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FORWARD-LOOKING STATEMENTS

The annual report contains “forward-looking statements”. All statements regarding our future financial condition, results of
operations and businesses, strategy, plans and objectives are forward-looking. Statements containing the words “believes”,
“intends”, “expects” and words of similar meaning are also forward-looking. Such statements involve unknown risks,
uncertainties and other factors that may cause our results, performance or achievements or conditions in the markets in which we
operate to differ from those expressed or implied in such statements. These factors include, among others, product demand, the
effect of economic conditions, exchange-rate and interest-rate movements, capital and credit market developments, the timing of
customer orders and manufacturing lead times, the changes in customer order and payment patterns, insufficient, excess or
obsolete inventory, the impact of competing products and their pricing, product development, commercialization and
technological difficulties, political risks in the countries in which we operate or sale and supply constraints. It is not possible to
predict or identify all such factors. Consequently, any such list should not be considered to be a complete statement of all
potential risks or uncertainties. We do not assume the obligations to update forward-looking statements.
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ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

NOT APPLICABLE.
Cover | Table of Contents

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

NOT APPLICABLE.
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ITEM 3. KEY INFORMATION
A. SLECTED FINANCIAL DATA

We derived the following selected historical and pro forma financial data from our consolidated financial statements and those of
our predecessor business. You should read the following selected financial data in conjunction with our consolidated financial
statements and the related notes and “Item 5. Operating and Financial Review and Prospects”. We derived the selected historical
consolidated financial information of our predecessor business for the period from January 1, 1998 to February 28, 1998 and as
of December 31, 1997 and for the year then ended from the audited consolidated financial statements of our predecessor
business, which have been audited by KPMG Deutsche Treuhand-Gesellschaft Aktiengesellschaft. We derived the selected
historical consolidated financial information of Dialog Semiconductor Plc as of December 31,2001, 2000 and 1999, for the years
ended December 31,2001, 2000 and 1999, and for the period from March 1, 1998 to December 31, 1998 from our audited
consolidated financial statements, which have been audited by KPMG. The audited consolidated financial statements for the
years ended December 31,2001, 2000 and 1999 are included elsewhere in this annual report.

We derived the pro forma statement of income of Dialog Semiconductor Plc for the year ended December 31, 1998 from the
audited consolidated statement of income of our predecessor business for the period from January 1, 1998 to February 28, 1998
and from the audited consolidated statement of income of Dialog Semiconductor Plc for the period from March 1, 1998 to
December 31, 1998, in each case as audited by KPMG. We prepared the pro forma financial information solely to assist
comparisons across financial periods. This pro forma information does not purport either to represent actual results or to be
indicative of results which will be achieved in future periods. You may find it helpful to read this data in conjunction with

“Item 5. Operating and Financial Review and Prospects” and our financial statements, the related notes and other financial
information included elsewhere in this annual report. You may also find it helpful to read “Item 5. Operating and Financial
Review and Prospects-Overview-Acquisition” for more information on the acquisition of our predecessor business and to which
the pro forma financial information relates.

Our audited consolidated financial statements and those of our predecessor business were prepared in accordance with US
GAAP.

4
The following tables should be read in conjunction with our audited consolidated financial statements, the notes thereto and

“Item 5. Operating and Financial Review and Prospects” included elsewhere in this annual report.

Successor (1) Predecessor (2)

Year ended December 31, For the period For the period Year ended
March 1, 1998 to January 1, 1998 to December 31,

December 31, February 28,
(IN THOUSANDS OF EURO) (5) 2001 2000 1999 1998(3) 1998 1998 1997
(unaudited
pro forma)
STATEMENT OF INCOME
DATA:
Revenues 100,519 214,459 87,246 44 478 38,197 6,281 38,528
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Cost of sales (including excess
inventory provision of 10,689
in 2001)

Gross margin

Selling and marketing expenses

General and administrative
expenses

Research and development

Amortization of goodwill and
intangible assets

Acquired in-process research
and development

Operating probt (loss)
Interest income, net
Foreign currency exchange
gains and losses, net
Write-down of investment

Result before income taxes
Income taxes

Net income (loss)

Basic earnings (loss) per
share(6)

Diluted earnings (loss) per
share(6)

BALANCE SHEET DATA:

Cash and cash equivalents

Working capital(4)

Total assets

Financial liabilities

Cumulative redeemable
preference Shares

Shareholders’ equity

OTHER DATA:

Weighted average number of
shares outstanding (in
thousands):

Basic

Diluted

(79,637)

20,882
(4,054)

(5.569)
(31,256)

(3.202)

(23,199
898

306
(42,405)

(64,400
22,721

(41,679

(0.95)
(0.95)

32,626
50,394
178,443

157,706

43,788
43,788

(138.,866)

75,593
(5.672)

(5.972)
(22,898)

2,651)

38,400
1,940

2,627

42,967
(16,410)

26,557

0.62
0.60

29,879
70,589
247,423

199,194

42,669
44,300

(56,749)

30,497
(3,888)

(2,698)
(11,108)

(1.237)

11,566
13

(329)
11,250
(4,570)

6,680

0.16
0.15
11,257
26,683

90,864
56

68,611

35,980
37,790

(25,429)

19,049
(3.515)

(2,610)
(6,656)

(957)
(9.300)

(3,989
(155)

(63)

(4,207
(2.721)

(6,929

(21,896)

16,301
(2.714)

(2,363)
(5,542)

(802)
(9.300)

(4,420
(129)

an

(4,560
(2.430)

(6,990

0.23)
(0.23)

2,958
2,943
31,92
3,489

37,607
3,036

34,568
34,568

(3,533)

2,748
(801)

(247)
(1,114)

3

583
(26)

(52)
505
(291)

214

(1)  Dialog Semiconductor Plc and its subsidiaries from and after the acquisition effective March 1, 1998.

5

(26,728)

11,800
(4451)

(1,277)
(3,773)

(15)

2,284
(214)

31
2,101
(1,078)

1,023

1,105
1,745
16,225
5415

4,408

(2)  Dialogue Semiconductors Limited and its subsidiaries, a majority-owned group of companies of Daimler-Benz AG (now
DaimlerChrysler AG), prior to the acquisition effective March 1, 1998.

(3)  The pro forma statement of income data for the year ended December 31, 1998 gives effect to our acquisition of our
predecessor business as if this acquisition had occurred on January 1, 1998. We have accounted for the acquisition using

the purchase method of accounting. Accordingly, we allocated the € 28.0 million purchase price to the assets acquired and
the liabilities we assumed based upon their fair values. The purchase price exceeded the fair value of the net assets we

acquired by approximately € 11.1 million. We recorded this amount as goodwill and are amortizing it over 15 years.

Here is how we calculated the pro forma statement of income data:

e We combined the results of operations of our predecessor business for January and February, 1998 with the results of
our operations for the ten months from March through December, 1998.

We added € 152,000 to amortization of goodwill and intangible assets to show the amount of amortization expense we
would have had if the acquisition had occurred on January 1, 1998.

(4)  Current assets less current liabilities.
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(5)  All balances prior to January 1, 1999 have been restated from Deutsche Mark into Euro using the exchange rate as of

January 1, 1999 (€ 1 = DM1.95583).

(6)  Because our predecessor was a limited liability company and part of a group of UK companies majority-owned by
Daimler-Benz AG, presentation of earnings per share information for the period from January 1, 1998 to February 28,
1998, for the years ended December 31, 1997, and pro forma for the year ended December 31, 1998 is not meaningful.

B. EXCHANGE RATE |NFORMATION

The following table shows, for the dates indicated, certain information concerning the noon buying rate in New York City for
cable transfers in Pounds Sterling as certified for customs purposes by the Federal Reserve Bank of New York, expressed in US

Dollars per (£)1.00.

Year

1997

1998

1999

2000

2001

MONTH
September 2001
October 2001

Year

November 2001
December 2001
January 2002
February 2002

March 2002 (through March 15)

Period End

$ 164
1.66
1.62
1.50
1.45

Period End

(1)  The average of the noon buying rates on the last day of each month during the year.

On March 15, the noon buying rate was $1.42 per £1.00.

Average (1)

$ 164
1.66
1.61
1.51
1.44

Average (1)

High

$ 170
1.72
1.68
1.65
147

147
1.48

High

147
1.46
145
143
142

Low

$ 158
1.61
1.55
1.40
141

1.44
1.42

Low

141
1.42
141
141
141

The following table shows, for the dates indicated, certain information concerning the noon buying rate in New York City for
cable transfers in Euros as certified for customs purposes by the Federal Reserve Bank of New York expressed in US Dollars per
1 1.00. All exchange rates relating to periods prior to January 1, 1999 have been calculated using the noon buying rate in New
York City for cable transfers in Deutsche Mark expressed in US Dollars per Euro divided by the fixed Deutsche Mark/Euro

exchange rate in effect on and after January 1, 1999 of DM1.95583 per ! 1.00.

Year

1997

1998

1999

2000

2001

MONTH
September 2001
October 2001
November 2001
December 2001
January 2002
February 2002

March 2002 (through March 15)

Period End

$ 1.09
1.17
1.01
0.94
0.89

(1)  The average of the noon buying rates on the last day of each month during the year.

Average(1)

$ 1.12
1.11
1.06
0.92
0.89

High

$ 104
1.05
1.18
1.03
0.93

0.93
0.92
0.90
0.90
0.90
0.88
0.88

Low

$ 127
1.22
1.00
0.83
0.85

0.89
0.89
0.88
0.88
0.86
0.86
0.87



On March 15, the noon buying rate was $0.88 per € 1.00.
C. Rsk FACTORS

In addition to other information in this annual report, you should carefully consider the riskstaasbelow before deciding tc
invest in our ordinary shares or ADSs. Any of these risk factors could materially and adversetyuaffersiness, Pnancial
condition or operating results. In that case, the trading price of our ordinary shares and ADSdexirld, and you could lose
all or part of your investment. It is not possible to predict or identify all relevant risk factdrsreerefore, the following list
should not be considered to be a complete statement of all potential risks or uncertainties.

7

Our revenues, probtability and growth could decline
if the growth of the wireless communications market slows

We derive a substantial portion of our revenue from the wireless communications market. Our revenues from wireless
communications applications accounted for 77% of our total revenues for the year ended December 31, 2001. The wireless
communications market experienced an industry-wide decline in demand for mobile communications products during the year
ended December 31, 2001. Our revenues decreased 53% from ! 214.5 million for the year ended December 31, 2000 compared
with ! 100.5 million for the year ended December 31, 2001, primarily as a result of the decline. In future periods, conditions in
the wireless communications market may fluctuate, which could result in either growth or decline. Conditions in the wireless
communications market may be influenced by numerous factors, including:

e national and regional regulatory environments

e general economic conditions

. advances in competing telecommunication and information technologies
e manufacturing capacity

e perceived health risks to mobile phone users

Any significant constraints on the growth of, or downturns in, the wireless communications market could have a negative effect
on our future revenues and profit growth.

Perceived health risks relating to mobile handsets could lead
to decreased demand for ASICs

Some members of the medical community have expressed concern that the electromagnetic signals from mobile handsets may
cause brain tumors, memory loss or DNA and genetic damage. The perceived health risks and related publicity or litigation could
reduce the demand for mobile handsets and related applications specific integrated circuits, or ASICs, and, thus, reduce our sales
and revenues.

If we are unable to adapt rapidly to changing markets and technology, we may
lose customers and be unable to develop new business

The market in which we compete is characterized by continuous development and technological improvement. As a result, our
success depends on our ability to develop new designs and products on a cost-effective, timely basis. Our future success also
depends on our ability to anticipate and respond to new market trends, to rapidly implement new designs that satisfy customers’
desires, and to keep abreast of technological changes within the semiconductor industry generally. If we fail to successfully
design and develop new products and product enhancements that respond to technological changes and customer requirements in
a timely and cost-effective manner, we may be unable to respond to competitive challenges. We could also lose customers and
experience a lower demand for our products.

We depend on Ericsson, Siemens and a few other customers for most of our
revenues, and the loss of one or more of these customers may result in a
material decline in our revenues

We derive a substantial portion of our revenues from a relatively small number of wireless communications manufacturers that
require high performance, low cost semiconductor products. Sales to our two largest customers accounted for 67% of our
revenues in 2001, 75% of our revenues in 2000 and 69% of our revenues in 1999. The loss of one or more major customers, in
particular Ericsson or Siemens, or material decreases in sales to one or more of our other major customers would result in a
material decrease in our revenues. In addition, because we depend on a relatively small, focused customer base we are exposed
to downward pricing pressures from those customers.

6 of 69



We may not be able to remain competitive if we lose any of our key executives

Our success depends to a significant extent upon the continued service of our key senior executives, particularly of our
management board members. We rely heavily on senior management’s special knowledge and its ability to maintain
relationships with our key customers. If we lose any of our key senior executives, we may not be able to retain our current
customers or develop business with new customers.

We may not be able to remain competitive if we cannot hire and retain qualibed
engineers and sales and marketing personnel

Our future success depends on our ability to continue enhancing and introducing new generations of technology. We are
therefore particularly dependent on our ability to identify, attract, motivate and retain qualified design, process and testing
engineers with the requisite educational background and industry experience. Competition in the market for qualified engineers,
particularly those with significant industry experience, is intense. Our ability to successfully grow will also depend on our ability
to attract and retain sales and marketing personnel. The loss of the services of any of our senior engineers or our inability to
attract and retain sales and marketing personnel could hurt our product development efforts or business relationships.

We may not be able to recover any of our investment in the parent company of

one of our principal foundries, European Semiconductor Manufacturing Limited,

and a continued downturn in the semiconductor industry could adversely affect
our ability to recover our investments in another foundry

Commencing in 1999, we made a series of investments in ESM Limited, the parent company of one of our principal foundries,
European Semiconductor Manufacturing Limited, in the form of equity interests, loans and advance payments for products. ESM
Limited and European Semiconductor Manufacturing Limited have since experienced significant financial difficulties and, as a
result, we wrote-off our total investment in ESM Limited which resulted in a ! 42.4 million pre-tax charge to earnings in the
fourth quarter of 2001. In January 2002, ESM Limited and European Semiconductor Manufacturing Limited were placed in
receivership (a reorganization under UK law). We recently learned that the receiver had successfully completed negotiations that
will result in the sale of ESM Limited to International Rectifier

Corporation. Based on the terms of the sale agreement, we expect to receive approximately! 6 million of our investment in ESM
Limited. See Notes 3 and 18 to the Consolidated Financial Statements.

We also maintain a $20 million deposit with and have made advanced payments of $10 million in 2000 to another foundry,
Chartered Semiconductor Manufacturing. Under the terms of our contract with Chartered Semiconductor Manufacturing, the
deposit and advanced payments will be refunded to us in proportion to our future wafer purchases. We currently expect to
recover the entire amount of our deposit and advance payments in the form of wafers. However, prolonged adverse market
conditions could affect our estimates about the recoverability of these investments. It is reasonably possible that our future
operating results could be materially adversely affected if we determine that it is necessary to write-off a portion or all of our
investment.

The loss of one of our principal foundry relationships or assembly services or
a delay in foundry or assembly production may result in a material loss of
production and revenue

As discussed above, ESM Limited and European Semiconductor Manufacturing Limited experienced significant financial
difficulties and were placed in receivership in January 2002. We have secured supplies of silicon from multiple sources and we
believe that we have sufficient quantities of silicon on hand to maintain levels of production to meet our current needs.

However, a material production delay, limitation or other detrimental effect on production at one of our other principal foundries
could result in a material loss of revenue until such production is restored or until the affected product lines are transferred to
another foundry. A foundry’s production can be delayed, limited or detrimentally affected by, among other things:

difficulties in the manufacturing process
e the complexity of individual designs
e failure of suppliers to meet delivery dates
e  shortages in raw materials or silicon impurities
e other factors or circumstances outside our control
We also outsource our wafer assembly services, including bonding and packaging, to selected assemblers in Europe and Asia. If

we lost one or more of our assemblers or if any assembler failed to meet its delivery dates, failed to meet quality standards set by
us, limited production volumes or increased prices due to capacity constraints, we could experience significant delays and loss of
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production, which could result in a material loss of revenues.

The market for silicon wafer fabrication is highly competitive and in the
future we may have difbculty obtaining foundry capacity

10

We outsource our silicon wafer fabrication and, therefore, access to semiconductor manufacturing plants, or “fabs”, is necessary
to our business. Access to fabs, however, may become increasingly difficult in future years as the semiconductor industry
continues to grow. If we are unable to obtain access to sufficient manufacturing capacity at fabs, we could experience significant
delays or a loss of production, which could result in a material loss of revenues. Additionally, if there is a shortage of available
manufacturing capacity at fabs, we may have to pay more for the manufacture of silicon wafers.

We face intense competition, and if we are unable to compete
effectively, we could lose customers

Many of our direct and indirect competitors are major international semiconductor companies with substantially greater
technical, financial and marketing resources and name recognition. In addition, in the future we may face increased competition
from smaller, niche semiconductor design companies. Further, some of our customers could decide to satisfy their ASIC
demands through in-house design and production. We compete with these competitors primarily on the basis of the following
attributes:

e  price

e design cycle time

e reliability

e performance

e customer and logistical support

e reputation

Our inability to compete effectively on any of these bases or others could affect the pricing of and demand for our products. See
“Item 4. Information on the Company — Competition”.

Our business, Pnancial condition and reputation may be materially adversely
affected if our ASICs, or the electronic systems of which they are a part,
contain defects that cause damage or injury

Our ASICs form part of larger complex products such as mobile phones and airbag sensors. Defects in our ASICs, or in the
electronic systems of which they are part, may directly or indirectly result in damage to third parties’ property, physical injury or
even death. If such defects occur, they may result in:

e product liability claims

e expensive and time-consuming modifications

e damaged customer relationships

11

e damage to our reputation

e loss of market share
Although we carry insurance, our insurance coverage may not cover potential claims to which we are exposed or may not be
adequate to indemnify us for all potential liability. In addition, we may not have sufficient cash reserves to cover such liabilities.
If we do not have sufficient insurance or cash reserves, we may be forced to sell assets or divert cash that may have otherwise

been used for capital expenditures or operating costs.

If we are unable to protect our intellectual property and know-how from copy or
use by others, our competitors may gain access to our content and technology

We attempt to protect our trade secrets and other proprietary information through confidentiality agreements with customers,
suppliers, employees and consultants and through other security measures. We also rely on copyright and trade secret laws to
protect our intellectual property and know-how.
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If we are unable to protect our intellectual property, it may be possible for someone to copy aspects of our designs and products
or to obtain and use information that we regard as proprietary.

The semiconductor industry is characterized by frequent litigation regarding intellectual property rights. Questions of
infringement in the semiconductor field involve highly technical and subjective analysis. Litigation may be necessary in the
future to enforce our intellectual property rights, to protect our trade secrets, to determine the validity and scope of the
proprietary rights of others, or to defend against claims of infringement or invalidity. Any litigation, whether or not determined in
our favor, would probably be costly and would divert the efforts and attention of our management and technical personnel from
normal business operations. Adverse determinations in litigation could result in the loss of our proprietary rights, subject us to
significant liabilities or require us to seek licenses from third parties. Moreover, there may not be effective trade mark, copyright
and trade secret protection in every country in which our technology is or may be used in the future. This would increase the
possibility of infringement of our intellectual property.

The probtability of our business may be adversely affected by currency
Buctuations and by the economic and legal developments in the countries where
we conduct our business

We sell our products primarily in Europe, Malaysia, China and the United States. Our operations are subject to risks inherent in
international business activities, including:

e general economic conditions in each country

e costs of complying with a variety of regulatory environments

e currency conversion risks and the effect of fluctuations in currency exchange rates
12

e taxation by multiple government entities

e tariffs and other trade barriers

e  staffing and managing foreign operations

We conduct our business primarily in US Dollars and Euros, the currency in which we state our financial statements (prior to
January 1, 1999 we used the Deutsche Mark).

Since its introduction on January 1, 1999, the Euro has declined in value against the US Dollar. From the date of its introduction
through January 31, 2002, the value of the Euro declined approximately 25% against the US Dollar. Changes in the exchange
rate between the Euro and other non-Euro currencies, principally the US Dollar, will affect the translation of our consolidated
financial results into Euros, and will also affect the value of any amounts that our subsidiaries distribute to us. Exchange rate
changes may also affect our balance sheet. Changes in the Euro values of our assets and liabilities resulting from exchange-rate
movements may cause us to record foreign currency gains and losses. We do not currently enter into forward or other derivative
transactions to hedge against exchange rate fluctuations, except with respect to certain deposits with our foundries as described
below.

Changes in exchange rates also influence our results of operations. Our sales are primarily denominated in US Dollars, Euros,
and, prior to January 1, 1999, the Deutsche Mark, whereas our purchases of raw materials and manufacturing services are
primarily denominated in US Dollars. For the year ended December 31, 2001, 46% of our revenues were denominated in Euros,
51% were denominated in US Dollars, 2% were denominated in Swedish Krona and 1% were denominated in Pound Sterling
and 22% of our cost of sales was denominated in Euros and 78% was denominated in US Dollars. For the year ended

December 31, 2000, 30% of our revenues were denominated in Euros and 70% were denominated in US Dollars and 24% of our
cost of sales was denominated in Euros and 76% was denominated in US Dollars. For the year ended December 31, 1999, 36%
of our revenues were denominated in Euros and 64% were denominated in US Dollars and 19% of our cost of sales was
denominated in Euros and 81% was denominated in US Dollars. In order to hedge our foreign currency exposure, we attempt to
match cash inflows and outflows in the same currency, primarily the US Dollar.

During 2001 to hedge our foreign currency exposure with respect to $26 million of deposits with Chartered Semiconductor
Manufacturing Pte., Ltd and ESM Limited, we purchased foreign currency forward contracts to effectively convert the US Dollar
deposits into Euros. See “Item 5. Operating and Financial Review and Prospects-Wafer Supply Agreements” and “— Foreign
Currency Exposure” and Note 15 to the Consolidated Financial Statements.

With the exception of specific foreign currency forward contracts, we may be unable to match inflows and outflows adequately,
which increases our exposure to changing exchange rates.

13

Our future operating results could be materially affected if judgments
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underlying any of our accounting policies were to signibcantly change

A number of our accounting policies involve judgments about various factors, including our financial and operating condition,
the wireless communications industry and general economic conditions. There is a reasonable likelihood that our future
operating results could be materially affected if the conditions or assumptions on which our judgments are based were to
significantly change. See “Item 5. Operating and Financial Review and Prospects-Critical Accounting Policies and Related
Uncertainties”.
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ITEM 4. INFORMATION ON THE COMPANY
A. HISTORY AND DEVELOPMENT OF THE COMPANY

Dialog Semiconductor Plc is a public limited company constituted under the laws of England and Wales. Our business originated
from the European activities of International Microelectric Products, Inc., a US company active in the semiconductor industry. In
May 1985, International Microelectric Products, Inc. incorporated IMP (UK) Limited as a private limited company registered in
England and Wales. At the end of 1989 and the beginning of 1990, Daimler-Benz AG, now DaimlerChrysler AG, acquired IMP
(UK) Limited. International Microelectric Products (Europe) Limited became part of a Daimler-Benz AG subsidiary, Temic
Telefunken Microelectric GmbH, now Conti Temic microelectronic GmbH (“TEMIC”). In March 1998, three of our major
shareholders, Apax Partners, Adtran, Inc. and Ericsson provided funding to finance our buyout of the business from
Daimler-Benz AG for € 28.0 million. See “Item 5. Operating and Financial Review and Prospects-Acquisition”.

Our head office is located near Stuttgart, Germany and we have additional offices in Swindon, UK; Clinton, New Jersey, USA;
Lund, Sweden; Graz, Austria; Tokyo, Japan; and Heidelberg and Munich, Germany. Our principal executive office is located at
Neue Strasse 95, D-73230 Kirchheim/Teck-Nabern, Germany, Tel: 0049 7021 805-0. Our agent for US federal securities law
purposes is Dialog Semiconductor, Inc., Corporation Trust Center, 1209 Orange Street, Wilmington, Delaware 19801.

B. BUSINESS OVERVIEW

We develop and supply types of silicon chips called mixed signal ASICs, or applications specific integrated circuits, for wireless
communications and automotive applications. All of our innovative products are developed in 100% Complimentary Metal
Oxide Semiconductor, or CMOS, technology and are used by major original equipment manufacturers or, OEMs, around the
world. Our core competence is the design of complex analog and digital (mixed signal) integrated circuits complemented by our
ability to rapidly deliver qualified and tested products directly to the customer. We draw on our team of highly skilled engineers
and an extensive library of ASIC designs and know-how to respond to the requirements of our customers. We have historically
focused on two applications for the mobile telephone market, namely audio-CODEC and power management. Audio CODEC is
the critical interface between outside world analog signals (such as the human voice) and the digital data
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processing inside a mobile phone. Power management controls the supply of power from the battery to the other subsystems and
controls their power consumption. More recently we initiated strategic research and development programs in order to leverage
our expertise and to expand our product and customer base. Our new applications include multimedia, digital camera and MP3
modules, sensors and radio frequency, or RF.

We have developed a strategy for outsourcing the manufacture and assembly of our ASICs. We have entered into partnerships
with leading semiconductor foundry manufacturing plants, or foundries, which maintain state of the art facilities. This enables us
to offer high quality products without being required to make the substantial capital investment required by an in-house foundry.
We monitor and control the complete production process and ensure quality through pre-shipping testing of all final products.
Our test programs are developed by our test engineers at the same time as ASIC design and are based upon specifications
determined by the individual customer. Our rigorous test process enables us to ensure the overall quality of the manufactured
product prior to its delivery to our customer.

INDUSTRY BACKGROUND
Semiconductors and mixed signal ASICs

Semiconductors are essential building blocks in today’s electronic products, including mobile telephones. Integrated circuits are
complex semiconductor devices that consist of a single piece of silicon and are commonly referred to as a “chip”. In the past,
standard integrated circuits were placed close together to create a system that met the requirements of an application. This
standardization in turn has created a foundry industry which produces “wafers”, consisting of multiple identical silicon chips. In
order to reduce size and costs and increase performance ASICs were developed. ASICs integrate these circuits together on one
custom designed chip. A mixed signal ASIC processes both analog and digital data.

