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Key Performance Indicators
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Chairman'’s Statement

2012 was a year of transformation and growth for Wolfson.
We continued to make progress during the year with our
two-pronged strategy to further develop our High Definition
(HD) Audio solutions and MEMS microphones.

The market for HD Audio solutions is large and growing.
We previously identified that it was necessary to reverse
the former trend of integrating audio into the central
processor unit (CPU) and, instead, 'dis-integrate' the
audio function into a separate Audio Hub. Dis-integration
of the audio function from application processors in
consumer products, particularly smartphones and tablet
computers, to stand-alone audio devices is becoming
increasingly pervasive.

Audio Hubs remain at the heart of Wolfson's business
and, in May 2012, we reinforced our position as a leader
in Audio Hubs by intreducing the world’s first quad core
HD Audio processor System-on-a-Chip {SoC}), which
delivers revolutionary HD Audio performance for
smartphones, tablet computers and portable multimedia
devices. We have significant evidence of our leadership
for these audio sclutions due to the large number of
design-in successes across a wide range of customers,

The market for HD Audio
solutions is large and
growing. We have significant
evidence of our leadership
for these audio solutions
due to the large number

of design-in successes.

With our growing audio solutions portfolio, Wolfson has
transformed over the past three years from a component
company offering individual integrated circuit products,
to become an audio sclutions partner of choice, working
closely with customers to deliver HD Audio solutions,
allowing our customers to differentiate their products
and, in tum, enhance the consumer audio experience.

Wolfson's HD Audio solutions feature an Audio Hub and
a mix of accompanying software algorithms to deliver
the best possible audio experience. By combining our
HD Audio solutions, Wolison has uniguely established
a complete ‘mouth-to-ear’ solution, managing the
audio signal path from the microphcne to the speaker
or headphone driver, enabling best-In-class audio
performance, and delivering one of the most complete
and comprehensive HD Audio solutions on the market.

In 2011 we reported on the technology transition that

is taking place in the microphone market from electret
condenser microphones {(ECM) to more compact micro-
electro-mechanical-systems (MEMS) microphones. While
the current market for MEMS microphones is small, it is
predicted to grow rapidly as manufacturers of consumer
electronic products, such as mobile phones and tablet
computers, add multiple microphenes to each device to
enhance the audio function for the user. Demand for our
MEMS microphones has increased significantly in 2012
and another notable achievement for the Company was
the launch of the world's first high performance integrated
MEMS microphone, emphasising Wolfson's leadership
position with this complex technology.

Woltson Microslectronica ple: Annual Report erkd Accounts 2012




Cheirman's Statement {continued)

DIS-INTEGRATED AUDIO AND MEMS
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In terms of financial perfarmance, the first half of 2012 was
in line with market expectations following a disappcinting
2011, and we correctly forecast a stronger second half, with
sustainable growth and a return to underlying profitability.
| believe the financial performance will continue to improve
based on the momentum of our audio solutions in

our target markets, particularly mobile phones and

tablet computers.

In September, we announced the retirement of David
Milne as a non-executive director of the Company.

As a co-founder of Wolfson and former CEO and
Managing Directar, David successfully led Wolfson

from a start-up design house to a global semiconductor
company, specialising in the design and supply of high
performance audio solutions for many of the world’s
leading consumer electronics products. David also helped
establish and develop Wolfson's renowned audio hetitage
and expertise, the foundations of which have remained at
the heart of the Company's category-defining technology
over the years, On behalf of the Board of Directors and the
Cornpany, | would like to extend my thanks to David for his
outstanding contribution to the success of the Company
over the past 28 years. We wish David all the very best

for the future.
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As we look to 2013, our priority is to continue to lead
in HD Audio solutions for the consumer electronics
market. We believe the HD Audio journey has some
way to go, and we must continue to deliver innovative
HD Audio Hubs, SoCs and MEMS microphones, and
continue to tead the way in mixed-signal design, noise
cancelling, sound enhancement and software solutions.
We anticipate that the promising revenue growth seen
in 2012 will continue into the coming year as design-in
value continues to increase and our customers’ new
products ramp to volume manufacturing.

Finally, | would like to thank our hard-working and
dedicated employees, and you, our shareholders,
for your continued suppert.,

MICHAEL RUETTGERS
CHAIRMAN




Business Review: Strategic Update

INTRODUCTION AND SUMMARY

2012 has been a challenging year for the semiconductor
and consumer electronics industries, with an overall
contraction of around 3% in the semiconductor market and
zero growth in the consumer electronics market. In sharp
contrast, 2012 has been a year of evolution and growth for
Wolfson. The Company ended the year with revenues up in
the fourth quarter by aver 50% on the previous year and in
2012 overall, revenues grew by around 15% year-on-year
despite the continuing poor macroecenomic backdrop.

This growth has been achieved as a result of our focus on
Audio Hubs, MEMS microphones and mobile applications.
A multi-year programme has transformed the Company
from a *boutique’ supplier of discrete mixed-signal
component parts, with a very small percentage of revenues
from fast growth mabile applications (13% of revenue in
2009), to an HD Audio solutions partner delivering best-in-
class HD Audio for the high volume consumer electronics
products of brand-leading companies. Focusing on
smartphones, tablet computers and other smart devices
means high growth mobile applications now represent
over 60% of revenues. The Company has evolved from
developing discrete mixed-signal (predominantly analogue}
devices to complex and hard-to-replicate HD Audio
System-an-Chips {SoCs), which encompass leading-

edge audio analogue intellectual property (IP), digital
processing and sound processing software algorithms.

Audio Hubs remain at the
core of Wolfson’s business
and account for over 70%
of revenues.

This transition has also required us to evolve our go-to-
market approach from selling low value commodity devices
to partnering with customers to design in high value,

often multi-part, HD Audio solutions and influencing their
end product architectures and the features they deliver

to consumers.

Wolfson's strategy over the past few years has been

to focus on leading in the product categories of Audio
Hubs, sound processing and integrated micrc-electro-
mechanical systems (MEMS) microphones, and the
Company has made significant progress in these areas

in 2012, When it was introduced three years ago, the
intention behind our strategy was to exploit three emerging
technology transitions in smart electronic devices:

B The dis-integration of the audio function from central
processors in consumer electronics products to
standalone devices like Wolfson’s Audio Hubs;

B The emergence of noise cancelling and sound
processing as key features in smart mobile devices;

B The replacement of traditional electret condenser
microphones (ECM} with MEMS microphones and
the emergence of multi-microphone applications
to support complex sound processing and noise
cancelling features.

These technology transitions are now fully acknowledged
in the industry, with the Company's HD Audio technotogy
now featuring in products from most of the world's brand-
leading mobile phone and tablet computer manufacturers.

Wolfson continues to lead innovation in Audic Hubs and
has significantly enhanced its award-winning Audio Hub
family during 2012, including successtully launching
the world's first quad core HD Audio SoC. This product
combings high fidelity (hi-fi) audio with four powerfu!
on-board audio processor cores, capable of delivering
the most advanced audio feature set to portable
multimedia devices, including smartphones and tablet
computers, at very low power consumption levels.
Leading-edge software and noise reduction features
combine to defiver wonderfully clear and crisp voice
calls, even in the noisiest environments, and deliver

a true multimedia sound experience. This innovative
audio solution has been received positively by our
custorners and we expect this to translate into sorne
significant design-ins during 2013 and beyond.
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Businass Raview (continued)
Strategic Update

2012: % DESIGN-INS BY APPLICATION
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Audio Hubs remain at the core of Wolfson's business and
account for over 70% of revenues (as shown in the chart
on page 21} and 85% of design-ins. This success has

been fuelled by the significant growth in smartphones

and tablet computers, as they are among the first products
to dis-integrate the audio function frem the application
processors to standalone devices: currently most of the
top ten selling smartphones and tablet computers feature
dis-integrated audio architectures.

We expect this audio dis-integration trend to extend to
other mobile phone product tiers and consumer electronic
applications over the next few years as smart devices
proliferate, and this is driving a fast emerging market

for standalone devices like Wolfson Audio Hubs.

This market is expected to grow to more than $2bn

in the next three years at a compound annual growth
rate (CAGR) of around 60% as shown in the chart on
page 3 {Source: Gartner, iSuppli and Wolfson).

The MEMS microphone market is also expected to
grow, with a compound annual growth rate (CAGR)
of around 60% in the next three years, to around
$1.5bn as illustrated in the chart on page 3 (Source:
Gartner, iSuppli and Wolfson). This growth is due to
the restricted form factor in portabte products such
as mobile phones and tablet computers driving the
technology transition from ECM to more compact
MEMS microphones and the increase of muiti-microphone
applications where multiple microphones are used for
noise cancellaticn or advanced audio processing.

Woltson Microslectronics ple: Annual Report and Accounts 2012

Our MEMS microphone product line has also grown
signiticantly during 2012 after we began to ship in high
volume at the end of 2011. It accounted for 3% of our
2012 revenue and 6% of our revenue in Q4 2012. We are
shipping to three major mobile device manufacturers and
multiple other customners in a wide range of customer
products. We are also leading innovation in MEMS
microphone technology, with the intreduction of the world's
first high performance integrated MEMS microphone in
2012, This integrates the application-specific integrated
circuit (ASIC) and the MEMS microphone transducer into
a single silicon chip, making it the smallest and thinnest
MEMS microphone on the market. We expect our strong
MEMS microphone portfolio to gain increasing traction
with our customers during 2013 and beyond.

In order to meet the objectives set out in our strategy,
Wolfson has overcome some significant technology
challenges in the past year, including two silicon process
node changes, We are now shipping devices manufactured
on 152nm and 65nm processes. This enables the addition
of many new advanced sound processing software
features and capabilities, all at very low power, resulting
in more value added devices. These changes required
increased research and development (R&0) investment,
but have provided Wolfson with an industry-leading,
hardware and software platform which, when combined
with our pioneering MEMS microphone and headset
technology, is capable of delivering unique ‘mouth-to-ear’
consumer audio experiences which we call our HD Audio
solutions. We have alsg invested in our supply chain,
achieved a significant milestone in 2012 by shipping

our two billionth part, and have implemented a Six

Sigma quality programme across the Company.

Our products are the engine of our business and design-
Ins to the end consumer products are the fuel. The
strength of our product portfolic has been recognised by
our customers and the estimated value of our design-ins
was at a record lavel in 2012, exceeding the Company’s
previous record set in 2011, This has been driven by the
strength of our technology and product portfolio leading to
the increasing adoption of Wolfson’s Audio Hub and MEMS
microphone products by both existing and new customers.
The overall number of design-ins for 2012 was down year-
on-year to 237 (2011: 382}, due to a general consolidation
in our customers’ product portfolios as they reacted to the
adverse end market conditions by reducing the number of
new product models being introduced. However, design-in
value, in terms of projected eight quarter revenue, grew
significantly year-on-year to record levels.




Buainass Review (continued)
Strategic Update

This design-in value growth has been driven by the
projected higher volume from fewer new customer
products being introduced and, by adding features to

our Audio Hubs, we are increasing their value to our
customers. Also, as a result of our new advanced HD
Audio solutions, we are gaining more 'value share of board’
in each end product, Our ‘end-to-end’ MD Audio solutions
comprise Audio Hubs, multiple MEMS mlcrophones,
software and other products from our portfolio so,

when selected, we increase the number of our parts

being designed into each new end customer product.

This multi-part design-in trend, coupled with the
increasing number of features we are adding 10 our Audio
Hubs, means we anticipate our ‘value share of board’
opportunities in each end consumer product to evolve
from a historical 20 cents to $2 for our discrete audio
components, to between 55 and $10 per end product

for our full HD Audio solutions.

Achieving strong growth and retuming to run rate
profitability in such a challenging macroeconomic ¢limate,
while further developing our HD Audio leadership position;
maintaining the pace of innovation; developing and
implementing new technologies and processes; delivering
world-class products on tirme; addressing new markets,;
securing design-ins, and exceeding the expectations of
some of the world's most exacting customers would not
he possible without the hard work, talent and dedication of
the whole Wolfson team around the world. We are grateful
to them all for their unwavering support, commitment and
passion to deliver industry-leading HD Audio solutions to
the consumer electronics market.

STRATEGY UPDATE AND BUSINESS OVERVIEW
The Company's strategy, having been reviewed by the
Board during 2012, remains consistent with that stated
in the 2011 Annual Report and is set out below:

The Company's goal is to continue to lead in HD Audio
for consumer electronics products by:

& |everaging our best-in-class |P pesition and
brand heritage in highest performance audio

8 Growing our leadership in Audio Hubs and making
them the de facte platform for HD Audio in consumer
electronics products

m Building on our technology leadership in noise
cancellation and sound enhancement software
to ‘own’ sound processing

m Exploiting our technology and performance advantages
in MEMS microphones to deliver the best voice and
audio capture

B Enabling best-in-class low power, high performance
HD Audio solutions with our drivers, converters,
Audic Hubs and MEMS microphones

Wolfson's Audio Hubs provide our customers with the
ability to differentiate their products with advanced audio
features and to drive enhanced multimedia capability down
through the product tiers. Wolfson Audio Hubs provide

the ability to handle many different audio channels whilst
enabling a reduction in board space for more compact
products; a lower bill of materials for more competitive
pricing; lower power consumption for longer battery life,
which allows significantly extended playback times; and,
above all, the delivery of a significantly improved hi-fi audio
experience for the consumer.

Qur Audle Hubs and MEMS microphones continue

to be selected by brand leaders for many industry-
leading consumer electronics applications, They are
well-ptaced to benefit from the potential 4 billion
consumer électronic units representing over $5 billion
of Serviceable Addressable Market (SAM) that is
expected by 2015 (Sources: iSuppli, Wolfson and others).

The combination of our products, coupled with our

sound processing software to provide full ‘mouth-to-ear’
HD Audio solutions, positions us well in an increasingly
competitive market. Wolfson's HD Audio solutions uniquely
combine to provide four consumer audio experiences:

B HD Audio Voice

Software feature: Ez2 hear
Software feature: Ez2 hear Rx ANC

- Includes advanced noise cancelling techniques
to enable exceptionally crisp and clear voice calls
in any environment

B HD Audio Playback
Software feature; Ez2 grouptalk
Software feature; Ez2 facetalk

- Includes many scund enhancement features,
for example, 5.1 Virtual Surround Sound, base
and treble boost to allow music to be enjoyed
at the highest quality in any environment

® HD Audio Capture
Software feature: Ez2 record
Software feature: Ez2 control
- Enable hi-ti audio recording on mobile devices
in all environments, for example, at home, outside
and even in 2 naisy venue like a club or concert
- Enables volce and gesture control of smart devices

8 HD Audio Share
Software feature: Ez2 listen

- Enables mobile phenes, tablet computers, personal
computers or televisions to be used in speaker mode
for ultra-high quality mobile or internet conference
calls, both ‘near field' for individual face-to-face calls,
or ‘far field' for calls in a large conference room or
living room with multiple people

Wolison Microelectronlcs ple: Annual Report and Accounts 2012




Business Raview (continued)
Strategic Update

We achieved this by
increasing our market
penetration in smartphones
and tablet computers and
are now shipping to most
of the world’s brand-leading
mobile phone and tablet
computer manufacturers.

PRODUCT DEVELOPMENT UPDATE

During 2012, we increased investment in research and
development, resulting In the launch of 21 new preducts
and the four HD Audio solutions (described earlier), and
added new industry-leading products to Wolfson’s Audio
Hubs and MEMS microphone product portfolios.

In addition to launching the WM5110, the world's first quad
core HD Audic processor mentioned earfier, the Company
Introeduced the WM5102, a high performance Audio

Hub with voice digital signal processor (DSP), featuring
integrated noise reduction to deliver clearer, more natural
sounding audio, even in the noisiest environments, Both
solutions are designed primarily for the smartphone and
tablet computer market, but are also applicable across
most smart device applications.

As well as introducing the world's first high performance
integrated MEMS microphone, we added to our MEMS
microphone portfolio with the launch of the WM7121 and
the WM7132. These are the first high performance top and
bottom port silicon MEMS microphones from Wolfson to
feature matching frequency responses, matching phase
responses and matching sensitivity, making them much
easier for customers to integrate into their products.
These deliver outstanding HD Audio quality and highly
authentic audio recordings to a wide range of consumer
electronics applications including mobile phones,
Bluetooth® headsets, navigation devices, gaming
consoles and both digital still and digital videc cameras.

Wolfson Microealectronics ple: Annual Report and Accounts 2012

Wolfson's transition from a provider of discrete mixed-
signal products to delivering full HD Audio solutions to
our customers, means software is becoming a major
differentiator. Our sound processing software capabilities
were much enhanced by the acquisition of Dynamic
Hearing in the latter part of 2011 and the integration

of Dynamic Hearing has been successfully completed.

Software features are already an integral part of our
HD Audio solutions and are becoming increasingly
important as device and solution differentiators. The
software team also provides the tools and system
framework to enable our customers to develop and
integrate proprietary or open source applications to run
independently or alongside our own sound processing
software on our Audio Hubs. Wolfson continues to
contribute to, and help malntain, the embedded audio
and power regulation framework in the Linux kernel
which is at the heart of Android and other smartphone
operating systems. We will continue to invest in and
build our software capabilities during 2013 and beyond.

DESIGN-IN PERFORMANCE

The growth and size of the Audic Hub and MEMS
microphone market is attracting increasing competition,
from both traditional competitors like Texas Instruments,
Cirrus, Yamaha, Maxim and new competitors like
Qualcomm, Knowles and ADI, There is fierce competition
for each design slot, many of which are in flagship products
of brand-leading consumer electronics companies.

Despite this extremely competitive environment, our focus
on innovation, our product and technalogy leadership,
and the strength of our product portfolio has helped drive
us to another record year for design-ins. We achieved

this by increasing our market penetration in smartphones
and tablet computers and are now shipping to most

of the world's brand-leading mobile phone and tablet
computer manufacturers.

The majority of the estimated revenue value of the design-
ins won in 2012 were for Audio Hub products {85%) and
for MEMS microphone products {(10%). This positions the
Company well for further growth in revenues in both of
these preduct lines in 2013 and for MEMS microphones
revenues to become an increasing percentage of our
overall business. The majority of the design-ins are

in the fastest-growing consumer electronic product
categories such as mobile phones, smartphones and
tablet computers, and Wolfson has built strong growth
momentum in these applications both from a revenue
and design-in perspective.




Business Raview (continued}
Strategic Update

Encouragingly, Wolfson is also achieving design-ins in

its traditiona! markets, such as home audio, digital still
cameras and portable multimedia players. However, there
has been a year-on-year decline in the number of design-
ins in some product application areas such as portable
navigation devices and eBook readers, primarily due to the
increasing convergence of these applications into other
devices, such as tablet computers and the subsequent
explosive growth of the tablet computer market.

Since the introduction of our Audio Hub category of
products, the design-in phase is now much earlier in

the customer product cycle. As the Audio Hub works in
tandem with the central processing unit {CPU), the audio
solution is considered at the same time as the CPU is
selected. This means that the gestation period from
design-in selection to volume manufacturing (design-win)
has increased in many cases up to 18 months.

Around 90% of estimated revenue value of design-ins
achieved in 2012 was with leading consumer electronics
brands. Some notable design-ins during the year include:

® Samsung for its GALAXY range of smartphones and
tablet computers, including the GALAXY S Il and
GALAXY Note Il smartphones, as well as the GALAXY
Note 10.1 and GALAXY Tab 2 tablet devices together
with the newly launched GALAXY camera range

B Microsoft for its new Surface tablet computer

B BlackBerry {forrmerly known as Research in Motion)
for its BlackBerry 9790 and the BlackBerry Curve
range of smartphones

B Motorola for its Droid smartphone for high-speed
data 4G LTE wireless communication networks

® Nokia for its Reaction Bluetooth® Headset

B Sony for its new PS Vita gaming console

B LG for its Optimus LTE range of smartphones

B Sharp for its AQUOS PHONE st SH-070 smartphone

m jriver for its Astell&Kern AK100 digital music player

8 Fujitsu for its range of new smartphones

2013 AND BEYOND

Consumers continue to demand faster and smarter devices
that can run more and more applications. This includes
demanding both better quality audio and more audio
enabled features, resulting in the need for more scund
processing features. These factors are driving disruptive
technology trends which favour Wolfson products and
technologies. Qur customers know that Wolfson has the
solutions to meet these requirements and can deliver an
outstanding audio experience to the consumer and this
is helping to drive design-in success with almost every
global efectronics brand.

The Company is also benefiting from the trend of

the Audioc Hub being selected at the same time as

the CPU in consumer electronics product applications,
predominantly smartphones and tablet computers,

As a result of this, the Audio Hub becomes a consclidated
part of the end product architecture and much more
difficult for the device and associated software
algorithms to be replaced by a competitor.

Wolfson has also taken advantage of the technology
transition of ECM to MEMS microphones and the rise
of multi-microphone applications in consumer products.
Our analogue and digital MEMS microphones are
extremely compact with excellent audio performance
and tight sensitivity tolerance which are ideal for multi-
microphone applications such as noise cancellation/
reduction and advanced sound processing. Our MEMS
microphones have been selected by several leading
consumer electronics brands and we expect this
design-in activity to increase in 2013.

We remain confident that the Cempany can continue to
grow, thanks to the solid foundation we have built with
our portfolio of Audio Hubs, software algorithms and
MEMS microphones, our focus on high growth markets
such as smartphones and tablet computers and our
record breaking design-in performance in 2012.

While 2012 has seen Wolfson's key strategic aims begin
to come to fruition, and a subseguent step-up in revenue
and return to run rate profitabllity, we believe our HD
Audio journey still has some way to go, as the technology
transitions driving this growth evaolve from smartphones
and tablet computers to other consumer end product
applications and product tiers as smart devices proliferate.
Although the adverse macroeconomic environment we
encountered in 2012 is expected to remain a feature of
2013, we believe that as design-ins won in 2012 ramp

to volume manufacturing in custormers' new products,
and supported by favourable technology trends, we can
continue to grow revenues further in 2013.

As we look forward to 2013, our priority will be to raintain
our focus on developing the next generation of audio
solutions to exceed our customers' exacting expectations,
grow revenues and profit, and ensure that we remain on
course for further growth.

MIKE HICKEY
CHIEF EXECUTIVE OFFICER

Walfson Microslectronics plc: Annual Report and Accounts 2012




A day in the life
of HD Audio

Fallow the journey of a day in the life of an everyday
couple and how Walfson technology plays a vital
ralein their lifestyle. Wolfson's HD Audio solutions
make your mobile phone the centre of your world.

Great immersive
sounds from small
devices

(0 ISSUE
Due to the form factor af mabile phones the
available space for loud speakers is limited,
which can compromise the frequency response
and the volume, resulting in a peer audio
experience for the user when listening to
music, movies or games on portable devices.

Previous solutions for this preblem resulted
in increased drain on the battery and added
significantly to the overall praduct material
cost. These additional costs and reduced
playback hours between battery charges
was unacceptable to both manufacturers
and consumers.

(¥) SOLUTION
Woallsen Ez2 listen
Wollson's seluticn allows the user 1o bring
their home cinema sound system onto their
portabte device and bring their music. movies
and games te lite by increasing the output level
on the small non-optimal speaker by up to 7dB
without having te change the speaker. tn additian,
using a Wolfson audia DSP in combination with an
Audie Hub allows media decode te be offloaded
from the applicatien precessor, realising a Zx power
saving when listening to music, This resutts in
an improved audis experience for the user, and
a cost-effective solution for the manufacturer.

0500 0800

ALARM GOES OFF CATCH A QUICK GAME

| can't believe how loud my alarm On my way to see James. | have
is from such a small device. enough time for a quick game.

Sounds like I'm really in the zone.




Be heard with
outstanding HD
Audio conferencing

(3 ISSUE
Conference calls from handsets are typically
low quality and suffer from eche, reverberation
and background nsise combining with the speaker’s
voice to make it hard for others to hear.

10

() SOLUTION
Wolfson Ez2 grouptalk
Woalisan's solution transforms the vaice capability
of your handset, enabling rich, clear conference
calls, without reverberation effects. it incorporates
a full suite of features including Acoustic Echo
Cancellation [AEC), an adaptive algorithm to track
the strongest speaker, noise suppression, de+
reverberation and Automatic Gain Cantrel [AGC),
which identifies and tracks the person speaking
as they mave around the roomn [up to a range of
5 metres|, amplifying their voice and attenuating
any background noise. This enables natural
two-way conference call conversatiens on
mabhile phones or tablet camputers that exceeds
the quality of any office conference phone.

1100

TIME TO CALL SALLY

It's great to contference call with
Salty. James and I can both chat
to her at the same time.

1130
DOWNLOAD TRACK

Look up and downleoad the album.

1200

THIS IS A GREAT SONG
Wow, the playback of this track
an my phane and thraugh my
Wolfson headphones is awesome!




Experience every
word, even in noisy
environments

(0 ISSUE

Itis recognised that environmental background
noise often destroys speech quality on mobile
calls and makes it difficult to have a meaningful
conversation, which narmally resultsina
terminated call, unless both caller and listener
move Lo quiel areas. Another annoying issue is
the intreduction of echo to a conversation where
the person speaking can hear their voice echaing
at the ather end of the call, resulting in difficulty
inunderstanding the received speech from the far
end of the calt. Again, this narmally results inthe
call being terminated.

() soLUTION
Wolfson Ez2 hear
Wolfson's selution features Ambient Noise
Cancellation [ANC] technology which dramatically
removes background noise and cancels up to
32 dB of stationary and non-stationary noise
while still maintaining voice quality. It alse
features high performance AEC and an Echo
Suppression engine, as well as Wolfson's unigue
receive path noise reduction, receive path AGC
and multi-band equalisation, ensuring the best
possible two-way user call experience.

1700

YES | AM GOING

| eall Sally te tell her | amin for
tonight, she is in a noisy bar but
| can still hear her perfectly.

"




‘Always on, always
listening’ voice
control solution

(X) ISSUE
To activate voice control on a mebile phone the
user must press a button which means that the
device isn't truly ‘handsfree’. Most existing solutions
rely on the power-hungry application processer
listening far individual Irigger words, but this
drains the battery quickly.

& SOLUTION
Wolfson Ez2 control
Wolfson offers a complete optirum selution for
‘always on, always listening veice control, meaning
there is no need to press a button to activate the
handsfree feature. Wolfson utilises its ulira-low
power technolegy to ensure the power consumption
for this feature is minimal, and five times better than
existing market solutions, extending battery life.

1900

RUNNING LATE

I call Sally from the car to
say lam running late. Luckily
Ican make the call handsfree
with voice control 5o | ¢can
carry on driving.




Capturing live
experiences in
HD Audio quality

(0 ISSUE
Recording using the camera functionena
smartphone can be poor. Microphona noise,
zoam lens neise and wind noise can destroy

the recording and make playback sound terrible.

The high sound pressure levels at live concerts
<an overpower the microphone and distort the
audio recording. These factors combine to
result in stereo recordings appearing mono
when played back.

@ SOLUTION
Wolfson Ez2 record

Wolfsen's solution reduces the audibility

of seli-generated noise fram micraphones,
thereby minimising electrical and acoustic
noise on the microphone signal path. h alse
reduces wind noise artefacts and zoom lens
noise. Wolfson's microphones work at high
sound pressure levels which minimises audio
distortion and atlows true stereo recording.

This results in stereo playback experience
that makes the user feel they are in the front
row of the concert,
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GOT TO RECORD THIS
We have to make sure

we record the concert far
Jamas. He'd love this.

13




Sharing every
moment in pure
HD Audio

() 1SSUE
(ne-to-one video calling in noisy environments
is typically of poor quality due te background
noise making it difficult te held a conversation.
Acoustic echo issues can also resultin a poor
calling experience.

14

(& soLuTioN
Wolfson E22 {acetalk

Walfson's solution makes video calling in neisy
enviranments more engaging by focusing on the
caller’s voice even up to ¢ne metre away using
bearnforming technelogy. It also reduces the
background noise and remeves annoying acoustic
echo artefacts, allowing conversations te last longer
and reducing the number of terminated calls.

2000

GIVE JAMES A CALL
Video call James so he can
experience the great sound
and a bit of the amazing
atrmosphere too, even theugh
it's only on a small screen.




Business Review: Business Description

Wolfson solutions
significantly improve

the user experience in

such consumer electronics
products as mobile phones,
tablet computers, portable
media players, Bluetooth®
headsets, hearing aids,
gaming consoles, digital still
cameras and televisions.

PRINCIPAL ACTIVITIES AND PRODUCTS

Wolfson is a semiconductor company specialising in the
design and supply of high performance audio solutions.
Wolfson plays an essential role in leading consumer
electronics products, converting information from the real
world of analogue signals to the digital domain and back
again. The Company focuses on high performance Audio
Hubs, including High Definition {(HD} Audio Systems-on-
Chip ($oC); noise reduction and sound enhancement
software; Discrete and Power products including Micro-
Electro-Mechanical Systems (MEMS) microphones,

and ultra-low power audio devices to dellver HD Audio
solutions for the consumer electronics market.

The Company has built a strong global reputation in
audio and Wolfson solutions significantly improve the
user experience in such consumer electronics products
as mobile phones, tablet computers, portable media
players, Bluetooth® headsets, hearing aids, gaming
consoles, digital still cameras and televisions.

Woltsan Microslectronica plc: Annual Report and Accounts 2012

Last year, the Company's annual report explained that
Wolfson was in the midst of a major transformation to take
the lead in HD Audio and MEMS microphones. During
2012, a number of activities were progressed including:

8 Wolfson further developed its award-winning
Audio Hubs family with the launch of the world's
first quad core HD Audio SoC;

8 Wolfson progressed its industry-leading MEMS
microphone technology with the launch of the world's
first high performance integrated MEMS microphone;

8 Wolfson transformed from a cormponent company
offering individual integrated circuits, to become an
audio solutions partner of choice, working closely
with customers to deliver complete ‘mouth-to-ear’
HD Audio solutions;

® The Company underwent two process node changes
down from 180nm to 152nm, and down from 90nm
to 65nm; and

8 The Company's supply chain has been successfully
re-engineered.

The consumer electronics industry is global and Wolfson
has a worldwide customer base. Headquartered in
Edinburgh, UK, Wolfson has around 450 employees
working in 12 locations around the world with design,
sales and engineering teams across Europe, North
America, Asia and Australia.

CUSTOMERS AND COMPETITORS

Wolfson’s customers are among the most exacting in the
world with regard to product performance, quality and
supply. Woifson has become a trusted supplier to many of
the world's leading consumer electronics manufacturers
including Alpine, BlackBerry, Epson, Fujitsu, Hewlett-
Packard, Lenovo, LG, Microsoft, Motorola, Nikon,

MNokia, Olympus, Pioneer, Samsung, Sharp and Sony.

In 2012, market penetration increased with new products
taunched from major consumer electronics manufacturers
featuring Wolfson products inside. During the year, a
sfgnificant number of smartphone and tablet computer
manufacturers have been added to Wolfson's list of
valuable customers.

Wolfson's competitors vary by product line and include:

m HD Audlo Hubs: Qualcomm, Texas Instruments,
Yamaha and Cirrus Logic

® MEMS microphones: Knowles, ST Microelectronics
and Analog Devices

8 Power and Discrete: AKM, AMS, Dialog and Maxim
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Business Review {continued)
Businass Description

NEW DEVELOPMENTS

Audic Hubs remain at the heart of Wolfson's business.
This has been fuelled by the explosive growth in the smart
devices market, particularly in smartphones and tablet
computers, as well as the significant growth in the smart
converged devices market including televisions, gaming
consoles and home audio, which are increasingly adopting
a dis-integrated HD Audio architecture. Audio Hubs
continue to offer numerous advantages including:

u  the ability to handle many different audio channels,
enabling a reduction in board space for more
compact, economical and high performance
consumer electronic products

| |ess power consumption; longer battery life;
extended playback

B significantly improved voice communications
which, thanks to Wolfson's noise reduction and
post-processing algorithms, are mare intelligible,
noise-tolerant and higher quality

The Company has strengthened its position as a leader
in Audioc Hubs by introducing the waorld's first quad core
HD Audio $oC. This breakthrough, ultra-low power,
audio solution enables quality voice conversations in
any environment; an outstanding immersive multimedia
experience; audio recordings that sound as though you
are in a recording studio or at a concert; high quality
conference calling and voice recognition and control.

Wolfson's Audio Hubs and HD Audio SoCs are
complemented by the Company's MEMS microphones as
well as its renowned Discrete product portfolio, including
Its Analogue to Digital Converters (ADCs) and Digital to
Analogue Converters (DACs) featuring advanced digital
filtering. In 2012, the Company launched the world’s first
high performance integrated MEMS microphone, featuring
the application-specific Integrated circuit {ASIC) and
transducer integrated in a single silicon chip. The result

is a MEMS microphone solution that is 50% smaller and
25% thinner than any other microphone on the market.

Based on consumer feedback, Wolfson has developed a
comprehensive range of hardware and software products
that deliver HD Audio solutions. These solutions are further
explained in the Strategic Review on page 6.

By combining its HD Audio offerings, Wolfson has
established a complete ‘mouth-to-ear’ solution, uniquely
managing the signal path from end-to-end, enabling
best-in-class audio performance, the highest audio
processing and the lowest power audio use case,

to deliver the most complete and comprehensive

HD Audio solution on the market.

WORLD-CLASS ENGINEERING

The process of integrated circuit development is
demanding and complex and requires substantial creative
input from the engineering teams. As Wolfson tranpsitions
from an analogue to a more digital world, the Company
has built a substantial software engineering team to
develop audio enhancing software products. This teamn
developed the algorithms that provide noise reduction

for both transmit and receive paths and sound
enhancement features.

Wolfson’s world-class engineering team includes
design centres in Edinburgh and Newbury in the UK,
Melbourne in Australia and Yokoharna in Japan.

Wolfson has transitioned from 180nm to 152nm and from
90nm te 65nm process nodes for our integrated circuits.
The benefits of this transition are that the devices become
smaller, more cost effective, use lower power and deliver
higher performance.

At the end of 2012, Wolfson had over 500 granted and
pending patents throughout the world.

SALES, MARKETING AND FIELD ENGINEERING

To maintain its leadership position, Wolfson works closely
with its leading customers to define new technology and
new product roadrmaps that meet both their current and
future needs. These customers are located in key global
markets and so, therefore, are the sales teams, providing
skilled technical and commercial support.

Maost of these offices are equipped with applications
laboratories which are used by both Wolfson and its
customers for new product integration, verification and
solution demonstrations. This ensures closer customer
linkages from product definition through to market launch
and on-going support.

The Company has
strengthened its position as
a leader in Audio Hubs by
introducing the world’s first
quad core HD Audio SoC.

Woltson Microelectronics plc: Annual Repart and Accounts 2012




Business Raview [continued}
Business Desgription

To optimise the
manufacturing operation
and ensure it is cost
competitive, Wolfson
continuously reviews

its supply chain and,

in 2012, the Company
re-engineered its supply
chain to deliver supply
chain excellence and
industry benchmark
performance.

Walfzon Mlcraslectronics ple: Annual Report end Accounts 2012

BUSINESS MODEL

Wolfson’s fabless business model means it outsources all

manufacturing reguirements to silicon wafer foundries and
assembly/test houses. This delivers three distinct benefits:

m Wolfson can stay focussed on its design and
development strengths

® Fixed costs and capita! expenditure are kept low

m |t provides a highly scalable production capability

In addition, to ensure competitive costs and continuity of
supply, Wolfson adopts a multiple vendor model for every
stage of the manufacturing process. Water fabrication is
outsourced to GlobalFoundries in Singapore, MagnaChip
in South Korea, TSMC and UMC in Taiwan, and X-FAB

in Germany. Most assembly and testing of products is
carried out by Amker, ASE, Unisem and SPIL. Wclfson's
distribution hubs in Hong Kong and Malaysia ensure an
efficient supply chain and high customer responsiveness.
Wolfson sells products directly to many Original Equipment
Manufacturer (OEM) customers as well as through
independent distributors. Last year, Wolfscn opened a new
office in Taiwan and recruited a local supply chain support
team. These supply chain improvements have enabled
Wolfson to reduce cycle times and improve quality and
cost competitiveness that customers demand.

To optimise the manufacturing operation and ensure it is
cost competitive, Wolfson continuously reviews its supply
chain and, in 2012, the Company re-engineered its supply
chain to deliver supply chain excellence and industry
benchmark performance in:

@ Exceptional customer quality

® Reduced cycle times to create improved customer
flexibility

® Volume scale to meet the capacity requirements of
customers

& Dual-sourcing capability to ensure flexibility and
continuity of supply

u Cost through advanced leading-edge technology
innovation across the portfolio
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Business Review (continued)
Butiness Dascription

The Company is uniquely
placed to provide multiple
products for the complete
audio chain in consumer
electronics products from
microphone to earpiece
and significantly increase its
average revenue per board.

The Company has taken the following steps to achieve
supply chain excellence:

= Minimised complexity by reducing the dependent
supply chain partners to tier 1 suppliers only

B Ensured each tier 1 supply chain partner demonstrates:
- Available capacity and growth potential to meet

the needs of the Company and its customers

- Industry-leading quality and cycle time
- Technolegy roadmap alignment

B Ensured the supply chain, in terms of wafer fabrication
and outsourced semiconductor assembly and test
(OSAT), is geographically centralised to recduce
cycle time

m Established a new distributicn hub in Hong Kong to
supplement the existing hub in Malaysia and further
reduce cycle time

The aggresslve MEMS microphone ramp to high volume
manufacturing at multiple vendors during the second half
of 2012 put pressure on the Company’s manufacturing
costs. This volume production ramp of MEMS
microphones is now well underway and the capacity

is now in place to cost effectively meet current and
future customer demands.

18

BUSINESS CYCLE

The business strategy, refreshed annually, determines
the technologles and IP building blocks required to

keep Wolfscn ahead of the technology curve, These
technologies and building blocks along with the current
portfolio will be used during customer discussions to
determine the customers' requirements in terms of audio
solutions. These audio solutions typically comprise of
an audio digital signal processor (ADSF), an Audio Hub,
MEMS microphones and software algorithms.

Once these customer requirements are evaluated,

a business case is prepared and submitted to senior
management for approval. The allocation of technical
development resource and budget is the start of the
Wolfson business cycle. The duration of the product design
and development schedule will depend on the complexity
of the device, the need to develop new P and the need to
write any new software algorithms and drivers.

In terms of hardware, the development team will design
a new device and on completion, a manufacturing mask
set is created and the manufacturing process begins.

The first manufacturing run is typically focussed on
creating enough samples for the Wolfson development
teamn to evaluate the success of their design and for
potential customers to evaluate the performance and
suitability of the device. A successiul evaluation will result
in a design-in and Wolfson's solution will become part

of the customer’s new product. Typically, a design-in will
generate two years' of revenue in that new product for
Wolfson.

Since the introduction of the Company's Audio Hub
category of products, the design-in phase is now much
earlier in the customer product cycle. As the Audio Hub or
HD Audic SoC works in tandem with the GPU, the audio
solution is considered at the same time as the CPU is
selected. Additionally, as the Audio Hub is consclidated
as part of the end product architecture, it becomes much
mare difficult for the device and associated software
algorithms to be replaced by a competitor.

On receipt of the first high volume order for the part,

the design-in converts to a design-win as revenue is

now generated. It should be noted that the revenue, as

a percentage of the bill of material (BOM} cost, for the
completed printed circuit board will increase because
the Audio Hub or HD Audio SoC and associated software
seolution is a centre of integration and makes many of

the previously discrete components redundant.

At this point, Wolfson will often start work to design and
develop the next generation device for the future revision
of the customer's product, strving also to increase our
‘share of board’ with complementary Wolfson solutions.
The Company is uniguety placed to provide multiple
products for the complete audio chain in consumer
electronics products from microphone to earpiece and
significantly increase its average revenue per board.

Woltson Microelectronics ple: Annual Report and Accounts 2012




Business Review (continued)
Businass Description

FINANCIAL MODEL

Wolfson enjoys high operational gearing with most
overheads below gross margin relatively fixed. Given the
fabless model, there is a relatively low level of capital
expenditure required. Underlying operating breakeven is
achieved on a turnover of around $190 million. Net working
capital {inventory + debtors - creditors) currently amounts
to around 90 days’ revenue. This model can create healthy
cash generation given that cash flow from increasing
turnover flows vla the high operationa! gearing model into
operating profits, substantially outstripping net working
capital and capital expenditure demands.

Looking forward, until these increases in cash become
more predictable and In order to demonstrate its financial
stability to its high profile customers and suppliers,

the Board of Directors has decided to continue to hold
and then build cash in lieu of distributing dividends or
re-initiating a share buyback programme.

QUALITY AND ENVIRONMENTAL

Wolfson is a semiconductor company specialising in the
design and supply of high performance audio solutions
which meet the high quality standards expected by its
customers in a manner consistent with industry-recognised
environmental and ethical standards. Wolfson is certified
to BS EN ISO 9001: 2008, BS EN ISO 14001: 2004 and is

a Sony Green Partner.

Wolfson seeks to exceed its customer expectations by the
adoption of internationally-recognised quality standards
and has a policy of continuous imprevement in every
aspect of its business, Wolfson has a fully integrated

Six Sigma programme as part of this continuous
Improvement policy.

Quality of deslgn and manufacturing is of paramount
importance to Woifson and its customers. The performance
of each device is optimised as part of the rigorous design and
development process and qualified through accelerated life
testing, in line with internationally-recognised standards to
ensure reliable and economic manufacturabllity.

RISKS AND UNCERTAINTIES

The transformation of the Company has brought new,
short-term rigsks such as more complex products, longer
design cycles, and new customer targets. However,
these are deemed essential to Wolfson's longer term
success. Risk also remains due to the highly competitive,
|P-intensive, fast-moving nature of the electronics industry.
These risks are continuously assessed and factored into
the Company strategy and operation by both the Board
and the management team. These are further detailed in
the Operating and Financial Review (see further details
from page 24 to 33). :

Wolfson Microelectronics plc: Annual Report and Accounts 2012

To maintain its leadership
position, Wolfson works
closely with its leading
customers to define new
technology and new product
roadmaps that meet both
their current and future
needs. These customers
are located in key global
markets and so, therefore,
are the sales teams,
providing skilled technical
and commercial support.




Operating and Financial Review

Segmental Performance

AUDIO HUBS PRODUCTS

The Company focuses on high performance Audio
Hubs, including High Definition (HD} Audio System-on-
Chip (SoC), noise reduction and sound enhancement
software. Revenues at $134.1m in 2012 accounted for
75% of Company revenue (2011: 67%) and increased
by 27% in the year from $105.4m in 2011 {as shown

in the chart on page 21). Within this segment, Audio
Hubs sold into mobile applications increased by almost
60% whilst Audio Hubs in non-mobile applications fell
by 12%, reflecting the strong growth in smartphones
and tablet computars, but weaker demand in most
other application markets.

Gross margin for this reportable segment fell to
46.6% in 2012 from 49.8% in 2011, reflacting the
product mix in 2012,

Revenue increased by 15%
to $179.7m (2011: $156.9m),
with a decline of 11% in the
first half of 2012, followed
by strong growth of 41%

in the second half of the
year, compared to the
same periods in 2011.

DISCRETE AND POWER PRODUCTS

This segment comprises simpler audic products (ADCs,
DACs), power management integrated circuits, imaging
parts and MEMS microphones. Revenues at $45.5m in
2012 accounted for 25% of Company revenue (2011: 32%)
and declined by 11% in the year from $50.9m in 2011.
Within this segment, MEMS micrephones grew tenfold,
albeit from a very small base, to revenue of $5.2m. In

Q4 2012, MEMS microphones accounted for 6% of total
Company revenues compared to less than 1% in Q1 2012,
The other components of this segment suffered from

lack of differentiation and the weakness in the general
consumer electronics market and, excluding MEMS
microphones, fell in the year by 20%.

Gross margin for this reportable segment increased
to 47.5% in 2012 from 45.8% in 2011, helping to partly
offset the fall in revenues.

OTHER PRODUCTS

Other Products comprises the sale of complete
headset products and royalties thereon, This segment
is fundamentally different from the other segments

as it relates to sales of finished consumer products
rather than the sale of integrated circuit components.
Revenues in both 2012 and 2011 represented less
than 1% of Company revenues.

Wolfson Microslsctronics ple: Annual Report and Accounts 2012




©Operating end Financlal Review (continued)

% ANNUAL REVENUE BY OPERATING SEGMENT

— 25.30%
0.10%

202

8l AudioHubs B Discrete & Power Products M Other operating segment

Financial Reporting

The Group and the Company financial statements have been prepared in accordance with Internaticnal Financial
Reporting Standards and its interpretations as adopted by the European Union (‘adopted IFRS’).

Financial Review

The financial results of the Group for the 52 week period ended 30 December 2012 are summarised in the table below.
The consclidated income statement for the period is on page 76.

Financia! highlights are also included in some of the charts on page 1.

