. As part of our product development efforts, we are exploring the marker combinations and platform requirements necessary for
optimal performance of our technology based on market need. Objectives around performance, throughput and cost are among the elements that
will need to be met in the design and development of a commercial product based on our technology.

We are designing our sDNA colorectal cancer screening product with a goal of detecting both pre-cancers and cancers, at target sensitivities of
at least 50 percent and 85 percent, respectively.  On October 28, 2010 we announced the results of a validation study involving a total of 1,178
stool samples.  In this study, the current version of our sDNA cancer screening test was able to detect both pre-cancers and cancers at or above
these target sensitivity rates. However, prior to commercialization of our sDNA colorectal cancer screening product, it will be necessary to
obtain FDA approval or clearance, which will depend upon our ability to successfully complete a pivotal clinical trial.

It is widely accepted that colorectal cancer is among the most preventable, yet least prevented cancers.  Colorectal cancer typically takes up to
15 years to progress from a pre-cancerous lesion to metastatic cancer and death.  However, it is the second-leading cause of cancer death in the
United States, killing almost 50,000 people each year.

There is a significant unmet clinical need related to the diagnosis of colorectal cancer.  Approximately 40 percent of those who should be
screened for colorectal cancer are not screened according to current guidelines.
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Poor compliance has meant that nearly two-thirds of colon cancer diagnoses are made in the disease�s late stages.  The five-year survival rates for
stages 3 and 4 are 68 percent and 10 percent respectively.

Our sDNA screening test can detect pre-cancers and cancers early, and is expected to be a powerful, preventive tool.  By detecting pre-cancers
and cancers early with the sDNA-based test, affected patients can be referred to colonoscopy, during which the polyp or lesion can be removed. 
The sDNA screening model has the potential to significantly reduce colorectal cancer deaths.  The earlier the pre-cancer or cancer can be
detected, the greater the reduction in mortality.

The competitive landscape is favorable to sDNA-based screening.  All of the colorectal cancer detection methods in use today are constrained by
some combination of poor sensitivity, poor compliance and cost.  Colonoscopy is uncomfortable and expensive.  Fecal blood testing suffers
from poor sensitivity and poor compliance.  Blood-based DNA testing also is disadvantaged by its sensitivity.  Data from a clinical trial of one
blood-based test was released earlier this year.  It demonstrated 50-64 percent sensitivity across all stages of cancer, with little sensitivity for
pre-cancer.

The competitive advantages of sDNA-based screening provide a massive market opportunity. Assuming a 30 percent test adoption rate and a
three-year screening interval, we estimate the potential U.S. market for sDNA screening to be $1.2 billion, and the total available U.S. market is
more than $5 billion.

The benefits of sDNA-based screening are clear.  It detects both pre-cancers and cancers, at target sensitivities greater than 50 percent and 85
percent, respectively. sDNA-based screening is non-invasive and requires no bowel preparation or dietary restriction like other methods.  The
sample for sDNA-based screening can be collected easily at home and mailed to the appropriate laboratory, where the testing would be
conducted. sDNA-based screening also is affordable, particularly relative to colonoscopy.

Our intellectual property portfolio positions us as the leader in the sDNA market.  Our patent estate broadly protects our position in the market,
including the platform technology, methods and biomarkers.  In 2009, we expanded our intellectual property estate through our collaboration
with the Mayo Clinic. We had previously licensed on an exclusive basis Johns Hopkins� digital PCR technologies for colon cancer detection, as
well as Case Western�s important Vimentin DNA methylation marker.  In 2009, wealso licensed Hologic, Inc.�s Invader detection chemistry,
which we plan to incorporate into our test.  In July 2010 we obtained an exclusive license to certain DNA methylation biomarkers from
Oncomethylome Sciences.