Analog circuits provide the interface between electronic systems and a variety of real world phenomena such as sound, light, and
temperature. Digital devices use a series of on/off states to perform arithmetic functions that are used to process data. Due to the
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risk of interference, it is technically difficult to combine analog and digital circuits on a single chip. System manufacturers
historically addressed mixed signal requirements using printed circuit boards that incorporated individual analog and digital
components. However, in response to increasing demand for greater functionality at lower cost, system manufacturers are
actively seeking solutions that contain both analog and digital functions integrated on a single chip.

Mixed signal ASICs in the wireless communications market

Following exceptional growth in the wireless communications market in 2000, there was a reduction in demand for cellular
handsets in 2001. The number of handsets manufactured in 2001 declined by 25% as compared to 2000. The majority of phone
manufacturers had overstocked inventories as a result of over production of handsets and phone components in late 2000. With
the global economy slowing at the same time, customer demand was also depressed, extending the time required to sell the
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excess inventory. This situation has prompted a major restructuring of the industry, including the merger of the Ericsson and
SONY mobile phone divisions, the decision by both Ericsson and Motorola to offer their intellectual property in mobile phones
to third parties, and the downsizing and outsourcing of production by many manufacturers. Additionally, major companies have
changed the focus of their activities, concentrating on profitability rather than unit sales volumes. There has also been a
consolidation of development resources in so-called “third generation” systems, most notably in Japan, to speed up the time to
market for new handsets, to assist interoperability and to share development costs.

During 2001 China surpassed the USA as the single largest phone market with more than 120 million subscribers, and the market
in China is forecasted to continue to grow. Sales of replacement handsets have dominated Western European and Japanese
markets as penetration rates have reached 70 to 80%. This in turn has focused development activities towards the support of new
features and improved data capabilities. The success of i-Mode in Japan during 2001 demonstrated the viability of wireless data
services. The introduction of so-called “2.5 generation” systems in 2001 is an opportunity for the industry to deliver effective
data services after a disappointing false start in 2000. For more information, see “Item 5. Operating and Financial Review and
Prospects — Trend Information”.

Despite the turbulence in the wireless marketplace, Nokia has maintained its leading position, with Motorola, Ericsson, Siemens
and Samsung following at some distance.

OUR SOLUTION

We design and supply mixed signal ASIC solutions on an efficient basis to targeted customers in the wireless communications
and automotive markets. Building on our proven expertise in mixed signal ASIC design, we have developed a considerable
reputation in creating innovative, customer-specific solutions. We believe that the following key factors have contributed to our
success.

Design expertise and product innovation

We concentrate solely on designing increasingly complex mixed signal ASIC solutions and have accumulated substantial
know-how in this area. We employ our know-how to respond to our customers’ demands and to identify new product solutions
that increase performance while lowering overall system costs.

Examples of the success of this approach can be seen in our leading market positions in Audio CODEC and power management
applications.

Alternatives to ASICs and CMOS technology

We focus our business on the design of ASICs rather than general purpose, mass-produced integrated circuits on standard
chipsets. Our larger mobile phone manufacturing customers rely primarily on the ASIC-based semiconductor designs to maintain
their customized strategic position in the mobile phone industry, giving them more control over the design of their products than
they would have if they used mass produced standard chips. Other customers tend to rely more heavily on the standard

16

baseband chipsets. We supply these customers with standard designed chips, although this is not a significant part of our
business.

We supply ASICs using mainstream CMOS, or Complimentary Metal Oxide Semiconductor, technology, the most widely used
semiconductor manufacturing technology. Although specialist analog (bipolar, analog CMOS) as well as mixed manufacturing
technologies (BiCMOS) exist for analog circuits, most chip designers use CMOS manufacturing technology because unit
production costs can be up to 20-25% lower than can be achieved with alternative manufacturing technologies for the same or
similar functionality. In addition, most foundries are designed to use CMOS production processes. As a semiconductor company
that relies on outsourced manufacture of our chips, access to foundry capacity with comparable technology is critical to our
ability to compete in the mobile communications industry. Accordingly, we do not view BiCMOS technology as a realistic
alternative for our business.
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Commitment to selected customers

We have built a core of strong and growing relationships with selected high profile, high volume customers. We are a flexible
partner for these customers, who increasingly demand that we, as a preferred supplier, serve as an integral part of their overall
supply chain. We work with our customers to rapidly develop the appropriate technical response to changing market trends.

OUR STRATEGY

We believe that increased demand for new applications and technical improvements in the wireless communications market will
require handset manufacturers to rely more on the type of ASICs that we supply to achieve the cost and performance demands of
the market.

Our objective is to be the leading global supplier of mixed signal ASICs to the wireless communications market. To meet these
objectives, we have developed a focused strategy.

Remain focused on existing business model

We intend to remain focused on our existing business model, which includes outsourcing silicon wafer production to foundry
manufacturing plants and supplying ASICs using mainstream CMOS technology. We maintain control over our entire production
process and ensure product quality through pre-shipping testing of all final products. By selectively outsourcing production to
foundries and assemblers, we believe it minimizes the substantial cost of purchasing semiconductor production equipment and
allows us to concentrate management efforts on our core competencies.

Expand engineering expertise

We recognize that one of our key strengths lies in the engineering expertise of our employees in design, product development
and testing. Due to the increasing complexity of mixed signal design and production, it is essential to our ongoing success that
we attract, develop and retain key engineering personnel. We intend to
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continue to meet this challenge by offering our technical staff a variety of ongoing educational and career opportunities,
combined with performance incentives and by actively recruiting additional highly skilled individuals. See “— Sales and
Marketing” below.

Expand relationships with key industry leaders

We have close relationships with a number of high volume customers, many of which are key industry leaders. We intend to
continue to focus our sales and marketing efforts on a small number of high quality target customers. By strengthening these
relationships and developing new ones, we intend to secure our involvement in developing market segments.

Proactively refine customers’ system architecture

We work proactively with our customers to refine their system architectures. One example of this approach is the integration of
audio and power management functions onto one chip in order to increase power efficiencies and reduce product weight and size.
We see particular opportunities in the expected migration to third generation wireless communications technology, which will
demand more efficient use of system architectures.

Selectively expand global capabilities

We have successfully developed a strong, focused customer base in Europe. In order to support and service our growing
customers, we will consider expansion through organic growth and selected acquisitions. To this end, we have established
facilities in Graz, Austria and Tokyo, Japan to extend the range of ASICs offered for mobile communications to include radio
frequency, or RF, components and to support local customers in Japan. See “Item 5. Operating and Financial Review and
Prospects-Liquidity and Capital Resources”.

OUR PRINCIPAL PRODUCTS

We focus on the production and supply of mixed signal ASICs for the mobile communications market and, to a lesser but
increasing extent, for the automotive electronics market. We also supply ASICs for other consumer and industrial applications in
the lighting systems and data communications markets. For the year ended December 31, 2001, approximately 61% of our
revenues originated from Europe (of which approximately 62% originated outside Germany), 28% originated from Asia and 6%
originated from North America. For the year ended December 31, 2000, approximately 73% of our revenues originated from
Europe (of which approximately 74% originated outside of Germany), 19% originated from Asia and 7% originated from North
America. For the year ended December 31, 1999, approximately 87% of our revenues originated from Europe (of which
approximately 72% originated outside of Germany), 7% originated from Asia and 6% originated from North America.
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18
ASICS FOR WIRELESS COMMUNICATION

We supply mixed signal ASICs to mobile telephone manufacturers primarily for use in handset Audio CODEC and power
management systems. Revenues from our mobile communications mixed signal ASICs accounted for approximately 77% of our
revenues for 2001, 84% of our revenues for 2000 and 78% for 1999.

The mobile phone can be divided into five subsystems:
e The RADIO FREQUENCY subsystem is responsible for transmitting and receiving communication signals.

e The BASEBAND, or digital control subsystem uses a micro-controller and a digital signal processor to control the
functioning of the phone and interacts with the operator of the phone through the display and keypad.

e The FLASH MEMORY provides all software necessary for the operation of the phone and retains all user specific data.
e The AUDIO AND POWER MANAGEMENT subsystem.

e The MULTIMEDIA APPLICATION subsystem.

Historically we have concentrated on the production of our Audio-CODEC and power management ASICs for mobile phones
and have successfully developed 38 designs in these two areas. More recently, we have leveraged our expertise in new
applications within wireless devices. One of our new applications includes a plug-in or built-in digital camera module for mobile
phones.

Audio and Power Management

Developments in both Audio-CODEC and power management technology have reached a point where these two functions can
be combined on a single circuit. Our competence in both areas means that we can provide advanced solutions without
compromising performance. By combining audio and power management systems into a single circuit we have successfully met
market demands for smaller and less expensive systems. In 2001, we had one design in production and shipped approximately
seven million units.

Audio-CODECs

The audio performance of a mobile phone is one of the most important features for consumers selecting a new handset.
Therefore, we have concentrated on delivering high quality audio performance, integrating successive generations of audio
CODEC functions. The audio processing subsystem works by taking the analog voice input from the microphone and converting
this to digital information so that it can be processed and transmitted through the network. In the opposite direction it converts
digital speech or digital music back to an analog signal and then drives the phone’s loudspeaker. Built around the basic sound
conversion are a host of other functions such as volume control and noise shaping to make the sound as clear as possible.
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These features are what make a phone pleasant to use, delivering speech sounds which are natural rather than harsh and metallic
or muffled.

Historically, mobile phone consumers have used the phone to convey speech, but recent advances in design now enable them to
use phones like a “Walkman”, either by incorporating a built in radio or by playing stored music through MP3 files. These
functions extend the performance requirements of the Audio CODEC to include ‘Hi Fi’ performance. We have devoted
significant resources to meet this new audio challenge.

In 2001, we had two designs in production and shipped approximately twelve million units. In 2000, we had four designs in
production and shipped approximately 38 million units. In 1999, we had three designs in production and shipped approximately
18 million units.

Power management

Mobile phone users are, above all, looking for convenience when they buy a new handset, and standby and talk time are critical
features. Both standby and talk time are controlled by the power management subsystem within the phone, which controls the
power supply to all of the functions in the phone, ensuring power is used most effectively and that all the functions have the
optimum operating environment. Efficient power management delivers maximum standby and talk time. The power management
block is also responsible for charging and monitoring the battery and providing functions such as fuel gauging, where the user is
able to see how much longer the phone can be used before re-charging.

In 2001, we had 6 designs in production and shipped approximately 38 million units. In 2000, we had eight designs in production
and shipped approximately 78 million units. In 1999, we had four designs in production and shipped approximately 16 million

13 of 69



units.

Multimedia and other applications

Digital camera module — MP3 playback — Multimedia Messaging Services

We no longer use the phone just to talk. Increasingly, it is becoming an information and entertainment tool. But as phones
become more complex it is essential that they remain easy to use. That means more sophisticated ways are needed to handle
information and better ways to enter information or navigate to the functions we require. As an entertainment tool, the phone is
evolving to include personal stereo features such as FM radio and MP3 playback, the first stages of multimedia support. The next
stage in developing multi-media phones is the inclusion of digital camera functionality, initially for still photography linked to
Multimedia Messaging Services or MMS, and then to full motion video applications such as video conferencing. The ability to
add pictures to messages whilst on the move has many applications, and even in its simplest form, makes communication far
more personal. Adding this function to a phone is a complex task. It requires competence in imaging, data conversion and digital
signal processing, as well as advanced packaging and silicon technology. We have already shipped products containing MP3 and
stereo radio
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functions and have recently completed the development of a complete digital camera accessory including a customized image
processor.

Force sensor

To help phone users navigate these increasingly capable machines, an extension of the current keyboard has been developed to
include a force sensor. This is similar to a joystick or touch screen function and allows the user to select items without having to
press a host of keys or scroll through multiple screens. Many users are familiar with using a joystick to navigate as it is a
common feature of the personal computer. Our focus in this area is on joystick sensor interfacing and signal conditioning, to
ensure mechanical movements convert to electronic position data precisely. Our established expertise in mixed signal processing
also places us in a strong position for touch screen interfacing due to the precision data converter requirements of these
applications.

Bluetooth™

As we generate and handle more information with the phone, communication is no longer just between individual phones in the
traditional sense. Increasingly we need to have Machine-to-Machine interfaces, links in and between Personal Area Networks
and ad hoc connections. These allow us to connect the phone to computers and other pieces of electronic equipment so that we
can transfer data such as emails, photographs or software. In this way the phone becomes a wireless access point as well as a
voice communicator. In the mobile world Bluetooth™ has been developed to allow short-range communication between devices
at low cost and with low power consumption. Bluetooth™ enabled products are starting to become available in the market but
remain relatively expensive. We are actively addressing this need to develop a low cost product with the development of “zero
chip”, a highly integrated silicon solution that includes all analog and digital functionality on a single small device. This new
product precisely encompasses our core competencies and we are actively developing zero chip Bluetooth™ solutions to be
integrated within our existing products.

ASICS FOR WIRELINE COMMUNICATION

The products we supply for the wireline communication market provide the interface between the transmission cable or
telephone line and digital transmission equipment such as central office line cards, routers or multiplexers. Our products support
T1, T3, HDSL, SDSL and G .shdsl transmission standards, embracing the latest high-speed transmission technologies. Our
solutions are targeted at improving system efficiency, increasing transmission distance and lowering the cost of providing
high-speed connections throughout networks. We currently produce ASICs in data communication for Adtran. Revenues
generated by these applications accounted for approximately 3% of our total revenues for 2001, 4% of our total revenues for
2000 and 3% of our total revenues for 1999. In 2001, we have four designs in production and shipped approximately one million
units. In 2000, we had five designs in production and shipped approximately three million units. In 1999, we had four designs in
production and shipped approximately one million units.
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AUTOMOTIVE ASICS

Although we intend to remain focused on our established expertise in the wireless communications market, we also intend to
increase our penetration in sectors of the automotive electronics market by offering selective design applications to key
automotive suppliers. Revenues from our automotive applications accounted for approximately 6% of our revenues for 2001, 4%
of our revenues for 2000 and approximately 8% of our revenues for 1999. In 2001, we had nine designs in production and
shipped approximately eight million units. In 2000, we had nine designs in production and shipped approximately 13 million
units. In 1999, we had eight designs in production and shipped approximately 16 million units.
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Semiconductor products used in the automotive electronics market can broadly be divided into four segments:

Safety: Airbag and braking systems
Dashboard Control: Dashboard, radio, navigation and driver information
Comfort & Body: Seat control, wipers, window lift, sunroof,

air-conditioning, locking system, headlight control

Powertrain: Engine management, gearbox control, transmission

To date, we have concentrated our efforts in the automotive electronics sector in the areas of safety and dashboard semiconductor
products.

Safety

Heightened consumer awareness has created new demands on car manufacturers to increase the safety components available in
new car models. Cars today have an increasing number of airbags in order to protect passengers from specific areas of impact
(for example, head, knee and side impact). Additionally, according to Dataquest, a number of automotive electronic suppliers are
developing “smart” airbags which will tailor inflation of the airbag to adjust for the size of the occupant and external conditions
such as the velocity of impact. All of these products will require additional, increasingly sophisticated semiconductor sensors
which can be adapted to their specific applications.

We produce a variety of signal conditioning ASICs for our automotive customers. These ASICs, when combined with micro-
mechanical chips, form the principal components of the sensors used in airbag systems. These sensors then relay electronic
signals to an electronic control unit which determines deployment of the airbag. We believe that, due to increased consumer
awareness regarding automotive safety, growth in the use of sensors in cars will continue as airbag and other safety systems
become more sophisticated.

Dashboard control

Automotive dashboards are being used to deliver more information and data to drivers for safety and convenience. According to
Dataquest, growth trends in this area are
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predicted to include information systems for road transport and traffic, emergency calling systems and links to wider forms of
communications such as the Internet, on-board navigation systems and new wireless communications applications. In addition,
there is a trend in this area towards systems integration instead of relying on discrete devices. As a result, we believe there will
be increased demand for mixed signal ASICs in this sector due to the increase in potential applications.

We currently produce a variety of dashboard control ASICs which relay information from various on board sensors (such as fuel
level, oil pressure, speed and engine heat) through microcontrollers to the dashboard.

OTHER INDUSTRIAL APPLICATIONS

In addition to providing analog and mixed signal design expertise to the wireless communications and automotive markets, we
also have developed a relatively small but established product range in dimming, motor control, sensor and power management
ASICs for use in lighting systems. We currently have an exclusive supply agreement with Tridonic, a large manufacturer of
lighting systems. Revenues generated by these industrial applications accounted for approximately 14% of our total revenues for
2001, approximately 7% of our total revenues for 2000 and approximately 9% of our total revenues for 1999. While we intend to
maintain our existing product base in the lighting control sectors, we have no current plans for expansion.

PRINCIPAL CUSTOMERS

Our principal customers are recognized wireless communications manufacturers and automotive equipment manufacturers. In
light of the rapid pace of technological development and customer demand for increasingly complex functionality, our
partnerships with our customers has allowed them to draw on us as an outside source of expertise. For us, the close working
relationship with our customers provides an opportunity to continually develop and fine-tune market leading technological
expertise with a recognized industry leader.

Ericsson

We have developed a long-term partnership with Ericsson, one of the world’s leading wireless communications suppliers. We
provide a range of ASIC products that are used in several Ericsson platforms, and we are also in preliminary design discussions
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with Ericsson on a variety of next generation products.
Siemens

We have a strong and growing relationship with Siemens, a significant European wireless communications manufacturer. A range
of our ASIC products are currently in a number of Siemens’ handsets.
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Conti Temic microelectronic Gmbh

We have a long-term relationship with Conti Temic microelectronic GmbH for which we have developed several generations of
airbag sensor chips as well as other safety applications.

Bosch

In February 1999, we were granted official supplier status by Bosch. Bosch uses its own semiconductor division for power
electronics but has worked with us on a strategic outsourcing basis on applications that can benefit from mixed signal ASICs.
This has resulted in a number of new initiatives between the two companies, and we are currently in design or prototype
production for several Bosch projects.

Other customers

In addition to Ericsson and Siemens, our current wireless communications customers include Sagem, Motorola, Telit Mobile
Terminals and Sunarrow Limited. In addition to Conti Temic microelectronic GmbH and Bosch, our other automotive and
industrial clients include TRW, VDO, Adtran and Tridonic.

OUR PRODUCT CYCLE

We design, develop and supply mixed signal ASICs. We outsource the actual manufacture of wafers and assembly to selected
foundries and assemblers. Once the manufacture and assembly has been completed, all of our products are tested, the large
majority in-house, before final delivery to our customers. A description of our process from design to delivery can be
summarized as follows:

e design and development
e manufacture of wafers
e assembly
e testing
e delivery
Design and development

Our engineering group consists of 176 professionals with mixed signal ASIC experience and has a current development capacity
of approximately 30 new designs per year. We use design tools from Cadence Design Systems, Inc. to increase design
automation and top level simulation to identify system design incompatibilities at an early stage. Furthermore, we base our
production around a standard CMOS semiconductor technology process in order to focus the design efforts more effectively. See
“— Manufacture of Wafers” below.

We believe we offer our clients a significant advantage through our ability to rapidly develop mixed signal ASIC designs. This
ability has been fostered through many
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years of design experience and a highly skilled engineering staff. We keep track of evolving design elements through our design
library database. We achieve rapid design cycles through our strategy of modifying and reusing previously designed building
blocks. In 2000, we completed the acquisition of the rights to the CR16B, a 16 bit microprocessor core. This core, which utilizes
the CompactRISC™ architecture developed by National Semiconductor for embedded applications that are integrated with other
functions on a single integrated circuit, provides a high performance, general purpose, flexible and power efficient platform that
can be used in a wide variety of designs. This technology enables us to develop system-on-chip, or SOC, designs combining
analog, digital and microcontroller functions. We have successfully integrated circuits combining complex digital functions
including eFlash, which can simultaneously handle 40V in a 0.35-micron technology.

We assign dedicated design teams to each customer. These teams work closely with the customer in order to identify and develop
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customized system solutions. This approach builds close customer relationships and insures that each design team develops a
detailed knowledge of the customer’s product enabling it to rapidly develop innovative applications.

At the start of the design process, a customer typically generates a description of its requirements. We will then propose a variety
of possible solutions and will also prepare a preliminary quotation outlining pricing details, time to market factors and
production considerations. This preliminary quotation is usually prepared within one week of the initial request which we believe
provides us with a competitive advantage.

Once a solution has been selected by a customer, we typically enter into a development and supply agreement with the customer.
Such an agreement contains a description of the technical concept, a detailed timetable outlining the various development stages
or “milestones”, a breakdown of each development stage or milestone cost and details regarding unit pricing. Our terms of
payment are usually divided into a series of stage or milestone payments. Once a milestone has been achieved, a progress report
is released to the customer. Upon approval of each milestone, an invoice is sent to the customer with payment due usually within
30-60 days. The development and supply agreement does not oblige the customer to buy the developed ASIC.

The unit price for each ASIC product is fixed in the development and supply agreement and is usually dependent on the
anticipated number of ASICs to be delivered. Unit price is subject to negotiation between us and the customer. Generally, initial
deliveries of product are sold at the highest per unit price and subsequent volume deliveries are sold at reduced unit prices.

Manufacture of wafers

Semiconductors can be manufactured using different process technologies. The two dominant processes in use today are bipolar
and CMOS. Bipolar devices typically operate at faster speeds than CMOS devices, but CMOS devices consume less power and
permit more transistors to be integrated on a single ASIC. While bipolar semiconductors were once used extensively, CMOS
technology has become the more
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dominant of the two technologies. As a result, most CMOS processes have become standardized and the design rules necessary
for manufacture are well understood in the semiconductor industry. This standardization has created an active foundry industry.

We have adopted a strategy of outsourcing our wafer production to selected foundries with a demonstrated ability to provide high
quality products on tight deadlines. The principal foundries we currently use are European Semiconductor Manufacturing
Limited in Wales, UMC Group in Taiwan, Mitel Semiconductor in Canada and Europe, and Chartered Semiconductor in
Singapore. We have long term supply contracts with European Semiconductor Manufacturing Limited and Chartered
Semiconductor. In 2001, we outsourced our wafer production as follows: approximately 42% with European Semiconductor
Manufacturing Limited, 15% with Mitel, 4% with UMC and 36% with Chartered. The percentage of production we received
from European Semiconductor Manufacturing Limited decreased from approximately 79% in 1999 to 42% in 2001.

We aim to ensure that all steps in the manufacturing process can be provided by at least two suppliers. Before we appoint one
foundry as a supplier for a specific wafer, we provide at least two foundries with technical specifications. Upon confirmation by
both foundries as to the ability to manufacture such wafer, we appoint one of them; we then can use the other one as a back-up
source of production in the event that the first foundry is unable to provide its services. The goal is to prevent shortage or loss of
chip production due to market conditions or disasters such as foundry fires.

Since the successful manufacture of silicon wafers is critical to our reputation and profitability we work carefully to identify
suitable foundries in order to maintain continuity and security of supply for our customers. There are many factors which
contribute to our selection of wafer suppliers. The principal concern is whether the foundry’s process technology can be
effectively used for our designs. Additionally, we will consider such factors as capacity, history, financial stability, mixed signal
experience, pricing, location, customer support and reputation. Once a foundry has been selected, we then seek to secure its
supply in a variety of ways, including entering into supply contracts to fix price and reserve production capacity and, when
deemed appropriate, paying a deposit to a foundry to guarantee future production capacity. We also place, when practicable, our
own process engineers directly at the fab premises to resolve any potential engineering problems and to ensure both the quality
and timely delivery of the finished product.

We may, from time to time, reserve capacity in a foundry. On August 2, 1999, we entered into an investment agreement pursuant
to which we acquired a 19.47% interest in the voting shares of INHOCO 937 Limited, which was renamed ESM Holdings
Limited on August 3, 1999 and ESM Limited on January 12,2001 and is the parent company of European Semiconductor
Manufacturing Limited. European Semiconductor Manufacturing Limited manufactures integrated circuits in the form of silicon
wafers. As part of the investment agreement, we also entered into a supply agreement with European Semiconductor
Manufacturing Limited on August 2, 1999, which guarantees a minimum production capacity at the European Semiconductor
Manufacturing Limited foundry at Newport, Wales for the first three years of the supply agreement. In August 2000, we
participated in an additional capital
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contribution and made a loan to ESM Limited totalling € 3.3 million. We also entered into a new supply agreement with
European Semiconductor Manufacturing Limited in September 2000, which was subsequently amended on November 10, 2000.
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Under the terms of this agreement, we maintain a deposit of $6 million with ESM Limited. In addition we paid $9 million to
ESM Limited as advance payments for future wafer deliveries. In the fourth quarter of 2001, we determined that we could not
recover our investments in ESM Limited and therefore recorded an impairment charge of € 42.4 million, which includes the

$6 million deposit with ESM Limited and the remaining balance of the advance payments for future wafer deliveries of

$8.3 million. In January 2002 ESM Limited and European Semiconductor Manufacturing Limited were placed in receivership (a
reorganisation under UK law). We recently learned that the receiver had successfully completed negotiations that will result in
the sale of ESM Limited to International Rectifier Corporation. Based on the terms of the sale agreement, we expect to receive
approximately € 6 million of our investment in ESM Limited. For additional information, see Notes 3 and 18 to the
Consolidated Financial Statements.

We also have entered into a supply agreement with Chartered Semiconductor Manufacturing Pte., Ltd. Under the terms of the
agreement, we maintain deposits of $20 million with Chartered Semiconductor Manufacturing which guarantee access to certain
quantities of sub-micron wafers through fiscal 2003 and several generations of process technologies ranging from current
products at 0.60-micron and 0.35-micron and will extend down to, and beyond 0.18-micron technologies. In addition, we have
paid $10 million to Chartered Semiconductor Manufacturing in 2000 as advanced payments for future wafer deliveries.

