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CORPORATE PROFILE

Sirenza Microdevices is a supplier of radio frequency (RF) components. Headquartered in Broomfield, Colorado, with
operations in China, Germany and the U.S., Sirenza Microdevices and its subsidiary Premier Devices design and develop
RF components for the commercial communications, consumer, and aerospace and defense (A&D) equipment markets.
Sirenza’s integrated circuit (IC), multi-chip module (MCM) and passive product lines include amplifiers, power amplifiers,
cable TV amplifiers, circulators, isolators, mixers, splitters, transformers, couplers, modulators, demodulators, transceivers,
tuners, discrete devices, signal source components, government and military specified components, and antennae and
receivers for satellite radio. Certifications include ISO 9001:2000 Quality Management System and 1SO 14001:2004

Environmental Management System (registered by QMI).
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DEAR STOCKHOLDERS

I am delighted with this opportunity to communicate
directly with our stockholders at this very exciting time in
the growth of Sirenza Microdevices. 2005 was from many
perspectives a very successful year. We made significant
progress toward our key company goals and objectives
and we exited the year with a great deal of financial and
strategic momentum. In 2005, we made great strides in
achieving our goals to:

* improve our financial performance: grow revenue,
leverage operating income and generate cash;

e execute in our core markets; and

¢ diversify our end markets and product applications.

This year, we exceeded our customers’ expectations,
adding substantial depth to our core competencies and
capabilities, and sustaining high levels of quality in our RF
component products and global operations. 2005 saw us

strengthen our position as a market-leading, global RF
component company.

Looking at key areas of company performance:

FINANCIAL PERFORMANCE
° We delivered strong financial results as the year
unfolded:

* Our quarterly revenue grew by double digits
sequentially throughout the year.

* We grew year-over-year revenue for the fourth
consecutive year.

* We delivered record quarterly revenues and pro
forma earnings' in our fourth quarter.

s We deimonstrated substantial pro forma operating
income leverage as our revenue grew 34 percent
in the second half of the year with more than half

' Pro forma net income and earnings per share are non-GAAP financial measures calculated to exclude the effects of chaiges for the amortization of acquisition-related
intangible assets, compensation expense related to employee equity awards, restructuring, the write-off of deferred equity financing costs, expenses related to abandoned
merger and acquisition activities, costs associated with a litigation settlement, acquired in-process research and development, GCS impairment, relocation and related

expenses and/or amortization of deferred stock compensation.
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“We will continue to focus on our ability

to execute and diversify, while we also

focus on ways to expand our products,

services and capabilities.”

of that increase going to pro forma operating
income. Put another way, more than 50 cents of
every dollar in increased revenue went to pro
forma earnings for the last six months of the year.

* We generated $0.19 per diluted share in cash from
operations for the year and extended our positive
quarterly cash flow from operations to nine
consecutive quarters.

EXECUTION IN OUR CORE MARKETS

o

We released more than 100 new products largely
driven by our RoHS, or “green compliant,” environ-
mentally responsible RF component products.

Our top ten customers represented approximately
70 percent of our fiscal year revenue.

Our top ten mobile wireless end customers represented
approximately 40 percent of our fiscal year revenue.

In the second half of 2005 we secured approximately
400 design wins for our high performance RF compo-
nent products which we believe represents upwards of
$40 million in potential product shipments in 2006 and
early 2007.

We continued our excellent record of developing and
supplying RF components with “best-in-class” quality
and reliability to our global customer base. We
extended our ISO 14001:2004 registration for our envi-
ronmental management system and our 1SO 9001:2000
registration for our quality management system.

DIVERSIFICATION INTO NEW/EMERGING END
MARKETS AND PRODUCT APPLICATIONS

>}

We diversified our technology, products and end
markets through the integration of ISG Broadband,
acquired in December 2004.

We successfully launched our satellite radio antenna
product in the second quarter; SIRIUS Satellite Radio
emerged as a greater than 10 percent end customer for
the full fiscal year.

In 2005, our core mobile wireless end market accounted
for more than 40 percent of our total revenue which is
down significantly from 2004, highlighting our end
market diversification efforts.

Approximately half of our design wins this year were
for end markets and applications outside our traditional
core mobile wireless market.

Our WLAN sales this year grew by approximately 60
percent over 2004 to nearly 5 percent of our total rev-
enue, again a diversification highlight.

Geographically, Asia, at more than 60 percent, reached
a record level of shipments in our fourth quarter on a
ship-to basis as we continued our drive to diversify into
emerging markets/regions throughout Asia.

This was a solid year of growth for Sirenza; the company

moved forward at a record pace while underscoring

two central strategic goals: execution and diversification.




For 2006, we have added an additional strategic goal:
expansion. We will continue to focus on our ability to exe-
cute and diversify, while we also focus on ways to expand
our products, services and capabilities as we continue to
build upon our strong global business foundation.

FISCAL YEAR FINANCIAL RESULTS

Net revenues for fiscal year 2005 were $64.2 million,
compared with $61.3 million for the prior year and $38.5
million in 2003. Full-year net income as reported under
accounting principles generally accepted in the United
States (GAAP) was $1.4 million or $0.04 per diluted share,
compared with a net income of $280,000 or $0.01 per
diluted share for 2004. Excluding the effects of certain
charges,' Sirenza’s pro forma net income for 2005 was
$4.3 million, or $0.11 per diluted share. This compared
with a pro forma net income of $5.7 million or $0.15 per
diluted share for 2004, also excluding the effect of certain
charges noted.’

At December 31, 2005, Sirenza’s total assets were $62.5
million, including cash and cash equivalents, restricted
cash and short-term investments of $19.0 million.

FINANCIAL REPORTING AND CORPORATE
GOVERNANCE UPDATE

Strong corporate governance continues as a cornerstone
of Sirenza Microdevices’ commitment to preserving and
enhancing stockholder value. The Board of Directors and
management have continued to evaluate our corporate
governance policies, and we firmly believe that we have in
place sound governance principles and policies. We again
successfully met the Sarbanes-Oxley 404 requirements
and are compliant as documented in our March 2006
Form 10K report filed with the SEC.

EXPANSION UPDATE
In April 2006, we acquired Premier Devices, Inc. (PDI).
PDI designs, manufactures, and markets complementary
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RF components featuring technologies common to our RF
products. Wi:th this acquisition, we believe we can
strengthen our leadership in the design and manufacture
of RF component solutions for global, diversified end
markets, expand both the depth and breadth of our prod-
ucts, extend our design and manufacturing capabilities
into Asia and 'Europe and continue our strategic mission
to exceed our:customers’ needs and their expectations as
we diversify and expand our end markets and applications.

2006 OUTLOOK

Our outlook for 2006 builds upon the financial and stra-
tegic momentum we realized in 2005. We see this as a
year where w“e will continue and potentially accelerate
our year-over-year revenue growth, expand our profitabil-
ity, and continue our efforts to strategically position
Sirenza as a ieading RF components company. We are
confident that we can continue to build stockholder value
throughout this year and, as we move forward, build a
stronger comﬁany through our efforts to execute, diversify
and expand our business.

We appreciate the continued support of our customers,
employees, partners and stockholders.
|
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ROBERT VAN BUSKIRK

President and Chief Executive Officer

JOHN OCAMPO
Chairman of the Board
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2005 HIGHLIGHTS

Throughout 2005 we focused on two critical, corporate-wide strategic goals: execution and diversification. On both of
these strategic goals, we performed very well. As we move into 2006, we are adding expansion to our strategic planning
and focus. We executed well on many financial and operational parameters and, as the year unfolded, we reached record
levels of financial performance and operational efficiency. We also made tremendous strides in diversifying into new end
markets, geographic regions and product lines. We believe it is now time to turn our attention to expanding our presence
in both core and diversified end markets and to broaden our products and capabilities; in other words, expand our global
footprint, as we continue to grow our worldwide, diversified RF components business. 2005 also saw us return to signifi-
cant sequential revenue growth and profitable operations, in parallel with continued positive cash flows, and to record
financial results in the fourth quarter. We generated $0.19 per diluted share in cash from operations this year, adding
strength to our balance sheet. We have transitioned to our new strategically focused business unit organization coupled
with our Americas and International Sales groups; we also have centralized our R&D and product development resources
to map into our centralized manufacturing and test operations. We believe this new, more strategically focused organiza-
tion will help aid us as we continue our efforts to improve our execution, enhance our diversification and expand our

products and services in 2006 and beyond.

NET REVENUES GROSS PROFIT TOTAL STOCKHOLDERS’
(dollars in millions) (dollars in millions) EQUITY
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SELECTED FINANCIAL DATA

Years Ended December 31,
2005 2004 2003 2002 2001

(in thousands, except per share data)
Consolidated Statement of Operations Data:

Net revenues $64,178 $61,256 $38,510 $20,710 $ 19,821
Cost of revenues:

Cost of product revenues 35,522 31,375 21,246 8,749 17,440
Amortization of deferred stock compensation - — 90 138 140
Total cost of revenues 35,522 31,375 21,336 8,887 17,580
Gross profit 28,656 29,881 17,174 11,823 2,241
Operating expenses: ‘

Research and development ™ 10,104 8,963 8,611 6,960 8,752
Sales and marketing : 7,372 7,779 6,365 5,043 5,828
General and administrative " 8,096 7,795 6,696 4,914 4,435
Amortization of deferred stock compensation —_ 3 541 877 1,258
Acquired in-process research and development @ — 2,180 — 2,200 —
Amortization of acquisition-related intangible assets ? 1,838 . 1,538 1,213 48 —
Restructuring and special charges @ 56 (98) 434 279 2,670
Impairment of investment in GCS @ — 1,535 — 2,900 —
Total operating expenses 27,466 29,695 23,860 23,227 22,943
Income (loss) from operations 1,190 186 (6,686) (11,398) (20,702)
Interest and other income (expense), net 196 229 383 893 3,452
Provision for (benefit from) income taxes 6) | 135 (125) 59 2,336
Net income (loss) $ 1,392 $ 280 $ (6,178) $(10,564) $(19,586)
Basic net income (loss) per share $ 004 $ 001 $ (019 $ (035 $ (0.67)
Diluted net income (loss) per share $ 004 $ 001 $ (0199 $ (035 $ (0.67)
Shares used to compute basic net income (loss) per share 35,828 ‘ 34,593 32,383 29,856 29,133
Shares used to compute diluted net income (loss) per share 37,803 37,448 32,383 29,856 29,133

As of December 31,
2005 2004 2003 2002 2001

(in thousands)

Consolidated Balance Sheet Data:

Cash and cash equivalents $11,266 $ 2,440 $ 7,468 $12,874 $15,208
Working capital 29,043 21,980 20,007 21,923 36,811
Total assets 62,489 55,894 54,132 53,964 64,043
Long term obligations, less current portion 391 18 56 143 401
Total stockholders’ equity 50,741 47,278 45,173 44,977 54,013

(1) The following table outlines the amortization of deferred stock compensation included in operating expenses above:
Years Ended December 31,
2005 2004 2003 2002 2001

(in thousands)

Research and development $— $2 $ 64  $196 3257
Sales and marketing ‘ $— $1 $173  $262  $279
Ceneral and administrative i $— $—  $304 $419  §722

(2) See Sirenza Notes to Consolidated Financial Statements.
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In 2005, we achieved substantially all the major goals
for factory manufacturing and test operations we set

for the year. In particular, we achieved the following:

e We increased our capacity for multi-chip modules,
increasing our module output by 60 percent in the
fourth quarter of 2005 as cornpared to the fourth
quarter of 2004.

¢ We enhanced factory efficiency through improved
processes and factory automation, resulting in
more than a 50 percent reduction in 2005 direct

labor costs.

* We continuously improved our product
vields, lowering product costs and improving

manufacturing and test throughput rates.

* We significantly reduced bill-of-material costs
through our ongoing materials management efforts,

improving product margins.

* We increased our producticn volumes, in turn
increasing our factory overhead absorption and

lowering our product costs.

Achieving these goals in 2005 enabled us to maintain
our overall targeted gross margins even as we intro-
duced lower margin, higher volume consumer prod-
ucts and amidst ongoing pricing competitiveness.
In addition, we continued to review our use of pro-
duction outsourcing to further our goal to reduce
product costs.

In 2006, we will continue our factory efficiency
efforts as well as explore other opportunities for cost
efficiencies:

e We expect to increase the percentage of our off-
shore manufacturing to take advantage of lower

manufacturing costs in Asia.

* We plan to continue to increase factory automa-
tion to reduce labor content and improve product

yields and costs.

* We will continue to strengthen our bill-of-material

cost reduction efforts; and

¢ We will explore opportunities for strategic invest-
ments to support volume increases in our current

and next-generation RF component products.
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At Sirenza Microdevices we are committed to the
continuous improvement of our products and services
and have in place a world-class quality and reliability
team of dedicated, talented professionals. Several
years ago we initiated our 3Rs Program in which we
focused our resources on the company-wide goal of
improving the reliability, ruggedness and robustness
of our high-performance RF components. It is excit-
ing to report that we have made outstanding progress
with our 3Rs Program and are extending our quality
leadership through the implementation of inter-
departmental, continuous process improvement (CPI)
teams. Our employees take our commitment to qual-
ity seriously and have participated in collaborative
efforts to identify and implement important improve-
ments in many areas of company operations. During
2005, Sirenza successfully completed ongoing sur-
veillance audits of the company’s 1SO 9001:2000
Quality Management System (performed by QMI—
Quality Management Institute of Canada). We have
also successfully hosted many major customer quality
and reliability audits at our key facilities throughout
the U.S. Sirenza also maintains an 1ISO 14001:2004

Environmental Management System (EMS) certification
first awarded in February 2005. The EMS program
has helped to mitigate environmental impacts from
our facilities and our products. Specific EMS programs
include recycling, monitoring energy usage, and reduc-
ing computer, hazardous and lead wastes.

Sirenza has met the increasing customer demand for
“green” or environmentally friendly products as well.
Most of our IC and multi-chip module products and
assemblies are available today in a form which com-
plies with the European Union Directive—Reduction
of Hazardous Substances (RoHS), with most also
meeting Waste of Electric and Electronic Equipment
(WEEE) requirements. A significant percentage of the
products we shipped last year met the RoHS require-
ments. We expect that percentage to increase in the
coming years.

As we enter 2006, we are confident that we are con-
tinuously improving our products and services, and we
are very proud of our quality programs and the quality
and reliability of our high-performance RF components.
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iversification

“Our SBU organizations aim to grow our core businesses; diversify our

end markets; and expand our RF core competencies and capabilities.”

AEROSPACE AND DEFENSE APPLICATIONS

The Aerospace and Defense SBU concentrates on aerospace, military/defense and
homeland security applications. Key products include custom and semi-custom
voltage-controlled oscillators (VCOs), wideband ampilifiers, special custom assemblies
and signal processing components. Some of our major customers are Boeing, Iridium,
Raytheon, Textron, BAE, Harris, Lockheed Martin, L3 Communications and EADS. We
believe opportunities for growth will come from performance-driven, high-reliability
satellite applications, telemetry systems and communications networks.

BROADBAND AND CONSUMER APPLICATIONS

The Broadband and Consumer SBU concentrates on digital satellite radio applications,
digital TV (DTV), digital satellite and CATV set-top boxes, as well as CATV infrastructure
applications. The primary customers are SIRIUS Satellite Radio and leading Korean
and European DTV manufacturers. The products supplied to these markets include
satellite radio antennas, standard and custom RF ICs, broadband silicon RF 1Cs,
broadband RF modules, and hybrid assemblies. We believe growth areas are satellite
radio, DTV and satellite set-top box markets.
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end markets; and expand our RF core competencies

and capabilities.

MOBILE WIRELESS

The Mobile Wireless SBU concentrates on global mobile wireless customers, focusing

on leading standards including GSM/EDGE WCDMA, CDMAZ2K, and TD-SCDMA
infrastructure opportunities. Key products include gain blocks, pre-driver amplifiers, ‘
modulators, VCOs, and phase-locked loop modules (PLLs). Our largest customers include |
Motorola, Nokia, Ericsson, Huawei, Siemens, and ZTE. We believe growth areas are 1
largely in Asia as new wireless networks are installed throughout the region and in North f
America and Europe from service providers upgrading their networks and converting to
3G, as well as adding additional capacity for voice, data, and video applications. In
developing countries, we see continued opportunities in building out legacy mobile
communication networks.

STANDARD AND CATALOG PRODUCTS

The Standard and Catalog Products SBU focuses on established and emerging mid-level to
smaller customers which we largely serve through our global sales distribution and sales
representative networks. We"also serve customers in point-to-point radio, network
repeaters and RFID end markets, utilizing medium and low power gain blocks, discretes,
low noise amplifiers, LDMOS power products, VCO and PLL modules. Some of our key
customers include Harris, Ericsson, Datang, Symbol, and Siemens. We believe growth
opportunities exist in emerging mobile wireless OEMs, RFID readers, GPS, and point-
to-point cellular backhaul applications.

WIRELESS ACCESS APPLICATIONS

The Wireless Access SBU focuses on the WiMAX, WLAN, and emerging Ultra Wideband
and Zigbee markets for infrastructure and CPE terminal applications. We supply high
linearity power amplifiers and low noise signal source products to OEMs and original
design manufacturers (ODMs). Our OEM customer base includes Alvarion, Airspan,
Motorola, Samsung, and Gemtek. We have also targeted many chip manufacturers such
as Intel, Wavesat, Texas Instruments, Broadcom, Atheros, and Sierra Monolithics to
develop reference designs for our ODM customers. Potential growth areas for this SBU
are CPE terminals and access points and the anticipated initial deployment of WiMAX.
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In early April, the company completed the acquisition
of Premier Devices, Inc. (PDI). Headquartered in San
Jose, California, PDI is a designer, manufacturer and
marketer of complementary RF component products
with design and manufacturing operations in China,
Germany and the U.S. With this acquisition, Sirenza, a
‘leader in the design and manufacture of RF component

solutions for global, diversified end markets, expands

//jl?e depth and breadth of its products, extends its

>~ design and manufacturing capabilities into Asia and

i .
, \:\\ \ ‘/-’/\))(N\ﬂ}-_g
SR -
j RN
s \
¥ \/{ it 2”\4\’
/

Europe and contlnues its strategic mission to dlver51fy
and expand ltS W0r|dWIde RF components busmess

For the fiscal year ended D@cember 31, 2005, Pg)l's
financial results included nes‘ revenue of apprgximétely
$45 million and a net income of approxirn/aitely $4.5
million. Sirenza expects the acquisition 16 be accre-
tive to its second quarter /2006 and ﬁscal year 2006
results on a pro forma baS|s2 Snrenza also currently
expects the combined company to generate positive

cash flows from operatlons for fiscal year 2006.

? Pro forma earnings exclude the effects of charges for the amoartization of acquisition-related intangible assets, compensation expense related to employee
equity awards (including the projected effects of the Company’s adoption of SFAS 123R), other non-recurring charges, and charges related to purchase
accounting for the transaction, the impact of which will be reflected in Sirenza’s financial statements beginning in the second quarter of 2006.
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RECONCILIATION OF GAAP RESULTS WITH MANAGEMENT-ADJUSTED RESULTS

The following table reconciles the company’s net income as reported under accounting principles generally accepted in
the United States (GAAP) with net income as adjusted by the items detailed below.

