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CAUTIONARY STATEMENT REGARDING
FORWARD-LOOKING STATEMENTS

This annual report on Form #® i nc | ud elso ofkfi mrgwarsdt at ement s within the
Securities Exchange Act of 1934. These statements inclu
Abel i eveo, aadnddscribei opiniams abaut future events. We have based these fimoking statements on

information available to us on the date hereof, and on our current intentions, beliefs, expectations and projectiongr@bout fu
events. We assume no obligatitmupdate any such forwatdoking statements. These forwdmbking statements are not
guarantees of future performance and are subject to risks, uncertainties and assumptions that could cause our actual result
differ materially from our expectatioms projections. Factors that could cause our actual results to differ materially from those

projected in the forwarl o o ki ng st at ement s i nclude, wi t hout i mitati
I nformati on. Ri s k Fhotwuor suss, stehte fionwftohr manndem dmltem 4. I
information related to our financi al condition under Al
Compugen Ltd. is referred to in ot,hifiso uarn ncuoanip arneypoo, r ti tahse

We have prepared our consolidated financial statements in United States dollars and in accordance with accountir

principles generally accepted in tohe @80tadeStat&snitAaldl
references to fiShekelso or fANI SO are to New | sraeld. Shek



PART I.

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTEDIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

The following selected consolidated financial data for and as of the five years ended DecembeB, Zre 20#Fived
from our audited consolidated financial statements which have been prepared immoeaith U.S. GAAP.The selected
consolidated financial data as of December 318280@ 200 and for the years ended December 31,82@0D07 and 206
have been derived from our audited consolidated financial statements and notes thereto includerk éis¢lheannual
report. The selected consolidated financial data as of December 3@, 20® and 20@ and for the years ended December
31, 20®% and 20@ have been derived from audited consolidated financial statements not included in this annualTiepor
selected consolidated financial data set forth below should be read in conjunction with and are qualified by referemn8e to Ite
AOperating and Financi al Review and Prospectso and our
elsewhere in this annual report.

Selected Financial Data

Year ended December 31,

2004 2005 2006 2007 2008
(% in thousands, except share and per share data)

Consolidated Statement of
Operations Data

Revenues $ 2630 % 646 $ 215 $ 180 $ 338
Total operating expens&% 16,585 14,229 13,213 12,640 13,243
Operating loss (15,055) (13,731) (13,004) (12,460) (12912
Financial and other income,
net 1,833 900 955 1,002 401
Net loss from continuing
operations (13,222) (12,831) (12,049) (11,490) (12,511
Net loss from discontinued
operations (500) (1,147) (971) (624) (16)
Net loss available to
ordinary shares (13,722) (13,978) (13,020) (12,114) (12527
Basic and diluted net loss
per ordinaryshare from $
continuing operations (048) $ (046) $ (044) $ (041) 8 (0.4)
Basic and diluted net loss
per ordinary share $ (050) $ (0.50) % 0.47) % (0.43) $ (0.44)

Weighted average number
ordinary shares used in
computing basic and dilutec

net loss per share 27,473,341 27,774,535 27,985,957 28,266,273 28,434946




Consolidated Balance
Sheet Data

Cash and cash equivalents
shortterm deposits,
marketablesecuritiesand
cash held in favor of

consortium partnerd $ 19,519 $ 31,054 $ 25,102 $ 15,200 $ 7,481
Investment in Evogene - - - 510 3,858
Long-term deposits and

marketable securities 27,854 4,983 1,000 2,080 -

Total assets 55,353 42,106 30,856 21,666 14,244
Accumulated deficit (105,756) (119,73 (132,754) (144,926) (157,453)

Total shareholders' equity $ 49,566 $ 36,248 $ 25,738 $ 17,285 $ 10,003

@ Includesstockbasedcompensatioii see Note @ of our 20@ consolidated financial statements.
@ The amounts set forth for 2004, 2005 and 2006 have been reclassified.

For additional financial information, pleasee e fAl t em 5. Operating andReBultsnohnci e
Operationso.

Risk Factors

Many factors could affect our financial condition, cash flows and results of operations. We are subject to various risks
resulting from changing economic, ligizal, social, industry, business and financtalinditions.If we do not successfully
address the risks to which we are subject, we could experience a material adverse effect on our business, resultasof operati
and financial condition and our sharécprmay decline. We can give no assurance that we will successfully address any of
these risksThe principal risks are described below.

Factors Related to our Financial Results and Financing Needs
We cannot provide assurance that our business model wgucceed in generating revenues.

Our business model is primarily based on receiving revenues in the form of fees, milestones and, encltdser
revenue sharing payments from licensees andeselopment partners of drug and diagnostic products based on product
candidate discoveries (i) made by us independently and/or (ii) made pursuant to various forms of collaborations with partne
companies whereby our discovery platforms or other discovery capabilities are targeted to areas of interest of such partn
companies (fAidiscovery on demando coll aborations). To d
our initial praduct candidates, recognizing $10,0(kL80,000 and $40,000 of such revenue in 2006, 2007 and 2008
respectively. We cannot be certain this business model will generate a stable or significant revenue stream. The inability tc
derive adequate revenues frorar dusiness model would significantly impede improvement in our operating results and
liquidity.

We have a history of losses, we expect to incur future losses and we may never achieve or sustain profitability

As of December 31, 2008, we had arcumulated deficit of approximately $157 milliogsulting in large part from our
primary focus from 1997 to 2004 on research and infrastructure building activitiese &ctivities were focused on obtaining
deeper understandings of selected biologiphenomena at the molecular level and creating algorithms and other
computational biology tools that would allow the building of predictive models of such phenomena. During this period, the
costs of such research and discovery activities were partiallgt diffslimited revenues obtained by providing certain of these
capabilities to third parties in the form of services and software products. In late 2004, we began to focus a portion of ou
research and discovery efforts on the creation of field specifuowdisy platforms intended to identify novel drug and
diagnosticproduct candidateand discontinued commercialization of computational biology tools and seraiesflected by
the resulting decrease in revenué&& incurred net losses of approximatef83nillion in 2006 approximately $12 million in
2007andapproximately $3 million in 2008. We expedb continue to incur net losses in the future due in part to the costs and
expensesassociated with our research and discovery activitiesuding thebuilding and validation of additional discovery
platformsas well as the nature of our business moileldate we have received only minimal revenuesm our initial
licensing activities and &cannobe certain that we will ever achiepeofitability. Even if we do achieve profitability, we may
not be able to sustain or increase profitability.

We may be required to allocate substantial additional funds in the future to our discovery and validation activities, and
we may never be able to achieve pritbility.

Our discovery efforts primarily consist of developing and validating discovery platforms on a field by field basis, and then



utilizing these platformen our own or pursuant to collaborations with othéssdiscover therapeutic and diagnostic product
candidate molecules that appear to have potential applications. In 2008, as in previous years, we allocated a sutistantial po
of our cash and other resources to such research, validation and discovetigsetnd we intend to continue to do so. To
date, these activities have generated only negligible revenues. These activities may never generate significant rewenues and
may never achieve profitability.

We will need to raise additional funds. If we ae unable to raise additional funds in the future, we may need to curtail
or cease operations, and if we do raise additional funds, to the extent such funding is based on the sale of equity, our
existing shareholders are likely to experience dilution of thieshareholdings.

As of December 31, 2®) we had cash and cash equivalents, steomh depositslongterm depositsand marketable
securities ofapproximately $7.2 millioncompared with approximately $17.2 million as of December 31, 2007, in both cases,
not including the market value of the 2,150,000 shares of Evogene ordinary shares owned by the CWWgaioynot
anticipate that we will achieve profitability in the near futared believe that /will need additional funds to continue
financing our dscovery, validationdevelopment and commercialization activiti€otential sources of additional funds
include milestones and fees under current and/or new specific product based agreements, fees and other payments ur
Adi scovery or doaenaadlabarations, sale tflalear a fortion of our Evogene shares, a rights offering of
Compugen securities to our shareholders or various other equity based arrangements

We cannot provide any assurance that additional funding will be availableafrgiwf these potential sources on terms that
are favorable to us, if at all. Our ability to obtain additional funding will be subject to a number of factors, includiaty ma
conditions, our operating performance and investor sentiment. In particulaecé downturn in the credit and liquidity
markets may restrict our ability to borrow funds or raise capital on favorable terms or at all. If we raise additioray funds
issuing equity securities or any other convertible securities, we expect thataoeinaters will experience dilution of their
shareholdings. If we are unable to obtain the required additional financing on commercially reasonable terms, we may have
curtail or cease our discovery and validation activities, or restrict or ceaseiaperaherefore, the Board of Directors of the
Company has adopted a contingency plan that includes various cost reduction measures which, in the absence of obtaining
required additional funding (including but not limited to, frdhe sale of Evogenehsres or otherwise) would enable the
Company to continu& support its operations through December 31, 20B6r more information, see Note 1e of our 2008
consolidated financial statements.

If we are unable to continue to successfully apply for reseeh and development grants, our financial results may be
materially harmed.

We have received research and development grants from the Office of the Chief Scientist of the Israeli Ministry of
Industry, Trade and Labor, from the Isra&S. Binational Industrial Research and Development Foundation andtfrem
European Community, rud e r t he E ur & gemeworkUPTtogranmrd 2008,6the grants we received totaled
approximately $544,000, compared with approximately $1.4 million in 2007, and approximately $1.7 million inQ@06.
entitlement to receive these grants is dependemt, among other things, our complia
terms and conditions. In addition, the total value of grants that the Office of the Chief Scientist makes available, gewkrally
to each individual grantee, has gradually de@éas recent yearand the Office of the Chief Scientighay reduce or
eliminate these benefits in the future. Our contingent liability to repay these grants out of future revenues totalethéglproxi
$6.0 million at December 31, 2008.

If we do not comfy with the terms and conditions of the grants or if we do not succeed in obtaining these or similar grants
in the future, or if we will be able to obtain only a reduced amount of grants, we may have to restrict certain reséidesh acti

The current world -wide financial crisis and its impact on capital, which may continue indefinitely or intensify, could
adversely affect our results of operations, cash flows and financial condition anmday affect our ability to access certain
sources of funding.

The global economy is currently undergoing a period of rapid decline. This has led, and could further lead, to reduced
consumer spending in the foreseeable future, which may include reduced spending on healthcare and materially impact the
earningsand financial health of our collaborators and potential collaborators. As a consequence, our current customers and
other prospective customers may postpone, reduce or even forego research and development activities, including acquiring
licenses for therapgtic and diagnostic product candidates, which could further adversely affect our potential revenues and
profitability. We cannot predict when these conditions will improlfeve attempted to obtain long term credit to finance our
operations, we may noe able to do sdn the past, we accessed the capital markets to support our business activities. In the
future, we may not be able to obtain capital market financing on favorable terms, or at all, which could have a matseial adve
effect on our abilityo grow or even to continue our business operations.

Factors Related to our Discovery and Development Activities and to the Commercialization of our Discoveries



Our approach to discovering novel therapeutic and diagnostic product candidates is itsetbvel and has not yet been
fully proven or validated in the form of marketed products and may never lead to marketed products. If this approach
does not prove to be successful, our business will be significantly harmed.

Our method of discovering novel @duct candidates primarily involvefirst utilizing our computational biology
capabilities and predictive models to geneiatsilico (ie. computers) darge number of potential product candidates in the
field of interest. Next we utilize proprietary alfbms and tools and other methodologies to select from this large number of
potential product candidates a smaller number of novel molecules that we believe have the highest probability of being produ
candidates for such field of interest. Some or ithese selected matules are then synthesized amdlergoin vitro and/orin
vivo validation testing. By using this approach, we have successfully validated the predictive capabilities of a number of
discovery platforms, and in addition have discovered numerous product candidates in a number of diagnostic and therapeu
areas that werfirst predictedn silico and then initially validated in the laboratoijowever, our approach general has not
yet been proven or validated beyond this initial validatimd we cannot predict whether any of such discoveries will be
suitable for deviepment into therapeutic or diagnostic produmtshat our discovery method will continue to yield product
candidates.

If we or our licensees and collaborators are not able to find any beneficial biological activity for the therapeutic and
diagnostic product candidates that we discover, or potential licensees or collaborators do not believe that this igsean effect
discowery methodology, or our approach is ultimately proven to be ineffective acaropetitive for discovering candidates
suitable for development into therapeditd diagnostiproducts, or we or our licensees or collaborators fail to commercialize
our discweries, our business will likely be significantly harmed.

The success of our business largely depends on our discovery platforms and related technologies. The predictive
capabilities of our discovery platformswith respect to yielding marketable productsremains largely unproven and
may never lead to marketable products. If we fail tocontinue to develop and enhance our discovery platforms, or we or
our partners fail to make novel discoveries, or focus on the most promising discoveries, our business likktly be
materially harmed.

Our proprietarydiscovery platforms are designed toredict, select and validatgotential product candidates each
selected field of interestThese discovery platforms essentially model biological processes, whethéolquigal or
pathological. This modeling is partial and might not be sufficient to result in true predictions to the biological pasctesgs
occur naturally. Even if we make true or partially true predictions, we might be able only to repeat idisaixesdy made
by others and not be able to make novel discoveries. This may result either from feeding our discovery platforms with dat
already used by others or by developing discovery platforms already developed, wholly or partially by othersindrefrent
incapacity of the prediction capabilities of our discovery platforms. In addition, since our research and discoverg masource
limited we might be able to progress with only a fraction of our discoveries. We currently assess which disimovaligate
based on various criteria. If war our partnerdail to select the right candidates to progress with, either due to lack of
experience or applying the wrong criteria, the selected candidates mayesmien a marketable product. Additially, we
may not be able to make the necessary new developments and enhancements to our discovery platforms and rela
technologies in order to compete successfully within the pharmaceutical and biotechnology industries.

We rely on access to public andommercial databases to feedur discovery platforms and on the quality of the data
available from those databases, and if we are denied access to these databases for any reason or if the quality of
available information is poor, or if the quantity of the available information is insufficient, our operations and business
may be harmed.

In the development and validation of our discovery platforms and of the resulting therapeutic and diagnostic produci
candidates, we rely on our ability to access and ubbcpand commercially available databases. The quality of our platforms
and discoveries is in part dependent on the quality and quantity of the data in these databases. If we are deniedesecess to t
databases, or if we are granted access to such degatmaserms, which are not commercially reasonable, or if the quality of
data available from those databases is poor, or if the quantity of the available information is insufficient, our busmgss an
results of operation may be materially harmed.

We rely on access to highguality biological samplessupported by detailed clinical records to conduct pars of our
discovely activities and to perform experimental analysis and initial clinical validation. If we will fail to identify and
purchaseor otherwise obtainsuch samples for any reason or if the quality of available biological samples is poor, or if
the quantity of the available biological samples is insufficient, our discovery and validation capabilities may be harmed.

In carrying out our discovery and development of therapeutic and diagnostic product candidates, we rely on our ability tc
access and use commercially available biological samples. The quality of our discoveries is in part dependent on the quali
and quarity of available biological samples. If we will fail to identify and purchasetherwise obtaisuch samples for any
reason or if the quality of available biological samples is poor, or if the quantity of the available biological samples is
insufficient,our discovery and validation capabilities may be harmed.



There are risks that are inherent in the development and commercialization of therapeutic and diagnostic products,
and if these risks materialize, our business and financial results may be mateltiaharmed.

We face a number of risks of failure that are inherent in the process of developing and commercializing therapeutic an
diagnostic products. These risks include, among other risks, the possibility that:

1 our therapeutic product candidates will be found to be pharmacologically ineffective or toxic or to have other
detrimental side effects;

1 our diagnostic product candidates will prove to be ineffective in distinguishing between healthy and disease sample
oo in providing information relating to a patientos

1 our collaborators will not fully develop or commercialize to the full extent our product candidates for economic
reasons, including competition with other product candidates;

1 our colleborators will fail to receive applicable regulatory approvals;
1 our collaborators will fail to manufacture these products on a large scale in a cost effective manner;

1 our collaborators will fail to develop and market products based on our discoverietofhe successful marketing
of competing products by others or prior to expiry of the patents protecting such products;

1 the development, marketing or sale of our product candidates will fail because they may infringe third party
intellectual property ghts;

1 the development, marketing or sale of our product candidates will fail because of our inability or failure to protect or
maintain our own intellectual property rights; and/or

1 once a product is launched in the market, there will be little or no defoait as a result of its exclusion from health
funds' reimbursement schemes or as a result of there being alternative products available for sale.

If one or more of these risks or any similar risks materialize, our business and financial resuktssmaagrtally harmed.

We have limited experience in, and limited resources for, the discovery and development of therapeutic and diagnostic
product candidates, and if we fail to maintain and/or acquire the appropriate experience, our business may be
materially harmed.

Our experience in the discovery and development of therapeutic and diagnostic peodlidatess limited. In order to
successfully develop and commercialize therapeutic and diagnostic product candidates, githerustcess suchxgertise
via collaborations oimprove our internal exptise, capabilities and facilities. We may not be able to maintain and/or engage
any or all of the experts that we need in order to do so.

If we fail to have available at the appropriate times &lthe required experience and expertise in the discovery and
development of therapeutic and diagnostic product candidates, we may be unsuccessful in our discovery and developme
activities, and as a result our business may be materially harmed.

We or our licensees orcollaborators may be unable to obtain regulatory approval of any of our therapeutic or
diagnostic candidates, and if weor our collaborators fail to obtain such regulatory approval, our business will be
materially harmed.

The clinical deelopment and marketing of therapeutic and diagnostic products based on our discoveries requires obtaining
regulatory approvals to such effect. The process of obtaining regulatory approvals for therapeutic or diagnostic prediucts bas
on our discoveries ithe United States, Israel and in other countries can be lengthy and complex. Changes in legislation and ir
guidelines and policies made pursuant to such legislation could increase the complexity and the length of the process
obtaining such regulatorgpprovals. The time required to obtain Food and Drug Administration and other approvals for
therapeutic and diagnostic products is unpredictable but may exceed several years following the commencement of clinic
trials. Neither we, nor our licensees or @tlbrators, have yet applied for or received any regulatory approvals for the
marketing of any therapeutic or diagnostic products based on our discoVersggossible that none of the product candidates
we or our licensees or collaborators develop aliltain the appropriate regulatory approvals necessary to begin selling them
Even if and once we or our collaborators or licensees obtain regulatory approval for products based on our discoveries, the
products may be subject to continuous regulatorievevProducts based on our discoveries that are found to be unsuitable for
human consumption, for example due to the causation of unwanted side effects, may result in the withdrawal of such produc
from the market.

Furthermore, because some of the thetdic products we are intending to develop may represent a newly discovered class
of therapeutic productsr a new indication or new use for an existing drug, without clear FDA guidelines for develpgireent
FDA may not have established definitive paigi practices or guidelines in relation to these produatses The lack of such
policies, practices or guidelines may hinder or slow review by the FDA of any regulatory filings that welioermages or
collaborators may submit. Moreover, the FDA miagpond to these submissions by defining requirements we may not have



anticipated. Such responses could lead to significant delays in the development of our product candidates. Any detay or failu
in obtaining required approvals could have a materiabay effect on our ability to generate revenues from a particular
product candidate. Furthermore, any regulatory approval to market a product may be subject to limitations on the indicate
uses for which we may market the product. These limitations maly thie size of the market for the product. \&ke our
licensees or collaboratomre also subject to numerous regulatory requirements outside the United States governing the
conduct of clinical trials, manufacturing and marketing authorization, pricingharHparty reimbursement. The regulatory
approval process outside the United States includes all of the risks associated with FDA approval described above as well
risks attributable to the satisfaction of local regulations in these jurisdictions faieergpproval by the FDA does not assure
approval by regulatory authorities outside the United States.

If we or our collaborators or licensees fail to obtain required regulatory approvals, our collaborators or licensees may b
prevented from marketing éhapeutic or diagnostic products based on our discoveries. This will in turn reduce our chances of
receiving payment from our collaborators and as a result, our business may be materially harmed.

We have no experience in conducting and managing humatmials. If we fail in the conducting of such trials, our
business will be materially harmed.

We have no experience iconducting and managing the clinical trials which will be necessary to obtain regulatory
approvals for our therapeutic or diagnosticcarct candidates. To the extent that we or our licensees or collaborators choose
to rely on third parties for clinical development, our control over these critically important activities will be reduicdd. Th
party contractors may not complete activit@s schedule, or may not conduct clinical trials in accordance with regulatory
requirements or our trial design. If these third parties do not successfully carry out their contractual duties or ntedt expec
deadlines, clinical trials could be delayed and lbusiness materially harmed.

The biotechnology and pharmaceutical industries are highly competitive, and we may be unable to compete effectively.

The biotechnology and pharmaceutical industries are highly competitive. Numerous entities in the tdtésedESrope
and elsewhere compete with our efforts to discover, validat@artder with licensees and/or collaboratoredammercialize
therapeutic and diagnostic products or product candidates. Our competitors include pharmaceutical, biotechnology ar
diagnostic companies, academic and research institutions and governmental and other publicly funded agencies. We face,
expect to continue to face, competition from these entities to the extent that they develop products that have a furastion simil
or identical to the function of our therapeutic and diagnostic product candidates. We also face, and expect to contnue to fa
competition from entities that seek to develop technologies that enable the discovery of novel therapeutic and diagnost
product candidates.

Many of our competitors benefit from greater market recognition, and have substantially greater financiahltech
human, research and development, and marketing resources than we do. Since we are a small company with limited hum
resources, we are not able to work with a large number of collaborators in parallel. Our competitors may discover and develc
produd¢ candidates or market and sell products based on their discoveries, in advance of us or of our collaborators or licenses
They may also obtain patents and other intellectual property rights before us and thereby prevent us from pursuing tt
development rad commercialization of our discoveries. For information about the specific competitors with whom we
compete, see fAiCompetitiono under fAltem 4. I nformation or

If we are unable to compete successfully against existing or potential competitdisancial results and business may be
materially harmed.

The trend towards consolidation in the pharmaceutical, diagnostic and biotechnology industries may adversely affect
us.

There is a trend towards consolidation in the pharmaceutical, diagaastibiotechnology industries. This consolidation
trend may result in the remaining companies having greater financial resources and discovery technological capabilities, tht
intensifying competition in these industries. This trend may also result irr fgetential collaborators or licensees for our
therapeutic and diagnostic product candidates. Also, if a consolidating company is already doing business with ou
competitors, we may lose existing licensees or collaborators as a result of such consolidation

This trend may adversely affect our ability to enter into agreements for the development and commercialization of out
product candidates, and as a result may harm our business.

We depend significantly on collaborators and licensees for the developmeartd commercialization of our therapeutic
and diagnostic product candidates, and if we are unable to maintain our existing agreements or to enter into additional
agreements with collaborators and licensees in the future, our business will likely be matdtjgharmed.

Our strategy for the development and commercialization of therapeutic and diagnostic product candidates depends on t



formation of collaborations or licensing relationships with third parties that have complementary capabilities. We depenc
significantly on our collaborators and licensees to carry out and/or finance product development and commercialization of ou
therapeutic and diagnostic product candidates. Potential collaborators and licensees include pharmaceutical, biotedhnology ¢
diagnostic companies and academic institutions

To date, we havggranted a small number of licensasd entered into collaboratiorsovering development and
commercializatiorrights with respect to certain @fur product candidate&\s of December 31, 2008ye had entered into
eleven such agreements for a multiple number of our product candidates.

We cannot assure you that any of these agreements will result in the successful development or commercialization of a
products based on our discoveries. Furthv cannot assure you that we will succeettl@ntifying suitable collaborators or
licensees oentering into any other agreements with collaborators or licensees for the development and commercialization o
our therapeutic and diagnostic product canidislalf we are unable tdentify suitable collaborators or licenseeseater into
new collaborationsr license agreements, our business will likely be materially harmed.

We may not be able to find collaborators or licensees that will agree to licensear discoveries at an early stage, and if
we do not find these collaborators or licensees, our business will likely be materially harmed.

Our strategy for the development and commercialization of therapeutic and diagnostic product candidates isobased on
discovery and early stage validation and in some caseglipieal development of those product candidates. We consider
early stage development of diagnostic product candidates to be a stage at which their existence is validated. At this stage
may demonstrate that the product candidate is differentially expressed in different physiological conditions, but in any case
with no clinical proof. We consider early stage development of therapeutic product candidate to be a stage at which we sho
biologicd activity of that candidate in animal models. We either carry out such early stage validation work ourselves or we
engage third parties to provide such validation work but we ordinarily seek to rely on our collaborators and licengges to car
out furtherproduct development.

Pharmaceutical and diagnostic companies may be reluctant or refuskcem@e our therapeutic and diagnostic product
candidates at these early stages of discovery or valida@me. potential barrier to our success in obtainingaborators and
licensees is the existence of skepticism in the industry about the vatusilafo predictive modeling in life science discovery
due to largely unsuccessful past attempts by others. Even if we are successful in commercializing cwrgididates at an
early stage of development, our licensees may propose terms that we may not consider commercially desirable and t
consideration that we may receive for each individual product may be relatively low. The consideration that we veotild exp
to receive for commercializing our products candidates increases commensurately with the number of such product
commercialized and the stage of development that we attain for them.

If we are unable to otlicense our discoveries at an early stage, may need to validate and develop our discoveries
ourselves until the candidates attain a more mature stage of development. Such development activities may require us
expend substantial additional financial and other resources. If we are unable torrgend these additional resources, we
may have to curtail or cease our discovery and development activities, and as a result our business will likely be materiall
harmed.

Our dependence on licensing and collaboration agreements with third parties psents a number of risks, and if one or
more of these risks materialize, our business may be materially harmed.

The risks that we face in connection with our existing collaborations, licenses and other business alliances as well as tho
that we may entento the future include, among other things, the following:

1 we may be unable to comply or fully comply with our obligations under license or collaboration agreements into
which we enter, and as a result, we may not generate royalties or milestone pdsonestech agreements, and our
ability to enter into additional agreements may be harmed;

1 our collaborators may have significant discretion in electing whether to pursue any of the planned activities and the
manner in which this will be done;

T wemaynotbe able to control our <collaboratorsé or i cert
candidates, or the amount of resources that our collaborators will devote to the collaboration;
T changes in a collaborator's or a |licenseeds business

its obligations under its arrangement with us;
1 ownership of the intellectual property generated under our collaborations may ledtisp

1 our ownership of rights in any intellectual property or products that may result from our collaborations may depend
on additional investment of money that we may not be able nor willing to make;

1 prospective collaborators may pursue alternative mtsdor technologies, by internally developing them or by
preferring those of our competitors;

1 disagreements between us and our collaborators may lead to delays in, or termination of, the collaboration; and



1 our collaborators may fail to develop or comniglize successfully any products based on product candidates to
which they have obtained rights from us.

If any of these risks materialize, our business, financial condition and results of operations may be materially harmed.

Factors Related to ouDperations

The licensing cycle for our commercial offerings is complex and lengthy and as a result, we may expend substantial
funds and management resources with no assurance of success

We are required to negotiate agreements containing terms unigaehdicensee and collaborator and which suit each
licenseebds or coll aboratordés specific discovery, devel or
mandates a thorough consideration of both the scientific and business a$meath transaction. As a result, the process of
preparing and negotiating our licensing and other agreemeatsniglex, and may take 12 months or longer. These business
development and related commercial activities require the inputsabstantial timeand efforts of our key management
personnel.

As a result we believe that we will need to continue to expend substantial fundsitetdntiaimanagementime and
effort into these business development activitieth no assurance of successfully enteringp agreements with potential
collaborators and licensees.

We may be unable to hire or retain key personnel or sufficiently qualified employees, in which case our business may be
harmed.

Our business is highly dependent upon the continued services of our senior management and key scientific and technic
personnel. While members of our senior management and other key personnel have entered into employment or consulti
agreements and naompetition and nowlisclosure agreements, wannot assure you that these key personnel and others will
not leave us or compete with us, which could harm our business activities and operations. Within our geographic ligcation, it
difficult to find suitabbe and highly qualified personnel in certain aspects of our industry.

Furthermore, we do not carry key person life insurance on any mefnber senior management.

In December 2008, following a restructuring intended to reduce our costs and cashhbu@gmpany reduced its
headcount to 57, from 72 as of December 31, 2007. While we believe that this headcount reduction will not impact any of th
Companyb6s discovery capabilities or its abi bkuchrgductioo male v el
have a material adverse effect on our employee retention ability.

Our business may be harmed if we are unable to retain our key personnel, or to attract, integrate or retain other high
qualified personnel in the future.

Revenues thawe may generate from commercialization of our technologies or discoveries may be reduced because of
obligations to pay back Israeligovernmental grants or other grants that we receive.

The development of some of our technologies and of the discotkaesve make have been and may in the future be
partially funded by governmental grants that we reakdrewill receivefrom the IsraetU.S. Binational Industrial Research
and Development Foundation anbe Office of the Chief Scientist of the Israeliifiétry of Industry, Trade and Labor.
According to Israeli law, certain restrictions and obligations may be imposed on us in relation to the development anc
commercialization of discoveries that are financed by these grants. These obligations anémestnayi be imposed if we
were to seek to manufactuttee technologies or the discovermsside of Israel or transfer certain of our kabaw within or
outside of Israel.

We believe that these obligations and restrictions do not apply to us for a nohmeasons, including our stratetyy
license the candidates discovered using our platform technologgotnrd transfer the knodwow subsisting in our platform
technologies and discovepyatforms. We also believe that these restrictions do not apply to the sale or to the export of product
candidates that we develop using or based on our Office of the Chief Sdiemdistiplatformtechnologies or discoveries.