52 week 52 waek
period ended period anded
30 December 2012 1 January 2012
% of % of
$m revenue $m revenue
Revenue 179.7 156.9
Gross profit (IFRS) 84.2 46.9% 70.2 44.7%
Exceptional charge - - 5.9 3.8%
Gross profit (Underlying) 84.2 46.9% 761 48.5%
Overheads
Research & Development expenses (51.1) 29% (47.3) 0%
Distribution and selling costs (23.3} 13% (23.4) 15%
Administrative expenses {i2.7) 7% (12.9) 8%
Underlying* cperating loss (2.9) -2% (7.5) -5%
Share-based compensation charges 3.3 2% (3.6) 2%
Amortisation charges (.7 1% (5.5) 4%
Exceptional items:
- recognised in cost of sales - - 5.9) 4%
- recognised in overheads - - (3.5) 2%
- pension (past service cost)/curtaiment gain {1.4) 1% 1.8 -1%
Operating loss (9.3) -5% {24.2) -15%
Net financing (expense)/income 0.1) 0.1
Loss before tax {9.4} 5% (24.1) -15%
Income tax credit 3.3 6.2
Loss after tax (6.1} -3% (17.9) -11%
Basic and diluted loss per share (cents) (8.2} (15.4)
Underlying diluted loss per share (cents) (1.0} 4.9
Average £/ exchange rate (3: £1) 1.55 1.60

*Undarlying results exclude: charges tor the amortisation ot acquired intangible assets {2012: $1.7m; 2011: $5.5m) and share-based compensation charges, including
associated payroll taxes (20012: $3.3m: 2011: $3.6m). Also, in 2012, an exceptlonal charge of $1.4m is excluded (2011: net axceptional charges totalling $7.6m are
excluded), The term *undertying” i3 not defined in IFRS and thergfore may not be comparable with similarly titted maasures reported by other companies. Underlying
measures are not intended as a substitute for, or & superior measura to, IFRS measures. Reconciliations of underlying measuras to IFRS measures for operating
expenses and operating loss in respect of each period are provided in the tables on page 22,
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Operating and F lal {continued)

OPERATING EXPENSES: RECONCILIATION FROM UNDERLYING TO IFRS

Share-based
compansation Amaortisation
{including of acquired

assoclated intangible Exceptionat
Underlying  payrcll taxes) assats ftems IFRS
52 weeks ended 30 December 2012 $im $m $m m $m
Distribution and gelling costs {23.3) (0.6} - - {23.9)
Research & Development expenses {51.1) (2.4} N - (54.9)
Administrative expenses 2.7 {0.6) - - {13.3)
Past service cost on defined benefit plan - - - {1.4) (1.4)
{87.1) (3.3) {1.7) {1.4) (93.5)
52 weeks ended 1 January 2012
Distribution and selling costs (23.4) (1.0) - (1.9) (26.3)
Research & Davelopment expenses {47.3) (2.0) (5.5) (1.5) (56.3)
Administrative expenses {12.9) {0.6) - 0.1 {13.6)
Curtailment gain on defined benefit plan - - - 1.8 1.8
(83.6) 3.6) (5.5) {1.7) (94.4)
OPERATING LOSS: RECONCILIATION FROM UNDERLYING TO IFRS
52 weeks 52 weeks
ended ended
30 Dacamber 1 January
2012 202
$m $m
Underlying operating loss (2.9) (7.5)
Share-based compensation and related payroll taxes {3.3) (3.6)
Amortisation of acquired intangible assets 1.7 (5.5)
Exceptional items (1.4) (7.6}
Operating toss (IFRS) (9.3) (24.2)

REVENUE

Company revenue increased by 15% to $179.7m {2011: $156.9m), with a decline of 11% in the first half of 2012,
followed by strong growth of 41% in the second half of the year, compared to the same periods in 2011. As explained
in the Segmental Performance section on page 20, this is the net result of strong growth in Audio Hubs and MEMS
microphones, offset to some extent by weakness in Discrete and Power products. The largest customer in 2012
represented 32% of revenue (2011: 16%).

GROSS PROFIT

Company gross profit in 2012 was $84.2m, up 11% from the previous year (2011: $76.1m, before exceptional charges).
Gross margin fell to 46.9% from 48.5% (before exceptional charges) in 2011, primarily impacted by product mix, delays
in gualification of a lower ¢cost manufacturing source for a high volume product, plus costs associated with the steep
production ramp of the MEMS microphone product line. These effects are expected to reverse as 2013 progresses, with
gross margin recovering strongly in the second half towards traditional levels as mix swings towards more value-added
products, the lower cost manufacturing source is qualified and MEMS microphone production reaches economic scale.

OPERATING EXPENSES

Total underlying overheads, excluding amortisation of acquired intangibles, share-based compensation charges (and
associated payroll taxes) and exceptional charge amounted to $87.1m in 2012, compared to $83.6m (before exceptional
charges) in 2011, an increase of $3.5m. Of this increase, $2.1m relates to the full year costs of Dynamic Hearing acquired
on 30 September 2011. The individual overhead categories are explained further in the following paragraphs,
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©Cperating and Financial Review {continued)

The Company's cantinuous investment in research
and developrnent and best-in-class engineering tools
is imperative to Wolfson's growth strategy and long-
term competitiveness. Expenditure on research and
development, excluding charges such as amortisation
and share-based compensation charges, increased

by 8% to $51.1m or 29% of revenue (2011: $47.3m or
30% of revenue). The increase in this category of costs
of $3.8m in 2012 primarily reflects the greater complexity
of the products now being designed by the Company,
resulting in higher mask costs on lower technology
node tape-outs, software and subcontract DSP costs
relating to these newer products and the full year
impact of research and development costs incurred

by Dynamic Hearing.

Distribution and selling expenses, excluding share-based
compensation charges, were broadly flat at $23.3m or 13%
of revenue (2011: $23.4m or 15% of revenue). This results
from higher freight and packaging costs, associated with
the increased revenues, offset by supply chain efficiencies.

Administrative expenses, excluding share-based
compensation charges, were marginally lower in 2012, at
$12.7m or 7% of revenue (2011: $12.9m or 8% of revenue).

OPERATING LOSS

Underlying operating loss was $2.9m (before exceptional
charge), compared to a loss of $7.5m in 2011 before
exceptional charges.

Share-based compensation charges, calculated in
accordance with IFRS 2, and associated payroll taxes
amounted to $3.3m in 2012, compared to $3.6m in 2011.
The decrease reflects new share-based awards in 2012
being offset by a credit of $2.2m recognised in respect
of the lapsing of 2010 executive long-term incentive plan
awards due to the non-market performance conditions
not being achieved. Based on the share price as at 28
December 2012 and planned share-based awards for
2013, the share-based compensation charge in 2013,
Including the associated payroll taxes, is estimated to
be approximately $6m, slightly second-half weighted.

Total intangible asset amortisation charges recognised
in 2012 in respect of the 2007 acquisitions, and on

the Dynamic Hearing acquisition, amounted to $1.7m
{2011: $5.5m). The charge for 2013, relating primarily
to the Dynamic Hearing acquisition, is expected to

be $1.4m, spread evenly through the year.

Wolfson Mlcroelectronics ple: Annual Repart and Accounts 2012

There was an exceptional charge in 2012 of $1.4m for
the estimated cost of the enhanced transfer value offer
in respect of the Company’s defined benefit pension
scheme. Exceptional charges in 2011 totalled a net of
$7.6m for restructuring and an inventory write-down,
net of a curtailment gain of $1.8m on the defined benefit
pension scherne. The IFRS operating loss was $9.3m

in 2012 (2011: $24.2m loss).

Financial income amounted to $1.4m, with finance expenses
of $1.5m, resulting in net finance expense in 2012 of $0.1m
{2011: $0.1m income). These sums include non-cash income
and expenses assaciated with the defined benefit pension
scheme and notional interest on the acquisition deferred
consideration. The net interest income, in cash terms,

was $0.2m (2011:$0.2m).

TAXATION

The total etfective tax rate was 35% credit (2011: 25.6%
credit), primarily reflecting the benefit from additional
allowances on research and development expenditure,
offset by certain expenses which are not deductible for tax
purposes. The effective tax rate in 2043 will benefit from the
introduction of the UK Patent Box regime from 1 April 2013.

CASH FLOW & BALANCE SHEET
SUMMARISED CONSOLIDATED CASH FLOW

2012 2011
52 weeks endad 30 December 2012 $m $m
Loss before tax (after exceptional items) {9.4) {24.1)
Depreciation & ameortisation 9.3 13.7
Net finance expense/{income} 01 {0.1)
Earnings/{loss) before interest, tax, 0.2 {10.5)
depreciation and amortisation
Share-based compensation charge 26 41
Change in working capital:
- {increase)/decrease in inventories/raceivables  (10.1) 4.2

- increase/(decrease) in payables/provisions 10.6 {18.9)
Pension curtailment gain - (1.8
Payments to defined benefit pension scheme - {4.5)
Foreign exchange (0.3} 0.2
Income taxes paid - (0.3}
Nat cash flow from operating activities 3.0 (27.5)
Capital expenditure 6.1} 6.5}
Free cash flow {3.1) (34.0)
Purchage of shares by employea share trust - (5.4)
Proceeds from new issug shares 0.6 o7
Deferred consideration/acquisition of subsidiary (3.2} [ER))]
Interest received 0.2 0.2
Foreign exchange gains/{losses) 0.1 0.1
Net cash outflow (5.4 {43.7)
Opening cash balances” 53.4 97.1
Closing cash balances* 48.0 53.4
“Includes cash and cash equivalents and short-term deposit balances
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Op Ing and Fi lal Review {

Cash and short-term deposits amounted to $48.0m
at 30 December 2012 {1 January 2012; $53 4m).

Net cash inflow from operating activities was $3.0m
(2011: $27.5m outflow), driven by the improved trading
performance and total working capital remaining
broadly flat.

The Company paid $3.2m (2011: $0.8m) for deferred
consideration as milestones were achieved on the 2007
acquisition of Sonaptic {ANC) and further payments

are expected in 2013 as milestones are met.

Cash outflow on capital expenditure amounted to
$6.1m (2011: $6.5m) and relates primarily to software
licenses and IT eguipment.

The value of inventory held at 30 December 2012 was
$24.7m or 65 days inventory (1 January 2012: $22.9m

or 103 days inventory). It is anticipated that inventory
levels will be in the range of 70 to 100 days in 2013 in
order to meet fluctuations in demand. Trade receivables
amounted to $33.9m or 49 days sales outstanding at

30 December 2012 (1 January 2012: $25.9m or 51 days
sales outstanding). It is expected that the number of days
sales outstanding will average around 50 in 2013. Trade
payables at 30 December 2012 amounted to $24.3m or
52 days purchases {1 January 2012: $16.5m or 53 days
purchases). t is anticipated that the number of days
purchases will average arcund 50 in 2013.

TREASURY AND FOREIGN EXCHANGE

Nearty all revenue and cost of goods sold are denominated
in US dollars, so there is a natural and effective hedge
down to the gross margin level. However, approximately
two-thirds of operating costs are denominated In Sterling,
and this represents a structural currency exposure derived
from the UK base of the Company. During 2012, there was
currency hedging in place throughout the year, ranging
from three to twelve months forward in time, with an
average rate over the year of $1.545 to £1 (2011: $1.60 to
£1). It is estimated that during 2012 and going into 2013,
every one cent decrease in the US dollar/Sterling exchange
rate (i.e. weakening of Sterling) has the effect of decreasing
the Company's overheads and increasing operating profit
by $300,000 con an annualised basis. To give some short-
term certainty, the majority of the Sterling-dominated
overheads for all of 2013 have been hedged at an average
rate of $1.60 to £1, resulting in an increased overheads cost
of $1.7m in 2013 over 2012 purely due to exchange rates.

SHARE REPURCHASES

Only a very small quantity of shares (1,981 shares in the
Company) were purchased in 2012 by one of the employee
share trusts in relation to employee share-based awards
(2011: 1,422,545 ordinary shares in the Company were
purchased by the employee trust at a cost of $5.4m). This
employee share trust is likely to make further purchases of
shares in the Company going forward to satisfy employee
share-based awards and in order to minimise the dilution
impact of those share-based awards, however this is
unlikely to be before 2014,

DEFINED BENEFIT PENSION SCHEME

During the year no payments were made Into the closed
defined benefit pension scheme (2011: $4.5m contributions
were paid by the Company into the Scheme). As at 30
December 2012 the Company was in the middle of an
Enhanced Transfer Value (ETV) offer to the 83 deferred
members of the schemne and that offer closes in mid
February 2013. An exceptional charge of $1.4m has been
estimated and recognised in the 2012 financial statements
of the Group and Company based on the estimated take
up of the ETV offer; this will be adjusted to the final figure
inthe 2013 financial statements. A cash payment by the
Company into the Scheme of around $1.6m is scheduled
for the first quarter of 2013 in respect of this ETV exercise.

Risks and uncertainties

The constant review of risk and the risk profile of the
business against the corresponding business opportunities
are considered, within Wolfson, to be a fundamental
responsibility of management. However, in addition

and as a safeguard, the Company has put in place

formal processes for the identification and, where possible,
the management and/or mitigation of significant risks.

In 2012, Wolfson conducted its formal risk management
review processes in a manner similar to that adopted

in 2010 and in 2011. Flowing from the annual strategic
review, an updated risk register was generated by

the senior management team, designed to align the
strategy propositions with the corresponding risks;

this reflected both a bottom up and top down analysis

of opportunities and related risks. This updated risk
register was reviewed at Audit Committee and at full

Board level, and formally adopted.

The risk register is reviewed regularly by the senior
management team and pertinent issues arising are
reported back te the Board and/or Audit Committee to
ensure the Directors are aware of any change in profile
and other relevant matters. Details on the identification
and management of risks are also Included on pages
50 to 52 in the Corporate Governance statement,
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Operating and Financial Review (continued)

PRINCIPAL RISKS

For 2013 the main priority for the business is the continued
focus on the transformation programme, successful
completion of which should completely change the scale
of opportunity available to Wolfson. it is accepted that

this strategy of itself has Increased the overall risk and
opportunity profile of the business for the reasons outlined
in the Strategic Update section of the Business Review

{on pages 4 to 8). The main factors which might damage
achisvernent of the Company’s ambition or its ability to
optimise its opportunities may be summarised thus, along
with an overview of the Company's main responses and
mitigating activities (which are further explained in the
Business Review on pages 4 to 19) to address these risks:-

RISK
® Failure to execute successfully any of the 3 core strands
of the transformation strategy being:

a. The key development programmes of HD Audio
Hubs and integrated MEMS microphones;

b. Achieving the status of approved strategic partner
and winning the high profile design slots with
sufficient major customers {those producing
smartphones and tablets in particular);

¢. Managing the skills transition and being able to
attract sufficient top calibre software enginsers.

RESPONSE/MITIGATING ACTIVITIES

a. These programmes build on and complement Wolfscn's
expertise and experience in audio technology and
address emerging technology transitions which
are evident in the evolution of partable consumer
electronics devices — currently smartphones and
tablet computers. As reported in the Business Review:
Strategic Update section on pages 4 to 8, the Company
Is making progress with its transformation strategy
and has launched HD Audio Hubs products and an
integrated MEMS microphone product in 2012, The
further key technology and product development
programmes in these product groups have significant
focus for the whole Company and progress with
product design and development schedules are
closely monitored. The related risks of: new product
specification and introductions; executing new products
on schedule and technolegical advance are explained
on pages 27 and 28.

Waolfson Microelectronics ple: Annual Report and Accounts 2012

b. The Company is uniguely placed to provide multiple
products for the complete audio chain in consumer
electronics products from microphone to eamlece.
Wolfson's technical leadership position in HD Audio
Hubs and audio sclutions have facilitated the strong
design-in performance for the Company’s products in
2012, as described on page 7. However it is important
to ensure that Wolfson continues to work closely with
its leading customers and potential customers to define
new technology and new product roadmaps that meet
both their current and future needs. The relationships
which centinue to be developed with key customers
help Wolfson to be responsive to customers’ current
and future requirements. These customers are located
in key global markets and so, therefore, are the sales
teams, providing skilled technical and commergial
support.

c. As described in the ‘Organisation and People’ section
on pages 52 and 53, Wolfson has various initiatives and
policies with the aim of developing the skills, experience
and performance of employees in line with the
technological developments of the Company. Wolfson
has built a software engineering team to develop audio
enhancing software products and this team has been
significantly strengthened by the integration of Dynamic
Hearing following its acquisition by Wolfson towards the
end of 2011, The Company is attracting appropriately
skilled and experienced software engineers in view of
the Wolfson's technology credentials and opportunities
facing the Company within the fast moving, technology
driven markets within which the Company and its
customers operate.

RISK

® Maijor litigation, particularly claims of patent
infringement, managing to derail any of the core
developments or affecting customer confidence
in Wolfson as a supplier.

RESPONSE/MITIGATING ACTIVITIES

The Board recognises the importance of instilling and
maintaining a strong intellectual property protection
programme. Wolfson owns many patents and has several
patent applications pending. The Company has an
Intellectual Property ('iP") Steering Committee in place to
monitor and manage IP-related matters. The Committee
aims to ensure a robust defence and approach on [P
across the Company's technologies. The Audit Committee
and the Board receives reports from this Committee.




Operating and Financlal Review (continuad)

RISK

® Being outgunned by competiters either on development
of leading technologies or in the strategic engagement
with major customers.

RESPONSE/MITIGATING ACTIVITIES

Since the introduction of the Company’s Audio Hub
category of products, the design-in phase is now much
earlier in the customer product cycle. As the Audic Hub or
HO Audio SoC works in tandem with the central processing
unit (CPU), the audio solution is considered at the same
time as the CPU is selected. Additionally, as the Audio Hub
is consolidated as part of the end product architecture, it
becomes much more difficult for the device and associated
software algorithmns to be replaced by a competitor.

The Gompany operatas in competitive global markets
which are subject to fast-paced technology advances.
Wollson has invested, and continues to invest, significant
resources in research and development activities to further
advance, enhance and develop its portfoiio of products
which aim to be technology-leading and differentiated.
Standard products may involve greater risk of competitive
pricing, loss of slots, inventory management risks
compared to differentiated products. Therefore Wolfson's
increasing portfolio of products which offer differentiating
features and solutions help to reduce the extent of some
of those risks. It is recognised that Wolfson’s ability to
cempete successfully depends on factors both within
and outside the Company’s control, including: effective
and timely development of new products (refer to page
27); product perfarmance, specification and quality
(pages 27 to 33); achieving advances in technology

which anticipate and address customer requirements;
pricing; technical support; customer service; industry

and general macroeconomic trends.

RISK
B Product quality issues leading to loss of reputation
with customers and/or product recalls.

RESPONSE/MITIGATING ACTIVITIES

Wolfson has in place quality control and other operational
procedures to mitigate this risk. These include, but

are not limited to: product design and development
procedures and rmanufacturing quality procedures and
controls. Quality of design and manufacturing is of
paramount importance to Woltson and its customers.
The performance of each device is optimised as part
of the rigorous design and development process and
qualified through accelerated life testing, in line with
internationally recognised standards to ensure reliable
and economic manufacturability. The supply chain
re-engineering programme, as outlined on pages

17 and 18, has further enhanced quality metrics

and Wolfson has initiated a Six Sigma programme

as part of continuous improvement policy throughout
the business.

RISK

®  Supply chain capacity becoming a limiting factor; this
could arise from natural disaster {e.g. Japan tsunami)
or simply demand cutstripping supply and Wolfson's
subcontracted manufacturing capacity being squeezed
resulting In higher prices (lower gross margin) or supply
shortages.

RESPONSE/MITIGATING ACTIVITIES

The Company’s fabless business model presents
advantages (as described on page 17) and risks (as
described on page 30). Wolfson re-engineered Its supply
chain in 2012 which provides several improvements
including dual-sourcing capability to ensure flexibility

and continuity of supply. Capacity at the manufacturing
suppliers’ sites and across the industry in general is

kept under regular review by management. Most of the
Company's main manufacturing suppliers operate from
various sites and in more than one country and therefore
there is considered to be more opportunity to adequately
address manufacturing capacity Issues if they arise. Other
relevant mitigating activities include inventory management
procedures and supply chain business continuity plans
are kept under review. Management maintain regular
monitoring of matters which may have the potential to
impact capacity and/or continuity of supply within the
supply chain and report on such matters to the senior
management team and to the Board.

THE FULL COMPLEMENT OF RISKS

The complete list of possible risks can be categorised

into 3 parts:

I. specific to Wolfson's strategy and positioning
within its industry;

il. generic to the industry in which the Company

operates; and

general risks with the potential for affecting virtually

all companies in some way (e.g. bird flu pandemic).

Also, some of the risks might be considered as ‘near term’
{with potential impact over the next 12 months or so) and
others as 'long term' (that could affect the fundamental
value of the business).

The principal risks articulated above concentrate mainly on
category i. what follows is the output from the Company's
risk register concentrating more on categories li. and, to a
lesser extent, category iii.
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Operating and Financial Review (continued}

RISK AREA

New product
specification and
introductions

POTENTIAL IMPACT

Specifying and then designing the correct
products is fundamental to the success

of the Company. These are particularly
important management considerations for
2013. Customers tend to have set design
windows that must be met for a product to
be selected, and missing these windows
through being late or not meeting the
required specification can result in being
excluded from an entire end consumer
product cycle. The average design cycle
for the Company's products can take 18
months or longer to complete and achieve
volume production; therefore missing a
cycle can take more than two years to
recover. This long design cycle, coupled
with limited customer visibility as to the
commercial success of its own products
before taking account of uncertainties over
customers® future requirements and plans,
makes forecasting product demand and the
timing of that demand difficult. There are
also inharent risks in lengthy design cycles
including risk of future design loss to a
compaetitor, risk of canceliation and limited
uptake for new products.

OUR RESPONSE/MITIGATION

Working with customers to understand their
strategies and changing needs. As explained
on page 16, Welfson works closely with
customers to define new technology and
new product roadmaps that aim to meet
both their current and future needs. Wolfson
has sales teams and applications engineers
in the key geographical areas, where
customers are located, providing skilled
technical and commercial support.

Before any investment is made towards the
design and development of a new product,
a thorough review of the business case for
the product or solution is conducted by
the Company.

Customaers’ end product launch schedules
are built into Wolfson's product portiolio
planning to ensure that Wolfson’s product
development activities produce the right
products at the right time which customers
require for their new end products.

Executing new
products on
schedule

The challenge to execute product
development projects on time is more
important than ever. Wolfson's Audio MHub
products have significantly higher complexity
{with combined analogue plus digital
integrated circuits and related software} and
this has therefore increased the Company’s
need to continuously improve its design
pracass, tools and project management

in order to complete critical new product
developments on time.

Project management professionals oversee
and coordinate product development
projects. Product development projects
follow a phase review process with defined
project gates whereby specified criteria
must be satisfied before the gate is passed.
There is extansive product development
project milestone monitoring in place.

In addition there are business scorecard
metrics which are assessed each month
based on achievement of key project
milestones by planned dates.

Woltson Microelectronics plc; Annuat Report and Accounts 2012

2t




Qperating and Financial Review (continued)

RISK AREA

Technological

POTENTIAL IMPACT

Wolfson’s business is technology-intensive

OUR RESPONSE/MITIGATION

Wolfson invests heavily in research and

advance and, by nature, fast-rmoving. Rapid progress development activities, including industry

in microelectronics continues unabated. leading design tools, which are aligned
By definition, Wolfson is thereby exposed to the product roadmap.
as a matter of course to the threat of As the Company's products transition
obsolescence, whether in the tools by which f d p. Y o P I t0 a high
it designs products, the processes on which rom prg °’“‘"‘?’E Yy analogue 1o a higner
. " L proportion of digital and software content,
it builds products, the systems by which it Walfson has r nded by buildi
tests products, or the end-devices intoc which olison has »espc'v ed by bullding a
. . - software engineering team to develop
it sells products, Wolfson invests heavily in " . .

audio enhancing software algerithms to
research and davelopment to keep pace, run on its Audio Hub family of products
but this expenditure must be well-aimed yere ’
and well-executed to benefit the Company The Company conducts close monitoring
fully and differentiate its solutions for of industry news, trends and developments
custormers. Failure in any of these respects and the competitive environment.
could degrade significantly the Company’s
business, as well as technical, performance
and prospects.

Increased Wolfson sees the continued momentumn The disintegration of the audio function

dependence on
the Audio Hub
strategy

behind Audio Hubs to be critical to its
success going forward (as explained in
the Strategic Update on pages 4 to 8).
Continuation of the trend to dis-integrate
audio and related functions from the main
applications processor will be key to
Wolfson's success.

from application processors in consumer
products, particularly smartphones and
tablet computers, to stand-alone audio
devices is becoming increasingly pervasive.
This audio dis-integration trend is happening
fastest in smartphones and tablet computers
where currently most of the top ten selling
smartphones and tablet computers have
dis-integrated audio architectures. Wolfson
expects this trend to extend to other mobile
phone product tiers and consumer glectronic
applications over the next few years. This is
driving a fast emerging market for stand-
alone devices like Wolfson Audio Hubs that is
expoected to grow as described on page 5.

Winning the right
design-ins at
customers and
being considered
credible as a long
term partner,
technologically

The Company's sales success is dependent
on first winning design-Ins within customers’
own products. The sales team must identify
opportunities for design-ins early, convince
the customer that the Wolfson product is
better than the competition and support the
customer as technical issues are resolved
during the run up to the customer’s mass
production. The time from design-in to
volume production of the custcmer's
preduct, and therefore of sales revenue for
Wolfson, can vary from a few months to
over a year. Thereafter there is an inevitable
reliance on the commercial success of those
{customer) products into which Wolfson has
been dasigned.

The Company's strong design-in performance
continued in 2012, as explained on pages

6 and 7 of the Business Review. Wolfson is
securing an increasing number of design-ins
of multiple Wolfson products into single end
consumer products, enhancing its ‘value share
of board’ of these end products, particularly
in smartphones and tablet computers.

The Company is uniquely ptaced to provide
multiple products for tha cornplete audio
chain in consumer electronics products.
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Operating and Financlal Revlew (continued)

RISK AREA POTENTIAL IMPACT CUR RESPONSE/MITIGATION
Dependence on The Company’s future success relies on the Consumers are demanding great audio in
the growth of growth of the digital consumer electronics their portable electronic devices. This is
the consumer market and the successful adoption by driving: high growth markets where Wolfson
electronics customers of its integrated circuits in their has leading products and technology; and
market products. The future size of the digital audic, | dis-integrated audio is making slots much
portable devices, digital imaging markets, maore ‘winnable’ and valuable for Wolfson.
and other potential markets, is uncertain The Company is focusing on high growth
and depends on a number of factors, all of segments within consumer electronics
which are beyond the Company's control. {smartphones and tablet computers).
The failure of these markets to develop as Despite the challengi lobal .
generally expected would, in all likelihood, espite the challenging glo 'a econornlc
have a material adverse effect on the environment, the Company is benefiting from
. ] o the effects of three technology transitions:
business, financial condition and results disintegration of the audio function from
of the Company’s operations. o A
application processors in consumer
In addition, the Company's future products; the increasing number of use
success is also dependent on the cases for high quality audio in smart devices
success of its customers in their related such as smartphones and tablets (and
markets. Reduced uptake by consumers potential opportunities to trickle down into
of products from the Company’s end other consumer electronic products); and the
customers could also have a material industry transition from ECM microphones to
adverse effect on the Company's business, MEMS microphones.
financial condition and operating results.
Customer The Company supplies products to a New products are sampled across a range of
dependence range of companies. The Company seeks current and potential customers to ensure no

continually to expand its customer base
and customer mix. However, one or a
small number of customers may becormne
responsible for a significant proportion of
the Company's sales. Rapid variation of
such customers’ demand could then
significantly affect the Company's revenues.
The largest customer in 2012 accounted
for 32% of revenue (2011: 16%), with the
top 10 customers accounting for 75%

of revenue in 2012 (2011: 65%)} and the
top 20 customers accounting for 90%

of revenue in 2012 (2011: 81%).

Moreover, the reliance on a relatively small
number of large globat customers means
that the Company's reputation for meeting
development cbligations, producing guality
products and achieving delivery timescales
are crucial. Significant failings in any of
these areas could cause serious and long
lasting damage to Wolfson’s reputation

and relationships.

single product/single customer dependence.
In addition, the Company aims to grow
business across each customer account
and across multiple applications in these
accounts, thereby reducing dependency

on any individual slot.
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Operating and Financtal Review (continued)

RISK AREA

Competitors

POTENTIAL IMPACT

The markets in which the Company operates
are very competitive and are characterised
by rapid technological change and evolving
standards. Many of the Company’s
competitors are larger in size, have greater
financial, marketing and/or technical
resources, a longer trading history, ability

to offer bundled deals and larger installed
customer bases. As a resutt, they may devote
greater resources to the development,
promotion and sale of their products than the
Company can. These factors may prevent
the Company from competing successfully
against current or future competitors.

OUR RESPONSE/MITIGATION

As Wolfson's Audic Hub devices are
consolidated as part of the end product
architecture, it becomes much more difficult
for the device and associated software
algorithms to be replaced by a competitor.

The specifications of the Company's MEMS
microphone products are class-leading.

The Company conducts regular monitoring
of the competitive landscape for the markets
in which the Company operates.

Fabless business
model

The Company does not have its own
manufacturing facilities. As a result,

the Company’s business model is less
capital intensive. The Company usaes
GLOBALFOUNDRIES, MagnaChip
Semiconductor, TSMC, UMC and X-FAB

for the manufacture of most of its silicon
wafers and Amkor, ASE, Unisem and SPIL
for major test and assembly services. The
Company is reliant on these independent
suppliers to provide the required capacity to
manulfacture, assemble and tast its products
and to provide high quality products on time.

The Company maintains an internal
manufacturing support group which directs
preduct supply, helps ensure a high level
of quality and reliability and works with the
walfer foundries and production assembly
and test suppliers to resolve any issues.

To mitigate the risk of loss of supply from

a manufacturer ceasing business, ora
temporary disruption affecting supplies,

a number of contingency plans have been
put in place, including: a multi-vendor model
for each stage of the manufacturing process;
carrying additional buffer inventories; and
second-sourcing higher volume parts.
Regular senior management meetings are
also held with these suppliers to ensure the
Company is kept up-to-date with current
trading and liquidity issues, if any, within
the supply chain. To further mitigate this
risk, additional capacity has been added
through the recent qualification of new
suppliers as part of the Company's

supply chain re-engineering process,

as described on pages 17 and 18.
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Operating and Financial Review (continued)

RISK AREA

Infringement
of third party
intellectual
property rights

POTENTIAL IMPACT

The semiconductor industry is characterised
by cross-licensing and freguent litigation
regarding patent and other intellectual
property rights. Given the degree to which
success in the Audio Hubs and MEMS
microphone markets could displace
incumbent vendors, the potential for
disruptive litigation is increased. Wolfson
believes its innovative intellectual property,
much of which is subject to patent
applications, is well protected but the risk

of attack stilt remains. The Company has
provided certain indemnification protections
to some of its customers in respect of any
alleged infringement of third party intellectual
property rights by its products. Claims
against the Company could adversely

affect its ability to market and sell its
products and seriously harm its operating
rasults. In addition, the defence of such
claims could result in significant costs

and divert the attention of the Company's
axacutives and technical persennel from
their day to day work,

OUR RESPONSE/MITIGATION

Key elements of Wolfson's innovative
intellectual property are subject to
granted patents or patent applications.

The Company has an Intellectua! Property
('IP"} Steering Committee in place to monitor
and manage |P-related matters. The
Committee aims to ensure a robust defence
and approach on [P across the Company’s
tachnologies. The Audit Committee and
Board receive reports from this Committee.

Personnel

The Company relies on the ability to hire
and retain appropriately qualified statf who
provide the expertise and experience critical
to its business and the implementation of
its strategy. There is intense competition

for qualified personnel in the semiconductor
industry and, frorn time to time, the Company
experiences difficulty in locating candidates
in the relevant country with appropriate
qualifications and experience. Building the
Company's software resources to mest

the ever increasing demand for sound
enhancement featurss is fundamental

to achieving our aims, The Company

enters into employment contracts with its
personnel but thers is no assurance that

it will be able to continue to hire and retain
appropriately qualified personnel. The loss
of tha service of, or failure to recruit

in a timely manner, key technical and
management personne! (or teams) would
adversely impact the Company’s product
development programmes and could

have a material adverse effect on its
performance and future growth.

The ‘Organisation and People’ section
on pages 52 and 53 describes Wolfson's
policies which are relevant to addressing
this risk.
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Oparating and Financlal Review (continued)

RISK AREA

Catastrophic
failure of end-

POTENTIAL IMPACT

The Company supplies components
primarily into consumer electronic products.

OUR RESPONSE/MITIGATION

To reduce this risk the Company operates
rigorous procedures and controls on the

user device Many of the major consumer brands require design, manufacture, testing and quality
in the field indemnities should a customer product processes of the Company, so as to avoid
recall be required as a resutt of significant any compenents being supplied that could
field failures caused by one of the Company's | result in such field failures. The Company
components. The Company looks to avoid also has significant, but not unfimited,
such indemnities and, where given, to limit product liability insurance in place to
the scope and quantum of the indemnity; cover such an event.
however, this is often not possible and
indeed some indemnities are unlimited
in quantum.
Inventories The typical cycle time to manufacture a In order to manage the potential risk of
part from start to finish can range from holding excess inventory, it Is often hald
twelve weeks to sixteen weeks depending at wafer level, which accounts for half of
on industry lead times. Customers typically the product manufacturing cycle time, with
place orders between three and eight weeks | wafers often being capable of use in multiple
before required ship date, therafore inventory | products, thereby increasing flexibility and
is built based on customer forecasts plus reducing risk of obsolescence. Very few
agreed buffer levels. parts are customised for specific customers,
but when this is the case, such parts are
built to order where possible. Detailed sales
forecasts are reviewed at least monthly and
rmanufacturing of inventories are managed
against these forecasts, with large velume
parts reviewed more regularly. When a
part is identified as nearing end of life or a
newer revision of the part is launched, or
customers’ forecasts decline, increased
focus is given to manage the required
reduction in inventory levels.
Cash Funding The markets in which the Company operates | M is thersfore usual practice within the

are very volatile and can quickly tum both
favourably and unfavourably, based on

end consumer confidence, success of

a given custormer’s product and the general
economic climate. With the underlying
operational gearing in the business {refer

to the Business Description section within
the Business Review on page 19), a downtum
in revenues quickly impacts the profitability
and cash generation of the Company.

fabless industry that companies carry no
debt {due to potential covenant issues) and
a healthy cash surplus position to provide
cover against sharp downturns, thereby
giving assurance to both customers and
suppliers. Cash and short-term deposits
during 2012 were stable around $50m. Short,
medium and longer term forecasting of cash
requirements of the business is conductad
to ensure that there is sufficient funding in
place to meet business demand.
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Oparating and Financial Review (continued)

RISK AREA

Acquisitions

POTENTIAL IMPACT

The Company expects to review further
potential (tachnology based) acquisition
targets as part of its strategy and the
importance of maintaining a technological
lead over the competition. The internal
investment case for such acquisitions may

OUR RESPONSE/MITIGATION

Due diligence and planning are conducted
along with the execution of programmes
designed to minimise the risk of failure for
acquisitions to deliver expected results.
The focus on maximising synergies and a
well defined integration plan are key factors

arising post acquisition.

not materialise as planned. In addition,

the integration of acquired companies
involves additional risk including diversion
of management time, potential faiture to
realise the synergy benefits anticipated from
the acquisition, the cultural risk associated
with integrating different companies in
various countries, and risks associated

with unexpected liabilities or events

which the Company adopts in respect of
managing acquisitions.

Foreign currency

exposure saction on page 24.

Refer to Treasury and Foreign Exchange

Te manage this risk, the Group has a
Treasury Policy which is explained on
pages 49 and 118.

This Annual Report contains certain forward-looking
statements that are Wolfson's expectations and beliefs
about our future business. These statements are made
by the Directors in good faith, based on information
available to them at the time of the approval of the report,
Undue reliance should not be placed on such statements,
which are based on Wolfson's current plans, estimates,
projections and assumptions. By their nature, forward-
looking statements involve known and unknown risk and
uncertainty because they relate to events and depend on
circumstances which may cccur in the future and which in
some cases are beyond Wolfson's control. Actual results
may differ from thase expressed in such statements,
depending on a variety of factors. These factors include,
but are not limited to: consumer and market acceptance
of the Gompany’s products and the products that use

the Company’s products; decreases in the demand for
the Company's products; excess inventory levels at the
Company’s customers; decline in average selling prices
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cf the Company's preducts; cancellation of existing
crders or the failure to secure new orders, the Company's
failure to introduce new products and to implement new
technologies on a timety basis; the Company’s failure

to anticipate changing customer product requirements;
fluctuations in manufacturing and assembly and test
yields; the Company's failure to deliver products to its
customers on a timely basis; disruption in the supply

of wafers or assembly or testing services; the timing of
significant orders; increased expenses associated with
new product introductions, masks, or process changes;
the commencement of, or developments with respect to,
any future litigation; the cyclicality of the semiconductor
industry; and overall economic conditions.

MARK CUBITT
CHIEF FINANCIAL OFFICER




Directors

MICHAEL RUETTGERS (AGE 70)

Chairman

Mr Ruettgers joined the Board and became Chairman

on 1 January 2008; he is also chairman of the Nomination
Committee and is a member of the Remuneration
Committee. Mr Ruettgers joined EMC Corporation,
which is listed on the New York Stock Exchange, in
1988 and served as its Chief Exacutive Officer from
1992 until January 2001, before becoming Executive
Chairman and finally Chairman until 2005. Mr Ruetigers
is the lead independent director at the Raytheon Company,
also a New York Stock Exchange company. Mr Ruettgers
also serves as a non-executive director at two private
companies, the Orvis Company, Inc. and Gigamon, Inc.

J. MICHAEL HICKEY {AGE 53)

Chief Executive Officer and Managing Director

Mr Hickey was appointed to the Board on 8 September
2008 as Chief Executive Officer Designate and he became
Chief Executive Officer with effect from 1 January 2009.
Mr Hickey joined Wolfson from Motorola, Inc., where
from March 2005 he held various senior positions in
Motorola's mobile device business. Most recently he
was Senior Vice President and General Manager of the
Multimedia Product organisation, reporting directly to
the Mobile Devices business president. Previous to
Motorola he served as non-executive chairman of

Incline Global Technology Services Ltd and, prior to this,
Chief Executive Officer of Kymata Ltd, both private UK
companies. Mr Hickey has also held senjor positions at
Alcatel Optronics, until the end of 2002, and during an
earlier period (from 1993 to October 2000) at Motorola.
Prior to this he worked for Digital Equipment Co. Ltd

and Philips Ltd. Mr Hickey holds a B.Sc¢. in Physics and
Electronics from Brunel University, London, and a DMS
and an MBA from Portsmouth Business School. Heis a
member of the Institute of Management, the Institution of
Engineering and Technology and is a chartered engineer.

MARK CUBITT CA (AGE 50)

Chiet Financial Officer and Finance Director

Mr Cubitt joined the Board in January 2007 and serves
as the Chief Financial Otficer and Finance Director.

Mr Cubitt was previously Vice President of Finance at
Jacaobs Engineering in the UK and ireland. He was the
Finance Director of Babtie Group from 2001 until the sale
of the company tc Jacobs Engineering in 2004, when he
then took up a wider finance role within Jacobs. Before
joining Babtie, Mr Cubitt was the Finance Director of
Dawson International PLC, where he worked from 1996
until 2000. From 1988 to 1994, he held a number of finance
posts in Christian Salvesen PLC and its then subsidiary
Aggreko. Mr Cubitt is a Chartered Accountant and has

a degree In Accountancy and Computer Science from
Heriot-Watt University and was the chairman of the
Scottish Finance Directors Discussion Group in 2010.

ROBERT LAURENCE ECKELMANN (AGE 56)
Non-exacutive Director

Mr Eckelmann joined the Board in November 2004

and serves on the Audit, Nomination and Remuneration
Committees. On 8 June 2012, Mr Eckelmann was
appointed as the Senlor Independent Director. 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 currently holds

a non-executive directorship at the Midis Group and,
until October 2012, he also held a non-executive
directorship at Emulation & Verification Engineering.
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Directors {continued)

ROSS KING GRAHAM FCA (AGE 65)

Non-executive Director

Mr Graham was appointed to the Board in September 2003
and serves as a non-executive director. From September
2010 until June 2012, Mr Graham served as the Senior
Independent Director and he was the ¢hairman of the
Audit Committee and a member of the Remuneration
Committee until 8 June 2012. Mr Graham stood down
from these positions having served almost nine years

as a non-executive director of the Company thus being
deemed as “not independent”, in terms of the UK
Corporate Governance Code, but was asked by the
Board to continue to serve as a non-executive director.
Mr Graham remains a member of the Nomination and
Treasury Committees. 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 Developrnent 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. Mr Graham alsc
held, up to October 2012 (when the company was sold),
a hon-gxecutive directorship at Psion plc where he acted
as the senler independent director and chairman of the
audit committee.

GLENN COLLINSON {AGE 49)

MNen-exacutive Director

Mr Collinson was appointed to the Board on 1 September
2008 and serves as a non-executive director and is a
member of the Audit Committee and is the chairman of
the Company's Remuneration Committee. On 8 June
2012, Mr Collinson became a member of the Company's
Nomination Committee. In 1998 Mr Collinson co-founded
Cambridge Silicon Radio (CSR pic) as a start-up project
and was a member of the board of directors that managed
the growth of CSR through its listing as a public company
in 2004 and up until 2007, serving first as Marketing
Director and then as Sales Director. Prior to CSR plc,
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Mr. Collinson held positions including Senior Engineer
and then Marketing Manager at Cambridge Consultants
Ltd from 1996 to 1998 and held positions as a Design
Engineer and Marketing Manager at Texas Instruments
from 1989 to 1896. He is a member of the Institution

of Engineering and Technology and holds a B.Sc.

in Physics and an M.Sc. in Electronics from Durham
University, as well as an MBA frem Cranfield University.
Mr Collinson currently holds non-executive director
positions at Inside Secure SA, at Solar Press Limited
and at Neul Limited. Mr Collinson is also a trustee of
the European Microelectronics Academy Employee
Benefits Trust,

JOHN GRANT (AGE 67)
Non-executive Director

Mr Grant was appointed to the Board on 1 September 2011
and serves as a non-executive director. On 8 June 2012,

Mr Grant became the chairman of the Audit Committee,
having served as a member of that committee prior

to that date. Mr Grant was alsc appointed, on 8 June
2012, as a member of the Company's Remuneration

and Nomination Committees as well as chairman of

the Treasury Committee. Mr Grant has held a number of
senior positions within the Ford Motor Company in the
USA and in Europe, including executive deputy chafrman
of Jaguar Cars and head of corporate strategy at Ford

in the USA, where his career spanned some 25 years.

In 1992, Mr Grant joined Lucas Industries plc (subsequently
Lucas Varity plc) where he served as group finance director
until 1996. Mr Grant was chief executive of Ascot plc from
1997 to 2000, and then from 2000 to 2004 he served as
executive chairman of Hasgo Group Ltd. Mr Gramt currently
holds the positions of non-executive director of Melrose
plc, Pace ple and MHP S.A., in each case he also serves
as chairman of their respective audit committees, He holds
a BSc in Economics from Queen’s University of Belfast

and an MBA from Cranfield School of Management and

is a Fellow of the Association of Corporate Treasurers.
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36

Directors’ Report

The directers have pleasure in submitting their report
and financial statements far the 52 week period ended
30 Decermnber 2012,

PRINCIPAL ACTIVITIES

The Group is principally engaged in the design,
manufacture and supply of high performance audio
solutions, comprising integrated circuits and related
technology, for the consumer electronics market.
The Business Review on pages 4 to 19 provides
further details of the principal activities of the Group.

FINANCIAL

The Group's consolidated foss for the 52 week financiai
period ended 30 December 2012, after taxation, was
$6,076,000 {2011: $17,886,000 loss). A financial review
of the results for the 52 week period is set out on
pages 20 to 33.

The financial risk management objectives and policies
and an indication of the exposure to financial risk is
included in note 23 to the financial staterments.

GOING CONCERN

As explained in note 1 to the financial statements on
page 81, the directors have reviewed the latest forecast
results and cash flow projections. After making enquiries,
the directors have a reasonable expectation that the
Group and the Company have adequate resources to

continue in operational existence for the foreseeable future.

The financial statements for the 52 week period ended
30 December 2012 have therefore been prepared on a
going concern basis.

DIVIDENDS

The Company’s current policy, which is kept under regular
review, is to retain future eamings for the development
and expansion of the business. Payment of any future
dividends will be at the discretion of the Board after taking
into account various factors, including the Company’s
current and future cash requirements, development

plans and operating results.

BUSINESS REVIEW

The report of the directors should be read in conjunction
with the Chairman's Statement, the Business Review and
the Operating and Financial Review on pages 1 to 33,
which contain details of the principal activities of the Group

during the period and an indication of future developments.

The review of the business has been divided into three
areas and is dealt with in this Annual Report as follows:

m principal risks and uncertainties - pages 24 to 33
of the Operating and Financial Review,

B areview of the development and performance of the
business and the position of the Group at 30 December
2012 - included in the Business Review on pages
4 to 19 and in the Operating and Financial Review
on pages 20 to 33; and

B key performance indicators — on page 1 and
on pages 4 to 24,

All of the information detailed in those sections, which
is required for the business review or otherwise for this
report, is incorporated by reference in (and shall be
deemed to form part of) this report.

RESEARCH AND DEVELOPMENT

The Group continues to invest in research and
development of integrated circuits and refated technology.
The Business Review on pages 4 to 19 provides further
information regarding the research and development
activities conducted by the Group. The Group incurred
research and development expenses of $54.8 million

in the 52 week period ended 30 Decernber 2012

(2011: $56.3million, after $1.5 million exceptional

charge), representing 31% of revenues (2011: 36%).

DONATIONS

The Group made no political contributions during the

52 week period ended 30 December 2012. Sponsorships
and donations to UK charities amounted to $97,000
{2011: $186,000).

DIRECTORS

The directers who held office at 30 December 2012 and
their interests in the shares of the Company at that date
are set out on page 66. The interests of the directors in
the share options of the Company are set out on page

68. No director had, during or at the end of the financial
period, any material interest in any contract of significance
in relation to the Group's business.

Alastair David Milne retired as a non-executive director
of the Company on 11 September 2012.

In accordance with the Articles of Association (the
“Articles”), directors appointed by the Board are required
to submit themselves for election at the first AGM following
their appointment and all directors are subject to re-
election at the third AGM following the AGM at which

they were last elected or re-elected. Furthermore they are
subject to re-election annually if they have held office with
the Company, other than employment or executive office,
for a continuous period of nine years or more at the date
of the relevant AGM. However, in accordance with the

UK Corporate Governance Code, the Board decided

that, with effect from the AGM held on 26 April 2012,

all directors would submit themselves for annual
re-election by shareholders. Therefore at the forthcoming
Annual General Meeting, all of the directors will retire

and, being eligible, will offer themselves for re-election.

The names and biographical details for the directors
who held office at 30 December 2012 are set out on
pages 34 and 35 and details of directors’ service
contracts are set out in the Directors' Remuneration
Repaort on pages 70 and 71.
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Directors’ Report {continued)

APPOINTMENT OF DIRECTORS

The Articles provide that the holders of the Company’s
ordinary shares (“ordinary shares”) may, by crdinary
resolution, appoint any person to be a director. At each
AGM, any director who was appointed to the Board since
the last AGM, or any director who held office at the time
of the two preceding AGMs, must retire by rotation. Any
director who has held office with the Company, other than
employment or executive office, for a continuous period of
nine years or more at the date of the AGM shall retire from
office. A retiring director is efigible for re-election unless the
directors have agreed otherwlse.

