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Section 1| Overview

Dialog Semiconductor shares in 2009

Dialog substantially outperformed the
market with the share price growing
by more than 1,100% in 2009 and
share liquidity increasing by 575%.
Dialog gains the confidence of the
market with many new high-calibre
investors attracted as stockholders.

Share price development

For Dialog shares, 2009 was a record year in terms of growth.
Starting the year at €0.66, it steadily rose during the year. In
September, an equity offering for 12 million ordinary shares was
priced at €3.65; a premium of 4% to the date the offering was
announced. Post issuance of the shares, the stock continued to
rise steadily reaching a high for the year in December at €8.42
before closing the year at €7.63.

The following graphs chart the cumulative Shareholder return of
the Company for the past 12 months and for the past five years,
compared with selected technical benchmark indices — Germany’s
TecDAX index — which Dialog itself entered in September 2009,
and the Philadelphia SE Semiconductor index (“SOX"). As can be
seen from the graph, for 2009 Dialog outperformed the TecDAX
by 55 times and the SOX by more than 17 times.

This means that in the course of 2009, we succeeded in achieving
one of our most important corporate objectives; namely, to increase
the value of the Company for the benefit of the Shareholders.

2009 12-month Dialog Semiconductor share price performance

1400

1200

1000

800

600

400

200

Jo9
F 09

— DIALOG SEMICON. (XET)

M 09
A 09

— TECDAX (XETRA) — PRICE INDEX

M 09

[=2] [=2] (=2} [=2] [=2] [=2] =)
o o o o o o o
- - < 2 (] =2 [a]
— PRIME BIOTECHNOLOGY IG - PRICE INDEX = PHILADELPHIA SE SEMICONDUCTOR - PRICE INDEX

Dialog Semiconductor Plc Annual report and accounts 2009 7





















Section 2 | Business review

Chief Executive’s review

Layout of a Dialog Power Management Chip.

product families that will provide the basis to accelerate

further diversification. These include a programmable Power
Management device which revolutionises the way analogue
designers can now design their system, our first stand-alone
Audio IC, which sets a competitive benchmark in the industry for
low power consumption. Additionally, to support the increasingly
popular Intel® Atom™ micro processors, we provide very high
integrated Power Management companion devices and already
have announced a strategic partnership with Harman Becker who
will use our devices in their automotive infotainment platforms.

It was a difficult year for our Automotive and Industrial segment,
with the global crisis within the automotive industry affecting
sharply our automotive revenue early in the year. However, a
pickup was seen late in the year where our shipments recovered
to near historical levels. The transition to energy saving lighting,
including LEDs, is providing an opportunity for Dialog to further
build on our existing lighting business. To capitalise on this
opportunity, during the year we announced a joint development
centre in Austria with Tridonic Atco — a leader in lighting.

Underpinning our success was an exceptional performance by
the whole team at Dialog who responded magnificently to the
opportunities and challenges of 2009, and to whom | offer my
sincere thanks. At the same time, | would like to also thank our
customers and business partners for their long-standing loyalty
and the trust they put in us. The same applies to our
Shareholders, as we strive to continue to deliver sustainable
shareholder value.
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The economic crisis which we are all coming through is bringing
us not only tremendous challenges but also major opportunities.
As a leader in Power Management integrated technology,

we're now a highly respected partner worldwide when it comes
to enhancing the battery efficiency of portable devices. We see
enormous long-term growth prospects opening up for us in these
fields as energy efficiency becomes of ever increasing importance
to our society.

In 2010 we aim to achieve:

e continued profitable revenue growth driven by market share
gain in Power Management and Audio ICs especially within
the smartphone and portable media device market;

@ advanced innovation with our continuing success based on
two key factors: a sharp focus on customers and a winning
product portfolio based on a solid road map for the future;

® volume production of our passive matrix OLED IC display
technology together with our display module partners,
offering superior performance and a more energy efficient
solution than incumbent displays today; and

e continued diversification of our customer and product base
in both portable and other industrial markets through both
organic development and inorganic activities — including
complementary technology-based acquisitions.

We concluded the year by winning the prestigious Global
Semiconductors Association inaugural EMEA Leadership Council
Award, the Elektra Company of the Year and Elektra Fabless
Semiconductor Supplier of the Year Awards. This is a strong
testament from the semiconductor industry to our core
technologies, and the strength of the newly invigorated Dialog, for
the Company as a whole to be acknowledged publicly in this way.

Global Semiconductor Association (GSA) Award
presented to Dialog Semiconductor at US Silicon
Valley event in December 2009.

Elekira
WINNER

As we pursue our long-term corporate strategy, our financial
and operational targets are clearly defined where we aim for
continued growth ahead of the industry and our closest peers.
We will continue to provide transparency regarding current
performance, future opportunities and strategies in

our communication.

This is truly an exciting time to be leading such a dynamic company,
and | am confident in the continued future success of Dialog.

Dr Jalal Bagherli
Chief Executive Officer



Section 2 | Business review

Solutions, products technology and key customers

Dialog has combined its Power
Management technology leadership
and dedicated customer support,
delivering fully optimised integrated
products and solutions.

Our solutions

Our solutions address two major markets: mobile handset

and portable electronic devices, and automotive and industrial
electronics. The continuing decrease in size — and increase

in capabilities — of portable devices is a major driver in the
development of our solutions. High-speed data, video and
high-quality audio on mobile telephones and other hand-held
products, make huge demands on battery energy management,
as well as on the technology which controls the quality of images
and displays. Our skill in developing highly integrated silicon
solutions enables our customers to design products which deliver
excellent performance as well as market-leading talk and standby
times. In the automotive market customers use our products in
the comfort and safety systems, as well as in the management
and control of the electronic systems they design for cars; and

in the industrial market customers use our products in highly
integrated smart-power management systems, such as intelligent
electronic ballasts for fluorescent lighting.

Design, development and production

We are justifiably recognised for the quality and feature-rich
functionality of our mixed signal standard Integrated Circuit
("1C") and Application Specific Integrated Circuit (“ASIC")
solutions. We nevertheless continually work to increase our digital
and analog design expertise, and to develop our software. During
2009, we invested US$42.6 million in research and development.
Our ability to develop mixed signal ASIC and Application Specific
Standard Product (“ASSP”) designs rapidly, enables us to respond
to customers’ needs for new solutions that increase performance,
while at the same time reducing cost. Our strategy of modifying
and reusing a wide set of specialised analog building blocks
speeds up the design process; in addition, our use of industry
standard design tools increases the level of automation and the
quality of verification in our products. Our commitment to

continuously deepening our expertise has resulted in increased
levels of integration and product innovation in all business sectors.

Power Management and Audio ICs

Effective Power Management — in which the design of chips used
in hundreds of millions of mobile phones and other portable
devices has given us a great deal of experience — is increasingly
one of the fundamentals of system design. However, Power
Management constantly presents new challenges with the
introduction of multi-core processors, increased peak currents
due to lower geometry technologies and multiple sleep modes.
Lithium batteries need to charge faster, safer and from a wider
variety of sources such as USB ports demanding, for example,
powerpath control. These trends impact the Power Management
IC directly, and we constantly evolve our core technology and
intellectual property to extend our market-leading status.

With a long legacy of delivering different Power Management
designs for world-leading mobile phone manufacturers and
portable consumer OEMs, we optimise all aspects of the design
including electrical, thermal and mechanical (packaging)
considerations. These designs offer unprecedented integration with
multiple Power Management and analogue functions on the chip,
including programmable high-performance LDOs (low drop-out
voltage regulators), high-efficiency DC-DC voltage converters,
intelligent battery charging circuits, software programmable LED
drivers, sensor ADCs, USB interfaces, and multichannel audio
capabilities. By capitalising on our experience in integrating

high- and low-voltage circuits on CMOS — the most widely used
semiconductor technology — and combining it with our experience
in developing and integrating high-performance CODECs and
other analog functions, we are able to offer a selection of
differentiated Power Management and audio solutions. The
integration of more than 30 different functions on a single chip
delivers significant space, power and cost savings to our customers.
In 2009, we launched a new class of Power Management product
—DA9052, an advanced system Power Management integrated
circuit (PMIC) that offers designers greater flexibility in reducing
power consumption, size and cost in mobile phones and other
portable multimedia devices. Conceived as a platform-PMIC,
capable of supporting all major families of application and

mobile graphics processors, DA9052 offers a superior level

of user configurability compared to standard PMIC products.
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Section 3 | Management and governance

Internal control

In accordance with the EU Transparency Directive (DTR 7.2.5), Dialog’s Board of Directors and Audit Committee acknowledge that they
are responsible for the Company’s processes of internal control and for reviewing its effectiveness. Such processes are designed to
manage rather than eliminate the risk of failure to achieve business objectives, and can only provide reasonable and not absolute
assurance against material misstatement or loss.