These calculations are not prepared in accordance with GAAP and should not be viewed as alternatives to GAAP.
In keeping with its historical financial reporting practices, the company believes that the supplemental presentation of
these calculations provides meaningful non-GAAP financial measures to help investors understand and compare business
trends among different reporting periods on a consistent basis, independently of regularly reported non-cash charges and
infrequent or unusual events.

YEAR ENDED
December 31, December 31,

(In thousands, except per share data) 2005 2004
Net income as reported under GAAP $1,392 $ 280
Amortization of acquisition-related intangible assets 1,838 1,538
Compensation expense related to employee equity awards 186 191
Restructuring 56 (98)
Write-off of deferred equity financing costs 314 —
Costs associated with abandoned merger and acquisition activities 275 —
Litigation settlement- 201 —
Acquired in-process research and development — 2,180
Impairment of investment in GCS —_ 1,535
Relocation and related expenses — 67
Amortization of deferred stock compensation — ' 3
Pro forma net income $4,262 $5,696
Pro forma net income per share

Basic ' $ 0.12 $ 0.16

Diluted $ 0.11 $ 0.15
Shares used to compute pro forma net income per share

Basic 35,828 34,593

Diluted 37,803 37,448
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FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking statements regarding future events or results, including any statements regarding Sirenza’s goals, beliefs or expecta-
tions regarding its ability to strengthen its leadership in its business, to extend its design and manufacturing capabilities into Asia and Europe, to diversify or
expand its products, services, capabilities or business in 2006, to continue and potentially accelerate its revenue growth, expand its profitability and build stock-
holder value, to continue its factory efficiency efforts, to exploit any potential growth areas highlighted in its SBU discussions, or to realize any of the expected
benefits of its recent acquisition of PDI, including, without limitation, its expectation that the acquisition will be accretive in the second quarter and full year 2006
and that the combined company will generate positive cash flow from operations in 2006. Sirenza cautions readers that such statements are, in fact, predictions
that are subject to risks and uncertainties, and that actual events or results may differ materially. Factors that could cause actual events or results to differ materially
include, but are not limited to: lower than expected demand for Sirenza’s products at major OEMs or for RF components or broadband products in general or
satellite radio antennae or CATV products in particular; changes in the expected mix of sales of products between Sirenza’s business units and within those busi-
ness units; lower-margin sales, such as sales of satellite radio antennae products, MCM products, and certain sales to higher-volume OEMs, increasing as a per-
centage of Sirenza’s overall sales; the potential for product gross margins to fluctuate or be reduced due to the impact of the transaction or otherwise; risks related
to PDI's operations located in China and Germany or Sirenza’s lack of experience in managing foreign operations, foreign currency transactions and related tax
planning and cash management; exertion of downward pressure on the pricing of Sirenza’s components; higher than expected restructuring expense; the need to
upgrade PDI’s private company finance and accounting infrastructure and internal controls for public company reporting and compliance requirements; product
quality, performance and reliability problems that may result in liability or expense; Sirenza’s lack of market knowledge relative to other participants in new mar-
kets into which it has or may diversify; claims from time to time relating to the infringement of third»parﬁy proprietary rights, which could result in liability, expense
or halted sales of Sirenza products; Sirenza's ability to successfully differentiate itself from competitors in its markets; Sirenza’s reliance on third parties for out-
sourced manufacturing, packaging and test services and supply; Sirenza’s ability to successfully complete financing transactions or acquisitions or integrate the
assets, personnel, operations and engineering teams and processes of any acquisitions with Sirenza; Sirenza’s ability to realize expected synergies of any acquisi-
tions and the envisioned benefits to Sirenza; the effects of armed conflicts or acts of terrorism; the effects of government regulation or standards-setting, or of the
failure of any particular government entity to set standards or approve licenses applicable to Sirenza or its customers; currency exchange rate fluctuations; overall
general economic or telecommunications market conditions, conditions in the commercial communications or A&D markets or any segment thereof; and/or pos-
sible underutilization of Sirenza’s manufacturing facilities. Other factors that could cause actual events or results to differ materially from those in the forward-
looking statements are included in Sirenza’s Annual Report on Form 10-K filed with the Securities and Exchange Commission in March 2006. Sirenza expressly
disclaims any current intention to update its forward-looking statements, and the estimates and assumptions associated with them, at any time or for any reason.
As used in the above paragraph, “Sirenza” means Sirenza and/or the combined company.

THIRTEEN



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

SIRENZA MICRODEVICES 2005 ANNUAL REPORT

Certain statements contained in this Management’s
Discussion and Analysis of Financial Condition and
Results of Operations (MD&A) and elsewhere in this
report are forward-looking statements that involve risks
and uncertainties. These statements relate to future
events or our future financial performance. In some
cases, forward-looking statements can be identified by
terminology such as “may,” “will,” “should,” “expect,”
“anticipate,” “intend,” “plan,” “believe,” “estimate,”
“potential,” or “continue,” the negative of these terms or
other comparable terminology. These statements involve
a number of risks and uncertainties. Actual events or
results may differ materially from any forward-looking
statement as a result of various factors, including those
described on page 13 and in our Annual Report on
Form 10-K filed with the SEC in March 2006 under
“Risk Factors.”

We begin MD&A with a discussion of Sirenza’s overall
strategy to give the reader an overview of the goals of
our business and the directions in which our business
and products are moving, followed by an overview of
the critical factors that affect our net revenues, cost of
revenues and operating expenses. This is followed by
a discussion of the critical accounting policies and
estimates that we believe require the most significant
judgments to be made in the preparation of our con-
solidated financial statements. In the next section, we
discuss the results of our operations for 2005 compared
to 2004 and for 2004 compared to 2003. We then
provide an analysis of our cash flows, including the
impact on cash of important balance sheet changes,
and discuss our financial commitments in the sections
entitled “Liquidity and Capital Resources” and “Con-
tractual Obligations.”

COMPANY OVERVIEW

We are a supplier of radio frequency (RF) components
for the commercial communications, consumer and
aerospace and defense (A&D) equipment markets. Our
products are designed to optimize the reception and
transmission of voice and data signals in mobile wire-
less communications networks and in other wireless
and wireline applications. Our commercial communi-
cations applications include components for mobile

wireless infrastructure applications, wireless LANs,
fixed wireless networks, broadband wireline applica-
tions such as coaxial cable and fiber optic networks,
cable television set-top boxes, RFID readers, wireless
video transmitters, as well as tuner ICs and receivers
and tuners for HDTV set-top boxes. Our consumer
applications include antennas and receivers for satellite
radio. Sales of components for the A&D end markets
include components for government, military, avionics,
space and homeland security systems.

We believe a fundamental value we provide to our
customers is derived from our focus on the needs of
customer-specific applications, our wide array of highly
engineered products in multiple technologies, and our
commitment to provide our customers with worldwide
sales and application engineering support.

We offer a broad line of products that range in com-
plexity from discrete components to ICs and MCMs.
Our discrete, IC and MCM products employ numerous
semiconductor process technologies, which we believe
allows us to optimize our products for our customers’
applications.

Qur annual net revenues have increased in each of 2003,
2004 and 2005, driven by new product introductions,
increased market share and the addition of comple-
mentary products through our strategic acquisitions of
other companies and assets.

In the past three years, we have completed two acquisi-
tions and had a third acquisition pending as of the date
of our Annual Report on Form 10-K. On February 4,
2006, we entered into a definitive agreement to acquire
Premier Devices, Inc., or PDI, by merger for consider-
ation consisting of 7.0 million shares of our common
stock, $14.0 million in cash and $6.0 million in term
notes that will mature 1 year following the closing of
the transaction. The transaction closed in the second
quarter of 2006. PDI designs, manufactures and markets
complementary RF components featuring technologies
common to existing and planned Sirenza products, and
is headquartered in San Jose, California with significant
manufacturing operations in both Shanghai, China and
Nuremberg, Germany. This acquisition is intended to
expand both the depth and breadth of our products,
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extend our design and manufacturing capabilities into
Asia and Europe, and advance our strategic mission to
diversify and expand our end markets and applications.
For a description of related risks, see our disclosure in
our Annual Report on Form 10-K filed with the SEC in
March 2006 under “Risk Factors.” :

On December 16, 2004, we acquired ISG Broadband,
Inc. (ISG), a designer of RF gateway madule and IC
products for the cable TV, satellite radio and HDTV
markets. This acquisition enables us to address new
end markets, including HDTV and satellite radio, and
broadens our product offering in the set-top box market
by adding I1SG’s silicon-based receiver/tuner products to
our existing product lines targeting this market. Sales of
the products acquired in the ISG acquisition represented
a significant amount of our net revenues in 2005.

On May 5, 2003, we acquired substantially all of the
assets and assumed specified liabilities of Vari-L
Company, Inc., a designer and manufacturer of voltage
controlled oscillators (VCQOs), phase-locked loop (PLLs)
and other MCM products for the mobile wireless infra-
structure market, as well as certain components for the
A&D market. This acquisition strengthened our prod-
uct portfolio by adding RF signal source components
while strengthening our presence in the A&D market.
The acquisition of Vari-L added a significant amount
of net revenues to Sirenza subsequent to the date of
the transaction. After the acquisition of Vari-L, we relo-
cated our corporate headquarters and consolidated our
manufacturing facilities in Broomfield, Colorado, which
allowed us to achieve significant operational cost syner-
gies, primarily in operations, general and administrative
and, to a more limited degree, in sales and marketing.

Historically, we have utilized a divisional organization
structure focused on either specific end markets and/or
product types. Beginning in January of 2005, we
expanded our reporting structure by adding the A&D
division to the Amplifier and Signal Source divisions.
The Amplifier and Signal Source divisions are product
focused while the A&D division is market focused. The
Amplifier and Signal Source divisions are generally
focused on similar end markets and customers and are
managed separately in order to better manage the

research and, development and marketing efforts for
particular products. The A&D division is focused on the
government, military, avionics, space and homeland
security systems end markets. The Amplifier division’s
main product lines are primarily IC-based and include
discrete, amplifier, low noise amplifier, power amplifier
and transceiver IC products, an MCM product line
including power amplifier modules and our broadband
product line, which includes our satellite radio antenna.
The Signal Source division’s main product lines are
MCMs used in mobile wireless infrastructure applica-
tions to generate and control RF signals, including
VCOs, PLLs, coaxial resonator oscillators (CROs),
passive and active mixers, an IC-based modulator and
demodulator product line and a line of signal couplers.
The A&D division’s main product lines are government
and military specified versions of certain of our amplifier
and signal prbcessing components and various passive
components.

For a further description of our divisional organizational
structure, see our disclosure under Note 14: “Segments
of an Enterprise and Related Information” in our Notes
to Consolidated Financial Statements set forth below.

In 2006, we have moved from the three segment
reporting structure described above to a structure con-
sisting of one RF component sales segment made up of
five market-focused strategic business units: Aerospace,
Defense and Homeland Security, Broadband and Con-
sumer, Mobile Wireless, Standard Products and Wireless
Access. While we will provide limited data at the stra-
tegic business unit level in our future reports, these
business units will not have separate profit and loss
statements reviewed by our chief operating decision
maker, and accordingly will be reported as a single seg-
ment. Following the closing of our pending acquisition
of PDI, we currently expect that PDI will also be reported
as a separate segment.

REVENUE OVERVIEW

Revenue Recognition

We present our revenue results as “net revenues.” Net
revenues are defined as our revenues less sales dis-
counts, rebates, returns and other pricing adjustments.
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Historically, these revenue-related adjustments have
not typically represented a significant percentage of
our revenues.

We sell our products worldwide through a direct sales
channel and a distribution sales channel.

Distributor Sales

Ouir distribution arrangements provide our distributors
with limited rights of return and certain price adjust-
ments on unsold inventory held by them. We recognize
revenues on sales to our distributors under such arrange-
ments at the time our products are sold by the distribu-
tors to third-party customers. Our distribution channel,
which accounted for 10% of total net revenues for
2005, consists of those sales made by our distribution
channel partners (Avnet, Acal, RFMW, Nu Horizons and
Digi-Key) under arrangements featuring such rights of
return and price adjustment terms. In the fourth quar-
ter of 2005, we terminated our distribution relationship
with Nu Horizons and entered into a worldwide distri-
bution agreement with Digi-Key Corporation.

Direct and Reseller Sales

Sales to Avnet and Acal as resellers, and to other reselli-
ers of our products, are made pursuant to arrangements
that do not include the limited rights of return and price
adjustment terms applicable to our distribution sales.
We generally recognize revenue from these sales to
these resellers of our products, and from sales to all
other non-distribution customers, at the time product
has shipped, title has transferred and no obligations
remain. Our direct sales channel, which accounted for
90% of total net revenues for 2005, consists of those
sales made to all non-distributor customers and sales
to resellers of our products, including sales to Avnet
and Acal as resellers.

Although we have typically not experienced a delay in
customer acceptance of our products, should a customer
delay acceptance in the future, our policy is to delay rev-
enue recognition until a customer accepts the products.

Customer Concentrations

Historically, a significant percentage of our net revenues
have been derived from a limited number of customers,
including our distributors. Over time, both as a result

of our active sales and marketing efforts and industry-
wide changes in customer buying patterns, our customer
base shifted significantly toward direct sales to large
wireless infrastructure original equipment manufacturers
(OEMs) and their contract manufacturers (CMs). One
driver of this shift is that our OEM customers have
increased their outsourcing of the manufacture of their
equipment to CMs, including Celestica, Flextronics,
Sanmina and Solectron. As a result, we sell directly to
both OEMs and CMs. Our OEM customers currently
make the sourcing decisions for our sales to CMs.
When we report customer net revenues in our public
announcements, we typically attribute all net revenues
to the ultimate OEM customer and not the respective
CM or subcontractor.

This sales trend toward large wireless infrastructure
OEMs and their CMs was strengthened in 2003 by
the acquisition of Vari-L, whose customers were also
large infrastructure OEMs, including Nokia, Siemens
and Motorola. The addition of these customers com-
plemented Sirenza’s existing relationships with large
OEM customers such as Andrew, Ericsson, Lucent and
their CMs.

In 2005, we added to this customer concentration as a
significant portion of our net revenues were derived
from sales of our satellite radio antenna product to
Kiryung Electronics Co., Inc., and other subcontractors
of SIRIUS Satellite Radio.

We believe that net revenues attributable to our global
OEMs and their CMs will continue to account for a
significant portion of our net revenues in 2006, and that
net revenues attributable to our satellite radio customer
and its subcontractors will also account for a significant
portion of our net revenues in that same period.

Diversification and Expansion Strategy

We have grown our net revenues through the introduc-
tion of new products, increasing our market share and
adding complementary products through strategic
acquisitions in existing end markets and new end
markets. We continue to focus on diversification efforts
in order to capitalize on new opportunities in end
markets outside of the wireless infrastructure market
such as cable TV, WiMax, satellite radio, HDTV, RFID
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and other broadband applications. We believe that
sales of our products in markets outside of wireless
infrastructure, including the satellite radio market, will
continue to account for a substantial portion of net
revenues in 2006.

We are also focusing on expansion in 2006, as evi-
denced by our acquisition of PDI, which is intended to
expand both the depth and breadth of our product
lines, and to extend our design and manufacturing
capabilities into Asia and Europe. We expect that the
addition to our product portfolio of PDI’s complementary
RF components will accelerate our penetration into the
cable TV infrastructure market and allow us to offer more
complete RF solutions to our customers and PDI’s, and
hope that these increased capabilities will allow us to
capitalize on a trend we have seen at large OEM and
CM customers for some time toward purchasing a
broader range of products from fewer qualified suppliers.

Geographic Concentrations

Sales into Asia increased in each of the last three years
as a result of OEMs increasingly outsourcing their man-
ufacturing to CMs, primarily in China. In addition, we
have increased our focus and presence in China and
are experiencing increased shipments to various Chinese
OEM customers. Based on these factors and our pending
acquisition of PDI, which has manufacturing and sales
operations in Shanghai, China, we anticipate that a
large percentage of our direct sales will be in the Asia
region in 2006.

Competitors

With respect to products sold in our Amplifier division,
we compete primarily with other suppliers of high-
performance RF components used in the infrastructure
of communications networks, such as Agilent, Hittite,
M/A-COM, NEC and W] Communications. For our
newer broadband products, we expect our most sig-
nificant competitors will include Maxim integrated
Products, Microtune, Motorola, STMicroelectronics
and Philips. With respect to our Signal Source division
products, our primary competitors are Alps, M/A-COM
and Minicircuits. With respect to our A&D division
products, our primary competitors are Hittite,
M/A-COM, Spectrum Control and Teledyne. With
respect to our satellite antenna sales, we compete

with other manufacturers of satellite antennas and
related equipment, including M/A-COM, RecepTec
and Wistron NeWeb. We also compete with com-
munications equipment manufacturers, some of whom
are our customers that design RF components inter-
nally, such as Ericsson, Lucent, Motorola, Nokia and
Nortel Networks.

COST OF REVENUES OVERVIEW
Cost of revenues consists primarily of costs associ-
ated with:

1. Wafers from third-party wafer fabs for our IC products;
2. Raw material components from third-party vendors,
for our IC, MCM and satellite antenna products;
3. Packaging for our IC products performed by third-
party vendors;

4. Assembling and testing of our MCM products in
our facility;

5. Testing of our IC products in our facility and by
third-party vendors;

6. Assembling and testing of our satellite antenna prod-
ucts performed by a third-party vendor; and

7. Costs associated with procurement, production con-
trol, quality assurance, reliability and manufacturing
engineering.

For our IC products, we outsource our wafer manufac-
turing and packaging and then perform most of our
final testing and tape and reel assembly at our Colorado
manufacturing facility. For our MCMs, we manufacture,
assemble and test most of our products at our manu-
facturing facility in Colorado. For our satellite antenna
products, we outsource our assembly and testing to a
third-party vendor.

Historically, we have relied upon a limited number of
foundries to manufacture most of our semiconductor
wafers for our IC products. We have contractual agree-
ments with most, but not all, of these suppliers in which
pricing is established based on volume, and in which
price, volume and other terms are reset on a periodic
basis through negotiations between the parties based
on current market conditions. We source our IC pack-
aging assembly from a limited number of established,
international commercial vendors. We anticipate that
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we will continue to depend on a limited number of
vendors for our wafer and packaging requirements.

Generally, raw materials utilized by us for our MCM
and satellite antenna products are readily available from
numerous sources. These vendors are competitive and
we expect that, to the extent our volumes increase,
we may be able to reduce costs by obtaining better
volume pricing and delivery terms.

We currently outsource a portion of our manufacturing
and testing function, and may increasingly do so where
economically attractive.

GROSS PROFIT AND MARGIN OVERVIEW

Our gross profit and gross margin percent can be
influenced by a number of factors, including, but not
limited to:

1. Product Features

Historically, customers have been willing to pay a pre-
mium for new or different features or functionality.
Therefore, increased sales of such products in a given
period are likely to have a positive effect on our gross
margin percent.

2. Product Type

In the markets in which we operate, IC products have
historically yielded a higher gross margin percent than
MCMs and our satellite antenna products. Therefore,
increased sales of IC products in a given period are likely
to have a positive effect on our gross margin percent.
Conversely, increased sales of MCMs, and in particular
satellite antenna products, in a given period are likely
to have a negative effect on our gross margin percent.