The Board may appeint a director to fill a casual vacancy
or as an additional director to hold office until the next
AGM when that director shall then be eligible for election,

DIRECTORS' RESPONSIBILITIES
The directors’ responsibilities in respect of the Annual
Report and the financial statements are shown on page 74.

SHARE CAPITAL AND CONTROL

As at 30 December 2012 there were 116,643,442 ordinary
shares of 0.1 pence each in issue all of which are fully paid.
Note 19 to the financial statements contains information
regarding the Company's share capital, including details
of ordinary shares issued during the period. The ordinary
shadres are listed on the main market of the London

Stock Exchange.

The rights and cbligations attaching to the ordinary shares,
in addition to those conferred on their holders by law, are
set out in the Articles, a copy of which ¢can be obtained
from Companies House or by writing to the Company
Secretary. The holders of ordinary shares are entitled

to receive the Company’s Annual Report and Accounts,

to attend and speak at general meetings of the Company,
to appoint proxies and to exercise voting rights.

The Company may amend its Articles by adopting new
Articles by special resolution. Amendments to the Articles,
primarily to accommodate changes in company law
arising from the Companias Act 2006, were approved

by the shareholders at the AGMs held on 20 May 2009
and on 20 May 2010 respectively, which included

a number of changes some of which impact on the

rights and obligations attaching to those shares.

The Board is responsible for the management of the
business of the Company and may exercise all the
powers of the Company subject to the provisions of
relevant statutes and the Articles.
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There are no known arrangements under which financial
rights are held by a person other than holders of ordinary
shares. As far as the Company is aware, as at 5 February
2013 there were no persons with significart direct or
indirect holdings of voting rights in the Company other
than as set out In the section below entitled “Substantial
shareholdings”.

SIGNIFICANT AGREEMENTS - CHANGE OF CONTROL
The Company’s equity-based employee and executive
plans contain provisions relating to change of control.
Share options would normally vest and become
exercisable on a change of control, subject to the
satisfaction of any performance conditions at that

time, Contingent share awards would normally vest

on a change of control of the Company, subject to

the satisfaction of any performance conditions and

on a time apportioned basis.

PURCHASE OF OWN SHARES

At the AGM held on 26 April 2012 the shareholders
granted the Company the authority to purchase, In
the market, its own ordinary shares up to a maximum
of 11,633,529 ordinary shares. In 2012 and in 201
the Company did not purchase any of its own shares.

The authority for the Company to purchase in the
market its own ordinary shares, up to a maximurm of
11,633,529 ordinary shares, expires at the conclusion
of the forthcoming Annual General Meeting and
shareholders will be asked to give a similar authority

at the forthcoming Annual General Meeting as set out
in the Notice of the Annual General Meeting which is
being sent to all shareholders together with this annual
report and will be published at www.wolfsonmicro.com.

SUBSTANTIAL SHAREHOLDINGS

As at 30 December 2012, the Directors are aware of the
following substantial interests in the issued share capital
of the Company:

Numberof % of issued Nature of
ordinary shares share capital holding
BlackRock, Inc. 10,820,203 9.27% Indirect
Majedie Asset
Management Limited 9,133,644 7.83% Indirect
Legal & General Group Plc 7,722,809 6.62% Direct
JP Morgan Assat
Management (UK) Ltd 6,645.896 5.70% Indirect
Henderson Global Indirect
Investors Limited 6,394,863 5.48% {4.44%)
CFD
(1.04%}
Cazanove Capital
Managament 5,759,989 4.94% Indirect
Threadneedle Asset
Management 4,132,371 3.54% Direct
DJ Carey 4,025,838 3.45% Direct
Kames Capital 3,805,158 3.26% Direct &
Indirect
Investec Asset Management 3,750,000 3.21% Direct
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Directors’ Report (continued)

In the period from 31 December 2012 to 5 February 2013
the Company received a further notification, under Rule 5
of the Disclosure Rules and Transparency Rules, from the
following party which therefore updated the shareholding
information, as shown in the table on page 37, for this party
as follows:

Number of % of issued Nature

ordinary sh share I of holdi;
Kames Capital 3,493,565 2.99% Direct &
Indirect

EMPLOYEES

EMPLOYEE INVOLVEMENT

The Company is committed to employee involvement
throughout the business and this is described on pages
52 and 53.

The Company has established offshore employee share
trusts in connection with the Company’s performance
share plan and staff share award plan. As at 30 December
2012 these trusts held a total of 2,938,837 ordinary shares.
The shares to which the trusts relate have voting rights.
However, under the terms of these trusts, the trustees have
agreed to refrain from exergising voting rights otherwise
than to the extent the shares have vested. During 2012,
one of the employee share trusts purchased a total of
1,981 ordinary shares for a total consideration of $7,000,
as referred to in notes 19 and 26 to the financial statements.

Discretionary employee share schemes are an established
and effective part of reward packages for employees,
encouraging and supporting employee share ownership.
A summary of the employee share schemes is included
in notes 19 and 20 to the financial statements. In 2010,
following receipt of shareholder and HM Revenue and
Customs approval, the Company implemented a Save
As You Eamn share option scheme in which all UK
employees are able to participate. There was a high
level of participation as a result of both the first invitation
under this scheme in 2010 and the second invitation in
2011. A third invitation under this scheme was offered to
UK employees in 2012. Share options were granted to
employees, who wished to participate in the first and/or
second and/or third share option grant from this scheme
{subject to the relevant limit), on 1 September 2010, on
30 November 2011 and on 30 August 2012 respectively.

EMPLOYEES WITH DISABILITIES

The Company’s policy is to give full and fair consideration
to suitable applications for employment from pecople with
disabilities. If existing employees become disabled they
will continue to be employed, wherever practicable, in
the same job or, if this is not practicable, every effort will
be made to find suitable alternative employment and to
provide appropriate training.

CONTRACTUAL AGREEMENTS

The Company is required to disclose any contractual or
other arrangements which it considers are essential to its
business. The Company has a number of key suppliers,
mainly in respect of the subcontracted manufacture of its
products. While the loss of or disruption to certain of these
arrangements could temporarily affect the operations

of the Group, none are considered to be essential to

the operation of the Group. The management of key
suppliers for the manufacture of the Company’s products
is explained in the Risks and Uncertainties section of the
Operating and Financia! Review on pages 24 to 33.

POLICY AND PRACTICE QN 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 30 December 2012,
the Company had 52 days {2011: 53 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 Articles.

The Company maintains directors’ and officers’ liability
insurance.

DISCLOSURE OF INFORMATION TO AUDITORS

The directors who held office at the date of approval of
this directors’ repert confirm that, so far as they are each
aware, there is no relevant audit information of which the
Company’s auditors are unaware and each director has
taken all the steps that he ought to have taken as a director
to make himself aware of any relevant audit information
and to establish that the Company’s auditors are aware

of that information,

AUDITORS

A resolution to reappoint KPMG Audit Ple 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 25 April 2013
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

el L feldsuh

JILL GOLDSMITH
COMPANY SECRETARY
Edinburgh

S February 2013
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Corporate Governance Statement

CHAIRMAN’S INTRODUCTION

On behalf of the Board, | am pleased to present the
Corporate Governance Statement for the period under
review. Corporate governance is not simply an exercise

in compliance, but a key foundation for the long term
success of the Group and, as Chalrman, | am conscious
of my responsibility to provide leadership to the Board

in order to ensure its effectiveness and enable the delivery
of the Group's long term strategy. The Board considers
this corporate governance statement, as set out on pages
39 to 55, to be important as it explains the governance

of the Group and identifies how we apply The UK
Corporate Governance Code’s (*the Code") principles
relating to the role of the Board, its effectiveness and
accountability, but also as it forms part of our wider
engagement with shareholders and other stakeholders.

The UK Corporate Governance Cede, as published in
June 2010, contains the principles and provisions that the
Board was required to conslder in respect of the corporate
governance practices in the Group during the 52 week
period ended 30 December 2012, We are committed

to maintaining high standards of corperate governance
throughout the Group and therefore aim to apply the
principles of corporate governance set out in the Code,
We are pleased to confirm that we complied with the
Code in respect of this period.

We believe that good governance involves ensuring that
the business is being led in the right strategic direction;
that the executives are leading and managing the Group
effectively and are accountable; that the Group has
appropriate controls in place and that risks are managed;
and our actions are in the best interest of the Company’s
shareholders and its wider stakeholders. The activities

of the Board and its Committees, as described in this
staternent, underpin the Company's commitment to
achieving these objectives.

Ultimately, however, culture and behaviour are the real
factors that create good governance -~ and this has to be
led, by example, from the top. The Board, executives and
non-executives alike, are conscious of this and strive to
create the right environment for this strategy to flourish.
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LEADERSHIP

The Board is accountable to the Company's shareholders
for good corporate governance. The Code emphasises

the Board's responsibility for providing the leadership to
promaote the long term success of the Group within an
effective framewaork of authority and accountability that
encourages innovation and best practice, while properly
managing risk. We acknowledge the importance of having
an approptiate balance of skills, experience, independence
and knowledge of the Company on the Board.

Ross Graham's period of service as a non-executive
director reached nine years in September 2012 and
therefore, in terms of the Code's criteria for independence,
he is deemed not to be independent from that time. In
order te allow for the smooth transition of Ross’ roles on
some of the Board committees and his position as Senlor
Independent Director, he stepped down from those roles
from 8 June 2012. The details are provided on page 41,

| thank Ross for his significant commitment, financial
expertise and enthusiasm which he brought during his
tenure as chairman of the Audit Committee in particular.

In view of the considerable listed company and extensive
financial experience which he brings to the Board, Ross
was invited to continue to serve as a non-executive director
following the nine year anniversary of his appointment.

In September 2012 one of our other non-executive
directors, David Milne, retired from the Board. David was
a founder of the Company and played a crucial role in the
creation and successful development of the Company over
the past 28 years from a start-up design house to a listed
global semiconductor company. David has made a huge
contribution to the Company and the Beard in his roles
as founder and Chief Executive Officer {(until 28 February
2007), as an executive director (until 8 November 2007)
and then as a non-executive director. The Board thanks
David for his outstanding contribution to the success

and development of the Company and wishes him

well for the future.
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Corporate Governance Statament (continued)

EFFECTIVENESS

The Board has enhanced further its high standards of
corporate governance refating to the evaluation of the
Board performance and the re-election of directors.
Although the Company was not in the FTSE 350 in the
current cr the previcus reporting period, the Board believes
that annual re-election promotes its accountability to
shareholders. Therefore, all Board members offered
themselves for re-election at the Annual General Meeting
(AGM") in 2012 and will again offer themselves for
re-election at the AGM in 2013.

We report on pages 44 and 45 con the Board and
Committee evaluation process carried out in 2012. For the
first time, the evaluation was externally facilitated by an
independent consultancy experienced in board evaluation
procedures, We report an the methodology used and the
outcome - the agreed actions from the recommendations
have been or are being implemented. The Board will
conduct an internal evaluation review process in 2013,

ACCOUNTABILITY

The empbhasis in the Code on risk management and on
shareholder engagement is consistent with the Board's
approach and activity over the last two years with notably
a stronger link between our strategic review, our approach
to risk management and the remuneration policy. This is
cemmunicated by our on-geing and regular meetings and
communications with shareholders.

Monitoring the level of risk and the governance to support
risk management has therefore been an important focus
involving the support of both the Audit Committee and the
senior management team. It is important that we ensure
that the risk identification, assessment and monitoring
procedures remain active and adaptive and thus reflect
the effects of relevant changes to the economic, general
market and competitive environment within which the
Group operates.

Although not effective until the Group's financial year
2013, the Board is also conscious of the revised UK
Corporate Governance Code issued by the Financial
Reporting Council in September 2012 (“the 2012 Code™)

- in particular, the 2012 Ceode provisions relating to: fair,
balanced and understandable annual reports; greater
disclosure around audit committee activities; external audit
tenders (for FTSE 350 companies only), and boardroom
diversity. We consider diversity more broadly than just
gender - we believe it is important to get the right balance
of independence, skills, knowledge and experience = in
reality, ‘diversity of thought’. In 2013 the Board will address
further these aspects of the 2012 Code to ensure that it
remalins compliant, as far as practicable and appropriate
in view of the size and complexity of the Group, with best
practice and high standards of corporate governance.

The statement that follows describes how the directors
have applied the principles of corporate governance and
the extent to which the principles and provisions of the
Caode have been complied with during the 52 week period
ended 30 December 2012,

MICHAEL RUETTGERS
CHAIRMAN
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Corporate Governance Statement (continued)

COMPLIANCE STATEMENT

The Group has complied, throughout the 52 week period ended 30 December 2012, with the provisions of the UK
Corporate Governance Code ("The Code") as issued by the Financial Reporting Council in June 2010.

For the current reporting period, the Company is deemed to be a “smaller company” in terms of provision B.1.2 of the
Caode, and has had at least two independent non-executive directors throughout the 52 week period ended 30 December
2012. Also, throughout the 52 week period ended 30 December 2012, at least half of the board {excluding the chairman)
comprised independent non-executive directors as defined in Code provision B.1.1.

In addition, by implementing both an externally facilitated evaluation of the Board at least every three years, and the annual
re-election of the directors by shareholders, the Company is achieving higher corporate governance standards than is
mandated by the provisions in the Code as they relate to “smaller companies”.

To the extent that it is not specifically included in this Corporate Governance Statement, the information required by
section 7.2 of the Disclosure Rules and Transparency Rules of the UK Listing Authority is included in the Directors’
Report {pages 36 to 38).

BOARD COMPOSITION AND OPERATION

BOARD COMPOSITION

From the beginning of 2012 untit 11 September 2012, the Board comprised eight directors: the Chairman, two executive
directors and five non-executive directors. AD Milne resigned as a non-executive director of the Company on 11 September
2012 and from that date, and until the date of approval of this report, the Board has comprised seven directors: the
Chairman, two executive directors and four non-executive directors. RK Graham was the Senior Independent Director
until 8 June 2012. R Eckelmann serves as the Senior Independent Director from that date. The roles and other biograghical
details for the directors who held office at 30 December 2012 and until the date of approval of this Annual Report and
Accounts 2012, are set out on pages 34 and 35.

The changes in the Board composition during the period since 2 January 2012 are summarised below:

Number of executive Number of non-executive

directors during the period directars during the period

Not
Period Independent’ Independent’
2 January to 11 September 2012 2 4 2
12 to 24 September 2012 2 4 1
From 25 September 2012 2 3 2

*as definad In Coda provision B1,1

The Board considers all of its non-executive directors to be independent in character and judgement. However, only
R Eckelmann, G Collinson, and J Grant were independent in terms of Code provision B.1.1 throughout the 52 week
period ended 30 December 2012, as none of these:

B has been an employee of the Company or Group within the last five years;

® has, or has had within the last three years, a material business relationship with the Company or Group;

B 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 Company’s or Group’s advisers, directors or senior employees;

holds cross-directorships or has significant links with other directors through involvement in other companies or bodies;
represents a significant shareholder; or

has served on the Board for more than nine years.

In accordance with the terms of the Code, RK Graham satisfied the independence criteria until 25 September 2012,
when he had served as a non-executive director of the Company for nine years. In view of his ceasing to satisty the
Code's independence criteria, on 8 June 2012 RK Graham stepped down as the Senior Independent Director and
from the Audit and Remuneration Committees. Alsc with effect from 8 June 2012:

® R Eckelmann became the Senior Independent Director;

& ) Grant became the chairman of the Audit Committee and a member and chairman of the Treasury Cornmittee
(as it is appropriate that the chairmanship of both of these committees is held by the same independent non-executive
director). Also, to address the appropriate membership constitution of the committees, J Grant became a member of
both the Remuneration and Nomination Committees with effect from the same date; and

® G Collinson became a member of the Nomination Committee.

The membership of each committee of the Board during 2012 is shown on pages 45 to 49.
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BOARD OPERATION

The Board considers that it has an appropriate number of directors, who amongst them have the necessary balance of

skills, experience, independence, and knowledge given the size and complexity of the Group. The directors contribute a
range of complementary skills, knowledge and experience to the Board. Biographical details of the directors serving as

at 30 December 2012 are given on pages 34 and 35. The Board's view is that the independent directors are of sufficient
calibre and number that their views carry appropriate weight and influence on the Board's decision making. All directors
are aware of their responsibility to take decisions objectively which promote the success of the Company for the benefit
of its members and other stakeholders.

The Company's Articles of Association require that all directors must submit themselves for election at the annual general
meeting ('AGM’) following their appointment and, thereafter, for re-election at least once every three years. Any director
who has held office with the Company, other than employment or executive office, for a continuous period of nine years
or more at the date of the AGM shall retire from office.

RK Graham has now served as a non-executive director of the Company for more than nine years and is therefore subject
to this annual re-election provision. Although it is not a requirement of the Code for “smaller companies”, the Board
believes that annual re-election promotes its members’ accountability to our shareholders. Each director stood for re-
election at the 2012 AGM and all directors were re-elected. All directors will be offering themselves far re-election at the
2013 AGM.

The non-executive directors are generally initially appointed for fixed terms of three years, subject to election and re-
election by shareholders, The Group in certain circumstances may seek to retain the services of a non-executive director
for periods that may be longer than is recommended by the Code due to their special experience and knowledge.

Date term

Date of original appaintmant Length of tenure of appaintment extended until

a3 a non-executive director  as a non-sxecutive director of the {upon invitation from the Board

Non-executive dirsctor of the Company Company as at 30 Decamber 2012 to serve for an additional period}
G Callinson 1 September 2008 4 yoars & 4 months 31 August 2014
R Eckelmann 1 November 2004 8 years & 2 months 31 October 2013
RK Graham 25 September 2003 9 years & 3 months 25 April 2013
J Grant 1 September 2011 1year & 4 months  nfa - within original 3 year term
M Ruettgers 1 January 2008 5 ysars 31 December 2013

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 ¢f the
Company's annual general meeting.

CHAIRMAN AND CHIEF EXECUTIVE
The division of responsibilities between the Chairman of the Board and the Chisf Executive Officer is clearly delineated,
set out in writing and is regularly reviewed and monitored by the Board.

The Chairman is responsible for leadership of the Board and for ensuring its effectiveness. He sets the agenda for Board
meetings, in consultation with the Chief Executive Officer and the Company Secretary, and is responsible tor ensuring that
the directors are provided with information in an accurate, clear and timely manner and the promotion cf effective decision
making. The Chairman is also responsible for ensuring that the interests of the Company’s sharehclders are safequarded
and that there is effective communication with them. In addition, the Chairman is responsible for ensuring that the Board
plays a full and constructive part In the development and determination of the Group’s strategy and overall commercial
objectives. The Chairman is accountable to the Board for leading the direction of the Group's corporate strategy and

for the overall supervision of the Group's policies governing the conduct of its business. The Chairman is also charged
with ensuring that the directors continually update their skills and knowledge and that the performance of the Board, its
committees and the individual directors are evaluated on an annual basis. The Chairman is responsible for promoting high
standards of integrity, probity and corporate governance throughout the Group and particularly at Board level.

The Chief Executive Officer provides leadership to the Group to enable the successful planning and execution of the
objectives and strategy agreed by the Board. The Chief Executive Officer is therefore primarily responsible for the day to
day management of the Company's business. He is also responsible for: the stewardship of the Group’s assets; promoting
and conducting the affairs of the Group with the highest standards of integrity, probity and corporate governance; proposing
and developing strategic objectives for the Group; managing the Group’s risk exposures in line with Board policies;
implementing the decisions of the Board; and facilitating appropriate and effective communication with shareholders.
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BOARD ACTIVITIES

There is a formal schedule of matters reserved for the
Board which has been reviewed and updated since the
beginning of 2012. The responsibilities of the Board
include: determining and setting the strategic direction

of the Group and approving the business plan and

annual budget; ensuring that high standards of corporate
governance are maintained; monitoring the performance
of the Group; approving financing and significant capital
expenditure; authorising significant transactions; reviewing
the Group's systems of risk management and internal
control; approving appointments te the Board and of the
Company Secretary; determining the scope of delegations
to Board committees; approving policies relating to
directors’ remuneration; dealing with the appointment

and removal of the Company’s principal advisers and
auditors; and ensuring that a satisfactory dialogue takes
place with shareholders. The Board is responsible for
reviewing and approving the annual report and accounts,
the interlrn management report and half yearly financial
report and quarterly results announcements and for
ensuring that these present a balanced assessment of the
Group's paosition. The Business Revlew on pages 4 to 19
provides details of the strategy of the Company and Group
and explanations of the business model and activities
conducted by the Group.

The Board delegates to management responsibility, inter
alia, for: the implementation of the strategies and policies
of the Group as determined by the Board; managing and
controlling the aliocation 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.

The main areas of focus for the Board, amongst other
areas, during 2012 are summarised as:

Strategy formulation, implementation and monitoring

® Received regular updates from the Chief Executive
Officer on progress regarding implementation
of the Group’s strategy

| Attended meetings with the senior management
team to review, update and challenge the strategy
review, including the product development roadmap

® Regular review of competitive landscape, including
analyses/presentations from the Chief Operating Officer,
Chief Commercial Officer and the Portfolio Director
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Performance monitoring

Reviewed both monthly reports and, as required,
update reports during particular months, from the
Chief Executive QOfficer and the senior management
team cn the key issues affecting the business
Reviewed, on a monthly basis, the performance
compared to the financial and non-financial metrics
in the business scorecard

Reviewed reports in advance of each Board meeting
from the Chief Financial Officer on monthly and
quarterly performance against budget and forecast
Revlewed reports, In advance of each Board meeting,
from the Chief Financial Officer on tha financial position
of the Group, which included treasury management
Approved the full year 2011 and half year 2012 results
announcements and quarter one and quarter three
results of the Group prior to their publication
Reviewed reports on peer Group comparison of
results following the release of each quarter's results
Reviewed the Company’s dividend policy to ensure

it is appropriate at the current time

Approved the Group’s budget for 2013 and leng-
range plan

Governance and risk

Reviewed reports on governance matters, including
changes arising from the revision of the UK Corporate
Govermance Code in 2012

Reviewed the effectiveness of the Board during the
externally facilitated Board evaluation process
Performed regular review of the significant risks
affecting the Group and conducted a risk review
analysis with the senior management team as part

of the strategy review update

Reviewed the effectiveness of the systems of internal
control and risk management for the period,

Reviewed and approved the corporate Inteflectual
Property Policy

In respect of the Annual Report and Accounts 2011,
ensured that procedures and confirmations were

in place to establish that all directors were satisfied
that the external auditors were made aware of
relevant audit information

Received reports from the chairman of each of

the Board committees following each meeting

of those committees

Approved the visits by the chairman of the
Remuneration Committee (plus another non-executive
director) to major shareholders to consult on proposals
for executive remuneration for 2013 and linkage to the
Company's strategy (refer to page 56 for further details)
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Other

® Reviewed reports from the corporate brokers/
financial advisers on shareholder feedback from
meetings, with the Chief Executive Officer and
Chief Financial Officer, following the full year
2011 and half year 2012 results anhouncements

B Approved the 2011 annual report and the 2012
half year report prior to their publication

B Approved the Notice of the 2012 Annual General
Meeting prior to its publication and all directors
attended the Annual General Meeting held on
26 April 2012

® Reviewed the draft contents for inclusion in
the draft Annual Report and Accounts 2012,
particularly In respect of Corporate Governance
and the descripticn and explanation of the
Company's business model and strategy

ATTENDANCE AT MEETINGS

The Board requires all directors to devote sufficient

time to discharge their duties effectively and to use their
best endeavour to attend meetings. The Board normally
meets at least eight times during the year 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 52 week period
ended 30 December 2012 was as follows:

Scheduled Audit Remuneration Nomination

Board Committee Committee Committes

maestings meatings meetings meagtings

M Ruettgers 7(8) n/a 5 (5} 22
JM Hickey 88 n/a n/a n/a
M Cubitt 88 n/a n/a nfa
AD Milne* 5 (5} n/a n/a n/a
RK Graham®* 8 (8} 2(2) 2{2) 22
R Eckelmann 8 (8) 5 (9) 5 () 22)
G Collinson™* 8(8) S5 5(5) 1(1)
J Grant**™* 8(8) 5(5) 3(3) 1(1)

{The figures (n brackets indicate the total number of meetings held in the period
during which the individual was a diracter and a member of the retevant Committas).

* resigned from the Board on 11 Septambaer 2012
“* amember of the Audit and Remuneration Committees until 8 June 2012
*** amember of the Nomination Cemmittee from & Junae 2012
~*** a member of tha Remuneration and Nomination Cormmittees from B June 2012

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. The minutes from the meeting
were then provided as appropriate.

In addition to the scheduled Board meetings noted in the
table above, an annual two day strategy review was held
with the Board and senior management team at which the
Group's strategy, progress with the strategy and competitive
positioning were reviewed in depth.

INFORMATION, SUPPORT AND DEVELOPMENT

Prior to each Board meeting an agenda, together with
supporting papers, are circulated to the directors with all
the necessary information. The Chief Executive Officer and
the Chief Financial Officer ensure that the rest of the Board
is kept aware, on a timely basis, of business issues and
prospects throughout the Group.

All directors receive regular briefings which are designed
to update their knowledge on a regular basis, for
example in relation to the business, its technology and
product developments, market analyses and on legal
and regulatory requirements. During the year, Board
members attended the strategic review meetings where
specific industry sector information was communicated.
Detalled briefings were also provided to the directors
during 2012 particularly in retation to the UK Corporate
Governance Code (revised 2012), the Department for
Business Innovation & Skills' (B1S) consultations in relation
to shareholder voting rights on remuneration issues and
revised remuneration reporting regulations and also the
BIS consultation regarding narrative reporting.

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

All directors have access to the advice and services of the
Company Secretary and to the 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 2012.
This insurance cover has been renewed for 2013.

An induction process is in place for any new director,
tailored to the individual director's requirements in the
light of his or her experience and prior industry knowledge.

PERFORMANCE EVALUATION

In order to comply with the Code and in an effort to strive
for continual improvement in the effectiveness of the
Board, its committees and the individual Board members,
the Board applies a formal process for evaluating

the performance and effectiveness of the Board, its
committees and its members.

The Board acknowledges that the Code recommends that
an external evaluation of performance of the board of FTSE
350 companies should be undertaken at least every three
years. Although this Code provision does not apply to the
Company, which was not in the FTSE 250 in the current
reporting period nor in the prior reporting period, the Board
considered introducing external independent facilitation

of the Board evaluation process, and proposes to use

an external facilitator every third year, starting in 2012,

to complement and enhance the questionnaire-based
Board evaluation procedures which have been adopted

in prior years.

Wolfson Microeslectronics plc: Annual Repert end Accounts 2012




Corporate Govertatice Stotamant (continuad)

The evaluation of the Board, which is led by the
Chairman, aims to be as rigorous and objective as
possible. It considers the Board's strengths and
weaknesses, its range and balance of skills, experience,
Independence and knowledge of the Company,

its diversity, how the Board works together as a unit

and any other factors considered relevant to its
effectiveness. Individual evaluation aims to considar
whether each director continues to contribute effectively
and toc demonstrate commitment to the role (including
time commitment).

During 2012, this Board and Committee evaluation
exercise was conducted with the facilitation of extemal
advisers, ICSA Board Evaluation, who had no other
connection with the Company and were not subject to
any conflict of interest. The evaluation process included
a serles of in-depth one to one meetings with each director,
within a framework of topics agreed by the Chairrnan.
Feedback from the evaluation was provided in the form
of a report which was presented by ICSA at a meeting
of the Board, which then discussed the findings, ICSA
recommendations and the evaluation process itself.
The agreed improvernent actions have been, or are

in the process of being, implemented.

The Senior Independent Director conducts the annual
performance evaluation of the Chairman, taking intc
account the views of all directors.

In addition to the formal Board evaluation process,

the Chairman also discusses the effectiveness and
performance of directors immediately before they make
themselves available for reappointment. The Notice of the
2013 Annual General Meeting confirms that performance of
the directors being proposed for reappointment continues
to be effective and that they continue to show commitment
to their role.

CONFLICTS OF INTEREST

The Company has procedures in place to deal with
conflicts of interest and believes that the procedures are
operated appropriately, in accordance with the Company's
Articles of Association and relevant legisiation. Any
decision of the Board to autharise a conflict of interest is
only effective if it is agreed without the conflicted directors
being included in the quorum at any meeting at which such
authorlsation is given. The Board will continue to monltor
and review potential conflicts of interest on a regular basis.,
The Audit Committee will keep under review any cenflict

or potential conflict of interest situations authorised by the
Board and determine whether it is appropriate for such
matter to remain so authorised. No such conflicts existed
during 2012,
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COMMITTEES OF THE BOARD

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

The Board afso has a Treasury Committee.

NOMINATION COMMITTEE

Committee Chairman:
M Ruettgers

Committee Members:

G Collinson ifrom 8 June 2012)
R Eckelmann

RK Graham

J Grant ¢irom 8 June 2012)

A majority of the members of the Nomination Committee
during the 52 week period were independent non-
executive directors. G Collinson and J Grant, each being
independent non-executive directors, became members
of the Committee from 8 June 2012. RK Graham, in terms
of the Code, no longer satisfied the independence criteria
from 25 September 2012 but remained a member of the
Committee as there were still a majority of independent
members of the Committee and the Board agreed that this
Committee would continue to bensfit from RK Graham's
extensive business and corporate governance experience.

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. The changes
to the roles and membership of the Committees of the
Board, effective from 8 June 2012, as explained on page
41 were recommended by the Committee and approved
by the Board.

The Normination Committee has reviewed the size,
composition and structure of the Board and considers
that the current composition of the Board is appropriate
to provide the proper governance, administration and
business counsel of the Company’s affairs.

The other significant commitments of each non-executive
director are required to be disclosed to the Board prior

to his 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 period and there were no
significant changes to these terms.
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REMUNERATION COMMITTEE

Committee Chairman:
G Collinson

Committee Members:

R Eckelmann

M Ruettgers

RK Graham {until 8 Juns 2012}
J Grant (trom 8 June 2012)

Only non-executive directors served on the Remuneration
Committee in 2012 although the Chief Executive Officer is
normally invited to attend meetings of this Committee.

The Remuneration Committee, which normally meets at
least three times a year, has the delegated responsibility:

& for making recommendations to the Board on the policy
for remuneration of executive directors and other senior
management;

m for making recommendations to the Board on the shape

of incentive arrangements throughout the Group;

u for reviewing the performance of executive directors
and senior management; and

m for determining, within agreed terms of reference,
specific rermuneration 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
Remuneration Committee’s terms of reference, no director
may participate in discussions relating to his own terms
and conditions of service or remuneration. Ouring the
period since the beginning of 2012 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 Remuneration Committee.

During 2012, the business discussed and considered by
the Remuneration Committee included, amongst others:

 review of AGM voting guidelines, as issued by investor
groups, in respect of the notice of the 2012 annuat
general meeting;

® approval of cash bonus payments in respect of 2011;

& assessment of the extent to which performance
conditions had been achieved for those performance
share plan awards and share option awards which had
been granted in 2009 and the performance petiod for
those awards concluded at the end of 2011;

obtaining and reviewing comparative remuneration

data from external organisations;

review of compensation structure for employees

across the Group;

review and approval for 2012 of increases in base salaries
for employees other than the executive directors and the
other members of the senior management teamn;

review and approval for 2012 of the decision, in view of
the Group's 2012 budget and general company practice
In UK and overseas, for no increase in base salaries for
the executive directors and the other members of the
senior management team;

agreement of 2012 remuneration packages and setting
of performance targets for 2012 performance-related
remuneration for directors and senior management;
review and approval of long term incentive
arrangements for awards in 2012;

B review and approval of the terms for the awards

under the Executive Deferred Bonus Plan in 2012;
review and approval of contingent share awards in
2012 to employees, other than executive directors
and senior managers,;

review and approval of cash bonus arrangements

for all employees in 2012;

approval of the terms of and grant of share opticn
awards under The Wolfson Microelectronics Approved
Save As You Earn scheme;

review of the Company's pension arrangements
including the funding position of the defined benefit
pension scheme;

review of terms, and recommendation to the Board

to obtain agreement with the Trustees, to the offer of
an Enhanced Transfer Value to the deferred members
of the defined benefit pension scheme (refer to notes
4 and 20 to the financial statements on pages 93

and 107}

review of the Committee's Terms of Reference;

review of best practice in remuneration policies;
review and consideration of the Department of Business
Innovation & Skills' (BIS) consultation regarding
executive remuneration regulations and compilation
of a response from the Committee to the consultation;
review and consideration of the Association of British
Insurers’ (ABI) "Principles of Remuneration’ published
in November 2012;
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B agreement ¢f proposals to be discussed in meetings
held In December 2012 with shareholders and investor
bodies (which the chairman of the Committee attended
accompanied, at those meetings, by the Senior
Independent Director or another non-executive director)
for the outline proposals for the pollcy and structure of
executive remuneration in 2013;

m review and discussion, with the rest of the
Remuneratlon Committee, of feedback from the
meetings held in December 2012 with shareholders and
investor bodies.

Further information regarding the activities of the
Remuneration Committee in 2012 is included in the Directors'
Remuneration Report which is set out on pages 56 to 73.

Executive directors can accept external appointments

as non-executive directors of cther companies and retain
any fees paid to thern if such an appointment does not
conflict with their duties to the Company. Specific approval
of the Board is required in each case, Neither of the
executive directers currently hold external appeintments
as non-executive directors of other companies.

AUDIT COMMITTEE
Committee Chairman:

J Grant {from 8 June 2012)

RK Graham (unti & June 2012)

Committee Members:
R Eckelmann
G Collinson

J Grant {was s member of the Commitiea throughout 2(12 and became
chairman of the Committee with effect from B June 2012)

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. Members of this committee have
considerable past experience in finance or accounting
roles or comparable experience in corporate activities.

RK Graham stepped down from being chairman and a
member of the Audit Committee with effect from 8 June
2012, as explained on page 41. J Grant, having previously
served as a member of the Committee, became Committee
chairman from 8 June 2012. As referred to in the biography
on page 35, J Grant also chairs the Audit Committee in
three other companies where he holds non-executive
director appointments.
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The Audit Committee normally convenes at least three
times per year and meets the external auditors at least
twice a year with no executive directors present. During
2012 the Audit Committee met five times with the external
auditors present at all of these meetings. The Chairman
of the Board is invited to attend, and does attend most,
meetings of the Audit Committee.

During the period since the beginning of 2012, 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 Audit Committee.

Key responsibilities of the Audit Committee
{summarised from the Terms of Reference of the
Audit Committee)

®  Monitor the integrity of the Company’s financial
statements and the form and content of the half yearly
financial report and quarterly results announcements
regarding the Company's performance.

B Review significant financial reporting judgements
contained in the financial statemeants, in the half
yearly financial report and quarterly reports before
their submission to the Board for approval.

B Review accounting policies, judgements and
disclosures in financial reports.

® Review the Group's system of risk management,
regulatory compliance and internal control.

u Review the Company’s systems and controls
for the prevention of bribery and corruption
and receive reports on any non-compliance.

® Review the Group's whistle-blowing procedures
to ensure that they continue to be appropriate
and effective.

® Make recommendations to the Board on
the appointment and remuneration of the external
auditors and approve thelr tarms of engagement;
oversee the relationship with the external auditors;
assess the independence of the extemnal auditors
and monitor and approve non-audit services provided
by the external auditors.

B Monitor the role and effectiveness of the internal
audit function, including: resourcing; setting and
adherence to the internal audit plan; key findings;
management responses; and implementation
of corrective actions by management.
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The Audit Committee is responsible for, amongst

ather things, making recommendations to the Board

on the appointment of the external auditors and thelr
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 reference on page 49 to Policy on Use of External
Auditors for Non-audit Services). On internal controls, the
Audit Committee participates in the process for identifying
and managing risk and links the focus of internal controls
and the internal audit programme to the Group's risk
register. The Audit Committee reviews the programmes
of both the external auditors and the internal audit function
and the findings from thelr audits. It receives and reviews
reperts from management and the Group's audlitors
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 personne! to enable
them to undertake their work. The ultimate responsibility
for reviewing and approving the annual report and
accounts remains with the Board.

During 2012, the business discussed and considered
by the Audit Committee included, amongst others:

u review of the Group's preliminary announcement
of the financial results for the 52 week period ended
1 January 2012, the 2012 half yearly financial report
and the quarterly results announcements prior to
approval by the Board and their release;

B consideration and review of the Group’s 2011 financial

statements and the 2012 half yearly financial report prior

to Board approval and reviewing the relevant external
auditor's detailed reports;

8 review and consideration of the staterment regarding
going concern in the 2011 Annual Report and Accounts
in respect of the financial statements for the 52 week
period ended 1 January 2(12;

B monitoring ongeing compliance with International
Financial Reporting Standards(“IFRS™), including
consideration of the appropriateness of the
Group’s and the Company's accounting policies
in accordance with IFRS;

B review and consideration of the significant areas of
management judgement and estimate, in refation
to financial reporting matters, as summarised in
note 28 to the financial statements;

m consideration and review of compliance with
legal requirements and the Listing Rules and
the Disclosure Rules and Transparency Rules
of the UK Listing Authority;

considering and approving the assumptions in the
annual review of potentia! impairment of goodwill,

prior to approval by the full Board;

review of key performance indicators;

review and discussion of the proposals from the
external auditors and the internal audit function
regarding their audit programmes for 2012 with
particular regard to the Group's risk register

and the assessment of the adequacy of internal
controls generally;

approval of the audit fee and review and approval of
non-audit fees payable to the Group’s external auditors;
consideration and assessment of information
technology systems and controls;

congideration of business continuity arrangements;
review of the Group's intellectual property policy and
arrangements for its Implementation;

review of reports from management on the Group's
main risks and the assessment and management of
those risks;

review of 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;
review of the appropriateness of the Group's *whistle
blowing’ policy;

review af any confilict or potential conflict of interest
situations and determination of whether it is appropriate
for any such matter to be authorised by the Board;
consideration and review of non-audit services by

the external auditors in accordance with the pollcy
regarding the provision of those services;

review and consideration of the Department of
Buslness Innovation & Skills’ (BIS) consultation
regarding narrative reporting;

review of draft sections for this Annual Report

and Accounts 2012;

monitoring and assessment of the independence

of the external auditors; and

review of the performance of the external auditors at the
beginning of 2012, resulting in a recormmendation that
the re-appointment of KPMG Audit Plc as the Company’s
external auditors be proposed to shareholders at the
annual general meeting in April 2012.
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KPMG Audit Plc have been the Group's auditors since
the period before the Company listed on the London
Stock Exchange in 2003, The external auditors are
required to rotate the audit partner responsible for the
Group and subsidiary audits every fifth year; the current
audit engagement leader has been in place since 2008
and accordingly a new audit engagement leader shall
be responsible for the audit of the 2013 consolidated
financial statements of the Group. The Audit Commitiee
remains satisfied with the effectiveness of the external
auditors; accordingly, the Audit Committee to date has
not considered it necessary or appropriate to initlate a
competitive tender for the audit.

The Audit Committee has discussed with the external
auditors their independence and has reviewed the written
disclosures recelved from them as requiired by the Auditing
Practices Board's International Standard en Auditing (ISA)
(UK and lreland) 260 ‘Communication of Audit Matters to
those Charged with Governance’.

During 2012, the Audit Committee reviewed the ‘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 so as to ensure that the
Independence of the external auditors is not compromised.
Some minor amendmerits were made to the policy as a
result of this review. The policy is Intended to ensure that
non-audit work is undertaken by the external auditors only
when they are best suited to undertake it. Any non-audit
work involving expenditure of more than $30,000 but

less than $50,000 requires approval of the chairman of

the Audit Committee, with the approval being reported

to the Audit Committee at its next mesting. Any non-

audit work involving expenditure of more than $50,000
requires approval of the whole Audit Committee. The policy
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 wark which is
prohibited by ethical guidance. The amounts paid to

the external auditors during the period for audit and

other services are set out in note 5 to the financial
statements on page 94. The amount of non-audit fees

is not significant overall and therefore it is considered

that KPMG's independence is not compromised.

The Audit Committee also menitors the arrangements

by which employees of the Company may raise concerns
about possible impropristies in financial reporting or
other matters. The “Whistle Blowing” policy, which details
the arrangements for the confidential and independent
investigation of such matters and the appropriate follow
up actions, was reviewed by the Committee during 2012
and is considered still to be appropriate. It is included

In the Employee Handbook, which was updated in 2011,
and is available for reference to all employees on the
Company's intranet.
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TREASURY COMMITTEE
Committee Chairman:

J Grant (trom 8 June 2012)

RK Graham (until 8 June 2012)

Committee Members:
JM Hickey

M Cubitt

RK Graham (from 8 June 2012)

RK Graham stepped down as chairman of the Treasury
Committee on 8 June 2012 but continued to serve as

a member (see Board Composition section on page

41 for further details). J Grant joined the Committee from

8 June 2012 and was immediatety appointed Committee
chairman. 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 pollcies);
interest rate risk; credit risk and liquidity management. The
policies of the Group and the Company in these areas are
explained in note 23 to the financia! statements on pages
118 to 124. The Treasury Committee reports to, and makes
recommendations to, the Board regarding these matters.

During 2012, the Committee reviewed the Treasury policies
to ensure their ongoing appropriateness and adequacy
including the currency hedging policy, as referred to In
note 23 of the financial statements on page 118. In the
fourth quarter of 2012, the Committee recommended

a modification to the Company’s policy to extend the
period of currency hedging further intc the future. Under
the revised policy, forward foreign exchange contracts
covering the majority of the US dollar to Sterling exchange
rate exposure, which arises on the Company's Sterling
denominated overhead costs, will generally be put in place
for twelve months ahead on a rolling basis. The previous
policy was to hedge a minimum of one quarter ahead
{unless otherwise approved by the Board). Under this

new policy, the financial year 2013 has been hedged

at an average rate of $1.60 to £1.

As previously reported, in November 2013, an independent
revlew was conducted of the Treasury Policy and related
processes and procedures to ensure that these are
adequate, in line with best practice and properly controlled.
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Corporats Governance Statement {continued)

INTERNAL CONTROL AND RISK MANAGEMENT
The Beard has overall responsibility for the Group's
systems of internal control and risk management and
for monitoring their effectiveness. The purpose of these
systemg is to manage, rather than eliminate, the risk

of failure to achieve business cbjectives, 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.

The Board is also responsible for determining the nature
and extent of the significant risks it is willing to take in
achieving its strategic objectives. The Group's approach
1o risk management is aimed at the early identification of
key risks to the Group's business and the overall strategy,
followed by a detailed understanding of the nature of
those risks, the probability of them arising and their likely
impact if they did occur. Mitigation plans are developed
and implemented with the aim of reducing or removing
the iikelihood of risk oceurring or managing the impact

if the risk cannot be avoided. The management of risk,
particularly a detailed understanding of the risks inherent
In the business activities, markets and geographies

in which the Group operates, is an integral part of the
development and implementation of the Group’s strategy.

The Board has overall responsibility for setting the risk
appetite and tolerance for the Group; this is achieved
by assessing risks against the corresponding business
opportunities as part of the process of updating and
approving the business strategy (see below).

In 2012, Wolfson conducted its formal risk management
raview processes in a manner similar to that adopted in
2011. Flowing from the annual strategic review, an updated
risk register was generated by the senior management
team, designed to align the strategy propositions with

the corresponding risks; this reflected both a bottom up
and top down analysis of opportunities and related risks.
During 2012 this process involved the review of strategy,
objectives and activities of the business and its risk

profile in the contaxt of the challenging macroeconomic
conditions which were experienced during 2012. This
updated risk register was reviewed by the Audit Committee
and subsequently by the Board, and formally adopted.
The risk register is reviewed regularly by the senior
management team and pertinent issues arising are
reported back to the Beard and/or Audit Committee

to ensure the Directors are aware of any change in

profile and other relevant matters.

It should be noted that, in the context of the Disclosure
Rules and Transparency Rules of the UK Listing Authority,
section 7.1, the Audit Committee reviews the Company's
internal financial controls and the Board of Directors is
responsible for reviewing the wider internal contro! and
risk management system.

The Board confirms that it has reviewed the effectiveness

of the systems of internal controt and risk management 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 risk management and
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 AND ON-GOING
PROCESS FOR RISK IDENTIFICATION,
EVALUATION AND MANAGEMENT

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

There is an on-going framework for the identification,
evaluation and management of the most significant
risks faced by the Group. The framework includes:
the maintenance of a corporate risk register; a defined
organisational structure with appropriate delegation
of authority; comprehensive financial review cycle with
annual budget approved by the Board and monthly
variance analysis against budget; monthly reporting
to the Chief Executive Officer, Chief Financial Officer
and senior managers; maonitoring of key performance
indicators by management on a daily basis, regular
meetings of the senior management tearn on at least
a weekly basis; a capital investment process.

RISK IDENTIFICATION

The identification of the most significant risks that face
the Group is the responsibility of the Board. 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 throughout the period
under review and up to the date of approval of the Apnual
Report and Accounts,

Following the extensive raviews performed in 2010 and
2011, and its update during 2012 (and the update of key
business risks viewed in the context of the opportunities
anticipated in the strategy), the risk register is considered
to be well aligned to the strategic management pricrities
and reflects bottom up and top down analyses of
opportunities and related risks.
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Carporate Governanca Statement (continued)

As explained on page 50, the risk register is regularly
reviewed with involvement of the senior management team
to ensure that changes in the Company's risk exposure
are identified and understood. The Board also undertakes
a regular review to analyse how the key business risks are
being managed consistent with the strategy, objectives
and activities of the business and its risk profile. Regular
meetings take place to review the status of actions,
procedures and controls aimed to mitigate or manage

the key business risks; this forms part of the balanced
scorecard against which the performance of the senior
management team, and the other employees within

the Group, is measured. The process to review the risk
register is also performed with active senior management
participation, such that the directors of the Company are
kept aware of the potential cost and resources involved

in managing these risks and the operational management
actively balance opportunities versus any associated risks.