The Company has an ongoing process for identifying, evaluating and managing the significant risks it faces. This process is reviewed in
accordance with the EU Transparency Directive. The process was in place during 2009 and up to the date of the approval of the 2009
annual report and financial statements.

The Company’s Board and Audit Committee can confirm that necessary actions have been taken to remedy any significant failings
or weaknesses identified from these process reviews and from two additional independent IT audits performed during 2009.

Business conduct and ethics

Dialog seeks to comply with all laws and regulations that have an impact on its business. In addition, the Company expects its
employees and Directors to act with honesty, integrity and fairness in the conduct of its business. Dialog’s Code of Business Conduct
and Ethics is published on the Company’s Website.

Dialog is committed to taking account of interests outside the Company, including those of employees, business partners, the
environment and the local communities on which it has an impact. The Board values, and has developed, a culture of corporate social
responsibility that takes the above factors into consideration.

Audit and auditors
The consolidated financial statements have been audited by Dialog’s auditors, Ernst and Young (“E&Y"). E&Y were appointed in
October 2006 following a tender process.

The remuneration given to the auditors over the past two financial years is detailed in notes 3 and 31 to the consolidated financial
statements on pages 55 and 84.

The Company’s audited financial statements for the year ended 31 December 2008, and the reports from the Directors and
auditors thereon, were presented to, and approved by, the Shareholders at the AGM of the Company held on 22 April 2009.
E&Y, the Company’s independent auditors, were reappointed until the following AGM.

Declaration of conformity with regard to the German Corporate Governance Code

Dialog Semiconductor Plc has established and published its own Corporate Governance principles corresponding in substance
to the provisions of the German “Corporate Governance Code” as amended on 14 June 2007 thereby adopting in substance
the recommendations of the Government Commission on the German Corporate Governance Code. This declaration is available
on the internet at: www.dialog-semiconductor.com.

Gregorio Reyes
Chairman

11 February 2010
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Section 3 | Management and governance

Directors’ remuneration report

Policy on Directors’ remuneration
The Board is responsible for setting the Company’s policy on Directors’ remuneration; the Remuneration and Nomination Committee
agrees the remuneration for each executive Director.

The primary objectives of the Company’s policy on executive Directors’ remuneration are, first, that it should be structured so as
to attract and retain executives of a high calibre, with the skills and experience necessary to develop the Company successfully and,
second, to reward them in a way which encourages the creation of value for the Company’s Shareholders.

The performance measurement of each executive Director and the determination of his annual remuneration package are undertaken
by the Remuneration and Nomination Committee.

No Director is involved in deciding his or her own remuneration. The Remuneration and Nomination Committee comprises
non-executive Directors and its role is, inter alia, to apply the Board's policy on remuneration. The current members of the
Committee are Russ Shaw (Chairman), Chris Burke and Peter Weber.

The Company has one executive Director, Dr Jalal Bagherli, who was appointed on 12 September 2005. The executive Director’s

remuneration consists of three components:

1. Salary - reflects the executive’s experience, responsibilities and market value;

2. Bonus - as part of his remuneration, Dr Bagherli receives bonuses based on objectives set by the Remuneration and Nomination
Committee relative to the performance of the Group, as an incentive to Dr Bagherli to achieve relevant and demanding targets,
in relation to revenue growth, operating profit, design wins; and

3. Share options — details are set out in note 21 to the consolidated financial statements.

Compensation of non-executive Directors
Non-executive Directors, for example, are paid quarterly for their roles as Directors. Additional fees are paid to the Chairman of the
Company’s Board committees, the Audit Committee, and the Remuneration and Nomination Committee.

Our Directors are all reimbursed for any reasonable travel expenses incurred in connection with their attendance at Board meetings
or Board committees; they are also eligible to receive share options.

There is no contractually agreed termination benefit for non-executive Directors.

Directors’ contracts
The service agreement with Dr Jalal Bagherli, executive Director, dated 19 July 2005, is of unlimited duration. The agreement may
be terminated by either party on six months’ notice but increasing to 12 months on a change of control of the Company.

Performance graph
Details are set out on pages 7 and 8 of this report.

Share options
Details are set out in note 21 to the consolidated financial statements, on pages 67 to 69.

Directors’ share interests
Directors’ beneficial interests (as defined by the Companies Act 2006) in 10 pence ordinary shares of the Company are set out in
note 21a, on page 67, in the notes to the consolidated financial statements.

Directors’ pension arrangements
The Company contributes 9% of the executive Director’s basic salary to a pension scheme. There are no pension arrangements for
non-executive Directors.

Non-executive Directors’ terms

All non-executive Directors are appointed for up to three years by the Board of Directors, subject to any earlier requirements to
stand for a re-election as required by the Articles of Association (one-third of the non-executive Directors must stand for re-election
at each AGM).
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Section 4 | Consolidated financial statements and notes

Independent Auditors’ report to the members
of Dialog Semiconductor Plc

We have audited the financial statements of Dialog Semiconductor Plc for the year ended 31 December 2009 which comprise the Group
and Parent Company Statements of Financial Position, the Group Statement of Comprehensive Income, the Group and Parent Company
Cash Flow Statements, the Group and Parent Company Statements of Changes in Equity and the related notes 1 to 34. The financial
reporting framework that has been applied in their preparation is applicable law and International Financial Reporting Standards (IFRSs)
as adopted by the European Union and, as regards the parent company financial statements, as applied in accordance with the
provisions of the Companies Act 2006.

This report is made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006.
Our audit work has been undertaken so that we might state to the Company’s members those matters we are required to state to them

in an auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone
other than the Company and the Company’s members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 35, the Directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view. Our responsibility is to audit the
financial statements in accordance with applicable law and International Standards on Auditing (UK and Ireland). Those standards
require us to comply with the Auditing Practices Board’s (APB’s) Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by fraud or error. This includes an
assessment of: whether the accounting policies are appropriate to the Group’s and the parent company’s circumstances and have been
consistently applied and adequately disclosed; the reasonableness of significant accounting estimates made by the Directors; and the
overall presentation of the financial statements.

Opinion on financial statements

In our opinion:

e the financial statements give a true and fair view of the state of the Group’s and of the parent company’s affairs as at 31 December
2009 and of the Group’s profit for the year then ended;

e the Group financial statements have been properly prepared in accordance with IFRSs as adopted by the European Union;

@ the parent company financial statements have been properly prepared in accordance with IFRSs as adopted by the European Union
and as applied in accordance with the provisions of the Companies Act 2006; and

e the financial statements have been prepared in accordance with the requirements of the Companies Act 2006 and, as regards the
group financial statements, Article 4 of the IAS Regulation.

Opinion on other matters prescribed by the Companies Act 2006

In our opinion:

e the part of the Directors’ Remuneration Report to be audited has been properly prepared in accordance with the Companies Act 2006;

e the information given in the Directors’ Report for the financial year for which the financial statements are prepared is consistent
with the financial statements; and

e the information given in the Corporate Governance Statement set out pages 29 to 31 and the web-address (www.dialog-
semiconductor.com) with respect to internal control and risk management systems in relation to financial reporting processes and
about share capital structures is consistent with the financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following:

Under the Companies Act 2006 we are required to report to you if, in our opinion:

@ adequate accounting records have not been kept by the parent company, or returns adequate for our audit have not been received
from branches not visited by us; or

@ the parent company financial statements and the part of the Directors’ Remuneration Report to be audited are not in agreement
with the accounting records and returns; or

e certain disclosures of Directors’ remuneration specified by law are not made; or we have not received all the information and
explanations we require for our audit.