3. Market

Our products are sold into a wide variety of markets
and each of these markets has a pricing structure that
is dictated by the economics of that particular market.
Therefore, the gross margin percent on our products
can vary by the markets into which they are sold.
Increased sales into higher margin markets in a given
period will have a positive effect on our gross margin
percent, and increased sales into lower margin markets
in a given period will generally have the opposite effect.
This is particularly evident for our satellite antenna
product, which is sold into the consumer products, or

retail, market where gross margin percentages are
generally lower than those in industrial markets.

4. Sales Channel

Historically, the gross margin percent on sales to our
large OEM customers has been lower than the gross
margin percent on sales through our distribution chan-
nel or sales to some of our smaller direct customers.
This is primarily due to the bargaining power attendant
to large OEM customers based on their higher product
volumes. Therefore, increased sales to our large OEM
customers in a given period may have a negative effect
on our gross margin percent.

5. Level of Integration of the Product

We have seen a trend among our customers toward
generally seeking more integrated products with
enhanced functionality, which enables them to procure
fewer products from fewer suppliers. These integrated
products typically command a higher average selling
price than our stand-alone components. However, the
manufacturing costs of these integrated products are
higher, which generally results in a lower gross margin
percent on sales of our integrated products in com-
parison to our stand-alone components. Therefore,
increased sales of our more integrated products in a
given period will generally have a positive impact on
our average selling prices and a negative effect on our
gross margin percent.

6. The Efficiency and Effectiveness of
Our Manufacturing Operations

Our gross margin percent is generally lower in periods
with less volume and higher in periods with increased
volume. In periods in which volumes produced inter-
nally are low, our fixed manufacturing overhead costs
are allocated to fewer units, thereby negatively impact-
ing our gross margin percent when those products are
sold. Conversely, in periods in which volumes produced
internally are high, our fixed manufacturing overhead
costs are allocated to more units, thereby positively
impacting gross margin percent when those products
are sold.

7. Provision for Excess Inventories
As discussed in more detail in “Critical Accounting
Policies and Estimates,” our cost of revenues and gross
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margin percent may be negatively influenced by provi-
sions for excess inventories and positively influenced
by the sale of previously written-down inventory. These
actions can have material impacts on cost of revenues,
gross profit and gross margin percent.

We believe that each of the above factors will continue
to affect our cost of revenues, gross profit and gross
margin percentage for the foreseeable future. In addi-
tion, the interaction of the factors listed above could
have a significant period-to-period effect on our cost
of revenues, gross profit and gross margin percent.

OPERATING EXPENSE OVERVIEW

Research and development expenses consist primarily
of salaries and salary-related expenses for personnel
engaged in R&D activities, material costs for prototype
and test units and other expenses related to the design,
development and testing of our products and, to a lesser
extent, fees paid to consultants and outside service
providers. We expense all of our R&D costs as they are
incurred. Our R&D costs can vary significantly from
quarter to quarter depending on the timing and quanti-
ties of materials bought for prototype and test units.
We believe one of our key competitive advantages is
our ability to offer a broad range of highly engineered
products designed to meet the needs of our customers.
Our strategy is to continue to invest in R&D at levels
appropriate for our overall operating plan in order to
maintain our competitive advantage. From time to time,
we will receive funding from our customers for non-
recurring engineering (NRE) expenses to help defray
the cost of work performed at their request. We record
NRE funding as a reduction to research and develop-
ment expenses in the period that the customer agrees
that the objective(s) established for payment of the
NRE have been achieved.

We historically have performed our R&D activities in
multiple, geographically dispersed locations in North
America. We believe maintaining multiple R&D design
centers allows us to attract key personnel we might not
otherwise be able to hire. In addition, we believe that
having standalone R&D centers allows the personnel
there to better concentrate on their development tasks.

We plan to continue our strategy of conducting our
R&D activities in multiple locations.

Sales and marketing expenses consist primarily of
salaries, commissions and salary-related expenses for
personnel engaged in marketing, sales and application
engineering anctions, as well as costs associated with
trade shows, promotional activities, advertising and
public relations. We record as an expense commissions
to our external, independent sales representatives when
revenues from the associated sale are recognized. We
record as an expense quarterly cash incentives to inter-
nal sales employees based on the achievement of
targeted net revenue and sales-related goals.

We intend to invest in increasing the number of direct
sales personnel and application engineers supporting our
customers at levels appropriate for our overall operating
plan. In particular, to support our customers, we have
placed both sales personnel and application engineers in
various time zones around the world. We believe that
our direct sales force and application engineers provide
us with a key competitive advantage in our markets. We
intend to maintain our investment in sales and marketing
functions in order to sustain our advantage in this area.

General and administrative expenses consist primarily
of salaries and salary-related expenses for executive,
finance, accounting, information technology and human
resources personnel, as well as insurance and profes-
sional fees. We intend to invest in general and admin-
istrative expenses at levels appropriate for our overall
operating plan.

CRITICAL ACCOUNTING POLICIES

AND ESTIMATES

The discussion and analysis of our financial condition
and results of operations are based upon our consoli-
dated financial statements, which have been prepared
in accordance with accounting principles generally
accepted in the United States. The preparation of these
financial statements requires us to make estimates and
judgments that affect the reported amounts of assets,
liabilities, revenue, expenses and related disclosures.
We base our estimates on historical experience and on
various other assumptions that are believed to be rea-
sonable under the circumstances, the results of which
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form the basis for making judgments about the carrying
values of assets and liabilities that are not readily appar-
ent from other sources. We evaluate these estimates on
an ongoing basis. Actual results may differ from these
estimates under different assumptions or conditions.

Management believes the following critical accounting
policies require the most significant judgments and esti-
mates to be made in the preparation of our consolidated
financial statements. We also have other policies that
we consider key accounting policies, such as our policies
for revenue recognition, in particular the deferral of rev-
enue on sales to distributors, and the valuation of long-
lived assets including acquisition-related intangible assets.
However, we do not believe these policies currently
meet the definition of critical accounting estimates,
because they do not generally require us to make esti-
mates or judgments that are difficult or subjective.

Non-Marketable Equity Securities: In 2002, we acquired
12.5 million shares of GCS, a privately held semi-
conductor foundry. The acquired shares represented
14% of the shares outstanding at the time. The invest-
ment strengthened our supply chain for InGaP semicon-
ductor technologies. In connection with the investment,
our President and CEO joined the seven-member GCS
board of directors.

We regularly evaluate our investment in GCS to
determine if an other-than-temporary decline in value
has occurred. Factors that may cause an other-than-
temporary decline in the value of our investment in GCS
would include, but not be limited to, a degradation of
the general business environment in which GCS oper-
ates, the failure of GCS to achieve certain performance
milestones, a series of operating losses in excess of

GCS’ business plan, the inability of GCS to continue as

a going concern or a reduced valuation as determined
by a new financing event. Evaluating each of these
factors involves a significant amount of judgment on
management’s part. If we determine that an other-than-
temporary decline in value has occurred, we will write
down our investment in GCS to fair value. Such a write-
down could have a material adverse impact on our
consolidated results of operations in the period in
which it occurs. For example, in the fourth quarters
of 2004 and 2002, we wrote down the value of our

investment in GCS by $1.5 million and $2.9 million,
respectively, after determining that GCS’ value had
experienced an other-than-temporary decline.

The ultimate realization of our investment in GCS will
be dependent on the occurrence of a liquidity event
for GCS, and/or our ability to sell our GCS shares, for
which there is no public market. The likelihood of any
of these events occurring will depend on, among other
things, the market conditions surrounding the wireless
communications industry and the related semiconduc-
tor foundry industry, as well as the public markets’
receptivity to liquidity events such as initial public
offerings or merger and acquisition activities.

Valuation of Goodwill: Goodwill is initially recorded
when the purchase price paid for an acquisition
exceeds the fair value of the net identifiable tangible
and intangible assets acquired. We perform an annual
review in the third quarter of each year, or more fre-
quently if indicators of potential impairment exist, to
determine if the recorded goodwill is impaired. Our
impairment review process compares the fair value of
the reporting unit to its carrying value, including the
goodwill related to that reporting unit.

Our fair value methodology consists of a forecasted
discounted cash flow model and a market value
model. The forecasted discounted cash flow model
uses estimates of revenue for the business unit, based
on estimates of market segment growth rates, estimated
costs and an estimated appropriate discount rate. These
estimates are based on historical data, various internal
estimates, various external market sources of informa-
tion, and management’s expectations of future trends.
Our market value model considers our market capital-
ization and market multiples of revenue for comparable
companies in our industry, as determined by man-
agement. This information is derived from publicly
available sources.

All of these estimates, including the selection of compa-
rable publicly traded companies, involve a significant
amount of judgment. If the fair value of the reporting
unit exceeds the carrying value of the assets assigned
to that unit, goodwill is not impaired and no further
testing is performed. If the carrying value of the assets
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assigned to the reporting unit exceeds the fair value of
the reporting unit, the implied fair value of the report-
ing unit’s goodwill must be determined and compared
to the carrying value of the reporting unit's goodwill. If
the carrying value of a reporting unit’s goodwill exceeds
its implied fair value, then an impairment loss equal to
the difference will be recorded. Our expectations are
that the most important factor in our estimation will
be our ability to accurately forecast the demand for
our products.

We conducted our annual goodwill impairment analy-
sis in the third quarter of 2005. The estimates that we
used assumed that the reporting units would participate
in a gradually improving market for radio frequency
components in the commercial communications and
A&D equipment markets, that our share of those markets
would increase, and the profitability of the reporting
units would increase over time. We concluded that we
did not have any impairment of goodwill based on our
forecasted discounted cash flows, our market capital-
ization and market multiples of revenue of comparable
companies in our industry.

Excess and Obsolete Inventories: Our provision for
excess inventories is based on levels of inventory
exceeding the forecasted demand of such products

within specific time horizons. We forecast demand for
specific products based on the number of products we
expect to sell, with such assumptions dependent on
our assessment of market conditions and current and
expected orders from our customers, considering that
orders are subject to cancellation with limited advance
notice prior to shipment. If forecasted demand
decreases or if inventory levels increase disproportion-
ately to forecasted demand, inventory write-downs may
be required. Likewise, if we ultimately sell inventories
that were previously written-down, we would reduce
the previously recorded excess inventory provisions
which would have a positive impact on our cost of
revenues, gross margin percent and operating results.

We recorded a provision for excess inventories of $7.8
million in 2001. We subsequently began selling some
of these written-down inventory products. In 2005, we
sold previously written-down inventory products with
an original cost basis of approximately $259,000. As
the cost basis for written-down inventories is less than
the original cost basis when such products are sold,
cost of revenues associated with the sale will be lower,
which results in a higher gross margin on that sale.
Sales of previously written-down inventories had a
positive impact on our gross margin in 2005 of less
than one percentage point.

The following table illustrates the impact on cost of revenues of additions to written-down inventories and sales of
previously written-down inventory products for historical Sirenza Amplifier division products and also provides a
schedule of the activity of Sirenza’s written-down inventories (in thousands):

Additions to
Written-Down
Inventories Charged

YEAR ENDED DECEMBER 31, to Cost of Revenues

Sales of Written-Down
Inventories with

Cost of Revenues

Disposition of

Written-Down

Inventories Via
Scrap and Other

Written-Down
Inventories at
End of Period

No Associated:

2005 $—
2004 $—
2003 $—

The single largest factor affecting the accuracy of our
provisions for excess inventories will be the accuracy
of our end customers’ forecasts. Affecting these forecasts
will be demand for RF communications components in
our market segments. Also impacting it will be the speed
at which our products are designed in or out of our
customers’ products.

$ (259) $(145) $2,652
$ (722) $(329) $3,056
$(1,408) $(320) $4,107

We will ultimately dispose of written-down inventories
by either selling such products or scrapping them. We
currently expect sales of written-down inventory prod-
ucts in 2006 to be approximately equivalent to or lower
than in 2005. Similarly, we anticipate that we will scrap
additional written-down inventories in the near term.
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Deferred Tax Assets: We perform quarterly and annual
assessments of the realization of our deferred tax assets
considering all available evidence, both positive and
negative. Assessments of the realization of deferred tax
assets require that management make significant judg-
ments about many factors, including the amount and
likelihood of future taxable income. As a result of these
assessments, we previously concluded that it was more
likely than not that our deferred tax assets would not
be realized and have established a full valuation allow-
ance against our deferred tax assets. The valuation
allowance established in 2001 was recorded as a result
of our analysis of the facts and circumstances at that
time, which led us to conclude that we could no longer

forecast future U.S. taxable income under the more likely
than not standard required by SFAS No. 109, “Accounting
for Income Taxes.”

We continue to evaluate the need for a valuation allow-
ance. To the extent we continue to generate taxable
income in 2006 and if our projections indicate that we
are likely to generate sufficient future taxable income,
we may determine that some, or all, of our deferred tax
assets will more likely than not be realized, in which case
we will reduce our valuation allowance in the quarter
in which such determination is made. In the quarter in
which the valuation allowance is reduced, we would
recognize a benefit from income taxes on our income
statement.

RESULTS OF OPERATIONS

The following table shows selected consolidated statement of operations data expressed as a percentage of net revenues

for the periods indicated:

YEARS ENDED DECEMBER 31,

2005 2004 2003

Net revenues 100.0% 100.0%  100.0%
Cost of revenues:

Cost of product revenues 55.3% 51.2% 55.2%

Amortization of deferred stock compensation 0.0% 0.0% 0.2%
Total cost of revenues 55.3% 51.2% 55.4%
Gross profit 44.7% 48.8% 44.6%
Operating expenses:

Research and development (exclusive of amortization of deferred stock compensation) 15.7% 14.7% 22.4%

Sales and marketing (exclusive of amortization of deferred stock compensation) 11.5% 12.7% 16.5%

General and administrative (exclusive of amortization of deferred stock compensation)

Amortization of deferred stock compensation
Acquired in-process research and development
Amortization of acquisition-related intangible assets
Restructuring

Impairment of investment in GCS

Total operating expenses

Income (loss) from operations
Interest and other income (expense), net
Provision for (benefit from) income taxes

Net income (loss)

12.6% 12.7% 17.4%
0.0% 0.0% 1.4%
0.0% 3.6% 0.0%
2.9% 2.5% 3.2%
0.1% 0.2)% 1.1%
0.0% 2.5% 0.0%

42.8% 48.5% 62.0%
1.9% 0.3% (17.4)%
0.3% 0.4% 1.0%
0.0% 0.2% (0.3)%
2.2% 0.5% (16.1)%
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COMPARISONS OF 2005 TO 2004
AND 2004 TO 2003

Net Revenues
The following table sets forth information pertaining to
our channel and geographic net revenue composition
expressed as a percentage of net revenues for the
periods indicated:

YEARS ENDED DECEMBER 31,

2005 2004 2003

Direct™ 90.0% 87.0% 75.0%
Distribution® 10.0% 13.0% 25.0%
Total 100.0% 100.0% 100.0%
United States 25.0% 24.0% 40.0%
Asia 54.0% 44.0% 26.0%
Europe 17.0% 28.0% 30.0%
Other 4.0% 4.0% 4.0%
Total 100.0% 100.0%  100.0%

(1) Net revenues from sales to Avnet and Acal in which rights of return and
price adjustment programs are not applicable are included in net revenues
attributable to our direct channel.

(2) Net revenues from sales to Avnet and Acal under distribution arrangements
in which rights of return and price adjustment programs are applicable
are included in net revenues attributable to our distribution channel.

Net revenues increased to $64.2 million in 2005 from
$61.3 million in 2004. The increase was primarily
attributable to a substantial increase in shipments of
our broadband and satellite antenna products, which
we obtained as part of our acquisition of ISG in
December 2004. Partially offsetting this increase was
a decline in market share at some of our large OEM cus-
tomers, as well as a reduction in average selling prices
to our wireless infrastructure OEM customers in 2005
compared to 2004 as a result of our OEMs negotiating
lower prices for 2005 and transitioning to lower priced
SiGe products from higher priced GaAs products. The
reduction in average selling prices primarily impacted
our Amplifier and Signal Source divisions.

Sales into Asia increased in absolute dollars and as a
percentage of net revenues in 2005 compared to
2004 primarily as a result of our OEMs increasingly
outsourcing their manufacturing to contract manu-
facturers, primarily in China. Also contributing to the
percentage increase in sales to Asia was an increase in

sales to Chinese OEM customers as a result of our con-
tinued focus in the Asia region and an increase in ship-
ments to Asiain CMs of our broadband and satellite
antenna products, which we obtained as part of our
acquisition of ISG in December 2004. Sales into Europe
decreased in absolute dollars and as a percentage of
net revenues in 2005 compared to 2004 as a result of
the continuedi outsourcing of our OEM customers to
their contract manufacturers.

The decrease in distribution net revenues on a percent-
age basis in 2005 compared to 2004 was primarily
attributable to our addition in 2005 of significant reve-
nues from direct sales of our broadband and satellite
radio antenna ‘products.

Net revenues increased to $61.3 million in 2004 from
$38.5 million in 2003. This increase was primarily the
result of a full year of sales of the products obtained in
the acquisition of Vari-L, which closed on May 5, 2003.
Net revenues attributable to our Signal Source and A&D
divisions, which consist primarily of products acquired
in the Vari-L a‘cquisition, totaled $32.5 million in 2004
compared to $14.8 million in 2003. The increased sig-
nal source product sales also were primary contributors
to the net revenue increases in Asia and through our
direct sales channel. Although sales to Europe decreased
as a percentage of net revenues in 2004 compared to
2003, net revenues increased in absolute dollars, largely
as a result of the increase in signal source product sales.

In addition to the increase in sales attributable to our
signal source and A&D products, sales of our Amplifier
division proddcts increased to $28.8 million in 2004
from $23.7 million in 2003. These increases in sales
were attributable to a strengthening of customers’ end
markets, increased market share and penetration of
new market segments.

The decrease in distribution net revenues in 2004 com-
pared to 2003 was primarily attributable to our increased
focus on large OEM customers, many of whom prefer
to have direct relationships with their suppliers, includ-
ing us. In addition, in 2004, we began promoting
the sales of our products to Asia through one of our
resellers instead of through our distribution partners.
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Cost of Revenues

Cost of revenues increased to $35.5 million in 2005 from
$31.4 million in 2004 primarily as a result of a higher
proportion of our net revenues being attributable to
our broadband and satellite antenna products, which
typically carry a higher cost-of-sales percentage than
our wireless infrastructure products. Partially offsetting
this increase were lower costs attributable to volume-
related factory efficiencies and the automation of certain
of our testing operations in late 2004 and the transition
to SiGe products, which in addition to having lower
average selling prices, also have lower costs. In addition,
in 2005, we sold previously written-down inventory
products of approximately $259,000 compared to
$722,000 in 2004. Operations personnel decreased to
125 at December 31, 2005 from 155 at December 31,
2004, partially driven by our manufacturing facility
automation efforts.

Cost of revenues increased to $31.4 million in 2004
from $21.3 million in 2003 primarily as a result of addi-
tional costs associated with increased sales of our signal
source and A&D products following our acquisition of
Vari-L. Cost of revenues attributable to our signal source
and A&D products totaled $18.5 million in 2004 com-
pared to $9.5 million in 2003. Cost of sales within the
Amplifier division increased primarily as a result of
power amplifier module products, which grew to $1.9
million in 2004 compared to $714,000 in 2003. In
addition, in 2004, we sold previously written-down
inventory products of approximately $722,000 com-
pared to $1.4 million in 2003.