The key business risks identified are taken into account

by the Board when assessing the Group's internal controls.
This regular review of risk by the directors and senior
management alsc ensures that changes in the Company's
risk exposure are identified, analysed and understood,

and that mitigating action is taken to reduce this

exposure to an acceptable level. The principal risks

and uncertainties facing the Group are explained in

the Operating and Financial Review on pages 24 to 33.

FINANCIAL REPORTING AND

MONITORING OF OPERATIONS

In addition to features relating to control environment,
summarised above, the main features of the Group’s
internal control and risk management systerns in
respect of the financial reporting and cperaticnal
monitoring processes are:

8 Monthly financial infarmation, including trading results,
a cash flow statement and operating expenses details
are presented and explained, in comparison to the
budget, to the Board. The trading and operating
results, compared to the budget, for the business
are also reported to the Board in advance of each
Board meeting.

B Detailed quarterly financial information is prepared and
approved by the Board, for the first and third quarters
of the financial year, in a similar manner to the hatf
yearly report. This quarterly and year to date financial
information is included in the first and third quarters’
results announcements.

B A detailed annual budget is collated from submissions
by each functional department. The budget is reviewed
by the executive directors before being reviewed and
approved by the Board. The annual budget is monitored
on a monthly and quarterly basis and is used to monitor
and control actual performance.
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B Capital expenditure requirements are assessed as part
of the annual budget. Strict authorisation processes
are laid down for the making of capital investment
commitments against the budget.

® Detailed analyses of (actual and forecast) design
wins and revenues, by customer, and related gross
margins, are compiled and reviewed by management
and the Board.

m Progress on development projects, which is closely
monitored by management, is an impeortant metric
in the business scorecard and updates on the status
of the projects are provided at each Board reeting.

u Operational metrics are regularly monitored and
key metrics are included in the business scorecard.
Manufacturing requirements and supply chain
capacity are kept under regular review.

8 The executive directors hold meetings on at least
a weekly basis with the senior managers to review
business and financial performance compared to the
budget and forecasts and also to discuss operational
matters including order levels compared to forecasts,
product and project status and manufacturing statistics.
Relevant matters arising from these meetings are
reported to the Board by the respective members
of the senior management team.

B A balanced scorecard was used again during 2012
to set specific business objectives for each quarter,
comprising both financial and non-financial metrics
which are aligned to the business strategy, and to
monitor performance across the business against those
objectives during each quarter in 2012. Performance
against the scorecard was reported to the Board
throughout the year.

MONITORING AND CORRECTIVE ACTION
There are procedures in place to monitor the systems of
risk managemnent and internal controls. These include:

® The performance of internal audit procedures which are
aligned with the areas of key business risk. The internal
audit plan, covering an 18 month period, is reviewed,
updated and approved by the Audit Committee early
in each year. Reports of the findings and conciusions,
from the internal audit procedures, are reviewed by the
Audit Committee and the status of the implementation
of the agreed actions is monitored.

B The regular review of the risk register and significant
risks affecting the Group.

® The review of the reports from the external auditors
on the Group's systems of internal control and its
effectiveness.
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B The Group has a Quality Management System '‘QMS’,
which conforms to BS EN 1SO 9001:2008. 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.

To ensure the effectiveness of the QMS, and its
ongoing compliance with the requirements of BS EN
IS0 9001:2008, internal audits are conducted to a
documented schedule, and it is subject to a structured
Management Review process. Third party audits

are conducted by the British Standards Institution

to verify continued compliance with BS EN ISO
9001:2008. Wolfson continues to improve the quality
audit systems with the on-going development of the
internal audit resources through advanced training
with ISO accredited bodies. The scheduling of all
audits and subsequent activities is tracked through
an electronic audit management system.

B Wolfson seeks to exceed its customers' expectations
by the adoption of internationally recognised quality
standards and has a policy of continucus improvement
throughout its business. The Group has initiated a
Six Sigma programme as part of this continuous
improvement policy.

SHAREHOLDER ENGAGEMENT

RELATIONSHIP WITH SHAREHOLDERS

The Chairman is responsible for ensuring there is effective
communication with shareholders, and the directors
believe firmly in the importance of this communication.

The Group maintains an active dialogue with institutional
shareholders through individuatl meetings attended by
members of the Board and their participation in conference
meetings and calls relating to results announcements,
During 2012, the Chief Executive Officer and the Chief
Financial Officer held meetings and telephone conference
calls with major shareholders. 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
mafor shareholders if requested. G Collinson, the chairman
of the Remuneration Committee, accompanied by either
the Senior Independent Director or one of the other non-
executive directors, met with most of the Company’s
major shareholders in December 2012 to discuss
executive remuneration policies, in the context of the
Wolfson business strategy, and other governance matters.

An investor and analyst technology seminar was held

in May 2012, This provided a forum for management
within the business to present an insight into the markets
in which the Company operates and to explain and
provide demonstrations of the Company's latest
technologies and products.

During the period a regular dialogue has been
maintained with institutional shareholders, analysts
and the financial press. Investor relations and cther
information are published on the Company’s website
at www.wolfsonmicro.com. :

ANNUAL GENERAL MEETING

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.
Following the AGM in 2012, a summary of the proxy votes
lodged was published on the Company's website. The
Company intends to propose a separate resolution at the
AGM in 2013 on each substantially separate issue and,

in particular, intends to propose a resolution at the AGM
relating to the Annual Report and Accounts 2012, The
chairmen of the Audit, Remuneration and Nomination
Committees are available to answer questions relating

to the Annual Report and Accounts at the AGM.

Details of the meeting and the resolutions to be proposed
together with explanatory notes are set out in the Notice of
the AGM. Notice of the AGM and related papers are sent to
shareholders at least 20 working days before the meeting.

ORGANISATION AND PEOPLE

OUR PEOPLE

With around 450 permanent employees globally, it is vital
that we focus on our employee value proposition, ensuring
that we motivate, chalienge and consequently retain

these highly skilled individuals. We expect commitment,
dedication and innovation from our employees and in
return we support them in the development of their skills
and careers through exciting, leading-edge opportunities,
flexible work environments, and challenging activities.

TALENT ACQUISITION

Qur strategy to attract the best talent in the world remains
at the heart of our overall people strategy, and we continue
to develop and drive our talent acquisition practices

to ensure we attract the best people for the exciting
opportunities that we have. We strive for diversity, so

we benefit from highly skilled individuals who add value

in many ways and complement our dynamic culture.
Graduate placements, internships and our graduate hiring
programme remain vital in supplementing the pipeline

of talent inte the Company. As such our University and
Schools programme continues as a priority and we have
partnered with UK Electronics Skills Foundation during
2012 to expand this programme and take advantage

of UK wide engineering talent.
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DEVELOPING OUR PEOPLE

The Company remains committed to developing high
quality leadership, managerial and technical capability

in our people. During 2012 we continued to invest in

the development of our people through structured
programmes and, through focused development
activities, to create high performing teams. In particular
our 'Future Leaders’ programme which is partly funded
by Scottish Enterprise has gone frorn strength to strength,
culminating in the members of this programme presenting
four key business challenges to the Board of Directors

for consideration in the development of the Company's
plans for 2013. For example, one of these business
challenges has focussed on inspiring a culture of
increased innovation, with a detailed Implementation

plan that is being progressed.

The Company ensures its success through knowledge
sharing across all functions. Programmes, such as

our “lunch and leam’ series, allow employees from all
functions to share information and knowledge on their
areas of expertise with thelr colleagues frem other areas
of the business. Technical training is critical in driving

the development of our people as we transition from

a traditional integrated circuit component business to

a systems and solutions business where additional skills
are required to supplement the core competencies of
integrated circuit design. Managerial training has been
supplemented in 2012 by providing our managers with
access to Manager Zone, an on line learning and resource
toolkit where managers can access information on a wide
range of management topics. This self-paced tool provides
managers with management support and development,
that is always available, lending itself perfectly to a
globally dispersed management group.

The Company continues to support professional
development and professional qualifications, where
relevant to the individuals’ roles, and is currently
supporting a number of employees in this respect.

OUR EMPLOYEE VALUE PROPOSITION

To complement our people practices we also ensure that
we take action from our annual employee opinion survey
results. Cross company project teams work in collaboration
to design solutions for the areas where employees think we
can improve, but also to take action in our areas of strength
to develop these still further. We also ask our graduates

to take a lead in these cross function teams ensuring that
we benefit from new, fresh and exciting ideas. In 2012

we decided to run our employee opinion survey every

18 months so the next survey will be in June 2013.
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REWARDING OUR PEOPLE

Our rermnuneration packages are highly competitive and we
continually review this position by using appropriate satary
survey and market data which directly reflect the market in
which we cperate. We constantly review the data sources
and salary surveys which we use for appropriateness and
suitability. In 2012 we removed one survey data supplier
and added two others. We drive a pay for performance
culture and, as such, our incentive plans are clearly linked
to Company performance. Our “non-cash” recognition
programme also provides our managers with other forms
and types of recognition so they can reward and motivate
our people thraugh one-off “thank-yous”, such as vouchers
for the cinema, or dinner out with family, Managers are
encouraged to think about the reward ensuring that it
matches the employee's interests and is in keeping

with the level and value of activity being rewarded,

During 2012 the Company carried out a full review

of its employee benefits practices globally and, as

a consequence, launched a comprehensive, all-
encompassing, benefits portal in the UK called ‘MyBenefits
Hub'. In conjunction with this launch, a number of new
benefits were also offered including an employee discount
scheme linked to a range of retailers. In addition, new
benefits were implemented and existing ones were
enhanced in Taiwan, Korea and Japan. The Company
continues this review across its remaining regions with

a view to enhance and add benefits where appropriate.

Towards the end of 2012, the Company instigated an
enhanced transfer value exercise for eligible deferred
members of the Company’s defined benefit pension
scheme. The purpose of the exercise is to help reduce
the liabilities of the scheme. Further detalls are provided
on page 93. As reported in the Annual Report and
Accounts 2011, this defined benefit pension scheme
closed to future accrual from 30 April 2011.

In 2012 we ran our third invitation for employees to
participate in the Save As You Earn share option scheme
in the UK with a 23% take up from our eligible employees.

SHARE OWNERSHIP

The Company grants annual share-based awards,

on a discretionary basis, through our varying employee
share schemes. These grants are also linked to
employee performance and contribution. This includes
the Company’s all employee share option scheme and
also a contingent share award scheme which, although
discretionary, are used to provide option grants or
contingent share awards to the Company's employees.
There is also a shareholding policy which is applicable
to the executive directors and senior management team,
as described in the Directors’ Remuneration Report on
page 8.
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Corporate Social Responsibility

Although the Company is accountable to its shareholders,
it also recognises that it has responsibilities to other
stakeholders which include employees (see pages 52 and
53), customers, suppliers, and the local communities in
which it operates. The Board accepts its responsibility

to be accountable to all stakeholders.

The Company 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 the
Company's management processes and operations
throughout the world.

In order to maintain its high standards, Wolfson surveys
potential new manufacturing subcontractors for acceptable
environmental and Corporate and Social Responsibility
(CSR} policies of their own. Our survey faormat refers to
international regulations and standards. This exploits the
steadily improving world-wide understanding of those
regulations and standards.

In 2012, Wolfson introduced a review of its main suppliers’
Corporate and Socia! Responsibllity (CSR) policies into
its supplier audit programme. Good CSR standards are a
requirement for subcontractors to be added to Wolfson's
Approved Suppliers List, but formalising this requirement
reinforces Wolfson's commitment to CSR. The policy is
based on the Electronic Industry Code of Conduct (EICC)
which Is a widely supported voluntary code developed
by the Electronic Industry Citizenship Coalition, an
organisation representing most of the major companies
in the industry. The code defines CSR standards in these
four areas: terms of employment; health and safety of
employees; envirgpnmental responsibility; and corporate
ethical behaviour. A fifth section defines a management
system to ensure the effectiveness of CSR policies.
There are significant advantages of Wolfson’s adoption
of an external standard as the basis for its policy: it has
wide acceptance; it comprises a uniform industry-wide
approach; and its ownership by a large international
collaboration ensures comprehensive surveillance

and updating.

ENVIRONMENT

The Company's policy is to behave in an environmentally
responsible manner, consistent with and in compliance
with local legisiation and protocols. The Company
requires its subcontractors to have BS EN ISO 14001:2004
certification, and to conform to the Montreal Protocol for
substances that deplete the ozone layer, and to relevant
local legistation to ensure control and/or elimination of
materials recognised as hazardous.

The Company attained BS EN ISO 14001:2004 certification
in 2005. It has a mature environmental management system
for assessing, controlling and monitoring the potential
environmental impact of activities at the Company’s
premises and at those of its subcontractors. A programme
of targets and objectives, subject to periodic review, isin
place to ensure continual improvement. The Company's

Environmental Policy and Environmental Manual are
available for reference by all employees on the Company's
intranet. The Environmental Policy is also available publicly
through the Company's website.

The responsibility for the Company’s environmental policy
and management has been delegated by the Board to the
Chief Executive Officer who reports back to the Board at
least annually. This includes the setting of the policies of
the environmental management system, its objectives and
targets. The Vice President Quality is responsible for the
implementation and maintenance of the envircnmental
management system in accordance with the requirements
of BS EN 1SO 14001:2004. Wolfson's Environmental
Management System is maintained through management
review meetings, held on a regular basis, and by internal
audits. Annual internal legal and other requirements
compliance audits are also performed by a specialist
consultant. Wolfson maintains certification by employing
the British Standards Institution to conduct third party
audits on a six monthly basis, and a strategic review

on a three year cycle.

Wolfson’s primary environmental objective is the reduction
of energy consumption in the Company’s UK offices.
Key activities in 2012 were:

8 review and upgrade of air handling with more energy
efficient systems:

B upgrade lighting systems with low energy equivalents,
typically achleving a 20% reductlon in energy
consumption by these systems; and

B reduce waste to landfill by 15% by improved recycling.

As announced In 2012 by the UK Government, gquoted
companies (including companies listed on the Main Market
of the London Stock Exchange) will have to measure and
report levels of greenhouse gas emissiens and these new
regulations are planned to be introduced during 2013.

The Company will aim to address the relevant aspects

of these regulations.

WASTE ELECTRICAL AND ELECTRONIC

EQUIPMENT REGULATIONS 2006 (WEEE)

Wolfson's commitment to WEEE has entailed registration
as a producer, for the Company’s ANC headsets, and

has joined the Transform WEEE compliance scheme.
Wolfson is also registered on the National Packaging
Waste Database under the Batteries Directive for batteries
incorporated in the ANC headsets.

HAZARDOUS SUBSTANCES MANAGEMENT

SYSTEM (HSMS)

Wolfson has a formal Hazardous Substances Management
System (HSMS). Our policy with respect to hazardous
substances is total compliance with all regulatory and
customer requirements. Our formal HSMS will support

the continuation of our 100% compliance record.

Aiso, as with CSR, it will facilitate selection and auditing

of our subcontractors, to ensure that our record is not
compromiged by them,
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Corporate Social Responsibllity icontinued}

A detailed list of Wolfson's regulatory and customer
obligations with respect to hazardous substances, and
particulars of our compliance with them, is published en
the Company's website and regularly updated. There have
been two further updates to the Registration, Evaluation,
Autherisation and restriction of CHemicals (REACH) list

of Substances of Very High Gaoncern (SVHCs). Wolfson
uses none of these, which means that the registration

and reporting requirements in REACH do not apply to
Wolfson's products.

ETHICAL BUSINESS PRACTICES

Wolfson is a fabless semiconductor company specizalising
in the design and supply of high performance audio
selutions which meet the high quality standards expected
by our customers in a manner consgistent with industry
recognised environmental and ethical standards such

as the Electronic Industry Code of Conduct (EICC). As a
fabless company, Wolfsan subcontracts its manufacturing
operations to silicon wafer foundries and assembly and
test providers that are based mainly in Asia. In order to
maintain its high standards, Wolfson surveys potential
new subcontractors for acceptable environmental and
Corparate and Social Responsibility (CSR) policies of
their own.

All employees are expected to behave ethically when
working for the Company and this is reflected in the
policies which are detailed extensively in the Employee
Handbook. Ethical business practices are Integral to the
Company and are reflected in the practices in relation
to recruitment, disciplinary matters and grievances.

The Employee Handbook underwent a further review

in 2012 and was updated for new practices and
legislation where necessary.

The Company has an ethics policy which has been
communicated to all employees. The Company enhanced
this policy in 2010 to incorporate a specific anti-bribery
and corruption poticy. The anti-bribery and corruption
policy continues to be communicated to all employees,
especially new joiners, in line with the requirements of
the Bribery Act 2010. Employees concerned about ethics
within the organisation are encouraged to raise their
concerns with the Human Resources team or their ling
manager, or to follow the guidance in the Company's
‘whistle blowing’ policy.

Wolfson Is committed to the principle of equal opportunity
in employment and its internal procedures reflect this.

The principle is supported by the Company's recruitment,
disciplinary and grievance procedures.

The Company takes its legal and ethical responsibilities
very seriously and constantly reviews case law and new
legislation to ensure that it continues to follow good and
ethical practices globally.

The Company 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 the Company's premises.
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All staff are instructed on the Company's health and
safety policy which can be accessed by all employees
on the Company's intranet. The Vice President Quality
has responsibility, delegated by the Board, for the
Company's health and safety matters.

LOCAL COMMUNITY

The Company strives 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.

The Company has a Charity and Community Council
{CCC) which comprises employees frorm across the
business and across locations. The CCC is responsible
for reviewing and proposing the charity and community
activities within the agreed levels and budget available.
The CCC also approves employee charity matching

and nominates different charities for Company support.
Wolfson employees continue to be committed fund-raisers
to a wide variety of different charitable causes, by taking
part in a range of events including 5km runs, marathons,
cycle-rides and sponsored silences.

Wolfson has provided community support to local Scottish
schools by supporting Generation Science - the national
education programme which brings science to life with a
range of exciting shows and workshops delivered in the
classroom. Furthermore, Wolfson provided sponsorship to
RNIB’s (Roya! National Institute of Blind People) inaugural
“Technology for Life” conference held at Glasgow Science
Park in September 2012, Wolfson employees based at the
office in Newbury continued to support The Castle Schoo!
durlng 2012, The Castle School caters for young people,
with a variety of complex learning difficulties, from 2 to 19
years of age. During the course of 2012, various successful
and fun events were held in support of The Castle School
such as a summer fundraising barbecue, a breakfast
morning and a charity bowling night,

The Company provides a scholarship programme for

a number of students at Edinburgh University during
their engineering degree courses and for post-graduate
research fellowships. As well as providing financial
support, the programme includes placements for work
experience and project work within the Company. During
2013 this will be extended to supperting PhD students
from both Edinburgh and Southampton Universities.

As with previous years, the Company sponsored an
exhibit in the Edinburgh Internationa! Science Festival
in April 2012 aimed at raising children’s awareness and
interest in science.

In 2012, the Group supported charitable and community
activities, including the scholarship programmes,

with donations and sponsorships totalling $97,000
(2011: $186,000).
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INTRODUCTION BY THE CHAIRMAN

OF THE REMUNERATION COMMITTEE

On behalf of the Wolfson Remuneration Committee, 1 am
pleased to present the Directors’ Remuneration Report for
inclusion in this Annual Report and Accounts 2012,

Wolfson made good progress during 2012 in its strategy

of moving from a mixed signal generalist to an audio
systems-on-chip leader. This was reflected in both
improved financial performance — with 15% growth in
annual revenue and a return to underlying profitability in the
second half of the year as well as an increasing number of
high profile design wins with leading consumer electronics
manufacturers. However, this strategic change is not yet
complete, and therefore we have decided not to make
major changes to executive remuneration for 2013, keeping
in place the incentives to drive strong growth in line with
this strategy and the clear market opportunity.

Despite not recommending a change to the structure

of the executive remuneration for 2013, we have once
again consulted the Wolfson shareholders widely in
setting the levels of base pay for 2013 and the targets

for the 2013 Long Term Incentive Plan (LTIP). The Senior
Independent Director, Rob Eckelmann, another of our
non-executive directors, Ross Graham, and | visited 9 of
the top 10 shareholders and other shareholders who, in
total, represented approximately 54% of the share register
together with the major investor bodies. We conducted
this exercise again during the first part of December 2012,
In order to give shareholders sufficient time to consider
the initial proposals of the Remuneration Committee and
to provide their faedback before the finalisation of this
Directors’ Rermuneration Report. The feedback received
resulted in small revisions to the proposed 2013 LTIP
targets, but broad agreement with the general approach
and principles adopted.

We have decided, based on the level of general price
inflation and in view of market movements against our
base salary freeze in 2012, to apply a 3% average increase
in the base salary of the executive directors and senior
management. This increase is the same as the increase

in total salary budget for the rest of the employees in the
Company.

The cash bonus paid to the CEQ in 2012 was 39% of

base salary compared to an “on target” bonus of 66.7%

of base salary (and a maximum potential bonus of 133%
of base salary). The cash bonus paid to the CFO and the
other members of the senior management team in 2012
was 29% of base salary compared to an “on target” bonus
of 50% of base salary (and a maximum potential bonus

of 100% of base salary). These bonuses have increased
from the levels paid last year, in line with the improved
financial performance of the Company and the meeting of
key developmental objectives. The bonus levels have again
been determined by objectively measuring performance
against the targets set at the beginning of the year and, we
believe, reflect a fair reward for the progress achieved in
the major transformation programme; they are well below
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the maximurm bonus potential, in line with the tact that
not all targets for the year were met. The structure and
methodology of the annual cash bonus plan continue
to be effective so we have decided that the on-target
and maximum potential cash bonus for 2013 will be
unchanged from 2012 - at 67% and 133% respectively
for the CEQ, and 50% and 100% respectively for the
CFQ and senior management.

The three year 2013 LTIP will continue to be paid in nil-cost
options (economically equivalent to performance shares)
up to the same potential maxima as last year: 300% of
hase salary for the CEQ and 200% of base salary for the
CFO and senior management. However, in line with the
industry consensus view of even higher growth potential
over the next few years in Wolfson's target markets, we
have significantly increased the performance targets for
the 2013 LTIP versus their 2012 and 2011 counterparts.
These LTIPs are now established as the core of Wolfson’s
executive remuneration, setting growth targets that are
challenging yet achievable in line with Wolfson's strategy
to become a leader in audio systems-on-chip in very high
growth market segments.

Wolfson participated actively in the UK Government's
Department of Business, Innovation and Skill's Consultation
on Revised Remuneration Reporting Regulations (June
2012). In anticipation of the changes in remuneration
reporting that witl result from this process in the UK,

we have structured this year's report into two parts: A)
Remuneration policy and B) Remuneration implementation,

| believe that Wolfson’s remuneration implementation
continues to be objectively measured and closely
aligned to all stakeholder interests and that Wolfson's
remuneration policies continue to be the right ones
to help support the healthy growth of our Company
consistent with its business strategy.

Dl ot

GLENN OLLINSON
CHAIR N OF THE REMUNERATION COMMITTEE

5 February 213
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A. REMUNERATION POLICY REPORT

THE PRINCIPLES BEHIND OQUR

REMUNERATION POLICIES

Overview

Qur objective is to offer remuneration packages that
attract, motivate and retain highly talented individuals to
promote and share in the future success of the Company.

The Remuneration Committee benchmarks, each year, the
overall remuneration packages for the executive directors
and senior management against several peer groups of
similar companies in both the UK and internationally. This
includes the FTSE250 and a basket of 40 high technology
companies of similar size to Wolfson, selected from the
USA, Europe and UK, predominately from the fabless
semiconductor industry. The overall stance continues to
be to ensure the overall levels of remuneration are not out
of line with the median of these peer groups, taking into
account both the size, and growth rate of those groups.
This benchmarking is one of the set of tools used to
determine remuneration set at each annual review but

is not the sole driving influence.

The Committee considers pay levels elsewhere in the
Company when determining the remuneration of directors
and senior managers.

All varlable incentives are subject to performance
requirements, thus aligning outcomes with the long term
interests of our shareholders, We are happy to reward
excepticnal performance appropriately and to have

due regard to the individual's seniority and role.
However, there is no concept of being rewarded for
fallure. Non-parfarmers are not rewarded through

base salary increases, bonus or share schemes and

are actively managed through a clear performance
management process either to improve or to exit.

For executive directors and senior managers, the
Committee sets demanding performance requirements in
line with the Company’s strategic objectives, and believes
that long termn incentives should be a greater part of their
remuneration (if the Company is successful) as they are

in a position to influence long term performance to a
much greater extent than their more junior colleagues.

No director or senior manager is involved in any decisions
about his or her own remuneration.
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Annual cash bonuses

We judge short-term performance of our people and pay
annual cash bonuses based on a mixture of metrics, both
financial and non-financia! {for example new product
development, design-in, quality and operational success)
using a balanced scorecard approach, corresponding

to our strategic objectives. Howaver, the more senior

an individual in the Company, the higher the proportion

of variable pay that is dependent on meeting financial
metrics. We are very aware of the Company's need to

be profitable and consider carefully the affordability of
incentives and the setting of appropriate performance
criteria/conditions. We also take great care to ensure that
the opportunities reflected in the targets set are consistent
with the Company’s desired level of risk. Performance
criteria, once agreed by the Cormmittee, are rigorously
applied In assessing short-term bonus pay outs.

Long Term Incentive Plans (LTIPs) for executive directors
and senior management

We aim to retain the best management talent, in part by
rewarding the executive directors and senior management
team, by the award of share-based LT1Ps when the
Company’s long range targets are met. As a further
incentive to encourage the executive directors and

senior management team 1o stretch towards exceptional
(but in the Board's opinion still attainable) goals, the

LTIPs are designed to extend these rewards for such
exceptional performance and keep the executive team
closely aligned with shareholders.

The LTIPs are structured to vest three years after they
are issued to encourage good decision-making over

an appropriate long range time scale (consistent with
product life cycles in the consumer electronics industry).

The Company plans to retain both executive performance
share and share option plans for executive share-based
awards, but proposes for 2013, as in 2011 and 2012,

that LTiPs be in the form of performance shares (or their
equivalent nil-cost options) only. The details of these

LTIP arrangements are described later in this report,

The LTIPs vest only when certain performance conditions
are met after the three years. These parformance
conditions are selected by the Committee after full
consultation with shareholders and leading shareholder
bodies, to be appropriate for each year's grant of new
three year awards under the LTIPs. These performance
conditions set the appropriate targets consistent with the
Company’s strategy and the overall business cycle, whilst
maintaining the risk profile decided by the Board.

The current share option plans operated by the Company
were established in September 2003 and are, therefore,
approaching the 10th anniversary of their adoption date
after which no further awards can be granted pursuant

to their terms. As a resuit, and in order to preserve the
flexibility to grant market value share options in the future
(if deemed appropriate by the Committee), the Company
proposes to introduce two replacement arrangements

at the 2013 Annual General Meeting (AGM), namely the

2013 Wolfson Microelectronics plc Approved Share
Option Scheme and the 2013 Wolfson Microelectronics
ple Unapproved Share Option Scheme.

The terms of these new plans (further details of which
are set out in the Notice of the 2013 AGM) are similar
to those of the 2003 schemes that they are intended
to replace, save for adjustments needed to reflect
changes in law and market practice.

Guidelines for desired levels of shareholdings

for the executive directors and senior managers

We would like all our executive directors and senior
managers to become shareholders in the Company to
align further their interests with those of shareholders.
Qur shareholding policy was strengthened in 2010 by
encouraging executive directors and sentor rmanagers

to build up, over some time, and to maintain a holding

of shares in the Company to the value of 100% and 50%,
respectivety, of their base salary. This should be achieved
by the retention of 50% of the net shares from vested
LTIPs, from the 2010 LTIP awards onwards, and by their
voluntary participation in the annual cash bonus deferral
plan also introduced in 2010 (described on page 69),
together with thelr own investment in Wolfson shares.
Whilst continuing to highlight this guidance, we continue
to believe that this is best done through mutual agreement
and we do feel it right to also recognise the nature of how
an individual’s shareholding was accumulated. We do
not think that it is appropriate to mandate the deferral of
annual cash bonuses earned because we do not want

to over-emphasise this element of remuneration which is
stili primarily earned on a one year measurement horizon,
versus our LTIPs which are measured over three years.
The current shareholdings of the CEQ and the CFO are
described on page 71.

Remuneration on termination or severance

For the executive directors, as stated on page 70,
contractual notice periods are 12 months and for
the senior management team they range from 6 to
12 months depending on the role.

The Committee considers and, if appropriate, approves
any severance packages relating to executive directors or
senior managers. In so doing, we have agreed a policy of
notice payments commencing from the date of resignation,
Consideration of a payment in lieu of notice is only made
where it is at the Company’s request that the employee

is not required to work their period of notice. For “bad”
leavers {as defined under the relevant scheme rules) all
unvested long term incentive plan awards and unpaid cash
bonuses lapse, subject to the scheme rules. For “good”
leavers (again as defined under the relevant scheme

rules), whereas discretion may be applied to payments,

we generally pro rate for time and performance conditions,
It is at the discretion of the Committee, to determine
whether the share-based awards (which are deemed to
have vested in the circumstances) are transferred to a
“good” leaver as soon as practicable or left in place until the
end of the original performance period for the LTIP award.
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Non-executive directors

The remuneration of non-executive directors (excluding
that of the Chairman) is a matter for the Chairman and the
executive members of the Board. The decision process
determining the remuneration of the Chairman is led by
the Senior Independent Director and agreed with the rest
of the Board {excluding the Chairman). 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 generally reviewed yearly and are set within

the aggregate limits contained in the articles of association

of the Company. All fees are non-pensionable and there
is no other remuneration save that the Company meets
allowable expenses incurred on Company business.
The fees are payable in relation to: a base non-executive
director fee; membership of the Audit and Remuneration
Committees; positions as chairman of the Audit or
Remuneration Committees and as Senior Independent
Director. Fees payable to the non-executive directors

in the 52 week period ended 30 December 2012 are
included in the tables on page 63 and are described

on page 71.

Other employees

The Remuneration Committee approves the key elements
for the remuneration policies elsewhere in the Company
and the principles for all incentive arrangements. In so
doing, we review the consistency of remuneration levels
between different grades, as well as being competitive
in relation to the external environment and the activities
of competitors. All bonus and incentive schemes in

the Company, with the exception of our sales tearn,

are derived from the same metrics within the balanced
scorecard, but potential pay-outs vary by grade of
employee. In addition to salaries, pensions and the

usual benefits in kind, the Company grants annual
share-based awards, on a discretionary basis, through
an employee share award scheme. These share scheme
grants currently comprise a small number of contingent
shares awarded to employees based upon their
performance and contribution. The Company also
operates a Save As You Earn (SAYE) share option
scheme in which UK employees are invited to participate.
We believe that these share schemes significantly help
to maintain a culture where all employees are working

in a way that is very well aligned to shareholder interests.
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LINKING REMUNERATION TO THE STRATEGY
OF WOLFSON AND THE MANAGEMENT OF
STRATEGIC RISK

The strategic re-positioning of Wolfson initiated in 2009,
from being primarily a mixed-signal generalist to becoming
a leading systems-on-chip provider of high definition
audio for consumer electronics devices, is now clearly
beginning to deliver improved financial performance.
The change is still in its relatively early stages, but the
implications of this strategy for the future of Wolfson
remain profound. Firstly the evidence already shows that
by winning a higher market share in high growth segments,
the whole Company is able to grow mere rapidly than in
the recent past. Secondly, by raising the perceived value
that Wolfson will bring to its customers, it is reducing

the risk of churn of individual major customers. Finally,
because there is no acknowledged leader in the world
today in the provision of ‘deeply embedded’ audic
technologies across the consumer electronics spectrum,
there is a genuine opportunity for Wolfson to move into
that leadership position. The whole strategy continues
therefore, the Company believes, to lay the foundation
for potentially a very significant increase in the value for
its stakeholders over the longer term.

Such a bold strategy, of course, does not come without
risks. For example, major new skills are being acquired

in software engineering, new supplier relationships are
being built and the closer focus on fewer, larger customer
programmes means that Wolfson is increasingly competing
to become a long terrn partner rather than a commodity
supplier. A necessarily more concentrated customer
base means it will become increasingly important to
cantinue developing the Company's sales skills to sell
across multiple levels at its target customers. The Board
continues to believe that those risks are manageable and
are out-weighed by the potential for much more success.

It continues to be essential that remuneration play its part
in setting the right incentives over the right time scales,

to re-enforce management’s role in making the difficult
decisions to complete this strategic change.

The right approach remains to place emphasis on growth
and to continue to use revenue growth as the most obvious
proxy for that. Hence, the executive director and senior
management long term incentive plans, for example, will
continue to use revenue growth as the most important
performance target.
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On the other hand, management should not, of course,
ignore profitability during this growth phase. Hence,
profitability 'underpin’ is included in long term incentive
plans (and gross margin is ons of the financial metrics
in the balanced scorecard for the annual bonus plan).
Wolfson's highly geared, fabless semiconductor business
model allows much of the gross margin generated from
incremental sales to fafl through to the bottom line, so

it is appropriate to increase the level of this profitability
underpin as the revenue target itself increases from one
year to the next.

The incentives we set must continue to take into account
the market place in which Wolfson competes. For example,
during 2012, the consensus view in the Industry is that
there is now even more potential for growth in Wolfson's
target market segments whilst allowing for the decline

in the rest of the business. It is right, therefore, that the
remuneration incentives reflect this higher growth potential
50 we have significantly increased the performance targels
for the 2013 LTIP.

The strategic transformation currently underway at Wolfson
should be substantially complete over the next two to three
years. Thereafter, as the strategy of Wolison evolves, so
must its remuneration policies. It is expected that, after

a leadership position is established in its target markets,
the emphasis will move towards maintaining modet
profitability and growth in shareholder value by building

on that leadership position. However, in the meantime,

until leadership is achieved in the target markets and
whilst the opportunity remains high, it is right to continue
to emphasise top line growth.

SUMMARY OF THE NEW PROPOSALS FOR
REMUNERATION IN 2013 FOR DIRECTORS

AND SENIOR MANAGEMENT

Base salary, pension and other benefits for 2013

The Committee proposes that the base salary for the
CEO, CFO and the senior management in 2013 will rise
by an average of 3% from the levelin 2012. Base salaries
in 2012 for the executive directors and senior managers
were frozen at the 2011 level. This average rise in base
salary for 2013, of 3%, will be in line with the increase

in overall salary budget applicable for the rest of the
employees of the Company.

The base salary will continue to be the only element of
compensation which is pensionable and will be at the
same proportion of base salary as 2012, Both executive
directors and the majority of senior managers participate
in the Company's defined contribution pension scheme,
Full details of the pension scheme contributions, pald

by the Company in respect of the executive directors,
are shown on page 64.

Other benefits for directors including the travel allowances

are described on page 64 and the categories of these other

benefits are unchanged from those provided in 2012.

Cash bonus plan for 2013

For the CEO, JM Hickey, it is proposed that the cash bonus
scheme for 2013 will be capped at a maximum potential

of 133.3% of base salary and that the cash bonus for on-
target performance will result in a bonus of 68.7% of base
salary. For the CFO and senior management, it is proposed
that the cash bonus scherne for 2013 will be capped at

a maximum potential of 100% of base salary and that

the cash bonus for on-target performance will result

in a bonus of 50% of base salary. These cash bonus

plans are unchanged from 2012.

For 2013 the balanced scorecard, on-target cash bonus
performance criteria and the associated components of
the bonus will be as follows:

Cash Bonus Plan 2013: Balanced Scorecard Targets
and Assoclated Bonus Components

Proposed 2013 Annual Cash Bonus Targets
(as % of base salary)

QOn-target Maximum

cashbonus cash bonus

CEQ (% of base] (% of base)
Metric

1. Financial metrics 32.3% 66.7%

2. Non-Financial metrics 33.3% 66.7%

Total 2013 annual cash bonus potential 66.7% 133.3%

Qn-target Maxtmum

cashbonus  cash bonus

CFO and senior management (% ofbase} (% of base)
Metric

1. Financial metrics 25.0% 50%

2. Non-Financial metrics 25.0% 50%

Total 2013 annual cash bonus potential 50% 100%

The financial metrics include revenue, gross profit margin
and underlying operating expenses.

The non-financial metrics include adherence to product
development schedules, achievement of product quality
targets, operations excellence and customer design-ins.

The weighting of financial: non-financial metrics
will be slightly different in 2013 at 50:50 compared
to 55:45 in 2012.

Cash bonuses up to and including an on-target pay
out are calculated using the full bonus scorecard as
described above.

Above on-target cash bonus is calculated by multiplying
the scorecard based bonus by a multiplication factor
based on a revenue stretch target.
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Annual cash bonus deferral

It is proposed that the deferred annual bonus plan, which
was introduced in 2010, will again be available to the
members of the senior management teamn, including the
executive directors, in 2013. Under this plan, executive
directors and senior managernent may elect to invest up
to 50% of the net bonus earned from the annual cash
bonus scheme in Wolfson shares and hold them for three
years. The Company will then match these shares 1:1 on a
gross basis subject to performance targets being met. For
awards granted under this Plan in 2013, these performance
targets will be the same as for the awards under the 2013
LTIP described below except that the maximum amount of
matching shares will be equivalent in value to 100% of the
gross bonus deferred at the time of the deferral.

LTIP for 2013

Similar to the policy in 2012, it is proposed that contingent
performance-based nil-cost option awards will be used
for the long term share-based incentive scheme in 2013.
These nil-cost options have exactly the same economic
value to the recipient as contingent share awards, but
give the recipient an increased degree of flexibility,
within an overall two year window, on when the award

is taken (exercised) subject to, and to the extent that,
the asscciated performance conditicns (as described
below) are achieved over a full three year period.

Revenue targets will remain as the main performance
measures for the 2013 LTIF accompanied by an underlying
operating profitability underpin,

For the CFQ and senior management, the highest potential
pay out level is the same as applied for the 2012 LTIP at
200% of base salary.

For the CEOQ, the highest potential payout is 300%
of base salary, the same as applied for the 2012 LTIP.

In detail, the proposed performance targets, which
are the same for all of the executive directors and
senior management, are as follows in comparison
with the 2012 LTIP:

(a) The threshold target should be $275m revenue in
2015 (i.e. a 15% compound growth rate from 2012),
which is an increase from the 2012 LTIP threshold
target of $220m of revenue in 2014.
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{b) The maximum target should be $550m revenue in
2015 {i.e. a 45% compound growth rate from 2012),
which is an increase from the 2012 LTIP maximum
target of $320m of revenue in 2014,

{c) An underlying operating profit margin underpin of
10% should be applied in 2015. This compares to the
operating profit margin underpin applicabie for the
2012 LTIP of 7.5% at the threshold target of $220m
in 2014, rising linearly to 10% at the maximum target
of $320m revenue in 2014.

The underlying operating profit margin and revenue
measures would be adjusted, as appropriate, for the effect
of any acquisitions in the three-year performance period.

For the CFQ and senior management, the payout potential
under the LTIP is as follows:

B Below the threshold revenue target {‘gate’) no LTIP
payout should occur.

8 At the maximum target revenue of $550m and only if the
associated underlying operating profit margin underpin
of 10% is achieved or exceeded, an LTIP payout of
shares equivalent to 200% of base salary (calculated
using the average share price of the preceding three
business days as at 14 March 2013) should occur.

® Between the threshold revenue and maximum revenue
targets, the payout will increase linearly with revenue
but, again, will only be paid if the associated underlying
operating profit margin underpin for that revenue,
as stated in {c) above, is achieved or exceeded.

For the CEQ the payout potential under the LTIP
is as follows:

B Below the threshold revenue target (‘gate’)
no LTIP payout should cccur.

| At the maximum target revenue of $550m and only if the
associated underlying operating profit margin underpin
of 10% is achieved or exceeded, an LTIP payout of
shares equivalent to 300% of base salary (calculated
using the average share price of the preceding three
business days as at 14 March 2013) should occur.

B Between the threshold revenue and maximum revenue
targets, the payout will increase linearly with revenue
but, again, will only be paid if the associated underlying
operating profit margin underpin for that revenue,
as stated in {¢) above, Is achieved or exceeded.
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This is represented graphically and In comparison to the performance conditions attaching to the 2011 and 2012 LTIP as:

Long Term Incentive Plan 2013: Targets and Potential Payouts
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The Remuneration Committee estimates that the executive directors and senior managers collectively would receive
approximately 2% of the increase in overall shareholder value if the maximum pay out occurs after the end of 2015
under the 2013 LTIP.

Proposals for Remuneration of Chairman and Non-Executive Directors in 2013

The fees for the Chairman and non-executive directors have been reviewed by the Board, excluding the non-executive
directors, in relation to benchmarked data in respect of other companies of similar size and taking into account the
amount of time that non-executive directors are expected to devote, in particular, to the activities of the Company’s Board
Committees in a year. As a result of that review, the fees for Board Committee membership and the Committee chairman
will change with effect from 1 March 2013, as explained on page 71.

B. REMUNERATION IMPLEMENTATION REPORT
SUMMARY OF TOTAL REMUNERATION RECEIVED BY THE DIRECTORS IN 2012
2012 Executive Directors’ Remuneration

Other
Baso Salary Pension Benefits Cash Bonus LTIP Total
£000 £000 £000 £000 £000 £000
CEOQ 276 19 13 107 181 596
CFQ 201 7 " 58 122 409

The emaluments figures included in the table above are extracted from tha 2012 Girectors' Emolumenta table, in Sterding, as shown on page 63. The figures included
in the table above for LTIP are the gross values {i.e. befera tax), at the vesting date of 19 March 2032, of tha 2009 LTIP awards which partialty vestad in 2012 {refar to
turther details on pages 67 and &8).

The remuneration package for executive directors consisted of a combination of a base salary, pension contributions,
other benefits in kind, a cash bonus scheme and a long term share-based incentive scheme. Base salary was the only
pensionable portion of the remuneration package.

For JM Hickey, 80% of the total potentia! remuneration package in 2012 was performance related and for M Cubitt
72% of the total potential remuneration package in 2012 was performance related.
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2012 Directors' Emoluments

The Directors’ emoluments in respect of qualifying services of each person who served as a director during the
52 week period ended 30 December 2012 are shown below, Note that these amounts are expressed in US dallars,
the Group's functional and reporting currency, though actually paid in sterling and converted at the relevant average
exchange rate used in the 52 week period ended 30 December 2012. The equivalent sterling figures are shown in the
second table below.

Total Satary/fes Tatal
Salary/fae Bonuses Bensfits Other 2012 201 201
Dirgctors’ emoluments (US dolfars) $000 $000 $000 $000 $000 $000 $000
Exacutive directors
JM Hickey* 428 169 20 - 617 438 548
M Cubitt ** an 92 17 - 420 319 1,015
Non-executive directors
M Ruettgers 163 - - - 163 168 168
AD Milne™~ 41 - - - 41 56 56
RK Graham 64 - - - 64 79 79
R Eckelmann 7 - - - n 69 69
G Collinson 68 - - - 68 70 70
J Grant 65 - - - 65 21 21
Totals 1,211 261 37 - 1,509 1,220 2,026
* The annual cash b yable to the ive directors i d in 2012, compared to 2011, and accounted for the increasa in total emolumants.

for the year for the CEOQ, As daescribad on pages 56 and 64 this increase was in line with improved overall financial results,

= The emcluments figure in 2011 included a specitic long term cash bonus which was paid in 2011, as described in the Directors’ Remuneration Reports
contained in the 2008, 2008, 2010 and 2011 Annual Reparts of the Company.

“** AD Milna retired as a diractor of the Company on 11 Septembar 2012,
The information in this tabfe has bean audlitad by the Company’s independent audltors.

Total Salary/ies Total
Salary/fee Bonuses Baneflts Qther 2012 2011 20m
Diractors’ emoluments (starfing) £000 £000 £000 £000 £000 £000 £000
Executive directors
JM Hickey* 276 107 13 - 396 274 345
M Cubitt** 2m 58 1 - 270 200 633
Non-executive directors
M Ruettgers 105 - - - 105 105 105
AD Milne™" 26 - - - 26 35 35
RK Graham 41 - - - 41 50 50
R Eckelmann 46 - - - 46 42 43
G Gollinsen 44 - - - 44 44 44
J Grant 42 - - - 42 13 13
Totals 781 165 24 - 870 764 1,268

* Tha annual cash bonusss payable to the executive diractors increased Iin 2012, compared to 2011, and accountad for the increasa in tetal emolumaents
for tha year for the CEQ. As dascribad on pages 56 and 64 this increasa was In line with improved overall tinancial rasults.

= The emolurnents figurs in 2011 inctwdad a specilic long term cash bonus which was paid in 2011, as described in the Directors’ Remunaration Reports
contained in the 2008, 2009, 2610 and 2011 Annual Reports of the Company.

=~ AD Milne retired as a director of the Company on 11 September 212,
The information in this table has been audited by the Company's independant auditors.
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Directors’ Remuneration Report {continued)

2012 Pension Contributions

The Company operates two pension schemes, one being
a defined benefit scheme and the other being a defined
contribution scheme. The former was closed to all new
entrants after 2 July 2002. The defined benefit scheme
closed to future accrual with effect from 30 April 2011
and therefore the Company is no longer required to pay
contributions in respect of future accrual.

As explained in the Directors’ Remuneration Report for
2006, with effect from 5 April 2006, AD Milne became a
deferred member of the defined benefit scheme and the
Company ceased to make contributions to the scheme
on his behalf.

JM Hickey and M Cubitt are members of the Company’s
Group Personal Pension Plan (GPP), a defined cantribution
pension scheme. The Company currently matches
employee contributions up to a maximum of 6% of

base salary. With effect from 1 September 2010, the
Company implemented a salary sacrifice arrangement

to its GPP. 100% of eligible employees, including the
executive directors, elected to join this arrangement. The
salary sacrifice schemne is approved by HM Revenue and
Customs. The Company also enhanced the GPP employer
contributions to the scheme at the same time by passing
on the employer national insurance savings created by

the salary sacrifice arrangement as an additional pension
contribution into each participating employee's GPP ptan
arrangement.

