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I am pleased to report that in 2005, the second full year as a publicly
listed company, Wolfson has again increased revenues and profit
substantially. As shown in the first chart, the annual results have grown
steadily over the last few years. In spite of this, the Company’s share
price has fluctuated significantly as shown in the second chart below.

Annual revenue and operating profit (2002 to 2005) ($000)

Wolfson share price since Listing (pence)

As can be seen from the third chart portraying half year turnover and
operating profit, after a relatively low growth period in most of 2004 and
the first half of 2005, we grew dramatically in the second half of 2005.
This was due in part to the seasonality but more we believe reflects on
our strong position in a burgeoning market segment.

Half year revenues and operating profit ($000)

Our recent order intake and current backlog along with a strong flow of
new products and design wins lead us to believe that this growth is not
an anomaly and we expect with a normal seasonal pattern to consolidate
on, and grow from, these higher operating levels in 2006.

[ CHAIRMAN’S STATEMENT ]
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I would like to address briefly three important aspects, that lead us to
believe that the Company is well positioned to grow.

The Digital Revolution

We are all experiencing the dramatic impact of digital electronic
technology. From communications to entertainment by way of security,
transport, medicine and commerce the technology is extending our
capabilities and widening our experiences.

The facilitator of this so called digital revolution is the ongoing
improvement of basic semiconductor process technology which enables
production, at ever lower cost, of increased complexity and lower power
consumption data processing and storage components. These
semiconductor components – silicon chips – in turn enable the
introduction of a wide range of products – such as mobile phones – that
serve vast consumer markets. Capabilities that a few years ago were
available only to corporations, were housed in air conditioned facilities
and cost millions, are now available to the general public and can be
carried about in a pocket.

Wolfson does not make the aforementioned data processing and storage
chips but in the case of a mobile phone for instance and many other
digital devices we make a small but vital piece of the whole. This piece
takes the processed, stored, transmitted digital signal and turns it back in
to something you can hear or in some cases captures a sound and
converts it to a digital signal.

Wolfson is allied with and dedicated to the digital revolution. We believe
that this digital revolution is still in its early stages of its development and
that is a sobering thought.

Our Customers

The genesis of Wolfson is its close technical interaction with its
customers. Initially as a designer of customer defined circuits and more
recently as a supplier of merchant market products for the broad digital
consumer market. Our relationship with our customers and the way in
which we have developed our broad product range is one of the principal
reasons underlying Wolfson’s success. To be a leader and continue to
compete effectively, Wolfson must develop products with the new
functions, features and efficiencies which will be demanded in a fast
changing marketplace. We are looking not only at the next generation of
end products but at the generation beyond that. As a result, Wolfson
forms close technical relationships with its customers. We work with
them, bringing new technology to an understanding of their product
requirements in order to establish future end market requirements. In this
way, Wolfson defines its future product development plans, aiming to
produce products which can be used across a broad range of
applications by many customers. The Wolfson–Customer relationship
is an ongoing one with future products evolving from the continuing
technical dialogue between Wolfson and its customers. 

‘Team Wolfson’

In my 2003 Chairman’s Statement, I said that ‘Team Wolfson’ was world
class and the foundation on which the Company is built. That remains the
case today. ‘Team Wolfson’ is all about quality not quantity (although the
team has grown considerably since 2003 and continues to do so to meet
the increased demand for our products).

‘Team Wolfson’ strives for excellence across a number of disciplines,
not only design engineering. New product definition, requiring a blend
of technical innovation and customer interaction, is a critical element of
the success of the Company supported by a dedicated group of
experienced engineers. The other technical functions including test and
product engineering together with quality engineering aim to meet the
highest standards of product quality. Our sales people around the globe
are experts in the different regional markets in which we operate. We
have a dedicated customer service department and skilled applications
team to assist customers with commercial and engineering issues, while
we have a highly efficient operations department responsible for the
manufacture and supply of our products to customers. We continue to
interface closely with the centres of excellence in several universities to
provide a steady supply of the brightest graduates and to attract talent
from many sources around the world. The key to the success of ‘Team
Wolfson’ is the integration of the essential technical and commercial
skills of our outstanding people.

Looking Forward

At the beginning of my report, I showed how half year rather than full year
figures better described our current financial performance. On an annual
basis the picture is one of smooth inexorable growth which belies the
dynamics of the business. However, the semiconductor business is very
fluid with short term fluctuations produced by seasonal and market
variations with customers rarely providing more than a few months’
visibility of their forecast requirements. It is for these reasons that
technology companies tend to provide the market with trading information
on a more frequent basis than we have done historically. As a result, the
Board has decided that the Company’s communications with its
shareholders would be more effective in future if we report on a quarterly
basis rather than as currently on a half yearly basis. We will instigate this
from the beginning of 2006.

From our continued focus on customer needs and the dedication of our
highly competent team we believe Wolfson is well positioned to build on
our design win achievements and expand our first class product line to
meet the future needs of the digital revolution.

We thank you for your continued support.

John Carey
Chairman

[ CHAIRMAN’S STATEMENT CONTINUED ]
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Introduction

The rapid expansion of digital consumer electronics goods helped fuel
strong 2005 growth, with Wolfson’s chips at the heart of an increasing
array of products from brand leaders across the industry. The trend
towards higher performance audio in a wide range of applications is both
driving demand for current Wolfson products and defining the requirements
for future generations. And this expanding world of digital music and
multimedia content continues to generate new feature rich digital hardware
devices, which require the technologies and products that we supply.

Our Business

Wolfson supplies high performance mixed-signal integrated circuits (ICs).
These chips are used to convert real world analogue signals into digital
signals for storing and processing digital information. Similarly, our ICs
are used for converting digital signals into the analogue signals required
for us to experience sound and images. We specify and design,
manufacture them through subcontract relationships, and sell worldwide
to a broad range of manufacturers of digital consumer electronic
products. Our catalogue has over 90 unique ICs providing high
performance signal processing and power management functions
targeted at a range of end applications. The Company has established a
strong brand reputation for its products (in particular in audio), which are
used in such applications as MP3 and personal media players, digital
cameras, games consoles, digital TVs, sound systems, as well as
imaging products used in devices such as multifunction peripherals
(MFPs). With consumer demand continuing to grow for higher quality
sound and images, whether in the home or on the move, the Company
continues to introduce new technically leading products that provide
higher performance and capability with reduced power consumption that
enable our customers to serve and win in these markets.

The Market

The market for our products is driven by demand for ever more complex
digital consumer electronic products. This has expanded rapidly as
manufacturers seize the opportunities created by advanced digital
semiconductor technology in imaging, sound and video reproduction and
communications. All require digital electronic signals to be converted to
analogue signals for appreciation in the real world. This year has seen a
particularly rapid expansion of MP3 use, as well as extension of that
capability into cameras and mobile phones. It was also highlighted by
the introduction of two of the next generation games platforms, the
Sony PSP™ Playstation Portable device, and the Microsoft XBox® 360
video game system, both providing outstanding graphics capability
supported by high quality sound from Wolfson’s ICs. Other emerging
markets which have contributed this year and hold considerable future
promise include flat screen televisions, digital radio, GPS and Bluetooth
headsets. Automotive applications also offer substantial potential for
the Company, with entertainment systems based on digital technology
becoming widely adopted.

In spite of the diversity of products already available, the market is still
at an early stage. The wider use of the internet to provide media content
directly to end devices, rather than through intermediate hardware
products such as DVDs, has only just begun. Plans such as those of
the BBC to provide all their television channels via the internet indicate
the types of services that are expected to become common place.
Nor are these developments restricted to the traditional sources of
media. Everyone will be able to share content created privately through
the internet as blogging and pod casting become widespread. And
higher speed internet connectivity will soon allow efficient download
of high definition video media, such as multiple channels of high
definition television.

These services are not destined only for the home but also for those on
the move, making portability an important aspect of many new digital
consumer products. The mobile phone has become multifunctional with
ever wider ranges of services provided by operators. And more is to
come. MP3 audio capability and high definition cameras are becoming
standard with some of the next generation phones being capable of
receiving TV signals and other video media. Users will access these via a
widening array of networks, not only cellular, but also Wifi, Bluetooth, and
Zigbee along with proprietary systems. For instance, the digital home will
feature wireless networks delivering hi-fi, television, security and
ambiance controls without cumbersome cabling. These new possibilities
are driving investment into a host of new consumer products demanding
Wolfson technology and devices.

Review of the Year

The Company grew substantially in 2005, benefiting particularly from the
strong demand for portable digital products. Seasonality of demand saw
the first half only slightly ahead of the second half of 2004, with the main
revenue surge then occurring in the latter part of the year. This pattern
was amplified by the second half launch of three highly successful
products, the Sony PSP™ Playstation Portable device, the Apple iPod
Nano and the Apple Video iPod*. But at the same time, a widening range
of applications contributed to the Wolfson growth and broadened the
base from which to develop further.

A majority of the major consumer electronic manufacturers now use
Wolfson ICs in at least one of their products including Apple, Creative,
Epson, Hewlett Packard, Microsoft, Samsung and Sony. During the year
the Company achieved close to 500 new design wins (2004: 250).
Particularly encouraging has been penetration of leading Japanese
manufacturers, traditionally trendsetters in consumer electronics. But
progress has been substantial across all the major geographic markets.
Revenues by application are as shown below, with portable audio the
largest segment representing 27% of sales followed by multifunction
peripherals and multimedia mobile phones each representing 13% of
sales. Our top 20 end customers continue to account for over 65%
of revenue with no end customer accounting for more than 20% of
revenues in 2005.

Revenue by application in 2005 (%)

[ OPERATING AND FINANCIAL REVIEW ]

                                                                                           Portable Audio (26.7%)

                                                                MFP (12.9%)

                                                                Multimedia Phone (12.9%)

                                                     Games Consoles (10.8%)

                                      DVD (7.9%)

                    GPS (4.3%)

                  PDA (3.8%)

                  PC (3.8%)

             DSC (2.7%)

        Flat Screen TV (1.8%)

      Digital Radio (1.3%)

     Bluetooth Headsets (1.3%)

     PVR (1.2%)

    Audio Visual (1.0%)

   Scanner (1.0%)

   CD (0.9%)

  Automotive (0.5%)

 Video Camera (0.2%)

* Apple and iPod are trademarks of Apple Computer, Inc., registered in the US and other countries.
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The Company analyses revenues in three product lines: portable,
consumer audio and digital imaging applications. Each sector represents
a range of end applications.

Revenue distribution:

PORTABLE:

Revenues in the portable business segment doubled to $108m (2004:
$54m) due to the proliferation of portable consumer products. The largest
application was MP3 players where the Company supplies several
leading manufacturers. Digital cameras continue to be a significant
market, where sound recording enhances the video capability of many
high performance products. And most recently we have seen an increase
in sales to mobile phone manufacturers including hi-fi quality audio output
for an MP3 function or for download of TV and video media. We have
also benefited from the incorporation of PDA-like e-mail and computer
facilities into smart phones. Multimedia mobile phones now represent the
second largest contribution to portable revenues. We have also noted
expansion in GPS products for cars and hand held applications.

CONSUMER AUDIO:

Consumer audio revenues were $33m in 2005 (2004: $39m), but this
decline, attributable to traditional DVD sales into China (now only 8% of
revenues), masks growth in a range of exciting new applications such
as flat screen TV and automotive entertainment. We continue to provide
products for higher performance DVD players, as well as DVD recorders,
PVRs and set top decoders. We also increased our involvement in
2005 with the automotive industry, supplying products to a number of
in car entertainment system manufacturers. If DVD sales are excluded,
revenues in the consumer audio segment grew by 60% during the year.
Wolfson’s highest performing ICs are used by some of the world’s
leading hi-fi manufacturers. During 2005, we released our first advanced
interface products targeted at the fast-emerging flat screen and high-
definition TV market.

DIGITAL IMAGING:

2005 imaging revenues remained virtually unchanged at $26m, reflecting
Wolfson’s high penetration into the scanning and printing equipment
sectors, often referred to as multifunction peripherals (MFPs). Our
technology in this area is highly regarded by all the major manufacturers
and is now being adopted in a new generation of high speed digital copiers.

Manufacturing

We subcontract our product fabrication to silicon wafer foundries and
assembly and test partners: the so-called “fabless” business model. The
advantages of this approach include access to world class manufacturing
without the need for high capital investment and manufacturing support
costs from us. As a result we can focus on our core competencies of
product definition, design and marketing. The Company employs four
foundries: Chartered Semiconductor in Singapore, Magnachip in Korea,
Taiwan Semiconductor Microelectronics Corporation (TSMC) in Taiwan
and China Semiconductor Microelectronics Corporation (CSMC) in China.
Each product is normally only built in one foundry but, in case of capacity
shortage or disruption, they can be readily transferred to or shared with
an alternative foundry. The Company has successfully secured adequate
manufacturing capacity to meet expected unit volume growth for the
foreseeable future. Most product assembly and test occurs at Unisem
and Carsem in Malaysia, with further testing capacity at KYEC and OSE
in Taiwan and, for more specialist requirements, at Unisem in the UK. To
secure a base capacity level, we also invested a further $4.3m in our own
specialist test equipment consigned across the test houses. Finally,
Wolfson operates a product distribution centre in Malaysia to expedite
product shipments to Asia Pacific customers.

Research and Development

The Company’s portfolio of products has increased to over 90 during the
year. Continued innovation in new circuit techniques and the effective
design execution of new products are at the heart of Wolfson’s existence.
Meeting customer needs precisely and quickly enables us to win in highly
competitive consumer markets. We focus on providing the right product
for the market at the right time.

This year, new technology for lower power battery operated products was
successfully developed and introduced by Wolfson in some of its latest
products. For multichannel surround sound systems, we launched new
products providing digital amplification. In the portable area, optimised
products for mobile phones, digital cameras and games consoles were
developed. Good progress was made on the development of the
integrated sound and power strategy, based on the design team
established in 2004 in Swindon and we are on schedule to launch the first
products in the second half of 2006. We believe that the quality and depth
of experience of the engineering team provides Wolfson with a clear and
enduring competitive advantage. Unlike highly codified and accessible
digital device development, high performance analogue and mixed-signal
circuits require unique, innovative inputs from designers, often based on
tacit knowledge gleaned through teamwork among experienced peers. It
can take many years to establish the core expertise and the environment
in which these skills can grow. Wolfson has been developing such chips
for over 10 years and was previously a design house specialising in mixed-
signal design. In 2005, we continued to develop our technical capabilities,
increasing our design team by 20% and adding to related engineering
functions in test, product, applications and quality engineering. The
number of engineers directly involved in product development increased in
2005 to 122 from 107 at the end of last year, and engineering spending
rose 31% to $21m (2004: $16m). 

Sales and Marketing

Wolfson customers are found worldwide but most, especially high-profile
consumer goods from European and American brands, increasingly use
Asia as a manufacturing centre. Accordingly, we focus our sales and
technical support in Asia Pacific with strategic customer support in USA
and Europe. We have offices in the US (California and Massachusetts),
Taiwan, Japan (Tokyo and Osaka), Korea, China (Shenzen and Shanghai)
and Singapore. Each office is staffed by experienced country nationals
providing sales, field applications, quality and customer services. In
addition, we are setting up an office in India to provide support to
potential customers in the area. To streamline logistics, Wolfson supplies
many customers through a network of independent distributors in addition
to direct sales to end customers and their manufacturing subcontractors.

Intellectual Property

As part of Wolfson’s product development activities, the Company invests
substantial resources in the development of intellectual property and, at
present, has 40 patents granted or in progress.

We announced in March 2005 that the Company had settled all
outstanding litigation with Cirrus Logic Inc. following their suit for alleged
patent infringement by the Company and its subsidiary in the US District
Court of Southern California in San Diego and the subsequent
investigation by the US International Trade Commission (ITC). Under the
settlement, both parties agreed to withdraw all outstanding claims and
counterclaims in the US District Court proceedings and applied to rescind
the February 2005 ITC limited exclusion order.

David Milne
CEO

[ OPERATING AND FINANCIAL REVIEW CONTINUED ]
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Financial Review

Financial Reporting

The Group and the Company’s financial statements have been prepared in
accordance with IFRSs and its interpretation as adopted for use by the
European Union and by the International Accounting Standards Board
(IASB). These are the first annual financial statements prepared in
accordance with IFRSs and the comparative information for the year ended
31 December 2004 has been restated and is disclosed in note 26 to the
financial statements.

Financial Results

In 2005 turnover increased by 40% from $119.3m to $166.6m and profits
before tax grew by 156% from $15.1m to $38.7m, resulting in an earnings
per share increase from 9.17 cents to 24.95 cents on a fully diluted basis.
This was mainly due to:

� Strong growth in the portable business, especially MP3 and mobile 
phone applications.

� 90 basis point increase in the gross margin from 49.3% to 50.2%.
� Less than 5% increase in total overheads from $43.5m to $45.6m.

As expected, the gross margin in the second half of 2005 increased to
51.1% from 48.6% over the first half of 2005. This was mainly due to the
change in sales mix towards more complex products. The gross margin is
anticipated to remain in the 50-51% range in 2006. The relatively small
increase in total overheads in 2005 was mainly due to a significant drop in
litigation costs from $4.1m to $0.8m and efficiencies of scale in operations
and administration.

We continued to invest in new product development in 2005, with
expenditure on R&D up $5.0m or 31% to $21.5m, from $16.4m the
previous year. This was mainly due to a higher number of engineering staff
to support an increased level of design and development work for new
product development. R&D expenditure represented 13% of 2005
revenues versus 14% the previous year. We are committed to continued
expenditure on new product development and expect R&D spending to be
approximately 13% of revenues in the year to December 2006. Distribution
and selling costs increased by 8% in 2005 to $15.3m from $14.1m,
representing 9% of revenues compared to 12% in 2004. Distribution and
selling costs are anticipated to be approximately 10% of total revenues in
2006 as we expand further our sales and support infrastructure.

Taxation

The total effective rate of tax for 2005 was 25% compared to 30% in 2004,
reflecting the availability of tax allowances on research and development
expenditure and adjustments to previous year’s computations for additional
tax allowances on qualifying capital expenditure. The ongoing effective tax
rate is expected to be around 27%. However, this may be affected by the
calculation at each period end of deferred tax on employee share options.

It is important to note that the amount of taxation payable on the
Company’s profits in 2005 has been significantly reduced by tax relief in
respect of gains arising on the exercise of share options by employees
during the year and by tax allowances on qualifying capital expenditure
which are included in the deferred tax asset. Consequently, only $0.7m of
the $9.7m tax charge for 2005 is payable in cash, with the balance of $9m
attributable to the movement in the deferred tax balance.

Although the tax relief on potential gains in respect of the exercise of
options is accounted for in the deferred tax asset, it is not possible to
accurately predict the tax relief available on the future exercise of share
options as these are at individuals’ discretion. Consequently approximately
$1.3m of corporation tax is now deemed to be recoverable from payments
made to account during 2005.

Dividends

It is our intention to continue to retain future earnings for the development
and expansion of the business. Accordingly we do not intend paying a
dividend for the current year but this will be kept under regular review.

Cash flow

Net cash inflows from operating activities amounted to $42.5m in 2005
compared to $8.7m in 2004. After deducting non operating items, including
capital expenditure and financing payments the total cash and short-term
deposits at the end of the year amounted to $81m (2004: $44m).

Balance sheet

Our capital spending in 2005 amounted to $6.2m (2004: $10.2m) of which
$4.3m was in respect of test and related capital equipment consigned to
our subcontractors. We plan to continue to invest in further test equipment.

The value of inventory at 31 December 2005 amounted to $15.9m
(2004: $18.0m) reflecting strong demand and resultant draw-downs in the
last quarter of the year. The average number of days inventory at the end
of December 2005 was 70 days (2004: 108 days). In 2006 inventory
levels are anticipated to be around 90 days to meet fluctuations in
customer demand.

In line with the growth of the business trade receivables at 31 December
2005 increased by $14.6m to $30.8m from $16.2m the previous year. The
average number of days sales outstanding fell from 41 to 39 days reflecting
good credit control. Trade payables at 31 December 2005 increased by
$9.4m to $18.2m from $8.8m the previous year with the average number
of days purchases outstanding increasing from 45 to 51 days in line with
increased credit terms.