We have generated limited operating revenues since inception and, as of September 30, 2010, we had an accumulated deficit of approximately
$189.6 million.  Losses have historically resulted from costs incurred in conjunction with research, development and clinical study initiatives;
salaries and benefits associated with the hiring of personnel; the initiation of marketing programs; and prior to August 31, 2007, the build-out of
our sales infrastructure to support the commercialization of sDNA screening.  We expect to continue to incur losses for the next several years,
and it is possible we may never achieve profitability.

Financial Overview
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Revenue. Our revenue is comprised of the amortization of up-front license fees for the licensing of certain patent rights to LabCorp and
Genzyme and product royalty fees on tests sold by LabCorp utilizing our technology. We expect that product royalty fees for the full year 2010
will be consistent with amounts recorded in 2009. We expect that license fee revenue resulting from the amortization of the up-front license
payment from LabCorp and Genzyme in 2010 will be higher than amounts recorded in 2009 as a result of a full year of revenue from the
Genzyme transaction and from the receipt of holdback amounts from Genzyme during 2010.

Our Cost Structure.  Our general and administrative expenses have consisted primarily of non-research personnel salaries, office expenses,
professional fees and, non-cash stock-based compensation. In 2009 and 2010 we have incurred an increased amount of research and
development expenses and sales and marketing expenses in support of developing an FDA-approved sDNA screening test for the detection and
prevention of colon cancer.
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Critical Accounting Policies and Estimates

Management�s discussion and analysis of our financial condition and results of operations is based on our condensed consolidated financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States. The preparation of these
financial statements requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements as well as the reported revenues and expenses during the reporting periods.
On an ongoing basis, we evaluate our estimates and judgments, including those related to revenue recognition, certain third party royalty
obligations and stock-based compensation. We base our estimates on historical experience and on various other factors that are believed to be
appropriate under the circumstances, the results of which form the basis for making judgments about the carrying value of assets and liabilities
that are not readily apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions.

While our significant accounting policies are more fully described in Note 2 to our condensed consolidated financial statements included in this
report, we believe that the following accounting policies and judgments are most critical to aid in fully understanding and evaluating our
reported financial results.

Revenue Recognition.

License fees.  License fees for the licensing of product rights on initiation of strategic agreements are recorded as deferred revenue upon receipt
and recognized as revenue on a straight-line basis over the license period. On June 27, 2007, we entered into an amendment to our exclusive
license agreement with LabCorp, or the Second Amendment, which, among other modifications to the terms of the license, extended the
exclusive license period of the license with LabCorp from August 2008 through December 2010. Accordingly, we are amortizing the remaining
deferred revenue balance at the time of the Second Amendment ($4.7 million) on a straight-line basis over the remaining exclusive license
period, which ends in December 2010.

In connection with our January 2009 strategic transaction with Genzyme we received an up-front payment of $16.65 million on January 27,
2009 in exchange for the assignment and licensing of certain intellectual property to Genzyme.  Our on-going performance obligations to
Genzyme under the Collaboration, License and Purchase Agreement (the �CLP Agreement�), including our obligation to deliver certain
intellectual property improvements to Genzyme during the initial five-year collaboration period, were deemed to be undelivered elements of the
CLP Agreement on the date of closing.  Accordingly, we deferred the initial $16.65 million in cash received at closing and are amortizing that
up-front payment on a straight-line basis into revenue over the initial five-year collaboration period ending in January 2014.  The Company
received the first holdback amount of $962,000, which included accrued interest due, from Genzyme during the first quarter of 2010.  The
Company received the second holdback amount of $934,250, which included accrued interest due, in the third quarter of 2010.   Both of the
holdback amounts were deferred and are being amortized on a straight-line basis into revenue over the remaining term of the collaboration at the
time of receipt.