Gross Profit and Gross Margin

Gross profit decreased to $28.7 million in 2005 from
$29.9 million in 2004. Gross margin decreased to 45%
in 2005 from 49% in 2004. The decrease in gross profit
and gross margin were primarily attributable to the mix
of products sold in 2005 compared to 2004, as described
above. The gross margin on sales of our broadband
and satellite antenna products are typically lower than
the gross margin on sales of our amplifier IC-based
products and our Signal Source and A&D division
products, and sales of our broadband and satellite
antenna products represented more than 10% of our
total net revenues in 2005 while representing only an
insignificant amount of our net revenues in 2004.

Other contributory factors to the decrease in gross
margin in 2005 compared to 2004 were lower average
selling prices, primarily on sales to our wireless infra-
structure OEM customers, which is a trend that may
continue in 2006. Additionally, in 2005, we experi-
enced lower sales of previously written-down invento-
ries compared to 2004. Sales of previously written-down
inventories resulted in less than a one percentage point
improvement in our gross margin in 2005 compared to
approximately a one percentage point improvement in
our gross margin in 2004,

Gross profit increased to $29.9 million in 2004 from
$17.2 million in 2003. The increase in gross profit was
primarily attributable to additional sales of our signal
source and A&D products following the acquisition of
Vari-L as discussed above. In addition, we incurred
relocation and related expenses in 2003 to move oper-
ations personnel and the Sunnyvale and Tempe man-
ufacturing facilities to Broomfield, Colorado, which
did not occur in 2004. Gross margin increased to
49% in 2004 from 45% in 2003. The increase in gross
margin was primarily attributable to the achievement
of operational cost synergies as a result of the consoli-
dation of our manufacturing facilities in Broomfield,
Colorado, subsequent to the Vari-L transaction, as well
as volume-related factory efficiencies and the automa-
tion of certain of our testing operations. Finally, we had
a product mix in 2004 that had higher gross margins
than in 2003. Partially offsetting the increase in gross
margin were fewer sales of previously written-down
inventories in 2004 compared to 2003. Sales of previ-
ously written-down inventories resulted in approximately
a one percentage point improvement in our gross margin
in 2004 compared to approximately a four percentage
point improvement in our gross margin in 2003.

Operating Expenses

Research and Development. Research and develop-
ment expenses increased to $10.1 million in 2005 from
$9.0 million in 2004. This increase was primarily attrib-
utable to costs of additional personnel engaged in
research and development activities subsequent to the
acquisition of ISG. A full year of such costs are included
in our 2005 results, while only a few weeks of such
costs are present in our 2004 results due to the timing
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Provision for (Benefit from) Income Taxes

We recorded a tax benefit in 2005 of $6,000. The
income tax benefit represents income taxes on the
earnings of certain foreign subsidiaries reduced by
the reversal of previously provided federal and state
minimum taxes accrued in prior periods no longer
needed. The difference between the provision for
income taxes that would be derived by applying the
statutory rate to our income before income taxes and
the provision actually recorded is due primarily to the
impact of state and foreign taxes including other miscel-
laneous non-deductible items offset by the utilization
of federal net operating losses and previously provided
income taxes no longer needed.

We recorded a $135,000 tax provision in 2004. The
income tax provision represents federal and state mini-
mum taxes and income taxes on the earnings of certain
foreign subsidiaries. The difference between the provi-
sion for income taxes that would be derived by applying
the statutory rate to our income before income taxes
and the provision actually recorded is due primarily to
the impact of state and foreign taxes including other
miscellaneous non-deductible items offset by the utili-
zation of federal net operating losses.

We recorded a $125,000 benefit from income taxes in
2003. The income tax benefit resulted from a reversal
of $139,000 of previously accrued Canadian income
taxes in the fourth quarter of fiscal 2003 in connection
with the closeout of prior year Canadian income tax
audits and the evaluation by management of future
Canadian income tax reserve requirements. The differ-
ence between the benefit from income taxes that
would be derived by applying the statutory rate to our
loss before income taxes and the benefit actually
recorded is due primarily to an increase in our valua-
tion allowance for deferred tax assets, nondeductible
amortization of stock based compensation and the net
effect of the foreign income taxes incurred in taxable
jurisdictions in which we operated offset by the rever-
sal of previously accrued Canadian income taxes.

As of December 31, 2005, we had deferred tax assets
of approximately $37.7 million. We have evaluated the
need for a valuation allowance for the deferred tax assets
in accordance with Statement of Financial Accounting

Standards No..109, “Accounting for income Taxes”. As
of December 31, 2005, we had no ability to realize our
deferred tax assets through carrybacks or available tax
planning strategies. Additionally, based on cumulative
pre-tax losses we have sustained in the three years
ended December 31, 2005 and the current economic
uncertainty in our industry that limits our ability to gen-
erate verifiable forecasts of future domestic taxable
income, a valuation allowance in an amount equal
to our net deferred tax assets was recorded as of
December 31, 2005. The valuation allowance increased
by approximately $1.1 million in 2005, decreased by
approximately $4.7 million in 2004 and increased
by $4.9 million in 2003.

Approximately $5.7 million of the valuation allowance
is attributable to acquisition-related items, if and to the
extent realized in future periods, will first reduce the
carrying value of goodwill, next reduce the carrying
value of other long-lived intangible assets of our acquired
subsidiary and lastly reduce income tax expense. The
valuation allowance also includes approximately $15.6
million of a tax benefit associated with stock option
deductions. This amount will be credited to paid-in
capital when and if the benefit is realized.

As of December 31, 2005, the Company has net oper-
ating loss carryforwards for federal income tax purposes
of approximately $69.8 million, which expire beginning
in 2019. The Company also has state net operating loss
carryforwards, of approximately $17.9 million, which
expire beginning in 2006. The Company also has fed-
eral and California research and development tax cred-
its of $1.3 million and $729,000. The federal research
credits will begin to expire in 2011 and the California
research credits have no expiration date.

Utilization of the net operating loss carryforwards and
tax credit carryforwards may be subject to a substantial
annual limitation due to the ownership change limita-
tions provided by the Internal Revenue Code of 1986,
as amended, and similar state provisions. The annual
limitation may result in the expiration of net operating
loss carryforwards and tax credit carryforwards before
utilization. As of December 31, 2005, the Company
has reviewed the impact of these rules to the utiliza-
tion of its net operating loss and tax credit carryforwards

TWENTY-SEVEN



MANAGEMENT’S DISCUSSION AND ANALYSIS (continued)

SIRENZA MICRODEVICES 2005 ANNUAL REPORT

and currently has the ability to use these carryforwards
without limitation. The Company’s ability to use these
carryforwards without limitation in the future is subject
to change based on the application of these rules in
the Internal Revenue Code.

LIQUIDITY AND CAPITAL RESOURCES

We have financed our operations primarily through the
private sale in 1999 of mandatorily redeemable con-
vertible preferred stock (which was subsequently con-
verted to common stock) and from the net proceeds
received upon completion of our initial public offering
in May 2000. As of December 31, 2005, we had cash
and cash equivalents of $11.3 million and short-term
investments of $7.0 million. As of December 31, 2005,
our working capital approximated $29.0 million. In
addition, we had $800,000 of restricted cash as of
December 31, 2005. As of December 31, 2005, we did
not have any short-term or long-term debt.

Net Cash Used in, Provided by Operating Activities
Operating activities provided cash of $7.3 million in
2005, $4.9 million in 2004 and used cash of $6.5 mil-
lion in 2003. In 2005, the primary sources of cash were
net income, as adjusted for non-cash charges for
depreciation and amortization and an increase in
accounts payable. Uses of cash in 2005 were increases
in accounts receivable and inventories and decreases
in accrued restructuring.

Our accounts receivable were $888,000 higher at the
end of 2005 compared to the end of 2004. The increase
in accounts receivable was primarily attributable to the
increase in sales in the fourth quarter of 2005 to $19.5
million from $15.1 million in the fourth quarter of 2004.

Our days sales outstanding decreased to 55 days in the
fourth quarter of 2005 from 66 days in the fourth quar-
ter of 2004. Our DSO's were positively impacted by
collecting a significant amount of the accounts receiv-
able related to the acquisition of ISG and more linear
shipments in the fourth quarter of 2005.

Inventories increased to $9.0 million at December 31,
2005 from $8.5 million at December 31, 2004. The
increase was primarily attributable to a build in inven-
tory in order to support our increased level of sales as

we exited 2005 and based upon our projected first
quarter of 2006 shipments.

Our inventory turns increased to 4.8 in the fourth quar-
ter of 2005 from 3.6 in the fourth quarter of 2004. The
increase in inventory turns was primarily attributable to
an increase in demand for our products and a reduction
in inventory acquired from ISG at the end of 2004.

Accounts payable increased to $5.0 million at Decem-
ber 31, 2005 from $3.7 million at December 31, 2004.
The increase in accounts payable in 2005 was primarily
attributable to an increase in purchasing activity related
to builds of broadband and satellite antenna products.

Accrued restructuring decreased to $53,000 at Decem-
ber 31, 2005 from $518,000 at December 31, 2004.
Accrued restructuring decreased by $516,000 due to
severance payments made to terminated employees
and lease commitment payments, adjustments made to
our restructuring liability of $38,000, which were par-
tially offset by an $89,000 increase to our restructuring
liability in the third quarter of 2005. The $53,000 of
remaining accrued restructuring is recorded on our
consolidated balance sheet in “Accrued compensation
and other expenses.”

Net cash used in investing activities totaled $327,000
in 2005 and $11.5 million in 2004, and net cash pro-
vided by investing activities totaled $481,000 in 2003.
The use of cash in investing activities in 2005 was for
purchases of capital equipment ($1.3 million), partially
offset by sales of available-for-sale securities, net. The
primary use of cash in investing activities in 2004 was
for the purchase of I1SG ($6.7 million), purchases of
capital equipment ($2.8 million) and the purchase of
available-for-sale securities, net ($2.0 million).

As a result of our acquisition of ISG at the end of 2004,
additional cash consideration of up to $7,150,000 may
become due and payable for the achievement of mar-
gin contribution objectives attributable to sales of
selected products for periods through December 31,
2007. The first installment of any such payments would
be due in 2006 if earned, and would be a maximum
amount of $1.15 million. Additional payments of up to
$3.0 million each may be paid in 2007 and 2008. As
discussed in Note 8: “Contingencies” in our Notes to
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of the acquisition. Salaries and salary related expenses
increased by approximately $846,000 in 2005 com-
pared to 2004 primarily due to the acquisition of ISG.
Other contributory factors included additional costs
associated with software maintenance, which added
costs of approximately $335,000, engineering material
purchases, which added costs of approximately
$145,000, and higher facility costs. This increase was
partially offset by lower costs associated with deprecia-
tion, which decreased costs by approximately $210,000,
as a result of certain property and equipment used in
research and development activities becoming fully
depreciated in 2005.

Research and development expenses increased to $9.0
million in 2004 from $8.6 million in 2003. This increase
was primarily attributable to a full year of costs of addi-
tional personnel and facilities relating to research and
development activities for our signal source and A&D
products, subsequent to the acquisition to Vari-L. Other
contributory factors included additional costs associated
with software maintenance and equipment calibration,
partially offset by a reduction in costs associated with
engineering material purchases. Facility and related costs
for research and development increased by approx-
imately $305,000, and salaries and salary related
expenses increased by approximately $93,000 in 2004
compared to 2003.

Research and development personnel decreased to 60
at December 31, 2005 from 65 at December 31, 2004,
however, 13 R&D employees were added in December
of 2004 as a result of the acquisition of ISG.

Sales and Marketing. Sales and marketing expenses
decreased to $7.4 million in 2005 from $7.8 million in
2004. This decrease was primarily attributable to lower
costs associated with depreciation, which decreased
by approximately $116,000, and lower facility costs,
which decreased by approximately $99,000. Other
contributory factors included lower salaries and salary
related expenses, which decreased by approximately
$71,000 in 2005 compared to 2004, reduced costs
associated with external commissions due to a lower
commission rate structure, which decreased by approxi-
mately $30,000, and lower sales and marketing material
purchases, which decreased by approximately $29,000.

Sales and marketing expenses increased to $7.8 million
in 2004 from $6.4 million in 2003. This increase was
primarily attributable to the costs of additional person-
nel, services, external commissions and facilities relating
to the expansion of our sales and marketing functions
after the acquisition of Vari-L. Other contributory factors
included additional costs associated with product
samples. Salaries and salary-related expenses increased
by approximately $724,000 and external commissions
increased by approximately $283,000 in 2004 com-
pared to 2003. Additionally, travel costs increased by
approximately $163,000 and facility and related costs
increased by approximately $146,000 in 2004 com-
pared to 2003.

Sales and marketing and applications engineering
personnel decreased to 37 at December 31, 2005 from
38 at December 31, 2004.

General and Administrative. General and administrative
expenses increased to $8.1 million in 2005 from $7.8
million in 2004. This increase was primarily attribut-
able to costs associated with abandoned merger and
acquisition and equity financing activities, which
increased by approximately $358,000, and an increase
in salaries and salary related expenses of approximately
$212,000. These increases were partially offset by
lower professional fees (i.e., legal, accounting and
Section 404 Sarbanes-Oxley Act) of $159,000 and
reduced Directors and Officers insurance premiums of
approximately. $139,000. General and administrative
personnel decreased to 30 at December 31, 2005 from
34 at December 31, 2004.

General and -administrative expenses increased to
$7.8 million in 2004 from $6.7 million in 2003. This
increase was primarily attributable to a full year of
costs of additional personnel, services and facilities fol-
lowing the acquisition of Vari-L. Salaries and salary
related expenses increased by approximately $521,000
in 2004 over 2003, including $191,000 of compensa-
tion expense related to employee equity awards. Pro-
fessional fees (i.e., legal, accounting, financial printing,
Section 404 Sarbanes-Oxley Act implementation, D&O
insurance) increased by approximately $217,000. Also,
general and administrative facility and related costs
increased by ‘approximately $162,000. In addition,
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expenses related to information-technology equipment
and the outfitting of our new offices in Broomfield,
Colorado increased by approximately $113,000 in
2004 compared to 2003.

Amortization of Deferred Stock Compensation. During
the years ended December 31, 2005, 2004 and 2003
we recorded amortization of $0, $3,000 and $631,000,
respectively, of deferred stock compensation. The
deferred stock compensation was fully amortized in
the first quarter of 2004.

In-Process Research and Development (IPR&D). In the
fourth quarter of 2004, we recorded IPR&D charges of
$2.2 million in connection with the acquisition of ISG.
Projects that qualify as IPR&D are those that have not
yet reached technological feasibility and for which no
alternative future use exists.

Amortization of Acquisition-Related intangible Assets
We recorded amortization of $1.8 million in 2005,
$1.5 million in 2004 and $1.2 million in 2003 related
to our acquired intangible assets.

See our disclosure under Note 3: “Amortizable
Acquisition-Related Intangible Assets” in our Notes
to Consolidated Financial Statements set forth below
for more information pertaining to the amortization of
acquisition-related intangible assets.

Restructuring. In 2005, the Company recorded $56,000
to restructuring, which related to exiting of one of the
Company’s facilities, partially offset by proceeds received
from subleasing a portion of one of the Company’s pre-
viously exited facilities. All of the activities related to the
Company’s prior restructurings have been completed,
with the exception of $53,000 of cash expenditures
related to a noncancelable lease commitment that is
expected to be paid over the respective lease term,
which ends in the first half of 2006. The $53,000 of
remaining accrued restructuring is recorded on our
consolidated balance sheet in “Accrued compensation
and other expenses.”

In the third quarter of 2004, we entered into a sublease
for a portion of one of our exited facilities. At that time
we expected to receive net proceeds of $98,000 from
our sublessee over the remaining term of the lease,

which expires in June 2006. Accordingly, we reduced
our accrued restructuring liability in the third quarter of
2004 by $98,000. This restructuring liability adjust-
ment was recorded through the same statement of
operations line item that was used when the liability
was initially recorded, or “Restructuring.”

In the second quarter of 2003, as a result of the acquisi-
tion of Vari-L, the resulting new focus of Sirenza and a
new management structure, we incurred a restructuring
charge of $1.0 million, primarily related to a workforce
reduction and costs of exiting excess facilities. This
restructuring plan was approved by management with
the appropriate level of authority.

As part of the same process that led to the restructur-
ing, we decided to reoccupy a facility in Sunnyvale,
California, the costs of which had been included in
our 2001 restructuring. We determined that $596,000
of our 2001 restructuring liability accrual was no longer
necessary as of June 30, 2003. We adjusted our restruc-
turing liability accordingly. The net restructuring charge
in 2003 totaled $434,000.

Impairment of investment in GCS. In the fourth quarter
of 2004 we concluded that there were indicators of an
other than temporary impairment of our investment in
GCS and wrote down the value of our investment in
GCS by $1.5 million. See our “Critical Accounting Poli-
cies and Estimates” section of this MD&A and our Notes
to Consolidated Financial Statements for more informa-
tion pertaining to our investment in GCS.

Interest and Other Income (Expense), Net

Interest and other income (expense), net, includes
income from our cash and available-for-sale securities,
interest expense from capital lease financing obliga-
tions and other miscellaneous items. We had net inter-
est and other income of $196,000 in 2005, $229,000
in 2004 and $383,000 in 2003. The decrease in interest
and other income, net in 2005 compared to 2004 is
primarily the result of the Company settling a legal
dispute, which resulted in settlement and related costs
of approximately $202,000. The decrease in net inter-
est and other income in 2004 compared to 2003 was
primarily attributable to a reduction in our cash and
available-for-sale securities.
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Consolidated Financial Statements set forth below, at
December 31, 2005 we determined it to be probable
that the full earn-out of $1.15 million related to the year
ended December 31, 2005 would be paid in 2006.
Accordingly, we accrued for the expected payment of
the earn-out on our consolidated balance sheet in
“Accrued compensation and other expenses” and cor-
respondingly increased goodwill by $1.15 million.

In 2003, we used cash of approximately $7.6 million
related to our acquisition of Vari-L.

The capital expenditures of $1.3 million in 2005
referred to above primarily related to additional auto-
mation equipment for our Broomfield, Colorado manu-
facturing facility and mask set purchases related to the
production releases of a number of new products in
2005. The capital expenditures of $2.8 million in 2004
were primarily related to capital expenditures factory
automation equipment for the plant in Broomfield. We
expect that our capital expenditures for 2006 will
increase from 2005 as we continue to invest in manu-
facturing equipment and production mask sets.

Cash provided by financing activities totaled $1.8 mil-
lion for 2005 compared to $1.6 million in 2004 and
$624,000 in 2003. The major financing inflow of cash
in all three years was related to proceeds from
employee stock plans. The major financing use of cash
in all three years was for principal payments on capital
lease obligations. As of December 31, 2005, we did
not have any capital lease obligations. We expect cash
provided by employee stock plans in 2006 to be higher

than 2005 however, this number can vary widely
depending on the price of our stock and the cash needs
of our employees.

Our acquisition of PDI closed in the second quarter
of 2006. We paid $14.0 million in cash to the PDI
shareholders at closing, and also issued them
promissory notes with an aggregate principal amount
of $6.0 million, bearing 5% simple interest per annum
paid monthly and maturing in one year. We paid these
amounts from our current cash and investments. The
PDI acquisition significantly reduced our cash and
investments in the second quarter of 2006 and will
reduce our cash and investments in the quarter in
which the notes are repaid.