Treasury and foreign exchange

As most of our revenues, direct costs and a significant proportion of our
operating costs are denominated in US dollars, we do not make
arrangements to hedge our exposure to fluctuations in exchange rates.
During 2005, the financial effect of fluctuations in foreign currency exchange
rates has not been significant. In 2005, the sterling denominated mortgage
used to finance in 2003 the acquisition of the Company’s premises in
Edinburgh, was converted into US dollars to reduce the exposure to
currency retranslation effects. This resulted in a gain on retranslation of
approximately $1m. The balance on this loan at 31 December 2005
amounted to $15.8m (2004: $17.2m). Our credit risk exposure is mitigated
by selling to a diverse range of customers and, where necessary, obtaining
either letters of credit or payments in advance. In addition, in other
instances, credit insurance is taken out against the risk of default.

Pensions

The Company operates both a defined contribution and a defined benefit
pension scheme. The defined benefit pension scheme was closed to new
entrants with effect from July 2002.

Note 17 to the financial statements sets out the accounting basis of the
defined benefit pension scheme.

The most recent actuarial triennial valuation carried out on the defined
benefit scheme was at 2 January 2004. This showed that the value of the
scheme’s assets was $5.4m. This represented 65% of the benefits that
had accrued to members after allowing for expected increases in earnings
which equated to a deficit of approximately $3m. The Company and active
members of the scheme contribute 12.7% and 6% of salaries respectively.
During 2005, the Company made a one-off contribution of $1m to the
defined benefit scheme beyond its normal funding.

George Elliott
CFO

[ OPERATING AND FINANCIAL REVIEW CONTINUED ]
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D John Carey (age 69)

Chairman

Mr Carey joined the Board in November 1998 as a non-executive director
and became Chairman in January 2000. Mr Carey is chairman of the
Nomination Committee. Mr Carey was a founding investor in Integrated
Devices Technology Inc., serving as a member of the board before
becoming Chief Executive Officer and Chief Operating Officer in 1982
and Chairman of the Board from 1991 to 1999. In 1969, Mr Carey was
founder of Advanced Micro Devices Inc., where he held several
operational management positions until 1978. Prior to that, Mr Carey
worked on the development of the first integrated circuits at Fairchild
from 1963 until 1968. Mr Carey has a degree in Electrical Engineering
from Liverpool University.

Alastair David Milne (age 63)

Chief Executive Officer and Managing Director

Dr Milne co-founded the Company in 1984 and serves as the Chief
Executive Officer and Managing Director. Dr Milne is a member of the
Nomination Committee. From 1973 to 1985, Dr Milne directed the
Wolfson Microelectronics Institute at Edinburgh University, which
developed CAD software and integrated circuit technology. Dr Milne was
Vice President of the Royal Society of Edinburgh from October 1995 to
September 1998 and is a Fellow of the Royal Academy of Engineers.
During the year, Dr Milne was appointed to the European Leadership
Council of the Fabless Semiconductor Association. He has a Doctorate
in Physics from Bristol University and has been a member of the Court
of the University of Edinburgh since 1998. Dr Milne was awarded the
OBE in 1985 for services to industry.

James Robert Craig Reid (age 51)

Chief Technical Officer and Business Development Director

Mr Reid co-founded the Company in 1984 and serves as Chief Technical
Officer and Business Development Director. From 1976 to 1985, Mr Reid
held design engineering positions at RACAL-MESL, a microwave systems
company, and at Wolfson Microelectronics Institute. Mr Reid holds a First
Class Honours Degree in Electrical and Electronic Engineering from the
University of Edinburgh and is currently a Visiting Professor of Engineering
Design at the University of Glasgow.

George Reginald Elliott (age 53)

Chief Financial Officer and Finance Director

Mr Elliott joined the Board in January 2000 and serves as the Chief
Financial Officer and Finance Director. Mr Elliott was previously Finance
Director at Calluna plc and Business Development Director at McQueen
International Ltd (now SYKES), where he was responsible for strategic
sales and marketing. Mr Elliott, formerly a partner of Grant Thornton, is a
Chartered Accountant and has a degree in Accountancy and Finance
from Heriot-Watt University.

John Martin Urwin (age 45)

Operations Director

Mr Urwin joined the Board in 1994. From 1988 to 1994 he worked for
Fujitsu Ltd where he was Northern Europe Marketing Manager. Prior to
that, Mr Urwin worked for National Semiconductor and Marconi
Electronic Devices in major account management, test and product
engineering roles. Mr Urwin has an Honours Degree in Electronic
Engineering from Nottingham University. Mr Urwin is also a non-executive
director of System Level Integration Limited.

Barry Michael Rose (age 60)

Non-executive Director

Mr Rose was appointed to the Board in 2001 and serves as a non-
executive director and is the Senior Independent Non-executive Director.
He is chairman of the Company’s Remuneration Committee and is a
member of the Audit Committee and Nomination Committee. From 1993
to 2001 Mr Rose was Chief Executive of Scottish Provident UK. Mr Rose
is also a non-executive director of Baillie Gifford Shin Nippon plc,
Liverpool Victoria Friendly Society and Optos plc.

Ross King Graham (age 58)

Non-executive Director

Mr Graham was appointed to the Board in September 2003 and serves
as a non-executive director and chairman of the Audit Committee. He is
also a member of the Remuneration Committee and is a member of the
Nomination Committee. Mr Graham qualified as a chartered accountant
with Arthur Young in 1969, and was made a partner of that firm in 1981.
In 1987 Mr Graham joined Misys on its flotation as its Finance Director,
becoming Corporate Development Director in 1998 and finally retiring
from the Board at the end of 2003. Throughout his time at Misys he
played a key role in developing and implementing its acquisition strategy.
He holds several other non-executive directorships including Acambis plc,
Vecta Corporation plc, Patientline plc and Psion plc.

Robert Laurence Eckelmann (age 49)

Non-executive Director

Mr Eckelmann joined the Board in November 2004 and serves on the
Audit, Nomination and Remuneration Committees. From 1988 to 2002
Mr Eckelmann was employed by Intel Corporation, where he launched its
Asian business and was then vice president and general manager of the
EMEA region. Before joining Intel in 1988, Mr Eckelmann served for six
years at the US Department of Commerce responsible for high-tech trade
policy and negotiations with Asia and the EU. Mr Eckelmann holds
several non-executive directorships including Emulation & Verification
Engineering, MDS Holdings and Xaar plc.

[ DIRECTORS ]
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The directors have pleasure in submitting their report and financial
statements for the year ended 31 December 2005. 

Principal activities

The Group is principally engaged in the design, manufacture and supply
of high performance mixed-signal integrated circuits.

Financial

The Group’s consolidated profit for the financial year, after taxation, was
$29,034,000 (2004: $10,604,000). A financial review of the results for the
year is set out on page 5.

The financial risk management objectives and policies and an indication
of the exposure to financial risk are included in note 19 to the financial
statements.

Dividends

The Company intends to continue to retain future earnings for the
development and expansion of the business. Accordingly it does not
intend paying a dividend for the current year but this will be kept under
regular review.

Review of development and future prospects

The report of the Directors should be read in conjunction with the
Chairman’s Statement and the Operating and Financial Review on pages
1 to 5, which contain details of the principal activities of the Group during
the year and an indication of future developments.

Share capital

Details of the Company’s authorised and issued share capital as at 31
December 2005 and of options granted under the Group’s employee
share option schemes are detailed in note 15 to the financial statements.

Research and development

The Group continues to invest in research and development of mixed-
signal integrated circuits.

Donations

The Group made no political contributions during the year. Sponsorships
and donations to UK charities amounted to $197,000 (2004: $13,000).

Directors

The directors who held office at the end of the year and their interests in
the shares of the Company at the year end are set out on page 18. The
interests of the directors in the share options of the Company are set out
on page 21.

At the forthcoming Annual General Meeting, Barry Michael Rose will retire
by rotation and, being eligible, will offer himself for re-election. 

The names and biographical details for the directors who held office at
the end of the year are set out on page 6 and details of directors’ service
contracts are set out in the Directors’ Remuneration Report on page 17.

Substantial shareholdings

As at 31 January 2006, the Company had been notified of the following
interests in 3% or more of the ordinary share capital of the Company:

Number of
ordinary shares %

Fidelity Management & Research Company 7,195,526 6.40%
Aegon UK 5,552,048 4.93%
DJ Carey 4,681,657 4.16%
The Goldman Sachs Group, Inc. 3,455,885 3.07%

Purchase of own shares

At the Annual General Meeting held on 21 April 2005 the shareholders
granted the Company the authority to purchase, in the market, its own
ordinary shares up to a maximum of 10,984,131 ordinary shares. This
authority expires at the conclusion of the Annual General Meeting to be
held on 26 April 2006. This authority was not used during the year or up
to the date of this report and shareholders will be asked to give a similar
authority at the forthcoming Annual General Meeting as set out in
Resolution 9 in the Notice of the Annual General Meeting. 

Policy and practice on payment of creditors 

The Company’s policy concerning the payment of creditors for goods
and services is to pay suppliers within 30 days of the end of the calendar
month in which the invoice is received (net 30 day terms), unless
alternative terms have been specifically agreed in advance. This policy
and any specific terms agreed with suppliers are made known to the
appropriate staff and suppliers. At 31 December 2005, the Company had
51 days (2004: 45 days) purchases in trade payables.

Qualifying third party indemnity

Since 21 April 2005, a qualifying third party indemnity provision has been
in force pursuant to the Company’s current Articles of Association.

Auditors

A resolution to reappoint KPMG Audit Plc as auditors will be put to the
members at the forthcoming Annual General Meeting.

Annual General Meeting

The Annual General Meeting will be held on 26 April 2006 in Edinburgh.
The Notice of the Annual General Meeting is contained in a separate
booklet which is being sent to shareholders along with this Annual Report.

By order of the Board

Fiona Murdoch 31 January 2006
Company Secretary

Edinburgh

[ DIRECTORS’ REPORT ]
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The Board is committed to maintaining high standards of corporate governance throughout the Group and therefore to apply, where they are deemed
appropriate, the principles of corporate governance set out in the Combined Code (the “Code”). The statement below describes how the directors have
applied the principles of corporate governance and the extent to which the principles and provisions of the Code have been complied with during the
financial year ended 31 December 2005. The few departures from full compliance are explained in the relevant section. 

The Board comprises four executive directors and four independent non-executive directors including the Chairman. Notwithstanding the presumption
in the Code that a chairman cannot be considered independent after his appointment, all of the non-executive directors including the Chairman (see
“Board composition and operation” below) are considered by the Board to be independent. Biographical details of the directors serving as at 31
December 2005 are given on page 6. 

Compliance with the Combined Code

The Group has complied, throughout the financial year ended 31 December 2005, with the provisions set out in Section 1 of the Combined Code
except that, for the entire year, at least half the Board, excluding the Chairman, did not comprise non-executive directors determined by the Board to
be independent. (Code provision A.3.2). The Board considers that it has an appropriate number of directors, who amongst them have the appropriate
range of skills and experience given the size and complexity of the Group. The Board’s view is that the independent directors are of sufficient calibre
and number that their views carry sufficient weight and influence on the Board’s decision making. 

Board composition and operation

The Board considers all of its non-executive directors to be independent in character and judgement. None of the non-executive directors:

� has been an employee of the Group within the last five years;
� has, or has had within the last three years, a material business relationship with the Group; 
� receives remuneration other than a director’s fee, participates in the Company’s share option schemes or is a member of the Company’s

pension scheme;
� has close family ties with any of the Group’s advisers, directors or senior employees;
� holds cross-directorships or has significant links with other directors through involvement in other companies or bodies; or
� represents a significant shareholder, with the exception of the Chairman who owns 4.16% of the Company’s issued ordinary shares; or
� has served on the Board for more than nine years.

Notwithstanding the Chairman’s level of shareholding, and the fact of his being Chairman, the Board considers him to be independent in character
and judgement. He provides objective and impartial contributions to Board meetings and conducts thorough and rigorous analyses of the information
provided on the affairs of the Company such that he can undertake a detailed and impartial review of the business bringing to bear his considerable
experience in the semi-conductor industry.

The division of responsibilities between the Chairman of the Board, DJ Carey, and the Chief Executive Officer, AD Milne, is clearly delineated and has
been approved by the Board. 

BM Rose is the Senior Independent Non-executive Director and has met with some of the major shareholders during the year. The Group has a policy
of maintaining an active dialogue with institutional shareholders through individual meetings with members of the Board and their participation in
conference meetings and calls relating to results announcements. After these meetings the views of these shareholders are reported to and discussed
by the rest of the Board. All non-executive directors are available to meet with major shareholders if requested.

All directors must submit themselves for election at the annual general meeting following their appointment and, thereafter, for re-election at least once
every three years. The non-executive directors are generally appointed for fixed terms of three years. The Group seeks to retain the services of the non-
executive directors for periods that may be longer than is recommended by the Combined Code due to their experience and knowledge. The terms
and conditions of appointment of non-executive directors are available for inspection at the Company’s registered office during normal business hours.
These terms and conditions are also made available for inspection on the day of the Annual General Meeting. 

There is a formal schedule of matters reserved for the Board which has been reviewed and updated during the year. The responsibilities of the Board
include: determining and setting the strategic direction of the Group and approving the annual budget; ensuring that high standards of corporate
governance are maintained; monitoring the performance of the Group; approving of financing and significant capital expenditure; reviewing the Group’s
systems of risk management and financial control; approving appointments to the Board and of the Company Secretary; determining the scope of
delegations to Board committees; approving policies relating to directors’ remuneration and ensuring that a satisfactory dialogue takes place with
shareholders. The Board delegates to management decisions including: the implementation of the strategies and policies of the Group as determined
by the Board, monitoring the operating and financial results against budgets and managing and controlling the allocation of capital, human and
technical resources. The Board regularly receives detailed financial and operational information in order for it to monitor the performance of the key
areas of the business.

[ CORPORATE GOVERNANCE ]
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The Board normally meets monthly and may meet at other times at the request of any director.

The number of scheduled Board meetings and committee meetings attended by each director during the year was as follows:

Scheduled Board Audit Committee Remuneration Nomination
meetings meetings Committee meetings Committee meetings

DJ Carey 11 (11) n/a 1 (6) 1 (1)
AD Milne 11 (11) n/a n/a 1 (1)
JRC Reid 9 (11) n/a n/a n/a
GR Elliott 11 (11) n/a n/a n/a
JM Urwin 11 (11) n/a n/a n/a
BM Rose 10 (11) 6 (6) 6 (6) 1 (1)
RK Graham 11 (11) 6 (6) 6 (6) n/a
R Eckelmann 11 (11) 5 (6) 5 (6) n/a

(The figures in brackets indicate the maximum number of meetings held in the period during which the individual was a Board director.)

When directors were unable to attend Board meetings they were provided with all of the documentation for the meeting and were given the opportunity
to provide their views to the Chairman or the Chief Executive Officer regarding the matters to be discussed. Briefings of the outcomes from the meeting
were then provided as appropriate. 

During the year, the Chairman has held meetings with the non-executive directors without the executive directors present.

A directors’ professional development questionnaire was developed during the year. Based on the responses to the questionnaire, any areas for update
or development were identified. This type of review will be conducted on an annual basis. An induction process is in place for any new directors which
is tailored to the individual directors’ requirements in the light of their experience and prior industry knowledge. 

During the year to 31 December 2005, the Board implemented a formal process for evaluating the performance and effectiveness of the Board, its
committees and its members. This was performed through a series of detailed questionnaires completed by the members of the Board and its
Committees. The results of this evaluation were collated and reported by the Senior Independent Non-executive Director to the Chairman so that follow
up actions could be implemented. The general results of this evaluation process were communicated to the rest of the Board and any specific feedback
communicated to the individual directors. Appropriate actions were then identified and taken. The Senior Independent Non-executive Director conducts
the performance evaluation of the Chairman, taking into account the views of all directors. It is intended that a formal process of evaluation of the
performance and effectiveness of the Board and its Committees will be conducted on an annual basis.

All directors have access to the advice and services of the Company Secretary and to provision of independent professional advice in furtherance of
their duties at the Company’s expense. The Company maintained directors’ and officers’ liability insurance cover throughout 2005. This insurance cover
was renewed for 2006. 

The Board has a Nomination Committee, Remuneration Committee and Audit Committee. The terms of reference for each committee can be found on
the Investor Relations section of the Group’s website at www.wolfsonmicro.com. 

Nomination Committee

Committee Chairman: DJ Carey 
Committee members: AD Milne 

BM Rose 
RK Graham (from 15 December 2005)
R Eckelmann (from 15 December 2005)

A majority of the members of the Committee are non-executive directors. The Nomination Committee, which meets not less than once per year, has
responsibility for considering the size, structure and composition of the Board and its committees, the retirements and appointments of additional and
replacement directors and makes appropriate recommendations to the Board. It is considered by the Board to be appropriate to have the Chief
Executive Officer as a member of this Committee as he has many years of experience in the industry and is able to provide valuable input regarding
suitable candidates for the Board.

The Nomination Committee considers that the current composition of the Board is satisfactory to provide the proper governance, administration and
business counsel of the Company’s affairs. It will continue to monitor the situation in 2006. 

The other significant commitments of each non-executive director were disclosed to the Board prior to their appointment and the Board is kept
informed of subsequent changes to these commitments.

The terms of reference of the Nomination Committee were reviewed during the year and there were no significant changes to these terms.

[ CORPORATE GOVERNANCE CONTINUED ]
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Remuneration Committee

Committee Chairman: BM Rose 
Committee members: R Eckelmann

RK Graham 
DJ Carey (until 15 December 2005)

Only non-executive directors serve on the Remuneration Committee. In order to comply with corporate governance best practice, DJ Carey retired from
this Committee on 15 December 2005. The Remuneration Committee, which normally meets at least twice a year, has the delegated responsibility:

� for making recommendations to the Board on the policy for remuneration of executive directors and other senior management;
� for reviewing the performance of executive directors and senior management; and 
� for determining, within agreed terms of reference, specific remuneration packages for each of the executive directors and senior management, 

including pension rights, any compensation payments and the implementation of executive incentive schemes. 

The Board is responsible for setting the remuneration of the non-executive directors subject to the limits contained in the Articles of Association.
In accordance with the Committee’s terms of reference, no director may participate in discussions relating to his own terms and conditions of service
or remuneration. The Directors’ Remuneration Report is set out on pages 15 to 22.

During the year the Terms of Reference of the Remuneration Committee were reviewed, revised and approved by the Board. The revisions to these
Terms of Reference did not fundamentally alter the role and responsibilities of the Committee.

Executive directors can accept external appointments as non-executive directors of other companies and retain any fees paid to them if such an
appointment does not conflict with their duties to the Company. Specific approval of the Board is required in each case. During the year JM Urwin was
appointed as a non-executive director of System Level Integration Limited. He does not receive any remuneration from this appointment. AD Milne is a
non-executive director of Edinburgh Research and Innovation Limited and he does not receive any remuneration from this appointment. 

The Remuneration Committee appointed Pinsent Masons to give remuneration advice in 2005. Further details are included in the Directors’
Remuneration Report on page 15.

Audit Committee

Committee Chairman: RK Graham
Committee members: BM Rose 

R Eckelmann

Only independent non-executive directors serve on the Audit Committee and members of the Audit Committee have no links with the external auditors.
The Board considers that the members of the Audit Committee have sufficient recent and relevant financial experience to discharge its functions.
The Audit Committee normally convenes at least five times per year and meets the external auditors at least twice a year with no executive directors
present. During 2005 the Audit Committee met six times with the external auditors present at four of these meetings. 

During the year the Terms of Reference of the Audit Committee were reviewed, revised and approved by the Board. The revisions to these Terms of
Reference did not fundamentally alter the role and responsibilities of the Committee.

The Audit Committee is responsible for, amongst other things, making recommendations to the Board on the appointment of the external auditors and
their remuneration. The Audit Committee considers the nature, scope and results of the auditors’ work and reviews (and reserves the right to approve)
any non-audit services that are to be provided by the external auditors (see later reference to Policy on Use of External Auditors for Non-audit Services).
On internal controls, the Audit Committee reviews the programmes of both the external auditors and the internal audit function and findings therefrom.
It receives and reviews reports from management and the Group’s auditors relating to the Group’s annual report and accounts. The Audit Committee
focuses particularly on compliance with legal requirements, accounting standards and the Listing Rules and on ensuring that the auditors have full
access to accounting records and personnel to enable them to undertake their work. The ultimate responsibility for reviewing and approving the annual
report and accounts remains with the Board.