In addition, Genzyme paid $2.00 per share for the 3,000,000 shares of our common stock purchased on January 27, 2009, representing a
premium of $0.51 per share above the closing price of our common stock on that date of $1.49 per share.  The aggregate premium paid by
Genzyme over the closing price of our common stock on the date of the transaction of $1.53 million is deemed to be a part of the total
consideration for the CLP Agreement.  Accordingly, we deferred the aggregate $1.53 million premium and are amortizing that amount on a
straight-line basis into revenue over the initial five-year collaboration period ending in January 2014.
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We recognized approximately $1.4 million and $3.9 million, respectively, in license fee revenue in connection with the amortization of the
up-front payments from Genzyme and LabCorp during the three and nine months ended September 30, 2010.  The Company recognized
approximately $1.2 million and $3.5 million, respectively, in license fee revenue in connection with the amortization of the up-front payments
from Genzyme and LabCorp during the three and nine months ended September 30, 2009.

Stock-Based Compensation.  In accordance with GAAP, all share-based payments to employees, including grants of employee stock options
and shares purchased under an employee stock purchase plan (if certain parameters are not met), are recognized in the consolidated financial
statements based on their fair values. The following assumptions are used in determining the fair value of stock option grants:

• Valuation and Recognition - The fair value of each option award is estimated on the date of grant using the Black-Scholes option
pricing model.  The estimated fair value of employee stock options is recognized to expense using the straight-line method over the vesting
period.

19

Edgar Filing: CEVA INC - Form 10-K

Table of Contents 58



Table of Contents

• Expected Term - The Company uses the simplified calculation of expected term as the Company does not currently have sufficient
historical exercise data on which to base an estimate of expected term. Using this method, the expected term is determined using the average of
the vesting period and the contractual life of the stock options granted.

• Expected Volatility - Expected volatility is based on the Company�s historical stock volatility data over the expected term of the
awards.

• Risk-Free Interest Rate - The Company bases the risk-free interest rate used in the Black-Scholes option pricing model on the
implied yield currently available on U.S. Treasury zero-coupon issues with an equivalent remaining term.

• Forfeitures - The Company records stock-based compensation expense only for those awards that are expected to vest.  No forfeiture
rate was utilized for awards granted prior to 2009 due to the monthly vesting terms of the options granted in that timeframe.  Because of the
vesting terms, the Company was, in effect, recording stock-based compensation only for those awards that were vesting and expected to vest and
a forfeiture rate was not necessary.  Awards granted in the nine months ended September 30, 2010 that vest annually are all expected to vest and
no forfeiture rate was utilized.

The fair value of each restricted stock award is determined on the date of grant using the closing stock price on that day.  The fair value of each
option award is estimated on the date of grant using the Black-Scholes option pricing model based on the assumptions in Note 5 to our
condensed consolidated financial statements.

Critical Accounting Estimate�Third-Party Royalty Obligation

Pursuant to the terms of the agreement the Company has with LabCorp, we agreed to reimburse LabCorp up to $3.5 million for certain third
party royalty payments.  As of September 30, 2010 we have paid $2.5 million to LabCorp.  We will be required to pay at a maximum the
remaining $1.0 million balance in January of 2011.  Based on anticipated sales volumes of ColoSure, as of September 30, 2010, we accrued a
total of $988,000 related to the total potential remaining $1.0 million obligation to LabCorp. Charges to record or adjust the obligation were
recorded under the caption �Product royalty fees� in our consolidated statements of operations.  No charges were recorded during the nine months
ended September 30, 2010 and 2009 respectively. Future increases or decreases in this obligation, to the extent necessary, will continue to be
recorded as charges to the product royalty revenue line item of our consolidated statements of operations.

Recent Accounting Pronouncements

Other than those pronouncements issued and adopted during the first quarter of 2010 as discussed in the Consolidated Financial Statements
(unaudited), there were no other recently issued accounting pronouncements that are expected to impact us.
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Results of Operations

Revenue.  Total revenue increased to $1.4 million for the three months ended September 30, 2010 from $1.3 million for the three months ended
September 31, 2009, and increased to $4.0 million for the nine months ended September 30, 2010 from $3.5 million for the same period in
2009.  Total revenue is primarily composed of the amortization of up-front technology license fee payments associated with our amended license
agreement with LabCorp and our collaboration, license and purchase agreement with Genzyme.  The unamortized LabCorp up-front payment is
being amortized on a straight-line basis over the remaining exclusive license period, which ends in December 2010.  The unamortized Genzyme
up-front payment is being amortized on a straight-line basis over the initial Genzyme collaboration period which ends January 2014.