Nevertheless, if the Office of thehief Scientist of the Israel Ministry of Industry, Trade and Labor adopts a view contrary
to our own or if restrictive statutory changes are legislated in the future, our flexibility in commercializing some of our
technologies or discoveries may be reehll

We may be unable to safeguard the integrity, security a
are unable to do so, our business may be harmed.

We rely heavily on the use and manipulation of large amounts of data andsattine and continuous use of our internal



computers, communication networks and software and hardware systems. We have implemented and maintain physical a
software security measures to preserve and protect our computers, communication, and harcdwéveaaacdystems as well

as our data and third methods mag sdd pradeattus againstdisgestoan; floodt powes less,
earthquakes, telecommunications failures, physical or software-lm®ak similar events. In addition, theseasures may not

be sufficient to prevent unauthorized access, use or publication of such proprietary data. A party who is able to anaumvent
security measures could misappropriate or destroy proprietary information or cause interruptions in oonspAratarty

who has access to our proprietary data could misappropriate such data, make unauthorized use of or unintentionally destroy
or part of such proprietary data. In additian,party, including an employee, who obtains unauthorized accessrto o
proprietary data or breaches a confidentiality agreement with us could publish or transfer large portions or all of our
proprietary data. Such publication of proprietary data could materially harm our intellectual property position, thereby
seriously haming our financial condition. These security breaches, if significant, could harm our operations and even cause
our business to cease.

We may be subject to claims related to hazardous chemicals and biological materials that we use, and these claims ma
harm our business.

Our research and development activities in some cases may involve the controlled use of biological and chemical material
a small amount of which could be hazardous. We cannot eliminate the risk of accidental contamination or discharge of any ¢
these matrials. If hazardous biological or chemical materials in our possession were to be improperly used, this could result ir
harm to persons or property and we could be subject to both civil damages and criminal penalties. In such eventyour liabilit
may exced our insurance coverage.

Factors Related to Intellectual Property

We may not be able to protect our norpatented proprietary data, technologies or discoveries, and this may materially
harm our business.

We rely heavily on our proprietary knelmow and trade secrets that we develop and that are not protectable or protected by
patents. The protective measures that we employ may not provide adequate protection for our trade secrethawd Rouow
business collaborators, licensees, employees, agasel consultants may disclose our proprietary khow or trade secrets
in violation of their obligations to us. We may not be able to meaningfully protect our rights in our proprietarfidimaw
trade secrets against such unauthorized disclosurengrabasequent unauthorized publication.

If we are not able to adequately protect our proprietary khow and trade secrets, competitors may be able to develop
technologies and resulting discoveries and inventions that are the same or similar to digcoweries and inventions. This
could erode our competitive advantagel materially harm our business.

We may not be able to obtain or maintain patent protection for our inventions and if we fail to do so, our business will
likely be materially harmed.

The success of our business depends, to a large extent, on our ability to obtain and maintain patents that cover o
therapeutic and diagnostic prodwztindidates. We have applied for patents covering our therapeutic and diagnostic product
candidates awell as aspects of some of our technologies. We have a tat&lis§uedpatents, of whiciil areU.S. patents
and one is an Australigmtent.We also have 37 pendingpatent applicationshich include48 patent applications that have
been filed in theJnited Stategfour of which have, to date, been allowed for issuaaoce)seven applications that have been
filed under the Patent Cooperation Treaty for which we have not yet designated the countries d&lipan to continue to
apply for patentssawe deem appropriate, but we cannot assure yoautlyabfour patent applications will be accepted, or that
they will be accepted to the extent that we seek.

The process of obtaining patents for inventions that cover our products is uncertainufober of reasons, including but
not limited to:

1 the patenting of our inventions involves complex legal issues, many of which have not yet been settled,;

1 legislative and judicial changes, or changes in the examination guidelines of governmentaloffiaEntmay
negatively affect our ability to obtain gebased patents;

1 in view of the finite number of human genes, we face intense competition from other biotechnology and
pharmaceutical companies who have already sought patent protection relating-bagguh discoveries that we may
intend to develop and commercialize;

1 publication of large amounts of genomic data by-nommercial and commercial entities may hinder our ability to
obtain sufficiently broad patent claims for our inventions;

1 even if we saceed in obtaining patent protection, such protection may not be sufficient to prevent third parties from
using our patented inventions; and



1 even if we succeed in obtaining patent protection, our patents could be partially or wholly invalidated, ifmfuding
our competitors.

If we do not succeed in obtaining patent protection for our inventions to the fullest extent for which we seek protection, ou
business and financial results will likely be materially harmed.

The existence of third party intellectud property rights may prevent us from developing our discoveries or require us
to expend financial and other resources to be able to continue to do so.

In selecting a therapeutic or diagnostic product candidate for development, we take into accouaqt, odmo
considerations, the existence of third party intellectual property rights that may hinder our right to develop and cdaramercial
that product candidate. The human genomic pool is finite. To our knowledge, third parties, including our contpetiors,
been filing wide patent applications coverig increasing portion of the human genomic pool and the proteins expressed
therefrom.

As a result of the existence of such third party intellectual property rights, we have been and may be reqairéat furth

1 forgo the research, development and commercialization of therapeutic and diagnostic products candidates that w
discover, notwithstanding their promising scientific and commercial merits; or

1 invest substantial management and financial resourcegher challenge or #icense such third party intellectual
property, and we cannot assure you that we will succeed in doing so on commercially reasonable terms, if at all.

We do not always have available to us, in a timely manner, information ekistence of third party intellectual property
rights related to our own discoveries. The content of U.S. and other patent applications remain unavailable to thegublic for
period of approximately 18 months from their filing date. In some instancesptitent of U.S. patent applications remain
unavailable to the public until the patents are issued. As a result, we can never be certain that development progects that
commence will be free of third party intellectual property rights. If we become aivéhie existence of third party intellectual
property rights only after we have commenced a particular development project, we may have to forgo such project afte
having invested in it substantial resources.

We may infringe third party rights and may become involved in litigation, which may materially harm our business.

If a third party accuses us of infringing its intellectual property rights or if a third party commences litigation agéonst u
the infringement of patent or other intellectual propeights, we may incur significant costs in defending such action,
whether or not we ultimately prevail. Typically, patent litigation in the pharmaceutical and biotechnology industry ivexpens
and prolonged. Costs that we incur in defending third parfsingement actions would also include diversion of
management s and technical personnelés time, the effect
reduction in force. In addition, parties making claims against us may béoaditain injunctive or other equitable relief that
could prevent us or our collaborators and licensees from further developing our discoveries or commercializing our product:
In the event of a successful claim of infringement against us, we may beetetpipay damages and obtain one or more
licenses from the prevailing third party. If we are not able to obtain these licenses at a reasonable cost, if at &, we cou
encounter delays in product introductions and loss of substantial resources whitera@ & develop alternative products.
Defense of any lawsuit or failure to obtain any of these licenses could prevent us or our partners from commercializing
available products and could cause us to incur substantial expenditures.

Factors Related to ouOrdinary Shares
Holders of our ordinary shares who are U.S. residents may be required to pay additional U.S. federal income taxes.

There is a risk that we may be classified as a passive foreign investment company, or PFIC. Our treatment as a PFIC col
result in a reduction in the aftéax return to the U.S. holders of our ordinary shares and may cause a reduction in the value of
our shares. For U.S. federal income tax purposes, we will generally be classified as a PFIC for any taxable year in whic
either: (i) 75% or more of our gross income is passive income or (ii) at least 50% of the average value of our assets for th
taxable year produce or are held for the production of passive income. If we were determined to be a PFIC for U.S. feder
income tx purposes, highly complex rules would apply to U.S. holders owning our ordinary shares and such U.S. holders
could suffer adverse U.S. tax consequences. Based on our income, assets, activities, market capitalization and ott
considerations, we do not e that we were a PFIC for the taxable year ended December 31, 2008. However there are nc
assurances that the Unites States | nternal FartherraoneuietheSer v
current price of our ordinary sharesedonot increase during 2009, there is a risk that we could be classified as a PFIC for
20009.

For a discussion of the rules relating to PFICs and r «
Income TaxConsiderations under0.flAtdedmti onal I nformationo.



We have a very limited operating history with respect to the commercialization aspects of our business model, upon
which to base an investment decision or upon which to predict our revenues.

Our business model depends on our ability to generate revenues primarily in the form of fees, milestones, and revent
sharing payments from the licensing and commercialization of current and future product candidate discoveries, ang our abili
to do so renains untested. To date we have received only minimal revenues from the licensing of our initial product
candidates, recognizing $180,000 of such revenue in 2007 and $40,000 of such revenue in 2008. We cannot be certain that 1
business model will everegerate a stable or significant revenue stream. Our operating history with respect to the
commercialization aspects of our business model provides an extremely limited basis for you to assess our ability to geners
significant fee, milestone, and revenstgaring revenues from the licensing and commercialization of our product candidate
di scoveries, or from fAdiscovery on demando coll aboratior

Our share price and trading volume have beenvolatland may be volatile in the futur
ability to sell stock at a profit and could limit our ability to successfully raise funds.

During the last two fiscal years, our stgsice on the Nasdaq Global Market has traded at a low of $0.34 to a high of
$3.40and trading volume has been very volatile. The volatile price of our stock and the changing trading volume may make i
difficult for investors to predict the value of thefviestment, to sell shares at a profit at any given time, or to plan purchases
and sales in advance. A variety of factors may affect the market price of our ordinary shares including:

negative global macroeconomic developments

successfully reaching cemtedevelopmental milestones;

failure to raise capital on the capital markets;

achievement or rejection of regulatory approvals by our competitors or us;

announcements of technological innovations or new commercial products by our competitors;
developmentsoncerning proprietary rights, including patents;

developments concerning our existing or new collaborations;

regulatory developments in the United States, Israel and other countries;

economicor other crises and other external factors;

delay or failureby us or our partners in initiating, completing or analyzing-ghirécal or clinical trials or the
unsatisfactory design or results of these trials;

period to period fluctuations in our revenues and other results of operations;

changes in financial estmtes bysecurities analysts;

our need and ability to raise additional funds;

our inability to disclose the commercial terms of, or progress under, our collaborations;

our inability to show and accurately predict revenues; and

sales of our ordinary shares.
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We are not andwill not be able to control many of these factors, and we believe that gesfmtiod comparisons of our
financial results will not necessarily be indicative of our future performance.

In addition, the stock market in general, andrttegket for biotechnology companies in particular, has experienced extreme
price and volume fluctuations that may have been unrelated or disproportionate to the operating performance of individue
companies. These broad market and industry factors maysigritarm the market price of our ordinary shares, regardless of
our operating performance.

In addition, the market pricesf equity securities of companies that have a significant presence in Israel may also be
affected by the changing security situation in the Middle East and particularly in Israel. As a result, these companies ma
experience difficulties in raising additial financing required to effectively operate and grow their businesses. Such failure
and the volatility of the securities market in general, and our share price in particular, may affect our ability tditeisalad
financing in the future. Market aniohdustry fluctuations may adversely affect the trading price of our ordinary shares,
regardless of our actual operating performance.

Provisions of Israeli law may delay, prevent or affect a potential acquisition of all or a significant portion of our shas
or assets and therefore depress the price of our shares.

Israeli corporate law regulates mergers, requires tender offers for acquisitions of shares above specified threstedds, requil
special approvals for transactions involving directors, officersignificant shareholders and regulates other matters that may
be relevant to these types of transactions. The provisions of Israeli law may delay or prevent an acquisition, or msake it les
desirable to a potential acquirer, even if such an acquisitiadweze considered beneficial by a majority of our shareholders,
and therefore depress the price of our sThkaeaves Brovisibhe under n f ¢
| srael.i Lawd Under Al tem 10. sradi@iconsideratiohs maynfake pateatialitransactions F L



undesirable to us or to some of our shareholders.

Our ordinary shares may be delisted from the Nasdaq Global Market, and as a result the liquidity and price of our
ordinary shares would likely decline.

OQur ordinary shares are currently Iisted on the Rkatsdagq
(i) the minimum bid price of a list security must be at least &fd (ii) listed companies maintain, among other things, a
mi ni mum of $10.0 million in sharehol deQusdrdinagshares faye traded r e

below $1 per share since November 4, 20D8t shareholders' equity was $10.0 million as of December 31, 2008, and we
expect our kareholders' equity to decline for the next reporting peritte delisting of our ordinary shares would likely have

an adverse impact on the liquidity of our ordinary sharesamd,result, the market price for our ordinary shares would likely
become rore volatile and could decline significanthAdditionally, if we were delisted from the Nasdaqg Global Market, the
benefits of dualisting reporting requirements would no longer be relevant and we would be required to make all our
disclosures pursuant teraeli law and Tel Aviv stock exchange rules and regulations. Alternatively, we might choose to or be
required to delist from the Tel Aviv stock exchange as well.

Risks Relating to Operations in Israel
Conditions in the Middle East and in Israel mayharm our operations.

Our principal offices and research and development facilities are located in Israel. Accordingly, political, economic and
military conditions in Israel may directly affect our operations. Since the establishment of the Stak of 948, a number
of armed conflicts have taken place between Israel and its Arab neighbors, as well as incidents of civil unrest, nfiiitery con
and terrorist actions. In addition, Israel and companies doing business with Israel have, in theepaste subject of an
economic boycott. Any future armed conflicts or political instability in the region may negatively affect business conditions
and adversely affect our results of operations. Parties with whom we do business have sometimes diealeétbtésrael
during periods of heightened unrest or tension, forcing us to make alternative arrangements when necessary. In addition, t
political and security situation in Israel may result in parties with whom we have agreements involving peddrmiarael
claiming that they are not obligated to perform their commitments under those agreements pursuant to force majeur
provisions in the agreements. We cannot give you any assurance that this will continue to be the case. Additionally, if ther
were to be emergency conditions, some of our key employees may be called to active army duty for extended periods of tin
and this could adversely affect our operations.

Our insurance does not cover losses that may occur as a result of events assdhi#itedsecurity situation in the Middle
East. Although the Israeli government currently covers the reinstatement value of direct damages that are caused by terror
attacks or acts of war, we cannot assure you that this government coverage will benethiAtay losses or damages incurred
by us could have a material adverse effect on our busiAegsarmed conflicts or political instability ithe region would
likely negatively affect business conditions and could harm our results of operations.

Our results of operations may be adversely affected by devaluation of the Dollar against the New Isig&hekel.

We hold most of our cash, cash equivalents deposits and marketable securities in U.S. dollars but incur a significant portic
of our expensegrincipally salaries and related personnel expenses and administrative expenses, in NeSh&keaksl As a
result, we are exposed to the risk that the U.S. dollar will be devalued against the Nevhelaell Depreciation of the US
dollar could havea material adverse effect on our results of operation and financial condifioem.Company entered into
derivative instrument arrangements to hedge a portion of its anticipated New lIsraeli Shekel ("NIS") payroll and certain
operation expenses-or moreinformation, see Note 2q of our 2008 consolidated financial statements.

We may not continue to be entitled to certain tax benefits.
We are entitled to certain tax benefits under Israeli government programs.

The tax benefits awvedaEhtecproseof stheuBApprour exi sti
s e e fi IOpeeating &d Financial Review and Prospects; Operating ReSolternmental Economic, Fiscal, Monetary or
Political Policies that Materially Affected or Coudat er i al |y Af fect our Operationso.
tax benefits because we have not yet generated any taxable income. To maintain our eligibility for these tax benefits, we mu
continue to meet certain conditions, including makipgc#fied investments in fixed assets and financing a percentage of
investments with share capital.

If we cease to become entitled to these tax benefits, we may be required to pay increased taxes on the taxable income t
we may generate in the future.



It may be difficult to enforce a U.S. judgment against us, or our officers and directors or to assert U.S. securities law
claims in Israel.

Service of process upon us, since we are incorporated in Israel, and upon our directors and officedsraedl auditors,
almost all of whom reside outside the United States, may be difficult to obtain within the United States. In additioa, becaus
substantially all of our assets and almost all of our directors and officers are located outside the Uegedrytgudgment
obtained in the United States against us or any of our directors and officers may not be collectible within the United States

ITEM 4. INFORMATION ON THE COMPANY

History and Development of the Company

Our legal and commercial naneCompugen Ltd. We were established as a corporation and have operated under the laws
of the State of Israel since 1993. Our principal offices are located at 72 Pinchas Rosen Street, Tel Aviv 69512, suael, and
telephone number is +972765-8585 The mailing address o€ompugen USA, Inc. (formerly known as Compugen, Inc.),
our whollyowned US. subsidiary and our agent in the United Statesis Compugen c/o
Adjuvant Global Advisors 7101Wisconsin AvenueSuite 1001 BethesdaMD 20814 Our primary Internet address is
www.cgen.com. None of the information on our website is incorporated by reference into this annual report.

Our initial business beginning in 1994 was to develop and commercalmmputer hardware system and software
apd i cations to accelerate homology searches of biologica
understanding of the human genome pnateins Thereafter, webegan to develop better algorithtiasincrease the speed of
processingand to cope with the high level of complexity of life at the molecular léMe initial result of this effort wasa
early understanding that the majority of human genes can express multiple transcripts (i.e. alternative splicing) and therefor
multiple proteins.

Beginning with this understanding of alternative spliciogr research efforts were then largely directed to obtaining
additional predictive understandings of selected biological phenomena at the mdiegilamcluding how genes express
transcripts, how transcripts become proteins, and more recently, how proteins are cleaved to create peptides. These effo
over more than 10 years, have created a core infrastructure of multidisciplinary and experienced researchers, computatior
biology systems, tools and algorithms and proprietary understandings and predictive models of key aspects of life at th
molecular levelDuring this period we obtained revenues by providing certain of these capabilities to third parties (including
multi-million dollar collaborations with Abbott Laboratories, Human Genome Sciences Inc., Novartis Pharma AG and Warner
Lambert Company, and the United States Patent and Trademark Offigefarm of services and software prodjcts

In 2004, having achieved what we believed to be the required infrastructure in terms of experienced scientists
computational tools and models, and scientific understandings, we began to focus a portioregéarah and development
efforts on the creaih of field specific discovery platforms intended to provide drug and diagnostic product candidates.
Consistent with this new focus, we discontinued commercialization of computational biology tools and services.

From late 2004 to date, a seriedafcovery platforms were successfully developed and validated. In addition, a number of
initial product candidate discoveries were maaded the Company began to enter into various types of agreements with
pharmaceutical and diagnostic companies for thindn evaluation, development and commercialization of products based on
these discoveries.

The Company sees its competitive advantage as having t
sel ectiond met ho dydisweer threugh tle use pfsts deseoeety platfarnd, multiple product candidates of
interest in an increasing number of impottdrug and diagnostic fieldBuring late 2008, in order to more fullgverage this
capability, the Company increased itscfes on the next stage of its commercial development in the form of seeking broader,
more strategic types of collaborations whereby our discovery platforms or other discovery capabilities are targeteaf to areas
interest of our partner S uiscbverfiademandc ol | abor ati ons based on our exi sti.a
high priority for our company ande expecthat these types of collaborations will provide the majority of our milestone and
royalty opportunitiedn the future However,we cannot be certain this business model will generate a stable or significant
revenue stream. The inability to derive adequate revenues from our business model would significantly impede improvemer
in our operating results and liquidity.

In 2009, we ingnd to focusour internal R&D activities primarily on therapeutic peptides and monoclonal antibody drug
targets. In our biomarker and other programs, particularly in view of our current financial situation, we intend togiye pri
to those activities yrsued in collaboration with other companies. The net impact of these and related decisions resulted in ¢
staff reductiorin December 200&nd an approximate 30% reduction in planned expenditures for 2009 compared to 2008.

In 1997, we incorporated ourhelly-owned U.S. subsidiary, Compugen USA, Inc. and in 2008, our wbalhed UK
subsidiary, Compugen UK Ltd. However, neither of these subsidia@egicipated to have any significant operations during



2009. Our research and discovery, businessldgment and commercial operations are all carried out primarily from our
Tel Aviv offices.

In August 2000, we sold 5,000,000 of our ordinary shares in an initial public offering of our shares on the Nasdaq Globa
Market at $10.00 per share. In SeptemB800, we sold an additional 750,000 ordinary shares upon the exercise by our
underwriters of their oveallotment option. In January 2002, we listed our shares for trading on the Tel Aviv Stock Exchange
(TASE).

In 1999, we established a chemistry division to carry out a research program in which we integrated the disciplines o
organic chemistry with physics and advanced computational technologies for the development of a method to substantiall
increase the préctability and success rates of small molecule drug discow@myAugust 1, 2004, we transferred all of the
assets and liabilities of this division to Keddem Bioscience, a wieltyed subsidiary.In August 2007, we announced the
suspension oefraKeddhesmds noR 008, in order to continue to
property,Compugen entered into a term sheet agreementMatia Ltd., a newly formed compamyvned and managed by
the former two CeCEOs of Keddem, under whicGompugen will license the Keddem intellectual property to Mada in
exchange for royalties on any future revenues and certain access rights to any developed technology. Mada intends to st
third party funding for the development of this intellectual propdaut we can give no assurances that it will be successful in
doing so.

In 1999, we established a division to utilizer in silico predictive discovery capabilities in the agricultural biotechnology
field. On January 1, 2002, we transferred this bissinie Evogene Ltdg newly formed corporation in exchange for 1,640,000
ordinary shares of Evogene, representing 82% of the com
issued to the two founding scientists, who had previouslygiidethe agbio division at Compugen August 2008, Evogene
entered into anulti-year research and development collaboration with Monsanto Company focused on identifying key plant
genes related to yield, environmental stress and fertilizer utilizadiosuchtime, Monsanto purchased an $18 million equity
stakein Evogene and agreed to purchase an additional $12 million in the future, sbjemttain Evogene diligence
requirementsWe currently hold 2,150,000 Evogene ordinary shares represeagippximately 9.0% of the outstanding
ordinarys har es . For more information about these transacti
I nvest ment ; E vQorggeannel zlattd .ocnadndStfr uct ur eo i n t hiursconkotidated 4 .
financial statements.

On November 12, 2008, we announdd@ appointment of Mr. Martin Gerstel &0 mp u gpeesidest and chief
executive officer, effective January 1, 2008lr. Gerstel, who served as chairman of Compugen since 198dteshd then
president and chief executive officer Mr. Alex Kotzer, who informed the Board of his interest to retire from his full time
executive responsibilities. Mr. Kotzeontinues aa director of the Companyin addition, on February 9, 2009, warounced
the appointment of Dov Hershberg as chairman of the beacdeeding Martin Gerstel



Recent Operating Developments

In February2007,we announced the developmentafr Gprotein coupled receptdGPCR Therapeutic Peptide Ligand
discoveryplatformand eight novepeptides that activatePCRs discovered through the use of this new platform.

In July 2007, weannounced the development of a new discopdatformfor the identification of existing drug molecules
that are predicted to have important therapeutic indications that are currently not(kiewimdications)and the selectioat
such time,of nine product candidates from the initial use of fhstform three of which successfully completéd vitro
screening and advanceditovivo studies.

In January 2008, we announcegsults from initialin vivo validation studies of CGEM855A and CGENB55B, two novel
peptide agonists of the FPRL1 GPCR, which nsmyve as aninflammatory and calio-protective drug candidates,
discoveredisi ng the Companyds GPCR |ligand discovery platform.

In February 2008, we announced positimevivo results for two novel peptide agonists of the MAS GPCR, indicating
cardioprotective effects and therapeutic potential for the treatment of various cardiovascular and other pathologies. The tw
peptides CGEN-856 and CGEN857Twer e identified using Compugends GPCR |

In March 2008 we announced the ddepment and validation of our Blockers of Disedsesociated Conformation (DAC
Blockers) platform, a discovery platform for the identification of peptides that block proteins from adopting their- disease
associated conformations. Two of the predicted thertp peptide candidates from the pilot validation run of the platform
showed initial experimental verification, one with ainflammatory and the other with aftancer activities.

In April 2008, we announced the discovery and experimental verificafiQGEN-438, a potential blood based biomarker
for lung cancer, which could potentially serve as both a serum biomarker for the diagnosis of small cell lung cancer and as
component in a biomarker combination for the diagnosis ofsmeall cell lung canaepatients. CGEMNI38 is one of a group
of putative cancer and cardiovascular biomarkers which was initially predicteiticou s i n g C o Rrpteingdesenges
markers discovery platform, and then further validated experimentally.

In May 2008, we preséad experimental results for three Compugen discovered Relaxin related molecules that could have
therapeutic activity in various clinical indications, including labor complications, infertility, inflammation, congesdite he
failure and fibrotic diseasesThese three novel peptides were predidgtedilicot hr ough t he use of C
Peptide Discovery Platform.

In June 2008, we announced the discovery of more than ten novel targets of antibody therapy for various types of solid ar
hematopoietic ancer. The newly identified targets were initially predicted and selantesilico u si n g Compug
Monoclonal Antibody Therapeutic Targets Platform. Further experimental validation of the therapeutic potential has beer
initiated for five of these targe

In June 2008 we announced the discovery and experimental confirmation of a novel combination of four biomarkers fol
early detection of drugnduced nephrotoxicity. Data demonstrate that the biomarker signature may enable a much earlier
prediction ofdruginduced kidney toxicity during prelinical trials in rats in comparison to traditional diagnostic methods
such as histopathology or clinical chemi stry. The biom
Testing (NAT) DiscoveryPlatform and a key component of the discovery effort was the integration of proprietary expression
and clinical data derived from biological samplers provided by Teva Pharmaceutical Industries Ltd.

In July 2008, we announced positive results fronmnavivo study of CGEN25007, a novel peptide antagonist of the gp96
protein. The data indicate that CGE28007 has immunosuppressive effects and therapeutic potential for the treatment of
various inflammatory diseases and other immune related pathologgtEN-Z 5007 was initially pred
DAC blockers platformwhich was designed to predict peptides that block proteins of interest from achieving certain disease
associated conformations.

In July 2008, we announced the discovery of the piatense of CGEN-5 0 0 0 1 , a known central n
drug, for breast cancer therapy.iimvitro andin vivo validations studies, eadministration of CGEN 50001 was shown to
significantly increase the effect of Tamoxifen, a frequently used drug for the treatment of estrogen receptor (ER) positive
breast cancer. This previously unknown action of CGEN 50001 imiaally predictedin silicoby Compugenés
Indications Discovery Platform. At such time, we also announced plans to conduct a proof of concept human trial for such us
during 2009. Subsequently, and as part of the reduction in expenditures fopR0®8ng for such trial was placed on hold
and is expected to move forward only in the event of a third party collaboration.

In September 2008, we announced that our proprietary DAC Blockers Discovery Platform had led to the discovery of
CGEN-25008, a neel peptide antagonist of the Clusterin protein. We also announced that recently airalyiter and
initial in vivoresults from cetbased assays and a lung cancer mouse model indicate thatZ86B8I reduces the growth rate
of several cancer cell ks and specifically enhances the aathcer activity of Taxdl, a frequently used cancer



chemotherapeutic drug.

In October 2008 we announced the development and validation of a new Viral Peptides Discovery Platform designed t
identify peptides from val genomes for potential human therapeutic use against inflammatory and immune related diseases
The Viral Peptides Discovery Platform has led to the discovery of two novel viral peptides demonstriativigranstudies,
the ability to suppress inflamray responses.

Principal Capital Expenditures

In the years ended December 31, 2008, 2007 and 2006, our capital expenditures2@&@ $3205000 and $%7,000,
respectively, and were spent primarily on laboratory equipment, computer softwdrardwdre and leasehold improvements.
We have no current commitments for capital expenditures.

Business Overview

We area company that engages dnug and diagnostiproduct candidateliscoveryand the commercialization of such
candidates largely tbugh early stage licensing and-development agreemen®ur business is focused on developing and
usingour growing inventory ofield-focuseddiscovery platforms t@redict, select and validatberapeutic drug candidates
and diagnostic biomarker candidates. Our initial discoygayformshave focused mainly on cancer, cardiovascular and
immunerelated diseasePrediction and selection of product candidates is largely computer based uditieirgg more of our
discovery platforms, while validation of the resulticendidatess accomplished through the use of varigusitro andin vivo
experimentakechniques. Product candidate discoveries are pursued either (i) by us independently (@hdiwder various
forms of collaborations with partner companies whereby our discovery platforms or other discovery capabilities aredtargeted t
areas of interest of such partner companlagyeneral, weseek tdicense out our discoveries at an eathge with the goal of
maximizing the number of our product candidates in development by our licensing-dadetopment partners under various
types of milestone and revenue sharing agreements

We are focused on and are structured along the lines ofthoee principal activities: (fesearch and discovery;
(i) therapeutics; and (iidliagnostics.

Research and DiscoveryOur research and discovery activiteemsist of two primary and overlapping components. The
first is our continuing effort to obtain deeper predictive understandingspafrtant biological phenomena at the molecular
level through theanalysis of biological data of various types such as DNA or RNA sequences, genesiopraata, protein
network data,data related to drugs in development alrdgs already being commeriizzd. The second utilizes these
understandingsalong with field specific informatiortp develop fieldfocused discovery platforms. Both components require
the use of our extensive base of proprietary algorithms and other computational biology sydterasan

Therapeutics and Diagnostics In each field, v seek to discover novel candidates that answer unmet medical needs and
that may be suitable for further development as therapeutic or diagnostic prédihctsgh each of our platforms fgld- or
diseasespecifiG our underlying capabilities and general approach areandianbe utilized fornumerous applications, both
therapeutic and/or diagnostic. At any given time, our discovery efforts may span a number of candidates which may becorn
diagnostic or therapeutic products. Our therapeutic candidates include either novel peptides or proteins that are themselv
drug candidates, targets to potential drugs, like specific receptors of cancer cells, or known small molecules with nev
indications. Ou diagnostic biomarkers indicate, among others, the presence or absence of a condition, such as a disease, o
person's predisposition to either acquire a disease or to respond to a therapeutic treatment.

