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Wolfson Microelectronics plc (LSE: WLFEL} is a global leader in the
supply of high performance mixed-signal semiconductors to the
consumer electronics market.

Renowned worldwide for our high performance audio and ultra
low power consumption, Wolfson delivers the audio and imaging
technology at the heart of many of the world’s highest profile
digital consumer goods. In the home, in the office and on the
move, our innovative products can be found in a wide spectrum
of end applications, including mobile phones, portable media
players, portable navigation devices, digital still cameras, flat
panel televisions, gaming consoles, sound systems, all-in-one
printers and scanners, automotive infotainment systems and
bluetooth headsets.

Wolfson is committed to the design and supply of ground-breaking
products that provide high performance and high value to our
global customers with innovative technology that creates whole
new end user experiences, enabling our customers to better
differentiate their digital consumer devices in the eyes and ears

of the end user.

Wolfson’s headquarters are in Edinburgh, UK, and we have over 370
employees working out of 12 locations worldwide. We employ some
of the most experienced and innovative designers and engineers in
the industry. Qur customers are located worldwide and so are our
sales and engineering teams, with offices in the USA, Japan, China,
Taiwan, Korea, Singapore and India. We pride ourselves on the level
of service we offer our customers, with both engineering and sales
support available across our entire global network.

We are dedicated to supplying high quality products in a manner
consistent with the environmental and ethical requirements of our
customers. All Wolfson products can be supplied in environmentally-
friendly mould compound and lead-free packages and are
subjected to rigorous qualification testing. Wolfson is qualified to
1S09001: 2000, 1ISO14001: 2004 and is a Sony Green Partner.




C e
Y
RPIR ot -0 T

PSS

3,”4:4

a0 e

Wolfson Microslectronics pic : Annual Report 2nd Accounts 2007



i
0

LA i i

i

sinclal and Operating Hightights |, |

P

o Revenues increased 13.5% to $231.6m
(2006: $204.1m)

o Portable segment revenues rose 14%
to $172m (2006: $151m). Strong growth
in portable navigation devices (PNDs),
digital still cameras and bluetooth
headsets

o Consumer audio segment revenues
rose 26% to $40m (2006: $31m).
Excellent growth in flat panel TV and
PC accessories

[ Profit before tax
O Ravenus

o Gross margins improved to 52.5%
{2006: 51.8%)

o Acquisition of Sonaptic Limited and Oligon
Limited for initial considerations of $24.6m
and $3.2m respectively, both significantly
expanding Wolfson's addressable market
and product portfolio going forward

o Profit before tax $40.8m (2006: $44.6m)

o Like for like adjusted profit before tax, i.e.
excluding impact of acquisitions, $48.0m
(2006: $50.3m before non recurring
charge)

BAED
as
2004 2005 2008* 2007

*before non recumming charge
“*excluding the impact of acquisiticns and associated amortisation costs

Annual revenue:
P
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¢ Diluted earnings per share 24.8 cents
(2006: 26.7 cents)

o Adjusted diluted earnings per share
i.e. excluding the amortisation of acquired
intangible assets, 26.2 cents (2006: 30.1
cents before non recurring charge)

o Like for like adjusted diluted earnings per
share, i.e. excluding the impact of
acquisitions, 29.1 cents (2006: 30.1 cents
before non recurring charge)

51.8%  S2.5%
50.2%

49.3% 20294 16.9%"
1280 228%

A0tk "
R
LN 4 ! AEON e
0 Gross margin R
Qperating profit
_ . Share-based
compensation charges WD
O Admin expenses AGED QG 9¥70:)
0 RAD expenses
[ Distribution & selling costs
2004 2005 2008 2007

raxcluding the amortisation of acquired intang:ble assets

e, VE e "':" P MR I !
Summiarycof profitiand costs (2 aph of ejciiye) . §

o Net operating cash inflow of $52.5m
(2006: $38.5m)

o Net cash balance at 30 December 2007
of $90m (2006: $99m)

o Launched 16 new products in 2007
taking portfolic to 122 products

$173.9m
$163.0m S Em
Seilenl
$123.5m
P sa
$84.7m SR
M
@“Eali‘ <5 1900
$2a¥2 )
O Cther net assets
[ Cash & short-term deposits
2004 2005 2008 2007
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As | look back, 1 feel privileged to have been
part of the Wolfson success story since |
joined as a non-executive director in 1998
and was subsequently appointed Chairman
in January 2000. At that time, Wolfson's first
audio products were introduced and the
Company had a turnover of $15 million and
around 60 employees. Together, the Board
led Wolfson to a successful flotation in 2003,
growing the business to be the international,
successful and innovative Company it is
today. | have been proud to serve Wolfson
as Chairman over the last 8 years.

As part of the long term process of
succession planning and attraction of new
Board-level experience as Wolfson expands,
| stepped down as Chairman with effect
from 1 January 2008 and Mike Ruettgers
was appointed. Mike has an impressive
business career and Wolfson will benefit
greatly from his leadership, experience

and capabilities in driving transformational
growth and managing change. Mike served
at EMC Corporation as CEC from 1992, and
as Chairman from 2001 until 2005. EMC
Corporation, listed on the New York Stock
Exchange, is now one of the world’s leading
digital storage companies.

Finally, | wish to thank all of our employees,
without whom Wolfson would not be where
it is today. | believe we have one of the
finest mixed-signal engineering teams in the
world and together we can expect to look
forward to generating continued growth
and success.

Carey




Wolfson Migroelectronlcs ple : Anpual Report and Accounts 2007




Creilrmen’s Selsment (contdinusd)

T R e

I am delighted to have joined Woifson at
this exciting time. Over the last few years,
Wolfson has built a strong brand in the
semiconductor industry and has developed
close customer relationships with many of
the leading global consumer electronic
companies. lts track record of success and
its catalogue of high performance mixed-
signal audio products sold across its global
customer base are truly enviable.

RO e et o B ST SEE

The trends in the consumer marketplace —
more differentiated features, high quality
audio output and portability — are the focus
of Wolfson’s products and | believe that the
Wolfson AudioPlus™ strategy will continue
to drive increased revenues in 2008

and beyond.

| am looking forward to working with the
Board to build on this platform for future
growth and profitability and to reinforce
Wolfson’s position in the top tier of
technology suppliers to the consumer
electronics marketplace.

Michas] Rustigers

R L i e W R A D e
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Clhelmnen’s Stelement (continuse)

We are encouraged by the solid progress Wolfson achieved in 2007,
establishing our AudioPlus™ strategy, broadening our technological
capabilities, and delivering strong revenue growth, despite a weak
market at the start of the year.

This year was one of investment for Wolfson and we have made
some important positional changes which we believe place usin a
markedly stronger position for 2008 than we were a year ago.
During 2007 we invested in new technologies, building on our audio
strengths, and laying the foundations for our innovative Wolfson
AudioPlus™ strategy. We invested in our senior management team;
our CGEO Dave Shrigley took the helm at the start of the year, and
was joined by our new CFO Mark Cubitt. We also invested
significantly in our senior sales organisation around our highly
experienced development teams. Consequently, we are very
encouraged and confident about the prospects for 2008,

We believe that our key differentiator continues to be technology,
and we supply innovative products to many of the world's Tier 1
consumer electronics companies. Our new AudioPlus™ strategy
leverages our skills and adds incremental mixed-signal technologies
to elements of the audio signal chain, paositioning us to help our
customers differentiate their products by enabling exciting new

user experiences.

Purity of sound is the core of our audio product offering and our
world renowned audio architecture ensures a natural sound that
enables our customers to differentiate their products.

In 2007 we launched our first AudioPlus™ Smart Power device,
integrating power management with Wolfson's audio technology,
now already selling into one of the world’s leading consumer
electronics companies.

_M{chaél Rhettgers Chairman (fro}n 1 dénuari( 2008)

In January 2007 we acquired Oligon Limited and its Micro-Electro-
Mechanical Systems {MEMS) based transducer technology for
microphone products. With the acquisition of Sonaptic Limited in
July 2007, we have added advanced acoustic technology to our
product offering. Both companies have been successfully
integrated into Wolfson, and we anticipate the first products from
both acquisitions being available mid 2008. Customers and major
prospect accounts have been unanimous in their support and
axcitement for all of these developments.

Investment in R&D, including through these two acquisitions,
dramatically expands our market apportunity, while broadening and
strengthening our technologies and our ability to offer customers a
differentiated user experience. These technology advances will
underpin our ambitious growth plans. We operate in a dynamic and
rapidly changing consumer electronics market, which plays to our
strengths; but with it comes inherent volatility, cyclicality and
competitor risk. We believe we have the right strategy, skills and
talents to manage (and mitigate) such risks, while continuing to
broaden and balance our exposure to any specific customers and
end application markets,

Though there continues to be widespread economic and market
uncertainty at this time, we believe our AudioPlus™ strategy
positions Wolfson for continued growth in 2008,

John Carey Chairman {until 31 December 2007)

Wolfson Microelactronics plc : Annual Report and Accounts 2007
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The past year has been an encouraging one
for Wolfson, one in which we have continued
to grow rapidly and faster than the broader
semiconductor sector. We have ambitious
plans for the future, a clear strategy and, we
believe, a solid path to growth.

We have trebled revenue over the last five
years by continually evolving. Innovation is
our lifebloed, allowing us to take advantage
of the latest dynamic opportunities in the
vibrant consumer electronics market, based
on targeted strategies and fulfified through
solid execution.

Our objective is to grow profitably, building
on our strengths and continuing to outpace
the underlying growth rate of the consumer
electronics industry. We intend to do this by
further strengthening and extending our
position as a key technology partner to the
world’s leading consumer electronics
companies.

Deve Shrigley
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Businces (coniinuea)

Our streftegic Imperatives | ¥

Focus on key feature-differentiated consumer electronic applications

‘Develop AudioPlus™ technologies to enable exciting new user experiences

and expand our addressable market

Broaden and balance our portfolio of audio technologies, customers

and consumer electronic applications to diversify our revenue base

‘Strengthen the organisation around our world-class development team

Build enduring customer relationships through individualised
product cycle support

'Pursue double-digit revenue growth while maintaining financial discipline

Wolison Microelectronics pic : Annual Report and Accounts 2007



Business Review (continued)

We come out of 2007 witth & solid growih siretiegy and

signifficant is alreadly underwey to implement it

A business with strong foundations

Wolfson has a world-renowned brand for audio technology and this
will continue to be the foundation of our business. We are a company
with a passion for audio and over 20 years of experience in delivering
mixed-signal expertise to our customers, We intend to continuously
innovate to be at the forefront and catch the wave of each new
application and technology, and to focus on nascent and ramping
markets, characterised by feature differentiation and their potential
for high unit volume,

A critical aspect of Wolfson's capability is its ability to specify new
products which anticipate market needs. We invest heavily in new
product development each year to retain our technology leadership.
Mixed-signal circuit development requires specialised techniques
and technology and it takes several years to train expert designers.
Wolfson has built a world-class design team, our most valuable
asset, for the future growth and success of the Company.

Wolfson's innovative products sit at the interface between the digital
and real analogue world, “touching” the end user, and enabling new
and exciting experiences that differentiate our customers' products.
Specifically, our chips convert the digital information in today’s
consumer electronics devices into audio and images that the
human senses can perceive, or conversely take audio or images
and convert them for storage in the digital device. Wolfson products
therefore play a crucial role in the quality and performance of the
human interface and directly impact the end user’s experience. With
consumer expectations for multimedia performance rising inexorably,
manufacturers must strive to differentiate their products at that
point of user interface. With its world-renowned reputation for high
performance audio and ultra low power consumption products,
Wolfson offers a proven path to that essential differentiation.

The Wolfson husiness mode! is fabless, which means that we
subcontract all of our chip manufacturing to selected partner
foundries and assembly and test plants, allowing us to focus on
our core design skills and competencies. This is a model! that has
served us well, as it enables flexibility by providing a scalable
supply chain, significantly reduces our capital investment
requirement, and provides access to leading edge, high quality
manufacturing and test technology.

We have also continued to augment our local presence in our target
markets, providing the engineer-to-engineer support our customers
value so highly. Local application engineers, with local laboratory
facilities, ensure close customer linkages from product definition
through market launch to on-going application support. And, finally,
solid execution is an essential component of success and we take
pride in our track record in this regard.

Investing for the future

Locking beyond today's sound fundamentals, 2007 was a year of
investment for the future. Since | came on board as CEO in March,
| have taken the opportunity to review our business from top to
bottom, and this has led not only to exciting developments in our
strategic thinking for the future, but also to a hive of activity in
imptementing new ideas. We come out of 2007 with a solid growth
strategy, and significant work is already underway to imptement it.
Like any investment it will take time to pay off, but | am excited and
confident that we are on the right track to go from strength to
strength as we proceed through 2008 and beyond.

Wolfson Microelectronics pic : Annual Report and Accounts 2007
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Business Review (continued)

Cus:omer on OJ7 New technolegies and Wol'son
AudioPlus™ Very posiive

Wolfson AudioPlus™ - the cornerstone

The most significant recent development is our Wolfson AudioPlus™
strategy, a quantum leap forward for Wolfson, which is enabling us
to provide a portfolio of even more focussed and highly differentiated
products to our end customers. We started on this path with the
development of our first integrated AudioPius™ Smart Power
device, which combines power managerment with our renowned
audio technology. We have now evolved and expanded this strategy
to integrate other complementary audio technologies, enabling
more exciting end user experiences. We are developing this through
both in-house organic product developments and selective tuck-in
acquisitions, acquisitions which are a natural, synergistic and
efficient fit for our business. These anable us to bring a full suite of
complementary technologies to the same customer set, sold and
supported through the same channels and utilising the same
manufacturing processes.

Innovation is the key to success in the dynamic consumer
electronics market, as the world’s leading electronics companies
develop ever more powerful and sophisticated technology. We
believe our Pure Sound, Smart Power, Enhanced Soundware and
True Microphone technologies truly stretch the boundaries in
improving and differentiating the end user experience, helping our
customers as they compete in their end markets and continually
seek ways to give their product that extra edge.

Furthermore, Wolfson AudioPlus™ enables us to broaden and
strengthen our customer base, supplying even more value to our
existing customers and using our new technologies to open doors
at new customer accounts, including nascent market entrants with
their innovative application ideas.

In summary, Wolfson AudioPlus™ strategy enables us to both
supply more critical components to existing customers and reach
out to a broader range of new prospects.

Wolfson Microelectronics pic : Annual Report and Accounts 2007

Expanding our product portfolio

In 2007 we acquired both Oligon Limited, a developer of MEMS
hased transducer technology for microphone products, and
Sonaptic Limited, a leading provider of advanced micro-acoustic
technologies. Both acquisitions added complementary
technologies, accelerating the implementation of our AudicPlus™
strategy. Both businesses have now been fully integrated into the
Wolfson infrastructure and product roadmap. Cur first sificon
microphone product, our ‘True Mic', combining high performance
and compact form factor, is on track for market launch in 2008.