Revenues also include royalties on LabCorp�s sales of ColoSure as well as charges for our third-party royalty reimbursement obligations to
LabCorp which are recorded as reductions to revenue under financial accounting guidance.

Research and development expenses.  Research and development expenses increased to $2.6 million for the three months ended September 30,
2010 from $0.8 million for the three months ended September 30, 2009, and increased to $6.6 million for the nine months ended September 30,
2010 from $3.0 million for the same period in 2009.  The increase for the three months ended September 30, 2010 was primarily due to an
increase of $0.6 million in compensation
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expenses, $0.6 million of lab expenses, $0.3 million in professional fee expenses, and $0.3 million in other research and development expenses. 
The increase for the nine months ended September 30, 2010 was primarily due to an increase of $2.1 million in compensation expenses, $1.1
million of lab expenses, $0.9 million of research collaboration expenses, $0.7 million in professional fee expenses as well as $0.3 million in
other research and development expenses when compared to the same period in 2009 offset by the non-recurrence of a one-time stock based
licensing expense of $1.8 million related to warrants issued to the Mayo Clinic. The increase in these categories was the result of increased
research and development activities in support of our efforts to obtain FDA clearance of our sDNA colorectal cancer screening product, which
included hiring additional research and development personnel.

As a result of these efforts, we expect research and development costs in 2010 to continue to be higher than 2009 levels.

General and administrative expenses.  General and administrative expenses increased to $1.8 million for the three months ended September 30,
2010, compared to $1.5 million for the same period in 2009, and decreased to $4.6 million for the nine months ended September 30, 2010 from
$7.9 million for the same period in 2009.  The increase for the three months ended September 30, 2010 was primarily due to an increase of $0.3
million in other general and administrative expenses consisting primarily of office expenses, facility costs and information technology expenses. 
The decrease for the nine months ended September 30, 2010 was primarily due to the non-recurrence of $1.9 million in transaction costs related
to the Genzyme strategic transaction in January 2009, a reduction in compensation expenses of $1.6 million due primarily to severance and stock
option expense incurred in connection with the management change in the prior year period and a reduction in legal and professional fees
expenses of $0.2 million, offset by an increase of $0.4 million in other general and administrative expenses.

Sales and marketing expenses. Sales and marketing expenses increased to $0.3 million for the three months ended September 30, 2010 from
$12,000 for the same period in 2009, and $0.8 million for the nine months ended September 31, 2010 from $52,000 for the same period in 2009
as a result of increased sales and marketing efforts and activities in support of our efforts to obtain FDA clearance of our sDNA colorectal cancer
screening product.

Interest income.  Interest income decreased to $14,000 for the three months ended September 30, 2010 from $35,000 for the same period in
2009, and decreased to $20,000 for the nine months ended September 30, 2010 from $118,000 for the same period in 2009.  This decrease is
primarily due to decreased yields on investments held resulting from less favorable interest rates.

Liquidity and Capital Resources

We have financed our operations since inception primarily through private and public offerings of our equity securities, cash received from
LabCorp under our license agreement with LabCorp, and cash received in January 2009 from Genzyme in connection with the Genzyme
strategic transaction. As of September 30, 2010, we had approximately $34.8 million in cash equivalents and marketable securities.  All of our
investments in marketable securities are comprised of marketable debt securities and mutual funds and all are deemed available-for-sale. The
objectives of this portfolio are to provide liquidity and safety of principal while striving to achieve the highest rate of return, consistent with
these two objectives. Our investment policy limits investments to certain types of instruments issued by institutions with investment grade credit
ratings and places restrictions on maturities and concentration by type and issuer. As of September 30, 2010 we had approximately $14.0 million
in marketable securities.
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On April 19, 2010, we completed an underwritten public offering of 4.2 million shares of common stock at a price of $4.50 per share to the
public. We received approximately $17.6 million of net proceeds from the offering, after deducting the underwriting discount and other stock
issuance costs paid by us.