Our business model is based on entering into ernial collaborations with leading diagnostic, biotechnology and
pharmaceutical companies, as well as academic and medical institutions, which have the ability to support and fund discove
activities as well as commercial development of our estdge @scoveries and candidates fraarly pre-clinical stages for
therapeutics or from initial clinical validation for diagnostithese collaborations can be based on either product candidates
previously discovered by Compuwgendemarndpr o cucatr eaan doifd ait n
combinations of the twoWe intend to generate revenues through milestordroyalty based licensagreementsind joint
development agreements with these collaborators. We have entered into severafireechents, but we have not yet
recognized significant revenues from these agreements.

Research and Discovery

We develop predictive biological computer based models and platforms that better enable us to discover potentic
therapeutic or diagnostic proctucandidates by analyzing biological data of various types such as DNA or RNA sequences,
gene expression data, protein network data and data related to drugs in developméat dangs already being
commercialized

In general, each Compugen discovery platform targets a specific field and consists of three modules: Prediction, Selectic
and Validation. The first two modules are larg@lysilico (i.e. performed by computer) with the third, being laboratory based



in-vitro andin vivo experimental validation of selected candidates. The Prediction module utilizes our computational biology
capabilities and predictive models with field specific information to genémasilico a large numbenf putative product
candidatesfor the specific purpose dield of interest. Next, the Selection module utilizes proprietary algorithms and tools and
other methodologies to select from this large numbegautditiveproduct candidates a smaller number of molecules (typically

in the low hundreds) that we believe have the highest probability of being product candidates for thatpspposie offield

of interest. Some or all of these selected molecules are then synthesized and exyplerigrental screening and therafiter

vitro and/orin vivo validation testing in the third module. By using this systematic approach, we have successfully validated
the predictive capabilities of a number of discovery platforms, and in addition have discovered numerous product candidates
a numberof diagnostic and therapeutic areas that were first predictsitico and then initially validated in the laboratorin
addition, this procedure provides additional data for the continued improvement of the predictive capabilities inconporated i
thediscovery platforms.

Current Validated Discovery Platforms

1 Splice Variant based Therapeutic ProteinsAlternative Splicing is a biologicalhenomenon that enables multiple
protein products from a single gen®ur historical platform, the "LEADS infrastrc t ur e pl at f or mo
phenomenon by analyzing databases gfisace data, mainly ESTs (Expressed SequenceiTagst subsequences
of a transcribed spliced nucleotide sequence) and predicts the collection of human proteins (proteome), among the
many potential novel splice variants. In some cases, splice variants could be drug candidates. The LEADS
infrastructure platform is used in other discovery platforms as well.

1 Nucleic-Acid Disease Markers Using the LEADS infrastructure platform in combiioa with a gene expression
database, we can identify RNA sequences found in different levels in pathological as opposed to healthy conditions
These RNA sequences can be used as biomarkers for the diagnosis of specific pathological conditions, sach as can

1 Protein Disease Markers Using the same capabilities as above, we can identify Bégiences that are translated
to proteins secreted to the blood stream under various pathological conditions. Such protein sequences, identified |
the bloodstream,an serve as biomarkers for the diagnosis of various diseases. This pkefoas as the basis of our
collaborations with Siemens Healthcare Diagnodtics OrthoClinical Diagnostics (a Johnson & Johnson company)
andlverness Medical (formerliosite).

1 Monoclonal Antibody Targets: This platform predicts the existence of proteins that can serve as targets for antibody
therapeutics. It combines several information sources suthed$ADS infrastructure platformgene expression
profiles and proteidomains predictions. We have recently begun to experimentally validate drug target candidates
which are novel membrane proteinhich we believemay serve as targets for antibody therapeutics and may play a
role in the treatment of various cancer and imoune diseases. This platform is the basis for the drug target
discovery program that enables our collaboration with Medarex.

1 Nucleic-Acid Preclinical Toxicity Markers: Using the LEADS infrastructure platform in combination with gene
expression experiments designed to identify dnatyiced toxicity biomarkers, we can identifijgh levels ofRNA
sequences in tissues that were exposed to toxic drug agents. Such RNAeggaente used as biomarkers for the
early detection of toxicity in preclinical trials.To date, in a collaborative program with Teva Pharmaceutical
Industries, we have successfully identified and validated such biomarkers for kidney toxicity.

1 Non-SNP Drug Response Markers Thi s pl atform (al so cal | eSNPwarationdi Ge n
in the human genome that could be potential drug response and disease predisposition markers. This platform consi:
of three components: a componeatstiuting an atlas with over 200,000 predicted f®NP variations, a component
that associates variations from this atlas with a certain conditions of interest (eg. response to a drug), and a
experimental genotyping component that allows testing of vam&thn human DNA samples. This platform forms
the base of our collaboration with Roche for the identification of drug response markers to anti rheumatoid arthritis
drugs.

1 GPCR Therapeutic Peptide Ligands G-protein coupled receptors (GPCRs) are desirable drugs tdrgeth at
least 40% of drugs currently in the market thought to act on GPCRs. This platform aims at finding novel peptide
ligand agonists to GPCRs that could become drug candida$s based on a predicted peptidome aodr
capability to extract from it, GPCR related peptid®sir peptidome is a collection of thousands of novel human
peptide sequences which are expected to correspond to natural peptidess aneiated bpredicting novetleavage
sites in precursor proteinglsing this proprietaryplatform to date,we have identifiednany novel peptides that
activate GPCRs and progressed withltiple peptides intdn vivo studies. In addition, we signed a collaboration
agreement with Mek to use this platform to target and predict peptides likely to activate selected GPCRs and to
validate their agonistic activity.

1 New Indications This platform predicts new indications for existing drtig®ough the analysis ofast amounts of
informaion and raw data from many different experimental and drug and disease specific sources, including gene



expression, known or predicted protein networks, gene regulation data, known or predicted associations betwee
genes and pathologies and other expertaleesults A key component of the platform is the Compugieveloped

MED (Mining of Expression Data) infrastructure technologyhich is also being utilized in other discovery
platforms. The MED technologgllows the integration and subsequent queryghgnultiple types and sources of
data,including,gene expression results from tens of thousands DNA chips from around the world, covering hundreds
of biological conditions (e.g. disease states). A significant value in discovering a new indication isfing dxug is

found in the shortened development time and decreased risk due to the existence of safety, toxicity and other data.

1 DiseaseAssociatedConformation Blockers: This discovery platforms designed tadentify segments in proteins
of interestthat, if introduced therapeutically as synthetic peptides, would block specific conformational changes of
such proteins, thereby preventing them from adopting dissssmciated conformations and related activities. A key
capability of this platform is #it it enables a proteome wide search for conformational change blocking peptides in
human, viral and bacterial proteomes.

1 Viral Peptides Dscovery. This isour newesplatform, targeted athe discovery of novel therapeutic peptidiesn
viral genomes fopotential human therapeutic use against inflammatory and immune related diseases. Theattional
the platform is based on the concept of utilizing the virus gained knowledge on how to subvert the human immune
system.The hitial run of ttis platform identified two viral peptides that were shown iim vitro studies on activated
immune cells to suppress secretion of various cytokines and chemokines suggestiriqamtiatory properties.

THERAPEUTIC ACTIVITIES

We use our therapeutic discovephatforms to first predict, based on various computational biology predictive models, a
large number of potential candidates and then use algorithms, machine learning systems and other tools to select from amc
the many predictions, likelyhovel potentialdrug candidates. After ith in-silico prediction and selectiomf potential
candidates, we perform an initial screening experiment that tests for the predicted biological activity. We then identify
potential candidates, and select some for preliminaripgical testing (usually hvitro tests) whichinitially, also serves as
validation of the discovery platform itself. Using thevitro results, we make an assessment based on an internal set of
criteria, whether to proceed tnore advanced tests (usuailyvivo tests) which may further demonstrate the potential of the
discovery platform anenable us to place those molecules with successful results, in our therapeutic pipeline. We may
perform these validation activitie$ our candidates internally outsource these activities to a third party.

Our initial therapeutic product candidatésclude the following molecules that are either being actively pursued by
Compugen or are covered by an existing collaboration:

1 CGEN241 is a splice variant of titdET receptor a prominent therapeutic target for cancer, also discovered using
Compugends Splice Variant based Tlhhanmpaipewntdisc MdErdaied/eairn s
solubleform of the MET receptor which has been shown itchibit HGFinduced Met phosphorylatices well asell
proliferation and survival, indicating afiitogenic activity.Furthermore CGEN241 displaysa profound inhibitory
effect onproperties related to cell motility and invasiveness demonstrated by inhibfiti@t scattering, cell invasion
and urokinase activity induced by HGF. Compugends r e
dependent activities, CGERUA1 can also affect ligariddependent functions, illustrated by the inductiompdptosis
in MKN45 cells and binding of CGE41 to Met overexpressing cells, implying a direct interaction with the
membranal Met receptor. These different mechanisms of action may confer a therapeutic advantage with the ability ti
inhibit the diverse maes of Met activation existing in human malignancies.

1 CGEN&855 isa peptide agonist of thEPRL1 GPCRreceptor,predicted byC o mp u g@&CR peptide ligand
discovery platformUsing in vivo modek of acute myocardial ischemraperfusion injury, CGEM55 and CGEN
855B (a shortederivative of CGEN-855) displayedsignificant dosadependent inhibition of acute inflammatiom
mice. Furthermore, these peptigesvidal cardigrotection against reperfusion injurgs manifested bgeduction in
infarct sizeard troponin | plasma secretiofiaken togethe our results indicate that theenovel FPRL1 agonistmay
be a useful therapeutic agent for control of inflammatory diseases, and for the treatment of myocardial infarct anc
subsequenheart failure This protein is currently undex research and option for license agreenvetit Merck
Serono.

1 CGEN&856 and CGH-857 are MAS GPCR peptide agonjsggedicted byC o mp u g@PER peptide ligand
discovery platform.Subnanomolar concentrations obth pepides exhibit vasodilation of aortic rings which is
dependent on the presence of endothelium and NO synthesis, and is mediated through the Maslmedgeptor.
studies using models of cardiac remodeling, induced by isoproterenol or isale@eiusion,indicate that these
peptidesprovide significant cardioprotection, as manifested by reduction in cafithiassis and cardiomyocytes
hypertrophy.



1 CGEN-25007 peptide was discovered usid@ mp u gpeopriétary discovery platforrmamely, theDAC Blockers
platform, which is designed for the prediction and selection of peptides that block proteins from adopting their
diseaseassociated conformations. CGEM007 corresponds to a segment of the gp96 proiheat shock protein
which, triggers both the innatend adaptive arms of the immune system and is indoilvénflammatory responses.
gp96 is the unique and obligatory master chaperone fofikellreceptors (TLRs). CGEIR5007 exhibited anti
inflammatory activity inhuman PBMCs and murine splenocytes chmajéel with various inflammatory stimuli.
Moreover,usingan animal model of endotoxemia CGEN007 exhibited aninflammatoryactivites The above
resultssuggesthat CGEN-25007may be developed as anti inflammatory drug.

1 CGEN-25008 peptide imClust er i n antagoni st and was discoverlad us
vitro, CGEN-25008 evoked growth inhibition of various tumor cell lines such assnmall cell lung cancer (A549),
colorectal adenocarcinoma (HT29), breast cancer (MCF7) asdape cancer (PC3). In a xenograft animal model of
lung cancer, CGER5008 was shown to induce up to 25% greater reduction in tumor size when given together with
Taxol, in comparison to mice treated with Taxol only. The peptide is currently under asseissauklitional cancer
models.

1 CGEN-250094 is an agonist peptide of the LGR7 receptor thatpradicted by the GPCR peptide ligand discovery
platform. The LGR7 receptor is known to be activated by Relaxin and therefore could potentialthdrapeLit
activity in various clinical indications including fibrosis, labor complications, infertility and heart failureitro
CGEN 25009 peptide shoed an apparent cAMP related effect on CHQ cells transiently transfected with
LGRY. The peptide is cumély under assessment in an animal modéliog fibrosis.

In addition to the above, Compugen has discovered and initially validated the following therapeutic product candidates
that, as of now, will be pursued only if and when a collaboration partidgrisfied or currently ofgoing negotiations with a
potential partner are successfully concluded:

1 CGEN-b54 is a splice variant of the MEPchemokinea possible drug candidate for inflammatory conditions and
cancey di scovered usiVagantBasedJhemgpeuid Rrotehpdiscoeeey platfdnimbition of
CCR2, the receptor for MGP, has been shown to have ananti f | ammat ory ef fect . -1Compu
is an inhibitor of he CCR2 axis. This protein reduddgglycollateinducedrecruitmentof macrophages to the
peritoneumin a dose dependent manner.

1 CGEN-34 is a splice variant of the peptide ANP al so di scovered using Compugendt
Proteins discovery platformThis variant is a possible agonist ANP and is likely to share similar biological
properties as ANP, and therefore it could potentially affect the cardiovascular system.

1 CGEN-50001is a small molecule drug which has been used in the clinic for many years for CNS related indications
and hasa well established safety profilelsingCo mpugendéds New I ndications Disco
that CGEN50001 would likely strengthen the effect of anteast cancer drugs which target the estrogen receptor,
such as Tamoxiferin vitro andin vivo validation studies performed by Compugen, supported this computational
prediction and demonstrated tlatministration of CGEMN0001 was shown thave certain antancer effectsThis
suggests a hew therapeutic indication for a known drug for laasér patients.

DIAGNOSTIC ACTIVITIES

As with our therapeutic discovery efforts, our diagnostic discovery platforms incorporate the prediction of a large number
of possible candidates for the area of interest and then selection of those with apggheentrbbabilities. After these steps,
we make an assessment, based on the set of criteria set forth Wwhlotv.candidates tseek toexperimentallyalidate. A
candi dat e bydestiigutan a setaot cénital samples derived from healthg diseased individuals. Validation
may be accomplished using molecular biology techniques and antibody development and immioasesbaletection
assays. Our principal selection criteria to assess whether or not to validate a candidate are:

1 Novelty andfreedom to operate. We select molecules that we predict to be novel and have found to not be covered b
third party patents or known patent applications.

1 Differentiation between disease/pathological and healthy conditions. We select molecules thatlietete be
present in different quantities in diseased/pathological and healthy human tissues that allow the development of a te
having a diagnostic value.

1 Biological characteristicdVe select molecules that have biological features, which makesii¢able for diagnostic
detection. For example, in the case of immunoabsaed diagnostic biomarkers, we select molecules that are
predicted to be secreted into the blood stream and therefore paktistyable in blood.



1 The specific interest of ourotiaboration partner. The selection of a candidate for validation is often done together
with our collaboration partner, based on their diagnostic areas of interest and the specific candidate.

Our initial diagnostic product candidates include:

1 CGEN-144 is a variant of the Troponin | biomarker for diagnosing acute myocardial infarction. The Troponin |
variant is one of a group of putative cancer and c
immunoassay biomarker computationasadvery platform. The molecule has subsequently been experimentally
verified to be differentially expressed as a serum protein in myocardial infarction patients compared to healthy
individuals. In accordance with a recently signed agreement with Comp8gesite will develop and select
antibodies that bind to CGEMA4 to determine assay sensitivity and specificity in various disease states and as an
addition to the current commercial Troponin | test.

1 CGEN438 is a splice variant peptide of the ddike protein 3 precursor (DLL3). Using a test developed by
Compugen to detect CGEMB8 in serum, the blood levels of the peptide were measured in both lung cancer patients
and healthy individuals. The CGEMB8 concentrations detected in serum samples of Saall Lung Cancer
(SCLC) patients were higher than those detected in the controls, demonstrating the potential gf38G&Necome
a diagnostic biomarker for SCLC. CGEM8 was also found to be expressed, to a large extent, in certai8OldD
serum samgs. As such, CGEM38 may too be used in a biomarker combination test for the diagnosis ef Non
SCLC.

1 CGEN®6 is a splice variant form of the Gastrin Releasing Peptide Precursor (GRP) gene. Today, there are thres
known isoforms of the wild type GRP proteal| of which are secreted proteins. CGENs a novel secreted splice
variant protein with a unique combination of amino acids derived from various known GRP isoforms. This protein is
detectable at higher protein concentrations in serum samples of p@li€hts as compared to control healthy
samples. The control samples showing positive C@&BEMalues were different than those showing positive
CGEN& 38 values, implying that a combination test using both markers may enhance assay specificity.

1 CGEN-327 issplice variant of the HE4 (Human Epididymis Protein 4) gene, which is a known biomarker for ovarian
cancer. The computationally discovered transcript was found to exist in human ovarian tissues and presented an ov
expression profile in ovarian cancesdiles as compared to healthy and benign ovaries. These results suggest that this
splice variant may serve as a novel molecular biomarker candidate for the diagnosis of ovarian cancer.

Our diagnostic discoverplatformstogether with our related technolegiand their experimentally validated novel output
have already formed the basis for discovieaged collaborations with:

1 Siemens Healthcare Diagnostics;

1  Ortho-Clinical Diagnostics, a Johnson & Johnson company
1 Iverness Medical (formerly Biosite Inc.);

1 Mayo Clinic,

1 Teva Pharmaceutical Industries Ltdnd

1 F. HoffmannLa Roche Ltd.

We expect that in 2@and 200, as was the case in Z)Qve will continue to validate and develop products based on
discoveries from our immunoassay based diagnostic discplatiprnms. We also intend, together with our licensees and
collaboratorsto continue our discovery activities, which are currentlgated at cancer, cardiovascular and inflammatory
diseases, as well as drugjated toxicitiesand alsextendthese activitie$o other disease areas.

Selected Existing Customers and Collaborators

We have to date entered into a number of agreemeudisr which we have odicensed novel therapeutic and diagnostic
product candidates. We intend to continue to license out our novel therapeutic and diagnostic product candidates, f
pharmaceutical, biotechnology and diagnostics companies aaddition, b ent er into broader A
collaborations.We seek to generate revenues from these collaborations primarily in the focertaih predetermined
developmental stages and milestones, and royalties from the sales of the drugs and/oradiagpdisaitions. Under all of the
agreements that we have entered to date, and as is customary in the industry, successful outcomes with respect to s
development or commercial milestones are not guaranteed nor required of us or of our partner.company

In November, 2008, we announced signing a collaboration agreement with Merck KGaA, covering86&Eh
Compugerdiscovered novel peptide targeting the FPRLJrGtein coupled receptor. The agreement covers additional
research to be conducted by Compuged provides Merck Serono with an option to exclusively license the novel peptide for
worldwide development and commercialization.



On April 1, 2008, we announced the discovery and experimental verification of A@&Na novel variant of Troponin |
biomaker, and the signing of a research and license option agreement with Biosite, Inc. We simultaneously announced that
patent for this biomarker was granted by the U.S. Patent and Trademark Office.

In January 2008, we announocedr entry into acollaboration with Merck & Co., Inc., targeted at predicting peptides likely
to activate selected -@rotein coupled receptors (GPCRs) and validating their agonistic activity. The agreement includes an
option to Merck for exclusive worldwide licenses fockipeptide$ on a peptide by peptide basisovering the development
and commercialization of therapeutic products.

In December 2007, we announced our entry gtoollaborative discovery and license agreement with Roche for the
identification and validtion of genetic variations for the predictionreéponse to drugs used for the treatment of rheumatoid
arthritis. We plan to utilize our proprietary GeneVa platféonanalyze DNA samples and clinical data provided by Roche in
order to identify and vatiate norRSNP (single nucleotide polymorphism) genetic variations that could serve as biomarkers for
the predicted response or Am@sponse to selected drugs for treatment of rheumatoid arthritis.

In August 2007, we announced the discovery of C&BNaCompugerdiscovered novel splice variant of M&Pand our
entry into a research and license option agreement with Teva Pharmaceutical Industries, Ltd. relatirgyehés informed
Compugen that it will not be exercising its option and therefore sexking other collaboration partners for this molecule.

In April 2007, we announced our entry into an agreement with Mayo Clinic targeted at discovering and validating novel
biomarkers for diagnosing the presence of unstable atherosclerotic plagem®nary artery disease and cerebrovascular
disease.Coronary artery disease (CAD) is the leading cause of death in the developed world. Vulnerable plaque is regarded «
the most common cause of complications from CAD and can lead to increased incidesae attack and strok®Ve expect
to utilize our unique discoverylatform approach to predict and validate biomarkers relategttive atherosclerotic disease,
incorporaing data derived from biological materials provided by Mayo Clinic, as wedlua®wn proprietary expression and
clinical data.

In March 2007, we announced our entry into an agreemimtBiosite Inc. forthe development and commercialization of
immunoassay diagnostic produdEntering into this agreement was an expansion ofronrinoassay diagnostic collaboration
with Biosite, which we entered into in June 20Qder this agreement, Compugen and Biosite expanded the number of
potential diagnostic biomarkers that we made available to Biosite for selection. Furthermore, cuy ewliboration was
expanded to cover additional diagnostic fields such as cardiovascular and oncology. As with the initial agreement, we ar
entitled to receive milestone payments and royalties from the sale of any products emerging from the callaboratio

In January 2007, we announced our entry into a collaborative agreement with Medarex, Inc. to develop novel monoclon:e
antibodybased therapeutics for oncology and autoimmune diseases. Under the terms of the agreement, we will share wi
Medarex discouws, development and commercialization responsibilities on antibaded therapeutics resulting from the
collaboration, and share revenues generated from the sale of such therapeutic products. Under the collaboration, we
utilizing our proprietary antibdy-target discovery platform to identify novel drug targets. Medarex plans to develop fully
human antibodies against these targets using its proprietary system for developing human antibodies. The collaboration al
provides that we may independently puegsliagnostic applications involving certain antibodies and targets.

In January 2007, we also announced our entry into an agreement with Teva Pharmaceutical Industries to collaborate on
project for the discovery of biomarkers for the detection of dougity in preclinical stages of the drug development process.
The initial focus of the collaboration was on biomarkers for the early detection of potential nephrotoxicity (beingttoxicity
kidney cells). We granted Teva a license to use the discovexrdaetirs for research and development activities while retaining
commercialization rights for licensing to other companies, as well as rights for internal use. Under the collaboration, we
utilized our proprietary computational tools, discovery platforms mamcleic acid testing technologies for the purpose of
predicting and validating toxicity biomarkers. Our integrated analysis incorporated data derived from biological samples
collected by Teva in a preclinical study designed specifically for this progeteth as our proprietary expression and clinical
data.

We currently coordinate a consortitfimded by the Europear&rameworkas part of a three year collaborative project,
which commenced on January 1, 2006 and which was extended t8QJW2&09. th addition, we participate as a partner in an
additional research consortimder the European Union'§ 6ramework PrograniThe grants we receive from these projects
do not bear any repayment provisions or royalties. In our role as the coordinator of these projects, we receive the
consortium funds from the European Commission for distribution to the consortium members pursuant to the agreement.

In June 2005, we announced our entry into a collaboration with @iihaal Diagnostics, Inc, a Joban & Johnson
company, or OCD, for the development and commercialization of immunoassay based diagnostic products that are based
the output of our diagnostic discovery platforms. The terms of this agreement allow OCD to select up to nine diagnostic
biomarkers which we will then collaborate on the initial clinical validation of the selected biomarkers. Under the agreement,
successfully validated biomarkers will be developed into products and commercialized by OCD. In exchange, we will receive
milestone pgments and license fees for each commercialized biomarker, in addition to rdasmebroyalties. We applied



together with OCD for a grant from the Isrd&lS. Binational Industrial Research and Development Foundation for
contribution to our research andévelopment expenditures under our joint collaborative project. For more information about
t hi s gr an tOperasing and RinahcelrReview and ProspectsRe s ear ch and Devel opment,

In June 2005, we also announced our emtty & collaboration with Biosite, for the development and commercialization of
immunoassay based diagnostic products based on the output of our diagnostic discovery platforms. Under the terms of tt
agreement, we granted to Biosite an exclusive licengheirdiagnostic field to use certain of our targets for immunoassay
based diagnostic applications. In return for this grant, we are entitled to receive milestone payments and royalties from th
sales of each diagnostic product emerging from the collabarati

In August 2004, we entered into a broad pipeline discelbased collaboration with Diagnostic Product Corporation, a
division of Siemens Healthcare Diagnosti@PC) for the development and commercialization of certain diagnostic products
based on the output of our diagnostic discovery platforms. The terms of this agreement allow DPC to develop anc
commercialize immunoassay and nucla@d based diagnostic practs that are based on candidate biomarkers that we
already discovered, as well as additional candidates that may arise out of the collaboration. We are entitled to retiee mile
payments and royalties from the sales of each diagnostic product emfogmghe collaboration. In February 2006, we
entered into an expansion agreement with DPC under which we agreed to collaborate in relation to up to an additional fiv
diagnostic product candidates. The terms of the expansion agreement entitle DPC r®o adipginse to candidates that
Compugen validates using serum samples to be supplied by DPC, in consideration for an option and milestone payments tt
are in excess of the analogous payments under the original agreement.

Our Strategy

Our mission is to be the world leader in the discovery and licensing of product candidates to the drug and diagnostic
industies undermilestone andevenue sharing agreemts. Our increasing inventory pbwerful and proprietarydiscovery
platformsis enabing the predictive discovery field after fieldi of numerous therapeutand diagnostiproduct candidates.

These discovery platforms are based on our delcade focus on the predictive understandiofyimportant biological
phenomena at the molecular édv

To date, we have commenced implementing this strategy through (i) the sucdessiopment andalidaion of the
predictive capabilities obur tendiscovery platforms(ii) the discovery ohumepus product candidates in seved&gnostic
and theapeutic areas that were first prediceatl selecteéh silico and then initially validatedéh vitro and/orin vivo in the
laboratory andiii) the signing of collaboration and license agreements with Rdsiemens Healthcare Diagnostics, Inc.,
Ortho-Clinical Diagnostics(a Johnson & Johnson companyiosite, Teva Pharmacuetical Industries, Merck & Co. and
Medarex, Inc. for the development and commercialization of novel diagnostic and therapeutic products.

Our current inventory of validated discovematiorms is as follows:
Splice Variant based Therapeutic Proteins
Protein Disease Markers

Nucleic-Acid Disease Markers

Monoclonal Antibody Targets

Nucleic-Acid Preclinical Toxicity Markers
Non-SNP Drug Response Markers
GPCRTherapeutic Peptide Ligands

New Indications

DiseaseAssociated Conformation Blocker
Viral Peptides Discovery
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Subsidiary
Keddem Bioscience Ltd.

In 1999, we established a chemistry division that focused on substantially increasing the predictability and success rates
small molecule drug discoveryOn August 1, 2004, we transferred all of the assets and liabilities of this division to Keddem
Bioscience i K e d daewvimdlyowned subsidiary.

Keddem experienced recurring losses from operations and had accunauldiditit of approximately $2,917,000 at
December 31, 20068n August 2007, we announcédh e suspensi on o fandkésutily ¢ iméftected psear a t |
discontinued operatioim our consolidated financial statementa 2008, in order to continue to seek to maximize the value of
Keddembés i nt e |Cbmpuagenueatered pnto @ peent sheet, agreement Méitha Ltd., a newlyformed company
owned and managed by the former two-CIBOs of Keddem, under which Compugen will license the Keddem intellectual
property to Mada in exchange for royalties on any future revenues and certain access rights to any developed technoloc
Mada ntends to seek third party funding for the development of this intellectual property, but we can give no assurances that



will be successful in doing so.

For more information on Keddem, see |tem 7. atedMBagrtyo r S
Transactions; Keddem Bioscience Ltd. o.



Significant Investment
Evogene Ltd.

In 1999, we established a division to utilize @usilico predictive discovery capabilities in the agricultural biotechnology
field. On January 1, 2002, we transferred this business, including a three year Computational Tools License to cerggin existi
Compugen computational biology knowhow, includib§ADS, to Evogene Ltd, a newly formed corporation in exchange for
1,640,000 ordinary shares of Evogene, representing 82%
ordinaryshares representiid3% of t he company6s fdumlingsciemntistswha avibualy had doectedh e
the agbio division at Compugen.

On August 1, 2004, the Computational Tools License was extended for two additional years, until December 31, 2007, i
consideration of the issuance to Compugen of 350,000amdshares of Evogene. During these two years we were obligated
to provide to Evogene limited support services for no additional consideration. In August 2006, we entered into a Softwari
License Agreement with Evogene, under which we agreed to granefwaglicense to certain software which supports the
LEADS technology licensed under the Computational Tools License Agreement. In consideration for the grant of the license
Evogene issued to us 40,000 ordinary shares during 2006 and an additionald26ii0@¥ shares during 2008. In May 2007
we entered into a further extension, under which we agreed to grant Evogene a license to certain software until December 3
2014. In consideration, Evogene paid us $150,000 and issued to us 100,000 Evogenesbiatiesr

In February, 2006 Evogene entered into an equity investment agreement with certain investomifiorséf which
approximately $2nillion had originally been received by Evogene as a bridge loan in January 2005 but was converted into
equity pursuant to the terms of the equity investment agreement. We did not participate in this financing round.

In June, 2007, Evogene completed an injablic offering on the Tel Aviv Stock Exchange. The company sold units
consisting of ordinary shares, Series 1 warrants and Series 2 warrants. In total, 3,800,000 shares, 3,900,000 Seties 1 warr
and 3,400,000 Series 2 warrants were sold in the offeritn addition, existing shareholders exercised warrants for
approximately 2,000,000 ordinary shares, bringing the total new capital raised to approximatdliio88 We did not
participate in this public offering. In August 2008, Evogene enteredairitee year research and development collaboration
with Monsanto Company focused on identifying key plant genes related to yield, environmental stress and fertilizenutilizatio
At such time, Monsanto purchased an $18 million equity stake in Evogerageeetl to purchase an additional $12 million in
the future, subject to certain Evogene diligence requirements.