Kevin Harkin (Senior Statutory Auditor)

for and on behalf of Ernst & Young LLP Statutory Auditor
Reading

11 February 2010
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Section 4 |

Consolidated statement of changes in Shareholders” equity

Other reserves

Currency Employee stock
Additional paid-in Accumulated translation Cash flow  Available-for-sale purchase plan
Ordinary Shares capital deficit adjustment hedges securities shares Total
US$000 US$000 US$000 US$000 US$000 US$000 US$000 US$000

Balance at 1 January 2008 9,328 222,914 (177,844) (902) 89 312 (205) 53,692
Total comprehensive income
(loss) - - 6,761 (1,136) (282) (312) - 5,031
Sale of employee stock
purchase plan shares - 91 - - - - 66 157
Equity settled transactions, net
of tax - - 1,325 - - - - 1,325
Changes in Equity total - 91 8,086 (1,136) (282) (312) 66 6,513
Balance at 31 December
2008/1 January 2009 9,328 223,005 (169,758) (2,038) (193) - (139) 60,205
Total comprehensive income
(loss) - - 32,727 308 (179) - - 32,856
Capital increase public offering
(gross proceeds) 1,922 62,421 - - - - - 64,343
Transaction costs of capital
increase — public offering - (4,685) - - - - - (4,685)
Capital increase for employee
share option plan (gross
proceeds) 575 473 - - - - (1,048) -
Transaction costs of capital
increase — employee share
option plan - 41 - - - - - 41)
Sale of employee stock
purchase plan shares - 2,560 - - - - 377 2,937
Equity settled transactions, net
of tax - - 1,364 - - - - 1,364
Changes in Equity total 2,497 60,728 34,091 308 (179) - (671) 96,774
Balance at 31 December 2009 11,825 283,733 (135,667) (1,730) (372) - (810) 156,979
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Notes to the consolidated financial statements

1. General

The consolidated financial statements of Dialog Semiconductor Plc (“Dialog or the Group”) for the year ended 31 December 2009 were authorised for
issue in accordance with a resolution of the Directors on 11 February 2010. Dialog Semiconductor Plc is a company incorporated in the UK, whose
shares are publicly traded. The principal activities of the Group are set out in the segment reporting (note 24).

Company name and registered office
Dialog Semiconductor Plc

Tower Bridge House

St Katharine's Way

London ETW 1AA

United Kingdom

Basis of presentation

The consolidated financial statements are prepared on the historical cost basis except that financial instruments classified as available-for-sale and
derivative financial instruments are stated at their fair value. The consolidated financial statements are presented in US dollars (“US$") and all values are
rounded to the nearest thousand (US$000) except when otherwise stated.

Statement of compliance

The accompanying consolidated financial statements have been prepared on the basis of the recognition and measurement requirements of
International Financial Reporting Standards (IFRS) and its interpretation as adopted by the EU. Based on these standards, management has applied the
accounting policies as provided in note 2.

2. Summary of significant accounting policies

Changes in accounting policies and disclosures

The accounting policies are consistent with those of the previous financial year except for the changes resulting from the adoption of the following
revised and new Standards and new IFRIC interpretations during the year

IAS 1 - Presentation of Financial Statements (revised)
The revised IAS 1 was issued in September 2007 and is effective for periods beginning on or after 1 January 2009. The changes made are to
require information in financial statements to be aggregated on the basis of shared characteristics and to introduce a statement of
comprehensive income. The revised standard gives preparers of financial statements the option of presenting items of income and expense
and components of other comprehensive income either in a single statement of comprehensive income with subtotals, or in two separate
statements.

The Group has opted to present the items of comprehensive income in a separate statement.

IAS 23 - Borrowing Costs
The principal change to the Standard was to eliminate the option to expense all borrowing costs when incurred. This change did not have an
impact on these financial statements as there are currently no qualifying assets.

IFRS 7 Financial Instruments: Disclosures (amended)
The amended IFRS 7 was issued in March 2009 and is effective for periods beginning on or after 1 January 2009. The amendments improve
the disclosure requirements about fair value measurements and reinforce existing principles for disclosures about the liquidity risk associated
with financial instruments. The amendments to IFRS 7 introduce a three-level hierarchy for fair value measurement disclosures and require
entities to provide additional disclosures about the relative reliability of fair value measurements. In addition, the amendments clarify and
enhance the existing requirements for the disclosure of liquidity risk. However, it is no requirement to provide comparative disclosures in the
first year of application.
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2. Summary of significant accounting policies continued

Financial assets held to maturity

Non-derivative financial assets with fixed or determinable payments and fixed maturities are classified as held to maturity when the Group has the
positive intention and ability to do so. After initial measurement, held-to-maturity investments are measured at amortised cost using the effective
interest method. The effective interest method takes into account any premium or discount on acquisition and includes transaction costs and fees that
are an integral part of the effective interest rate.

Gains and losses are recognised in profit or loss when the investments are de-recognised or impaired, as well as through the amortisation process.

The carrying amount of financial assets held-to-maturity are tested at each reporting date to determine whether there is objective, material evidence of
impairment as outlined in IAS 39.59. Any impairment losses caused by the fair value being lower than the carrying amount are recognised in profit or
loss. The Group does not use allowance accounts in order to record the impairment in the statement of financial position but credits the impairment
loss directly against the book value of the financial assets.

If in a subsequent period the fair value increases and this increase can be related objectively to events occurring after the impairment was recognised,
the impairment loss is reversed to the extent that the carrying value of the asset does not exceed its amortised cost at the reversal date. The fair value
which is required for impairment testing corresponds to the present value of the estimated future cash flows discounted using the original effective
interest rate.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted on an active market, such as trade
account receivables. Loans and receivables are recorded initially at fair value and do not bear interest. As of 31 December 2009 as well as 31 December
2008, loans and receivables of the Group comprise mostly trade accounts receivables from customers. The Group also classified cash, cash equivalents
(except for deposits designated as hedging instruments) and restricted cash as loans and receivables. After initial recognition, loans and receivables are
subsequently carried at amortised cost using the effective interest method, less any allowance for impairment, if necessary.

Gains and losses are recognised in the income statement when the loans and receivables are de-recognised or impaired. Interest income and expense on
the application of the effective interest method are also recognised in profit or loss.

The Group continuously reviews its allowance for doubtful accounts. Management considers the collectability of a trade account receivable to be
impaired when it is probable that the Group will be unable to collect all amounts due according to the sales terms, based on current information and
events regarding the customers’ ability to meet their obligations. The amount of the impairment loss on loans and receivables is measured as the
difference between the carrying amount of the asset and the present value of estimated future cash flows, discounted at the original effective interest
rate of the financial asset. The amount of the impairment loss is recognised in profit or loss.

If, in a subsequent reporting period, the amount of the impairment loss decreases, and the decrease can objectively be related to an event occurring
after the impairment was recognised, the previously recognised impairment loss is reversed and recognised in profit or loss.

When a trade receivable is considered to be impaired, any credit losses are included in the allowance for doubtful accounts through a charge to bad
debt expenses. Account balances are set off against the allowance after all means of collection have been exhausted and the potential for recovery is
considered remote. Recoveries of trade receivables previously written-off are recorded as other income when received. Reversals of impairment losses
are recognised in profit and loss. The Group does not have any off-balance sheet credit exposure related to its customers.

Receivables from work in process for customer specific development projects according to IAS 11 are recorded in the balance sheet line “trade account
receivables and other receivables” and are disclosed in the notes respectively.
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Notes to the consolidated financial statements

2. Summary of significant accounting policies continued

Available-for-sale financial assets

Available-for-sale financial assets are those non-derivative financial assets that are designated as available-for-sale or are not classified as loans and
receivables, held-to-maturity investments or as financial assets at fair value through profit or loss.

After initial measurement available-for-sale financial assets are measured at fair value. Unrealised gains and losses, net of the related tax effect, on
available-for-sale financial assets are excluded from earnings and are reported as a component of other reserves until realised, or the investment is
determined as being impaired.