Net cash used in operating activities was $9.3 million for the nine months ended September 30, 2010 as compared to $9.4 million for the nine
months ended September, 2009.  The principal use of cash in operating activities for the nine months ended September 30, 2010 and 2009 was to
fund our net loss.

Net cash used in investing activities was $12.1 million for the nine months ended September 30, 2010 as compared to $4.2 million for the nine
months ended September 30, 2009.  The increase in cash used in investing activities for the nine months ended September 30, 2010 compared to
the same period in 2009 was the result of purchase and maturity activity of marketable securities. Excluding the impact of purchases and
maturities of marketable securities, net cash used in investing activities was $0.5 million for the nine months ended September 30, 2010 and
$88,000 for the nine months ended September 30, 2009. Purchases of property and equipment of approximately $0.5 million during the nine
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months ended September 31, 2010 were higher than purchases of property and equipment for the nine months ended September 30, 2009 as a
result of increased research and development activities.  Based on our plans for further development of our sDNA technology for colorectal
cancer detection, we expect that purchases of property and equipment during 2010 will be higher than amounts invested in 2009.

Net cash provided by financing activities was $20.3 million for the nine months ended September 30, 2010 as compared to $31.5 million for the
nine months ended September 30, 2009.  For the nine months ended September 30, 2009 we received $22.6 million in connection with the
Genzyme strategic transaction and $8.1 million from an issuance of common stock.  During the nine months ended September 30, 2010, cash
inflows consisted of $17.6 million of proceeds from sale of common stock in our underwritten public offering, and $1.9 million in connection
with the receipt of the first and second Genzyme hold back amounts.

We expect that cash and cash equivalents on hand at September  30, 2010, will be sufficient to fund our current operations for at least the next
twelve months, based on current operating plans.  However, since we have no current sources of material ongoing revenue, we will need to raise
additional capital to fully fund our current strategic plan, the centerpiece of which is the commercialization of our sDNA technology through
completion of the development of an FDA-cleared in vitro diagnostic test for sDNA colorectal pre-cancer and cancer screening.  Even if we
successfully raise sufficient funds to complete our plan, we cannot assure you that our business will ever generate sufficient cash flow from
operations to become profitable.

Off-Balance Sheet Arrangements

As of September 30, 2010, we had no off-balance sheet arrangements.

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
management, including our Chief Executive Officer and our Chief Financial Officer, of the effectiveness of the design and operation of our
disclosure controls and procedures pursuant to Rule 13a-15e promulgated under the Securities Exchange Act of 1934, as amended.  Based upon
that evaluation, our Chief Executive Officer and our Chief Financial Officer concluded that, as of September 30, 2010, our disclosure controls
and procedures were effective in enabling us to record, process, summarize and report information required to be included in our periodic SEC
filings within the required time period.  Our disclosure controls and procedures include, without limitation, controls and procedures designed to
ensure that information required to be disclosed by us in the periodic reports filed with the SEC is accumulated and communicated to our
management, including our principal executive, financial and accounting officers, or persons performing similar functions, as appropriate to
allow timely decisions regarding required disclosure.

During the fiscal quarter covered by this report, there have been no significant changes in internal control over financial reporting that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Part II - Other Information
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Item 1.  Legal Proceedings

Not applicable.