In August2008, Evogene granted to us 30,000 options to purcha:
Share Option Plan (2002).Each of Evogenebds directors was entitled to
director. Mr . EIl i Zangvi |, Compugends representative on Evo
directlyto Compugerand notto him personally

As a result of the above financings and other transactions, as of December 31, 2008, we held 2,150,000 Evogene shar
with the ability to vote 9.0% of Evogeneds share capital

The investment in Evogene was historically accounted for in accordance with APB 18, "The Equity Method of Accounting
for Investments in Common Stock". Through February 2006, when Evogene completed a major finance round, we accounte
for the investment wfer the equity method. The finance round resulted in our holdings being diluted to below 20% of
Evogene's outstanding stodke camot exercise significant influence over operating and financial policies of Evogene and the
carrying amount of the investmers currently classified and accounted for as avaitatnesale marketable securities in
accordance with Statement of Financial Accounting Standard No. 115, "Accounting for Certain Investments in Debt anc
Equity Securities” (SFAS 115). Securities avaitafor-sale are carried at fair value, with the recognized gains and losses
reportedas a separate component of stockholdersd equity unde
balance sheet.

For more information on our holdingsivEbgene, see bel ow fAOrganizational St
and Note 2e to our 2008 consolidated financial statements.

Sales, Marketing and Business Development

Since our incorporation in 1993, we have devoted most of our capitahamdn resources to obtaining deeper and
predictive understandings of important life processes at the molecular level and utilizing these understandings asrwell as o
extensive and growing base of proprietary computational biology systems, tools andmglatio substantially improve
important aspects of drug and diagnostic product discolremgcent years, these efforts have focused on the development of
field-specific discovery platforms and the prediction, selection and initial validation of numdrogsand diagnostic
candidates. Therefore, our principal sales, marketing and business development efforts currently involve licensing or othe
forms of collaborations with biotech, pharmaceutical and diagnostic companies for the development and ciratimraél
our product candidates and our discovery platforms. In earlier years we provided certain of our capabilities in the form o



services and software tools to third parties, but these activities were largely discontinued by 2004.

Our business modeks primarily based on receiving revenues in the form of fees, milestones, and royalties and other
revenue sharing payments from licensees andeselopment partners Therefore, currentevenues remain insignificant
Revenuedor the year ended Decembgt, 20@ were $338,000most of which were in Israel. The approximate geographical
breakdown of our revenues for the year ended December 31, 2008 was 12% in North Ant8&% in Israel For the year
ended December 31, 2007, all of our revenues were in North America.

In 2008, inthe United States, we #a business development presence in Rockville, Marylatith operations will be
suspended in 2009.

Raw Materials

We use a large rge of raw materials in our research. For our research and discovery activities, we use biological
databases such as databases of ESTs, which are short nucleotide sequences that code for the expression of partial mR
databases on DNA sequences gene exmesdatabases, including from microarrays, databases which link proteins to
diseases, protein interaction pathway databases and databases that match drugs with their respective targets. We also u
large range of biological reagents such as cell gromgdia, enzymes, antibodies as well as human tissue samples and cell
linesfor our therapeutics and diagnostic validation activities.

We rely on the quality and integrity of the raw materials that we use. We have encountered circumstances in which variou
biological reagents that we acquired were found to be of poor quality. Such circumstances may delay and even interfere wi
our discovery and development efforts.

Intellectual Property Rights

Our intellectual property assets are our principal as$éisse assets include the intellectual property rights subsisting in
our proprietary knowhow and trade secrets, the copyrights subsisting in our software and related documentation and in oul
patents and patent applications. We seek to vigorously pratecights and interests in our intellectual property. We expect
that our commercial success will depend on, among other things, our ability to obtain commercially valuable patentg especial
for our therapeutic and diagnostic product candidates, mairtairtdnfidentiality of our proprietary knetwow and trade
secrets and otherwise protect our intellectual property.

We seek patent protection for inventions that relate to our therapeutic andstiagotential product candidates as well as
certain compoents of our technology platforms. We currently havetal of 12registered patents of whidi are registered
in the United States armhe isregistered imustralia.We also havd 37 pendingpatent applications, which includi& patent
applications thahave been filed in the United States (four of which have to date been allowed for issarzhseyen
applications that have been filed under the Patent Cooperation Treaty for which we have not yet designated the countries
filing. We intend to continuéo apply for patent protection for our therapeutic and diagnostic inventions, including for related
inventions such as antibodies and peptides.

We also seek protection for our proprietary kAlosw and trade secrets that are not protectable or protected by patents, by
way of safeguarding them against unauthorized disclosure. This is done through the extensive use of confidentialit
agreements andssignment agreements with our employees, consultants and third parties as well as by technological mean:
We use license agreements both to access third party technologies and to grant licenses to third parties to exploit o
intellectual property rights.

Competition

The biotechnology and pharmaceutical industries are highly competitive. Numerous entities in the United States ant
elsewhere compete with our efforts to make discoveries and commercialize them. Our competitors include pharmaceutice
biotechnology and diawstic companies, academic and research institutions and governmental and other publicly funded
agencies.

We face, and expect to continue to face, competition from entities that discover and develop products that have a functic
similar or identical tohe function of our therapeutic and diagnostic product candidates. In respect of our diagnostic product
candidates, we potentially face competition from any company to the extent that it discovers or develops diagnostic product
and especially, if its pradtts are aimed at diagnosing cancers and cardiovascular diseases as well as toxicity biomarkers
These companies include companies saaghbbott and Bayer as well as diaDexus, Inc., and Celera Diagnostics. In respect of
our therapeutic product candidatesir potential competitors comprise companies that develop or commercialize therapeutic
protein or peptides such as Amgen, Inc., Wyeth Pharmaceuticals, Inc., Genentech, Inc., Xencor, Inc. and Zymogenetics, Inc.

Our discovery program depends, in largetpan our discovery platforms and other technologies and our proprietary data
to make inventions and establish intellectual property rights in genes antagateproducts, including mRNAs, proteins and



peptides. There are a number of other means by vehich inventions and intellectual property can be generated. We believe
that our computational technologies, and specifically our discovery platforms, provide us with a competitive advantage in the
field of predicting gendvased products, and occasionajgin some information on their biological importance. We believe
that this advantage is made possible by the incorporation of ideas and methods from mathematics and computer science i
biology, and by the modeling of significant biological phenomenathadesultant better research capabilities that we have
developed. Nevertheless, we may lose this advantage if our existing or future competitors make scientific and technologic:
progress. In addition, we may discover and pursue the development of thierapeliagnostic product candidates that could
conflict with our collaboratorsé discovery and devel opmi
the past a license to use certain of our earlier computational platforms.

Government Regulation
Environmental Regulation

Some of our research and development activities involve the controlled use of biological and chemical materials, a sma
amount of which could be considered to be hazardous. We also have the facilities faesafel inandling of radioactive
materials, although these facilities are currently not in use. We are subject to Israeli laws and regulations govesging the u
storage, handling and disposal of all these materials and resulting waste products. We adieety reinall amounts of
biological and chemical materials. To our knowledge, we substantially comply with these laws and regulations. However, the
risk of accidental contamination or injury from these materials cannot be entirely eliminated. In thef@reaccident, we
could be held liable for any resulting damages, and any liability could exceed our resources.

Regulation of Use of Human Tissue

We need to access and wuse various human or ot her or gée
validation of some of our products. Our access and use of these samples is subject to government regulation, in the Unit
States, Israel andsewhere and may become subject to further regulation. United States and other governmental agencies me
also impose restrictions on the use of data derived from human or other tissue samples. To our knowledge, we substantia
comply with these regulatomgquirements.

Regulation of Products Developed with the Support of Research and Development Grants

For a discussion of regulations governing products developed with research and development grants from the Governme
of I srael , s e andfihahcalinRevlew an® Brespeats; Rasaarch and Development, Patents and Licenses; Israel
Government Research and Development Programs. 0

Organizational Structure

We incorporated our whollgwned U.S. subsidiary, Compugen USA, Inc., in 1997 and in 3a2088, we established a
wholly-owned UK Subsidiary, Compugen UK LtdHowever, neither of these subsidiaries is anticipated to have any
significant operations during 20090ur research and discovery, business development and commercial operatiohs are al
carried out primarily from our Tel Aviv offices.

As of December 31, 2008, we held 2,150,000 ordinary shares in Evogigmehe power to votapproximately 9.0% of
the outstanding share capital of Evogene Ltd. For more information on Evogenenseerite fiMaj or Shar ehol
Party Transactions; Rel at e &voderemwasynot tonsaliatea mtb ouo corssolidated fimapaah e
statements for the years 2007 and 20B8r accounting treatment of our investment in Evogeae,Note 1b and Note 2e to
our 2008 consolidated financial statements.

Property, Plant and Equipment
We lease an aggregate of approximately 28,200 square feet of office and biology laboratory facilities in Tel Aviv, Israel.
The lease in Tel Aviv expires in December 2009. We have begun the process of negotiating the renewal of iMe lease.

sublease appkimately 4,825 square feet of this space to another entity.

We believe that the facilities that we currently lease are sufficient for at least the next 12 months, subject to rérewal of
lease.

There are no encumbrances on our rights in thesedgasperties or on any of the equipment that we own.

To our knowledge, there are no environmental issues that affect our use of the properties that we lease.



ITEM 4A. UNRESOLVED STAFF COMMENTS
Not Applicable

ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following discussion of our critical accounting policies and our financial condition and operating results should be read
in conjunction with our consolidated financial statements and related notes, prepared in accordance with U.S. @&AP for
years ended December 31, 2008, 2007, and 2006 respectively, and with any other selected financial data included elsewhere
this annual report.

Background

We are a company that engages in drug and diagnostic product candidate discovery and aliratimicof such
candidates largely through early stage licensing ardeselopment agreements. Our business is focused on developing and
using our growing inventory of fielbcused discovery platforms to predict, select and validate therapeutic drdigatas
and diagnostic biomarker candidates. Our initial discovery platforms have focused mainly on cancer, cardiovascular an
immunerelated diseases. Prediction and selection of product candidates is largely computer based utilizing one or more of ol
discovery platforms, while validation of the resulting candidates is accomplished through the use ofrvaiimuandin vivo
experimental techniques. Product candidate discoveries are pursued either (i) by us independently and/or (ii) under vario
forms of collaborations with partner companies whereby our discovery platforms or other discovery capabilities are targeted t
areas of interest of such partner companies (Adiscovery
discowries at an early stage with the goal of maximizing the number of our product candidates in development by oul
licensing and calevelopment partners under various types of milestone and revenue sharing agreements.

We are focused on and are structuredngl the lines of our three principal activities: résearch and discovery;
(i) therapeutics; and (iidliagnostics.

Research and DiscoveryOur research and discovery activities consist of two primary and overlapping components. The
first is our continuing effort to obtain deeper predictive understandings of important biological phenomena at the molecular
level through the analysis of biological data of various types such as DNA or RNA sequences, gene expression data, prote
network data, data relate drugs in development and drugs already being commercialized. The second utilizes these
understandings, along with field specific information, to develop field focused discovery platforms. Both components require
the use of our extensive base of progaig algorithms and other computational biology systems and tools.

Therapeutics and Diagnostics In each field, we seek to discover novel candidates that answer unmet medical needs and
that may be suitable for further development as therapeutic oradiagyproducts. Although each of our platforms is field
diseasespecific, our general approach is not, and can be utilized for numerous applications, both therapeutic and/or diagnosti
At any given time, our discovery efforts may span a number afidates which may become diagnostic or therapeutic
products. Our therapeutic candidates include either novel peptides or proteins that are themselves drug candidates, target:
potential drugs, like specific receptors of cancer cellskrmwn small molegles with new indications. Our diagnostic
biomarkers indicate, among others, the presence or absence of a condition, such as a disease, or a person's predispositic
either acquire a disease or to respond to a therapeutic treaugnusiness model isased on entering into commercial
collaborations with leading diagnostic, biotechnology and pharmaceutical companies, as well as academic and medic
institutions, which have the ability to support and fund discovery activities as well as commerciapo@rel of our early
stage discoveries and candidates fromqbirécal stages for therapeutics or from initial clinical validation for diagnostics.
These collaborations can be based on either product candidates previously discovered by Compugen, carnuimiiet
Afdi scovery on demandd in areas of i Weietendte genetate reeeaues thpoaught n
milestone and royalty based license agreements and joint development agreements with these collaborators. Wechave ente
into several such agreements, but we have not yet recognized significant revenues from these agreements.



OPERATING RESULTS
Overview
We have incurred losses and our revenues may not increase over the next few years

Since our inception, we hawecurred significant losses and, as of December 318,208 had an accumulated deficit of
$157 million. We expecto continue to incur net losses in the foreseeable future.

In late 2004, we began to focus a portion of eesearch and discovegfforts on the creation of field specific discovery
platforms intended tadentify novel drug and diagnostigproduct candidateand discontinued commercialization otir
computational biology software productgith a resulting decrease in revenué& incurred nelosses of approximately $13
million in 2006 approximately $12 million in 200&ndapproximately $2 million in 2008.We expecto continue to incur net
losses in the future due in part to the costs and expeassesiated with our research and discowayvities including the
building and validation of additional discovery platforrur business model is primarily based on receiving revenues in the
form of fees, milestones and royaltiesd other revenue sharing payments from licensees addvedqpment partners of
drug and diagnostic products basedGumpugen made or enablpdbduct candidate discoverieBo date we have received
only minimalsuchrevenues

Our net research and development expenses are expected to account fotmaoré5% of cur total operating expenses.

Our net research and development expenses are expected to be our major operating expense in 2009, accounting for rr
than65% of ourexpected total 2009 operating expenses. Our research and development expenses have always comprise
significant portion of our expenses. In 2005, we increased the resources altocegedarch and development in order to
advance our internal therapeutand diagnostic biomarkers pipelinen 2006, as a reult of our December 2005 -re
organization our operating expenses and research and development exgeossssed. In 200@nd 2008, hese expenses
continued to be, and we expect will continue to e, largest operating expense.

Liquidity and Capital Resources
For a detailed description of our cash and cash equiva
Compensation expenses attributed to option grants.

We recorded compensation expenses of approxim&®el§y million in 2006 approximately$2.3 million in 2007, and
approximately $1.7 million in 2008 in connection with the grant of share options. These expenses are attributable to option
that we granted tour employees and directors and to those of our consultants to whom we granted stockabphieriair
market value known on the date of grant. These amounts are amortized over the vesting peridadivtitred share options.

Based on options gramtéhrough December 31, 2008 and on our ordinary share price on that date, we estimate that our future
amortization of compensation expenses willdpproximately $B6 million in 2009, $50,000 in 2010, and $4,000 in 2011.

Since January 2006, accountisigndard SFAS 123R applie8tandard SFAS 123R determines the accounting treatment for
sharebased compensation to employees. The above future amortization of compensation expense estim&e20tt0 266
2011reflect the application of this standafithese estimates are subject to the amount of granted options at anpajivtein

time. Our current policy is to grant options at the fair market value known on the date of grant. For more informadliate, see

21 of our 20® consolidatedinancialstatements

Impact of Currency Fluctuations

We hold most of our cash, cash equivalents deposits and marketable securities in U.S. dollars but incur a significant portic

of our expenses, principally salaries and related personnel expenses and adu@nésgpainses, in New Isra&hekels. As a

result, we are exposed to the risk that the U.S. dollar will be devalued against the Nevslakel Depreciation of the US

dollar could have a material adverse effect on our results of operation and fimamgd@ion The Company entered into
derivative instrument arrangements to hedge a portion of its anticipated New Israeli Shekel ("NIS") gray/rodirtain
operation expensedNone of these derivative instrument arrangemenqtsalify for hedge accountinginder Financial
Accounting Standard Board Statement No. 133, "Accounting for Derivative Instrumehtdeatging Activities" ("SFAS

133"). They are recognized on the balance sheet at their fair value, with changes in the fair value refifecstdtérants of
operationsunderfinancial income/expenses

Critical Accounting Policies

The preparation of our consolidated financial statements and other financial information appearing in this annual repor
requires our management to make estimates andnenis that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities. We evaluate -goiag basis these estimates, mainly
related to revenues, contingencies, taxation anesitnvent in affiliates.



We base our estimates on our experience and on various assumptions that we believe are reasonable under
circumstances. The results of our estimates form tHhHe bact
and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates uader differ
assumptions or conditions.

Revenue Recognition

The Company generated revenues from collaboration research agraemdentvhich the Company delivered a number of
peptides and performed related services to a customer and from license fees for software products, as follows:

The Company recognized revenues from the collaboration agreement in accordance with SAB 104e"Reagmition”
and EITF No. 01,"Revenue Arrangements with Multiple Deliverables".

Maintenance and support revenues included in these arrangements are deferred and recognized oline stesightver
the term of the maintenance and support agesg. The VSOE of fair value of the undelivered elements (maintenance,
support and professional services) is determined based on the price charged for the undelivered element when sold separa
or based on renewal rate.

Revenues from software licensecognizedin accordance with Statement of Position ("SOP')297Software Revenue
Recognition” ("SOP 92"), as amended, when persuasive evidence of an agreement exists, delivery of the product or servict
has occurred, no significant obligations with rebdo implementation remain, the fee is fixed or determinable, and
collectability is probable. SOP 97 generally requires revenues earned on software arrangements involving multiple elements
to be allocated to each element based on the relative fair afalhie elements. SOP Brequires that revenues be recognized
under the "Residual Method" when vendor specific objective evidence (VSOE) of fair value exists for all undelivered elements
and no VSOE exists for the delivered elements and all revenue remogniteria of SOP 92, as amended, are satisfied.

Revenues from software license fees that involve customization of the Company's software to customer specific
specifications, development services, integration and installation are recognized daaceoxith SOP 81 "Accounting for
Performance of Constructiefype and Certain Productiefype Contracts" ("SOP 81"), using contract accounting on a
percentage of completion method, over the period from signing of the license through to customan@edeEccordance
with the "Input Method". After delivery, if uncertainty exists about customer acceptance of the software, license rev#nue is
recognized until acceptance. For the years ended December 31, 2008, 2007 and 2006 the Company receguneeihrev
accordance with SOP 8llin the amount of $, $ 0 and $ 200, respectively.

Deferred revenues include amounts received from customers for which revenue has not been recognized.
FASB 123R

On January 1, 2006, we adopted Statement of FinaAc@lc ount i ng Standards NoBased 23
Payment o, or SFAS 123(R), which requires the measur emen
grant date fair values for all shapased payment awards made to employees aedtalis. For periods beginning in fiscal
2006, SFAS 123(R) supersedes Accounting Principles Boarc
APB 25, under which we previously accounted for our share based awards granted to emplogiestansl for periods
beginning in fiscal 2006. In March 2005, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 107
or SAB 107, relating to SFAS 123(R). We have applied the provisions of SAB 107 in our adoption of SFAS 123(R).

SFAS 123(R) requires companies to estimate the fair value of dzpsgd payment awards on the date of grant using an
option-pricing model. The value of the portion of the award that is ultimately expected to vest is recognized as an expense ove
the reuisite service periods in our consolidated income statement. Prior to the adoption of SFAS 123(R), we accounted fc
equity-based awards to employees and directors using the intrinsic value method in accordance with APB 25 as allowed und
Statementof Fimnci al Accounting Standar-Basé&ld. CamdBenddtconafiaog

We adopted SFAS 123(R) using the modified prospective transition method, which requires the application of the
accounting standard starting from January 1, 2Q@06, first day of our fiscal year 2006. Under that transition method,
compensation cost recognized in 2006 included compensation cost for albaBatepayments that were ultimately expected
to vest (a) based on the grant date fair value estimated imdacce with the original provisions of SFAS 123 for awards
granted prior to, but not yet vested as of January 1, 2006, and (b) based on tuatgréait value estimated in accordance
with the provisions of SFAS 123(R) for awards granted subsequentuarydal, 2006.Results for prior periods have not been
restated.

We selected the BlaeBcholes model, which is the most common model in use in evaluating stock options. This model
evaluates the options as if there is a single exercise point, andathsislers and expected option life (expected term). The
input factored in this model is constant for the entire expected life of the option.



We recognize compensation expenses for the value of awards which have graded vesting based on the stratbbtlline
over the requisite service period of each of the awards, net of estimated forfeitures. SFAS 123(R) requires forfedtures to k
estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ frotmibte® es
The term Aforfeituresodo is distinct from fAcancell ations
surrendered option. We currently expect, based on analysis of our historical forfeitures, that approximately 87% ohsur opti
will actually vest, and therefore we have applied an annual forfeiture rate of 13% for all options that are not vested, bu
exercisable as of December 31, 2008.

The computation of expected volatility is based on realized historical stock priceityotdtjpeer data as well as historical
volatility of our stock starting from our IPO date. The figke interest rate assumption is the implied yield currently available
on United States treasury zeroupon issues with a remaining term equal to the aggelife term of the options. We
determined the expected life of the options according to the simplified method, using the average of vesting and thel contract
term of the option.

Sharebased compensation expense recognized under SFAS 123(R) .@asilfan, $2.3 million and $1.7 millionfor the
years ended December 31, 20R6807and 2008respectively.

Contingencies

We periodically estimate the impact of various conditionsasiitns and/or circumstances involving uncertain outcomes to

our financ i al condition and operating results. These events
events is prescribed by the Statement of Financi al Acco
50) . SFAS iNwoe.s 5a dcontingency as fan existing condition,

possible gain or loss to an enterprise that will ultimately be resolved when one or more future events occur or fail to occur
Legal proceedingare a form of such contingencies.

We are not currently involved in any legal proceedings and are not required to assess the likelihood of any specific adver:
judgments or outcomes of such proceedings or of any potential ranges of probable lossasniAadiet® of the amount of
any accruals, if required, for these contingencies would be made after careful analysis. For more information in relation t
| egal pr oc e e BiHngnsial Infermation;@dndolaared Statements and Other Financial mé&tion; Legal
Proceedings. o It is possible, however, that future res
materially affected by changes in our assumptions or as a result of the effectiveness of our strategies ttedatdetal
proceedings.

Accounting for Uncertainty in Income Taxes

In July 2006 the FASB issued Interpretation, or FIN, Ni&, Accounting for Uncertainty in Income TaxesAn
Interpretation of FASB Statement NE09, or FIN48. FIN48 provides detadld guidance for the financial statement
recognition, measur ement and disclosure of uncertain t
accordance with SFA$09. Income tax positions must meet a rideely-thannot recognition theshold at the effective date
to be recognized upon the adoption of EIBland in subsequent periotiée adopted FINA8 effective January, 2007 and the
provisions of FINA8 have been applied to all income tax positions commencing from that date.

Recenty Issued Accounting Standards

I n December 2007, the FASB Comluierda tSiFOANSs ,Nbo .0 rl 4SIRRA S fi1B4ulsR
principles and requirements for how the acquirer of a business recognizes and miga#srdémancial statementghe
identifiable assets acquired, thiabilities assumed, and any neontrolling interest in the acquiree. The statement also
provides guidance for recognizing and measuring the goodwill acquired in the business combination and determines whi
informaion to disclose to enable users of the financial statement to evaluate the nature and financial effects of the busine:
combination.

SFAS 141R is effective for financial statements issued for fiscal yemisning after December 15, 2008. We expect that
SFAS No. 141R will have an impact on our consolidated financial statetegitsing in 2009but the nature and magnitude
of the specific effects will depend upon the nature, terms and size of the acquisgiooasummate after the effective date.
The Company does not expect the adoptiorS6AS No. 141Rwill have a significant impact on its consolidated financial
statements

In December 2007, the FASB issued SFAS 160,-blamtrolling Interests in Consolidated Financial Statements. SFAS 160
amendsAccounting Research Bulletin 51, Consolidated Financial Statements, to establish accounting and reporting standarc
for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. It also clarifies that a non
controlling inteest in a subsidiary is an ownership interest in the consolidated entity that should be reported as equity in the
consolidated financial statements. SFAS 160 also changes the way the consolidated income statement is presented by requi
consolidated netncome to be reported at amounts that include the amounts attributable to both the parent and the non



controlling interest. It also requires disclosure, on the face of the consolidated statement of income, of the amounts c
consolidated net income attribbta to the parent and to the noontrolling interest. SFAS 160 requires that a parent
recognize a gain or loss in net income when a subsidiary is deconsolidated and requires expanded disclosures in t
consolidated financial statements that clearly idgraind distinguish between the interests of the parent owners and the
interests of the nenontrolling owners of a subsidiary. SFAS 160 is effective for fiscal periods, and interim periods within
those fiscal years, beginning on or after December 15, ZU@8.Company does not expect the adoption of SFAS 160 will
have a significant impact on its consolidated financial statements

In February 2008, the FASB issued&, FAEHE fRtca fi fv eP dDxait tei oorf
1570 ( 7-B)S1® delap the effective date of FASB Statement 157 for one year for certain nonfinancial assets and
nonfinancial liabilities, excluding those that are recognized or disclosed in financial statements at fair value omg recurri
basis (that is, at Isa annually).For purposes of applying the FSP 1&7nonfinancial assets and nonfinancial liabilities
include all assets and liabilities other than those meeting the definition of a financial asset or a financial liabN&Bin F
Statement 159.FSP 15-2 defers the effective date of Statement 157 to fiscal years beginning after November 15, 2008, and
interim periods within those fiscal years for items within the scope of this FSR.IBTe Company does not expect the
adoption of FSP 152 to have a ntarial impact on its financial position, results of operations or cash flows.

In March 2008, the FASB issued Statement of Financial Accounting Standards (SFAS) N®isdsures about
Derivative Instruments and Hedging Activiti®@s an amendment of FASBtatement No. 13@FAS 161). SFAS 161 changes
the disclosure requirements for derivative instruments and hedging activities. SFAS 161 requires entities to provide enhance
disclosures about how and why an entity uses derivative instruments; how derimatiuments and related hedged items are
accounted for under SFAS 133 and its related interpretations; and how derivative instruments and related hedged items affe
an entityds financi al position, f i n effactivie fod finapcalrstatemmemsissoed a |
for fiscal years and interim periods beginning allevember 15, 2008. The Company is currently evaluating the impact, if
any, that SFAS 161 may have on its financial condition and results of operations. TheradbFAS 161 will change its
disclosures for derivative instruments and hedging activities beginning the fiscal year 2009.

In May 2008, the FASB issued SFAS No. 162, "The Hierarchy of Generally Accepted Accounting Principles". SFAS 162
identifies the surces of accounting principles and the framework for selecting the principles to be used in the preparation of
financial statements of nongovernmental entities that are presented in conformity with generally accepted accountin
principles in the United &tes. It is effective 60 days following the SEC's approval of the Public Company Accounting
Oversight Board amendments to AU Section 411, "The Meaning of Present Fairly in Conformity With Generally Accepted
Accounting Principles". The Company is currergiyaluating the impact of SFAS No. 162 on its financial statements, and the
adoption of this statement is not expected to have a material effect on the Company's financial statements.

Results of Operations
Selected Financial Data
The following discussion and analysis is based on and should be read in connection with our audited consolidated financi

statement s, i ncluding the irkilmaredi anlot ®tsagt ecnoennttasion ealn di nt hf
appearinglsewhere in this annual report.



Year ended December 31

2006 2007 2008
(US$ in thousands, except share and per share dat:

Consolidated Statements of Operations Data

Revenues $ 215 $ 180 $ 338
Costof revenues 6 - 7

Research and development expenses 10,787 9,740 9,289
Less- governmental and other grants (1,670 (1,354) (549
Research and development expenses, net 9,117 8,386 8,745
Selling and marketing expenses 1,719 1,324 996
General ané@dministrative expenses 2,377 2,930 3,502
Total operating expenses * 13,213 12,640 13,243
Operating loss (13,004) (12,460) (12912
Financial and other income, net 955 1,002 401

Loss before taxes on income (12,049) (11,458) (12,51)
Taxes on income - 32 -

Loss from continuing operations (12,049) (11,40) (12,512
Lossfrom discontinued operations (971) (624) (16)
Net loss $ (13,020) $ (12,114) $ (12,527
Basic and diluted net loss per ordinary stewen

continuing operations $ (0.44) % (0.412) $ (0.44)
Basic and diluted net loss per ordinary sHeoen

discontinued operations $ (0.03) % (0.02 $ -
Basic and diluted net loss per ordinary share $ 0.47) $ (0.43 $ (0.4)

Weighted average number of ordinary shares used ir
computing basic and diluted net loss per share 27,985,957 28,266,273 28,434946
(*) Includes stoclbaseccompensatioii see Note 10 of our 28&onsolidated financial statements
As of December 31,
2006 2007 2008
(US$ in thousands)

Consolidated Balance Sheet Data:
Cash and cash equivalents, skterindeposits,
marketable securities and cash held in favor of

consortium partnerd $25102 $15,200 $7,481
Investment in Evogene - 510 3,858
Long-term deposits and marketable securities 1,000 2,080 -

Trade receivables and Other accounts receivable 834 990 768
Assets related to discontinued operatidhs 702 54 -

Total assets 30,856 21,666 14,244
Accumulated deficit (132,754) (144,926) (157,453
Total shareholders' equity 25,738 17,285 10,003

(1) The amounts set forth for 2006 have been reclassified.
Years Ended December 31, Z08nd 200/
Revenues.Revenuesncreaseddy 88% from approximately $180,000 in 2007 to approximately $338,000 in 2008. The

increase in revenues was primarily due to license fees related to the extennk®hEADS license agreement wittvogene.
In 2007, we began to recognize revenues basdteonew business model which we began to implement in 2004. Revenues



based on the new business model wer@0$000 and $40,00fr the years 2007 and 2008, respectivélyis decrease is due
to the fact that we have not yet met all of the conditions reduo recognize certain revenue from our existing collaborations.