At each reporting date, the carrying amounts of available-for-sale assets are assessed to determine whether there is objective, significant evidence of
impairment as outlined in IAS 39.59. Any impairment losses on available-for-sale financial assets are charged to earnings. The Group does not use
allowance accounts in order to record the impairment in the statement of financial position but credits the impairment loss directly against the book
value of the financial assets. If this impairment relates to losses previously recognised in equity then the impairment loss is transferred from equity to the
income statement. Reversals of impairment losses in respect of equity instruments or investment funds that are classified as available-for-sale are not
recognised in profit or loss. Reversals of impairment losses on debt instruments are reversed through profit or loss if the increase in fair value of the
instrument can be objectively related to an event occurring after the impairment loss was recognised in profit or loss.

The fair value of available-for-sale financial assets actively traded in organised financial markets is determined by reference to quoted market bid prices
at the close of business on the reporting date.

For investments in which there is no active market, fair value is determined using valuation techniques, including recent arm’s length market
transactions; reference to the current market value of another instrument which is substantially the same; discounted cash flow analysis; or other
valuation models. If the fair value of unquoted equity instruments cannot be measured with sufficient reliability, these instruments are measured at cost
(less any impairment losses, if applicable).

Derecognition of financial assets
A financial asset is derecognised when:

@ the right to receive cash flows from the asset have expired;

@ the Group retains the right to receive cash flows from the asset, but has assumed an obligation to pay them in full without material delay to a third
party under a “pass through agreement”; or

® the Group has transferred its rights to receive cash flows from the asset and either (a) has transferred substantially all the risks and rewards of the
asset, or (b) has neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred control of the asset.

When the Group has transferred its rights to receive cash flows from an asset and has neither transferred nor retained substantially all the risks and

rewards of the asset, nor transferred control of the asset, the asset is recognised to the extent of the Group’s continuing involvement in it.

Financial liabilities
Financial liabilities primarily include trade accounts payable, liabilities due to banks, derivative financial liabilities and other liabilities.

Financial liabilities measured at amortised costs

After initial recognition at fair value, less directly attributable transaction costs, financial liabilities are subsequently measured at amortised cost using the
effective interest method.

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss include liabilities held for trading and financial liabilities designated upon initial recognition as at

fair value through profit or loss. Gains and losses on liabilities held for trading are recognised in profit or loss.

During the financial years 2009 and 2008 the Group did not classify any financial liabilities as financial liabilities at fair value through profit or loss.
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Notes to the consolidated financial statements

2. Summary of significant accounting policies continued
measurement of the progress made towards completing the particular project. Losses on projects in progress are recognised in the period they become
likely and can be estimated.

Government grants

Government grants are recognised where there is reasonable assurance that the grant will be received and all attaching conditions will be complied
with. When the grant relates to an expense item, it is recognised as income over the period necessary to match the grant on a systematic basis to the
costs that it is intended to compensate. Grants are deducted in reporting the related expense. The Group does not receive grants that relate to assets.

Cost of sales
Cost of sales consists of the costs of outsourced production, assembly and test, personnel costs and applicable overheads and depreciation of
eguipment. Provisions for estimated product warranties are recorded in cost of sales at the time the related sale is recognised.

Sales and marketing expenses
Sales and marketing expenses consist primarily of salaries, travel expenses, sales commissions, bad debt expenses and costs associated with advertising
and other marketing activities.

General and administrative expenses
General and administrative expenses consist primarily of personnel and support costs for finance, human resources, ERP system and other management
departments which are not attributable to development, production or sales functions.

Research and development costs
Costs identified as research costs are expensed as incurred, whereas development costs on an individual project are capitalised as an intangible asset
and amortised over the period of expected future benefit if the Group can demonstrate the following:

@ the technical feasibility of completing the intangible asset so that it will be available for use or sale;

@ its intention to complete the intangible asset and use or sell it;

@ its ability to use or sell the intangible asset;

® how the intangible asset will generate probable future economic benefits. Among other things, the Group can demonstrate the existence of a
market for the output of the intangible asset or the intangible asset itself or, if it is to be used internally, the usefulness of the intangible asset;

@ the availability of adequate technical, financial and other resources to complete the development and use or sell the intangible asset; and

@ its ability to measure reliably the expenditure attributable to the intangible asset during its development.

Interest income/expense
Interest income is recognised as interest accrues. Interest income includes interest income from investments in securities, cash and cash equivalents.
Income and expense resulting from the allocation of premiums and discounts is also included. Interest expense is generally expensed as incurred.

Borrowing costs directly attributable to the acquisition, construction or production of an asset that necessarily takes a substantial period of time to get
ready for its intended use or sale are capitalised as part of the cost of the respective assets. All other borrowing costs are expensed in the period they
occur. Borrowing costs consist of interest and other costs that an entity incurs in connection with the borrowing of funds. The Group capitalises
borrowing costs for all eligible assets where construction was commenced on or after 1 January 2009. The Group continues to expense borrowing costs
relating to construction projects that commenced prior to 1 January 2009. In previous periods the Group expensed borrowing costs as incurred. The
change in accounting policy did not result in amounts of borrowing costs being capitalised as there were no qualifying assets in 2009.

Foreign currency exchange gains and losses

The foreign currency exchange gains and losses mainly result from foreign currency cash transactions and period end revaluation of foreign currency
denominated cash into US dollars. It is the Group’s view that these gains and losses are driven by the financing activities of the Group and are therefore
shown as non-operating results.

Employee benefits — defined contribution plans
Contributions to defined contribution and state-funded pension plans are recognised in the income statement as incurred.
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Earnings per share

Basic earnings per share amounts are calculated by dividing net profit (loss) for the year attributable to ordinary equity holders of Dialog by the
weighted average number of ordinary shares outstanding during the year.

Diluted earnings per share amounts are calculated by dividing the net profit attributable to ordinary equity holders of Dialog by the weighted average
number of ordinary shares outstanding during the year plus the weighted average number of ordinary shares that would be issued if all the securities or
other contracts to issue ordinary shares were exercised.

The weighted average number of shares outstanding is as follows:

2009 2008

000 000

Basic number of shares 48,868 45,125
Effect of dilutive options outstanding 5,596 283
Dilutive number of shares 54,464 45,408

There have been no other transactions involving ordinary shares or potential ordinary shares between the reporting date and the date of completion of
these financial statements.

The amount of anti-dilutive share options outstanding was 650,800 (2008: 2,892,211).

Significant accounting judgements, estimates and assumptions

The preparation of financial statements requires management to make judgements, estimates and assumptions that affect the reported amounts of
assets and liabilities, as well as disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period.

Subject to such estimates and judgements is the following:

Impairment of non-financial assets

The Group assesses whether there are any indicators of impairment for all non-financial assets at each reporting date. In case of such an indicator, an
impairment test is made. This requires the determination of the value in use and the fair value less costs to sell respectively of the assets. Estimating the
value in use requires management to make an estimate of the expected future cash flows from the asset and also to choose a suitable discount rate in
order to calculate the present value of those cash flows. The carrying amount of such assets at 31 December 2009 was US$13,413,000 (2008:
US$12,374,000). Further information regarding impairment charges is provided in notes 3 and 10.

Deferred tax assets
Deferred tax assets are recognised for all unused tax losses to the extent that it is probable that taxable profit will be available against which the losses
can be utilised.

Significant management judgement is required to determine the amount of deferred tax assets that can be recognised, based upon the likely timing of
future taxable profits, together with future tax planning strategies. At year end 2009, net deferred tax assets amounting to US$7,514,000 were
recognised (2008: nil). The unrecognised deferred tax assets at 31 December 2009 were US$45,783,000 (2008: US$51,552,000). Further information
regarding the assessment of future taxable income is disclosed in note 4.

Share-based employee compensation awards

Stock options

Share-based payment transactions for stock options are measured by reference to the fair value at the date on which they are granted. The fair value of
share-based payments is determined using the Black-Scholes model, which involves making assumptions about interest rates, volatilities, market
conditions and fluctuation. Due to the nature of these assumptions, such estimates are subject to significant uncertainty. In 2009, the expense related
to stock options was US$851,000 (2008: US$940,000). For further information on stock options please refer to note 21.