Assembly

We also outsource final assembly. During the assembly process, a wafer is sawed, the individual chips are mounted on
lead-frames and substrates and then connected via bond wires. There is a large group of subcontractors who service this market.
We have qualified the following seven assemblers: Orient Semiconductor Electronics, Ltd (Taiwan), Carsem Semiconductor Sdn.
Bhd., Circuit Electronic Industries Public Co., Ltd. (Thailand), AIT International Limited (Hong Kong), Atlantic Technology
(UK) Limited (United Kingdom), Hana Technologies Ltd. (Hong Kong), Orient Semiconductor Electronics, Ltd (Taiwan), ASAT
Ltd. (Hong Kong) and Eurasem B.V. (the Netherlands). Completely assembled ASICs are returned to us for final testing before
delivery to the customer. We view our quality assurance role as critical in order to ensure the success of a business model that
incorporates strategic outsourcing.

Testing

Following return of the assembled products from its assemblers, we test our products before delivery to a customer. No product
is delivered to a customer unless it has been tested. This rigorous testing approach allows us to ensure overall quality control of
our manufactured products. The test programs developed by our test engineers are based upon specifications determined by the
individual customers and are developed in parallel with the design.
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Once a testing program has been developed and the chips have been delivered from the assembly, individual batches of chips are
tested in our machines. All 14 of our testing machines are made by Credence Systems Corporation. The machines are regularly
calibrated to insure the accuracy of the test parameters.

To the extent that chip volume exceeds our testing capacity, we use selected third party test houses in and around Stuttgart to
assist with overflow. When we use third party houses, our test personnel work closely with such houses to ensure that testing
procedures are complied with. More than 90% of all our chips are tested in-house. Any chip that does not satisfy our testing
criteria is discarded. We send approved chips to a tape and reel manufacturer who will then return the loaded reels to us for final
packaging and delivery to the customer.

SALES AND MARKETING

Sales is our most recently formed department. Prior to April 1998, we relied on the sales arm of TEMIC (the electronic
components group of Daimler-Benz AG until 1997). At that time, TEMIC was comprised of three divisions, Integrated Circuits,
Discrete Components and Sales, operating within one group. Each product division had multiple operating units servicing
world-wide factories and thousands of device types in more than 14 product families. Since much of the emphasis in such an
organization was on revenue turnover, concentration solely on high-level, long-term and complex sales products such as mixed
signal ASICs was difficult to achieve. As a result, we decided in 1998 to establish our own sales division.

At present, we have a direct sales staff of six. Each sales person earns a base salary that may be supplemented in two ways. A
portion of the annual salary is eligible for a quarterly bonus based on our agreed goals. This corresponds to a similar bonus
available to all of our employees. A further bonus is available to each sales person based on performance relating to our
Management By Objective program. Under this program, each sales person is assigned a number of objectives specifically
targeting design wins from selected customers within a set period of time. These objectives are established by management with
input from the marketing department. We measure the performance of each sales person against these objectives quarterly.

In light of continued high-growth in our wireless communications business, in 2000 we restructured our salesforce to more
clearly focus efforts on our handset products. The individual sales executives for major accounts report directly to our CEO to
ensure greater co-ordination. We believe that this new focused effort and salesforce structure allows us to compete more
effectively in the engineering and silicon resources market and enables us to more effectively service our existing customers and
expand into new accounts.
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We occasionally use a limited number of independent sales representatives in our coverage efforts. In 2001, we generated more
than 95% of our revenues from sales directly to customers through our regional sales offices and less than 5% of our revenues
from sales through representatives. Our marketing department is responsible for new market research and development,
competition analysis and identifying new target applications. This ensures that we retain an application focus on the wireless
communications and automotive sectors in addition to the customer focus of our sales
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team. The marketing department is currently evaluating various business opportunities, including developing various third
generation cellular and standardized applications for Bluetooth wireless technology, a radio technology designed to standardize
the wireless transmission of signals over short distances between telephones, computers, domestic appliances and other devices.
Our strategic planning and business guidelines are developed by senior management working with the input of the marketing
department to ensure that we identify a focused strategy with defined goals.

INTELLECTUAL PROPERTY

We attempt to protect our intellectual property and know-how through a combination of copyrights, trade secret laws and
confidentiality agreements with our customers, suppliers, employees and consultants. We believe that the patenting of the precise
functionality of individual ASICs is commercially impractical due to the complex, specialized design of our mixed signal ASICs,
which are designed according to customer specifications. For the majority of our designs, the rights to the design are held by our
customers. We currently have patent applications pending for various ASIC applications. We intend to apply for patents
whenever it may be practicable in the future.

In addition, we license standard software from a number of vendors on standard terms. We have also licensed the CR16B 16 bit
microprocessor core, a software product, from National Semiconductor. See “Our Product Cycle-Design and Development”
above.

COMPETITION

Competition in the semiconductor market is intense. There are many competitors in this market, offering products that are similar
to ours and are based on similar technologies. We compete in the wireless communications market with major international
semiconductor manufacturers, such as ST Microelectronics, Texas Instruments and NEC. We also compete in the automotive
electronics market with major international semiconductor manufacturers, such as Motorola, ST Microelectronics, Infineon and
National Semiconductor.

In general, we compete primarily on the basis of price, design cycle time, reliability, performance, customer and logistical
support and reputation. Our ability to compete successfully depends on factors both within and beyond our control, including
successful and timely development of new products, availability of future-oriented manufacturing process technologies, product
performance and quality, manufacturing yields and product availability, customer service, pricing, industry trends and general
economic trends. Many of our direct and indirect competitors are major international semiconductor companies with
substantially greater technical, financial and marketing resources and name recognition. In addition, in the future we may face
increased competition from smaller, niche semiconductor design companies. Further, some of our customers could decide to
satisfy their ASIC demands through in-house design and production. See “Item 3. Risk Factors-We face intense competition, and
if we are unable to compete effectively, we could lose customers”.
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ENVIRONMENTAL MATTERS
We are subject to a comprehensive body of environmental laws, rules and regulations in each jurisdiction in which we operate.
Since we have no manufacturing facilities, our management believes that we are in material compliance with all applicable
environmental laws, rules and regulations. In addition, we have implemented an Environmental Management System compliant

with the internationally recognized standard ISO 14001 requirements.

C. ORGANIZATIONAL STRUCTURE

Proportion of

Country of Ownership Interest
Name and Registered Ofpce Areas of Business Incorporation (in %)
Dialog Semiconductor Acquisition, sale and marketing of microelectronic Germany 100
GmbH products, especially of ASICs
Dialog Semiconductor Design, development and sale of semiconductor England and
(UK) Limited components Wales 100
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Dialog Semiconductor, Inc.

Svep Design Center AB

Dialog Semiconductor K K.

components

components

Design, development and sale of semiconductor

Design and development of semiconductor

United States

Sweden

Design, development and sale of semiconductor

Location

Building 15 and 29,
Neue Strasse 95,
Kirchheim/Teck-Nabern
Germany

S:t Lars vag 46 Ideon
Park Lund
Sweden

Unit 1 Omega,
Windmill Hill Business
Centre, Swindon,
Wiltshire,

United Kingdom

Aomi Frontier
Building 9f
2-43, Aomi,
Koto-ku, Tokyo
Japan 135-0064

54 Old Highway 22,
Clinton, New Jersey,
USA

Industriestrasse 1,
Munich/Germering,
Germany

Mannheimer Strasse 1,
Heidelberg,
Germany

Karntner Strasse 518,
Graz-Seiersberg, Austria

components

D. PROPERTY, PLANTS AND EQUIPMENT

Tenure

Leasehold

Leasehold

Leasehold

Leasehold

Leasehold

Leasehold

Leasehold

Leasehold

30

Term

Fixed until January
31,2003 with option
for Dialog
Semiconductor
GmbH to extend for a
further 3 year

5 years, expiring
November 15, 2006
with option for Svep
Design Center AB to
extend for a further
3 year period

24 years from
September 29, 1986

Fixed until January
31,2003

5 years, expiring
within 70 days of
August 3, 2003

5 years, fixed until
September 30, 2004
with option for a
further 5 year period

Fixed until January 1,
2002 with option for
Dialog
Semiconductor
GmbH to extend for
2 further 5 year
periods

Lease with unlimited
duration, terminable
by either party on 3
months’ notice to the
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Japan

Approximate Area

(m(2)

4,365

2,070

780

686

661

530

307

197

Dialog Semiconductor Plc and its wholly-owned subsidiaries currently use the following properties:

Principal Use

Company
headquarters, office
operation for design,
marketing and
testing

Office operation for
systems and new
applications

Office operation for
marketing and design

Office operation for
marketing and design

Office operation for
marketing and design

Office operation for
design

Office operation for
design

Office operation for
design

100

100

100



end of a calendar
quarter

We do not currently own any properties. Our management believes that our leased properties and our existing design and
administrative facilities are sufficient for our current requirements and provide us with flexibility to expand our facilities in
accordance with our current objectives.
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ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

You should read the following discussion and analysis of our financial condition and results of operations in conjunction with
the audited consolidated financial statements included in this annual report. Our audited consolidated financial statements have
been prepared in accordance with US GAAP.

OVERVIEW

Our financial condition, results of operations and business during the period from January 1, 1999 through December 31,
2001 as well as future periods have been and will be affected by the key factors described below.

ACQUISITION

We were formed in March 1998 by Apax Partners, Ericsson and Adtran, Inc. With funding from these shareholders we
purchased our predecessor business, Dialogue Semiconductors Limited and its subsidiaries, from Daimler-Benz AG (now
DaimlerChrysler AG). These shareholders contributed approximately ! 28.0 million in cash in exchange for ordinary shares ir
the amount of 5.3 million, additional paid-in capital in the amount d&.3 million and cumulative redeemable preference
shares in the amount bf17.5 million. We then acquired our predecessor busine$s2®i0 million. In connection with this
acquisition, Apax Partners transferred some of its shares to members of management and the teodsoddour company
and transferred additional shares then owned by it into the Dialog Employee Benefit Trust, whigktiesiablished to
purchase our shares from and sell our shares to our employees and directors.

We accounted for the acquisition using the purchase method of accounting. Accordingly, wetlahecatirchase price for
the acquisition to the assets we acquired and liabilities we assumed based upon their respeativesfaind to acquired
in-process research and development, as described below. We expensed the amounts allocated ito-picpgssdechnology
at the time of the acquisition. We applied the excess df #80 million purchase price for the acquisition over the fair value
the net assets acquired to goodwill. We are amortizind this1 million goodwill amount over 15 years, resulting in periodic
charges to earnings. We have consolidated the results of operations and cash flows of our predsicessowith our own
from March 1, 1998, the date of the acquisition.

The financial information included in this annual report for the period from January 1, 188uarky 28, 1998, and for the
fiscal year ended December 31, 1997, reflect the consolidated operations of our predecessordryubiosspériods. This
historical financial information is generally comparable to the historical financial informatidmefpetiods following the
acquisition, except for the goodwill and other intangible assets and related amortization resuitithge facquisition and for
selling expenses. Both prior to the acquisition and after the acquisition until we established salestance, selling expenses
included amounts our predecessor business paid (and, following the acquisition, amounts we piant@td®Baz AG (now
DaimlerChrysler AG) for selling activities. These amounts were calculated as a percentage oétotabsaDN SalesforceO
below.
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ACQUIRED IN-PROCESS RESEARCH AND DEVELOPMENT

In acquisitions accounted for under the purchase method, like our acquisition of our pretiesassss, acquirors
frequently allocate portions of the purchase price to acquired in-process technology and expeasetirisémmediately.
Acquirors allocate and expense such amounts if the technologies acquired have not yet reachegidatfeadibility based or
the status of design and development activities.

We recorded an acquired in-process research and development cha@dggrofllion in 1998 in connection with our
acquisition of our predecessor business. We attribute this portion!lo288 million purchase price to acquired in-process
research and development because we determined that some of the in-process technology that weadauptirecdiched
technological feasibility based on the status of design and development activities that requiedefimément and testing.
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The in-process technology relates to mixed signal ASICs under development primarily for our prirstipalers. The
development activities required to complete the acquired in-process technologies included configi&iGs design, testing
and validation, quality assurance, and customer prototype testing.

The in-process technology that we acquired can be categorized into two principal types sf prajextircuits and power
management circuits, under development for our wireless communications customers. The valuabkedlémerwer
management projects represented, depending upon the customer, first or next generation power ma&igameérich
included unique and emerging technologies, the application of which was tailored for the partstataecurhe fair value of
the in-process technology assigned to power management circuits3samillion. The expected costs to complete the proje
were! 0.7 million. The valuable element of the audio circuits projects was enhanced audio quality. Welasxig million of
fair value of in-process technology to audio circuits. Our expected costs to complete the progcd.8varillion. In the case
of both power management and audio circuits, we were funding the projects from existing cashaedepesating cash
flows. The time required to complete the projects ranged from 12 to 18 montHs2Thsillion balance of our 9.3 million
acquired in-process research and development charge related to products under development fopthe algatronics
market.

To determine the fair market value of the acquired in-process technology, we considered tizlitiveal valuation
approaches: the cost approach, the market approach and the income approach. We relied primarioarethpproach, in
which fair market value is equal to the future revenues expected to be generated by an assatideablalexpenses and
charges for the use of contributory assets. The future net revenue stream is discounted to predasedalipon the specific
level of risk associated with achieving the forecasted asset earnings. Because the income appseaanftiee income
producing capability of the acquired assets, we believe that it best represents the presentheafuticd Economic benefits
expected to be derived from these assets. In this case, we projected future cash flows ovelasid gesmsunted them to
present value using a discount rate of approximately 24% per annum. We believe the discountprateriatagiven the level
of risk of unsuccessful completion of the technology.
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The in-process technologies that we acquired represent unique product related developmgplisattmaf which is
technically and legally limited to the particular unique company-customer relationship. Accordiesgyacquired technologie
have no alternative future use other than the use for which the technologies were designed. dtal anfditmation on our
expensing of acquired in-process research and development, see Note 1 to the Audited Consolideitd SEatements.

CHANGE IN FOCUS

We experienced considerable growth in our revenues during the period between January 1,1&&énamer 31, 2000.
This growth has been attributable to the strategic decision by management in 1996 to focus primpesdyaing
semiconductor products for the rapidly expanding wireless communications industry. Since 199@&@muasrbave been
principally derived from sales of mixed signal ASICs to targeted customers in this industry. [th20@iteless
communications market suffered a significant decline in demand for mobile communication produdts.tBesapdustry-wide
decline we expect revenues to continue to be principally derived from sales of mixed signal AB¢éGsiialess
communications industry.

PRICING

Our customers purchase products based on periodic orders made throughout the year. Thel jfoiceagratype of produc
or design are generally agreed with customers on an annual basis for specified volumes of eantdeesigoy the customer
during the year. Contracts often provide for a reduction in the per unit price for volumes ordeeebsof a specified amoun
As a result, revenues from increased volumes are often offset in part by per unit price deceeasstortier orders amounts ¢
a product in excess of the amounts projected for the year, the customer may seek an additionalirethecirice of the
product ordered. Such requests are common in the industry, under the assumption that, afterfdalvergjected amount of
the product, the supplier has already earned a return on its investment in the development ghthediésat its per unit
production costs are low relative to that investment. This pricing pressure tends to increaselifwef thelesign. As a result
of this pressure, our margins are generally higher for new designs than for mature products.afhisolegies our strategy tc
continually develop new designs on which we initially can earn higher margins. As sales volumss pfdbacts increase ant
the products mature, however, it is likely they will become subject to similar pricing pressures.

CUSTOMER CONCENTRATION

We depend on Ericsson, Siemens and a few other customers for most of our revenues. See Kdtemf8riation N
Risk Factors N We depend on Ericsson, Siemens and a few other customers for most of our revetheekysanadf one or
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more of these customers may result in a material decline in our revenuesO.
34
SEMICONDUCTOR INDUSTRY AND OUTSOURCING

The semiconductor industry in general is highly cyclical and has been subject to significamtiedmwnturns which, at
various times, have resulted in production overcapacity, reduced product demand and an accetoated @rerage selling
prices. In 1997, the anticipated rebound in semiconductor sales following the 8.6% decline in 1@@6ulliyl materialize.
Sales increased by 4% over 1996 but did not achieve the previously high level of sales seennn9985the semiconductor
industry generally suffered from overcapacity with resulting price pressures. Although we were &ffabiese generally poor
industry conditions in 1998, our focus on specialized designs tailored for a small number of stustegiers in the rapidly
growing wireless communications market made us less vulnerable to these influences than manyiotimeiuséon suppliers.
The significant growth in the wireless communications industry in 1999 and 2000 resulted in panatielig related demand
for semiconductors. In 2001, the semiconductor market suffered its worst ever decline, with cliglisg&2% from record
sales in 2000. The outlook for 2002 is for growth, but only in the range of 3%.

WIRELESS COMMUNICATION INDUSTRY

Revenues from our wireless communications applications accounted for 77% of our total revehegefy ended
December 31, 2001, 84% of our total revenues for the year ended December 31, 2000 and 78% afesentatalfor the year
ended December 31, 1999. The wireless communications market experienced an industry-wide deciaredifodenobile
communication products during the year ended December 31, 2001. The majority of handset maniadtoverstocked
inventories in 2001 because of over production of handsets and phone components in late 200Gl¥dtligom has been a
reduction in connection bonuses due to the large amounts of debt assumed by the mobile opesaproasthof obtaining
third generation licences. This, combined with a slowdown in the global economy, has led to slawsiolgtiiber growth.

TRENDS IN REGIONAL MARKETS

We allocate our revenues to countries based on the location of the customer. Changes irfraveperésd to period have
differed among geographical regions. In 2001, all our regional markets experienced decline in demanéSIC products,
except China, where regional growth was particularly strong with revenues increasingX®million for the year ended
December 31, 2000 t020.1 million for the year ended December 31, 2000. In 2000, regional growth was particularlyrstr
Malaysia where revenues increased flog1 million for the year ended December 31, 199936.6 million for the year ende!
December 31, 2000.

RESEARCH AND DEVELOPMENT

Research and development expenses consist principally of design and engineering relatedotatstd asth the
development of new products for customers and, to an insignificant extent, further customizatistmgf@noducts for
customers. Most of our research and development is in response to particular product needs gpecifistbimer. We do not
maintain a separate research and development function
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apart from customer-driven design. We therefore expense research and development costs as we.incur the

Some contracts we enter into with our customers provide us with contributions from those sustsperific research anc
development projects. Research and development costs which are charged to customers and, aaoeidoigtied in cost of
sales, amounted to approximatélf.7 million,! 2.3 million and 1.5 million, for the years ended December 31, 2001, 200(
and 1999, respectively. Research and development costs which were not reimbursed and are tHadsfdria iresearch and
development expenses amountedl 81.3 million in 2001} 22.9 million in 2000 and 11.1 million in 1999. The amount of ou
research and development funded by customers has been declining, which we expect to continue.

SALESFORCE

Our internal salesforce was not in place until the second half of 1998. Prior to mid-1998cipalpriused the salesforce ¢
a DaimlerChrysler AG affiliate to sell our products. The fee that DaimlerChrysler AG charged fee thiethis salesforce was
based on a percentage of total sales achieved. This fee resulted in higher commissions and seligtean we now incur
for our own salesforce, which is compensated by means of a base salary combined with performeshdeceitives. For
further information, see Oltem 4. Information on the Company-Sales and MarketingO. Beginning @#8Mag b8gan hiring
our own internal salesforce in order to gradually eliminate our reliance on the DaimlerChrysleiliAte@éf salesforce. This h
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resulted in decreased selling costs as a percentage of revenues. For the year ended DecembeeBihg?é@ddenses wete
5.6 million or 4.0% of revenues. For the year ended December 31, 2000, selling expenses varidlion or 2.6% of
revenues. For the year ended December 31, 1999, selling expensé3v@emdllion or 4.5% of revenues.

FOREIGN CURRENCIES
The reporting currency for our consolidated financial statements is the Euro.

The functional currency for our operations is generally the applicable local currency. Tharab$atslities of our
subsidiaries whose functional currency is other than the Euro are included in the consolidatiosldtjntyahe assets and
liabilities into the reporting currency at the exchange rates applicable at the end of the repartiBgujity accounts are
translated at historic rates. The statements of income and cash flows of these non-Euro funciBocglaperations are
translated at the average exchange rates during the year. Translation gains or losses are acuensdgiachte component o
shareholdersO equity. Currency transaction gains or losses arising from our transactions outhesesidiaries in currencies
other than the relevant functional currency are included in operations at each reporting periade ¢e Me Consolidated
Financial Statements.

For periods prior to January 1, 1999 when the Deutsche Mark was our reporting currency, aigtiapethe Deutsche
Mark against the functional currencies in which we operated had the effect of reducing Deutschalargwhich for
purposes of this annual report have been converted into Euro) in the consolidated financial st&depreciation of the
Deutsche Mark had the opposite effect. For
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periods commencing after January 1, 1999 exchange rate risk will be with respect to fluctuatemoofEuro currencies in
which we operate (primarily Pounds Sterling and US Dollars), against the Euro.

Changes in exchange rates also influence our results of operations. Our sales are primaiiigtéeriartyS Dollars and
Euro (we used the Deutsche Mark prior to January 1, 1999) whereas purchases of raw materials acidmnngnsgrvices are
primarily denominated in US Dollars. In order to hedge our foreign currency exposure, we atteniphtcastainflows and
outflows (sales with supply costs) in the same currency, primarily the US Dollar.

During 2001, to hedge the foreign currency exposure with respect to the $26 million of depositsavered
Semiconductor Manufacturing Pte., Ltd. and ESM Limited, we purchased foreign currency forwardsctmetettively
change the US Dollar deposits into Euros. See Note 15 to the Consolidated Financial Statements.

TAXES

Our business is subject to taxation in Germany, the United Kingdom and the United Stateectue &tk rate and tax
liability are affected by a number of factors, such as the amount of taxable income or loss iartfeesargurisdictions, the tax
rates in these jurisdictions, tax treaties between jurisdictions, the extent to which we transfeefween jurisdictions and
income is repatriated, and future changes in law. Generally, because the tax liability for eamftitggaldetermined on a
non-consolidated basis we may pay income taxes in these jurisdictions even though on a consgiislatechbege incurred a
net loss for the period.

RESULTS OF OPERATIONS

The following table sets forth historical consolidated statements of operations of Dialog SestmoRIc for the fiscal
years ended December 31, 2001, 2000 and 1999 in thousands of Euros and as a percentage of revenues.

Year ended December 31,

2001 2000 1999
% % %

Revenues 100,519 100.0 214,459 100.0 87,246 100.0
Cost of sales (including excess

inventory provision of 10,689 in

2001) (79,637) (79.2) (138,866) (64.8) (56,749) (65.0)
Gross margin 20,882 20.8 75,593 35.2 30,497 35.0
Selling and marketing expenses (4,054) 4.0) (5,672) (2.6) (3.888) “4.5)
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General and administrative expenses (5.569) (5.6) (5.972) (2.8) (2,698) 3.1)

Research and development (31,256) (31.1) (22,898) (10.7) (11,108) 12.7)
Amortization of goodwill and

intangible assets (3,202) 3.2) (2,651) (1.2) (1,237) (1.4)
Operating probt (loss) (23,199 (23.7 38,400 17.9 11,566 13.3
Interest income, net 898 0.9 1,940 0.9 13 0.0
Foreign currency exchange gains and

losses, net 306 0.3 2,627 1.2 (329) 0.4)
Write-down of investment in silicon

supplier (42.405) 42.2) — — — —
Result before income taxes (64,400 (64.7) 42,967 20.0 11,250 12.9
Income taxes 22,721 22.6 (16,410) (7.6) 4,570) 5.2)
Net income (loss) (41,679 (41.95 26,557 12.4 6,680 7.7
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YEAR ENDED DECEMBER 31, 2001 COMPARED TO
THE YEAR ENDED DECEMBER 31, 2000

Revenues

Revenues wete214.5 million for the year ended December 31, 2000 compared W@h.5 million for the year ended
December 31, 2001. This represents a 53% decrease. Revenues in the business sector of wirelesatmmraacdunted for
I 77.8 million or 77% in 2001. The decrease in revenues is primarily due to lower sales volumeg ffesoitan industry wide
decline in demand for mobile communications products. Handset manufacturers reduced their denait: fohome
components, including mixed signal ASICs, during the year ended December 31, 2001 in an effaretbattdexisting on
hand inventory levels and inventory remaining in their distribution channels from 2000. The inddstdeealine in demand fot
mobile communications products also resulted in handset manufacturers requesting lower companastthagemplemente(
cost reduction programs. Such price reductions are common in the semiconductor industry and tieukaaipgact on
ASICs which have been in volume production for a significant period of time, since pricing presdar® te@crease over the
life of a given ASIC. Revenues from our industrial applications realclidd2 million or 14% of total revenues, a decliné of
1.0 million when compared to 2000. Revenues from our automotive applications accouht®®fonillion or 6% of total
revenues for 20QTThis represents a decline!o2.0 million when compared to 2000. Revenues from our wireline
communication applications reachie@.6 million or 3% of total revenues, a decliné @&.9 million when compared to 2000.

We expect revenues in the first half of fiscal 2002 to be slightly below the level of revemeged the second half of
fiscal 2001 and earnings from operations in the first half of fiscal 2002 to approximate the Eareliogs from operations in
the second half of fiscal 2001.