Sonaptic's “Enhanced Soundware” will enable us to add innovative
active noise cancellation, sound enhancement and 3D sound to our
audio products to significantly enhance the user listening
experience. The first chip from that acquisition is also anticipated
to enter the market in 2008,

During the course of the year Wolfson introduced 16 new products,

inctuding:

o the first in our new family of integrated AudioPlus™ Smart
Power products

o the world’s first mobile multimedia CODEC with switchable Class
AB/D amplifier technology

o the world’s best-sounding ultra high performance audio DAC

These products have all achieved good market traction with new
product samples and design win success.

Customer feedback on our new technologies and Wolfson
AudioPlus™ strategy has been very positive, strengthening our
conviction. Encouraging too was our solid revenue performance

in a year of investment, testament both to the sound fundamentals
of our business and to our broadening customer and application
hase. We delivered revenue growth ahead of most of our peer
group companies and the broader semiconductor sector, while
improving our operating cash generation.
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@ Pure sound

Wolfson's pure, natural sounding
high performance audio

Smart power

Uitra low power consumption and
integrated power management

a Enhanced soundware

Advanced audio algorithms to
enhance your listening experience

@ True mics

High performance silicon
microphones
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We Dbelieve our addressable market opportunity has been
trecled by AudioPlus™
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Business Review {(continued)

Pure sound

o

Wolfson's unique audio architecture ensures a pure, natural sound that enables our customers to truly differentiate their products in the eyes
and ears of their end users. Today's market trends for multimedia portable devices and broadband wireless technology clearly point to many
exciting future product developments. And in these, audio performance will continue to be a key end-market differentiator enabling exciting
new user experiences.

Wolfson Microetectronics ple : Annual Repornt and Accounts 2007




Business Review (continued)

Smart power

N

Our products seek to improve performance, yet save space and power, Wolfson tackles this challenge head-on with ultra low power consumption
CODECs and integrated power management functionality that make your batteries go even further. Portable device designers are under intense
pressure to deliver products which incorporate more high performance multimedia experiences into ever smaller forms with longer battery life.
At Woelfson, we believe that quality and performance shou!d not be compromised simply because a product isn’t plugged into the mains supply.

Wolfson Microelectronics plc : Annual Report and Accounts 2007




Business Review (continued)

ennancea sounaware

Wolfson's advanced audio algorithms put you in the front row of the concert, in the middle of the on-screen action and enhance intefligibility through
active noisa cancellation. Enhanced Soundware technology is being added to sorme of Wolfson's existing products and will also enable completely
new chips, providing dedicated functions such as noisa cancellation.

Woltson Microclectroncs ple | Annual Report end Accounts 2007




Business Review {continued)

True mics

9

Our silicon microphone technology offers a unique combination of high performance and compact form factor to enable crystal clear audio capture
everytime, Wolfson's first silicon microphone products are on track to enter the marketplace in 2008 enabling advanced features such as speech
recagnition, directional sensitivity and noise cancellation in a wide range of new and existing applications.

Weltson Microelectranics plc : Annua! Report and Accounts 2007
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Business Review (continued)

We believe thet we now have & very experienced teerr in

olacs (o teke Wolison to the nest phese of growtin

A strategy of differentiation and competitive advantage

Wolfson operates in the dynamic consumer electronics market,
where today’s trends for feature-rich portable devices and
broadband technology are converging to position audio performance
as a fundamental end market differentiator and a critical shaper of
end users’ muitimedia experience. Not only do the end markets that
we target - such as mobile phones, flat panel televisions, digital still
cameras and automotive entertainment - continue to grow rapidly,
but new applications are emerging all the time.

Exciting new products that have emerged into the market this year
include a revolutionary new multimedia mobile communications tool
with an innovative user interface; headsets from new market
entrants offering groundbreaking technology; innovative new ibook
platforms and internet protocol (IP) phones. Many of these, such as
the headset market, will benefit from multiple AudioPlus™
technologies, positioning Wolfson as a kay technology partner. With
our AudioPlus™ technologies, Wolfson is right at the heart of these
diverse and exciting applications.

While we face challenges from many competitors, both large and
small, we believe that our position is strong. Our excellent design
win track record reflects our drive and commitment to continually
innovate and differentiate ourselves.

Wotfson Microelactronics pic : Annual Report and Accounts 2007

Almost all digital consumer devices move through a product life
cycle where differentiation comes in two primary forms, cost and
features. In the early emerging life cycle phase, feature differentiation
is key while in the latter, mature phases, innovation slows and cost
is critical.

The Wolfson AudioPlus™ strategy, with its expanded set of
technologies and products, enables Wolfson to help its customers
feature differentiate their products from the emenging phase, into the
mature phase. Wolfson offers a level of mixed-signal integration which
balances key new capabilities, development flexibility and lower
chip count, for smaller form factors and lower hill of material costs.

As products mature and the rate of innovative change slows, the
natural migration is to system on a c¢hip (SQC). Wolfson does not
focus its product development activities on SOC architectures.
These SOC solutions take longer and are more expensive {0
develop, but ultimately offer a unit cost benefit in the mature life
cycle phase. However their functionality is fixed and thus flexibility
and adaptability to allow feature differentiation is restricted. While
many products do eventually transition into an SOC phase, Walfson
recognises that its customers need to continually develop a rich
flow of new feature differentiated products to preserve their market
leadership and ensure their success. And with our innovative
AudioPlus™ technologies, Wolfson is well equipped to assist them.

We do, however, recognise that there are a number of potential risks
and uncertainties which could arise in the future and have a material
impact on our business and its prospects. These risks and
uncertainties are described in more detail in the Operating and
Financial Review on pages 27 and 28.



Business Review (continued)

2007 hes lbeen & yeear of investment, in which we have
sound resulits througlh solic execution

A culture of encouraging and rewarding excellence

Alongside our investment in technology, we have also continued
to develop and enhance our organisation to enable it to face the
challenges ahead with confidence. Welfson is an organisation with
a strong leadership team, focussed management and the technical
maturity required to continue to execute effectively.

We have invested in significantly strengthening the executive team,
and we believe that we now have a very experienced team in place
to take Wolfson to the next phase of growth.

Together with attracting new colleagues, we are also investing in
staff development. To this end we have initiated two programmes,
one to focus on management skills development, the other to
ensure our engineers remain at the leading edge of technology
and innovation. Both of these programmes are now entering the
implementation phase, with a wide range of targeted training

and development opportunities ptanned to run throughout 2008
and beyond.

We also recognise the need to drive the right behaviours and have
thus developed a Wolfson cultural value system, which focuses on
encouraging and rewarding creativity, teamwork, ownership and
results that our business requires. Alongside this we have embraced
both performance management and management by objectives
methodology to ensure we align compensation with strategic goals.
Our aim is to create a world-class organisational environment with
respect for the individual, providing meaningful and satisfying work
and individual development opportunities. We strive to sustain a
motivating, rewarding and exciting work environment at Wolfson.

2007 - A year of investment for the future

In summary, 2007 has been a year of investment, in which we have
delivered sound results through solid execution. Our acquisitions
have temporarily depressed our profitability, but looking beyond
these invastment costs there is a solid underlying performance,
which provides an excellent base on which we are building.
Revenue has grown by 13.5%, our strategy has developed and our
organisation is on track to meet our ambitious strategic objectives.

2008 - Moving forward with confidence

We believe that the key market segments driving growth in 2008 will
be portable media players, mobile handsets, portable navigation
devices, flat panel televisions, automotive infotainment and
bluetooth headsets.

Qur roadmap is aligned with these opportunities and we will be
leveraging our resources and infrastructure to maximise our focus
on these areas and achieve greater operational gearing. In 2007,
we have taken significant essential steps towards an ambitious and
rewarding future. Despite uncertain market conditions being
experienced at this time, which may impact Welfson in 2008, we
expect to continue building on cur momentum and to start to

reap the benefits of our investments throughout the coming year
and beyond.

Thank you again for your support.

Dave Shrigley Chief Executive Officer

Wolfson Microelectronics plc : Annual Report and Accounts 2007

19



t,‘.

AR

T Revenuas ($m)
O Growth on comparable quarter (%)

80
70 — [ ]
60 B

% — _] — | W

40 —

0 /

20 M

10

0

1Q06 2Q06 3Q06 4Q06 1007 2Q07 3Q07T 4007

Quarterly revenue trends

50

40

30

20

10

Wolfsen Microelectronics ple 1 Annual Report and Accounts 2007

Wolfson made solid progress in 2007 with
full year revenue of $231.6m (2006: $204.1m)
representing growth of 13.5%. This reflects
a very strong second half performance after
a customer-wide inventory correction at the
start of the year. Wolfson significantly
outperformed the semiconductor industry,
which grew by approximately 4% in 2007.

The start of the year suffered from higher
than normal seasonality reflecting an
inventory correction that began in late 2006.
Revenues in the second half of 2007
increased 28% on the equivalent period in
2006, though this increase in part reflects
the below seasonal end to 2006. This positive
momentum demonstrates the Company’s
continuing position as a market leading
provider of high performance mixed-signal
semiconductors to many of the world’s top
consumer electronics brands, including
Apple, Canon, Hewlett Packard, LG,
Microsoft, Samsung, Sony and TomTom.

Wolfson has achieved a greater balance
across its end application markets in 2007
with no one application area accounting
for more than 24% of overall revenue
(2006: 30%). The top 20 end customers
accounted for 79% of revenue in 2007
(2006: 73%) with the largest end customer
accounting for 18% of revenue (2006; 22%).
The Company believes the Wolfson
AudioPlus™ strategy will enable it to
continue to broaden and strengthen its
customer base, and balance the Company’s
exposure to end application markets.
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Operating and Financial Review (continued)

Woffson has achieved & greater across its end

merkets in 2007

Portahle

The portable segment remains our largest business segment,
accounting for 74% of group revenues in 2007. Revenues in this
segment increased by 14% to $172m for the year (2006: $151m).
The key contributors to growth were portable navigation devices
(PNDs}, digital stilf cameras and bluetooth headsets — an emerging
market for Wolfson in 2007.

Sales into PNDs, representing 15% of Group revenues (2006: 9%),
increased by 84% to $34m in 2007 {(2006: $18m), with chips being
provided to most of the major players in this application market, as
these devices become more affordable and a mass-market
consumer item.

Sales into muttimedia handsets rose by 3% to $38m for the year
(2006: $37rm}, with strong second half momentum where revenues
increased by over 14% relative to the prior year, and 32% relative to
the first half of 2007. Wolfson strengthened its market position with
the leading Korean handset vendors, with fult year revenues from
such customers increasing by 19% in 2007. Wolfson also benefitted
from the global launch by a major new handset customer. Handset
revenues accounted for 16% of Group revenues this year compared

to 18% in 2006. This reduced proportion reflects an inventory
correction at the start of the year and the impact of reduced orders
from Tier 2 handset manufacturers who lost market share globally.

Wolfson maintained its position as a leading provider into portable
media players (PMPs) with sales of $56m in 2007 (2006: $60m).
This was a decline of 8% due to an inventory build-up in consumer
end markets during the first half, although the second half of 2007
saw a marked recovery. Wolfson’s continued leadership position in
this market reflects both its association with one of the world's
leading PMP brands, and the first volume sales of the WMB350 - the
first in a family of AudioPlus™ Smart Power devices, which integrate
power management with Wolfson audio technology ~ to another
ieading consumer brand in this application market,

Growth in the digital still camera market was excellent with annual
sales of $14m up B6% compared with 2006 ($8m). This was
primarily driven from a number of product replacements and
upgrades by end customers, particutarly in the area of digital single
lens reflex cameras (SLRs).

Initial inroads were also made into bluetooth headsets, a new and
exciting area for Wolfson, where the Company’s products provide
high fidelity audio in both stereo and mono headsets, which are
used for a wide variety of applications. Revenues from this
application increased by 265% in 2007, albeit from a small base,
to just under $4m (2006: $1m).
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Operating and Financial Review (continued)

Strong revenue growth in a yeear of investment

Consumer Audio and Imaging
Revenues from consumer audio applications, where Wolfson's semiconductors are typically used in mains-powered electronics goods,
increased 26% in 2007 to $40m {2006; $31m).

Excellent revenue growth in 2007 was experienced in flat panel televisions, up 117% to $10m (2006: $5m), as end product improvements
and falling prices helped boost demand. Sales into PC accessories increased 163% to $10m {2006: $4m), reflecting strong take-up for new
end products such as USB microphones and PC sound cards made by leading accessories brands. Good progress was also made in the
audio visual market, set top boxes and automotive applications.

Imaging revenues from products which are incorporated into a wide range of multifunction peripherals (“MFPs”) declined by 11% in 2007 to
$19m (2006: $22m). Though the underlying market is not growing particularly strongly for this application, new products launched towards
the end of 2007 are targeted at maintaining the Company's share of this market.

Financial Reporting

The Group and the Company's financial statements have bheen prepared in accordance with International Financial Reporting Standards and
its interpretations as adopted by the European Union.

Financial Results

The Group's results are summarised in the table below.

Details from the consolidated income statement {page 53)

Business excl acquisitions Acquisitions Group 2007 Group 2006*
$m % of revenues sm $m % of revenues Sm % of revenues

Revenue 230.9 0.7 231.6 2041
Gross profit 120.9 52.4% 0.7 121.6 52.5% 105.7 51.8%
Overheads:
Research and development expenses (36.5) 16% 2.7) (39.2) 7% {27.8) 14%
Distribution ana selling costs (21.4) 9% (1.4 (22.5) 10% {18.5) 9%
Administration expenses (13.4) 6% (0.6) (14.0) 6% (9.2) 4%
Share-based compensation charges 6.6) 3% 0.1) 8.7) 3% {3.3) 2%
Adjusted operating profit / (loss)** 43.0 19% (3.8) 39.2 17% 46.9 23%
Amortisation charges - (2.3) (2.3) 1% -
Operating profit / (loss)™ 43.0 19% (6.1) 36.9 16% 469 23%
Mgt interest income 5.0 2% {1.1) 39 2% 34 2%
Profit / (loss) before tax ** 48.0 21% (7.2) 40.8 18% 50.3 25%
income tax (13.3) 2.0 {11.3} {14.5)
Profit / {(loss) after tax 347 15% (5.2) 29.5 13% 358 18%
Diluted earnings / (loss)
per share (IFRS basis) - cents 26.1 (4.3) 24.8 26.7
Adjusted diluted earnings / (loss}
per share - cents 29.1 (2.9 262 301

* 2006 data is stated befora non recuming pre-tax charge of $5.771m (afocated $3.999m to research and development; $1.36m to distnbution and seking casts; and $0.412m to adrmrwstrative expenses).
* Impact of £/% adverse moverment increased overheads by $4.6m in 2007, reducing acjusted operating profit, operating profit and profit before tax percantage measurss by 2.0 percentage points.

Note "adjusted’ means after adding back amortisation of acquired intangible assels, and in 2006 adding back the nan recumng charge. For earnings per share purposas, this s calculated by
adding back to net profit such cost net of the estimated tax impact and dwicing by the number of sharas in issua on a fully diluted basis.
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Operating and Financial Review (continued)

Revenue increased by 13.5% to $231.6m (2006: $204.1m), whilst
profit before tax fell by 18.9% to $40.8m (2006: $50.3m before the
non-recurting charge). Earnings per share reduced to 26.2 cents on
an adjusted diluted basis (2006: 30.1 cents before the non-recurring
charge). Like for like earnings per share, stripping out the impact of
acquisitions, were 29.1 cents (2006: 30.1 cents).