52 Dialog Semiconductor Plc Annual report and accounts 2009









Section 4 | Consolidated financial statements and notes

3. Other disclosures to the income statements
a) Operating expenses and revenues
The operating result before income taxes is stated after charging:

2009 2008
US$000 US$000
Auditors' remuneration for the audit ” (443) (423)
Depreciation of property, plant and equipment (4,473) (5,614)
Amortization of intangible assets (2,146) (2,124)
Personnel costs
Wages and salaries (36,771) (28,787)
Social and security costs (4,811) (2,758)
Share-based payment (1,364) (1,325)
Pension costs from defined contribution plans ? (2,569) (2,321)
(45,515) (35,191)
Included in revenues
Revenue from the sale of goods 211,912 157,569
Revenue from customer specific research and development contracts 5,701 4,261
Income attributable to prior periods from BenQ cash settlement (see note 27) 1,961 -
Included in cost of sales:
Costs in relation to customer specific research and development contracts (5,701) (4,261)
Amount of inventory recognized as expense (98,947) (78,807)
Impairment of inventories recognized as an expense (973) (1,220)
Included in other operating income
Income from recoveries on trade accounts receivable derecognized in prior periods 349 302

1) In addition to the auditors’ remuneration included in the operating result, in 2009 US$ 287,000 was paid to the auditors in relation to the capital increase. These costs were deducted from equity (see

note 19).

2) The pension costs from defined contribution plans include costs for the state funded pension plan in Germany of US$1,339,000 (2008: US$1,158,000).

b) Directors’ remuneration

2009 2008
US$000 Us$000
Aggregate remuneration in respect of qualifying services 884 756
2009 2008
No. No.
Number of Directors who received shares in respect of qualifying services 8 8
Number of Directors who exercised share options 6 -
2009 2008
US$000 Us$000

In respect of the highest paid Director:
Aggregate remuneration 577 440
Pension contribution for the year 28 30

The highest paid director exercised 115,859 share options during the year.
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3. Other disclosures to the income statements continued
¢) Interest and other financial income and expense
Interest income and other financial income and expense comprise the following items:

2009 2008
US$000 Us$000
Interest income 203 776
Other financial income - 98
203 874
Interest expense (212) (673)
Other financial expenses - (246)
(212) (919)
ca) Interest income and interest expense
Interest income and expenses comprise the following items:
2009 2008
US$000 Us$000
Interest income 203 776
Interest expense (212) (673)
(9) 103
Of which: from financial instruments relating to categories in accordance with IAS 39
Loans and receivables 94 (519)
Financial liabilities measured at amortised costs (103) (18)
Available-for-sale financial assets - 640
(9) 103
cb) Other financial income and other financial expenses
Other financial income and expenses comprise the following items:
2009 2008
US$000 Us$000
Other financial income - 98
Other financial expenses - (246)
- (148)
Composition and categories in accordance with IAS 39:
Gain from the sale of available-for-sale financial assets - 98
Loss from the sale of as held to maturity classified financial assets - (246)
- (148)

d) Government grants

The Group receives government grants for research and development activities of its Edinburgh design centre. Under the condition that Dialog remains
located in Scotland and employs an agreed amount of employees in Scotland until 29 January 2011, the total grant that can be received is US$2.0
million (£1.3 million). In 2009 the Group received grants in the amount of US$879,000 (2008: US$654,000). In the profit and loss account the grants
received were deducted from research and development expenses.
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For the year ended 31 December 2009

5. Cash, cash equivalents and restricted cash continued
the factoring bank which represents the cash value of selected receivables sold to the factoring bank. This amount is non-interest bearing until the
related receivables have been entirely settled. The factoring bank charges interest on amounts drawn from the account.

Funds classified as long-term Restricted Cash serve as collateral for the Group's factoring agreement. As part of the factoring agreement, in the first
quarter 2009 the Group had pledged US$6.5 million of cash to the factoring institution. The institution would draw down on these only if a commercial
action by Dialog were to invalidate — partly or completely — the claim on a receivable financed by the factoring programme. For further information on
the Group's factoring agreement, please refer to note 25. In the second quarter 2009 the factoring bank decreased the pledged amount to $3.0 million.

6. Trade accounts receivable and other receivables

2009 2008
US$000 Us$000

Trade accounts receivables 15,365 3,837
Receivables from factoring agreement 2,121 3,618
17,486 7,455

Trade receivables are non-interest bearing and are generally on 30-60-day terms.

As described in note 25, in 2007 the Group entered into a selective factoring agreement. The amount shown as receivables from the factoring
agreement represents a 15% retainer kept by the factoring bank against sold receivables. The retainer is released only once the receivable is fully paid
by the customer, at the latest, 120 days after the receivable becomes due or if the insurance event occurs. The amounts are non-interest bearing and
are generally on 30-60-day terms.

The recorded trade accounts receivable for which an impairment has been recognised, was US$1,406,000 and US$1,656,000 at 31 December 2009
and 2008, respectively. The related allowance for doubtful accounts was US$ 1,406,000 and US$1,656,000 at 31 December 2009 and 2008,

respectively.

The allowance for doubtful accounts developed as follows:

2009 2008

US$000 US$000
Allowance for doubtful accounts at beginning of year 1,656 1,624
Additions charged to bad debt expense 163 16
Write-offs charged against the allowance - -
Reductions credited to income (349) (2)
Effect of movements in foreign currency (64) 18
Allowance for doubtful accounts at end of year 1,406 1,656
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9. Other current assets
Other current assets comprise:

At 31 December 2009 At 31 December 2008

US$000 Us$000
Prepaid expenses 1,165 807
Other tax receivables 4438 508
Other 302 68
1,915 1,383
10. Property, plant and equipment, net
A summary of activity for property, plant and equipment for the years ended 31 December 2009 and 2008 is as follows:
Leasehold Office and other
Test equipment improvements equipment Advance payments Total
Us$000 Us$000 Us$000 Us$000 Us$000
Cost
Balance at 1 January 2008 70,799 1,154 19,715 6 91,674
Effect of movements in foreign currency (49) (251) (680) (10) (990)
Additions 1,358 209 2,334 50 3,951
Reclassifications 6 - - (6) -
Disposals (119) - (1,278) - (1,397)
Balance at 31 December 2008/1 January 2009 71,995 1,112 20,091 40 93,238
Effect of movements in foreign currency 19 118 253 5 395
Additions 2,302 1,205 2,915 346 6,768
Reclassifications - 40 - (40) -
Disposals (127) (781) (1,937) (2) (2,847)
Balance at 31 December 2009 74,189 1,694 21,322 349 97,554
Depreciation and impairment losses
Balance at 1 January 2008 (63,334) (900) (16,988) - (81,222)
Effect of movements in foreign currency 47 204 618 - 869
Depreciation charge for the year (3,930) (101) (1,583) - (5,614)
Impairment charges (599) (102) - - (701)
Disposals 116 - 1,048 - 1,164
Balance at 31 December 2008/1 January 2009 (67,700) (899) (16,905) - (85,504)
Effect of movements in foreign currency (18) (80) (205) - (303)
Depreciation charge for the year (2,221) (172) (2,080) - (4,473)
Disposals 126 759 1,648 - 2,533
Balance at 31 December 2009 (69,813) (392) (17,542) - (87,747)
Net book value
At 1 January 2008 7,465 254 2,727 6 10,452
At 31 December 2008/1 January 2009 4,295 213 3,186 40 7,734
At 31 December 2009 4,376 1,302 3,780 349 9,807

Impairment of property, plant and equipment

Impairment charges on test equipment in 2008 relate to the write-down of display testers to reduce the carrying amount to the value in use following
an underutilisation of this equipment. In determining the value in use for test equipment the expected future cash flows were discounted at a rate of
10.5% on a pre-tax basis. In the income statement those impairment charges are recognised in the line item “cost of sales” and are allocated to the
display systems segment. Impairment charges on leasehold improvements in 2008 relate to installed equipment in a rented office that the Group
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16. Provisions

The Group issues various types of contractual product warranties under which it guarantees the performance of products delivered for a certain period
or term. The estimated provision is based on historical warranty data. The provision for dilapidation includes costs of dismantling and restoring the
offices of the Group to their original condition at end the end of the lease terms. The provision for rental obligations relates to an office that the Group
vacated in 2009 as it relocated to larger premises. The office was vacated before the end of the contractual lease term. As the likelihood of the Group
being able to sublet this office is low the Group has accounted for the rental obligations for the period the building is not used. The changes in the
provision are summarised as follows:

Balance at At 31 December

1 January 2009 Currency change Discount Additions Used Released 2009

US$000 US$000 US$000 US$000 US$000 US$000 US$000

Obligations for product warranties 515 - - 326 (72) - 769
Dilapidation 366 18 - 159 (241) (50) 252
Rental obligations 387 44 - - (3) - 428
Restructuring 22 (3) - - (19) - -
Pending legal claims - 7 - 328 - - 335
Total current 1,290 66 - 813 (335) (50) 1,784
Dilapidation - 11 241 - - 252
Total non-current - - 1 241 - - 252
Total 1,290 66 11 1,054 (335) (50) 2,036

17. Other current liabilities
Other current liabilities comprise:

At 31 December 2009 At 31 December 2008

US$000 US$000
Obligations for personnel and social expenses 7.836 2,311
Advances received in relation to customer specific research and development contracts 939 1,000
Other 2,533 1,126
11,308 4,437

Terms and conditions of the above other current liabilities:

@ obligations for personnel and social expenses have an average term of three months (2008: three months); and
@ other payables are non-interest bearing and are normally settled on 30 day terms.