Cost of Sales

Cost of sales consists of the costs of outsourcing production and assembly, personnel qusitsatid averhead and
depreciation of test and other equipment. Cost of sales decreasddX8&® million for the year ended December 31, 2000
I 79.6 million for the year December 31, 2001 in line with significantly reduced production volumesvetipas a result of
lower production volume during the year ended December 31, 2001 our internal testing operation hasbepat a reduced
utilization level, which in turn has increased per unit production costs. In addition, a chhrt@ oinillion for excess
inventory was recorded under cost of sales during the second quarter of fiscal 2001. Due to thensisigaeificant decrease
in demand for our products accompanied by substantial order cancellations, inventory levels exceeded@ments. The
excess inventory charge was calculated based on the inventory levels in excess of estimated deawdnspfecific product.
Based on our current forecast demand, we do not currently anticipate that the excess inventoty thibjebtirge will be usec
at a later date. We expect that the charge
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for excess inventory made in the second quarter of fiscal 2001 has brought our inventory in linerenithrequirements.
Gross Margin

The charge for excess inventory, the increase in per unit production costs and the lower ¢qripessvere the primary
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factors contributing to a decline in our gross margin fton%.6 million (or 35.2% of revenues) for the year ended Decembe
2000 to! 20.9 million (or 20.8% of revenues) for the year ended December 31, 2001. Excluding the chargesfoinggatory,
the gross margin was 31.4% of revenues for the year ended December 31, 2001. The gross margts Yeagt80six months
ended December 31, 2001. We expect the near term future gross margin percentage to approxinsstenaegrpercentage
achieved in the later part of 2001.

Selling and marketing expenses

Selling and marketing expenses consist primarily of salaries, travel expenses and costdlasgba@ateertising and other
marketing activities. Selling and marketing expenses decreased 28.5%bfbmillion for the year ended December 31, 200
to! 4.1 million for the year ended December 31, 2001 in line with significantly reduced sales volurag®réasntage of total
revenues, selling and marketing expenses increased from 2.6% to 4.0% primarily due to the prepoltiaeatrevenue base.

General and Administrative expenses

General and administrative expenses consist primarily of personnel and support costs fargayrmfimaan resources,
information systems and other management departments. General and administrative expenses dé¥réaset 6.
6.0 million for the year ended December 31, 200056 million for the year ended December 31, 2001. As a percentage ¢
total revenues, selling and administrative expenses increased from 2.8% to 5.6% primarily duepwmthierately lower
revenue base.

Research and Development

Research and development expenses increased 37% 228 million for the year ended December 31, 2000 to
31.3 million for the year ended December 31, 2001. The absolute increase in research and develogmsestreflected the
demand from key customers for us to devote further resources to assist in the development of cesvf@rdldem in addition
to our own strategic research and development program. This increase occurred notwithstandingpatsilgoff in demand for
our products from handset manufactures. We increased research and development headcount froroeldbeatIle 2000 to
176 at December 31, 2001. Research and development expenses increased from 10.7% to 31.1% ageqiessariues,
resulting both from an absolute increase in research and development costs and the proportioeateleloue base. We
expect research and development expenses to remain at approximately the same level in absolugd@&as in 2001.
Despite the significant decline in demand for our products, we expect continued demand from kegrstistar to assist in
the development of new products for them. Our ability to generate long term revenues from our aeskdesielopment
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programs depends on customers accepting our designs and implementing them in large scale production.
Amortization of Goodwill and Intangible Assets

Total amortization expense for the year ended December 31, 200@wasillion (of which! 1.1 million related to
goodwill) as compared to 3.2 million (of which! 1.3 million related to goodwill) for the year ended December 31, 2001.
Amortization expense for both periods related primarily to goodwill and other intangible assetsdesopart of the
acquisition of the Dialogue Semiconductors activities of Daimler-Benz AG (now DaimlerChrysler A@Geaights to a 16 bit
microprocessor core acquired from National Semiconductor in 1999. The increase in amortizatiothelpenigpd ended
December 31, 2001 reflects amortization of other ASIC design software acquired during the perlbdsaamartization of
goodwill arising from the acquisition of SVEP Design Center AB for the entire twelve month periodas/tiee period ended
December 31, 2000 included only eight months amortization of SVEP goodwill. Goodwill recognizedantmnwith the
acquisitions is being amortized over the expected period of benefit ranging from 7 to 15 yeamstcastage of total revenues
amortization of goodwill and intangible assets increased from 1.2% to 3.2% for the reasons stataddidoe to the
proportionately lower revenue base.

As discussed in Note 2 to the Consolidated Financial Statements, we are required to adopt@uméwgaprinciple
effective January 1, 2002. Consequently, goodwill will no longer be amortized in 2002 and subseripstipstead, we will
be required to evaluate the recoverability of goodwill on an annual basis and record a chargeg®iarmd when
recoverability is considered impaired.

Operating Profit (Loss)
We reported an operating profit!o88.4 million for the year ended December 31, 2000 compared with an operating los

I 23.2 million for the year ended December 31, 2001. This decrease in operating profit was primaalgignificantly lower
sales volumes in 2001, the charge for excess inventory recorded during the second quarter dffiscal Bigher research an
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development expenses during the period.
Interest income, Net

Interest income results from the CompanyOs investments (primarily loans and short-term tteeositslpncome, net,
decreased frorh 1.9 million for the year ended December 31, 2000@® million for the year ended December 31, 2001. Tl
decrease is primarily due to reduced interest income on lower cash balances.

Foreign currency exchange gains and losses, Net

Foreign currency transaction gains and losses result from amounts ultimately realized uptensetti®reign currency
transactions and from the year end remeasurement of foreign currency denominated receivablesleséhpajzalio. Foreign
currency exchange gains, net decreased fr@6 million for the year ended
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December 31, 2000 t00.3 million for the year ended December 31, 2001. This decrease is primarily due to the reduced
increase in value of the US Dollar against the Euro.

Write-down of Investment

As discussed in Note 3 to the Consolidated Financial Statements, we have made certain inggstmé&889 in ESM
Limited, the parent company of one of our principal foundries, European Semiconductor Manufaciuited, it secure
silicon supplies. Such investments comprised a cost basis equity interest, loans and advancefpafut@etsilicon, which
totaled an aggregate bf42.4 million at September 30, 2001. We have continually monitored the recoverability of our
investments in ESM Limited in light of the decline in demand in the semiconductor industry ancttlweatetg financial
condition of ESM Limited. Based on our estimates of the fair value of our investments in ESM Liinciieatjons of continued
third-party financial support of ESM Limited, and our intentions with respect to these investmentsyivesly determined
that the investments in ESM Limited were recoverable. However, during the fourth quarter 200anttial foondition of ESM
Limited continued to deteriorate and, in January 2002, ESM LimitedOs lead bank withdrew its leiities) #s a result,
European Semiconductor Manufacturing Limited and ESM Limited were subsequently placed in recéweeshganisation
under UK law). Consequently, we currently believe that we will not recover our investments in ES&tllamd therefore
recorded an impairment charge! o42.4 million in the fourth quarter of 2001. We recently learned that the receiver had
successfully completed negotiations that will result in the sale of ESM Limited to InternationfieREdtiporation. Based on
the terms of the sale agreement, we expect to receive approxiinéteiylion of our investment in ESM Limited. See Notes .
and 18 to the Consolidated Financial Statements.

As we have secured supplies of silicon from multiple sources and have sufficient quantiimnaddisihand, we do not
believe the current situation at European Semiconductor Manufacturing Limited and ESM Limited evdl inaterial negative
impact on our future operations.

Income Taxes

Income tax expense wiad 6.4 million for the year ended December 31, 2000 compared with an income tax bénefit of
22.7 million for the year ended December 31, 2001, representing effective income tax expenseréiesefftB7.1% and
36.1%, respectively (before amortization of goodwill and other intangible assets). This decreaséféctiie tax rate reflects
primarily a reduction of the CompanyQOs statutory tax rate for its German subsidiary from 30%batedigtarnings to 25%,
effective January 1, 2001.

Net Income

For the reasons described above, we reported net incdn2& & million for the year ended December 31, 2000 compare
with net loss of 41.7 million for the year ended December 31, 2001.
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YEAR ENDED DECEMBER 31, 2000 COMPARED
TO THE YEAR ENDED DECEMBER 31, 1999

Revenues

Revenues wete214.5 million for the year ended December 31, 2000 compared 8itt2 million for the year ended
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December 31, 1999. This represents a 146% increase. This increase in revenues was primarilyadeesalese/olumes
resulting from an industry-wide increase in demand for mobile communications products combinedawéty af new
designs in production in response to customer requirements. The unit growth in the mobile hardsstresiults from
subscriber growth and accelerating replacement demand.

Cost of Sales

Cost of sales increased fréns6.7 million for the year ended December 31, 1999188.9 million for the year
December 31, 2000 in line with significantly increased production volumes. Cost of sales as ageeafenteenues decrease(
slightly during this period from 65.0% for the year ended December 31, 1999 to 64.8% for the yé&)emmeber 31, 2000.

Gross Margin

Gross margin increased fran80.5 million for the year ended December 31, 19997%6.6 million for the year ended
December 31, 2000. As a percentage of revenues, gross margin increased slightly from 35.0% foenldeg&ecember 31,
1999 to 35.2% for the year ended December 31, 2000 due to improved yields in the production pnesepsagfucts.

Selling and marketing expenses

Selling and marketing expenses increased 45.9%!fi&® million for the year ended December 31, 1999507 million
for the year ended December 31, 2000 in line with significantly increased sales volumes. As ageeoféotia revenues,
selling and marketing expenses decreased from 4.5% to 2.6% primarily due to the proportionatehegesate base.

General and Administrative expenses

General and administrative expenses increased 121.3% f2ofrmillion for the year ended December 31, 1999 to
6.0 million for the year ended December 31, 2000. The absolute increase in selling, general arttattmiakpenses reflecte
higher costs incurred resulting from additional administrative personnel, increased IT systemsasgplpgdl and accounting
expenses as a public company. As a percentage of total revenues, selling and administrative erpessed fiom 3.1% to
2.8% primarily due to the proportionately greater revenue base.

Research and Development

Research and development expenses increased 106% Idofnmillion for the year ended December 31, 1999 to
22.9 million for the year ended December 31, 2000.
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As a percentage of revenues, however, research and development expenses decreased fronth&3/@86 éarded
December 31, 1999 to 10.7% for the year ended December 31, 2000. The decrease in research anehtlexplepses as a
percentage of revenues resulted from the proportionately greater revenue base. The absolute iregeashiand
development expenses reflected the demand from key customers for us to devote further resoustés tbeadsvelopment o
new products for them and our own strategic research and development. We increased researchandrievedol count
from 76 at December 31, 1999 to 145 at December 31, 2000.

Amortization of Goodwill and Intangible Assets

Amortization of goodwill and intangible assets for the year ended December 31, 1999.%asllion and for the year
ended December 31, 2000 wag.7 million. In both cases, the amortization related primarily to the goodwill and other
intangible assets recorded as part of the acquisition of our predecessor business. In addit@mnro2@tion includes the
rights of a 16 bit microprocessor core and other software as well as eight months amortizatiowiif ayegidg from the
acquisition of SVEP Design Center AB.

Operating Profit

We reported an operating profitloil1.6 million for the year ended December 31, 199983814 million for the year ended
December 31, 2000. This 231% increase in operating profit was primarily due to greater sales nak@®@swhich were
partially offset by higher research and development expenses and to a lesser extent, by highgesela@nd administrative

expenses.

Interest income, net
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Interest income, net, increased frbrh3.00 for the year ended December 31, 19991t® million for the year ended
December 31, 2000. This increase is primarily due to higher interest income on cash balances fallosgogndary offering
in June 2000.

Foreign currency exchange gains and losses, Net

Foreign currency exchange gains and losses, net increaseéd@r8million of expenses for the year ended December 31
1999 to! 2.6 million of income for the year ended December 31, 2000. This increase is primarily due t@eecfmyrign
exchange gains from the period-end valuation of foreign currency receivables and payables.

Income Taxes

Income tax expense wiag.6 million for the year ended December 31, 1999 or an effective tax rate of 37.6% (before
amortization of goodwill and other intangible assets). For the year ended December 31, 2000 inegpentexamounted to
I 16.4 million or an effective tax rate of 37.1% (before amortization of goodwill and other inteaggkls).
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Net Income

For the reasons described above, we reported net incdnte7omillion for the year ended December 31, 1999 compare(
with net income of 26.6 million for the year ended December 31, 2000.

LIQUIDITY AND CAPITAL RESOURCES
Cash Flows

Cash provided by operating activities wakb.1 million for the year ended December 31, 2001. Cash used for operating
activities wad 5.1 million for the year ended 2000 an@.9 million for the year ended 1999. Excluding advance paymehts
23.2 million due under the Wafer Supply Agreements described below, cash provided by operatiies aciwit18.1 million
for the year ended December 31, 2000. In the years 2000 and 1999, we used cash to finance owagkingregpital
requirements, primarily higher accounts receivable and inventory levels as our sales volumes .ifBgeassd our revenues
continued to grow by more than 100% during 2000, our accounts receivable and accounts payablk sigméasatly.

Cash used for investing activities was2.6 million for the year ended December 31, 20(0.2 million for the year ended
2000 and 28.8 million for the year ended 1999. Cash used for investing activities for the year ended D8de2m@t
consisted mostly of the purchase of EDP equipment, test equipment and tooling (mbask&)raillion and an additional capite
contribution and loan to ESM Limited bf8.6 million. Cash used for investing activities for the year ended December 31, :
consisted mostly of payments under the Wafer Supply Agreement802 million described below, the purchase of test
equipment and tooling (masks)!0B3.3 million, the acquisition of technology and design softwate4o8 million, the
acquisition of the remaining outstanding interest of SVEP Design Center ABlfdrmillion and an additional capital
contribution and loan to ESM Limited 6f3.3 million. In 1999, we invested a totallof2.2 million in cash to acquire a 19.47¢
equity interest in, and make a loan to, ESM Limited. In addition, in 1999 we inve$ted million in property, plant and
equipment, primarily new test equipment. See OCapital Expenditures and InvestmentsO below. Formagi@nimegarding
the investments in ESM Limited, see Note 3 to the Consolidated Financial Statements.

In July 2000, we received105.6 million in net cash proceeds from our secondary offering. Of this amount, we used
approximately 51.4 million to enter into silicon wafer supply agreements in order to facilitate capacity exparsgecure
technological influence with silicon suppliers in Asia and Europe to further accelerate our autigipatth. We also used
approximately 33.3 million of our net proceeds to purchase test equipment to expand our test capacity. Additienslibd
4.4 million to repay a credit line with Baden-Wurttembergische Bank Aktiengesellschaft.

In October 1999, we received9.2 million in net cash proceeds from our initial public offering in Germany. Of this am«
we used 19.6 million to redeem all of our then outstanding cumulative redeemable preference shares. ¥éel also u
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approximately 12.2 million of the net offering proceeds to repay the short-term borrowings under a revolvirdgtedito
with Deutsche Bank AG that we incurred in connection with our investment in ESM Limited. We alspps®dmately

I 3.4 million of the net offering proceeds to repay all outstanding amounts then due under an daeildyaftith Deutsche
Bank AG.
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Liquidity

At December 31, 2001 we ha@2.6 million in cash and cash equivalents and had a working capital surplus of
50.4 million, as compared t029.9 million in cash and cash equivalents and a working capital surglu&ds million at
December 31, 2000 anhdl1.3 million in cash and cash equivalents and a working capital surglusof million at
December 31, 1999.

Our primary sources of liquidity have historically been cash from operations as well as ca$ie ficsmance of ordinary
shares and from short-term borrowings. As of December 31, 2001 we had no long-term debt. We hamgements with
unconsolidated, limited purpose entities. We expect that our principle source of liquidity willromeafsh from operations in
2002. A decrease in customer demand for our products caused by prolonged unfavorable industnsconaitimability to
develop new products in response to technological changes could materially reduce the amounéonéizsh grom
operations. If necessary, we have available a short-term credit facility28 million that bears interest at a rate of EURIBO
+ 0.75% per annum. At December 31, 2001 we had no amounts outstanding under this facility. Accorelingligve the
funding available from these and other sources will be sufficient to satisfy working capital reqtsceme

Capital Expenditures and Investments

Our capital expenditures werg.2 million for the year ended December 31, 2001 compare®@%0 million for the year
ended December 31, 2000 dnii4.5 million for the year ended December 31, 1999. Our capital expenditures in 2001, 20
1999 consisted primarily of purchasing new or replacement test systems, tooling equipment, hastdtimgayd other
equipment in the ordinary course of our business. The significant amounts in capital expendi@Q08ximd21999 primarily
reflect the purchase of 15 additional testing machines in 2000 and 5 in 1999. Also in 1999, im sederd an additional
short-term supply of silicon, we purchased a minority stake in, and made a loan to, ESM LimitedtHi2004 and August
2000, the Company participated pro rata in an additional capital contribution and loan to ESM tataitied ! 8.6 and
3.3 million, respectively. We expect capital expenditures in 2002 will approximate the 2001 level.

Our capital expenditures were financed principally with the cash proceeds from equity offetishsré-term borrowings in
2000 and 1999. The investment in and loan to ESM Limited in 1999 were financed by short-term bsmodéargn additiona
revolving line of credit with Deutsche Bank AG. We used a portion of the net proceeds of ourubiii@bffering to repay all
outstanding amounts under this revolving facility.
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On May 9, 2000 we exercised our option to purchase the remaining 90.8% interest that wergigdyod\an in SVEP
Design Center AB, a Swedish company focused on system design for advanced consumer electroniphedwatsless
communication area. SVEPOs system design expertise has been used by a number of major comparias;ssah to
develop prototypes for a wide range of wireless telecommunications devices. The purchase prit@ &¥aleterest in SVEP
was 36,320,000 Swedish Krona (approximatefiy4 million). In future periods, we may also make strategic investments or
acquisitions in connection with our plans to expand our business internationally

Foreign Currency Exposure

To hedge our economic currency exposure with respect to the $26 million of deposits with €Barréoenductor
Manufacturing and ESM Limited, we purchased foreign currency forward contracts to effectively ot Dollar deposits
into Euros.

See Note 15 to the Consolidated Financial Statements.

We also have foreign currency risk with respect to our net investments in foreign subsidiEpesjrSweden, the United
Kingdom and the United States. Foreign currency translation gains and losses with respect tosidésgesudre included in
other comprehensive income.

CRITICAL ACCOUNTING POLICIES AND RELATED UNCERTAINTIES

We have identified the following accounting polices and related uncertainties with the acomeatiuges used in preparin
our consolidated financial statements that we believe are essential to understanding the finaritigl risks present in the
current economic environment.

Realizability of Investments in Wafer Suppliers

In order to secure adequate sources of silicon supply, we made certain investments in suhaiésn of equity interests,
loans, deposits and advanced payments for products. As discussed in OWrite-down of InvestmemiDimbinte & to the
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Consolidated Financial Statements, due to significant financial difficulties at one of our suppiiepgan Semiconductor
Manufacturing, we wrote-off our total investments in the parent company of this supplier, ESM Lhiigidresulted in &
42.4 million pre-tax charge to earnings in the fourth quarter of 2001. In January 2002 ESM Limitad@rehan
Semiconductor Manufacturing Limited were placed in receivership (a reorganization under UK lawgeltly tearned that
the receiver had successfully completed negotiations that will result in the sale of ESM Limitedniational Rectifier
Corporation. Based on the terms of the sale agreement, we expect to receive apprdxénailgn of our investment in ESV
Limited. This recovery will be recognized in the CompanyOs financial statements when realized, expiebted to be by the
end of the first quarter of 2002. See notes 3 and 18 to the Consolidated Financial Statements.
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As discussed in Note 7 to the Consolidated Financial Statements, at December 31, 2001 wearidhtaitlion deposit
with another supplier, as well as advance payments of $8.6 million. These advance payments wiltibd tefus in proportior
to our future wafer purchases. We currently expect to realize the entire amount of our deposiacel @aiments. However,
the industry-wide decline in demand for semiconductors has adversely affected the financial coinsktienal semiconductor
manufacturers. Prolonged adverse market conditions could affect our estimates about the recovkoabilityestments.
Therefore, it is reasonably possible that future operating results could be materially adverdely iéffecconsider an
impairment charge for our investments to be necessary.

Recoverability of Long-Lived Assets

Our business is capital intensive and has required, and will continue to require, signifestntémts in long-lived assets,
including property, plant, and equipment. At December 31, 2001, the carrying amount of our prizper@yicpequipment was
I 36.9 million. As discussed in Note 2 to the Consolidated Financial Statements, recoverabilitylioEtbagsets to be held
and used is measured by a comparison of the carrying amount of an asset or group of assetsetochghraws expected to
be generated by the asset or group of assets. If such assets are considered impaired, the irapagmizsd is measured as t
amount by which the carrying amount of the assets exceeds the fair value of the assets. At Dec@0tikertBé carrying value
of intangible assets, including goodwill, wag7.1 million. Intangible assets are evaluated for recovery based upon projec
future cash flows.

A prolonged general economic downturn and, specifically, a continued downturn in the semicondusty would
intensify competitive pricing pressure because of overcapacity in the industry, and we could bi® fdeceglase production ar
reduce capacity. Such events could adversely affect our estimates of future net cash flows expegetet@ted by our
long-lived assets. It is reasonably possible that our future operating results could be materaieesaly affected by an
impairment charge related to the recoverability of our long-lived assets.

Realizable Value of Inventories

Due to the sudden and significant decrease in demand for our products accompanied by sutoltandatellations, our
inventory levels in the second quarter of 2001 exceeded our requirements. Accordingly, we redoadgel @ c10.7 million to
write-off excess inventory as of June 30, 2001.

At December 31, 2001, our total inventory wds’.2 million. We believe that our inventory levels are in line with current
requirements. However, the demand for our products can fluctuate significantly in response tehapidgial changes in the
semiconductor and wireless communications industries. In addition, demand for our products ceflesigmiticant degree, the
changing requirements of manufacturers of telecommunications devices. In particular, handset masufagtisignificantly
reduced their demand for mobile phone components, including mixed signal ASICs, in recent pésicessdnably possible
that future operating results could be materially and adversely affected if any additional excessyicharges are needed.
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Collectibility of Trade Account Receivables and Concentration of Credit Risk
We derive a substantial portion of revenues from a relatively small number of wireless comomsrmcahufacturers. At
December 31, 2001, trade accounts receivable, net Wa$ million. As discussed in Note 2 to the Consolidated Financial
Statements, we perform ongoing credit valuations of our customersO financial condition and, gegenalpo collateral from
our customers.
We establish an allowance for doubtful accounts that represents our estimate of amountsibiabenaljimately collected.

We determine the allowance for doubtful accounts based on periodic review and evaluation perfparteaf asr credit-risk
evaluation process, historical loss experience, current economic events and conditions and oterfaertirs. This
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evaluation is inherently subjective and may not accurately reflect the actual financial conditeditonarthiness of some of
our customers.

Although we consider the allowance for doubtful accounts to be adequate based on informatitiy auvailable, additional
provisions may be necessary due to (i) changes in our estimates and assumptions about recettdbli¢ycotléhe
creditworthiness of specific customers or (ii) changes in economic, industry and other events idindsofterefore, it is
reasonably possible that a change in our allowance for doubtful accounts could occur in the némrédrymegatively
affecting future operating results.

Realization of Deferred Tax Assets

Total net deferred tax assetsla0.5 million at December 31, 2001, reflecting primarily the year 2001 benefit of
I 24.5 million in loss carryforwards. While these losses may be carried forward indefinitely, realigatependent on
generating sufficient taxable income to utilize the losses. Although realization is not assurdobweethe more likely than not
that all of the deferred tax assets will be realized. The amount of total deferred tax assetedoesilieable, however, could
be reduced if our estimates change about our ability to generate future taxable income in thélofaseea or if changes in
tax laws impose restrictions on the time or extent of our ability to utilize our loss carryforwards.

DIVIDENDS

We did not pay dividends in the years ended December 31, 2001, 2000 and 1999. We do notptanrémihay dividends ir
the foreseeable future. See Oltem 8. Dividend PolicyO.
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TREND INFORMATION

Recent market analysis indicates continuing growth in the number of handsets produced desgiiadhe handset
manufacture in 2001. The long term outlook for the mobile handset market is positive, with worldwidetipn forecast to
register a compound annual growth rate, or CAGR, of 15 per cent between 2002 and 2006. Whilelyheatlraded Japanest
market shows signs of slower growth, less mature markets in the Americas, Europe and Asia/Pexjfected to show doubl
digit growth rates. The global market for digital handsets is forecast to reach nearly 730 milion Ra06.

The Strategis Group, a Washington, D.C.-based telecommunications research and consultingdichohesall handset
sales in 2002 will be up 17 percent worldwide, with burgeoning markets like China and Southeagtekgaang 40 percent
increases.

The introduction of so called 02.5 generationO and Othird generationO systems will heraigje ofeapplications as
network providers seek to increase revenues by tapping into the demand for data based servigethid\lsestimulating the
development of more advanced terminals requiring more complex semiconductors. Most network prdvateptWseneral
Packet Radio Services, or GPRS, and by 2003 GPRS shipments are forecast to be almost doublddhak8ystém for
Mobile Communications or GSM, only designs. It is envisaged that GPRS will not only meet consunmetsdfembasic data
services, but will also stimulate demand for more advanced third generation devices and applicatonGPRS markets
more advanced CDMA2000 1X wireless and data network systems are starting to be introduced ih acpisitylle deliver
higher speed data applications.

The market for third generation terminals, although now launched in Japan as FOMA, or Freé&timnie¥ultimedia
Access, is likely to be relatively modest until the second half of the decade. It is now thouglthéikelo one application will
emerge to drive the growth of Othird generationO services. Instead it will be a range of diveasiorpfiiat push sales grow!
forward. Development of these applications will take time to establish.

The introduction of new technology and applications will help sustain terminal growth rate&etsmeaching saturation fc
subscriber penetration by stimulating the replacement market as users upgrade to gain acceestaléta &ervices in searct
of greater functionality or speed.

Looking ahead, it is widely expected that by 2004 operator revenues from data services wlillreszeef voice based
applications.