[ CORPORATE GOVERNANCE CONTINUED ]
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During 2005, the business discussed and considered by the Audit Committee included:

� the review of the Group’s preliminary announcement of the financial results for the year ended 31 December 2004 and the 2005 interim results 
announcement prior to approval by the Board;

� the consideration and review of the Group’s 2004 financial statements and the 2005 interim report prior to Board approval and reviewing the 
relevant external auditors’ detailed reports;

� reviewing the Group’s trading update announcements prior to release;
� monitoring the progress of the implementation project for the adoption of International Financial Reporting Standards (“IFRS”) by the Group and 

by the Company;
� the consideration and review of the appropriateness of the Group’s and the Company’s accounting policies in accordance with IFRS;
� the review and consideration of the implications of IFRS and the disclosures to explain the impact of IFRS adoption in the Interim Report 2005;
� the review and discussion of the proposals from the external auditors and the internal audit function regarding their audit programmes for 2005 

with particular regard to the assessment of internal systems and controls;
� the approval of the audit fee and reviewing non-audit fees payable to the Group’s external auditors;
� reports from management on the Group’s main risks and the assessment and management of those risks; 
� the review of the reports from the internal audit and compliance functions and the external auditors on the Group’s systems of internal control and 

its effectiveness, reporting to the Board on the results of the review;
� the review of the appropriateness of the Group’s policy by which staff of the Company may, in confidence, raise concerns about possible 

improprieties in matters of financial reporting or other matters;
� the consideration and review of non-audit services by the external auditors in accordance with the policy regarding the provision of those services;
� the monitoring and assessment of the independence of the external auditors;
� the review of the performance of the external auditors at the beginning of 2005 which resulted in the Committee recommending that a resolution 

for the re-appointment of KPMG Audit Plc as the Company’s external auditors be proposed to shareholders at the annual general meeting in
April 2005.

The Committee has discussed with the external auditors their independence and has reviewed the written disclosures received from them as required
by the Auditing Practices Board’s Statement of Auditing Standard Number 610 ‘Communication of Audit Matters to those Charged with Governance.’

In 2004, the Audit Committee developed a formal ‘Policy on the Use of External Auditors for Non-audit Services’ which aims to monitor the non-audit
services being provided to the Group by its external auditors. This policy should ensure that non-audit work is only undertaken by the external auditors
when they are the most suited to undertake it. Any non-audit work involving expenditure of more than $15,000 requires approval of the chairman of the
Audit Committee. The policy specifically prohibits the external auditors from: making management decisions for the Group; being put in the role of
advocate for the Group or conducting any other work which is prohibited by ethical guidance. The amounts paid to the external auditors during the
year for audit and other services are set out in note 3 to the financial statements on page 36. In relation to the total level of administrative expenses, the
amount of non-audit fees is not significant and therefore it is considered that KPMG’s independence is not compromised.

The Audit Committee also monitors the arrangements by which staff of the Company may, in confidence, raise concerns about possible improprieties in
matters of financial reporting or other matters. A policy was implemented and communicated to all staff in 2004 which details the arrangements which
are in place for the proportionate and independent investigation of such matters and for the appropriate follow up actions. This policy is considered still
to be appropriate and is included in the Staff Handbook and has been issued to all employees.

Treasury Committee

During the year a Treasury Committee was established which is chaired by RK Graham. The other members of this Committee are AD Milne and
GR Elliott. This Committee meets periodically, as required, and provides a report to the Board after each meeting. The Treasury Committee reviews the
Group’s overall financial risk management including specific areas such as: foreign exchange risk (and related hedging policies); interest rate risk; credit
risk and liquidity management. The Committee reports to and makes recommendations to the Board regarding these matters.

Internal control

The Board has overall responsibility for the Group’s systems of internal control and risk management and for monitoring their effectiveness. The purpose
of these systems is to manage, rather than eliminate, the risk of failure to achieve business objectives, and provide reasonable assurance as to the
quality of management information and to maintain proper control over income, expenditure, assets and liabilities of the Group with particular reference
to the risks identified. No system of control can, however, provide absolute assurance against material misstatement or loss.

[ CORPORATE GOVERNANCE CONTINUED ]
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The Board confirms that it has reviewed the effectiveness of the system of internal control for the period under review and up to the date of the
approval of the financial statements.

The Board has established an internal control framework consistent with the guidance issued by the Turnbull Committee. The Board seeks regular
assurance to enable it to satisfy itself that the systems of internal control are functioning effectively and to ensure that they are effective in managing
risks. The key elements of the systems of internal controls are as follows:

Control environment 

The Group has operational and financial controls and procedures. These controls include physical controls, segregation of duties, authorisation controls
and reviews by management. 

Risk identification

The Board has established a process of identifying, evaluating and managing the key commercial, financial and general risks facing the Group’s
business. This risk identification and review process has been in place for the year under review and up to the date of approval of the Annual Report
and Accounts. The Board undertakes a quarterly review to analyse how the key business risks are being managed consistent with the expansion of
the business and its risk profile. Regular meetings, chaired by the Chief Technical Officer, take place to review the status of actions, procedures and
controls aimed to mitigate or manage the key business risks. The outcomes from these meetings are reported to the Board on a quarterly basis.
The key business risks identified are taken into account by the Board when assessing the Group’s internal controls.

Financial reporting and monitoring of operations

A detailed annual plan is collated from submissions by each business unit and functional department. The plan is reviewed by the executive directors
and approved by the Board. The annual plan is rolled forward on a quarterly basis and is used to monitor and control actual performance. Monthly
financial information, including trading results, a cash flow statement and balance sheet details are presented and explained, in comparison to the plan,
to the Board. The trading and operating results, compared to the plan, for each business unit are also reported to the Board each month. 

The executive directors hold meetings on a regular basis with the business unit managers to review business and financial performance compared to
the plan and forecasts. Weekly meetings are held with the executive directors, senior management and including the business unit managers to discuss
operational matters including order levels compared to forecasts, product and project status, manufacturing statistics. Relevant matters arising from
these meetings are reported to the Board.

Capital investment 

Capital expenditure requirements are assessed as part of the annual plan. Strict authorisation processes are laid down for the making of capital
investment commitments against the plan.

Monitoring and corrective action

There are procedures in place to monitor the systems of internal controls. These include the performance of internal audit procedures which are aligned
with the areas of key business risk. The annual internal audit plan is reviewed and approved by the Audit Committee. Reports of the findings and
conclusions, from the internal audit procedures, are reviewed by the Audit Committee and the status of the implementation of the agreed actions is
monitored. The Group has a Quality Management System ‘QMS’, which conforms to BSI ISO 9001: 2000. This lays out the fundamentals required to
control all aspects of product development and delivery in support of the Group’s business goals and customer satisfaction. An integral part of the QMS
is the phase review process for delivering and monitoring the introduction of new products. Internal audit procedures are conducted to ensure ongoing
compliance with the requirements of BSI ISO 9001: 2000. 

Communications with shareholders

The directors believe firmly in the importance of communication with shareholders. During the year a regular dialogue has been maintained with major
shareholders, analysts and the financial press. The views of shareholders are communicated to the Board as a whole. Non-executive directors are
available to meet with major shareholders, if requested and the Senior Independent Non-executive Director has met with a number of major
shareholders during the year. Investor relations and other information is included on the Company’s website. 

Shareholders who attend the annual general meeting (“AGM”) are invited to ask questions and meet with the directors informally after the meeting.
The numbers of proxy votes cast in respect of each resolution are announced after the resolution has been voted on. The Company proposes a separate
resolution at the AGM on each substantially separate issue and, in particular, proposes a resolution at the AGM relating to the Annual Report and
Accounts. The chairmen of the Audit, Remuneration and Nomination Committees are available to answer questions at the AGM relating to the Annual
Report and Accounts. Notice of the annual general meeting and related papers will be sent to shareholders at least 20 working days before the meeting. 

Corporate social, ethical and environmental policies 

Although the Group is accountable to its shareholders it also recognises that it has responsibilities to stakeholders which include employees, customers,
suppliers, the environment and the local community in which it operates. The Board accepts its responsibility to be accountable to all stakeholders.

Wolfson is dedicated to supplying high quality products which meet the requirements of its customers in a manner consistent with high environmental
and ethical standards. These principles form an integral part of our management processes and operations throughout the world.

[ CORPORATE GOVERNANCE CONTINUED ]
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Ethical business practices

Wolfson is a fabless semiconductor company based in the UK with subcontracted manufacturing operations overseas and the Group serves a global
customer base. Our goal is to ensure that the products which we supply are manufactured by subcontractors to internationally recognised ethical and
environmental standards and laws. Our key suppliers must confirm in writing that they meet these standards and laws. 

All employees are expected to behave ethically when working for the Group and this is reflected in our policies which are detailed in the staff handbook.

Employees

The Group’s success depends on the quality of the people it employs and it seeks to attract, train and develop talent from the UK and overseas.
The Group’s policy is to treat all employees in a manner consistent with local employment legislation, fairly and equally, within a safe and healthy work
environment. Through its qualification process for subcontractors, the Group requires them to extend similar conditions to their employees. 

The Group has an induction programme and all new recruits (and other staff if they wish) are invited to participate in this programme. The Group has
invested significantly in training and development activities and most employees have participated in some form of training or development over the
past 12 months. All staff within the Group participate in the Performance Review process. As the Group has developed, there has been a
corresponding increase in non-technical staff. The Group provides training to enable these employees to gain a better understanding of the
semiconductor industry. The Group supports professional qualifications and reimburses professional membership fees.

The responsibility for co-ordinating recruitment, training and monitoring adherence with employment legislation and employee policies, in the staff
handbook, has been delegated to the Human Resources Manager who reports to the Chief Financial Officer.

EQUAL OPPORTUNITIES 

The Group is committed to the principle of equal opportunity in employment and its internal procedures (including recruitment) reflect this. The principle
is supported by the Group’s disciplinary procedure and grievance procedure. 

HEALTH & SAFETY

The Group recognises its legal responsibilities to ensure the well being, safety and welfare of its employees and to maintain a safe environment for
visitors and any subcontractors while they are on our premises. The Group has a health and safety policy which is accessible by all employees on the
Group’s intranet. The Operations Director has responsibility, delegated by the Board, for the Group’s health and safety matters. 

Environment

Policy and objectives

The Group’s policy is to behave in an environmentally responsible manner, consistent with local legislation and protocols. The Group requires its
suppliers to conform to the requirements of ISO 14001, the Montreal Protocol for substances that deplete the ozone layer, and relevant local legislation
to ensure control and/or elimination of materials recognised as hazardous. Additionally the Group encourages the recycling of waste materials, where
appropriate, and encourages its suppliers to do likewise. 

Environmental management and reporting

The Group attained ISO 14001 accreditation in 2005. Therefore the Group now has an environmental management system which includes: the setting
of measurable objectives and targets; a defined process to identify and evaluate environmental aspects and impacts; environmental assessment
procedures for selection and control of subcontractors and for contractors working at Wolfson’s premises; a documented structure and environmental
procedures; a defined structure for monitoring and measuring environmental performance; and the establishment of an environmental training
procedure for relevant staff. A programme of targets and objectives, subject to periodic review, is in place to ensure continual improvement and to
prevent pollution. The Group’s Environmental Policy and Environmental Manual are available for reference by all employees on the Group’s intranet. 

The Group has adopted the EIA (Electronics Industry Alliance) Materials Declaration Guide which is an industry consensus on material bans, restrictions
and disclosures. Where applicable, the Group requires its suppliers to complete and submit a chemical survey form to demonstrate that they do not
use what are internationally considered to be harmful materials. In 2005, Wolfson offered its products with a lead-free terminal plating that is compatible
with both conventional and lead-free soldering processes. All of Wolfson’s products are available in versions designated as lead-free or green. These
versions are fully compliant with the EC Directive on Restriction of Hazardous Substances. A number of our customers have reviewed our environmental
policies and have certified the Group as being compliant with their stringent environmental standards. 

The responsibility for the Group’s environmental policy and management has been delegated by the Board to the Chief Executive Officer. This includes
the setting of the policies of the environmental management system, its objectives and targets. The Vice President of Quality is responsible for the
implementation and maintenance of the environmental management system in accordance with the requirements of ISO 14001. Management review
meetings are held each month to monitor the performance of the environmental management system. Environmental reporting is verified through audit
procedures performed by the British Standards Institute for compliance with ISO 14001.

[ CORPORATE GOVERNANCE CONTINUED ]
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Local community

The Group recognises that it is important to make a contribution to the communities in which it operates. The responsibility for community matters has
been delegated by the Board to the Chief Executive Officer within agreed budgetary parameters. A community relations programme, which includes
proposed levels and categories of sponsorship and charitable donations was approved by the Board during the year. There are three principal elements
to this programme: education; sports and event sponsorship; and employee charity matching.

The Group provides a scholarship programme for a number of students at Edinburgh University during their engineering degree courses and for
postgraduate research fellowships. As well as providing financial support, the programme includes placements for work experience and project work
within the Group. The Group has also supported sports and arts with the provision of sponsorship to a local athlete and sponsorship for part of the
Edinburgh Film Festival respectively. The Group provides sponsorship to employees who undertake fundraising activities for charities.

Charitable donations

In 2005, the Group supported charitable and community activities, including the scholarship programmes, with donations and sponsorships totalling $197,000.

Going concern

The directors have reviewed the latest forecast results and cash flow projections. The directors have a reasonable expectation that the Group has
adequate resources to continue in operational existence for the foreseeable future. The financial statements have therefore been prepared on a going
concern basis.

[ CORPORATE GOVERNANCE CONTINUED ]
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Remuneration Committee

The Remuneration Committee is composed of the following non-executive directors: BM Rose, RK Graham, R Eckelmann and is chaired by BM Rose.
To comply with corporate governance best practice, DJ Carey retired from the Committee on 15 December 2005. The Remuneration Committee, which
normally meets at least twice a year, has the delegated responsibility for making recommendations to the Board on the policy for remuneration of
executive directors and senior management, for reviewing the performance of executive directors and senior management and for determining, within
agreed terms of reference, specific remuneration packages for each of the executive directors and senior management, including pension rights, any
compensation payments and the implementation of executive incentive schemes. In accordance with the Remuneration Committee’s terms of
reference, no director may participate in discussions relating to his or her own terms and conditions of service or remuneration. 

Remuneration policy

The Committee’s aim is to offer remuneration packages that will attract, motivate and retain highly talented individuals to promote the future success of
the Company. Accordingly, the objective is to design packages that are consistent with shareholder objectives, promote long term retention, enable
executives to share in Wolfson’s success, and be fair and competitive. We believe that our objectives can best be achieved by paying a mixture of
performance-related and non-performance-related remuneration. The Committee reviews the overall remuneration package, separating out short term
and long term incentives. It considers that the purpose of a long term incentive scheme is two-fold: to promote retention and to allow the participant to
share in the Company’s success. This is achieved as set out below. 

Remuneration packages are reviewed annually by the Committee.

Policy for executive remuneration in 2005

For 2005, the remuneration package for the executive directors and senior management team consisted of a combination of basic salary, management
incentive scheme (comprising cash bonus and long term incentives through the executive share option schemes), pension and benefits in kind.
The basic salary was the only pensionable portion of the remuneration package.

The directors’ salaries, bonuses and benefits in kind for 2005 are shown in the table on page 19.

CASH BONUS. In 2005, a bonus pool was created on a sliding scale of up to 5% of the Group’s profits before interest and tax (“PBIT”) with the
minimum threshold of PBIT being US$24 million (at which threshold the pool would comprise 2.5% of the Group’s PBIT) and the maximum 5% applying
if PBIT reached or exceeded US$36 million. The pool was shared among the management according to defined percentages. 70% of each participant’s
bonus related to the Company’s financial performance and 30% of the bonus was conditional on meeting certain personal performance targets. The
overall cash bonus payment was capped at one times salary for each participant.

The Committee has undertaken a formal and rigorous process to assess the outcomes of the personal targets. This review has resulted in total
amounts payable under the cash bonus scheme in 2005 to executive directors as set out in the table on page 19. 

SHARE OPTIONS. In 2005, executive directors and senior managers were awarded share options exercisable in March 2008 equal in value to 100% of
their basic salary as at 1 January 2005. The proportion exercisable by each person is dependent on the growth rate of the Group’s normalised earnings
per share (“EPS”) over a 3 year period with the base year being 2004. 100% of the options are exercisable if the annual compound growth rate of EPS
in that period equals or exceeds the Retail Price Index (“RPI”) + 15% per annum. There is a sliding scale for lower performance and no options are
exercisable if the EPS growth rate is below RPI + 5% per annum. For personal reasons, two executive directors chose not to take up their award.
Details of the number of share options granted to executive directors in 2005 are given in the table on page 21.

Policy for executive remuneration in 2006

The Committee has reviewed industry trends in remuneration practice for senior executives and the remuneration practices of similar and competitor
companies. It appointed Pinsent Masons to advise it and was also informed by a variety of industry remuneration reviews and surveys. The Committee
concluded that, in order to meet the Company’s objectives, executive remuneration would continue to consist of a mixture of performance-related and
non-performance-related remuneration but that certain changes were desirable in the form of the long term incentive in particular. Executive directors
and the senior management team will receive a combination of basic salary, management incentive scheme (see below), pension and benefits in kind.
The basic salary is the only pensionable portion of the remuneration package.

In 2006, the management incentive scheme consists of a cash bonus scheme and it is proposed to introduce, subject to shareholder approval, a new
long term incentive plan (LTIP) which is share based. The LTIP is intended to replace the existing executive share option schemes. 

CASH BONUS. The cash bonus in 2006 is non-contractual and non-pensionable and applies to the Group’s executive directors and senior management
team. Target performance would result in a payment of a bonus of 50% of salary with a sliding scale of payments around this figure according to the
performance actually achieved. The overall cash bonus payment is capped at one times salary for each participant. In 2006, 50% of the participant’s
bonus will relate to the Company’s financial performance and 50% will be conditional on achieving defined personal objectives related to the
development of the business or particular aspects of it. 

The Committee has set demanding financial and personal targets under this scheme for 2006. As this is considered to be commercially sensitive
information, the targets will be the subject of a commentary in next year’s report.

[ DIRECTORS’ REMUNERATION REPORT ]
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NEW SHARE BASED LTIP. Shareholder approval is being sought at an EGM of the Company on 16 February 2006 for the introduction of a new share
based LTIP. The LTIP would comprise a performance share plan (PSP) and an Executive Share Ownership Plan (ExSOP), both of which will be subject
to appropriately demanding performance requirements.

In 2006 the maximum award under the proposed LTIP schemes would (other than in exceptional circumstances) be 100% of salary, this being split
25% under the PSP scheme and 75% under the ExSOP. In both cases the vesting period would be three years and the proportion vesting would be
determined by relation to the performance requirements. The metrics of each are described below. 

The primary purpose of the proposed PSP is to retain and motivate key executives. Under the proposed PSP, the award would be in the form of
deferred free shares to the value of 25% of salary. Participants would derive the whole value of shares finally determined as vesting under the PSP.
At the end of three years the proportion vesting would be decided on a sliding scale by reference to the Company’s performance against growing its
gross revenues subject to exceeding a minimum net margin over the period. The net margin will be calculated by reference to the Company’s net
operating profits excluding currency retranslation costs and before adjustments relating to share based payment expenses. 

25% of the maximum PSP award would vest provided (a) the minimum net margin requirement is achieved; and (b) a minimum threshold for growth in
revenues is achieved. From that threshold, vesting would be on a sliding scale up to a maximum of 100% of the award.

The growth in gross revenues will be calculated over the 3 year period on a compound basis. Gross revenue and net margins are key outcomes for
Wolfson. They are already tracked by management and are metrics that actively influence management actions and plans. It is intended that the targets
used will be declared when the PSP vests.

The primary purpose of the proposed ExSOP is to align the executive’s interests with those of shareholders and to reward the executive for a strong
performance by the Company. Under the proposed ExSOP, participants would, if performance targets are met, derive the growth in value of the vested
shares (less the cost of funding the initial acquisition of these shares). The value of shares awarded would be limited to 75% of salary. The performance
target set in relation to the 2006 award would relate to the real growth (i.e. growth above RPI) achieved over the three year period in adjusted earnings
per share of the Company. Adjusted earnings per share is calculated as the basic earnings per share derived from the Company’s published report and
accounts adjusted for exceptional and extraordinary items. The Committee may make further adjustments necessary or appropriate to take account of
changes to accounting standards, the actual length of the financial year in question and to ensure a consistent basis of comparison from year to year.
For real growth of 15% per annum or higher, the participant would derive the growth in value of 100% of the award shares; for real growth of 5%, 25%
of the award shares; for real growth between these amounts, the percentage would be determined by straight line interpolation between these values.
The participant would derive no growth in value of the award shares for real growth below 5%.