18. Other non-current financial liabilities
Other non-current financial liabilities include hire purchase agreements and finance lease obligations.

19. Shareholders’ equity and other reserves

Capital increase

On 25 September 2009 the shareholders of the Company approved an offering of 12 million new ordinary shares of 10 pence each in the capital of the
Company (the “New Shares”) with new and existing institutional investors at a price of EUR 3.65 per share to raise gross proceeds of 43.8 million €
(US$64.3 million); net proceeds (after deduction of offering expenses of US$4.7 million) were US$59.7 million. The trading of the New Shares
commenced on the Regulated Market (Regulierter Markt) of the Frankfurt Stock Exchange on 30 September 2009.

On 20 October 2009, the Company completed an offering of 3,500,000 previously unissued ordinary shares at £0.10 per share to its employee share

options trust (“Trust”) at a price of EUR 0,20 per share, to make such shares available for the exercise of stock option rights that had previously been
granted to employees. At 31 December 2009 and 31 December 2008, the Trust continued to hold 2,663,318 and 641,259 shares respectively. These
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19. Shareholders’ equity and other reserves continued
shares are legally issued and outstanding for accounting purposes and accordingly have been reported in the caption “employee stock purchase plan
shares” as a reduction of shareholders’ equity.

Ordinary shares
At 31 December 2009, Dialog had authorised 104,311,860 (2008: 104,311,860) ordinary shares with a par value of £0.10 per share, of which
61,568,930 (2008: 46,068,930) shares were issued and outstanding.

amount of shares US$000
At 1 January 2008 and 2009 46,068,930 9,328
Issued on 25 September 2009 12,000,000 1,922
Issued on 20 October 2009 3,500,000 575
At 31 December 2009 61,568,930 11,825

Dialog's stock was previously issued in the form of bearer shares. On 16 November 2009, all shares were converted in registered shares. All shares are
fully paid.

Share premium
The account comprises additional paid-in capital in connection with the issue of shares.

Accumulated deficit
The accumulated deficit comprises losses and non-distributed earnings of consolidated Group companies. Because of the accumulated deficit, the
Group cannot pay a dividend and does not plan to pay dividends in the foreseeable future.

Other reserves

Currency translation reserve

The currency translation reserve is used to record exchange differences arising from the translation of the financial statements of subsidiaries whose
functional currency is not the US$.

Cash flow hedge reserve
The cash flow hedge reserve is used to record the portion of the gain or loss on a hedging instrument that is determined to be a highly effective cash

flow hedge.

Available-for-sale securities reserve
The available-for-sale securities reserve is used to record fair value changes on available-for-sale investments.

The related tax effects allocated to each component of other reserves for the years ended 31 December 2009 and 2008 are as follows:

2009 2008
Pre-tax Tax effect Net Pre-tax Tax effect Net
US$000 US$000 US$000 Us$000 Us$000 US$000
Unrealised losses on available-for-sale
securities - - - (312) - (312)
Currency translation adjustment (113) 421 308 (249) (887) (1,136)
Cash flow hedges (179) - (179) (282) - (282)
Other comprehensive income (loss) (292) 421 129 (843) (887) (1,730)

In 2008 the Group sold all of its available-for-sale securities. The net realised gain of US$10,000 from those sales that had been previously (Q3 2008)
recognised directly in equity were recycled into profit and loss.
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20. Pension scheme

The Group operates defined contribution pension schemes. The pension cost charge for the year represents contributions payable by the Group to the
funds and amounted to US$1,229,000 (2008: US$1,163,000). At 31 December 2009, contributions amounting to US$150,000 (2008: US$69,000)
were payable to the funds and are included in other current liabilities. Pension costs also include payments to the state funded pension plan in Germany
in the amount of US$1,339,000 (2008: US$1,158,000).

21. Share-based payments

a) Stock option plans

On 7 August 1998, the Group adopted a stock option plan (the “Plan”) under which employees, the executive management and the Executive
Directors may be granted from time to time, at the discretion of the Board, stock options to acquire up to 3,840,990 shares of the Group's authorised
but unissued ordinary shares. On 16 May 2002 the Shareholders of the Group approved a resolution increasing the maximum amount of stock options
which may be granted by the Group at any time, to 15% of Dialog’s issued share capital on a diluted basis. At 31 December 2009, 10,865,105 shares
could be issued.

Unless otherwise determined by the board, stock options granted to employees are granted with an exercise price not less than the quoted price at the
date of grant, and vest during the service period of the employee without any further vesting conditions. Stock options granted before 31 October
2006 have terms of ten years and vest over periods of one or five years from the grant date. On 19 June 2006 the Board amended the stock option
plan under which stock options now have a seven-year life and vest monthly over a period of one to 48 months. The new stock options may not be
exercised until they have been held for one calendar year from the grant date. The new rules were implemented on grants made on or after 31 October
2006. The stock option plan was extended by the Board in 2009 to expire 31 January 2012.

At the 2006 Annual General Meeting, Shareholders approved a stock option plan for Non-executive Directors. Each Non-executive Director is entitled to
an initial grant of 50,000 options vesting over four years and each year thereafter, soon after each Annual Shareholder Meeting, a further 20,000
options vesting over 12 months are granted. Options are exercisable at the market price prevailing at the date of grant.

On 22 April 2009 the Board of Directors of the Company decided to offer the employees an option replacement programme for options which had an
exercise price which was below the current market price (underwater options). Under this option replacement programme option holders were offered
to replace their underwater options against a reduced number of replacement options with an exercise price set at the market price of the Company’s
shares at the replacement date. The total value of the replacement options was equal to the total value of the underwater options. The options value
was derived from a Black-Scholes valuation model as at the date of conversion. 107 employees decided to replace in total 1,098,952 underwater
options for 534,192 replacement options.

The fair value of all grants in the two-year period ended 31 December 2009 was estimated using the Black-Scholes option pricing model. Expectations
of early exercise are considered in the determination of the expected life of the options. The Group does not have adequate historical development of
the share price, particularly as a result of material unusual effects in the stock market in recent years. Furthermore, implicit volatility cannot be
determined since none of the Group’s options are actively traded. The Group has therefore based its calculation of expected volatility on an average of
its own volatility and the historical development of other companies in its business segment.

The following assumptions were used for stock option grants for the years ended 31 December 2009 and 2008:

2009 2008
Expected dividend yield 0% 0%
Expected volatility 42-54% 40-48%
Risk free interest rate 4.25% 4.2%
Expected life (in years) 2.0-6.0 2.0-6.0
Weighted average share price during the year (in US$) 6.57 1.32
Weighted average share price for Option grants (in US$) 5.23 1.43
Weighted average exercise price (in US$) 5.23 1.43
Weighted-average fair value (in US$) 2.08 0.84
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21. Share-based payments continued
Stock option plan activity for the years ended 31 December 2009 and 2008 was as follows:

2009 2008
Weighted average Weighted average

exercise price exercise price

Options uUss$ Options us$

Outstanding at beginning of year 5,796,510 2.56 5,372,006 2.77
Granted 1,244,901 6.58 997,776 1.43
Exercised (1,558,152) 1.88 (405,128) 0.42
Forfeited (115,157) 1.74 (168,144) 2.79
Options replaced 534,192 2.08 - -
Options returned (1,098,952) 5.33 - -
Outstanding at end of year 4,803,342 3.27 5,796,510 2.56
Options exercisable at year end 1,877,812 2.26 3,329,250 3.09

The weighted average share price at the date of exercise of options was US$7.47 and US$1.12 in the years ended 31 December 2009 and 2008
respectively.