The more complex systems and services will also increase the value of semiconductors withripiroals.
Manufacturers will want better display technologies such as large colour displays. They will wearpdetr management to
control the increased power demands of more sophisticated multimedia applications. They will afsoreesmmplex
processing functions to handle audio and visual information in applications like Multimedia MessaihS.
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INFLATION
We do not believe that inflation has had a significant effect on our operations to date.
THE INTRODUCTION OF THE EURO

On January 1, 1999, 11 of the 15 member countries of the European Union established fixedrcoatesr between their
existing sovereign currencies and the Euro. The participating countries adopted the Euro as thairaonamcy on the same
day. The Euro was only available as deposit money until January 1, 2002, at which time the pagttpatiries introduced
Euro bills and coins. By March 1, 2002 the Euro was the sole legal tender for all participatinggs@mtrthe national
currencies of those participating countries were withdrawn from circulation.

We have selected our computer and operational systems in an attempt to ensure that outrabgiictdusiness will not b
impaired by complications resulting from the introduction of the Euro. While we believe that ounsystienot be adversely
impacted by the Euro conversion, there can be no assurance that our third-party suppliers and eulitoenable to
successfully implement the necessary protocols. Thus far, we have not experienced any signiflearg witithird parties as
a result of the introduction of the Euro. In 1998 we purchased an accounting and billing sy$té&m fmillion which is
Euro-compliant.

We believe that the introduction of the Euro has reduced our exposure to risk from foreiggy @anceinterest rate
fluctuations.

NEW ACCOUNTING STANDARDS

In July 2001, the FASB issued SFAS 1Bdsiness Combinations, and SFAS 14250o0dwill and Intangible Assets. SFAS 141
requires that the purchase method of accounting be used for all business combinations compliiee 8fe2001. SFAS 141
also specifies the types of acquired intangible assets that are required to be recognized andepamtely from goodwill anc
those acquired intangible assets that are required to be included in goodwill. SFAS 142 will matjgimedwill and intangible
assets with indefinite useful lives no longer be amortized, but instead tested for impairmentanigalt SFAS 142 will also
require recognized intangible assets be amortized over their respective estimated useful livésveed fanimpairment in
accordance with SFAS 121 and subsequently SFAS 144 after its adoption.

The Company adopted the provisions of SFAS 141 as of July 1, 2001 and SFAS 142 is effeativargri,Ja002. SFAS
142 will require the Company to evaluate its existing intangible assets and goodwill and to madeeassry reclassifications
in order to conform with the new requirements in SFAS 141. Upon adoption of SFAS 142, the Compaayeaillired to
reassess the useful lives and residual values of all intangible assets and make any necessdigrapentdsadjustments by
March 31, 2002. As of January 1, 2002, the Company expects to have unamortized goodwill (aftdicegidassf its
unamortized assembled workforce intangible asset into goodwillLdf8 million. Total amortization expense related to
goodwill and assembled workforce wag.4 million and 1.2 million for the years ended
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December 31, 2001 and 2000, respectively. The adoption of SFAS 142 is not expected to resulinisitogal goodwill
impairment.

In June 2001, the FASB issued SFAS MBopunting for Asset Retirement Obligations. It applies to legal obligations
associated with the retirement of long-lived assets that result from the acquisition, construatiopnaent and (or) the norma
operation of a long-lived asset, except for certain obligations of lessees. SFAS 143 require$ainaiibe of a liability for an
asset retirement obligation be recognized in the period in which it is incurred if a reasonabte eéfiairavalue can be made.
The associated asset retirement costs are capitalized as part of the carrying amount of the ksaptiaed subsequently
allocated to expense over the assetOs useful life. The Company will adopt SFAS 143 on Januafh, &dfi®ion of SFAS
143 is not expected to have a material impact on the CompanyOs financial statements.

In August 2001, the FASB issued SFAS Ukounting for the Impairment or Disposal of Long-Lived Assets. SFAS 144
retains the current requirement to recognize an impairment loss only if the carrying amountsigétbagsets to be held and
used are not recoverable from their expected undiscounted future cash flows. However, goodwiligemieetjuired to be
allocated to these long-lived assets when determining their carrying amounts. SFAS 144 requitesghiaea asset to be
abandoned, exchanged for a similar productive asset, or distributed to owners in a spin-off beeddmeldiand used until it is
disposed. However, SFAS 144 requires the depreciable life of an asset to be abandoned be revitdd.r8gaiges all
long-lived assets to be disposed of be sale by sale be recorded at the lower of its carrying daiouatus less cost to sell
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and to cease depreciation (amortization). Therefore, discontinued operations are no longer measwerkalizable value
basis, and future operating losses are no longer recognized before they occur. The Company $HARIdpY on January 1,
2002. The adoption of SFAS 144 is not expected to have a material impact on the CompanyOs §itemeiatisst
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ITEM 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES
OVERVIEW

We rely on our board of directors to manage our business. The board, which consists of exetntiveexecutive
directors, supervises our general management and decides upon and oversees the implementatotralf sttategic and
operational guidelines.

Each director is required under English law to carry out his functions as a director withréfeeadesill and care that may
reasonably be expected of a person of his skill and experience. Each director is obliged to ademesteof our shareholders
as a whole and should avoid allowing any conflicting interests, whether his or those of the patspoihted him, to
influence his judgment in acting as a director. The board is ultimately required to manage ouinaftaiosdance with our
Memorandum and Articles of Association and with the requirements of local laws and regulations.
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We have six non-executive independent directors as part of our board. While these non-exemttikeedb not play an
active role in our day to day operations, they provide the board with an independent element ndsch dreater depth of

skill, experience and objectivity to the making of key decisions.

We also have five vice-presidents who, together with the executive director, are responsilslddgrto day business. All
directors and senior management can receive service of process at the business address of the company.

A. Directors, Executive Officers and Senior Management

The following table sets forth, as of March 15, 2002, the name of each member of our boardaréd@ind each of our
executive officers, their ages, the dates of their first appointments and their positions:

Name Age Date Of Appointment Position

Roland Pudelko 49 March 1998 Executive Director, CEO and
President

Timothy Richard 41 February 1998 Non-executive Director

Black Anderson

Michael John Glover 63 March 1998 Non-executive Director

John McMonigall 58 March 1998 Non-executive Director

Michael Risman 33 August 1999 Non-executive Director

Jan Olof Ingemar 63 March 1998 Non-executive Chairman

Tufvesson

Tord Martin Wingren 41 March 1998 Non-executive Director

Gary Duncan 46 October 1987 Vice-President of Operations

Peter Hall 50 July 1987 Vice-President of IT and Quality

Yoshihiko Kido 49 November 2001 Vice President of Japan

Martin Kloble 42 July 1999 Vice-President of Finance and
Controlling

Martin Sallenhag 33 November 2001 Director of Applied Technology

Richard Schmitz 44 January 1994 Vice-President of Engineering
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The following is a brief biography of each director, executive officer and senior manager eaged h

ROLAND PUDELKO joined us in 1989 as managing director and has served as Executive DirectordGEESialent since
March 1998. Mr. Pudelko has 24 years experience in electronics and microelectronics, primarilygenmeang@ositions within
the Daimler-Benz Group. During that time, he was a board member of a joint venture with the Tabeamse/, ACER, and
for the TEMIC Group he was responsible for the coordination of worldwide design and engineeringié¥ko Ras a diploma
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in communication technologies from the vocational college (Fachhochschule) of Esslingen. He esralsaetiing director of
Dialog Semiconductor GmbH and our other consolidated subsidiaries.

TIMOTHY RICHARD BLACK ANDERSON joined the board of our then-holding company in 1990 and had serae
director since February 1998. Mr. Anderson has been a partner with the London law firm Reynold3hRaomteriain since
1989, where he is the head of the corporate department and specializes in business law for neetiizotogl/tcompanies. He
holds a law degree from Southampton University and is qualified as a solicitor in England and Wales.

MICHAEL JOHN GLOVER joined the board of our then-holding company in 1990 and has served aswrdirettors
since March 1998. Mr. Glover was a senior executive with technology based companies in the Unitech Kingope, the Far
East and North America prior to becoming involved in private equity fund management in 1985. Hedi@ean economics
from the University of Birmingham. Mr. Glover currently is Managing Director of Aylestone Strategiagdement Limited and
serves as a director of other companies including Biocode Inc. and Mercury Grosvenor Trust plc.

JOHN MCMONIGALL has served as one of our directors since March 1998. He joined Apax Partradrsasran 1990
and is currently the director responsible for investments in telecommunications, software anfiekelatd&kbtween 1986 and
1990, Mr. McMonigall held a variety of senior positions at British Telecom, including managing dogttte customer service
division. He was also a member of the management board of British Telecom. He is currently ordtbéfh@aother public
and private companies, including Crane Telecommunications Ltd, Autonomy Corporation plc and Amgbhion Lt

MICHAEL RISMAN joined us as a director in August 1999, having been closely involved with ouapsipce March
1998. He is a director at Apax Partners where he is responsible for investments in informationdgéhclolding
semiconductors, software and e-commerce infrastructure. Before joining Apax Partners in 1995, MrvRigkad for The
MAC Group as a strategy consultant and for Jaguar Cars as an engineer. He earned an MBA from litameasdi®:hool and
an MA (Honors) in Electrical Engineering and Management from Cambridge University. He is alsocr dfr8tteamserve
Inc., ARC International Plc, Integrated Silicon Systems Ltd and Red-M (Communications) Limited.

JAN OLOF INGEMAR TUFVESSON joined the board of our then-holding company in 1990 and has seheicthaean of
the board since March 1998. Between 1972
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and 1980 he held senior positions on the Royal Swedish Air Force Board. In 1980 he joined Ericestie \Wwheé a number of
executive roles, the last being a vice president at LM Ericsson corporate, responsible for alinamtciar&ricsson and for
developing relations with key suppliers. Mr. Tufvesson graduated from the Royal University of Tgghin@tockholm with a
masters degree in electronic engineering in 1962. Mr. Tufvesson retired from Ericsson in 199®anatts/e as an
independent management consultant, based in Stockholm. He is also a director of ARC International Plc.

TORD MARTIN WINGREN joined us as a director in March 1998. Mr. Wingren has been employed bigskerE
company for 17 years. Starting in R & D working on ASIC development he progressed through diffesamtthin EricssonOs
mobile phone development activity. He was technically responsible for the pioneering developmevitrar@Sets as well as
establishing and heading up the UMTS business development unit. Mr. Wingren was appointed Presalartvy formed
Ericsson Mobile Platforms (EMP) on its launch on September 1, 2001.

GARY DUNCAN joined us in October 1987 and is currently the Vice-President of Operations. Heahbtaligher National
Certificate in electronics and mathematics in 1978 from Plymouth Polytechnic and is a charterest. é8gjimie joining Dialog
Semiconductor Mr. Duncan held various senior engineering and management positions at Plesseyhaqubig2nd
production, device engineering, design software and marketing.

PETER HALL joined us in July 1987 and is currently our Vice-President of IT and Quality aspgdssible for all compute
systems and quality issues. Before joining Dialog Semiconductor he held various management anthgmgsiiens at STC
Semiconductors and MEM in Switzerland. Mr. Hall obtained his BSc (Honors) in electrical and elemtigingering in 1974
from the University of Newcastle upon Tyne and his MSc in digital techniques in 1977 from the WnifeEslinburgh.

MARTIN KLOBLE joined us in July 1999 as Vice-President of Finance and Controlling. He holdsAafrdtBthe
University of Stuttgart-Hohenheim and is qualified as a tax consultant (STEUERBERATER) as welitdigd pablic
accountant in Germany (WIRTSCHAFTSPRUFER) and in the United States (CPA). Before joining Dialogh8eataro
Mr. Kloble worked with KPMG, and was appointed a partner at the beginning of 1999.

RICHARD SCHMITZ joined us in 1994 and is currently our Vice-President of Engineering. Prioring jos, he held
various design- related positions at Hewlett PackardOs instruments division in Boblingen antlteefdnsfiicroelectronics,
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Stuttgart. Mr. Schmitz received a diploma in engineering for communications electronics in 1983efraodtional college
(FACHHOCHSCHULE) in Trier.

B. Compensation

We pay non-executive directors who are not associated with any of our principal sharehotjeeé® () (£) 15,000 per
annum.
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We reimburse all of our directors for their reasonable travel expenses incurred in conndtédtemding meetings of the
board or committees thereof. Under certain circumstances, directors are also eligible to recedmisteck

The following table sets out the aggregate amount of remuneration paid by us and our subsidiboesdirectors,
executives and senior management as a group for services rendered during the year ended Decé@iber 31, 2

Directors, Executives and

Compensation Senior Management
(in €)

Base salary 1,097,034
Bonuses 0
Monetary value of other benefits 210,603
Amounts reserved for pension or similar

benefits 0
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BONUS SCHEMES

All of our employees participate in a quarterly profit-based bonus scheme, which pays owthifewe aur agreed financial
goals.

A further bonus is available to our sales employees and senior management via our ManageinjentiBysO
(MBO) program.

Under this program, each sales person is annually assigned a number of objectives whichiyspergjétachieving
design-wins from selected customers within a set period of time. These objectives are establishied fmasagement with
input from the marketing department. We assess the performance of each sales person againsttivesehalijgearly and
annually.

For senior management, key business objectives for their respective departments are setidndthgreeard of directors.
Performance is measured formally on an annual basis and also via quarterly progress reviews.

STOCK OPTIONS

As of December 31, 2001, our senior management held 938,400 options for our ordinary shaesstitiditte holders to
acquire 938,400 shares.

Senior Options Expiration Exercise
Management Held Date Price

Roland Pudelko 150,000 February 23,2009 £0.20
34,530 May 8,2009 £0.40

132,920 July 30,2009 £0.60

100,000 December 19, 2011 €7.00

Gary Duncan 60,000 February 23,2009 £0.20
17,210 May 8,2009 £0.40

26,440 July 30,2009 £0.60

25,000 December 19, 2011 €7.00

Peter Hall 60,000 February 23,2009 £0.20
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17,210 May 8, 2009 £0.40

26,440 July 30,2009 £0.60
25,000 December 19, 2011 €7.00
Yoshihiko Kido 25,000 March 1, 2011 €6.00
Martin Kloble 75,000 July 29,2009 £0.80
25,000 December 19, 2011 €7.00
Martin Sallenhag 10,000 May 2,2011 €7.00
Richard Schmitz 60,000 February 23,2009 £0.20
17,210 May 8, 2009 £0.40
26,440 July 30,2009 £0.60
25,000 December 19, 2011 €7.00
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C. Board Practices
TERM OF OFFICE AND RETIREMENT BY ROTATION

Our Articles of Association currently provide that one-third (or a number nearest to oneftthiedilioectors shall retire at
every annual general meeting; but if any director has at the start of the annual general meeitingffimeefor more than three
years since his last appointment or re-appointment, he shall retire. A director who retires abbgemanal meeting may, if
willing to act, be re-appointed.

SERVICE AGREEMENTS

Our CEO and President, Roland Pudelko, has entered into a service agreement with us thimitedfdumation. The
agreement is terminable by either party on 12 months notice. In addition, our shareholders af¢oetiStieiss Mr. Pudelko by
virtue of an ordinary resolution at any time, without prejudice to his right to remuneration. Suisaiss considered
termination of the contract at the next possible deadline.

Each of our vice-presidents has entered into a service agreement with us and our subsidiagescé&lagreements are al
of unlimited duration. In the cases of Gary Duncan and Peter Hall, their agreements are termigittide party to the
agreement on 6 monthsO written notice to the other. Richard SchmitzOs agreement is terminabjetly eitH& monthsO
notice to the end of a calendar quarter. Yoshihiko KidoOs agreement has no time limit and camaeddayreither party on
3 monthsO notice in writing. Martin KlobleOs agreement is terminable subject to German statigionyspiaviermination.
Martin SallenhagOs agreement is terminable subject to Swedish statutory provisions for termimatiohtiécservice
agreements contain provisions subjecting us to onerous obligations in the case of early termination.

BOARD COMMITTEES

We have established an Audit Committee of the board of directors which reviews, acts on &tbrdymboard of director:
with respect to various auditing and accounting matters, including the selection of our audismspé¢hef the annual audits,
fees to be paid to the auditors, the performance of our independent auditors and our accounties) @act#hudit Committee
consists of Messrs. Tufvesson and Glover.

The Remuneration Committee of the board of directors determines the salaries and incentiveatiompé&our officers anc
the officers of our subsidiaries and provides recommendations for the salaries and incentive compéatla¢r employees
and consultants. The Remuneration Committee also administers our various compensation, stockitguidriser@ér
Remuneration Committee consists of Messrs. Tufvesson, Glover and Anderson. None of the memb&wsrofititiee was our
employee at any time during 2001.
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D. Employees

At December 31, 2001, we employed 287 full-time employees not including trainees/apprentibes) 467 were based in
Germany, 46 in Sweden, 45 in the United Kingdom, 17 in the United States, 14 in Austria and 8.i@ftEatotal number,
176 were engaged in engineering (including design and product engineering) and 55 were engagestioninduding
logistics, quality and testing). The average number of employees in 2001 was 285 compared to®@28rid 27 in 1999.
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E. Share Ownership

As of December 31, 2001, our directors, executives and senior management held 1,318,770 shares.

Directors, Executives and Senior Percent of shares

Management Number benepcially owned
Roland Pudelko 320,405 *
Timothy Richard Black Anderson 20,816 *
Michael John Glover(1) 195,000 *
Jan Olof Ingemar Tufvesson(2) 165,062 *
Michael Risman 1,172 *
Gary Duncan 162,105 *
Peter Hall 162,105 *
Martin Kloble 150,000 *
Richard Schmitz 142,105 *

* Less than 1%

(1)  Includes (i) 40,000 shares owned directly by Mr. Michael John Glover, (ii) 90,000 shares owned by Linda Diane Glover,
(iii) 5,000 shares owned by Matthew James Glover and (iv) 60,000 shares held by Timothy Thornton Jones as trustee for
Linda Diane Glover and the sons of Michael John Glover. The Michlin Trust, trustee for Michael John Glover and the
members of his immediate family, owns 3,750 shares.

(2)  Includes (i) 144,162 shares owned directly by Mr. Tufvesson, (ii) 2,900 shares held by Tuf Interactive Leadership AB, a
company controlled by Mr. Tufvesson and (iii) 18,000 shares held by members of his family.

EMPLOYEE SHARE PURCHASE PLAN

On March 26, 1998, we entered into a Subscription and Shareholders Agreement with Apax Badeetise terms of this
agreement, employees and directors are invited from time-to-time, at the discretion of the Baawothawepup to 3,456,890 of
our ordinary shares from Apax Partners or from the Dialog Employee Benefit Trust (a Jersey thigtesstalpurchase our
shares from and sell our shares to our employees and directors). The purchase price of the qlartstisedr estimated fair
market value on the date that the employee or director subscribes for the shares. Employeescasdudireciediately vestec
in shares that they purchase under the plan. During the first quarter of 1999, the Trust acq@&o€doséidary shares from
Apax for purposes of distributing them to employees under the Employee Stock Purchase Plan. Rod thherpéMarch 1,
1998 to December 31, 1998 and for the year ended December 31, 1999, employees and directorsb8ihaeédand
473,480 ordinary shares, respectively, at fair value on the date of purchase. During 2001 andT2080dIstributed 159,006
and 57,108 shares, respectively, in connection with the exercise of employee stock options. At D&e20bé, the Trust
continued to hold 216,616 shares.

59
SHARE OPTION SCHEME

All of our employees and full time executive directors and employees of any of our consolidateidrsebsitio are required tc
devote substantially the whole of their working time to us and/or any of our subsidiaries areteligétganted options under
our share option scheme, at the discretion of the board. The scheme was established on Augustto1dl3%83,840,990
shares may be issued under the scheme. As of December 31, 2001 we had granted options to pl2$E6sta6ds. These
options are exercisable at prices ranging from £ 0.2G&00 per share depending on the date of grant and what type of o
they are (see below). The options generally expire 10 years after the date of grant.

Eligible employees and directors may be invited by the board to apply for options. Employees #ord ditecwish to take up
the invitation will have a period of 14 days (or such longer period as the board determines) pplghéor an option. No
payment will be required in applying for an option. Options may be offered by the board within 41 tteeyday on which we
announce the annual or semi-annual results or in exceptional circumstances when approved by the board.

The scheme provides for the grant of three categories of options:

. short options, which may be exercised, if at all, within two years of the date of grant;

* long options, which may be exercised within five years of the date of grant;
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*  incentive stock options which are options granted to a US employee which complies with the relevant terms of the United
States Internal Revenue Code of 1986.

Options granted before the offering have not been subject to date to a performance conditiortl{suathas/ement of
pre-determined financial targets), although the rules allow the board to make the exercise ohaubjetid to the satisfaction
of objective performance conditions.

Options entitle the option holder to acquire shares at a price per share determined by the boprideSnak not be less than
the greater of:

3 the nominal value of a share;
3 the market value of a share at the date of grant;

e for US participants, who own 10% or more of the total combined voting power of any company of the group, 110% of the
market value of a share on the date of grant.

Fifty percent of the shares comprised in a short option may be exercised on the first annivensadgtef af grant. Twenty
percent of the shares comprised in a long option may be exercised on each anniversary of theadateggtber with any
unexercised portion from previous years.
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An incentive stock option held by a US participant owning 10% or more of the total voting poweicofrqaany or our
consolidated subsidiaries may not be exercised later than five years after the date of gramtheorogition holders, options
may be exercised before the tenth anniversary of the date of grant, at the end of which periddidipseg wi

Unless the option holder is dismissed for cause or has filed for bankruptcy he or she has onewatehdarsuch longer
period as the board determines from the date of termination of employment in which to exercise@iht@nsse, any options
held will lapse immediately upon termination of employment.

In the event of the death of an option holder, his or her personal representatives may exerdisisting syption in the period
of 12 months from the date of death.

In the event that an option holder, other than an option holder holding an incentive stock opsrinratcordance with the
contractual retirement age or otherwise at 65, any subsisting options may be exercised withiodtod piermonths following
the date of retirement. Holders of incentive stock options must exercise any subsisting optiortheviteiiod of one month
following the date of retirement.

Where the option holder leaves our employment in circumstances of injury, disability, redundancyheitheaning of the UK
Employment Rights Act 1996, the company for which the option holder works ceases to be a memliiatifighe
Semiconductor group or the business for which the option holder works is transferred out of th&&natmgnductor group,
options will be exercisable in the period of six months (three months in respect of incentive Stor) élowing termination
of employment, whether or not any performance conditions which apply to them have been satibfeeivénttof a takeover,
reconstruction or amalgamation of our company, options may be exercised in the period of six rhowthg fuch event.
Alternatively, options may be exchanged for options over shares in an acquiring company provitiechhatoption confers &
right to acquire a number of new shares that have the same total market value as the subsistitigedptadramount payable
by a participant is the same under the new option as under the subsisting option, and the nesespticisable in the same
manner as the corresponding subsisting option. In practice the six month period can be shortenszhigyulsory acquisition
procedure under section 429 of the Companies Act 1985 on a takeover. In the event of a voluntagywwiatiihe company
the options may be exercised within three months of the passing of a winding up resolution.

In the event of any rights or capitalization issue, sub-division, consolidation, or reduction lofu@ucapital, the board may
(subject to auditorsO confirmation) adjust the number of shares subject to options and the piécerptiygabexercise providec
that (1) the option price for a share is not less than its nominal value; and (2) the total phieefdion has not been materiall
altered.

Other than options granted to German participants (which are fully transferable), options aresfeoabi@rand may only be
exercised by the option holder or his personal representatives. Shares allotted or transferred sinaler option scheme will
rank pari passu with shares of the same class then in issue (except in respect of entitlememisaartsitige date of
allotment).
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No options may be granted over shares under the share option scheme which would, when combingshwitiiaopied over

shares under any other scheme operated by us or any of our consolidated subsidiaries, exceed hédinaftishare capital
of our company in issue on the day preceding the date of the grant.
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ITEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS
A. Major Shareholders

Apax Partners own 12,054,793 of our ordinary shares or 27.3%. Apax Partners refers to two ergki®siryers & Co.
Ventures Ltd. and Apax Partners & Co. Germany Il L.P., which act as Manager of Apax Funds NomiitedsahignManaging
General Partner of Apax Germany Il L.P., respectively. Apax Funds Nominees Limited holds shamsias&for certain
other Apax Venture Capital Limited Partnerships. Prior to the secondary offering in June 2000, ripers Bavned 13,568,38(
of our ordinary shares or 32.3%. Apax PartnersO voting rights do not differ from the rights dfaoteiders.

Adtran, Inc., through its wholly-owned subsidiary ADFI, Inc., owns 2,520,960 ordinary shares oPEdt%0 the secondary
offering in June 2000, Adtran, Inc. owned 5,305,810 ordinary shares or 12.6%. Adtran, Inc.Ogkitttidg riot differ from the
rights of other shareholders.

UNITED STATES SHAREHOLDERS

Clearstream Banking AG and a nominee of Clearstream holding two shares are the current holdegsoffthecoompanyOs
shares. Clearstream issues bearer rights to these shares to financial institutions who are pantiCipanstream Banking AG
and through whom beneficial owners (including US beneficial owners) hold our shares. Due to tlydassretsome of the
jurisdictions (including Germany) in which the participants of Clearstream Banking AG are locatedqdftecipants may not
be obligated to disclose information regarding beneficial ownership of our shares pursuant talS8aiicthe Companies Act
1985 or the Nasdag Europe regulations. Consequently, we are unable to identify the US beneficafdhess shares.

B. Related Party Transactions

Timothy Anderson, a member of the Board, is also a partner in the law firm Reynolds Porter Chamideédaifrequently acts
as our legal adviser. Payments to Reynolds Porter Chamberlain for legal services rendered ddigfigealyear amounted
to! 159,098.

In 1999, we acquired a 19.47% equity interest in and made a loan to ESM Limited, the parent corapesyyeai
Semiconductor Manufacturing Limited, one of our suppliers. In August 2000, we participated in exmaldchipital
contribution and loan to ESM Limited totalling3.3 million. Affiliates of Apax Partners, one of our shareholders, currently «
62.23% of ESM Limited.