Cost of Revenue€ost of revenueattributable to certain research services we provided, were not significant in either 2007
or 2008 and totaledpproximately $7,000 for 2008.

Research and Development Expenses, Research and development expenses, net increased by 4%, to approximately
$8.7 million for 2008 from approximately $8.4 million for 2007. The increase in our research and development expenses, ne
was primarily dued the decrease in governmental and other research and development grants that we, nebéitedre
subtracted from research and development expenses when calculating research and development expeasearctetind
development expenses, nas,a pecentage ofotal operatingexpensesemained 68 in 2007and2008.

Research and development expenses, decreased by 4%, to approximately $9.3 million for 2008 from approximately $9
million for 2007. The decrease in our research and development expgaseprimarily due to a decrease in research and
development payroll expenses of approximately $420,000.

Selling and Marketing ExpenseSelling and marketing expenses decreased by 25% to approximately $996,000 for 2008
from approximately $1.3 million f02007. This decrease was due to a reduction in the number of our personnel and related
expenses. Selling and marketing expenses, as a percentatsd @beratingexpensesdecreased from 10.5% in 2007 to 7.5%
in 2008.

General and Administrative Expensd3aeneral and administrative expenses increased by 20% to approximately $3.5
million for 2008 from approximately $2.9 million for 2007. This wagnarily due to an increase of approximately $132,000
of stock based compsation expenses in 2008 compared to 2007 and approximately $163,000 of accrued compensatior
expenses as a result ah executive terminationGeneral andadministrative expensesas a percentage abtal operating
expensegncreased from Z& in 2007 ta26% in 2008.

Financial Income, NetFinancial income, net, decreased by 60% to approximately $348,000 ®&rf206 approximately
$868,000 for 200. This decrease was primarily due to a decrease of aradltash related account balances, tandwer
interest rates odeposits and marketable securities.



Years Ended December 31, 2007 and 2006

RevenuesWe have shifted our business model away from the sale of our software products in order to concentrate or
identifying therapeutic and diagnostic catates. As a result, revenudscreased by 16% from approximately $215,000 in
2006 to approximately $180,000 in 2007. The decrease in revenuemnti@pated angrimarily due to decreased sales of
Genecarta and related software products and the shify fiwm commercializing our computational software producis.

2007, we began to recognize revenues based on the new business model which we began to implemefhen$A@D4000
of revenue in 2007 was based entirely on our new business model wlil§1dn000 of the $215,000 of 2006 revenue was
based on our new business model.

Cost of Revenue€ost of revenues decreased by 100% to approximately $0 for 2007 from approximately $6,000 for 2006.
This decrease was primarily duedar cessation of commaalizing our legacy products and the fact that we have not yet
generated any substantial revenues from sales of product candidates.

Research and Development Expenses, Riesearch and development expenses, net decreased by 8%, to approximately
$8.4million for 2007 from approximately $9.1 million for 2006. The decrease in our research and development expenses, ne
was primarily due to both a reduction in the number of our personnel and related expenses which followedjamezetion
that we undewent in December 2005 his decrease was partially offset by the decrease in governmental and other research
and development grants that we recejvetiich are subtracted from research and development expenses when calculating
research and development erges, net. Research and development expensess agiercentage ajtal operatingexpenses
decreased from 69% in 2006 66% in2007.

Selling and Marketing Expense3elling and marketing expenses decreased by 23% to approximately $1.3 milk@0Tor
from approximately $1.7 million for 2006. This decrease was due to a reduction in the number of our personnel and relate
expenses. Selling and marketing expenses, as a percentag® operating expensesecreased frorh3.0% in 2006 t010.5%
in 2007.

General and Administrative Expensé3eneral and administrative expenses increased by 23% to approximately $2.9
million for 2007 from approximately $2.3 million for 2006. This was primarily due to an increase of approximately $294,000
of stock bas# compensation expenses in 2007 compared to 2006 and due to an increase of approximately $90,000 in corpore
communication expense&eneral anddministrativeexpensesas a percentage odtal operatingexpensesincreased from
18% in 20060 23% in 200.

Financial Income, Net=inancial income, net, increased by less than one percent to approximately $868,000 for 2007 from
approximately $866,000 for 2006.

Governmental Policies that Materially Affected or Could Materially Affect Our Operations

Until January 2007, Israeli companies were generally subjeotctome tax at the corporate tax rate of 31% January
2007, this was reduced to 29%, amdsfurther reduced to 27% in 2008 he tax rate will be further reducéa 26% in 2009
and to 25%in 2010 and thereafter. However, several investment programs at our facility in Tel Aviv have been granted
Approved Enterprise status under which we are eligible for a reduced rate of corporate tax under tloe thew
Encouragement of Capital Investment959. Subject to compliance with applicable requirements, the portion of our profits
that may be derived from the approved enterprise programs will bextampt for a period of two years commencing in the
first year in which we generate taxable incommaf the applicable Approved Enterprise. The portion of our profits that may be
derived from our approved enterprise programs will be subject, for an additional period of five or eight years, to reducec
corporate tax rates of between 10% and 25%. The texwithin the range of 10% and 25% that may actually become payable
is a function of the percentage of nksnaeli investors holding our ordinary sharé&fiese reduced corporate tax rates will
cease to applypon the expiry of the earlier of twelve yearsnfi the time at which we attain a prescribed level of investment
in our approved enterprise (known as HAcommencement of
approval for an Approved EnterprisEhe period of tax benefits with respéatour approved enterprise programs has not yet
commenced, because we have not yet generated any taxable income. These benefits should result in income recognized b
being tax exempt or taxed at a lower rate for a specified period of time after wedegport taxable income and exhaust any
net operating loss canfprwards. However, these benefits may not be applied to redudd.fhdederal tax rate for any
income that out).S. subsidiary may generate. There can be no assurance that such tats behefontinue in the future at
their current levels, if at all.

As of December 31, 2@) we had not generated any taxable income. As of December 33, @@0net operating loss
carry-forwards for Israeli tax purposes amounted to approximatel fillion. Under Israeli law, these neperating losses
may be carried forward indefinitely and offset against certain future taxable income.

At December 31, 2@) the net operating loss caffyrwards of ourU.S. subsidiary forFederal Incomdax purposes
anmounted to approximately1$ million. These losses are available to offset any futur. taxable income of our 3.
subsidiary and will expire between the years@8aid 203.



Use of ourU.S. net operating losses may be subject to substantial annual limitation due to the "change in ownership"
provisions of the Internal Revenue Code of 1986 and similar state provisions. The annual limitation may result in the
expiration of net operating lossksfore utilization.

For a description of Israel government policies that affect our research and development expenses, and the financing of c
research and devel opment, see fiResearch and Deved oipmetnhi
Item 5 below.

LIQUIDITY AND CAPITAL RESOURCES

In 2008, similar to 200, our sources of cash came from

i Our IPO which took place in August 2000

i Revenues generated from milestone payments under existing agreements
i Revenues generated frazales

1 Governmental and other sources of grants

i The exercise of employee stock options

i Financing income.

i We used these funds primarily to finance our business operations.

Net Cash Used in Operating Activities

Net cash used in operating activities wapragimately $9.5 million in 2006, approximately $8.2 million in 2007 and
approximately $10.1 million in 2008’ hese amounts were used to fund our net losses for these periods, adjusteet&shnon
expenses and changes in operating assets and liabilitiesing compensation relating to stock options issued to employees
The sources of cash that we used in our activities throug8 ®8fk the cashheld in the bank, revenues, governmental and
other grants that we received, and financingpme. We expecthtit our sources of cash for ZDWill be similar. Our
subsidiaries are not restricted from transferring funds to Compugen, although we do not expect any cash flow from them.

Net Cash Provided By Investing Activities

Net cashprovided byinvesting activities consists of proceeds frimdemption ofleposits ananarketable securitieset of
purchase®f marketable securitieend net ofourchases of property and equipmeNet cash generated by investing activities
was approximately $7.0ittion in 2006, approximately $.3 million in 2007 and approximately $13.1 in 200Bhe increase in
net cash provided by investing activities in 2008 was mainly attributable to proceedsefilemption of deposits and
marketable securities.

Net Cash Proided by Financing Activities

Our net cash provided by financing activities was approximately $665,000 in 20@@ximately 295,000in 2007 and
approximately $295,000 in 2008he principal sources of cash provided by financing activities i8 2@0e proceeds that we
received from the issuance of ordinary shares as result of the exercise of stock options by employees.

Net Liquidity

Liquidity refers to the liquid financial assets we have available to fund our business operations and pay for nearderm futur
obligations. These liquid financial assets consist of cash and cash equivalents as welltamslamd longerm deposits and
marketable securitiedAs of December 31, 2008, we had cash and cash equivalents, anteshodieposits and marketable
securities of approximately $7.2 million, not including the market value of the 2,150,000 shares of Evogene ordinary share
owned bythe Company Therefore, the Board of Directors of the Company has adopted a contingency plan that includes
various cost reduction measures which, in the absence of obtaining the required additional funding (including but not limitec
to, fromthe sale of Ewgene shares or otherwise) would enable the Company to continue to support its operations througt
December 31, 2009The debt and equity markets haverbeatremely difficult in the past year, particularly since the dramatic
downturn in the global finanal sector. It is unclear whether, and the extent to which, equity and debt resources can be



accessed by us in the near future. Should we be able to raise necessary funds, we cannot be certain that these feinds woul
furnished on acceptable terms. Aequity financing would likely materially dilute the interestsaay current shareholder.

RESEARCH AND DEVELOPMENT, PATENTS AND LICENSES

We invest heavily in research and development. Research and development expenses, net, were our major operat
expenses, representing matean 6% of the total operating expenses for each of 2006, 2007 and 2008. Our research and
development expenses, net, wapproximately $8.7 million in 2008, compared with $8.4 million in 2007, and approximately
$9.1 million in D06. As of December 31, 20081 of our employees were engaged in research and development otiradull
basis. This represents approximaté®b of our entire work force

We focus our research efforts on the development of our discovery platformelated technologies, and the discovery
and validation of our therapeutic proteins and diagnostic biomarker product candidatexpect that in 2009 ouesearch
and developmentexpenses net will continue to be our major operating expense, representeghaic5% of our total
operating expenses.

We believe that our future success will depend, in large part on our ability to continue to expand our inventory of
proprietary algorithms, predictive models and discovery platforms which provide opporttoitiee discovery of promising
therapeutic and diagnostic product candidates by wus and

Research and Development Grants

We participate in programs offered by the Office of the Chief Scientist undéndhetry and Trade Ministry of Israel
(AOCSO0) t hat supports research alhnSd Bimhiomae Indusgtriale Research candi v i
Devel opment Foundation (fABlI RDO) and by t hé& FrEmewookBreggam. C o m
We received grantsnd other forms of consideratidrom the OCS, BIRD and European Union of approximately #iillion
in 2006 approximately $1.4 million in 2007 and approximately $544,000 in 2088have applied for additional grants from
the OCSfor research, technological development and demonstration actfeiti2e00.

The Office of the Chief Scientist

We received grants from the OCS for several projects. Under the terms of these grants, we will be required to pay royaltie
ranging betwen 3% to 5% of the net sales of products developed from thef@@&d projects, beginning with the
commencement akeceipt of revenue with respectdach products and ending when 100% of the dollar value of the grant is
repaid (100% plus LIBOR intereapplicable to grants received on or after January 1, 1989)of December 312008, our
contingent accrued obligation for royalties, based on roymaring government grants, net of royalties already paid, totaled
approximately $5.5nillion payable oubf future net sales of products that were developed under-fD@&dprojects.

Israeli law requires that the manufacture of products developed with government grants will be carried out in Israel, unles
the OCS provides its approval to the contramglldwing legislative changes to Israeli legislation in 2005, this approval, if
provided, is generally conditioned on an increase in the total amount to be repaid to the OCS, to up to 300% of the amount
funds granted. The specific increase within thigirgg would depend on the extent of the manufacturing to be conducted
outside of Israel. Alternatively, the restriction on manufacturing outside of Israel shall not apply to the extent that plans
manufacture were disclosed when filing the applicationfdading (and provided the application was approved based on the
information disclosed in the application)e believe that this restriction does not apply to the commercialization through
licensing of product candidates that we develop by using or lasedir OCSfunded technologies or discoveries. In such
circumstances, the OCS will take into account the proposal thatf@@®d projects will have an overseas manufacturing
componentUnder applicable Israeli law, Israeli government consent is requirgdrisfer to Israeli third parties technologies
developed under projects, which the government funded. Transfer of@&d technologies outside of Israel is prohibited,
unless conducted in accordance with the restrictions set forth under Israelsdagli law further specifies that both the
transfer of knowhow as well as the transfer of intellectual property rights in such fmw are subject to the same
restrictions. These restrictions do not apply to exports from Israel or the sale of progatdpeld with these technologies.

In addition to the OCS programs described abovéhe pastwe participated in a number of research consortia in which
Israeli research institutions and high technology compawie® members. Thestypes of consortia ee devoted to the
development of generic technologies in the fields of biotechnology, agricultural biotechnology and pharmaceuticals. NG
royalties are payable to the OCS with respect toftimding.

In general, any member of a consortium that develegsnlogy in the framework of a consortium retains the intellectual
property rights to this technology and all other consortium members have the right to use and implement this technolog
without having to pay royalties to the developing consortium menmrevjded that the technology will not be transferred
under any circumstances to any entity outside of the consortium.

Bi-national Industrial Research and Development Foundation (BIRD)



INn2006we entered into a tripartite cooperation and proje
standard terms and conditions. The term of the funded collaborative projémirig e ar s . Bl RD6s stanct
conditions require its grantees to repay 100% of the grant monies, provided that repayment is made within the first yee
following expiry of the term of the project. For every year of delay in these repayments, the ambentspaid incrementally
increase up to an amount of 150% in the fifth year following expiry of the term of the project. All amounts to be repaid to
BIRD are subject to us generating revenue from commercializing the funded project and linked to gen&u®er price
index.

The Governments of Israel and of the United States are each entitled teeachgive, royaltyfree license to make and
use any products generated from the funded project. Otherwise, neither @€Raare subject to any restrimtis relating to
the ownership or commercialization of the intellectual property and products generated from the funded collaborative project.

As of December 31, 2@) our contingent accrued obligation for royalties, based on rehallying BIRD grant, taled
approximately $500,000ayable out of future net sales of products that were developedtha@RD-funded project.

The Eur op e 8Framewoik Bragiam 6

In 2005 we joined two research consortia under the European UnfbRisiework Progam, which is a program based
on the Treaty establishing the European Union, with the aim of promoting research and technology among the Europee
Community members.

We are the appointed coordinator of one of these research consortia, which meansathrattwet he consor t i
contact with the European Community for the purpose of r
distribute the research grant monies to the consortium members and to provide to the European Coaporigitescribing
the consortiumds progress of the funded research.

The terms of the grant from the European Community do not require us to repay the grant monies that we receive, unle:
we or any of our consortium members default in our obligatiarth @s carrying out the research that we undertook to
perform, or in reporting the progress of the research.

TREND INFORMATION
Trend towards consolidation

There is a trend towards consolidation in the pharmaceutical, diagnostic and biotechnolasiesydwhich may
negatively affect our ability to enter into agreememd may cause us to lose existing licensees or collaborators as a result of
such consolidation. This trend often involves larger companies acquiring smaller companies, and ttssiltriaytihe larger
companies having greater financial resources and technological capabilities. This trend towards consolidation in th
pharmaceutical diagnostic and biotechnology industries may also result in there being fewer potential compangsdaricen
products and services.

The pharmaceutical industry appears to be open taligensing potential therapeutic products at very early stages of
their development

We believe that pharmaceutical and biotechnological companies are becoming more opditettsiiig product
candidates at earlier stages of development, incluaipgeclinical stages. As a result, vexpect there to be more interest in
enteing into ageementswith us for further development and commercialization of our eathge product candidates. For
more information, s &Ve mdy hdt leerable3ta findReollabkratdfsaoc licemgees dhat will agree to license
our discoveries at amarly stage, and if we do not find these collaborators or licensees, our business will likely be materially

har med. o

However, if this is not correct we may be required to invest a substantial amount of money and other resources to advan
each of our prduct candidates prior to licensing, without assurance that any such product candidates will be commercialized
and limiting the number of product candidates that we are able to so advance due to resource constraints.

If, consistent with our strategy farommercialization of our diagnostic and therapeutic product candidates, we are
successful in commercializing our product candidates at an early stage of development, our licensees mdgrprstbae
we may not consider commercially desirabled the consideration that we may receive for each individual product may be
relatively low. The consideration that we would expect to receive for commercializing our product candidates increases
commensurately with the number of such products commercializedhanstege of development that we attain for them.
Furthermore, considerations regarding our willingness to advance the product candidate at our risk would likely be of mucl
|l ess i mportance in Adiscovery on demando coll aborations.



OFF-BALANCE SHEET ARRANG EMENTS
We are not a party to any material-bfilancesheet arrangements.
TABULAR DISCLOSURE OF CONTRACTUAL OBLIGATIONS

The table below summarizes our contractual obligations as of December 31, 2008, and should be read together with tl
accompanying amments that follow

Payments due by period
(US$ in thousands)
Total Lessthan | 1-3years | 3-5years

1 year
Operating Lease Obligations $364 $364 - -
Accrued Severance Pay Reflecte $1,723 $475 - $1,248
on our Balance Sheet
Unrecognized Tax Benefit $58 - - $58
Total $2,145 $839 $1,306

The above table does not include royalties that we may be required to pay to the OCS or BIRD. For more information, se
AfResearch and Devel opment, Patents and L éstnate she snie aridthe t h i
amounts that we will eventually be required to pay to the OCS and BIRD, if at all, since these amounts and times depend ¢
our ability to sell products based on the OCS and BfRizled technologies and the timing of any such sales

The above table also does not include contingent contractual obligations or commitments that may crystallize in the future
such as contractual undertakings to pay royalties subject to certain conditions occurring.



ITEM 6. DIRECTORS, SENIOR MANAGEMEN AND EMPLOYEES

Directors and Senior Management

The following sets forth information with respect to our directors and executive officef$abruary 15, 2009:

Name Age Positions
Prof. Yair Aharonowitz 68 Directof®
Prof. Ruth Arnon 74 Director
Martin S. Gerstel 67 President, Chief Executive Officer, and
Director
Dov Hershberg 69 Director and Chairman of the Board
Alex Kotzer 63 Director
Arie Ovadia, Ph.D 68 Directof®
Prof. Joshua Shemer 60 Director”)
Dikla Czaczke#\xselbrad 35 Chief Financial Officer
Yossi CohenM.D. 37 Chief Technology Officer
Anat CoherDayag, Ph.D 42 Vice President, Research abdvelopment
Eli Zangvil, M.D. 45 Vice President, Business Development
Dorit Amitay 41 Director of Human Resources

@ Qualifies as an external director pursuant to the Israeli Companies Law

Yair Aharonowitz, Ph.D. joined Compugendéds board of dir eimstbBrofessoms a
(Emeritus)of Microbiology and Biotechnology at Tel Aviv UnivergifTAU). He was a visiting scientist at Oxford University,
an Alberta Heritage Fellow at the University of Alberta, Edmonton, and a visiting professor at the Karolinska Instittite and a
the University of British Colnterestsireclude e nofeailargeneticsAiddiosgnthesis i t
of antibiotics, molecular biology of microbial pathogens and the development of new targets for new antibiotics. He served a
TAU Vice President and Dean for R&D, Chairman of the Department of Miady and Biotechnology and Chairman of
the Institute of Biotechnology. Heerved as member of the TAU Executive Council aisda member othe TAU Board of
Governors. He served as the Chairman of Ramot Fund for Applied Research, as a member of TAtéedonrstrategic
planning, on the TAU patent committee; he was a member of the National Committee for Biotechnology. He is a Fellow of the
American Academy of Microbiology and a member of the Israeli Society of Microbiology.

Prof. Ruth Armon joined Compgends board of d ormeslycthe ¥icedPredident dfl they Wezahry . F
Institute of Science (1988997),sheis a noted immunologist, having joined the Institute in 198Re served as Head of the
Department of Chemical Immunology, Dean of #eculty of Biology and Director of the Institute's MacArthur Center for
Molecular Biology of Tropical Diseases. Prof. Arnon has made significant contributions to the fields of vaccine development,
cancer research and to the study of parasitic diseadesg with Prof. Michael Sela, she developed Copaxone® a drug for the
treatment of multiple sclerosis which is presently marketed worldwiRtef. Arnon is a member of the Israel Academy of
Sciences and presentlserves as its Vice PresidenShe is anelected member of the European Molecular Biology
Organization, served as President of the European Federation of Immunological Societies and as-Geoneztdrgf the
International Union of Immunological Societiesler awards include the Robert Koch Zeriin Medical Sciences, Spain's
Jiminez Diaz Memorial Prize, France's Legion of Honor, the Hadassah World Organization's Women of Distinction Award,
the Wolf Prize for Medicine, the Rothschild Prize for Biology, the Israel Prize and she received an yDwoctarate from
BenGurion University. Prof. Arnon is the Advisor for Science to the President of Israel and the incumbent of the Paul Ehrlich
Chair in Immunochemistry.

Martin S. Gerstelhas served as Compugends President and Chi ef
through 2009, Mr. Gerstel was chairman of the board of directors of Compugen. Prior to 1994, Mr. Gerstedha@rsnem
and CEO of ALZA Corporation, which he lIped found in 1968. Mr. Gerstel is also the Chairman of Evogene Ltd. and co
founder and cechairman of Itamar Medical, serves as a director of Yissum Ltd., Yeda Ltd. and the Foundation for the U.S.
Foundation for the National Medals of Science and Teclgyolde is a member of the Board of Governors and the Executive
Committee of the Weizmann Institute of Science and the Board of Governors of The Hebrew University of Jerusalem, and i
an advisor to the Burrill Life Science Funds and the board of the ddr&eIBiNational Industrial Research and Development
(ABlI RD6) Foundati on. Mr . Gerstel holds a B.S. from Yal e



Dov Hershbergwas appointed as a membettloé board of directors and the chairman on Februar@®,2orior to which
he served as a consultant to the board of director@\asidtantChief Executive Officer.Mr. Hershberg managed the BIRD
Foundation for nine years, until mid 200Be is currently a founder and executive director of Powermat, aeswrelectricity
company and serves on the advisory board of the Merage FoundRiion.to joining BIRD, Mr. Hershberg held various
senior management positions in software development, marketing and sales. He was the founder and CEO, with colleagu
from Stanford University, of Molecular Applications Group which created software in biomedical research. He spent eleven
years at Digital Equipment Corporation in various senior management positions in product development, marketing and sale
and worked as a athematician in the Israeli Aircraft Industrir. Hershberg holds graduate degrees in Mathematics, from
the Hebrew University in Jerusalem, Israel and in Applied Mathematics and Operations Research from Columbia University it
New York City.

Alex Kotzer joined Compugen in September 2005 and served until December 2008 as President and Chief Executive
Officer and a director. Since retiring as President and CEO, Mr. Kotzer has remained a member of the board of director:
Prior to joining Compugen, he sed for twelve years at Serorf@urrently Merck Seronoa global biotechnology leader,
headquartered in Switzerland. During his tenur&extong Mr. Kotzer held several senior positions, most recently as Vice
President of Biotechnology Manufacturing. Homsly, Mr. Kotzer was President and Chief Executive Officer of InterPharm,
Serono's Israeli affiliate. Before joining Serono, he held a variety of managerial positions in the food and chemidéasindustr
Mr. Kotzer received his B.Sc. in Chemical Engiriegifrom the Technion, Israel Institute of Technology, of Haifa, Israel.

Arie Ovadia, Ph.D.j oi ned Compugendéds board of dir e tleadvises maja Israeti e x
companies on finance, accounting and valuations, and is aeneithe board of directors of several corporations, including
Israel Discount BankStrauss Ltd.)srael Petrochemical Industries, ViryaNet dildon Electronic Industries Ltd.He has
taught at New York University, Temple University and, in Israel,@tAviv and Bradford Universities. Dr. Ovadia seaas
a member of the Israeli Accounting Board, and is a/dar member of the Israel Secig#tAuthority. Dr. Ovadia holds an
undergraduate degree and an MBA from Tel Aviv University, and earned lsiRleconomics from the Wharton School at
the University of Pennsylvania.

Prof. Joshua Shemelf oi ned Compugends board of dir ec tisoFullsProlessorafn e
Medicine at the Tel Aviv University and is currently the CBfO5teba Biotech N.V. In addition he is a member of the Board
of Directors of Maccabi Healthcare Services and Chairman of Assuta Medical Centers. Prof. Shemer is an Associate Editor
IMAJ and Harefuah, and a member of the Editorial Board of the Irttenah Journal of Technology Assessment in Health
Care. He is Director of the Executive Masters Program in Health Sciences at thdidtififinary Program for Emergency &
Disaster Management and teaches Medical Technology Management at the Facukine$BAdministration at Tel Aviv
University. He was a member and former chairman of the National Public Committee for Updating the National List of Health
Services in Israel and the National Council for Trauma of the Israeli Ministry of Health. Mestlye®rof. Shemer was the
DirectorGeneral of Maccabi Healthcare Services. Prof. Shemer was formerly Dietaral of the Ministry of Health and
Surgeon General of the Israel Defense Forces Medical Corps. He is a graduate of the Hebrew Univétatgssadh School
of Medicine and Board certified in Internal Medicine in Israel.

Dikla Czaczkes Axselbradjoined Compugen in March 20085 director of finance a position she held untifebruary
2007. In Februarg008 shebecame Ating Chief Financial Oficer and in August 2008, shesumed her current position as
Chief Financial Officer Prior to joining Compugen, MsCzaczkes Axselbrad was ttohief financial officer at Packet
Technologies Ltd, and before tham aidit manager at Ernst & Young Isra8lhe holds an MBA in finance and a BA in
accounting and econoas, both fronTel Aviv University, sheis alsoa certified public accountant in Israel.

Yossi Cohen, M.D.joined Compugen in 2001, holding several senior research and development positioR805ntt
which time he was appointed as Compug#&fice President, Research and Discovery, a position he held until January 2007.
From January 2007 wuntil De c e mb e rVice Présiflent, Research @ral IDeveloprsentr at e d
which poirt he assumed his current position, Chief Technology Offider Cohen's diverse prior experience includes serving
as a physician in the Israel Defense Forces and holding various software development positions in thetéstaatidhistry.
Dr. Cohen hasa B.S. in Electrical and Electronics Engineering from the-Awl University, Israel, and an M.S. in
Neurobiology and an M.D., both from the Hebrew University, Israel.

Anat Cohen-Dayag, Ph.D joined Compugen in 2002 as Director of Diagnostics, a pos#tie held until 2005 at which
time she became Vice President Diagnostic Biomarkers, a position she held until January 2007. From January 2007 un
November 2008, Dr. Cohdbayag served as Compugends Vice Pregoindset , |
assumed her current position, Vice President, ResearciDawelopment Prior to joining Compugen, she was head of
research and development and member of the Executive Management at Mindsense Biosystems Ltd. Prior to Mindsen
Biosystems, Dr. CamDayag served as a scientist at the R&D department of Orgenic. Dr. -Qalyaig holds a B.Sc. in
Biology from the BerGurion University, Israel, and an M.S. in Chemical Immunology and a Ph.D. in Cellular Biology, both
from the Weizmann Institute of Sciendsrael.

Eli Zangvil, M .D. joined Compugen in November 2006 as Vice President Business Development. He previously served as
Chief Operating Officer of UltraShape headquartered inA&, Israel, and prior to that was Head of Medical Services of the



Israeli Defence Force's Cerltt@ommand where he held the rank of Colonel. Dr. Zangyvil holds an M.D. from the Hebrew
University of Jerusalem and specializes in internal medicine, and a Master's Degree in Health Administration from the Tel
Aviv University, Israel.

Dorit Amitay joinedCompugen in 2000. She ldeseveral positionsy C o mp u gHemad Resourceadivision until 2006
at which time she was appointed as Compugen's Director of Human Resources. Prior to joining Compugen,ashe was
Placement Manager aih agency forecruitment ad placementn the hitech industry Ms. Amitay holdsa BA from the
Faculty of Humanities and Social Sciences andBA in Business Administratiorboth from the BerGurion University,
Israel. In additionMs. Amitayholds aCertificatein Group Faciliationfrom the Kibbutzim College of Education, Tel Aviv.

Compensation

The aggregate compensation paid by us and by our wbathed subsidiaries to all persons who served as directors or
senior management for the ye2008 (12 persons) was approximgtél.7 million. Thisamount includes approximately
$217,000 set aside or accrued to provide pension, severance, retirement or similar b&hefts.amounts also include
compensation paid or accrued to our former CFO for a portion of 2008.