The proposed ExSOP targets are similar to those of the executive share option plans in 2004 and 2005. Awards under these plans are yet to vest.
Share options awarded on or after 1 January 2003 are also subject to performance requirements. These options are indicated in the table on page 21.

SHARE OWNERSHIP POLICY. In 2006 the Company has adopted a share ownership policy for executive directors and senior management. This
encourages the individuals to build up and maintain a holding of shares in the Company at least equal in value to 100% of salary. Consistent with this,
consideration will be given in 2006 to the creation of a share matching scheme.

Dilution 

The rules of each of the Company’s executive (discretionary) and employee share option schemes in effect since its flotation contain the traditional
10% limit in dilution over a period of 10 years for all schemes in respect of options granted since flotation. The rules for each of the proposed PSP and
ExSOP schemes contain a similar limit and also a 5% limit over a 10 year period for executive (discretionary) plans.

Options granted during the period from 21 October 2003 (the date of the Company’s flotation) to 31 December 2005 under the Company’s executive
(discretionary) schemes and under all schemes are well within the applicable limits. It is currently intended that the shares required to satisfy awards
under the proposed PSP and ExSOP schemes will be sourced from existing shares to be acquired by the relevant employees’ share trust.

Pensions

The Company has two pension schemes, one being a defined benefits scheme and the other being a defined contribution scheme. The former was closed
to all new entrants after 2 July 2002. All the present executive directors participate in the Company’s defined benefits scheme providing benefits based on
final pensionable pay 1/60 th per year of employment. The current employer contribution rate is 12.7% and 6% is contributed by each employee. 

[ DIRECTORS’ REMUNERATION REPORT CONTINUED ]
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Service contracts

The Company has entered into service contracts with each of its executive directors, none of which is for a fixed term. Such contracts are terminable
by either party giving not less than 12 months’ notice. The Company may in its absolute discretion terminate the employment of any of the executive
directors at any time by making a payment in lieu of notice equivalent to the director’s basic salary over any unexpired period of notice. 

Details of the service contracts currently in place for directors who have served during the year ended 31 December 2005 are as follows:

Date of contract

AD Milne 25 September 2003
JRC Reid 25 September 2003
GR Elliott 25 September 2003
JM Urwin 25 September 2003

None of the executive directors served as non-executive directors of other public companies during the year. 

Executive directors can accept appointments as non-executive directors of other companies and retain any fees paid to them if such an appointment
does not conflict with their duties to the Company. Specific approval of the Board is required in each case. AD Milne is a non executive-director of
Edinburgh Research and Innovation Limited. He did not receive any remuneration in respect of this appointment. In 2005, JM Urwin was appointed as
a non-executive director of System Level Integration Limited. He does not receive any remuneration from this appointment. 

Non-executive directors

Each of the current non-executive directors has entered into a letter of appointment with the Company. All the letters of appointment are dated
25 September 2003 other than R Eckelmann’s which is dated 1 November 2004. The letters of appointment are for a fixed term of three years and
terminate automatically upon expiry of the fixed term. The Board may invite a non-executive director to serve for an additional period. Either party may
terminate the appointment at any time by giving to the other not less than one month’s notice. Each non-executive director’s appointment may be
terminated at any time without compensation in accordance with the Company’s articles of association or the Companies Act 1985 or if the
shareholders of the Company fail to re-elect him as a director. The remuneration of the non-executive directors is determined by the Board. However
the non-executive directors do not participate in discussions about their own remuneration. Non-executive directors’ fees are designed to be of a level
to attract good quality candidates to the Board and to reflect the time commitment of directors. Fee levels are reviewed yearly and are set within the
aggregate limits contained in the articles of association of the Company. The level of annual fee as at 31 December 2005 was £27,000 to each non-
executive director. The chairman of the Board and of the Audit and Remuneration Committees also receive an additional annual fee of £5,000. With
effect from 1 January 2006, the members of these committees will in addition receive £2,000 per committee membership, and the Senior Independent
Non-executive Director will receive an additional £2,000 per annum. All fees are non pensionable, and there is no other remuneration save that the
Company meets allowable expenses incurred on company business. 

Performance graph 

The following graph charts the total cumulative shareholder return of the Company since 21 October 2003 when the Company listed on the London
Stock Exchange compared to the FTSE All Share index, Techmark index and the FTSE Technology Hardware and Equipment index. The FTSE All Share
index is a broad equity market index but, given the Company’s technology credentials, the Techmark index or the FTSE Technology Hardware and
Equipment index could be considered equally relevant as a comparator.

Wolfson Microelectronics plc total shareholder return
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Directors’ shareholdings

The directors’ interests in the Company’s ordinary shares of 0.1 pence, which excludes interests under the share option schemes, are set out below:

Shares
acquired on

At 1 January exercise of Shares Shares At 31 December
2005 share options acquired disposed 2005

Number of Number of Number of Number of Number of
ordinary shares ordinary shares ordinary shares ordinary shares ordinary shares

DJ Carey 4,781,657 - - (100,000) 4,681,657
AD Milne 3,064,523 1,150,000 - (956,400) 3,258,123
JRC Reid 1,790,300 120,000 - (300,000) *1,610,300
JM Urwin 460,303 521,400 - (360,000) 621,703
GR Elliott 9,523 600,000 - (210,000) 399,523
BM Rose 23,809 - - - 23,809
RK Graham 11,324 - - - **11,324
R Eckelmann - - 15,000 - 15,000

10,141,439 2,391,400 15,000 (1,926,400) 10,621,439

* Of these ordinary shares: 1,410,300 are held in the name of JRC Reid; 150,000 are held in the name of M Reid, JRC Reid’s wife in her own name; 25,000 are held in the name of M Reid for A Reid,
JRC Reid’s son; and 25,000 are held in the name of M Reid for L Reid, JRC Reid’s daughter.

** Of these ordinary shares: 9,524 are held in the name of RK Graham and 1,800 are held by a trust in which RK Graham has a third beneficial interest.

As at 31 January 2006, there have been no changes in the above shareholdings since 31 December 2005. 

[ DIRECTORS’ REMUNERATION REPORT CONTINUED ]
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Individual aspects of remuneration

The auditors are required to report on the information contained in this section of the report.

Directors’ remuneration

The emoluments in respect of qualifying services of each person who served as a director during the year ended 31 December 2005 were as shown
below. Note that these amounts are expressed in US dollars, the Group’s functional and reporting currency, though actually paid in sterling and the
average exchange rate used in the year ended 31 December 2005 was $1.8287 to £1 (2004: $1.8206 to £1).

Directors’ remuneration (US dollars)

Salary / fee
Salary / fee Bonuses Benefits Total 2005 2004 Total 2004

$000 $000 $000 $000 $000 $000

Executive directors
AD Milne 320 320 27 667 273 375
JRC Reid 210 179 17 406 200 269
GR Elliott 219 169 30 418 209 283
JM Urwin 210 171 12 393 191 257

Non-executive directors
DJ Carey 59 - - 59 68 68
BM Rose 59 - - 59 55 55
RK Graham 59 - - 59 55 55
R Eckelmann* 49 - - 49 8 8

Totals 1,185 839 86 2,110 1,059 1,370

* R Eckelmann joined the Board on 1 November 2004.

Directors’ remuneration (sterling)

Salary / fee
Salary / fee Bonuses Benefits Total 2005 2004 Total 2004

£000 £000 £000 £000 £000 £000

Executive directors
AD Milne 175 175 15 365 150 206
JRC Reid 115 98 9 222 110 148
GR Elliott 120 92 17 229 115 155
JM Urwin 115 93 7 215 105 141

Non-executive directors
DJ Carey 32 - - 32 38 38
BM Rose 32 - - 32 30 30
RK Graham 32 - - 32 30 30
R Eckelmann* 27 - - 27 4 4

Totals 648 458 48 1,154 582 752

* R Eckelmann joined the Board on 1 November 2004.

The executive directors’ basic salary increases in 2005 were higher than the rate of inflation. These salary levels were approved after obtaining market
data of executive director salaries in comparative companies and also with a consideration of the increased complexity of the directors’ roles given the
increase in size of the Company. 

There is no arrangement under which a director has agreed to waive future emoluments. There have been no payments for compensation for loss of
office nor other awards made during the financial year to any person who was formerly a director of the Company.

Benefits consist primarily of a car and private family healthcare cover. The executive directors were also granted options to subscribe for ordinary shares
under the Company’s share option schemes. Details of share options granted to, and exercised by, directors and the aggregate gains realised on
exercised options in the year are given on pages 21 and 22.

[ DIRECTORS’ REMUNERATION REPORT CONTINUED ]
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Pensions

All of the executive directors participate in the Wolfson Microelectronics plc Pension Scheme which is a defined benefit pension scheme. Details of the
entitlements of those who served as directors during the year ended 31 December 2005 are as follows: 

Transfer Transfer Increase in
Increase Increase value of value of Increase in transfer value

Accrued in accrued in accrued accrued accrued transfer excluding
benefit at benefits benefits benefits at benefits at value less inflation less

31 December excluding including 31 December 31 December directors’ directors’
2005 inflation (A) inflation 2004 2005 contributions contributions
$000 $000 $000 $000 $000 $000 $000

AD Milne 155 26 30 2,579 3,072 475 471
JRC Reid 81 10 12 817 925 97 95
GR Elliott 16 3 4 142 173 20 19
JM Urwin 31 5 6 202 241 29 28

Details of pension policy are provided on page 16.

[ DIRECTORS’ REMUNERATION REPORT CONTINUED ]
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Share options

Details of share options of those executive directors who served during the year are set out in this table. Non-executive directors have no share options.
No amounts were payable for the award of the share options.

Exercised Lapsed Granted Date from
At during during during At Exercise which Expiry

01.01.05 year year year 31.12.05 price exercisable date

AD Milne a 460,000 - (460,000) - - £0.15 17.12.02 23.03.06
190,000 (190,000) - - - £0.15 17.12.02 17.12.09

a460,000 (460,000) - - - £0.15 17.12.02 23.03.11
490,000 (490,000) - - - £0.20 20.03.05 20.03.09
10,000 (10,000) - - - £0.20 20.03.05 20.03.12

220,000 - - - b220,000 £0.40 01.01.06 01.01.10
498,900 - - - b498,900 £0.75 14.08.06 14.08.10

1,100 - - - b1,100 £0.75 14.08.06 14.08.13
110,024 - - - c110,024 £2.045 31.03.07 30.07.14

JRC Reid a120,000 - (120,000) - - £0.15 17.12.02 17.12.06
a120,000 (120,000) - - - £0.15 17.12.02 23.03.11
220,000 - - - b220,000 £0.20 20.03.05 20.03.09
30,000 - - - b30,000 £0.20 20.03.05 20.03.12
82,000 - - - b82,000 £0.40 01.01.06 01.01.10

345,900 - - - b345,900 £0.75 14.08.06 14.08.10
4,100 - - - b4,100 £0.75 14.08.06 14.08.13

67,237 - - - c67,237 £2.045 31.03.07 30.07.14

JM Urwin a150,000 - (150,000) - - £0.15 17.12.02 17.12.06
a150,000 (150,000) - - - £0.15 17.12.02 23.03.11
121,400 (121,400) - - - £0.15 23.03.04 23.03.11
100,000 (100,000) - - - £0.20 20.03.05 20.03.09
150,000 (150,000) - - - £0.20 20.03.05 20.03.12
79,000 - - - b79,000 £0.40 01.01.06 01.01.10

296,900 - - - b296,900 £0.75 14.08.06 14.08.10
3,100 - - - b3,100 £0.75 14.08.06 14.08.13

64,181 - - - c64,181 £2.045 31.03.07 30.07.14
- - - 66,378 c66,378 £1.7325 10.03.08 10.03.15

GR Elliott a10,000 - (10,000) - - £0.15 03.01.03 03.01.07
190,000 (190,000) - - - £0.15 03.01.03 03.01.10
a10,000 (10,000) - - - £0.15 03.01.03 23.03.11
400,000 (400,000) - - - £0.15 23.03.04 23.03.11
88,000 - - - b88,000 £0.40 01.01.06 01.01.10

201,400 - - - b201,400 £0.75 14.08.06 14.08.10
48,600 - - - b48,600 £0.75 14.08.06 14.08.13
70,293 - - - c70,293 £2.045 31.03.07 30.07.14

- - - 69,264 c69,264 £1.7325 10.03.08 10.03.15

a The Ordinary Shares comprising those options granted on 17 December 1999 and 3 January 2000 are subject to parallel option arrangements, whereby corresponding options were granted on
23 March 2001 on the basis that option holders may only exercise one of the options within these parallel arrangements but not both. 

b Performance conditions apply in relation to the exercise of these options. See note 17 to the financial statements for details.

c Under the 2004 management incentive scheme, executive directors and senior managers were awarded share options exercisable in March 2007. The proportion exercisable by each person is 
dependent on the growth rate of the Group’s normalised earnings per share (“EPS”) over a three year period with the base year being 2003. 100% payout is achieved if the annual compound growth 
rate of EPS in that period equals or exceeds the Retail Price Index (“RPI”) + 15% per annum. There is a sliding scale for lower performance and no options are exercisable if the EPS growth rate is 
below RPI + 5% per annum, is zero or negative. Details of the performance criteria for options granted in 2005 are given above under remuneration policy. 

All share options granted to directors during the year, as shown in the table above, were granted under the 2003 Executive Share Scheme A and the
2003 Executive Share Scheme B. Details for these share option schemes are included in note 15 to the financial statements. 

[ DIRECTORS’ REMUNERATION REPORT CONTINUED ]

AReport06_72pp_5.3ƒ.qxp  3/23/06  10:43 AM  Page 21



22

Wolfson Microelectronics plc
Annual Report and Accounts 2005

During the year, directors exercised share options from the following share option schemes and the closing mid-market price of the Company’s shares
on the date of exercise was as shown in the table below:

Enterprise

First Second Management Closing 

Executive Executive Incentive mid-market

Share Option Share Option Share Option price of

Scheme Scheme Scheme Exercise share on date

(no. of options (no. of options (no. of options price of exercise

exercised) exercised) exercised) (pence) (pence)

Directors

AD Milne - - 460,000 15 171
190,000 - - 15 299.5

- 490,000 - 20 305
- - 10,000 20 305

JRC Reid - - 120,000 15 171

JM Urwin - - 150,000 15 171
- - 121,400 15 171
- 100,000 - 20 177.17
- - 150,000 20 177.17

GR Elliott 190,000 - - 15 164.75
- - 10,000 15 171
- - 400,000 15 171

The aggregate gains (being the difference between the market price of the Company’s shares on the days on which the options were exercised and the
price actually paid for the shares) made by directors on the exercise of share options during the year amounted to £4.6 million (approximately $8.4 million)
(2004: £4.2 million; approximately $7.7 million). The highest and lowest market prices of the Company’s shares during the year were 338 pence and 134
pence respectively. The market price at the year end was 338 pence.

This report was approved by the Board and is signed on its behalf by:

BM Rose

Remuneration Committee Chairman 31 January 2006

[ DIRECTORS’ REMUNERATION REPORT CONTINUED ]
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Statements of directors’ responsibilities in respect of the annual report and the financial statements

The directors are responsible for preparing the annual report and the group and parent company financial statements in accordance with applicable law
and regulations. 

Company law requires the directors to prepare group and parent company financial statements for each financial year. Under that law they are required
to prepare the group financial statements in accordance with IFRSs as adopted by the EU and have elected to prepare the parent company financial
statements on the same basis.

The group and parent company financial statements are required by law and IFRSs as adopted by the EU to present fairly the financial position of the
Group and the parent Company and the performance for that period; the Companies Act 1985 provides in relation to such financial statements that
references in the relevant part of the Act to financial statements giving a true and fair view are references to their achieving a fair presentation.  

In preparing each of the group and parent company financial statements, the directors are required to:

� select suitable accounting policies and then apply them consistently;
� make judgements and estimates that are reasonable and prudent;
� state whether they have been prepared in accordance with IFRSs as adopted by the EU; and
� prepare the financial statements on the going concern basis unless it is inappropriate to presume that the group and the parent company will 

continue in business.

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the financial position of the
parent Company and enable them to ensure that its financial statements comply with the Companies Act 1985. They have a general responsibility for
taking such steps as are reasonably open to them to safeguard the assets of the Group and to prevent and detect fraud and other irregularities.

Under applicable law and regulation, the directors are also responsible for preparing a Directors’ Report, Directors’ Remuneration Report and the
Corporate Governance Statement that comply with that law and those regulations.

The directors are responsible for the maintenance and integrity of the corporate and financial information included on the Company’s website.
Legislation in the UK governing the preparation and dissemination of financial statements may differ from legislation in other jurisdictions. 

[ STATEMENT OF DIRECTORS’ RESPONSIBILITIES ]
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We have audited the group and parent company financial statements (the ‘‘financial statements’’) of Wolfson Microelectronics plc for the year ended
31 December 2005 which comprise the Consolidated Income Statement, the Consolidated and Parent Company Balance Sheets, the Consolidated
and Parent Company Cash Flow Statement, the Consolidated and Parent Company Statement of Recognised Income and Expense and the related
notes. These financial statements have been prepared under the accounting policies set out therein. We have also audited the information in the
Directors’ Remuneration Report that is described as having been audited.

This report is made solely to the Company’s members, as a body, in accordance with section 235 of the Companies Act 1985. Our audit work has
been undertaken so that we might state to the Company’s members those matters we are required to state to them in an auditor’s report and for no
other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Company and the Company’s
members as a body, for our audit work, for this report, or for the opinions we have formed. 

Respective responsibilities of directors and auditors 

The directors’ responsibilities for preparing the Annual Report, the Directors’ Remuneration Report and the financial statements in accordance with
applicable law and International Financial Reporting Standards (IFRSs) as adopted by the EU are set out in the Statement of Directors’ Responsibilities
on page 23. 

Our responsibility is to audit the financial statements and the part of the Directors’ Remuneration Report to be audited in accordance with relevant legal
and regulatory requirements and International Standards on Auditing (UK and Ireland). 

We report to you our opinion as to whether the financial statements give a true and fair view and whether the financial statements and the part of the
Directors’ Remuneration Report to be audited have been properly prepared in accordance with the Companies Act 1985 and, as regards the financial
statements, Article 4 of the IAS Regulation. We also report to you if, in our opinion, the Directors’ Report is not consistent with the financial statements,
if the Company has not kept proper accounting records, if we have not received all the information and explanations we require for our audit, or if
information specified by law regarding directors’ remuneration and other transactions is not disclosed. 

We review whether the Corporate Governance Statement reflects the Company’s compliance with the nine provisions of the 2003 FRC Combined Code
specified for our review by the Listing Rules of the Financial Services Authority, and we report if it does not. We are not required to consider whether the
board’s statements on internal control cover all risks and controls or form an opinion on the effectiveness of the Group’s corporate governance
procedures or its risk and control procedures.

We read the other information contained in the Annual Report and consider whether it is consistent with the audited financial statements. We consider the
implications for our report if we become aware of any apparent misstatements or material inconsistencies with the financial statements. Our responsibilities
do not extend to any other information.

Basis of audit opinion 

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements and the part of the Directors’
Remuneration Report to be audited. It also includes an assessment of the significant estimates and judgments made by the directors in the preparation
of the financial statements, and of whether the accounting policies are appropriate to the Group’s and Company’s circumstances, consistently applied
and adequately disclosed. 

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us with
sufficient evidence to give reasonable assurance that the financial statements and the part of the Directors’ Remuneration Report to be audited are free
from material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the
presentation of information in the financial statements and the part of the Directors’ Remuneration Report to be audited. 

Opinion 

In our opinion: 

� the consolidated financial statements give a true and fair view, in accordance with IFRSs as adopted by the EU, of the state of the Group’s affairs 
as at 31 December 2005 and of its profit for the year then ended; 

� the parent Company financial statements give a true and fair view, in accordance with IFRSs as adopted by the EU as applied in accordance with 
the provisions of the Companies Act 1985, of the state of the parent Company’s affairs as at 31 December 2005; and

� the financial statements and the part of the Directors’ Remuneration Report to be audited have been properly prepared in accordance with the 
Companies Act 1985 and, as regards the financial statements, Article 4 of the IAS Regulation.