The Company contributed the following amounts to
the Group Personal Pension Plan In relation to the two
executive directors:

Amount of Company

contributions to Group
Personal Pension Plan

2012 - 20M

Amount of Company
contributions ta Group
Personal Pgnsion Plan

$000 £000 $000 £000
JM Hickey 29 189 26 6
M Cubitt 26 17 26 16

The information in this table has been audited by the Comparny's independent
auditors.

2012 Other benefits

Benefits in kind are unchanged in 2012, compared to
those provided in 2011, and consist primarily of a car
allowance, private family healthcare cover and life
assurance for each of the executive directors. In addition,
JM Hickey receives travel costs between Edinburgh and
his main place of residence in Winchester, England. The
Company also pays for JM Hickey's spouse to travel a
number of reund trips between Edinburgh and the place
of residence in England. The amounts of these other
benefits received by each of the executive directors

are shown in the tables on page 63.

2012 Cash bonus awards

The metrics for the executive cash bonus scheme were a
mixture of financial and appropriatety challenging business
performance targets and followed a balanced scorecard
approach with each metric having a relative weighting
attached to it. The target for each metric was set at the
beginning of the year in respect of each quarter in the
financial year.

The targets for each metric were identical to those applied
for the cash bonus arrangements for all other employees [n
the Group (with the exception of the sales team), although
the value of the bonus payouts to other employees are
much less than for the executive directors and the senior
management team. For the executive directors and senior
management, although the targets are set, measured and
monitored on a quarterly basis, the cash bonus payment
is not paid until after the announcement of the audited
financial results for 2012. For the rest of the employees
the cash bonuses earned are paid after the end of the
relevant quarter,

The relative weighting of the financial and non-financial
measures was 55% financial measures and 45%
non-financial measures. The financial performance
measures were: revenues, gross margin and underlying
overhead costs.

In total, for the year as a whole, the financial performance
measures were only partially achieved to the extent of 51%
of the on target scorecard percentage (that is a payment
of approximately 14% of salary for M Cubitt and the senior
management team, or 18% in the case of JM Hickey).

This is further analysed in the table on page €5, The non-
financial performance targets, which were the same for
each participant, and also for the basis of the all employee
bonus arrangements {except for the sales tearm) were
assessed as appropriately challenging and included non-
financial measures taken across the whole range of the
Company's activities. There were no personal objectives
included as performance measures for the purpcses of
the cash bonus arrangements in 2012 for the executive
directors and senior management team. In total, for the
year as a whole, the non-financial performance measures
were partially achieved to the extent of approximately 67%
of the on target scorecard percentage (that is a payment
of approximately 15% of salary for M Cubitt and the senior
management team, or 20% in the case of JM Hickey).
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Directors’ Remuneration Report (continuad)

The above is summarised in the following tables including a breakdown of how the bonus associated with the financial

measures was calculated:

2012 Annual Cash Bonus {measured on a balanced business scorecard)

Bonus Bonus

Targetbonua % of target oamed amount

CED {% of base) achieved {% of basa) £000

Metric

1. Financial metrics 38.7% $1% 18.6% ]

(of which} Reverue 23.3% 63% 14.8% 41

Gross Margin 6.7% 3% 0.8% 2

Qverhead costs 6.7% 45% 3.0% 8

2. Non-Financial metrics 30.0% 67% 20.0% 56
Total on target bonus as % of base 66.7%

Total 2012 annual cash bonus 38.6% 107

Bonus Bonus

Target bonus % oftarget samed amount

CFO {% of base) achieved (% of base) £000

Metric

1. Financial metrics 27.5% 51% 14.0% 28

(of which) Revenue 17.5% 63% 11.1% 22

Gross Margin 5.0% 13% 0.6% 1

Overhead costs 5.0% 45% 2.3% 5

2. Non-Financial metrics 22.5% 67% 15.0% 30
Total on target honus as % of base 50.0%

Total 2012 annuat cash bonus 29.0% 58

The annual cash bonus plan payments above compare to £58,000 or 21.1% of base salary for the CEO and £21,000

or 10.6% of base salary for the CFO in respect of the 2011 cash bonus plan.

Assessment of the extent of vesting of the 2010 LTIP at the end of 2012
The LTIP issued in 2010 had the following performance conditions:

B In respect of the contingent share awards granted under the PSP in March 2010, which were equivalent to 40% of base
salary at the time, the performance condition requiras the Company's achisvemnent of a gross profit target of $100 million
In any consecutive four quarters during the three year period 2010 to 2012. If that target was achieved in the period then

the PSP awards would vest in full.

m |n relation to the market value share option awards granted in March 2010, which were equivalent to 60% of base salary
at the time, the performance condition requires the Company's achievement of a revenue target of $200 million in any
consecutive four quarters during the three year period 2010 to 2012. If that target was achieved in the period then the

share option awards would vest in full.

The performance conditions were not achieved and therefore the contingent share awards and market value share option

awards granted in March 2010, in respect of the 2010 LTIP, shall lapse.
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DIRECTORS' HOLDINGS OF SHARES AND SHARE-BASED AWARDS UNDER THE LTIPs AND OTHER INFORMATION
ON DIRECTORS, ADVISERS AND HISTORIC SHARE PRICE PERFORMANCE

Directors’ shareholdings and other interests in shares of the Company

The interests of the directors, who were serving as at 30 December 2012, in the Company's ordinary shares of 0.1 pence,
which excludes Interests under the share option schemes, are set out below:

At At30

2 January Shares Shares Decembar

2012 acquired disposad 2012

Number of Number of Number of Number of

ordinary ordinary ordinary ordinary

shares shares shares shares.

M Ruettgers 479.317 - - 479,317
JM Hickey 319,106 56,522 (29,496) 348,132
M Cubitt 72,246 40,549 (19,853) 92,942
RK Graham” 149,329 - - 148,329
R Eckeimann 10,680 10,000 - 20,680
G Collinson 97,850 - - 97,850
J Grant - 50,000 - 50,000
1,128,528 157,071 (49,349) 1,236,250

* Of these ordinary shares, 256,107 are held by JM Hickey, 68,525 are held by JM Hickeay's wifs and 21,500 are held by JM Hickey's twa children. 24,139 of the
shares held as ot 2 January 2012 and a3 8t 20 December 2012 are those purchased in 2010 by JM Hickey under the Oaterred Bonus Plan (refer to page §9).
During the 52 waek period ended 30 December 2012, JM Hickey's contingent share award, from the 2009 LTIP, partialty vested which comprised 56,522 shares
{refer to page 67) and 29,496 of thosa shares wara iImmediately sold by JM Hickey to pay for the related tax liability. During 2012 JM Hickey transferrad a total
of 21,500 sharas to his children.

** 19,752 of these shares wera purchassd in 2010 and 2012 by M Cubitt under the Defarred Bonus Plan (refer to page 69). During the 52 week period ended 30 December
2012, M Cubitt's contingent share award, from the 2009 LTIP, partially vested which comprised 38.043 shares (refer to page 67} and 19,853 of those shares were
immediately sold by M Cubitt to pay for the related tax liability.

A Atrust, of which AK Graham is a trustee but not a beneficiary, held atotal of 51,708 shares in tha Company as at 2 January 2012 and as at 30 Dacember 2012.
These shares are not included in the table above as AK Graham does not hold a beneficial interest in those shares,

The awards granted under the PSP and the Matching Share Awards granted under the Deferred Bonus Plan are not

aggregated with existing shareholdings of the executive directors because they are subject to a vesting period and/or
satisfaction of performance conditions as explained below.

Directors’ potential interest in shareholdings of employee share trusts

In addition to the interests disclosed above, the executive directors are potential beneficiaries of The Wolfson
Microelectronics No. 1 Employees' Share Trust and The Wolfson Microelectronics No. 2 Employees’ Share Trust.
They are therefore treated as having the fallowing interests in the shares held by those trusts as at 30 December 2012:

1 Each executive director is interested as the holder of awards under the PSP and a matching award under the Deferred
Bonus Plan in the following number of shares:
M Cubitt 409,418
JM Hickey 696,685

2 Each executive director is interested, as a member of the class of potential beneficiaries of The Wolfson Microelectronics
No. 1 Employees’ Share Trust, in 2,293,800 shares.

3 Each executive director is interested, as a member of the class of potential beneficiaries of The Wolfson Microelectronics
No. 2 Employees’ Share Trust, in 645,037 shares.

As at 5 February 2013, there had been no changes in the above shareholdings.
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Holdings under LTIPs

A. PSP awards

The Wolfson Microelectronics 2006 Performance Share Plan (PSP) was approved by shareholders at the Extraordinary
General Meeting held on 16 February 2008. Contingent share awards and nil cost option awards, which were granted
under previous years' LTIP plans, and currently held by directors are as follows:

Market As at As at
Pearformance price at 2 January Contingent 30 December
period ending date of 2012 award Vested Lapsed 2012
Diractor 31 December Award date award {number) {number] {number) fnumbaer) {(number] Vesting date
JM Hickey 201 19.03.09 £0.92 113,043 - 56,522 (56,521} - See note
(a) below
2012 19.03.10 £1.522 70,381 - - - 70,381 March 2013%
2013 17.03.11 £2.522 164,056 - - - 164,056 March 2014®
2014 15.03.12° £1.964 - 421,335*" - - 421,336 March 20159
M Cubitt 2011 19.03.09 £0.92 76,086 - 38,043 (38,043} - See note
(a) below
2012 19.03.10 £1.522 51,211 - - - 51,211 March 2013™
2013 17.03.11 £2.522 119,373 - - - 119,373 March 2014@
2014 15.03.12° £1.964 - 204,384 - - 204,384 March 20152

* These figures rapresent 150% of the on-target amount of shares and are therefore the maximum number of shares which can vest in accordance with the tarms of
these contingent share awards, if the operating profit margin underpin and exceptional level of revenus growth performance are achiaved (as explained below in note (c)).

“* The figure for the contingent nil cost optien award 10 JM Hickey on 15 March 2012 represents 300% {and for M Gubitt this represents 200%) of the on-target amount
of shares and are therefore the maximum number of shares which can vest in accordance with the terms of these nil cost option awards, if the operating profit margin
underpin and exceptional level of revenue growth performance are achieved (as explained on page 61)

A The awards granted on this date comprise contingent nil cost options. Al other awards in the table above are contingent share awards.
Tha information in this table has been audited by the Company's independent auditors.

No consideration was payable for any of these awards.

(@) For the PSP awards granted on 19 March 2009 as part of the 2009 LTIP which were equivalent to 40% of base salary
at the time, as reported in the Directors’ Remuneration Report contained in the 2011 Annual Report and Accounts,
the applicable share price appreciation performance condition was achieved but the cash preservation condition was
not achieved in the three year performance period. Therefore 50% of this contingent share award vested in March
2012 and 50% lapsed on 7 February 2012 upan the announcement of the Group’s financial results for the 52 week
period ended 1 January 2012. The value, before tax, of the total number of shares which vested from this award
{(based on the middle market quotation on the Daily Official List of the London Stock Exchange on the vesting date)
was: £104,000 in respect of JM Hickey’s award; and £70,000 in respect of M Cubitt’s award.

{b

For the PSP awards granted on 19 March 2010, which were equivalent to 40% of base salary at the time, the vesting

is decided by reference to the Company's achievement of a gross profit target of $100 million in any consecutive four
quarters during the three year period 2010 to 2012. If that target was achieved in the period then the PSP awards
would vest in full, subject to the Committee's discretion to review the vesting of the awards at the end of the three year
period in light of the underlying performance of the Company at that time and subject to the rules of the 2010 LTIP.

As described in the section on page 65, regarding the assessment of the extent of achievement of these performance
conditions, these conditions were not achieved and therefore these PSP awards will lapse on € February 2013 upon
the announcement of the Group's financial results for the 52 week period ended 30 December 2012.

The performance conditions applicable to the PSP awards which were granted on 17 March 2011, are: firstly, an
underlying operating profit margin underpin for 2013 of 7.5% (the awards will only vest for underlying operating profit
margin above that fevel). Then there is a revenue growth target: revenue growth (compared to 2010 revenues) at the
end of 2013 of gate 25% and cap at B7.5% (i.e. gate of $197m and cap of $295m revenues in 2013). Below the 25%
growth in revenues threshold, none of the awards will vest. At 25% growth, 25% of the awards will vest. Above 25%
growth, the awards will vest on a straight line scale. The awards will vest in full if growth in revenues (compared to
revenues in year 2010) of at least 87.5% is achisved for the financial year 2013 {i.e. revenues of at least $295m in the
financial year 2013}. These performance conditions have not yet been achieved.

{c]

-1

«

The performance conditions applicable to the contingent nil cost option awards which were granted on 15 March 2012,
in respect of the long term incentive plan, are described on page 61 where the proposed 2013 LTIP is compared to the
2012 LTIP. These performance conditions have not yet been achieved. If and to the extent that these nil cost options
vest at the end of the three year performance period, the award hoider has two years from that time within which to
exercise the options.
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B. Market Value Share Options
The 2003 Wolfson Microelectronics Executive Share Scheme is the scheme that is used to grant senior executive share
options. Details of share aptions of those executive directors who served during the financial year are set out as follows:

Date
Share option At Exercised Lapsed Granted At Exercise from which Expiry
Director Scheme 02.01.12 during year during year during year 30.12.12 price Exercisables Date
JM Hickey  Executive 169,565 - 84,783) - 84,782 £0.92 iy 19.03.19
Executive 105,571 - - - 105,571 £1.522 {il) 19.03.20
SAYE 5,590 - - - 5,590 £1.61 {iii} 31.03.14
M Cubitt Executive 114,130 - (57,085) - 57,065 £0.92 (0] 19.03.19
Executive 76.817 - - - 76,817 £1.522 {ii} 19.03.20
SAYE 5,590 - - - 5,590 £1.61 {iii} 31.03.14

Tha information in this table has been audited by the Company's indepandant auditorg,

No amounts were payable for the grant of executive share options. The SAYE share options are sublect to a three year
savings contract, as explained below.

{iy Forthe executive share options granted on 19 March 2009, as part of the 2009 LTIP, which were equivalent to 60%
of base salary at the time, 50% vested and 50% lapsed in 2012 as described in the section on page 67 regarding
the contingent share awards which were also granted on 19 March 2009 as the other part of the 2009 LTIP. The share
options which vested from this award on 19 March 2012 had a value on the vesting date {based on the closing middle
market quotation price of the Company's shares on that date and after deducting the exercise price of the share options)
of: £77,000 in respect of JM Hickey's award; and £52,000 in respect of M Cubitt’s award. As at 30 December 2012,
none of these vested share options had been exercised by the executive directors,

(i) For the executive share options granted on 19 March 2010, as part of the 2010 LTIP, which were equivalent to 0% of
base salary at the time, the vesting was to be decided by reference to the Company’s achievement of a revenue target
of $200 miltion in any consecutive four quarters during the three year period 2010 to 2012. If that target was achieved in
the period then the share option awards would vest in full, subject to the Committee's discretion to review the vesting
of the awards at the end of the three year period in light of the underlying performance of the Company at that time and
subject to the rules of the 2010 LTIP. As described in the section on page 65, regarding the assessment of the extent of
achievement of these perfoermance conditions, these conditlons were not achleved and therefore these executive share
option awards will lapse on 6 February 2013 upecn the announcement of the Group's financial results for the 52 week
period ended 30 December 2012,

{iiy This share option grant in 2010 was made under the SAYE Scheme on the same terms as share options were granted
on the same date to other eligible UK employees of the Company who chose to participate in this scheme in 2010. The
exercise price of £1.61 per share for these share options represents a 20% discount to the market value of an ordinary
share in the Gompany on the date of the invitation for this share option award. These awards are subject to a three year
savings contract and therefore these share options, subject to the rules of the SAYE Scheme and the savings contract,
first become exercisable on 1 October 2013, In 2011 and again in 2012, the Company provided a further invitation in
each of those years to participate in the SAYE Scheme again in respect of a savings contract period of three years
with options granted at a discount of 20% to the market value of an ordinary share in the Company. Due to the fact
that the executive directors were already participating in the SAYE scheme to the maximum permitted level, as
a result of their SAYE share options granted in 2010, they did not receive a grant of share options from the SAYE
scheme in 2011 or in 2012.

None of the non-executive directors has share options.

During the 52 week pericd ended 30 December 2012, no directors exercised share options. Therefore 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 52 week period
ended 30 December 2012 amounted to $nil (2011: $nil).

The highest and lowest market prices of the Company's shares during the 52 week period ended 30 December 2012
were 230 pence and 125.25 pence respectively. The market price at the period end was 200 pence.
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Deferred annual bonus plan

The Wolfson Microelectronics 2010 Senior Executive Deferred Bonus Plan (“the Deferred Bonus Plan™) was approved by
sharehelders at the Company's Annual General Meeting in May 2010 and the first awards were granted under this Plan
on 29 June 2010, the second awards were granted under this Plan on 14 March 2011 and the third awards were granted
on 15 March 2012. As described on page 61, participation in this Plan in 2010, 2011 and in 2012 by the executive directors
and senior managers was not compulsory, The executive directers participated in this Plan in respect of awards granted
in 2010 but decided not to participate in the Plan in 2011, In 2012, M Cubitt decided to participate in the Plan.

For 2010, a net amount (atter tax) of up to 50% of the net bonus earned in 2009 by the executive directors and senior
managers, it they elected to participate in the Plan in 2010, was applied in the acquisition of shares in the Company on
behalf of those individuals by RBC cees Trustee Limited, the trustee of The Wolfson Microelectronics No. 1 Employees’
Share Trust (“the Plan Trustee”). Similarly, for 2012, a net amount {after tax) of up to 50% of the net bonus eamed in 2011
by M Cukitt and the senior managers, if they elected to participate in the Plan in 2012, was applied in the acquisition of
shares in the Company on behalf of those individuals by the Plan Trustee. These shares in the Company are “Deferred
Share Bonus Awards” in accordance with the Deferred Bonus Plan and the Plan Trustee holds these shares In the
Company as bare trustee on behalf of the Plan participants. The number of shares in the Company comprising these
Deferred Share Bonus Awards and held by the Plan Trustee for the executive directors are as detailed below and are
included in the Directors’ shareholding table on page 66. The consideration paid by the executive directors on 29 June
2010 for the Deferred Share Bonus Award shares was £1.739881 per share. The consideration paid by M Cubitt on

15 March 2012 for the Deferred Share Bonus Award shares was £1,955 per share.

In accordance with the Plan, when the Deferred Share Bonus Awards were granted on 29 June 2010, a Matching Share
Award was also granted to each of the executive directors. Also in accordance with the Plan, when the Deferred Share
Bonus Award was granted on 15 March 2012, a Matching Share Award was also granted to M Cubitt. The Matching Share
Awards were granted such that if or insofar as a target relating to the performance of the Company over a three year
pericd is met and the particlpant remains employed within the group headed by the Company, the Company will then
procure the transfer to the participant of a number of additional shares. For the Matching Share Award granted in 2010,
the performance condition of the achievement of a gross profit target of $100 million in any consecutive four quarters
during the three year period following the grant of the award, is the same as that for the PSP awards granted in 2010 as
part of the long term incentive arrangements, as described on page 65. The performance condition for the Matching
Share Award granted in 2012 is the same as that for the PSP awards granted in 2012 as part of the long term incentive
arrangements, as described on page 61, except that there is no enhanced matching for exceptional performance.

The maximum ratio of Matching Shares to Deferred Share Bonus Awards granted in 2010 and in 2012 is 1 to 1, calculated
by reference to the number of shares which would have been acquired for the Deferred Share Bonus Award if an equivalent
gross amount (before tax) had been applied in the acquisition of shares In the Company. The Matching Share Awards
granted to the executive directors are as shown in the table below. The shares subject to the Deferred Share Bonus
Awards and the Matching Share Award are ordinary shares of 0.1 pence each in the Company.

As at Granted on As at
2 January 15 March 30 December
2012 2012 2012 Vesting date
tr r) {r ) {(number)
JM Hickey
Deferred Share Bonus Award* 24,139 - 24,139 To be held for 3 years
from date of grant
Matching Share Award 40,913 - 40,913 29 June 2013
M Cubitt
Deferred Share Bonus Award* 17,246 2,506 19,752 To be held for 3 years
from date of grant
Matching Share Award 29,230 - 29,230 29 June 2013
Matching Share Award - 5,220 5,220 15 March 2015

* the number of shares subject to the Deferred Shara Bonus Awards ars included in the Directors’ shareholdings table on page E6 as the individual exectrtive
directors hold a beneficial interest in these shares.

The information in this table has been auditad by tha Company's independent auditors.
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Directors' Remuneration Report {continued)

Share price performance graphs

The following graph charts the total cumulative shareholder return of the Company over the past five years, compared to
the FTSE All Share index and the Techmark index. The FTSE All Share index is a broad equity market index but, given the
Company’s technology credentials, the Techmark index could be considered more relevant as a comparator.
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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 eu of notice
equivalent to the director’s base salary over any unexpired period of notice.

Details of the service contracts currently in place for executive directors who have served during the 52 week period ended
30 December 2012 are as follows:

Date of contract
6 September 2008
20 December 2006

JM Hickey
M Gubitt

Executive directors can accept appeintments as non-executive directors of other companies and retain any fees paid to
them if such an appointment does nct conflict with their duties to the Company. Specific approval of the Beard is required
in each case. Neither of the executive directors currently serves as non-executive directors of other companies.

Non-executive directors

Appointment

Each of the current non-executive directors has entered into an agreement setting out the terms of his appointment
with the Company. The dates of the terms of appointment that are currently in place for non-executive directors who
have served during the 52 week period ended 30 December 2012 are as follows:

Date of tarms of appcintment

RK Graham 25 September 2003
R Eckelmann 1 November 2004
M Rusttgers 9 Nevember 2007
G Collinson 18 August 2008 (signsd on 22 August 2008)
J Grant 18 August 2011 {signed on 23 August 2011)
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The letters of appointment are usually for a fixed term
of three years. Page 42 contains a summary of the
non-executive directors’ terms of appointment which
have been extended from their original three year
fixed term and explains that all directors now offer
themselves for re-election at each Annual General
Maeeting of the Company.

On 11 September 2012, AD Milne resigned as a director
of the Company and his terms of appointment dated
1 December 2007 terminated on that date.

Al of these agreements state that either party may
terminate the appointment at any time by giving to the
other not less than cne 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 2006 or

if the shareholders of the Company fail to re-elect him

as a director.

Fees

The following is a summary of the fees received by the
non-executive directors in 2012 (the actual fees payable
to each of the non-executive directors in 2012 are shown
in the tables on page 63):

The fee for the Chairman of the Board was £105,000
per annum. For the other non-executive directors:

# the fee for non-executive directors:
£35,000 per annum; and

¥ Audit and Remuneration Committee member’s fee;
£4,000 per annum;

m fee for chairman of Audit Committee:
£5,500 per annum;

B fee for chairman of Remuneration Committee:
£5,000 per annum;

B additional fee for Senior Independent Director:
£5,000 per annum.

On page 41 there is an explanation of the changes in
the roles of some of the non-executive directors and the
composition of the committees of the Board during 2012.

With effect from 1 March 2013 the following changes to
non-executive director fees will apply:

m  the Audit and Remuneration Committee member’s
fee will increase by £1,000 to £5,000 per annum;

B the fee for the chairman of Audit Committee will
be £6,500 per annum, an increase of £1,000; and

m  the fee for chairman of Remuneration Committee
will also be £6,500 per annurm, an increase of £1,500.

All other non-executive director fees will remain unchanged
at the levels applicable in 2012,

Advisers to the Remuneration Committee

During 2012 the Remuneration Committee did not retain
the services of any third party advisers. This policy is kept
in review in light of the external regulatory environment
and shareholder opinion.
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COMPARISCN OF ACTUAL SHAREHOLDINGS
FOR THE EXECUTIVE DIRECTORS VERSUS THE
COMPANY GUIDELINES

The actual shareholding of the executive directors, as shown
in the table on page 66, as at 5 February 2013, were:

JM Hickey
M Cubitt

346,132 shares
92,942 shares

The CEO, JM Hickey, currently meets the Company
guidelines on shareholding (as stated on page 58) and
holds, including the 90,025 shares held by his wife and
children, 253% of his base salary in Wolfson shares at
the share price on 1 February 2013 of £2.0225 per share.

The CFO, M Cubitt, built up his current holding by making
a personal investment of £151,000 in 2007 and also,

in 2010 and 2012, shares were purchased to the value

of £35,000 in accordance with the Deferred Bonus Plan
(as shown on page 69). In addition M Cubitt retained the
balance of the shares from the cantingent share award,

in respect of the 2009 LTIP which partially vested in
March 2012, after sufficient shares were sold to pay for
the related tax liability. The cost of the shares purchased
by M Cubitt plus the retained shares from the contingent
share award valued at the share price on 1 February 2013
of £2.0225 per share, therefore represent 113% of his base
salary. Since the time the shares were purchased, in large
part due to the reduction in share price, M Cubitt’s total
shareholding has reduced to represent 84% of his base
salary valued at the share price on 1 February 2013 of
£2.0225 per share.

COMPLIANCE WITH THE ABI GUIDELINES ON DILUTION
The Committee ensures that the aggregate of all share-
based awards, using new issue shares, does not exceed
the guidelines set out by the Association of British Insurers
(ABI). These suggest that the number of awards requiring
the issue of new shares or re-issue of treasury shares
granted in respect of all share-based schemes should

not exceed 10% of the current issued share capital in any
rolling ten year period. The number of awards granted in
respect of discretionary schemes needing the issue of new
shares or re-issue of treasury shares should not exceed
5% of the current issued share capital in the same period.

The rules of each of the Company's discretionary share
option schemes {(executive and all employee) in effect since
its flotation contain a limit of 10% of the issued ordinary
share capital on the shares over which rights to subscribe
for new shares may be granted in a rolling period of ten
years. The rules for the PSP scheme contain a similar

limit and alsc a 5% limit over a ten year period for this
executive discretionary scheme.
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Directors' Remuneration Report {continuad)

Awards granted during the period from 21 October 2003 {the date of the Company’s flotaticn) ta 30 December 2012 under
all the Company's discretionary share option and share-based schemes, together with the maximum number of shares
that could be issued as a result of all of the Company’s share based compensation plans for 2013, where these will be
satisfied using new issue shares, are within the applicable limits as shown in the table below. The PSP and the majerity

of all employee contingent share awards made to date are being satisfied by shares purchased in the open market by the
employees share trusts.

The following table and footnotes detail the new issue shares that all the Company's share-based compensation plans
have required in the past and could require In the future up to and including the 2013 plans. These new issue shares are
subject to the ABI guidelines. To further help shareholders assess the Company's share-based compensation plans, the
total number of shares that all of the share-based compensation plans have and could issue {up to the 2013 plans) are
also described, which includes both new issue shares and shares acquired on the open market and held in the employee
share trusts. This total number of shares issued could be used by shareholders, along with other assumptions including
historic and future share prices and share option values and likely future lapsing and vesting rates, to estimate the total
economic value of the Company’s share-based compensation plans.

In¢rease in number of ordinary shares rasulting from all Company share-based compensation plans since
Qctober 2003 - calculated as a percentage of the total Issued ordinary shares at the date of this report

Satisfied or to be satisflad by the issue of naw shares
i.e. subject to the ABI dilution limits described

Exacutive above, This excludes 10.97% that were satisfied
Directors and Other or will be satisfied by shares acquired on the
Year of award Senicr Managers Employoos Total open market and held in Employee Share Trusis™
Executive Employee Total
2004-2012 inclusive 5.65%" 6.83%° 12.48% 0.87% 3.02% 3.89%
2013 (estimatad) 1.90%2 0.71%" 2.61% - 0.23% 0.23%
Total 7.55% 7.54% 15.09% 0.87% 3.25% 4.12%

Notes:
{1} The exacutive diractors and senior managament team changed several times during 2004 to 2012, This figure is the aggregate amount awarded to all. It comprises:
{a) 2.3B% for all vested performance shares and share options (of which 1.56% have bean/are to be satisfied by shares in employee share trus!s), excluding thosa
share options that lapsed:; and
(b} 3.21% of unvestad performance shares and shara optians under the 2011 and 2012 LTIPs (of which 3.16% 1o be satisfied by shares in employes share trusts); and
{c) 0.06% of unvested matching performance shares under the 2010 Deferred Bonus Plan {to be satisfied by shares In employee share trusts); and
{d) tull vasting is assumad for any urvested share awards and share options.
{&) the figure excludes 0.50% for the parformance shares tor 2010 LTIP which will lapse upon the annauncement of audited financial results for 2012
(award was to be satisfied by shares in the employee shars irust):
{f) the figure excludes 0.60% for the share options for 2010 LTIP which will lapse upon the announcement of audited financial results for 2012
{award was to be satisfied by new Issue shares);
this tigure alsa excludes 0.03% for share options awarded to executive directors and senior managers in 2010, 2011 and 2012 under tha Save As You Earn
Scherna as this is an &l employea scheme (and therefore subject to the 10% limit refarred to above) the effect of thase shara options are included in tha
“other emplayees™ figure.

@

Assurmes:

{a) thanumber of awards under the 2013 LTIP and 2013 Deferred Bonus Plan, estimated using the share price as of 1 February 2013 of £2.0225 per share.
The ber of shares ded will depend on the share price at the actual date of award during the year.

{b) thetake up of the 2013 Detared Bonus Plan will be 50%.

(c) full vesting is achieved at the end of 2015 for thase share awards. It proposed that the empioyse share trusts would be requestad to satisty these awards
to the extent that they vest, subject to the trusts holding sufficient shares at the relevant vesting datas.

[ed

This figure comprises:
{a) 0.92% for the 2013 LTIP pdan ni cost options for the on-target performance, assumed to be satisfied by shares in employee share trusts (number of nil cost
aptlons calculated on 100% of base salaries of participating individuals); and
(b} 0.92% for the 2013 LTIP ptan additional nil cost options for exceptional perforrance, assumed to be satisfied by shases in employes share trusts (number
of nil cost optiona calculated up 1o a maximum of 200% of base salarias of participating indwiduals except for JM Hickey, as described on paga 81); and
(c) 0.06% of unvasted matching perlormance shares under the 2013 Deterred Bonus Plan [to be satisfied by shares In employee share trusts).

{3} Cemprises:

(d) 0.16% of share options granted in 2010, and that have not lapsed, under the Save as You Earn {SAYE} scheme which would vest in 2013 (new issue shares); and

(b} 0.76% of share options granted In 2011 under the Save as You Earn {SAYE) schame which would vest in 2074 {(new issue shares): and

{c) 0.12% of share options granted In 2012 under the Save as You Earn (SAYE} schema which would vest in 2015 (new issue shares), and

(d) 4.88% for all other amployae shara options and contingent share awards which have already vasted (of which 2.94% have besn or are planned to be satisfied
by shares in the ernployee share trusts), excluding those share opticns that lapsed; and

(e) 0.913% for all other contingent share awards that have not yet vested (of which 0.87% 1o be satisfied by shares in employee share trusts, subject to the trusts
helding sutficignt shares at the ralevant vesting datas).

Comprisas:
() 0.23% estimated for share option awards under the SAYE scheme in 2013 which would vest in 2016 {assumed to be satisfied by new issue shares); and
(b) 0.48% estimated for all other emplayee share scheme awards in 2013 (assumed to be satisfied by shares in tha employee shares trusts).

(G} The amployes share trusts cumantly held a total of 2,938 837 ordinary 0.1 pance shares in the Company (2.52% of the isgued share capital a3 at 30 December 2012).
Further details regarding tha employes shars trusts are contained on pags 38.

(A
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Directors' Remuneration Report [continued)

FORMAL ROLE OF, AND COMPOSITION OF,

THE REMUNERATION COMMITTEE AND THE
NUMBER OF MEETINGS IN 2012

The principal role of the Remuneration Committee, as
delegated by the Board, is to establish the remuneration,
and its composition, for the executive directors and senior
management team. In so doing the Commiittee aims to
ensure that the remuneration policy supports long term
growth in shareholder value, including the implementation
and achievement of the strategy of the Company in a
manner that is consistent with the Company’s culture

and risk appetite as agreed by the Board. The Committee
also provides guidance and makes recommendations to
the Board on remuneration and incentlve arrangements
throughout the Group.

In the period from the beginning of 2012 until B June
2012, the Remuneration Gommittee comprised the
following non-executive directors: G Collinson, RK
Graham, R Eckelmann and M Ruettgers and was

chaired by G Collinson. As explained on page 41,

on 8 June 2012 RK Graham stepped down as a ember
of the Committee and J Grant became a member of the
GCommittee. M Ruettgers is the Chairman of the Board

of Directors of the Company and was independent

upon his appointment to the Board on 1 January 2008.
All other members of the Committee during 2012 were
independent non-exacutive directors of the Company.
The terms of reference of the Committee, which are
reviewed annually, are published on the ‘Investors’ section
of the Company’s website at www.wolfsonmicro.com,
The Committee meets at least three times a year and,

as shown on page 44, there were five meetings of the
Committes held in the 52 week period ended 30 December
2012. A list of scme of the Committee’s activities during
the period is set out on pages 46 and 47.

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

r

-

GLENN COLALINSON
REMUNER, N COMMITTEE CHAIRMAN
5 February 2014
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Statement 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 applicable law and have elected to prepare
the parent company financial statements on the same basis.

Under company law the directors must not approve the
financial statements unless they are satisfied that they give
a true and fair view of the state of affairs of the group and
parent company and of their profit or loss for that period. In
preparing each of the group and parent company financial
statements, the directors are required to:

m select suitable acgounting policies and then apply
them consistently;

B make judgements and estimates that are reasonable
and prudent;

B state whether they have been prepared in accordance
with IFRSs as adopted by the EU; and

B 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 adequate
accounting records that are sufficient to show and explain
the parent company's transactions and 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 2006.
They have 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 regulations, the directors
are also responsible for preparing a Directors’ Report,
Directors’ Remuneration Report and Corporate
Governance Statement that complies 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. Legistation in the UK governing
the preparation and dissemination of financial statements
may differ from legistation in other jurisdictions.

To the best of our knowledge:

B the financial statements, prepared in accordance with
the applicable set of accounting standards, give a true
and fair view of the assets, liabilities, financial position
and loss of the Company and the undertakings included
in the consclidation taken as a whole; and

® the management report, comprising the Chairman's
Staterment, the Business Review and the Operating and
Financial Review together, include a fair review of the
development and performance of the business and the
position of the Company and the undertakings included
in the consolidation taken as a whole, together with a
description of the principal risks and uncertainties that
they face.

A

JM HICKEY M GBI
CHIEF EXECUTIVE OFFICER  CHIEF CIAL OFFICER
5 February 2013
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Independent Auditor’s Report to the
Members of Wolfson Microelectronics plc

We have audited the financial statements of Wolfson
Microelectronics plc for the 52 week period ended

30 December 2012 set out on pages 76 to 127. The
financial reporting framework that has been applied

in their preparation is applicable law and Internationat
Financlal Reporting Standards (IFRSs) as adopted by
the EU and, as regards the parent company financial
statements, as applied in accordance with the provisions
of the Companies Act 2006.

This report is made solely to the company's members,
as a body, in accordance with Chapter 3 of Part 16 of
the Companies Act 2006. 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 AUDITOR

As explained more fully in the Directors’ Respensibilities
Statement set out on page 74, the directors are respansible
for the preparation of the financial statements and for
being satisfied that they give a true and fair view. Qur
responsibility is to audit, and express an opinion on, the
financial statements in accordance with applicable law
and International Standards on Auditing (UK and lreland}.
Those standards require us to comply with the Auditing
Practices Board's Ethical Standards for Auditors.

SCOPE OF THE AUDIT OF THE FINANCIAL
STATEMENTS

A description of the scope of an audit of financial
statements is provided on the Financial Reporting
Council's website at www.frc.org.uk/auditscopeukprivate.

OPINION ON FINANCIAL STATEMENTS
In our opinion:

B8 the financial statements give a true and fair view of the
state of the group’s and of the parent company's affairs
as at 30 December 2012 and of the group’s loss for the
52 week period then ended;

® the group financial statements have been property
prepared in accordance with IFRSs as adopted by the EU;

® the parent company financial statements have been
properly prepared in accordance with IFRSs as adopted
by the EU and as apglied in accordance with the
provisions of the Companies Act 2006; and

| the financial statements have been prepared in
accordance with the requirements of the Companies
Act 2006 and, as regards the group financial
statements, Article 4 of the IAS Regulation.
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OPINION ON OTHER MATTERS PRESCRIBED
BY THE COMPANIES ACT 2006

In our opinion:

| the part of the Directors’ Remuneration Report to be
audited has been properly prepared in accordance
with the Companies Act 2008;

8 the information given in the Directors’ Report for the
financial year for which the financial statements are
prepared i$ consistent with the financial statements; and

® the information given in the Corporate Governance
Statement set out on pages 39 to 55, with respect
to internal control and risk management systems
in relation to financial reporting processes and
about share capital structures is consistent with
the financial statements.

MATTERS ON WHICH WE ARE REQUIRED
TO REPORT BY EXCEPTION

We have nothing to report in respect of the following:

Under the Companies Act 2006 we are required tc report
to you if, in our opinion:

B adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have
not been received from branches nat visited by us; or

W the parent company financial statements and the part
of the Directors’ Remuneration Report to be audited
are not in agreement with the accounting records and
retums,; or

| certain disclosures of directors’ remuneration specified
by law are not made; or

B we have not received all the information and
explanations we require for our audit; or

®  a Corporate Governance Statement has not been
prepared by the company.

Under the Listing Rules we are required to review:

B the directors’ statement, set out on page 36, in relation
to going concern;

® the part of the Corporate Governance Statement on
pages 39 to 55 relating to the company’s compliance
with the nine provisions of the UK Corporate
Governance Code specified for our review; and

| certain elements of the report to shareholders by
the Board on directors’ remuneration.

MARTIN ROSS
(SENIOR STATUTORY AUDITOR)

for and on behalf of KPMG Audit Pic, Statutory Auditor
Chartered Accountants

Saltire Gourt, 20 Castle Terrace, Edinburgh 5 February 2013
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Consolidated income statement
FOR THE PERIOD ENDED 30 DECEMBER 2012

52 weeks ended 30 December 2012

52 weeks ended 1 January 2012

Before Exceptional Before Exceptional
exceptional charge exceptional items
charge {Nota 4) Total items {Nots 4) Total
Notes $000 $000 $000 $000 $000 $000
Revenue 3 179,749 - 179,749 156,912 - 156,912
Cost of sales {95,536} - (95,536) (80,804) {5,900) {86,704}
Gross profit 3 84,213 - 84,213 76,108 {5,900) 70.208
Distribution and selling costs {23,902) - (23,902) (24,379) (1.833) {26,312}
Research and development expenses (54,839) - (54,839) {54,829) (1,473) (56,302)
Administrative expenses (13,382) - {13,382) (13.510) {72) (13,582}
Curtailment gain on defined benefit plan 4 - - - - 1,829 1,828
Past service cost on defined benefit plan 4 - {1,400) {1,400} - - -
Operating loss 3,45 {7.910) {1,400) {9,310} (16,610} (7,549} {24,159
Financial income 7 1,489 - 1,489 1576 - 1,576
Financial expenses 7 (1,529) - {1,529) (1,470} - (1,470)
Net financing (expense)/income (40) - (40) 106 - 106
Loss befare tax {7,950) {1,400) (9,350} {16,504) (7,549) (24,053)
Income tax credit [ 2,952 322 3,274 4,167 2,000 6,167
Loss for the period attributable
to equity holders of the parent (4,998} {1,078) {6,076) (12,337) (5.549) (17,886)
Basic loss per share {cents) 9 5.22) {15.39)
Diluted loss per share {cents) 9 5.22) {15.39)
Consolidated statement of comprehensive income
FOR THE PERIOD ENDED 30 DECEMBER 2012
52 weeks 52 weeks
ended anded
30 December 1 January
2012 2m2
$000 $000
Loss for the period {6,076) (17,886}
Other comprehensive income:
Actuarial loss on defined benefit obligations {477) (3,477}
Increase in defined benefit liabilities recognised in accordance with IFRIC 14 {note 20) - {1,500)
Movement in unrecognised surplus on defined benefit plan 301 (301)
Deferred tax on net defined benefit items recognised in equity 10 1,320
Foreign currency translation differences for foreign operations {2) 3
Effective portion of changes in fair value of cash flow hedges 773 (180}
Other comprehensive income for the pericd 605 {4,135}
Total comprehensive income for the period attributable to Owners of the Company (5.471) (22,021}

The nates on pages 81 to 127 are an integral part of thasa financlal statements.
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Balance sheets

AS AT 30 DECEMBER 2012 Company registered number: SCD89839
Group Company
As at As at As at As at
30 December 1January 30 December 1 January
2012 2012 2012 2012
$000 $000 $000 $000
{Restated)
Notes (Note 1.{f))
ASSETS
Property, plant and equipment 1 24,142 25,907 23,725 25,451
Intangible assets 12 32,360 32924 8,236 9,036
Investments in subsidiaries 13 - - 44,901 43,125
Deterred tax assets 14 13,386 9,640 14,236 10,871
Total non-current assets 69,808 68,471 91,098 88,483
Inventories 15 24,702 22,901 24,702 22,891
Current tax assets ] - 87 - 67
Trade and other receivables 16 37,805 29,667 39,884 32,561
Other investments, including derivatives 17 621 - 21 -
Short-term deposits 18 28,000 33,000 28,000 33,000
Cash and cash equivalents 18 19,974 20,409 18,046 19,665
Total current assets 111,102 106,044 111,253 108,184
Total assats 180,990 174,515 202,351 196,667
EQUITY
Issued share capital 19 194 193 194 193
Share premium account 19 61,253 60,699 61,253 60,699
Capital redemption reserve 19 503 503 503 503
Hedging reserve 19 621 1s2) 621 (152)
Retained earnings 19 77,339 80,541 94,318 88,212
Total equity attributable to equity holders of the parent 139,910 141,784 156,889 159,455
LIABILITIES
Employee benefits 20 1,676 1,500 1,676 1,500
Other payabies 21 1,622 3,982 1,580 3,729
Total non-current liabilities 3,298 5,482 3,256 5,228
Income tax payable 3 80 116 - -
Trade and other payabies, inciuding derivatives 21 37,702 25,879 42,206 30,829
Provisions 22 - 1,154 - 1,154
Total current liabilities 37,782 27,249 42,208 31,983
Total liabilities 41,080 32,731 45,462 37,212
Total equity and liabilities 180,990 174,515 202,351 196,667

These financial statements were approved by the Board of Girectors on 5 February 2013 and were signed on its behalf by:

JM HICKEY

DIRECTOR e N

The notes on pages B1 to 127 are an integral part of these finangial statements.
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M CUBITY
DIRECTOR

(2 bo b
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Consolidated statement of changes in equity

Attributable to cwners of the Company

Capital
Share Share redemption Hedging Retained
capital premium reserve reserve sarnings Total
{Note 19) {Note 19} {Note 19) (Note 19) (Note 19) aquity
$000 3000 3000 $000 $000 $000
Balance at 3 January 2011 193 60,047 503 28 105,817 166,588
Loss for the period - - - - {17,886) (17,886}
Other comprehensive income:
Actuarial loss on net defined benefit obligations - - - - (3,477) (3,477}
Increase in defined benefit liabilities
racegnised in accordance with IFRIC 14 - - - - {1,500) {1,500)
Unrecognised surplus on defined benefit plan - - - - =301) (301}
Deferred tax on net defined benafit
iterns recognised in aquity - - - - 1,320 1,320
Fareign exchange translation differences
on foreign operations - - - - 3 3
Effective portion of changes in fair value
of cash flow hedges - - - (180) - (180}
Total comprehensive incame for the period ended 1 January 2912 - - - (18Q) (21,841) (22,021}
Transactions with owners of the Company recognised directly in equity:
Equity settled share-based payment transactions - - - - 4119 4119
Deferred tax on equity settled share-based
payment transactions recognised in equity - - - - (2.164) (2,164)
Share options exercised by employees - 652 - - - 652
Company shares acquired by employee trust - - - - {5,380) (5,390)
Total contributions by and distributions to owners of the Company - 652 - - (3,435) 2,783
Batance at 1 January 2012 193 60,699 503 (152) 80,541 141,784
$000 $000 $000 $000 $000 $000
Balance at 2 January 2012 193 60,699 503 (152) 80,541 141,784
toss for the period - - - - (6.076) (6,076}
Other comprehensive income:
Actuarial loss on net defined benafit obligations - - - - @ 477)
Movement in unrecognised surplus
on defined benefit plan - - - - 301 301
Deferred tax on net defined benefit
items recognised in equity - - - - 10 10
Foreign exchange translation differences
on foreign operations - - - - @ 2)
Etfective portion of changes in fair value
of cash flow hedges - - - 773 - 773
Total comprehensive income for the period ended 30 December 2012 - - - 773 {6,244) (5,471)
Transactions with owners of the Company recognised directly in equity:
Equity settled shara-based payment transactions - - - - 2626 2,626
Deferred tax on equity settled share-based
payment transacticns recognised in equity - - - - 423 423
Share options exercised by employees 1 554 - - - £55
Company shares acquired by employee trust - - - - 4] 7}
Total contributions by and distributions to owners of the Company 1 554 - - 3,042 3,597
Balance at 30 Decembaor 2012 194 61,253 503 821 77,338 136,910

Tha notes on pages 81 to 127 arg an intagral part of these financlal statemants.
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Statement of changes in equity (Company)

Attributable to owners of the Company

Capital
Share Share demption Hedgil Retalned
capltal pramium reserve reserve sarnings Tota!
(Note 19) {Note 19) {Note 19) {Nots 19) {Note 19) equity
$000 $000 $000 $000 $000 $000
Balance at 3 January 2011 183 60,047 503 28 129017 181,888
Loss for the period - - - - {15,617) (15,617)
Other comprehensive income:
Actuarial loss on net defined benefit obligations - - - - (3.477) {3.477)
Increase in defined benefit liabilities
recognised in accordance with IFRIC 14 - - - - {1,500) (1,500)
Unrecognised surplus on defined benefit plan - - - - (301) (30%)
Deferred tax on net defined benefit itemns
recognised in equity - - - - 1,320 1,320
Effective portion of changes in fair value
of cash flow hedges - - - (180} - (180}
Total comprehensive income for the period ended 1 January 2012 - - - {180} {19,575) (19,755}
Transactions with owners of the Company recognised directly in equity:
Equity settled shara-based payment transactions - - - - 4,245 4,245
Deferred tax on equity settled share-based
payment transactions recognised in equity - - - - {2.185) {2,185}
Shara options exercised by employees - 652 - - - 652
Company shares acquired by employee trust - - - - (5,390} (5.390)
Total contributions by and distributions to owners of the Company - 852 - - (3,330) (2.678)
Balance at 1 January 2012 193 60,699 503 (152) 98,212 159,455
$000 $000 $000 $000 $000 $000
Balance at 2 January 2012 193 60,699 503 {152} 98,212 159,455
Loss for the period - - - - {7.138) (7,138}
Qther comprehensive incorme:
Actuarial loss on net defined benefit obligations - - - - 477} “rn
Movement in unracognised surplus
on defined benefit plan - - - - 301 301
Deferred tax on net defined benefit
items recognised in equity - - - - 10 10
Effective portion of changes in
fair value of cash flow hedges - - - 773 - 773
Total comprehensive income for the period ended 30 December 2012 - - - 773 {7,304} (6,531}
Transactions with owners of the Company recognised direcily in aquity;
Equity settled share-based payment transactions - - - - 2,940 2,940
Deferred tax on equity settled share-based
payment transactions recognised in equity - - - - 477 477
Share options exercised by employaes 1 £54 - - - 555
Campany shares acquired by employee trust - - - - 7} 7)
Total contributions by and distributions to owners of the Company 1 554 - - 3,410 3,965
Balance at 30 December 2012 194 61,253 503 621 94,318 156,889
The notes on pagas A1 to 127 are an integra! part of these financial statemants.
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Statements of cash flows
FOR THE PERIOD ENDED 30 DECEMBER 2012

Group Company
52 weeks 52 waeks 52 weeks 52 weeks
endad ended ended ended
30 Decamber 1 January 30 December 1 January
2012 2012 2012 2012
Nates $000 $000 $000 $000

Cash flows from operating activities
Lass for the period {6,076) (17.888) (7,138) (15.617)
Adjustments for:
Dapreciation 1" 3,945 4,485 3,708 4,289
Amortisation of intangible assets 12 5,554 9,169 4,564 4,429
Foreign exchange (gainsy/losses (283) 219 (376) 193
Financial income (1,489) (1,576) {1,488} (1,575}
Financial expenses 1,529 1470 1,528 1470
Equity-settled share-based payment expense 2,626 4,100 2,921 4,013
Curtailment gain on defined benefit plan - {1.829) - (1,829)
Income tax credit (3,274} (6,167) (2,878) {4,448)

2,532 (8,015) 441 (9,075)
(Increase)/decrease in inventories {1,801) 6,227 1,811) 6,226
Increase in trade and other receivables (8,266) (2,025) (7,452) {2,527)
Increase/decrease) in trade and other payables 11,769 (19,999} 11,639 (17.726)
Decrease in provisions and employee benefits {1,154} (3,388) {1,154) {3,388)
Cash generated from/(absorbed by) the operations 3,080 (27,200) 1,663 (26,490)
Income taxes (paid)/received {a1) {317} 21 (50)
Net cash inflow/{outflow) from operating activities 3,049 (27.517) 1,684 (26,540}
Cash flows from investing activities
Interest received 225 337 224 ais
Acquisition of property, plant and equipment {2,360) (2,357} (2,124) (2,291)
Acquisition of intangible assets {3,788) 4.178) (3,788) {4,203)
Acquisition of subsidiary, net ¢f ¢ash acquired - (4,305} - {4,371}
Deferred consideration on acquisitions in prior period (3,200) (800} (3,200) (800)
Amounts placed on short-term deposits (105,136) (102.324} (105,136) (102,324)
Amgunts withdrawn from shori-term depasits 110,136 145,324 110,136 145,324
Net cash {outflow)/inflow from investing activities {4,123) 31,697 (3,888) 31,671
Cash flows from financing activities
Proceeds from the issue of share capital 555 652 555 652
Company shares acquired by employse trust i) (5,390} {7 {5,390)
Interest paid {29) 95) (28) (95)
Net cash inflow /(outflow) from financing activities 519 (4,833} 520 (4,833
Net (decrease)/increase in cash and cash equivalents {555) (653} (1,684) 298
Cash and cash equivalents at start of pericd 20,409 21,083 19,665 18,364
Effect of exchange rate fluctuations on cash held 120 {21) 65 3
Cash and cash squivalents at end of period 18 19,974 20,409 18,046 19,665
Cash and cash equivalents at end of period 18 19,974 20,409 18,046 19.665
Short-term deposits at end of period 16 28,000 33,000 28,000 33,000
Total cash and short-tarm deposits at end of period 47,974 53,409 46,046 52,665

Tha notes an pages 81 ta 127 are an integral part of these financial statements.
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Notes to the financial statements

1. BASIS OF PREPARATION

Wolfson Microelectronics plc (the “Company”) is a
company domiciled and incorporated in Scotland. The
consolidated financial statements for the fifty-two weeks
ended 30 December 2012 (referred to as “2012" for the
purposes of these notes to the financial statements)
comprise those of the Company and its subsidiaries
{together referred to as the “Group”). The comparative
period is the fifty-two weeks ended 1 January 2012
(referred to as “2011" for the purposes of these notes
to the financial statements).