We negotiate our contracts for the purchase of silicon wafers from European Semiconductor Margifactiteid on an
arms-length basis. In 2001 we
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purchased silicon wafers from European Semiconductor Manufacturing Limited in the amlod@t»million. Payables due tc
European Semiconductor Manufacturing Limited wefe5 million at December 31, 2001. We also maintain a deposit of
$6 million with ESM Limited, the parent company of European Semiconductor Manufacturing Limited haseveaid

$8.3 million as advanced payments for future wafer deliveries. In the fourth quarter of 2001, méneddtérat we could not
recover our investment in ESM Limited and therefore we recorded an impairment chafed4million. See Notes 3 and 18
to the Consolidated Financial Statements. Our management believes that the investment we haJeSiatdenited and our
ongoing transactions with ESM Limited have been, and are conducted on terms no less favouraide theomset that would
have been obtainable in armOs-length transactions among unrelated entities. For more informa¥ldriroite@Sind Europear
Semiconductor Manufacturing Limited see Oltem 4: Information on the CompanyO and Oltem 5: OpkFitiagcial Review
and ProspectsO.
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ITEM 8. FINANCIAL INFORMATION

A. Consolidated Statements and other Financial Information

See Oltem 18: Financial StatementsO and pages F-1 through F-25.
LEGAL PROCEEDINGS

Neither we nor any of our consolidated subsidiaries are involved in litigation or arbitration pngsetbdi could have a
substantial impact on our financial position or the financial position of any of our consolidatieibsigiss \WWe have not been
involved in such litigation or arbitration proceedings in the past two years, nor, to the bestrwwla@dge, are such
proceedings pending or threatened against us or any of our consolidated subsidiaries. Howelvecaseisvith many
companies in the semiconductor industry, we may from time to time receive communications allegfig ipfrisgement of
intellectual property rights of others. Irrespective of the validity of such claims, we could guificant costs with respect to
the defence of such claims which could have a material adverse effect on our business, resudtooisopefinancial
condition. See Oltem 3: Risk Factors N If we are unable to protect our intellectual property arfitbknénam copy or use by
others, our competitors may gain access to our content and technologyO.

DIVIDEND POLICY
We have never declared or paid any dividends. We currently intend to retain all available earmiraysdjby our operations

for the development and growth of our business. As a result, we do not anticipate paying any divithendseseeable future
You should also refer to Oltem 5: Operating and Financial Review and Prospects-LiquidityO.
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ITEM 9. THE OFFER AND LISTING

The NEUER MARKT (XETRA), Nasdaq Europe and Nasdaq are the principal trading markets for our ofdinesyasd
ADSs.
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MARKET PRICES

The following table sets forth, for the periods indicated, the highest and lowest closing markearguftathe shares from the
NEUER MARKT (XETRA), Nasdaq Europe and Nasdag.

NEUER MARKT

Ordinary Shares

High Euro Low Euro

ANNUAL HIGHS AND LOWS

1999 (from October 13) 43.25 9.50
2000 72.50 6.86
2001 10.85 2.60
QUARTERLY HIGHS AND LOWS
1999
Fourth quarter (October 13 through December 31) 43.25 9.50
2000
First quarter 72.50 29.75
Second quarter 65.95 40.00
Third quarter 59.00 36.56
Fourth quarter 37.95 6.86
2001
First quarter 10.85 3.88
Second quarter 8.60 4.61
Third quarter 4.60 2.60
Fourth quarter 8.30 3.85
MONTHLY HIGHS AND LOWS
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2001

September 4.40 3.34
October 6.78 3.85
November 7.81 6.28
December 8.30 5.87
2002
January 8.82 5.62
February 5.55 4.40
March (through March 15) 5.35 5.11

On March 15, 2001 the closing market quotation for our shares on the NEUER MARKT (XETRApviAs
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Nasdaq Europe
Ordinary Shares
High Euro Low Euro
ANNUAL HIGHS AND LOWS
1999 (from October 13) 41.00 9.52
2000 74.00 6.50
2001 11.75 2.80
QUARTERLY HIGHS AND LOWS
1999
Fourth quarter (October 13 through December 31) 41.00 9.52
2000
First quarter 74.00 30.50
Second quarter 67.50 41.00
Third quarter 60.00 36.00
Fourth quarter 36.00 6.50
2001
First quarter 11.75 4.00
Second quarter 7.75 5.00
Third quarter 5.00 2.80
Fourth quarter 8.15 3.50
MONTHLY HIGHS AND LOWS
2001
September 4.25 3.00
October 6.95 3.50
November 8.12 6.25
December 8.15 6.00
2002
January 9.10 6.45
February 6.45 5.00
March (through March 15) 5.50 5.05

On March 15, 2001 the closing market quotation for our shares on Nasdaq Eurdpe. 0fas

NASDAQ

ADSs

High Dollar Low Dollar

ANNUAL HIGHS AND LOWS
2000 (from June 29) 54 .88 6.25
QUARTERLY HIGHS AND LOWS
2000
Second quarter (June 29 through June 30) 50.25 49.38
Third quarter 54.88 33.00
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ADSs

High Dollar Low Dollar

Fourth quarter 32.88 6.25
2000
First quarter 9.69 3.69
Second quarter 7.50 4.00
Third quarter 435 2.49
Fourth quarter 7.30 340
MONTHLY HIGHS AND LOWS
2001
September 435 3.20
October 6.08 340
November 7.00 5.52
December 7.30 5.50
2002
January 7.55 4.80
February 5.20 3.75
March (through March 15) 4.69 4.30

On March 15, 2001 the closing market quotation for our shares on Nasdaq was $4.30.
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ITEM 10. ADDITIONAL INFORMATION
A. Memorandum and Articles of Association

Incorporated by reference to our Registration Statement on Form F-1, which was filed with theeSendiiExchange
Commission on June 27, 2000.

B. Material Contracts
SUPPLY AGREEMENT WITH CHARTERED SEMICONDUCTOR MANUFACTURING PTE., LTD.

We maintain a deposit of $20 million with Chartered Semiconductor Manufacturing classified in tie Ishleet line item
OLoansO. Under the terms of our supply agreement dated June 30, 2000, the deposit will guarsitesededesiuantities of
sub-micron wafers through fiscal 2003 and several generations of process technologies rangingefinbpraducts at
0.60-micron and 0.35-micron and will extend down to, and beyond 0.18-micron technologies. In addipard $10 million as
advance payments for future wafer deliveries. Such advance payments are classified in the balamukeslRrepaid
expenses.O The outstanding balance of the advance payments will be refunded in proportion t@ees péighfers from
Chartered Semiconductor Manufacturing, and at this time, we expect to have the entire advance ¢faymetnt On

October 25, 2001, the Securities and Exchange Commission granted our request for confidential wehtrespect to wafer
prices, lot quantities and related proprietary data contained in the supply agreement.
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SUPPLY AGREEMENTS WITH EUROPEAN SEMICONDUCTOR MANUFACTURING LIMITED

In September 1999, we entered into an agreement with RJT258 Limited (now European Semiconductotukiag fianited)
which guarantees a minimum production capacity at the European Semiconductor Manufacturing LimitedafoNewport,
Wales for the first three years of the supply agreement. On June 28, 2000, the Securities and Ercmaiggon granted our
request for confidential treatment with respect to wafer prices, lot quantities and related pyogmietar

In September 2000, we entered into a new supply agreement with ESM Limited (now European Semiddadutcturing
Limited) which was subsequently amended on November 10, 2000. Under the terms of this agreemémtawerdaposit of
$6 million with European Semiconductor Manufacturing LimitedOs parent company ESM Limited. In agdipaid

$8.3 million as advanced payments for future wafer deliveries. These advance payments are clabsifirdance sheet unde
OPrepaid expensesO. For more information, see Notes 3 and 18 to the Consolidated Financial StatOutehis: 25, 2001,
the Securities and Exchange Commission granted our request for confidential treatment with resffecptaces, lot
quantities and related proprietary data contained in the supply agreement.
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C. Exchange Controls

There are currently no UK laws, decrees or regulations that restrict the export or import ofineljuitihg, but not limited to,
foreign exchange controls, or that affect the remittance of dividends or other payments to nordé&h{sresito US holders of
our securities except as otherwise set forth below in OTaxationO below. There are no limitations artidses of association
restricting voting or shareholding.

D. Taxation

The following is a discussion of the material tax consequences to holders of our shares or ADtBe pnelsent laws of the
United Kingdom, Germany, Belgium and the United States. The discussion addresses only personssiihcelald ADSs as
capital assets. It does not address the tax treatment of persons subject to special rules. Anaregothus® securities dealer:
insurance companies, tax-exempt entities, partnerships, holders of 10 percent or more of ouraretingesisons holding
shares as part of a hedge, straddle, conversion or constructive sale transaction, US Holdensnasioiged urrency other that
the US Dollar, persons resident or ordinarily resident in the United Kingdom for UK tax purposessamd pholding shares or
ADSs in connection with a trade or business conducted in the United Kingdom or some other plae¢heitsiduntry of
residence. The summary also does not discuss the tax laws of particular states or localitiestiectiBtdtes and other
countries.

This summary does not consider your particular tax circumstances. It is not a substitute for aXEEWRGE YOU TO
CONSULT YOUR OWN TAX ADVISORS ABOUT THE TAX CONSEQUENCES TO YOU IN LIGHT OF YOUR
PARTICULAR CIRCUMSTANCES OF HOLDING OUR SHARES OR ADSs.

67

As used in this summary, OUS HolderO means a beneficial owner of shares or ADSs that is (1)uahwithvisla US citizen
or resident, (2) a corporation or other entity taxable as a corporation and organized under B3 datnusst(subject to the
control of a US person and the primary supervision of a US court and (4) an estate the incomeisfswhjebt to US federal
income tax regardless of its source.

UK TAXATION
DIVIDENDS

Under current UK taxation legislation, no tax is required to be withheld at source from cash dpagerahts by Dialog
Semiconductor Plc. See OUS Federal Income Taxation N DistributionsO below for a discussion et wédividend
payments by Dialog Semiconductor Plc under the UK-US income tax treaty.

CAPITAL GAINS

If you are not resident or ordinarily resident in the UK then, subject to the comments below, ymi bdlliable for UK tax on
capital gains realised on the disposal of a share or ADS unless, at the time of the disposal) pawadaade, including a
profession or vocation, in the UK through a branch or agency and the share or ADS you disposé&ad iseen, held or
acquired for the purposes of that trade or branch or agency carried on by you in the UK.

A US Holder who is an individual and who has on or after March 17, 1998 ceased to be residerdudly oegiident for tax
purposes in the UK for a period of less than five years of assessment and who disposes of sh&sslaimXhat period may
be liable on his or her return to the UK to UK tax on chargeable gains, subject to any availabtoax@amglief,
notwithstanding that he or she is not resident or ordinarily resident in the UK at the time opdsaldis

UK INHERITANCE TAX

Shares or ADSs are assets situated in the UK for the purposes of UK inheritance tax. Subjecdosierddf the UK-US
estate tax treaty in the next paragraph, shares or ADSs beneficially owned by an individual U%/ildldeubject to UK
inheritance tax on the death of the individual or, if the shares or ADSs are the subject of adifetimaé constitutes a
chargeable transfer, including a transfer at less than full market value, by such individual. itiriobéax is not chargeable
on gifts to individuals or to accumulation and maintenance or disabled trusts made more than sebefioyedahe death of the
donor. Special rules apply to shares or ADSs held in a settlement.

A share or ADS held by an individual US Holder whose domicile is determined to be the US for pofplosesk-US estate

tax treaty, and who is not a national of the UK, will not be subject to UK inheritance tax on theuiaids death or on a lifetirr
transfer of the share or ADS except where the share or ADS:
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e is part of the business property of a UK permanent establishment of an enterprise; or
68
e pertains to a UK fixed base of an individual used for the performance of independent personal services.

The estate tax treaty provides a credit against US federal tax liability for the amount of ang texthmaiJK in a case where
the share or ADS is subject both to UK inheritance tax and to US federal estate or gift tax.

On 23 February 2000, the Inland Revenue indicated that the US and UK Governments had schedulazhsdgoti@visions
to their estate and gift tax treaty. However, as of the date of this annual report no such negotiatidaken place.

UK STAMP DUTY AND STAMP DUTY RESERVE TAX (SDRT)

No stamp duty or SDRT will be payable on the transfer of existing shares which are held, and wilmak tmbe held, in
Clearstream Banking AG.

No UK stamp duty will be payable on the transfer of an ADS provided that any instrument of tranafas & all times
outside the UK and is not executed in or brought into the UK. An agreement to transfer an ADSghit mise to SDRT.

No stamp duty or SDRT will be payable on a cancellation of an ADS provided that the underlyingshtimes to be held
within Clearstream Banking AG.

GERMAN TAXATION
The summary of German tax considerations addresses only shareholders who are resident in Geaxauoydosés.
DIVIDENDS

Under the new so-called half-income system (HALBEINKTNFTESYSTEM), only one half of the dividendsecbgi
German private investors will generally be subject to German taxation at standard tax rates,|lsodaogat to a surcharge
(SOLIDARITATSZUSCHLAG) equal to 5.5% of the applicable German income tax liability. As long as Satogonductor
Plc is not required to withhold tax at source from dividend payments, the issue of obtaining afréfingithholding taxes
and for a credit for such withholding taxes in Germany does not arise.

The taxable dividend income from Dialog Semiconductor Plc must be declared in the tax returnseofte iGvestors. The
taxable dividend income (i.e. the half of the total proceeds after deduction of either half ofighéaome-related expenses
incurred, or the standard amount d1 (or! 102 for married couples filing jointly) of individuals holding the shares as a
private asset may be applied against a tax free investment income allowaricb5§#/3,100 (individual/married couple) per
year.

A corporation subject to unlimited tax liability in Germany is normally exempt from German taxatiorespect to dividends
received from Dialog Semiconductor Plc, irrespective of the amount of shares held. However, arequadtat5% of such tax
exempt dividends will be deemed to constitute non-deductible expenses to such corporation andoehgsbjéct to German
corporate income tax and trade tax. The tax exemption does not apply to banks and financial sintioasnholding
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shares as part of the trading book and to financial institutions under certain conditions. |ethentpkdividends derived by a
German corporation will in turn be distributed to its individual shareholder that dividend willdzbuager the half-income
system (private individual) or will be tax-free (corporation).

CAPITAL GAINS

A disposal of shares by an individual shareholder who is resident in Germany for tax purposessahe sblares as a private
asset will only be subject to capital gains taxation if such investor held a minimum participdi¥eniroDialog Semiconductor
Plc at any time during the five-year period preceding such disposal, or disposes of the sharagpéundgof one year
following their acquisition. If that is the case, 50% of the capital gains is taxed under the newdma# system, otherwise, thi
capital gains will be tax free. Capital gains from the sale of shares which are implemented dwnirggytsar holding period an
which, taken together with all other gains from private sales transactions during the one yeampkaidihglo not excedd512
per calendar year, will not be taxed.
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A private investor holding the shares as a business asset will be subject to German income teb@¥oafdhe capital gains
realized on the disposal of the shares at standard rates. In case of a commercial enterpridechbensllilaject to trade tax. Th
capital gains realized by a corporate investor are generally tax-exempt under the new rulesaffet@@®1. However, shoul
the corporate investor hold the shares via a partnership, it is presently unclear whether oapdatigans are taxable for
trade tax purposes. The tax exemption does not apply to banks and financial service institutiogsihatds as part of the
trading book and to financial institutions under certain conditions

STAMP DUTY, NET WORTH TAX
There is no stamp duty in Germany. Net worth tax and trade tax on capital are presently not (@srechimy.
ESTATE AND GIFT TAXES

A transfer of shares in Dialog Semiconductor Plc by reason of death or gift are subject to Geronasgife taxes if:

(1)  the donor or decedent or the heir, donee or other beneficiary, has its domicile or habitual abode in Germany at the time of
the transfer or, with respect to German citizens who are not resident in Germany, if such donor, decedent or beneficiary
has not been continuously outside of Germany for a period of more than five years (or is a foreign-based German public
official or a person belonging to the household of such German public official); or

(2)  the shares were part of the donor’s or the decedent’s business assets for which a fixed place of business existed or a
permanent representative was appointed in Germany.
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BELGIAN TAXATION
The summary of Belgian tax considerations addresses only shareholders who are resident in Begipurforses.
DIVIDENDS

BELGIAN/UK INCOME TAX TREATY. Under current UK tax law, Dialog Semiconductor Plc will not have to retain any
withholding tax on dividends at source, but UK dividends will carry a tax credit of 10% of the iidesid. Pursuant to the
Belgian/UK Income Tax Treaty, shareholders who are residents of Belgium who receive dividends fogn$&isiconductor
Plc will in principle be entitled to recover all or part of the UK tax credit attached to such disidenhany repayment of a tax
credit will be subject to a withholding (which cannot exceed the amount of the tax credit).

Belgian corporate direct investors, meaning corporate shareholders controlling at least 10% ofgipowetr of Dialog
Semiconductor Plc, will in principle be entitled to one half of the tax credit, being one twentie¢hgubss dividend, but
reduced by a withholding of 5% of the aggregate amount of the dividend and the tax credit. Any mezagrasefore likely to
be of a minimal amount.

Belgian shareholders who are individuals and other shareholders who do not qualify as corporaieeditext are in principle
entitled to the full UK tax credit, being one tenth of the gross dividend, after deduction of ddiithlod 20% of the aggregate
amount of the dividend and the tax credit. As a result of the withholding, no repayment of theitireedtié place in practice.

BELGIAN TAX LAW. For Belgian income tax purposes, the gross amount of all distributions made by Dialog Semiconc
Plc to its shareholders (other than the repayment of paid-in capital pursuant to a valid sharelecidens@ reduce the share
capital) is taxed as a dividend. Distributions made by Dialog Semiconductor Plc to its sharehdfdecsimse of a final
dissolution and liquidation of the company are also taxed as dividends. However, no Belgian wihbgldimue on such
liquidation distributions. In addition, the gross amount paid by Dialog Semiconductor Plc over emdhab@evalued) paid-in
share capital to redeem Shares owned by a holder is taxed as a dividend, but is not subjectdmgitithal Belgium.

INDIVIDUAL SHAREHOLDERS

BELGIAN WITHHOLDING TAX. Dividends distributed on shares are, in principle, subject in Belgium to a withholding
the rate of 25%, when paid or attributed through a paying agent in Belgium. The dividend withtzoldatg bn shares which

are publicly issued after January 1, 1994 can under certain strict conditions be lowered to 16%resetit case, the existing
shares offered by the selling shareholders will not normally qualify for the reduced dividend visitpiad In the absence of ¢
proper tracing mechanism, it is expected that the shares will not, in practice, benefit from tad rathuc
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INCOME TAX FOR BELGIAN RESIDENT INDIVIDUALS. In the hands of an individual Belgian holder who is holding
shares as a private investment, rather than as a business asset, the Belgian dividend withhisldifigabtax N the dividends
need not be reported in the individualOs annual income tax return. If no withholding tax has émk¢ireleivi case of payment
or attribution outside Belgium), the individual must report the dividends in his tax return as divideme. That individual
will be taxed at the separate rate of 25%, to be increased by a municipal surcharge (varyincalifrgem@&?o to 9%).

In the hands of an individual Belgian holder whose shares are effectively connected with his hhsidiégdends are taxable
at the ordinary rates for business income (i.e. varying from 25% to 55% to be increased by thehsunitiprge and a crisis
contribution of 3% of the tax due-subject to a gradual reduction of the crisis contribution toerettvegeeriod 2001-2003).
Any Belgian withholding tax (in case of payment or attribution through a Belgian paying agent)tabteextjainst the final
income tax due, provided that the holder has the full ownership of the Shares at the time of payrelitidends and
provided that the dividend distribution does not entail a reduction in value of, or capital |des simres.

CORPORATE SHAREHOLDERS

BELGIAN WITHHOLDING TAX. No dividend withholding tax is due if the Belgian holder is a company subject to Belg
corporate income tax.

INCOME TAX FOR BELGIAN RESIDENT COMPANIES. Dividends received by Belgian resident companies are, in
principle, subject to corporate income tax at the rate of 40.17% (i.e. the standard rate of 3%gdrmyrélae Ocrisis
contributionO of 3% of the corporate income tax due). However, provided that the dividends bemtfi 8o-called
Odividend-received deductionO, only 5% of the dividends received will be taxable. In order térdrantéifit deduction, Dialog
Semiconductor Plc must not fall, and the Company believes that it does not fall, within one c¢gbeesmbf which the
dividends are expressly excluded from the Odividend-received deductionO (e.g. companies whislibjgetriota company
tax or which are subject to a company tax regime which is much more advantageous than the Bedgjemeaand the
beneficiary should hold, at the time of payment of the dividends, an equity participation in Dialicgr&Rictor Plc of at least
5% or with an acquisition value of at least BEF 50 million. This minimum holding requirement degplyaio Belgian credit
institutions, insurance companies, stock exchange companies and qualifying investment companies.

RESIDENT ENTITIES SUBJECT TO THE LEGAL ENTITIES TAX (PENSION FUNDS, ETC.)

BELGIAN WITHHOLDING TAX. Where the Belgian holder is a Belgian resident entity subject to the Legal Entities Ta
a pension fund) and no Belgian paying agent intervenes, the holder itself must pay the dividendingttedhoat the rate of
25%.

LEGAL ENTITIES TAX. The Belgium dividend withholding tax is a final tax.
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CAPITAL GAINS
BELGIAN-UK INCOME TAX TREATY. Under the Belgian-UK Income Tax Treaty, Belgian resident shareholders are e
from UK taxation on capital gains as a result of the disposal of their shares provided that thesady mm business in the Uk
through a fixed base or permanent establishment to which the shares can be attributed.
INDIVIDUAL SHAREHOLDERS. Individual Belgian holders holding the shares as a private investment are not subject
Belgian capital gains tax on the disposal of the shares. Individual holders may, however, beosait§get tax (to be increase«
by the municipal surcharge and the crisis contribution) if the capital gain is deemed to be Qs@clrdtvidual holders whos
holding of shares is effectively connected with a business are taxable at the ordinary progress/¢aixcates for business
income on any capital gains realized on the disposal of shares unless the individual has helestfar sihdeast five years, in

which case a flat rate of 16.5% will apply (to be increased by the municipal surcharge and tbentribigtion).

CORPORATE SHAREHOLDERS. Belgian resident companies are not subject to Belgian capital gains tax provided tha
dividends received on the shares qualify for the Odividend-received deductionO (except for the haldimgmequirement).

RESIDENT ENTITIES SUBJECT TO THE LEGAL ENTITIES TAX (PENSION FUNDS, ETC.). Belgian entities subject
to the Legal Entities Tax are not subject to Belgian capital gains tax on the disposal of the shares.

INDIRECT TAXES
STAMP TAX ON SECURITIES TRANSACTIONS. In principle, a stamp tax is levied upon the subscription of new share

and on each of the purchase and sale in Belgium of shares through a professional intermediagyapleceddie to
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subscriptions of new shares is 0.35% but the maximum tax that can be assessed is BEF 208)Qi&( transaction. The rate
applicable for secondary sales and purchases in Belgium of shares (including any existing sheatdsydfferselling
shareholders) through a professional intermediary is 0.17%, but there is a limit of BEF 1®88per transaction and per

party.

An exemption is available to professional intermediaries (e.g. credit institutions), insurance espeamsion funds and
collective investment vehicles who are acting for their own account. A non-resident shareholdeaating fer his own
account will also be entitled to an exemption from this stamp tax, provided that he deliverssoaherishe professional
intermediary, as the case may be, an affidavit confirming his non-resident status in Belgium.

TAX ON PHYSICAL DELIVERY

The physical delivery of bearer securities in Belgium normally triggers a tax in the amount of @@ alfie of the securities
A specific exemption applies to the physical delivery of non-Belgian bearer securities depositgiim Be
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non-residents of Belgium. It is not expected that physical delivery of the shares will occur.
US FEDERAL INCOME TAXATION

If the obligations contemplated by the deposit agreement are performed in accordance with théliSiéoiders of ADSs will
be treated as the owners of the shares represented by those ADSs for US federal income tax purposes.

DISTRIBUTIONS

Subject to the OPassive Foreign Investment CompanyO discussion below, dividends paid with fremescotd\DSs will be
included in the gross income of a US holder as ordinary dividend income from foreign sources tenthygagk from Dialog
Semiconductor PlcOs earnings and profits as determined under US federal income tax principlesomistribxcess of
earnings and profits will be treated first as a return of capital to the extent of the US holdea€is iexthe shares or ADSs an
then as a capital gain. Dividends will not be eligible for the dividends-received deduction avaitadsjgorations.

Dividends paid in Euros will be includable in a US Dollar amount based on the exchange rate améffectay received by th
shareholder or the depositary whether or not the payment is converted into Dollars at that tireloSsirecognized on a
subsequent conversion of Euros for a different amount will be US source ordinary income or loss.

A US holder eligible for benefits under the UK-US income tax treaty will be entitled to receiverad@xrom the UK Inland
Revenue, subject to a withholding tax equal to the amount of the tax credit. At current tax ligidsnd df £ 90 entitles an
eligible US holder to a payment of £ 10 offset by a UK withholding tax of £ 10. Because the tagaysadint and the
withholding tax offset each other, the UK Inland Revenue neither makes the payment nor collextd tieedfisetting
payments nevertheless have US tax significance for electing US holders. A US holder that eldaotietthmtax credit
payment in income may claim a foreign tax credit for the UK withholding tax (subject to otherwisalapdimitations on
foreign tax credit claims). To make the election, a holder must file a completed US Internal RexrgingeFdrm 8833 with its
US federal income tax return for the relevant year. A new UK-US income tax treaty has been signedakitied. Under the
new treaty, US holders will no longer be entitled to a foreign tax credit in respect of the tapayetint. The new treaty will
apply to dividends paid or credited on or after the first day of the second month following the d&ierothe new treaty is
ratified. A US holder may elect to continue to apply the terms of the current UK-US income tafotreatadditional 12-montt
period. You are advised to consult your own tax advisors about the consequences of the newigfgtaby yolr particular
circumstances.