Based on current macro-economic conditions and con-
ditions in the commercial communications, consumer
and A&D equipment markets, the current company
structure and the acquisition of PDI and our current
outlook for 2006, we expect that we will be able to
fund our working capital and capital expenditure needs
from the cash generated from operating and financing
activities for at least the next 12 months. Other sources
of liquidity that may be available to us are the leasing
of capital equipment, a line of credit at a commercial
bank, or the sale of our securities. The issuance of any
additional shares would result in dilution to our existing
stockholders. If we draw on the other sources of liquidity
and capital resources noted above to grow our business,
execute our operating plans, or acquire complementary
technologies or businesses, it could result in increased
expense and lower profitability.

CONTRACTUAL OBLIGATIONS

As of December 31, 2005, our contractual obligations, including payments due by period, were as follows

(in thousands):

Payments Due by Period

Less Than 1-3 3-5  More Than
Total 1 Year Years Years 5 Years
Operating lease commitments $1,969 $1,095 $874 $— $—
Additional cash consideration related to the acquisition
of ISG Broadband, Inc. $1,150 $1,150 $ — $— $—
Unconditional purchase obligations $ 617 $ 617 $ — $—
Total™ $3,736 $2,862 $874 $— $—

(1) Total does not include certain purchase obligations as discussed in the three paragraphs immediately below.
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Purchase commitments are defined as agreements to
purchase goods or services that are enforceable and
legally binding and that specify all significant terms,
including open purchase orders. We include in purchase
commitments contractual obligations we have with our
vendors who supply us with our wafer requirements
for IC-based products. Because the wafers we purchase
are unique to these suppliers and involve significant
expense, our agreements with these suppliers prohibit
cancellation subsequent to the production release of
the products in our suppliers” manufacturing facilities,
regardless of whether our end customers cancel orders
with us or our requirements are reduced. Purchase
orders or contracts for the purchase of raw materials,
other than wafer requirements for 1C-based products,
and other goods and services are not included in the
table above. We are not able to determine the aggregate
amount of such purchase orders that represent contrac-
tual obligations, as purchase orders may represent
authorizations to purchase rather than binding agree-
ments. Our purchase orders are based on our current
manufacturing needs and are generaily fulfilled by our
vendors within short time horizons. Except for wafers
for our IC-based products, we do not have significant
agreements for the purchase of raw materials or other
goods specifying minimum quantities or set prices that
exceed our expected requirements for three months.

The total indicated in the table above does not include
$14.0 million in cash and $6.0 million in promissory
notes issued to shareholders of PDI pursuant to our
acquisition of PDI in the second quarter of 2006. It also
does not include any earn-out payments related to our
2004 acquisition of 1SG that may subsequently become
payable in 2007 and 2008 if contractually earned.

We expect to fund these commitments with cash and
cash equivalents and short-term investments on hand,

cash flows from operations and cash flows from financ-
ing activities. The expected timing of payments of the
obligations discussed above is based upon current
information. Timing and actual amounts paid may be
different depending on the time of receipt of goods,
changes to agreed-upon amounts for some obligations
and the closing of the transaction with PDI.

OFF-BALANCE-SHEET ARRANGEMENTS

As of December 31, 2005, we did not have any
off-balance sheet arrangements, as defined in ltem
303(a)(4)(ii) of SEC Regulation S-K.

RECENT ACCOUNTING PRONOUNCEMENTS

In December 2004, the Financial Accounting Standards
Board (FASB) issued SFAS No. 123(R). SFAS No. 123(R)
requires employee share-based equity awards to be
accounted for under the fair value method, and elimi-
nates the ability to account for these instruments under
the intrinsic value method prescribed by APB Opinion
No. 25 and allowed under the original provisions of
SFAS No. 123. SFAS No. 123(R) requires the use of an
option pricing model for estimating fair value, which is
then amortized to expense over the service periods.
SFAS No. 123(R) allows for either modified prospective
recognition of compensation expense or modified ret-
rospective recognition. in the first quarter of 2006, the
Company began to apply the modified prospective
recognition method and implemented the provisions of
SFAS No. 123(R). The modified prospective method
requires that compensation expense be recorded for
all unvested stock options commencing January 1,
2006. We are currently evaluating the requirements of
SFAS 123(R) and expect that the adoption of SFAS
123(R) will significantly reduce our net income and
earnings per share in future periods.
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Although 75% of our sales were to non-U.S. based
customers and distributors in 2005, all sales continue
to be denominated in U.S. dollars. As a result, we have
not had any material exposure to factors such as
changes in foreign currency exchange rates. We expect
sales into foreign markets to continue at current levels
or increase in future periods, particularly in Europe and
Asia. Because Sirenza’s sales are denominated in
U.S. dollars, a strengthening of the U.S. dollar could
make its products less competitive in foreign markets.
Alternatively, if the U.S. dollar were to weaken, it
would make our products more competitive in foreign
markets, but could result in higher prices from our for-
eign vendors.

At December 31, 2005, our cash and cash equivalents
consisted primarily of bank deposits, federal agency
and related securities and money market funds issued
or managed by large financial institutions in the United
States. We did not hold any derivative financial instru-
ments. Our interest income is sensitive to changes in
the general level of interest rates. In this regard, changes
in interest rates can affect the interest earned on our
cash equivalents and available-for-sale investments.
For example, assuming that our cash and available-for-
sale investments balance at December 31, 2005 remains
unchanged, a one percent increase or decrease in inter-
est rates would increase or decrease Sirenza’s annual
interest income by approximately $182,000.
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Our management is responsible for establishing and
maintaining adequate internal control over our financial
reporting, as such term is defined in Exchange Act Rule
13a-15(f). Our internal control over financial reporting
is a process designed to provide reasonable assurance
regarding the reliability of our financial reporting and
the preparation of financial statements for external
purposes in accordance with generally accepted
accounting principles. Our internal control over finan-
cial reporting includes those policies and procedures
that (i) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the trans-
actions and dispositions of the assets of the company;
(i) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial
statements in accordance with generally accepted
accounting principles, and that receipts and expendi-
tures of the company are being made only in accord-
ance with authorizations of management and directors
of the company; and (iii) provide reasonable assurance
regarding prevention or timely detection of unauthor-
ized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial
statements.

Management recognizes that there are inherent limita-
tions in the effectiveness of any internal control over
financial reporting, including the possibility of human
error and the circumvention or overriding of internal

control. Accordingly, even effective internal control over
financial reporting can provide only reasonable assur-
ance with respect to financial statement preparation,
and may not prevent or detect all misstatements. Fur-
ther, because of changes in conditions, the effective-
ness of internal control over financial reporting may
vary over time.

Under the supervision and with the participation of
management, including our Chief Executive Officer and
Chief Financial Officer, we conducted an evaluation of
the effectiveness of our internal control over financial
reporting based on the framework in Internal Control-
Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission
(COSO). Based on this evaluation, our management
concluded that our internal control over financial
reporting was effective as of December 31, 2005.

Our management’s assessment of the effectiveness of
our internal control over financial reporting as of
December 31, 2005 has been audited by Ernst & Young
LLP, an independent registered public accounting
firm which also audited the Company’s consolidated
financial statements included in our Annual Report on
Form 10-K. Ernst & Young LLP’s attestation report on
management’s assessment of the Company’s internal
control over financial reporting is included on page 34
of this Annual Report.
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The Board of Directors and Stockholders of
Sirenza Microdevices, Inc.

We have audited the accompanying consolidated
balance sheets of Sirenza Microdevices, Inc. as of
December 31, 2005 and 2004, and the related con-
solidated statements of operations, stockholders” equity,
and cash flows for each of the three years in the period
ended December 31, 2005. These financial statements
are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with the stand-
ards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about
whether the financial statements are free of material
misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assess-
ing the accounting principles used and significant esti-
mates made by management, as well as evaluating the
overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the con-
solidated financial position of Sirenza Microdevices,
Inc. at December 31, 2005 and 2004, and the consoli-
dated results of its operations and its cash flows for
each of the three years in the period ended December
31, 2005, in conformity with U.S. generally accepted
accounting principles.

We also have audited, in accordance with the stand-
ards of the Public Company Accounting Oversight
Board (United States), the effectiveness of Sirenza
Microdevices, Inc.’s internal control over financial
reporting as of December 31, 2005, based on criteria
established in Internal Control-Integrated Framework
issued by the Committee of Sponsoring Organizations of
the Treadway Commission and our report dated March
13, 2006, expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Denver, Colorado
March 13, 2006
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The Board of Directors and Stockholders of
Sirenza Microdevices, Inc.

We have audited management’s assessment, included
in Management’s Report on Internal Control Over
Financial Reporting, that Sirenza Microdevices, Inc.
maintained effective internal control over financial
reporting as of December 31, 2005, based on criteria
established in Internal Control-Integrated Framework
issued by the Committee of Sponsoring Organizations
of the Treadway Commission (the COSO criteria).
Sirenza Microdevices, Inc.s management is responsible
for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of
internal control over financial reporting. Our responsi-
bility is to express an opinion on management’s assess-
ment and an opinion on the effectiveness of the
company’s internal control over financial reporting
based on our audit. '

We conducted our audit in accordance with the stand-
ards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance
about whether effective internal control over financial
reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal
control over financial reporting, evaluating manage-
ment’s assessment, testing and evaluating the design
and operating effectiveness of internal control, and
performing such other procedures as we considered
necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting
is a process designed to provide reasonable assur-
ance regarding the reliability of financial reporting and
the preparation of financial statements for external
purposes in accordance with generally accepted account-
ing principles. A company’s internal control over finan-
cial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the trans-
actions and dispositions of the assets of the company;
(2) provide reasonable assurance that transactions are

recorded as necessary to permit preparation of finan-
cial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures
of the company are being made only in accordance
with authorizations of management and directors of
the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthor-
ized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial
statements.

Because of its inherent limitations, internal control over
financial reporting may not prevent or detect mis-
statements. Also, projections of any evaluation of effec-
tiveness to future periods are subject to the risk that
controls may become inadequate because of changes
in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

In our opinion, management’s assessment that Sirenza
Microdevices, Inc. maintained effective internal control
over financial reporting as of December 31, 2005, is
fairly stated, in all material respects, based on the COSO
criteria. Also, in our opinion, Sirenza Microdevices, Inc.

" maintained, in all material respects, effective internal

control over financial reporting as of December 31,
2005, based on the COSO criteria.

We also have audited, in accordance with the stand-
ards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets
of Sirenza Microdevices, Inc. as of December 31, 2005,
and 2004, and the related consolidated statements of
operations, stockholders’ equity, and cash flows for each
of the three years in the period ended December 31,
2005, and our report dated March 13, 2006, expressed
an unqualified opinion thereon.

/s/ Ernst & Young LLP

Denver, CO
March 13, 2006
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DECEMBER 31,

(in thousands, except share and per share data) 2005 2004
ASSETS
Current assets:
Cash and cash equivalents $ 11,266 $ 2,440
Short-term investments 6,979 8,000
Accounts receivable, net 11,856 10,968
Inventories 8,961 8,496
Other current assets 1,338 674
Total current assets 40,400 30,578
Property and equipment, net / 6,013 8,273
Investment in GCS 3,065 3,065
Other non-current assets ’ 1,515 1,426
Acquisition-related intangibles, net 5,083 6,921
Goodwill 6,413 5,631
Total assets $ 62,489 $ 55,894

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:

Accounts payable $ 4,999 $ 3,136
Accrued compensation and other expenses 4,822 3,558
Accrued acquisition costs 586 779
Deferred margin on distributor inventory 950 1,069
Capital lease obligations, current portion — 56
Total current liabilities 11,357 8,598
Other long-term liabilities 391 18

Commitments and contingencies
Stockholders” equity:
Preferred stock, $0.001 par value:
Authorized shares—5,000,000 at December 31, 2005 and 2004
fssued and outstanding shares—none at December 31, 2005 and 2004 — —
Common stock, $0.001 par value:
Authorized shares—200,000,000 at December 31, 2005 and 2004
Issued and outstanding shares—36,551,690 and 35,400,456 at

December 31, 2005 and 2004 37 35
Additional paid-in capital 138,660 136,579
Treasury stock, at cost (165) (165)
Accumulated other comprehensive loss: (65) (53)
Accumulated deficit (87,726) (89,118)

Total stockholders’ equity 50,741 47,278
Total liabilities and stockholders’ equity $ 62,489 $ 55,894

See accompanying notes.
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YEARS ENDED DECEMBER 31,

(in thousands, except per share data) 2005 2004 2003
Net revenues $64,178 $61,256 $38,510
Cost of revenues:

Cost of product revenues 35,522 31,375 21,246

Amortization of deferred stock compensation — — 90
Total cost of revenues 35,522 31,375 21,336
Gross profit 28,656 29,881 17,174
Operating expenses:

Research and development (exclusive of amortization of deferred stock

compensation of $0, $2 and $64 for the years ended December 31, 2005,

2004 and 2003, respectively). 10,104 8,963 8,611
Sales and marketing (exclusive of amortization of deferred stock compensation

of $0, $1 and $173 for the years ended December 31, 2005, 2004 and 2003,

respectively) 7,372 7,779 6,365
General and administrative (exclusive of amortization of deferred stock

compensation of $0, $0 and $304 for the years ended December 31, 2005,

2004 and 2003, respectively) 8,096 7,795 6,696
Amortization of deferred stock compensation — 3 541
Acquired in-process research and development — 2,180 —
Amortization of acquisition-related intangible assets 1,838 1,538 1,213
Restructuring 56 (98) 434
Impairment of investment in GCS — 1,535 —

Total operating expenses 27,466 29,695 23,860
Income (loss) from operations 1,190 186 (6,686)
Interest expense 4 14 39
Interest and other income (expense), net 200 243 422
Income (loss) before income taxes 1,386 415 (6,303)
Provision for (benefit from) income taxes (6) 135 (125)
Net income (loss) $ 1,392 $ 280 $ (6,178)
Basic net income (loss) per share $ 0.04 $ 0.01 $ (0.19)
Diluted net income (loss) per share $ 0.04 $ 0.01 $ 019
Shares used to compute basic net income (loss) per share 35,828 34,593 32,383
Shares used to compute diluted net income (loss) per share 37,803 37,448 32,383

See accompanying notes.
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Accumu-
. lated Retained
Deferred Other Earnings Total
Common Stock Additional Stock Compre-  (Accumu- Stock-
Paid-In Compen-  hensive lated holders’
(in thousands, except share data) Shares Amount Capital sation Loss Deficit) Equity
Balance at December 31, 2002 30,006,632 $30 $128,939 $(772) $ — $(83,220) $44,977
Forfeiture of deferred stock compensation — — (138) 138 — — —
Amortization of deferred stock
compensation — — — 631 — — 631
Common stock issued under employee
stock plans 848,937 1 1,110 — — — 1,111
Shares issued in connection with
acquisition 3,254,657 3 4,629 — — — 4,632
Net foss and comprehensive net loss — — — — — (6,178) (6,178)
Balance at December 31, 2003 34,110,226 34 134,540 3) — (89,398) 45,173
Components of comprehensive income:
Net income — — — — — 280 280
Change in unrealized loss on available-
for-sale investments, net of tax — — — — (53) — (53)
Total comprehensive income 227
Amortization of deferred stock
compensation — _ — 3 — — 3
Common stock issued dnder employee
stock plans 1,290,230 1 1,683 — — — 1,684
Compensation expense related to
employee equity awards — — 191 — —_— — 191
Balance at December 31, 2004 35,400,456 35 136,414 — {(53) (89,118) 47,278
Components of comprehensive income:
Net income — — — — — 1,392 1,392
Change in unrealized loss on available-
for-sale investments, net of tax — — — — (12) — (12)
Total comprehensive income 1,380
Common stock issued under employee
stock plans, net of tax benefit of $22 1,151,234 2 1,895 — — — 1,897
Compensation expense related to
employee equity awards — — 186 — — — 186
Balance at December 31, 2005 36,551,690  $37 $138,495 $ — $(65) $(87,726) $50,741

See accompanying notes.
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YEARS ENDED DECEMBER 31,

(in thousands) 2005 2004 2003
Operating Activities
Net income (loss) $ 1,392 $ 280 $ 6,178)
Adjustments to reconcile net income (loss) to net cash provided by (used in)
operating activities:
Depreciation and amortization 5,870 5,833 4,916
Amortization of deferred stock compensation — 3 631
Acquired in-process research and development — 2,180 —
Impairment of investment in GCS — 1,535 —
Compensation expense related to employee equity awards 186 191 —
Other 38 32 (112)
Changes in operating assets and liabilities:
Accounts receivable (888) (1,592) (4,059)
Inventories 274) (1,420) (1,760)
Other assets (198) 414 256
Accounts payable 1,860 (1,669) 1,957
Accrued expenses (72) (273) (210
Accrued restructuring 461) (679) {966)
Deferred margin on distributor inventory (119) 27 (986)
Net cash provided by {(used in) operating activities 7,334 4,862 {6,511)
Investing Activities
Purchases of available-for-sale securities (15,091) (32,500) (21,500)
Proceeds from sales/maturities of available-for-sale securities 16,100 30,461 33,507
Purchases of property and equipment (1,336) {2,755) (3,042)
Proceeds from the sale of property and equipment — — 112
Purchase of Xemod, net of cash received — — 28
Vari-L loans and acquisition costs, net of amounts accrued — — —
Purchase of Vari-L, net of amounts accrued — —_ (7,624)
Purchase of iSG, net of cash received and acquisition costs accrued — (6,715) —
Increase in restricted cash — — (1,000)
Net cash provided by (used in) investing activities (327) (11,509) 481
Financing Activities
Principal payments on capital lease obligations (56) (65) (487)
Proceeds from employee stock plans 1,875 1,684 1,11
Net cash provided by financing activities 1,819 1,619 624
Increase/(decrease) in cash and cash equivalents 8,826 (5,028) (5,406)
Cash and cash equivalents at beginning of period 2,440 7,468 12,874
Cash and cash equivalents at end of period $ 11,266 $ 2,440 § 7468
Supplemental disclosures of cash flow information
Cash paid for interest $ 4 $ 14 $ 39
Cash recovered {paid) for income taxes $ 45 $ — $ —
Supplemental disclosures of non-cash investing and financing activities
Non-cash adjustments to goodwill, including ISG earn-out accrual $ 782 $ — $ —
Capitalized and accrued PDI acquisition costs $ 589 $ — $ —
Reclassification of property and equipment and other $ 455 $ — $ —
Net book value of property and equipment disposed of $ — $ 90 $ —
Common stock issued in connection with Vari-L acquisition $ —_ $ — $ 4,632
Assumption of Vari-L loan receivable $ — $ — $ 3417
Forfeiture of deferred stock compensation $ — $ — $ 138

See accompanying notes.
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1. ORGANIZATION AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES

Description of Business

The Company, which is incorporated in Delaware, is a
leading designer and supplier of high performance
radio frequency (RF) components for the commercial
communications, consumer and aerospace and defense
(A&D) equipment markets. The Company’s products are
designed to optimize the reception and transmission of
voice and data signals in mobile wireless communica-
tions networks and in other wireless and wireline appli-
cations. We sell our products worldwide through a
direct sales channel and a distribution sales channel. A
substantial portion of our direct sales and sales through
our distributors are to international customers. For our
IC products, we outsource our wafer manufacturing and
packaging and then perform final testing and tape and
reel assembly at our Colorado manufacturing facility.
We manufacture, assemble and test most of our MCMs
at our manufacturing facility in Colorado. We currently
outsource a portion of our manufacturing and testing
function to foreign subcontractors, and may increas-
ingly do so where economically attractive.