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

The Group's business activities, together with the factors
likely to affect its future development, performance and
position are set out in the Business Review and the
Operating and Financial Review on pages 4 to 33. The
financial position of the Group, its cash flows and liquidity
position are described within the Operating and Financial
Review on pages 20 to 33. In addition, note 23 to the
financial statements includes the Group's financial risk
management objectives; details of its financial instruments
and hedging activities; its exposures to credit and liquidity
risk and its objectives, policies and processes for managing
its capital.

The Group has considerable financial resources
comprising, as at 30 December 2012: cash and cash
equivalent balances of $20.0 millicn and short-term
deposits of $28.0 million. The Group has no loans or
borrowings or complex financial instruments. The Group
has established relationships with a number of the leading
global consumer electronics manufacturers and integrated
circuits developed by the Group are designed into a

range of the end products for these customers (refer to
Chairman’s Staternent and Business Review on pages

2 to 19). The Group continues to invest in the development
of new innovative products, as explained in the Business
Review and Operating and Financial Review on pages 4 to
33, As a consequence, the directors believe that the Group
Is well placed to manage its business risks successfully.

The directors have reviewed the latest forecast results
and cash flow projections. After making enquiries, the
directors have a reasonable expectation that the Group
and the Company have adequate resources to continue
in operational existence for the foreseeable future.
The financial statements for the 52 week period ended
30 December 2012 have therefore been prepared on a
going concern basis.

The financial statements were authorised for issue
by the directors on 5 February 2013.
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{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”).
Under section 408(d) of the Companies Act 2006 the
Company is exempt from the requirement to present

its own income statement and its own statement of
comprehensive income and related notes.

(b) BASIS OF MEASUREMENT

The financial statements have been prepared on the
histarical cost basis except for the following items In
the balance sheet:

B derivative financial instruments are measured
at fair value {refer to nota 2{f))

B assets and liabilities recognised on acquisition as
a result of business combinations are measured
at falr value {refer to note 2{g} (iv) and 2(x) (i) and (i)}

{c} FUNCTIONAL AND PRESENTATION CURRENCY
The financial statements are presented in United States
Dollars (“US dollars™), the Company’s functional currency,
rounded to the nearest thousand.

{d) USE OF ESTIMATES AND JUDGEMENTS

The preparation of financial statements in accardance
with adopted IFRS requires management to make
judgemenits, 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 basls 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 cof 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 28.

As permitted by IAS 1: ‘Prasentation of financial
staternents’, the Group has disclosed additional
information in respect of exceptional items on the face

of the income statement in order to aid understanding

of the Group's financial performance. An item is treated
as exceptional if it is considered that by virtue of its
nature, scale or incidence and being of such significance
that separate disclosure is required for the financial
statements to be properly understood.

a1




Notes to the financial statements {continuad)

{e) CHANGES IN ACCOUNTING POLICIES

There are no new standards, amendments to standards
and interpretations that are mandatory for the first time
for financial periods commencing on 1 January 2012
that would be expected to have a material impact on
the financial statements of the Group and Company.

{f) RESTATEMENT OF COMPARATIVES

Ouring 2012, the provisional fair value of the contingent
consideration in respect of the acquisition, in 2011, of
Dynamic Hearing Pty Ltd was finalised, resulting in an
increase in contingent consideration payable of $131,000
and a corresponding increase of $131,000 in goodwill.
The amounts for other payables and for intangible assets
at 1 January 2012 have been restated accordingly.

2. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below, unless otherwise
stated in note 1(e) above, have been applied consistently
to all periods presented In these financial statements.

{a} 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 on exercisable
shares are taken into account. Subsidiaries are included
in the consolidated financial statements from the date on
which control commences to the date that control ceases.
All subsidiaries have 31 December 2012 as their financial
year end.

The results of subsidiaries acquired or disposed of during
the 52 week period ended 30 December 2012 are included
in the consolidated statement of comprehensive income
from the effective date of acquisition or up to the effective
date of disposal, as appropriate.

{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.

{b) BUSINESS COMBINATIONS

Business combinations are accounted for using the
acquisition method as at the acquisition date, which is the
date on which contral is transferred to the Group. Control
Is the power to govern the financial and operating policies
of an entity 50 as to obtain benefits from its activities. In
assessing control, the Group takes into consideration
potential voting rights that currently are exercisable.

The Group measures goodwill at the acquisition date as:

B the fair value of the consideration transferred, plus

8 the recognised amount of any non-controlling interest
in the acquiree; plus

B if the business combination is achieved in stages,
the fair value of the pre-existing equity interest in
the acquiree; less

8 the net recognised amount (generally fair vatue) of the
identifiable assets acquired and liabilities assumed,

When the excess is negative, a bargain purchase
gain is recognised immediately in profit or loss.

Transaction costs, other than those asscciated with the
issue of debt or equity securities, that the Group incurs

in connection with a business combination, are expensed
as incurred. For any business combinations which had

an acquisition date prior to 1 July 2009, transaction costs,
other than those assoclated with the issue of debt or
equity securities, that the Group incurred in connection
with business combinations were capitalised as part

of the cost of the acquisition.

Any contingent consideration payable is measured at fair
value at the acquisition date. Subsequent changes in such
fair values are adjusted against the cost of acquisition
where they qualify as measurement period adjustments
(see below). If the contingent consideration is classified
as equity, then it is not remeasured and settiernent is
accounted for within equity. Otherwise, for any business
combinations which occur on or after 1 July 2009,
subsequent changes in the fair value of the contingant
consideration are recognised in profit or loss.

For any business combinations which had an acquisition
date prior to 1 July 2009, subsequent adjustments in the
fair value of the contingent consideration are made against
goodwill, except in the case of equity instruments, in which
case the adjustment is made in equity.

if there is adjustment to any deferred tax assets of the
acquiree subsequent to the date of acquisition this impacts
the measurement of goodwill only if it occurs within the
measurement period (see below) and if it results from new
information about facts and circumstances that already
existed at the acquisition date. If this |s not the case then
the impact of the recognition or remeasurement of such
deferred tax assets is recognised in profit or loss.

The measurement period is the period from the date

of acquisition to the date the Group receives complete
information about facts and circumstances that existed
as of the acquisition date — and is subject to a maximum
of one year.
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Notes to the financial statements {continued)

{c) FOREIGN CURRENCY

(i) Foreign currency transactions and balances
Transactions in currencies, other than US dollars, are
translated at the exchange rate ruling at the date of the
transaction. Monetary assets and liabilities in currencies
other than US dollars at the balance sheet date are
translated to US dollars at the exchange rate nuling at
that date. Exchange differences arising on translation
are recognised in the income statement except for
differences arising on qualifying cash flow hedges which
are recognised directly in equity (see accounting policy
(f). Non-menetary 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. Non-monetary assets and liabilitles
denominated in currencies other than US doilars that

are measured at fair value are retranslated to US dollars
at the date that fair value was determined.

(i) Financial statements of forelgn operations

The assets and liabilities of operaticns outside the UK,
including goodwill and fair value adjustments arising

on acquisition, are translated to US doflars at foreign
exchange rates nuling at the balance sheet date. The
income and expenses of foreign operations reported

in other currencies 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 of opening net assets or liabilities
are recognised directly in equity and reported in other
comprehensive income,

When the settlement of a monetary item receivable from
or payable to a foreign operation is neither planned nor
likely in the foreseeable future, foreign currency gains
and losses arising from such items are considered to
form part of a net investment in the foreign operation
and are recognised in other comprehensive income

and reported directly in equity.

{d) PROPERTY, PLANT AND EQUIPMENT

{ii Owned assets

Items of property, plant and equipment are measured
at cost less accumulated depreciation (see accounting
policy {d) (i)} and accumulated impairment losses

(see accounting policy (k).

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

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

Subsequent expenditure is capitalised only when it is
probable that the future economic benefits associated

with the expenditure will flow to the Group or the Company.
On-geing repairs and maintenance expenditure is expensed
as incurred.
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{il) Depreciation

Depreciation is calculated over the depreciable amount,
which is the cost of an asset, less its residual value.
Depreciation is charged to the income statementon 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 1to 5 years
Computer hardware 1tc 3 years
Furniture and fittings. 10 years
Maotor vehicles 4 yaars

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

Gains and losses on disposal of an item of property,
plant and equipment are determined by comparing the
net disposal proceeds with the carrying amount and are
included in the income statement.

{e) INTANGIBLE ASSETS

() Goodwill

Goodwill that arises on the acquisition of subsidiaries is
recognised as an intangible asset at the acquisition date.
For the measurement of goodwill at initial recognition, see
accounting policy (b).

Subseguent measurement
Goodwill s not amortised but is measured at cost less
accumulated impairment losses (see accounting policy (K)).

(il 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.

When it has been assessed that a product (including
software) is technically feasible, production and sale

are intended, a market exists and sufficient resources
are avallable to complete the project, development

costs thereatter are capitalised and amortised from

the date of the first sale on a straight-line basis over

the estimated useful life of the product. The Group
believes its current process for developing products

is essentially completed when products have achieved
the ‘Release to Production’ status which confirms
technical and commercial feasibility of the products to be
manufactured and sold to the commercial marketplace.
Development costs incurred after the establishment

of technical and commercial feasibility have not been
significant and, therefore, no costs have been capitalised
to date. Where no internally-generated intangible asset can
be recognised based on the above criteria, development
expenditure is recognised as an expense in the period

in which it is incurred. Expenditure incurmred in relation

to the maintenance and/or enhancements of existing
products is not considered to be of a development nature
and, accordingly, is also recognised as an expense in the
income statement as incurred.




Notes to the financial statements {continued)

{e) INTANGIBLE ASSETS {continued)

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

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

{iv) Other intangible assets

Other intangible assets are stated at cost or, for items
acquired in business combinations, at fair value as of

initial recognition date or business combination date, net
of amortisation and any provision for impairment. The
directors are primarily responsible for determining the fair
value of intangible assets acquired as part of a business
combination although independent valuations are obtained
for those intangible assets which are significant.

Amartisation is provided at rates so as to write off the cost
or fair value, less estimated residual value, of each asset on
a straight line basis over its expected useful economic life.
The principal economic lives used for this purpose are:

Acquired in-process research and development S years
Developed technology 5 years
Existing agreements and customer relationships 2 to 3.5 years
Intellectual property rights 10 years

Technology licences 6 months to 3 years

Amortisation methods, useful lives and the estimated
residual values are reviewed and adjusted, If appropriate,
at each balance sheet date.

{f} DERIVATIVE FINANCIAL INSTRUMENTS,

INCLUDING HEDGE ACCOUNTING
The Group holds derivative financial instruments to hedge
scme of its foreign currency exposures. Derivatives are
recognised initially at fair value; attributable transaction
casts are recognised in profit or loss when incurred.
Subsequent te initia! recognition, derivatives are measured
at fair value and changes therein are accounted for as
described below.

Cash flow hedges

A cash flow hedge is when a derivative is designated as
the hedging instrument in a hedge of the variability in cash
flows attributable to a particutar risk associated with a
recognised asset or liabllity or a highly probable forecast
transaction that could affect profit or loss. Changes in the
fair value of the derivative hedging instrument designated
as a cash flow hedge are recognised directly in other
comprehensive income to the extent that the hedge is
effective and presented in the hedging reserve in equity.
To the extent that the hedge is ineffective, changes in

fair vatue of the derivative are recognised immediately

in profit or loss.

If the hedging instrument no longer meets the criteria

for hedge accounting, expires or is sold, terminated or
exercised, or the designation is revoked then hedge
accounting is discontinued prospectively. The cumulative
gain or loss previously recognised in other comprehensive
income and presented in the hedging reserve in equity
remains there until the forecast transaction occurs and
affects profit or loss,

When the hedged item is a non-financial asset, the amount
accumulated in equity is included in the carrying amount
of the asset when the asset is recognised. If the forecast
transaction is no longer expected to occur, then the
balance in other comprehensive income is recognised
immediately in profit or loss. In other cases, the amount
recognised in other comprehensive income is transferred
to profit or loss in the same period that the hedged item
affects profit or loss.

{g} TRADE AND OTHER RECEIVABLES

Trade and other receivables are initially stated at their

fair value plus any directly attributable transaction

costs. Subsequent to initial recognition, such assets are
measured at amortised cost using an effective interest
rate less any impairment losses (see accounting policy
(k)). 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 accerding
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.
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Notes to the financial statements (continued}

(h) INVENTORIES

Inventories are measured 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.

() SHORT-TERM DEPOSITS

Short-term deposits comprise cash deposits held with
highly credit rated financial institutions with origina!
maturities of more than three months and up to one year.

(i) CASH AND CASH EQUIVALENTS

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

(k) IMPAIRMENT

The carrying amounts of the Group's actual assets, other
than financial assets, inventories {(see accounting policy
(h)) and deferred tax assets (see accounting policy (t)), 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 (K)(i)).

Assets, including goodwill, that have an indefinite useful
life or are not yet available for use are not subject to
amortisation and are tested annually for impairment.

An impairment loss is recognised for the amount by which
the carrying amount of an asset or its cash-generating
unit {CGU) exceeds its estimated recoverable amount.

Impairment losses are recegnised in the income statement.

Impairment losses recognised in respect of CGUs are
allocated first to reduce the carrying amount of any
goodwill allocated to the CGUs and then to reduce the
carrying amount of the other assets in the CGU on a pro
rata basis.
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{i} Calculation of recoverable amount

The recoverable amount of an asset or a CGU s the
greater of its fair value less costs to sell 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. CGUs to
which goodwill has been allocated are aggregated so that
the level at which impairment testing is performed reflects
the lowest level at which goodwill is monitored for intemal
reporting purposes. The goodwill acquired in a business
combination, for the purpose of impairment testing,

is allocated to groups of cash-generating units that are
expected to benefit from the synergies of the combination.

{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. An impairment loss in

respect of goodwill is not reversed subsequently.

{} SHARE CAPITAL

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

{m} INTEREST-BEARING BORROWINGS
Interest-bearing borrowings are recognised initially
at fair value, net of attributable transaction costs.
Subsequent to initial recagnition, 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 borrewings on an effective interest rate 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.




Notss to the financial statements (Continusd)

(n} EMPLOYEE BENEFITS

{) Defined contribution plans

A defined contribution plan is a post-employment benefit
plan under which an entity pays fixed contributions into
a separate entity and will have no legal or constructive
obligation to pay further amounts. Obligations for
contributions to defined contribution pension plans

are recognised as an expense in the income statement
when services are rendered by employees.

{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.
When the calculation results in a benefit to the Group and
the Company, the recognised asset is limited to the total of
any unrecognised past service costs and the present value
of economic benefits available in the form of any future
refunds from the plan or reductions in future contributions
to the plan. In order to calculate the present value of
economic benefits, consideration is given to any minimum
funding requirements that apply to the plan. An economic
benefit is available to the Group and to the Company if it is
realisable during the life of the plan, or on settlement of the
plan liabilities.

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

The Group recognises gains and losses on the curtailment
or settlement of a defined benefit plan when the curtaliment
or settlement occurs. The gain or loss on curtailment or
settlement comprises any resulting change in the fair value
of plan assets, any change in the present value of the
defined benefit obligation, any related actuarial gains

and losses and past service cost that had not praviously
been recognised.

The Group recognises immediately all actuarial gains
and losses arising from defined benefit plans directly
in other comprehensive income.

{iii) Share-based payment transactions
= Group and Company
Share options
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 proceads
received are allocated between share capital and share
premium. The disclosures required by IFRS 2 have been
given for these optlons.

Share oplions granted after 7 Novermber 2002 and vested
aftar 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
to employees 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 number of share options that for which the
related service and non-market vesting conditions are
expected to be met, such that the amount ultimately
recognised as an expense is based on the number of share
options that do meet the related service and non-market
performance conditions at the vesting date. The estimates
of the number cf 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. For share option awards with non-
vesting conditions, the grant date fair value of the share
option is measured to reflect such conditions and there

is no true-up for differences between expected and

actual cutcomes.

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.
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Notes to the financial statements {continued)

{n) EMPLOYEE BENEFITS {continued)

{ili) Share-based payment transactions

~ Group and Company (continued)
Performance shares
The grant date fair value of contingent performance
shares awarded to directors and senior management is
recognised as an employee expense, with a corresponding
increase In equity, over the pericd that the employees
become unconditionally entitled to the shares. The amount
recognised as an expense, for awards with non-market
performance conditions, is adjusted to reflect the actual
number of shares that vest. Fer performance shares
awarded with market vesting conditions, the grant date
fair value of the performance share is measured to reflect
such conditions and there is no true-up for differences
between expected and actual outcomes.

Contingent shares

The grant date fair value of contingent shares awarded

to employees is recognised as an employee expense,

with a corresponding increase in equity, over the period
that the employees become uncenditionally entitled to the
shares. The amount recognised as an expense, for awards
with service and non-market performance conditions, is
adjusted to reflect the actual number of shares that vest.

Company share options and other share-based awards
granted to subsidiaries

The charge related to the equity shares in the Company
awarded under the share schemes to employees of
subsidiary companies is treated as an increase in the
cost of investment held by the Company in the subsidiary
companies of the Group.

{iv} Bonus plans

The Group recognises a liability and an expense for cash
bonuses. This expense is recognised as an emplayee
expense. The Group recognises a liability for the amount
expected to be paid under short-term cash bonus plans
where contractually obliged or where there is a past
practice that has created a constructive ebligation to pay
this amount as a result of past service provided by the
employee and the obligation can be estimated reliably.

{o) EMPLOYEE SHARE TRUSTS

The Company has established two employee share trusts:
“The Wolfson Microelectronics No.1 Employees’ Share
Trust” and "The Wolfson Microelectronics No.2 Employees’
Share Trust” which are separately administered trusts
that are funded by loans from the Company. The assets
of these trusts comprise shares in the Company and

cash balances. The Company recognises the assets and
liabilities of these trusts in its own accounts and shares
held by the trusts are recorded at cost as a deduction in
arriving at shareholders’ funds.
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(p) TRADE AND OTHER PAYABLES
Trade and other payables are stated at amortised
cost using the effective interest rate method.

{q) PROVISIONS

A provision is recognised if, as a result of a past event,

the Group and the Company has a present legal or
constructive obligation that can be estimated reliably, and
it is probable that an outflow of economic benefits will be
required to settle the obligation. Provisions are determined
by discounting the expected future cash flows at a pre-tax
rate that reflects current market assessments of the time
value of money and the risks specific to the liability. The
unwinding of the discount is recognised as finance cost.

Restructuring

A provision for restructuring is recognised when the
Group and the Company has approved a detailed and
formal restructuring plan, and the restructuring either
has commenced or has been announced publicly.
Future operating losses are not provided for.

() REVENUE

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

(i} Productrevenues

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. As well
as selling directly to customers, the Group also sells

its products via third party distributors on terms which
provide some distributors with an unconditional right of
return. Revenue from the sale of products via distributors
with such return rights is currently recognised only when
such distributors have themselves sold the goods to third
parties. Once an appropriate and reliable track record for
the level of returns has been established, revenue from
sales to distributors will be recognised with reference

to an estimate of returns considered likely.

{ii) Design services

Design income on specific contracts is recognised in
profit or loss in proportion to the stage of completion,

at the reporting date, taking into account the expected
costs and time to complete. 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 included within payables.
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Notas te the financlal statements (continuad)

() REVENUE (continued}

(i) Royalty income and licence income

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

Revenue from technology licences is recognised on
delivery to the customer, which is when it is considered
the conditions cutlined below are met:

B the amount of reveriue can be measured reliably,

® itis probable that the economic benefits associated
with the transaction will flow into the Group;

m the stage of completion of the transaction as at the end
of the reporting period can be measured reliably; and

m the costs incurred, or to be incurred, for the transaction
can be measured reliably.

{s) EXPENSES

{i} Operating leass payments

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

{il} Netfinancing 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 and the unwinding of the
discount on provisions and cantingent consideration.

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

() INCOME TAX

Income tax on the profit or loss for the period 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 caseitis
recognised in equity or in other comprehensive income.

Current tax is the expected tax payable or receivable on
the taxable income or loss for the period, using tax rates
enacted or substantively enacted at the balance sheet
date, and any adjustment to tax payable in respect of
previous years. Tax relief on the exercise of share options
is allocated between the income statement and equity in
accordance with IAS 12 ‘Income Taxes'.

Deferred tax is calculated using the balance sheet liability
method, praviding for temporary differences between

the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for taxation
purposes. This includes deferred tax on share-based
payments which were granted prior to 7 November

2002 and which have not been exercised. Deferred tax

Is recognised on temporary differences arising on the
intangible assets acquired in a business combination.
The following temporary differences are not provided for:
the initial recognition of goodwill; the initial recognition of
assets or liabilities in a transaction that is not a business
combination and that affects 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

ot 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.
Deferred tax assets and liabilities are offset where
there is a legally enforceable right of offset within

the same taxation authority and where the Group
intends to either settle them on a net basis or to

realise the asset and settle the liability simultaneously.

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 reviewed at each reporting date and are reduced to

the extent that it is nc longer probable that the related

tax benefit will be realised.

(u} EARNINGS PER SHARE

Basic earnings per share is calculated by dividing the
profit or loss attributable to ordinary shareholders of the
Company by the weighted average number of ordinary
shares in issue during the period. Diluted earnings

per share is determined by adjusting the profit or loss
attributable to ordinary shareholders and the weighted
average number of ordinary shares outstanding for the
effects of potentiatly dilutive ordinary shares, which
comprise share options granted to employees.

{v) SEGMENT REPORTING

An operating segment is a distinguishable component

of the Group that engages in business activities from
which it may eam revenues and incur expenses, including
revanues and expenses that relate to transactiens with
any of the Group’s other components. All operating
segments’ operating results, at gross profit level, are
reviewed regularly by the Group's Chief Executive Officer
to make decisions regarding resources to be allocated

to the segment and assess its performance, and for

which discrete financial information is available. The

Chief Executive Officer assesses the performance of the
cperating segments based on revenue and a measure of
gross profit, The gross profit measurement basis excludes
the effects of nen-recurring expenditure from operating
segments, such as restructuring costs and exceptional
inventory write downs, Interest income and expenditure are
not included in the result for each operating segment that is
reviewed by the Chief Executive Officer. Other information
provided to the Chief Executive Officer is measured ina
manner consistent with that in the financial statements.
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Notes to the financial statements (continued)

vy SEGMENT REPORTING (continued)

The assets and liabilities of the Group are not reviewed by
the chief operating decision-maker on a segment basis.
Therefore none of the Group's assets and liabilities are
segmental assets and segmental liabllities respectively and
all are unallocated for segmental disclosure purposes. The
segment reporting basis is reviewed by the Chief Executive
Officer in view of the development of the business.

{w) NEW STANDARDS AND INTERPRETATIONS

NOT YET ADOPTED
The following new standards, amendments to standards
and interpretations have been issued, but are not effective
for the fifty-two week period ended 30 December 2012
{which began on 2 January 2012} and have not been early
adopted by the Group:

. Amendment to IAS 19 ‘Employee Benefits’ issued
in June 2011. The amendments aim to improve the
recognition and disclosure requirements for defined
benefit plans. The new requirements include: the
immediate recognition of all past service costs; and to

replace interest cost and expected return on plan assets

with a net interest amount that is calculated by applying
the discount rate to the net defined benefit liability or
asset. The new requirements are effective for annual
periods beginning on or after 1 January 2013, with
earlier application permitted. The effect of the change
in calculation of the expected return on plan assets,
had this change applied In 2012, would have increased
the expected return on plan assets by approximately
$0.03 million but the current estimated effect for the
financial year 2013 is a reduction in the expected
return on plan assets of approximately $0.2 million.

B Amendments to IAS 1 'Financial Statement Presentation’
issued in June 2011. These amendments aim to improve

how compenents of other comprehensive income are
presented. The new requirements are effective for
annual periods beginning on or after 1 July 2012,

B |FRS 9 ‘Financial instruments’ issued in 2009 and in
Qctober 2010. This addresses the classification and
measurement of financial assets and financial liabilities.
IFRS 9 replaces the parts of IAS 39 that relate to the

classification and measurement of financial instruments,

The standard is not applicable until 1 January 2015.

® [FRS 13 'Fair Value Measurement’ defines fair value,
sets out in a single 1IFRS a framewaork for measuring
fair value and requires disclosures about fair value
measurements. IFRS 13 aims to improve consistency
and reduce complexity by providing a precise
definition of fair value and a single source of fair value
measurement and disclosure requirements for use
across IFRSs. The new requirements are effective for
annual periods beginning on or after 1 January 2013,
with earlier application permitted.
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IFRS 10 ‘Consoclidated Financial Statements’, IFRS

11 Joint Arrangements’ and [FRS 12 'Disclosure of
Interests in Other Entities', issued in May 2011, IFRS 10
provides a single consolidation mode! that identifies
contro! as the basis for consolidation for all types

of entities. IFRS 10 replaces IAS 27 ‘Consolidated

and Separate Financial Statements’. IFRS 11 ‘Joint
Arrangements’ establishes principles for the financial
reporting by parties to a joint arrangement. IFRS 11
supersedes IAS 31 ‘Interests in Joint Ventures' and
SIC-13 ‘Jointly Controlled Entities~Non-monetary
Contributions by Venturers'. IFRS 12 combines,
enhances and replaces the disclosure requirements
for subsidiaries, joint arrangements, associates and
unconsclidated structured entities. As a consequence
of these new IFRSs, the IASB also issued amended
and retitled IAS 27 'Separate Financia! Statements’ and
IAS 28 ‘Investments In Associates and Joint Ventures'.
The new requirements are effective for annual pericds

-beginning en cr after 1 January 2014, with earlier

application permitted.

{x) DETERMINATION OF FAIR VALUES

Some of the Group’s accounting policies and disclosures
require the determination of fair value, for both financial
and non-financial assets and liabilities. Fair values have
been determined for measurement and/or disclosure
purposes based on the following methods, When
applicable, further information regarding the assumptions
made in determining fair values is disclosed in the notes
to the financial statements which are specific to that asset
or liability.

{i} Property, plant and equipment

The fair value of property, plant and equipment recognised
as a result of a business combination is based on market
values at date of acquisition.

{i) Intangible assets

The fair value of developed technology acquired as a resuit
of a business combination is based on the discounted
royalty payments that have been avoided as a result of
the developed technology being owned. For in-process
research and development acquired as aresult of a
business combination, the fair value is estimated based
either on the income method taking into account the ¢cash
flows post technelogical feasibility or on the cost method,
taking into account the estimated current cost to recreate
or duplicate the technology. The fair values of licence
agreements and of custorner relationships acquired as

a result of a business combination are estimated based
on the risk adjusted present value of the marginal cash
flows derived from the agreements and relationships
respectively.
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Notes to the financial statements (continued}

{x) DETERMINATION OF FAIR VALUES (continued)

{iiiy Derivatives

The fair value of forward exchange contracts is based on
their listed market price, if available. If a listed market price
is not avaitable, then fair value is estimated by discounting
the difference between the contractual forward price

and the current forward price for the resldual maturity

of the contract using a risk-free interest rate (based on
government bonds).

(iv) Trade and other receivables

The fair value of trade and other receivables is estimated
as the present value of future cash flows, discounted at the
market rate of interest at the reporting date. No disclosure
of the fair value of trade and other receivables is required
when the carmrying amount is a reasonable approximation
of fair value.

(v} Non-derivative financial liabilities

Fair value, which is determined for disclosure purposes,

is calculated based on the present value of future principal
cash ftows, discounted at the market rate of interest at the
reporting date.

{vi) Share-based payment transactions

The fair value of employee share options is measured
using the Black-Scholes model. Measurement inputs
include share price on measurement date, exercise price
of the instrument, weighted average expected life of the
instruments {based on historical experience and general
option holder behaviour), expected volatility and the risk
free rate (based on government bonds). Service and non-
market performance conditions attached to the share-
based payment transactions are not taken into account
in determining fair value.

The fair value of contingent shares is the market value
of the Company's shares on the date of the award.

The fair value of performance shares with non-market
performance conditions is the market value of the
Company's shares on the date of the award. For those
performance shares which have market performance
conditions attached, the estimated extent to which those
performance shares are likely to vest are taken into
account In determining fair value on the date of the award.

{vii) Short-term deposits

The fair value of short-term depaosits is determined
based on the market interest rates at the year-end
for similar instruments (value and maturity) for the
short-term deposits held.

3. OPERATING SEGMENTS

SEGMENT DISCLOSURES

The chief cperating decision-maker is the Chief Executive
Officer (CEQ") of the Company. The Chief Executive
Officer reviews the Group's internal reporting in order

to assess performance and allocate resources.
Management has determined the operating segments
based on these reports.

The Group has three operating segments which are
based on product groups. The Group has two reportable
segments which are the Group's Audic Hubs and Discrete
and Power Products segments. These are reported
separately to the chief operating decision-maker to allow
greater management focus on the Audio Hubs strategy.
The following summary describes the operations in the
Group’s reportable segments:

B Audio Hubs - this segment includes the supply and
sale of Wolfson's Audio Hubs high performance audio
integrated circuit solutions. Audio Hubs are feature-
rich devices which contain many of Wolfson’s audio
technologies combined into a single Hub device.

® Discrete and Power Products - this segment includes
the supply and sale of integrated circuits which are
discrete components, such as: Analogue-to-Digital
Converters; Digital-to-Analogue Converters; and
this segment also includes those components which
are power management integrated circuits and the
silicon microphone devices based on Micro-Electro-
Mechanical Systems (‘MEMS') technology.

The other operating segment does not meet any of the
quantitative thresholds for determining a reportable
segment in the fifty-two week period ended 30 December
2012 or in financial year 2011 and, accordingly, the relevant
revenue and segment gross profits are shown as ‘other
operating segment’.

The CEO assesses the performance of the operating
segments based on revenue and a measure of gross profit.
Segment gross profit is used to measure performance as
management believes that such information is the most
relevant in evaluating the results of the segment. The
gross profit measurement basis excludes the effects of
non-recurring expenditure from operating segments, such
as restructuring costs and exceptional inventory write
downs. Interest income and expenditure are not included
in the result for each operating segment that is reviewed
by the Chief Executive Officer. Other information provided
to the CEQ is measured in a manner consistent with that
in the financial statements, The segment information is
prepared using accounting policies consistent with those
of the Group as a whole. There were no inter-segment
transactions in the periods presented.

The assets and liabilities and capital expenditure of the
Group are not reviewed by the chief operating declision-
maker cn a segment basis. Therefore none of the Group’s
assets and liabilities are segmental assets and segmental
liabilities respectivety and all are unallocated for segmental
disciosure purposes.

All segments are continuing operations.

Wolfson Microelectronics ple: Annual Report and Accounts 2032




Notes to the financial statements {continued)

3. OPERATING SEGMENTS (continued)

Discrete and

Other operating

Audio Hubs Power Products sagment Total
2012 2011 2012 20m 2012 2011 2012 2011
$000 $060 $000 $000 $000 $000 3000 $000
Total external revenues 134,092 105,367 45,477 50,851 180 694 178,749 156,912
Segment gross profit 62,518 52,432 21,642 23,174 53 502 84,213 76,108
Reconciliations of reportable segment revenues, profit or loss, assets and liabilities and other material items
2012 2011
$000 $000
Revanues
Total revenue for reportable segments 179,569 156,218
Total revenue for other operating segment 180 6§94
Consolidated revonue 179,749 156,912
Profit or loss
Total gross profit for reportable segments 84,160 75,606
Total gross profit for other operating segment 53 202
Gross profit for segments 84,213 76,108
Exceptiona! charge - (5,900)
Gross profit 84,213 70,208
Unallocated amounts:
Corporate overhead expenses (92,123) (82,718)
Other exceptional items {1,400) (1.649)
Operating loss for the period {9,310} {24,159)
Financial income 1,489 1,576
Financial expenses {1,529) {1,470)
Consolidated loss before income tax (9,350) (24,053}
2012 201
$000 $000
(Restated)
Assets
Total assets for reportable segments - -
Total assets for cther operating segment - -
Goodwill and acquired intangible assets: Sonaptic 20,037 19,189
Goodwill and acquired intangible assets: Qligon 4,204 4,704
Goodwill and acquired intangible assets: Dynamic Hearing 6,040 6,895
Other unallocated ameunts 150,709 143,727
Consclidated total assets 180,990 174,515
Liabilities
Total liabilities for reportable segments - -
Total liabilities far other operating segment - -
Other unallocated amounts (41,080) (32,731}
Consolidated total liabilities {41,080) (32.731)
Rsportable Consolidated
segments totals Adjustments totals
Other material items 2012 $00C
Financial income - 1,489 1,489
Financial expenses - (1,529} {1,529)
Capital expenditure - 5,982 5,882
Depreciation and amortisation - 9,499 9,499
Reportable Consclidated
segments totals Adjustments totals
Other material itams 2011 $000 $000 $000
Financial income - 1,576 1,576
Financial expenses - {1,470) (1,470}
Capital expenditure - 5,813 5,813
Depreciation and amertisation - 13,854 13,654
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Noles to the financial statements (continued)

3. OPERATING SEGMENTS (continued}

Geographical information

The operating segments are managed from the United Kingdorn on a worldwide basis, but operate: research ang
development facilities in the United Kingdom, in Japan and in Australia; subcontracted manufacturing operations mainty
in South East Asia and in Europe; and sales cffices in China, Japan, Korea, Taiwan and the United States of America.

In presenting the consolidated infarmation on a geographical basis, revenue is based on the gecgraphical location
of customers. The United Kingdom is the place of domicile of the parent company, Wolfson Microelectronics plc.
All of the Group’s revenue originates from the United Kingdom.

Analysis of revenue by destination*:

52 waeks 52 weeaks

ended ended

30 Decamber 1 January

2012 2012

$000 $000

Japan 21,972 21,748
Asia Pacific 70,895 85,797
Americas 28,438 22,362
United Kingdom 56,354 25,718
Europe and rest of werld 2,090 1,287

179,749 156,912

* Destination is defined as the location of the direct customar

Analysis of revenue by category:

52 weeks 52 weaks
ended ended
30 Dacember 1 January
2012 2012
$000 $000
Revenues from:
Products sold 175,664 155,646
Royalty income and design services 4,085 1,266

179,749 156,912

Analysis of non-current assets (excluding deferred tax assets, goodwill and other intangible assets):

As at Asat

30 December 1.January

2012 202

Note $000 $000

Japan 102 152
Asia Pacific 4,513 5,243
Americas 25 "
United Kingdom 19,500 20,498
Europe and rest of world 2 4
" 24,142 25,907

Major customer
Revenues from the largest customer of the Group in 2012, which are included in revenues for the Audio Hubs segment,
represent approximately $56.9 million (largest customer in 2011: $24.5 million) of the Group's total revenues.
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Notes to the financial statements (continued)

4, EXCEPTIONAL ITEMS
Analysis of exceptional items:

52 weeks 52 weeks

endad ended

30 Decamber 1 January

2012 2012

$000 $000

Costs of sales — inventory write down - {3,500)
Distribution and selling costs - (1,933)
Research and development expenses - (1,473}
Administrative expenses - 72)
Total restructuring costs - (6.978)
Costs of sales - inventory write down - (2,400)
Curtailment gain on defined benefit plan - 1,829
Past service cost on dafined benefit plan (1,400} -
Total exceptional items recognised in the pericd (1,400} (7,549)

Exceptional charge recognised in the 52 week period ended 30 December 2012

Past service cost on defined benefit plan

In November 2012, the Company initiated an Enhanced Transfer Value (ETV) offer to the 83 deferred members of the
Company's defined benefit pension scheme and this offer is scheduled to ¢lose in February 2013. The ETV offer is likely
to result in a cash contribution by the Company into the schema in the first hatf of 2013, depending on the level of take up
of the ETV offer. For accounting purposes, the Company has estimated the projected level of take up of the ETV offer and
has recognised an exceptional charge of $1.4 million, in the 52 week period ended 30 December 2012, The charge reflects
the estimated cost of the ETV compared to the net [AS 19 liability for relevant deferred members of the scheme. Once

the ETV offer closes the difference between this estimated cost and the actual cost of the ETVs, for those members that
decide to take up the offer, will be recognised in the Company’s financial statements. Further details regarding the defined
benefit pension scheme are contained in note 20.

Exceptional items recognised in the 52 week period ended 1 January 2012

Restructuring costs

During the 52 week period ended 1 January 2012, a tota! exceptional charge of $6.978 million was recognised in the
consolidated income statement in respect of restructuring costs incurred as a result of a programme undertaken in the
secaond half of the financial year to review the overhead costs of the business and the refocus of the R&D and Distribution
and Selling activity. The total exceptional restructuring cost comprised:

() operating expense of $3.478 million, which was mainly employee termination costs (note 22); and

(i) an inventory write down of $3.5 million.

Exceptional inventory write down

In the course of the process to realign the Company’s supply chain to better meet the Company's future product and
anticipated dermand reguirements, involving the relocation of certain production support functions to the Far East and
a streamlining of the subcontract manufacturing supply base, an inventory loss of $2.4 million was identified. This arose
as a result of unacceptably low yields at a subcontractor frorn production of a high volume part; the extent of inventory
scrapped by the subcontractor during the year had not been properly reported at the time.

Curtailment gain on defined benefit plan

A $1.8 million non-cash curtailment gain arose on the closure of the defined benefit pension plan to future accrual.
The plan closed to future accrual with effect from 30 April 2011 and therefore the Company is no longer required to
pay contributions in respect of future accrual (note 20). Due to its size and non-recurring nature, the curtailment gain
was reported separately as an exceptional item within the consolidated income statement.
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Notas to the financlal statements {continued)

5. OPERATING EXPENSES

652 weoks 52 weeks
ended ended
30 December 1 January
2012 2012
$000 $000
Operating loss is stated after charging/(crediting):
Depreciation (note 11) 3,945 4,485
Amortisation of intangible assets {note 12) 5,554 9,169
Write (back)/down of inventories {130} 4,544
Gain on disposal of property, plant and equipment and intangible assets {13) (4)
(Gain)loss on foreign exchange transactions and translation (283) 219
Audit and non-audit tee disclosure
52 woeaks 52 waeks
ended andad
30 December 1 January
2012 2012
$000 $000
Audit of these financial statements (Group and Company) 172 135
Amounts receivable by auditors and their associates in respect of:
Audit of financial statements of subsidiaries pursuant to legistation 15 "
Other servicas provided to overseas branches of the Company [:] 9
Other services relating to taxation 50 55
All other services 45 51
6. PERSONNEL EXPENSES
Group
52 woeks 52 weeks
ended endad
30 December 1 January
2012 2012
(Number) (Number}
Average number of employees, including executive directors, by activity:
Design and development 262 255
Saelling and distribution 117 119
Administration 42 41
421 415
52 wooks 52 weaks
endad ended
30 December 1 January
2012 2012
$000 $000
Wages and salaries 37,331 35.618
Social security costs 4,243 4,675
Contributions 1o defined contribution pension plans 1,813 1.922
Dafined benefit pansion costs (nots 20) - 126
Equity-settled share-based payment transactions (note 20} 2,676 4,100
46,063 46,442

Information regarding the directors’ remuneration, shareholdings, share options, other share-based payments and pension arrangemants

is contained in the Directors’ Remuneration Report on pages 56 to 73.
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Notes to the financial statements {continued)

7. NET FINANCING (EXPENSE)/INCOME

52 weeks 52 weeks
endad ended
30 December 1 January
2012 2012
$000 $000
Bank interest receivable 207 240
Other interest receivable 1 1
Foreign exchange gain 35 -
Expacted raturn on detined benefit pension plan assets (note 20) 1,248 1,335
Financial income 1,489 1,576
Bank interest payable (18) B9
Other interest payable [{)] (]
Notional interest arising on discounted payables (252) {104}
Interest on defined benefit pension abligation {note 20) (1.258) (.271)
Financial expensas (1.529) (1,470)
Net financing (expense)}/income [£1s]] 106
8. INCOME TAX CREDIT
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. The Group has a current tax liability of $80,000 at
30 December 2012 (2011: $116,000) and a current tax asset of $nil (2011: $67,000}. The Company has a current tax
asset of $nil at 30 December 2012 (2011: $67,000).
52 weeks 52 weeks
ended ended
30 December 1 January
2012 2032
Recognised in the income statement $000 $000
Current tax (credit)/exponse
Adjustments for prior years (78) (87)
Overseas taxes 17 250
39 183
Deferred tax (credit)/fexpense
Origination and reversal of temporary difierences (3,842) (6.842)
Reduction in tax rate 849 381
Adjustments for pricr years (320) m
(3,313} (6.350)
Total income tax credit in income statement (3.274) 6.167)
52 weeks 52 weeks
andad andad
30 Docamber 1 .January
2012 2012
Current and deferred tax recognised directly in other comprehensive income and in equity $000 $000
Recognised in other comprehensive income:
Relating to net pension liability (note 14) {10} (1,320}
Recognised in equity:
Relating to equity-settled transactions — deferrad tax (note 14 (423} 2164
(Increase)/decrease in equity (423} 2,164

The UK government’s budget for 2012 announced that the UK main rate of corporation tax rate was reduced from 26%,
for the tax year ending 31 March 2012, to 24% for the tax year commencing 1 April 2012 and a further reduction to 23%

will be effective from 1 April 2013.