Item 1A. Risk Factors

We operate in a rapidly changing environment that involves a number of risks that could materially affect our business, financial condition or
future results, some of which are beyond our control.  In addition to the other information set forth in this report, the risks and uncertainties that
we believe are most important for you to consider are discussed in Part I, �Item 1A. Risk Factors� in our most recent Annual Report on Form 10-K
and in any subsequent Quarterly Reports on Form 10-Q.  Other than the factors set forth below, there have been no material changes to the risk
factors described in those reports.
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Although in our validation study the current version of our sDNA colorectal cancer screening test detected both pre-cancers and
cancers at our target sensitivity rates of at least 50 percent and 85 percent, respectively, the FDA approval path for our colorectal
cancer screening technology will take significant time and require significant research, development and clinical study expenditures and
ultimately may not succeed.

We are designing our test with a goal of detecting both pre-cancers and cancers, at target sensitivities of at least 50 percent and 85 percent,
respectively.  On October 28, 2010 we announced the results of a validation study involving a total of 1,178 stool samples. In this study, the
current version of our sDNA cancer screening test was able to detect both pre-cancers and cancers at or above these target sensitivity rates. 
However, prior to commercialization of our sDNA colorectal cancer screening product, it will be necessary to obtain FDA approval or clearance,
which will depend upon our ability to successfully complete a pivotal clinical trial. We have only recently received the data from this study and
plan to engage in extensive further analysis and review.   Also, this was a feasibility study and did not use a final product to test patient samples
under real-life, clinical conditions (rather, for example, using previously frozen and stored samples).  The results achieved in future clinical trials
and other studies may differ materially from our validation study results for a number of reasons.  To ensure successful completion of an FDA
clinical trial for our screening test we expect to need to continue refine the product. Additionally, we will need to develop FDA compliant
manufacturing and quality control systems.  There can be no assurance that we will be successful in these efforts or achieve our initial validation
study results in future studies and even if we do the FDA approval path for our colorectal cancer screening technology will take significant time
and require significant research, development and clinical study expenditures and ultimately may not succeed..

There can be no assurance that we will obtain FDA clearance and approval for our sDNA colorectal cancer screening test.

The Food, Drug and Cosmetic Act requires that medical devices introduced to the U.S. market, unless otherwise exempted, be subject to either a
premarket notification clearance, known as a 510(k), or a premarket approval, known as a PMA.   Our current focus is on the commercial
development and seeking FDA clearance and approval of our sDNA colorectal cancer screening product. We believe obtaining FDA clearance is
critical to building broad demand and successful commercialization for our sDNA colorectal cancer screening technologies. The 510(k) process
means that the FDA will not require a PMA, a generally but not necessarily more time-consuming and costlier process than the 510(k) process,
because the FDA finds that either (a) our product is substantially similar to a legally marketed product (a �predicate device�) or (b) in the absence
of a predicate device that the FDA concludes that our product may use a process known as a de novo classification, which is reserved for
low-risk products; however, the 510(k) process still involves substantial costs and time and may have to be repeated for any number of reasons,
including but not limited to, the FDA�s discretion or if the product is modified during the process. The PMA process, which is necessary when a
device cannot be cleared through the 510(k) process, involves providing extensive data to the FDA to allow the FDA to find that the device is
safe and effective for its intended use, which may also include providing additional data and updates to the FDA, the convening of expert panels,
inspection of manufacturing facilities, and new or supplemented PMAs if the product is modified during the process. Even if granted, a
510(k) or PMA approval may place substantial restrictions on how our device is marketed or sold, and the FDA will continue to place
considerable restrictions on our products, including but not limited to registering manufacturing facilities, listing the products with the FDA,
complying with labeling, and meeting reporting requirements.  We currently expect to seek a PMA for our colorectal cancer screening product. 
We believe that the studies required in connection with any approval or clearance of our technology, regardless of whether the regulatory
pathway is the 510(k) process or a PMA, will be material in cost and time-intensive. There can be no assurance that FDA will ultimately approve
any 510(k) request or approve any PMA submitted by us in a timely manner or at all.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