DISPOSITIONS

Subject to the OPassive Foreign Investment CompanyO discussion below, US holders will recognigéncapitsss on the
sale or other disposition of the shares or
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ADSs in an amount equal to the difference between the amount realized on the sale or other dembsiteo)S holderOs ba:
in the shares or ADSs. Such gain or loss will be long term capital gain or loss if the US holdsd lias $hares or ADSs for
more than one year at the time of the sale or other disposition. Long term capital gain recogaizediivydual is subject to
taxation at a maximum rate of 20 per cent. Deductions for capital losses are subject to limitatiaye@nAr loss will be
treated as arising from US sources.
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A US holder that receives Euros upon sale or other disposition of the shares will realize an anabtotleg US Dollar value
of the Euros on the date of sale (or in the case of cash basis and electing accrual basis thepsstiesnent date). A US
holder will have a tax basis in the Euros received equal to the US Dollar amount received. Anyagaimeadized by a US
holder on a subsequent conversion of Euros into US Dollars will be US source ordinary income or loss.

PASSIVE FOREIGN INVESTMENT COMPANY

Dialog Semiconductor Plc believes that it is not and will not become a passive foreign investmemyo@mi-ICO) for US
federal income tax purposes. Whether Dialog Semiconductor Plc becomes a PFIC will depend, amthmiggsthgpon the
amount of its passive income and its passive assets, the growth in its business revenues anthitdumankibe future. A
non-US company is a PFIC in any taxable year in which, after taking into account the income arnd esdats subsidiaries,
either (1) at least 75% of its gross income is passive income or (2) at least 50% of the averafésalssets is attributable t
assets that produce or are held to produce passive income.

If Dialog Semiconductor Plc were a PFIC in any year during which a US holder owned the shares dhéDSdholder would
be subject to additional taxes on any excess distributions received from Dialog Semiconductoafcgaia realized from the
sale or other disposition of the shares or ADSs, regardless of whether Dialog Semiconductor Rkedctantie a PFIC. A US
holder has an excess distribution to the extent that distributions on the shares or ADSs durbig petaxaxceed 125% of the
average amount received during the three preceding tax years or, if shorter, the US holderOsrmddifig pompute the tax
on excess distributions or any gain (1) the excess distribution or the gain is allocated ratahly 0@holderOs holding perio
(2) the amount allocated to the current year and any year before Dialog Semiconductor Plc bec@nieetaxeil as ordinary
income in the current year, and (3) the amount allocated to other taxable years is taxed at thepbigiadse marginal rate in
effect for each year and an interest charge is imposed to recover the deemed benefit from th@alafeerdgdf the tax
attributable to each year.

If Dialog Semiconductor Plc becomes a PFIC in any tax year, a US holder of the shares or ADSwbatihay of the tax
consequences just described by electing to mark the shares or ADSs to market annually. Any gankirantima shares or
ADSs to market or from disposing them will be ordinary income. A US holder will recognize loss firlsimgrthe shares or
ADSs to market, but only to the extent of its unreversed gains from marking them to market. Lasaifkorg shares or ADSs
to market will be ordinary, but loss on disposing of them will be capital loss except to the exter@veirsed gains.
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A US holder of shares or ADSs will not be able to avoid the tax consequences described abovadpyoelesi Dialog
Semiconductor Plc as a qualified electing fund (OQEFO) because Dialog Semiconductor Plc doestogiriepane the
information that US holders would need to make a QEF election.

INFORMATION REPORTING AND BACKUP WITHHOLDING

Distributions on the shares or ADSs and proceeds from sale of the shares or ADSs paid in thedtkstéar B certain
persons outside the United States) will be reported to the US Internal Revenue Service unleshtiidesh@) is a
corporation, (2) provides a properly executed US Internal Revenue Service Form W-8 BEN or (3) ®t&phkishes a basis
for exemption. Backup withholding tax may apply to amounts subject to reporting if the holder fadsitte an accurate
taxpayer identification number. The amount of any backup withholding tax will be allowed as agagdit the shareholderOs
United States federal income tax liability.

E. Documents on Display

We are subject to the informational requirements of the Securities Exchange Act of 1934, as amendedidnce with these
requirements, we file reports and other information with the Securities and Exchange Commissiomaiérésis, including
this annual report and the exhibits thereto, may be inspected and copied at the CommissionOfeRarilie Reom at 450 Fiftl
Street, N.W., Washington, D.C. 20549 and at the CommissionOs regional offices at 500 West MagtisSni®tre400,
Chicago, lllinois 60661. Copies of the material may be obtained from the Public Reference Roo@oofithission at 450
Fifth Street, N.W., Washington, D.C. 20549 at prescribed rates. The public may obtain informatiemmperation of the
CommissionOs Public Reference Room by calling the Commission in the United States at 1-800-SH®@ @80nission
also maintains a web site at HTTP://WWW.SEC.GOV that contains reports, proxy statements and otietidnfeegarding
registrants that file electronically with the Commission. Our annual reports and some other infosuiatiitted by us to the
Commission may be accessed through this web site.
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ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK
As a matter of policy, we do not engage in derivatives trading, derivatives market-making or athkatispeactivities. See
Oltem 5: Operating and Financial Review and Prospects-Overview-Foreign CurrenciesO and Not€abdolittated
Financial Statements.
During 2000 to hedge the foreign currency exposure with respect to the $26 million of depositsantghe@lSemiconductor
Manufacturing Pte., Ltd. and ESM Limited, we purchased foreign currency forward contracts to &ffebtinge the US
Dollar deposits into Euros. At December 31, 2001, these derivative financial instruments had a nragimityn of 24 months.
Because of the write-off of our investments in ESM Limited, $ 6 million of deposits no longer domligdge accounting.
Consequently, future changes in the fair value of the related foreign currency forward
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contract will be recognised in results of operations. See Note 15 to the Consolidated Financiah&atem
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ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURITIES

NOT APPLICABLE.
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PART II
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ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES

NOT APPLICABLE.
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ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS AND USE OF PROCEEDS

NOT APPLICABLE.
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PART III
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ITEM 17. FINANCIAL STATEMENTS

We have responded to Item 18 in lieu of responding to this Item.
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ITEM 18. FINANCIAL STATEMENTS

See pages F-1 through F-25 of this annual report.
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ITEM 19. EXHIBITS

1.1 Memorandum and Articles of Association of Dialog Semiconductor Plc.(1)

2.1 Form of Deposit Agreement among Dialog Semiconductor Plc, The Bank of New York as depositary, and holders and
beneficial owners from time to time of ADRs issued thereunder.(1)

8.1 See “Item 4: Information on the Company — Organizational structure”.

10.1  Supply Agreement with ESM Limited (now European Semiconductor Manufacturing Limited) dated September 28,
2000 and subsequently amended on November 10, 2000.(2)(3)

102 Supply Agreement with Chartered Semiconductor Manufacturing Pte., Ltd. dated June 30, 2000.(2)(3)

(1)  Previously filed as an exhibit to the Company’s Registration Statement on Form F-1, filed with the Securities and
Exchange Commission on June 27, 2000 and are incorporated herein by reference.

77
(2) Previously filed as an exhibit to the CompanyOs Annual Report on Form 20-F for 2000, filed witlS#mutitis and
Exchange Commission on June 4, 2001 and incorporated herein by reference.

(3) On October 25 2001, the US Securities and Exchange Commission granted our request for confidienéat tethe
commercially sensitive material in the above contracts.
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F-1

INDEPENDENT AUDITORS’ REPORT
THE BOARD OF DIRECTORS AND SHAREHOLDERS DIALOG SEMICONDUCTOR PLC:

We have audited the accompanying consolidated balance sheets of Dialog Semiconductor Plc anisassafiar
December 31, 2001, 2000 and 1999 and the related consolidated statements of operations, shamlitiderdO
comprehensive income, and cash flows for each of the years in the three-year period ended Dec2o@ierM3ibse
consolidated financial statements are the responsibility of the CompanyOs management. Our rgsisdosébifiress an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the Unitefd Statésa. Those
standards require that we plan and perform the audit to obtain reasonable assurance about wietheiatistatements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporiongrnbeand disclosures in
the financial statements. An audit also includes assessing the accounting principles used aadtsigtifiiates made by
management, as well as evaluating the overall financial statement presentation. We believe ti#s puoéde a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all nestezis, the financial
position of Dialog Semiconductor Plc and subsidiaries as of December 31, 2001, 2000 and 1999esuldstoé their
operations and their cash flows for each of the years in the three-year period ended DecemberiBa2@ornity with
accounting principles generally accepted in the United States of America.
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As discussed in note 2 to the consolidated financial statements, the Company changed its methtioiafce derivative

instruments and hedging activities in 2001.

Stuttgart, Germany
February 20, 2002, except for Note 18
which is as of March 21, 2002

KPMG Deutsche Treuhand-Gesellschaft

Aktiengesellschaft
WirtschaftsprYfungsgesellschaft

(Held)

Wirtschaftspriifer

Consolidated Statements of Operations
(In thousands off, except per share data)

Revenues

F-2

(Kiechle)

Wirtschaftspriifer

Dialog Semiconductor Plc

Notes

16

Cost of sales (including excess inventory provision of

10,689 in 2001)

Gross margin

Selling and marketing expenses

General and administrative expenses

Research and development

Amortization of goodwill and intangible assets

Operating probt (loss)

Interest income, net

Foreign currency exchange gains and losses, net
Write-down of investment

Result before income taxes
Income taxes

Net income (loss)

Earnings (loss) per share
Basic earnings (loss) per share

Diluted earnings (loss) per share

17

Weighted average number of shares (in thousands)

Basic
Diluted

The accompanying notes are an integral part of these Consolidated Financial Statements
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2001

(Note 1)
$ 89472

(70,885)

18,587
(3.608)
(4.957)
(27.821)
(2.850)

(20,649
799

273
(37,745)

(57,322
20224

(37,099

(0.85)

(0.85)

43,788
43,788

Dialog Semiconductor Plc
Consolidated Balance Sheets

(In thousands off)
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Year ended December 31,

2001

1100,519
(79,637)

20,882
(4.054)
(5.569)
(31.256)
(3.202)

(23,199
898

306
(42,405)

(64,400
22,721

(41,679

(0.95)

(0.95)

43,788
43,788

2000

1214459
(138,866)

75,593
(5.672)
(5972)
(22,898)
2.651)

38,400
1,940
2,627

42,967
(16,410)

26,557

0.62

0.60

42,669
44,300

1999

187,246
(56,749)

30,497
(3.,888)
(2.698)
(11,108)
(1,237)

11,566
13
(329)

11,250
(4,570)

6,680

0.16

0.15

35,980
37,790



ASSETS

Cash and cash equivalents
Trade accounts receivable, net
Inventories

Deferred taxes

Prepaid expenses

Other current assets

Total current assets

Property, plant and equipment, net
Intangible assets

Goodwill

Investments

Loans

Deferred taxes

Prepaid expenses

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERSO EQUITY
Financial Liabilities

Trade accounts payable

Accrued expenses

Income taxes payable

Deferred taxes

Other current liabilities

Total current liabilities
Deferred taxes

TOTAL LIABILITIES

Ordinary shares

Additional paid-in capital

Retained earnings (accumulated deficit)
Currency translation adjustment
Derivative financial instruments
Employee stock purchase plan shares

Total ShareholdersO equity

TOTAL LIABILITIES AND SHAREHOLDERS®
EQUITY

The accompanying notes are an integral part of these Consolidated Financial Statements

Notes

~N b~ O

~N &~ 00 00 00 00 00

11

12
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2001
(Note 1)

$ 29,040
14,677
15,267

20
986
739

60,729

32,880
5074

10,150

20,449
21,971
7,579

158,832

7,364
4514
1,279
1,127
1,589

15,873
2,585

18,458

5997
150,238
(15,521)

(241)
(37)
(62)

140,374

158,832

Dialog Semiconductor Plc
Consolidated Statements of Cash Flows

Cash Rows from operating activities:

(In thousands of)
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2001

(Note 1)

At December 31,

2001

132,626
16,489
17,152

23
1,107
830

68,227

36,940
5,701

11,403

22,974
24,684
8,514

178,443

8,273
5,071
1,437
1,266
1,786

17,833
2,904

20,737

6,737
168,788
(17,437)

(270)
(42)
(70)

157,706

178,443

2000

129,879
42,100
36,818

182
4,151
3,162

116,292

46,772
6,993
12,730
2,638
41,867
445
19,686

247,423

26,815
7,573
8,428
1,106
1,781

45,703
2,526

48,229

6,737

168,776

24242
(440)
(121)

199,194

247,423

Year ended December 31,

2001

2000

1999

111,257
21,946
10,019

38

5,101

48,361
15,570
3,738
9,762
2,404
10,507
522

90,864

56
15,289
1,920
3,195
604
614

21,678
575

22,253

6418
63475
(2315)

1,194

(161)

68,611

90,864

1999



Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by

(used for) operating activities:
Write-down of investment in silicon supplier
Provision for excess inventory
Depreciation of property, plant and equipment
Amortization of goodwill and intangible assets
Change in deferred taxes
Changes in current assets and liabilities:
Trade accounts receivable
Inventories
Prepaid expenses
Trade accounts payable
Accrued expenses
Income taxes payable
Other assets and liabilities

Cash provided by (used for) operating activities

Cash Rows from investing activities:
Purchases of property, plant and equipment
Purchases of intangible assets

Investments and deposits made

Payments for the acquisition of businesses

Cash used for investing activities

Cash Rows from bPnancing activities:
Additions to short-term borrowings
Repayment of short-term borrowings

Repayments of redeemable preference shares including accrued

dividends
Proceeds from issuance of ordinary shares
Purchase of employee stock purchase plan shares
Sale of employee stock purchase plan shares
Changes in financial liabilities

Cash provided by Pnancing activities

Cash provided by operating, investing and financing activities
Effect of foreign exchange rate changes on cash and cash equivalents

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

The accompanying notes are an integral part of these Consolidated Financial Statements
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$(37,098)  !(41,679)
37,745 42 405
9,514 10,689
11,394 12,801
2,850 3,202
(20,909) (23.491)
22,783 25,597
7,989 8.975
3,697 4,153
(16,489) (18.525)
(2,506) (2.815)
(6,242) (7.013)
747 840
13,475 15,139
(2.810) (3,157)
(514) (577)
(7916) (8.894)
(11,240 (12,629
) (6)
61 69
56 63
2,291 2,574
154 173
2,445 2,747
26,595 29,879
29,040 32,626

Dialog Semiconductor Plc

Consolidated Statements of Shareholders’ Equity and Comprehensive Income
(In thousands of)

Ordinary Additional
shares paid-in capital
Balance at
December 31, 1998 5,267 5,267
New issuance of shares 1,151 58,001

Retained
earnings
(accumulated
debcit)

(7,969
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Accumulated other
comprehensive income (loss)

Currency Derivative
translation Pnancial
adjustment instruments

471 —

126,557

8,126
2,651
2,322

(19.626)

(26,793)

(23,862)
11,409
5489
5294
3,304

(5,129
(39,024)
(4,769)
(32,019)
(4,342)

(80,159

105,627
33
(58)
105,602

20,319
(1,697)

18,622
11,257

29,879

Employee

stock

purchase plan

shares

16,680

2,548
1,237
1,135

(14,065)

(6,523)
0
10,445
333
1,795

(4.492)

(907

(14.,487)
(1372)
(12,905)

(28,769
12,190
(12,190)
(19,563)
59,152

(185)
231

(3.434)

36,201

6,530
1,769

8,299
2,958

11,257

Total

3,036

59,152



Net income — — 6,680 — — — 6,680
Other comprehensive

income — — — 723 — — 723
Total comprehensive

income — — 6,680 723 — — 7,403
Purchase of employee

stock purchase plan

shares — — — — — (185) (185)
Sale of employee stock

purchase plan shares — 207 — — — 24 231
Accrued dividend —

cumulative

redeemable preference

shares — — (1,026) — — — (1,026)
Balance at .

December 31, 1999 6,418 63,475 (2,315 1,194 N (163 68,611
New issuance of shares 319 105,308 — — — — 105,627
Net income — — 26,557 — — — 26,557
Other comprehensive

loss — — — (1,634) — — (1,634)
Total comprehensive

income (loss) — — 26,557 (1,634) — — 24923
Sale of employee stock

purchase plan shares — 7) — — — 40 33
Balance at .

December 31, 2000 6,737 168,776 24,242 (440 N (121 199,194
Cost of issuance of

shares in 2000 — (6) — — — — (6)
Net loss — — (41,679) — — — (41,679)
Other comprehensive

income (loss) — — — 170 42) — 128
Total comprehensive

income (loss) — — (41.679) 170 42) — (41.551)
Sale of employee stock

purchase plan shares — 18 — — — 51 69
Balance at

December 31, 2001 6,737 168,788 (17,43% (270 (42 (70) 157,706

The accompanying notes are an integral part of these Consolidated Financial Statements
F-6
Dialog Semiconductor Plc
Consolidated Fixed Assets Schedule
(In thousands off)
Acquisitions costs
Balance at Balance at
January 1, Currency Reclassi- December 31,
2001 Change Additions bcations Disposals 2001

Test equipment 47,808 5 872 — — 48,685
Leasehold improvements 1,588 13 178 — — 1,779
Office and other equipment 11,725 65 2107 — (499) 13,398
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Property, plant and equipment

Intangible assets
Goodwill

Intangible assets and goodwill

Investments
Loans

Investments and loans

Investments in affiliated companies

Name
Dialog Semiconductor GmbH

Dialog Semiconductor (UK) Limited

Dialog Semiconductor Inc
Dialog Semiconductor KK
SVEP Design Center AB

Test equipment
Leasehold improvements
Office and other equipment

Property, plant and equipment

Intangible assets
Goodwill

Intangible assets and goodwill

Investments
Loans

61,121 83 3,157 N (499 63,862
10,013 33 577 — (141) 10,482
15221 — — — 15221
25,234 33 577 N (141 25,703
2,638 — 455 — — 3,093
41,867 981 8,443 (763) 4) 50,524
44,505 981 8,898 (763 (4) 53,617

Registered ofpce

Participation

Kirchheim/Teck — Nabern, Germany 100%
Swindon, UK 100%
Clinton, New Jersey, USA 100%
Tokyo, Japan 100%
Lund, Sweden 100%
The accompanying notes are an integral part of these Consolidated Financial Statements
F-7
Dialog Semiconductor Plc
Consolidated Fixed Assets Schedule (Continued)
(In thousands of)
Depreciation / Amortization Book Value
Balance at Balance at Balance at
January 1, Currency December 31, December 31,
2001 change Additions Disposals 2001 2001 2000
8.414 4 9,498 17916 30,769 39,394
590 7 235 832 947 998
5.345 43 3,068 (282) 8,174 5,224 6,380
14.349 54 12,801 (282 26,922 36,940 46,772
3.020 28 1,875 (142) 4,781 5,701 6,993
2.491 — 1,327 — 3,818 11,403 12,730
5511 28 3,202 (142 8,599 17,104 19,723
— — 3,093(1) — 3,093 — 2,638
— — 27.,550(1) — 27,550 22,974 41,867
N N 30,643 N 30,643 22,974 44,505

Investments and loans

(1)  Write-down of investment in silicon supplier (see note 3)

The accompanying notes are an integral part of these Consolidated Financial Statements
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DIALOG SEMICONDUCTOR PLC
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(In thousands dff, unless otherwise stated)
1. General
(a) Description of Business

Dialog Semiconductor Plc (ODialogO or the OCompanyO) develops and supplies mixed signal anelsyshetiomnsvfor
wireless, communications and automotive applications. DialogOs products are used by major oifgitetaganufacturers
across the world. Once developed the Company contracts with manufacturers for production of the chips.

The Company was formed in March 1998 to effect the acquisition of the Dialogue SemiconductorsGimiteftom
Daimler-Benz AG (now DaimlerChrysler AG). Dialog was majority-owned by the venture capital compawyPaqpners
(OApax0), and its related investors prior to the CompanyOs initial public offering in October 1999.

On May 9, 2000 the Company purchased the remaining 90.8% interest that it did not already ownheSgiEREenter AB, a
Swedish company focused on system design for advanced consumer electronic products in the wirelegsatwn area. The
purchase price of the 90.8% interest in SVEP was 36,320,000 Swedish Krona (approXimhatehillion).

(b) Business and Credit Concentrations

The CompanyOs future results of operations involve a number of risks and uncertainties. Faciohd #ietot the CompanyO:
future operating results and cause actual results to vary materially from historical results intlade not limited to, the
highly cyclical nature of both the semiconductor and wireless communications industries, dependentaénocustomers, the
ability to obtain adequate supply of sub micro wafers and to access additional sources of liquidity.

The Company has made significant investments in long-lived assets and in certain suppliers (mdhedaity interests,
loans, deposits and advanced payments) to ensure sufficient future wafer deliveries. The indudagliwalm demand for
semiconductors has adversely affected the financial condition of several semiconductor manufedtudies; certain wafer
suppliers used by the Company. Prolonged adverse market conditions in the industries could éifstthidimancial
statement estimates made by management, including the CompanyOs ability to fully recover thesetmaasttherefore
could impact future operating results.
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DIALOG SEMICONDUCTOR PLC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

The CompanyOs revenue base is diversified by geographic region and by individual customer. TheOSqrgzhrots are
generally utilized in the mobile communications and automotive industries. During 2001, 2000 artd/422@tomers
individually accounted for more than 10% of the CompanyOs revenues. Such customers accounted 20087%ER6 in 2000
and 69% in 1999 of total revenues. The Company performs ongoing credit evaluations of its cust@meia@dndition and,
generally, requires no collateral from its customers.

(c) Basis of Presentation

The accompanying consolidated financial statements have been prepared in accordance with acoutiptegygamerally
accepted in the United States of America (OUS GAAPO). All amounts herein are shown in thousansisod Farthe year
2001 are also presented in U.S. Dollars (0$0), the latter being unaudited and presented solelyiémceonf the reader at th
rate of! 1 = 0.8901, the Noon Buying Rate of the Federal Reserve Bank of New York on December 31, 2001.

Certain prior year balances have been reclassified to conform with current year presentation.

2. Summary of Significant Accounting Policies

Principles of Consolidation — The consolidated financial statements include all of the entities of the Company. Investme
which the Company has less than a 20% ownership are accounted for using the cost method. All amg@ocopnts and

transactions are eliminated in consolidation.

Cash and Cash Equivalents — Cash and cash equivalents include highly liquid investments with original maturity dates «
three months or less.
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Inventories- Inventories are valued at the lower of cost or market. Cost, which includes direct materials,dab@rhead plus
indirect overhead, is determined using the first-in, first-out (FIFO) or weighted average cost methods

Other Current Assets — Other current assets principally represent tax refunds receivable.

Property, Plant and Equipment — Property, plant and equipment are stated at cost less accumulated depreciation. Depi
is charged on a straight-line basis over the estimated useful lives of the assets as follows:

Machinery and equipment 3to 5 years
Leasehold improvements Shorter of useful life or lease term

Leasing — The Company is a lessee of design software and property, plant and equipment which are accosrtdperdimay
leases.
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DIALOG SEMICONDUCTOR PLC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Intangible Assets — Purchased software and licenses are stated at cost and amortized using the straight-line metieod o
estimated useful lives of three years for software and five years for licenses. Intangible adsetsfresuthe acquisition
include customer lists, patents, trade names and an assembled workforce and are amortized getultledsiwof 9 years for
customer lists, 17 years for a patent application, 15 years for trade names and 18 years forlileslagsedforce. Such useful
lives were determined based upon historical data with respect to customer and employer turnoreiaing ntractual
lives.

Goodwill — The excess of purchase price over the fair value of net assets acquired (goodwill) is amortizesdgin-bre
basis over the expected period of benefit ranging from 7 to 15 years. The Company assesses #islitgaafsich amount by
determining whether the amortization of the balance over its remaining life can be recovered tnodisttwunted future
operating cash flows of the acquired operation. The amount of impairment, if any, is measured pegedted discounted
future operating cash flows using a discount rate reflecting the CompanyQOs average cost of fasstssSthent of the
recoverability of the excess of cost over net assets acquired will be impacted if estimated fuatirgagzesh flows are not
achieved.

Impairment of Long-Lived Assets — The Company assesses impairment of long-lived assets and its intangible assets,
excluding goodwill, whenever events or changes in circumstances indicate that the carrying amoass@(f may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of thamatngtrgf an asset to
future net cash flows expected to be generated by the asset. If such assets are considerednenjpapaidyient to be
recognized is measured by the amount by which the carrying amount of the assets exceeds theofaine@assets. Assets to
be disposed of are reported at the lower of the carrying amount or fair value less costs torsgiitdtent losses have been
recognized in the years presented.

Foreign Currencies — The functional currency for the CompanyQOs operations is generally the applicable local currency.
Accordingly, the assets and liabilities of companies whose functional currency is other than e Ewloided in the
consolidation by translating the assets and liabilities into the reporting currency (the Eur@xahtirge rates applicable at tt
end of the reporting year. Equity accounts are measured at historical rates. The statements ahihcasfeflows of such
non-Euro functional currency operations are translated at the average exchange rates during thesjaton gains or losses
are accumulated as a separate component of shareholdersO equity. Currency transaction gaiagsindgosees transactions
of Dialog companies in currencies other than the functional currency are included in financial iletoat@ach reporting
period.

The exchange rates of the more important currencies against the Euro used in preparation of idtegedfisalncial statement
were as follows:
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DIALOG SEMICONDUCTOR PLC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Exchange rate at Annual average
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December 31, exchange rate

Currency 2001 2000 1999 2001 2000 1999
€ € € € € €
Great Britain 1 GBP 1.64 1.6 1.61 1.61 1.65 1.52
Japan 100 YEN 0.86 — — 0.92 — —
United States 1 USD 1.13 1.07 1.00 1.11 1.08 0.94
Sweden 10 SEK 1.07 1.13 — 1.08 1.18 —

Revenue Recognition — Revenue, net of discounts, is recognized when persuasive evidence of an arrangement exists,
has occurred or services have been rendered, the price of the transaction is fixed and detemmlicabiestébility is
reasonably assured. Service revenue, which is derived from research and development reimbursecteris pegjognized
based upon the acceptance by a customer of project milestones.