Liabilities from share option exercises to employees were US$614,000 at 31 December 2009 (2008: nil).

The following table summarises information on stock options outstanding at 31 December 2009:

Options outstanding Options exercisable
Weighted average

Number remaining Weighted average Weighted average

outstanding at 31 contractual life exercise price  Number exercisable exercise price

Range of Exercise Prices December 2009 (in years) US$ at 31 December 2009 uss$
€0.00- 2.98 3,769,800 5.0 1.85 1,652,686 1.89
€3.00 - 8.00 1,033,542 6.2 8.46 225,126 5.00
€0.00 - 8.00 4,803,342 5.3 3.27 1,877,812 2.26

b) Executives’ Long Term Incentive Plan (LTIP)

The Group also operates the Dialog Semiconductor Plc Long Term Incentive Plan (LTIP) which was approved by shareholders at the Annual General
Meeting in April 2008. Under the LTIP, key executives are eligible to share in a percentage of the value created for shareholders in excess of an annual
return hurdle measured over a three-year performance period. This value is delivered to a participant in the form of a series of so called nil-cost options
which can be exercised within five years of the date of grant. The first award under the LTIP was made on 8 May 2008.

At the Annual General Meeting in April 2009, the LTIP was extended by one year.
The fair value of the LTIP, where the number of nil-cost options granted to an individual is contingent upon the returns to Shareholders, was calculated

using a Monte Carlo simulation model. As a portion of each award is capable of vesting at three separate measurement dates each tranche has been
valued separately in accordance with IFRS2.
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21. Share-based payments continued
The fair values used in the calculations are as follows:

Inputs Tranche 1 Tranche 2 Tranche 3 LTIP extension
Share price at grant date €1.40 €1.40 €1.40 €4.077
Exercise price £0.10 £0.10 £0.10 £0.10
Expected life (years) 0.64 1.64 2.64 2.35
Expected volatility 40% 40% 40% 42%
Risk-free-interest-rate 4.8202% 4.8202% 4.8202% 1.4900%

Expected volatility has been determined on the same basis as the input into the fair value calculation for share options granted during the year.

Measurement date 31 January 2009
The measurement share price at 31 January 2009 (average share price over the prior 30 days) was €0.63. As this price was below the return hurdle for
January 2009 of €1.62 (initial price of €1.44 +12.5%), no share options were granted in 2009.

Measurement date 31 January 2010 (subsequent event)

The measurement share price at 31 January 2010 (average share price over the prior 30 days) was €9.8942. As this price was above the return hurdle
for January 2010 of €1.82 (prior year return hurdle of €1.62 +12.5%), 3,055,064 nil cost option grants were approved by the board on 4th February
2010, with 25% exercisable from February 22nd 2010 and the remaining 75% exercisable for 4 years from 21 February 2011.

c) ESOP Trust

The Group established an employee share option trust (the “Trust”). The Trust purchases shares in the Group for the benefit of employees under the
Group's share option scheme. At 31 December 2009 the Trust held 2,663,318 shares (2008: 641,259).
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22. Additional disclosures on financial instruments

Carrying amounts, amounts recognised and fair values by classes of financial assets and liabilities as well as by category:

Amounts recognised in the statement of financial position according to IAS 39

Carrying Fair value Fair value Fair value
Category amount recognised recognised in 31 December
in accordance 31 December 2009 Amortised cost Cost in equity profit or loss 2009
with IAS 39 US$000 US$000 US$000 US$000 US$000 US$000
Assets
Cash at bank and short-term
deposits LaR 73,602 73,602 - - - 73,602
Restricted cash LaR 3,000 3,000 3,000
Deposits designated as a
hedging instrument n/a 46,546 - - 46,546 - 46,546
Trade accounts receivable and
other receivables LaR 17,486 17,486 - - - 17,486
Other non-derivative financial
assets
Deposits for hedging
contracts LaR - 292 - - - 292
Derivative financial assets
Derivatives without
hedging relationship n/a - - - - - -
Derivatives with hedging
relationship n/a - - - - - -
Liabilities
Trade account payables FLAC 15,074 15,074 - - - 15,074
Other payables FLAC 2,230 2,230 - - - 2,230
Other financial liabilities FLAC 1,379 1,379 - - - 1,379
Derivative financial liabilities
Derivatives without
hedging relationship n/a - - - - - -
Derivatives with hedging
relationship n/a - - - - - -
Of which aggregated by category in
accordance with IAS 39:
Loans and receivables (LaR) 94,088 94,380 - - - 94,380
Deposits designated as a hedging instrument 46,546 - - 46,546 - 46,546
Held-to-maturity investments (HtM) - - - - - -
Available-for-sale financial assets (AfS) - - - - - -
Derivatives without hedging relationship - - - - - -
Derivatives with hedging relationship - - - - - -
Financial liabilities at amortised cost (FLAC) (18,683) (17,304) - - - (17,304)
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22. Additional disclosures on financial instruments continued

Amounts recognised in the statement of financial position according to IAS 39

Carrying Fair value Fair value
Category amount recognised recognised in Fair value
in accordance 31 December 2008 Amortised cost Cost in equity profit or loss 31 December 2008
with IAS 39 US$000 US$000 US$000 US$000 US$000 US$000
Assets
Cash at bank and short-term
deposits LaR 36,915 36,915 - - - 36,915
Trade accounts receivable and
other receivables LaR 7,455 7,455 - - - 7,455
Other non-derivative financial
assets
Deposits for hedging
contracts LaR 1,079 1,079 - - 1,079
Derivative financial assets
Derivatives without
hedging relationship n/a - - - - -
Derivatives with hedging
relationship n/a 453 - - 453 - 453
Liabilities
Trade account payables FLAC 11,033 11,033 - - - 11,033
Other payables FLAC 1,963 1,963 - - - 1,963
Other financial liabilities FLAC 619 619 619
Derivative financial liabilities
Derivatives without
hedging relationship n/a - - - - - -
Derivatives with hedging
relationship n/a 646 - - 646 - 646

Of which aggregated by category in
accordance with IAS 39:

Loans and receivables (LaR) 45,449 45,449 - - - 45,449
Held-to-maturity investments (HtM) - - — — _ _
Available-for-sale financial assets (AfS) - - — — _ _
Derivatives without hedging relationship - - - - _ _
Derivatives with hedging relationship (193) - - (193) - (193)
Financial liabilities at amortised cost (FLAC) (13,615) (12,996) - - - (12,996)

The fair value of derivatives has been determined with reference to available market information (Level 2). The carrying amounts of the loans and
receivables and financial liabilities approximate their fair values due to short-term maturities.

23. Commitments

Operating lease, software and service commitments

The Group leases all its office facilities and vehicles, and some of its office and test equipment, under operating leases. Future minimum lease payments
under rental and lease agreements, which have initial or remaining terms in excess of one year at 31 December 2009 and payments for other
commitments are as follows:
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23. Commitments continued

Operating leases and
software Operating leases and
commitments Other commitments software commitments Other commitments

2009 2009 2008 2008

US$000 US$000 Us$000 US$000
Within one year 4,543 2,429 3,060 1,411
Between one and two years 2,287 2,497 1,608 205
Between two and three years 1,337 2,41 742 69
Between three and four years 853 1,173 397 -
Between four and five years 574 150 371 -
Thereafter - - 536 -
Total minimum payments 9,594 8,660 6,714 1,685

Total payments for operating leases and software commitments, charged as an expense in the income statement, amounted to US$4,689,000 and
US$3,929,000 for the years ended 31 December 2009 and 2008 respectively.