During 2008,we granted a total of 890,000 options to purchase ordinary shares to our directors and senior management, «
a group. These options are exercisable at a range of betwe@na$@.$2.44per share, and generally expire ten years after
their respective dates of grant. As of December 31, 2008, there were aft8tdlF6,655 outstanding options to purchase
ordinary shares that were granted to our directors and senior management, and @@8{8008ingptions that were granted
to the members of our scientific advisory boar8ls of January 15, 2009, the number of outstanding options to purchase
ordinary shares decreased by 750,000 representing the number of options waived as of sudattiteCbgrstel

All members of our board of directors who are not our employees or consultants are reimbursed for their expenses for eax
meeting attended and are eligible to receive optiormaurchase ordinary sharaader our share option plans. Thggeegate
amount paid to all of our neemployee directors for the year ended December 318 2@& approximately $3,000.
Members of our scientific advisory board received cash compensation in 2008 of approximately $20,000 and were not grante
any furtheroptions.

On September 24, 200&et shareholders of the Coenpy approved the issuance of 15,000 ordin&gressto our then
presiding Chief Executive Officer, Alex Kotzer. See 0G|
in this Item 6 below.

Approvals Required for Compensation to our Directors

Israeli Companies Law requiresmong other requirements, that all payments of any type to directors be approved by the
shareholders. Therefore, in accordance with these requiremeets, d et er mi ne our directorsod
manner:

9 first, a proposal for compensation is submitted to our audit committee, which then reviews the proposal,

1 second, provided that the audit committee approves the proposed compensatiapdbeal jis then submitted to our
board of directors for review, except that a director who is the beneficiary of the proposed compensation does no
participate in any discussion or voting with respect to such proposal,

9 finally, if our board of directors ggoves the proposal, it must then submit its recommendation to our shareholders,
which is usually done during our sharehol dersd annua

1 the approval of a majority of our shareholders is required to implement any such compensatial.propos

1 In addition, the compensation payable to external directors under the Israeli Companies Law is subject to certait
further limitations.

Board Practices
Election of Directors and Terms of Office

Our board of directors consisted of six members asegeMber 31, 2008, including our chairman of the board (Martin
Gerstel) and chief executivefficer (Alex Kotzer) Other than our three external directavsy directors are elected by an
ordinary resolution at the annual general meeting of our shareholdsref January 1, 2009, Martin Gerstel assumed the
position of chief executive officer and resigned as chairman of the board. On February 9, 2009 the Board of Director:
nominated Dov Hershberg as a director and in addition appointed him chairman lfatite pursuant to the Articles of
Association of the Company, all until the next annual general meeting of the shareh®ltenefore, as of February 9, 2009,
our board of directors consisted of seven members, including our chairman (Dov Hershberbjehmdecutive officer
(Martin Gerstel).



Unless they resign before the end of their term or are removed in accordance with our Articles of Assoulation
provisions of the Israeli Companies Law, all our directors, other than our external diredossywe as directors until our
next annual general meeting of shareholders.

Professor Yair Aharonowitz, Dr. Arie Ovadia and Professor Joshua Shemer serve as external directors pursuant to tt
provisions of the Companies Law for a thyesar term ending at the annual meeting to be he2dir®.

None of our directors or officersatie any family relationship with any other director or officer.
None of our directors are entitled to receive any severance or similar benefits upon termination of his or her service.

Our Articles of Association permit us to maintain directors' and@f§' liability insurance and to indemnify our directors
and officers for actions performed on behalf of the Company, subject to specified limitations.

External and Independent Directors

The Companies Law requires Israeli companies with shares thatbesn offered to the public either in or outside of
Israel to appoint at least two external directors. No person may be appointed as an external director if that person or th
person's relative, partner, employer or any entity under the person's cohasral; had, on or within the two years preceding
the date of that person's appointment to serve as an external director, had any affiliation with the company or any entit
controlling, controlled by or under common control with the company. The ternatdfil includes:

1 an employment relationship;

9 abusiness or professional relationship maintained on a regular basis;
1 control; and

1 service as an office holder.

No person may serve as an external director if that person's position or business actatigocmay create, a conflict
of interest with that person's responsibilities as an external director or may otherwise interfere with his/her abiléyatase
external director. If, at the time external directors are to be appointed, all curmabenseof the board of directors are of the
same gender, then at least one external director must be of the other gender.

The Companies Law requires that at least one external director must have financial and accounting expertise and the ott
externaldirectors must possess certain professional qualifications that are promulgated by regulations to the Companies Lay
These regulations provide that external directors must possess a high level of understanding in business mattersjtto the ex
that theyare able to read and understand financial statements in depth and to comment on the manner in which financial data
presented. Each company's board of directors must determine each external director's qualifications based on his or t
education, experiee and skills regarding financial matters and knowledge of financial statements in accordance with the
Companies Law and Israeli securities laws.

External directors are to be elected by a majority vote at a shareholders' meeting, provided that either:

1 the majority of shares voted at the meeting, including at leastthimke of the shares held by naontrolling
shareholders voted at the meeting, vote in favor of election of the director; abstaining votes shall not be counted i
this vote, or

91 the total nurber of shares held by narontrolling shareholders voted against the election of the director does not
exceed one percent of the aggregate voting rights in the company.

The initial term of an external director is three years and may be extended forittanatthree years term. After such
additional three year term, their term of service can be renewed for additional periods of up to three years and ptoheed tha
audit committee and the board of directors confirms that, in light of the externdl direc6 s experti se and s
the work of the board of directors and its committees, the reelection for such additional period(s) is beneficial toattne comp

External directors may be removed only by the same percentage of shareholdaexjaged for their election, or by a
court, and then only if the external directors cease to meet the statutory qualifications for their appointment oroifatkey vi
their duty of loyalty to the company. Each committee of a company's board of direatist include at least one external
director.

An external director is entitled to compensation as provided in regulations adopted under the Companies Law and i
otherwise prohibited from receiving any other compensation, directly or indirectignimection with service provided as an
external director or any other services to the company.

Professor Yair Aharonowitz, Dr. Arie Ovadia and Professor Joshua Shemer currently serve as our external directors und
Israeli law and as our independent diogs under Nasdaq Global Marketplace Rules. They all serve on our audit committee.



In addition to the requirements of the Companies Law as described above, since our shares are listed on the Nasdaq Glo
Market, a majority of our directors must be indegent (as defined by the Nasdaq Global Marketplace Rules), and our audit
committee must be comprised of at least three members, all of whom must be independent (subject to limited exceptions).

Audit Committee

We have an audit committee consistingtote independent directors, all of whom are financially literate and one of whom
has accounting or related financial management expertise. The members of the Audit Committee are, Dr. Arievi@vadia,
serves as the chairman of our Audit Committee, Profe¥sir Aharonowitz, and Professor Joshua Shemer. All of the
members of our audit committee qualify as independent directors under the current Nasdaq GlobplagrRetes The
audit committee has adopted a charter.

The responsibilities of the audibmmittee include identifying irregularities in the management of the company's business
and approving related party transactions as required by law. An audit committee must consist of at least three director
including all of its external directors. Thaarman of the board of directors, any director employed by or otherwise providing
services to the company, and a controlling shareholder or any relative of a controlling shareholder, may not be a rhember of t
audit committee. An audit committee may nppeove an action or a transaction with a controlling shareholder, or with an
office holder, unless at the time of approval two external directors are serving as members of the audit committeestand at lee
one of the external directors was present at thetimgin which an approval was granted.

Other Committees

We do nothave anominatingcommitteenor a compensation committeBuch functions are performed by the full board of
directors. This practice is compliant with Israeli law.

Approval of Compeagation to Our Officers

The Companies Law prescribes that compensation to off
accordance with Article 52(d) of our Articles of Association, our board of directors authorized and empoweredfour chie
executive officer to appoint office holders and deter mi
(unless such office holders also serve as a members of our board of directors). Compensation to our officers who serve
membes of our board of directors require the approval of our audit committee, the board of directors and shareholders, a
specified above.

Internal Auditor

Under the Companies Law, the board of directors must appoint an internal auditor, nominated by ttweremitiee. The
role of the internal auditor is to examine, among other matters, whether the company's actions comply with the lawyand order|
business procedure. Under the Companies Law, the internal auditor may be an employee of the company bfficaot an o
holder, or an affiliate, or a relative of an office holder or affiliate, and he or she may not be the company's independen
accountant or its representative. We comply with the requirement of the Companies Law relating to internal auditors. Ou
intemal auditors examine whether our various activities comply with the law and orderly business procedure.

Our internal auditors, Ezra Yehudah Management Services Ltd., are not employees, affiliates or office holders of the compan
They were appointed in999.

Scientific Advisory Board

Our scientific advisory boartias convend whenthere has beea need to reviewr consultregarding our therapeutic
resultsand future directions. At the advisory board meetings, we revesvourongoing and planneitherapeutic
projects.expeimental resultsas well as futureliscovery directions. Walso consultd with its individual members when
we needed adviewithin their specific expertise. Our scientific advisory board indiide

Name Affiliation

Nabil HannahPh.D. Former Executive Vice President, Research, Biogen Idec |
Member, National Academy of Sciences, USA

C. Ronald Kahn, M.D. President and Director, Joslin Diabetes Center,
Mary K. lacocca Professor, Harvard Medical School

Joseph Schlessinger, Ph.D  William H. Prusoff Professor and Chairman of the Departn
of Pharmacology of the Yale University School of Medicine

Member, National Academy of Sciences, USA



Arthur Weiss, M.D., Ph.D. Ephraim P. Engleman Distinguished Professor
Rheumatology; Investigator, Howard Hughes Medic
Institute, University of California, San Francisco;
Member, National Academy of Sciences, USA

As of 2009, we have suspended the activities of our Scientific Advisory Board. We continue to consult with certain member:
of the Scientific Advisory Board under individual consulting agreements.

Employees

The following table sets out the number of our employees engaged in specified activities, by geographiatdeatend
of the fiscal years 2@) 2007 and2008:

December December December
31, 2008 31, 2007 31, 2006

Research &

Development
Israel 40 52 64
United Kingdom 1

Administration,
Accounting and
Operations

Israel 12 17 21

Sales, Marketing,
Business Development
and Support

Israel 3 2 0
USA 1 1 5
Total 57 72 90

We and our Israeli employees are subject, by an extension order of the Israeli Ministry of Welfare, to a few provisions of
collective bargaining agreements between the Histadrut, the General Federation of Labor Unions in Israel and the Coordinatic
Bureauof Economic Organizations, including the Industrialists Associations. These provisions principally concern cost of
living increases, recreation pay, travel expenses, vacation pay and other conditions of employment. We provide our employe
with benefits ad working conditions equal to or above the required minimum. Our employees are not represented by a labol
union. We have written employment contracts with each of our employees, and we believe that our relations with oul
employees are good.

Share Ownershp
Share Ownership by Directors and Senior Management

Al l of the persons |isted above under the caption ADiI T
purchase ordinary shares. Except as set forth in the table belowphthreedirectors or executive officebeneficiallyowns
shares and/or options amounting to 1% or more of the outstanding ordinary shares. The following table sets forth certai
information as of January 31, 2009, regarding the beneficial ownership ldirectorsand executive officers. All numbers
guoted in the table are inclusive of options to purchase shares tkatarisable within 60 days after January 31, 2009.

Beneficial Owner Amount Owned Percent of Class
Martin S. Gerstef” 1,802,568 6.3%
Alex Kotzer® 507,387 1.8%
Yossi Cohert? 352,225 1.2%
Al directors and senior management as a gf8ur 3,196,369 11.2%

@ Includes 550,000 shares held by Shomar Corporation, an affiliate of Mr. Martin S. Gerstel, 718,333 shares held by MefRIALync
for Martin Gerstel, of which Martin Gerstel is the beneficiaayd 534,235 shares held in various brokerage accounts fdoehefit of
Martin Gerstel Martin Gerstel provided Compugen with a letter irrevocably waiving his rights in and to options to purchase 750900 share
that were outstanding as of January 15, 2009 and as such, these options are not included aboveit CtearAiitee and the Board of
Directors have resolved to recommend to the shareholders to grant 500,000 new options to Mr. Gerstel at an exercs&0ppieesifare.



These 500,000 options would vest over a 4 year period beginning January 1, B308ewissuance of options is subject to the approval of
the shareholders of the Company and as such, these options are not included above.

@ Consists of 483,125 optionisat are exercisable within 60 days after January 31, 20024,262 ordinarghares.
® Consists only of 352,225 optiottsatare exercisable within 60 days after January 31, 2009

@ Includes(i) a total of 2,662,188hares and options that are beneficially owned by Martin S. Gerstel, Alex Kotzer and Yossi Cohen, as
notedin the first three rows of the above taldmd (ii) 534,189 options that are beneficially owned by other officers and direCtoes not
include 200,000 options to Dov Hershberg which the Audit Committee and Board of Direatereé@mmended to the ateholders to
approve, but which remains subject to shareholder approval.

Share Option Plans

We maintainoneactive share option plan for our and our subsidiaries' employees, directors and consultants. In addition to
the discussiobelow, see Note 11 of our 2008 consolidated financial statements.

Our board of directors administers our share option plans and has the authority to designate all terms of the options grant
under our plans including the granteegercise prices, gramiates, vesting schedules and expiration dates, which may be no
more than ten years after the grant date. Options may not be granted with an exercise price of less than the fair enafrket valu
our ordinary shares on the date of grant, unless otherwiserdeéd by our board of directors.

Compugen Share Option Plan (1998)

The Compugen Share Option Plan (19@8abledgraning optionsfor up to an aggregate @{500,0000rdinary shares to
our and our subsidiari esd Nofughercoptions are beidg graeted uraler this plam éllowimgn s |
an October2 2 , 2007 decision of the board of directors whicl
options remaining under the 1998 Option Pl&s of December 31, 20Q0&estedoptionsto purchasé3,5000rdinary shares
granted at a weighted average exercise pricagppfoximately $1.71 per shamemained outstanding and unexercisedler
the plan. Options to purchase 1,660,774 ordinary shares under thevgrapreviousy exercised at a weighted average
exercise price of approximately $1.56. If a grantee lehigsr her employment or other relationship with us, the term of his
or her unexercised vested options expire 90 days later.

Compugen Share Option Plan (2000)

Under the Compugen Share Option Plan (2000), we may grant options for up to an aggre@d@l,51lordinaryshares
to our and our subsidiaries' employees, directors and consulfdstotal number automatically increases on January 1 of
every year byhe lesser of 1,500,000 shares or 4% of the total number of odotitstanding shares, or such lower amount as
shall be determined by the board of directdree above balance includes the automatic increase of 1,840p@®ns on
January 1, 2009. H grantee leaves his or lemnployment or other relationship with us, or if his or her relationship with us is
terminated without cause, the term of his or her unexercised options will expire 90 days later, unless determined gtherwise |
the board of dirgors.As of December 312008, options to purchasg105,614ordinary shares at a weighted average exercise
price ofapproximately $2.69 per share were granted under this plan but remain unexdroisedhe 750,000 options that
Mr. Gerstel waived on Jaary 15, 2009 were not deducted from the above numberor@ptd purchase 829,254 ordinary
shares under the plan have previously been exercised at a weighted average exercise price of approximatelyop8a®s an
to purchase 1,116,14%dinary sharesemain available for future graas of December 31, 2008. As of January 15, 2009, the
number of outstanding options to purchase ordinary shares remaining for future grant increased by 750,000 representing t
number of options waived as of such date tartih Gerstel

In 2003 the terms of this plan wemodified and we adopted an addendum to this plazotoply with changes in the
Israeli tax law relating to the taxation of incentive options to Israeli resident employees. This addendum does not affec
grantees that are not residents of Israel.

Our board of directors has elected the fACapital Gai ns
grant of options to Israeli grantees. Generally, under the Capital Gains Track, théitéy taa Grantee resulting from the
grant and exercise of options will be postponed until the time that shares that are acquired upon the exercise ofldgions wil
sold or released from trust, subject to fulfilment of the requirements of Sectionfl®2 Ordinance. Entitlement to the
benefits under the Capital Gains Track is contingent upon the grantee of options holding them and/or the shares issued up
their exercise for a period of East 24 months frorthe time of grant. Under the Capital @giTrack, a fixed rate of 25%
applies to gains that are realized from the sale of shares issued upon exercise of options (i.e., for sales proceed$ ineexces
exercise price of the options, assuming that the exercise price is equal to the fairvalagkef the shares on the date of the
award), and provided that the sale occurs after the required holding period.

If a grantee sells shares or releases them from trust prior to expiration of the required holding period, the grantee will b
subject to mcome tax on his gains at a rate which is his or her marginal income tax rate (currently up to 46%), as well as



payment of associated health tax and national insurance payments. Additionally, in such circumstances, withholdin
requirements will apply andebcarried out by the employing company in accordance with applicable laws, regulations and
rules.

Neither we nor the grantee will be liable to pay social benefits payments in connection with the granting or exercise of
options that are exercised undee thapital Gains Track mechanism, or upon the sale of the shares underlying such options or
upon the release of such shares from the trust, provided that such sale or release occurs after the required holding peri
However, if such sale or release ocdue$ore expiry of the required holding period, for which our consent is required, both we
and the grantee will bear each of our respective liability to pay social benefits payments.

We will not be entitled to a tax deduction for Israeli income tax pugpesth respect to options granted under the Capital
Gains Track.



Directorsd Options
Grants to NoAManagement Directors

On July 31, 2007, our shareholders approved the following grants to theareagement members of our board of
directors, in addition to the cash consideration paid to sucimamagement directorEach normanagement directavas
granted options to pureleordinarysharesas follows:

(i) an initial grant to purchase 40,06finary shareswvasgranted to each nemanagement director on the following terms:

(a) theoptionsweret o be granted as of the date of the sharehol de

(b) eachoption is exercisable for onerdinaryshare at an exercise price equal to the closing price on the date of such grant
as reportedy The Nasdaq Global Market;

(c) theoptions shall vest as follows: (1) 10,00ptions fully vested at time of grant; (2) 000 optionswill vest annually
for a period of three years, starting from the first anniversary of the initial grant date; and

(d) any and all other terms and conditions pertaining to the grant optioms shall be in accordance with, and subject to,
the "Compugen Share Option Plan (2000)" and the Company's standard option agreemarethetcuted by each
director and by the Company promptly after the date of the annual meeting of shareholders;

(ii) On each annual anniversary of the initial gramt,additional annual grant options to purchase 10,0@@dinaryshares to
each normanagement director then serving on the board of directors, with the following terms:
(a) eachoption is exercisable for onerdinary share at an exercise price equalthe closing price on the date of such
additional grant, as reportéy The Nasdaq Global Market;
(b) theoptions shall vest as follows: 3,333 of thigtions shall vest on each of the first two anniversary dates of such grant
and 3,334 on the third annigary date; and
(c) any and all other terms and conditions pertaining to the grant optioms shall be in accordance with, and subject to,
the "Compugen Share Option Plan (2000)".

Notwithstanding (i) and (ii) above, aptions granted to nemanagenent directors shall be fully vested immediately upon
the completion of one or more of the following events, whether by way of a consolidation, merger or reorganization of the
Company or otherwise: (@ sal e of all or s ub s tsharetcap#al or gsseta to lany otlier cGnopany,a n
entity, person or a group of persons, ortth e acqui siti on of more than 50% of C
shareholder or group of shareholders.

Notwithstanding the terms of the "Compugen Share Option Plan (200@ptialhs granted above which shall be vested as
of the date of termination of services by a fmanagement director to the Company, may be exercised within one year after
the cessationf his or her term as a director of the Company.

Grantsto Former Chairman of thBoard & New Chief Executive Officer and Director

On April 29, 2003, the Audit Committee, Board and Shareholders approved a gkéntGerstelof options to purchase
250,0000rdinary shares of the Compaay consideration fdris services as active Chairman of the Board. These options were
granted under the general terms of the ACompany6s Share

On July 31, 2007, while serving as Chairman of the Boatle CompanyMr. Gerstelrequested thdtis compensation be
entirely in the form of stock options and none in cash, and furthermore, that each such option, even if vested, would not b
exercisable i f at the ti me asless¢hanebiOcperdinaryshareh Ehe Boarchgf Biregtodss s t
the Audit Committee and the Shareholders of the Company each approved the §tanGarstelof 500,000 options under
the gener al terms of the " Compugen Share Option Plan (2C

On Janugy 15, 2009, Mr.Gerstel provided Compugen with a letimevocablywaiving his rights to all of the above
options to purchase 750,000 shares that were outstanding as of January 15, 2009.

The Audit Committee and the Board of Directors have resolved to recommendguatbholders to grant 500,00@w
options to Mr. Gerstefor his services as our new Chief Executive Offiaéran exercise price of $.50 per share. These
500,000 options wdd vest over a 4 year period beginning January 1, 2009. This issuance of options is subject to the approva
of theshareholders of the Company, which approval has not yet been granted.



Grants to the Companyds Former Chief Executive Officer

For calendar year 2006, Mr. Kotzer requested that a portion of his gross salary (which was previously approved by th
shareholders of the Company) be provided to him in the form of Ordinary Shares and that his salary be determined in Ne
Israeli Sh&els. Pursuant to this request and pursuant to the decision of the shareholders at the Annual General Meeting held
July 31, 2007Mr . Kotzerds gross salary for 2and6,26%ardinary shalteasawerel Db
issued to Mr. Kotzems consideration for the deduction of such amount from his 2006 .sdlargddition the shareholders
approved payment tilr. Kotzerof a cash bonus, grossed up to cover the taxes payable by Mr. Kotzer as a result of issuing to
him these bares.

For cabndar year 200 Mr. Kotzer requested thétany bonus was awarded to him, such botasprovided to him in the
form of ordinary sharesplus cash in an amount equal to the amount required to cover the resulting taxes to be paid on suct
bonus Pursuant tahis requestand pursuant to the decision of the shareholders at the Annual General Meeting held on
September 24, 2008, 15,000 ordinary shares were issldd totzer and Mr. Kotzer was paid a cash bonus, grossed up to
cover the taxes payable to Mr. &er as a result of issuing to him the Bonus Shares

On October 22, 200%he board of directors approvedyrant 0f150,0000ptions to Mr. Kotzerwhich grant wagpprowed
by the shareholders at the Annual General Meeting of the shareholders heldemt®e24, 2008. The options to purchase
150,0000rdinarysh ar es wer e granted wunder Compugends 2000 Optior
ordinary share at $1.82 (the last closing price on NASDAQ known on the date of the Annual Gkstiad)). Theoptions
shall vest on a monthly basis over a period of 4 years starting from October 22, 2007.

Pursuant to the termination agreement signed with Mr. Ko#zenf the first date after June 30, 2009 tatconsulting
agreemenis in effectbetween Mr. Kotzer and Compugen, then after such date, any unvested options shall be terminated an
the right to exercise any then vested options shall be extended to the later of (i) December 31, 2010, or (i) 12 month
following such date on which no csulting arrangement is in effecubject to Shareholder approval.

Grants to our New Chairman of the Board

During 2008,100,000 optionsveregranted to Dov Hershberg as a senior manager and employee of the Company (prior to
him being appointed as @irectorand as the Chairman of the Boprdn recognition of his appointment as Chairman of the
Board, he Audit Committee and Board of Directors have recommended to the shareholders to apgrawvieof200,000
additionaloptions to Dov HershbergSud grantremains shject to shareholder approval These 200,00@ptions to Mr.
Hershbergif granted, shall have axercise price of $.50 per shamedwould vest over a 4 year peddoeginning January 1,

2009.

ITEM 7. MAJOR SHAREHOLDERS AND RELATED RRTY TRANSACTIONS

Major Shareholders

The following table sets forth certain information regarding beneficial ownership of our ordinary shafesiagary 31,
2009 by each person who is known by us to own beneficially more than 5% of our outstandilvagy $ares. The voting
rights of our major shareholders do not differ from the voting rights of other holders of our ordinary shares.

Number of Ordinary Percent of Ownership

Beneficial Owner Shares Beneficially

Owned
ClearBridge Advisors, LLCY 3,511,800 12.32%
Clal Industries & Investments Lté 2,708,224 9.50%
Martin Gerstef® 1,802,568 6.32%
AXA Assurances |.A.R.D. Mutuell& 1,517,207 5.32%%

@ This disclosure is based on information disclose€l@arBridge Advisors, LL®n Form 13@A, filed with the SEC orfrebruary
10, 2009 reflecting holdings as of January 31, 2009.

@ Includes 10,526 shares held by Clal Industries & Investments Ltd. and 2,697,698 shares held by Clal BiotechnologyLtiustries
Clal Biotechnologymdustries Ltd and CIl al I ndustries & I nvestments Ltd:
disclosure is based on information disclosed to us by Clal Biotechnology Industries Ltd. on February 25, 2009.

® Includes 550,000 shareslthdoy Shomar Corporation, an affiliate of Mr. Martin S. Gerst&B,333shares held by Merrill Lynch
IRA for Martin Gerstel, of which Martin Gerstel is the beneficiary and 534,235 shares held in various brokerage acdbentefefit of
Martin Gerstel This disclosure is based on information disclosed by Martin Gerstel on Form 13G filed with the SEC on December 16, 2008.



@  This disclosure is based on information disclosed by AXA Assurances |.A.R.D. Mutuelle on Fotf 1ig@ with the SEC on
February 13, 2009 reflecting shareholdings as of December 31, 2008.

As of December 312008, there were a total 88 holders of record of our ordinary shares, of whi€hwere registered
with addresses in the United States. Such United States holdersasvefesuch date, the holders of record of approximately
99% of the outstanding ordinary shares

Related Party Transactions

It is our policy to enter into transactions with related parties on terms that, on the whole, are no less favorableathan thos
that would be available from unaffiliated parties. Based on our experience in the business in which we operate andfthe terms
our transactions with unaffiliated third parties, we believe that all of the transactions described below met our pdiaisstand
at the time they occurred.

Keddem Bioscience Ltd.

In 1999, we established chemistry division to carry out a research program in which we integrated the disciplines of
organic chemistry with physics and advanced computational technologies for the development of a method to substantiall
increase the predictability and succesgsatf small molecule drudiscovery.On August 1, 2004, we transferred all of the
assets and liabilities of this division to Keddem Bioscience Ltd., a whathed subsidiary.In August 2007, we announced
the suspensi on oflin20@8did emmr6dse ro ptead ad d mtnisnue t o seek to maxi
property,Compugen entered into a term sheet agreementMatia Ltd., a newly formed compamyvned and managed by
the former two CeCEOs of Keddem, under which Compugen will lioerthe Keddem intellectual property to Mada in
exchange for royalties on any future revenues and certain access rights to any developed technology. Mada intends to st
third party funding for the development of this intellectual property, but we camgiessurances that it will be successful in
doing so.

For more informati on, see fnltem 4. I nformation on t he
Evogene Ltd

As of December 31, 2@) Martin Gerstelat such timeour chairman of the board, hedgppoximately 2.7 %0 f Evogene
issued and outstandj share capital (approximateéy14% of Evogene6s s hdduteédbasisy pand theadower o n
to vote approximatel®.7% o f Ev o genedsAlsuttaEvegene sharéstwaré acquired by Merstel for cash in
either the 2006 private placement or the 2007 public offering, in each case, at the same price and on the same terms &
conditions as other investors in such financing rounds. In addition, since December 19, 2004, Martin Geestetdhas the
chairman of Evogeneds board of director s, and in such ¢
total of 90,000 Evogene shares, at an average exercise price of $1.389.

As of December 31, 2008, we held 2,150,000 Emoge s har e s, with the ability to vo
30,000 options to purchase ordinary shares of Evogene.
Significant I nvestment; Evogene Ltd. o

For more information, semsoNote 1band Note 1®f our 20 consolidatedinancialstatements
Directorsd Options

For a description of options granted to our directors,
OptionPlansDi rect ors6é6 Options. 0



Compensation to our Former Chief Executive Officer

For a description ahares and options granted by the sharehetifdhe Company to Alex Kotzer see Al t em 6.
Senior Management and Employees; Share Option Plans¢ Dier s 6 Qrpatnitosnst o t he Company
Executive Officer and Director o

Mr . K oemple®ymentsagreement containadseverance provision granting him a -tinee payment equal to fifty
percent (50%) of his annual salary in the event of iteation under certain circumstance®©n September 24, 2008, on
recommendation of the Audit committee and the board of directors, the shareholders amprbreatening of the
circumstances under which this provision would apply to include resignati@mnoingtion after December 31, 2008 or after
the consummation of a financial or strategic transaction by the Company.

ITEM 8. FINANCIAL INFORMATION

Consolidated Statements and Other Financial Information
Our consolidated financial statements are includepgages FL through F29 of this annual report.
Legal Proceedings

Currently, we are not a party to any material pending legal proceedings. There are no legal proceedings pending or, to 0
knowledge threatened against us or our subsidiaries and we are not involved in any legal proceedings that our manageme
believes, individually or in the aggregate, would have a material adverse effect on our business, financial conditions o
operating results.

Dividend Distributions

We have never paid any cash dividends on our ordinary shares, and we do not intend to pay cash dividends on our ordine
shares in the foreseeable future. Our current policy is to retain earnings for use in our business.

In theevent that we decide to pay a cash dividend from income that is tax exempt under our approved enterprise status, v
would be liable for corporate tax on the amount distributed at the rate of up to 25%, which would be in addition to the tax
payable by theidvi dend payee. See Note 14 of our 2008 consol i d:
dividends may be paid by an Israeli company only out of retained earnings as calculated under Israeli law. We currently hav
no retained earnings and dot expect to have any retained earnings in the foreseeable future.