KPMG Audit Plc 31 January 2006
Chartered Accountants 
Registered Auditor

Edinburgh

[ INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF WOLFSON MICROELECTRONICS PLC ]
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2005 2004
Notes $000 $000

Revenue 2 166,558 119,294
Cost of sales (83,012) (60,530)

Gross profit 83,546 58,764

Distribution and selling costs (15,277) (14,118)
Research and development expenses (21,467) (16,447)
Administrative expenses (8,834) (12,938)

Operating profit 2, 3 37,968 15,261

Financial income 5 2,557 1,649
Financial expenses 5 (1,840) (1,816)

Net financing income / (costs) 717 (167)

Profit before tax 38,685 15,094

Income tax expense 6 (9,651) (4,490)

Profit for the year attributable to equity holders of the parent 29,034 10,604

Basic earnings per share (cents) 7 26.26 9.89

Diluted earnings per share (cents) 7 24.95 9.17

[ CONSOLIDATED INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2005 ]
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Group Company

2005 2004 2005 2004
$000 $000 $000 $000

Actuarial loss on defined benefit obligations (net of tax) (324) (1,672) (324) (1,672)

Net expense recognised directly in equity (324) (1,672) (324) (1,672)

Profit for the year 29,034 10,604 28,688 10,239

Total recognised income and expense for the year 28,710 8,932 28,364 8,567

[ STATEMENT OF RECOGNISED INCOME AND EXPENSE FOR THE YEAR ENDED 31 DECEMBER 2005 ]
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Group Company

As at As at As at As at
31 December 31 December 31 December 31 December

2005 2004 2005 2004
Notes $000 $000 $000 $000

ASSETS

Property, plant and equipment 8 30,217 29,197 30,172 29,177
Intangible assets 9 732 703 732 703
Investments in subsidiaries 10 - - - -
Deferred tax assets 11 8,683 11,244 8,376 11,244

Total non-current assets 39,632 41,144 39,280 41,124

Inventories 12 15,924 17,964 15,924 17,964
Income tax receivable 6 1,288 2,720 1,288 2,720
Trade and other receivables 13 34,174 18,939 34,154 18,921
Short-term deposits 14 39,840 - 39,840 -
Cash and cash equivalents 14 41,135 44,232 41,000 44,135

Total current assets 132,361 83,855 132,206 83,740

Total assets 171,993 124,999 171,486 124,864

EQUITY

Issued capital 15 187 180 187 180
Share premium account 15 50,538 49,142 50,538 49,142
Capital redemption reserve 15 497 497 497 497
Retained earnings 15 72,231 34,843 71,148 34,438

Total equity attributable to equity holders
of the parent 123,453 84,662 122,370 84,257

LIABILITIES

Interest-bearing loans and borrowings 16 14,933 18,170 14,933 18,170
Employee benefits 17 7,250 7,930 7,250 7,930

Total non-current liabilities 22,183 26,100 22,183 26,100

Interest-bearing loans and borrowings 16 880 2,266 880 2,266
Trade and other payables 18 25,477 11,971 26,053 12,241

Total current liabilities 26,357 14,237 26,933 14,507

Total liabilities 48,540 40,337 49,116 40,607

Total equity and liabilities 171,993 124,999 171,486 124,864

These financial statements were approved by the Board of Directors on 31 January 2006 and were signed on its behalf by:

AD Milne GR Elliott
Director Director

[ BALANCE SHEETS AS AT 31 DECEMBER 2005 ]
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Group Company

2005 2004 2005 2004
Notes $000 $000 $000 $000

Cash flows from operating activities

Profit for the year 29,034 10,604 28,688 10,239
Adjustments for:
Depreciation and amortisation 8, 9 5,147 4,015 5,131 4,003
Foreign exchange (gains) / losses (1,222) 786 (1,189) 786
Financial income (2,557) (1,649) (2,557) (1,649)
Financial expenses 1,840 1,816 1,840 1,816
Gain on disposal of property, plant and equipment - (4) - (4)
Equity-settled share-based payment expenses 2,395 1,517 2,333 1,477
Income tax expense 9,651 4,490 9,703 4,502

Operating profit before changes in working capital 44,288 21,575 43,949 21,170

Decrease / (increase) in inventories 2,040 (9,105) 2,040 (9,105)
Increase in trade and other receivables (14,781) (1,929) (14,779) (1,753)
Increase in trade and other payables 11,513 671 11,771 941
(Decrease) / increase in employee benefits (1,313) 203 (1,313) 203

Cash generated from the operations 41,747 11,415 41,668 11,456

Income taxes received / (paid) 763 (2,720) 763 (2,720)

Net cash inflow from operating activities 42,510 8,695 42,431 8,736

Cash flows from investing activities

Proceeds from sale of property, plant and equipment - 10 - 10
Interest received 1,545 1,320 1,545 1,320
Acquisition of property, plant and equipment (4,411) (10,636) (4,370) (10,636)
Amounts placed on short-term deposits (39,840) - (39,840) -

Net cash outflow from investing activities (42,706) (9,306) (42,665) (9,306)

Cash flows from financing activities

Proceeds from the issue of share capital 1,403 1,309 1,403 1,309
Interest paid (871) (1,236) (871) (1,236)
Repayment of borrowings (3,162) (1,898) (3,162) (1,898)
Payment of finance lease liabilities (31) (615) (31) (615)

Net cash outflow from financing activities (2,661) (2,440) (2,661) (2,440)

Net decrease in cash and cash equivalents (2,857) (3,051) (2,895) (3,010)
Cash and cash equivalents at start of year 44,232 46,474 44,135 46,336
Effect of exchange rate fluctuations on cash held (240) 809 (240) 809

Cash and cash equivalents at end of year 14 41,135 44,232 41,000 44,135

Cash and cash equivalents at end of year 14 41,135 44,232 41,000 44,135

Short-term deposits at end of year 14 39,840 - 39,840 -

Total cash and short-term deposits at end of year 80,975 44,232 80,840 44,135

[ STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2005 ]
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1
Significant accounting policies

Wolfson Microelectronics plc (the “Company”) is a company domiciled in Scotland. The consolidated financial statements for the year ended
31 December 2005 comprise those of the Company and its subsidiaries (together referred to as the “Group”).

The parent Company financial statements present information about the Company as a separate entity and not about its Group.

Under section 230(4) of the Companies Act 1985 the Company is exempt from the requirement to present its own income statement and related notes.

The financial statements were authorised for issue by the directors on 31 January 2006.

(a) Statement of compliance

The financial statements of the Group and the Company have been prepared in accordance with International Financial Reporting Standards and its
interpretations as adopted by the European Union (“adopted IFRS”). These are the first annual financial statements of the Group and the Company
prepared in accordance with IFRSs and IFRS 1 has been applied. 

An explanation of how the transition to adopted IFRS has affected the reported financial position, financial performance and cash flows of the Group
and the Company is provided in note 26. 

(b) Basis of preparation

The financial statements are prepared on the historical cost basis and are presented in United States Dollars (“US dollars”), rounded to the nearest thousand.

The preparation of financial statements in accordance with adopted IFRS requires management to make judgements, estimates and assumptions that
affect the application of policies and reported amounts of assets and liabilities, income and expenses. The estimates and associated assumptions are
based on historical experience and various other factors that are believed to be reasonable under the circumstances, the results of which form the basis
of making the judgements about carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from
these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the period in which
the estimate is revised if the revision affects only that period, or in the period of the revision and future periods if the revision affects both current and
future periods. 

Judgements made by management in the application of adopted IFRS that have a significant effect on the financial statements and estimates with a
significant risk of material adjustment in the next year are discussed in note 25. 

The accounting policies set out below, unless otherwise stated, have been applied consistently to all periods presented in these financial statements
and in preparing an opening IFRS balance sheet at 1 January 2004 for the purposes of the transition to adopted IFRS.

(c) Basis of consolidation

(i) Subsidiaries

Subsidiaries are entities controlled by the Company. Control exists when the Company has the power, directly or indirectly, to govern the financial and
operating policies of an entity so as to obtain benefits from its activities. In assessing control, potential voting rights that presently are exercisable or
convertible are taken into account. Subsidiaries are fully consolidated from the date on which control is transferred to the Company. They are de-
consolidated from the date that control passes. The acquisition method of accounting has been adopted. All subsidiaries at 31 December 2004 and
at 31 December 2005 have those dates as their financial year ends. 

(ii) Transactions eliminated on consolidation

Intragroup transactions, balances and any unrealised gains and losses or income and expenses arising from intragroup transactions, are eliminated in
preparing the consolidated financial statements.  

(iii) Investments in subsidiaries

Investments by the Company in subsidiaries are carried at cost less any impairment.

(d) Foreign currency

(i) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary economic environment in
which the entity operates (‘the functional currency’). The consolidated financial statements are presented in US dollars, which is the Group’s functional
and presentation currency. 

(ii) Foreign currency transactions and balances

Transactions in foreign currencies, other than US dollars, are translated at the foreign exchange rate ruling at the date of the transaction. Monetary
assets and liabilities denominated in foreign currencies at the balance sheet date are translated to US dollars at the foreign exchange rate ruling at that
date. Exchange differences arising on translation are recognised in the income statement. Non-monetary assets and liabilities that are measured in
terms of historical cost in a currency other than US dollars are translated using the exchange rate at the date of the transaction. 

[  NOTES TO THE FINANCIAL STATEMENTS ]

AReport06_72pp_5.3ƒ.qxp  3/23/06  10:43 AM  Page 29



30

Wolfson Microelectronics plc
Annual Report and Accounts 2005

(iii) Financial statements of foreign operations

The assets and liabilities of foreign operations are translated to US dollars at foreign exchange rates ruling at the balance sheet date. The revenues and
expenses of foreign operations are translated to US dollars at rates approximating to the foreign exchange rates ruling at the dates of the transactions.
Foreign exchange differences arising on retranslation are recognised directly in a separate component of equity, the translation reserve.

(e) Derivative financial instruments

The Group does not use derivative financial instruments to hedge its exposure to foreign exchange and interest rate risks arising from operational,
financing and investment activities. The Group does not hold or issue derivative financial instruments for trading purposes.

(f) Property, plant and equipment

(i) Owned assets

Items of property, plant and equipment are stated at cost less accumulated depreciation (see below) and impairment losses (see accounting policy (l) ),
except for land, which is shown at cost less impairment. 

Cost includes the expenditure that is directly attributable to the acquisition of the items. 

Where parts of an item of property, plant and equipment have different estimated useful lives, they are accounted for as separate items of property,
plant and equipment.

(ii) Leased assets

Leases in terms of which the Group assumes substantially all the risks and rewards of ownership are classified as finance leases. A finance leased
asset is stated at an amount equal to the lower of its fair value and the present value of the minimum lease payments at the inception of the lease,
less accumulated depreciation and impairment losses (see accounting policy (l) ). Finance leased assets are depreciated over the shorter of the lease
periods and the estimated useful lives of the assets. The corresponding liability is included in the balance sheet as a finance lease obligation. Lease
payments are accounted for as described in accounting policy (r) (ii).

(iii) Subsequent expenditure

The Group recognises in the carrying amount of an item of property, plant and equipment the cost of replacing part of such an item when that cost is
incurred if:

– it is probable that the future economic benefits embodied within the item will flow to the Group; and 
– the cost of the item can be measured reliably. 

All other costs are recognised as an expense in the income statement as incurred.

(iv) Depreciation

Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives of each part of property, plant and equipment.
Freehold land is not depreciated. The estimated useful lives are as follows:

Freehold property 25 years
Plant and equipment 1 to 5 years
Computer hardware 1 to 3 years
Furniture and fittings 10 years
Motor vehicles 4 years

The residual values and estimated useful lives, of items of property plant and equipment, are reviewed annually and are adjusted if appropriate. 

Gains and losses on disposals are determined by comparing the disposal proceeds with the carrying amount and are included in the income statement. 

(g) Intangible assets

(i) Research and development

Expenditure on research activities undertaken with the prospect of gaining new scientific or technical knowledge and understanding, is recognised as
an expense in the income statement as incurred.

Where a product is technically feasible, production and sale are intended, a market exists and sufficient resources are available to complete the project,
development costs are capitalised and amortised on a straight-line basis over the estimated useful life of the respective product. The Company believes
its current process for developing products is essentially completed when products have achieved the ‘Release to Production’ status which confirms
technical feasibility of the products to be manufactured and sold to the commercial marketplace. Development costs incurred after the establishment of
technical feasibility have not been significant and, therefore, no costs have been capitalised to date. Where no internally-generated intangible asset can
be recognised, development expenditure is recognised as an expense in the period in which it is incurred. 

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]
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(ii) Computer software

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring into use the specific software. These costs
are amortised using the straight-line method over their estimated useful lives (one to three years). 

Costs associated with developing or maintaining computer software programmes are recognised as an expense as incurred. Costs that are directly
associated with the production of identifiable and unique software items controlled by the Group, and that will probably generate economic benefits
exceeding costs beyond one year, are capitalised as intangible assets. 

Computer software development costs recognised as assets are amortised using the straight-line method over their estimated useful lives (not
exceeding three years).

(h) Trade and other receivables

Trade and other receivables are stated at their nominal value less impairment losses (see accounting policy (l) ). A provision for impairment of trade
receivables is established when there is objective evidence that the Group will not be able to collect all amounts due according to the original terms of
the receivables. The amount of the provision is the difference between the asset’s carrying amount and the estimated future cash flows, discounted if
material. The amount of the provision is recognised in the income statement.

(i) Inventories

Inventories are stated at the lower of cost and net realisable value. Net realisable value is the estimated selling price in the ordinary course of business,
less the estimated costs to completion and selling expenses.

The cost of inventories is based on the first-in first-out method and includes expenditure incurred in acquiring the inventories and bringing them to their
existing location and condition. In the case of manufactured inventories and work in progress, cost includes raw materials, other direct costs and
related overheads based on normal operating capacity.

(j) Short-term deposits

Short-term deposits comprise cash deposits held with highly credit rated financial institutions with original maturities of more than three months.

(k) Cash and cash equivalents

Cash and cash equivalents comprise cash balances and deposits held with banks with original maturities of three months or less. 

(l) Impairment

The carrying amounts of the Group’s assets, other than inventories (see accounting policy (i) ) and deferred tax assets (see accounting policy (s) ) are
reviewed at each balance sheet date to determine whether there is any indication of impairment. If any such indication exists, the asset’s recoverable
amount is estimated (see accounting policy (l)(i) ).

Assets that have an indefinite useful life are not subject to amortisation and are tested annually for impairment. 

An impairment loss is recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount. Impairment losses are
recognised in the income statement.

(i) Calculation of recoverable amount

The recoverable amount of assets is the greater of their net selling price and value in use. In assessing value in use, the estimated future cash flows
are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For an asset that does not generate largely independent cash inflows, the recoverable amount is determined for the cash-
generating unit to which the asset belongs.

(ii) Reversals of impairment

An impairment loss is reversed if there has been a change in the estimates used to determine the recoverable amount. 

An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortisation, if no impairment loss had been recognised. 

(m) Share capital

Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new shares are shown in equity as a deduction, net of tax, from the proceeds. 

(n) Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at fair value, net of attributable transaction costs. Subsequent to initial recognition, interest-bearing
borrowings are stated at amortised cost with any difference between cost and redemption value being recognised in the income statement over the
period of the borrowings on an effective interest basis. 

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the liability for at least 12 months after
the balance sheet date. 

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]
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(o) Employee benefits

(i) Defined contribution plans

Obligations for contributions to defined contribution pension plans are recognised as an expense in the income statement as incurred.

(ii) Defined benefit plan

The Group’s and the Company’s net obligation in respect of the defined benefit pension plan is calculated by estimating the amount of future benefit
that employees have earned in return for their service in the current and prior periods. That benefit is discounted to determine its present value, and the
fair value of any plan assets is deducted. The discount rate is the yield at the balance sheet date on high quality credit rated bonds which are
denominated in the currency in which the benefits will be paid, and that have maturity dates approximating the terms of the Group’s and the Company’s
obligations. The calculation is performed by a qualified actuary using the projected unit credit method.

The movement in the net obligation in respect of the defined benefit pension plan is split between operating expenses and net financing income/(costs)
in the income statement and actuarial gains and losses in the statement of recognised income and expense.

When the benefits of a plan are improved, the portion of the increased benefit relating to past service by employees is recognised as an expense in
profit or loss on a straight-line basis over the average period until the benefits become vested. To the extent that benefits vest immediately, the expense
is recognised immediately in the income statement. 

All actuarial gains and losses at 1 January 2004, the date of transition to adopted IFRS, were recognised at that date. The Group recognises actuarial
gains and losses that arise subsequent to 1 January 2004 immediately in the statement of recognised income and expense.

(iii) Share-based payment transactions 

The share option schemes allow Group employees to acquire shares of the Company.

Share options granted before 7 November 2002 

No expense is recognised in respect of these options. When the share options are exercised, the proceeds received are allocated between share
capital and share premium. 

Share options granted after 7 November 2002 and vested after 1 January 2005

IFRS 2 “Share-based payments” is effective in respect of options granted after 7 November 2002 and which had not vested as at 1 January 2005.
There were no options granted after 7 November 2002 which had vested before 1 January 2005. The fair value of options granted is recognised as an
employee expense with a corresponding increase in equity. The fair value is measured at grant date and spread over the period during which the
employee becomes unconditionally entitled to the options. The fair value of the options granted is measured using a Black-Scholes model, taking into
account the terms and conditions upon which the options were granted. 

The amount recognised as an expense is adjusted to reflect the actual number of share options that vest. Non-market vesting conditions are included
in assumptions about the number of options that are expected to become exercisable. The estimates of the number of options that are expected to
become exercisable are reviewed at each balance sheet date. The impact of the revision of original estimates, if any, is recognised in the income
statement and a corresponding adjustment to equity. 

The proceeds received net of any directly attributable transaction costs are credited to share capital (nominal value) and share premium (the balance)
when the options are exercised.

(iv) Profit-sharing and bonus plans

The Group recognises a liability and an expense for bonuses and profit-sharing, based on a formula that takes into consideration the profit attributable
to the Company’s shareholders before taxation and adjusted as appropriate. This expense is recognised in personnel expenses. The Group recognises
a provision where contractually obliged or where there is a past practice that has created a constructive obligation.

(p ) Trade and other payables

Trade and other payables are stated at amortised cost.

(q) Revenue

Revenue comprises the sale of goods, income for design services supplied and royalty income earned during the year and excludes sales taxes. 

(i) Product revenues

Revenue from the sale of goods is recognised in the income statement when the significant risks and rewards of ownership have been transferred to
the buyer. Where the Company sells to its distributors, revenue from the sale of products is recognised where there are no further obligations on the
Company and when the associated economic benefits are due to the Company and the revenue can be measured reliably.

(ii) Design services

Design income on specific contracts is recognised with respect to the stage of completion and the expected costs and time to complete. Revenue
and the associated costs are recognised in a manner appropriate to the stage of completion of the contract. The stage of completion is assessed by
reference to the project milestones achieved. Where revenue exceeds payments on account, an amount recoverable under contracts is established
and included within receivables. Where payments on account exceed revenue, a payment received on account is established and given within payables.

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]
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(iii) Royalty income

Royalty income represents revenue earned under joint product development agreements. Such revenue is earned and income is recognised when sales
of the developed product to third parties for which royalty is due are confirmed to the Group.

(r) Expenses

(i) Operating lease payments

Payments made under operating leases are recognised in the income statement on a straight-line basis over the term of the lease. 

(ii) Finance lease payments

Minimum lease payments are apportioned between the finance charge and the reduction of the outstanding liability. The finance charge is allocated to
each period during the lease term so as to produce a constant periodic rate of interest on the remaining balance of the liability. 

(iii) Net financing costs 

Net financing costs comprise interest payable on borrowings calculated using the effective interest rate method, interest receivable on funds invested,
expected return on defined benefit plan assets and the interest on the defined plan obligations.

Interest income is recognised in the income statement as it accrues, using the effective interest method. 

(s) Income tax

Income tax on the profit or loss for the year comprises current and deferred tax. Income tax is recognised in the income statement except to the extent
that it relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantively enacted at the balance sheet date,
and any adjustment to tax payable in respect of previous years.

Deferred tax is provided using the balance sheet liability method, providing for temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for taxation purposes. The following temporary differences are not provided for: the
initial recognition of assets or liabilities that affect neither accounting nor taxable profit and differences relating to investments in subsidiaries to the
extent that they will probably not reverse in the foreseeable future. The amount of deferred tax provided is based on the expected manner of realisation
or settlement of the carrying amount of assets and liabilities, using tax rates enacted or substantively enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available against which the asset can be
utilised. Deferred tax assets are reduced to the extent that it is no longer probable that the related tax benefit will be realised.