The Company made two acquisitions in the year, which will
significantly increase Wolfson's technology and product portfolios,
as well as its addressable target markets in 2008 and beyond. The
first acquisition, in January 2007, was of Oligon Limited ("Oligon”}
for an initial cash consideration of $3.2m. The second acquisition
was of Sonaptic Limited (“Sonaptic") in July 2007 for an initial cash
consideration of $24.6m. Further details are given in note 8 to the
financial statements. These acquisitions bring silicon based
microphones and micro-acoustic technologies to the Company,
and have accelerated the implementation of Wolfson’s AudioPlus™
strategy as more fully explained in the Business Review on pages
8t019.

Both of the acquired companies are in a development phase, with
immaterial levels of revenue and are currently loss making. These
acquisitions had the effect of reducing the Group’s 2007 net
profitability by $5.2m, with a reduction in the reported diluted and
adjusted diluted earnings per share of 4.3 cents and 2.9 cents
respectively, The table on the previous page summarises the
combined impact of these acquisitions on the 2007 Group results to
show the like for like perfermance of the business. An estimated
charge for interest foregone on the cash elements of the initial
consideration on the acquisitions has been included in the table on
page 23.

The movement in our profit before tax in 2007 of $40.8m relative to
2006 {$50.3m) was attributed mainly to:

o growth in revenues of 13.5%

o an increase in gross margins from 51.8% to 52.5%

offset by:

o impact of acquisitions of $7.2m, as shown in the table on page 23

o impact of sterling/dollar adverse currency movement on
operating overheads of $4.6m

o higher non cash share-based compensation charges of $6.6m,
representing an additional $3.3m cost in 2007

o operating cost increases of $10m mainly resulting from the full
year impact of employees hired during 2006, together with the
additional cost impact of more senior appointments during 2007

o one time restructuring and redundancy charges of $0.9m
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Gross profit in 2007 was $121.6m, up 15% from the previous year
(2006: $105.7m). Gross margin increased by 70 basis points to
52.5% (2008: 51.8%), mainty attributable to the increased
contribution from the sale of more differentiated products, reduction
in costs and improvement in manufacturing efficiencies, but was
offset by higher gold prices which increased cost of goods sold
towards the end of 2007.

Imperative to our AudioPlus™ strategy and our long-term
competitiveness is our continual investment in new product
development and best in class engineering tools. Expenditure on
research and development, excluding non cash charges such as
amortisation and share-based compensation, increased by 41% to
$39.2m or 16.9% of revenue (2006: $27.8m excluding non recurring
charge, or 13.6% of revenue).

The majority of this increase, representing a higher level of
investment relative to 2006, was attributable to the impact of our
two acquisitions; the full year impact of recruitment of additional
engineers hired during 2006; higher external investment in more
complex products to complement our AudioPlus™ strategy, and the
effects of a weak dollar, as noted above. We also increased our
investrent in, and strengthened our patent portfolio during 2007.
It is anticipated that we will continue to spend approximately 16%
to 17% of revenue on research and development, excluding share-
based compensation and intangible amortisation, on an annual
basis, assuming a US dollar to sterling exchange rate of $2:£1.

Distribution and selling expenses, excluding share-based
compensation charges, increased by 21% to $22.5m or 9.7% of
revenue {2006: $18.5m excluding non recurring charge, or 9.1%
of revenue). The increase was due mainly to investment in
recruitment of new teams in the US and Eurepe, including through
our Sonaptic acquisition, together with volume based increases in
distribution costs. We expect distribution and selling expenses to
continue to be approximately 9% of revenue, excluding share-
based compensation, on an annual basis, assuming the exchange
rate noted above.

Administrative expenses, excluding share-based compensation
charges, increased by 54% to $14.0m or 6.1% of revenue (2006:
$9.2m excluding non recurring charge, or 4.5% of revenue). The
increase reflects the impact of appointments made during 2006,
acquisition related costs and administration costs of the acquired
companies; and the effects of a weak dollar. We anticipate that
administrative expenses will continue to be approximately 6% of
revenue, excluding share-based compensation, on an annual basis,
assuming the exchange rate noted above,
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Share-based compensation charges, calculated in accordance with IFRS 2, amounted to $6.7m in 2007, compared to $3.3m in 2008.
The increase was mainly due to additional share options granted to staff in 2007, deferred share awards as explained in the Directors’
Remuneration Report, the impact of sterling/dollar exchange rate and the increased volatility factor used to value options. This charge is
expected to fall in 2008 as the deferred shares vest and share options granted to staff revert to historical levels.

Intangible asset amortisation charges on the acquisitions amounted to $2.3m (2008: Nil), representing five months charge for Sonaptic,
and a full year charge for Oligon, and are explained in notes 8 and 10 to the accounts. The projected charge for 2008 is expected to increase
to $5.3m mainly reflecting a full year charge on the Sonaptic acquisition.

Adjusted operating profit was $39.2m or 16.9% of revenue, compared to $46.9m or 23.0% of revenue in 2006. Stripping out the impact
of the acquisitions, the like for like operating profit reached $43.0m or 18.6% of revenue, The impact of the increased share-based
compensation and sterding/dollar exchange movement was to reduce the operating profit margin percentage relative to 2006 by 1.4
percentage points and 2.0 percentage points respectively.

Net financing income increased to $3.9m (2006: $3.4m). The amount of interest income received in 2007 was impacted negatively by the
initial cash considerations paid on the two acquisitions. The finance expense of $1.8m booked in 2007 relates to the interest on the pension
scheme obligation and to notional interest on the discounted deferred consideration on the acquisitions, both being non cash items.

Taxation

The effective rate of tax for 2007 was 28%. Following the reduction in the UK corporation tax rate to 28% effective from 1 April 2008, the
ongoing total effective tax rate is anticipated to be around 26% to 27%, reflecting the availability of tax allowances on research and
development expenditure. This figure may however be affected by the calculation at each period end of deferred tax on employee share options.

Taxation payable on the Company's profits in 2007 has been reduced by tax relief in respect of gains arising on the exercise of share options
by employees during the year. Consequently only $11.9m of the current tax charge for 2007 was payable in cash with the balance of $1.3m
mainty attributable to the movement in the relevant deferred tax balance during the year.

Cash Flow & Balance Sheet

Summarised Consolidated Cash Flow

2007 2006

$m $m
Profit before tax 40.8 44.6
Depreciation and amortisation 107 6.8
Net financing income (3.9 (3.4)
Earnings before interest, tax, depreciation and amortisation 47.6 48.0
Share-based compensation charge 8.7 3.3
Change in working capital 8.0 (10.2)
Income taxes paid (7.8) (2.6)
Net cash flow from operating activities 525 38.5
Capital expenditure (13.1) 8.5
Free cash flow 39.4 30.0
Purchase of own shares by employee share trust (28.1) (3.6)
Proceeds from issue of shares 2.4 5.3
Acquisitions (27.9) -
Repayment of borrowings - (15.8)
Interest received 4.4 2.6
Net cash (outflow) / inflow (9.8) 18.5
Opening cash balances” 99.4 80.9
Closing cash batances* 89.6 29.4

* includes cash balances and short-term deposits
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Operating and Financial Review (continued)

Cash and short-term deposits amounted to $89.6m at 30 December
2007 {31 December 2006: $99.4m). Net cash inflow from operating
activities was $52.5m in 2007 (2006: $38.5m).

In January 2007, initial consideration of $3.2m was paid for the
entire share capital of Oligon; $24.6m was paid, principally during
July, for the entire share capital of Sonaptic. These acquisitions are
explained further in the Business Review and note 8 to the financial
statements.

During the year the Company Employee Share Trust paid $28.1m to
purchase shares to cover current and future employee option
grants, which will reduce share dilution going forward.

Cash outflow on capital expenditure in 2007 amounted to $13.1m
{2006: $8.5m). The majority of this expenditure was invested in test
and related equipment with the increase mainly attributable to a
$2.7m spend during 2007 on our digital microphone project as
explained further in note 8.

The Company reported an inflow from working capital (excluding
cash and short-term deposits) of $6.0m for the year ended 30
December 2007, compared to an outflow of $10.2m for the year
ended 31 December 2006.

The value of inventory held at 30 December 2007 was $25.5m or
69 days cost of sales ($22.3m or 83 days inventory at 31 December
2006). It is anticipated that inventory lavels will average around 80 -
90 days in 2008 to meet fluctuations in demand. Trade receivables
amounted to $28.5m or 43 days sales outstanding at 30 December
2007 (31 December 2006: $21.0m or 40 days sales outstanding). It
is expected that the number of days sales outstanding will average
around 40-45 in 2008.
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Trade payables at 30 December 2007 amounted to $27.4m or 62
days purchases (31 December 2006: $6.5m or 27 days purchases).
It is anticipated that the number of days purchases will average
around 50-60 in 2008.

Batance Sheet Strategy

Wolfson has a robust and cash generative business model. The
Company continually invests in its product portfolio and new
technologies to enhance its product leadership. In addition, a strong
balance sheet is seen as a key differentiator when competing for
new business with global consumer glectronics companies.

The Board regularly reviews the level of cash on the balance sheet,
taking into consideration anticipated operating results, investment
requirements and opportunities to develop the business by
acquisition of complementary technologies. The Beard is
committed to maintaining the right balance between balance sheet
flexibility and rewarding shareholders. In this regard, it continues to
review oppeortunities for the payment of dividends, share buybacks
and other methods of returning cash to shareholders. There is
already a policy in place for the buying of shares in the market by
the employee share trust to satisfy future share option grants and
share awards, thus avoiding any dilution to existing shareholders.

At this point in the Company’s development, the Board believes it is
appropriate to maintain a significant amount of cash on the batance
sheet to provide the Company with the flexibility to take advantage
of appropriate investment opportunities as they become available.
As Wolfson's business develops, the policy on shareholders’ returns
will continue to be reviewed.

e
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Treasury and Foreign Exchange

Nearly all revenue and cost of goeds sold are denominated in US
dollars, so there is a natural and effective hedge down to the gross
margin level. However, over 70% of operating costs are
denominated in sterling, and this represents an economic long term
currency exposure derived from the UK base of the Company. The
Board’s view is that short term forward contracts would not change
this underlying exposure and, as a result, no hedges are in place
against this exposure. It is estimated that every 1 cent increase in
the US dollar/steding exchange rate would have the effect of
reducing the Group’s operating profit by $260,000 on an annualised
basis. The average dollar/sterling exchange rate in 2007 was 2.00,
against 1.82 in 2006. The impact was to increase operating
overheads, and reduce operating profit, by $4.6m, a 2.0 percentage
point impact on the operating profit margin and the profit before tax.

Pensions

The Company operates defined contribution and defined benefit
pension schemes. The defined benefit scheme was closed to new
entrants with effect from July 2002. Note 17 to the financial
statements sets out the accounting basis of the defined benefit
scheme. The Company paid $3.4m to the defined benefit scheme
during 2007 and this included a $2.4m deficit correction payment.

Risks and uncertainties

Management of the Company are constantly considering and
reviewing risk. In addition the Company has put in place formal
processes for the identification and, where possible, the
management of significant risks which are reviewed regularly by
senior management. This is formally reported on a regular basis
to the Audit Committee, as a result of which the directors of the
Company (the “Directors”) are aware of the potential cost and
resources involved in managing these risks. Details on the
identification and management of risks are also addressed on
page 36 in the Corporate Governance statement.

This Annual Report contains certain forward locking statements that
are Wolfson's expectations and beliefs about our future business.
These statements are made by the Directors in good faith, based on
information available to them at the time of the approval of the
report. Undue reliance should not be placed on such statements,
which are based on Woalfson's current plans, estimates, projections
and assumptions. By their nature, forward-looking statements
involve known and unknown risk and uncertainty because they
relate to events and depend on circumstances which may occur in
the future and which in some cases are beyond Wolfson's control.
Actual results may differ from those expressed in such statements,
depending on a variety of factors. These factors include, but are not
limited to: consumer and market acceptance of the Company’s
products and the products that use the Company's products;
decreases in the demand for the Company's products; excess
inventory levels at the Company’s customers; decline in average
selling prices of the Company’s products; cancellation of existing
orders or the failure to secure new orders; the Company's failure to
introduce new products and to implement new technologies on a
timely basis; the Company's failure to anticipate changing customer
product requirements; fluctuations in manufacturing and assembly
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and test yields; the Company's failure to deliver products to its
customers on a timely basis; disruption in the supply of wafers or
assembly testing services; the timing of significant orders; increased
expenses associated with new product introductions, masks, or
process changes; the commencement of, or developments with
respect to, any future litigation; the cyclicality of the semiconductor
industry; and overall economic conditions.

There are a number of potentia! risks and uncertainties which could
have a material impact on the Company's long term performance:

Fabless business model

The Company does not have its own manufacturing facilities. As a
result, the Company’s business model is less capital intensive, The
Company uses Chartered Semiconductor, Magnachip and TSMC
for the manufacture of most of its silicon wafers and Unisem and
Carsem for major test and assembly services. The Company is
reliant on these independent suppliers to provide the required
capacity to manufacture, assemble and test its products and to
provide high quality products on time. The Gompany maintains an
internal manufacturing support group which directs product supply,
helps ensure a high level of quality and reliability and works with the
wafer foundries and production assemblers to resolve issues.

Dependence on the growth of the consumer electronics market
The Company's future success is dependent on the growth of the
digital consumer electronics market and the successful adeption by
customers of its integrated circuits in their products. The future size
of the digital audio, portable devices, digital imaging markets, and
other potential markets, is uncertain and depends on a number of
factors, all of which are beyond the Company’s control. The failure
of these markets to develop as the Company expects would have a
material adverse effect on the business, financial condition and
operating results of the Company.

In addition, the Company’s future success is also dependent on the
success of its customers in their related markets. Reduced uptake
by consumers of products from the Company’s end customers’
could also have a material adverse effect on the Company's business,
financial condition and operating results.

Seasonality

The Company's products are mainly sold to manufacturers of
consumer electronic products. As a result, the Company’s business
is subject to seasonality with increased revenues in the second half
of the year and lower revenues after the main holiday period.

New product introductions

The average design cycle for the Company’s products can take
18-24 months to complete and achieve volume production. This
long design cycle, coupled with limited customer visibility as to
future requirements and plans, makes forecasting product demand
and the timing of that demand difficult. There are also inherent risks
in lengthy design cycles including risk of future design loss to a
competitor, risk of cancellation and limited uptake for new products.
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Infringement of third party intellectual property rights

The semiconductor industry is characterised by cross-licensing and
frequent litigation regarding patent and other intellectual property
rights. The Company has provided certain indemnification rights to
some of its customers in respect of the infringement of third party
intellectual property rights regarding its preducts.

Claims against the Company could adversely affect its ability to
market and sell its products, require it to re-design products or seek
licences from third parties, require it to pay substantial monetary
damages, and seriously harm its operating results. In addition, the
defence of such claims could result in significant costs and divert
the attention of the Company's executives and technical personnel
from their day to day work.