Significant Changes
No significant changes have occurred since the date of the consolidated financial statements included in this annual report

ITEM 9. THE OFFER AND LISTING

Markets and Share Price History

The principal trading market for our ordinary shares is the Nasdaq Global Market, where our shares have been listed ar
traded under the symbol ACGENO since our i mdentradetl onphaDel i c
Aviv Stock Market under the Hebrew symbol which is equivalent to "CGEN" since January 7, 2002. The following table sets
forth, for the periods indicated, the high and low reported sales prices of the ordinary shares on the NhatidMpf&kt and
on the Tel Aviv Stock Exchange:

Nasdaq *TASE
Last Six Calendar Months High Low High Low
January 2009 $1.000 $0.390 $0.793 $0.488
December 2008 $0.600 $0.390 $0.597 $0.415
November 2008 $1.400 $0.340 $1.362 $0.416
October 2008 $1.820 $1.230 $1.768 $1.314
September 2008 $2.080 $0.870 $2.134 $1.699
August 2008 $2.340 $1.900 $2.327 $1.980
Financial Quarters During the Past
Two Full Fiscal Years
Fourth Quarter 2008 $1.820 $0.340 $1.768 $0.415




Third Quarter2008 $2.700 $0.870 $2.508 $1.699
Second Quarter 2008 $2.590 $1.960 $2.514 $1.898
First Quarter 2008 $2.800 $1.600 $2.811 $1.613
Fourth Quarter of 2007 $2.500 $1.560 $2.548 $1.641
Third Quarter 2007 $3.160 $2.290 $3.012 $2.407
Second Quarter 2007 $3.180 $2.580 $3.064 $2.570
First Quarter 2007 $3.400 $2.370 $3.529 $2.424
Last Five Full Financial Years

2008 $2.800 $0.340 $2.811 $0.415
2007 $3.400 $1.560 $3.529 $1.641
2006 $5.220 $2.100 $5.304 $2.383
2005 $6.540 $2.460 $6.557 $2.578
2004 $8.090 $3.180 $8.130 $3.042

*the currencyin which our stock is traded on the Tel Aviv Stock Exchange is the NewilShekel. The above dollar
amounts represent a conversion from New Isr&bkekels to Dollar amounts in accordance with the Daollblew Israel
Shekel conversion rate as of the relevant date of.trade

ITEM 10. ADDITIONAL INFORMATION

Memorandum and Articles of Association
Objects and Purposes of the Company

We are registered under the Companies Law, 1999 as a public company under the name Compugen Ltd. and publ
company number 5177-9639. The objective stated in our Articles of Association is to engage in any lawful activity.

Powers of the Directors

Pursuant to the Companies Law and our Articles of Association, a director is not permitted to vote on a proposal,
arrangement or contract in which he or she has a personal interest. Also, the directors may not vote compensation
themselves or any members tbeir body without the approval of our audit committee and our shareholders at a general
meeting. The requirements for approval of certain tran
Memorandum and Articles of Association; Appeol’r o f Certain Transactionso. The
borrowing arrangements on our behalf are limited to the same extent as any other transaction by us.

Approval of Certain Transactions

The Companies Law codifies the fiduciary dutibat office holders, including directors and executive officers, owe to a
company. An office holder, as defined in the Companies Law, is a director, general manager, chief business manager, dept
general manager, vice general manager, executive vicel@ngsivice president, other manager directly subordinate to the
managing director or any other person assuming the responsibilities of any of the foregoing positions without regard to suc
person's title. An office holder's fiduciary duties consist of ty dfi care and a duty of loyalty. The duty of loyalty includes
avoiding any conflict of interest between the office holder's position in the company and his personal affairs, avoiding any
competition with the company, avoiding exploitation of any busioppsrtunity of the company in order to reap personal gain
for himself or others, and revealing to the company any information or documents relating to the company's affairs which th
office holder has received due to his position as an office holder. geastn listed in the table under "Directors and Senior
Management ", which is displayed under iltem 6. Directo
Management o, is one of our office hol doecompensatibn af effice Holdees C o
who are not directors, require approval of the board of directors, or a committee thereof or of persons to whom such power
delegated. Arrangements regarding the compensation of directors also require audit commstteeednadder approval, with
the exception of compensation to external directors in the amounts specified in the regulations promulgated under th
Companies Law, all as described in Altem 6. Directors ar

The Companies Lawequires that an office holder promptly discloses any personal interest that he or she may have and al
related material information known to him or her, in connection with any existing or proposed transaction by the company. The
disclosure must be made tmr board of directors or shareholders prior to the meeting at which the transaction is to be
discussed. In addition, if the transaction is an extraordinary transaction, as defined under the Companies Law, thaeoffice ho
must also disclose any personaterest held by the office holder's spouse, siblings, parents, grandparents, descendants,
spouse's descendants and the spouses of any of the foregoing, or by any corporation in which the office holder igatfive perc
(5%) or greater shareholder, or tiet of five percent (5%) or more of the voting power, director or general manager or in
which he or she has the right to appoint at least one director or the general manager. An extraordinary transactidras define



a transaction not in the ordinary cearof business, not on market terms, or that is likely to have a material impact on the
company's profitability, assets or liabilities.

In the case of a transaction which is not an extraordinary transaction, after the office holder complies with the above
di sclosure requirement, only board of directorsd amerove
otherwise. A transaction must not be adverse to the company's interest. If the transaction is an extraordinary traasaction, t
in addition to any approval required by the Articles of Association, the transaction must also be approved by the audi
committee and by the board of directors, and under specified circumstances, by a meeting of the shareholders. An ioffice holc
who ha a personal interest in a matter that is considered at a meeting of the board of directors or the audit committee may n
be present at this meeting or vote on this matter.

The Companies Law applies the same disclosure requirements to a controllifplstearef a public company, which is
defined as a shareholder who has the ability to direct the activities of a company, other than in circumstances where this po
derives solely from the sharehol der 6tonvitlmthei conpany ano mclutedsa b «
shareholder that holds 25% or more of the voting rights if no other shareholder owns more than 50% of the voting gghts in th
company. Extraordinary transactions with a controlling shareholder or in which a cogtrsitiameholder has a personal
interest, and the terms of compensation of a controlling shareholder who is an office holder, require the approvalibf the auc
committee, the board of directors and the shareholders of the company.

The shar eholndstrithdr indudepat leastacttérd of the disinterested shareholders who are present, in
person or by proxy, at the meeting, or, alternatively, the total shareholdings of the disinterested shareholders wimstote aga
the transaction must not represarore than one percent (1%) of the voting rights in the company.

In addition, a private placement of securities that will increase the relative holdings of a shareholder that holdefitve perc
(5 %) or more of t he ¢ o mp a numidgsthe exertise tbya suchipergpn of allaof tke caneepiblet a |
securities into shares held by that person, or that will cause any person to become a holder of more than five pertent (5%)
the companyés outstanding s hamef diccetqrs andathe,sharetmlgausi of thescompany. r o
However, subject to certain exceptions, shareholder approval will not be required if the aggregate number of shares issu
pursuant to such private placement, assuming the exercise of all of the ddewsatiurities into shares being sold in such a
private placement, comprises less than twenty percent (20%) of the voting rights in a company prior to the consummation c
the private placement.

Under the Companies Law, a shareholder has a duty to acbthfgith towards the company and other shareholders and
refrain from abusing his power in the company. Shar eh
meetings of shareholders on the following matters:

1 any amendment to the Artideof Association;

1 anincrease of the company's authorized share capital,
1 amerger; and

1 approval of interested party transactions.

In addition, any controlling shareholder, any shareholder who knows it can determine the outcome of a shareholders voi
andany shareholder who, under our Articles of Association, can appoint or prevent the appointment of an office holder, is
under a duty to act with fairness towards the company. The Companies Law does not describe the substance of this duty. T
Companies Lawequires that specified types of transactions, actions and arrangements be approved as provided for in
companydés articles of association and in some <circumst a
shareholders. In general, thiete required by the audit committee and the board of directors for approval of these matters, in
each case, is a majority of the disinterested directors participating in a duly convened meeting.

For information concerning the direct and indirect peasonterests of some of our office holders and principal
shareholders in transactions with us, see "ltem 7. Maj or

Rights Attached to Ordinary Shares

Our authorized share capital consists of 50,000@@mary shares, par value NIS 0.01 per share. Holders of ordinary
shares have one vote per share, and are entitled to participate equally in the payment of dividends and share disttjbutions a
in the event of our liquidation, in the distribution of assafter satisfaction of liabilities to creditors. No preferred shares are
currently authorized. All outstanding ordinary shares are validly issued and fully paid.

Transfer of Shares

Fully paid ordinary shares are issued in registered form and magdlg fransferred under our Articles of Association
unless the transfer is restricted or prohibited by another instrument.



Dividend and Liquidation Rights

We may declare a dividend to be paid to the shareholders of our ordinary shares accordingightshaind interests in
our profits. In the event of our liquidation, after satisfaction of liabilities to creditors, our assets will be distribthed
shareholders of our ordinary shares in proportion to the nominal value of their shareholdingghtThigay be affected by the
grant of preferential dividend or distribution rights to the shareholders of a class of shares with preferential riglais beat
authorized in the future. Pursuant to Israel's securities laws, a company registering stSoshisade on the Tel Aviv Stock
Exchange (TASE) may not have more than one class of shares for a period of one year following registration, after which it i
permitted to issue preference shares. Under the Companies Law, the declaration of a divisleotl réogiire the approval of
the shareholders of the company, unless the company's Articles of Association require otherwise. Our Articles of Associatio
provide that the board of directors may declare and distribute dividends without the approvahafé¢helders.

To date, we have not declared or distributed any dividend.
Annual and Special General Meetings

We must hold our annual general meeting of shareholders each year no later than 15 months from the last annual meetil
at a time and place dgmined by the board of directors, upon at least 21 days' prior notice to our shareholders. The board of
directors may, whenever it thinks fit, convene a special meeting as may be determined by the board of directors. The board
directors shall be obligad to convene a special meeting, as may be determined by the board of directors, upon requisition in
writing in accordance with the Companies Law. Not less than twamy(21) days' prior notice, or thirfive (35) days' prior
notice to the extent reqeid under regulations promulgated under the Companies Law, shall be given of every general
meeting. Each such notice shall specify the place and the time of the meeting and the general nature of each iteth to be ac
upon thereat, as well as any otheomfation required by the Companies Law or any regulation promulgated thereunder, said
notice to be given to all shareholders who will be entitled to attend and vote at such meeting and delivered or publigized in
manner permitted under the Companies Law

The quorum required for a meeting of shareholders consists of at least two shareholders present in person or by proxy w
hold or represent between them at least 33.3% of the issued share capital. A meeting adjourned for lack of a quorum genera
is adourned to the same day in the following week at the same time and place or any time and place as the directors design:
in a notice to the shareholders. At the reconvened meeting, the required quorum consists of any two members present in per:
or by poxy.

Voting Rights

Our ordinary shares do not have cumulative voting rights in the election of directors. As a result, the holders of ordinary
shares that represent more than 50% of the voting power represented at a shareholders meeting havedteepbakof
our directors, except the external directors whose election requires a special majority as described under the sedtion entitl
“Item 6. Directors, Senior Management and Employees; Board Practices; External and Independent Directors."

Holders of ordinary shares have one vote for each ordinary share held on all matters submitted to a vote of shareholdel
Shareholders may vote in person or by proxy. These voting rights may be affected by the grant of any special voting rights 1
the holderf a class of shares with preferential rights that may be authorized in the future.

Under the Companies Law, unless otherwise provided in the Articles of Association or by applicable law, all resolutions of
the shareholders require a simple majority athdhareholders' meetings require prior notice of at least 21 days. Our Articles
of Association provide that, except with respect to mattes which require the approval of a special majority under the
Companies Law, all decisions may be made by a simplerityapf the voting power represented at the meeting, in person, by
proxy or by proxy <card, and voting thereon. See fAltem 1
Approval of Certain Tr ans acehdlderstewardsathecompany. or certain dut.i

Limitations on the Rights to Own Securities

The ownership or voting of ordinary shares by -nesidents of Israel is not restricted in any way by our articles of
association or the laws of the State of Israel, except thanats of countries which are, or have been, in a state of war with
Israel may not be recognized as owners of our shares.

Anti-Takeover Provisions under Israeli Law

The Companies Law provides that an acquisition of shares in a public company mudeld®gymeeans of a tender offer if,
as a result of such acquisition, the purchaser would become shareholder with over 25% of the voting rights in the compan
This rule does not apply if there is already another shareholder of the company with 25% or therevatfng rights.
Similarly, the Companies Law provides that an acquisition of shares in a public company must be made by means of a tend



of fer if, as a result of the acquisition, t hethewatingaightss er €
in the company, unless there is a shareholder with 50% or more of the voting rights in the company. These rules dd not apply
the acquisition is made by way of a merger.

Finally, in general, Israeli tax law treats specified acquoisgiless favorably than does U.S. tax law. However, Israeli tax
law provides for tax deferral in specified acquisitions, including transactions where the consideration for the sale isf share
the receipt of shares of the acquiring company.

ExchangeControls

Under Israeli Law, Israeli neresidents who purchase ordinary shares with certaidsrarli currencies (including dollars)
may freely repatriate in such ndsraeli currencies all amounts received in Israeli currency in respect of the prslvzaes,
whether as a dividend, as a liquidating distribution, or as proceeds from any sale in Israel of the ordinary sharesnprovided
each case that any applicable Israeli income tax is paid or withheld on such amounts. The conversion inttsrdmedi non
currency must be made at the rate of exchange prevailing at the time of conversion. Under Israeli law, both residents and nc
residents of Israel may freely hold, vote and trade ordinary shares.

Taxation

The following discussion of Israeli and lted States tax consequences material to our shareholders is not intended and
should not be construed as legal or professional tax advice and does not exhaust all possible tax considerationsnio the ex
that the discussion is based on new tax legisiatichich has not been subject to judicial or administrative interpretation, the
views expressed in the discussion might not be accepted by the tax authorities in question.

We urge shareholders and prospective purchasers of our ordinary shares to constlieir own tax advisers as to the
U.S, Israeli, or other tax consequences of the purchase, ownership and disposition of ordinary shares, including, in
particular, the effect of any foreign, state or local taxes.

Israeli Taxation and Investment Programs

The following is a summary of the principal tax laws applicable to companies in Israel, including special reference to their
effect on us, and Israeli government programs benefiting us. This section also contains a discussion of the maté¢aial Israeli
consequences to you if you acquire Ordinary Shares of our company. This summary does not discuss all the acts of Israeli t
law that may be relevant to you in light of your personal investment circumstances or if you are subject to special treatmer
underlsraeli law. To the extent that the discussion is based on new tax legislation which has not been subject to judicial o
administrative interpretation, we cannot assure you that the views expressed in this discussion will be accepted by the t:
authorities The discussion should not be understood as legal or professional tax advice and is not exhaustive of all possible t:
considerations.

General Corporate Tax Structure

Generally, l srael.i compani es ar e s urheapplicabletrates dieGas follpwir at e
2006- 31%, in 2007 29%, in 2008 27%, in 2009 26% and in 2010 and thereafte25%. However, the effective tax rate
payableby a company which derives income from an approved enterprise (as further discussed below) may be considerabl
less.

Tax Benefits under the Law for the Encouragement of Industry (Taxes), 1969

The Law for the Encouragement of Industry (Taxes), 19@derally referred to as the Industry Encouragement Law,
provides several tax benefits for industrial companies. An industrial company is defined as a company resident in Israel,
least 90% of the income of which in a given tax year exclusive of incoone $pecified government loans, capital gains,
interest and dividends, is derived from an industrial enterprise owned by it. An industrial enterprise is defined gsrige enter
whose major activity in a given tax year is industrial production activity.



Under the Industry Encouragement Law, industrial companies are entitled to a number of corporate tax benefits, including:
1 deduction of purchase of knelsow and patentand/or right to use a patemter an eighyear period

1 the right to elect, under spéed conditions, to file a consolidated tax return with additional related Israeli industrial
companies and an industrial holding company;

accelerated depreciation rates on equipment and buijdings

1 deductibility of expenses related to a public offering the Tel Aviv Stock Exchange and as dfanuaryl, 2003 on
recognized stock markets outside of Israel, are deductible in equal amounts over three years.

Under some tax laws and regulations, an industrial enterprise may be eligible for dppéalation rates for machinery,
equipment and buildings. These rates differ based on various factors, including the date the operations begin and dfie numbet
work shifts. An industrial company owning an approved enterprise may choose between thiebeleyp@ciation rates and
the depreciation rates available to the approved enterprise.

Eligibility for benefits under the Industry Encouragement Law is not subject to receipt of prior approval from any
governmental authority.

We believe that we curregtiqualify as an industrial company within the definition of the Industry Encouragement Law.
We cannot assure you that the Israeli tax authorities will agree that we qualify, or, if we qualify, that we will continue to
qualify as an industrial company omattthe benefits described above will be available to us in the future.

Tax Benefits Under the Law for the Encouragement of Capital Investments, 1959
Tax benefits prior the 2005 amendment

The Law for the Encouragement of Capital Investments, 1959 me nded (ef fective as of Apr
Lawo) , provides that a proposed capital invest ment hei n e
Ministry of Industry and Commerce of the State of Israel, be desitjaatan approved enterprise.

The Investments Law provides that an approved enterprise is eligible for tax benefits on taxable income derived from it:
approved enterprise progran$ie tax benefits under the Investments Law also apply to income geneyateximpany from
the grant of a righbf usewith respect to knovihow developed by the approved enterprise, income generated from royalties,
and income derived from a service whictaigillaryto such rightof useor royalties, provided that such inconsegenerated
within the approved ent er lpacompany bas maredthiamane appraval ar ongy @ podion ohitsi s i
capital investments are approved, its effective tax rate is the result of a weighted average of the applicabfe rates.
benefits under the Investments Law are not, generally, available with respect to income derived from products manufacture
outside of Israel. In addition, the tax benefits available to an approved enterprise are contingent upon the fulfillment of
conditions stipulated in the Investments Law and regulations and the criteria set forth in the specific certificate aif approv
described above. In the event that a company does not meet these conditions, it would be required to refund the amount of
benefits, plus a consumer price index linkage adjustment and interest.

The Investments Law also provides that an approved enterprise is entitled to accelerated depreciation on its property al
equipment that are included in an approved enterprise pnagrthe first five years of using the equipment.

Taxable income of a company derived from an approved enterprise is subject to corporate tax at the maximum rate of 259
rather than the regular corporate tax rate, for the benefit period. This period is ordinarily seven years commencing with th
year in whch the approved enterprise first generates taxable income, and is limited to 12 years from commencement o
production or 14 years from the date of approval, whichever is edrliere year 6s | i mitation does
period.

However, acompany may elect to receive an alternative package of beoefies which (a) itsundistributed income
derived from the approved enterprise will be exempt from corporate tax for a period of between two and ten years from th
first yearit derives taxabléncome under the program, depending on the geographic location of the approved enterprise within
Israel, andb) it will be eligible for reduced tax ratdor the remainder of the benefits period/e have elected the alternative
benefits package.

A company that has elected the alternative package of benefits that subsequently pays a dividend out of income derive
from the approved enterprise during the tax exemption period will be subject to corporate tax in respegtosEdmount
distributed,including any taxes thereon, at the rate which would have been applicable had it not elected the alternative packac
of benefits, generally 109 5 %, depending on the percentage of the comp
The dividend reipient is subject to withholding tax at the rate of 15% applicable to dividends from approved enterprises, if the
dividend is distributed during the tax exemption period or within twelve years thereafter. The company must withhold this tax



at source.

Acompany that has an approved enterprise program is eli
company. A foreign investorsé company is a company whi c
capital is avned by nod sr ael i resident s. A company that qualifies

enterprise program is eligible for tax benefits for ayear benefit period. As specified above, depending on the geographic
location of the appneed enterprise within Israel, income derived from the approved enterprise program may be exempt from
tax on its undistributed income for a period of between two to ten years, and will be subject to a reduced taxheate for
remainder of the benefits pedioThe tax ratdor the remainder of the benefits periwdl be 25%, unless the level of foreign
investment exceeds 49%, in which case the tax rate will be 20% if the foreign investment is more than 49% and less than 74¢
15% if more than 74% and less th@0%; and 10% if 90% or more.

Subject to applicable provisions concerning income under the alternative package of benefits, dividends paid by a compar
are considered to be attributable to i nconetaxrateisthevresdt f r
of a weighted average of the various applicable tax rates, excluding aayesmot income. Under the Investments Law, a
company that has elected the alternative package of benefits is nattaablig distribute retained praditand may generally
decide from which yeards profits to declare dividends.
enterprise program and not to distribute such income as a dividend.

Currently we have two approved enterpsiggograms under tHevestment_aw. Both are under the alternative benefits
program and in both casebettax benefits period for these programs has not yet begun.

Tax benefits under the 2005 Amendment

A 2005 amendmento the Investments Lawncluded revisions to the criteria for investments qualified to receive tax
benefits as an Approved Enterprise. The amendment applies to new investment programs and investment progran
commencing after 2004, and doest apply to investment programs approved pt@rDecember 31, 2004. However, a
company that was granted benefits according to section 51 of the Investment Law would not be allowed to commenc
production for a periord o2 year s from the companyds previous gmesmed of
investment law.

Under the amended law,campany wishing to receive the tax benefits affordader the laws required to select the tax
year from which the period of benefits under the Investment Law are to commence by notifying the Israeli Tax Authority
within 12 months of the end of that year.

Our company will continue to enjoy its current tax benefitadoordance with the provisions of the Investment Law prior
to its revision, but if our company is granted any new benefits in the future they will be subject to the provisions of the
amended Investment Law. Therefore, the following discussion is a sunofnidmgy Investment Law prior to its amendment as
well as the relevant changes contained in the new legislation.

The amendment simplifies the approval process: according the amendment, only Approved Enterprises receiving cas
grants require the approval tife Investment Center. The Investment Center will be entitled, to approve such programs only
until the end oR007.

The Amendment does not apply to benefits included in any certificate of approval that was granted before the Amendmer
came into effectwhich will remain subject to the provisions of the Investment Law as they were on the date of such approval.

Tax benefits are available under the Amendment to production facilities (or other eligible facilities), which are generally
required to derive moe t han 25% of their business income from expo
receive the tax benefits, the Amendment states that the company must make an investment in the Benefited Enterpri
exceeding a certain percentage enisimum amount specified in the Law. Such investment may be made over a period of no
more than three years ending at the end of the year in which the company requested to have the tax benefits apply to f
Benefited Enterprise (the "Year of Election"). Wliehe company requests to have the tax benefits apply to an expansion of

existing facilities, then only the expansion wil/ Ble co
be the result of a weighted combination of the applie rates. In this case, the minimum investment required in order to
gualify as a Benefited Enterprise is required to exceed

assets before the expansion.

The duration of tax benefits 8ibject to a limitation of the earlier of 7 to 10 years from the Commencement Year, or 12
years from the first day of the Year of Election. The tax benefits granted to a Benefited Enterprise are determinedtaccording
one of the following new tax routeshich may be applicable to us:

91 Similar to the currently available alternative route, exemption from corporate tax on undistributed income for a period
of two to ten years, depending on the geographic location of the Benefited Enterprise within Israetednced



corporate tax rate of 10% to 25% for the remainder of the benefits period, depending on the level of foreign
investment in each year. Benefits may be granted for a term of seven to ten years, depending on the level of foreig
investment in theompany. If the company pays a dividend out of income derived from the Benefited Enterprise
during the tax exemption period, such income will be subject to corporate tax at the applicable ra2&%)0¥6

respect of the gross amount of the dividend tatmay distribute. The company is required to withhold tax at the
source at a rate of 15% from any dividends distributed from income derived from the Benefited Enterprise; and

1 A special tax route, which enables companies owning facilities in certainagdicgl locations in Israel to pay
corporate tax at the rate of 11.5% on income of the Benefited Enterprise. The benefits period is ten years. Upol
payment of dividends, the company is required to withhold tax at source at a rate of 15% for Israelsrasilaha
rate of 4% for foreign residents.

Generally, a company that is Abundant in Foreign Investment (as defined in the Investments Law) is entitled to ar
extension of the benefits period by an additional five years, depending on the rate of its thabns derived in foreign
currency.

The Amendment changes the definition of Aiforeign inv
requires a minimal investment of NIS 5 million by foreign investors. Furthermore, such definitiomlsmvincludes the
purchase of shares of a company from anot her -upbhare epitall d e
exceeds NIS 5 million. Such changes to the aforementioned definition will take effect retroactively from 2003.

The Amendment will apply to approved enterprise programs in which the year of election under the Investments Law is
2004 or later, unless such programs received approval from the Investment Center on or prior to December 31, 2004, in whi
case the Amendmemrovides that terms and benefits included in any certificate of approval already granted will remain
subject to the provisions of the law as they were on the date of such approval.

Special Provisions Relating to Measurement of Taxable Income

Our compary is taxed under the Income Tax Law (Inflationary Adjustments), 1985, generally referred to as the Inflationary

Adjustments Law. The Inflationary Adjustments Law is highly complex and represents an attempt to overcome the problem:
presented to a traditial tax system by an economy undergoing rapid inflation. Its features, which are material to us, are

summarized as follows:

T Where a companybs equity, as calculated under the In
fixed assets (adefined in the Inflationary Adjustments Law), a deduction from taxable income is permitted equal to
the excess multiplied by the applicable annual rate of inflation. The maximum deduction permitted in any single tax
year is 70% of taxable income, with theused portion permitted to be carried forward, linked to the Israeli consumer
price index. The unused portion that was carried forward may be deductible in full in the following year.

T Where a companyds depreci at ed therotlsetexces$ muftiplied dytheagpbcabtes
annual rate of inflation 1is added to taxable incor
supplement will only be added to the corporate income but not to other incomes such as cagital gai

1 Subject to specified limitations, depreciation deductions on fixed assets and losses carried forward are adjusted f
inflation based on the change in the consumer price index.

In the event thathe Israeli consumer price indéid not rise in a partular year by3.0%,then the Israeli government may
decidethat some or all of the provisions of the Inflationary Adjustments Law shall not apply with respect to such fiscal year, or
that the rate of increase of the Israeli consumer price index relatawgiofiscal year shall be deemed to be 0%, and to make
the adjustments required to be made as a result of such determination

According to the law, until 2007 the results for tax purposes were measured adjusted for changes in the Israeli CPI.

In February2 008 t he fiKnesseto (Il sraeld. parl i ament) passed ar
Law, 1985, which limits the scope of the law starting 2008 and thereafter. Starting 2008 the results for tax purposes ar
measured in nominal valuesxcluding certain adjustments for changes in the Israeli CPI carried out in the period up to
December 31, 2007. The amendment to the law includes, inter alia, the elimination of the inflationary additions andsdeduction
and the additional deduction for depiation starting 2008For additional information, see Note 13 to our consolidated
financial statements.

Tax Benefits of Research and Development

Israeli tax law permits, under some conditions, a tax deduction in the year incurred for expendiludsgircapital
expenditures, in scientific research and development projects, if the expenditures are approved by the relevant governme



ministry and if the research and development is for the promotion of the enterprise and is carried out by, df of) deha
company seeking the deduction.

The OCS has approved some of our research and development programs and we have been able to deduct, for tax purpc
a portion of our research and development expenses net of the grants received. Other resdaraiopment expenses that
are not approved may be deducted for tax purposes in 3 equal installments duyieay go8riod.

Capital Gains Tax on Sales of Our Ordinary Shares

Israeli law generally imposes a capital gains tax on the sale of any eamsitds by residents of Israel, as defined for Israeli
tax purposes, and on the sale of assets located in Israel, including shares in Israeli companies, by both residents and n
residents of Israel, unless a specific exemption is available or unles¢ ataxat y bet ween | sr ael and
of residence provides otherwise. The law distinguishes between real gain and inflationary surplus. The inflationary aurplus i
portion of the total capital gain which is equivalent to the increaseeofth el evant asset s purchase
the increase in the Israeli consumer price index or, in certain circumstances, a foreign currency exchange rate, liteeen the
of purchase and the date of sale. The real gain is the excessafaihrcapital gain over the inflationary surplus.

Generally,until the 2006 tax year, capital gains tax was imposed on Israeli resident indivadlalate of 15% on real
gains derived on or after January 1, 2003, from the sale of shares in, athergy tsraeli companies publicly traded on
Nasdaq or on a recognized stock exchange or regulated market in a country that has a treaty for the prevention of dout
taxation with Israel. This tax rate was contingent upon the shareholder not claimingctiotethr financing expenses in
connection with such shar@gs which case the gain was generally be taxed at a rate of, 2bfbYid not apply to: (the sale
of shares to a relative (as defined in the Israeli Income Tax Ordinance); (ii) the saleesflshdealers in securities; (iii) the
sale of shares by shareholders that report in accordance with the Inflationary Adjustmetiteat awre taxed at
corporate tax rates for corporations and at marginal tax rates for individoral$)) the sale ofhares by shareholders who
acquired their shares prior to an initial public offerimgnich sharesnay be subject to a different tax arrangement).

As of January 1, 2006, the tax rate applicable to capital gains derived from the sale of shareslisthdtloer a stock
market or not, is 20% for Israeli individuals, unless such shareholder claims a deduction for financing expenses imconnectio
with such shares, in which case the gain will generally be taxed at a rate of 25%. Additionally, if suchlddraigh
considered a fimateri al s h amortthperiod macaiingastich sale, yi.e., tsuchrsharetialder ihaidg
directly or indirectly, including with others, at least 10% of any means of control in the company, the tax rate 25l be
Israeli companies are subject to the Corporate Tax rate on capital gains derived from the sale of shares, unless sash compa
were not subject to the Adjustments Law (or certain regulations) at the time of publication of the aforementioned amendmer
to the Tax Ordinance that came into effect on January 1, 2006, in which case the applicable tax rate is 25%. However, tt
foregoing tax rates do not apply to: (i) dealers in securities; and (ii) shareholders who acquired their shares priiato an i
public offering fwvhich sharesnay be subject to a different tax arrangement).