Deferred tax balances as at 30 December 2012 are recognised at a rate of 23% (as at 1 January 2012: 25%).
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Notes to the financial statements {continued)

8. INCOME TAX CREDIT (continued)
Reconciliation of effective tax rate

52 weeks 52 weeks 52 weeks 52 weoks

endad snded ended ended

30 December 30 December 1 January 1 January

2012 2012 2012 2012

L) $000 %% $000
Loss betore tax 19,350) {24,053)
Incoms tax credit using the UK corporation tax rate {24.5)% (2,291) (26.5)% (6,374)
Effect of tax rates in foreign jurisdictions {rate increased) 0.9% 83 0.4% a9
Non-deductible expanses 2.3% 213 0.7% 177
Research and development tax credits {12.2)% {1,140) 5.1% (1,.226)
Tax (credityexpense on share-based payments (2.1)% (193) 31.5% 846
Adjustments relating to prior years 14.2)% (398) 0.2% 44
Tax losses recognised {4.5)% {418) 0.4% (114)
Reduction in deferred tax rate 9.3% 870 1.6% 381
Total tax credit (35.0)% (3,274) 25.6)% (6,167)

9. EARNINGS PER SHARE

52 weeks 52 weeks

ended ended

30 December 1 January

2012 2012

$000 $000

Lass for the period attributable to equity shareholders {basic and diluted) 16,076) (17.888}
Exceptional items after tax” 1,078 5,549
Amortisation of acquired intangible assets* 1,308 4,031
Share-basad payment expenses and related payroll taxes® 2,500 2,626
Underlying loss for the period attributable to equity shareholders (basic and diluted) (1,190) (5.670)
cents cents

Basic loss per share (5.22) (15.39}
Diluted loss per share (5.22) (15.29}
Underlying basic loss per share (1.02) (4.88}
Undarlying diluted toss per share (1.02) (4.88)

* after the tax impact of this stemn

The weighted average number of ordinary shares used in the calculation of basic and diluted loss per share for each

period is calculated as follows:

52 weeks 52 weaks

snded endad

30 Docember 1 January

2012 2012

No. of shares No. of shares

Issued ordinary shares at start of period 116,308,427 115,929 217
Effect of shares issued during the period from exercise of employee share options 168,804 269,158
Weighted average number of ordinary shares at end of period - for basic [0ss per share and diluted logs per share 116,477,231 116,198,375
Effect of dilutive share options in issua 980,619 950,408
Weighted average number of ordinary shares at end of period — for diluted earnings per share 117,466,850 117,148,873
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Notes to the financial statements {continuad}

9. EARNINGS PER SHARE (continued)

BASIC LOSS PER SHARE

The calculation of basic loss per share for the 52 week period ended 30 December 2012 was based on the loss attributable
to equity shareholders of $6,076,000 (52 week period ended 1 January 2012: $17,886,000 loss) and a weighted average
number of ordinary shares during the 52 week period ended 30 December 2012 of 116,477,231 (2011: 116,198,375),
calculated as shown on page 96.

DILUTED LOSS PER SHARE

The calculation of diluted loss per share for the 52 week period ended 30 December 2012 was based on the loss attributable
to equity shareholders of $6,076,000 (52 week period ended 1 January 2012: $17,886,000 loss) and a weighted average
number of ordinary shares during the 52 week period ended 30 December 2012 of 116,477,231 (2011: 116,198,375),
calculated as shown on page 96.

The average market value of the Company’s shares for the purposes of calculating the dilutive effect of share options
was based on quoted market prices for the period that the options were cutstanding.

UNDERLYING BASIC LOSS PER SHARE

The caleulation of underlying basic loss per share for the 52 week period ended 30 December 2012 was based on the
loss attributable to equity shareholders, before: the exceptional charge, the amortisation of acquired intangible assets
and share-based payment expenses and related payroll taxes {net of tax effect), of $1,190.000 (2011: $5,670,000 loss)
and a weighted average number of ordinary shares during the 52 week period ended 30 December 2012 of 116,477,231
(2011: 116,198,375), calculated as shown on page 96.

UNDERLYING DILUTED LOSS PER SHARE

The calculation of underlying diluted loss per share for the 52 week period ended 30 December 2012 was the same

as the calculation for underlying basic loss per share for that period, as described above. The calculation of underlying
diluted loss per share for the 52 week period ended 1 January 2012 was the same as the calculation for underlying basic
loss per share for that period, as described above.

10. ACQUISITION OF SUBSIDIARY IN PRIOR PERIOD

There were no acquisitions or other business combinations undertaken by the Group in the 52 week period ended

30 December 2012. During the prior 52 week pericd ended 1 January 2012, the Group acquired (on 30 September 2011)
the entire issued share capital of Dynamic Hearing Pty Ltd (' Dynamic Hearing’). Dynamic Hearing is a provider of high
quality audio processing software for personal communication devices such as mobite phones, Bluetooth® headsets
and hearing aids. Dynamic Hearing has developed and supplied a suite of audio enhancing transmit noise reduction
and Acoustic Echo Cancellation (AEC) algorithms to run on Wolfson Microelectronics plc's Audio Hub products.

At 1 January 2012, the accounting for this acquisition was determined on a provisional basis. In the period from 2 January
to 30 September 2012 a final adjustment was made but only in respect of the fair value of the contingent consideration
recognised; no adjustments were assessed as being required to the provisional fair values of the assets and liabilities
acquired. The adjustment to the contingent consideration was recognised as if it has occurred at the date of acquisition.

The Group paid $4.4 million in cash as consideration for this acquisition in the period ended 1 January 2012,

CONTINGENT CONSIDERATION

in accordance with the terms of the acquisition, the Group agreed to pay the selling shareholders of Dynamic Hearing
additional consideration which is contingent on the utilisation of pre-acquisition tax losses. The Group provisionally
estimated the fair value of the contingent consideration, at the acquisition date, at $131,000. In the period to 30 September
2012, the Group finalised the assessment of the fair value of the consideration to take into account circumstances which
existed at the date of acquisition. This resulted in an increase in the fair value of the contingent consideration of $131,000
so that the total contingent consideration recognised is $262,000. As a result of this increase in the fair value of the
contingent consideration, there is corresponding increase in goodwill (note 12). The comparative figures in the Group
balance sheet have been restated.

None of the contingent consideration was paid in the period from the acquisition date to 30 December 2012.

The following summarises the classes of consideration for this acquisition and the recognised amounts of assets acquired
and liabilities assumed at the acquisition date,
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Notas to the financial statements {continued)

10. ACQUISITION OF SUBSIDIARY IN PRIOR PERIOD (continued)

Consideration: $000
Cash consideration paid in the peried ended 1 January 2012 4,371
Contingent cash consideration —restated fair value 262
Total cash consideration 4,633
Settlement of pre-existing relationship 557

5,190

Settlement of pre-existing relationship

From 2010, Wolfson Microelectronics ple has licensed technology from Dynamic Hearing Pty Ltd and this was recognised
as an intangible asset by the Company. The book values at the date of acquisition comprised the intangible asset at
$735,000 and deferred income and foreign exchange differences of $178,000, resuiting in a net adjustment on settlement
of pre-existing relationships of $557,000.

Pra-acquisition Recognised
carrying Fair value final valua
amounts  adjustments on acquisition
Identifiable assets acquired and liabilities assumed $000 $000 $000
Property, plant and equipment 288 - 288
Intangible assets - acquired - 5,048 5,046
Inventories 1 - 11
Trade and other receivables 683 - 683
Cash and cash equivalents 66 - 66
Deferred tax liabilities - (1.262) {1,262
Trade and other payables {1,675} - (1,675)
Net identifiable assets and liabilities 627) 3,784 3,157
Goodwill on acquisition {restated) (note 12) 2,033
Consideration (restated) 5,190

As aresult of the finalisation of the assessment of the fair value of the contingent consideration, as explained above,
the goodwill on acquisition increased by $131,000 to $2,033,000 and the consideration also increased by that ameunt
to $5,190,000,

The intangible assets acquired as part of the acquisition of Dynamic Hearing Pty Ltd are analysed as follows:

$000

In-process research and develepment 1,672
Developed technology 2,754
Licence agreements 620
5,046

In determining the fair values of these identifiabla intangible assets, the Group applied the following methods:

In-process research and development

As at the date of acquisition, Dynamic Hearing had ongoing development projects relating to audio processing software
and technology. To estimate the fair value of the technology, the cost method was used taking into account the estimated
current cost to recreate or duplicate the technology. This in-process research and development is being amortised over
an estimated useful economic life of five years.

Developed technology

Developed technology of $2.8 million comprises the fair value of Dynamic Hearing’s audio processing software and
developed technology at the date of acquisition. To estimate the fair value of the developed technology, the relief from the
royalty savings approach was used. The quantification of the risk adjusted fair value has been derived using an estimated
royalty rate appropriate to the technology, applied to management’s estimates of the expected revenues from the
technology. This acquired devetoped technology is being amortised over an estimated useful economic life of five years.

Licence agreements and other customer agreements

Licence agreements and other customer agreements of $0.6 million represent the fair value of existing third party licence
and supply agreements for Dynamic Hearing's technology and software. To estimate the fair value of these agreements,
the risk adjusted present value of the marginal cash flows derived from such agreements has been used. All licence and
other customer agreements are being amortised over their estimated useful economic life of three years.
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Notes to the financial statements (continuad)

11. PROPERTY, PLANT AND EQUIPMENT

Land and Plant and Computer Furnlture Motar

buildings machinery hardware and fittings vehiclos Total
Group $o000 $000 $000 $000 $000 $000
Cost
At3 January 2011 18,882 37.989 8,062 3,822 174 68,929
Acquisitions through business combination [note 10} - 186 98 4 - 288
Other additions - 331 922 223 - 1,476
Disposals - = 2) 42) 63) {107}
At 1 January 2012 18,882 38,506 9,080 4,007 111 70.586
At 2 January 2012 18,882 38,506 9,080 4,007 1 70,586
Additions - 931 1,108 179 - 2,218
Disposals - - - - (51} (51}
Effect of movement in exchange rates - - - - 3 3
At 30 December 2012 18,882 39,437 10,188 4,186 63 72,756
Depraciation
At 3 January 2011 2,541 30,238 5,378 1,989 ALY 40,287
Charge for the period 378 2,206 1,500 383 18 4,486
Disposals - - 2) (28) 63} (93}
At 1 .January 2012 2,919 32,444 6,876 2,344 96 44,679
At 2 January 2012 2919 32,444 6.876 2,344 96 44 679
Charge for the period 378 1,748 1,463 350 6 3,945
Disposals - - - - (5% 51
Effect of movement in exchange rates - - 10 27 4 41
At 30 December 2012 3,297 34,192 8,349 2,721 55 48,614
Net book value
At 3 January 2011 16,341 7.751 2,684 1.833 a3 28,642
At 1 January 2012 15,963 6,062 2,204 1,663 15 25,907
At 2 January 2012 15,963 6,062 2,204 1,663 15 25,907
At 30 December 2012 15,585 5,245 1,839 1,465 8 24,142

Land and Plant and Computer Furniture Motor

buildings machinery hardware  and fittings vehicles Total
Company $000 $000 $000 $000 $000 $000
Cost
Al 3 January 2011 18,882 37,774 7,574 3,155 126 67,511
Additions - 309 893 208 - 1,410
Disposals - - - - 63) (63)
At 1 January 2012 18,882 38,083 8,467 3,363 63 68,858
At 2 January 2012 18,882 38,083 8,467 3,363 63 68,858
Additions - 880 976 126 - 1,982
Disposals - - - - - -
At 30 December 2012 18,882 35,963 9,443 3,489 63 70,840
Depraciation
At 3 January 2011 2,541 30,071 4,927 1,630 112 39,181
Charge for the period 378 2,151 1,461 294 5 4,289
Disposals - - - - (63) (63}
At 1 January 2012 2,919 32,222 6,388 1,624 54 43,407
At 2 January 2012 2,919 32,222 6,388 1,824 54 43,407
Charge for the period 378 1,666 1,354 305 5 3,708
Disposals - - - - - -
At 30 Decombaer 2012 3,297 33,888 7,742 2,129 59 47,115
Net book value
At 3 January 2011 16,341 7.703 2,647 1,625 14 28,330
At 1 January 2012 15,963 5,861 2,079 1,539 9 25,451
At 2 January 2012 15,963 5,861 2,079 1,539 9 25,451
At 30 December 2012 15,585 5,075 1,701 1,360 4 23,725
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Notes to the financial statements (continued)

12. INTANGIBLE ASSETS

in-process
Goodwill rasoarch & Developed Licence Customer Technology Computer Total
(i f] de it technology a 1ts relationships licences software (restated)
Group $000 $000 $000 $000 $000 $000 $000 $000
Cost
At 3 January 2011 23,019 1,900 16,294 5,382 440 829 8,513 56,377
Acquisitions through business
combination (note 10} 1,902 1,672 2,754 620 - - - 6,948
Acquisition (restated on
completion of review of
provisional fair values) {note 10) 131 - - - - - - 13
Derecognition on acquisition
of subsidiary (note 10} - - - - - (739) - (735
Other additions - - - - - 1,040 3,297 4,337
Revision to deferred consideration  {184) - - - - - - (184)
At 1 January 2012 24,868 3,572 19,048 6,002 440 1,134 11,810 66,874
Al 2 January 2012 24,868 3,572 19,048 6,002 440 1134 11,810 66,874
Additions - - - - - 726 3,038 3,764
Revision to deferred consideration 1,226 - - - - - - 1,226
At 30 Decomber 2012 26,094 3,572 19,048 6,002 440 1,860 14,848 71,864
Amortisation
At 3 January 2041 - 720 11,208 5,290 440 51 7072 24,781
Amortisation for the period - 500 4,758 226 - 456 3,229 9,169
At 1 January 2012 - 1,220 15,966 5516 440 507 10,301 33,950
At 2 January 2012 - 1,220 15,9686 5516 440 507 10,301 33,950
Amortisation for the period - 585 1,021 127 - 705 3,116 5,554
At 30 December 2012 - 1,805 16,987 5,643 440 1,212 13,417 39,504
Net book value
At 3 January 2011 23,019 1,180 5,086 92 - 778 1,441 31,598
At 1 January 2012 24,868 2,352 3,082 486 - 627 1,509 32,924
At 2 January 2012 24,868 2,352 3,082 486 - 627 1,509 32,924
At 30 December 2012 26,094 1,767 2,061 359 - 648 1,431 32,360
Amortisation charge
The amortisation ¢harge is recognised in the following line items in the consolidated income statement:
52 weaks 52 weeks
ended ended
30 December 1 January
2012 2mz
$000 $000
Distribution and selling costs 48 17
Research and development expanses 5130 8,744
Administrative expenses 376 408
5,554 9,169
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Notss to the (i ial stat nt: inued)

12. INTANGIBLE ASSETS (continued)

IMPAIRMENT TESTING FOR CASH-GENERATING UNITS CONTAINING GOODWILL
The Group reviews goodwill annually for impairment or more frequently if there are indications that goodwiil might
be impaired.

For the purposes of this annual review, the directors reviewed the balance of goodwill, in respect of the acquisitions of Oligon
Limited and Sonaptic Limited in 2007 and Dynamic Hearing in 2011 {note 10), for impairment in accordance with IAS 36
{mpairment of Assets’. No impairment charge was considered necessary as a result of this annual impairment review.

For the purpose of impairment testing, goodwill is allocated to the Group’s operating segment which represents the lowest
leve! within the Group at which the goodwill is monitored for internal management purposes.

The carrying amounts of goodwill, by cash-generating unit {CGU"), of $26,094,000 can be analysed as:

As at As at
30 Dacember 1 January
2012 2012
$000 soc0
Analysis of goodwill: (rostated)
Audio Hubs operating segment {note 3)
Goodwill relating to Sonaptic acquisition 20,037 18,81
Goodwill relating to Dynamic Hearing acquisition {note 10} 2,033 2,033
22,070 20,844
Discrete and Power Products operating segment (note 3)
Goodwill relating to Oligon acquisition 4,024 4,024
26,094 24,868

The recoverable amount of each CGU {which reflect the two segments outlined above) is based on valug-in-use
calculations and this is compared to the carrying amount of each CGU to determine whether the respective CGUs require
to be impaired. The basis applied has been deemed appropriate by the directors as it Is consistent with the way in which
the value of the individual CGUs is assessed by management and would be by other market participants. The method
applied is to determine value-in-use by assessing the discounted pre-tax cash flows expected to be earned from specific
products developed from the acquired technologies within the respective CGUs. As the two identified CGUs share many
of the same risk factors the directors consider the discount rate applicable to each CGU should be the same.

These calculations cover five years of projected pre-tax cash flows, which incorporate the approved business plan

and current market data regarding the relevant technologies. Management determined the financial projections based
on its expectations of market developments and likely end customer demand over the five year period. The forecast
revenues which are included in the projected cash flows are management's current estimates and include identified
specific opportunities for the developed products containing the acquired technologies. Industry market data, regarding
the projected demand for the end product applicaticns containing the relevant technologies, has also been used by
management to assess the forecast revenues.

The operating margins included in the projected cash flows reflect those deemed to be achievable in the commercial
markets in which the products will be sold and have been assessed over the five year period having regard to product
lifecycles and expected market demand characteristics.

Cash flows beyond the five year period are extrapolated using a terminal value multiple; terminal value having been
estimated by management as three times year five cash flows.

The pre-tax discount rate applied to the cash flow projections was 20% (2011: 21%) and reflects the risks assessed by
the directors as being attributable to the relevant CGUs, and takes into account an assessment of relevant risk factors
and appropriate external published information.
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MNotes to the financial statemants (continued)

12. INTANGIBLE ASSETS (continued)

IMPAIRMENT TESTING FOR CASH-GENERATING UNITS CONTAINING GOODWILL (continued)
The recoverable amounts of the CGlUs exceeded the respective carrying values at the time of the impairment test.

Whilst cash flow projections are subject to inherent uncertainty, with volume estimates dependent to a large extent upon
the timing of when customers ramp their own production of the relevant consumer products themselves, sensitivity
analyses were conducted on the assurmnptions used in estimating the projected pre-tax cash flows. These sensitivities
involved reducing the estimated revenues eamed over the period of the cash flow projections by up to 50%, the resulits
of which indicated that such a significant reduction of the projected cash flows from the expected level would not cause
the recoverable amount of the cash generating unit to fall below the carrying amount. In addition, the effect of a change
of 5 percentage points in the discount rate applied to the projected cash flows would have no impact on the carrying
value of goodwill as at 30 December 2012,

The Business Review on pages 4 to 19 contains details of the progress during the period with the development of the
technologles associated with the acquired businesses.

CONTINGENT CONSIDERATION

There are contingent cash consideration balances, which are payable in accordance with the terms of these acquisitions
and are subject to the achievement of certain milestones and conditions, of $3.2 million and $1.1 million within current
and non-current liabilities respectively as at 30 December 2012 (as at 1 January 2012: $2.5 million and $3.4 million
respectively). These contingent cash consideration liabilities have been assessed based on the probability of their payment
as at 30 December 2012 and the amounts have been discounted to their present values. During 2012 the Company paid
$3.2 million (2011: $0.8 million) in respect of part of the contingent cash consideration for the Sonaptic acquisition as a
result of achievement of some of the milestones. Also in 2012, the contingent cash consideration amounts, in respect

of the Sonaptic acquisition, were reviewed and reassessed and, as a result, the contingent cash consideration liabilities
increased by a total of $1,226,000 with a corresponding increase in goodwill {2011: $184,000 reduction). Note 10 contains
details of the contingent consideration in respect of the Dynamic Hearing acquisition in 2011.

In-process
Intellectual research & Tachnology Computer

property rights Goodwill development licences software Total
Company 3000 $000 $000 $000 $000 $000
Cost
At 3 January 2011 2,525 - - 829 8.481 11,835
Reclassification of investment (note 13) - 4,024 1,180 - - 5,204
Additicns - - - 1,065 3,297 4,362
Disposals - = - - - -
At 1 January 2012 2,525 4,024 1,180 1,894 11,778 21,401
At 2 January 2012 2,525 4,024 1,180 1,894 11,778 21,401
Additions - - - 726 3,038 3,764
Disposals - - - - - -
At 30 December 2012 2,525 4,024 1,180 2,620 14,816 25,165
Amortisation
At 3 January 2011 822 - - 51 7.063 7,936
Amortisation for the period 253 - 500 456 3,220 4,429
Disposals - - - - - -
At 1 January 2012 1,075 - 500 507 10,283 12,365
At 2 January 2012 1,075 - 500 507 10,283 12,365
Amartisation for the period 253 - 500 705 3,106 4,564
Disposals - - - - - -
At 30 December 2012 1,328 - 1,000 1,212 13,389 16,929
Not book value
At 3 January 2011 1,703 - - 778 1,418 3,899
At 1 January 2012 1,450 4,024 680 1,387 1,495 9,036
At 2 January 2012 1,450 4,024 680 1,387 1,495 9,036
A} 30 December 2012 1,197 4,024 180 1,408 1,427 8,236
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Notes tc the financial statemants {continued)

13. INVESTMENTS IN SUBSIDIARIES

Eguity
Investments Loans to

in subsidiaries subsidiaries Tatal
Company $000
Cost
At 3 January 2011 44,005 - 44,005
Reclassification of investment (see below) (5,430) - (5,430
Acquisition (note 10) 1,482 3,020 4,502
Revision to consideration tor cost of investment (note 12) (184) - (184)
Increase in respect of share-based payments 232 - 232
At 1 January 2012 40,105 3.020 43,125
At 2 January 2012 40,105 3,020 43,125
Adjustment to contingent consideration (note 12) 1,226 - 1,226
Increase in cost of investment (note 10) 131 - 131
Increase in respect of share-based payments 419 - 419
At 30 December 2012 41,881 3,020 44,901

Note 27 contains detalls of these subsidiaries. The movement, in the 52 week period ended 30 December 2012, in
investments held by the Company relates to the revision of the contingent consideration for the cost of the Company's
investment in Sonaptic Limited and to the equity shares in the Company awarded to the employees of the subsidiaries of
the Group under the Group's share schemes. The other increase in cost of the investments held by the Company relates
to the increase in the fair value of the contingent consideration payable in respect of the acquisition of a subsidiary in 2011

(see note 10).

As the underlying business originally acquired from QOligon Limited is held directly by Wolfson Microelectronics plc, the
investment in Cligon Limited was reclassified in the 52 week period ended 1 January 2012 to reflect the related assets,
primarily goodwil! and intangible assets {and associated deferred tax), being held and operated directly by the Gompany.

14. DEFERRED TAX ASSETS AND LIABILITIES

RECOGNISED DEFERRED TAX ASSETS AND UIABILITIES

Aszots Liabilities Net

2012 2011 2012 2011 2012 2011
Group $000 $000 $000 $000 $000 $000
Property, plant and equipment {37 (29) 1,382 1,131 1,345 1102
Intangible assets [753) (276) 263 1,480 210 1,204
Employee benefits — pensions {385) 375} - - {385} {375)
Employee benefits - share-based payments (1,458) (1,166) - - {1,458) (1,166)
Tax losses {12,299) (9.644) - - (12,299) (9,644)
Other items (B44) (837) 45 76 {799) (761)
Deferred tax (assots)/liabilities {15,776) (12,327) 2,380 2,687 (13,386} (9,640}
Set off of tax 2,390 2,687 {2,390) (2,687) - -
Net deferred tax assets (13,386) (9,640) - - (13,386) {9,640}

Ansets Liabllities Net

2012 2011 2012 2011 2012 a0m
Company $000 $000 $000 $000 $000 $000
Property, plant and equipment - - 1,382 1,131 1,382 1,131
Intangible assets (753} (276) 41 170 {712} {106)
Employee benefits — pensians {385} (375) - - {385) (375)
Employee benefits - share-based payments {1,423} (1,123) - - {1,423} {1.123)
Tax losses (12,299) (9,644} - - {12,299) {9.644)
Other items [B844) (830) 45 76 (799} (754)
Deferred tax (assets)Aiabilities (15,704) (12,248) 1,468 1,377 {14,236) {10,871}
Sat off of tax 1,468 1,377 (1,488) (1,377) - -
Net deferred tax assets (14,236) {10,871) - - {14,236) {10,871}
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Notes to tha financlal statements (continued)

14. DEFERRED TAX ASSETS AND LIABILITIES {continued)
MOVEMENT IN DEFERRED TAX BALANCES DURING THE PERIOD

Recognised From
Balance at Recognised in other business Balance at
3 January in profit comprahensive Recognised combination 1 January
20 orloss income In equity (note 10} 2012
Group $000 $000 $000 $000 $000 $000
Property, plant and equipment 1,410 (308) - - - 1,102
Intangible assets 1,409 {1,467) - - 1,262 1,204
Employee hanefits — pensions {648) 1,593 (1,320) - - {375)
Employes benefits - share-based payments {4,853) 1,523 - 2,164 - (1,166)
Tax losses (2.604) (7,040) - - - (9,644)
Other items {110) {651) - - - (761}
(5.396) {6.350) (1.320) 2,164 1,262 {9,640)
Recognised
Balance at Recognised in other Balance at
2 January In profit comprehensive  Recognised 30 Dacember
2012 or loss Ingome in equity 202
$000 $000 $000 $000 $000
Property, plant and equipment 1,102 243 - - 1,345
Intangible assets 1,204 {994) - - 210
Employee benefits - pensions {375) - {10) - (385)
Employee benefits - share-based payments {1,166) 131 - (423) (1,458}
Tax losses (9,644) (2,655) - - {12,299)
Other items {761) (38} - - {799)
(9,640) (3,313) {10) (423) {13,386)
Recognised
Balance at Recognised in other Balance at
3 January in profit comprehensive Recognised 1 January
2013 or loss income in equity 2012
Company $000 $000 $000 $000 $000
Property, plant and equipment 1,427 {296) - - 1.3
Intangible assets {308) 202 - - {106)
Employee bensfits ~ pensions (648} 1,593 {1,320} - (375}
Employee benefits - share-based payments {4,837) 1,529 - 2,185 {(1,123)
Tax losses (2,604} {7,040} - - (9,644)
Other items (102} (652} - - (754)
{7.072) {4,664} {1,320} 2,185 (10,871)
Recoghised
Balance at  Hecognised in other Balance at
2 January in profit comprehansive Recognised 30 Dacember
212 or loss income in equity 2012
$000 $000 $000 $000 $000
Property, plant and aquipment 1,1 251 - - 1,382
Intangible assets (106) (8086) - - (712)
Employee benefits — pensions (375) - {10} - (385)
Employee benefits — share-based payments {1,123) 177 - 1477) {1,423)
Tax losses {9,644) {2,855) - - {12,299)
Othar items {754) {45) - - (799)
(10,871) (2,878) {10} 417 (14,236)
UNRECOGNISED DEFERRED TAX ASSETS
Deferrad tax assets have not been recognised in respect of the following items:
Group Company
2012 2011 2012 20m
$000 $000 $000 $000
Tax losses 1,700 2,224 - -

Deferred tax assets have not been recognised in respect of the tax amount of these itemns due to continuing uncertainty
over the availability of future taxable profits against which the Group can utilise the benefit.

The UK government's budget for 2012 announced that the UK main rate of corporation tax rate was reduced from a rate of
26%, for the tax year commencing 1 April 2011, to 24% for the tax year commencing 1 April 2012 and a further reduction to

23% will be effective from 1 April 2013.

Walfaon Microelectronica ple: Annual Report and Accounts 2012




Notes to the financlal statements (continued)

15. INVENTORIES

Group Company
2012 2011 2012 2011
3000 $000 $000 $000
Raw materials and consumables 9,282 10,174 9,282 10,174
Work in progress 4,641 4,528 4,841 4,528
Finished goods 10,779 8,199 10,779 8,189
24,702 22,90 24,702 22,89

In the 52 week period ended 30 December 2012 raw materials and consumables and changes in finished goods and work
in progress recognised as cost of sales amounted to $95,035,000 (52 week period ended 1 January 2012: $83,204,000).

16. TRADE AND OTHER RECEIVABLES

Group Campany

2012 20m 2012 20M

$000 5000 $000 $000

Trade receivables 33,949 25,901 32,976 25,776
Amounts due from subsidiaries - - 3,470 3471
Other recsivables 718 562 438 328
Prepayments and accrued incoma 3,138 3,204 3,000 2,986
37,805 29,687 39,884 32,561

The Group and Company's exposure to credit and currency risks and impairment losses related to trade and other
receivables are disclosed in note 23.

17. OTHER INVESTMENTS

Group Company
2012 201 2012 201
$000 $000 $000 $000
Current investmaents
Derivatives used for hedging 621 - 621 -

The Group and Company’s exposure to currency risks related to other investments are disclosed in note 23.

18. CASH AND CASH EQUIVALENTS AND SHORT-TERM DEPOSITS

Group Company
2012 201 2012 2011
$000 $000 3000 $o000
Bank balances/(overdraft} 1,816 a15 {100} 184
Bank deposits 18,158 18,494 18,146 19,481
Cash and cash equivalents 19,974 20,408 18,046 19,665
Shart-term deposits 28,000 33,000 28,000 33,000

The Group and Company's exposure to interest rate risk and a sensitivity analysis for financial assets and liabilities are
disclosed in note 23.

Wollson Microslectronics ple: Annual Report and Accounts 2012 105




Notes to the financial statements (continued)

19. CAPITAL AND RESERVES
SHARE CAPITAL AND SHARE PREMIUM

As at As at
3¢ December 2012 1 January 2012

Number of shares Number of shares |
In issue at start of period 116,308,427 115,929,217
|ssued for cash on exercise of employee share options 335,015 379,210
In issue at end of period- fully paid 116,643,442 116,308,427

The Company's share capital comprises ordinary shares which have a nominal value of 0.1 pence per share.
All issued shares are fully paid.

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 52 week period ended 30 December 2012, 335,015 ordinary shares of 0.1 pence {2011: 379,210 ordinary
shares), which had an aggregate nominal value of £335 {$540) (2011: £379 ($600)), were issued for a total consideration
of £349,555 ($555,000) (2011: £416,617 ($652,000).

The Company did not purchase any of its own ordinary shares of 0.1 pence each in the 62 week period ended
30 December 2012 nor in the 52 week period ended 1 January 2012.

During the 52 week period ended 30 December 2012, one of the Company’s employee share trusts, acquired 1,981

(2011: 1,422,545) of the Company's shares for a consideration of $7,000 (2011: $5,390,000). There were 2,938,837 of the
Company’s ordinary shares held by the Company’s employee share trusts as at 30 December 2012 (as at 1 January 2012:
4,359,070 ordinary shares).

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

2 January 30 December

2012 Exercised Granted Lapsed 2012

EMI scheme 25,000 (25,000) - - -
2003 Executive Share Scheme - A 271,538 (18,901} - (105,298} 147,339
2003 Executive Share Scheme - B 1,997,895 (281,059) - (500,961) 1,215,875
2003 All Employee Share Scheme - A 1,052,844 (20,882) - (204,776} 827,186
2003 All Employee Share Scheme - B 1,343,027 {5,000 (372,543) 965,484

20182 Save As You Earn {SAYE} Scheme 1,300,441 {15,865} 136,000 {204,660} 1,215,916
5,990,745 {366,707) 136,000 (1,388,238) 4,371,800

RETAINED EARNINGS RESERVE
The movements in this reserve for the Group and for the Company, in the 52 week period ended 30 December 2012,
are shown in the statements of changes in equity on pages 78 and 79 respectively.

The cumulative foreign currency translation differences for foreign operations in the Group was $10,000 loss as at
30 December 2012 {as at 1 January 2012: $8,000 loss) and is included within the retained earnings reserve.

CAPITAL REDEMPTION RESERVE
The balance on this reserve as at 2 January 2011 represented an amount equal to the nominal value of deferred
shares which were bought back by the Company in earlier years. These deferred shares were then cancelled.

There were no movements in this reserve during the 52 week period ended 30 December 2012 nor in the
52 week period ended 1 January 2012,

HEDGING RESERVE
The hedging reserve comprises the effective portion of the cumulative net change in fair value of cash flow hedging
instruments related to hedged transactions which have not yet occurred (note 23).

The amount of the recycled cash flow hedges recognised in the income statement is a gain of $355,000 in the
52 week period ended 30 December 2012 (2011:$2,000 gain).
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Notas to the financial statements (continued)

20. EMPLOYEE BENEFITS
RETIREMENT BENEFITS SCHEMES

As at As at

30 December 1 January

2012 2mz2

Group and Company $000 $000

Present value of funded obligations (31,142) (26,413)
Fair value of plan assets 30,966 26,714
Met (liability)/surplus for defined benefit cbligations (176) 3am

Unrecognised surplus - (301)

Increase in liabitities recognised in accordance with IFRIC 14 {1,500) (1,500}

Recognised liability for defined benefit obligations (1,676) (1,500)

Liability for defined benefit obligations

The Group makes contributions to a UK-based defined benefit plan that provides pension benefits for UK employees upon
retirement. A full actuarial valuation was carried out at 1 March 2009 and updated to 30 December 2012 by a qualified
actuary, independent of the Company. The major assumptions used by the actuary are shown on page 109. The defined
benefit plan and actuarial assumptions are based on sterling denominated assets and liabilities. The plan was closed to
new entrants with effect from 2 July 2002. The ptan closed to future accrual with effect from 30 April 2011 and therefore
the Company is no longer required to pay contributions in respect of future accrual. In the 52 week period ended 1 January
2012, the Company recognised, in the income statement, the curtailment gain of $1,829,000 which arose on the closure

of the plan to future accrual (see nots 4). The deficit contributions due under the schedule of contributions dated 25 March
2010 were all paid as part of the contribution paid by the Company in 2011, A revised schedule of contributions, dated

14 August 2012, has since been put in place. Under this revised schedule, the Company will pay deficit contributions of
$0.5 million by 28 February 2014 and $1.3 million by 28 February 2015. During the 52 week period ended 30 December
2012, the Company did not pay any deficit contributions into the plan as none were due to be paid in that period, Therefare
the total amount due under the current schedule of contributions is $1.8 million as at 30 December 2012. In accordance
with IFRIC 14, the present value of this remaining commitment {being $1.5 million) was recognised as a liability as at

30 December 2012. There was a similar commitment at 1 January 2012 in respect of the schedule of contributions in

place at that date.

The Company and the Trustees of the Plan have agreed on an outline funding policy which will aim to eliminate £1 million of
buyout deficit every year, either by means of liability reduction measures, contributions, or both. The Company is targeting
to completely close the scheme over the next ten years through a combination of liability reduction exercises, such as buy
ins, buy cuts and enhanced transfer values, all of which will likely cost more than the IAS 19 funded obligations assume.

Enhanced Transfer Value offer

in Novernber 2012, the Company initiated an Enhanced Transter Value (ETV) offer to the 83 deferred members of this
scheme and this offer is scheduled to close in February 2013. Details of the accounting treatment of this ETV offer are
contained in note 4.

Plan assets consist of the following:

As at As at

30 December 1 January

2012 2012

$000 $000

Equity securities 6,357 9,436
Government bonds - 5,369
Corporate bonds 16,107 8,291
Cash 3,092 3,618
Other assets 5,410 -
30,966 26,714

Actual return on plan assets 3,088 551
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Notes o tha financial statements (continued)

20. EMPLOYEE BENEFITS (continued)
RETIREMENT BENEFITS SCHEMES (continued)

52 weeks 52 weaks
ended ended
30 Dacambaer 1 January
2012 2012
Movements in the liability for defined benefit obligations $000 $000
Liability for defined benefit obligations at start of period 26,413 24,244
Current service cost {note 6) - 126
Interast cost {note 7} 1,258 1,271
GContributions by plan participants - 50
Curtailmant gain (note 4) - (1.829)
Actuarial losses recognised in aquity 2,319 2,693
Exchange differences 1,152 (142)
31,142 26,413
Increase in liabilities recognised in accordance with IFRIC 14 1,500 1,500
Liability for defined benefit obligations at end of period 32,642 27913
52 weeks 52 weeks
ended ended
30 December 1 January
2012 2012
Movements in the fair value of plan assets $000 $000
Fair value of plan assets at start of period 26,714 21,843
Contributions by the employer - 4,700
Contributions by plan participants - 50
Expected return on plan assets [note 7) 1,246 1,335
Actuarial gains/{losses) recognised in equity 1,842 (784)
Exchange differences 1,164 (430}
Fair value of plan assets at end of period 30,966 26,714
52 weeks 52 woeks
anded ended
30 Decamber 1 January
2012 2012
Expense/(gain) recognised in the income statement $000 $000
Currant sarvice costs - 126
Curtaiiment gain: exceptional item (note 4} - (1.829}
Interest on obligation 1,258 1,271
Expected return on plan assets {1,246) (1,335}
12 (1.767)
Exchange differences {12) 288
- {1,479}
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Rotes to the linanclal statements {continued)

20. EMPLOYEE BENEFITS {continued)

RETIREMENT BENEFITS SCHEMES (continued)
The expense/{gain) is recognised in the following line items in the income statement:

52 weeks 52 waeks
ended ended
30 December 1 January
2012 22
$000 $000
Distribution and selling costs - 26
Research and development expenses - 7
Administrative expenses - 29
Total current service costs {note 6) - 126
Curtaiment gain {note 4) - (1,829}
Exchange differences:
Distribution and selling costs {2) 58
Research and developmant expenses {n 164
Administrative expensas {3) 66
{12) 288
Financial incoma (1,246) (1,335}
Financial expense 1,258 1271
52 weeks 52 weeks
ended ended
A0 December 1 January
20142 2012
Actuarial gains and losses recognised directly in equity $000 $000
Cumulative amount of actuarial losses at beginning of period 13,425 8,448
Recognised loss during the period 477 4,977
Cumutative amount of actuarial and other losses at end of period 13,902 13,425
Actuarial assumptions
Principal actuarial assumptions at the balance sheet date:
2012 20Mm
Discount rate at 30 December 2012 / 1 January 2012 4.30% 4.70%
Expected return on plan assets - Equities 7.00% 7.00%
- Corporate bonds 4.30% 4.70%
— Government bonds 3.00% 3.00%
- Cash 0.50% 0.50%
— Diversified growth fund 7.00% nfa
Future salary increases n/a n/a
Future pension increases 3.00% 3.20%
Inflation assumption: RPI 3.10% 3.20%
Inflation assumgption; CPI 2.40% 2.50%
Mortality table: Non-pensioners SAPS, SAPS,

Birth Year, CMI 2009,  Birth Year,
1.5% p.a. long-term Long Cohort,
improvement 1% underpin

Moartality table: Pensioners

SAPS Light, SAPS Light,

Birth Year, CM| 2009, Birth Year,
1.5% p.a. long-term Long Cohort,
improvement 1% underpin
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Notes to the financial statements (continued)

20. EMPLOYEE BENEFITS (continued)

RETIREMENT BENEFITS SCHEMES {continued)

The expected long-term rate of return on assets is based on the portfolio as a whole and not on the sum of the returns
on individual asset categories.

Assumptions regarding future mortality are based on published statistics and mortality tables. The calculation
of the defined benefit obligation is sensitive to the mortality assumptions set out in page 108 and in the following
table. The current longevities underlying the values of the liabilities in the defined benefit plan are as follows:

As ot As at
30 December 1 January
2012 2012
(Years) {Years)
Life sxpectancy at retirement for current pensioners
Males 24.3 246
Females 25.3 26.1
Life expectancy at retirement for current member aged 45
Males 24.8 247
Females 27.0 27.3
Historical information
As at As at As at As at As at As at
30 December 1 January 2 January 3 January 28 December 30 December
2012 2012 201 2010 2008 2007
$000 $000 £000 $o00 $000 $000
Present value of defined benefit obligations {31,142) (26,413) (24,244) (22,191) (14,382) (22,533)
Fair value of plan assets 30,966 26,714 21,843 19,908 13,035 18,615
Net (deficit)/surplus in the plan {176} 301 2,401} 2,283) (1,347) (3,918)
Unrecognised surplus - (301} - - - -
Increase in liabilities recognised in accordance with IFRIC 14 (1,500) (1,500} - - - -
Recognised liability for defined benefit obligations (1,676) (1,500) (2,401) (2,283} (1,347) (3.918)
2012 2011 2010 2009 2008 2007
$000 $000 $000 3000 $000 $000
Experience adjustments arising on plan liabilities {310} (64) (105} (323) 788 314
Experience adjustments arising an plan assets 2,023 (604) 1,226 2,241 5,221} (244)

The Group and Company expect to pay around $1.6 million in contributions to this plan in 2013, dependant on the extent
to which the Company conducts liability reduction exercises. The next actuarial valuation (when completed), based on the
1 March 2012 position, may require future additional payments in accordance with the next Schedule of Contributions.
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Notes to the financial statements (continued)

20. EMPLOYEE BENEFITS (continued)

SHARE-BASED PAYMENTS
At 30 December 2012, the Group and the Company had
the following share-based payment arrangements:

Share option plans

In the years prior to 2008, the Group had a share option
programme that entitled 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 June 2008 and then to directors and senior
management {only in relation to long term incentive scheme
arrangements) in 2009 and 2010, In accordance with those
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 financial years 2011

and 2012, no market value share options were granted to
executive directors and senior management as part of the
long term incentive scheme arrangements as contingent
share awards or contingent nil cost options were granted
in respect of the long term incentive scheme arrangements
in those years (further details are included in the Directors’
Remuneration Report on pages 56 to 73).

In the years 2010, 2011 and 2012 share option awards were
granted to UK employees from the Approved Save As You
Earn share option scheme.

The table in note 19 on page 106 summarises the share
options, by scheme, granted, exercised and lapsed in
the 52 week period ended 30 December 2012,

The 2003 Wolfson Microelectronics plc Executive Share
Scheme (Part A and Part B)

This share option scheme has two parts: one which is
approved by HM Revenue and Customs so as to provide
tax qualified options (Part A} and the other not so approved
{Part B). Options under this scheme are only granted

to executive directors and senior management and are
subject to performance conditions. Opticns can only be
granted from this scheme at an exercise price which is

not less than the market value of the Company’s ordinary
0.1 pence shares at the time of grant, No consideration

is payable for awards from this scheme. The fair value

of share options granted from this scheme is measured
based on a Black-Scholes model. In 2010 and in previous
years, share option grants were made from this scheme to
the executive directors and to senior managers as part of
the long term incentive arrangements. Further details are
included in the Directors’ Remuneration Report on pages
56 to 73. No share options were granted from this scheme
in 2011 and 2012, As explained on page 65 and 68 of the
Directors’ Remuneration Report, the share option awards
granted in 2010 have non-market related performance
conditions and therefore the likelihood of vesting has been
taken into account when determining the relevant charge.
Vesting assumptions are reviewed during each reporting
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period to ensure thay raflect current expectaticns.
Further details of this plan are contained on page 68
of the Directors' Remuneration Report.

The Wolfson Microelectronics Approved SAYE Scheme
This is a savings-related share option scheme which was
established in 2010 and was approved by shareholders at
the Annual General Meeting in May 2010 and then by HM
Revenue and Customs. The scheme is currently open to
all eligible employees in the United Kingdom and provides
for the grant of share options linked to savings contracts
tasting for three or five years. The share options can be
granted at a discount of up to 20% of the market value of
an ordinary share in the Company. The number of shares
over which options are granted is related to the amount

of savings made by the employee under the savings
contract. In the financial year 2012, as in 2011 and 2010,
the invitation to participate in the SAYE Scheme was in
respect of a savings contract period of three years with
options granted at a discount of 20% to the market value
of an ordinary share in the Company. The fair value of share
options granted from this scheme is measured based on

a Black-Scholaes model and takes into account an estimate
of the extent to which a non-vesting condition will fail to be
met by the participants during the savings contract period.

Other share-based award plans

The Wolfson Microelectronics 2006 Performance

Share Plan

This long term incentive plan was approved by
shareholders, at an Extraordinary General Meeting on

16 February 2006, The first grant of contingent share
awards was made on 10 March 2006 to executive directors
and senior management as part of a long term incentive
plan and further awards were made to senior management
in September and October 2008, During 2007, 2008, 2009,
2010 and 2011, further grants of contingent share awards
weare made to executive directors and senior management
as part of the long term incentive arrangements. In

2012, contingent nil cost option awards were granted to
executive directors and senior management in respect

of the long term incentive arrangernents. Further details
are Included in the Directors’ Remuneration Report on
pages 56 to 73. No consideration was paid for any of
these awards. The fair value Is determined by reference

to the market value of the shares at the date of grant.

The contingent share awards and the contingent nil cost
option awards granted in the financial years 2011 and 2012
respectively have non-market related vesting conditions
and therefore the likelihood of vesting has been taken into
account when determining the relevant charge. Vesting
assumptions are reviewed during each reporting period

to ensure they reflect current expectations, For the 2009
contingent share awards granted from this scheme as

part of the long term incentive arrangements for executive
directors and senior management, there was a market and
a non-market related vesting condition which had equat
weighting, Further details of this plan are contained on
page 67 of the Directors’ Remuneration Report.

m
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Notes to the financial stataments {continued)

20. EMPLOYEE BENEFITS (continued)
SHARE-BASED PAYMENTS {continued)

The Wolfson Microelectronics 2010

Senior Executive Deferred Bonus Plan

This deferred bonus plan was approved by shareholders
at the Company’s Annual General Meeting in May 2010
and the first awards were granted under this Plan on 29
June 2010. As described on page 69, participation In this
Plan in 2010, in 2011 and in 2012 by the executive directors
and senior managers was not compulsory. For 2010, 2011
and 2012, up to 50% of the net (after tax) bonus earned
In 2009, 2010 and 2011 respectively, by those executive
directors and senior managers who elected to participate
in the Plan, was applied in the acquisition of shares in the
Company. If those shares are held for three years, the
Company will match them 1:1 on a gross basis subject

to the achievement of a specified non-market related
performance condition. The fair value of the contingent
matching share awards is determined by reference to

the market value of the shares at the date of grant, The
contingent matching share awards granted in 2012, 2011
and 2010 have non-market related vesting conditions
and therefore the likelihood of vesting has been taken
into account when determining the relevant charge.
Vesting assumptions are reviewed during each reporting
period to ensure they reflect current expectations.