Customer dependence

The Company supplies products to a range of companies. The
Company seeks continually to expand its customer base and
customer mix. However, one or a small number of customers may
become responsible for a significant proportion of the Company's
sales. Rapid variation of such custemers’ demand could then
significantly affect the Company's revenues. No single customer
accounted far more than 18% of revenue in 2007 (2006: 22%) with
the top 10 customers accounting for 57% of revenue in 2007 (2006:
58%) and the top 20 customers accounting for 79% of revenue in
2007 {2006: 73%).

Personnel

The Company relies on the ability to hire and retain appropriately
qualified staff who provide the expertise and experience critical to
its business and the implementation of its strategy. There is intense
competition for qualified personnel in the semiconductor industry
and, from time to time, the Company experiences difficulty in
locating candidates in the relevant country with appropriate
gualifications. The Company enters into employment contracts with
its personnel but there is no assurance that it will be able to
continue to hire and retain appropriately qualified personnel. The
loss of the service of, or failure to recruit in a timely manner, key
technical and management personne! would adversely impact the
Company's product development programmes and could have a
material adverse effect on its performance and future growth.

Competitors

The markets in which the Company operates are very competitive
and are characterised by rapid technelogical change and evolving
standards. Many of the Company’s competitors are targer in size,
have larger financial, marketing and/or technical resources, a longer
trading history and larger installed customer bases. As a result, they
may devote greater resources to the development, promaotion and
sale of their products than the Company can. These factors may
prevent the Company from competing successfully against current
or future competitors.
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Acquisitions

The Company expects to review further potential acquisition targets
as part of its AudioPlus™ strategy, particularly ‘tuck in” companies
that offer innovative technology which may be pre revenue and loss
making. The internal investment case for such acquisitions may not
materialise as planned. In addition, the integration of acquired
cormpanies involves additional risk including diversion of management
time, potential failure to realise the synergy benefits anticipated from
the acquisition, the cultural risk associated with integrating different
companies in various countries, and risks associated with unexpected
liabilities or events arising post acquisition.

Information technology

The Company depends on worldwide communication links and
accurate, timely information and numerical data from key
information technology systems and scftware applications to
facilitate the daily operation of the business and decision making.
Any disruption caused by failings in these systems, of related
equipment or of communication networks could delay, or otherwise
impact, everyday decision making and some business operations.
The Company has developed and tested disaster recovery
arrangements in order to minimise the disruption caused by failings
in these systems.

Foreign currency exposure
Refer to Treasury and Foreign Exchange section above.

Mark Cubitt Chief Financial Officer
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Directors

Michael Ruettgers {age 65}
Chairman (from 1 January 2008)

Mr Ruetigers joined the Board and became Chairman on 1 January 2008
and he is also chairman of the Nomination Committes. Mr Ruettgers
joined EMC Corporation in 1988 and served as its Chief Executive Officer
from 1992 until January 2001, before becoming Executive Chairman and
finally Chairman until 2005. Under his leadership, EMC achieved dramatic
growth over more than a decade. From his arrival through year-snd 2000,
EMC's revenues grew from $120 million to nearly $9 billion. EMC is now a
leading digital storage company; it is listed on the New York Stock
Exchange. Mr Ruettgers is the lead independent director at the Raytheon
Company, also a New York Stock Exchange company. Mr Ruettgers also
serves as a non-executive direcior at the Orvis Company, Inc.

D John Carey (age 71}
Non-executive director (from 1 January 2008)
Chairman (unti 31 December 2007)

Mr Carey joined the Board in November 1998 as a non-executive
director and became Chairman in January 2000. On 31 December 2007,
Mr Carey retired as Chairman but remains a non-executive director of the
Company. Mr Carey was chairman of the Nomination Committee until

31 December 2007. Mr Carey was a founding investor in Integrated
Devices Technology, Inc., serving as a member of the board before
becoming Chief Executive Officer and Chief Operating Officer in 1982
and Chairman of the Board from 1991 to 1999. In 1969, Mr Carey

was founder of Advanced Micro Devices, Inc., where he held several
operationzal management positions until 1978. Prior to that, Mr Carey
worked on the development of the first integrated circuits at Fairchild
from 1963 until 1968. Mr Carey has a degree In Electrical Engineering
from Liverpool University.

Alastair David Milne {age 65}

Non-executive Director (from 9 November 2007)

Executive Director until 8 November 2007)

Chief Executive Officer and Managing Director wntil 28 February 2007)

Dr Milne co-founded the Company in 1984 and served as the Chief
Executive Officer and Managing Director until 28 February 2007, He
remained an executive director of the Company until 8 November 2007
when he retired and was appeinted as a non-executive director from ¢
November 2007. Dr Milne was a member of the Nomination Committee
until 28 February 2007. From 1973 to 1985, Dr Milne directed the
Wolfson Microelectronics Institute at Edinburgh University, which
developed CAD software and integrated circuit technology. Dr Milne was
Vice President of the Royal Society of Edinburgh from Cctober 1995 to
Septermber 1898 and is a Fellow of the Royal Academy of Engineers.

In January 2008, Dr Milne was appointed as Chalrman ¢f the European
Leadership Council of the Global Semiconductor Alliance, having served
on the Council since 2006. During 2007, Dr Milne was appointed as a
director and chairman of Edinburgh International Science Festival Limited.
He has a Doctorate in Physics from Bristol University and was a member
of the Court of the University of Edinburgh from 1998 until 31 August
2007. Dr Milne was awarded the OBE in 1885 for services to industry.

David Allen Shrigley {age 59)
Chief Executive Officer and Managing Director irom 1 March 2007}

Mr Shrigley was appointed to the Board on 27 November 2006 as

Chief Executive Officer designate and he became Chief Executive Officer
with effect from 1 March 2007. Mr Shrigley was previously a director of
SonicWall, Inc. and, while a general partner at Sevin Rosen Funds in
California from 1899 to 2005, he was a portfolio director of several
companies including SPI Lasers plc. Mr Shrigley was a member of the
executive team at Bay Networks from 1996 to 1998 when Bay Networks
was acquired by Nortel where Mr Shrigley continued to work until 1999,
Mr Shrigley held a number of senior executive positions during his career
at Intel from 1978 to 1996. In particular, during that time, Mr Shrigley
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spent six years as Vice President and General Manager of Asia Pacific
Sales and Marketing Operations before becoming Vice President and
General Manager of Corporate Marketing. Mr Shrigley is currently a
non-executive director of Rambus, Inc.

John Martin Urwin {age 47}
Operations Director

Mr Urwin joined the Board in 1894, From 1988 to 1894 he worked for
Fujitsu Ltd where he was Northern Europe Marketing Manager. Prior to
that, Mr Urwin worked for Naticnal Semiconductor and Marconi Electronic
Devices in major account management, test and product engineering
roles. Mr Urwin has an Honours Degree in Electronic Engineering from
Nottingham University. Mr Urwin is also a non-executive director of
System Level integration Limited and, during 2007, he was appointed

to the board of the Global Semiconductor Alliance.

Mark Cubitt {age 45}
Chief Financial Officer and Finance Director (apoointed 15 January 2007)

Mr Cubitt joined the Beard in January 2007 and serves as the Chief
Financial Officer and Finance Director. Mr Cubitt was previously Vice
President of Finance at Jacobs Engineering in the UK and Ireland.

Ha was the Finance Director of Babtie Group from 2001 until the sale

of the company to Jacobs Engineering in 2004, when he then took up

a wider finance role within Jacobs. Before joining Babtie, Mr Cubitt was
the Finance Director of Dawson International PLC, where he worked from
1996 until 2000. From 1988 to 1994, he held a number of finance posts
in Christian Salvesen PLC and its then subsidiary Aggreko. Mr Cubitt is

a Chartered Accountant and has a degree in Accountancy anc Gomputer
Science from Herict-Watt University.

Barry Michae! Rose (age 62)
Non-executive Director

Mr Rose was appointed to the Board in 2001 and serves as a nan-
executive director and is the Senicr Independent Non-executive Director.
He is chairman of the Company's Remuneration Committee and is a
member of the Audit Committee and Nomination Committee. From 1993
10 2001 Mr Rose was Chief Executive of Scottish Provident UK. Mr Rose
is also a non-executive director of Baillie Gifford Shin Nippon ple,
Liverpool Victeria Friendly Society and Optos plc.

Ross King Graham {age 60)
Non-executive Director

Mr Graham was appointed to the Board in September 2003 and serves
as a non-executive director and chairman of the Audit Committee.

He is also a member ¢f the Remuneration and Nomination Committees.
Mr Graham gualified as a chartered accountant with Arthur Young in
1969, and was made a partner of that firm in 1981. In 1987 Mr Graham
joined Misys on its flotation as its Finance Director, becoming Corporate
Development Director in 1998 and finally retiring from the Board at the
end of 2003, Throughout his time at Misys he played a kay role in
developing and Implementing its acquisition strategy. He holds several
other non-executive directorships including Acambis plc and Psicn plc.

Robert Laurence Eckelmann {age 51)
Non-executive Director

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




The directors have pleasure in submitting their report and financial
staternents for the year ended 30 December 2007,

Principal activities

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

Financial

The Group's consolidated profit for the financial year, after taxation, was
$29,528,000 {2006: $31,740,000). A financial review of the results for the
year is set out on pages 20 to 28,

The financial risk management objectives and policies and an indication of
the exposure 1o financial risk is included in note 19 to the financial statemenits.

Dividends

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

Review of development and future prospects

The report of the Directors should be read in conjunction with the
Chairmen’s Statement, the Business Review and the Cperating and
Financial Review on pages 2 to 28, which contaln details of the principal
activities of the Group during the year and an indication of future
developments. The review of the business has been divided into three
areas and dealt with in this Annual Report as follows:

o principal risks and uncertainties - pages 27 and 28 of the Operating
and Financial Review,

o areview of the development and performancs of the business
and the position of the Group at 30 December 2007- included in
the Business Review on pages B to 19 and in the Operating and
Financial Review on pages 20 to 28; and

o key performance indicators — on pages 2 and 3 and con pages 20 to 26.

Share capital

Detaits of the Company's authonsed and issued share capital as at 30
December 2007 and of options granted under the Group's employee
share option schemes are detailed in note 16 to the financial statements.

Research and development

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

Donations

The Group made nc political contributions during the year. Sponsorships
and donations to UK charities amounted to $484,000 (2006: $3561,000),

Directors

The directors who held office at the end of the year and their interests in
the shares of the Company at the year end are set out on pages 43 and
44. The interests of the directors in the share options of the Company are
set out on page 49. No director had, during or at the end of the year, any
materiat interest in any contract of significance in relation to the Group's
business.

Mark Cubitt was appointed to the Board as an executive director on
15 January 2007. George Elliott resigned from the Board with effect from
28 February 2007.

Directors’ Report
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Or Alastair David Milne stepped down as Chief Executive Officer on

28 February 2007 and continued to serve as an executive director until
8 November 2007 when he retired from that role. He was appecinted a
non-executive director of the Company with effect from 9 November 2007,

David Allen Shrigley, having been appointed to the Board on 27 November
2006, became Chief Executive Officer with effect from 1 March 2007.

Michael Ruetigers was appointed io the Board as a non-executive
director and Chairman of the Board on 1 January 2008 and will retire at
the forthcoming Annual General Meeting and, being eligible, will offer
himself for etection. David John Carey stepped down as Chairman of the
Board on 31 December 2007 but remains a non-executive director of the

Company.

The names and biographical details for the directors who held offica at
the end of the year are set out on page 30 and details of directars’
service contracts are set out in the Directors’ Remunaration Report on
page 42,

Substantial shareholdings

As at 4 February 2008, the Company had received notifications from the
folfowing parties that they have an interest in the ordinary share capital of
the Company:

Number % ot

of ordinary issued share

shares capital

Artemis Investment Management Limited 11,837,626 10.01%
Wellington Management Company LLP 5,913,952 5.00%
Fidelity International Limited 5,404,512 4.57%
Legal & General Group Plc 4,913,979 415%
Morgan Stantey Securities Limited 4,729,517 3.98%
Massachusetts Financial Services Company 4,462,810 3.77%
DJ Carey 4381657 3.70%
The Goldman Sachs Group, Inc. 3,839,732 3.33%

Purchase of own shares

Al the Annual General Meeting held on 24 May 2007 the shareholders
granted the Company the authority to purchase, in the market, its own
ordinary shares up to a maximum of 11,714,502 ordinary shares. This
authority expires at the conclusion of the Annual General Meeting to be
held on 4 June 2008. This authority was not used during the yaar or up
to the dats of this report and shareholders will be asked to give a similar
authority at the forthcoming Annual General Meeting as set out in the
notice of the Annual General Meeting.

Employees

Employee involverment

The Company is committed to employee involvermnent throughout the
business and this is described on page 37.

The Company has established offshore employea share trusts in
connection with the Company's performance share plan and executive
shared ownership plan. As at 30 December 2007 these trusts held a total
of 5,582,226 ordinary shares of 0.1 pence each in the capital of the
Company. The shares 1o which the trusts relate have voting rights. However,
under the terms of these trusts, the trustees have agreed to refrain from
exercising voting rights otherwise than to the extent the shares have vested.
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Directors’ Report (continued)

Employees with disabilities

The Company's policy is to give full and fair consideration to suitable
applications from people with disabilities for empleyment. I existing
employees become disabled thay will continua 1o be employed, wherevar
practicable, in tha same job o, if this is not practicable, every effort will
be made to find suitable alternative employment and {0 provide
appropriate training.

Policy and practice on payment of creditors

The Company's policy concerning the payment of creditors for goods
and senvces is to pay suppliers within 30 days of the end of the calendar
month in which the invoice is received (net 30 day terms), unless
alternative terms have been specifically agreed in advance. This policy
and any specific terms agreed with suppliers are made known to the
appropriate staff and suppliers. At 30 December 2007, the Company
had 62 days (2006: 27 days) purchases in trade payables.

Articles of Association

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

The Company may amend its Articles of Association by special resotution.
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Responsibility statement
To the best of the knowledge of the directors:

o the financial statements, prepared in accordance with the applicable
set of accounting standards, give a true and fair view of the assets,
liabilities, financial position and profit of the Group; and

o the Business Review and Operating and Financial Review include a fair
raview of the development and performance of the business and the
position of the Group, togsther with a description of the principal risks
and uncertainties that it faces.

Disclosure of information to auditors

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

Auditors

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

Annual General Meeting

The Annual General Meeting will be held on 4 June 2008 in Edinburgh.
The notice of the Annual General Mesting is contained in a separate
booklet which is being sent to shareholders along with this Annual Report.

By order of the Board

Mark Cubitt
Company Secretary

4 February 2008

Edinburgh




The Board is committed to maintaining high standards of corperate
governance throughout the Group and therefore apples, where they are
deemed appropniate, the principles of corporats governance set out in the
Combined Code (the “Code”) as issued in June 2008, The statement
below describes how the directors have applied the principtes of
corporate governance and the extent to which the principles and
provisions of the Code have been complied with during the financial year
ended 30 December 2007. The one departure from full compliance is
explained below.