(t) Segment reporting

A segment is a distinguishable component of the Group that is engaged either in providing products or services (business segment), or in providing
products or services within a particular economic environment (geographical segment), which is subject to risks and rewards that are different from
those of other segments.

2
Segment reporting 

Segment information is presented in respect of the Group’s business and geographical segments. The primary format, business segments, is based on
the Group’s management and internal reporting structure.

Segment results include items directly attributable to a segment as well as those that can be allocated on a reasonable basis. Unallocated items
comprise mainly corporate expenses, including administrative expenses and facilities costs. 

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]
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2
Segment reporting (continued)

Business segments

The Group comprises the following main business segments as at 31 December 2005:

� consumer audio products
� digital imaging applications
� portable applications

Corporate expenses
Consumer Imaging Portable (unallocated) Group

2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
Notes $000 $000 $000 $000 $000 $000 $000 $000 $000 $000

Segment revenue 32,871 38,906 25,636 26,111 108,051 54,277 - - 166,558 119,294

Segment result 6,841 8,737 11,712 13,130 50,176 25,545 - - 68,729 47,412
Unallocated expenses - - - - - - (30,761)* (32,151)* (30,761) (32,151)

Operating profit 37,968 15,261

Net financing
income / (costs) 5 717 (167)

Profit before tax 38,685 15,094
Income tax expense 6 (9,651) (4,490)

Profit for the year 29,034 10,604

* Certain corporate expenses are allocated to reflect the utilisation of resources by each business segment and the balance of these expenses remains as unallocated. 

Consumer Imaging Portable Unallocated Group

2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
Notes $000 $000 $000 $000 $000 $000 $000 $000 $000 $000

Assets - - - - - - 171,993 124,999 171,993 124,999

Liabilities - - - - - - (48,540) (40,337) (48,540) (40,337)

Capital expenditure 8, 9 - - - - - - 6,196 10,232 6,196 10,232

Assets and liabilities are not specifically allocated to business segments as the total assets and liabilities of the Group are utilised, managed and
reported centrally across all business segments. Consequently it is not possible to provide a meaningful allocation of assets and liabilities for each
business segment as this cannot be done on a reasonable basis.

All segments are continuing operations.
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Segment reporting (continued)

Geographical segments

The business segments are managed from the United Kingdom. The Group’s sales offices are located in China, Japan, Korea, Singapore, Taiwan and
the United States of America. Research and development facilities are located in the United Kingdom and subcontracted manufacturing operations are
located in South East Asia and in Europe. 

In presenting information on the basis of geographical segments, segment revenue is based on the geographical location of customers. 

Europe & 
Japan Asia Pacific Americas rest of world Unallocated Group

2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
Notes $000 $000 $000 $000 $000 $000 $000 $000 $000 $000 $000 $000

Revenue from external
customers 23,228 19,915 126,278 86,072 9,633 6,738 7,419 6,569 - - 166,558 119,294

Assets - - - - - - - - 171,993 124,999 171,993 124,999

Capital expenditure 8, 9 - - - - - - - - 6,196 10,232 6,196 10,232

Analysis of revenue Year ended Year ended

31 December 31 December

2005 2004

$000 $000

Revenues from: 

Products sold 164,999 117,258

Design services rendered and royalty income 1,559 2,036

166,558 119,294

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]

AReport06_72pp_5.3ƒ.qxp  3/23/06  10:43 AM  Page 35



36

Wolfson Microelectronics plc
Annual Report and Accounts 2005

3
Operating expenses 

Year ended Year ended
31 December 31 December

2005 2004
$000 $000

Operating profit is stated after charging: 
Depreciation (note 8) 4,108 3,159
Amortisation of intangible assets (note 9) 1,039 856
Write down of inventories to net realisable value 2,170 1,163
Legal fees incurred in respect of alleged patent infringement (note 22) 836 4,089
Loss on foreign exchange transactions and translation - 115

and after crediting:
Gain on foreign exchange transactions and translation (1,222) -
Gain on disposal of property, plant and equipment - (4)

Audit and non-audit fee disclosure Year ended Year ended

31 December 31 December

2005 2004

$000 $000

Audit of these financial statements – Group and Company 119 181

Amounts receivable by auditors and their associates in respect of:
Other services provided to overseas branches of the Company 129 82
Other services relating to taxation 143 151
All other services 63 57
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Personnel expenses  

Group Company

Year ended Year ended Year ended Year ended
31 December 31 December 31 December 31 December

2005 2004 2005 2004
No. No. No. No.

Average number of employees, including
executive directors, by activity:
Design and development 109 91 109 91
Selling and distribution 91 76 84 71
Administration 27 22 27 22

227 189 220 184

Group Company

Year ended Year ended Year ended Year ended
31 December 31 December 31 December 31 December

2005 2004 2005 2004
$000 $000 $000 $000

Wages and salaries 15,726 12,112 14,848 11,329
Social security costs 1,689 1,168 1,689 1,168
Contributions to defined contribution plans 359 219 359 219
Increase in liability for defined benefit pensions (note 17) 810 733 810 733
Equity-settled transactions 2,395 1,517 2,333 1,477

20,979 15,749 20,039 14,926

Information regarding the directors’ remuneration, shareholdings, share options and pension arrangements is contained in the Directors’ Remuneration
Report on pages 15 to 22. No director had, during or at the end of the year, any material interest in any contract of significance in relation to the
Group’s business.

5
Net financing income / (costs)

Year ended Year ended
31 December 31 December

2005 2004
$000 $000

Bank interest receivable 1,988 1,218
Other interest receivable 11 -
Expected return on defined benefit plan assets (note 17) 558 431

Financial income 2,557 1,649

Interest payable on bank loans (1,060) (1,198)
Other interest payable (19) (19)
Interest on defined benefit obligation (note 17) (761) (599)

Financial expenses (1,840) (1,816)

Net financing income / (costs) 717 (167)
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Income tax expense

Current tax

Current tax for the current and prior periods is classified as a current liability to the extent that it is unpaid. Amounts paid in excess of amounts owed
are classified as a current asset.

Recognised in the income statement Year ended Year ended

31 December 31 December

2005 2004

$000 $000

Current tax expense
Current year 595 -
Adjustments for prior years - (642)
Overseas taxes 74 -

669 (642)

Deferred tax expense
Origination and reversal of temporary differences 10,178 4,806
Benefit of tax losses recognised (note 11) (126) -
Adjustments for prior years (1,070) 326

8,982 5,132

Total income tax expense in income statement 9,651 4,490

Reconciliation of effective tax rate Year ended Year ended Year ended Year ended

31 December 31 December 31 December 31 December

2005 2005 2004 2004

% $000 % $000

Profit before tax 38,685 15,094

Income tax using the domestic corporation tax rate 30.0% 11,605 30.0% 4,528

Effect of tax rates in foreign jurisdictions (rate increased) 0.2% 74 - -
Non-deductible expenses 0.5% 206 4.0% 607
Tax incentives not recognised in the income statement (1.1%) (420) (2.2)% (336)
Tax relief on share options (1.6%) (618) - 7
Effect of tax losses utilised (0.3%) (126) - -
Over provided in prior years (2.8%) (1,070) (2.1)% (316)

24.9% 9,651 29.7% 4,490
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Income tax expense (continued)

Deferred tax recognised directly in equity Year ended Year ended

31 December 31 December

2005 2004

$000 $000

Relating to equity-settled transactions (6,282) (810)
Relating to net pension liability (139) (717)

Increase in equity (note 11) (6,421) (1,527)

Income tax receivable

The current tax asset of $1,288,000 (2004: $2,720,000) represents the amount of income taxes recoverable in respect of the current period that
exceed payments.

7
Earnings per share

Year ended Year ended
31 December 31 December

2005 2004
$000 $000

Profit for the year attributable to equity shareholders (basic and diluted) 29,034 10,604

cents cents

Basic earnings per share 26.26 9.89

Diluted earnings per share 24.95 9.17

The weighted average number of ordinary shares used in the calculation of basic and diluted earnings per share for each year were calculated as follows:

Year ended Year ended
31 December 31 December

2005 2004
No. of shares No. of shares

Issued ordinary shares at start of year 108,389,915 104,699,315
Effect of shares issued during the year from exercise of employee share options 2,160,924 2,562,933

Weighted average number of ordinary shares at end of year – for basic earnings per share 110,550,839 107,262,248
Effect of share options in issue 5,829,416 8,425,129

Weighted average number of ordinary shares at end of year – for diluted earnings per share 116,380,255 115,687,377

Basic earnings per share

The calculation of basic earnings per share for the year ended 31 December 2005 was based on the profit attributable to equity shareholders of
$29,034,000 (2004: $10,604,000) and a weighted average number of ordinary shares during the year ended 31 December 2005 of 110,550,839
(2004: 107,262,248), calculated as shown above.

Diluted earnings per share

The calculation of diluted earnings per share for the year ended 31 December 2005 was based on the profit attributable to equity shareholders of
$29,034,000 (2004: $10,604,000) and a weighted average number of ordinary shares during the year ended 31 December 2005 of 116,380,255
(2004: 115,687,377), calculated as shown above.
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Property, plant and equipment

Land and Plant and Computer Furniture Motor
buildings machinery hardware and fittings vehicles Total

Group $000 $000 $000 $000 $000 $000

Cost
At 1 January 2004 16,723 8,181 2,431 776 56 28,167
Acquisitions 2,059 5,817 543 923 63 9,405
Disposals - - - - (34) (34)

At 31 December 2004 18,782 13,998 2,974 1,699 85 37,538

At 1 January 2005 18,782 13,998 2,974 1,699 85 37,538
Acquisitions - 4,946 106 34 42 5,128

At 31 December 2005 18,782 18,944 3,080 1,733 127 42,666

Depreciation
At 1 January 2004 - 3,874 1,075 235 26 5,210
Charge for the year 279 2,152 570 141 17 3,159
Disposals - - - - (28) (28)

At 31 December 2004 279 6,026 1,645 376 15 8,341

At 1 January 2005 279 6,026 1,645 376 15 8,341
Charge for the year 376 2,894 648 170 20 4,108

At 31 December 2005 655 8,920 2,293 546 35 12,449

Net book value
At 1 January 2004 16,723 4,307 1,356 541 30 22,957

At 31 December 2004 18,503 7,972 1,329 1,323 70 29,197

At 1 January 2005 18,503 7,972 1,329 1,323 70 29,197

At 31 December 2005 18,127 10,024 787 1,187 92 30,217
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Property, plant and equipment (continued)

Land and Plant and Computer Furniture Motor
buildings machinery hardware and fittings vehicles Total

Company $000 $000 $000 $000 $000 $000

Cost
At 1 January 2004 16,723 8,155 2,429 771 56 28,134
Acquisitions 2,059 5,817 543 923 63 9,405
Disposals - - - - (34) (34)

At 31 December 2004 18,782 13,972 2,972 1,694 85 37,505

At 1 January 2005 18,782 13,972 2,972 1,694 85 37,505
Acquisitions - 4,905 106 34 42 5,087

At 31 December 2005 18,782 18,877 3,078 1,728 127 42,592

Depreciation
At 1 January 2004 - 3,874 1,075 234 26 5,209
Charge for the year 279 2,143 568 140 17 3,147
Disposals - - - - (28) (28)

At 31 December 2004 279 6,017 1,643 374 15 8,328

At 1 January 2005 279 6,017 1,643 374 15 8,328
Charge for the year 376 2,878 648 170 20 4,092

At 31 December 2005 655 8,895 2,291 544 35 12,420

Net book value
At 1 January 2004 16,723 4,281 1,354 537 30 22,925

At 31 December 2004 18,503 7,955 1,329 1,320 70 29,177

At 1 January 2005 18,503 7,955 1,329 1,320 70 29,177

At 31 December 2005 18,127 9,982 787 1,184 92 30,172

Group and Company:

Leased plant and machinery

The Group and Company leases certain items of plant and machinery, computer hardware and fixtures and fittings under a number of finance lease
agreements and hire purchase contracts. At 31 December 2005, the net book value of: leased plant and machinery was $nil (2004: $34,000); leased
computer hardware was $nil (2004: $309,000); and leased fixtures and fittings was $nil (2004: $4,000). Depreciation for the year on these assets was:
$34,000 (2004: $44,000); $155,000 (2004: $155,000); and $4,000 (2004: $14,000) respectively. The leased equipment secures lease obligations
(see note 16).

Security

At 31 December 2005, a building with a net book value of $18,127,000 (2004: $18,503,000) is subject to a floating charge and standard security.
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Intangible assets

Computer
software Total

Group and Company $000 $000

Cost
At 1 January 2004 1,080 1,080
Acquisitions 827 827

At 31 December 2004 1,907 1,907

At 1 January 2005 1,907 1,907
Acquisitions 1,068 1,068

At 31 December 2005 2,975 2,975

Amortisation
At 1 January 2004 348 348
Amortisation for the year 856 856

At 31 December 2004 1,204 1,204

At 1 January 2005 1,204 1,204
Amortisation for the year 1,039 1,039

At 31 December 2005 2,243 2,243

Net book value
At 1 January 2004 732 732

At 31 December 2004 703 703

At 1 January 2005 703 703

At 31 December 2005 732 732

Amortisation charge

The amortisation charge is recognised in the following line items in the income statement: Year ended Year ended

31 December 31 December

2005 2004

$000 $000

Distribution and selling costs 33 6
Research and development expenses 166 240
Administrative expenses 840 610

1,039 856
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Investments in subsidiaries

Company $

Cost

At 1 January 2004 and 2005 – investment in Wolfson Microelectronics, Inc. (note 24) 163
Addition in 2005 – investment in Wolfson Microelectronics Pte Ltd (note 24) 1

At 31 December 2005 164

11
Deferred tax assets and liabilities

Recognised deferred tax assets and liabilities Assets Liabilities Net

2005 2004 2005 2004 2005 2004
Group $000 $000 $000 $000 $000 $000

Property, plant and equipment - (1,909) 2,332 - 2,332 (1,909)
Intangible assets (20) (68) - - (20) (68)
Employee benefits – pensions (2,175) (2,379) - - (2,175) (2,379)
Employee benefits – share based payments (8,633) (4,802) - - (8,633) (4,802)
Other items (187) (61) - - (187) (61)
Tax value of loss carry-forwards recognised - (2,025) - - - (2,025)

Tax (assets) / liabilities (11,015) (11,244) 2,332 - (8,683) (11,244)
Set off of tax 2,332 - (2,332) - - -

Net tax assets (8,683) (11,244) - - (8,683) (11,244)

Assets Liabilities Net

2005 2004 2005 2004 2005 2004
Company $000 $000 $000 $000 $000 $000

Property, plant and equipment - (1,909) 2,332 - 2,332 (1,909)
Intangible assets (20) (68) - - (20) (68)
Employee benefits – pensions (2,175) (2,379) - - (2,175) (2,379)
Employee benefits – share based payments (8,326) (4,802) - - (8,326) (4,802)
Other items (187) (61) - - (187) (61)
Tax value of loss carry-forwards recognised - (2,025) - - - (2,025)

Tax (assets) / liabilities (10,708) (11,244) 2,332 - (8,376) (11,244)
Set off of tax 2,332 - (2,332) - - -

Net tax assets (8,376) (11,244) - - (8,376) (11,244)

Unrecognised deferred tax assets (Group only)

At 31 December 2005, a deferred tax asset of $nil (2004: $126,000) relating to tax losses carried forward in the United States of America was not
recognised. A deferred tax asset was not recognised in 2004 in respect of this item because it was not probable that future taxable profit would be available
against which the Group could utilise the benefits thereon. These tax losses have however been fully utilised in the year ended 31 December 2005.
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Deferred tax assets and liabilities (continued)

Movement in temporary differences during the year Balance at Balance at

1 January Recognised Recognised 31 December

2004 in income in equity 2004

Group $000 $000 $000 $000

Property, plant and equipment (223) (1,686) - (1,909)
Intangible assets (2) (66) - (68)
Employee benefits – pensions (1,551) (111) (717) (2,379)
Employee benefits – share based payments (13,058) 9,066 (810) (4,802)
Other items (15) (46) - (61)
Tax value of loss carry-forwards - (2,025) - (2,025)

(14,849) 5,132 (1,527) (11,244)

Balance at Balance at
1 January Recognised Recognised 31 December

2005 in income in equity 2005
Group $000 $000 $000 $000

Property, plant and equipment (1,909) 4,241 - 2,332
Intangible assets (68) 48 - (20)
Employee benefits – pensions (2,379) 343 (139) (2,175)
Employee benefits – share based payments (4,802) 2,451 (6,282) (8,633)
Other items (61) (126) - (187)
Tax value of loss carry-forwards (2,025) 2,025 - -

(11,244) 8,982 (6,421) (8,683)

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]

AReport06_72pp_5.3ƒ.qxp  3/23/06  10:43 AM  Page 44



45

Wolfson Microelectronics plc
Annual Report and Accounts 2005

11
Deferred tax assets and liabilities (continued)

Movement in temporary differences during the year (continued) Balance at Balance at

1 January Recognised Recognised 31 December

2004 in income in equity 2004

Company $000 $000 $000 $000

Property, plant and equipment (223) (1,686) - (1,909)
Intangible assets (2) (66) - (68)
Employee benefits – pensions (1,551) (111) (717) (2,379)
Employee benefits – share based payments (13,058) 9,066 (810) (4,802)
Other items (15) (46) - (61)
Tax value of loss carry-forwards - (2,025) - (2,025)

(14,849) 5,132 (1,527) (11,244)

Balance at Balance at
1 January Recognised Recognised 31 December

2005 in income in equity 2005
Company $000 $000 $000 $000

Property, plant and equipment (1,909) 4,241 - 2,332
Intangible assets (68) 48 - (20)
Employee benefits – pensions (2,379) 343 (139) (2,175)
Employee benefits – share based payments (4,802) 2,488 (6,012) (8,326)
Other items (61) (126) - (187)
Tax value of loss carry-forwards (2,025) 2,025 - -

(11,244) 9,019 (6,151) (8,376)

12
Inventories

Group and Company

2005 2004
$000 $000

Raw materials and consumables 4,456 8,474
Work in progress 8,020 2,935
Finished goods 3,448 6,555

15,924 17,964
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Trade and other receivables

Group Company

2005 2004 2005 2004
$000 $000 $000 $000

Trade receivables 30,848 16,201 30,848 16,201
Amounts recoverable on contracts - 424 - 424
Other receivables 1,065 793 1,065 793
Prepayments and accrued income 2,261 1,521 2,241 1,503

34,174 18,939 34,154 18,921

14
Cash and cash equivalents and short-term deposits

Group Company

2005 2004 2005 2004
$000 $000 $000 $000

Bank balances 24,817 12,266 24,682 12,169
Bank deposits 16,318 31,966 16,318 31,966

Cash and cash equivalents 41,135 44,232 41,000 44,135

Short-term deposits (note 19) 39,840 - 39,840 -
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Capital and reserves

Share capital and share premium As at As at

31 December 31 December

2005 2004

No. of shares No. of shares

In issue at start of year 108,389,915 104,699,315
Issued for cash on exercise of employee share options 4,024,645 3,690,600

In issue at end of year – fully paid 112,414,560 108,389,915

At 31 December 2005, the authorised share capital comprised 125,000,000 ordinary shares (2004: 125,000,000) which have a nominal value of
0.1 pence per share. 

The holders of ordinary shares are entitled to one vote per share at meetings of the Company and are entitled to receive dividends as recommended by
the directors. The holders of ordinary shares also have an unlimited right to share in the surplus remaining on a winding up after all creditors are
satisfied.

During the year 4,024,645 ordinary shares of 0.1 pence, which had an aggregate nominal value of £4,000 ($7,000), were issued for a total
consideration of £774,000 ($1,403,000).