The tax basis of shares acquired prior to January 1, 2003 will be determined in accordance with the average closing sh:
price in the three trading days preceding January 13.2806wever, a request may be made to the tax authorities to consider
the actual adjusted cost of the shares as the tax basis if it is higher than such average price.

Nortlsraeli residents are exempt from lIsraeli capital gains tax on any gains derivedhiosale of shares of Israeli
companies publicly traded on a recognized stock exchange or regulated market outside of Israel, provided however that su
capital gains are not derived from a permanent establishment in Israel, such shareholders ajechtd s Adjustments
Law, and such shareholders did not acquire their shares prior to an initial public offering. Howevsraelborporations
will not be entitled to such exemption if an Israeli resident (i) has a controlling interest of 25%einnsuch nossraeli
corporation, or (i) is the beneficiary or is entitled to 25% or more of the revenues or profits of stishaedrcorporation,
whether directly or indirectly.

In some instances where our shareholders may be liable to tasaeti the sale of their ordinary shares, the payment of the
consideration may be subject to the withholding of Israeli tax at the source.

Pursuant to the Convention Between the government of the United States of America and the government ohlsrael wit
Respect to Taxes on | #HAscome,|] daxamerhe Jo()the hfUsal e, excl
a person who (i) holds the ordinary shares as a capital asset, (ii) qualifies as a resident of the United States wéthinghe m
of the U.S:Israel Tax Treaty and (iii) is entitled to claim the benefits afforded to such person by tHereeSTax Treaty,
generally, will not be subject to the Israeli capital gains tax. Such exemption will not apply if (i) such Treaty WléntRes
holds, directly or indirectly, shares representing 10% or more of our voting power during any part oftbatii eriod
preceding such sale, exchange or disposition, subject to certain conditions, or (ii) the capital gains from such sgkepexchan
disposition can be allocated to a permanent establishment in Israel. In such case, the sale, exchange or dispositign of ordin
shares would be subject to Israeli tax, to the extent applicable; however, under tterdélSTax Treaty, such Treaty U.S
Resident would be permitted to claim a credit for such taxes against the U.S. federal income tax imposed with respect to su
sale, exchange or disposition, subject to the limitations in U.S. laws applicable to foreign tax credits. Thadl.$ax



Treaty does not relate to U.S. state or local taxes.
Taxation of NorResident Holders of Shares

Nonresidents of Israel are subject to income tax on income accrued or derived from sources in Israel. Such sources
income include passive income such asd#imds, royalties and interest, as well as-passive income from services rendered
in Israel. On distributions of dividends other than bonus shares, or stock dividends, income tax is withheld at thetlseurce at
following rates: (i) for dividends distsuted prior to January 1, 200@5%; (ii) for dividends distributed on or after January 1,
2006- 2 0 %, or 25% for a shareholder that i S ¢ o n snmodtle peod a
preceding such distribution, unless a difer t rate is provided in a treaty betyv
residence. Under the U:-%rael Tax Treaty, the maximum tax on dividends paid to a holder of ordinary shares who is a Treaty
U.S. Resident is 25%. However, under the Investméaw, dividends generated by an Approved Enterprise (or Benefited
Enterprise) are taxed at the rate of 15%. Furthermore, dividends not generated by an Approved Enterprise (or Benefite
Enterprise) paid to a U.S. corporation holding at least 10% ofssued voting poweduring the part of the tax year which
precedes the date of payment of the dividend and during the whole of its prior teargegenerally taxed at a rate of 12.5%.

For information with respect to the applicability of Israeli capt@ihs taxes on the sale of ordinary shares by United States
resi dent s;Caspeiet aalb oG/aei nfis Tax on Sales of Our Ordinary Sha

United States Federal Income Tax Considerations

Subject to the limitations described below, the following discussiommarizes certain U.S. federal income tax
consequences of the purchase, ownership and disposition of our ordinary shares to a U.S. holder that owns our ordinary sha
as a capital asset (generally, for investment). A U.S. holder is a holder of margrshares that is:

9 anindividual citizen or resident of the United States;

1 acorporation (or other entity taxable as a corporation for U.S. federal income tax purposes) created or organized in tf
United States or under the laws of the United States,statg or political subdivision thereof or the District of
Columbia;

an estate, the income of which is subject to U.S. federal income tax regardless of its source; or

a trust if (i) a court within the United States is able to exercise primary supervig@oit®administration and one or
more U.S. persons have the authority to control all of its substantial decisions or (ii) that has in effect a valid election
under applicable U.S. Treasury Regulations to be treated as a U.S. person.

Certain aspects of U.S f eder al income taxes relevant to a holder c
u. sS. hol der6) are also discussed bel ow.
This discussion is based on current provisions atfandt he

proposed Treasury Regulations, and administrative and judicial decisions as of the date of this annual report, allref which a
subject to change, possibly on a retroactive basis. This discussion does not address all aspects of U.S. fedeaahtimmome t
that may be relevant to any particular U.S. hol deussionn | i
does not address the potential application of the alternative minimum tax or the U.S. federal income tax cessequedc
holders that are subject to special treatment, including U.S. holders that:

9 are brokerdealers or insurance companies;

have elected marto-market accounting;

are taxexempt organizations or retirement plans;

are grantor trusts;

are certairformer citizens or longerm residents of the United States;

are financial institutions or financial services entities;

hold ordinary shares as part of a straddle, hedge or conversion transaction with other investments;
acquired their ordinary shares upie exercise of employee stock options or otherwise as compensation;

are real estate investment trusts or regulated investment companies;
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own directly, indirectly or by attribution at least 10% of our voting power; or

=]

have a functional currency that is rtbé U.S. dollar.

If a partnership (or any other entity treated as a partnership for U.S. federal income tax purposes) holds our ordsnary share
the tax treatment of the partnership and a partner in such partnership will generally depend on thetlstapastoér and the



activities of the partnership. Such a partner or partnership should consult its tax advisor as to its tax consequences.

This discussion is not a comprehensive description of all of the tax considerations that may be relevant to ®achh g s
decision to purchase our ordinary shares. For example, this discussion does not address any aspect of state,-ld&l or non
tax laws or the possible application of United States federal gift or estate taxes.

Each holder of our ordinary shares isadvised to consult his or her own tax advisor with respect to the specific tax
consequences to him or her of purchasing, owning or disposing of our ordinary shares, including the applicability and
effect of federal, state, local and foreign income and o#n tax laws to his or her particular circumstances.

Taxation of Distributions Paid on Ordinary Shares

Subject to the discussion baAal®owauRdesi idakormCeingrrequewne
holder will be required to include in g® income as dividend income the amount of any distribution paid on our ordinary
shares, including any ndd.S. taxes withheld from the amount paid, on the date the distribution is received to the extent the
distribution is paid out of our current or acaulated earnings and profits, as determined for U.S. federal income tax purposes.
Distributions in excess of earnings and profits wdnary be
shares and, to the extent in excess of Haedis, will be treated as gain from the sale or exchange of ordinary shares. The
dividend portion of such distribution generally will not qualify for the dividends received deduction otherwise available to
corporations.

Dividends that are received by Ulslders that are individuals, estates or trusts will be taxed at the rate applicable to long
term capital gains (currently a maximum rate of 15% for taxable years beginning on or before December 31, 2010), provide
that such dividends meet the requirersento f fiqual i fi ed dividend income. 0 Divioc
dividends received by corporate U.S. holders, are taxed at ordinary income rates. No dividend received by a U.S. holder wi
be a qualified dividend if (1) the U.S. hotdeeld the ordinary share with respect to which the dividend was paid for less than
61 days during the 12day period beginning on the date that is 60 days before tdévieblend date with respect to such
dividend, excluding for this purpose, under theesubf Code Section 246(c), any period during which the U.S. holder has an
option to sell, is under a contractual obligation to sell, has made and not closed a short sale of, is the grantcimftedeep
money or otherwise nonqualified option to buy,hais otherwise diminished its risk of loss by holding other positions with
respect to, such ordinary share (or substantially identical securities) or (2) the U.S. holder is under an obligatioht(parsua
short sale or otherwise) to make related paymeitts respect to positions in property substantially similar or related to the
ordinary share with respect to which the dividend is pa
term is defined in the Code) for any taxable yeatidénds paid on our ordinary shares in such year or in the following taxable
year would not be qualified dividends. See the discussion below regarding our passive foreign investment company statt
under fATax Consequences i mewe¢e FLoepanias s-colperatdaldlSdkolddy wilh | n a
be able to take a qualified dividend into account in determining its deductible investment interest (which is geneedlitplimit
its net investment income) only if it elects to do so; in stade the dividend will be taxed at ordinary income rates.

Distributions of current or accumulated earnings and profits paid in foreign currency to a U.S. holder (including any non
U.S. taxes withheld from the distributions) wgknerallybe includible inthe income of a U.S. holder inlAS. dollar amount
calculated by reference to the exchange rate on the date of the distribution. A U.S. holder that receives a foreign currenc
distribution and converts the foreign currency ibt&. dollars after the datef distributionmayhave foreign exchange gain or
loss based on any appreciation or depreciation in the value of the foreign currency agéalrStabkar, which will generally
be U.S. source ordinary income or loss.

U.S. holders will have the option of claiming the amount of anyW@ income taxes withheld at source either as a
deduction from gross income or as a defardollar credit against their U.S. federal income tax liability. Individuals who do
not claimitemized deductions, but instead utilize the standard deduction, may not claim a deduction for the amount-of the non
Uu. S. i ncome taxes withhel d, but the amount may be cl ai
liability. The amouth of nonU.S. income taxes that may be claimed as a credit in any taxable year is subject to complex
limitations and restrictions, which must be determined on an individual basis byJeadiolder. These limitations include
rules which limit foreign taxcredits allowable for specific classes of income to the U.S. federal income taxes otherwise
payable on each such class of income. The total amount of allowable foreign tax credits in any taxable year cannot exceed t
pre-credit U.S. tax liability for théaxable year attributable to ndhS. source taxable income.

A U.S. holder will be denied a foreign tax credit for AdrS. income taxes withheld from a dividend received on the
ordinary shares if (1) the U.S. holder has not held the ordinary sharesefastal6 days of the Bdlay period beginning on the
date which is 15 days before the-dixidend date with respect to such dividend or (2) to the extent the U.S. holder is under an
obligation to make related payments with respect to positions in sub#tastimilar or related property. Any days during
which a U.S. holder has substantially diminished its risk of loss on the ordinary shares are not counted toward meeting tr
required 16day holding period.



Taxation of the Disposition of Ordinary Shares

Subject to the discussion bArleow uPnadsesri vieT aFxo r &a ngsne gl unevnecse
sale, exchange or other disposition of our ordinary shares, a U.S. holder will recognize capital gain or loss in anwahount eq

to the dffeence bet ween the U. S. hol derds basis in the ordina
ordinary shares, and the amount realized on the disposition. A disposition of ordinary shares will be considered ttheccur on
trade date, gar dl ess of the U.S. hol der s met hod of accounting

ordinary shares held more than one year will beH@nm capital gain and may, in the case of-torporate U.S. holders, be
subject to a redred rate of taxation (lontgrm capital gains are currently taxable at a maximum rate of 15% for taxable years
beginning on or before December 31, 2010). Gain or loss recognized by a U.S. holder on a sale, exchange or other dispositi
of ordinary sharesvill generally be treated as U.S. source income for U.S. foreign tax credit purposes. The deductibility of a
capital loss recognized on the sale, exchange or other disposition of ordinarynsmatessubject to limitations.

A U.S. holder that uses thestamethod of accounting calculates the dollar value of the proceeds received on the sale as of
the date that the sale settles. However, a U.S. holder that uses the accrual method of accounting is required tbecalculate
value of the proceeds of the sakeof the trade date and may therefore realize foreign currency gain or loss. A U.S. holder may
avoid realizing foreign currency gain or loss by electing to use the settlement date to determine the proceeds of sale f
purposes of calculating the foreigmurrency gain or loss. In addition, a U.S. holder that receives foreign currency upon
disposition of ordinary shares and converts the foreign currency into dollars after the settlement date or trade daer (whiche
date the U.S. holder is required to ugsecélculate the value of the proceeds of salay have foreign exchange gain or loss
based on any appreciation or depreciation in the value of the foreign currency against the dollar, which will genef@lly be U.
source ordinary income or loss.

Tax Consegences if Wére a Passive Foreign Investment Company

For U.S. federal income tax purposes, we will be classified as a passive foreign investment company, or PFIC, for an
taxable year in which either, after applying certain kiwki rules, (i) 75% or mar of our gross income is passive income or
(ii) at least 50% of the average val(getermined on a quarterly basi)our total assets for the taxable year produce or are
held for the production of passive income. For this purpose, cash is consideesdn@sset which produces passive income.
Passive income includes dividends, interest, royalties, rents, annuities and the excess of gains over losses frontidhe disposi
of certain assets whigbroduce passive income.

Based on our income, assets, atittéi and market capitalization, we do not believe that we were a PFIC for the taxable
year ended December 31, 2008. However, there can be no
will not challenge this conclusion. There isisk that we were a PFIC for the taxable years 2001, 2002 and 2003 as a result of
our substantial cash position and the performance of our ordinary shares during those taxable years. If we were agPFIC duri
2001, 2002 and 2003, U.S. holders who acquoedield our ordinary shares during those taxable years generally will be
subject to the PFIC rules described below regardless of whether we were a PFI@BfoHa0@ver, if we were not a PFIC for
2008, U.S. holders who acquired our ordinary shares®3 28Il not be subject to the PFIC rules unless we are classified as a
PFIC in future years. The tests for determining PFIC status are applied annually and it is difficult to make accutaiagredic
of our future income, assets, activities and markpitakzation, which are relevant to this determinatibarthermore, if the
current price of our ordinary shares does not increase during 2009, there is a risk that we could be classified as a PFIC f
20009.

If we are a PFIC, a U.S. holder of our ordinahares could be subject to increased tax liability upon the sale or other
di sposition (including gifts) of its ordinary shacoeld or
result in a reduction in the aftéax return to sch U.S. holder. In general, an excess distribution is the amount of distributions
received during a taxable year that exceed 125% of the average amount of distributions received by a U.S. holderfin respect
the ordinary shares during the preceding threex a bl e year s, or if shorter, during
taxable year of the distribution. Under these rules, the excess distribution and any gain on the disposition of ordisary shar
would be allocated ratably overthe US.loidé6s hol ding period for the ordinary
taxable year and any taxable year prior to the first taxable year in which we were a PFIC would be taxed as ordinary incom
The amount allocated to each of the other taxgbirs would be subject to tax at the highest marginal rate in effect for the
applicable class of taxpayer for that taxable year, and an interest charge for the deemed deferral benefit would b&imposed
the resulting tax allocated to such other taxabdg/eThe tax liability with
respect to the amount allocated to taxable years prior to the year of the disposition or distribution cannot be offset by ne
operating | osses. I n addition, holpearisn ol @shires adguiredirénica P F
decedent.

As an alternative to the tax treatment described above
(AQEFO) , in which case the U.S. hol der weanthal webae a PHEQitsi r e
pro rata share of our ordinary earnings as ordinary income and its pro rata share of our net capital gaiterasdapial
gain, subject to a separate election to defer payment of taxes which deferral is subject @oeanhdharge. Any income
inclusion will be required whether or not such U.S. holder owns our ordinary shares for an entire taxable year or af the end
our taxable year. The amount so includable will be determined without regard to our prior yeaoidhseamount of cash
distributions, if any, received from us. Special rules apply if a U.S. holder makes a QEF election after the firstdaxable y



its holding period in which we are a PFIC. We will supply U.S. holders that make a request in withinige information
needed to report income and gain under a QEF el ectilon i
increase by any amount included in income and decrease by any amounts not included in income whesd disttiduge
such amounts were previously taxed under the QEF rul es.
the entire holding period for its ordinary shares, any gain or loss realized by such holder on the dispositionlin&iis or
shares held as a capital asset ordinarily would be capital gain or loss. The QEF election is made on a shgreholder
shareholder basis, applies to all ordinary shares held or subsequently acquired by an electing U.S. holder and can be revol
only with the consent of the IRS.

As an alternative to making a QEF election, a U. S. ho
tradedod on the Nasdaqgq Gl obal Mar ket ) may i n c mrllyapplicable ci r c
to holders of stock in a PFIC by electing to mar k tdhe s

for the ordinary shares. As a result of such an election, in any taxable year that we are a PFIC, a Uv&uWididenerally

be required to report gain or loss to the extent of the difference between the fair market value of the ordinary shamsd at th
of the taxable year and such U.S. hol der 6 s tcamputdtiensand i n
any gain on an actual disposition of the ordinary shares, would be treated as ordinary income. Any loss under this momputatic
and any loss on an actual disposition of the ordinary shares, generally would be treated as ordinaryel@sgédnttof the
cumulative netmarkto-market gain previously included. Any remaining loss from marking ordinary shares to market will not
be allowed, and any remaining loss from an actual disposition of ordinary shares generally would be capitdlI8ss. A
hol derés tax basis in its ordinary shares i sto-nakételetior d arl
There can be no assurances that there will be sufficient trading volume with respect to the ordinary shares foarthe ordin
shares to be considered firegularly tradedod or that our
Accordingly, there are no assurances that the ordinary shares will be marketable stock for these purposes. As with a QI
electicn, a markto-market election is made on a sharehclofeshareholder basis, applies to all ordinary shares held or
subsequently acquired by an electing U.S. holder and can only he revoked with consent of the IRS (except to the extent t
ordinary sharesnbonger constitute fAmarketable stocko).

The U.S. federal income tax consequences to a U.S. holder if we were to be a PFIC are complex. A U.S. holder should
consult with his or her own advisor with regard to those consequences, as well as with regard toetlter he or she
should make either of the elections described above.

Tax Consequences for N@hS. Holders of Ordinary Shares

Except as described in Al nformati on RJESplwider of mrdinary shdresB a ¢
generally willnot be subject to U.S. federal income or withholding tax on the payment of dividends on, and the proceeds fron
the disposition of, our ordinary shares, unless, in the case ofdd&alincome taxes:

1 the item is effectively connected with the conducthlsy NorU.S. holder of a trade or business in the United States and in
the case of a resident of a country which has a treaty with the United States, the item is attributable to a permanel
establishment in the United States, or in the case of an indiytitiedatem is attributable to a fixed place of business in the
United States; or

1 the NorU.S. holder is an individual who holds the ordinary shares as a capital asset and is present in the United States f
183 days or more in the taxable year of the aitipn and certain other conditions are met.

Information Reporting and Backup Withholding

U.S. holdergother than exempt recipients such as corporatigasgrally are subject to information reporting requirements
with respect to dividends paid in the itéd States on, or proceeds from the disposition of, our ordinary shares. In addition, a
U.S. holder may be subject, under certain circumstances, to backup withholding at a rate of up to 28% with respect t
dividends paid on, or proceeds from the dispositof, our ordinary shares unless the U.S. holder provides proof of an
applicable exemption or correct taxpayer identification number and otherwise complies with applicable requirements of the
backup withholding rules. A U.S. holder of our ordinary shares provides an incorrect taxpayer identification number may
be subject to penalties imposed by the IRS.

Non-U.S. holders generally are not subject to information reporting or backup withholding with respect to dividends paid
on, or proceeds from the gissition of, our ordinary shares, provided that the WNo®. holder provides its taxpayer
identification number, certifies to its foreign status, or establishes another exemption to the information reportingipr back
withholding requirements.

Amounts wihheld under the backup withholding rules are not an additional tax and may be refunded or credited against th
u. s. hol derés feder al income tax I|liability, provided the
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We are required tdile reports and other information with the SEC under the Securities Exchange Act of 1934 and the
regulations thereunder applicable to foreign private issuers. You may inspect and copy reports and other information filed b
us with the SE I refetence fhcditiesSdesCribed bglowb Although as a foreign private issuer we are not
required to file periodic information as frequently or as promptly as United States companies, we generally announce publicl
our quarterly and yesend results proptly and file periodic information with the SEC under cover of Forkh &s a foreign
private issuer, we are also exempt from the rules under the Exchange Act prescribing the furnishing and content of prox
statements and our officers, directors and ppgicshareholders are exempt from the reporting and other provisions in Section
16 of the Exchange Act.

You may review a copy of our filings with the SEC, i n
facilities in 100 F Street N.W., Washington, D.C. 20549 and at offices of the Israel Securities Authority at 22 KanfenNeshar
St., Jergalem, Israel. You may also obtain copies of such materials from the Public Reference Section of the SEC, 100 |
Street, N.W., Washington, D.C. 20549, at prescribed rates. You may call the SBBOGSEC0330 for further information

on the publicrefereec r ooms. As a foreign private issuer we were o0l
of November 2002. Our periodic fil i aawssecagovieom thit dateefoomag av
reaed and copy any reports, statements or other i nformati
available on the SEC6s website and at the SEC facithei ti e:

Israel Securt i es Aut h o miwtisa.gov.ilanderbns dorhingercial locument retrieval services.

Any statement in this annual report about any of our contracts or other documents is not necessarily complete. If th
contract or document is filed as an exhibit to this annual report, the contract or document is deemed to modify the descriptiol
contained in this annual report. We urge you to review the exhibits themselves for a complete description of the contract c
document.

ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to a variety of risks, including changes in interest rates and foreign currency exchange risk and inflation.
Interest Rate Risk

As of December 31, 2@)we had $7.2million in cash, cash equivalents, deposits and marketable securities. We invest our
cash surplus in bank deposits and marketable securities. Since these investments typically carry fixed interest rage, and sir
our policy and practice is to hold theseestments to maturity, financial income over the holding period is not sensitive to
changes in interest ratdsor more information, see Nofeof our 2008 onsolidatedinancial satements

Foreign Currency Exchange Risk and Inflation

We hold most obur cash, cash equivalents deposits and marketable securities in U.S. dollars but incur a significant portior
of our expenses, principally salaries and related personnel expenses and administrative expenses, ini [$&eksiaehs a
result, we are exped to the risk that the U.S. dollar will be devalued against the Newi ISta{el. Depreciation of the US
dollar could have a material adverse effect on our results of operation and financial coitiéicGompany entered into
derivative instrument aangements to hedge a portion of its anticipated New Israeli Shekel ("NIS") payroll and certain
operation expenses-or more information, see Note 2q of our 2008 consolidated financial statements.

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUITY SERUTIES

Not applicable.


http://www.sec.gov/
http://www.isa.gov.il/
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ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES
None.
ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS AND USE OF
PROCEEDS

Material Modifications to the Rights of Security Holders
None.
Useof Proceeds
None.
ITEM 15T. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Our disclosure controls and procedures are designed to ensure that information required to be disclosed in the reports \
are required to file are recordgatocessed, summarized and reported on a timely basis. Under the supervision of our Chief
Executive Officer and Chief Financial Officer, we conducted an evaluation of the effectiveness of our disclosure controls anc
procedures, as such term is defined uritlele 13al5(e) and 15d.5(e) promulgated under the Securities Exchange Act of
1934 (the AExchange Act o). Based on this evaluati on, ou.
our disclosure controls and procedures were effecs/@f the end of the period covered by this annual report. Our Chief
Executive Officer and Chief Financial Officer have also concluded that there were no significant changes in our internal
controls or in other factors that could significantly affectititernal controls subsequent to that date of evaluation, including
any corrective actions with regard to significant deficiencies and material weaknesses.

Management Annual Report on Internal Control over Financial Reporting

Our board of directors and diti committee are responsible for establishing and maintaining adequate internal control over
financial reporting. Our internal control system was designed to provide reasonable assurance regarding the reliability c
financial reporting and the preparatioh our consolidated financial statements for external purposes in accordance with
generally accepted accounting principles.

Under the supervision of our Chief Executive Officer and Chief Financial Officer, we conducted an evaluation of the
effectivenessof our internal control over financial reporting, as such term is defined under RulE5@Band 15€l5(f)
promulgated under the Exchange Act. In making this assessment, we used the criteria established in Internal Control
Integrated Framework issuég the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on
this evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that our internal control oviat financ
reporting was effective as of the eoftthe period covered by this annual report.

Notwithstanding the foregoing, all internal control systems no matter how well designed have inherent limitations.
Therefore, even those systems determined to be effective may not prevent or detect misstaiginean provide only
reasonable assurance with respect to financial statement preparation and presentation. Also, projections of any evaluation
effectiveness to future periods are subject to the risk that controls may become inadequate becawgesohaunditions, or
that the degree of compliance with the policies or procedures may deteriorate.

Firm Report of the Registered Public Accounting Firm
This annual report does not include an attestation report of our registered public accountiagséissing our internal

control over financi al reporting. Our managementds repo
firm pursuant to current rules of the SEC t lhatpop.er mi t us

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the period covered by this repol
that have materially affected, or are reasonably likelpaderially affect, our internal control over financial reporting.

ITEM 16. RESERVED



ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

Our board of directors hadetermined that each of Prof. Yair Aharonowitz, Mr. Arie Ovadia and Prof. Joshua Shemer
qualifies asan " i ndependent directoro and Mr. Ari e OvaNhsdag qua
Marketplace Rules.

ITEM 16B. CODE OF ETHICS

Our board of directors adopted a code of ethics that applies to our chief executive officer, amiédlfféicer, controller,
and other persons performing similar functions.

The code of ethics is posted on our website, addressgdcgen.com

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table presents the fees paid to our external auditors for professional services rendered in the years end
December 31, 2008 and 2007:

2008 2007
Audit Fees $87,000 $65,000
Audit Related Fees - $15,000
Tax Fees $7,000 $10,000
All Other Fees - $10,000
Total $94,000 $100,000
AAudit Feesod are fees for professional services render

consolidated annual financial statements and review of our unaudited interim firstaigaients;

AAudit Rel ated Feeso are fees for professional service
and other assignments, relating to internal accounting functions and proceailmeing valuation of options granted to
chairman of the board in 200

iTax Feeso are fees for services rendered by our princ
tax advice; and

AAl I Ot her Feeso are fees for ot heaoountarto ssurcludingipgepassaton ofi ¢ e
response letter to SEC in 2007.

ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES
None.

ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS
None.
ITEM 16 F. CHANGESIN REGISTRANT'S CERTIFYING ACCOUNTANT
Not applicable.
ITEM 16G. CORPORATE GOVERNANCE

There are no significant differences between our corporate governance practices and those required of a U.S. domes
issuer under the NASDAQ Stock Market Rules.


http://www.cgen.com/
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ITEM 17. FINANCIAL STATEMENTS

We have furnished financial statements and related information pursuant to Item 18.

ITEM 18. FINANCIAL STATEMENTS

See pages-Eto F29.

ITEM 19. EXHIBITS

Index to Exhibits

Exhibit Number Description

1.1 Formof Articles of Association of Issuer

12.1 Certification by Chief Executive Officer pursuant
section 302 of the Sarbanéxley Act of 2002.

12.2 Certification by Chief Financial Officer pursuant
section 302 of the Sarban@xley Act of 2002.

13.1 Certification by Chief Executive Officer pursuant
section 906 of the Sarban@xley Act of 2002.

13.2 Certification by Chief Financial Officer pursuant
section 906 of the Sarban@xley Act of 2002.

15.1 Consent of Kost Forer Gabbay & Kasierer, anier of
Ernst & Young Global, dateslarch 16, 2009.

15.2 Consent of Kesselman & Kesselman, member

PriceWaterhouseCoopers, independent auditors
Keddem Bioscience, datédarch 16, 2009.

15.3 Audit Report by Kesselman & Kesselman, member
PriceWatehouseCoopers, independent auditors
Keddem Bioscience, datédarch 13, 2008.
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Title: President, Chief Executive Officer and Director
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of
COMPUGEN LTD.

We have audited the accompanying consolidated balance shé&stmpugen Ltd."the Compant) and its subsidiaries
as of December 32008and2007, and the related consolidated statements of operations, changes in sharettpldgrznd
cash flows for each of the three years in the period ended DecemBR&08IThese financial statements are the responsibility
of the Compang management. Our responsibility is to express an opinion on these financial statements based on our audits.

We did not audit the financial statements of Keddem BioScience Ltd., a vdwallgd subsidiaryfor the years ended
December 312007and2006which statements reflect total assets constitulitigand2% and no revenues, in 2007 a2@06
respectively, of the related consolidated totals. Those statements were audited by othemehafitotsrqualified repart
which has been furnished to, irscludes an explanatory paragraph on circumstances which raise substantial rdgaintsng
Keddem BioScience Lt ability to continue as a going concern. Our opinion, insofar as it relatesdathunts included for
Keddem BioScience Ltd. is based solely on the report of the other auditors.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversigh
Board (United States). Those standards require thatameamd perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged to perform an at
of the Compansg internal control over financial reporting. Our audits included denation of internal control
over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but r
for the purpose of expressing an opinion on the effectiveness of the Cdsnjpaagnal control over finandia
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidenc
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used
significant estimates made hyanagement, and evaluating the overall financial statement presentation. We believe
that our audits and the report of the other auditors provide a reasonable basis for our opinion.

In our opinion, based on our audits and the report of the other auditors, the consolidated financial statemen
referred to above present fairly, in all material respects, the consolidated financial position of the Company and it
subsidiaries as of Deceb31,2008and2007, and the consolidated results of their operations and their cash flows
for each of the three years in the period ended Decemb&088, in conformity with U.S. generally accepted
accounting principles.

As discussed in Not#4i to the consolidated financial statements2@97,the Company adoptethe provisions of
Statement of BN No. 48, "Accounting for Uncertainty in Income Taxes an interpretation of FASB Statement No. 109

Tel-Aviv, Israel KOST FORER GABBAY & KASIERER
March16, 2009 A Member of Ernst & Young Global