From 1 January 2008, upon the appointment of Michael Ruettgers as a
non-executive director and Chairman, the Board comprises nine directors:
the Chairman, three executive directors and five non-executive directors,
of whom three are independent in accordance with the terms of the
Code. The three independent non-executive directors, in accordance with
the Code, are: BM Rose, RK Graham and R Eckelmann. There have been
somea changes to the composition of the Board during 2007 and these
ara summarised in the table below:

Nurmber of Number of non-executive
executive directors during the period
directors
during the Not
Perlod period Indepeand indepand

1 January to 15 January 2007

16 January to 28 February 2007

1 March to 8 November 2007

9 November to 31 Decemnber 2007
From 1 January 2008

Wwd o
W W W W
[XR  J Oy

The Board cansidered that, on his appointment as Chairman, M Ruettgers
met the independence criteria as set out in provision A.3.1 of the Code.
Biographical details of the directors serving as at the date of this report
are given on page 30.

Compliance with the Combined Code

The Group has complied, throughout the financial year ended 30
December 2007, with the provisions set out in Section 1 of the Code
except that, during the year, at least half the Board, excluding the
Chairman, did not comprise non-executive directors detarmined by the
Beard to be independent. (Code provision A.3.2). The Board considers
that it has an appropriate number of directors, who amongst them have
the appropriate range of ski's and experience given the size and
complexity of the Group. The Board's view is that the independent
directors are of sufficient calibre and number that their views carry
appropnate weight and influence on the Board's decision making.

Corporate Governance

Board composition and operation

The Board considers all of its non-executive directors to be independent
in character and judgement. However, only BM Rose, RK Graham and
R Eckelmann arg independent in terms of Code provision A.3.1 as none
of thesa non-executive directors:

o has been an employee of the Group within the last five years;

o has, or has had within the tast three years, a material business
relationship with the Group;

o receives remuneration other than a director’s fee, participates in
the Company's share option schemes or is a member of the
Company's pension scheme;

o has close family ties with any of the Group's advisers, directors or
senior employees;

o holds cross-directorships or has significant inks with other
directors through involvement in other companies or bodies;

o represents a significant shareholder; or

o has served on the Board for more than nine years.

The division of responsibilities between the Chairman of the Board and
the Chief Executive Officer is clearly delineated, set out in writing and is
regularty reviewed and monitored by the Board.

BM Rose is the Senior iIndependent Non-executive Director.

All directors must submit themsetves for efection at the annual general
meeting following their appointment and, thereafier, for re-election at least
once every three years. The non-executive directors are generally initially
appointed for fixed terms of three years. In 2006, the Board (in
accordance with the terms of the letter of appeointment) invited OJ Carey
and RK Graham to serve for an additional period of three years and BM
Rose for an additional period of two years; the non-executive directors
accepted these extensions to their term of appointment. The Group seeks
to retain the services of the non-executive directors for periods that may
be longer than is recommended by the Code due to their experience and
knowladgs. The terms and conditions of appointment of non-executive
directors are available for inspection at the Company's registered office
during normal business hours. These terms and conditions are also made
available for inspection on the day of the annual general mesating.

There is a formal schedule of matters reserved for the Board which has
been reviewed and updated during 2007, The responsibilities of the Board
include: determining and setting the strategic direction of the Group and
approving the business plan and annual budget; ensuring that high
standards of corporate governance are maintained; monitoring the
performance of the Group; approving financing and significant capital
expenditure; authorisation of significant transactions; reviewing the
Group's systems of risk management and internal control; approving
appeintments to the Board and of the Company Secretary; determining
the scope of delegations to Board committees; approving policies relating
10 directors’ remuneration; the appeointment and removal of the principal
advisers and auditors; and ensuring that a satisfactory dialogue takes
place with sharehoiders. The Board is responsible for reviewing and
approving the annual report and accounts, the interim report and quarterty
resulis announcements and for ensuring that these present a balanced
assessment of the Group's position.

The Board delegates to management responsibility, inter alia, for: the
implementation of the strategies and policies of the Group as determined
by the Board, monitoring the operating and financial results against
budgets and managing and controlling the allocation of capital, human
and technical resources. The Board regularly receives detaited financial
and operationa! information in order for it to menitor the performance of
the key areas of the business.

Waltzon Microslectronics pic | Annual Report and Accounts 2007



Corporate Governance (continued)

The Board normally meets monthly and may meet at other times at the
request of any director. The number of scheduled Board meetings and
committee mestings attended by each director during the year was as
follows:

Scheduled Audit Remuneration Nomination

Board Committee Committee Committee

meetings maetings meetings meatings

BJ Carey 11 (11} n/a n/a 419
AD Milne 11 (11) n/a n/a 1{1)
DA Shrigley 11 {11) n/a n‘a 7
JM Urwin 11 (11) n/a na na
M Cubitt” 11 (11) va na n/a
GR Elligtt** 1(2) na na n/a
BM Rose 11 (1) 6 (6) 7 B{8)
RK Graham 11 (1) 6 (6) 7 818)
R Eckelmann 11(11) 6 (6) 7(7) 8(8)

* appointad {0 the Board on 15 January 2007
“* resigned rom the Board on 28 February 2007

{The figures in brackets indicate tha lotal number of meetings hield in the period during which

the individual was a director and a member of the relevant Committee).

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

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

An induction procass is in place for any new directors, tailored 10 the
individual directors’ requirements in the light of his or her experience and
prior industry knowledge.

In 2007, the Board again applied a formal process for evaluating the
performance and effectiveness of the Board, its commitiees and its
members. This was parformed through a series of detailed questionnaires
compieted by the members of the Board and its committees. The results
of this evaluation were collated and reported by the Senior independent
Non-executive Director to the Chairman so that follow up actions could
be implemented. The general resuits of this evaluation process were
communicated to the rest of the Board and any specific feedback
communicated to the individual directors. Appropriate actions were then
identified and taken. The Senior Indapendent Nan-executive Director
conducts the performance evaluation of the Chairman, taking into
account the views of all directors, A formal process of evaluation of the
performance and sffectiveness of the Board and its committees is
conducted on an annual basis.

All directors have access to the advice and services of the Company
Secretary and to provision of independent professional advice in
furtherance of their duties at the Company's expense. The Cempany
maintained directors’ and officers’ liability insurance cover throughout
2007. This insurance cover has been renewed for 2008.

The Board has a Nomination Committee, Remuneration Cormmittee and
Audit Committee. The terms of reference for each committee can be
found on the Investor Relations section of the Group's website at
www.woifsonmicro.com. The Board also has a Treasury Committee.
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Nomination Committee
Committee Chairman: DdJ Carey {untd 31 December 2607)
M Ruettgers {rom 1 January 2008)
AD Milne {unti 28 February 2007)
DA Shrigley (from 1 March 2007)
BM Rose

RK Graham

R Eckelmann

Committee Members:

A majority of the members of the Nomination Committee during the year
ware independent non-executive directors. The Nomination Committee,
which meets not less than once per year, has responsibility for considering
the size, structure and composition of the Board and its committees, the
retirements and appointments of additional and replacement directors and
makes appropriate recommendations to the Board. It is considered by the
Board 0 be appropriate to have the Chief Executive Cfficer as a member
of this committee as he has many years of experience in the industry and
is able to provide valuable input regarding suitable candidates for the Board.

During 2007, the Nomination Committee led the search for a successor
to the Chairman of the Board and an external search consultancy was
engaged {o assist with this process. This involved a detailed process of
identifying the skills and experience that the ideal candidate for this
position would require as well as the amount of time that the individual
would need to devole to the role. BM Rose chaired the Nomination
Committee when it was dealing with this appointment. This process
resulted in the appointment, from 1 January 2008, of M Ruettgers as
Chairman of the Board.

The Nomination Commities considers that the current compaosition of the
Board is satisfactory to provide the proper governance, administration and
business counsel of the Company's affairs. It will continue te monitor the
situation in 2008.

The other significant commitments of each non-executive diractor are
required 1o be disclosed 1o the Board prior 10 their appointment and the
Board is kept informed of subsequent changes to these commitments.
Detaits of M Rusttgers’ professicnal commitments are included in his
biography on page 30. M Ruettgers holds a number of other directorships
but the Beard is satisfied that these are not sugh as to interferg with the
performance of his duties as Chairman of the Company.

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

Remuneration Committee
Committee Chairman: BM Rose
Committee Mernbers: R Eckeimann
RK Graham
M Ruettgers (from 1 January 2008}

Only non-executive directors served on the Remuneration Committes in
2007 although the Chigf Executive Officer is normally invited to attend
meetings of this Committee. M Rusttgers, upon his appointment as a
non-executive director of the Company and Chairman of the Board on
1 January 2008, became a member of the Remuneration Committee.

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

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

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

o for determining, within agreed terms of reference, specific remuneration
packages for each of the executive directors and senior management,
including pension rights, any compensation payments and the
implementation of executive incentive schemes.




The Board is responsible for setting the remuneration of the non-executive
diractors subject to the limits contained in the articles of association.

In accordance with the Remuneration Committee's terms of reference,

no director may participate in discussions relating to his own terms and
conditions of service or remuneration. During the year the Terms of
Referance of the Remuneration Committee were reviewed, revised and
approved by the Board. The revisions to these Terms of Relerence did
not fundamentally alter the sole and responsibilities of the Remuneration
Committee.

During 2007, the business discussed and considered by the
Remuneration Committee included:

o approval of cash bonus payments in respect of 2006;

o review and approval of 2007 salaries for directors and senior management;

o setting of performance targets for 2007 performance-related remuneration
for directors and senior management;

o negetiation and approval of remuneration packages for incoming
directors and senior management;

o obtaining and reviewing comparative remuneration data from external

organisations;

review of compensation structure for employees across the Group;

review and approval of company-wide share option awards;

review and approval of profit share for all staff;

review of the Company's pension arrangements including the funding

position of the defined benefit pension scheme;

review and updating of the Committee's terms of reference; and

o consideration of 2008 executive remuneration policy.

o o o O

o

Further information regarding the acthities of the Remuneration
Committeg in 2007 are included in the Directors’ Remuneration Report
which: is set out on pages 3% to 50.

Executive directors can accept external appointments as non-executive
directors of other companies and retain any fees paid to them if such an
appeintmant does not conflict with their duties to the Company. Specific
approval of the Board is required in each case. JM Urwin is a non-
executive director of System Level Integration Limited and, during 2007,
he was also elected to the board of the Global Semiconductor Alliance;
he does not receive any remuneration from these appointments. AD Milne
was a non-axecutive director of Edinburgh Research and Innovation
Limited until 31 August 2007 and he did not receive any remuneration
from this appointment. During 2007, AD Milng was appointed as a
director and chairman of Edinburgh Infernational Science Festival Limited
and he did not receive any remuneration from this appointment. DA
Shrigley is a non-executive director of Rambus, Inc. {a company listed on
NASDAQ) and he receives and retains the rernuneration from this
appaintment, as set ocut in the Directors’ Remuneration Report on page 42.

Audit Committee

Committee Chairman: RK Graham
Committee Members: BM Rose
R Eckelmann

Only independent non-exacutive directors serve on the Audit Committee
and members of the Audit Cormmittee have no links with the external
auditors. The Board considers that the members of the Audit Committee
have sufficient recent and relevant financial experience to discharge its
functions. Members of this committee have considerable past
employmeant experience in either finance or accounting roles or
comparable experience in corporate activities, The Audit Committee
normally convenes at least three times per year and meets the external
auditors at least twice a year with no executive directors present. During
2007 the Audit Committee met six times with the external auditors
present at four of these meetings.

Corporate Governance (continued)

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

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

During 2007, the business discussed and considered by the Audit
Committes included:

o the review of the Group's preliminary announcement of the financial
results for the year ended 31 December 2006, the 2007 interim results
announcement and the quarterty results announcements prior 10
approval by tha Board and their release;

o the consideration and review of the Group's 2006 financial statements
and the 2007 interim report prior to Board approval and reviewing the
relavant external auditor's detailed reporis;

o monitoring the ongeoing compliance with tnternational Financial
Reporting Standards (“IFRS™) by the Group and by the Company;

o the consideration and reviaw of the appropriateness of the Group’s and
the Company's aceounting policies in accordance with IFRS in particular
the policies in respect of the accounting for the business combinations
that cceurred in 2007,

o the consideration and review of compliance with legal requirements and
the Listing Rulas of the Financial Services Authority;

o review of key performance indicators;

o the review and discussion of the proposals from the external auditors
and the internal audit function regarding their audit programmes for
2007 with particular regard to the assessment of internal systems
and controls;

o the approval of the audit fee and reviewing non-audit fees payable to
the Group's external auditors;

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

o the review of the reports from the internal audit and compliance functions
and the external auditors on the Group's systems of internal control and
its effectiveness, reporting io the Board on the results of the review;

o tha review of the appropriateness of the Group’s (whistle blowing) policy
by which staff of the Company may, in confidence, raise concerns about
possible improprieties in matters of financial reporting or other matters;

o tha consideration and review of non-audit senvices by the external
auditors in accordance with the policy regarding the provision of
those services;

o the monitoring and assessment of the independence of the extermal
auditors; and

o the review of the performance of the external auditors at the beginning
of 2007 which resulted in the Audit Committee recommending that a
resolution for the re-appointment of KPMG Audit Plc as the Company's
extarnal auditors be proposed to shareholders at the annual generat
meeting in May 2007,
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Corporate Governance {continued)

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

Ouring the year, the Audit Committee reviewed the ‘Policy on the Use of
External Auditars for Non-audit Services® which aims to monitor the non-
audit services being provided to the Group by its external auditors. The
purposse of this review was to consider whether the policy continues to be
appropriate or if any amendments to the policy were required. No
significant amenaments wera made to the policy as a result of this review
other than the level of expenditure above which requires the approval of
the chaiman of the Audit Committee. This policy should ensure that non-
audit work is only undertaken by the external auditors when they are the
maost suited to undertake it. Any non-audit work involving expenditure of
more than $30,000 requires approval of the chairman of the Audit
Commities. The policy specifically prohibits the external auditors from:
making management decisions for the Group; being put in the role of
advocate for the Group or conducting any other work which ts prohibited
by ethical guidance. The amounts paid to the extermnal auditors during the
year for audit and other services are set out in note 3 to the financial
statements on page 63. The amount of non-audit fees was higher in 2007
compared to 2006 as a result of: the provision of financial and taxation
due diligence services in respect of the acquisitions carried out by the
Company during the year and also export regulations advice, which the
audit firm were considered to be best-placed to provide expeditiousty
given their knowledge of the Company. However the amount of non-audit
fees is not significant averall and therefore it is considered that KPMG's
independence is not compromised.

The Audit Committee also monitors the arrangements by which staff of
the Company may, in confidence, raise concerns about possible
improprieties in matters of financial reporting or other matters (whistle
blowing). A policy was implemented and communicated to all staff several
years ago which details the arrangements which are in place for the
proportionate and independent investigation of such matters and for the
appropriate follow up actions. This policy was reviewed during the year
and is considered still to be appropriate. It is included in the staff
handbook and employees have been reminded during 2007 that this
policy is contained within the handbook.

Treasury Committee

The Treasury Committeg is chaired by RK Graham and its other members
are: the Chief Executive Officer and the Chief Financial Officer. This
committee meets periodically, as required, and provides a report to the
Board after each mesting. Tha Treasury Committee reviews the Group's
overall financial risk management including specific areas such as: foreign
exchange risk (and related hedging policies); interest rate risk; credit risk
and liquidity management. The Treasury Committee reports to and makes
recommendations to the Board regarding these matters.