Product-Related Expenses — Expenditures for advertising and sales promotion and for other sales-related expenses are
to expense as incurred. Provisions for estimated costs related to product warranty are madesahthectmed sale is
recorded. Shipping and handling costs amounting2él (20001 684; 19991 636) are recorded within selling expenses.

Research and Development — Research and development costs are expensed as incurred. Research and development
which are charged to customers and, accordingly, are included in cost of sales, amounted to aglyrtadin2a683 (2000!
2,286; 1999! 1,492).

Income Taxes — Income taxes are accounted for under the asset and liability method. Deferred tax assets agsl digbiliti
recognized for the future tax consequences attributable to differences between the financial statarimgnamounts of
existing assets and liabilities and their respective tax bases. Deferred tax assets and ligbititesanred using enacted tax
rates expected to apply to taxable income in the years in which those temporary differences & texpececovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recogmpedkiini the period that include
the enactment date. The Company records deferred tax valuation allowances, if any, to reducedti¢adedissets to amount:
which will more likely than not be realized.

Stock-Based Compensation — The Company applies the intrinsic value-based method of accounting prescribed by Accc
Principles Board (OAPBO) Opinion 25, OAccounting for Stock Issued to EmployeesO, and relatetionigrfoeits stock
option plan. As such, compensation expense would be recorded on the date of grant only if themakeeptice of the
underlying shares exceeded the exercise price.
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DIALOG SEMICONDUCTOR PLC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Earnings Per Share — Earnings per share has been computed using the weighted average number of outstanding ordir
shares for each year. Because the Company reported a net loss in 2001, only basic per share wermesmnsphesented in
2001. Had the Company reported net income in 2001, the weighted average number of shares outstaddiagenpotentially
been diluted by 2,672,506 stock options (not assuming the effects of applying the treasury statk metho

Use of estimates — The preparation of financial statements requires management to make estimates and assumptieos t
the reported amounts of assets and liabilities and disclosure of contingent amounts at the dfitanfitiestatements and
reported amounts of revenues and expenses during the reporting period. Actual results couldlifiesé@stimates.

Derivative Instruments and Hedging Activities — The Company adopted Statement No. 133 of Financial Accounting
Standards (OSFAS@)¢counting for Derivative Instruments and Hedging Activities, and SFAS 1384ccounting for Certain
Derivative Instruments and Certain Hedging Activities Dan amendment of SFAS No. 133, on January 1, 2001. Upon adoption ¢
this statement, the Company recorded a net transition adjustment §&@0®{net of income tax expense! 340) in
accumulated other comprehensive income. During 2001, the Company reclas8#fié¢het of income tax expense! 0364)
from accumulated other comprehensive income to net income relating to the transition adjustmestt a¢danauary 1, 2001.

New Accounting Pronouncements — In July 2001, the FASB issued SFAS 18isiness Combinations, and SFAS 142,
Goodwill and Intangible Assets. SFAS 141 requires that the purchase method of accounting be used for all business
combinations completed after June 30, 2001. SFAS 141 also specifies the types of acquired intaatliteadare required to
be recognized and reported separately from goodwill and those acquired intangible assets thaedreorbguncluded in
goodwill. SFAS 142 will require that goodwill and intangible assets with indefinite useful livesger lbe amortized, but
instead tested for impairment at least annually. SFAS 142 will also require recognized intangtblecamsortized over their
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respective estimated useful lives and reviewed for impairment in accordance with SFAS 121 andraypSEd@uR 144 after its
adoption.

The Company adopted the provisions of SFAS 141 as of July 1, 2001 and SFAS 142 is effective ol Jad02argoodwill
and any intangible asset determined to have an indefinite useful life that is acquired in a boisibaegion completed after
June 30, 2001 will not be amortized. Goodwill and intangible assets acquired in business comborapteted before July 1,
2001 continued to be amortized until December 31, 2001.
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DIALOG SEMICONDUCTOR PLC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

SFAS 142 will require the Company to evaluate its existing intangible assets and goodwill and anynadeessary
reclassifications in order to conform with the new requirements in SFAS 141. Upon adoption of SF&® Cnpany will be
required to reassess the useful lives and residual values of all intangible assets and make anyamoeszation period
adjustments by March 31, 2002.

As of the date of adoption of SFAS 142, the Company expects to have unamortized goodwill (aftificatitasof its
unamortized assembled workforce intangible asset into goodwillLdf8 million. Total amortization expense related to
goodwill and assembled workforce wak4 million and! 1.2 million for the years ended December 31, 2001 and 2000,
respectively. The adoption of SFAS 142 is not expected to result in any transitional goodwill impairme

In June 2001, the FASB issued SFAS W&ounting for Asset Retirement Obligations. It applies to legal obligations associate
with the retirement of long-lived assets that result from the acquisition, construction, develapen@n) the normal operation
of a long-lived asset, except for certain obligations of lessees. SFAS 143 requires that thesfairavéibility for an asset
retirement obligation be recognized in the period in which it is incurred if a reasonable estifa@teadfie can be made. The
associated asset retirement costs are capitalized as part of the carrying amount of the longtli@ed ssbsequently allocate:
to expense over the assetOs useful life. The Company will adopt SFAS 143 on January 1, 2003icthef &fefB 143 is not
expected to have a material impact on the CompanyOs financial statements.

In August 2001, the FASB issued SFAS 14&;ounting for the Impairment or Disposal of Long-Lived Assets. SFAS 144 retains
the current requirement to recognize an impairment loss only if the carrying amounts of long-ktedodss held and used ar
not recoverable from their expected undiscounted future cash flows. However, goodwill is no loniged tedpe allocated to
these long-lived assets when determining their carrying amounts. SFAS 144 requires that a losgdiveda abandoned,
exchanged for a similar productive asset, or distributed to owners in a spin-off be considered heédiamtil it is disposed.
However, SFAS 144 requires the depreciable life of an asset to be abandoned be revised. SFASesdlIrkEmg-lived assets
to be disposed of by sale be recorded at the lower of its carrying amount or fair value lessetiastdds cease depreciation
(amortization). Therefore, discontinued operations are no longer measured on a net realizablsisahrellfature operating
losses are no longer recognized before they occur. The Company will adopt SFAS 144 on Januaryie 20@ption of
SFAS 144 is not expected to have a material impact on the CompanyOs financial statements.
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3. Write-down of Investment

The Company has made certain investments since 1999 in one of its principal foundries, ESM Lirvi)et €eSure silicon
supplies. Such investments comprised of a cost basis equity interest, loans and advance payuatergssiticdn which totaled
I 42.4 million at September 30, 2001. The Company has continually monitored the recoverabilityvekitaénts in ESM in
light of the decline in demand in the industry and the deteriorating financial condition of ESM.oBabedCompanyOs
estimates of the fair value of its investments, indications of continued third-party financial iff®k, and the CompanyOs
intentions with respect to these investments, management previously determined that its invesiEBa&htséne recoverable.
However, during the 4th quarter 2001, the financial condition of ESM continued to deteriorateameaiy 2002, ESMOs leac
bank cancelled its lending facilities. As a result, ESM was subsequently placed in receivershgafasatmn under UK law).
Consequently, management currently believes that it will not recover its investments in ESM aotethecefded an
impairment charge df 42.4 million in the 4th quarter of 2001. It is possible that the Company may be able to recotiena p
of its investments in ESM. However, management is unable to estimate reliably what amount, if ergy thiimately be
recovered. See Note 18 for subsequent event.
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4. Income Taxes

Income (loss) before income taxes consists of the following:

Year ended December 31,

2001 2000 1999
Germany (69,629) 23965 8570
Foreign 5229 19,002 2,680

(64,409 42,967 11,250
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The benefit (provision) for income taxes consists of the following:

Year ended December 31,

2001 2000 1999
Current taxes:
Germany 856 (8,444) (2,286)
Foreign (1,618) (5,644) (1,149)
Deferred taxes:
Germany 23914 (2,430) (1,044)
Foreign (431) 108 91)

22,721 (16,410 (4,570

Although Dialog is a UK company, its principal operations are located in Germany and all of itthgpmrasidiaries are owne
by its German subsidiary. Accordingly, the following information is based on German corporate tamtibtlie end of 2000
German corporate tax law applied a split-rate imputation with regard to the taxation of the ineocoepmiration and its
shareholders. In accordance with the tax law, retained corporate income is initially subject tal @deplerate tax of 40% in
2000 and 1999, plus a solidarity surcharge of 5.5% on federal corporate taxes payable. Inclutipgcthef the surcharge, the
federal corporate tax rate amounts to 42.2% in 2000 and 1999. In 2000 and 1999, upon distritatdoredfaarnings to
shareholders, the corporate income tax rate on the earnings is adjusted to 30%, plus a solitlargg sifs.5% on the
distribution corporate tax, for a total of 31.65%, by means of a refund for taxes previously paid.

In 2000 and 1999, the Company applied the distributed corporate income tax rate of 30% to eatsifigsrofn subsidiary as
the Company plans to distribute such earnings to the parent company.

In October 2000, the German government enacted new tax legislation which, among other thingsthediarapanyOs
statutory tax rate for its German subsidiary from 40% on retained earnings and 30% on distribintgsl eanuniform 25%,
effective January 1, 2001. Including the impact of the solidarity surcharge of 5.5%, the federaltedgxaate amounts to
26.375 % in 2001. The change in German tax law did not have a material effect on the valuatiGooftaryOs German
source deferred tax assets and liabilities.

A reconciliation of income taxes determined using the German corporate tax rate of 26.375% fod2ZM0&5%¥ for 2000 and
1999 plus the after federal tax benefit rate for trade taxes of 11.225% for 2001 and 10.426% &md2®®P, for a combined
statutory rate of 37.6% for 2001 and 42.076% for 2000 and 1999, is as follows:

F-16

DIALOG SEMICONDUCTOR PLC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

61 of 69



Year ended December 31,

2001

Expected benefit (provision) for income taxes 24214
Credit for dividend distribution —
Foreign tax rate differential 395
Amortization of non-deductible Goodwill and intangible assets (494)
Write-down of investment (1,163)
Others (231)
Actual benebt (provision) for income taxes 22,721
Deferred income tax assets and liabilities are summarized as follows:

2001
Property, plant and equipment 157
Net operating loss and tax credit carryforwards 24,526
Other 24
Deferred tax assets 24,707
Property, plant and equipment (2,905)
Accounts receivable (93)
Prepaid expenses —
Accounts payable (1,172)
Deferred tax liabilities (4,170
Net deferred tax assets (liabilities) 20,537

2000
(18,081)
273
2,200
(439)
(363)

(16,410

2000
101
526

627
(2.525)
(208)

(417)
(482)

(3,632

(3,009

1999
(4,733)
177
343
(295)
(62)

(4,570

1999

145
415

560

(575)
427)

(17—7)

(1,179

(619

The deferred tax assets at December 31, 2001 reflect managementOs estimate of the amountréeiasill & a result of
future profitability. The amount of the deferred tax asset considered realizable could be recstoadtg®of future taxable

income are reduced.
5. Additional Cash Flow Information

The following represents supplemental information with respect to cash flows:

Year ended December 31,

2001 2000 1999

Interest paid 83 143 280
Income taxes paid 7,622 5214 1,860
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6. Inventories

Inventories are comprised of the following:

December 31,

2001 2000 1999
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Raw materials 7,358 11,827 2,527
Work-in-process 4,838 14,009 6,896
Finished goods 4956 10,982 596

17,152 36,818 10,019

7. Prepaid Expenses

At December 31, 2001, the Company maintained deposits of $20 million with Chartered SemicondudactMaryPte.,
Ltd., (CSM) and $6 million with ESM. These deposits are classified in the balance sheet line itamx@Uoaler the terms of
these agreements, the deposits will guarantee access several generations of process technalgdiesrangient products a
0.60-micron and 0.35-micron and will extend down to, and beyond 0.18-micron technologies. In atidittompany paid a
total of $21.5 million in 2000 as an advance payment for future wafer deliveries. Such advance saglassitied in the
balance sheet line items OPrepaid expenses.O As described in note 3 OWrite-down of Investnuemti€y] eed24 million
asset write-down in 2001 which includes the $6 million deposit with ESM and advance paymentsdavdfgudeliveries of
$8.3 million due to the financial uncertainty of ESM. The outstanding balance of the advance payefented in proportion
to the CompanyOs purchases of wafers from CSM, and at this time, the Company expects to hagathaeotipayment
refunded. During 2000 to hedge the foreign currency exposure with respect to the $26 million ¢f dagho€iSM and ESM,
the Company purchased foreign currency forward contracts to effectively change the US dollaridepésites (see Note
15).

8. Other long-term assets

Information with respect to changes to the companyOs property, plant and equipment, net, insetgitdeadwill,
investments and loans is presented in the consolidated Fixed Asset Schedule included herein.

Depreciation expense amounted tb2,801,! 8,126, and 2,548 for the years ended December 31, 2001, 2000 and 1999,
respectively.

9. Financial Liabilities

At December 31, 2001, the Company had an unused short-term credit!lid@,@82. There are no amounts outstanding unc
this credit line at December 31, 2001.
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10. Cumulative Redeemable Preference Shares

In October 1999, Dialog repaid the carrying amount, including cumulative unpaid dividends, of Zl&4@aS of cumulative
redeemable preference shares with a par value of £1 per share, previously issued at a premiunstudi€l pke carrying
amount of redeemable preference shares had been increds2@b$ through a charge to retained earnings in 1999 and 1¢

resulting in a total repayment bf19,563.

On May 18, 2000, the CompanyOs shareholders approved a resolution reclassifying the 5,640,164 issieetnad
preference shares of £ 1 per share as 56,401,940 ordinary shares of £ 0.10 per share rankingwvatrithassxisting ordinary
shares of the Company.

11. Shareholders’ Equity

At December 31, 2001, Dialog had authorized 104,311,860 ordinary shares with a par value of £sbdi@ pkssued and
outstanding were 44,068,930 ordinary shares.

On August 18, 1999, Dialog was re-registered as a public limited company under the laws of Engidattsmaed changed it:
name to Dialog Semiconductor Plc. Prior to that date, Dialog was incorporated as a private lipiitgccbanpany, registered
in England and Wales.

On September 24, 1999, Dialog approved a five-for-one split of the CompanyOs ordinary shareseahcheiifiges in its
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capital structure. In connection with the changes in capital structure, the authorized numbernf shdires of the Company
was increased by 9,500,000 shares. The Company also amended its Articles to allow for only cherdiassyoshares and
one class of preference shares. All previously outstanding OAO and OBO ordinary shares havetbdentoc@mvequal
number of the CompanyOs ordinary shares with a par value of £ 0.10 per share (after adjustmive-fortbiee split). Each
ordinary share entitles the holder to one vote.

On October 13, 1999, the Company completed an initial public offering of ordinary shares, receipiogesds (after
deduction of underwriting discounts, stamp duty and other offering expenses®,db2 from the sale of 7,500,000 new shar

On May 18, 2000, the shareholders of the Company approved the following resolutions related itattstroafure of Dialog
that (i) subdivided the 23,954,960 authorized ordinary shares with a par value of £0.20 per sleaneshyf & two-for-one shar
split into 47,909,920 ordinary shares with a par value of £0.10 per share, and (i) reclassifieddHi®95 issued and redeeme
cumulative redeemable preference shares with a par value of £1 per share as 56,401,940 ordinaith shpegs/alue of
£0.10 ranking pari passu with the existing ordinary shares of the Company.
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On June 29, 2000, the Company completed an offering of ordinary shares in Germany and the Usitexb@tatg in net
proceeds (after deduction of underwriting discounts, stamp duty and other offering expehdd,627 from the sale of
2,000,000 new shares!ab7.50 per share.

12. Employee Stock Purchase Plan

On March 26, 1998, the Company and its then majority owner, Apax, adopted the Subscription andt8tarereement
under which employees and directors are invited from time-to-time, at the discretion of the Bparch&se up to 3,456,890
ordinary shares of the Company from Apax or an established Employee Benefit Trust. The purchakthprateres is equal
to their estimated fair value on the date the employee or director subscribes for those sharese&mpibgirectors are
immediately vested in their purchased shares. During the first quarter of 1999, the Trust acqi8@id@68ary shares from
Apax for purposes of distributing them to employees under the Employee Stock Purchase Plan. Fod thherpéMarch 1,
1998 to December 31, 1998 and for the year ended December 31, 1999, employees and directorshb8ihaeédand
473,480 ordinary shares, respectively, at fair value on the date of purchase. During 2001 andT2080dtstributed 159,006
and 57,108 shares, respectively, in connection with the exercise of employee stock options. At D&Le20bé, the Trust
continued to hold 216,616 shares.

13. Stock Option Plan

On August 7, 1998, the Company adopted a stock option plan (OPlanO) under which employees analjréetgranted
from time-to-time, at the discretion of the Board, stock options to acquire up to 3,840,990 stteeomipanyOs authorized
but unissued ordinary shares. Stock options are granted with an exercise price not less thamtbe festigalue at the date o
grant. Stock options have terms of ten years and vest over periods of one to five years fronofrgratste

The fair value of the stock option grants was estimated using the Minimum Value Method prior tofr@n@®s initial public
offering in October 1999. The fair value of all subsequent grants is estimated using the Black¢ptiuoiggicing model. The
following weighted-average assumptions were used for stock option grants for the years ended [3dc&dey 2000 and
1999.

Year ended December 31,

2001 2000 1999
Expected dividend yield 0% 0% 0%
Expected volatility 108% 70% —
Risk free interest rate 4.6% 4.8% 4.0%
Expected life (in years) 29 5 5
Weighted-average fair value of options granted (in ! ) 4.37 20.35 0.15
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Stock option plan activity for the years ended December 31, 2001, 2000 and 1999 was as follows:

Year ended December 31,

2001 2000 1999

(prices in€) Options Weighted average Options Weighted average Options Weighted average

exercise price exercise price exercise price
Outstanding at beginning of year 2,849,778 14.01 1,840,500 0.54 1,077,710 0.28
Granted 1,193,460 6.86 1,192,520 33.00 773,140 0.88
Exercised (159,006) 042 (57,108) 0.50 — —
Forfeited (145,106) 2041 (126,134) 3.54 (10,350) 0.28
Cancelled (1,066,620) 32.80 — — — —
Outstanding at end of year 2,672,506 3.78 2,849,778 14.01 1,840,500 0.54
Options exercisable at year end 536,594 0.89 331,834 0.38 — —

In June 2001, the CompanyOs board of directors approved a resolution giving employees the rghttieicaptions granted
in June and October 2000. Employees elected to cancel a total of 250,040 options granted in Jutle 20@Rercise price of
I 55 and 816,580 options granted in October 2000 with an exercise pri@&ofn December 2001, approximately 1.0 millior
options were granted at an exercise price equal to fair value (at the! dagr(share).

The Company applies APB Opinion 25 in accounting for the Plan and, accordingly, no compensatias lnesh mecognized
for its stock options in the consolidated financial statements. Had the Company determined comparssdtased on the fair
value at the grant date for its stock options under SFAS 123, OAccounting for Stock-Based ComgetimammpanyOs net
income (loss) would have been the pro forma amounts indicated below for the years ended Dece@fikrZI)®and 1999
(in thousands of Euro, except per share data):

Year ended December 31,

2001 2000 1999
Net income (loss):
As reported “41,679) 26,557 6,680
Pro forma 42,802) 25,809 6,666
Net income (loss) per share —basic:
As reported (0.95) 0.62 0.16
Pro forma (0.98) 0.59 0.16
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The following table summaries information about stock options outstanding at December 31, 2001:

Options Outstanding Options Exercisable
Number Outstanding Weighted-Average Number Exercisable
at December 31, Remaining Weighted-Average  at December 31,  Weighted-Average
Range of Exercise Prices 2001 Contractual Life Exercise Price 2001 Exercise Price
1032-1.28 1,446,366 71 10.61 533,070 10.67
1 3.00 -9.00 1,191,740 9.9 16.86 — —
1 26.00 29,000 8.8 126.00 2,444 126.00
I 55.00 5,400 8.5 155.00 1,080 155.00
1 0.32-55.00 2,672,506 84 13.78 536,594 10.89
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14. Lease Commitments

The Company leases design software, certain of its office facilities, office and test equipmeahieed under operating
leases. Total rentals under operating leases, charged as an expense in the statement of incoatktcdn8oid®,! 6,220 and
I 2,528 for the years ended December 31, 2001, 2000 and 1999, respectively.

Future minimum lease payments under rental and lease agreements which have initial or remairimgxeess of one year ¢
December 31, 2001 are as follows:

2002 2003 2004 2005 2006 Thereafter
Operating leases 9,938 2,713 678 572 504 1,018
15. Derivative Financial Instruments and Hedging Activities
a) Use of Financial Instruments

Changes in exchange rates influence the CompanyOs results of operations because sales arenminiaaiigciim US dollars
and Euros whereas purchases of raw materials and manufacturing services are primarily denomi8adetlarsUn order to
reduce foreign currency exposure, the Company attempts to match cash inflows and outflows (ssleplyitiosts) in the
same currency, primarily the US dollar. In situations where the Company is not able to effectichlgashtinflows and
outflows in the same currency, management considers the use of derivative financial instrumemizgttéysad policy, the
Company does not engage in derivatives trading, derivatives market-making or other speculaties.activit

The Company purchased foreign currency forward contracts in 2000 to effectively change $26 nubijposits with its
manufacturers into Euros. At December 31, 2001, these derivative financial instruments had a maadanityrofi24 months.
Because of the write-off of our investments in ESM, $6 million of deposits no longer qualify fordwmxgmting.
Consequently, future changes in the fair value of the related foreign currency forward contractedtidnized in results of
operations.
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b) Information with Respect to Cash Flow Hedges

Recognized foreign-currency-denominated assets or liabilities for which a foreign currency traigséctorrioss is recognizec
in earnings qualify as a hedged item under SFAS 138. Cash flow hedge accounting is used for foesigy-a@enominated
assets or liabilities hedging situations in which all of the variability in the functional-currenatemt cash flows are
eliminated by the effect of the hedge. The hedging derivative is reported on the balance sHagtwtlits and the
remeasurement of the foreign-currency-denominated assets or liabilities is based on the guid&®&XFBkeign Currency
Translation. Subsequent changes in exchange rates result in the reclassification of unrealized gains arllmeEskesin
accumulated other comprehensive income related to the hedging derivative into earnings (finanoéaliaetidn the same
period as the changes in exchange rates affect the foreign-currency-denominated assets or liabilities.

The Company anticipates tHaR1 of losses included in accumulated other comprehensive income at December 31, 2001
were also included in accumulated other comprehensive income at January 1, 2001, will be reatésgfietings during the
next year.

c) Fair value of financial instruments

The carrying amount of cash and cash equivalents, accounts receivable, other current assetstaiadbiGtie®approximates
fair value due to the short maturity of these financial instruments.

At December 31, 2000 the notional amounts, carrying amounts and fair values of the forward contidep®sits were as
follows:
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Notional amounts  Carrying amounts Fair values

Currency contracts 28,190 — 1,194
Deposits — 28,190 26,996

The fair values of the forward foreign contracts were based on reference exchange rates adjustesbfordtive interest rate
differentials.

16. Segment Reporting
The Company operates in one segment, the design and supply of semiconductor chips.
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Revenues by product-type consisted of the following:

Year ended December 31,

2001 2000 1999
Revenues
Wireless communication 77,751 180,345 68,052
Wireline communication 2,623 9,501 2,953
Automotive 5,923 7,948 6,980
Industrial 14,222 15,221 7,852
Other — 1,444 1,409

100,519 214,459 87,246

Revenues are allocated to countries based on the location of the shipment destination.

Year ended December 31,

2001 2000 1999

Revenues

Germany 22912 40941 21,024
Sweden 16,169 57,866 29,679
United Kingdom 4356 21,480 5,737
Other European countries 17,534 35,726 19,136
China 20,084 2,562 —
Malaysia 7,773 35,582 5,145
Other countries 11,691 20,302 6,525

100,519 214,459 87,246

Long-term assets are allocated according to their location.

Year ended December 31,

2001 2000 1999
Long-term assets
Germany 95,795 116,386 36,079
Japan 564 — —
United Kingdom 11,694 12,801 5,457
USA 857 1,390 967
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Sweden 581 554 —

109,491 131,131 42,503
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17. Earnings Per Share

Earnings per share is determined as follows (in thousands of Euro, except number of shares asgeashizig):

Year ended December 31,

2001 2000 1999
Net income (loss) 41,679 26,557 6,680
Less preference share dividend — — (1,026)
Net income (loss) applicable to ordinary shareholders 41,679 26,557 5,654
Weighted average number of shares outstanding (in thousands)—basic 43,788 42,669 35,980
Dilutive effect of stock options (1) — 1,631 1,810
Weighted average number of shares outstanding (in thousands)Ndiluted 43,788 44,300 37,790
Earnings (loss) per share—basic (0.95) 0.62 0.16
Earnings (loss) per share —diluted (0.95) 0.60 0.15

(1) Options issued in 2000 were not included in the computation of diluted earnings per sharethecmissasO underlying
exercise price was greater than the average market price for Dialog ordinary shares for the y&srcamaleer 31, 2000.
Because the Company reported a net loss for the year ended December 31, 2001, only basic peushbes do@en presente
for this period.

18. Subsequent Event

Following the placement of ESM Limited into receivership, as discussed in Note 3, we recentlytlestrttesireceiver had
successfully completed negotiations that will result in the sale of ESM Limited to InternationfieREctiporation. Based on
the terms of the sale agreement the Company expects to recover approXiredely of its investment in ESM Limited. This
recovery will be recognized in our financial statements when realized, which is expected to bendyahthe first quarter of
2002.
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By: /s/ Roland Pudelko

Roland Pudelko

Executive Director, CEO and President
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