Options

The Company’s directors, senior management and employees have been granted options over ordinary shares under employee share option schemes
as follows:

At
At 1 January 31 December

2005 Exercised Granted Lapsed 2005

First scheme 655,000 (605,000) - - 50,000
Second scheme * 6,723,500 (1,290,000) - (1,203,900) 4,229,600
EMI scheme * 3,991,900 (2,093,400) - (33,600) 1,864,900
2003 Executive Share Scheme – A 108,778 - 61,946 (14,669) 156,055
2003 Executive Share Scheme – B 484,132 - 367,313 (41,566) 809,879
2003 All Employee Share Scheme – A 746,007 (10,101) 477,377 (31,012) 1,182,271
2003 All Employee Share Scheme – B 289,993 (26,144) 247,373 (9,488) 501,734

12,999,310 (4,024,645) 1,154,009 (1,334,235) 8,794,439

* At 31 December 2005, 222,000 options are subject to parallel option arrangements whereby 111,000 options granted under the EMI and Second Executive schemes were granted on the basis that 

option holders may exercise one of the options comprising such parallel arrangements but not both.
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Capital and reserves (continued)

Reconciliation of movement in capital and reserves Capital

Share Share redemption Retained Total

capital premium reserve earnings equity

Group $000 $000 $000 $000 $000

Balance at 1 January 2004 174 47,839 497 23,583 72,093
Total recognised income and expense - - - 8,932 8,932
Equity settled transactions, net of tax - - - 2,328 2,328
Share options exercised by employees 6 1,303 - - 1,309

Balance at 31 December 2004 180 49,142 497 34,843 84,662

Balance at 1 January 2005 180 49,142 497 34,843 84,662
Total recognised income and expense - - - 28,710 28,710
Equity settled transactions, net of tax - - - 8,678 8,678
Share options exercised by employees 7 1,396 - - 1,403

Balance at 31 December 2005 187 50,538 497 72,231 123,453

Capital
Share Share redemption Retained Total

capital premium reserve earnings equity
Company $000 $000 $000 $000 $000

Balance at 1 January 2004 174 47,839 497 23,583 72,093
Total recognised income and expense - - - 8,567 8,567
Equity settled transactions, net of tax - - - 2,288 2,288
Share options exercised by employees 6 1,303 - - 1,309

Balance at 31 December 2004 180 49,142 497 34,438 84,257

Balance at 1 January 2005 180 49,142 497 34,438 84,257
Total recognised income and expense - - - 28,364 28,364
Equity settled transactions, net of tax - - - 8,346 8,346
Share options exercised by employees 7 1,396 - - 1,403

Balance at 31 December 2005 187 50,538 497 71,148 122,370

Capital redemption reserve
This reserve balance represents an amount equal to the nominal value of deferred shares which were bought back by the Company out of profits during
the year ended 31 December 2003. These deferred shares were then cancelled.

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]

AReport06_72pp_5.3ƒ.qxp  3/23/06  10:43 AM  Page 48



49

Wolfson Microelectronics plc
Annual Report and Accounts 2005

16
Interest-bearing loans and borrowings

Group and Company

2005 2004
$000 $000

Non-current liabilities
Secured bank loans 14,933 18,170

Current liabilities
Current portion of secured bank loans 880 2,235
Current portion of hire purchase and finance lease liabilities - 31

880 2,266

Terms and debt repayment schedule

The bank loan of $15,813,000 is secured, by a floating charge and standard security, over the office building which has a net book value of $18,127,000
(2004: $18,503,000) (see note 8). The Company received the term loan in 2003 and it is repayable over 20 years, from inception, in instalments of
$220,000 per quarter commencing from December 2005. Interest is payable annually at a rate of 1% over the bank’s base rate (see note 19).

Hire purchase and finance lease liabilities

Hire purchase and finance lease liabilities are payable as follows: 

Minimum Minimum
lease lease

payments Interest Principal payments Interest Principal
2005 2005 2005 2004 2004 2004

Group and Company $000 $000 $000 $000 $000 $000

Less than one year - - - 35 4 31

Under the terms of the lease agreements, no contingent rents are payable.
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Employee benefits

2005 2004

Group and Company $000 $000

Present value of funded obligations 17,686 14,979
Fair value of plan assets 10,436 7,049

Recognised liability for defined benefit obligations (see below) 7,250 7,930

Liability for defined benefit obligations

The Group makes contributions to a defined benefit plan that provides pension benefits for employees upon retirement. The plan was closed to new
entrants with effect from 2 July 2002.

Movements in the present value of defined benefit obligations recognised in the balance sheet Year ended Year ended

31 December 31 December

2005 2004

$000 $000

At start of year 7,930 5,171
Contributions received (1,953) (363)
Expense recognised in the income statement (see below) 843 672
Actuarial loss 1,256 2,010
Exchange differences (826) 440

At end of year 7,250 7,930

Expense recognised in the income statement Year ended Year ended

31 December 31 December

2005 2004

$000 $000

Current service costs 640 504
Interest on obligation 761 599
Expected return on plan assets (558) (431)

843 672
Exchange differences (33) 61

810 733
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Employee benefits (continued)

The expense is recognised in the following line items in the income statement: Year ended Year ended

31 December 31 December

2005 2004

$000 $000

Distribution and selling costs 128 146
Research and development expenses 422 277
Administrative expenses 90 81

Total current service costs 640 504

Exchange differences: Administrative expenses (33) 61

Financial income (558) (431)
Financial expense 761 599

Actual return on plan assets 26.4% 10.1%

Liability for defined benefit obligations

Principal actuarial assumptions at the balance sheet date (expressed as weighted averages):

2005 2004

Discount rate at 31 December 4.70% 5.25%
Expected return on plan assets at 31 December – Equities 7.50% 7.50%

– Bonds 4.50% -
– Other 4.00% 4.00%

Future salary increases 4.25% 4.25%
Future pension increases 2.75% 2.50%
Inflation assumption 2.75% 2.50%
Mortality table PXA92C2020 PXA92C2020

Share-based payments

In previous years the Group has established a share option programme that entitles directors, senior management and other employees to purchase
shares in the Company. Grants have been made of share options in the period from 1995 to date. During 2005 share options were granted to most
employees. Also in 2005, share options were granted to directors and senior management as part of the 2004 management incentive scheme which
incorporates performance conditions for the vesting of these share options. In accordance with these share option schemes, options are exercisable
at the market price of the shares at the date of grant.

Additionally, there were 28 separate grants of share options to employees before 7 November 2002. The recognition and measurement principles in
IFRS 2 have not been applied to these grants in accordance with the transitional provisions of IFRS 1 and IFRS 2.

During the year ended 31 December 2005, the Group had 26 share based payment arrangements which were grants from share option plans.
The terms and conditions of the share option grants are as follows, whereby all options are settled by the physical delivery of shares:
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Employee benefits (continued)

Employees Number Vesting Contractual life
Grant date entitled of options conditions of options

1 5 September 1997 employees 18,000 Three years of service 10 years

2 17 December 1999 directors, senior management and employees 230,000 Three years of service 10 years

3 17 December 1999* directors and senior management 730,000 Three years of service 7 years

4 3 January 2000 directors 190,000 Three years of service 10 years

5 3 January 2000* directors 10,000 Three years of service 7 years

6 7 September 2000 employees 142,000 Three years of service 10 years

7 7 September 2000* senior management 273,000 Three years of service 7 years

8 2 March 2001 employees 50,000 Three years of service 7 years

9 23 March 2001* directors and senior management 1,609,400 Three years of service 10 years

10 28 September 2001 employees 50,000 Three years of service 7 years

11 20 March 2002 directors, senior management and employees 1,520,000 Three years of service 7 years

12 20 March 2002 directors, senior management and employees 1,355,000 Three years of service 10 years

13 12 June 2002 employees 145,000 Three years of service 7 years

14 1 January 2003 directors and senior management  758,000 Three years of service and PBIT per share growth 7 years

rate of 2005 profits relative to 2002 profits at least

RPI +15% per annum. There is a sliding scale of

options vesting for lower performance but growth rate

of above RPI +5% per annum must be achieved

15 25 April 2003 employees 525,000 Three years of service and 325,000 of these options 7 years

are conditional on the achievement of target earnings

in 2003

16 3 June 2003 employees 155,000 Three years of service and 20,000 of these options 10 years

are conditional on the achievement of sales targets

in 2003

17 14 August 2003 directors, senior management and employees 2,637,500 Three years of service and conditional on the 7 years

Company achieving an initial public offering by

30 November 2003

18 14 August 2003 directors, senior management and employees 947,500 Three years of service and conditional on the 10 years

Company achieving an initial public offering by

30 November 2003

19 17 September 2003 employees 25,000 Three years of service and conditional on the 7 years

Company achieving an initial public offering by

30 November 2003

20 30 July 2004 employees 1,015,000 Four years of service** 10 years

21 27 August 2004 employees 20,000 Four years of service** 10 years

22 30 July 2004 directors and senior management 592,910 Employed during vesting period to 31/03/07 and 10 years

increase of RPI plus 15% per annum in EPS in

2006 over EPS in 2003 (there is a sliding scale for

lower performance)

23 10 March 2005 employees 694,750 Four years of service** 10 years

24 10 March 2005 directors and senior management 429,259 Three years of service and increase of RPI plus 10 years

15% per annum in EPS in 2007 over EPS in 2004

(there is a sliding scale for lower performance)

25 7 September 2005 employees 20,000 Four years of service** 10 years

26 24 November 2005 employees 10,000 Four years of service** 10 years

* At 31 December 2005, there are 222,000 options which are subject to parallel option arrangements whereby 111,000 options granted under the Enterprise Management Incentive Scheme and the 
Second Executive Share Option Scheme were granted on the basis that option holders may exercise one of the options comprising such parallel arrangements but not both. 

** 25% of the options granted can be exercised one year after the grant date and then, by equal monthly instalments, thereafter for the next three years.
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Employee benefits (continued)

The number and weighted average exercise prices of share options are as follows:

Weighted Weighted
average average
exercise exercise

price Number of price Number of
(pence) options (pence) options

Year ended Year ended Year ended Year ended
31 December 31 December 31 December 31 December

2005 2005 2004 2004

Outstanding at the beginning of the year 59.5 12,999,310 32.2 15,842,000
Lapsed during the year 41.9 (1,334,235) 20.9 (801,000)
Exercised during the year 19.2 (4,024,645) 15.7 (3,690,600)
Granted during the year 174.3 1,154,009 204.3 1,648,910

Outstanding at the end of the year 95.6 8,794,439 59.5 12,999,310

Exercisable at the end of the year 59.4 1,686,116 15.6 3,302,400

The options outstanding at 31 December 2005 have an exercise price in the ranges as summarised below:

Number of options Weighted 
outstanding at average remaining
31 December contractual life

Exercise price range 2005 (years)

15 to 20 pence 1,432,000 4.8
40 to 75 pence 4,712,500 5.2
173.25 to 263.16 pence 2,649,939 8.9

8,794,439 6.3

The weighted average share price during the year ended 31 December 2005 was 187.9 pence per share (2004: 223 pence per share)

The fair value of services received in return for share options granted are measured by reference to the fair value of share options granted. The estimate
of the fair value of the services received is measured based on a Black-Scholes model. Expectations of early exercise are incorporated into this model.
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Employee benefits (continued)

Directors Senior Management Other Employees

Fair value of share options and assumptions 2005 2004 2005 2004 2005 2004

Fair value at measurement date (pence) 91 112 82 101 82 100.6
Share price (pence) 173.25 204.5 173.25 204.5 174.84 204.2
Exercise price (pence) 173.25 204.5 173.25 204.5 174.84 204.2
Expected volatility 55.0% 55.0% 55.0% 55.0% 55.0% 55.0%
Option life (weighted average life) 5 5 4 4 4 4
Expected dividends Nil Nil Nil Nil Nil Nil
Risk free interest rate
(based on UK government bonds) 4.6% 4.9% 4.6% 4.9% 4.6% 4.9%

The expected volatility is based on the historical volatility (calculated based on the weighted average remaining life of the share options), adjusted for
any expected changes to future volatility due to publicly available information.

These share options are granted under a service condition and, for grants to directors and senior management, a non-market performance condition.
Such conditions are not taken into account in the grant date fair value measurement of the services received. There are no market conditions
associated with the share option grants.

Year ended Year ended
31 December 31 December

2005 2004
Employee expenses $000 $000

Share options granted in 2003 860 988
Share options granted in 2004 988 529
Share options granted in 2005 547 -

Total expense recognised in personnel expenses 2,395 1,517

18
Trade and other payables

Group Company

2005 2004 2005 2004
$000 $000 $000 $000

Trade payables 18,232 8,830 18,232 8,830
Amounts due to subsidiaries - - 726 338
Non-trade payables 1,202 340 1,202 340
Accruals 6,043 2,801 5,893 2,733

25,477 11,971 26,053 12,241
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Financial Instruments

The Group’s principal financial instruments comprise cash and cash equivalents, short-term deposits, bank loans and finance leases. The main purpose
of these financial instruments is to finance the Group’s operations. The Group has other financial instruments which mainly comprise trade receivables
and trade payables which arise directly from its operations.  

During the year ended 31 December 2005 and the previous financial year, the Group did not use derivative financial instruments to hedge its exposure
to foreign exchange and interest rate risks arising from operational, financing and investment activities. The Group does not hold or issue derivative
financial instruments for trading purposes.

Exposure to currency, interest rate and credit risks arises in the normal course of the Group’s business. 

During the year, the Group established a Treasury Committee. It is chaired by RK Graham and its other members are AD Milne and GR Elliott. This
Committee meets periodically, as required, and it reviews the Group’s overall financial risk management including specific areas, such as foreign
exchange risk, interest-rate risk, credit risk and liquidity management. The Committee reports to and makes recommendations to the Board regarding
these matters.

Financial risk management objectives and policies

Currency risk

The Group operates internationally and is exposed to currency risk on purchases, sales, borrowings and cash and cash equivalents that are
denominated in a currency other than United States Dollars. The currencies giving rise to this risk are primarily Pounds Sterling and Euros.

Foreign exchange risk arises from transactions, recognised assets and liabilities and net investments in foreign operations. 

The Group does not use foreign exchange contracts to hedge its currency risk.

The majority of the Group’s revenue and cost of sales are denominated in US dollars. Approximately 30% (2004: 40% approximately) of the Group’s
operating costs, other than cost of sales, are denominated in US dollars. The majority of the operating expenses are denominated in Pounds Sterling. 

For those monetary assets and liabilities held in currencies other than US dollars, the Group ensures that the net exposure is kept to an acceptable
level by selling or buying foreign currencies at spot rates where necessary to address short-term imbalances. The Group considers the use of financial
instruments such as foreign exchange contracts but did not enter into any such contracts during the current and preceding financial years.

In August 2005, the Group re-negotiated its bank term loan, for the property, from being denominated in Pounds Sterling so that it is now denominated
in US dollars.

The Group has investments in foreign operations whose net assets are exposed to currency translation risk. This currency exposure arising from the net
assets of the Group’s foreign operations is not significant and there is currently no requirement for borrowings, therefore this exposure is not managed
through borrowings denominated in the relevant foreign currencies. 

Group Company

2005 2004 2005 2004
Notes $000 $000 $000 $000

US dollar trade and other receivables 13 32,264 17,582 32,244 17,564
Other currencies – trade and other receivables 13 1,910 1,357 1,910 1,357
US dollar cash and cash equivalents 14 36,909 33,569 36,803 33,472
Sterling cash and cash equivalents 14 130 8,460 130 8,460
Other currencies – cash and cash equivalents 14 4,096 2,203 4,067 2,203
US dollar short-term deposits 14 39,840 - 39,840 -

Sterling interest-bearing borrowings:
Bank term loans 16 - (20,405) - (20,405)
Finance and hire purchase liabilities 16 - (31) - (31)

US dollar interest-bearing borrowings 16 (15,813) - (15,813) -
Sterling trade and other payables 18 (3,435) (3,644) (3,435) (3,644)
US dollar trade and other payables 18 (21,915) (8,063) (22,493) (8,333)
Other currencies – trade and other payables 18 (127) (264) (125) (264)
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Financial Instruments (continued)

Interest rate risk

The Group and Company earn interest from bank deposits and they use money market deposits with highly credit rated financial institutions. During the
year, the Group and Company have held cash on deposits with a range of maturities from one to twelve months. This can vary in view of changes in
US and UK interest rates and the Group and Company’s cash requirements.

The Group had no undrawn committed borrowing facilities as at 31 December 2005 (2004: $nil). 

Apart from the finance leases and hire purchase contracts which carry fixed interest rates, the Group and the Company’s interest-bearing borrowings
and cash and cash equivalents are subject to floating interest rates. As the maturities of bank deposits are less than one year, they are classified as
floating rate financial assets. 

Effective interest rates and maturity analysis

In respect of income-earning financial assets and interest-bearing financial liabilities, the following table indicates their effective interest rates at the
balance sheet date and the periods in which they mature or fall due.

2005 2004

6 More 6 More

Effective months 6-12 1-2 2-5 than Effective months 6-12 1-2 2-5 than 5

interest Total or less months years years 5 years interest Total or less months years years years

Notes rate $000 $000 $000 $000 $000 $000 rate $000 $000 $000 $000 $000 $000

Cash and cash equivalents

– Group 14 4.1% 41,135 41,135 - - - - 2.6% 44,232 44,232 - - - -

– Company 14 4.1% 41,000 41,000 - - - - 2.6% 44,135 44,135 - - - -

Group and Company:

Short-term deposits 14 4.2% 39,840 10,175 29,665 - - - - - - - - - -

Secured bank loans:

Term loan for property 16 5.5% 15,813 440 440 880 2,640 11,413 6.25% 17,243 - 239 959 2,874 13,171

Term loan – other 16 - - - - - - - 5.4% 3,162 998 998 1,166 - -

Finance lease liabilities* 16 - - - - - - - 13.8% 31 31 - - - -

* These liabilities bear interest at a fixed rate.
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Financial Instruments (continued)

Credit risk

The Group has no significant concentrations of credit risk. The exposure to credit risk is mitigated by selling to a diverse range of customers and, where
necessary, obtaining either letters of credit or payments in advance. In addition, in other instances, credit insurance is taken out against the risk of
default. The maximum exposure to credit risk is represented by the carrying amount of each financial asset in the balance sheet. 

Counterparties for cash deposits are limited to financial institutions which have a high credit rating. The Group has policies that limit the amount of
credit exposure to any financial institution.

Liquidity

As at 31 December 2005 the Group had cash and cash equivalents of $41,135,000 (2004: $44,232,000) and short-term deposits of $39,840,000 (2004: $nil).

Sensitivity analysis

At 31 December 2005, it is estimated that a general increase of one percentage point in interest rates would increase the Group’s profit before tax by
approximately $500,000 (2004: $250,000).

It is estimated that a general increase of one percentage point in the value of US dollars against other currencies would have increased the Group’s
profit before tax by approximately $300,000 for the year ended 31 December 2005 (2004: $400,000). There were no forward foreign exchange
contracts in 2005 or 2004. 

Fair Values

The fair values together with the carrying amounts shown in the balance sheet are as follows:

Carrying Fair Carrying Fair
amount value amount value

2005 2005 2004 2004
Group Notes $000 $000 $000 $000

Trade and other receivables 13 34,174 34,174 18,939 18,939
Cash and cash equivalents 14 41,135 41,135 44,232 44,232
Short-term deposits 14 39,840 39,840 - -
Secured bank loans 16 (15,813) (15,779) (20,405) (19,385)
Finance lease and hire purchase liabilities 16 - - (31) (31)
Trade and other payables 18 (25,477) (25,477) (11,971) (11,971)

73,859 73,893 30,764 31,784

Unrecognised gains 34 1,020

Carrying Fair Carrying Fair
amount value amount value

2005 2005 2004 2004
Company Notes $000 $000 $000 $000

Trade and other receivables 13 34,154 34,154 18,921 18,921
Cash and cash equivalents 14 41,000 41,000 44,135 44,135
Short-term deposits 14 39,840 39,840 - -
Secured bank loans 16 (15,813) (15,779) (20,405) (19,385)
Finance lease and hire purchase liabilities 16 - - (31) (31)
Trade and other payables 18 (26,053) (26,053) (12,241) (12,241)

73,128 73,162 30,379 31,399

Unrecognised gains 34 1,020
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Financial Instruments (continued)

The following section summarises the major methods and assumptions used in estimating the fair values of financial instruments reflected in the tables on page 57.

Interest-bearing loans and borrowings

Fair value is calculated based on discounted expected future principal and interest cash flows.

Finance lease and hire purchase contract liabilities

The fair value is estimated as the present value of future cash flows, discounted at market interest rates. 

Trade and other receivables / payables

All trade and other receivables and payables have a remaining life of less than one year. The notional amount is deemed to reflect the fair value.

Interest rates used for determining fair value

The Group uses the relevant London Inter-Bank Offered Rate (“LIBOR”) as of 31 December 2005 plus an adequate constant credit spread to discount
financial instruments. The interest rates used are as follows:

2005 2004

Loans and borrowings 5.34% 6.46%

20
Operating leases

Non-cancellable operating lease rentals are payable as follows: Group Company

2005 2004 2005 2004
$000 $000 $000 $000

Expiring in:
Less than one year 107 179 81 157
Between one and five years 437 476 326 415

544 655 407 572

None of these leases includes contingent rentals.