Principles of Consolidation and Basis of Presentation
The consolidated financial statements include the
accounts of the Company and its wholly owned subsid-
iaries. Intercompany balances and transactions have
been eliminated. The accompanying financial statements
have been prepared in accordance with accounting
principles generally accepted in the United States.

Foreign Currency Translatien

The Company uses the U.S. dollar as its functional cur-
rency for its foreign wholly owned subsidiaries in
Canada and the United Kingdom and its representative
offices in China and India. All monetary assets and
liabilities are remeasured at the current exchange rate
at the end of the period, nonmonetary assets and liabil-
ities are remeasured at historical exchange rates and rev-
enues and expenses are remeasured at average exchange
rates in effect during the period. Transaction gains and
losses resulting from the process of remeasurement
were not material in any period presented.

Reclassifications

Certain reclassifications have been made to prior year
balances in order to conform to the current year
presentation.

Use of Estimates

The preparation of financial statements in conformity
with accounting principles generally accepted in the
United States requires management to make estimates
and judgments that affect the reported amounts of assets,
liabilities, revenue, expenses and related disclosure of
contingent assets and liabilities. Actual results may
differ from these estimates under different assumptions
or conditions and such differences could be material.

Revenue Recognition

Revenue from product sales to customers, other than
distributors, is generally recognized at the time the
product is shipped, title has transferred and no obliga-
tions remain. In circumstances where a customer delays
acceptance of our product, the Company defers recog-
nition of the revenue until acceptance. To date, the
Company has not had customers delay acceptance of
its products. A provision is made for estimated product
returns as shipments are made.

The Company grants its distributors limited rights of
return and certain price adjustments on unsold inven-
tory held by the distributors. Under the Company’s
rights of return policy, its distributors may exchange
product currently in their inventory for other Company
products. In practice, the Company will exchange
a reasonable amount of inventory if requested by its
distributors.

Under the Company’s price adjustment policy, the Com-
pany will accept credits from its distributors on previ-
ous sales to them. These credits are designed to allow
the distributors to pass back to the Company discounts
they granted to their end customers due to competitive
pricing situations. In practice, the Company will accept
reasonable credit requests from its distributors.

The Company recognizes revenues on sales to distribu-
tors under agreements providing for rights of return
and price protection, at the time its products are sold
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by the distributors to third-party customers. The Com-
pany defers both the sale and related cost of sale on
any product that has not been sold to an end customer.
The Company records the deferral of the sale on any
unsold inventory products at its distributors as a liabil-
ity and records the deferral of the related cost of sale
as a contra liability, the net of which is presented on the
Company’s balance sheet as “Deferred margin on dis-
tributor inventory.”

Advertising Expenses

The Company expenses its advertising costs in the
period in which they are incurred. Advertising expense
was $207,000 in 2005, $222,000 in 2004 and $247,000
in 2003.

Shipping and Handling

Costs related to the shipping and handling of the
Company’s products are included in cost of sales for
all periods presented.

Research and Development Costs
Research and development costs are charged to expense
as incurred.

Cash, Cash Equivalents and Short-term Investments
The Company classifies investments as cash equivalents
if they are readily convertible to cash and have original
maturities of three months or less at the time of acqui-
sition. The Company’s cash and cash equivalents con-
sist primarily of bank deposits, federal agency related
securities and money market funds issued or managed
by large financial institutions in the United States. Fair
values of cash equivalents approximate cost due to the
short period of time to maturity.

Investments are designated as available-for-sale and
are reported at fair value, with unrealized gains and
losses, net of tax, recorded in accumulated other com-
prehensive loss. All of the Company’s available-for-sale
investments are classified as short-term investments
regardless of maturity dates based on management’s
intent with regard to those securities being available for
current operations. The Company’s available-for-sale
investments consist primarily of federal agency related
securities with a rating of AAA, as rated by Moody’s,
Standard & Poor’s and other such agencies. The
estimated fair market values of available-for-sale
investments are based on quoted market prices. The
cost of available-for-sale investments sold is based on
the specific identification method. Realized gains and
losses on the sale of available-for-sale investments are
recorded in interest and other income, net and were
not significant for any period presented.

The Company monitors its available-for-sale investments
for impairment on a periodic basis. In the event that
the carrying value of an available-for-sale investment
exceeds its fair value and the decline in value is deter-
mined to be other-than-temporary, an impairment
charge is recorded and a new cost basis is established.
In order to determine whether a decline in value is
other-than-temporary, the Company evaluates, among
other factors: the duration and extent to which the fair
value has been less than the carrying value; the Com-
pany’s intent and ability to retain the investment for a
period of time sufficient to allow for any anticipated
recovery in fair value; and investment ratings as deter-
mined primarily by Moody’s and Standard & Poor’s.

Available-for-sale investments at December 31, 2005 and 2004 were as follows (in thousands):

DECEMBER 31, 2005

DECEMBER 31, 2004

Gross Gross

Amortized Unrealized Estimated Amortized Unrealized Estimated

Cost Gains (Losses)  Fair Value Cost Losses Fair Value

Money market funds $ 7,251 $ — $ 7,251 $ 2,166 $ — $ 2,166
Federal agency and related securities 11,641 (65) 11,576 9,053 (53) 9,000
$18,892 $(65) » $18,827 $11,219 $(53) $11,166

Amount included in cash equivalents $11,047 $ 1 $11,048 $ 2,166 $ — $ 2,166
Amount included in short-term investments 7,045 (66) 6,979 8,053 (53) 8,000
Amount included in restricted cash 800 — 800 1,000 —_ 1,000
$18,892 $(65) $18,827 $11,219 $(53) $11,166
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The amortized cost and estimated fair value of investments in available-for-sale debt securities as of December 31,
2005 and 2004, by contractual maturity, were as follows (in thousands):

DECEMBER 31, 2005 DECEMBER 31, 2004

Estimated Estimated
Cost Fair Value Cost Fair Value

Due in 1 year or less $1 8‘,892 $18,827 $ 5,182 $ 5,164
Due in 1-2 years — —_ 6,037 6,002
Total investments in available-for-sale debt securities $18,892  $18,827 $11,219 $11,166

Concentrations of Credit Risk,

Customers and Suppliers

Financial instruments that potentially subject the
Company to concentrations of credit risk consist prin-
cipally of cash equivalents, short-term investments,
accounts receivable and restricted cash. The Company
places its cash equivalents, short-term investments and
restricted cash with high-credit-quality financial insti-
tutions, investing primarily in money market accounts
and federal agency related securities. The Company
has established guidelines relative to credit ratings,
diversification and maturities that seek to maintain
safety and liquidity. The Company has not experienced
any material losses on its cash equivalents, short-term
investments or restricted cash.

Accounts receivable are primarily derived from revenue
earned from customers located in the United States,
Europe and Asia. Sales to foreign customers are denom-
inated in U.S. dollars, minimizing currency risk to the
Company. The Company performs ongoing credit
evaluations of its customers’ financial condition and
generally requires no collateral from its customers. The
Company maintains an allowance for doubtful accounts
based upon the expected collectibility of accounts
receivable. Due to the Company’s credit evaluation
and collection process, bad debt expenses have not
been significant however, the Company is not able to
predict changes in the financial stability of its custom-
ers. Any material change in the financial status of any
one or a particular group of customers could have a
material adverse effect on the Company’s results of
operations. At December 31, 2005, two customers with
worldwide operations accounted for 14% and 13% of
gross accounts receivable, respectively. Fair values of
accounts receivable approximate cost due to the short
period of time to collection.

A relatively small number of customers account for a
significant percentage of the Company’s net revenues.
For the year ended December 31, 2005, two customers
accounted for approximately 13% and 11% of net
revenues, respectively. Additionally, for the year ended
December 31, 2005, the Company’s top ten customers
accounted for approximately 70% of net revenues. For
the vear ended December 31, 2004, four customers
accounted for approximately 17%, 14%, 13% and 11%
of net revenues, respectively. Additionally, for the year
ended December 31, 2004, the Company’s top ten
customers accounted for approximately 79% of net
revenues. For the year ended December 31, 2003, two
customers accounted for approximately 16% and 12%
of net revenues, respectively. Additionally, for the year
ended December 31, 2003, the Company’s top ten
customers accounted for approximately 80% of net
revenues. The Company expects that the sale of its
products to a limited number of customers will con-
tinue to account for a high percentage of net revenues
for the foreseeable future.

Currently, the‘Company relies on a limited number of
suppliers of materials and labor for the significant
majority of its Amplifier division product inventory but
is pursuing alternative suppliers. In addition, the
Company relies on one manufacturing partner to pro-
duce all of its satellite radio antennae and a significant
majority of its broadband products. As a result, should .
the Company’s current suppliers or manufacturing
partner not produce and deliver inventory for the
Company to sell on a timely basis, operating results
may be adversely impacted.

Concentrations of Other Risks
The Company’s results of operations are affected by a
wide variety of factors, including general economic
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conditions, both domestic and international; economic
conditions specific to the communications and A&D
industries, in particular the communications infrastruc-
ture markets; demand for the Company’s products; the
ability of the Company to mitigate downward pricing
pressure related to the products it sells; the timely intro-
duction of new products; the ability to manufacture
reliable, high-quality products efficiently; manufac-
turing capacity; the ability to safeguard intellectual
property and secure patents in a rapidly evolving mar-
ket; and reliance on wafer fabrication and assembly
subcontractors, distributors and sales representatives.
As a result, the Company experiences substantial
period-to-period fluctuations.

Accounts Receivable
The Company’s allowance for doubtful accounts was
$102,000 at December 31, 2005 and $106,000 at
December 31, 2004.

Inventories

Inventories are stated at the lower of standard cost,
which approximates actual (first-in, first-out method)
or market (estimated net realizable value).

The Company plans production based on orders
received and forecasted demand and must order wafers
and raw material components and build inventories
well in advance of product shipments. The valuation of
inventories at the lower of cost or market requires the
use of estimates regarding the amounts of current inven-
tories that will be sold. These estimates are dependent
on the Company’s assessment of current and expected
orders from its customers, including consideration that
orders are subject to cancellation with limited advance
notice prior to shipment. Because the Company’s mar-
kets are volatile, and are subject to technological risks
and price changes as well as inventory reduction pro-
grams by the Company’s customers and distributors,
there is a risk that the Company will forecast incorrectly
and produce excess inventories of particular products.
This inventory risk is compounded because many of the
Company’s customers place orders with short lead
times. As a result, actual demand will differ from fore-
casts, and such a difference has in the past and may in
the future have a material adverse effect on actual
resuits of operations.

The Company sold previously written-down inventory
products with an original cost basis of approximately
$259,000, $722,000 and $1.4 million in 2005, 2004
and 2003, respectively. As the cost basis for written-
down inventories is less than the original cost basis
when such products are sold, cost of revenues associ-
ated with the sale will be lower, which results in a
higher gross margin on that sale. Sales of previously
written-down inventories increased the Company’s
gross margin for the year ended December 31, 2005
by less than one percentage point. The Company may
sell previously written-down inventory products in
future periods, which would have a similarly positive
impact on the Company’s results of operations. As of
December 31, 2005, the balance of written-down
inventory products for our historical Amplifier division
products was approximately $2.7 million.

The components of inventories, net of written-down
inventories and reserves, are as follows {in thousands):

DECEMBER 31,

2005 2004
Raw materials $3,740 $4,756
Work-in-process 1,422 1,474
Finished goods 3,799 2,266

$8,961 $8,496

Property and Equipment

Property and equipment are carried at cost less
accumulated depreciation and amortization. Property
and equipment are depreciated for financial reporting
purposes using the straight-line method over the
following estimated useful lives: machinery and equip-
ment, 2-5 years; computer equipment and software,
2-5 years; furniture and fixtures, 3-7 years; vehicles,
3 years. Leasehold improvements are amortized using
the straight-line method over the shorter of the useful
lives of the assets or the terms of the leases. Our most
significant facility lease in Broomfield, Colorado expires
in 2008 and provides the Company with an option to
extend the lease for an additional five years through
2013. We are amortizing our Broomfield, Colorado
leasehold improvements over the initial term of the
lease, which is scheduled to conclude in 2008.
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Property and equipment are as follows (in thousands):
DECEMBER 31,

2005 2004
Machinery and equipment $19,058 $17,952
Computer equipment and software 2,701 2,588
Furniture and fixtures 1,111 1,107
Vehicles 47
Leasehold improvements 3,651 2,635
Total 26,568 24,282
Less accumulated depreciation
and amortization 20,555 16,009
$ 6,013 §$ 8,273

Business Combinations

All of the Company’s business combinations have been
accounted for using the purchase method of account-
ing. The Company allocates the purchase price of its
business combinations to the tangible assets, liabilities
and intangible assets acquired, including in-process
research and development (“IPR&D"), based on their
estimated fair values. The excess purchase price over
those fair values is recorded as goodwill. The fair value
assigned to intangible assets acquired is based on
established valuation techniques using estimates and
assumptions made by management.

Goodwill

The Company reviews goodwill for impairment annually
in the third quarter and whenever events or changes in
circumstances indicate the carrying value of goodwill
may not be recoverable. The Company utilizes a two-
step impairment test to perform its impairment analysis.
In the first step, the fair value of each reporting unit is
compared to its carrying value. The Company estimates
the fair value of each of its reporting units based on an
approach that takes into account forecasted discounted
cash flows, market capitalization and market multiples
of revenue for comparable companies in our industry.
The Company’s fair value approach involves a signifi-
cant amount of judgment, particularly with respect to
the assumptions used in our discounted cash flows,
and to a lesser extent, the selection of comparable
publicly traded companies used in our market multiple
of revenue analysis. If the fair value of the reporting
unit exceeds the carrying value of the assets assigned
to that unit, goodwill is not impaired and no further

testing is perférmed. If the carrying value of the assets
assigned to the reporting unit exceeds the fair value of
the reporting unit, then the second step is performed,
and the implied fair value of the reporting unit’s good-
will is determined and compared to the carrying value
of the reporting unit’s goodwill. If the carrying value of
a reporting unit’s goodwill exceeds its implied fair
value, then an impairment loss equal to the difference
is recorded.

The Company conducted its annual goodwill impair-
ment analysis.in the third quarters of 2005, 2004 and
2003 and concluded its goodwill was not impaired in
any of those periods.

Long-Lived Assets Including Finite-Lived

Purchased Intangible Assets

Purchased intangible assets with finite lives are
amortized over their estimated economic lives.

Long-lived assets, such as property, plant and equip-
ment and purchased intangible assets with finite lives,
are evaluated for impairment whenever events or
changes in circumstances indicate the carrying value of
an asset may not be recoverable. The Company assesses
the fair value of the assets based on the future cash
flows the asséts are expected to generate and recog-
nizes an impairment loss when estimated undiscounted
future cash flows expected to result from the use of the
asset plus net proceeds expected from disposition of
the asset (if any) are less than the carrying value of
the asset. If it is determined that long-lived assets are
impaired, the Company reduces the carrying amount
of the asset to its estimated fair value.

income Taxes

The Company accounts for income taxes using the lia-
bility method of accounting for income taxes. Under
the liability method, deferred income tax assets and
liabilities are determined based on differences between
financial reporting and tax bases of assets and liabili-
ties and are measured using enacted tax rates and laws
that will be in‘effect when the differences are expected
to reverse. The Company records a valuation allowance
against deferred tax assets when it is more likely than
not that such assets will not be realized. Due to the
Company’s inability to forecast sufficient future taxable
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income, the Company recorded a valuation allowance
to reduce the carrying value of its net deferred tax
assets to zero.

Stock-Based Compensation

The Company has elected to account for its employee
stock plans in accordance with Accounting Principles
Board Opinion No. 25, “Accounting for Stock Issued to
Employees” (APB Opinion No. 25), as amended by
Financial Accounting Standards Board (FASB) Interpre-
tation No. 44 (FIN 44), “Accounting for Certain Trans-
actions Involving Stock Compensation an Interpretation
of APB Opinion No. 25,” and to adopt the disclosure-
only provisions as required under Statement of Financial
Accounting Standards No, 123, “Accounting for Stock-
Based Compensation” (SFAS 123). Under APB Opinion
No. 25, as amended by FIN 44, when the exercise price
of the Company’s employee stock options equals the
market price of the underlying stock on the date of
grant, no compensation expense is recognized.

Pro forma information regarding net income (loss) and
net income (loss) per share is required under SFAS 123
and is calculated as if the Company had accounted for
its employee and director stock options (including
shares issued under the Employee Stock Purchase Plan)
granted subsequent to December 31, 1994, under
the fair value method of SFAS 123. The fair value of
options granted in 2005, 2004 and 2003 has been
estimated at the date of grant using a Black-Scholes
option pricing model with the following weighted aver-
age assumptions:

Employee Stock Options 2005 2004 2003
Expected life (in years) 5.09 4.97 4.78
Risk-free interest rate 3.9% 3.4% 3.0%
Volatility 1.10 1.21 1.32
Dividend yleld 0% 0% 0%

(in thousands, except per share data)

Employee Stock Purchase

Plan Shares 2005 2004 2003
Expected life (in years) 0.5 0.5 0.5
Risk-free interest rate 3.3% 1.5% 1.1%
Volatility 0.62 0.71 1.07
Dividend yield 0% 0% 0%

As discussed above, the valuation models used under
SFAS 123 were developed for use in estimating the fair
value of traded options that have no vesting restrictions
and are fully transferable. In addition, valuation models
require the input of highly subjective assumptions,
including the expected life of the option and stock
price volatility. Because the Company’s options have
characteristics significantly different from those of
traded options and because changes in the subjective
input assumptions can materially affect the fair value
estimate, in management’s opinion, the existing models
do not provide a reliable single measure of the fair value
of its options. The weighted average estimated fair value
of employee and director options granted during 2005,
2004 and 2003 was $3.32, $4.05 and $1.87 per share,
respectively. The weighted average estimated fair value
of shares granted under the Employee Stock Purchase
Plan during 2005, 2004 and 2003 was $0.99, $0.93
and $0.98, respectively.