Finance lease, hire purchase and software commitments

The Group has finance leases and hire purchase contracts for test and IT equipment and has software contracts. The leases have terms of renewal but
no purchase options and escalation clauses. Renewals are at the option of the specific entity that holds the lease. Future minimum payments under
finance leases and hire purchase and software contracts together with the present value of the net minimum payments are as follows:

Minimum payments

2009 2008
US$000 US$000
Within one year 793 418
Between one and two years 364 303
Between two and three years 341 -
Between three and four years 113 -
Total minimum payments 1,611 721
Less amounts representing finance charges (232) (50)
Present value of minimum payments 1,379 671

Capital commitments
The Group has contractual commitments for the acquisition of property, plant and equipment in 2009 of US$2,484,000 (2008: US$377,000) and for
the acquisition of intangible assets of US$614,000 (2008: US$181,000).

24. Segmental reporting

Since 2009 the Group applies IFRS 8 “Operating Segments”. Following the provisions of IFRS 8, reportable operating segments are identified based on
the “management approach”. The management approach requires external segment reporting based on the Group’s internal organisational and
management structure and on internal financial reporting to the chief operating decision maker, which considered the Group as being the Board of
Management.
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24. Segmental reporting continued

In contrast to the former reporting structure, the Group reports on three operating segments, which are independently managed by bodies responsible
for the respective segments depending on the nature of products offered. The identification of Company components as business segments is based in
particular on the existence of business unit managers who report directly to the CEO of Dialog and who are responsible for the performance of the
segment under their charge. In accordance with IFRS 8, the former Wireless Segment was divided into the Audio and Power Management Segment and
the Display Systems Segment which are now reported separately as operating segments. Prior-year figures have been adjusted accordingly.

a) Operating segments
The Group's operating segments are:

Audio and Power Management
This segment includes our power management and audio chips especially designed to meet the needs of the wireless systems markets.

Display Systems
The products in this segment include a range of advanced driver technologies for low power display applications — from PMOLEDs, to electronic paper
and MEMS displays.

Automotive and Industrial
In the automotive and industrial market our products address the safety, management and control of electronic systems in cars and for industrial
applications.

2009 2008
Audio & Power Display  Automotive/ Audio & Power Display Automotive/
Management Systems 34 Industrial Corporate Total  Management Systems 3/4) Industrial Corporate Total
US$000 US$000 US$000 US$000 US$000 US$000 US$000 US$000 US$000 Us$000
Revenues 176,569 5,987 33,531 1,526 217,613 121,355 5,149 35,193 133 161,830
R&D expenses 24,383 8,312 9,513 413 42,621 19,816 7,025 9,453 427 36,721
Operating profit
(loss) ? 47,048  (12,395) (3,636) (2,345) 28,672 21,892 (10,972) (875) (4,093) 5,952
Depreciation/
amortisation 3,535 1,490 1,594 - 6,619 3,769 2,060 1,909 - 7,738
Impairment and
disposal losses 1,076 179 441 1,696 1,171 454 362 249 2,236
Investments 5,447 2,296 2,457 - 10,200 4,110 2,247 2,083 - 8,440
At 31 Dec 2009 At 31 Dec 2008
Total assets 43,605 4,308 13,366 131,032 192,311 28,410 4,679 10,349 36,915 80,353
Liabilities 16,025 6,756 7,227 5,324 35,332 9,367 5,121 4,746 914 20,148

[1] All revenues are from sales to external customers

[2] Certain overhead costs are allocated mainly based on sales and headcount.

[3] Revenue is partially generated from funded research and development activity.

[4] The operating loss reflects the investment in the emerging display technology.

[5] Corporate revenue in 2009 includes US$ 1.961,000 relating to the BenQ Cash settlement (see note 27).

Corporate expenses and income include sales discounts on early payment, the holding company, stock option expenses, expenses for the Management
Long Term Incentive Plan (LTIP), the restructuring expenses and income and other expenses not specifically attributable to the operating segments.
Corporate assets include certain financial assets such as cash and cash equivalents, and marketable securities. Corporate liabilities include liabilities of

the holding company and other liabilities not specifically attributable to operating segments.

Segment assets and liabilities comprise all assets and liabilities employed by the relevant business segment to generate the operating segment'’s profit
or loss.

Investments comprise additions to property, plant and equipment, and intangible assets.

In 2009 and 2008 the Group had no inter-segment sales, income, expenses, receivables, payables or provisions.
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24. Segmental reporting continued
There are no differences between the measurements of the reportable segments profits and losses, assets and liabilities and the entities profit and losses,
assets and liabilities.

b) Geographic information — Revenues by shipment destination

2009 2008
US$000 Us$000
Revenues
United Kingdom 434 1,222
Hungary 17,444 17,056
Other European countries 20,600 9,205
China 145,986 100,323
Other Asian countries 23,047 12,546
Other countries 10,102 21,478
Total revenues 217,613 161,830
Investments
Germany 7,809 7,658
Japan 350 32
United Kingdom 2,022 749
Other 19 1
Total investments 10,200 8,440

At 31 December 2009

At 31 December 2008

US$000 US$000
Assets
Germany 185,656 77,359
Japan 854 736
United Kingdom 5,577 2,083
Other 224 175
Total assets 192,311 80,353

Revenues are allocated to countries based on the location of the shipment destination. Segmental investments and assets are allocated based on the
geographic location of the asset.

25. Financial risk management objectives and policies

Vulnerability due to certain significant risk concentrations

The Group's future results of operations involve a number of risks and uncertainties. Factors that could affect the Group's future operating results and
cause actual results to vary materially from historical results include, but are not limited to, the highly cyclical nature of both the semiconductor and
wireless communications industries, dependence on certain customers and the ability to obtain adequate supply of sub-micron wafers.

The Group's products are generally utilised in the wireless and automotive industries. The Group generates a substantial portion of its revenue from the
wireless communications market, which accounted for 84% and 78% of its total revenue for the years ended 31 December 2009 and 2008,
respectively.

The Group's revenue base is diversified by geographic region and by individual customer. Changes in foreign currency exchange rates influence the
Group's results of operations. The Group’s sales, purchases of raw materials and manufacturing services are primarily denominated in US$. The Group
also has foreign currency exchange risks with respect to its net investments in foreign subsidiaries and branches in the United Kingdom, Japan, Taiwan,
Hong Kong and Korea. Fluctuations in these currencies could have a significant impact on the Group's reported results from operations.
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25. Financial risk management objectives and policies continued

The Group depends on a relatively small number of customers for a substantial portion of its revenues, and the loss of one or more of these customers
may result in a significant decline in future revenue. During 2009 two customers individually accounted for more than 10% of the Group's revenues.
Total revenues from these two customers were US$145,271,000. Net receivables from these two customers were US$9,342,000 at 31 December 2009.
During 2008 two customers individually accounted for more than 10% of the Group's revenues. Total revenues from these two customers were
US$104,227,000 or 64%. Net receivables from these two customers were US$344,000 at 31 December 2008. The Group performs ongoing credit
evaluations of its customers' financial condition. Both customers are part of the Audio & Power Management Segment.

Financial risk management objectives and policies

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

The Group also entered into derivative transactions (forward currency contracts). The purpose is to manage the currency risks arising from the Group's
operations.

It is, and has been throughout 2009 and 2008, the Group's policy that no trading in derivatives shall be undertaken.

Exposure to market risk, credit risk and liquidity risk arises in the normal course of the Group’s business. The Board of Directors reviews and agrees
policies for managing each of these risks which are summarised below:

Market risk

Market risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in market prices. Market prices
comprise three types of risk: interest rate risk, currency risk and other price risk, such as equity risk. Financial instruments affected by market risk include
loans and borrowings, deposits, available-for-sale investments, and derivative financial instruments.

Interest risk

The Group earns interest from deposits and uses money market deposits with highly rated financial institutions. During the year, the Group has held
cash on deposit with a range of maturities from one week to one month. This can vary in view of changes in the underlying currency’s interest rates and
the Group's cash requirements.

The Group spends interest on amounts received in connection with the factoring agreement as prescribed below.

The Group has no long-term debt and no amounts outstanding under short-term credit facilities as at 31 December 2009 (2008: US$nil).

The Group’s policy is to manage its interest income using a mix of fixed and variable interest rate debts. In order to achieve this policy, the Group invests

in highly liquid funds having a matching investment strategy. Once the operating business has been financed, short-term excess funds are invested in
floating interest rate securities. Only short-term deposits bear fixed interest rates.
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