Internal control

The Board has overall responsibility for the Group's systems of internal
control and risk management and for monitoning their effectiveness. The
purpose of thess systems is to manage, rather than eliminate, the risk of
failure to achieve business cbjectives, and provide reasonable assurance
as to the quality of management information and to maintain proper
control over income, expenditure, assets and lizbilities of the Group with
particular reference to the risks identified. No system of control can,
howewver, provide absolute assurance against material misstaternent or loss.

The Board confirns that it has reviewed the effectiveness of the systern of
internal controi for the period under review and up to the date of the
approval of the financial statements.
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The Board has established an internal control framework congistent with
the guidance issued by the Turnbull Committee. The Board seeks regular
assurance to enable it to satisfy itself that the systems of internal control
are functioning effectively and to ensure that they am effective in
managing risks. Tha key elements of the systems of internal controls are
as follows:

Controf environment

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

Risk identification

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

Financial reporting and menitoring of operations

A detailed annual plan is collated from submissions by each functional
department. The plan is reviewed by the executive directors and approved
by the Board. The annual plan is rofled forward on a quarterly basis and is
used to monitor and control actual performance. Monthly financia
information, including trading results, a cash flow statement and baiance
sheet details are presented and explained, in comparison to the plan, to
the Board. The trading and operating results, compared to the plan, for
each business unit are also reported 1o the Board each month,

The executive directors hold meetings on at least a weekly basis with the
senior managers to review business and financial performance compared
1o the plan and forecasts and also to discuss operational matters
including order lavels compared to forecasts, product and project status
and manufacturing statistics. Relevant matters arising from these
mestings are reported 1o the Board.

Capital investment

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

Monitoring and corrective action

There are procedures in place to monitor the systemns of intarnal controls.
These include the parformance of internal audit procedures which are
aligned with the areas of key business risk, The annual internal audit plan
is reviewed and approved by the Audit Committes. Reports of the findings
and conclusions, from the internal audit procedures, are reviewed by the
Audit Committes and the status of the implementation of the agreed
actions is monitored. The Group has a Quality Management Systemn
'‘QMS’, which conforms to BSI ISO2001: 2000. This lays out the
fundamentals required to control all aspects of product development and
dalivery in support of the Group's business goals and customer
satisfaction. An integral part of the OMS is the phase review pracess for
delivering and menitoring the introduction of new products. internal audit
procedures are conducied to ensure ongeoing compliance with the
requirements of BSI 1ISO2001: 2000.




Going concern

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

Communications with shareholders

The directors believe firmly in the importance of communication with
shareholders. In order to provide information regarding the Group's trading
and financial performance on a regular basis, the Company produces
quarterly results announcements.

The Group alsc has a policy of maintaining an active dialogue with
institutional shareholders through individual meetings with members of
the Board and their participation in conference meetings and calls relating
to results announcements. After these meetings the views of these
shareholders are reported to and discussed by the rest of the Board.

All non-executive directors are avallable to maeet with major shareholders
if requested.

During the year a regular dialogue has been maintained with institutional
shareholders, analysts and the financial press. Investor relations and other
information is published on the Company's websita.

The Board has access 1o the sarvices of Makinson Cowell Limited as
external corporata and investor refations consultants, Makinson Cowell
provide independent advice to both executive and non-executive directors
regarding the relationship between the Company and its institutional
investors and produce regular written reports for the Board.

Shareholders who attend the annual general meeting (*AGM”) are inviteo
to ask questions and meet with the directors informally after the meeting.
The numbers of proxy votes cast in respect of each resotution are
announced after the resolution has been voted on. Following the AGM

in 2007, a summary of the proxy votes lodged was published on the
Company's website. The Company intends to propose a separate
resolution at the AGM in 2008 on each substantially separate issue and,
in particutar, intends to propose a resolution at the AGM relating to the
Annual Report and Accounts. The chairmen cf the Audit, Remuneration
and Nomination Committees are available 1o answer questions relating to
the Annual Report and Accounts at the AGM. Notice of the AGM and
related papers are sent 1o shareholders at least 20 working days before
the meeting.

Organisation and people

In April 2007, the Company appointed a Vice President of Human
Resources, bringing significant experience to the teadership team, During
the year, an Organisaticnal Development Strategy was launched with the
following goals:

o progress towards & leading organisation aligned te the Company’s
overall strategy and growth plans;

o maximise and appropriataly reward the centribution of employees,

o establish world class ieadership, management and technical capabilities;

¢ embed appropriate values ang behaviours to deliver continuous
improvement and execution;

o ensure robust integrity and corporate governance practices are in place.

During 2007, the Company also launched the Wolfson "Vision, Mission
and Values” which clearly outines the behaviours which shoutd be
demoenstrated by all employees within the Company. The Company is
continually assessing how well the values are understood with feedback
informing the Company's future development activities.
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The Company has improved its communication programmes and provides
regular updates 10 employees across all locations. These include the
Company newsletter, all employee brigfings by the CEO and senior
management team following the quarterly results announcements, and
monthly cascades of business pertinent information. Employees are
encouraged by senior management to ask questions in order to enhance
their understanding of business developments and the factors affecting
the Company and to raise areas of concern or ideas for development or
improvement.

Performance Management and Organisational Development

In 2007, the Company introduced a new global performance
management process, designed to measure both an employes’s
performance against agreed objectves and against Company values.
Information from the performance management process informs the
Company's reward mechanisms and provides information on learning and |
developing needs for the business. All employees participate in the
performance review process which is aimed at continuous improvernent.

The Company is committed to developing quality leadership, technical
and management capability. During 2007, the Company designed a
management development programme for rofl out in 2008, I is the
Company’s intention that by the end of 2008, all managers will have
attended this programme, which will provide them with improved
management skills and will help the Company achieve its plans. The
employees of Cligon and Sonaptic are now an integral part of the Group.

This vear the Company has alsc invested in the project management
teams who work alongside the Company’s development teams to ensure
delivery of key project milestones to target limescales and cost. The
Company has invested in project management skills training for those
employeas within the project management and development teams to
assist closer collaboration between the teams.

The Company continues to support professional development and is
currently supporting a number of employees studying for professional
qualifications. The Company supports professional qualifications and
reimbursas professional institution membership fees where appropriate.

Recruitment

The ongoing success of the Company is dependent on the talent of

the employees and the Company continues to hire new, experienced
employess as needed but within the boundaries of its business and
financial plans. The Company remains committed to growing and
developing its own talent and continues to hire graduate engineers,

some of whom have been sponscred by the Company while at university.
The Company is currently developing a structured graduate development
programme so that it can help develop the Company's leaders of tormormow.

The Company's employment policy is to treat all employees in accordance
with local employment legislation, faidy and equally, within a safe and
healthy work environment.

Share ownership

The Company cperates discretionary employees' share schemes. This
includes the Company's All Employee share option scheme which, although
discretionary, is used to provide option grants to the Company’s employees.
In this way, the Company seeks to encourage the involvement of
employees in the Company's performance.
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Corporate Social Responsibility

Although the Company is accountable to its shareholders, it also
recognises that it has respensibilities to other stakeholders which include
employees (see page 37), customners, suppliers, and the local
communities in which it operates. The Board accepts its responsibility to
be accountable to all stakeholders.

The Company is dedicated to supplying high quality products which meet
the requirernents of its customers in a manner consistent with high
environmental and ethical standards, These principles form an integral
part of the Company’s management processes and cperations throughout
the world.

Environment

The Company's policy is to behave in an environmentally responsible
manner, consistent with and in compliance with local legislation and
protocols. The Company requires its subcontractors to have 1S014001
certification, and o conform to the Montreal Protocol for substances that
deplete the ozone layer, and relevant local legislation to ensure control
and / or elimination of materials recognised as hazardous. Additionally the
Company recycles waste materials whare possible and, where
approptiate, encourages its suppliers and / or subcontractors to do
likewise.

The Company attained 1ISC14001 certification in 2005. It has a mature
environmental management system for assessing, controling and
monftoring the potential environmental impact of activities at the
Company’s premises and at those of its subgontractors. A programme
of targets and objectives, subject to periodic review, is in place to ensure
continual improvemnent and te prevent pollution. The Company has
established an environmental training procedure for relevant staff. The
Company’s Enrvironmental Policy and Environmental Manual! are available
for reference by all employees on the Company's intranet.

The Company has adopted the Joint Industry Guide standard, JIG-101,
an industry consensus on material bans, restrictions and disclosures. The
Company requires its subcontractors to demonstrate that they do not use
what are internationally considered to be harmifil materials. Through 2006,
the Company phased out products with lead terminal plating and now
only offers products which are lead-free and compatible with lead-free
manufacturing processes. During 2007, the Company completed the
elimination of antimony and bromine from all materiais used in its
products. After disposal of the small remaining stocks of product
containing those substances, all Wolfson products will be halogen-free,
All Wolfson products are already fully compliant with the EC Directive on
Restriction of Hazardous Substances.

The responsibility for the Gompany's environmental policy and
management has been delegated by tha Board to the CEQ. This includes
the setting of the poiicies of the environmental management system, its
cbjectives and targets. The Vice President of Quality is responsible for the
implementation and maintenance of the environmental management
system in accordance with the requirements of [SC14001. Managerment
review meetings are held on a regular basis to monitor the performance of
the environmental management system. Environmental reporting is verified
through audit procedures performed by the British Standards Institute for
compliance with ISG14001.
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Ethical business practices

Wolfson is a fabless semiconductor company based in the UK with
subcontracted manufacturing operations overseas. The Company aims
to ensure that the products which it supplies are manufactured by
subcontractors to internationally recognised ethical and environmental
standards and laws. The Company's key suppliers must confirm in writing
that they meet these standards and laws.

All employees are expected 10 behave ethically when working for the
Company and this is reflected in the policies which are detailed in the staff
handbook. Ethical business practices are integral to the Company and are
reflacted in the practices in relation 1o recruitment, disciplinary matters
and grisvances.

During 2007, in line with the Company's objectives, the Company
enhanced its ethics policy which was communicated to all employees,
Employees concerned about ethics within the organisation are encouraged
1o raise their concerns with the Human Resources department, thelr ling
manager or to follow the guidance in the Company’s whistle blowing
policy, as updated in October 2007,

Wolfson is committed to the principle of equal opportunity in employment
and its internal procedures reflect this. The principle is supported by the
Company's recruitment, disciplinary and grievance procedures.

The Company recognises its logal responsibilities to ensure the well being,
safety and welfare of its employees and to maintain a safe environment for
visitors and any subcontractors while they are on the Company’s
premises. All staff are instructed on the Company's health and safety
policy which can be accessed by all employees on the Company's
intranet. The Operations Director has responsibiiity, delegated by the
Board, for the Company’s health and safety matters.

Local Community

The Company aims 10 make & contribution 1o the communities in which it
operates. The responsibility for community matters has been delegated by
the Board to the CEO within agreed budgstary parameters. A community
relations programme, which includes proposed levels and categories of
sponsorship and charitable donations was approved by the Board during
the year. The principal elements ara: education, sports and event
sponsorship, and employee charity matching.

The Company provides a scholarship programme for a number of
studants at Edinburgh University during their engineering degree courses
and for post-graduate research fellowships. As well as providing financial
support, the programme includes placements for work experience and
project work within the Company. During the year, the Company
sponsored an exhibit in the Edinburgh Intermational Science Festival aimed
at raising children's awareness and interest in science. The Company has
also supported sports and the arts with the provision of sponsorship to
high potential local athletes and school groups. The Company provides
sponsorship to employeas who undertake fundraising activities for
charities and supperts community projects in which employees
participate.

In 2007, the Group supported charitable and community activities,
including the scholarship programmes, with donations and sponsorships
totaling $484,000 (2006: $361,000).




This report describes the current arrangements for the remuneration of
executive and non-executive directors and senior management, as agreed
by the Remuneration Committee (“Committee”). The arrangements for
these aspects of remuneration in 2007 and the remuneration policy for
2008 are included. The report has been prepared on behalf of the Board
by the Committee.

Remuneration Committee

During the year ended 30 December 2007, the Committee was composed
of the following independent non-executive directors: BM Rose, RK
Graham, R Eckelmann and was chaired by BM Rose. On 1 January 2008,
upon his appointment as a non-axecutive director and Chairman of the
Board, Michael Ruettgers bacame a member of the Committee. None of
the members of the Commitiee has any personal financial interest {other
than as shareholders), conflicts of interests arising from cross-directorships
or day-to-day involvement in running the business of the Company.

The Committea, which normally meets at least three times a year, has the
delegated responsibility for making recommendations to the Board on the
policy for remuneration of executive directors and senior management, for
reviewing the performance of executive directors and senior management
and for determining, within agreed terms of reference, specific
remuneration packages for each of the executive directors, the Chairman
of the Board and senior management, including pension nights, any
compensation payments and the implementation of executive incentive
schemes. In accordance with the Commitiea’s terms of reference, no
director may participate in discussions relating to his own terms and
conditions of service or remuneration. The Company will consider
amending the terms of reference during the forthcoming year to grant the
Commitiee the discretion to consider the Company’s corporate
performance on environmental, social and governance ("ESG") risks when
reaching & decision on the remuneration of executive directors and senior
management. If the terms of referance are so amended the Committee
shall be directed to ensure that it does not raise ESG risks by inadvertently
molivating irresponsible behaviour when determining remuneration of
executive directors or senifor management with poor ESG performance.

There were seven meetings of the Committes in 2007 and the attendance
at these meetings is shown cn page 34, A list of soma of the Committes’s
activities during the year is set out on page 35. The terms of raference for
the Cormmittea can be found on the Investor Relations section of the
Group's website at www.wolfsonmicro.com.

Advisers to the Committee

The Committee aims 10 keep itself informed of best practice and of
relevant developments on the subject of remuneration and seeks advice,
where appropriate, from external advisers. During the year, Pinsent
Masons advised the Committee in relation to the long term incentive plans.

The Committee obtained a variety of industry remuneration reviews and
surveys and reviewed industry trends in remuneration practice for senior
executives and the remuneration practice of similar and competitor
companies.

The Chief Executive Officer, the Chief Financial Officer, the Company
Secretary and the Vice President of Human Resources have also assisted
the Committee and given advice during the year but the areas covered
did not include aspects of these individuals’ own remuneration.
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Remuneration policy

The Committee considers the principles of good governance when
compiling the remuneration policy. The Committee's aim is to offer
remuneration packages that will attract, motivate and retain highly talented
indiniciuals to promote and share in the future success of the Company.
Accordingly, the objective is to design packages that are consistent with
shareholder objectives, promote long term retention, enable executives to
share in Wolfson's success, and be fair and competitive. The Committee
considers pay levels elsewhere in the Company when determining
directors’ remuneration.

The Committee believes that thesa objectives can best be achieved by
paying a mixture of performance-related and non-performance-related
remuneration. The Committee reviews the overall remuneration package,
separating out short-term and ong term incentives. 1t considers that the
purpose of a long term incentive scheme is two-fold: to promote retention
and to allow the participant 10 share in the Company's success.
Remuneration packages are reviewed annually by the Committes.