In June 2009, we entered into a license agreement with MAYO Foundation for Medical Education and Research (MAYO) under which we
acquired rights to use certain intellectual property.  As part of the license agreement, we granted MAYO two common stock purchase warrants
with an exercise price of $1.90 per share covering 1,000,000 and 250,000 shares of common stock, respectively.
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In March 2010, MAYO partially exercised its warrant covering 1,000,000 shares by utilizing the cashless exercise provision contained in the
warrant.  As a result of this exercise for a gross amount of 200,000 shares, in lieu of paying a cash exercise price, MAYO forfeited its rights with
respect to 86,569 shares leaving it with a net amount of113,404 shares.

In September 2010, MAYO partially exercised its warrant covering the remaining 800,000 shares by utilizing the cashless exercise provision
contained in the warrant.  As a result of this exercise for a gross amount of 300,000 shares, (1) in lieu of paying a cash exercise price, MAYO
forfeited its rights with respect to 97,853 shares leaving it with a net amount of 202,147 shares, and (2) the warrant now covers a total of 500,000
shares.

We believe that the offer and sale of the securities referenced were exempt from registration under the Securities Act by virtue of Section 4(2) of
the Securities Act of 1933 (the �Securities Act�) and/or Regulation D promulgated thereunder as transactions not involving any public offering. 
Use of this exemption is based on the following facts:

• Neither we, nor any person acting on our behalf, solicited any offer to buy or sell securities by any form of general solicitation or
advertising.

• At the time of the purchase, MAYO was an accredited investor, as defined in Rule 501(a) of the Securities Act.

• MAYO has had access to information regarding DARA and is knowledgeable about us and our business affairs.

In addition, we believe the issuance of shares on exercise of the warrants via cashless exercise was exempt from registration under the Securities
Act by virtue of Section 3(a)(9) of thereof inasmuch as such issuances involved the issuance of shares to an existing security holder in exchange
for other securities where no commission or other remuneration was paid or given for soliciting such exchange.

Item 3.  Defaults Upon Senior Securities

Not applicable.

Item 4.  (Removed and Reserved)

Item 5.  Other Information
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As of October 27, 2010, Dr. Barry Berger has moved into the role of Senior Vice President of Medical Affairs.  In connection with this move,
Dr. Berger�s employment agreement has been amended to (1) change his duties and responsibilities from that of Chief Medical Officer to Senior
Vice President of Medical Affairs, (2) reduce his time commitment to 4 days a week and (3) reduce his compensation and severance benefits in
light of his reduced responsibilities.
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Item 6.  Exhibits

The exhibits required to be filed as a part of this report are listed in the Exhibit Index.
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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.

EXACT SCIENCES CORPORATION

Date: October 28, 2010 By: /s/ Kevin T. Conroy
Kevin T. Conroy

President and Chief Executive Officer
(Authorized Officer)

Date: October 28, 2010 By: /s/ Maneesh K. Arora
Maneesh K. Arora

Chief Financial Officer
(Authorized Officer and Principal Financial Officer)
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EXHIBIT INDEX

Exhibit
Number Description

10.1 Exact Sciences Corporation 2010 Omnibus Long-Term Incentive Plan (previously filed as Appendix A to the Proxy Statement
for the Company�s 2010 Annual Meeting of Stockholders filed on April 30, 2010), which is incorporated herein by reference).

10.2 Exact Sciences Corporation 2010 Employee Stock Purchase Plan (previously filed as Appendix A to the Proxy Statement for the
Company�s 2010 Annual Meeting of Stockholders filed on April 30, 2010), which is incorporated herein by reference).

31.1 Certification Pursuant to Rule 13(a)-14(a) or Rule 15d-14(a) of Securities Exchange Act of 1934.

31.2 Certification Pursuant to Rule 13(a)-14(a) or Rule 15d-14(a) of Securities Exchange Act of 1934.

32.1 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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