The Woltson Microelectronics 2009

Staff Share Award Pilan

n 2009 the Company established this employee share
scheme (formerly named The Wolfson Microelectronics
2009 Staff Performance Share Plan) which allows the
grant of contingent share awards to employees (excluding
directors), the vesting of those shares being dependent

on the individual remaining an employee of the Group
throughout the specified period. This scheme was
approved by the shareholders of the Company at the
Annual General Meeting in May 2010. Awards from this
scheme prior to May 2010 can only be satisfied from
shares held in the employee share trusts, which have been
purchased in the market, rather than by new issue shares.
In accordance with this share scheme, no amounts are
payable by the employees in respect of the grant of these
contingent share awards. The Company issued contingent
share awards from this scheme to employees during 2008,
2010, 2011 and 2012.

The fair value of the contingent share awards is determined
by reference to the market value of the shares at the date
of grant. The contingent share awards have non-market
related vesting conditions and therefore the likelihood of
vesting has been taken into account when determining

the relevant charge. Vesting assumptions are reviewed
during each reporting period to ensure they reflect current
expectations.

For the awards made in 2009, 2010, 2011 and 2012, the
contingent share awards will vest in three equal tranches
on each anniversary of the grant date over a 3 year period
such that the third tranche vests on the date 3 years after
the date of award subject to the award holder remaining an
employee within the Group throughout that vesting period
unless the award holder leaves employment within the
Group as a result of one of the specified circumstances
defined in the rules of the Scheme.

The Walfson Microelectronics 2008

Statf Performance Share Plan

In 2008 the Company established a staff share scheme,
The Wolfson Microelectronics 2008 Staff Performance
Share Plan, which allows the grant of contingent share
awards to employees, the vesting of those shares being
dependent on the individual remaining an employee of

the Group throughout the specified period. Awards from
this scherne can only be satisfied from shares held in the
employee share trusts, which have been purchased in the
market, rather than by new issue shares. No amounts are
payable by the employees in respect of the grant of these
contingent share awards. The Company issued contingent
share awards from this scheme to employees during 2008.
No awards have been granted from this scheme since 2008.

The fair value of contingent share awards from this Ptan

is determined by reference to the market value of the
shares at the date of grant. The contingent share awards
have non-market related vesting conditions and therefore
the likelihood of vesting is taken into account when
determining the relevant charge. Vesting assumptions

are reviewed during each reporting perlod to ensure they
reflect current expectations, For the awards made in 2008,
the contingent share awards vested on the date three years
after the date of grant, subject to the award holder having
remained an employee within the Group throughout that
period unless the award holder left employment within the
Group as a result of one of the specified circumstances
defined in the rules of the Scheme,
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Notas to the financial stataments {continuad)

20. EMPLOYEE BENEFITS {continued)
SHARE-BASED PAYMENTS (continued)
Share optlon plans

The terms and conditions of the share option grants which were outstanding at any time during the 52 week period ended
30 December 2012 are as follows, whereby all options are settled by the physical delivery of shares:

Grant data/ Numbar Contractual life
employees entitled of options Vasting conditions of options
1. Qption grant 1o directors, senior management 25,000 Three years of sarvice 10 years
and employees at 20 March 2002
2. Option grant 1o employeas at 30 July 2004 301,826 Four years of sarvice” 10 yoars
3. Option grant to directors and senior 119,805 Employed during vasting period and increase of RPI plus 15% 10 years
managemant at 30 July 2004 per annum in EPS in 2006 over EPS in 2003 {there is a stiding
scala for lower performance)
4. Option grant to employess at 10 March 2005 200,315 Four years of service® 10 years
5. Option grant to directors and senior management 169.719 Three years of service and increass of RPI plus 15% per annum 10 years
at 10 March 2005 in EPS In 2007 over EPS in 2004 (there is a sliding scale for
tower performanca}
6. Optlon grant to employsas at 10 March 2005 5,000 Four years of service” 10 years
7. Option grant to employess at 7 September 2005 20,000 Four years of service” 10 years
8. Option grant to employees at 16 March 2006 462,750 Four years of service® 10 years
9. Option grant to employess at 2 May 2006 11,000 Four years of service” 10 years
10. Option grant 10 employeas at 19 June 2006 2.000 Four years of service” 10 years
11.  Option grant 10 employeses at 24 August 2006 155,000 Four years of service” 10 years
12, Option grant to employees at 25 Septembaer 2006 40,000 Four years of service* 10 years
13. Option grant to employees at 26 Cctober 2008 17,000 Four years of service® 10 years
14. Option grant! tc employeaes at 27 November 2008 40,000 Four years of service® 10 years
15. Option grant to employees at § February 2007 56,000 Three years of service"* 10 years
16. Option grant to employees at 5 February 2007 597,855 Three years of service™* 10 years
17.  Option grant to employees at 5 February 2007 402,850 Employed during vesting period of ane year and 1o the axtent 10 ysars
that specific business performance objectives are achieved
in the tinancial year 2007
18. Option grant to employees at 5 February 2007 3,983 Three years of sarvice™ 10 years
19. Option grant to employeas at § February 2007 3,080 Employed during vesting period of one year and to the extent 10 years
that spacific business performance objectives are achieved
in the financial year 2007
20. Option grant to employess at B August 2007 10,000 Three years of service™ 10 years
2. Option grant to employess at § September 2007 9,400 Three years of service” 10 ysars
22. Option grant to employees at 7 November 2007 15,000 Three ysars of service” 10 years
23. Option grant to employees at 5 Decembar 2007 10,000 Threae yaars of service™" 10 years
24. Option grant to employees at 6 March 2008 22,000 Three years of service™” 10 years
25. Option grant to employees at 9 June 2008 7,000 Three years of service™" 10 years
26. Option grant to executive directors and 1,093,364 Employed during tha three year performance period. 10 years
senior managamant at 19 March 2009 Performance conditions are a share price appreciation target
end cash conservation (#ach measure having 50% weighting).
Details of these performance conditions are included on pages
67 and 68 of the Directors’ Aemuneration Report.
27. Option grant to sanior managemant 42,553 Employed during the three year perfermance period. 10 years
at 2 September 2009 Perfarmance conditions are a share price appreciation targat
and cash consarvation (each measure having 50% waighting).
28. Ogption grant to executive directors and 843,992 Employed during the three year performance period. 10 years
seniar managemant at 18 March 2010 Performance conditions are non-market related. Details
of thesae parformance conditions are included on page 65
of the Directors’ Remuneration Report.
29. Optlon grant to employeses at 19 March 2010 4.012 Three years of servica™ 10 years
30. Option grant to exacutive directors, senior 308,561 Three years of service and subject o a three year Sharesave J.5years
management and employees at 1 September 2010 savings contract in accardance with the approved SAYE scheme
31. Option grant to senicr managamant and 991,880 Threa years of service and subject 1o a three year Sharesave 3.5vyears
employeeas at 30 November 2011 savings contract in accordance with the approved SAYE scheme
32. Option grant to senior management and 136,000 Three years of sarvice and subject o a three year Sharesave 4.5 years
employees at 30 August 2012 savings contract in accord with the app SAYE scheme
" 25% of the options granted can be exarcised ona year after the grant date and then, by equal monthly instalmants, thereafter for the next three years.
** One third of the options granted can be exercised one year after the grant date, a further third on the second anniversary of the grant data and the final
third of the options grantad can ba axercised on the third anniversary of tha grant data.
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Notes to the financial statements (continued)

20. EMPLOYEE BENEFITS (continued)
SHARE-BASED PAYMENTS (continued)

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

Weighted Weighted
average average

exarcisa Number exercise Number of

price {pence) of options  price (pence) options

52 weeks 52 weeks 52 waeks 52 weeks

ended ended ended anded

30 December 30 December 1 January 1 January

2012 2m2 2012 2012

Outstanding at the beginning of the period 193.4 5,990,745 204.4 6,082,483
Lapsed during the period 192.4 (1,388,238) 179.6 (709,589}
Exercised during the period 118.5 (366,707} 1234 (374,039}
Granted during the period 154.0 136,000 90.0 991,880
Qutstanding at the end of the period 198.8 4,371,800 193.4 5,990,745
Exercisable at the end of the period 256.9 2,456,490 2785 2,898,874

The options outstanding at 30 December 2012 have an exercise price in the ranges as summarised below:

Number Waighted

of optigns average

outstanding at ramaining

30 December  contractual
Exercise price range 2012 lite {yoars}
90 to 92 pence 1,307,955 3.6
127.75 to 154 pence 870,707 6.5
161 to 186 pence 492,010 18
204.5 to 256 pence 382,690 18
258 to 293.42 pence 799,125 4.1
304 to 479 pence 519,313 3.4
4,371,800 3.9

The weighted average share price during the 52 week period ended 30 December 2012 was 191.8 pence per share

(52 week period ended 1 January 2012: 197.1 pence per share).

The fair value of services received in return for share options granted is 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-5choles model.

Senior Senior Cther Qther

Directors Directors Management Managament employses employees

Fair value of share options and assumptions 2012 20m 2012 201 2012 2011
Fair value at rmeasurement date (pence) - - 86.0 265 56.0 26.5
Share price [pence} - - 209.25 104.5 209.25 104.5
Exercise price (pence) - - 1540 90.0 154.0 800
Expected volatility - - 41.9% 45.0% 41.9% 45.0%
QOption life (weighted average life} - - 3 3 3 3
Expected dividends - - Nil Nil Nil Nil
Risk free interest rate (based on UK government bands) - - 0.49% 2.16% 0.49% 2.16%
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Notas to the financial statements (continued)

20. EMPLOYEE BENEFITS {continued)

SHARE-BASED PAYMENTS {continued)
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 based on publicly available information.

For share options granted to employees in 2012, in 2011 and in 2010, the requirement that the employee has to save in
order to accurmulate funds to pay for the exercise cost of the share options in accordance with the Save As You Earn
Scheme is a non-vesting condition. This feature has been incorporated into the fair value at grant date by applying a
discount to the valuation obtained. The discount has been determined by estimating the probability that the employee
will stop saving based on historic behaviour.

The share options granted in 2010 to senior management and directors, In respect of the long term incentive plan
arrangements, have non-market performance conditions. Non-market performance conditions are not taken into
account in the grant date fair value measurement of the services received.

The Wolfson Microelectronics pic 2006 Performance Share Plan
The fair value of the contingent share awards and the contingent nil cost options granted from this Plan is the mariket
value of the Company's shares on the date of the award.

Number

of contingent
performance Weighted
shares/contingent average
perfoermance nil fair value
cost options {pence)
Qutstanding as at 2 January 2012 2,982,878 171.5
Awarded in the period 2,552,863 180.9
Vested in the period {518,063) 102.7
Lapsed in the period (687,907) 1123
Qutstanding as at 30 December 2012 4,329,772 200.6

Deferred share awards

A deferred award of ordinary shares in the Company was made on 25 September 2008 to an executive director, as
disclosed in the Directors' Remuneration Report sections of the 2008, 2009, 2010 and 2011 Annual Report and Accounts.
The deferred share award vested in 2011. No further deferred share awards are outstanding at 30 December 2012,

The fair value of the contingent shares was the market value of the Company’s shares on the date of the award.

Weighted

Number average

of contingent fair valua
sharas (pance)

Outstanding as at 2 January and 30 December 2012 - -

The Wolfson Microelectronics plc 2010 Senior Executive Deferred Bonus Plan

Contingent matching share awards were granted under this scheme on 29 June 2010, on 14 March 2011 and on 15 March
2012 to the executive directors and senior managers. Further information regarding this Plan and the details of the awards
made to the executive directors are contained in the Directors’ Remuneration Report on page 69. The fair value of the
contingent matching shares is the market value of the Company’s shares on the date of the award. There are non-market
related performance and vesting conditions attaching to these awards.

Number Waeighted
af contingent avaerage
parfarmancs tair value

sharas (pance)
Qutstanding as at 2 January 2012 136,515 182.96
Awarded in the period 5,220 191.25
Vested in the period - -
Lapsed in the period {1,600) 172.25
Qutstanding as at 30 December 2012 140,235 183.38
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Notes to the financial stataments {continued)

20, EMPLOYEE BENEFITS {continued)
SHARE-BASED PAYMENTS (continued)

The Wolfson Microelectronics plc 2009 Staff Share Award Plan
The fair value of the contingent shares is the market value of the Company’s shares on the date of the award.

Weighted

Number of average

contingent fair value

shares {pance)

QOutstanding as at 2 January 2012 1,591,767 146.7
Awarded in the period 534,458 191.8
Vested in the period {872,459) 1286
Lapsed in the period {189,052) 156.9
Qutstanding as at 30 December 2012 1,064,714 183.8

The Wolfson Microelectronics plc 2008 Staff Performance Share Plan

The fair value of the contingent shares granted from this Pian is the market value of the Company's shares on the date of

the award.
Woeighted
Number of average
contingent fair vatue
shares {pence}
Outstanding as at 2 January and at 30 December 2012 - -
Employee expenses
52 weaks §2 weeks
ended ended
30 December 1 January
2012 2012
$000 $000
Shara options granted in 2008 - 1
Shara options granted in 2009 [EH {107
Share options granted in 2010 (285} 730
Share options granted in 2011 166 12
Share options granted in 2012 14 -
Performance shares awarded in 2008 - 6
Performance shares awarded in 2009 (97) (59)
Performance shares awarded in 2010 (757) 557
Performance shares awarded in 2011 1,131 966
Performance shares awarded in 2012 1,608 -
Contingent shares awarded in 2008 - 133
Contingent shares awarded in 2009 16 194
Contingent shares awarded in 2010 174 700
Contingent shares awarded in 2011 580 784
Contingent shares awarded in 2012 730 -
Deferred shares awarded in 2008 - 183
Total share-based payment expense recognised in personnel oxpenses (note 6) 2,676 4,100

The total share-based payment expense for the Group for the 52 weeks ended 30 December 2012 of $2,676,000
(52 weeks ended 1 January 2012: $4,100,000) includes an expense of $50,000 (2011:$19,000 credit) in respect of
non-equity settied share based payments,

The total share-based payment expense recognised in the income statement of the Company in the
52 weeks ended 30 December 2012 was $2,571,000 (52 weeks ended 1 January 2012: $4,013,000).
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Notas to the financiat statements (continuad)

21. TRADE AND OTHER PAYABLES

Group Company
2012 201 2012 2011
$000 $000 $000 $000
{Restatad)
Non-current liabilities
Qther payables 1,622 3,982 1,580 3,729
Current liabilities
Trade payables 24,326 16,544 24,251 16,506
Amounts due to subsidiaries - - 5,766 5,706
Derivatives used for hedging (note 23) - 152 - 152
Non-trade payables 4,929 4,448 4,372 3,641
Accruals 7,938 4,189 7471 4,178
Deferred income 509 646 346 646
37,702 25,979 42,206 30,829
The Group and Company's exposure to currency and liquidity risk related to trade and other payables is disclosed
in note 23.
22. PROVISIONS
Restructuring Total
Group and Company $000 $000
Balance at 2 January 2012 1,154 1,154
Provisions made in the period - -
Provisions used in the period {1,154} {1,154)

Balance at 30 December 2012 -

RESTRUCTURING

During the 52 week period ended 1 January 2012, a provision of $3,478,000 was made, following the announcement of
the plan in the second half of 2011, to cover the costs associated with the programme undertaken in the second half of
that financial year to the review of the overhead costs of the business and the refocus of the R&D and distribution and

selling activity. As explained in note 4 to thess financial statements, the restructuring costs in 2011 mainly included
employeae termination costs. The restructuring was completed in 2012 with an amount of $1,154,000 charged against

the provision in 2012 (2011: $2,324,000).
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Notes to the financial statemants (continuad)

23. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

The Group’s principal financial instruments as at 30 December 2012 comprise cash and cash equivalents and short-term
deposits. The main purpose of these financial instruments is to finance the Group’s operations. The Group has other
financial instruments which mainly comprige trade receivables and trade payables which arise directly from its operations.
In addition, during 2012, the Company entered into forward foreign exchange contracts some of which remain in place as
at 30 December 2012.

In 2012, a large propartion of the Cormpany’s structural exposure to fluctuations in the US dallar to Sterling exchange rate
(see ‘Currency risk’ section below) was hedged by the Company entering into forward foreign exchange contracts during
the final guarter of 2011. During the 2012, the Board of Directors of the Company decided that forward foreign exchange
contracts should be entered inte by the Company up to twelve months forward in order to hedge a large proportion of
the US dollar to Sterling exchange rate exposure, which arises on Sterling denominated overhead expenditure.

The Group does not hold or issue derivative financial instruments for trading purposes.

Exposure to market risk (which includes currency and interest rate risk) and credit risks arises in the normal course of
the Group's business.

The Group has a Treasury Committee which is now chaired by J Grant since RK Graham stepped down as chairman

on 8 June 2012. RK Graham continues to serve as a member of the Treasury Committee, and its other members are the
Chief Executive Officer and the Chief Financial Officer. 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

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates, will affect the
Group's income or the value of its holdings of financial instruments, The management of market risk involves the control
of market risk exposures within acceptable parameters, while optimising the return having regard to risk.

Currency risk

The Group operates internationally and is exposed to currency risk on purchases, sales 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, Yen and Euros. Foreign exchange risk arises from transactions, recognised assets and liabilities and
net investments in foreign operations.

In financial periods prior to 2008, the Group did not use foreign exchange contracts to hedge its currency risk. This

policy was reviewed during 2008 and resulted in the Company deciding to enter into forward foreign exchange contracts
primarily to hedge scme of the Company's exposure to fluctuations in the US dollar to Sterling exchange rate in 2009.
During 2009, 2010 and 2011, the Company entered into forward foreign exchange contracts each quarter to hedge a large
proportion of the Company's structural exposure to fluctuations in the US dollar to Sterling exchange rate for the following
quarter. In 2012, the Group {and the Company) hedged its estimated foreign currency exposure in respect of its Sterling
denominated overhead costs over the financial year. As at 30 December 2012, the Group {and the Company) have hedged
its estimated foreign currency exposure in respect of its Sterling denominated overhead costs over the foilowing ten
months. The forward foreign exchange contracts, in place as at 30 December 2012, have a maturity of one to ten months
from that date. The forward foreign exchange contracts, in place as at 30 December 2012, are designated cash flow
hedges, in accordance with the accounting policy at note 2(f).

The majority of the Group’s revenue and cost of sales are denominated in US dollars, Approximately 30% (2011: 30%
approximately) of the Group's operating costs, other than cost of sales, are denominated in US dollars. The vast 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 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.
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Notes to the financial statements (continued)

23, FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT {continued)
Currency risk (continued)

Group Company

2012 2m 2012 20m

$000 $000 $000 $000
Financial assets and financial liabilities by currency Notas {Restated)
US dollar trade and other receivables 16 35,463 27777 37,852 30,981
Other currencies — trade and other receivables 16 2,342 1,890 2,032 1,580
US dollar cash and cash equivalents 18 18,463 18,681 18,045 18,387
Sterling cash and cash equivalents 18 (357) 1,157 377) 1,145
Other currencies - cash and cash equivalents 18 1,868 571 378 133
US detlar short-term deposits 18 28,000 33,000 28,000 33,000
Sterling derivatives used for hedging 17 621 - 621 -
Qther currencies — trade and cther payables 21 {11,355} {8,047) {10,479) (8,238
US dellar trade and other payables Fal {27,969} (21,762) {33,307) (26,168)
Sterling derivatives used for hedging 21 - {152) - (152)

The following significant exchange rates applied during the periods:

Spotrate at

Average rate balance sheet date

2012 20Mm 2012 2011
$ $ $
GBP 1: 1.5807 1.5088 1.6154 1.5494
EUR 1: 1.2857 1.3806 1.3217 1.2921
JPY 1 0.0125 0.0125 0.0116 0.0130
AUD 1: 1.0314 1.0290 1.0371 1.0221

Interest rate risk

The Group and Company earn interest from bank deposits and they hold money market depasits with highly credit rated
financial institutions. During 2012, the Group and Company have held cash on deposits with a range of maturities from
one to six months. This can vary in view of changes in US and UK interest rates and the Group and Company’s cash
requirements.

The Group and the Company’s cash and cash equivalents are sutyject to floating interest rates. As the maturities
of bank deposits are less than one year, they are classified as floating rate financial assets.

Sensitivity analysis (Group and Company)
At 30 December 2012, it is estimated that a general increase of one percentage point in interest rates would improve
the Group’s and the Cempany's result before tax by approximately $500,000 (as at 1 January 2012: $500,000).

Itis estimated that a decrease of one cent in the US dollar/Sterling exchange rate would have improved the Group’s result
before tax by approximately $300,000 for the 52 week period ended 30 December 2012 (2011: $300,000). There were
forward foreign exchange contracts in place during 2011, 2012, as at as at 1 January 2012 and as at 30 December 2012.

Itis estimated that a decrease of one cent in the US dollar/Sterling exchange rate would have decreased the fair value
of assets for derivatives used for hedging as at 30 December 2012 by approximately $300,000 (as at 1 January 2012;
$300,000 increase in the fair value of liabilities for derivatives used for hedging).
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Notes to the financial statements (continuad)

23_ FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT (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. The Group establishes
a specitic allowance for impairment if a loss is estimated in respect of trade and other receivables.

Counterparties for cash and short-term 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 and these have been reviewed
regularty during the period.

Exposure to credit risk
The maximum exposure to credit risk is represented by the carrying amount of each financial asset in the balance sheet.
Therefore the maximum exposure to credit risk at the reporting date was:

Group Company
2012 201 2012 20M
Notes $000 $000 $000 $000
Trade and other receivables 16 37,805 29,667 36,884 32,561
Cash and cash equivalents 18 19,974 20,409 18,046 19,665
Short-tarm daposits 18 28,000 33,000 28,000 33,000
85,779 83,076 85,930 85,226

The maximum exposure to credit risk for trade receivables at the reporting date by geographical region was:

2092 2011
$000 000
Japan 1,944 3,225
Asia Pacific 16,294 12,907
Americas 9,071 8,605
Europe and rest of warld 6,640 1,164
33,949 25,901
Impairment losses

The aged profile of trade receivables at the reporting date was:
Gross  Impairment Gross Impairment
2012 2012 2011 2011
$000 $000 $000 $000
Not past due 25,890 - 15,799 -
Past due 0 to 30 days 6,039 2) 8,239 -
Past due 31 to 60 days 1,279 2) 1,453 -
Past dus 61 to 90 days 756 (11) 464 (54)
More than 90 days 127 (127) a3 (93}
34,01 {142) 26,048 (147)

The movement in the allowance for impairment in respect of trade receivables during the period was as follows:

2012 2011

$000 $000

Balance at start of the period 147 259
Written off against irrecoverable trade receivable {5) ma
Impairment loss recognised - -
Balance at end of the period 142 147

The allowance in respect of trade receivables is used to record impairment losses unless the Group is satisfied that no
recavery of the amount owing is possible; at that point the amount considered irrecoverable is written off against the trade
receivable directly.

Based con past experience, the Group believes that no further impairment allowance is necessary in respect of trade
receivables which are past due,
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Notas to the financial statementa (continued)

23. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT (continued)

Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due. The Group’s
approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its

liabilities when due, under both normal and stressed conditions, without incurring unacceptable losses or risking

damage to the Group's reputation.

The Group regularly reviews its cash flow requirements on a rolling quarterly basis. Short-term US dollar deposits are
placed with financial institutions which have a high credit rating. The deposits are usually placed so that at least one

deposit matures each month.

As at 30 December 2012 the Group had cash and cash equivalents of $19,974,000 {as at 1 January 2012: $20,409,000)

and short-term deposits of $28,000,000 (as at 1 January 2012: $33,000,000).

Until March 2011 the Company had an undrawn committed multi-option facility up to a maximum principal amount
of $30 million. This facility expired and was not renewed.

Maturity analysis

There are amounts totalling $4.3 million (2011: $5.9 million) included in non-trade payables of which $3.2 million
(2011: $2.5 million) falls due within one year and $1.1 million (2011: $3.4 million) in one to three years from the balance
sheet date. These balances are the contingent consideration amounts as at 30 December 2012 relating to acquisitions

of subsidiaries made in 2007 and in 2011.

The following are the contractual maturities of financial liabilities. The disclosure shows the gross cash inflow and outflow
amounts for derivatives that have simultanecus gross cash settlement (for example forward foreign exchange contracts):

Camrying Contractual 8 months Gto 12
amount cash flows orless months 1to2years 2toSyears
Group as at 30 December 2012 $000 $000 $000 $000 $000 $000
Non-derivative financial liabilities
Trade and other payables {39,324) {42,521) (36,213) (3,400) {2,728) {180)
(39,324) {42,521) [36,213) (3,400) {2,728) {180)
Carrying  Contractual 6 months 61012
amount cash flows o less months 1to 2 years 2 to 5 years
Group as at 1 January 2012 $000 $000 $000 $000 $000 $000
Non-derivative financial liabilities
Trade and other payables” (restated) (29,809} (30,244) (24,717) (1,200} (4,145} (182)
Derivative financial liabilities
Forward foreign exchange contracts used for hedging:
Outflow (152) (46,466} (23,242 (23,224} - -
Inflow - 46,314 23,180 23,134 - -
(29,961) (30,396) {24,779) {1,290} (4,145) (182)
* Excludes derivatives {shown separately)
Carrying Contractual 8 monthsa 8to 12
amount cash flows orlass manths 1to2years 2to5years
Company as at 30D ber 2012 $000 $000 $000 000 $000
Non-derivative financial liabilities
Trade and other payables (43,788) (46,983) (40,717} (3,400) {2,703} (163)
(43,786) (46,983) (40,717) (3,400) {2,703} (163)
Carrying Contractuat 6 months 61012
amount cash llows or less months 1to2years 210 5years
Company as at 1 January 2012 $000 $000 $000 $000 $000 $000
Non-derivative financial liabilities
Trade and other payables® (34,406) (34,841} [29,549) {1,200} (4.014) (78)
Derivative financial liabilities
Forward foreign exchange contracts used for hedging:
Outflow (152) {46,466) (23,242) (23,224) - -
Inflow - 46,314 23180 23,134 - -
(34,558} (34,993} (29.611) (1,290} (4.014) (78)

* Exchudes darivatives {shown separataly)
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Notes to the financial statements (continued)

23. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT (continued)

Liquidity risk {continued)

The following table indicates the periods in which the cash flows associated with derivatives that are cash flow hedges
are expected to occur and the periods in which the cash flows associated with derivatives that are cash flow hedges are

expected to impact profit or loss.

Carrying Expected € months 6to 12

amount cash flows orless months

Group and Company as at 30 D ber 2012 $000 $000 $000 $000
Forward fareign exchange contracts:

Assets/{liabilities} 621 684 616 68

Carrying Expsectad & months Gto 12

amount cash flows or less manths

Group and Company as at 1 January 2012 $000 $000 $000 $000
Forward foreign exchange contracts:

Agsets/(liabilities) (152) (152} (62) (90)

FAIR VALUES

The basis of determining fair values is disclosed in note 2(x). The tair values together with the carrying amounts shown

in the balance sheet are as follows:

Carrying Fair Carrying Fair
amount value amaunt valus
2012 2012 2011 201
$000 $000 $000 $000
Group Notes {Restatad) ({Restated)
Trade and other receivables 16 37,805 37,805 29,667 29,667
Cash and cash equivalents 18 19,974 19,974 20,409 20,409
Short-term deposits 18 28,000 28,000 33,000 33,000
Trade and other payables® 2 {39,324) (39,324} (29,809) (29,809}
Forward foreign exchange contracts used for hedging:
Assets 17 821 621 - -
Liabilities 21 - - (152) (152
47,076 47,076 53,115 53,115
Analysed as:
Loans and receivables 65,805 65,805 62,667 62,667
Cash and cash equivalents 19,974 19,974 20,409 20,409
Financial assets at fair value 621 621 - -
Financial liabilities at fair value - - (152) {152)
Trade and other payables* (39,324) (39,324) (29,809) (29,809)
47,076 47,076 53,115 53,115
* As at 1 January 2012, excludes derivatives (shown separataly)
GCarrying Fair Carrying Fair
amount valus amount value
2012 2012 2011 201
Company Notea $000 $0c0 $000 $000
Trade and other receivables 18 39,884 39,884 32,561 32,561
Cash and cash equivalents 18 18,046 18,046 19,665 19,685
Short-term depasits 18 28,000 28,000 33,000 33,000
Trade and other payables® 21 (43,786) (43,786) (34,4086) (34,408)
Forward foreign exchange contracts used for hedging:
Assets 17 621 621 - -
Liabilities 21 - - (152) (152)
42,765 42,765 50,668 50,668
Analysed as:
Loans and receivables 67,884 67,884 65,561 65,561
Cash and cash equivalents 18,046 18,046 19,665 19,665
Financial assets at fair value 621 &1 - -
Financia! liabilities at fair value - - (152) (152)
Trade and other payables* {43,786) (43,786) (34,408} (34,406}
42,765 42,765 50,668 50,668

* As at 1 January 2012, excludes derivatives (shown separately)
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Noias to the Ti ial (continued)

23. FINANGIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT (continued)
FAIR VALUES (continued)

The following section summarises the major methods and assumptions used in estimating the fair values of
financial instruments reflected in the table on page 122, other than for financial instruments set out in note 2(x):

Trade and other receivables/payables
All trade and other receivables and payables, except for $1.6 miilion included in other payables (2011: $4.0 rnillion},
have a remaining life of less than one year. The nominal amount is deemed to reflect the fair value.

Fair value hierarchy
The table below analyses financial instruments carried at fair value, by valuation method. The different
levels have been defined as follows:

& Level 1: quoted prices (Unadjusted} in active markets for identical assets or liabllities.

® Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directty {i.e. as prices) or indirectly (i.e. derived from prices).

| Level 3: inputs for the asset or liability that are not based on cbservable market data (unobservable inputs).

Where the carrying amounts of short-term receivables and payables approximate to their fair values,
these fair values are not required to be disclosed separately in the fair value hierarchy tables below.

Leval 1 Level 2 Level 3 Total
Group and Company as at 30 Decamber 2012 Note $o000 $000 $000 $000
Forward foreign exchange contracts used for hedging 17 - 821 - 621
Total assets - 621 - 621
Forward foreign exchange contracts used for hedging - - - -
Contingent consideration 12 - - {4,265) (4,265)
Total liabilities - - 4,265) (4,265)

Level 1 Level 2 Lovet 3 Total
Group as at 1 January 2012 Note $000 $000 $000 $000
Forward foreign exchange contracts used for hedging 29 - (152} - (152}
Contingent consideration (restated) 10, 12 - - (5.987) (5.987)
Total liabilities - (152) (5,987) (6,139)

Leval 1 Level 2 Level 3 Total
Company as at 1 January 2012 Note $000 $000 $000 $000
Forward foreign exchange contracts used for hedging 21 - {152) - {152)
Contingent consideration 12 - - (5,8586) (5,856)
Total liabilities - (152} (5,856) (6,008)

The following table contains a reconciliation from the balances at the start and end of the period for fair value
measurements in Level 3 of the fair value hierarchy.

Group Company
2012 201 2012 201
$000 $000 $000 $000
(Restatad)

Balancae at start of the period (5.,987) {6,605} {5,856} (6.805)
Amounts of consideration paid in the pericd 3,200 800 3,200 800
Total gains and losses recognised in profit or loss (note 7) (252) (104} {252} {104)
Revision to contingent consideration recognised in goodwill (note 12) {1,226} 184 (1,226) 184
Arising from business combination (note 10} - (262} {131} 131)
Batance at end of the period {4,265) (5,987} (4,265) (5.858)

The change in the value of contingent consideration of $252,000 recognised in the 52 week period ended 30 December
2012 relates to the unwinding of the notional interest and is recognised as part of the finance cost in the consolidated
income statement {note 7). The change in the value of contingent consideration of $1,226,000, recognised as an adjustment
to goodwill (nete 12) in the 52 week period ended 30 December 2012, relates to the reassessment in the period of the
timing and probability of payment of the consideration.
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Notas to the financlad statements (continuad)

23. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT (continued)

CAPITAL MANAGEMENT

The Board’s policy is to maintain a strong balance sheet so as to maintain investor, customer, and creditaor and market
confidence and to sustain the future development of the business. The Group and the Company are equity financed

and have no debt financing and the directors view the 116.6 million ordinary shares in issue (see note 19) as the principal
capital being managed in the business. The Company has been equity financed since October 2003 when the Company
listed its ordinary 0.1 pence shares con the London Stock Exchange with the principal purpose to increase the Company's
equity capital, to create a public market in its ordinary shares and strengthen the Company's balance sheet, in order

to provide increased security and confidence to the Company's customers and suppliers in a sector known for its
underlying trading volatility.

Purchase of own shares

As a matter of policy, the Company may from time to time purchase its own shares on the market, the timing of these
purchases depends on market prices. The Company will only purchase its own shares when, in the light of market
conditions prevailing at the time, the Board believes that the effect of such purchases is in the best interest of shareholders
generally. Other investment opportunities, appropriate gearing levels and the overall position of the Company will be taken
Into account before the Company purchases its own shares. At the Annual General Meeting held on 26 April 2012 the
shareholders granted the Company the authority to purchase, in the market, its own ordinary shares up to a maximum

of 11,633,529 ordinary shares, In 2012 and in 2011, the Company did not purchase any of its own shares. This policy

will be reviewed by the Board on a regular basis.

Dividends

The Company’s current policy, which Is kept under regular review, is to retain future eamings for the development and
expansion of the business. Payment of any future dividends will be at the discretion of the Board after taking into account
various factors, including the Company's current and future cash requirements, development plans and operating results.

Management of cash and cash equivalents and short-term deposit balances

The $9.4 million loss reported before tax for the 52 week period ended 30 December 2012 {$24.1 million loss for the

52 week period ended 1 January 2012), improvas to a profit before interest, tax, depreciation and amortisation (EBITDA')
of $0.2 million once noh-cash depreciation and amortisation are added back, compared to a loss before interest, tax,
depreciation and amortisation of $10.5 million in 2011. Non-cash share-based compensation amounted to $2.6 million

in 2012 against $4.1 million in 2011. With revenues in 2012 being 15% higher than for the year 2011, a resulting increase

in trade and other receivables and inventories of $10.1 million, also trade payables and provisions increased by a net
$10.6 million to support the increased level of sales in 2012, resulting in a net working capital inflow of $0.5 million in 2012.
After milestona payments of $3.2 million, capital expenditure of $6.1 million and various other small cash movements,
the total cash, cash equivalents and short-term deposits balance decreased by $5.4 million to $48.0 million as at

30 December 2012 (as at 1 January 2012: $53.4 million) (see also pages 23 and 24 in the Operating and Financial
Review and the Consolidated Cash Flow Statement on page 80).

24. OPERATING LEASES
Total future minimum lease payments under non-cancellable operating lease rentals are payable as follows:

Group Company

2012 201 2012 2011
5000 $000 $000 $000

Expiring in:
Less than one year 407 986 402 725
Between one and fiva years 2,808 2113 1,029 1,644
More than five years - 259 - 259
325 3,358 1,431 2,628

None of these leases inciudes contingent rentals.

During the 52 week period ended 30 December 2012, $2,220,000 was recognised as an expense in the consolidated
income statement in respect of operating leases (52 week period ended 1 January 2012: $1,604,000).

25. CAPITAL COMMITMENTS

As at 30 December 2012, the Group had entered into contracts to purchase property, plant and equipment and computer
software for $7,815,000 (2011: $6,888,000) of which $4,089,000 is expected to be settled in 2013, $3,559,000 in 2014 and
$167,000 in 2015.
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26. RELATED PARTIES

IDENTITY OF RELATED PARTIES
The Company has a related party relationship with its subsidiaries {see notes 13 and 27), with the employee share trusts
{see notes 19 and 20) and with its directors.

TRANSACTIONS WITH KEY MANAGEMENT PERSONNEL

Key management personnel compensation

In addition to their salaries, the Group and Company alsoe provide non-cash benefits to executive directors and contribute
to a defined contribution pension plan on their behalf. The executive directors also participate in the Group’s share option
schemes and other long term incentive plans {see note 20). Details of the directors’ remuneration are contained in the
Directors’' Remuneration Report on pages 56 to 73.

Key management personnel compensation, in respect of the executive and non-executive directors of the Company,
comprised:

52 weeks 52 weeks

sndad ended

30 December 1 January

2012 202

$000 $000

Short-tarm employee benefits (page 63) 1,509 2,044
Post-employment benefits (page 64) 55 52
Share-based payments {fair value) 284 420
1,848 2,516

Key management personnel and director transactions

Directors of the Company and their inmediate relatives control 1.1% of the voting ordinary shares of the Company.
Information regarding the directers’ shareholdings and share options is contained in the Directors’ Remuneration Report
on pages 66 and 68.

G Collinson was appointed as a non executive director of the Company on 1 September 2008. From April 2005 to July
2007, G Collinson served as a non-executive director of Sonaptic Limited and he was also a shareholder of Sonaptic
Limited. G Collinson held 6,667 ‘A’ ordinary shares in Sonaptic Limited. Welfson Microelectronics plc acquired the entire
issued share capital of Sonaptic Limited on 23 July 2007. G Collinson received initial consideration of $279,208 (net of
professional fees and charges) at the time of acquisition, from Wolfson Microelectronics plc and, following the release

of the amount of initial consideration held in escrow on 29 January 2009, a further $22,240 (net of professional fees

and charges}. The terms of the acquisition were such that contingent consideration was payable to the sharaholders

of Sonaptic Limited. Therefore, as part of the consideration for his shares held in Sonaptic Limited as at the date of
acquisition, G Collinson is entitled to receive, subject to the achievement of specific business milestones, a proportion
of the contingent consideration from Wolfson Microelectronics plc in accordance with the terms of the share purchase
agreement entered into on 23 July 2007 between the Company and the selling sharehclders of Sonaptic Limited. In the
52 week period ended 30 December 2012, $28,105 of contingent consideration was paid to G Collinson by the Company
{2011: $7,026). G Collinson did not and will not participate in any discussion nor final decisions by the Board regarding the
achievement of milestones and payment of contingent consideration.

OTHER RELATED PARTY TRANSACTIONS

During the 52 week period ended 30 December 2012, subsidiaries earnad commission income from the Company of

$11.9 million (2011: $12.2 million) and the Company provided management services to the subsidiaries totalling $2.7 million
{2011: $2.7 million). The Company provided a loan of $3.02 million to its whally owned subsidiary, Wolfson Microelectronics
Australia Holding Pty Ltd, in 2011 and none of that loan was repaid in 2011 nor in 2012. Interest receivable by the Company
on that loan amounted to $0.3 million in 2012 {2011: $0.1 million).

As explained in note 10, Walfson Dynamic Hearing Pty Ltd joined the Group following its acquisition on 30 September
2011. The Company continued to license technology from Wolfson Dynamic Hearing and incurred costs, primarily relating
to that license and development activities of $1.7 million during the 52 week period ended 30 Decermnber 2012 ($0.4 million
during the period from 1 October 2011 to 1 January 2012).

As at 30 December 2012 the Company owed its subsidiaries $5,766,000 (2011: $5,706,000) and $3,470,000 was owed by
the subsidiaries {2011: $3,471,000 owed by the subsidiaries). No dividends were received from the subsidiaries in 2012 or
in 2011,
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26. RELATED PARTIES (continued)

OTHER RELATED PARTY TRANSACTIONS {continued)

There are two employee share trusts: The Wolfson Microelectronics No.1 Employees’ Share Trust ('the No.1 Trust’) and
The Welfson Microelectronics No. 2 Employees” Share Trust ('the No.2 Trust'). These trusts did not receive additional loans
from the Company in the 52 week period ended 30 December 2012 (52 week period ended 1 January 2012: $5,389,000
received by the Trusts from the Company), the Trusts repaid $nil of the loans (2011: $nil) and as at 30 December 2012,
$38,846,000 of these Ioans were outstanding (as at 1 January 2012: $38,846,000). During the 52 week period ended

30 Decernber 2012 the No.1 Trust purchased 1,981 (2011: 1,422,545) of the Company's ordinary shares, for a total
consideration of $7,000 {2011:$5,390,000), for the purposes of fulfilling awards under The Wolfson Microelectronics 2006
Performance Share Plan, The Wolfson Microelectronics 2009 Staff Share Award Plan and to satisfy certain share optlon
awards {note 20). There were 2,938,837 of the Company's ordinary shares, in total, held by the No,1 and the No.2 Trusts
as at 30 December 2012 (as at 1 January 2012: 4,359,070 ordinary shares).

27. GROUP ENTITIES
SIGNIFICANT SUBSIDIARIES

Ownership interast

Country of Principal 2012 2011
Notes incorporation activity % %
Wollson Micraelectronics, Ine. 13 United States of America Sales agency 100 160
Wolfson Microelectronics Pte. Ltd 13 Singapore Sales agency 100 100
Sonaptic Limited 13 England Research & development 100 100
Wolfson Dynamic Hearing Pty Ltd 10,13 Australia Development of sound 100 100
enhancement software
& technology
Wolfsan Microelectronics Australia 13 Australia Holding company 100 100

Halding Pty Ltd

Sonaptic Limited has three wholly owned subsidiaries: Sonaptic, Inc. (incorporated in the United States of America);
Wolfson Microelectronics KK {incorporated in Japan); and Wolfson Microelectronics Korea Limited (incorporated in
South Korea). The principal activity of each of these companies is sales agency.

All of these companies are included in the consolidated financial statements of Wolfson Microelectronics plc from
the date on which contral commenced.

28. ACCOUNTING ESTIMATES AND JUDGEMENTS

The Board considered the relevance, selection, implications and disclosure of the Group's critical accounting policies
and estimates and the application of these policies and estimates.

The criteria for assessing the accounting for development expenditure are set out in the accounting policy at note 2(g) {ii).

KEY SOURCES OF ESTIMATION UNCERTAINTY

Impairment testing tor cash-generating units containing goodwill

The Group tests annually whether goodwill has suffered any impairment, in accordance with the accounting policy
stated in note 2(k). The carrying amount of goodwill as at 30 December 2012 is shown in note 12. The recoverable
amounts of cash-generating units have been determined based on value-in-use calculations. These calculations require
the use of estimates for the timing and amount of projected cash flows (note 12). The effect of reducing the estimated
revenues earned over the period of the cash flow projections, by up to 50%, indicate that such a significant reduction

of the projected cash flows frem the expected level would not cause the recoverable amount of the cash-generating
unit to fall below the carrying amount. In addition, the effect of a change of 5 percentage points in the discount rate
applied to the projected cash flows would have no impact on the carrying value of goodwlll as at 30 December 2012,

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. The carrying amount of inventories as at 30 December 2012 is shown in note 15. The effect of writing down

1% of the Group's inventory as at 30 December 2012 would be a charge of $0.2 million in the income statement. The
assessment of whether an inventory write down is required is dependent on the circumstances prevailing at the time

of that assessment.
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28, ACCOUNTING ESTIMATES AND JUDGEMENTS {continued)

KEY SOURCES OF ESTIMATION UNCERTAINTY (continued)

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 20 and include, amongst others, discount rate, expected return on plan
assets 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 comprehensive income in future years and
the future financial expenses. The carrying amount of the liability for defined benefit obligations as at 30 December
2012 is shown in note 20. It is estimated that a 0.1% decrease in the discount rate, with all other assumptions remaining
unchanged, would cause the present value of defined benefit pension obligations as at 30 December 2012 to increase
by approximately $0.8 million.

As explained in note 4 and note 20, in November 2012 the Company initiated an Enhanced Transfer Value (ETV) offer to
the deferred members of the Company’s defined benefit pension scheme and this offer is scheduled to close in February
2013. The exceptional charge and corresponding liability which has been recognised in the 2012 financial statements of
the Group and the Company is based on the Board of Director's estimate of the projected level of take up of the ETV offer.
While the directors consider that the estimate is appropriate, based on general levels of take up experienced by other
companies for ETV offers; the terms of the offer; indications to date from some of the deferred members regarding their
intentions to accept or decline the offer, significant differences in the level and profile of the actual take up of the ETV
offer may materially affect the liability and related charge.

Share-based payments

The Group's share-based payments expense is based on the fair value of the share-based awards. The estimation of the
fair values for share-based payments is dependent, in respect of share options, on the selection by the Board of Directors
of assumptions applied in the valuation model. The assumptions applied are described in note 20 and include, amongst
others, expected volatility, the weighted average expected life of the instruments and the risk free rate. While the directors
consider that the assumptions are appropriate, changes in these assumptions may materially affect the amount of the
expense recognised for share-based payments. The share-based payments expense recognised in the 52 weeks ended
30 December 2012 is shown In note 20,

In accordance with the accounting policy 2(n) (ii), the amount recognised as a share-based payment expense is adjusted
during the vesting period to reflect the number of awards for which the related service and non-market vesting conditions
are expected to be met. During the vesting period, it is therefore necessary to make an assessment of the extent to
which such share-based payments are likely to vest. While the directors consider that such estimated assessments are
appropriate, changes in these assessments during the vesting period may materially affect the amount of the expense
recognised for share-based payments in a particular accounting period.

Contingent consideration

The amount of contingent consideration that is recognised as being payable, as part of business combinations, is
dependent upon assumptions regarding the timing and probability of payment of the consideration. Where the amount
and payment of the cansideration is dependent on the achievement of specified milestones it is necessary to assess
the liketihood and timing of those milestones being achieved. Contingent consideration was payable by the Group upon
the acquisitions, in 2007, of Oligon Limited and of Sonaptic Limited and also upon the acquisition in 2011 of Dynamic
Hearing Pty Limited {note 10). As at 30 December 2012, a total of $4.3 million is included in other payables, $3.2 million
of which is within current liabilities and $1.1 million in non-current liabilities in respect of the remaining balance of the
contingent consideration for those acquisitions. While the directors consider that the assumptions regarding the timing
and probability of payment of the consideration are appropriate, significant changes in these assumptions may materially
affect the liability for contingent consideration, with a corresponding change to geodwill {in respect of the contingent
consideration for the Oligon Limited and of Sonaptic Limited acquisitions) or with a corresponding amount recognised
in profit or loss {in respect of the contingent consideration for the acquisition of Dynamic Hearing Pty Limited). It Is
estimated that if the probability of one of the milestones being achieved altered by 10% then the liability for contingent
consideration would change by approximately $0.2 million.
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