The following table illustrates the effect on net income
(loss) and earnings (loss) per share if the Company
had applied the fair value recognition provisions of
SFAS 123 to stock-based employee compensation, as
amended by Statement of Financial Accounting Stand-
ards No. 148, “Accounting for Stock-Based Com-
pensation, Transition and Disclosures” (SFAS 148).
For purposes of this pro forma disclosure, the value of
the options is amortized ratably to expense over the
options’ vesting periods and the tax effect of stock-
based employee compensation expense is zero.
YEAR ENDED DECEMBER 31,

2005 2004 2003

Net income (loss)—as reported

Add: Stock-based employee compensation expense, included in the determination

of net income (loss) as reported, net of related tax effects

Deduct: Stock-based employee compensation expense determined under the fair

value method for all awards, net of related tax effects
Pro forma net loss

Net income (loss) per share:
Basic and diluted—as reported

Basic and diluted—pro forma

$1,392 $ 280 % (6,178)
186 194 631
(8,283) (6,058) (5,642)

$(6,705) $(5,584) $(11,189)

$ 004 $ 001 $ (019
$ (0.19) $ (0.16) $ (0.35)
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Effective August 12, 2005, the Compensation Com-
mittee of the Board of Directors of the Company
approved accelerated vesting of certain unvested and
“out-of-the-money” stock options issued on October
22, 2004 to current employees and executive officers
of the company. The members of the Company’s Board
of Directors, including the Company’s Chief Executive
Officer, did not receive any acceleration of vesting as
part of this action. As a result of the vesting accelera-
tion, options to purchase approximately 588,000 shares
of the Company’s common stock at an exercise price
of $4.58 per share have become immediately exercis-
able. These options would otherwise have vested in
annual and monthly increments through 2008. The
decision to accelerate unvested options was made pri-
marily to reduce compensation expense that might be
recorded in future periods under SFAS No. 123(R). The
impact of the acceleration is included in the determi-
nation of pro forma net loss for the year ended
December 31, 2005 in the table above.

impact of Recently Issued Accounting Standards

In December 2004, the Financial Accounting Standards
Board (FASB) issued SFAS No. 123(R). SFAS No. 123(R)
requires employee share-based equity awards to be
accounted for under the fair value method, and elimi-
nates the ability to account for these instruments under
the intrinsic value method prescribed by APB Opinion
No. 25 and allowed under the original provisions of
SFAS No. 123. SFAS No. 123(R) requires the use of an
option pricing model for estimating fair value, which is
then amortized to expense over the service periods.
SFAS No. 123(R) allows for either modified prospective
recognition of compensation expense or modified ret-
rospective recognition. In the first quarter of 2006, the
Company began to apply the modified prospective
recognition method and implemented the provisions of
SFAS No. 123(R). The modified prospective method
requires that compensation expense be recorded for all
unvested stock options commencing January 1, 2006.
We are currently evaluating the requirements of SFAS
123(R) and expect that the adoption of SFAS 123(R)
will significantly reduce our net income and earnings
per share in future periods.

2. NET INCOME (LOSS) PER SHARE

The Company computes basic net income (loss) per
share by dividing the net income (loss) for the period
by the weighted average number of shares of common
stock outstanding during the period. Diluted net income
(loss) per share is computed by dividing the net income
(loss) for the period by the weighted average number
of shares of common stock and potential common stock
equivalents outstanding during the period, if dilutive.
Potential common stock equivalents include incremen-
tal shares of common stock issuable upon the exercise
of stock options and employee stock awards.

The shares used in the computation of the Company’s
basic and diluted net income (loss) per common share
were as follows (in thousands):

2005 2004 2003

Weighted average common

shares outstanding 35,828 34,593 32,383
Dilutive effect of employee

stock options and awards 1,975 2,855 —
Weighted averdge common

shares outstanding,

assuming dilution 37,803 37,448 32,383

Weighted average common shares outstanding, assum-
ing dilution, includes the incremental shares that would
be issued upon the assumed exercise of stock options.
For 2005, approximately 1.5 million of the Company’s
stock options were excluded from the calculation of
diluted net income per share because the exercise
prices of the stock options were greater than or equal to
the average price of the common shares, and therefore
their inclusion would have been antidilutive (455,000
in 2004). These options could be dilutive in the future
if the average share price increases and is equal to or
greater than the exercise price of these options.

The effects of options to purchase 4,965,171 shares of
common stock at average exercise prices of $1.91 for the
year ended December 31, 2003 have not been included
in the computation of diluted net income (loss) per
share as the effect would have been antidilutive.
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3. AMORTIZABLE ACQUISITION-RELATED
INTANGIBLE ASSETS

Amortization of acquisition-related intangible assets
aggregated $1.8 million, $1.5 million and $1.2 million
for the years ended December 31, 2005, 2004 and 2003,
respectively. The amortization of acquisition-related
intangible assets in the years ended December 31, 2005
and 2004 included amortization associated with the
Company’s acquisitions of Vari-L, Xemod and ISG. The
amortization of acquisition-related intangible assets in

the year ended December 31, 2003 included amortiza-
tion associated with the Company’s acquisitions of Vari-L
and Xemod. Acquisition-related intangible assets related
to the ISG acquisition are being amortized over the
periods in which the economic benefits of such assets
are expected to be used. Acquisition-related intangible
assets related to the Vari-L and Xemod acquisitions are
being amortized on a straight-line basis, which man-
agement believes to reasonably reflect the pattern over
which the economic benefits are being derived.

The Company’s acquisition-related intangible assets were as follows (in thousands, except weighted average

amortization period data):

DECEMBER 31, 2005

DECEMBER 31, 2004

Weighted Weighted
Average Average
Amorti- Amorti-
Gross zation Gross zation
Carrying  Accumulated Period (in  Carrying Accumulated Period (in
Amount  Amortization = Net months) Amount  Amortization Net months)
Amortizable acquisition-related
intangible assets:
Developed Product Technology ~ $6,810 $2,793 $4,017 66 $6,810 $1,515 $5,295 66
Customer Relationships 970 921 49 34 970 546 424 34
Core Technology Leveraged 860 18 842 60 860 — 860 60
Patented Core Technology 700 525 175 53 700 375 325 53
Committed Customer Backlog 310 310 — 12 310 310 — 12
Internal Use Software 70 70 — 36 70 53 17 36
Total $9,720 $4,637 $5,083 60 $9,720 $2,799 $6,921 60
As of December 31, 2005, the Company’s estimated 4, GOODWILL

amortization expense of acquisition-related intangi-
ble assets over the next five years is as follows (in
thousands):

2006 $1,797
2007 1,609
2008 1,227
2009 318
2010 132

$5,083

The changes in the carrying amount of goodwill
during the year ended December 31, 2005 are as
follows (in thousands):

Signal  Aerospace
Amplifier  Source & Defense
Division  Division  Division Total
Balance as of
December 31,
2004 $2,120 $2,984 $527 $5,631
Goodwill
adjustments 782 — — 782
Balance as of
December 31,
2005 $2,902 $2,984 $527 $6,413
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The Amplifier division goodwill adjustments above
primarily relate to the accrual of $1.15 million for the
2005 ISG earn-out in the third quarter of 2005, par-
tially offset by reductions in inventory valuation reserves.
Prior to the closing of the ISG acquisition, I1SG had
recorded an inventory valuation reserve of approxi-
mately $358,000 for the excess of cost over estimated
net realizable value related to certain inventory products
that were to be used for a specific application for which
ISG was not qualified by the customer to manufacture
such products. In the second quarter and third quarters
of 2005, the Company was able to sell $349,000 of
this inventory and as a result, reduced its inventory
valuation reserve and goodwill accordingly.

5. INVESTMENT IN GCS

fn the first quarter of 2002, the Company converted an
outstanding loan receivable of approximately $1.4 mil-
lion and invested cash of approximately $6.1 million in
Global Communication Semiconductors, Inc. (GCS), a
privately held semiconductor foundry, in exchange for
12.5 million shares of GCS Series D-1 preferred stock
valued at $0.60 per share. In connection with the
investment, the Company’s President and CEO joined
GCS’ seven-member board of directors.

The Company accounts for its investment in GCS under
the cost method of accounting and has classified the
investment as a non-current asset on its consolidated
balance sheet.

The Company regularly evaluates its investment in GCS
to determine if an other than temporary decline in value
has occurred. Factors that may cause an other than
temporary decline in the value of the Company’s
investment in GCS would include, but not be limited to,
a degradation of the general business environment in
which GCS operates, the failure of GCS to achieve cer-
tain performance milestones, a series of operating losses
in excess of GCS” business plan, the inability of GCS to
continue as a going concern or a reduced valuation as
determined by a new financing event. There is no public
market for securities of GCS, and the factors mentioned
above require management to make significant judg-
ments about the fair value of the GCS securities.

In the fourth quarters of 2004 and 2002, the Company
determined that an other than temporary decline in
value of its investment had occurred. Accordingly,
the Company recorded a charge of approximately
$1.5 million in'2004 and $2.9 million in 2002 to reduce
the carrying value of its investment to its estimated
fair value. The fair value has been estimated by man-
agement and jmay not be reflective of the value in a
third-party financing event.

The ultimate realization of the Company’s investment
in GCS will be dependent on the occurrence of a liquid-
ity event for GCS and/or our ability to sell our GCS
shares, for which there is currently no public market.
The likelihood of any of these events occurring will
depend on, among other things, the market conditions
surrounding the wireless communications industry and
the related semiconductor foundry industry, as well
as the public markets’ receptivity to liquidity events
such as initial public offerings or merger and acquisi-
tion activities. Even if the Company is able to sell its
GCS shares, the sale price may be less than the carry-
ing value of the investment, which could have a mate-
rial adverse effect on the Company’s consolidated
results of operations.

The Company purchased materials used in production
and research and development from GCS in 2005,
2004 and 2003 totaling $608,000, $632,000 and
$374,000, respectively.

6. RESTRICTED CASH

The Company entered into a facility lease in Broomfield,
Colorado in 2003 that required the Company to main-
tain a $1.0 million irrevocable letter of credit as a
security deposit. On the second anniversary of the
commencement date of the lease (June 1, 2005), and
in each succeeding anniversary, provided that no event
of default exists, the letter of credit may be reduced by
$200,000. The letter of credit was reduced by
$200,000 in June of 2005 with the remaining $800,000
included on our consolidated balance sheet as “Other
non-current assets.”
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7. COMMITMENTS

The Company leases its facilities under operating lease
agreements, which expire at various dates through
2008. Our lease in Broomfield, Colorado has an option
to extend the lease in 2008 for an additional five years.
If the Company elects not to extend the lease, it may
be subject to an early termination penalty of $775,000,
subject to negotiation. Based on current commercial
real estate market conditions in the Broomfield,
Colorado area, we believe that we may be able to
renegotiate the terms of the lease on more favorable
terms in the event we chose not to renew. Future
minimum lease payments under these leases as of
December 31, 2005 are as follows (in thousands):

2006 $1,095
2007 665
2008 209

$1,969

Rent expense under the operating leases was $1.2 mil-
lion for the year ended December 31, 2005 and $1.3
million for each of the years ended December 31, 2004
and 2003, respectively.

Unconditional Purchase Obligations

The Company has unconditional purchase obligations
to certain suppliers that supply the Company’s wafer
requirements. Because the products the Company pur-
chases are unigue to it, its agreements with these sup-
pliers prohibit cancellation subsequent to the production
release of the products in its suppliers” manufacturing
facilities, regardless of whether the Company’s custom-
ers cancel orders. At December 31, 2005, the Company
had approximately $617,000 of unconditional purchase
obligations.

8. CONTINGENCIES

In November 2001, we, various officers and certain
underwriters of the Company’s initial public offering of
securities were named in a purported class action law-
suit filed in the United States District Court for the
Southern District of New York. The suit, In re Sirenza
Microdevices, Inc. Initial Public Offering Securities
Litigation, Case No. 01-CV-10596, alleges improper
and undisclosed activities related to the allocation of
shares in our initial public offering, including obtaining

commitments from investors to purchase shares in the
aftermarket at pre-arranged prices. Similar lawsuits
concerning more than 300 other companies’ initial
public offerings were filed during 2001, and this
lawsuit is being coordinated with those actions (the
“coordinated litigation”). Plaintiffs filed an amended
complaint on or about April 19, 2002, bringing claims
for violation of several provisions of the federal securi-
ties laws and seeking an unspecified amount of dam-
ages. On or about July 1, 2002, an omnibus motion to
dismiss was filed in the coordinated litigation on behalf
of the issuer defendants, of which we and our named
officers and directors are a part, on common pleadings
issues. On October 8, 2002, pursuant to stipulation by
the parties, the court dismissed the officer and director
defendants from the action without prejudice. On
February 19, 2003, the court granted in part and denied
in part a motion to dismiss filed on behalf of defendants,
including us. The court’s order dismissed all claims
against us except for a claim brought under Section 11
of the Securities Act of 1933.

In June 2004, a stipulation of settlement and release of
claims against the issuer defendants, including us, was
submitted to the court for approval. The terms of the
settlement, if approved, would dismiss and release all
claims against the participating defendants (including
us). In exchange for this dismissal, D&O insurance
carriers would agree to guarantee a recovery by the
plaintiffs from the underwriter defendants of at least
$1 billion, and the issuer defendants would agree to an
assignment or surrender to the plaintiffs of certain
claims the issuer defendants may have against the
underwriters. On August 31, 2005, the court granted
preliminary approval of the settlement. The settlement
is subject to a number of conditions, including final
court approval. If the settlement does not occur, and
litigation against us continues, we believe we have
meritorious defenses and intend to defend the case
vigorously. In addition, we do not believe the ultimate
outcome will have a material adverse impact on our
results of operations or financial condition.

On April 16, 2003, Scientific Components Corporation
d/b/a Mini-Circuits Laboratory (“Mini-Circuits”) filed a
complaint against us in the United States District Court
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for the Eastern District of New York alleging, among
other things, breach of warranty by us for alleged defects
in certain goods sold to Mini-Circuits. Mini-Circuits
seeks compensatory damages plus interest, costs and
attorneys’ fees. On July 30, 2003, we filed an answer
to the complaint and asserted counterclaims against
Mini-Circuits. Even though we believe Mini-Circuits’
claims to be without merit and we intend to defend the
case and assert our claims vigorously, if we ultimately
lose or settle the case, we may be liable for monetary
damages and other costs of litigation. An estimate as to
the possible loss or range of loss in the event of an unfa-
vorable outcome cannot be made as of December 31,
2005. Even if we are entirely successful in the lawsuit,
we may incur significant legal expenses and our man-
agement may expend significant time in the defense.

In addition, we currently are involved in litigation and
regulatory proceedings incidental to the conduct of our
business and expect that we will be involved in other
litigation and regulatory proceedings from time to time.
While we currently believe that an adverse outcome
with respect to such pending matters would not mate-
rially affect our business or financial condition, there
can be no assurance that this will ultimately be the case.

On December 16, 2004, the Company acquired ISG
Broadband, Inc. (ISG), a designer of RF gateway mod-
. ule and IC products for the cable TV, satellite radio and
HDTV markets, for approximately $6.9 million in cash
and estimated direct transaction costs of approximately
$789,000 for a total preliminary purchase price of
$7.7 million. Additional cash consideration of up to
$7.15 million may become due and payable by the
Company upon the achievement of margin contribution
objectives attributable to sales of selected products for
periods through December 31, 2007. To the extent sales
of the selected products achieve a minimum gross mar-
gin percentage, the Company will be required to make
additional payments to the former shareholders of 1SG
for a portion or all of the gross profit earned on such
sales, up to a pre-defined maximum, as outlined below.
The future cash payout of additional consideration, if
any, will be payable in the quarter following the end
of the applicable annual earn-out period, as outlined
below, and will be recorded as additional goodwill.

As of December 31, 2005, the Company determined it
to be probable that the full earn-out of $1.15 million
related to the year ended December 31, 2005 would
be paid. Accordingly, the Company has accrued for the
expected payment of the earn-out on its consolidated
balance sheet in “Accrued compensation and other
expenses” and correspondingly increased goodwill by
$1.15 million.

The range of possible payment is as follows (in
thousands):
Possible Payment Range

Low End High End
Earn-out Period of Range of Range
Year ending December 31, 2005 $1,150 $1,150
Year ending December 31, 2006  § — $3,000
Year ending December 31,2007 § — $3,000

$1,150 $7,150

9. RESTRUCTURING ACTIVITIES

All of the activities related to the Company’s prior
restructurings' have been completed, with the excep-
tion of $53,000 of cash expenditures related to a non-
cancelable lease commitment that is expected to be
paid over the respective lease term, which ends in the
first half of 2006. The $53,000 of remaining accrued
restructuring is recorded on our consolidated balance
sheet in “Accrued compensation and other expenses.”

10. STOCKHOLDERS' EQUITY

Preferred Stock

The Company’s Board of Directors is authorized, sub-
ject to limitations prescribed by law, to provide for the
issuance of and may determine the rights, preferences
and terms of preferred stock.

Common Stock

Each share of the Company’s Common Stock is entitled
to one vote. The holders of common stock are also
entitled to receive dividends from legally available
assets of the Company when and if declared by the
Board of Directors.

Stock Option Plan
In January 1998, the Company established the 1998
Stock Plan (the 1998 Plan) under which stock options
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may be granted to employees, directors and consul-
tants of the Company. In 2000, the Board of Directors
approved an amendment and restatement of the 1998
Plan to, among other things, provide for automatic
increases on the first day of each of the Company’s
fiscal years beginning January 1, 2001, equal to the
lesser of 1,500,000 shares, 3% of the outstanding
shares on such date, or a lesser amount determined by
the Board of Directors. A total of 1,062,013, 1,023,306
and 900,198 shares were authorized for issuance under
the 1998 Plan in 2005, 2004 and 2003, respectively,
representing 3% of the outstanding shares on January 1,
2005, 2004 and 2003, respectively. The shares may be
authorized, but unissued, or reacquired Common Stock.

Under the 1998 Plan, nonstatutory stock options may
be granted to employees, directors and consultants, and
incentive stock options (ISO) may be granted only to
employees. In the case of an ISO that is granted to an
employee who, at the time of the grant of such option,
owns stock representing more than 10% of the total
combined voting power of all classes of stock of the
Company, the per share exercise price shall not be less
than 110% of the fair market value per share on the
date of grant. For ISO’s granted to any other employee,
the per share exercise price shall not be less than 100%
of the fair value per share on the date of grant. The
exercise price for nonqualified options may not be less
than 85% of the fair value of Common Stock at the
option grant date. Options generally expire after ten
years. Vesting and exercise provisions are determined
by the Board of Directors. Options generally vest over
4 years, 25% after the first year and ratably each month
over the remaining 36 months.

Rights to purchase restricted stock and other types of
equity awards may also be granted under the 1998 Plan
with terms, conditions and restrictions determined by
the Board of Directors. Restricted stock purchase rights,
or stock awards, are typically granted at an exercise
price equal to the par value of the underlying stock
($0.001 per share) and are subject to a right of reacqui-
sition by the Company at cost or for no consideration.
This right of reacquisition then lapses over a period
of time following the grant date based on continued
service to the Company by the grantee, in a process
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similar to an option vesting. While vesting rates for the
Company’s stock awards vary, the basic vesting sched-
ule for new employee grants is for one-third of the
stock subject to the award to vest on each anniversary
of the grant date, such that the award is fully vested
after 3 years.

In 2005, the Company granted stock awards for an
aggregate of 170,150 shares of restricted common stock
to employees under the 1998 Plan. The stock awards
were granted at an exercise price of par value ($0.001)
per share and vest over a period of two to three years.
The Company measured the fair value of the stock
awards based upon the fair market value of the
Company’s common stock on the dates of grant. Com-
pensation cost estimated to be $351,000 will be recog-
nized on a straight-line basis over the vesting period
of the stock awards. The Company assumed a 12.5%
forfeiture rate in estimating the total compensation
expense that will be recorded related to stock awards
granted in 2005. Total compensation cost recorded in
2005 was $186,000.