Policy for executive remuneration in 2007

For 2007, the remuneration package for the executive directors and
senior management team consisted of a combination of basic salary,

a cash bonus scheme, long term share-based incentive schemes {as
approved by shareholders at an Extraordinary General Meeting of the
Company held on 18 February 2006}, pension and benefits in king. The
long term incentive schemes comprise The Wolfson Microelectronics
2006 Performance Share Plan (PSP) and The Wolfson Microelectronics
Group Executive Shared Ownership plan (ExSOP). Basic salary was the
only pensicnable portion of the remureration package.

Other than in relation to DA Shrigley (whose arrangements are set out on
pages 46 and 47), a third of the total potential remuneration package for
all executive directors is non-performance related and two thirds is
performance related.

AD Milna, who retired from the position of CEO on 28 February 2007 but
remained on the Board, did not participate in the cash bonus scheme nor
the long term incentive schemes in 2007. On 8 November 2007, AD Milne
retired as an executive director and was appeinted as a non-executive
director of the Company from 9 Novemnber 2007.

The directors' salaries, bonuses and benefits in kind for 2007 ara shown
in the tatles on page 44 and 45.

Basic salary

The basic salaries for executive direciors are reviewed annually and any
change to salary is normally effective from the beginning of the financial
year. The Committee takes into consideration a range of factors when
reviewing salaries such as: Company performance, level of salaries in
comparable fisted companies in the same industry sector, market
conditions, the leve! of increase awarded {o employees throughout the
business and the responsibilities and skills of individual directors. Current
annual salaries for executive directars are shown in the tables on pages
44 and 45.

The executive directors’ basic salary increases in 2007 were higher than
the rate of inflation. These salary levels were approved by the Committeg
after oblaining market data of execulive director salaries and total
remuneration in comparative companies and also having regard {0 the
increased complexity of the directors' roles given the growth in size of
the Company.
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Cash bonus

The cash bonus in 2007 was discretionary within the scope of the terms
of the bonus (as described below) and non-pensionable and applied to
the Group's executive directors and senior management team. On target
performance would result in a payment of a bonus of 50% of salary with a
sliding scale of payments around this figure according to the performance
actually achieved, The overall cash bonus payment is capped at one
times salary for each participant.

The targets wera a mixture of financial and challenging business
performance targets. 50% of the participant’s bonus related tc the
Company’s financial performance in 2007 and 50% was conditional on
achieving defined corporate objectives. In view of the dynamic nature of
the business, financial targets were set for each half of the Company's
financial year.

The financial performance targets were revenues and operating profit
(before IFRS adjustments and bonus amounts) and, in assessing the
achievement of these targets, they were adjusted for the impact of the
acquisition of Sonaptic Limited. For H1 2007, the on target figures were
revenues of $86.9m and operating profit of $15.3m. For H2 2007, the on
target figures were $140.7m for revenues and $40.7m for operating profit.
Achievement of the on target figure would (in each half) result in a cash
bonus equal to 25% of the participant's base salary for that half year {.e.
12.5% of the base annual salary). There was a sliding scale of bonus
payable below and above the on target figure.

The corporate performance targets, which were the same for each
participant, were essessed as appropriately challenging and included
some non-financial measures such as new product introductions and
design wing. Each corporate performance target had a relative weighting
attached to it.

The Committee has undertaken a formal and rigorous process to assess
the: outcomes of the corperate performance targets. This review has
resulted in total amounts payable under the cash bonus scheme in 2007
to exgcutive directors as set out in the tables on pages 44 and 45. The
amount comprises approximately 43% of base annual salary of each
executive director,

Long term incentive schemes

Tne long term incentive scheme arrangements for 2007 were similar to
those for 2006, These comprise the PSP and the ExSOP. The maximum
initial market value of shares over which awards can be mage to an
executive under each scheme is 100% of the execulive's rate of basic
salary {unless the Committee determines that exceptional circumstances
exist). in 2007, the aggregate initial market value of shares over which
awards were made under the schemes to any executive was limited in
total to 100% of basic safary, this being spfit as to 25% under the PSP
and 75% under the ExSOP (except in the case of DA Shrigley as share
options were awarded instead of ExXS0OPs: see page 47). In both cases
the performance period is three years and vesting occurs on a sliding
scale determined by reference to the extent to which the performance
targets are met. Detalls of the performance targets set in relation to
awards made in 2007 are set out below.

PSP

The primary purpose of the PSP is 10 retain and motivate key executives.
On 7 February 2007, contingent share awards were made to each
executive director and other members of the senior management team.
No consideration was paid for an award. Details of the awards made to
the executive directors ara set out cn page 45.
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A participant will derive the whole value of shares finally determined as
vesting under the PSP, Performance is measured over the three financial
years 2007 to 2008, with 2006 as the base year. The proportion vasting
will be decided on a sliding scale by reference to the Company's
performance in growing its gross revenues, adjusted as appropriate for
acquisitions, subject to exceeding a minimum net margin over the
performance period. The net margin is calculated by reference to the
Company's net operating profits excluding currency retranslation costs
and before adjustments relating to share based payment expenses,

25% of the maximum PSP award wilt vest If a minimum threshoic for
growth in revenues is achieved and the minimum net margin requirement
ls achieved. Above that threshold, award shares vest on a sliding scale up
to 100% of the award shares if a fixed maximum level of growth in
revenues is attained. The growth in gross revenues will be calculated over
the 3 year performance period on a compound basis. Gress revenue and
net marging are key outcomes for the Company. They are already tracked
by management and are metrics that actively influence management
actions and plans. The targets used wil be declared when the PSP vests.

ExXS0P

The primary purpose of the ExSOP is to align the executive’s interests
with those of shareholders and to reward the executive for a strong
performance by the Company. On 7 February 2007, executive directors
(other than DA Shrigley: see page 47 for details} and other members of
the senior management team each acquired a beneficial interest as joint
owner in a number of shares in the Company for a consideration of
1pence per share. The registered shareholder of the shares is RBC cees
Jrustee Limited, formerly calied Abacus Corporate Trustee Limited, (in its
capacity as trustee of The Wolfson Microelectronics No. 1 Employees
Share Trust). The bereficial interest in the award shares is held jointly by
the participant and RBC cees Trustee Limited (in its capacity as trustee of
The Wolfson Microelectronics No. 2 Employees Share Trust). The number
of ExSOP shares in which the executive directors acquired such &
beneficial interest in 2007 are set out on page 46.

The interests in the ExSOP award shares are defined by the terms of an
agregment between {1) RBC cees Trustee Limited (in its capacity as
trustee of The Woifson Microelectronics No. 1 Employees Share Trust),
(2) the individual and (3) RBC cees Trustee Limited (in its capacity as
trustee of The Wolfson Microelectronics No. 2 Employses Share Trus?),
Ungder an ExSOP award, a participant benefits from any growth in value
of the award shares above a fixed "carrying cost” of 5% per annum.

Under the terms of the ExSCP awards made in 2007, participants will,

if and insofar as the performance targets are met, derive the growth in
value of a proportion of the ExSOP award shares (less the 5% per annum
carrying cost). The performance target set in relation to the 2007 award
relales to the real grawth (i.e. growth above RPI} achieved over the three
year pericd financial years 2007-2009 in adjusted earnings per share of
the Company. Adjusted earnings per share is calculated as the basic
earnings per share derived from the Company's published repont ang
accounts adjusted for exceptional and extraordinary items. The
Committee may make further adjustments as may be necessary or
apprapriate, for example to take account of changes to accounting
standards, the actual length of the financial period in question and to
ensure a consistent basis of comparison from year to year. Further to the
Committee's review of the competitiveness of exesutive remuneration
packages, it was considered that the target for this performance measure
should be as follows, for real growth of 10% per annum or higher, the
participant will derive the growth in value of 100% of the ExSOP award
shares; for real growth of 5%, 25% of the ExSOP award shares; for real
growth between these amounts, the percentage of the ExSOP award




shares will be determined by straight line interpolation between these
thresholds. The participant will derive no growth in value of awards shares
for real growth below 5%.

The Committee considers the ExSOP targsts to be sufficiently challenging
given the high volatility of the Company’s share price and market conditions.

Share options
Awards in 2007

Na share options were awarded to executive directors in 2007 other than
to DA Shrigley datails of which are set out on page 47.

Awards in 2006

No share options were awarded to executive directors in 2006 other than
to DA Shrigley details of which are set out on page 47.

Frevious awards

Details of previcus share option awards 0 executive directors are set out
in the table on page 49. Share options awarded on or after 1 January
2003 are subject to performance requirements details of which are set out
beneath the table on page 49.

Policy for executive rernuneration in 2008

The policy for executive remuneration in 2008 will remain broadly similar
to the 2007 policy; namely a combination of basic salary, a cash bonus
schems, a long term share-based incentive schems, pension and bensfits
in kind. The basic salary will be the only pensionable portion of the
remuneration package.

The cash bonus in 2008 will continue to be capped at 100% of basic
salary, except for DA Shrigley where the cash bonus will be capped at
200% of basic salary. On target performance will result in a bonus of 50%
of salary except for OA Shrigley where on target performance will result in
a bonus of 100% cf salary. The targets will be a mixture of financial and
challenging corporate performance targets.

Curing 2007 the Company has confinued to strengthen its executive team
and the Committee and Board have agreed that tha long tarm incentive
schemes should be used to retaln and motivate this new team,
Accordingly, for 2008 only, the long term incentive scheme will comprise
only contingent share awards under the PSP; it will continue to be limited
10 a maximum of 100% of salary. Mestings wera held by the members of
the Committes and the Company's major shareholders to expiain this
change and these shareholders were generally supportive of this policy
50 long as it was mited to 2008 only.

For 2008, the PSP awards will be subject to similar challenging financial
performance conditions as the 2007 awards; the metrics will again be
growth in gross revenues subject to a minimum net operating margin,
details of which will be provided when the awards vest,

When, in 2008, shareholders approved the establishment of both the PSP
and ExSOF, the Committee intended that no further market value share
options would be granted, other than in exceptional circumstances, o
exacutives to whom awards are made under those plans.

The Board's current recommendation is that ExSOPs should not be
awarded going forward, as part of the long term incentive arangements,
as the benefits to the employees and the Company are no longer as were
envisaged at the time that ExSOPs were first awarded. Although itis
currently intended that no further ExXSOPs will be awarded, the ExXSOPs
that were granted in 2006 and in 2007 will rernain in place in accordance
with the original terms of those awards.

Under the long term incentive arrangements for 2009 onwards, it is
proposed that the awards would normally be equivalent to 100% of basic
salary per financial year with an equivalent of up to 150% of basic salary

Directors’ Remuneration Report (continued)

per financial year permitted wheare circumstances demand it. Such awards
will be a combination of PSPs and share options with PSPs limited to a
maximum of 100% of basic salary. The Committee currently sees no
reason to change from the earier practice of providing 25% of the total
award as PSP with the remaining 75% comprising share options (rather
than ExSOPs, as detailed above).

No changes have been made to the refative levels of awards under
the variabie elements of the remuneration package in 2008, but the
Committee will again consider this next year.

Share ownership policy

As reported in last year’s Directors’ Remuneration Repert, in 2006 the
Company adopted a share ownership policy for executive directors and
senior management. This encourages the individuals to build up and
maintain a holding of shares in the Company at ieast equal in value to
100% of salary. The executive directors' shareholdings in the Company
are set oul in the table on page 43, Consideration was given in 2006 to
the creation of a share matching scheme to support this palicy. This has
not yet been introduced given the cument shareholdings of the exacutive
directors. Further consideration will be given to this and to extending the
scheme below director level in 2008.

Dilution

The Comimittee ensures that the aggregate of all share-based awards,
using new issue shares, does not exceed the guidelines set out by the
Association of British Insurers. These suggest that the number of awards
granted in respect of all share-based schemes should not exceed 10% of
tha current issued share capital in any rofiing ten year period. The number
of awards granted in respect of discretionary schemes should not exceed
5% of the current issued share ¢apital in the same period.

The niles of each of the Company's discrationary share option schemes
{executive and all employee} in effact since its fictation contain a limit of
10% of the issued ordinary share capitaf on the shares over which rights
te subscribe for new shares may be granted in a rolling period of 10
years. The rules for each of the PSP and ExSOP schemes contain a
similar limit and also a 5% limit over a 10 year period for these executive
discrationary schemes.

Awards granted during the period from 21 QOctober 2003 (the date of
the Company's flotaticn) to 30 December 2007 under all the Company’s
discrationary share option and share-based schemes, where these wil
pe satisfied using new issue shares, are within the appicable limits. It is
intended that a significant proportion of the options granted in 2007 will
be satisfied by shares purchased in the market, during the year, by the
employees share trusts referred to above. In addition, the PSP and
ExSOP awards made to date are being satisfied by shares purchased
in the market by the employees share trusts.

Pensions

The Company has two pension schemes, one being a defined benefit
scheme and the other being a defined contribution scheme. The former
was closed to all new entrants aftar 2 Jufy 2002. JM Urwin is an active
participant in the Company’s defined benefit scheme which provides
benefits based on final pensionable pay 1/60th per year of employment.
The current employer coniribution rate is 15.4% and 6% is contributed
by each participating employee.

As explained in the Directors” Remuneration Report last year, with effect
from 5 April 2006, AD Milne became a deferred member of the defined
benefit scheme and the Company ceased to make contributions to the
scherne on his behall. His basic salary was increased by 12.7% with
effect from April 2006 which represented the contributions that the
Company would have made on his behalf had he remained an active
member of the scheme.
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Directors’ Remuneration Report (continued)

During 2007, M Cubitt joined the Company’s Group Personal Pension
Plan in accordance with the rules of that pian. The Company currently
matches employee contributions up to a maximum of 6% of basic salary.

Service contracts

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

Should DA Shrigley's employment terminate, the Company will arrange
temporary accommaodation until he has finalised his return to the US for a
maximum period of 2 menths. The Company has also agreed 1o arrange
and pay for the expenses incurred for his relocation to the US upon
termmination of his employment.

Details of the service contracts currently in place for executive directors
who have served during the year ended 30 December 2007 are as
follows:

Date of contract

JM Urwin 25 September 2003
DA Shrigley 15 December 2006
M Cubitt 20 December 2006

On 8 November 2007, AD Milne retired as an executive director and
therefore his service agreement dated 25 September 2003 terminated on
that date, On 1 December 2007, AD Miine entered into an agreament with
the Company which sets out the terms of his appointment as a non-executive
director of the Company effective from 9 November 2007.

GR Elliott resigned from the Company effective 28 February 2007. His
service agreement dated 25 September 2003 terminated on that date.

Executive directors can accept appointmants as non-executive
diractors of other companies and retain any fees paid to them if such an
appointment does nat confiict with thelr duties to the Company. Specific
approval of the Board is required in each casa.