During the year ended 31 December 2005, $700,000 was recognised as an expense in the income statement in respect of operating leases
(2004: $642,000). 

21
Capital Commitments

As at 31 December 2005, the Group had entered into contracts to purchase property, plant and equipment for $3,612,000 (2004: $147,000). These
commitments are expected to be settled in the following financial year. 

22
Contingencies

In March 2005, the Company announced that it had settled all outstanding litigation with Cirrus Logic Inc. In October 2003, Cirrus Logic brought a suit
against Wolfson Microelectronics plc and its subsidiary Wolfson Microelectronics, Inc. in the US District Court of Southern California in San Diego for
patent infringement. Cirrus Logic subsequently initiated an investigation by the United States International Trade Commission (ITC), which terminated in
February 2005.

Under a settlement agreement concluded in March 2005, the parties agreed to withdraw all outstanding claims and counterclaims in the US District
Court proceedings and to apply to rescind the limited ITC exclusion order which had been issued in February 2005 in relation to one of the Cirrus Logic
patents. That exclusion order was rescinded in May 2005. 
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Related parties

Identity of related parties

The Company has a related party relationship with its subsidiaries (see notes 10 and 24) and with its directors.

Transactions with key management personnel

Directors of the Company and their immediate relatives control 9.45% per cent of the voting ordinary shares of the Company. Information regarding the
directors’ shareholdings and share options is contained in the Directors’ Remuneration Report on pages 15 to 22.

In addition to their salaries, the Group and Company also provide non-cash benefits to directors and contribute to a defined benefit pension plan on
their behalf. The directors also participate in the Group’s share option schemes (see note 17). Details of the directors’ remuneration is contained in the
Directors’ Remuneration Report on pages 15 to 22. 

Other related party transactions

During the year ended 31 December 2005, subsidiaries earned commission income from the Company of $3,400,000 (2004: $2,139,000) and the
Company provided management services to the subsidiaries totalling $1,548,000 (2004: $450,000). As at 31 December 2005 the Company owed the
subsidiaries $726,000 (2004: $338,000). No dividends were received from the subsidiaries in 2005 or in 2004.

24
Group Entities

Ownership interest
2005 2004

Significant subsidiaries Note Country of incorporation % %

Wolfson Microelectronics, Inc. 10 United States of America 100 100
Wolfson Microelectronics Pte. Ltd 10 Singapore 100 -

The principal activity of each of these subsidiaries is sales agency. 

25
Accounting estimates and judgements

Management discussed with the Audit Committee the relevance, selection, implications and disclosure of the Group’s critical accounting policies and
estimates and the application of these policies and estimates.

Key sources of estimation uncertainty 

Employee post-employment benefits – defined benefit pensions

The determination of the Group’s obligations and expense for defined benefit pensions is dependent on the selection, by the Board of directors, of
assumptions used by the pension scheme actuary in calculating these amounts. The assumptions applied are described in note 17 and include,
amongst others, the discount rate, the expected return on plan assets, rates of increase in salaries and mortality rates. While the directors consider that
the assumptions are appropriate, significant differences in the actual experience or significant changes in assumptions may materially affect the amount
of the Group’s future pension obligations, actuarial gains and losses included in the statement of recognised income and expense in future years and
the future personnel expenses. 

Inventories

Inventories are stated at the lower of cost and net realisable value. Some items included in inventories are written down to their net realisable value
based on assumptions about future demand and market conditions. If actual market conditions are less favourable than those projected by
management, then inventory may be required to be written down by additional amounts.

26
Explanation of transition to IFRSs

As stated in note 1, these are the first annual financial statements for the Group and the Company to be prepared in accordance with IFRSs.

The accounting policies set out in note 1 have been applied in preparing the financial statements for the year ended 31 December 2005, the
comparative information for the year ended 31 December 2004 and in the preparation of an opening IFRS balance sheet at 1 January 2004 (the
Group’s date of transition) for the Group and for the Company. 

In preparing its opening IFRS balance sheet and comparative information for the year ended 31 December 2004 the Group and the Company have
adjusted amounts reported previously in financial statements prepared in accordance with their old basis of accounting (UK GAAP).
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Explanation of transition to IFRSs (continued)

An explanation of how the transition from UK GAAP to IFRSs has affected the Group’s and the Company’s financial position, financial performance and
cash flows is set out in the following tables and the notes that accompany the tables.

Reconciliation of equity as at 1 January 2004

IFRS
UK GAAP reclassifications IFRS 2 IAS 19 IAS 12 IFRSs

Group Notes $000 $000 $000 $000 $000 $000

ASSETS

Property, plant and equipment a 23,689 (732) - - - 22,957
Intangible assets a - 732 - - - 732
Deferred tax assets b, f, g - 240 1,140 1,551 11,918 14,849

Total non-current assets 23,689 240 1,140 1,551 11,918 38,538

Inventories 8,859 - - - - 8,859
Trade and other receivables b 17,352 (240) - - - 17,112
Cash and cash equivalents 46,474 - - - - 46,474

Total current assets 72,685 (240) - - - 72,445

Total assets 96,374 - 1,140 1,551 11,918 110,983

EQUITY

Issued capital 174 - - - - 174
Share premium account 47,839 - - - - 47,839
Capital redemption reserve 497 - - - - 497
Retained earnings h 14,145 - 1,140 (3,620) 11,918 23,583

Total equity 62,655 - 1,140 (3,620) 11,918 72,093

LIABILITIES

Interest-bearing loans and borrowings 19,021 - - - - 19,021
Employee benefits e - - - 5,171 - 5,171

Total non-current liabilities 19,021 - - 5,171 - 24,192

Interest-bearing loans and borrowings 2,333 - - - - 2,333
Income tax payable c - 642 - - - 642
Trade and other payables c 12,365 (642) - - - 11,723

Total current liabilities 14,698 - - - - 14,698

Total liabilities 33,719 - - 5,171 - 38,890

Total equity and liabilities 96,374 - 1,140 1,551 11,918 110,983
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Explanation of transition to IFRSs (continued)

Reconciliation of equity as at 1 January 2004

IFRS
UK GAAP reclassifications IFRS 2 IAS 19 IAS 12 IFRSs

Company Notes $000 $000 $000 $000 $000 $000

ASSETS

Property, plant and equipment a 23,657 (732) - - - 22,925
Intangible assets a - 732 - - - 732
Deferred tax assets b, f, g - 240 1,140 1,551 11,918 14,849

Total non-current assets 23,657 240 1,140 1,551 11,918 38,506

Inventories 8,859 - - - - 8,859
Trade and other receivables b 17,501 (240) - - - 17,261
Cash and cash equivalents 46,336 - - - - 46,336

Total current assets 72,696 (240) - - - 72,456

Total assets 96,353 - 1,140 1,551 11,918 110,962

EQUITY

Issued capital 174 - - - - 174
Share premium account 47,839 - - - - 47,839
Capital redemption reserve 497 - - - - 497
Retained earnings h 14,145 - 1,140 (3,620) 11,918 23,583

Total equity 62,655 - 1,140 (3,620) 11,918 72,093

LIABILITIES

Interest-bearing loans and borrowings 19,021 - - - - 19,021
Employee benefits e - - - 5,171 - 5,171

Total non-current liabilities 19,021 - - 5,171 - 24,192

Interest-bearing loans and borrowings 2,333 - - - - 2,333
Income tax payable c - 642 - - - 642
Trade and other payables c 12,344 (642) - - - 11,702

Total current liabilities 14,677 - - - - 14,677

Total liabilities 33,698 - - 5,171 - 38,869

Total equity and liabilities 96,353 - 1,140 1,551 11,918 110,962
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Explanation of transition to IFRSs (continued)

Reconciliation of equity as at 31 December 2004

IFRS
UK GAAP reclassifications IFRS 2 IAS 19 IAS 12 IFRSs

Group Notes $000 $000 $000 $000 $000 $000

ASSETS

Property, plant and equipment a 29,900 (703) - - - 29,197
Intangible assets a - 703 - - - 703
Deferred tax assets b, f,g - 4,133 1,133 2,310 3,668 11,244

Total non-current assets 29,900 4,133 1,133 2,310 3,668 41,144

Inventories 17,964 - - - - 17,964
Income tax receivable c - 2,720 - - - 2,720
Trade and other receivables b, c 25,792 (6,853) - - - 18,939
Cash and cash equivalents 44,232 - - - - 44,232

Total current assets 87,988 (4,133) - - - 83,855

Total assets 117,888 - 1,133 2,310 3,668 124,999

EQUITY

Issued capital 180 - - - - 180
Share premium account 49,142 - - - - 49,142
Capital redemption reserve 497 - - - - 497
Retained earnings h 35,433 - 1,133 (5,391) 3,668 34,843

Total equity 85,252 - 1,133 (5,391) 3,668 84,662

LIABILITIES

Interest-bearing loans and borrowings 18,170 - - - - 18,170
Employee benefits e - - - 7,930 - 7,930

Total non-current liabilities 18,170 - - 7,930 - 26,100

Interest-bearing loans and borrowings 2,266 - - - - 2,266
Trade and other payables e 12,200 - - (229) - 11,971

Total current liabilities 14,466 - - (229) - 14,237

Total liabilities 32,636 - - 7,701 - 40,337

Total equity and liabilities 117,888 - 1,133 2,310 3,668 124,999

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]
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Explanation of transition to IFRSs (continued)

Reconciliation of equity as at 31 December 2004

IFRS
UK GAAP reclassifications IFRS 2 IAS 19 IAS 12 IFRSs

Company Notes $000 $000 $000 $000 $000 $000

ASSETS

Property, plant and equipment a 29,880 (703) - - - 29,177
Intangible assets a - 703 - - - 703
Deferred tax assets b, f, g - 4,133 1,133 2,310 3,668 11,244

Total non-current assets 29,880 4,133 1,133 2,310 3,668 41,124

Inventories 17,964 - - - - 17,964
Income tax receivable c - 2,720 - - - 2,720
Trade and other receivables b, c 25,774 (6,853) - - - 18,921
Cash and cash equivalents 44,135 - - - - 44,135

Total current assets 87,873 (4,133) - - - 83,740

Total assets 117,753 - 1,133 2,310 3,668 124,864

EQUITY

Issued capital 180 - - - - 180
Share premium account 49,142 - - - - 49,142
Capital redemption reserve 497 - - - - 497
Retained earnings h 35,028 - 1,133 (5,391) 3,668 34,438

Total equity 84,847 - 1,133 (5,391) 3,668 84,257

LIABILITIES

Interest-bearing loans and borrowings 18,170 - - - - 18,170
Employee benefits e - - - 7,930 - 7,930

Total non-current liabilities 18,170 - - 7,930 - 26,100

Interest-bearing loans and borrowings 2,266 - - - - 2,266
Trade and other payables e 12,470 - - (229) - 12,241

Total current liabilities 14,736 - - (229) - 14,507

Total liabilities 32,906 - - 7,701 - 40,607

Total equity and liabilities 117,753 - 1,133 2,310 3,668 124,864

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]
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Explanation of transition to IFRSs (continued)

Notes to the reconciliation of equity and reconciliation of profit

(a) Computer software costs were capitalised as tangible fixed assets under UK GAAP. In accordance with IFRS, computer software costs are 
capitalised as intangible assets. This resulted in the reclassification from property, plant and equipment to intangible assets. 

(b) IFRS requires deferred tax asset balances to be shown as a separate line item on the face of the balance sheet within non-current assets. Under UK
GAAP deferred tax asset balances were included within current assets under the heading “debtors”. 

(c) IFRS requires income taxes payable and receivable to be shown as separate line items on the face of the balance sheet. These items were not 
shown separately within current liabilities or current assets respectively on the face of the balance sheet in the financial statements prepared in 
accordance with UK GAAP. Therefore income tax payable as at 1 January 2004 of $642,000 has been reclassified from trade and other payables
to a separate line item within current liabilities on the face of the balance sheets. Income tax receivable of $2,720,000 as at 31 December 2004
has been reclassified from trade and other receivables to a separate line item within current assets on the face of the balance sheets.

(d) The Group and the Company applied IFRS 2 to its active share-based payment arrangements, which are share option schemes, at 1 January 2005 
except for share options granted before 7 November 2002 and those arrangements granted after 7 November 2002 which had vested before
1 January 2005. The Group has granted equity-settled share-based payments (share options) in 2004 and 2005 and in prior years.

The Group and the Company accounted for these share-based payment arrangements at intrinsic value under UK GAAP. However, under IFRS,
the fair value of share options granted is recognised as an expense over the vesting period with a corresponding increase in equity. The expense 
represents the employee services received over the period (refer to note 1, accounting policy o (iii) ).

The adoption of IFRS 2 is equity-neutral for equity-settled transactions. A tax deduction for the consumption of employee services received as 
consideration for share options granted will be obtained when the share options are exercised. 

In the year ended 31 December 2004 the deferred tax asset relating to the share options granted after 7 November 2002, was reduced by $7,000 
and this charge was recognised in the income statement.

(e) Under UK GAAP, pension costs relating to the defined benefit pension plan were recognised so as to spread the cost of the contributions to the 
scheme over the anticipated average service lives of the employees. Under International Accounting Standard 19 (“IAS 19”) ‘Employee Benefits’,
the fair value of the net obligation of the defined benefit pension plan is recognised in the Group’s and the Company’s financial statements. The 
movement in the net liability for defined benefit obligation is split between the income statement (in operating expenses and net financing costs)
and the statement of recognised income and expense. 

In accordance with IFRS 1, the cumulative actuarial gains and losses existing at 1 January 2004 have been recognised for the defined benefit 
pension scheme.

In accordance with the amendment to IAS 19 which was issued in December 2004, the Group’s and the Company’s accounting policy is to recognise
actuarial gains and losses that arise subsequent to 1 January 2004 in full immediately in the statement of recognised income and expense. 

The movement on deferred tax on the net pension liability is allocated between the income statement and the statement of recognised income and 
expense in proportion with the relevant underlying movement in the net pension liability.

(f) The Group and the Company granted share options before 7 November 2002 and some of these vested before 1 January 2005. As at 1 January 
2004, the Group’s date of transition to IFRS, a deferred tax asset arose in respect of the share options granted before 7 November 2002 which had 
not been exercised by 1 January 2004. This deferred tax asset, of $11,918,000, has been recognised in equity as at 1 January 2004. 

In accordance with International Accounting Standard 12 ‘Income Taxes’ (“IAS 12”), the deferred tax asset in respect of these share options is
re-estimated at each reporting period end to take account of changes in the intrinsic value of the Company’s shares and those share options which 
have been exercised in the period.

No deferred tax asset was recognised in respect of these unexercised share options in the financial statements prepared in accordance with
UK GAAP.

(g) The effect on the income statement of the adoption of IAS 12 for the year ended 31 December 2004 was to reduce the previously reported income 
tax credit for the period, of $4,535,000 by $9,060,000 to give a total income tax expense for the year of $4,525,000. This amount represents tax 
credits for the tax relief that arose on the exercise of employee share options (which were granted prior to 7 November 2002). These tax credits 
were recognised in the income statement under UK GAAP but such tax relief is recognised within the deferred tax asset balance under IFRS and 
movements in the related deferred tax asset are recognised directly in equity rather than in the income statement.

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]
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Explanation of transition to IFRSs (continued)

(h) The effect of the above adjustments on the Group’s and on the Company’s retained earnings is as follows:

Group and Company

As at As at
31 December 1 January

2004 2004
Notes $000 $000

Employee benefits: share-based payments d 1,133 1,140
Employee benefits: defined benefit plan e (5,391) (3,620)
Deferred tax f 3,668 11,918

Total adjustment to equity – (decrease) / increase (590) 9,438

Reconciliation of profit for the year ended 31 December 2004

IFRS 2 IAS 19 IAS 12
UK GAAP Note (d) Note (e) Note (g) IFRSs

Group $000 $000 $000 $000 $000

Revenue 119,294 - - - 119,294
Cost of sales (60,530) - - - (60,530)

Gross profit 58,764 - - - 58,764

Distribution and selling costs (13,479) (657) 18 - (14,118)
Research and development expenses (15,911) (597) 61 - (16,447)
Administrative expenses (12,622) (263) (53) - (12,938)

Operating profit before financing costs 16,752 (1,517) 26 - 15,261

Financial income 1,218 - 431 - 1,649
Financial expenses (1,217) - (599) - (1,816)

Net financing income / (costs) 1 - (168) - (167)

Profit before tax 16,753 (1,517) (142) - 15,094
Income tax income / (expense) 4,535 (7) 42 (9,060) (4,490)

Profit for the year 21,288 (1,524) (100) (9,060) 10,604

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]
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Explanation of transition to IFRSs (continued)

Notes to the reconciliation of equity for the Company:

Reconciliation of profit for the Company for the year ended 31 December 2004

Notes $000

UK GAAP Profit after tax 20,883

Reconciling items:
IFRS 2: share-based payments expense d (1,484)
IAS 19: defined benefit plan – current service cost adjustment e 26
IAS 19: defined benefit plan – interest on obligation e (599)
IAS 19: defined benefit plan – expected return on assets e 431
IAS 19: defined benefit plan – deferred tax movement on pension obligation recognised in income statement e 42
IAS 12: deferred tax movement on share options exercised g (9,060)

Adopted IFRS Profit after tax 10,239

Explanation of material adjustments to the cash flow statement for the year ended 31 December 2004

The main adjustment to the cash flow statement for the Group and for the Company, as a result of the transition to IFRS, is the inclusion of income
taxes paid of $2,720,000 for the year ended 31 December 2004 in the net cash inflow from operating activities. These amounts were included as a
separate category of cash outflow in the cash flow statements reported for this period in accordance with UK GAAP.

[  NOTES TO THE FINANCIAL STATEMENTS CONTINUED ]
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For UK shareholders wishing to deal in their
shares in Wolfson Microelectronics plc, one
option is to use an internet and telephone
dealing service available through 
Lloyds TSB Registrars. At the time of printing,
commission is 0.5% with a minimum charge 
of £17.50 for internet dealing and £20 for
telephone dealing. For internet sales, log on 
to www.shareview.co.uk/dealing
For telephone sales, call 0870 850 0852
between 8.30am – 4.30pm Monday to Friday.
You will need your shareholder reference 
number shown on your share certificate.

67

Wolfson Microelectronics plc
Annual Report and Accounts 2005

AReport06_72pp_5.3ƒ.qxp  3/23/06  10:43 AM  Page 67



68

Wolfson Microelectronics plc
Annual Report and Accounts 2005

[ CONTACT DETAILS ]

Registered Office:

Wolfson Microelectronics plc

Westfield House
26 Westfield Road
Edinburgh
EH11 2QB
United Kingdom

Tel: +44 131 272 7000
Fax: +44 131 272 7001

Japan

Wolfson Microelectronics plc

6F Shinbashi 29 Mori Building
4-2-1 Shinbashi
Minato-ku
Tokyo 105-0004
Japan

Wolfson Microelectronics plc

6F Honmachi Executive Office,
3-5-3 Minami-Honmachi
Chuo-ku
Osaka 541-0054
Japan

North America

Wolfson Microelectronics, Inc.

16875 West Bernardo Drive
Suite 280
San Diego
CA 92127
USA

Wolfson Microelectronics, Inc.

245 First Street
Suite 1800
Cambridge
MA 02142
USA

Taiwan

Wolfson Microelectronics plc

2F, No. 39, Alley 20
Lane 407, Sec. 2
Tiding Boulevard
NeiHu District
114 Taipei
Taiwan

Korea

Wolfson Microelectronics plc

#502 Deokheung Building
1328-10, Seocho-Dong
Seocho-Gu
Seoul 137-858
South Korea

China

Wolfson Microelectronics plc

Room 1911
Cyber Times Tower A
Tianan Cyber Park
Futian District
Shenzhen
China

Wolfson Microelectronics plc

Unit E2
8F Zhao Fong Universe Building No. 1800
Zhongshan West Road
200233 Shanghai
China

Singapore

Wolfson Microelectronics Pte Ltd

#05-02 United Square
101 Thomson Road
Singapore 307951

eNews

Wolfson’s Making Waves eNewsletter 
will keep you up-to-date with our latest 
product news, application tools and events. 
Registering for this service is easy at
www.wolfsonmicro.com/enews
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