In the second quarter of 2004, the Company granted
stock awards for 100,000 shares of restricted common
stock to an employee under the 1998 Plan. The stock
awards were granted at an exercise price of par value
($0.001) per share and vest on a cliff basis, three years
from the date of grant. However, fifty percent (50%) of
the stock awards immediately vest in the event that the
closing trading price of the Company’s Common Stock
on the Nasdaq National Market is greater than or equal
to $6.396 for five consecutive trading days. The
Company measured the fair value of the stock awards
based upon the fair market value of the Company’s
common stock on the date of grant. Compensation
cost of $382,900 will be recognized on a straight-line
basis over the vesting period of the stock awards, or
sooner, to the extent vesting accelerates. In the fourth
quarter of 2004, the Company’s stock price exceeded
$6.396 for five consecutive trading days resulting in
the acceleration of vesting of the stock awards. As a
result, the Company recorded compensation cost of
approximately $154,000 in the fourth quarter of 2004
as general and administrative expenses. Total compen-
sation cost recorded in 2004 was $191,000.
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The following is a summary of option and employee stock award activity for the 1998 Plan:

Outstanding Stock Options

! Weighted
Shares Number Average
Available of Shares Price Per Share Exercise Price

Balance at December 31, 2002 2,862,242 2,292,339 $ 0.92-$29.88 $2.43
Authorized 900,198 — $ — $§ —
Granted (3,986,416) 3,986,416 $ 1.34-% 498 $1.67
Exercised — (433,988) $ 0.92-% 4.79 $1.34
Cancellations, forfeitures and repurchases 879,596 (879,596) $ 0.92-$29.88 $2.46
Balance at December 31, 2003 655,620 4,965,171 $ 0.92-$17.75 $1.91
Authorized 1,023,306 — $ — $ —
Granted (1,333,550) 1,333,550 $0.001-$7.280 $4.45
Exercised — (632,354) $0.001-$% 4.76 $1.17
Cancellations, forfeitures and repurchases 94,798 (94,798) $ 1.34-$% 1.79 $1.58
Balance at December 31, 2004 440,174 5,571,569 $ 1.15-%$17.75 $2.61
Authorized 1,062,013 — 5 — $ —
Granted (374,900) 374,900 $0.001-$ 6.56 $2.17
Exercised — (824,150) $0.001-$ 4.58 $1.32
Cancellations, forfeitures and repurchases!” 626,274 624,774)  $0.001-$ 7.75 $3.71
Balance at December 31, 2005 1,753,561 4,497,545 $ 1.15-$17.75 $2.66

(1) Includes 1,500 non-vested stock awards that were exercised and subsequently repurchased.

In addition, the following table summarizes information about stock options that were outstanding and exercisable

at December 31, 2005:

Options Outstanding

Options Exercisable

Weighted
Average Weighted Weighted
Number of Remaining Average Number Average

Range of Exercise Prices Shares Contractual Life  Exercise Price of Shares  Exercise Price
$1.15-% 1.41 1,400,187 7.21 $1.34 1,101,176 $1.34
$1.42-% 1.90 1,449,289 6.30 $1.58 1,043,220 $1.57
$1.91-% 4.00 332,605 7.16 $3.59 165,072 $3.60
$4.01-% 4.58 752,339 8.74 $4.50 602,964 $4.56
$4.59-% 5.79 493,500 8.17 $5.36 270,413 $5.32
$5.80-$17.75 69,625 6.20 $8.11 49,625 $8.92
$1.15-$17.75 4,497,545 7.26 $2.66 3,232,470 $2.58

Employee Stock Purchase Plan

In February 2000, the Company’s Board of Directors
and Stockholders approved and established the 2000
Employee Stock Purchase Plan (the Employee Stock
Purchase Plan). The Employee Stock Purchase Plan
provides for an automatic annual increase on the first
day of each of the Company’s fiscal years beginning
January 1, 2001 equal to the lesser of 350,000 shares,
1% of the outstanding Common Stock on that date, or
a lesser amount as determined by the Board. A total of

350,000, 341,102 and 300,066 shares were authorized
for issuance under the Employee Stock Purchase
Plan in 2005, 2004 and 2003, respectively, represent-
ing approximately 1% of the outstanding shares on
January 1, 2005, 2004 and 2003, respectively. Under
the Employee Stock Purchase Plan through November
15, 2005, eligible employees may purchase shares of
the Company’s common stock at 85% of fair market
value at specific, predetermined dates. Employees pur-
chased 328,584 and 657,876 shares for approximately

FIFTY-ONE




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

SIRENZA MICRODEVICES 2005 ANNUAL REPORT

$789,000 and $942,000 in 2005 and 2004, respec-
tively. On October 27, 2005, in response to the upcom-
ing effectiveness date of Financial Accounting Standards
Board Statement No. 123(R), “Share-Based Payment,”
the Compensation Committee of the Board of Directors
of the Company approved an amendment to the Com-
pany’s Employee Stock Purchase Plan which provides,
among other things, that after November 15, 2005, the
price at which employees purchase shares of Company
Common Stock under the Employee Stock Purchase
Plan shall be equal to 95% of the fair market value per
share on the last day of each purchase period under
the plan.

Shares of Common Stock reserved for future issuance

are as follows:
DECEMBER 31,

2005 2004
1998 Stock Plan 6,251,106 6,011,743
2000 Employee Stock
Purchase Plan 35,862 14,446
6,286,968 6,026,189

In connection with the grant of stock options to employ-
ees prior to the Company’s initial public offering, the
Company recorded deferred stock compensation within
stockholders” equity of approximately $681,000 in 2000
and $4.5 million in 1999, representing the difference
between the deemed fair value of the common stock for
accounting purposes and the exercise price of these
options at the date of grant. During the years ended
December 31, 2005, 2004 and 2003, the Company
amortized $0, $3,000 and $631,000, respectively, of
this deferred stock compensation. All of this deferred
stock compensation has been amortized as of
December 31, 2005.

11. EMPLOYEE BENEFIT PLANS

In October of 1999, the Company adopted a 401(k)
and profit sharing plan (the Plan) that allows eligible
employees to contribute up to 15% of their salary, sub-
ject to annual limits. Under the Plan, eligible employ-
ees may defer a portion of their pretax salaries but not
more than statutory limits. The Company shall make
matching nondiscretionary contributions to the Plan
of up to $2,500 per year for each plan participant.

In addition, the Company may make discretionary
contributions to the Plan as determined by the Board
of Directors.

Contributions to the Plan during the year ended
December 31, 2005, 2004 and 2003 were approxi-
mately $325,000, $317,000 and $240,000, respectively.

12. INCOME TAXES
The Company’s income (loss) before taxes consisted of

the following (in thousands):
DECEMBER 31,

2005 2004 2003

Domestic $1,298 $343 $(6,672)
Foreign 88 72 369

$1,386 $415 $(6,303)

The Company’s provision for (benefit from) income
taxes for the years ended December 31, 2005, 2004
and 2003 are summarized as follows (in thousands):

DECEMBER 31,
2005 2004 2003

Current:
Federal $ (43) $83 $ —
State 9 27 —
Foreign 46 25 {125)
Provision for (benefit from)
income taxes $ (6) $135 § (125)

A reconciliation of taxes computed at the federal statu-
tory income tax rate to the provision (benefit) for
income taxes is as follows (in thousands):

DECEMBER 31,

2005 2004 2003

U.S. federal tax provision

(benefit) at statutory rate $ 485 $145 $(2,206)
State income taxes, net (6) 17 —
Foreign taxes 46 25 (125)
Reversal of previously

provided taxes (94) — —
Valuation allowance 460y  (75) 1,969
Amortization of deferred

stock compensation — 1 221
Other 23 22 16

$ (6) $135 $ (125)
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Deferred income taxes reflect the tax effects of tem-
porary differences between the value of assets and
liabilities for financial reporting purposes and the
amounts used for income tax purposes. Significant
components of the Company’s deferred tax assets and
liabilities consist of the following (in thousands):

DECEMBER 31,

2005 2004
Deferred tax assets:
Net operating loss carryforwards ~ $25,152  $24,001
Accruals and reserves 2,647 3,037
Deferred margin on distribution
inventory 370 417
Tax credits 1,809 1,840
Capitalization of R&D expenses 3,693 3,862
Book over tax depreciation and
amortization 1,978 1,399
Impairment of investment in GCS 1,730 1,730
Other 279 380
Total deferred tax assets 37,658 36,666
Valuation allowance (37,592) (36,534)
Gross deferred tax assets 66 132
Deferred tax liabilities:
Acquisition-related items (66) (132)
Total deferred tax liabilities (66) (132)
Net deferred tax assets (liabilities) $ — 3 —

As of December 31, 2005, the Company had deferred
tax assets of approximately $37.7 million. The Company
has evaluated the need for a valuation allowance for
the deferred tax assets in accordance with the require-
ments of Statement of Financial Accounting Standards
No. 109, “Accounting for Income Taxes.” As of
December 31, 2005, the Company had no ability to
realize its deferred tax assets through carrybacks or
available tax planning strategies. Additionally, based
on cumulative pre-tax losses the Company has sus-
tained in the three years ended December 31, 2005
and the current economic uncertainty in the Company’s
industry that limits the Company’s ability to generate
verifiable forecasts of future domestic taxable income,
a valuation allowance was recorded as of December 31,
2005. The valuation allowance increased by approxi-
mately $1.1 million in 2005, decreased by approximately
$4.7 million in 2004 and increased by approximately
$4.9 million in 2003.

Approximately $5.7 million of the valuation allowance
was attributable to acquisition-related items that, if and
to the extent réalized in future periods, will first reduce
the carrying value of goodwill, then other long-lived
intangible assets of the Company’s acquired subsidiary
and then income tax expense. The valuation allowance
also includes approximately $15.6 million of a tax ben-
efit associated with stock option deductions. This
amount will be credited to paid-in capital when and if
the benefit is realized.

As of December 31, 2005, the Company has net oper-
ating loss carryforwards for federal income tax purposes
of approximately $69.8 million, which expire beginning
in 2019. The Company also has state net operating loss
carryforwards. of approximately $17.9 million, which
expire beginning in 2006. The Company also has federal
and California research and development tax credits of
$1.3 million and $729,000. The federal research cred-
its will begin to expire in 2011 and the California
research credits have no expiration date.

Utilization of the net operating loss carryforwards and
tax credit carryforwards may be subject to a substan-
tial annual limitation due to the ownership change lim-
itations provided by the Internal Revenue Code of 1986,
as amended, and similar state provisions. The annual
limitation may result in the expiration of the net operat-
ing loss carryforwards and tax credit carryforwards
before utilization. As of December 31, 2005, the Com-
pany has reviewed the impact of these rules to the
utilization of 'its net operating loss and tax credit
carryforwards and currently has the ability to use these
carryforwards'without limitation. The Company’s abil-
ity to use these carryforwards without limitation in the
future is subject to change based on the application of
these rules in the Internal Revenue Code.

13. COMPREHENSIVE INCOME
The components of accumulated other comprehensive
income (loss), net of tax, were as follows (in thousands):

DECEMBER 31,
2005 2004 2003
$1,392 3280 $(6,178)

Net income (loss)
Change in net unrealized loss
on available-for-sale securities 12) (53) —

Total comprehensive income (loss)  $1,380 $227 $(6,178)
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The components of accumulated other comprehensive
income (loss), net of tax, were as follows (in thousands):

DECEMBER 31,

2005 2004
Accumulated net unrealized loss on
available-for-sale securities $(65) $(53)
Total accumulated other
comprehensive loss $(65)  $(53)

14. SEGMENTS OF AN ENTERPRISE

AND RELATED INFORMATION
At the beginning of 2005, the Company reorganized
into two product-focused business segments, the
Amplifier division and the Signal Source division, and
one market oriented segment, the Aerospace and
Defense (A&D) division. The Amplifier division’s main
product lines are primarily 1C-based and include dis-
crete, amplifier, low noise amplifier, power amplifier
and transceiver IC products, a multi-component mod-
ule (MCM) product line including power amplifier
modules and a broadband product line, which includes
our satellite radio antenna. The Signal Source division’s
main product lines are primarily MCMs used in mobile
wireless infrastructure applications to generate and
control RF signals, including VCOs, PLLs, coaxial reso-
nator oscillators (CROs), and passive and active mixers.
In addition, the Signal Source division has an IC-based
modulator and demodulator product line and a line of

signal couplers. The A&D division’s main product lines
are government and military specified versions of cer-
tain of our amplifier and signal processing components
and various passive components. The Company’s report-
able segments are organized as separate functional
units with separate management teams and separate
performance assessment. The Company’s chief operat-
ing decision maker (CODM), who is the Chief Executive
Officer of the Company, evaluates performance and
allocates resources based on the operating income
(loss) of each segment.

The accounting policies of each segment are the same
as those described in Note 1: Organization and Summary
of Significant Accounting Policies of the Notes to Con-
solidated Financial Statements. There are no intersegment
sales. Non-segment items include certain corporate
manufacturing expenses, advanced research and devel-
opment expenses, certain sales expenses, certain general
and administrative expenses, amortization of deferred
stock compensation, amortization of acquisition-related
intangible assets, acquired in-process research and
development charges, restructuring, GCS impairment
charges, interest income and other, net, interest expense,
and the provision for (benefit from) income taxes, as
the aforementioned items are not allocated for purposes
of the CODM'’s reportable segment review. Assets and
liabilities are not discretely reviewed by the CODM,
and accordingly are not detailed by segment below.

Signal Non-
Amplifier  Source A&D Total Segment Total

(in thousands) Division  Division  Division  Segments Items Company
For the year ended December 31, 2005

Net revenues from external customers $36,469 $24,530 $3,179 $64,178 —  $64,178
Operating income (loss) $ 8,585 $ 8,522 $ 161 $17,268 $(16,078) $ 1,190
For the year ended December 31, 2004

Net revenues from external customers $28,778 $28,389 $4,089 $ 61,256 —  $61,256
Operating income (loss) $ 9,927 $ 8,908 $1,034 $19,869 $(19,683) % 186
For the year ended December 31, 2003

Net revenues from external customers $23,735 $12,822 $1,953 $ 38,510 — $38,510
Operating income (loss) $ 1,128 $ 781 $ 736 $ 2,645 $ (9,331) $ (6,686)

The segment information above has been restated to
reflect the change in the number of the Company’s
segments from two to three in the first quarter of 2005.
Prior to this reorganization, the revenues and operating

income (loss) attributable to our A&D products were
primarily included in the revenues and operating income
(loss) attributable to our Signal Source division.
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The following is a summary of geographical information
(in thousands):

DECEMBER 31,
2005 2004 2003

Net revenues from
external customers:

United States $15,867 $14,582 $15,352
Foreign countries 48,311 46,674 23,158
$64,178 $61,256 $38,510

Long-lived assets:
United States $11,200 $15,391 $15,399
Foreign countries 21 12 4
$11,221  $15,403  $15,403

In 2005, 2004 and 2003, sales to customers located in
China represented approximately 33%, 34% and 16%
of the Company’s net revenues, respectively.

The Company’s long-lived assets located outside of the
United States reside in the United Kingdom, China and
India at December 31, 2005. The Company’s long-lived

assets located outside of the United States reside in the
United Kingdom and China at December 31, 2004. All
of the Company’s long-lived assets outside of the United
States at December 31, 2003 resided in the United
Kingdom. The Company includes in its long-lived assets
net property, equipment and acquisition-related intan-
gible assets, and deposits on facility leases.

Two of the Company’s customers, Avnet Electronics
Marketing (Avnet) and Motorola accounted for approx-
imately 13% and 11% of net revenues, respectively,
for the year ended December 31, 2005. Four of
the Company’s customers, Solectron, Acal, plc (Acal),
Avnet and Planet Technology (H.K.) Ltd. accounted for
approximately, 17%, 14%, 13% and 11% of net reve-
nues, respectively, for the year ended December 31,
2004. Two of the Company’s customers, Avnet and
Acal accounted for approximately 16% and 12% of
net revenues, respectively, for the year ended
December 31, 2003. No other customer accounted for
more than 10% of net revenues during these periods.

15. QUARTERLY INFORMATION (UNAUDITED)

THREE MONTHS ENDED

December 31, September 30, June 30, March 31,
(in thousands, except per share data) 2005 2005 2005 2005
Net revenues $19,510 $17,234 $15,267 $12,167
Gross profit'®! 8,840 7,890 6,600 5,326
Amortization of acquisition-related intangible assets'" 443 465 465 465
Restructuring chargesm — 89 (33) —
Income (loss) from operations 2,486 1,116 431) (1,981)
Net income (loss) 2,612 1,154 (531) (1,843)
Basic net income (loss) per share $ 0.07 $ 0.03 $ (0.01) $ (0.05)
Diluted net income (loss) per share $ 0.07 $ 0.03 $ (0.01) $ (0.05)
Shares used to compute basic net income (loss) per share 36,168 35,958 35,722 35,463
Shares used to compute diluted net income (loss) per share 38,033 37,797 35,722 35,463
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THREE MONTHS ENDED

December 31, September 30, Jjune 30, March 31,
(in thousands, except per share data) 2004 2004 2004 2004
Net revenues $15,065 $16,737 $15,653 $13,801
Gross profit'?! 7,297 8,518 7,656 6,410
Amortization of deferred stock compensation — —_ — 3
Acquired in-process research and development'” 2,180 — — —
Amortization of acquisition-related intangible assets'" 373 354 380 431
Impairment of investment in Gest! 1,535 — — —_
Restructuring charges(” — {98) — —
Income (loss) from operations (2,730) 1,838 943 135
Net income (loss) (2,641) 1,823 936 162
Basic net income (loss) per share $ (0.08) $ 0.05 $ 003 $ 0.0
Diluted net income (loss) per share $ (0.08) $ 0.05 $ 0.03 $ 0.00
Shares used to compute basic net income (loss) per share 35,032 34,696 34,446 34,197
Shares used to compute diluted net income (loss) per share 35,032 37,384 37,136 37,290

(1} See Notes to Consolidated Financial Statements.

(2) In the first, second, third and fourth quarters of 2005, we sold inventory products that had been previously written-down of approximately $65,000, $58,000,
$53,000 and $83,000, respectively. In the first, second, third and fourth quarters of 2004, we sold inventory products that had been previously written-down
of approximately $273,000, $192,000, $155,000 and $102,000, respectively. As the cost basis for previously written-down inventories is less than the original
cost basis when such products are sold, cost of revenues associated with the sale is fower, which results in a higher gross margin on that sale. The amounts of
previously written-down inventory products that were sold in the first, second, third and fourth quarters of 2005 and 2004 related to a large number of our
products within many of our product families. We recorded provisions for excess inventories for these products as a result of a rapidly declining demand for
these products due to customer program cancellations. Subsequently, we began receiving new orders for these products, which were not anticipated at the
time we made the decision to record provisions for excess inventories. We expect to sell previously written-down inventory products in future periods. See
the Notes to Consolidated Financial Staterments and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” for more details.

16. SUBSEQUENT EVENT (UNAUDITED)

On February 4, 2006, the Company entered into a
definitive agreement to acquire Premier Devices, Inc.
(PDI) for a combination of common stock, cash and
debt. Under the terms of the agreement, the sharehold-
ers of PDI will receive 7,000,000 shares of Sirenza
common stock, $14.0 million in cash and a $6.0 mil-
lion promissory note bearing 5% simple interest per
annum paid monthly and maturing in one year. PDI
designs, manufactures and markets complementary RF
components featuring technologies common to exist-
ing and planned Sirenza products and is headquartered
in San Jose, California, with significant manufacturing

operations in both Shanghai, China and Nuremberg,
Germany. This acquisition is intended to expand both
the depth and breadth of our products, extend our
design and manufacturing capabilities into Asia and
Europe and advance our strategic mission to diversify
and expand our end markets and applications. The
transaction has been approved by each company’s
board of directors and the shareholders of PD! and
closed in the second quarter of 2006. Upon the clos-
ing of this transaction, Mr. Phillip Liao, founder and
president of PDI, became president of Premier Devices
Inc., a wholly owned subsidiary of Sirenza, and joined
the Sirenza Board of Directors.
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