DA Shrigley is a non-executive director of Rambus, Inc. (a company

listed on NASDAQ). None of the other executive directors served as non-
executive directors of other public companies during the year. DA Shrigley
received $75,000 in respect of his non-executive directorship of Rambus,
Inc. during the year ended 30 December 2007. DA Shrigley was awarded
an option grant for 20,000 shares from Rambus, Inc., on 1 Octaber 2007.
This option will vest over 4 years with 12.5% of the shares vesting after
six months and 1/48th of the shares vesting each month thereafter sc
that the entire grant is vested four years from the grant date. Each year on
1 October, subject o his remaining a director of Rambus, inc., he will be
granted a subsaquent optien for 20,000 shares with identical vesting
treatment as this grant, save that the 4 year vesting period shall
commence at the time of each option granted. DA Shrigley received an
option grant of 40,000 shares when he joined the board of Rambus, Inc.
on 11 October 2006. This option vests over 4 years with 12.5% of the
shares vesting after six months and 1/48th of the shares vesting each
month thereafter so that the entire grant is vested four years from the
grant date.
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During 2007, AD Milne was appointed as a director and chairman of
Edinburgh International Science Festival Limited and he was a non-
executive director of Edinburgh Research and Innovation Limited until

31 August 2007. AD Milne did net receive any remuneration in respect of
these appointments. JM Urwin is a non-executive director of System Level
Integration Limited and, during 2007, he was also elected to the board of
the Global Semiconductor Aliance; he does not receive any remuneration
from thase appointments.

Non-executive directors
Appointment

Each of the cument non-executive directors has entered into an agreement
setting out the terms of their appointment with the Company. The dates
of the terms of appointment that are currently in place for non-executive
directors who have served during the year ended 30 December 2007 are
as follows:

Date of terms of appointment

DJ Carey 25 September 2003
RK Graham 25 September 2003
BM Rose 25 September 2003
R Eckelmann 1 November 2004
AD Milne 1 December 2007 (sffective 9 November 2007)

The letters of appointment are for a fixed term of three years. In September
2008, DJ Carey's and RK Graham's appointments were each extended
until 24 September 200¢ and BM Rose's until 24 September 2008,

On 9 November 2007, M Ruettgers entered into an agreement with the
Company which sets out the terms of his appointment as a non-executive
director and Chairman. M Ruettgers’ appointment as a director of the
Company is effective from 1 January 2008. He received no remuneration
in respect of 2007.

All of these agreements state that either party may terminate the
appointment at any time by giving to the other not less than one month's
notice. Each non-executive director's appointment may be terminated at
any time without compensation in accordance with the Company's anticles
of association or the Companies Act 2006 or if the shareholders of the
Company fail to re-elect him as a director.

Remuneration

The remuneration of the non-executive directors is determined by the
Board. The non-executive directors do not participate in discussions
about their own remuneration. Non-executive directors' fees are designed
to be of a level to attract good quality candidates to the Board and to
reflect the time commitment of directors, Fee levels are reviewed yearty
and are set within the aggregate limits ¢ontained in the articles of
association of the Company.

During 2007, each non-executive director received a fee of £30,000 per
annum. The chairman of the Board and of the Audit and Remuneration
Committees received an additional £5,000 per annum. Members of these
Committees recaived an annual fee of £2,000 per committee membership,
and the Senior Independent Non-executive Director received an additional
£2,000 per annurn. All fees are non-pensionable and there is no other
remuneration save that the Company meets allowable expenses incurred
on Company business.

M Ruettgers' fee as Chairman of the Board, from 1 January 2008, is
£85,000 per annum. The other non-executive director fees for 2008 shall
remain the same as those for 2007.
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Performance graphs

The following graph charts the 1otal cumulative shareholder return of the Company since 21 October 2003 when the Company listed on the London
Stock Exchange compared to the FTSE All Share index, Techmark index and the FTSE Technolegy Hardware and Equipment Index, The FTSE All Share
index is a broad equity market index but, given the Company's technology credentials, the Techmark index or the FTSE Technology Hardware and
Equipment Index could be considered more relevant as a comparator.
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Directors’ shareholdings

The interests of the directors who were serving as at 30 December 2007 in the Company's ordinary shares of 0.1 pence, which excludes interests under
the share option schemes, are set out betow:

Shares

At 1 January acquired on
2007 or date exerciss of Shares ExSOPs Shares At 30 December
of appointmant share options acquired awarded disposed 2007
Number of Number of Number of Number of Numbaer of Number of
ordinary shares*** ordinary shares ordinary shares ordinary shares ordinary shares ordinary chares
DJ Carey 3,981,657 - 400,000 - - 4,381,657
AD Milne 3,292,787 110,024 - - - 3,402,811
DA Shrigley - - 49,200 - - 49,200
JM Urwin 295,124 - - 34,539 - 329,663
M Cubitt* - - 55,000 40,707 - 95,707
BM Rose 23,809 - - - - 23,809
RK Graham** 11,324 - 6,300 - - 17,624
R Eckelmann 7.500 - 15,000 - - 22 500
7,612,201 110,024 525,500 75,246 - 8,322,971

* Appeinted as a director on 15 January 2007
" Of thase ordinary shares: 15,824 are held in the nama of RK Graham and 1,800 are held by a trust in which RK Graham has a third beneficial interest
=" Excludng ExSOP shares, the executive directors’ interests in ordinary shares at 1 January 2007 wera: AD Mine - 3,258,123; DA Shuigley — nd; JM Urwin — 271,703; M Cubitt - nd
" Acquisition of benaficial interest in shares, details of which are set out on page 48. Excluding ExSOP shares, the relavant directors' interests in orcinary shares at 30 December 2007 are:
AD Milne - 3,368,147; DA Shrigley — 48,200; JM Urwin - 271,703; M Cubitt - 55,000

On 21 November 2007, M Ruettgers purchased 100,000 ordinary shares in the Company. At the date of his appointment as a director of the Company,
on 1 January 2008, M Ruettgers' interest in the Company's shares was 100,000 ordinary 0.1 pence shares.

The deferred share award made 10 DA Shrigley and awards made under the PSP are not aggregated with existing shareholdings of directors because
they are subject to a vesting penod and / or satisfaction of performance conditions.
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Directors’ Remuneration Report (continued)

Directors’ potential interest in shareholdings of employee share trusts

In addition to the interests disclosed abova, all the executive directors and AD Milne are potential bengficiaries of The Wollson Microalectronics No. 1
Employees Share Trust and The Wolfson Microelectronics No. 2 Employees Share Trust. They are therefore treated as having the following interests in the
shares held by those trusts as at 30 December 2007:

(1} Bach executive director and AD Milne is interested, as the beneficial co-owner of such shares under the ExSOP, in the following number of shares:

AD Mine 34,684
DA Shrigley ril
JM Urwin 57,960
M Cubitt 40,707

(2) Each executive director and AD Milne is interested as the holder of an award under the PSP and also, in the case of DA Shrigley, of a deferred share
award in the following number of shares:

AD Milne 11,554
DA Shrigley 199,662
JM Urwin 19,320
M Cubitt 13,569

(3) Each executive director and AD Milne is interested, as a mamber of the ¢lass of potential bensficiaries of The Wolfson Microelectronics No. 1
Employees Share Trust, in 4,937,189 shares. This includes 24,320 shares held by this trust as a beneficial co-owner under the terms of an ExSOP
agreement.

{4) Each executive director and AD Milne is interested, as a member of the class of potential beneficiaries of The Waollson Microstectronics No. 2
Employees Share Trust, in 645,037 shares.

As at 4 February 2008, there have been no changes in the above shareholdings since 30 December 2007.
Individual aspects of remuneration

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

Directors' emoluments

The emoluments in respect of qualifying services of each person who served as a director during the during the 52 week period ended 30 December
2007 were as shown below. Note that these amounts are expressed in US dollars, the Group's functional and reporting currency, though actually paid in
sterling and converted at the average exchange rate used in the 52 week period ended 30 December 2007.

Directors’ emoluments (US doliars)

Salary f
Satary / Tota! foa Total
fee Bonusas Benefits 2007 2006 2006
$000 $003 $000 SC306 $000 $000
Executive directors

AD Ming* 381 - 11 392 370 50
DA Shrigley** 467 453 105 1,025 - -
JM Urwin 280 123 25 428 228 307
M Cubitt™ 319 145 35 499 - -
GR Elliott** 41 - 14 55 228 271

Non-executive directors
DJ Caray 70 - - 70 5B 58
AD Milng* g - - 9 - -
BM Rose 78 - - 78 66 66
RK Graham 74 - - 74 62 62
R Eckelmann®*** 68 - - 68 75 75
Totals 1,787 71 190 2,698 1,087 1,340

* AD Mine was tha CEQ until 28 February 2007 and then continued to serve as an executive director until 8 Novemnber 2007 whean he retired as an executive direcior. He was appointed as a
non-axecutive director effective from 9 Nevernber 2007
= DA Shrigiey joined the Board on 27 Novernber 2006 and was appainted CEO from 1 March 2007
*** M Cubiti joined the Board on 15 January 2007
**** 3R Elliott resigned from the Board sffective 28 February 2007
""" The amounts for 2006 included a one-off payment of $18,000 as described in the 2006 Directors' Remuneration Report
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Directors’ Remuneration Report {continued)

Directors' emoluments (sterling)

Salary /
Satary / Totzl foe Total
fea Boruses Benofits 2¢97 2006 2008
£000 000 £000 £000 000 000
Executive directors

AD Milng* 191 - 6 197 203 271
DA Shrigley** 234 226 53 513 - -
JM Urwin 140 60 13 213 125 166
M Cubite 160 71 17 248 - -
GR Elliott**** 21 - 7 28 125 148

Non-executive directors
OJ Carey a5 - - a5 32 32
AD Milne® 4 - - 4 - -
BM Rose 39 - - 39 36 36
RK Graham 37 - - 37 34 34
R Eckefmann®*=** 34 - - 34 b 41
Totals 895 357 96 1,348 596 728

* AD Mine was the CEQ until 28 February 2007 and then continued to serve as an executive tirector until 8 Novernber 2007 when he retired as an executive director. He was appointed as a
non-gxacutive dinactor effective from 9 MNovember 2007
** DA Shrigley joined the Beard on 27 November 2006 and was appeéinted CEQ from 1 March 2007
"t M Cubitt oined the Board on 15 January 2007
= GR Elott rasigned from the Board sffective 28 February 2007
""" The amounts for 2006 included a one-oft payment of £10,000 as described in the 2006 Directors’ Remuneration Report

Long term incentive schemaes .
A, PSP awards

The Wolfson Microelectronics 2006 Performance Share Plan (PSP} was approved by shareholders at the Extracrdinary General Meeting held on 16
February 2006, Contingent share awards held by directors are as follows. No consideration was paid for any award.

As at As at

1 January 30 December

2007 2007

Parformance Market price or date of Contingent or date of
pericd onding Award at date of appointment award Lapsed cazaation Yesting
Director 31 Decomber date award [number) {number) {number} {number} date
AD Milng* 2008 10.03.06 £4.0425 11,554 - - 11,554 March 2009
DA Shrigley 2009 07.02.07 £3.15 - 18,503 - 18,503  February 2010
JM Urwin 2008 10.03.06 £4.0425 7.807 - - 7,807 March 2009
2009 07.02.07 £3.15 - 11,513 - 11,513  February 2010
M Cubitt 2009 07.02.07 £3.15 - 13,562 - 13,569  February 2010
GR Elliott™ 2008 10.03.06 £4.0425 7.807 - {7,807) - March 2009

" AD Milne retired as an executive direcior effective B November 2007 and the Company has agreed with AD Mine that, in respect of tha contingent share awards made in 2006, such awards
woukd be time-apportioned so that the performance conditions and number of shares vesting woutd be calcutated up to B November 2007, Based on the financial resuits for the year ended
30 Dacember 2007, the Company has determinad the extent to which performance conditions have been mat as it 8 Novemnber 2007 wers the end of the performance perod. This resutts
in 5,409 shares vesting from 4 February 2008 upon the announcement of the audited financial results for the pariod endad 30 December 2007, AD Milng was appointed as a non-exacutive
director of the Company effactive 8 November 2007,

** GR Eliott resigned from the Company effective 28 February 2007 and the above PSP award lapsed.
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B. ExSOF awards

The Wolfsan Microelectronics Group Executive Shared Ownership plan (ExSOP) was approved by shareholders at the Extraordinary General Meeting held
on 16 February 2006. In 2006 and in 2007, the executive directors acquired a joint beneficial interest in the following shares under the ExSOP for a
consideraticn of 1pence per share:

As at As at

1 January 30 December

2007 2007

Performance Market price or date of Contingent or date of
period ending Award at date of appolntment award Lapsed cessation Vesting
Director at December date awardg” {numbar} {number} {number) {number} date
AD Milng™* 2008 20.03.06 £4.4275 34,664 - - 34,664 March 2009
JM Urwin 2008 20.03.08 £4.4275 23,421 - - 23,421 March 2009
2009 07.02.07 £3.15 - 34,539 - 34,539 February 2010
M Cubitt 2009 07.02.07 £3.15 - 40,707 - 40,707 February 2010
GR Eliott** 2008 20.03.06 £4.4275 23,421 - (23,421) - March 2009

* The initial market value of each jointly owned shara (datermined under the terms of the joint ownership agreement) was £4.2584 for those awarded on 20.03.06 and £3.04 for those awarded
on 07.02.07.

** AD Miina retired as an executive director effective § Novernber 2007 and the Company has agreec with AD Milne that, in respect of the EXSOP awards made in 2006, that such awards
waould be time-apporticned so that the performance conditions and number of ExSOP shares vesting wouid be caleulated up to 8 November 2007, Based on the financial results for the
period ended 30 December 2007, the Company has determined the extent to which performance conditions have bean met as if 8 Novernber 2007 were the end of the performance peried.
This will resutt in the lapsing of 34,664 ExSOPs from 4 February 2008 upon the announcement of the audited financial results for the period ended 30 December 2007, AD Milna was
appeinted as a non-executive directar of the company effective 9 November 2007,

*** GR Ellictt resigned from the Company effective 28 February 2007. On 1 March 2007, RBC cees Trustes Limited (in its capacity as trustee of The Wolfson Microelectronics No. 2 Employess
Share Trust) ("the No, 2 Trust”) exercised its call option under the relevant joint ownership agreement to transfer GR Elliott's joint beneficial ownership in these shares to the No. 2 Trust such
that the No. 2 Trust became the sole bensficial owner of those shares, A consideration of £234.21 was paid by the No. 2 Trust to GR Elliott.

David Shrigley

DA Shrigley was appcinted as an executive director of the Company with effect from 27 November 2006 and was CEO designate until 1 March 2007
whereupon he became the CEQ. DA Shrigley is a US national and relocated from the US to the UK in order to take up this role. As described in the
Diractors’ Remuneration Report contained in the Annual Report and Accounts 2006, the Committee gave careful consideration to the terms of his
remuneration package bearing in mind the need to recruit a high calibre individual to this role, market practice, and the fact DA Shrigley was relocating to
Edinburgh. The Committee considered that each element of his package describad below was appropriate given the exceptional circumstances of the
recruitment and subsequent retention of a new CEQ. The selection of a CEO and his incentivisation is critical to the Company's development and to
delivery of shareholder value.

In addition to DA Shrigley's basic salary and the normal benefits in kind, the following benefits, incentives and awards have been agreed or made to him.
The basic salary is the only pensionable portion of his remuneration package. The tables on pages 44 and 45 summarise the emoluments for DA Shrigley
in 2007.

(1